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April Changes in US
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Contrasting Takes on the US Labour Market

¢ Nonfarm beat expectations, driving ytd job gains

e The household survey lost jobs, driving large ytd job losses...

e ..asthelabour force shrinks

e The gulf may be explained by small businesses being hit harder by negative shocks
e The FOMC would be unwise to react in either direction...

e ..ifit's a supply shock driving weakness in total employment and softer wage gains

US nonfarm payrolls m/m 000s / UR %, SA, April:
Actual: 115/ 4.3

Scotia: 10/ 4.2

Consensus: 65/ 4.3

Prior: 185 / 4.3 (revised from 178 / 43)

I'll take my lumps first from an accountability standpoint before turning to why it doesn’t
matter that payrolls were solid. Payrolls exceeded my expectations by an amount that is at
the outer bound of what might be explained by nonfarm’s 90% confidence band. It’s hard to
dismiss an interpretation that payrolls grew by considerably more than | expected. Instead
of being #1ranked I'm #3 now out of 70+ nonfarm forecasters. | used to like Fridays.

Markets were not really impressed. The US 2 year yield barely reacted. The dollar remained weak
on the day. S&P futures only moved up by about 25bps. That could be because other factors—
like waiting on Iran—are more dominant, but there may be another explanation for why you
should ignore nonfarm if not from a market reaction standpoint then from a logical one.

The US gained 115k payroll positions last month while the companion household survey
showed a drop of 226,000 jobs. That divergence isn’t just a one-month thing. Nonfarm is up
304,000 ytd while the household survey’s measure of employment is down by 1.3 million.

As chart 1shows, this is the second largest divergence between what the two measures
say about ytd job growth in modern history behind only the pandemic year of 2020. Both
measures are noisy but the household survey is much noisier, yet relative noise should
shake out over time and leaves one wanting a better explanation for this divergence.

One possibility for this striking divergence is that American small businesses are more
likely to be off-payrolls and they are getting slammed harder than typically larger payroll
employers. That may be good for productivity if it acknowledges that bigger firms are
better able to manage today’s shocks ranging from Al to immigration policy to tariffs to
just plain uncertainty. It’s not great for workers. If it’s bad for workers and good for
productivity, then on neither count should one necessarily react hawkishly to the overall
set of numbers just because nonfarm was decent.

What's causing this? Similar to Canada, the 1.37 million ytd contraction in US household
survey employment is associated with a 1.5 million ytd contraction in the US household
survey’s measure of the labour force. Hence why the UR has only dipped by 0.1 now
versus year-end 2025. Supply and demand are cancelling each other out.

So, tighten because of nfp being up ytd? Loosen because household employment is
tanking? Be neutral because the UR is roughly unchanged? Shrug and scream “Dang it
Spock, | ‘m just an economist!”?

The answer may lie in what differentiates the US from Canada specifically in terms of what
is happening to discouraged workers. There has been a definite upward trend in
discouraged workers in the US since 2023. This means that the softness in the pool of
labour may be less likely to be driven by tighter immigration policy in the US relative to
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from the US labour force in chart 8. If people are
withdrawing from the labour force because they are
discouraged and if that’s part of why total household survey employment is weak while wage growth is ebbing, then you shouldn’t react hawkishly.

Now, if we could only settle the inflation debate but that will take at least as long as it takes to evaluate shock risks to the labour market
before the FOMC feels comfortable doing much of anything.
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