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Weekly Economic Monitor _______________________________________________________________________________________  
 
Employment, Inflation, and the Fed 

Growth in nonfarm payrolls rebounded in April, following a 
soft increase in March, consistent with a longer-term downward 
trend.  The unemployment rate fell to 4.4%, the lowest level in 
over a decade.  The results in recent months remain consistent 
with a labor market that is getting tighter.  Average hourly 
earnings rose 0.3%, up just 2.5% from a year ago – a relatively 
soft pace considering the job market picture.  This is consistent 
with the Fed gradually increasing short-term interest rates.  
However, might the Fed want to let things ride a lot longer? 

 

  
Nonfarm payrolls rose by 211,000 in the initial estimate for 

April, following a 79,000 gain in March (revised from +98,000).  
Needless to say, there is a fair amount of statistical noise from 
month to month (the monthly change in payrolls is reported 
accurate to ± 120,000) and seasonal adjustment is often 
challenging (we added 1.026 million jobs prior to seasonal 
adjustment in April, a little less than we saw a year earlier).  
Looking at payroll gains over a period of months smooths out a 
lot of the noise.  Private-sector payrolls averaged a 164,000 gain 
in the last three months, compared to a 170,000 average for all 
of last year (vs. +213,000 in 2015 and +239,000 in 2014).  The 
underlying trend in job growth has been slowing. 

 
Weekly claims for unemployment benefits continue to trend 

at a very low level.  Job destruction is limited.  Anecdotal reports 
suggest that firms are increasingly having a harder time finding 
qualified workers, a consequence of tighter job conditions. 

 
The unemployment rate fell further in April, now well below 

what Fed officials believe to be the natural rate.  The broad U-6 
measure fell even more sharply, reflecting a drop in involuntary 
part-time employment (those working part-time, but wanting 
full-time employment).  Involuntary part-time employment rose 
sharply during the recession, but has actually declined since the 
Affordable Care Act went into effect. 

 

  
While the job market has grown tighter, there is still a wide 

difference in the demand for skilled and unskilled labor.  Wages 
for skilled workers should be picking up.  There are couple of 
reasons that wage growth may be slower than in past periods of 
tight job conditions.  One is that union membership is a lot 
lower than a few decades ago, suggesting less bargaining power 
for workers.  The other is that there has been a consolidation of 
major firms, consistent with greater bargaining power for those 
employing workers.  For the relatively unskilled workers, there is 
little bargaining power, and apparently, still a lot of slack 
remaining.  Efforts could be made to educate those workers, but 
it’s typically unclear what kind of work to train people for.  
Training would best be handled by the firms, and can be 
encouraged through tax incentives (although reducing such 
deductions is expected to be a key issue in tax reform efforts). 
 

How does this relate to the inflation outlook and monetary 
policy?  The Fed’s thinking is that a tighter job market will lead 
to higher wage inflation, which will be passed through to higher 
consumer prices.  That was the story of the inflation booms of 
the 1970s and early 1980s.  However, firms may not be able to 
raise prices of the goods and services they produce.  Higher 
wages should then lead to a more efficient use of labor, 
boosting productivity growth.  As workers move up to better 
jobs, that leaves space for new entrants to come in and acquire 
work skills. This seemed to be the story of the late 1990s.  The 
Federal Reserve, under Chair Greenspan, was willing to test the 
theory of the natural rate.  Yet, the conclusion, for most Fed 
officials, is that policy needs to keep economic growth on a 
more even keel and prevent wage inflation from taking hold. 
 

At this point, the analogy remains largely the same – the Fed 
is not hitting the brakes, but is taking its foot (gradually) off of 
the accelerator pedal.  There are other arguments for 
normalizing policy, but the Fed should be willing to let this run.   
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Treasury Yields Dollar Equities 

 13-wk 26-wk 52-wk 2-yr 3-yr 5-yr 10-yr 30-yr $/Euro $/BP JY/$ CD/$ NASD SPX DJIA 
4/07/17 0.82 0.95 1.08 1.29 1.52 1.92 2.38 3.00 1.062 1.240 110.76 1.340 5877.81 2355.54 20656.10 
4/28/17 0.80 0.99 1.07 1.28 1.45 1.81 2.29 2.96 1.090 1.294 111.44 1.367 6047.61 2384.20 20940.51 
5/05/17 0.89 1.02 1.11 1.31 1.51 1.88 2.35 2.99 1.099 1.298 112.47 1.366 6094.67 2399.27 21006.73 

 

Recent Economic Data and Outlook 
With a variety of minor forces at play, the financial markets more 
or less treaded water.  Fed policymakers left rates unchanged as 
anticipated, but suggested that recent economic softness will be 
“transitory.”  The April employment figures were stronger than 
expected, further boosting the odds of a June 14 rate increase. 
 

 
 
The Federal Open Market Committee left short-term interest 
rates unchanged, as expected.  Officials acknowledged the first 
quarter slowdown in growth, but viewed that as “likely to be 
transitory.”  The FOMC did not alter its outlook for changing the 
portfolio reinvestment policy (although officials have indicated 
elsewhere that such a change is likely later this year). 
 
The April Employment Report was stronger than expected.  
Nonfarm payrolls rose by 211,000 (median forecast: +185,000), 
up by 1.026 million before seasonal adjustment (vs. 1.080 
million a year ago).  February and March were revised a net 
6,000 lower.  The three-month average monthly payroll gain 
was 174,000 (vs. +187,000 in 2016, +226,000 in 2015, and 
+250,000 in 2014).  The unemployment rate fell to 4.4% (median 
forecast: 4.6%), from 4.5% in March – the lowest level since 
March 2007 – partly reflecting a dip in labor force participation 
(which was little changed from a year ago).  The broad measure 
(U-6) fell to 8.6% (from 8.9% in March and 9.7% a year ago).  
The employment/population ratio continued to rise (60.2% in 
April, vs. 59.7 in December).  Average hourly earnings rose 0.3%, 
(median forecast: +0.3%), up 2.5% from a year ago (the three-
month average was up 2.7% y/y). 
 
The ADP Estimate of private-sector payrolls rose by 177,000 in 
April, vs. a 257,000 average in 1Q17.  Details suggested that 
some seasonal gains (construction, retail) were pulled forward. 
 
Personal Income rose 0.2% in March (+4.5% y/y).  Private-sector 
wages and salaries were flat (vs. +0.5% in February).  Disposable 

income rose 0.2% (+4.3%), up 0.5% adjusting for inflation (+2.4% 
y/y).  Personal Spending remained flat (also +0.0% in February), 
up 0.3% adjusting for inflation (+2.8% y/y).  The PCE Price Index 
fell 0.2% (+1.8% y/y), down 0.1% ex-food & energy (+1.6% y/y). 
 
Unit Motor Vehicle Sales rose to a 16.8 million seasonally 
adjusted annual rate in April, vs. 16.5 million in March and 17.5 
million in both January and February. 
 
The ISM Manufacturing Index fell to 54.8 in April, vs. 57.2 in 
March and 57.7 in February.  New orders slowed, but remained 
moderately strong.  Employment growth slowed.  Input prices 
pressures remained elevated.  Comments from supply managers 
remained mostly upbeat. 
 
The ISM Non-Manufacturing Index rose to 57.5 in April, vs. 55.2 
in March and 57.6 in February. Growth in business activity and 
new orders picked up, but employment growth remained 
modest.  Input price pressures picked up.  Comments from 
purchasing managers were mixed, but mostly upbeat. 
 
The U.S. Trade Deficit was little changed, at $43.7 billion in 
March (vs. $43.8 billion in February).  Imports and exports each 
fell modestly, but the trends are higher. 
 
Nonfarm Productivity fell at a 0.6% annual rate in the 
preliminary estimate for 1Q17 (+1.1% y/y).  Unit Labor Costs 
rose at a 3.0% annual rate (+2.8% y/y). 
 
Factory Orders rose 0.2% in March (+5.8% y/y).  Orders for 
nondefense capital goods ex-aircraft rose 0.5% (+3.3% y/y). 
 

Economic Outlook (2Q17): 3.0-3.5% GDP growth, partly 
reflecting a rebound in inventory growth. 
 
Employment:  Job growth has remained relatively strong, 
although the pace should slow as the job market tightens.  
Consumers:  Job gains and wage growth are supportive, but 
purchasing power has decreased (gasoline prices).  Debt levels 
are manageable, with few signs of strain in the aggregate.  
Manufacturing:  Improving in the near term, reflecting good 
weather, strengthening capital goods orders, and an improved 
global economic outlook.  
Housing/Construction:  Job growth has remained supportive, 
but higher home prices and higher mortgage rates are a 
restraint for first-time buyers.  Tax cuts are expected to help fuel 
the demand for vacation homes and second homes.  
Prices:  Ex-food & energy, the PCE Price Index has continued to 
trend below the Fed’s 2% target.  There is little inflation in 
consumer goods.  Inflation in services has been boosted by 
higher rents.  Wage gains are moderate, but rising. 

Interest Rates:  The Fed remains in tightening mode, and is 
expected to be more aggressive in raising rates in 2017 than in 
2016 and 2015, but policy will remain data-dependent.   
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This Week:     forecast last last –1 comments 
         Monday 5/08  no significant data      
         Tuesday 5/09 6:00 Small Business Optimism Apr NF 104.7 105.3 still Trump-lovin’ 
  10:00 JOLTS: hiring rate  NF 4.0% 4.1% little changed in recent months 
   JOLTS: quit rate  NF 2.4% 2.4% should rise with a tighter job market 
  1:00 Treasury Note Auction     24 3-year notes 
         Wednesday 5/10 8:30 Import Prices Apr NF -0.2% +0.4% little pressure in finished goods 
     ex-food & fuels  NF +0.3% +0.3% some pressure in raw materials 
  1:00 Treasury Note Auction     23 10-year notes 
         Thursday 5/11 7:00 BOE Policy Decision     no change 
  8:30 Jobless Claims, th. 5/06 242 238 257 a bit of noise in recent weeks 
  8:30 Producer Price Index Apr +0.1% +0.1% +0.3% mild energy 
     ex-food & energy  +0.1% 0.0% +0.3% mild old core 
     ex-f, e, trade services  +0.1% +0.1% +0.3% mild new core 
  1:00 Treasury Bond Auction     15 30-year bonds  
         Friday 5/12 8:30 Consumer Price Index Apr +0.2% -0.3% +0.1% a modest gain in energy 
        year-over-year  +2.3% +2.4% +2.8% moderate 
     ex-food & energy  +0.1% -0.1% +0.2% mild core inflation 
        year-over-year  +1.9% +2.0% +2.2% still moderate 
  8:30 Real Hourly Earnings Apr +0.1% +0.5% +0.1% nominal earnings rose +0.3% 
  8:30 Retail Sales  Apr +0.3% -0.2% -0.2% unit auto sales rose modestly 
     ex-autos  +0.3% +0.0% +0.0% late Easter adds uncertainty 
     ex-autos, bld mat, gasoline  +0.3% +0.2% -0.3% still relatively lackluster 
  10:00 Business Inventories Mar +0.1% +0.2% +0.3% slower in 1Q17 
  10:00 UM Consumer Sentiment m-May 96.2 97.0 96.9 gradually losing its luster 
         Next Week:         
         Monday 5/15 8:30 Empire St. Manf. Index May NF 5.2 16.4 more moderate in April 
  10:00 Homebuilder Sentiment May NF 68 71 likely to remain strong 
         Tuesday 5/16 8:30 Building Permits, mln. Apr 1.250 1.267 1.216 some unevenness, but trend higher 
      % change  -1.3 +4.2 -6.0 multi-family is choppy 
   Housing Starts  1.245 1.215 1.303 seen higher 
      % change  +2.5 -6.8 +5.0 watch for revisions 
  9:15 Industrial Production Apr +0.4% +0.5% +0.1% a moderate gain 
   Manufacturing Output  +0.4% -0.4% +0.4% aggregate manf. hours rose 0.2% 
   Capacity Utilization  76.3% 76.1% 75.7 no threat to the inflation outlook 
         Wednesday 5/17  no significant data      
         Thursday 5/18 8:30 Jobless Claims, th. 5/13 240 242 238 still a low trend 
  8:30 Philadelphia Fed Index May NF 22.0 32.8 likely to moderate further 
  10:00 Leading Econ Indicators  +0.4% +0.4% +0.5% components mostly positive 
  1:00 TIPS Auction     re-opened 10-year TIPS 
         Friday 5/19 10:00 Quarterly Services Survey 1Q17    some implications for GDP revisions 

 

This Week… 
The important economic data reports (CPI, retail sales) arrive on 
Friday.  Household spending growth slowed sharply in the first 
quarter, so investors will want to see if the consumer got up off 
the mat in April.  Unit auto sales were reported to have risen 
modestly, suggesting that the legs remained a little wobbly in 
April, but the full retail sales report should help to clarify that.  
The job market is the primary driver of Fed policy decisions, but 
the pace of monetary tightening also depends on the inflation 
outlook.  Following an acceleration in January and February, the 
Consumer Price Index fell in March, but that was mostly due to a 
one-off drop in wireless telecom services (which isn’t expected 
to unwind in April).  We should be back to a moderate trend in 
April, suggesting no need for the Fed to rush future rate hikes. 

Monday  
No significant data. 

Tuesday 
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Small Business Optimism (April) – The headline index rose 
sharply into the start of this year, and while moderating a bit in 
February and March, remained elevated.  A recent employment 
report from the National Federation of Independent Business 
showed more firms wanting to hire, but having a more difficult 
time in finding qualified workers.  Note that small firms account 
for a large share of job creation during an economic expansion. 

Wednesday 
Import Prices (April) – Recent reports showed some pressure in 
prices of raw materials, which seems likely to have softened in 
April.  There has been no appreciable inflation in finished goods. 

Thursday 
Jobless Claims (week ending May 6) – We’ve seen the usual 
amount of noise in recent weeks, but the underlying trend has 
remained remarkably low, consistent with tight job conditions. 
 
Producer Price Index (April) – Wholesale gasoline prices rose last 
month, which should be only partly offset by the seasonal 
adjustment (which anticipates only a small increase.  Core 
inflation should remain moderate.  

 

Friday 
Consumer Price Index (April) – Retail gasoline prices rose about 
4.5%, while the seasonal adjustment expects a gain of 1.3%).  
Core inflation should be modest to moderate.  

  

Real Hourly Earnings (April) – Trending softly year-over-year.  

  
Retail Sales (April) – Unit auto sales rebounded last month, but 
not by much.  Ex-autos, sales are likely to have risen at a 
moderate pace.  The late Easter adds some uncertainty (figures 
are adjusted for floating holiday, but it’s hard to get it right).  

 
 

Next Week … 
The economic calendar thins out a bit.  There could be some 
surprises in the residential construction and industrial 
production data, but not enough to alter the overall picture. 
 

Coming Events and Data Releases 

May 24 FOMC Minutes (May 2-3) 

May 26 Real GDP (1Q17, 2
nd

 estimate) 
Durable Goods Orders (April) 

May 29 Memorial Day (markets closed) 

June 2 Employment Report (May) 

June 14 FOMC Policy Decision, Yellen press conf. 

July 26 FOMC Policy Decision (no press conf.) 

September 20 FOMC Policy Decision, Yellen press conf. 

November 1 FOMC Policy Decision (no press conf.) 

December 13 FOMC Policy Decision, Yellen press conf. 
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