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Can the Economy Continue to Create Jobs Without Growth?

If we average gross domestic product (GDP) and gross domestic income (GDI) to create the best
underlying proxy for total output, the economy has increased just 0.2% at an annualized rate over the
last five quarters. This is essentially zero growth, or what economists call “stall” speed.

Yet over this time, nonfarm payrolls increased 4% or 371k on average per month. What gives? The
answer is productivity growth, which is the basis for rising living standards and long-run wage gains.

According to recently released figures, nonfarm productivity has declined -1.9% at an annualized
rate since Q4 2021. This is the worst five-quarter performance on record, eclipsed only by the five
guarters ending Q3 1974 (-2.5%).

Admittedly, in level terms, the level of productivity does not look as poor considering that it is back to its
underlying pre-covid trend. And right now, the momentum is clearly pointing downward. What will
determine whether productivity growth slips further or rebounds? We see two likely scenarios.

One, the economy rebounds, evidenced by a recovery in real GDP (and GDI). However, with
unemployment low and the Fed hawkish, this will simply lead to tighter policy and weaker growth. We
end right back where we started.

Two, employment growth slows and slows massively. This is the only way to restore productivity gains,
but it comes at a huge social cost — lost jobs. Maybe there is a middle ground.

The Fed has lifted rates at a record pace, bringing the funds rate to 5.25%, the same level it was in 2007.
Back then, productivity growth was strong, rising 2.3% on the year. This warranted the 5%-plus funds
rate but not today.

While the unemployment rate is low, the economy clearly lacks vigor. The Fed needs to stop raising
interest rates and assess how past actions and the looming regional bank credit crunch impacts the
economy. Whether the May employment report surprises to the upside should not matter.

Index Nonfarm Productivity
116 \
112 + La%precovid [ e
annualized trend [l
08 - |
104 et
100 : L L L | 1 1 1

15 16 17 18 19 20 21 22 23

Sources: BEA, Haver, SMBC Nikko



SMBC Group

Disclaimers

This document is provided by SMBC Nikko Securities America, Inc. (‘SMBC Nikko”), the US-registered broker-dealer affiliate of
Sumitomo Mitsui Banking Corporation, for informational purposes only. This document was prepared by SMBC Nikko’s
economist(s). The views statements, assumptions and forecasts expressed herein are those of the author(s) and do not reflect
the judgment of any other person or of SMBC Nikko, it does not constitute an offer, or solicitation of the sale or purchase, of
securities or other investments. The information contained herein is obtained or derived from sources believed to be reliable,
but SMBC Nikko and the author(s) make no representations as to its accuracy or completeness. In some cases, such information
may be incomplete or summarized. This document has been prepared based on assumptions and parameters determined by
the economist(s) in good faith. The assumptions and parameters used are not the only ones that could have been selected, and
therefore no guarantee is given as to the accuracy, completeness, or reasonableness of any such quotations, disclosures, or
analyses. Past performance is not a reliable indicator of any future results.

This document has been prepared for and is directed at institutional investors and other market professionals and is not intended
for use by retail customers. It does not take into account any specific investment objective, financial situation, or particular need
of any recipient. The information contained herein should, for whatever purpose, be used solely at the discretion and
responsibility of the recipient. SMBC Nikko and its affiliates do not accept any liability or responsibility for any results in
connection with the use of such information. Recipients are responsible for making final investment decisions and should do so
at their own discretion after conducting a careful examination of all documentation delivered prior to execution, explanatory
documents pertaining to listed securities, prospectuses, and other relevant documents, and their own independent analysis and
assessment of the merits of any transaction. The financial instruments discussed may be speculative and may involve risks to
principal and interest.

Conflicts of Interest Disclosures

The views statements, assumptions and forecasts expressed herein may differ from those expressed in globally branded
research produced hvv SMR Nkl ar ite affiliatac Tha tradina degks of SMBC Nikko and its affiliates trade or may trade as
principal in the finar Sources: BLS, Haver, SMBC Nikko terial, and the author(s) of this document may have consulted
with the trading des..c .....c oo wie weemrrieiee « oo e =2 ATY INterests of SMBC Nikko and its affiliates may conflict with
those of the recipient. SMBC Nikko and |ts afflllates may seek to do business with the companies mentioned in this material and
the trading desks may have accumulated, be in the process of accumulating, or accumulate long or short positions in the financial
instruments mentioned and may have acquired them at prices no longer available. The trading desks may also have or take
positions inconsistent with the views expressed in this document or may have already traded on those views.

This material is not a research report, and neither this material nor its author(s) is subject to SMBC Nikko policies and procedures
that apply to the globally branded research reports and research analysts of SMBC Nikko and its affiliates or to legal requirements
designed to promote the independence of investment research. It is not subject to any prohibition on dealing ahead of the
dissemination of investment research. This means that on the date of this document, SMBC Nikko, its affiliates, and their
respective directors, representatives, or employees, may have a long or short position in any of the instruments mentioned in
this document and may make a market or trade in instruments economically related to the securities, derivatives or other
underlying assets mentioned herein, in each case either as principal or as agent.

No part of the author(s) compensation was, is, or will be, directly or indirectly related to the specific recommendations or views
expressed herein. The personal views of authors may differ from one another.

Distribution, possession or delivery of this document in, to or from certain jurisdictions may be restricted or prohibited by law.
Recipients of this document are required to inform themselves of and comply with all such restrictions or prohibitions.



