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Employment Report Preview

We expect continued softening: payrolls +190k and private

payrolls +160k. We expect average hourly earnings rose 0.3%
(slowing 0.2pp to 4.2%Y) and an unchanged workweek.

Unemployment and participation rates are forecast flat at 3.6%
and 62.6%. In short, a labor market “coming into better balance.”

Exhibit 1: Employment report forecast details

Employment Report: Forecasts & Recent History

Est. Consensus
Jul-23 Jul-23 Jun-23  May-23  3MMA  Year-Ago
Change in nonfarm payrolls (thous.) 190 200 209 306 244 568
. Private —— o160 B0, AA00, 9500, 106, 2403
Unemployment rate (%) 3.6 3.6 3.6 a7 3.5 3.5
Labor force participation rate (%) 62.6 62.6 62.6 62.6 62.6 62.1
Average weekly hours 34 4 344 344 343 344 346
Average hourly earnings (%M) 0.3 0.3 0.4 04 04 0.5
%Y 4.2 4.2 4.4 4.4 4.4 54

Source: Bureau of Labor Statistics (BLS), Morgan Stanley Research forecasts
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July Employment

We forecast total nonfarm payrolls increased by 190k in July and private payrolls by
160k (Exhibit 2). The slowdown continues: our forecast is slightly faster than last
month’s 149K in private payrolls but below the average monthly increases of 196k in 2Q
and 234k in 1Q. Average hourly earnings are forecast to rise 0.3%M, after 0.4% per month
on average in 2Q, and the 12-month pace probably slowed by 2 tenths to 4.2%. We expect
no change in the workweek at 344 hours. With little change expected for labor force
participation this month at 62.6%, we forecast the unemployment rate stayed at 3.6%.
Our forecasts are consistent with the labor market “coming into better balance.”

Last month, private payrolls slowed to a 149k increase from 198k on average in the prior
three months. The softness has reflected a broad deceleration in services in June and
throughout 2Q (Exhibit 3).

Exhibit 2: We expect total NFP to slow further to 190k in July
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Source: BLS, Morgan Stanley Research forecasts

Exhibit 3: A sharp deceleration in June, led slowing across services

Average monthly change

monthly change, 000s 3Q 4Q 1Q 2Q Apr May Jun
Nonfarm 423 284 312 244 217 306 209
Private 381 253 234 196 179 259 149
Goods-producing 51 45 13 26 25 23 29
Mining and logging 2 5 2 2 5 3 -1
Construction 16 21 10 19 11 23 23
Manufacturing 33 19 1 4 9 -3 7|
Motor veh. 7 6| 1 7 9 6 4
Service-producing 330 208 221 170 154 236 120
Wholesale 13 8 6 0 -2 4 -4
Retail 12 8| 17 3 2 23 11
Trans. & warehousing 13 -6| 10 -2 -15 17 -7|
Utilities 1 0 0 1 2 1 0
Information 8| 2 -9 1 3 0| 0|
Financial 8 11 -2 16 27 12 10
Professional & business services 58 20| 37 43 48 61 21
Temp help 4 -31 1 -10 -21 3 -13
Education 16 7 19 11 9 16 7
Health care, social assistance 84 77 63 66 67 65 65
Leisure & hospitality 100 81 67 19 11 26 21
Other services 19 17| 13 11 5 12 17|
Government 42 31 78 48 38 47 60
Federal 5 2 11 3 4 3 1
State and local 37 29 67 46 34 44 59

Source: BLS, Morgan Stanley Research

There have been signs of softer demand in travel-related services — slower spending,
slowing inflation — and we expect the ongoing deceleration in leisure and hospitality
payrolls extended into July (leisure and hospitality payrolls slowed from 67k per month
on average in 1Q to 19k per average in 2Q and 21k in June, Exhibit 4 ). Professional and
business services payrolls are key to further slowing: unlike most services, they had
accelerated in 2Q before a sharp correction in June that we expect extended into July.
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Temporary employment has been falling. Retail, wholesale, and transport/warehousing
payrolls have stalled recently; we expect little different for July. Information payrolls,
which include motion pictures, also have stalled. They're in close focus this month
because of labor strife; the strike by the Screen Actors Guild should affect August
payrolls, not July, but the earlier writers' strike probably had already interrupted movie

production.

In goods payrolls construction payrolls probably continue to perk along, as does
manufacturing. But with rig counts falling, we expect softness in mining and logging.

We see downside risk to government payrolls from employment in education. Over the
past year, state and local education payrolls continued to recover from the pandemic, but

summertime school closings are so far only partly reflected in payrolls ( Exhibit 5).

Exhibit 4:  Slowing in services probably extended into July Exhibit 5:  School payrolls fall at the start of summer, but how
far?
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Source: Bureau of Labor Statistics, Morgan Stanley Research

With a similar composition of payroll gains in our forecast for this month as last
month, we project no change in the workweek. Workweeks have mostly normalized
after pandemic-era lengthening. Especially in leisure and hospitality payrolls we see this a
sign of softening labor demand. More generally, the workweek shortened enough in April
and May that despite continued payroll gains, aggregate hours worked was unchanged in

2Q.

We do not believe that the strike by the Screen Actors' Guild affected payrolls in July.
The strike began July 14. Members of the guild are paid weekly, would have been paid for
part of the payroll sample period, and therefore would be counted in payrolls. More
directly: that strike did not appear in the BLS's strike report for July.

Seasonal factors are an upside risk to our forecast. In June, they subtracted 489k from
NSA payrolls (697k) to arrive at the seasonally adjusted gain of 208k. In July, they add:
last year 855k, and pre-pandemic more than a million ( Exhibit 6 ). Much of that is for
education payrolls, but private payroll seasonal factors also have the potential to add to
NSA changes after subtracting in recent years ( Exhibit 7).

Risks to our forecast: To the upside, seasonal factors could be a significant boost. Last



Morgan Stanley | researcw

IDEA

month's deceleration across services may have exaggerated underlying deterioration. To
the downside: State and local education payrolls could correct sharply. Also, the
combination of falling workweeks, falling temp employment, and the recent, broad
slowing in services point to further deceleration, either in July or in later months.

Exhibit 6: Large seasonal boost to July

July Hurdle June Hurdle  June NSA June SA

Leisure & Hospitality 164 477 498 21
Local Government, excluding Education 52 194 208 14
Professional & Business Services 44 69 90 21
Construction 40 135 158 23
Financial Activities 27 73 83 10
Information 10 35 35 0
Mining & Logging 4 7 6 -1
Wholesale Trade 2 28 24 -4
Utilities 2 3 3 0
Federal 1 6 7 1
Retail Trade 1 107 96 -11
Other Services -1 63 80 17
Manufacturing -2 100 107 7
State Government, excluding Education -5 19 27 8
Health Care & Social Assistance -20 12 77 65
Transportation & Warehousing -59 6 -1 -7
Educational Services -62 -244 -236 7
State Government Education -71 -266 -246 19
Local Government Education -981 -335 -318 17
Total -855 489 697 208

Source: BLS Morgan Stanley Research

Exhibit 7:  Seasonal factors for private sector payrolls could swing from a drag to a
boost
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Source: BLS, Morgan Stanley Research

Other labor market indicators generally supported a forecast for continued softness:
Jobless claims continue to point to labor market weakness. Continuing claims are reported
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to have fallen but the decline reflects seasonal factors distorted by the pandemic. Re-
adjusted using prepandemic seasonals, they continue to trend upward, consistent with
ongoing slowing in the labor market and with the trend this year in payrolls (Exhibit 8 &
Exhibit 9).

Exhibit 8: New jobless claims still trending up under alternate Exhibit 9: Continuing claims also continue to trend up
seasonals
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ADP estimated that private payrolls rose by 324k in July, slowing from 455k in June.
However, there are significant reasons to doubt the estimate. The June strength,
compared to softening in the BLS official data, was a reminder that the ADP figures are
not always a reliable indicator of the official data. Indeed, they're no longer geared
towards predicting BLS figures. And the detail of the report for both July and June
included odd strength in a few areas. ADP showed strength in leisure and hospitality in
June (225k) and July (201k), a sharp acceleration from last year's pace (+90k per month on
average). That strength contrasts with the shortening workweek and other indications of
slackening consumption growth in that area. Another source of the strength in services
employment was an upswing in “information” payrolls; the reported upswing there (-:30k
to +36k) seemed unlikely even before the SAG strike as movie production had already

been interrupted by a writers' strike.

The Job Openings and Labor Turnover Survey (JOLTS) report for June showed a further
decrease in openings, and the hires-to-openings ratio fell in June (Exhibit 10 & Exhibit 11).
The separations rate, which includes quits, layoffs and discharges, rose by 10bp in the
private sector to 4.1% with layoffs staying flat. The quits rate increased 20bp to 2.6%,
40bp lower relative to April 2022.
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Exhibit 10: Hires-to-Openings ratio
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Exhibit 11: Job openings continue to fall

Private Job Opening Rate
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Source: Bureau of Labor Statistics, Morgan Stanley Research

The Conference Board survey's assessment of current conditions in the labor market

strengthened slightly in July but remained within its sideways-trending range of the past

year. It has tracked (inversely) with the flat unemployment rate much better than with

payrolls ( Exhibit 12).

Exhibit 12: Conference Board Labor Market Differential
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Labor Force Participation & Unemployment Rate

We expect labor force participation unchanged at 62.6%, for a fifth straight month. In

combination with our forecast for job gains, that should leave the unemployment rate
at 3.6% in July (Exhibit 13 & Exhibit 14 ).
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Exhibit 13: We expect labor force participation to remain at
62.6%
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Source: Bureau of Labor Statistics, Morgan Stanley Research

Exhibit 14: The unemployment rate should stall at 3.6%
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Average Hourly Earnings & Average Workweek

We expect average hourly earnings to increase by 0.3%M. The year-over-year rate is
on track to slow from 4.4%Y to 4.2%Y on base effects.

We expect no change in the workweek. The workweek normalized in recent months,

with returns to prepandemic workweeks in most industries. We expect little change until

this fall, when we expect falling labor demand will be reflected in slower employment
gains and shorter hours.
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