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Country Date Time Indicator Period BNS Consensus  Latest
us 10/04 08:30 Average Hourly Earnings (m/m) Sep 0.3 0.3 0.4
us 10/04 08:30 Average Hourly Earnings (yly) Sep 3.8 3.8 3.8
us 10/04 08:30 Average Weekly Hours Sep - 34.3 34.3
us 10/04 08:30 Nonfarm Employment Report (000s m/m) Sep 165 150.0 142.0
us 10/04 08:30 Unemployment Rate (%) Sep 42 42 42
us 10/04 08:30 Household Employment Report (000s m/m) Sep - - 168.0
us 10/04 09:00 NY Fed President Williams

KEY POINTS:

e Markets await nonfarm payrolls as they lose confidence in big Fed cuts

e Oil continues to surge on a Biden slip

¢ Nonfarm payrolls preview amid the hubris and statistical noise...

e ..including the potentially key role of seasonal adjustment factors...

e ..and why advance job market readings are of little use to nonfarm forecasts
e  Markets are better balanced on 25 or 50bps Fed cut pricing into payrolls

Nonfarm payrolls (8:30amET) will dominate attention with the only other possible

candidate for disruptive effects being tensions in the Middle East. There were no material
overnight calendar-based developments. The suspension of the US port strike to January
is welcomed, but at a steep price given a 62% wage gain over six years that will be passed
onto consumers while these Luddites block automation at US ports relative to elsewhere.

Oil spiked by 5%+ yesterday and is up another 1% this morning because President Biden
forgot his words. Not kidding. When asked if the US would stand with Israel’s expected
retaliation against Iran if oil facilities were attacked, he said, and | quote, “We're discussing
that. | think that would be a little—anyways.” Markets took that as a sign that such an
attack is even more likely and perhaps that the US would play a role.

FOMC PRICING IS MORE BALANCED GOING INTO PAYROLLS

Markets are now more balanced around payroll ties to FOMC expectations than they were
just a few days ago which could make us more neutral toward what happens post-release
going into it. Pricing for cumulative rate cuts over the remaining two meetings this year
has been cut from 80bps to 66bps since September 25th, thereby reining in a significant
amount of the back-to-back 50bps moves. Data and Fed-speak have played a role in this
repricing. It seems unlikely that the Committee will pivot toward another 50bps move.

NONFARM PAYROLLS PREVIEW

Here are expectations for nonfarm payrolls:

e  Consensus median: +150k

e Consensus average: 144k (only slight skewness)

e Scotia: +165k (I'm ranked 8th of 71 forecasters for payrolls fwiw).

e Range: +70k to +220k. Most within 100-175k.

e Whisper #: 151k (enter yours at WHIS <go>!)

e Revisions: no strong guidance, we'’re in between benchmarking exercises
e  90% confidence interval: +/-130k (‘uuuuge...)

e Stddev: 28k

e UR:4.2% consensus and Scotia
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e  Wages: 0.3% m/m SA consensus and Scotia. Wages were up 4.9% m/m SAAR in August
which remains hot.

e Aggregate hours worked: Downside risk? They jumped by 0.4% m/m SA in August for the
strongest gain since March and may mean revert lower. Still, US GDP growth in Q3 needs
productivity since aggregate hours worked are only tracking a rise of 0.5% q/q SAAR.

e  Obviously no port strike effect should be present across any of the variables since the
reference period for NFP is the pay period including September 15th and for the household
survey it's the week of September 15th to the 21st.

e Onwages, | would not be surprised to see cooler figures closer to 3% m/m SAAR from
about 5% the prior month.

SEASONAL FACTORS COULD BE KEY

September is the first month in a while in which the seasonal adjustment factor turns more
favourable. That means less of a haircut imposed on the seasonally unadjusted numbers than
has been the case in several months. SA factors for like months of September in recent years
have been more favourable than prior years which is the reverse of what had been the case
when SA factors for several months before now were among the weakest compared to like
months in history.

Chart 1shows how SA factors for September payrolls moved higher post-pandemic.

Chart 2 makes a similar point by illustrating how all of the highest SA factors for September
have been for more recent years. This is sharply different than recent months when SA factors
haircut jobs more than for like months in history. For instance, this August had one of the least
favourable SA factors for like months of August on record.

Chart 3illustrates why this matters by plotting various possible outcomes for the seasonally
adjustment change in nonfarm payrolls using different SA factors applied to an assumed half
million seasonally unadjusted September gain which wouldn’t be unusual for the month. If this
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Chart1

US Payrolls Distorted SA Factors
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Chart 2

Comparing US Payroll SA Factor for
All Months of September
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September’s SA factor is like recent years’ estimates for that month, then payrolls could come QORI NGO SORNBSN
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Chart 4 is another way of looking at it. If the data is seasonally adjusted, how come it is recently Sources: Scotiabank Economics, BLS.
showing a steady pattern of bigger m/m SA gains earlier in the year, lower SA gains over summer,
and then picking up somewhat again thereafter? | think issues with SA factors are the culprit. Chart 3
a

Nonfarm isn't the only indicator having this issue. The Conference Board's 'jobs plentiful' gauge is US Nonfarm Payroll Scenarios
another example among others (chart 5). It's supposed to be SA, yet in recent years it is showinga 600 ¢ m/m SA/NSA, in 000s
definite seasonal pattern of higher readings earlier in the year that subsequently wane. 500 r
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Here’s a rundown of some of the other advance job market signals. 200 1
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e Consumer confidence jobs plentiful weakened. It’s not a great gauge (chart 6). 0
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e |ISM gauges pointed to an outright loss of jobs in both the manufacturing and non- 200 L
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e ADP was up 143k in September. It's not a great guide at all but based on past relationships
this would suggest <10% chance of a meaningfully negative change in nonfarm payrolls.
Chart 8 shows the historical spread between initial changes in ADP private payrolls and
initial estimates for changes in nonfarm payrolls. One way to use the chart is to point to the
far right’s columns depicting a less than 10% chance out of all of the frequency of
observations shown in the chart of getting a materially negative nonfarm payrolls print.

e Challenger job cuts were 73k NSA which is similar to last September but among the higher
readings compared to historical like months of September yet still compatible with job
growth.

e Initial jobless claims were little changed between NFP reference periods in August and
September.

Why do these other measures serve little purpose in estimating changes to nonfarm payrolls?

e  Sampling error. Again, the 90% confidence interval for nonfarm payrolls is +/-130k. It's a
monthly sample of about 120k businesses and government agencies. Spin the wheel!

e Measurement differences. Nonfarm counts jobs whereas the household survey counts
employed bodies. Therefore, nonfarm can be heavily influenced by multiple job holders
whereas the household survey only counts an employed person once.

e nonfarm by definition is a payrolls report. That means it excludes off payroll positions like
many small businesses. That's another reason for not lining up well with other advance
indicators.

e nonfarmis a snapshot of employment in a particular pay period that includes the 12th day
of the month. If paid hourly or daily, it's measuring jobs that day, if weekly, that week, if bi-
weekly, then the two weeks around that period.

And if you think nonfarm payrolls are noisy, then consider the household survey from which the
other labour force metrics are derived like the change in the size of the labour force, the UR,
hours worked etc. The household survey's 90% confidence interval around m/m changes in
reported employment is +/-600,000. Yes, 600k.
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2024 is Looking Similar to 2023
for US Payrolls
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Sources: Scotiabank Economics, Conference Board.

All of which, imo, should never make one overly confident toward estimating US payrolls and related measures. The statistical noise factor

alone is massive. The birth-death model adjustments to payrolls are often controversial. It's more about the clean-up in the aftermath of

whatever the BLS spits out with its estimates than the hubris that characterizes the various street shops' estimates.
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Chart 8

Differences Between Initial ADP and
Private Non-Farm Payrolls 2012-2024

25 r frequency

20 |

15 H

10 H

5 H

[0 I e e e e e e S R s e e e e e e ey
(N ;S

?@2@0&9@9\»‘0@0 ARy

000s; parentheses indicate negative values;
positive values indicate ADP overshoots
Sources: Scotiabank Economics, BLS, ADP.

Global Economics

w



Scotiabank.

DAILY POINTS

October 4, 2024

Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day T-WK T last 1-day 1-WK | Last 1-day IWK [ Last 1-day I-WK
u.s. 371 371 356 | 364 363 351 | 3.8 385 375]| 418 4.18 4.10 |Canada-BoC 4.25
CANADA 305 298 298| 288 281 281 | 310 3.02 302 326 320 3.20
GERMANY 213 208 208 | 202 197 195 | 219 214 213 | 250 246 247 |US-Fed 5.00
JAPAN 037 037 037 ]| 050 049 050 | 089 083 085 2.09 208 2.08
U.K. 403 397 394 | 392 387 382| 407 402 398 | 463 460 4.58 |England - BoE 5.00
Spreads vs. U.S. (bps):
CANADA -66 -72 -58 -76 -82 -70 -76 -82 -74 -92 -97 -91 |Euro zone - ECB 3.65
GERMANY -159 -163 -148 | 162 -165 -155 | -167 -170 -162 | -169 -172 -164
JAPAN -334  -333  -319 | -314 -314 -301 | -297 -301 -290 | -210 -210 -202 |Japan - BoJ -0.10
U.K. 31 26 38 29 24 32 21 17 22 45 42 47
m LCevel % change: Mexico - Banxico 10.50
Last Change 1 Day 1-wk 1-mo A-yr
S&P/TSX 23969 -33.0 -0.1 -0.3 4.0 25.9 Australia - RBA 4.35
Dow 30 42012 -184.9 -0.4 -0.4 25 26.8
S&P 500 5700 -9.6 -0.2 -0.8 3.3 33.7 New Zealand - RBNZ 5.25
Nasdaq 17918 -6.6 -0.0 -1.5 4.9 35.4
DAX 19046 30.3 0.2 -2.2 24 26.1 Next Meeting Date
FTSE 8254 -28.1 -0.3 -0.8 -0.2 1.4
Nikkei 38636 83.6 0.2 -3.0 4.3 26.6 Canada - BoC Oct 23, 2024
Hang Seng 22737 623.4 2.8 14.1 30.2 322
CAC 7508 29.8 0.4 -3.6 0.1 7.3 US - Fed Nov 07, 2024
Commodities Level % change:
WTI Crude 74.31 0.60 0.8 9.0 7.4 -11.8 England - BoE Nov 07, 2024
Natural Gas 2.96 -0.01 -0.3 2.0 38.0 -0.0
Gold 2659.00 3.1 0.1 0.0 19.2 46.0 Euro zone - ECB Oct 17, 2024
Silver 31.50 0.11 04 -3.0 11.2 49.6
CRB Index 291.15 4.02 14 23 77 5.7 Japan - BoJ June 14, 2024
Currencies Level % change:
USDCAD 1.3559 0.0004 0.0 0.3 0.4 -1.4 Mexico - Banxico Nov 14, 2024
EURUSD 1.1029 -0.0002 -0.0 -1.2 -0.5 5.0
USDJPY 146.48 -0.4500 -0.3 3.0 1.9 -1.8 Australia - RBA Nov 04, 2024
AUDUSD 0.6841 0.0001 0.0 -0.9 1.7 8.2
GBPUSD 1.3167 0.0043 0.3 -1.5 0.2 8.5 New Zealand - RBNZ Oct 08, 2024
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject
to change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as
to their accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct or consequential loss arising from
any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy any financial instrument, nor shall this
report be construed as an opinion as to whether you should enter into any swap or trading strategy involving a swap or any other transaction. The information contained in this report is not intended to
be, and does not constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation 23.434 and Appendix A
thereto. This material is not intended to be individually tailored to your needs or characteristics and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy
involving a swap or any other transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or be in the process of acquiring or
disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as managers, co-managers or underwriters of a public offering
oract as principals or agents, deal in, own or act as market makers or advisors, brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions,
Scotiabank may receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers, directors and employees of Scotiabank and
its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any issuer and security discussed in this report, and consult
with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be reproduced without the prior express written consent of Scotiabank.
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