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Small Cracks Precede Large Fissures

February construction jobs rose 24k, the 13th straight gain. Over the past year, construction employment is up a
robust 3.3%, compared a 2.9% increase for the rest of the economy. However, the outlook for construction hiring
is dimming.

The labor market is on the cusp of a major pullback in construction hiring that could push the
unemployment rate up through 4%. Given the sector’s high multiplier, there is little doubt that a collapse in
construction hiring will negative knock-on effects elsewhere in the labor market. When the construction sector
begins shedding labor, other industries generally soon follow.

Capturing data through January, the Job Openings and Labor Turnover Survey (JOLTS) shows that the job
openings rate in the construction industry plunged from 5.8% in December to 3.0% in January. This is the
biggest monthly swing in the history of the series dating back to 2000. But it is also worth noting that the drop
is nearly three times the next largest decline from January 2019, which happened to be one month after the Fed
had raised rates to 2.38%. This turned out to be the cyclical top as the Fed began cutting interest rates shortly
thereafter in July 2019.

Prior declines in construction payrolls have been presaged by declining job openings. Witness what happened in
2001 and 2007. Given the magnitude of the January drop in job openings, a much larger pullback in hiring is coming.
As discussed in our January 17, 2023 piece “Nearing A Tipping Point,” there is a record large gap between
construction employment and spending. With the latter in freefall, we estimate that the labor market would need
to shed nearly 750k construction jobs to bring employment in line with construction outlays. This would
have a sizeable negative impact on the unemployment rate.

According to our calculations, the anticipated decline in construction jobs alone would push the unemployment rate
up 45 points. While this may not see like much, every recession in the post-WW!II era occurred when unemployment
went up 50 bps. Small cracks in the labor market turn into large fissures. When unemployment begins to rise, it
continues to rise — it never goes up just a little and then stops.

While no two business cycles are the same, the historical roadmap tells us there will be many more bumps ahead.

——Job Openings Rate: Construction (Is) Construction Employment (rs)
6 r ) - 8000
A

5 | | y \ 7500
_|
3
< 4 \ ' A/f/ | 7000 2
‘ g
3 F 1 6500 &
(%]

A

2+ W\! + 6000

1 F b\ S 1 5500

0 1 1 1 1 1 1 1 1 1 1 1 1 5000

00 02 04 06 08 10 12 14 16 18 20 22 24

Sources: BLS, Haver, SMBC Nikko



SMBC Group

Disclaimer

This document has been prepared by SMBC Group (including, collectively or individually, Sumitomo Mitsui Banking
Corporation, SMBC Nikko Securities America, Inc., SMBC Nikko Securities Canada, Ltd., SMBC Capital Markets, Inc., SMBC
Leasing and Finance, Inc., JRI America, Inc., and SMBC Rail Services LLC) and is being furnished by SMBC Group solely
for use by the client or potential client to whom such materials are directly addressed and delivered. SMBC Nikko Securities
America, Inc. (“SMBC Nikko America”) is a US-registered broker-dealer. SMBC Nikko Securities Canada, Ltd. (‘SMBC Nikko
Canada”) is a US and Canadian registered broker-dealer. SMBC Capital Markets, Inc. (‘SMBC Capital Markets”) is
provisionally registered with the CFTC as a US swap dealer. In the US, capital markets and other investment banking activities
for SMBC Group are performed by a combination of SMBC Nikko America, SMBC Nikko Canada, and SMBC Capital Markets.
Lending and other commercial banking activities are performed by Sumitomo Mitsui Banking Corporation and its banking
affiliates. Derivative activities may be performed by SMBC Capital Markets or Sumitomo Mitsui Banking Corporation. SMBC
Group deal team members may be employees of any of the foregoing entities.

This document is for informational purposes only and is not intended to be a research report, advice, a recommendation, an
offer to sell or the solicitation of an offer to buy any securities, enter into any transaction or adopt any hedging, trading or
investment strategy, or any commitment to underwrite, subscribe for, or place any securities, is not an offer or commitment
to provide any financing or extension of credit or service, and does not contain any tax or legal advice. Any transactions or
strategies discussed herein do not take into account the particular investment objectives, financial situations, or needs of any
client, and may not be suitable for all parties. This document is not subject to the independence and disclosure standards
applicable to research reports and research analysts under those laws and regulations. This document has been prepared
for and is directed exclusively at Qualified Institutional Buyers, sophisticated institutional investors, and other market
professionals. Itis not intended for distribution to or use by retail customers.

In preparing this document, SMBC Group has relied on information available from third parties, including public sources, and
we have assumed, without independent verification, the accuracy and completeness of such information. Specific prices,
indices or measures, including ranges, listed in this document were prepared at or around the time the document was
prepared, and are subject to change without notice. SMBC Group makes no representations to, and does not warrant, this
document’s accuracy or completeness. SMBC Group expressly disclaims any liability for any results in connection with use
of the information set forth herein, including, without limitation, any use of the information in the preparation of financial
statements or accounting material. Prior to participating in any transaction or strategy, you should consult your own
independent, competent, legal, tax, accounting and other professional advisors. SMBC Group does not provide tax advice.
Accordingly, any discussion of U.S. tax matters contained herein (including any attachments) is not intended or written to be
used, and cannot be used, in connection with the promotion, marketing or recommendation by anyone unaffiliated with SMBC
Group or for the purpose of avoiding U.S. tax-related penalties.

This document may contain forward looking statements, which may include projections, forecasts, income estimates, yield or
return, future performance targets, or similar analysis. Any such forward-looking statements, prices, indices, or measures are
based upon certain assumptions. All forward-looking statements are based on the information available at the time the
document was prepared and SMBC Group is not obligated to provide an update. Actual events may differ from those
assumptions or available information. Any opinions, projections, pricelyield information or estimates are subject to change
without notice. There can be no assurance that any estimated returns or projections will be realized, that forward-looking
statements will materialize, or that actual results will not be materially different from those presented herein. Past performance
should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or
implied, is made regarding future performance. The value, price or income from transactions or strategies may fall as well as
rise. SMBC Group or an affiliate may have a position in any of the underlying instruments, assets, indices or rates mentioned
in this document.

This document is confidential and is the property of SMBC Group subject to copyright, and is furnished by SMBC Group solely
for use by the client or potential client to whom such materials are directly addressed and delivered. Any reproduction of this
document, in whole or in part, is prohibited, and you may not release this document to any person, except to your advisors
and professionals to assist you in evaluating the document, provided that they are obligated, by law or agreement, to keep
the document confidential.

© 2023 SMBC Group. All rights reserved.



