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The labor market shows resilience with strong job growth

The economic data last week featured surprising growth in nonfarm payrolls and
continued evidence of a very tight labor market. Additionally, although it slowed
modestly, growth in the service sector was stronger than expected for June, with
most industries noting that both demand and input price pressures remained high.

Pace of hiring exceeded expectations for June
Nonfarm payroll growth surprised to the upside for June, climbing by 372,000
(250,000 was the consensus expectation). Significant job gains were seen in
business services, health services, and leisure and hospitality, and no major
industries experienced a decline. When including the downward revisions from
the prior two months totaling 74,000, the trend in job gains is lower, but the
downward trajectory is modest and job increases remain remarkably strong for a
labor market as tight as this one is.

The headline unemployment rate held steady at 3.6 percent for a fourth straight
month, while the labor force participation rate ticked down as growth in the labor
force stalled in the first half of the year. The broader U-6 unemployment rate,
which includes discouraged and underemployed individuals, fell to an all-time low
6.7 percent and, although they slowed some, average hourly earnings were still up
a very strong 5.1 percent from this time last year.

If the labor market data aren’t clear evidence that we are not currently in a
recession, they at least suggest that this would be a very unusual recession — one
with strong job growth and an extremely tight labor market. It is likely that this
employment report will do little to dissuade the Fed from tightening further, as
inflation remains elevated, with the federal funds rate up by another 75 basis
points expected at the July FOMC meeting.

Modest slowdown in growth for services
The ISM services index fell by less than expected for June and the services sector
remained in expansion for the 25th straight month. Stronger growth in business
activity was offset by slower growth in new orders, but survey respondents
generally noted strong demand. Although the component index edged lower,
input price growth was still extremely high; June’s number is lower than nine of
the last eleven months but would have been the second highest on record prior to
2021. In conjunction with the results of the ISM manufacturing survey last week,
this survey is more evidence of the broader shift in the economy from goods to
services.

Despite the growth in payrolls in the service sector from the monthly employment
report, the employment index in the ISM survey fell into contraction for the third
time in five months in June. Based on both survey responses and last week’s
JOLTS data (lower but still very elevated job openings and quits rate, and near-
record low layoff/discharge rate), hiring activity continues to be held back by the
supply side of the labor market. As has been the case for much of the past year,
employers are having difficulty finding qualified applicants to fill openings, which
is reflected by the number of job openings per unemployed person at the end of
May (just shy of the record high from April). Still, while hiring activity may be
slowing and firms remain frustrated at the hiring challenges they face, they were
clearly still hiring in June.

Other data from last week also showed strength. Orders for manufactured goods
jumped by 1.6 percent for May, well above consensus expectations. Additionally,
while the U.S. trade balance improved for May to the lowest deficit this year, the
large absolute size of the trade deficit shows that the U.S. economy remains the
locomotive of growth for the world, with imports up substantially from a year ago.
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Job growth has slowed from 
the unsustainable pace seen 
earlier in the year (and last 
year), but it is still well above 
the norm.

Growth slowed only modestly 
for the services sector in June, 
but it was consistent with the 
downward trend going back 
to the end of last year.

Another month of 
solid payroll growth

Growth slows in the 
services sector
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Industrial 
production

Industrial production should rise more quickly 
June’s industrial production is projected to rise modestly, a bit faster than for May. The
production index in the ISM manufacturing survey moved higher (still well above the
breakeven level of 50). Moreover, hotter than usual temperatures for the month should
have boosted utility output while high oil prices continue to boost mining production.
The expected gain in industrial production should move capacity utilization higher,
probably to over 81 percent — a level that should help to boost business investment
spending.

Energy continues to fuel elevated inflation 

Healthy retail sales in June reverse May’s slide
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Consumer prices for June are expected to rise by 1.00 percent, the third increase of
one or more percent this year. The sizable gain should push the annual inflation rate
closer to nine percent, a rise not seen since the early 1980s. The volatile price of
gasoline has been a significant contributor to elevated inflation, a reversal from the
impact of lower prices in 2020. The annual core inflation rate should be near 6.0
percent, with elevated housing costs an increasing element of higher core inflation.

Consumer purchases are expected to rise modestly for June, erasing May’s drop.
Higher prices for gasoline and solid auto demand should drive the overall gain. Bottom
line, the consumer continues to spend despite the rise in recession fears. The rise in
retail sales for June will relieve some concerns about negative economic growth in the
second quarter, with the Cleveland Fed’s GDPNow indicator showing a drop of 1.2
percent.

July
15

Here’s what we are watching this week:
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Russell Style Returns - Week Russell Style Returns - YTD
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S&P Sector Returns — Week (%)

S&P Sector Returns — YTD (%)*

U.S. Yield Curve

* represents total return

Last 1 Week YTD* 1 Year *

S&P 500 (Large) 3,899 1.98% -17.52% -8.42%
S&P 400 (Mid) 2,320 1.09% -17.69% -11.12%
S&P 600 (Small) 1,144 0.49% -17.78% -12.41%
S&P 500 (High Quality) 43 1.44% -18.67% -10.36%
Russell 1000 4,117 2.04% -18.41% -10.57%
Russell 2000 4,397 2.43% -20.66% -19.76%
Dow Jones 31,338 0.82% -12.84% -7.18%
NASDAQ 11,635 4.58% -25.33% -19.52%
MSCI EAFE 1,849 0.97% -19.08% -16.91%
MSCI EM 1,000 0.98% -17.31% -21.66%

*represents total return

S&P Metrics LTM P/E NTM P/E LTM EPS
Growth

NTM EPS
Growth

Current 18.91 16.27 28.16 9.39
Prior Month 19.63 17.22 31.25 9.74
Prior Year 24.77 21.38 13.10 23.06

Fixed Income Last 1 Week YTD  1 Year

U.S. Aggregate 3.79% -0.87% -10.59% -11.20%
U.S. Inv Grade 4.72% -0.49% -14.33% -14.44%
U.S. High Yield 8.60% 1.33% -12.89% -11.76%
TIPS 3.43% -0.83% -8.83% -5.53%

Rates Last 1 Week YTD  1 Year

6M T-Bill 2.68% 0.16 2.49 2.62
2 Yr Treasury 3.12% 0.28 2.39 2.93
5 Yr Treasury 3.13% 0.25 1.87 2.39
10 Yr Treasury 3.09% 0.21 1.57 1.79
30 Yr Treasury 3.27% 0.16 1.37 1.36

Spreads Last 1 Week YTD  1 Year

AAA Rated 0.64 -0.07 0.13 0.16
BBB Rated 1.98 -0.09 0.75 0.84
High Yield 5.36 -0.56 2.26 2.22
10 to 2 yr Treasury -0.03 0.00 -0.82 -1.14

Commodities/FX Last 1 Week YTD  1 Year

Gold 1740.60 -3.24% -4.76% -3.28%
Bitcoin 21844.44 12.59% -52.91% -33.58%
WTI Oil 104.79 -5.00% 39.11% 43.59%
EUR/USD 1.02 2.10% 10.54% 14.18%
USD/JPY 136.07 0.70% 18.16% 24.20%
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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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Interested in learning more from Nationwide Economics? Find this and other 
content from Nationwide at blog.nationwidefinancial.com/markets-economy.

Period Actual Previous

Factory Orders May 1.6% 0.7%

S&P Global U.S. services PMI June 52.7 51.6

ISM services PMI June 55.3 55.9

JOLTS (job openings) May 11.3 M 11.7 M

Initial jobless claims Week ending July 2 235,000 231,000

U.S. Trade balance June -$85.5 B -$86.7

Change in Nonfarm payrolls June 372,000 384,000

Unemployment rate June 3.6% 3.6%

Average hourly earnings (m/m) June 0.3% 0.4%

Average hourly earnings (y/y) June 5.1% 5.3%

Consumer credit outstanding May $22.4 B $36.8 B

Previous Week’s Indicators

Release Date Period Forecast* Previous

NFIB small business optimism index Tues. May 92.0 93.1

Consumer price index (m/m) Wed. June 1.0% 1.0%

CPI (y/y) Wed. June 8.7% 8.6%

Core CPI (m/m) Wed. June 0.5% 0.6%

Core CPI (y/y) Wed. June 5.7% 6.0%

Producer price index Thurs. June 0.9% 0.8%

Core PPI Thurs. June 0.4% 0.5%

Initial jobless claims Thurs. Week ending July 9 239,000 235,000

Retail sales Fri. June 0.6% -0.3%

Retail sales ex autos Fri. June 0.4% 0.5%

New York Fed Empire State manufacturing index Fri. July -3.3 -1.2

Industrial production Fri. June 0.4% 0.1%

Capacity utilization Fri. June 81.0% 80.8%

Consumer sentiment Fri. May 50.5 50.0

* Nationwide Economics Forecast

This Week’s Indicators
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