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ADP’S ESTIMATE OF U.S. JOB GROWTH IN MAY
SURPRISINGLY SOFT

*ADP/Moody’s Analytics reported today that U.S. private nonfarm establishments
added only 27k jobs in May, well below the consensus forecast (185k), and the
smallest change since March 2010 when the U.S. was climbing out of recession (Chart

1).

*The usual caveats about volatile monthly economic data that are subject to revisions
hold, but amidst escalating trade tensions, additional tariffs, financial market
volatility, gloomy business sentiment, the global industrial slump, and sluggish
global growth and trade, we are hesitant to fully discount the soft ADP payrolls
estimate.

*The Bureau of Labor Statistics (BLS) official monthly employment report will be
released on Friday, June 7, and the soft ADP number suggests downside risk to
consensus expectations of a 175k increase in the BLS’s estimate of private payrolls.
But, note that the ADP’s and BLS'’s initial estimates of private payrolls have differed
by 61k on average during the month of May since 2010 (Chart 2). Moreover, ADP’s
and BLS’s estimates of private payrolls have differed markedly this year. ADP
estimates that private payrolls increased by 913k (through April), compared to the
BLS’s estimate of 758k, so the disappointing May ADP number may be correcting for
that over estimation (relative to the BLS) so far this year (Chart 3).

Other key labor market indicators were solid in May. Initial jobless claims averaged
217k through the week ending May 25, slightly above April’s 214k average, but still
historically very low. The Conference Board Consumer Confidence survey showed that
households grew even more confident about labor market prospects in May, with 47.2%
viewing jobs as “plentiful,” the largest share since January 2001, and only 10.9% viewing
jobs as “hard to get,” the smallest share since September 2000 (Chart 4). The ISM non-
manufacturing survey’s employment index jumped to its highest level since last
October.

Most employment indexes in regional and national manufacturing surveys increased
in May (remaining in expansion territory), but were still at levels that suggest
manufacturing hiring remains sluggish. ADP estimates that manufacturing production
fell by 3k in May.

The details of the ADP report were weak across sectors (Chart 5). Employment in the
goods producing sector declined by 43k, the largest decline since March 2010, with a
36k decline in construction jobs accounting for most of the drop. Payroll growth in the
service-providing sector slowed to 71k in May from 223k in April, due to markedly
slower gains in employment in professional and business services (May: 22K, Apr.: 66K),
education and health services (May: 33k, Apr.: 63Kk) and leisure and hospitality (May:
16k, Apr: 53k). Small businesses shed 52k jobs, the largest decline since March 2010,
and medium-sized businesses added only 11Kk jobs, but large businesses added a trend-
like 68k jobs.

Our hunch is that the drop-off in ADP’s estimate of private payrolls growth is likely
a blip, with underlying trend job growth likely closer to its six-month moving
average of 198k than it is to 27k. If the BLS May employment report also exhibits
similar weakness, that would provide a more forceful indication that companies are
scaling back hiring because of concerns about the economic outlook.
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Chart 1: ADP’s Estimates of the Monthly Change in Private Payrolls
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Chart 2: Mean Absolute Error Between Initial Estimates of ADP and BLS by Month
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Source: Monthly data. Source: ADP, Bureau of Labor Statistics and Berenberg Capital Markets
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Chart 3: ADP vs. BLS Estimates of Private Payroll Growth Since December 2018
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Chart 4: Share of Consumers Viewing Jobs as Plentiful vs. Hard to Get
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Chart 5: ADP’s Estimates of the Monthly Change in Private Service-Providing and Goods-

Producing Payrolls
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Berenberg Capital Markets
LLC (hereinafter also referred to as “BCM”). BCM has made any effort to carefully research and process all information.
The information has been obtained from sources which we believe to be reliable such as, for example, Thomson Reuters,
Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and completeness
of all information given. The provided information has not been checked by a third party, especially an independent
auditing firm. We explicitly point to the stated date of preparation. The information given can become incorrect due to
passage of time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to indicate
such changes and/or to publish an updated document. The forecasts contained in this document or other statements on
rates of return, capital gains or other accession are the personal opinion of the author and we do not assume liability for
the realisation of these.

This document is only for information purposes. It does not constitute a financial analysis, investment advice or
recommendation to buy financial instruments. It does not replace the recipient’s procurement of independent legal, tax or
financial advice.

This document has been classified as fair and balanced for the purposes of FINRA rules. Please contact Berenberg Capital
Markets LLC (+1 646.949.9000), if you require additional information.

Remarks regarding foreign investors

The preparation of this document is subject to regulation by US law. The distribution of this document in other jurisdictions
may be restricted by law, and persons, into whose possession this document comes, should inform themselves about, and
observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It
is not for distribution to or the use of private investors or private customers.

Copyright

BCM is a wholly owned subsidiary of Joh. Berenberg, Gossler & Co. KG (“Berenberg Bank”). BCM reserves all the rights in
this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by
any means or redistributed without the BCM’s prior written consent. Berenberg Bank may distribute this commentary on
a third party basis to its customers.

© 2019 Berenberg Capital Markets, LLC, Member FINRA and SPIC.
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