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US: Employment Data
See-Saw
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US employment rebounds, Iran war tensions intensify anew.

US: Non-farm Payrolls
(Aug)

162k

Much better than expected

US: Unemployment
Rate (Aug)

4.1%

Steady, wage inflation eased.

US: ISM Services Index
(Aug)

55.4

Intensifying price pressures.

CA: Unemployment
Rate (Aug)

6.4%

Held steady.

UK: Mortgage
Approvals (Jul, thous)

56K

Weakening.

UK: Services PMI (Aug,
final)

52.5

Below expectations.

JP: Mfg. PMI (Aug, final)

54.9

Third highest in the world.

JP: Household
Spending (Jul, y/y)

3.9%

Signal?

AU: GDP (Q2, 9/q)

0.4%

Mixed data.

The employment update for August was the mirror image of July’s and a reminder
that no single data point should be relied on too heavily when constructing the
macro narrative. Unlike July, which brought a huge miss to the downside and an
equally large downward revision, August came with a headline beat on the headline
and an upward revision to the prior two months. Best to take these two reports and
average them rather than look at each individually.

This is what the August numbers showed: the economy added 162k jobs
(Bloomberg consensus anticipated 55k) and the prior two months were revised
upward by a cumulative 55k. Goods producing sectors added 41k jobs, while
private service industries added 86k. The pickup in goods services employment is

notable, as is its growing relative contribution to overall employment gains. It seems
unlikely to us that the pace of this improvement can be sustained, but time will tell.
Within services, performance was mixed. There were job losses in financial
services (-11k) and information (-23k) that partly offset an unexpectedly large gain
in leisure and hospitality (+62k). Government employment rose by 35k, mostly in
the state and local space.

The participation rate picked up two tenths, but the unemployment rate held steady
at 4.1%, which is simultaneously good news and a bit puzzling insofar as this
combo hints at potential data issues. On one hand, we had been looking for an
increase in the participation rate given how rapid and severe the recent downshift
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has been. On the other, the fact that this increase in the labor force overwhelmingly
reflected a rise in people in employment raises questions about its sustainability.

Figure 1: US Nominal Average Hourly Earnings
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0 1 2 3 4 5 6 7 8 9
1 1 1 1 1 1 1 1 1 1

Total Private L ] 3.60 3.91
Goods-Producing o | 4.08 4,51
Mining & Logging ¢ | 2.62 3.40
Construction | 4.10 4.36
Manufacturing | 4.08 4.56
Durable Goods . | 4.07 4.95
Non-Durable Goods | 4.09 3.82
Service-Providing L | 3.50 3.77
Trade, Transportation & Utilities ] 3.65 3.52
Wholesale Trade | 3.38 3.04
Retail Trade e | 3.91 3.35
Transportation & Warehousing . < | 3.55 3.98
Utilities - ] 4.98 3.68
Information ¢ ] 5.04 4.25
Financial Activities I 4.16 4.59
Professional & Business Services | 3.81 4.25
Education & Health Services | 2.68 3.34
Leisure & Hospitality [ ¢« | 3.65 3.87
Other Services .| 3.53 4.29

m 3yr range (low, high) ¢ Latest (August 2026) ® Previous

BLS, State Street Investment Management, AAACROBOND

Importantly, despite the pickup in employment, wage inflation remains very well
contained. In fact, overall average hourly earnings (AHE) inflation eased to 3.1% yly
in August, down from 3.7% y/y in January. AHE inflation for production and non-
supervisory employees held steady at 3.3% y/y. The message is clear: the labor
market is not a source of inflationary pressures. Typically, this should be very
reassuring for the Fed...except Chair Warsh downplayed the importance of wages
as inflation drivers in his Jackson Hole speech.

In conjunction with a strong read on non-manufacturing ISM index, the balance of
this week’s data nets out on the positive side and would likely boost the odds of a
September hike. But data was partly offset by more neutral comments from Fed
Vice Chair Williams and from Governor Waller that seemed to imply a preference
for a September hold. Admittedly, both those comments were made prior to the
employment report. All this puts enormous weight on the August CPI inflation data
to be released next week. We align with consensus on expectations for a 0.4% m/m
increase in the headline (largely energy driven) and a 0.2% m/m rise in the core.

A renewed energy shock is tightening UK financial conditions. US strikes on Iran
drove oil and natural gas prices sharply higher, fuelling inflation concerns and
expectations of further rate increases. By midweek, gilt yields had climbed to a
multi-year high before easing on Thursday.

The timing is difficult for new chancellor John Healey. Ahead of his first Budget on
October 28, higher borrowing costs have further constrained his already limited
room for manoeuvre. Since March’s Spring Statement, the conflict has pushed
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market expectations from rate cuts towards further increases, driving gilt yields
materially higher.

The squeeze is now reaching households, with quoted mortgage rates rising
sharply since the conflict began. Housing activity has weakened: mortgage
approvals fell to 56k in July, while net lending dropped to £4.3bn, below the
previous six-month average.

Higher yields are impacting housing affordability and stalling the recovery in
housing market. With mortgage rates unlikely to ease materially before later next
year, demand should remain subdued. Restricted supply will cushion prices, but the
near-term outlook is stagnation rather than renewed growth.

Figure 2: UK’s Mortgage Approvals Hit Lowest Mark Since Jan 2024
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Source: BoE, State Street Investment Management

Q2 GDP growth came in a tenth stronger than our forecast at 0.4% qg/q, presenting
a mixed picture of an economy that is slowing, but not yet slowing decisively
enough. On a two-quarter annualized basis, growth has lost momentum, easing to
1.4%, while annual growth remained relatively firm at 2.1% y/y. Although this was
four tenths lower than in Q1, it was still two tenths above the Reserve Bank of
Australia's (RBA) latest Statement on Monetary Policy forecast.

Nominal GDP growth also remained solid at 5.3%, while real household disposable
income improved to 2.3% y/y from 1.9%. Domestic demand, our key focus, grew
0.3% q/q and household consumption rose 0.4% qg/q. However, annual household
consumption growth slowed to 1.8% vyly, falling below 2.0% for the first time in five
quarters. Taken together, the data suggest demand is moderating, but not at a pace
likely to provide the RBA with complete comfort.

The composition of consumption further complicates the policy assessment. A large
part of the increase in household spending reflected a sharp 10.3% qg/q jump in
vehicle purchases, largely electric vehicles according to the ABS. At the same time,
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the household saving ratio edged up to 6.5%, indicating that consumers remain
relatively cautious despite continued spending growth.

Business investment was weaker beneath the surface. Machinery and equipment
investment fell 5.6% q/q following Q1's data center-driven surge. However, this was
largely offset by a 4.1% increase in non-residential construction, which likely also
reflects ongoing data center activity. As a result, total new business investment
subtracted only 0.5 percentage points from growth.

Residential construction remained a notable bright spot, rising 1.6% g/q and lifting
annual housing investment growth to a three-year high of 6.3% y/y. A substantial
pipeline of work should keep the sector an important growth anchor over coming
quarters, although it is also likely to sustain pressure on new dwelling cost inflation.

Trade made a modest positive contribution. Strong growth in imports of electric and
hybrid vehicles (37.6%) and fuel imports (5.7%) was more than offset by a
surprisingly firm 1.4% rise in goods exports, resulting in net exports contributing 0.1
percentage points to GDP growth.

Overall, the report contains enough signs of resilience to leave the RBA
uncomfortable with the pace of economic cooling. If August employment data
surprise on the upside, the case for a September rate hike strengthens materially, a
scenario we view as a genuine possibility. Such a move would lift the cash rate to
4.60%, a new post-pandemic peak. While we do not yet see a compelling case for
further tightening beyond that, it remains difficult to rule out given the limited
evidence of disinflation and the still-gradual moderation in economic activity.

Figure 3: Contributions to Australia's GDP Growth
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Country | Release (Date, format) Consensus | Actual | Last Comments

Monday, Aug 31

GE CPI (Aug, yly, prelim) 3.0% 2.9% 2.8% ECB poised to hike again.
JN Retail Sales (Jul, m/m) 1.6% 2.4% -3.9% (1) | Above expectations.

JN Industrial Production (Jul, m/m, prelim) -0.7% 0.1% 1.9% Weakening.

JN Manufacturing PMI (Aug, final) N/A 54.9 54.5 3 highest in the world, it's a whole new Japan.
AU Private Sector Credit (Jul, m/m) 0.7% 0.6% 0.8% Below expectations.
Tuesday, Sep 01

us Total Vehicle Sales (Aug, mn) 16.30 16.76 16.33 OK.

us ISM Manufacturing (Aug) 55.2 54.6 55.6 Intensifying price pressures.
us JOLTS Job Openings (Jul, thous) 7,313 7,271 7,182 (1) | Mixed.

GE Retail Sales (Jul, m/m) 0.5% -3.4% -0.7% Soft.

GE Manufacturing PMI (Aug, final) 54.1 54.3 52.2 Pleasant surprise.

FR Manufacturing PMI (Aug, final) 51.5 51.1 49.8 Modest.

IT Manufacturing PMI (Aug, final) 51.5 49.6 51.3 Soft.

IT GDP (Q2, g/q, final) 0.2% 0.2% 0.3% OK, not great.

IT CPI (Aug, yly, prelim) 3.3% 3.3% 2.9% ECB poised to hike again.
EC CPI (Aug, yly, prelim) 3.3% 3.3% 2.9% ECB poised to hike again.
UK Nationwide House PX (Aug, m/m) 0.1% 0.2% -0.1% () | Better than expected.

UK Mortgage Approvals (Jul, thous) 59.4 56.1 58.2 Weak.

UK Manufacturing PMI (Aug, final) 51.5 51.7 51.9 Weakening.

JN Consumer Confidence Index (Aug) 35.3 35.5 34.9 Better than expected

AU GDP (Q2, g/q) 0.3% 0.4% 0.3% OK.

Wednesday, Sep 02

us Factory Orders (Jul, m/m) 0.7% 0.9% -0.2% (1) | Solid.

us Durable Goods Orders (Jul, m/m, final) 1.1% 1.1% 0.6% Solid.

CA BoC Policy Rate (Sep) 2.25% 2.25% 2.25% In line with expectations.
Thursday, Sep 03

us Nonfarm Productivity (Q2, final) 1.4% 1.4% 0.8% Good.

us Initial Jobless Claims (Aug 29, thous) 205 206 204 (1) Very low.

us Continuing Claims (Aug 22, thous) 1,784 1,779 1,771 (1) | Very low.

us ISM Services Index (Aug) 54.1 55.4 54.1 Robust.

GE Services PMI (Aug, final) 48.5 49.7 49.8 Soft.

EC Services PMI (Aug, final) 51.7 51.6 51.7 Modest.

UK Services PMI (Aug, final) 52.8 52.5 52.1 Below expectations.
Friday, Sep 04

us Change in Nonfarm Payrolls (Aug, thous) 55.0 162 21.0 (1) Major beat, following major miss.
us Unemployment Rate (Aug) 4.1% 4.1% 4.1% Participation rate improved two tenths!
GE Factory Orders (Jul, m/m) 0.3% 2.5% 3.7% (1) Improving momentum.

CA Unemployment Rate (Aug) 6.4% 6.4% 6.4% Held steady.

Source: data, Bloomberg®; for commentary, SSGA Economics.
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At State Street Investment Management, we have been helping create better
outcomes for institutions, financial intermediaries, and investors for nearly half a
century. Starting with our early innovations in indexing and ETFs, our rigorous
approach continues to be driven by market-tested expertise and a relentless
commitment to those we serve. With over $6 trillion in assets managed*, clients in 60
countries, and a global network of strategic partners, we use our scale to deliver a
comprehensive and cost-effective suite of investment solutions that help investors get
wherever they want to go.

*This figure is presented as of June 30, 2026 and includes ETF AUM of $2,203.98 billion USD of which
approximately $156.81 billion USD in gold assets with respect to SPDR products for which State Street Global

Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent. SSGA FD and State Street
Investment Management are affiliated. Please note all AUM is unaudited.
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Investing involves risk including the risk
of loss of principal.
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from sources believed to be reliable, but
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no representation or warranty as to
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and it should not be relied on as such.

The information provided does not
constitute investment advice and
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their respective owners. Third party
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material are the views of SSIM
Economics Team through the period
ended September 04, 2026, and are
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other conditions. This document may
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contained within this document that
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beyond SSIM'’s control. Please note
that any such statements are not
guarantees of any future performance
and that actual results or developments
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projected in the forward-looking
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The information contained in this
communication is not a research
recommendation or ‘investment
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