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Huge Payroll Gain Defies Recession Claim

U.S. companies added an eye-popping +528k jobs to nonfarm payrolls in July, more
than doubling the median forecast, while the headline unemployment rate returned
to a fifty-year low. Recession concerns, the counter-weight to the Fed’s aggressive
monetary policy, have suddenly diminished. The result is that market yields have
risen sharply in early trading as investors realize the Fed has considerably more work
ahead to slow economic growth enough to lower inflation. At this point, another 75
basis point move at the September meeting is more likely than not.

After 29 long months, the total payroll count has finally returned to pre-pandemic
levels. Job gains were wide-spread across industries. July increases were
concentrated in leisure and hospitality (+96k), professional and business services
(+89k), healthcare (+70k), government (+57k), construction (+32k), manufacturing
(+30k) and social services (+27k). Of these, only Jobs in leisure and hospitality,
healthcare and local government remain below the February 2020 count. Private

sector payrolls are now +629k above pre-pandemic levels while government payrolls

are -597k lower.
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The result is that market yields
have risen sharply in early trading
as investors realize the fed has
considerably more work ahead to
slow economic growth enough to
lower inflation.
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The headline unemployment rate fell from 3.6% to 3.5%, just fractionally above
the lowest point since the early 70's. However, the decline was primarily due to the
labor force participation rate, which slipped from 62.2% to 62.1% as 63k workers
retreated to the sidelines. In February 2020, the participation rate, which represents
the percentage of working-age Americans either employed or actively seeking
employment, was 63.4%.
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The total number of unemployed Americans actively looking for work fell to 5.7 million in
July, and has now returned to pre-pandemic levels. Americans who would like a job but
haven't actually looked for work in the last 30 days increased slightly to 5.9 million last
month, roughly 900k above the February 2020 count. With the most recent Job Openings
and Labor Turnover Survey (JOLTS) showing 10.2 million job openings, the degree of slack
in the labor market is still intact.
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Hourly earnings rose +0.5 percent last month and 5.2% on an annual basis. The earnings
rate seems to have peaked in March, but the decline has been a little too gradual for the
Fed.

Bonds continue to sell off as investors factor-in additional front-loading of policy. The

futures market is now indicating a total of 125 basis points in tightening ahead, all of it this

year, while the two-year Treasury yield is currently 39 basis points above the 10-year.

The bottom line (for now anyway) is that the U.S. is not in recession. This point will be
fiercely debated along political lines, but extremely strong employment simply doesn't fit
into the recession equation.

Market Indications as of 8:55 A.M. Central Time
DOW Down -85 to 32,642 (HIGH: 36,800)

NASDAQ Down -132 t0 12,589 (HIGH: 16,057)

S&P 500 Down -26 to 4,127 (HIGH: 4,797)

1-Yr T-hill current yield 3.25%; opening yield 3.06%
2-YrT-note current yield 3.23%; opening yield 3.03%
3-YrT-note current yield 3.18%; opening yield 2.96%
5-YrT-note current yield 2.97%; opening yield 2.78%
10-Yr T-note current yield 2.84%; opening yield 2.67%
30-Yr T-bond current yield 3.08%; opening yield 2.95%
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The total number of unemployed
Americans actively looking for work
fell to 5.7 million in July, and has
now returned to pre-pandemic
levels.

The bottom line (for now anyway) is
that the U.S. is not in recession. This
point will be fiercely debated along
political lines, but extremely strong
employment simply doesn't fit into
the recession equation.

Page 2



Hilltopsecurities TP Economic Commentary

The paper/commentary was prepared by Hilltop Securities Asset Management (HSAM). It is intended for informational purposes only and

does not constitute legal or investment advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or other specific

product. Information provided in this paper was obtained from sources that are believed to be reliable; however, it is not guaranteed to be
correct, complete, or current, and is not intended to imply or establish standards of care applicable to any attorney or advisor in any particular
circumstances. The statements within constitute the views of HTS and/or HSAM as of the date of the document and may differ from the views of
other divisions/departments of affiliates Hilltop Securities Inc. In addition, the views are subject to change without notice. This paper represents
historical information only and is not an indication of future performance. Sources available upon request.

Hilltop Securities Asset Management is an SEC-registered investment advisor. Hilltop Securities Inc. is a registered broker-dealer, registered

investment adviser and municipal advisor firm that does not provide tax or legal advice. HTS and HSAM are wholly owned subsidiaries of Hilltop
Holdings, Inc. (NYSE: HTH) located at 717 N. Harwood St,, Suite 3400, Dallas, Texas 75201, (214) 859-1800, 833-4HILLTOP
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