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US Labour Market Weakened Amid an Unexpected Decline in Payrolls

Summary:

e Nonfarm payrolls fell by 23k in July, while job gains for May and June were revised down by
a combined 103k.

e The unemployment rate edged down to 4.1%, but underlying conditions were mixed.

e A softer labour market is likely to complicate the Fed's near-term policy trajectory, prompting
markets to scale back expectations of a September rate hike.

The US labour market weakened significantly in July, breaking from its previously steady trend
as payrolls unexpectedly contracted. Nonfarm payrolls fell by 23k during the month, sharply
missing market forecasts. The weakness was further magnified by steep downward revisions to the
prior two months. Total job gains for May and June were revised downward by a combined 103k,
with June's previously reported 57k gains lowered to just 20k. This highlighted emerging softness
in the labour market heading into 2H 2026. Job losses in July were heavily concentrated in local
government education (-50k), retail trade (-19k), and the financial sector (-14k). However, part of
the declines may have reflected temporary factors, including school holidays and a post-World Cup
pullback. Meanwhile, the healthcare and construction sectors remained a bright spot, with each
adding 22k jobs.

The headline unemployment rate ticked down from 4.2% to 4.1% in July. Despite this headline
improvement, the household survey data painted a concerning picture of underlying workforce
dynamics. While the number of unemployed workers fell by 178k, total employed workers also
declined by 87k. In addition, the labour force participation rate continued its downward trend to
61.4% in July, down by 0.7 percentage points since January and reaching the lowest level since
2021. This indicates that the headline unemployment rate edged down mainly because of a
decrease in the labour force (-264k) rather than an increase in employment.
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Wage growth moderated further. Average hourly earnings (AHEs) were USD 37.62 in July,
representing a month-on-month (MoM) rise of just 0.1%, compared to 0.3% growth in the previous
month. On a year-on-year (YoY) basis, growth in AHEs also slowed to 3.2% from a revised 3.4%,
continuing a gradual moderating trend from levels above 3.5% in early 2026. The data suggested
further easing in wage-driven inflationary pressures.
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July's negative payroll print is likely to complicate the Fed's near-term policy trajectory. Prior to
the release, a resurgence in headline inflation driven by renewed energy shocks amid heightened
Middle East tensions had intensified market expectations for Fed rate hikes. However, with payrolls
declining and wage growth moderating in the July job report, the balance of risks has shifted from
being focused solely on inflation to encompassing employment concerns as well. This shift
prompted markets to scale back expectations for a September rate hike. Looking ahead, we still
anticipate the Fed to hike rates once in 2H 2026, but it will depend on the path of inflation and
when global energy prices return to more normal levels.
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This material is prepared by The Bank of East Asia, Limited ("BEA") for customers' reference only. The content is
based on information available to the public and reasonably believed to be reliable, but has not been independently
verified. Any projections and opinions contained herein are expressed solely as general market commentary, and do
not constitute an offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed
return in respect of such an offer. The information, forecasts, and opinions contained herein are as of the date
hereof and are subject to change without prior notification, and should not be regarded as any investment product
or market recommendations. This material has not been reviewed by the Securities and Futures Commission of
Hong Kong, Hong Kong Monetary Authority, or any regulatory authority in Hong Kong.

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other
reports may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or
completeness of the information and stated returns contained in this material, and no liability is accepted for any
loss arising, directly or indirectly, from any use of such information (whether due to infringements or contracts or
other aspects). Investment involves risks. The price of investment products may go up or down, and may become
valueless. Past performance is not indicative of future performance. The investments mentioned in this material
may not be suitable for all investors, and the specific investment objectives or experience, financial situation, or
other needs of each recipient are not considered. Therefore, you should not make any investment decisions based
solely on this material. You should make investment decisions based on your own investment objectives, investment
experience, financial situation, and specific needs; if necessary, you should seek independent professional advice
before making any investment.

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published,
broadcast, circulated, modified, or developed commercially, in either electronic or printed forms, nor through any
media platforms that exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department of BEA (email:
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).
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