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SUMMARY

o A benign moderation in the labour market remains our base case. The recent

increase in the unemployment rate, from a local trough of 3.4% in April 2023, to
4.2% in August 2024, was more supply than demand driven. The initial increase
last year was due to a normalization in layoffs from extreme lows, and a fall in
labour demand from extreme highs. The more recent increase came from workers
entering the labour force and not finding jobs right away, itself reflecting weaker
hiring rather than layoffs. Thus the unemployment rise through August appears
different from the usual cyclical turning point a triggering of the Sahm rule would
otherwise indicate.

But with inflation concerns receding and the labor market having rebalanced, the
Fed’s current stance of monetary policy is too restrictive. A situation where labor
demand is too weak to absorb the temporarily elevated growth in labor supply is
a slow-moving issue that the Fed can likely deal with by easing policy.

We do not see signs of a sharp rise in layoffs, or a deterioration in hiring that
would call for an aggressive policy response. Barring a significant financial shock,
we are sticking with our view of a policy normalization cycle starting with 25bps
rate cuts in September, November, and December this year.

However, risks of more front-loaded easing, meaning cuts in bigger increments
and a faster return to neutral, are rising. If evidence of weaker labor demand, or
increases in layoffs emerge, FOMC would react forcefully.

The current environment of low hiring and low firing could be a fragile
equilibrium because, first, it makes the labour market more vulnerable to shocks
and, second, even if labour demand remains robust, the volatility and noise in
monthly jobs growth will inevitably cause payrolls to print noticeably lower at
times. A major concern is whether weak hiring will lead to labour cost cutting
and widespread layoffs, triggering a negative feedback loop between job losses
and reduced spending that would be hard for policymakers to counteract.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.

FLASH NOTE

FLASH NOTE



PICTET WEALTH MANAGEMENT

o Fed funds futures are now pricing in around 32bps of rate cuts for September, but
about 40bps for November and December each, reflecting the market’s view that
the probability for the Fed to switch to larger cuts later on is high. Growth scare
could persist for a while.

LOW HIRING AND LOW FIRING COULD BE A FRAGILE EQUILIBRIUM

Whether the US labor market cooling is a step towards the elusive soft landing, or a
step towards recession is key to determining the kind of easing cycle we’ll get in the
coming months. A soft landing would lead to policy normalization, with rates being
lowered gradually to neutral, where as a recession or the need to rescue the labour
market would see policy rates lowered in bigger increments and quickly to neutral
or even below.

A month ago, after the July employment report, we argued that the data didn’t war-
rant a 50bps rate cut from the Fed in September, or an inter-meeting cut before-
hand, but macro risks were building to the downside. The August employment re-
port last Friday didn’t exactly settle the debate. Payrolls rebounded and unemploy-
ment edged lower, but hiring is clearly slowing.

The US labour market has rebalanced - supply has caught up with demand thanks
to elevated immigration and higher participation from the prime-age work force,
while labour demand has slowed as job openings declined meaningfully.

From a “glass half-full” perspective, this is a solid labour market with conditions re-
sembling those in 2018. From a “glass half-empty” view, however, the trend is not
your friend and the labour market has lost quite some momentum.

Chart 1: Labour demand and supply - level vs. momentum
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Viewed through the framework of the Beveridge curve, which has been a more help-
ful guide this cycle than other models such as the Philips curve, the labour market is
at an inflection point. The Beveridge curve normalized initially via lower job open-
ings, but unemployment has also started to move up. Fed Governor Waller was
prescient in predicting that the labour market can rebalance through lower job va-
cancies, with a relatively small increase in the unemployment rate. But Waller also
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pointed out that if the vacancy rate continued to fall below 4.5% (it stands at 4.6%
today), there could be a significant increase in the unemployment rate.

Chart 2: Beveridge curve - job openings vs. unemployment
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So far, the cooling in the labour market should be viewed as softening but not dete-
rioration. Payroll income growth, the main source of disposable income for house-
holds, has slowed to the middle of its pre-covid range, supporting slower, but still
positive consumer spending.

Household balance sheets remain reasonably healthy in aggregate with high net
worth from financial and real estate assets accumulation, manageable leverage, and
rising but not surging interest costs.

However, low-income households’ finances are becoming stretched and they are
clearly struggling - excess savings have been depleted, delinquency rates are rising,
and interest burdens remain elevated due to a higher share of credit/auto debt vs.
mortgages. This increases the vulnerability of the labour market to an unexpected
adverse shock.

The labour market is not in recession, but it is in a fragile equilibrium with low hir-
ing and low firing. Setting aside the drivers of the unemployment rate, the increase
in the unemployment rate in itself reflects a demand-supply mismatch. The big
question is whether weak hiring will precede labour cost cuttings and lead to wide-
spread layoffs, tipping the labour market over.

Our view of a benign moderation in the labour market hinges on a mild slowdown
in job gains and no significant pickup in layoffs, leading to only a small increase in
the unemployment rate. Below we look in detail at recent labour market dynamics,
and risks to our outlook.

HIRING HAS CLEARLY SLOWED

The slowdown in hiring is evident across employment data, surveys, and business
reports. Nonfarm payrolls have slowed from 242k to 116k on a three-month basis
since the beginning of the year (chart 3). Household survey employment is more vol-
atile but has been running weaker than payrolls for most of the past year. Revisions
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to payrolls have been broadly negative, and job gains remain concentrated in a few
industries (chart 4). The BLS’s preliminary estimate of benchmark revisions to NFP
imply the level of payroll employment is 68k per month less from April 2023 to
March 2024 than originally estimated, although these revisions likely overestimated
the degree of weakness given under reporting of immigration and the likelihood of
upward revisions in the final release.

The current level of job growth is below reasonable estimates of the breakeven rate
for the labour market, which had increased due to the expanding labour supply
(chart 5). But as labour supply growth slows, the breakeven rate is estimated to de-
cline, meaning a slowdown in payrolls wont’ necessarily translate into a further in-
crease in the unemployment rate.

The post-pandemic labour market has gone from the Great Resignation to the Great
Stay, and now things are not so simple any more - the job openings rate has
dropped back down to pre-pandemic levels and those who lose their jobs are find-
ing it increasingly difficult to secure new ones (chart 6).

Chart 3: NFP and HH Survey employment, 3mavg Chart 4: Nonfarm payrolls diffusion index*
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*50 percent indicates an equal balance between industries
with increasing and decreasing employment
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Chart 5: Short-run monthly breakeven employment
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Chart 6: Job openings to unemployment ratio, and
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LAYOFFS REMAIN LOW; UNEMPLOYMENT RISK SKEWED TO THE UPSIDE

The recent increase in the unemployment rate, from a local trough of 3.4% in April
2023, to 4.2% in August, was more supply than demand driven. The initial increase
last year was due to a normalization in layoffs from extreme lows, and a fall in la-
bour demand from extreme highs (chart 7). The more recent increase is from work-
ers entering the labour force and not finding jobs right away, itself reflecting weaker
hiring rather than layoffs. Besides a boost from immigration, the prime-age labour
force participation rate is close to its historic high and the employment-population
ratio stayed at the highest level since the early 2000s. In fact, permanent job losers
have declined as a share of unemployed since the beginning of the year. Thus the
unemployment rise through August appears different form a usual cyclical turning
point as a breach of the Sahm rule would otherwise indicate.

There has been a small increase in layoffs off of extreme lows over the past couple of
months, but these do not appear substantial. Anecdotes from the Fed’s Beige Book,
surveys of firms, earnings reports indicate outright employment reductions are also
generally low. Initial jobless claims, the JOLTS layoffs rate, and the magnitude of
layofts implied by state-mandated WARN notices also remain low".

T Although WARN laws will not apply for small businesses and in some states may not apply for layoffs that are initially intended

to be temporary but later become permanent
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Chart 7: Rise in the unemployment rate by reason,
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Chart 8: Prime-age labour force participation and
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Chart 9: Initial jobless claims, not seasonally ad-

Source: Pictet Wealth Management, BLS, as of Sept 2024

Chart 10: Layoffs are higher from troughs but re-
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its affiliates (or employees

thereof) may or may not have
long or short positions in, and
buy or sell, or otherwise have



interest in, any of the Invest-
ments mentioned herein, and
may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
ment. BPCAL/Pictet HK
Branch and their affiliates (or
employees thereof) may act
inconsistently with the infor-
mation and/or opinions pre-
sented in this document.

The information used to pre-
pare this document and/or
any part of such information,
may have been provided or
circulated to employees
and/or one or more clients of
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted
upon by such recipients or by
BPCAL/Pictet HK Branch.

This document is provided
solely for the information of
the intended recipient only
and should not be repro-
duced, published, circulated
or disclosed in whole or in
part to any other person with-
out the prior written consent
of BPCAL/Pictet HK Branch.

Singapore

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not accred-
ited investors, expert investors
or institutional investors as
defined in section 4A of the
Securities and Futures Act
2001 (“SFA") or any person or
entity who is a citizen or resi-
dent of or located in any local-
ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability
or use would be contrary to
law or regulation or would
subject BPCAL and any of its
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements.

BPCAL is a wholesale bank
regulated by the Monetary
Authority of Singapore
(“MAS”) under the Banking
Act 1970 of Singapore, an ex-
empt financial adviser under
the Financial Advisers Act
2001 of Singapore (“FAA") and
an exempt capital markets li-
cence holder under the SFA.
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.
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Hong Kong

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not “profes-
sional investors” within the
meaning of the Securities and
Futures Ordinance (Chapter
571 of the Laws of Hong
Kong) and any rules made
thereunder (the “SFO”) or any
person or entity who is a citi-
zen or resident of or located in
any locality, state, country or
other jurisdiction where such
distribution, publication,
availability or use would be
contrary to law or regulation
or would subject Pictet HK
Branch and any of its affiliates
or related corporations to any
prospectus or registration re-
quirements. If you do not want
Pictet HK Branch to use your
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to
stop doing so without incur-
ring any charge to you.

In distributing an investment
product as agent for a third
party service provider, Pictet
HK Branch distributes the
product for the third party ser-
vice provider and the product
is a product of the third party
service provider but not Pictet
HK Branch. In respect of an el-
igible dispute (as defined in
the Terms of Reference for the
Financial Dispute Resolution
Centre in relation to the Fi-
nancial Dispute Resolution
Scheme) arising between Pic-
tet HK Branch and you out of
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution
Scheme process with you;
however any dispute over the
contractual terms of the prod-
uct should be resolved directly
between the third party ser-
vice provider and you.

Banque Pictet & Cie SAis a
limited liability company in-
corporated in Switzerland. It is
an authorized institution
within the meaning of the
Banking Ordinance and a reg-
istered institution (CE No.:
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on
securities) and Type 9 (asset

management) regulated activi-
ties. The registered address of
Pictet HK Branch is 9/F.,
Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The contents of this
document have not been re-
viewed by any regulatory au-
thority in Hong Kong. You are
advised to exercise caution in
relation to the offer. If you are
in any doubt about any of the
contents of this document,
you should obtain independ-
ent professional advice.
Please contact Pictet HK
Branch in Hong Kong in re-
spect of any matters arising
from, or in connection with
this document.
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