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The many faces of declining US participation

The recent decline in the US participation rate cannot be explained by a Key views
single driver alone. Rather, BLS's data suggests that several factors are at
play simultaneously. We focus on three possible explanations: 1) a decline in
net immigration, 2] a loss of entry-level job opportunities and 3] early
retirements.

e Macro: Cyclical outlook remains
healthy, even if stagnant labour supply
growth weighs on real growth. GDP

In absolute terms, the sharp decline in net immigration has been the single +2.0% in 2026, close to consensus of
most important driver behind slowing breakeven employment growth. The 1209,

number of illegal border crossings reported by the US Customs & Border

Protection is down by more than 86% from three years ago. Foreign-born e The Fed: 25bp hikes in December and
labour supply shrunk by more than 1.3 million over the three months leading March. Rates held at 4.00-4.25% for the
up to July. But while changes in net immigration inflow and deportations rest of 2027 [above market pricing].
affect the size of the foreign-born population, its participation rate has not

declined any more than that of native-born Americans. * EUR/USD: Relative macro and monetary

. L. . . . policy outlook push EUR/USD lower
When looking at participation rates across different age groups, the decline

seems to concentrate among younger workers below the age of 40 and
elderly workers over the age of 70 (Chart 1).

towards 1.12 on a 12M horizon. Below

consensus (1.18) and forward (1.17).

Within the former group, the most pronounced decline in the participation ¢ 10YUST: 5.00% in 12M (above forward
rate has been seen among 25-29-year-olds. The BLS does not differentiate at 4.91%).

between foreign- and native-born participation within the more granular age

groups, but when looking at ethnicities, the decline appears fairly even across

Hispanic, Asian, African American and white workers. There are no material

differences between changes in male and female participation rates either.

Chart 1. Decline in the participation rate appears concentrated on those aged
below 40, and those aged above 70

US, 2-Year Change in Labour Force Participation Rate by Age Group
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Chart 2: Fewer unemployed job
Instead of ethnicity or immigration status, the decline could be linked to a seekers, but longer periods of
perceived weakening of entry-level employment opportunities. In consumer unemployment
confidence surveys conducted by the Conference Board, NY Fed and
University of Michigan, younger respondents are consistently less optimistic Y Duration wecke
about future employment prospects than others. 10-

US, Unemployment Rate vs. Average Duration

9- Average

And while overall the unemployment rate has decreased this year, both Unemployment

Duration, rhs.

average and median durations of unemployment have increased [Chart 2). . .
This suggests that even if the overall labour market balance is tighter than 7" .
before, there could still be certain demographic groups that are facing 6- 7 o
growing difficulties in finding new jobs. Supporting this, BLS's labour force 5- s
flow data shows that a rising number of unemployed job seekers are leaving 4- \‘,m
the labour force instead of finding employment. 5 Unemployment Rate, Ihs. s
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It is still difficult to say to what extent Al is behind the current labour market

trends, but it could be contributing to mismatches between labour demand Sources: Macrobond, U. 5. BLS, Danske Bank
and supply. In the latest Challenger Report, 33% of all reported layoffs were

explained by Al.

Chart 3: Trend in old-age participation
Within the older (+70-year] age groups, the participation rate has declined the rate has turned lower
most among ethnic white workers. Until the pandemic begun, old-age
participation rates generally trended higher, but since then, the direction has
reversed (Chart 3). One possible explanation is that perceived weakness in 22-
labour market conditions combined with past years’ strong capital gains on

US, Participation Rate, 70-74y Ethnic White Workers

retirement savings have pushed a growing number of Americans to retire oo

earlier than they otherwise would have. 17- =
16 -

Implications: monetary headaches & fiscal headwinds 5=

A sudden loss of labour supply that goes beyond the expected extent of the 12-
immigration slowdown is both a downside risk to real growth and an upside
risk to inflation. On the one hand, stagnant employment growth mechanically 9-
slows wage sum growth, which weighs on private consumption unless
compensated for by a lower household savings rate. On the other hand, rising Sources: Macrobond, U. S. BLS, Danske Bank
supply constraints can also lift workers’ bargaining power leading to faster
growth in wages, and ultimately inflation.
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Chart 4: Real interest rate on US public
Importantly, the former effect can be seen faster than the latter and could debt now matches the real growth rate

already help explain the weak July retail sales figures from last week. We of the economy
expect the Fed to remain on hold during the autumn meetings but still hike
rates |ater on |n December and March US, Real GDP Growth vs. Real Interest Costs
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The lower participation rate could also become a headwind for US public

125- -125

finances and debt sustainability. During the 2010s, economists lauded the oo US real GDP growth, Ihs. o
big positive gap between real GDP growth and real interest rates and the s 10Y TIPS Yield, Ihs. e
resulting fiscal space it created for policymakers. But the windfall gain has s0- _ o
disappeared in recent years, as GDP growth now matches the real interest 25- - 25
rate derived from the TIPS market (Chart 4). o.om‘.q””--. Wil o

25— - -25
The main reason for this change is the rise in the real interest rate, which used 50— 50
to be close to zero and now hovers above 2%. If growth starts to slow because 75- Real growth vs 10Y TIPS, rhs. 75
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the US has reached its limit on how much it can grow employment, and

productivity does not offset this effect, then the sign on this equation might Sources: Macrobond, The Fed, U.S. BEA, Danske
turn negative. This would accelerate the rise in the US debt-to-GDP ratio, Bank

which is already growing rapidly because of the large deficits. Ultimately, this Note: Past performance is not a reliable indicator of
would create upward pressure on inflation expectations, actual inflation and current or future results.

downward pressure on the USD.
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General disclaimer and disclosure

The following disclaimer and disclosure apply to all communication as such, including communication to which it is attached, linked to or otherwise referenced (the
“Communication”). For the parts that refer to the term “investment recommendation”, the disclaimer and disclosure are only applicable as far as the Communication
falls under the definition in Regulation (EU) No 596/2014. The Communication has been prepared by personnel in the LC&I's Sales & Trading departments or non-
independent Research departments of Danske Bank A/S. The views set forward in the Communication may differ from views or opinions in other departments of Danske
Bank A/S. It constitutes a short-term view and is subject to change and Danske Bank A/S does not undertake to notify any recipient of the Communication of any such
change. Alist of all previous investment recommendations on any financial instrument made in the past 12 months, including all previous investment recommendations
made by the producer is available upon request, free of charge.

The LCR&lI's Sales & Trading departments’ or non-independent Research departments' personnel are not independent research analysts, and the Communication is not
intended to constitute “investment research” as that term is defined by applicable regulations. The Communication has as such not been prepared in accordance with
the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of the
communication. The personnelin the LC&I's Sales & Trading departments or non-independent Research departments may be remunerated based oninvestment banking
revenues, and may receive bonuses or other remuneration linked to specific investment banking transactions. Danske Bank A/S or its personnel may hold a position in
any financial instrument discussed herein. Personnel is subject to a Personal Account Dealing policies. Further, Danske Bank A/S may act as market maker or have
performed other services for the entities mentioned, which could include investment banking or other services, leading to payments or promises of payments. Prices
and availability are indicative and may change without notice.

The Communication is provided for informational purposes only and should not be considered investment, legal or tax advice. It does not constitute or form part of, and
shall under no circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments. Danske Bank A/S is not
acting as an advisor, fiduciary or agent. Recipients of the Communication should obtain advice based on their own individual circumstances from their own tax, financial,
legal and other advisors about the risks and merits of any transaction before making an investment decision, and only make such decisions on the basis of the investor's
own objectives, experience and resources. All investments carry risks. The value of any investment may fluctuate, and investors may get back less than they invested.
Past performance is not indicative of future results.

The Communication has been prepared independently and solely on the basis of available information that Danske Bank A/S considers to be reliable, but Danske Bank
A/S has notindependently verified the contents hereof. While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation
or warranty, ex press or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness, currentness or reasonableness of the
information, opinions and projections contained in the Communication and Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct
or consequential loss, including without limitation any loss of profits, arising from reliance on the Communication.

For current disclosures of Danske Bank A/S’ interests and potential conflicts of interest regarding issuers and financial instruments subject of investment
recommendations please refer to the Danske Bank's Disclosure and disclaimer webpage: https://danskeci.com/ci/research/disclosures-and-disclaimers.

Please note that while information on the great majority of relevant issuers and financial instruments are contained on this website, it may not contain information on
all relevant issuers and financial instruments. The absence of information on any relevant issuer or financial instrument should not be seen as an indication that Danske
Bank A/S does not have any interests or potential conflicts of interest on the issuer or financial instrument. Please contact your Danske Bank A/S re presentative for
information regarding any issuer subject of investment recommendation that is not mentioned on https://danskeci.com/ci/research/disclosures-and-disclaimers.

Danske Bank A/Sis authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject to the rules and regulation of the relevant regulators
in all other jurisdictions where it conducts business. Danske Bank A/S is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation
Authority (UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation Authority are available from Danske Bank A/S on
request.

The Communication is protected by copyright and is intended solely for the designated addressee. It may not be reproduced or distributed, in whole or in part, by any
recipient for any purpose without Danske Bank A/S’ prior written consent.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, the Communication is for distribution only to (I) persons who have professional experience in matters relating to investments falling within article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the ‘Order’); (1) high net worth entities falling within article 49(2)(a) to (d] of the
Order; or (Ill) persons who are an elective professional client or a per se professional client under Chapter 3 of the FCA Conduct of Business Sourcebook (all such persons
together being referred to as ‘Relevant Persons’). In the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely on
this document or any of its contents.

Disclaimer related to distribution in the European Economic Area

The Communication is being distributed to and is directed only at persons in member states of the European Economic Area (‘EEA’) who are ‘Qualified Investors’ within
the meaning of Article 2(e) of the Prospectus Regulation (Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to have represented and agreed that it has not received
this document on behalf of persons in the EEA other than Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the
investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth and accuracy of the foregoing representations and
agreements. Any person in the EEA who is not a Qualified Investor should not act or rely on this document or any of its contents.

Disclaimer related to distribution in the United States

The Communication was created by Danske Bank A/S and is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer and subsidiary of
Danske Bank A/S, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S. Securities and Exchange Commission. The communication is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this investment
recommendation in connection with distribution in the United States solely to ‘U.S. institutional investors’. Any U.S. investor recipient of the Communication who wishes
to purchase or sell any Relevant Financial Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. Securities and Exchange Commission and may not be
subject to the reporting and auditing standards of the U.S. Securities and Exchange Commission.
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The Communication is for the general information of our clients and is a ‘solicitation’ only as that term is used within CFTC Rule 23.605 promulgated under the U.S.

Commodity Exchange Act. Unless otherwise expressly indicated, the Communication does not take into account the investment objectives or financial situation of any
particular person.

Report completed: 17 August 2026 at 18:00 CET
Report disseminated: 18 August 2026 at 06:30 CET
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