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FX Daily Snapshot 
Economic Data Round-Up: Inflation progress 

and a balanced labor market 

August 25, 2026 

• The labor market appears weaker on the surface, but underlying conditions 

may be closer to balance than headline payrolls suggest. Payroll employment 

declined in July and prior months were revised lower. However, unemployment 

remains low as slower labor force growth has reduced the pace of job creation 

needed to maintain labor market stability.  

• Inflation continues to moderate as both consumer and producer price 

pressures ease. While recently lower headline inflation was largely supported by 

lower energy prices, there may be early signs of easing underlying inflation 

pressures even as near-term risks from geopolitics remain. 

• Recent labor market and inflation data support a patient Fed. Easing 

inflationary pressures and a labor market that still appears balanced provide 

policymakers with room to remain on hold in the short term. While risks from energy 

prices, tariffs, and AI-related investment demand warrant caution, recent data do 

not point to a need for additional tightening. We continue to expect policy rates to 

remain unchanged through the remainder of 2026, followed by gradual rate cuts 

as inflation moderates further. 

Weak payrolls potentially signaling softer labor market conditions  

In July, nonfarm payroll employment decreased by 23k, reflecting declines in local 

government, leisure and hospitality, and retail trade jobs (Chart 1). Meanwhile, job 

growth in healthcare and construction increased again, both by 22k. Moreover, this jobs 

report is the second consecutive negative revision to the preliminary report for the 

previous month, with the June payroll gain revised down to 20k, from 57k. At first sight, 

the weak headline payrolls and sizable downward revisions suggest a labor market that 

is losing momentum. However, other indicators suggest labor market conditions may 

be closer to balance than payroll growth implies. 

Chart 1: Job growth continued to soften 
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Meanwhile, lower unemployment indicates a labor market close to full 

employment  

The July unemployment rate continued to edge down to 4.1%. While this may seem 

inconsistent with July’s negative payrolls, the decline in unemployment likely reflects 

factors beyond hiring alone. Indeed, JOLTS data continue to suggest we are in a “low 

hire, low fire” environment, with job openings and hires remaining relatively subdued 

while layoffs remain low and stable (Chart 2).  

At the same time, labor supply has also weakened. In July, the labor force participation 

rate (the share of adults working or looking for work) fell to 61.4%, its lowest point in 

over 5 years. 

Chart 2: Weak JOLTS continue to point to relatively cautious hiring and little 
involuntary terminations 

 

The decline in labor force participation likely reflects broader demographic shifts and 

changes in labor supply behavior. Participation among workers aged 55 and older is 

declining, while prime age (24-54) participation is holding up (Chart 3). In the past, 

immigration helped offset the labor supply constraints by supplementing growth in the 

available workforce. However, that offset appears to be diminishing as the foreign-born 

labor force continued to contract (Chart 4). Foreign-born labor force and employment 

growth remain in negative territory, indicating fewer immigrants are entering the 

workforce and/or more are leaving. Upcoming immigration policy changes, including 

Temporary Protected Status expirations and potential restrictions on work 

authorization, could further reduce labor supply growth by limiting the availability of 

foreign-born workers. 

Chart 3: The older population remains the main cohort to 
exit the labor force 

Chart 4: Labor force and employment growth rate for 
immigrants continue to be negative 

  

https://www.uscis.gov/humanitarian/temporary-protected-status
https://www.govinfo.gov/content/pkg/FR-2026-06-05/pdf/2026-11285.pdf
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The labor market may be rebalancing despite soft headline data 

While recent labor market data have softened, the broader picture suggests the labor 

market may be rebalancing. Labor demand has moderated, with job openings and hiring 

rates remaining well below recent peaks. At the same time, labor supply remains 

constrained with a declining labor force participation rate. As a result, adjustment is 

occurring on both sides of the labor market.  

This distinction is important because labor market conditions ultimately depend on the 

balance between supply and demand. Although payroll growth has slowed, the pace of 

job creation needed to keep the unemployment rate stable, often referred to as the 

"breakeven" employment growth,1 has also declined (Chart 5). In other words, weaker 

labor supply means the economy now requires fewer new jobs each month to maintain 

labor market balance than it did when labor force growth was stronger. Going forward, 

the key question is whether labor demand continues to adjust broadly in line with labor 

supply. 

Chart 5: Lower breakeven employment growth suggests moderating job growth 
is still consistent with labor market balance 

 

Inflation peaks are behind us, but risks remain 

Inflation continued to cool to 3.4% y/y in July from 3.5% in June. The recent moderation 

in headline inflation can mostly be attributed to lower energy prices (Chart 6). However, 

there may be early signs of easing underlying price pressures. Most notably, core CPI 

inflation reached its lowest year-over-year pace since spring 2021, at 2.5%. Indeed, 

core CPI is trending down with its 3m/3m annualized rate declining to 1.6% in July from 

2.3% in the previous month (Chart 7). Core services and shelter prices, which posted 

the greatest upward pressure to inflation in July, are also on a downtrend. The trend for 

core goods prices did tick up in July but remained in negative territory. Additionally, with 

wage growth continuing to moderate and showing limited pass-through into services 

prices, overall inflationary pressures appear to be gradually easing. 

 

1 Breakeven Employment Growth - San Francisco Fed 

https://www.frbsf.org/research-and-insights/publications/economic-letter/2024/07/breakeven-employment-growth/
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Chart 6: Lower energy prices contributed to the modest 
recent inflation readings 

Chart 7: Core CPI components continue disinflation trend 

  

As a measure of upstream price pressures facing businesses, the PPI is often viewed 

as a leading indicator of future consumer price developments. Recent PPI data also 

points to easing inflation pressures, with goods, services and energy-related price 

pressures softening (Chart 8). However, business input costs remain sensitive to 

developments in energy and transportation markets, particularly amid uncertainty 

surrounding the potential re-escalation of the U.S.-Iran conflict and the implementation 

of additional US tariffs.  

Chart 8: PPI continued to ease since April peak, tracking CPI path 

 

 

Looking ahead, broader geopolitical developments remain the primary near-term risks 

to the inflation outlook. Policymakers have also emphasized the inflationary risks 

associated with tariffs and energy prices, while noting that productivity-enhancing 

technologies such as AI could help ease inflationary pressures over the longer term. 

However, price increases due to AI-related demand have already shown up in the 

markets for products such as semiconductors, hardware, and network infrastructure. In 

the near term, continued investment, infrastructure expansion, and data center 

buildouts are likely to boost demand for more specialized hardware, electricity, water, 

real estate, and land, placing upward pressure on select prices and input costs. These 

developments warrant monitoring as a potential source of future inflationary pressure. 

What this all means for the Fed’s dual mandate 

Recent economic data should allow the Federal Reserve to maintain a patient stance. 

While July's payroll report was notably weak, the broader labor market appears closer 

to equilibrium than headline job growth alone suggests. Slower labor force growth, 
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driven in part by demographic shifts, has reduced the pace of job creation needed to 

maintain stable unemployment, helping explain why unemployment remains near full-

employment levels despite softer hiring. At the same time, inflation continues to move 

in a favorable direction for now, with both CPI and PPI gradually moderating. 

Taken together, this reduces the urgency for either additional tightening or immediate 

easing. While risks from energy prices, tariffs, and AI-related investment remain 

sources of potential inflation pressure, recent data do not yet point to a renewed 

acceleration in inflation that would warrant further rate hikes. Therefore, we continue to 

expect the Fed to keep policy rates unchanged through the remainder of 2026. Looking 

further ahead, barring a material resurgence in inflation, continued progress on inflation 

alongside moderating growth should eventually create room for policy easing, making 

rate cuts more likely than hikes over the medium term. 

  



 

 

6 US Economic Brief   │  August 25, 2026 
 

Analyst Certification 

The views expressed in this report solely reflect the personal views of Malala Lin, the primary analyst responsible for this report, about the subject securities or issuers referred to 
herein, and such views may not necessarily reflect the thoughts and opinions of MUFG Bank, Ltd. and its affiliates or management team. No part of such analyst's compensation 
was, is, or will be directly or indirectly related to the specific recommendations or views expressed herein. 

Disclaimers 

The information and views contained herein are not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use would 
be contrary to law or regulation or which would subject MUFG Bank, Ltd. (collectively with its various offices and affiliates, "MUFG Bank") to any registration requirement within 
such jurisdiction or country. The information and views contained herein are provided for general informational purposes only, are subject to change, and are not intended to be, 
nor should be used, or considered, as an offer, or the solicitation of an offer, to sell or to buy or to subscribe to or for securities or any other financial instruments, and do not 
constitute specific investment, legal, tax or other advice or recommendations. The information contained herein reflects the thoughts and opinions of the noted authors only, and 
such information does not necessarily reflect the thoughts and opinions of MUFG or its management team. Neither this nor any other communication prepared by MUFG Bank 
should be construed as investment advice, a recommendation to enter into a particular transaction or pursue a particular strategy, or any statement as to the likelihood that a 
particular transaction or strategy will be effective and it does not take into account the specific investment objectives, financial situation, or the particular needs of any specific 
person who may receive this information. Any information relating to performance contained herein is illustrative and no assurance is given that any indicative returns, performance 
or results, whether historical or hypothetical, will be achieved.  Before entering into any particular transaction, you should consult an independent financial, legal, accounting, tax, 
or other advisor as may be appropriate under the circumstances. In any event, any decision to enter into a transaction will be yours alone, not based on information prepared or 
provided by MUFG Bank. MUFG Bank hereby disclaims any responsibility to you concerning the characterization or identification of terms, conditions, and legal or accounting, or 
other issues or risks that may arise in connection with any particular transaction or business strategy. While MUFG Bank believes that any relevant factual statements contained 
herein, and any assumptions on which such statements are based, are in each case accurate, neither the authors nor MUFG have independently verified its accuracy, and such 
information may be incomplete or condensed. The information is provided "AS IS". The authors and MUFG do not warrant the accuracy of the materials provided herein, either 
expressly or implied, for any particular purpose and expressly disclaims any warranties of merchantability or fitness for a particular purpose. The authors and MUFG cannot and 
do not guarantee the accuracy, validity, timeliness or completeness of any information or data made available to you for any particular purpose. MUFG Bank may have issued, 
and may in the future issue, other reports that are inconsistent with or that reach conclusions different from the information and views contained herein. Such other reports, if any, 
reflect the different assumptions, views and/or analytical methods of the analysts who prepared them, and MUFG Bank is under no obligation to ensure that such other reports are 
brought to your attention. 

© 2026, MUFG Bank, Ltd. All Rights Reserved.  

About MUFG and MUFG Americas  

Mitsubishi UFJ Financial Group, Inc. (MUFG) is one of the world’s leading financial groups. Headquartered in Tokyo and with over 360 years of history, MUFG has a global network 
with approximately 2,000 locations in more than 40 countries. MUFG has nearly 120,000 employees and offers services including commercial banking, trust banking, securities, 
credit cards, consumer finance, asset management, and leasing. The Group aims to “be the world’s most trusted financial group” through close collaboration among our operating 
companies and flexibly respond to all the financial needs of our customers, serving society, and fostering shared and sustainable growth for a better world. MUFG’s shares trade 
on the Tokyo, Nagoya, and New York stock exchanges.   

MUFG’s Americas operations, including its offices in the U.S., Latin America, and Canada, are primarily organized under MUFG Bank, Ltd. and subsidiaries, and are focused on 
Global Corporate and Investment Banking, Japanese Corporate Banking, and Global Markets. MUFG is one of the largest foreign banking organizations in the Americas. For 
locations, banking capabilities and services, career opportunities, and more, visit www.mufgamericas.com. 

 


