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As of August 19, initial jobless claims were at just 230k and have been
flat since the end of February. These data are consistent with a tight

[ob_market. Continuing claims paint a similar picture at just 1.7M.
These data are among the best high frequency indicators for
determining an imminent labor market turning point. Important to note

people collecting severance do not count in these figures!
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In a slowdown, firms cut overtime first and then cut headcount
outright if conditions warrant further cost cutting. As a result, overtime
hours can be a leading indicator of payrolls. Manufacturing overtime
hours continue to plunge. They are down 5.4% YoY and are in
recessionary territory. These data jibe with the ISM manufacturing
series which has contracted for nine straight months. Historically, this
is a harbinger of cuts in cyclical sector employment.
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Temporary hiring allows services firms to carry a more easily
adjustable workforce. Thus, it can be highly cyclical. Firms adjust the
number of temporary hires first, before more actively investing in (or
cutting) personnel. Temp payrolls are down nearly 5% YoY, which_is
historically consistent with recession and one that tends to precede
broader job cuts.
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As the demand for labor increases, workers become more inclined to
quit and take new jobs. As a result, the quits rate is a widely followed
proxy for labor market strength. Since April 2022, the quits rate has
fallen precipitously from a series high of 3.3% to just 2.5% (back to
pre-pandemic levels). The quits rate indicates a quickly deteriorating
labor market.
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The ISM’s manufacturing and services sector employment surveys
score firms’ hiring plans. Readings above (below) 50 imply payrolls
will grow (shrink). The manufacturing survey has been below this
threshold for the last two months and for four of the last six. At the
same time, services employment continues to slow (albeit still above

50).
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Since 2000, private payrolls contracted in 77% of the months (59 out of
77) where both employment indices (services and manufacturing)
registered sub 50 readings. This is charted below where the blue
highlights represent times when both ISM employment series were in
contraction. We are almost there. ISM manufacturing employment has

been below 50. Meanwhile, ISM services has oscillated above and

below the 50 mark since February.
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In the nine months since the October pinnacle, new home construction
is down 2.3% annualized, which is the worst decrease since October
2011. If this was indeed peak home construction, history says the

sector could lose 1.1 million jobs between now and the trough of the

recession. However, the transmission of Fed policy to construction is

likely to take longer than average.

——Housing Units Under Construction
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Index

The NAHB’s Housing Market Index is comprised of three components:
present home sales, expected sales, and the traffic of prospective
buyers. Historically this has led the unemployment rate by 21 months

and statistically implies that unemployment will rise to 6% by the end

of 2024. However, the hit to construction employment will take longer

than usual. For more on this, see our August 7th paper.

——Housing Market Index (21m lead)
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According to the Kansas City Federal Reserve, labor market
momentum has been negative for the first six months of 2023. This has
dragged measures of ‘activity’ substantially off its Q1 2022 cyclical
peak of 1.4 to 0.981 in Q2 2023. We expect Q3 momentum and activity
to decline further. Measures of momentum is at its poorest since the
Global Financial Crisis.
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Historically, peaks in the labor market activity indicator have
corresponded with troughs in unemployment (shown below) and the
former is deteriorating (see below).

If momentum continues to decline, which remains our call, then
activity will decline further and the unemployment rate will rise.
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The Conference Board’s index of leading economic indicators tends to
lead employment for many large sectors. Below, we graph this series
alongside manufacturing, professional and technical services and
trucking employment which together account for 19% of private
payrolls. Econometrically, leading economic_indicators suggest that
this amalgamation could decline 3.8% YoY by the end of the year,
resulting in 960k job losses.

——|ndex of Leading Economic Indicators (7m lead)
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In sum, the labor market is deteriorating but we are not yet at an
inflexion point.

Ultimately, the unemployment rate tends to rise over 400 basis points
over a 20-month period in the event of recession (see below).

Trough Month  Trough Rate Peak Month Peak Rate  Trough to Peak Change T'Thfotfggth
January 1948 3.4 October 1949 7.9 4.5 21
June 1953 2.5 September 1954 6.1 3.6 15
March 1957 3.7 July 1958 7.5 3.8 16
March 1960 4.8 May 1961 7.1 2.3 14
May 1969 34 December 1970 6.1 2.7 19
October 1973 4.6 May 1975 9.0 4.4 19
May 1979 5.6 July 1980 7.8 2.2 14
July 1981 7.2 December 1982 10.8 3.6 17
March 1989 5.0 June 1992 7.8 2.8 39
April 2000 3.8 June 2003 6.3 2.5 38
May 2007 4.4 October 2009 10.0 5.6 29
February 2020 3.5 April 2020 14.7 11.2 2
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Disclaimer

This document is provided by SMBC Nikko Securities America, Inc. (“‘SMBC Nikko”), the US-registered broker-dealer affiliate of Sumitomo Mitsui
Banking Corporation, for informational purposes only. This document was prepared by SMBC Nikko’s economist(s). The views statements,
assumptions and forecasts expressed herein are those of the author(s) and do not reflect the judgment of any other person or of SMBC Nikko, it
does not constitute an offer, or solicitation of the sale or purchase, of securities or other investments. The information contained herein is obtained or
derived from sources believed to be reliable, but SMBC Nikko and the author(s) make no representations as to its accuracy or completeness. In
some cases, such information may be incomplete or summarized. This document has been prepared based on assumptions and parameters
determined by the economist(s) in good faith. The assumptions and parameters used are not the only ones that could have been selected, and
therefore no guarantee is given as to the accuracy, completeness, or reasonableness of any such quotations, disclosures, or analyses. Past
performance is not a reliable indicator of any future results.

This document has been prepared for and is directed at institutional investors and other market professionals and is not intended for use by retail
customers. It does not take into account any specific investment objective, financial situation, or particular need of any recipient. The information
contained herein should, for whatever purpose, be used solely at the discretion and responsibility of the recipient. SMBC Nikko and its affiliates do
not accept any liability or responsibility for any results in connection with the use of such information. Recipients are responsible for making final
investment decisions and should do so at their own discretion after conducting a careful examination of all documentation delivered prior to
execution, explanatory documents pertaining to listed securities, prospectuses, and other relevant documents, and their own independent analysis
and assessment of the merits of any transaction. The financial instruments discussed may be speculative and may involve risks to principal and
interest.

Conflicts of Interest Disclosures

The views statements, assumptions and forecasts expressed herein may differ from those expressed in globally branded research produced by
SMBC Nikko or its affiliates. The trading desks of SMBC Nikko and its affiliates trade or may trade as principal in the financial instruments that are
the subject of this material, and the author(s) of this document may have consulted with the trading desks while preparing this document. The
proprietary interests of SMBC Nikko and its affiliates may conflict with those of the recipient. SMBC Nikko and its affiliates may seek to do business
with the companies mentioned in this material and the trading desks may have accumulated, be in the process of accumulating, or accumulate long
or short positions in the financial instruments mentioned and may have acquired them at prices no longer available. The trading desks may also have
or take positions inconsistent with the views expressed in this document or may have already traded on those views.

This material is not a research report, and neither this material nor its author(s) is subject to SMBC Nikko policies and procedures that apply to the
globally branded research reports and research analysts of SMBC Nikko and its affiliates or to legal requirements designed to promote the
independence of investment research. It is not subject to any prohibition on dealing ahead of the dissemination of investment research. This means
that on the date of this document, SMBC Nikko, its affiliates, and their respective directors, representatives, or employees, may have a long or short
position in any of the instruments mentioned in this document and may make a market or trade in instruments economically related to the securities,
derivatives or other underlying assets mentioned herein, in each case either as principal or as agent.

No part of the author(s) compensation was, is, or will be, directly or indirectly related to the specific recommendations or views expressed herein.
The personal views of authors may differ from one another.

Distribution, possession or delivery of this document in, to or from certain jurisdictions may be restricted or prohibited by law. Recipients of this
document are required to inform themselves of and comply with all such restrictions or prohibitions.
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