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The job market remains strong

Hiring continued at a strong pace for May, the unemployment rate remained near
50-year lows, and wage growth remained solid. The ISM reports showed still
healthy activity for both manufacturing and services, but supply chains remain
the biggest headwind. The recent data suggest that economic growth may be
moderating from its previous unsustainable pace, but a near-term downturn is
unlikely.

The labor market is extremely tight

By almost any measure, the labor market is extremely tight. The U-3
unemployment rate for May held steady at 3.6 percent - near a 50-year low -
while the broader U-6 rate ticked up to a still low level of 7.1 percent. The number
of jobs added last month slowed, but only to a still strong 390,000, while the
labor force participation rate picked up to 62.3 percent (close to the high for this
expansion, but still below pre-Covid levels). The ratio of job openings from the
JOLTS report to the number of unemployed workers from the employment
report remained near an all-time high at 1.9.

Hiring has been solid across most industries, as well. Job gains were led by the
leisure and hospitality and professional business services sectors. The weakest
job readings came from retail trade, with a drop for the second time in three
months, but the level of retail jobs is above that seen in the two years before
Covid. Average hourly earnings rose by a solid 0.3 percent for the month (up by
5.2 percent over the year), but other measures that adjust for the mix of jobs
created (such as the Atlanta Fed’s wage tracker) show yearly gains of around 6.0
percent.

But just as the overall economy is slowing, job growth has edged lower as well.
The three-month average change in payrolls has slipped to 408,000 - the
slowest pace in 15 months. Moreover, some large firms have announced that they
plan to cut back their labor force. Still, the pace of job growth, the low level of
the unemployment rate, and small businesses continuing to note that lack of
workers is their biggest problem seem to indicate that the job market has room
to slow without causing concern.

The ISM surveys portend solid growth

The ISM manufacturing index advanced at a faster pace for May while the ISM
services index slowed some but has remained well into expansion territory.
Importantly, the new orders component of both surveys - often viewed as a
leading indicator of the overall index - climbed for May, although the trend
remains positive but lower. Supply chain pressures and pricing concerns continue
to be the biggest issues from the purchasing managers comments. In the near-
term, the easing of lockdowns in China will help with some supply chain issues.
But the war in Ukraine continues to elevate some key commodity prices and
pressure certain parts of the supply chain.

Market volatility continues

Risk asset values have been volatile in recent weeks and that is likely to continue.
The S&P 500 index finished last week down for the eighth time in the last nine
weeks. Crude oil prices have continued to climb, pushing gasoline prices to the
highest in history as the busy summer driving season kicked off last week. And
unlike a week ago when some regional Federal Reserve Bank presidents
suggested that a pause in Fed tightening could be in the cards for the fall, Fed
Vice Chair Brainard said that it would be difficult to make a case for a tightening
pause in September. We continue to expect that the year-end federal funds rate
will climb to a range of 2.50-2.75 percent.
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The U-6 rate is still
very low despite a
tick up last month
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Underemployment has moved to
very low levels and is unlikely to
move materially higher in the
near term.

Despite headwinds,
new orders continue
to grow in the ISM
surveys
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Demand hasn’t been waning
much despite supply chain
issues and higher costs. There
is little reason to suspect a big
reversal anytime soon.
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The Week Ahead

Here’s what we are watching this week:

U.S. trade bl
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n Trade balance likely to moderate from a record deficit
balance

March saw a large increase in U.S. exports, but it didn’t come close to matching the
record increase in imports. The combination netted a record decline in the trade
balance, which fell below -$100 billion for the first time (data back to 1992). Advance
estimates for April suggest a significant increase in the balance of trade in goods, and
we expect this to be reflected in the final trade numbers for goods and services for the
month. We project a U.S. trade balance of -$97.8 billion for April. While a significant
improvement from March’s number, it would still be the second largest deficit on

record.
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Initial @ Little movement projected for jobless claims
jobless
Jclaims Initial jobless claims have trended higher over the past two months as job growth has

slowed. Still, despite the four-week average climbing by roughly 30 percent since
hitting an all-time low at the beginning of April, claims remain very low from a
historical perspective. Labor demand is still extremely strong with job openings near a
record high; firms losing workers is more likely to come from quits rather than layoffs.
Consequently, we project only minor movement in initial jobless claims, up to 206,000
for the week ending June 4.

Consumer | n 0 More fast growth expected for consumer prices, but 12-month
price index change should slow

Inventories are still low and input prices continue to climb, and if business surveys are
any indication, these costs continued to be passed on to consumers in May (although
this upward pressure on prices appears to be easing mildly). Additionally, oil and
natural gas prices climbed higher, and drivers were paying record prices at the pump.
In total, we project an increase of 0.7 percent in the consumer price index (CPI) for
May, and 0.5 percent in the core rate (the overall index less food and energy). This
would move the 12-month trend rates down to 8.2 percent and 5.9 percent,
respectively.
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Weekly Market Snapshot
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S&P Sector Returns — Week (%)

Returns

Equity Last 1Week YTD* 1Year *
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S&P 600 (Small) -0.40% -10.79% -8.76%
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Additional Economic Indicators

Previous Week’s Indicators

Period _ Previous
Case-Shiller 20-city HPI (y/y) Mar. EE -
Chicago PMI May 56.4
Consumer confidence May _ 108.6
Dallas Fed manufacturing survey May 1.1
S&P Global manufacturing PMI May 57.5
ISM manufacturing PMI May _ 55.4
Construction spending Apr. _ 0.3%
JOLTS (job openings) Apr. N5M
ADP private payrolls May 202,000
Initial jobless claims Week ending May 28 000 211,000
Productivity (revision) Q1 -7.5%
Unit labor costs (revision) Q1 11.6%
Factory orders Apr. 1.8%
Nonfarm payrolls May 436,000
U-3 unemployment rate May 3.6%
Average hourly earnings (m/m) May 0.3%
Average hourly earnings (y/y) May 5.5%
S&P Global services PMI May 55.6
ISM services PMI May 571
Thls Week,s Ind IcatOI‘S Release Date Period Previous
U.S. trade balance Tues. Apr. $97.8 B -$109.8 B
Wholesale inventories Wed. Apr. 1.9% 2.3%
Initial jobless claims Thurs. Week ending June 4 200,000
Consumer price index (m/m) Fri. May 0.3%
CPI (/) Fri. May 8.3%
Core CPI (m/m) Fri. May 0.6%
Core CPI (y/y) Fri. May 6.2%

* Nationwide Economics Forecast

Interested in learning more from Nationwide Economics? Find this and other
content from Nationwide at blog.nationwidefinancial.com/markets-economy.

The information in this report is provided by Nationwide Economics and is general in nature and not intended as investment or economic advice,
or a recommendation to buy or sell any security or adopt any investment strategy. Additionally, it does not take into account any specific
investment objectives, tax and financial condition or particular needs of any specific person.

The economic and market forecasts reflect our opinion as of the date of this report and are subject to change without notice. These forecasts
show a broad range of possible outcomes. Because they are subject to high levels of uncertainty, they will not reflect actual performance. We
obtained certain information from sources deemed reliable, but we do not guarantee its accuracy, completeness or fairness.
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