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SOLID US. EMPLOYMENT REPORT AS
UNEMPLOYMENT RATE FALLS TO 50-YR LOW

*The September U.S. Employment Report was solid: September job growth plus
upward revisions from prior months exceeded consensus expectations, the
unemployment rate declined to 3.5%, a 50-year low, and aggregate weekly hours
worked increased. The only disappointment was flat average hourly earnings in
September - but real wages (inflation adjusted) continue to rise at a healthy pace.
Amid bad-news-vulnerable markets and the weak ISM surveys, this report should
quell expectations of an imminent recession:

- U.S. establishments added a net new 136k jobs in September (consensus:
145k) and back revisions totaled +45k (August: +38k to 168Kk, July: +7k to
166k) bringing the three-month and six-month moving averages to 157k
and 154k, respectively. This is markedly below the 2018 monthly average
of 223k, but consistent with sustained healthy economic growth and very
Iow unemployment (Chart 1).

- The unemployment rate declined by o.2pp to 3.5% from 3.7%, the lowest
level since December 1969, as the Household Survey recorded a solid 117k
increase in the labor force, reflecting a massive 391k increase in
employment and a sizable 275k decline in unemployment (Charts 2 and 3).

- Average hourly earnings (AHE) were flat in September, lowering its yr/yr
change to 2.9% from 3.2%, the lowest level since July 2018 (Chart 4). The
marked deceleration in AHE growth despite continued declines in the
unemployment rate is notable - it points to remaining labor market slack,
but with low inflation, real average hourly earnings growth continue to
grow above 1%, supporting consumption.

Note that the Bureau of Labor Statistics’ (BLS) first estimate of nonfarm payroll growth
in September usually misses expectations, but tends to be revised up in subsequent
reports (See Chart 5).

Expectations of weaker payroll growth have been driven by the industrial slump
highlighted by the marked declines in the ISM surveys for manufacturing and non-
manufacturing, uncertainties stemming from the escalation of tariffs, and slower
economic growth following the Tax Cuts and Jobs Act that spurred hiring in 2018. So
far in 2019, manufacturing job growth has slowed dramatically, to just 41k in 2019,
compared to 188k during the same period in 2018 (Chart 6). The ISM non-
manufacturing sentiment report for September suggests that the deteriorating
manufacturing conditions are spilling over to the non-manufacturing sector.

However, it is important to note that even slower growth - roughly 100k per month is
consistent with sustained moderate growth along standard estimates of potential
growth, and is sufficient to keep the unemployment rate below 4%.

The goods-producing sector added only sk jobs in September as manufacturing
employment declined by 2k, construction employment increased by 7k, and mining
employment was unchanged. Hiring in the mining sector has slumped because of low
energy prices. The GM strike was not reflected in the September Employment Report
because it started mid-month, but if it extends through the full pay period, which
includes October 12, nonfarm payroll growth will be lowered by the number of workers
on strike (46k) in the October Employment Report.
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The service sector increased its payrolls by 109k. The professional and business services
(+34Kk), health care (+41k), and transportation and warehousing (+16K) sectors had strong
job increases and retail (-11k), and utilities (-2k) employment declined. Temporary help
services employment which usually declines before recessions increased by 10k m/m in
September following its 15k increase in August.

Aggregate weekly hours worked increased by 0.1% m/m, lifting its q/q (annualized)
growth to 1% from 0.5% in Q2. The aggregate weekly payrolls index that combines
employment, average weekly hours worked and average hourly earnings and closely
tracks personal income increased by 0.1% m/m after a strong 0.8% increase in August,
lowering its yr/yr change to a still solid 4.2%. This bodes well for consumer spending.

The Household Survey was strong again in September. The labor force participation rate
(LFPR) for the prime working-age cohort (25-54) remained at its 10-year high, 82.6%. The
LFPR for this group has averaged 82.4% so far in 2019, above its 82.0 average in 2018, and
is on track to post its fourth consecutive annual increase (Chart 7). If participation among
this age cohort continues to rise and product demand holds up, employment will continue
to rise. The Employment-Population ratio for the prime working-age cohort ticked up to
80.1%, the highest since March 2007 and suggests average hourly growth should improve
in the near-term.

Chart 1: Monthly Change in Total Nonfarm Employment
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Chart 2: Unemployment Rate
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Chart 3: Labor Force Growth (year-over-year, millions)
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Chart 4: Average Hourly Earnings for Total Private Industries (year-over-year, %)

Average Hourly Earnings: Total Private Industries
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Chart 5: Average of the difference between second and initial estimates of nonfarm payrolls
growth since 2011
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Chart 6: Monthly Change in Manufacturing Employment
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Chart 7: Labor Force Participation for the Prime Working-Age Cohort
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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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