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Nonfarm Employment: Unchartered Territory

Today’s nonfarm employment number is at odds with what other numbers are showing regarding the
health of the US economy. However, the number of jobs has ‘consistently’ been at odds with the US
economy during the whole year. Although GDP numbers for the first and second quarters indicated the US
economy was in bad shape, employment numbers told a completely different story. Employment growth
was very strong in the first half of the year, increasing by more than 2.7 million jobs or 461,000 average job
growth per month, which is not consistent with a poorly performing economy.

Thus, from this point of view, July’s nonfarm payroll employment increase of 528,000 is not out of line with
what has already happened during the first half of the year, it is just a continuation of this new post-Covid
environment. And there are no good historical comparisons to what is happening today in terms of
economic numbers. When the Spanish flu hit the US and world economy back in the second decade of the
1900s economic data as we know it today was nonexistent and thus it is very difficult to make historical
comparisons.

Thus, these are also unchartered times for the Fed (Federal Reserve) as it tries to make sense of what is
happening in the US economy. The only thing that is clear for the Fed is that inflation is too high, and it
needs to bring it down. However, they need to be clearheaded and figure out the best solution to the
problem. Is it employment growth that is keeping inflation higher? Although average hourly earnings were
higher than expected in July, up 5.2% on a year earlier basis, real disposable personal incomes have been
declining for several months so the Fed should take notice that while the labor market is very strong, real
incomes are already coming down and not contributing to higher inflation.
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However, as we argued in our Weekly last week, targeting employment growth at this time is not a good
strategy for the Fed, especially because GDP numbers are already showing a struggling economy even if
those numbers have also been at odds with the growth in employment during the first half of the year.
Thus, the Fed knows that the economy is slowing down and that it is a matter of time for inflation to start
coming down. However, we should not expect inflation to come down very quickly and thus the Fed needs
to be responsive.

The biggest issue today is one of a ‘readjusting’ economy, an economy that relied too much on the goods
sector during the pandemic and has been transitioning into a more ‘normal’ economy, one that depends
more on the service sector for economic growth. Thus, the strong growth in service sector employment is
not a reason to fret about potential upward pressure on inflation going forward. That is, from this point of
view, a slowing economy that is contributing to a slowdown in inflation is not inconsistent with a strong
job market and the Fed should be able to keep its cool when considering its upcoming interest rate
increases.

We acknowledge that markets are already pricing in a 75 basis point (bp) increase in the federal funds rate
for September. However, markets originally priced a 100 bp increase for July that never happened. There
is still plenty of time ahead of the September meeting and plenty of economic data scheduled to be
released. Thus, as it stands today, we still believe that the Fed will increase the federal funds rate by 50 bps
in September and then by another 50 bps in December.
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Summary of the week:

ISM Services: The US service sector improved in July according to the Services PMI and showed that the US
economy started the third quarter on a strong footing. This was the first improvement in the Services PMI
since March. The July Services PMI came at much higher than markets were expecting. According to the
Institute of Supply Management, the US services sector is alive and well! July’s Services ISM was 56.7, up
from a 55.3 reading in June. The Business Activity/Production index increased to 59.9 from 56.1 in June
while the New Orders index surged from 55.6 to 59.9. The Employment index remained in contraction
territory, at 49.1 but improved compared to a reading of 47.4 in June. The Supplier Deliveries index
weakened considerably, from a reading of 61.9 in June to 57.8 in July but is still expanding. The Inventories
index was also down, at 45.0, but further into contraction territory from a reading of 47.5 in June. The
Prices index was still high, at 72.3, but down from an 80.1 reading in June. Meanwhile, the Backlog of
Orders index came down slightly, to 58.3 from 60.5 in June, but remained in expansion territory. The New
Export Orders index rose to 59.5 in July compared to a 57.5 reading in June while the Imports index
increased to 48.0 from 46.3 but remained in contraction territory. Lastly, the Inventory Sentiment index
pushed above the 50-demarcation point, to 50.1 compared to a reading of 46.2 in June. The Services PMI
came in stronger than expected in July and remains solidly in expansion territory. The New Orders and
Business Activity/Production indices increased considerably compared to June’s levels.

ISM Manufacturing: The manufacturing PMI stood its ground in July, slightly declining from 53.0 to 52.8.
However, the prices index was much lower, a good omen for reduced price pressures going forward while
the exports index improved. Employment and new orders continue in contraction territory. The ISM
Manufacturing PMI held its ground in July, printing a better than expected 52.8 compared to 53.0 for the
month of June. Consensus expectations was for the index to print 52.0. The new orders index declined
further below 50, to 48.0 from 49.2 in June while the production index also declined, but remained in
expansion territory at 53.5 compared to 54.9 in June. Meanwhile, the employment index improved to 49.9
from 47.3. but remained just below the demarcation point between contraction and expansion. Supplier
deliveries were also weaker in July but still in expansion territory, at 55.2 compared to 57.3 in June while
inventories improved to 57.3 in July compared to a reading of 56.0 in June. Customer’s inventories, on the
other hand, improved to 39.5 from 35.2 in June, but remained in contraction territory. The prices index
declined to 60.0 in July from a reading of 78.5 in June while the backlog of orders declined to 51.3 from 53.2
but remained in expansion territory. New export orders improved to 52.6 from a 50.7 reading in June while
imports increased to 54.4 in July from a reading of 50.7 in June. Although the manufacturing PMI was
slightly lower in July compared to June, some of the components of the index were very positive for the
economy. This was especially true for the prices index component, which tumbled 18.5 points, from 78.5 in
June to ‘only’ 60.0 in July. That is, prices are still going up, but the rate of growth of price increases has
come down considerably. Another interesting indicator for the economy was the increase in the exports
index, which was close to contraction (at 50.7) in June but improved to 52.6 in July. Exports have remained
one of the few expanding sectors in the US economy.

Trade Balance: The improvement in the trade balance during the second quarter of the year shows that 
the export sector is the leading sector of the US economy despite the strength of the US dollar.
US international trade in goods and services recorded a deficit of $79.6 billion during the sixth month of 

the year, down $5.3 billion from the deficit recorded in May. June exports were $260.8 billion or $4.3 billion 
more than in May while imports were $340.4 billion or $1.0 billion less than those recorded in May. 
The decrease in the June deficit was the consequence of a $4.9 billion decrease in the goods deficit as well 
as an increase in the service surplus of $0.3 billion. On a year-to-date basis, the goods and services deficit 
increased $134.1 billion or 33.4% from the same period a year earlier. During this period, exports increased 
20.0% while imports increased 23.3%. US exports remained strong during the second quarter of the year 
despite the appreciation of the US dollar during the year and was the best performing sector of GDP during 
the second quarter.
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Summary of the week:

Employment Report: The larger than expected increase in nonfarm employment in July is troubling news
for the Federal Reserve (Fed) and for the markets as interest rate increases so far have not been able to
slowdown the strength of the US labor market and threaten to keep inflation higher for longer. What
normally is good news for the economy, e.g., more people employed and earning a paycheck, has become
a symbol of concern as inflation continues to remain above the Fed’s target. Total nonfarm employment
increased a more than expected 528,000 in July while the unemployment rate decreased slightly to 3.5%
from 3.6% in June, according to the US Bureau of Labor Statistics. Consensus expected an increase of
250,000 jobs for July. The labor force participation rate declined slightly, to 62.1% compared to 62.2% for
June. Employment growth was also revised upward for June, from an original print of 372,000 to 398,000.
There were 69,000 new jobs in the private goods-producing sector and an impressive 402,000 new jobs in
the private service-providing sectors. There were also 57,000 new jobs created in the government sector.
The growth in employment was broad based: mining and logging added 7,000 new jobs, construction
added 32,000, manufacturing 30,000. On the service side, wholesale trade added 10,500, retail trade added
21,600, transportation and warehousing added 20,900, utilities up 400, etc. The largest additions to jobs
occurred in professional and business services, up 89,000, education and health services, up 122,000, and
leisure and hospitality, up 96,000. Hourly earnings increased a more than expected 5.2% on a year earlier
basis compared to expectations for a 4.9% increase. Contrary to the GDP report released last week, this
employment report shows an economy that continues to expand. Employment growth is not the only
consideration when analyzing the health of the economy, but the strength of the US labor market is at odds
with other measures of economic strength or economic performance. This report is not good for markets
because this means that the Fed will have to continue with its tightening campaign in order to slow down
growth in employment and the economy.

Initial Jobless Claims: Initial jobless claims continued to increase, a trend that started earlier this year.
However, although the numbers indicate a slowdown in the labor market, there are no signs yet of an
impending recession. Initial jobless claims for the week ending July 30 were 260,000, an increase of 6,000
compared to the previous week. The four-week moving average also increased 6,000 from the previous
week, to 254,750, according to the US Department of Labor. The advance seasonally adjusted insured
unemployment rate was 1.0% for the week ending July 23, unchanged from the previous week. There was
only one state that reported more than 1,000 layoffs during the week. The state was KY with 1,051 more
layoffs in the automobile industry. However, there were 13 states with a decrease of more than 1,000
layoffs compared to the previous week. MA had 7,490 fewer layoffs, NY had 5,769 fewer layoffs in the
transportation and warehousing, educational services, and health care and social assistance industries; SC
and CA had 3,170 and 3,122 fewer layoffs while AL had 2,125 fewer layoffs in the administrative and support
and waste management and remediation services, manufacturing, retail trade, accommodation and food
services, and transportation and warehousing industries, just to mention a few.



WEEKLY HEADINGSAugust 5, 2022

Economic Forecasts:

Fed Funds Target Rate:

Fed Meeting Fed Funds 
Target Rate

20
22

July 26-27 2.50-2.75
September 20-21 3.00-3.25
November 1-2 3.00-3.25
December 13-14 3.25-3.50

20
23

January 31-February 1 3.25-3.50
March 21-22 3.25-3.50
May 2-3 3.00-3.25
June 13-14 2.75-3.00
July 25-26 2.50-2.75
September 19-20 2.25-2.50
October 31-November 1 2.25-2.50
December 12-13 2.25-2.50

Annual
1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23 2021 2022 2023

GDP (annual rate) 6.3 6.7 2.3 6.9 -1.6 -0.9 0.9 0.4 -0.3 -0.5 -0.2 0.9 5.7 1.6 0.0
Year-over-year 0.5 12.2 4.9 5.5 3.5 1.6 1.3 -0.3 0.0 0.1 -0.2 -0.1

Private Domestic Final Purchases 11.8 10.1 1.4 2.6 3.0 0.0 0.1 -0.1 -1.0 -1.1 -0.8 0.4 7.9 2.2 -0.5
Year-over-year 2.5 16.0 7.3 6.4 4.4 1.9 1.6 0.9 -0.2 -0.5 -0.7 -0.6

CPI (y/y) 1.9 4.8 5.3 6.7 8.0 8.6 8.8 7.8 6.5 4.8 3.9 3.5 4.7 8.3 4.6
Ex-food & energy 1.4 3.7 4.1 5.0 6.3 6.0 6.2 5.8 5.1 4.3 3.3 2.6 3.6 6.1 3.8

PCE Price Index (y/y) 1.8 3.9 4.3 5.5 6.3 6.5 6.6 5.7 4.8 3.8 2.8 2.4 3.9 6.3 3.4
Ex-food & energy 1.7 3.4 3.6 4.6 5.2 4.8 4.8 4.1 3.4 2.9 2.2 1.9 3.3 4.7 2.6

Unemployment Rate 6.2 5.9 5.1 4.2 3.8 3.6 3.6 3.5 3.6 4.1 4.7 5.0 5.4 3.6 4.3

Quarterly ForecastQuarterly Historical Annual Forecast
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INTERNATIONAL HEADQUARTERS: THE RAYMOND JAMES FINANCIAL CENTER
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© 2022 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. © 2022 Raymond James Financial Services, Inc., member 
FINRA/SIPC. Investment products are: not deposits, not FDIC/NCUA insured, not insured by any government agency, not bank guaranteed, subject to 

risk and may lose value.

DISCLOSURES

Economic and market conditions are subject to change.

Opinions are those of Investment Strategy and not necessarily those Raymond James and are subject to change without notice
the information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material
is accurate or complete. There is no assurance any of the trends mentioned will continue or forecasts will occur last
performance may not be indicative of future results.

Consumer Price Index is a measure of inflation compiled by the US Bureau of Labor Studies. Currencies investing are generally
considered speculative because of the significant potential for investment loss. Their markets are likely to be volatile and there
may be sharp price fluctuations even during periods when prices overall are rising.

Consumer Sentiment is a consumer confidence index published monthly by the University of Michigan. The index is normalized
to have a value of 100 in the first quarter of 1966. Each month at least 500 telephone interviews are conducted of a contiguous
United States sample.

Personal Consumption Expenditures Price Index (PCE): The PCE is a measure of the prices that people living in the United
States, or those buying on their behalf, pay for goods and services. The change in the PCE price index is known for capturing
inflation (or deflation) across a wide range of consumer expenses and reflecting changes in consumer behavior.

Consumer confidence index is an economic indicator published by various organizations in several countries. In simple terms,
increased consumer confidence indicates economic growth in which consumers are spending money, indicating higher
consumption.

The S&P CoreLogic Case-Shiller Composite Home Price Index is a value-weighted average of the original metro area indices.

S&P Dow Jones Indices is the largest global resource for essential index-based concepts, data and research, and home to iconic
financial market indicators, such as the S&P 500® and the Dow Jones Industrial Average.

The Consumer Confidence Index (CCI) is a survey, administered by The Conference Board, that measures how optimistic or
pessimistic consumers are regarding their expected financial situation.

The Present Situation Index is a subindex that measures overall consumer sentiment regarding the present economic
situation. This index is determined via a survey conducted for the Conference Board by Nielsen, and it is used to derive the
Consumer Confidence Index.

Leading Economic Indicators: The Conference Board Leading Economic Index is an American economic leading indicator
intended to forecast future economic activity. It is calculated by The Conference Board, a non-governmental organization,
which determines the value of the index from the values of ten key variables

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNER™, CFP®
(with plaque design) and CFP® (with flame design) in the U.S., which it awards to individuals who successfully complete CFP
Board's initial and ongoing certification requirements.

Source: FactSet, data as of 8/5/2022
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