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This Economic Update may include opinions, forecasts, projections, estimates, assumptions and speculations (the “ Contents’) based on currently available
information which isbelieved to bereliable and on past, current and projected economic, political and other conditions. Thereisno guarantee asto the accuracy
or completeness of the Contents of this Economic Update. The Contents of this Economic Update reflect judgments made at this time and are subject to change
without notice, and the information and opinions herein are for general information use only. Regions specifically disclaims all warranties, express or implied,
with respect to the use of or reliance on the Contents of this Economic Update or with respect to any results arising therefrom. The Contents of this Economic
Update shall in no way be construed as a recommendation or advice with respect to the taking of any action or the making of any economic, financial or other
plan or decision.

July 2020 Nonfarm Employment: Now Comes The Heavy Lifting

The July employment report was better than expected, and certainly better than feared, at least on the surface. Measured job growth
was flattered by seasonal adjustment, and our sense is that the Paycheck Protection Program (PPP) continues to prop up measured job
growth, which calls into question the durability of at least some portion of the job growth booked over the past three months. So, while
it is clear that the labor market is healing, it nonetheless remains far from being healthy. Our sense is that progress will be harder to
come by in the months ahead. In what follows, we take a more in-depth look at the July employment report than is possible to provide
in our regular day-of-issue take on the monthly reports, and offer some observations on overall labor market conditions.
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Based on the one-month hiring diffusion index, a measure of the
breadth of hiring across private sector industry groups which we
often refer to as one of our favorite “beneath the headlines” labor 80
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Diffusion Indexes Telling Different Tales . . .
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The BLS's hiring diffusion indexes are based on changes in employment in 258 distinct employment series (primarily 4-digit NAICS
industries). Keep in mind that any diffusion index tells us the direction of change, but not the intensity of the change, in the variable it is
tracking. The data suggest that, while a sizable share of industries have been adding, or adding back, workers over the past three
months, the number of jobs added has been fairly subdued outside of the three broad industry groups cited above. We think it more
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telling to look at the six-month hiring diffusion index as a snapshot of the damage inflicted by the pandemic and the efforts to stem its
spread. The six-month hiring diffusion index, or, the net percentage of industries in which job counts were higher in the most recent
months relative to six months earlier, stood at 7.0 percent as of July, meaning only a very small share of industries had more workers in
July relative to January. While the one-month hiring diffusion index will bear watching in the months ahead, the six-month index may be
a better marker of the extent to which the labor market, and the broader economy, are healing.

REGIONS One of the more striking elements of the recent labor market data

Permanent Job Losses Leveling Off? is the share of job losers who report they are on temporary layoff

20 as opposed to having lost their jobs permanently. For instance, in
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1967, that the share of those reporting they were on temporary
layoff was greater than the share reporting a permanent job loss.
That share has since fallen but, at 56.46 percent in July, remains
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Even so, the temporary/permanent split is striking. At the same
time the number of temporary layoffs, again, as reported by respondents to the BLS’s household survey, was receding from April’s peak,
the number of those reporting a permanent job loss was increasing, though did hold steady at 2.88 million people in July. What is harder
to tell from the data, however, is whether some of those who had initially reported being on temporary layoff changed their status to
show a permanent job loss, and we do not know the extent to which coming months will see what started as temporary layoffs morph
into permanent job losses. Over coming months, then, the data on permanent job losers will be the more important of the two series.
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Along those same lines, the flows of unemployment across duration buckets suggest an increasing number of those who have lost jobs
over recent months face longer stretches of joblessness than would have initially been assumed. As seen in the first chart above, the
number of those unemployed for less than 15 weeks has fallen sharply since peaking at 21.287 million people in April; as of July, this
number stood at 8.731. Though a large share of this decline reflects people either finding new jobs or being recalled to their last job, a
significant number have migrated into the unemployed for 15-to-26 weeks bucket. This number increased to 6.864 million people in July,
up sharply from 0.833 million people in April, indicating a troubling degree of persistence of unemployment. Note that the upturn in long-
term unemployment, i.e., the number of those unemployed for 27 or more weeks, does not directly reflect job losses tied to the pandemic;
the first of those to lose jobs back in March would not yet have been out of work long enough to have transitioned into this bucket.
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Instead, the upturn could simply mean that the long-term unemployed have been unable to find jobs to the same extent as was the case
prior to the pandemic, as the labor market progressively tightened over what, at over 11 years, was the longest U.S. economic expansion
on record. Over coming months, it will bear watching whether, or to what extent, any decline in the “short-term” unemployment rate,
i.e., unemployed for fewer than 27 weeks, reflects more people finding jobs or more people transitioning into “long-term” unemployment,
i.e., unemployed for 27 weeks or more.
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Each month the BLS reports data on labor force flows, which track Labor Force Flows:
changes in labor force status from one month to the next. In any 80 flows into employment from prior month’s status, millions of people:
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or unemployed (orange line). Note that, after having steadily trended 06 07 08 09 10 11 12 13 14 15 16 17 18 18 20
lower over the prior expansion, the number of those transitioning
from unemployed in one month to employed in the following month spiked to over 7.0 million in both May and June, before settling back
to 5.08 million in July. The sudden upturn mostly reflects those who had lost a job in March or April having either found a new job or
being recalled to their former job. That this number fell sharply could reflect the increased difficulty the recently unemployed may have
in finding a new job or the lower likelihood of them being recalled to their former job over the months ahead, hence this humber will
bear watching. Additionally, after having risen steadily over the course of the prior expansion, the number transitioning from not in the
labor force in one month to being employed in the following month fell sharply in March and April, which is not surprising given the
economic backdrop. It could be that many of those who lost a job in March or April reported that they had left the labor force, perhaps
thinking it unlikely actively looking for work would have been fruitful or simply awaiting recall from their former employer, which would
help account for the spike in this series seen in May and June. But, this number fell sharply in July, and also bears watching over coming
months. Over the prior expansion, we saw the steady upward trend in this series as a testament to the degree to which improving labor
market conditions amidst a record-long expansion were drawing people back into the labor force. It could be some time before we see
a repeat of those circumstances.
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Just as we started, we'll end with some bookkeeping. The chart to Progress Will Be Harder To Come By
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what extent, the number of “discouraged workers” continues to rise.

In short, our sense is that while the past three months marked a meaningful start, in terms of repairing the damage done to the labor
market by the COVID-19 virus and the efforts to stem its spread, further gains will be harder to come by in the months ahead. That the
past few recessions, none of which came close to the magnitude of the 2020 recession, were followed by frustratingly slow recoveries in
the labor market suggests we have a very long, and likely very bumpy, road ahead of us.
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