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Labor market tightness to persist despite
payroll slowdown
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As markets digest Fed Chair Warsh’s Jackson Hole speech, our attention is turning to next week’s
calendar, where our focus will be on the August employment report. We expect the payroll report will
show that 16K jobs were added to the US labor market, with job growth predominantly driven by roles
demanded by an aging population and in tech industries as the Al buildout continues. Our forecast calls
for the unemployment rate to hold steady at 4.1% in August.

The pace of payroll growth has slowed significantly in the wake of recent months’ downward revisions,
but we do not interpret this as evidence of labor market slack. Payrolls are becoming a less meaningful
gauge of labor market health as record retirements distort the picture. Recently, health care and social
assistance have driven the bulk of job growth — as health care hiring continues to ramp up to meet the
increased demand for health care services as the population ages. And non-residential construction
hiring has been supported by the Al infrastructure buildout. But aside from these drivers , new hiring has
been limited.

Ultimately, if the labor market were weakening, the holistic picture would say so. Jobless claims would
rise, when in fact, jobless claims have settled at extremely low levels. Initial claims fell during the August
reference week relative to July and continuing claims held steady. Moreover, currently less than 25% of
unemployed job seekers were permanently laid off (nearly half of those currently unemployed are new
labor market entrants or re-entrants). And the share of employees working part-time for economic
reasons has remained anchored despite softer payroll gains. None of these data points suggest a
worsening picture. And over the past year, despite adding only 26K jobs each month, the unemployment
rate still ticked down. In fact, if the preliminary CES national benchmark revision is any indication, the
revisions suggest that monthly average job gains in the 12-months ending March 2026 were -7K lower
than initially reported (at 16K from 23K). Since the unemployment rate is not being revised, this
reinforces the fact that the breakeven rate of employment is exceptionally low (likely around 20K per
month).

As of the late, the move lower in the unemployment rate has been a labor force participation story. The
tightness that we have been witnessing continues to be a supply story as retirements remain elevated
and immigration stays exceptionally low. For this reason, we expect the FOMC will be laser-focused on
the unemployment rate for a gauge of labor market health ahead of the September meeting. US
economic indicator watch

Declining unemployment a product of retirements — not layoffs
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