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Weakness Below the Surface 

Nonfarm payrolls rose a higher than consensus 275k, but this was after a large 167k in downward revisions. Private 

payrolls were up a lesser 223k. Government continues to be a large contributor to employment, adding 52k 

workers for the second month in a row. But the government’s impact on hiring is even larger than it appears. 

Employment within healthcare and social assistance is heavily impacted by federal spending mandates. Notably, 

the former category was the single largest private sector contributor in February, adding 91k jobs. Private payrolls 

excluding healthcare and social assistance were up just 132k.The leisure and hospitality sector was the second 

largest contributor accounting for 58k jobs. The construction sector was a distant third, adding 23k jobs. 

Three nonfarm payroll observations are necessary. One, the downward revisions reinforce our view that 

employment gains are being overstated. Remember that a consistent pattern of downward revisions began last 

year. But the full extent of excess job gains, which we suspect is due to net birth/death adjustments, will not be 

known until there are further benchmark revisions over the next couple of years. 

Two, temporary hiring was down 15k after January was revised into negative territory. “Temps” are now down for 

23 consecutive months, which means that future labor demand continues to rapidly cool. 

Three, residential construction employment is overstaffed by upwards of 1 million workers. Pending home 

sales and housing affordability are near all-time lows. Housing starts are down 20% from around when the Fed 

began tightening. There are too many construction workers given the level of activity. Bloated payrolls may be due 

to labor hoarding. Previous pandemic-related restrictions and supply-chain issues made it difficult to hire workers 

and complete projects. 

Preserving the current level of residential construction employment would require either a sharp decline in mortgage 

rates or home prices. But mortgage rates are only likely to plunge if there is a recession, and a large drop in 

home prices itself would likely cause a recession. 

Regarding the unemployment rate, it rose two-tenths to 3.9%. This re-triggers the half percentage point recession 

rule that had initially occurred last year before being revised away. The unemployment rate may be the most 

important economic variable going forward. 

Troublingly, the increase in the unemployment rate was due to a 184k decline in Household Survey employment 

and a 334k increase in unemployment. And private wage and salary workers were down 151k. Labor force 

participation, which had been rising the last several years, has flattened out to a low 62.5% for the past three months. 

Average hourly earnings were up just a tenth after a large January gain was revised down (from 0.6% to 0.5%). 

Over the past 12 months, earnings are up 4.3% compared to 4.4% in January. News that the labor quits rate fell to 

a five-year low means that growth in labor compensation is poised to slow sharply in the months ahead. 

In terms of the Fed, the February employment results do not change anything for the March FOMC meeting 

and are unlikely to impact May unless the next employment report shows a further significant rise in the 

unemployment rate and a sharp slowing in hiring. The June 12th FOMC meeting remains the most likely start for 

rate cuts which are expected to continue through 2023 and into 2024.  

The current 5.25% to 5.5% funds rate needs to fall to around 3% (or lower) if the current widespread expectations 

of a soft landing are not met. Stay tuned. 

 

 



 

Disclaimers 

This document is provided by SMBC Group (including, collectively or individually, Sumitomo Mitsui Banking Corporation, 
SMBC Nikko Securities America, Inc., and their affiliates, as applicable) for informational purposes only, solely for use by 
the client(s) or potential client(s) to whom such document is directly addressed and delivered. This document was prepared 
by SMBC Group’s economist(s).    

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 Group does 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 following their own independent analysis and assessment of the merits of any transaction prior 
to execution, after conducting a careful examination of all documentation delivered, explanatory documents pertaining to 
listed securities, prospectuses, and other relevant documents. 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 Group. The trading desks of SMBC Group 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 Group may conflict with those of the recipient.  SMBC 
Group may seek to do business with the companies mentioned in this material and the trading desks may accumulate, be in 
the process of accumulating or have accumulated, 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 policies and procedures that 
apply to the globally branded research reports and research analysts of SMBC Group 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 Group, and its 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. 
 
This document is the property of SMBC Group, subject to copyright. Any reproduction of this document, in whole or in part, 
is prohibited, and you may not release this document to any person, except to your advisors and professionals to assist you 
in evaluating the document, provided that they are obligated, by law or agreement, to keep the document confidential. 
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. 
 
© 2024 SMBC Group. All rights reserved. 

 

 


