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The May Employment Report 

Nonfarm payrolls rose less than expected in the initial 
estimate for May, while gains for March and April were revised 
a net 66,000 lower.  The unemployment rate fell to 4.3%, a 16-
year low.  There’s a fair amount of noise in the monthly data, 
but the trends suggest that tight labor market conditions are 
limiting job growth.  The mystery is why wages haven’t been 
rising at a much faster pace.  Weakening retail employment, 
which is consistent with soft consumer spending growth, is a 
concern.  Yet, simply, put, an economy closer to full 
employment requires that monetary policy be closer to neutral. 

 

  
The monthly change in nonfarm payrolls is reported accurate 

to ±120,000, reflecting statistical noise and seasonal adjustment 
issues.  The impact of monthly noise can be reduced (but not 
eliminated) by looking at a period of months.  In the first five 
months of 2017, private-sector payrolls have averaged a 
161,000 monthly gain, vs. 170,000 for all of 2016, 213,000 for 
2015, and 239,000 in 2014.  Current population growth is 
consistent with monthly payroll growth of about 100,000. 

 

  

Payroll growth can exceed its long-term sustainable trend as 
slack is reduced, but the pace will slow – and that appears to 
have been the case over the last couple of years.   

 
The unemployment rate dipped again in May, despite a drop 

in labor force participation.  A common mistake is to look at the 
household survey levels at face value.  The labor force was 
reported to have fallen by 429,000 in May, while employment 
fell by 233,000.  Remember that the household survey is a 
telephone survey of around 60,000.  That’s enough to get 
reasonable estimates of ratios, such as the unemployment rate 
(accurate to ±0.2%) or labor force participation, but you get 
terrible estimates of levels (such as employment or the size of 
the labor force).  Unemployment rates for teenagers and young 
adults (aged 20-24) surged in the recession (as they do in every 
downturn).  The unemployment rate for young adults fell from 
to 6.7% in May, vs. 7.3% in April and 8.3% a year ago. 

 

  
Average hourly earnings rose 0.2% in May, leaving the year-

over-year rate at 2.5%.  That’s better than a couple of years ago, 
but far short of the pace (3.5-4.0%) that we would normally 
associate with  a tight job market.  That may be due to reduced 
bargaining power for workers (lower union membership, higher 
concentration of large firms).  More importantly, inflation-
adjusted earnings are up meagerly from a year ago, a restraint 
on consumer spending growth.  Retail payrolls have fallen by 
more than 80,000 in the last four months (which is more than 
the total number of coal miners).  That decline may be partly 
due to online retailers, but it is also consistent with a subdued 
pace of consumer spending growth.  Rising rents and healthcare 
costs have hit the balance sheets of middle-class households. 

 
For the Fed, the tighter job market is the driving force behind 

policy normalization.  However, the mild-to-moderate inflation 
outlook suggests that officials need not be in any hurry.  Still, 
there are a lot of open questions in the economic outlook.   
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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 
5/05/17 0.90 1.01 1.10 1.32 1.52 1.89 2.36 2.99 1.100 1.295 112.63 1.370 6100.76 2399.29 21006.94 
5/26/17 0.94 1.08 1.17 1.30 1.46 1.79 2.25 2.92 1.117 1.280 111.30 1.345 6210.19 2415.82 21080.28 
6/02/17 0.98 1.06 1.16 1.29 1.42 1.71 2.15 2.80 1.128 1.288 110.40 1.349 6299.85 2438.98 21204.58 

 

Recent Economic Data and Outlook 
While the May Employment report was seen as disappointing, 
other economic reports were mixed, consistent with a more 
muted rebound in 2Q17 GDP growth than was anticipated earlier.  
Fed officials’ comments reinforced the likelihood of a June hike. 
 

 
 
President Trump pulled the U.S. out of the non-binding Paris 
Climate Agreement (effective late 2020), which should have no 
immediate impact on the prospects for U.S. growth. 
 
The May Employment Report was mixed, but mostly 
disappointing.  Nonfarm payrolls rose by 138,000 (median 
forecast: +185,000), while March and April were revised down a 
net 66,000.  Private-sector payrolls advanced by 147,000 (while 
noisy, the underlying trend in job growth has been lower this 
year, likely reflecting tighter labor conditions).  Retail payrolls 
fell by 6,100, the fourth consecutive monthly decline (since 
January, we’ve lost more retail jobs than the total we have in 
coal mining).  The unemployment rate edged down to 4.3% (vs. 
4.4%), despite a dip in labor force participation (the 
unemployment rate for young adults fell from 7.3% to 6.7%, 
suggesting that there may be some issues with the seasonal 
adjustment).  Average hourly earnings rose 0.2%, up 2.5% y/y. 
 
The ADP Estimate of private-sector payrolls rose by 253,000 in 
May, a faster pace than the official BLS figures.  Employment in 
professional and business services rose by 88,000, the best 
showing since 2014 and a possible indicator of broader strength 
in the overall economy (according to ADP). 
 
The Fed’s Beige Book noted that “economic activity continued to 
expand at a modest or moderate pace from early April through 
late May.”  Labor markets “continued to tighten,” while wage 
growth was “modest to moderate.” 
 
Personal Income rose 0.4% in April (+3.6%), led by a 0.8% 
rebound in private-sector wages and salaries (0.0% in March, 
+3.7% y/y).  Personal Spending rose 0.4% (+4.3% y/y), up 0.2% 
after adjusting for inflation (+2.6% y/y and on track for a 2.5-
3.5% annual rate in 2Q17).  The PCE Price Index rose 0.2% 

(+1.7% y/y), up 0.2% ex-food & energy (+0.150% before 
rounding and +1.5% y/y – still below the Fed’s 2% goal). 
 
Unit Motor Vehicle Sales slipped to a 16.6 million seasonally 
adjusted annual rate in May, down from 16.8 million in April, a 
1Q17 average of 17.2 million, and 17.3 million a year ago.  The 
disappointing pace was reported to have left many dealers with 
uncomfortably high inventory levels at the end of the month. 
 
The Conference Board’s Consumer Confidence Index fell to 
117.9 in the initial estimate for May, vs. 119.4 in April (revised 
from 120.3) and 124.9 in March.  Evaluations of current 
conditions remained elevated, but expectations slipped.  
Current job market perceptions remained strong. 
 
The ISM Manufacturing Index was essentially unchanged at 
54.9 in May (vs. 54.8 in April and 57.2 in March). Growth in new 
orders picked up.  Production remained strong (although a bit 
slower than in April).  Employment growth improved.  Input 
price pressures eased somewhat.  Comments from supply 
managers remained mostly upbeat. 
 
The Chicago-ISM’s Business Barometer rose to 59.4 in May, 
from 58.3 in April.  The May figure was initially released as 55.2, 
but was subsequently revised. 
 
The U.S. Trade Deficit widened more than expected, to $47.6 
billion, in April, from $45.3 billion in March (revised from $43.7 
billion).  Merchandise imports rose 0.9% (petroleum -12.2%, 
non-petroleum +2.3%), while merchandise exports fell 0.4%.  It’s 
only one month, but it looks like net exports may subtract from 
GDP growth in 2Q17 (after a small addition in 1Q17). 
 
Construction Spending fell 1.4% in April (+6.7% y/y). 
 
The Pending Home Sales Index fell 1.3% in April (-3.3% y/y).  
The National Association of Realtors cited lower inventories of 
homes for sales and higher prices. 
 

Economic Outlook (2Q17): around 2.5-3.0% GDP growth, partly 
reflecting a rebound in the pace of inventory growth. 
 
Employment:  The trend in job growth remains moderately 
strong, restrained by tighter labor market conditions.  
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:  Factory output has been uneven in recent 
months, but the trend appears to be moderately strong.  
Housing/Construction:  Job growth has been supportive, but 
higher home prices and rising building costs are restraints.  
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 growth has been moderate. 

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 6/05 8:30 Productivity (revised) 1Q17 +0.0% +1.8% +3.3% -0.6% in the preliminary estimate 
   Unit Labor Costs  +2.4% +1.3% +0.7% +3.0% in the preliminary estimate 
  10:00 Factory Orders Apr -0.2% +0.8% +0.8% durable goods orders reported at -0.7% 
  10:00 ISM Non-Manf. Index May 56.4 

 
57.5 55.2 moderate 

         Tuesday 6/06 10:00 JOLTS: hiring rate  NF 4.0% 4.0% moderate level, slight upward trend 
   JOLTS: quit rate  NF 2.4% 2.3% moderate level, flattish trend 
         Wednesday 6/07  no significant data     Dean Martin (b. 1917) 
         Thursday 6/08 7:45 ECB Policy Decision     no change 
  8:30 Jobless Claims, th. 6/03 240 248 235 a little seasonal noise 
  10:00 Comey Testimony      
         Friday 6/09  no significant data     waiting on the Fed 
         Next Week:         
         Monday 6/12 11:30 Treasury Note Auction     3-year notes 
  1:00 Treasury Note Auction     re-opened 10-year notes 
         Tuesday 6/13 6:00 Small Business Optimism May NF 104.5 104.7 past peak, but still elevated 
  8:30 Producer Price Index May +0.2% +0.5% -0.1% uneven in recent months 
    ex-food & energy  +0.1% +0.4% 0.0% likely to moderate somewhat 
    ex-f, e, trade services  +0.0% +0.7% +0.1% trade service pressures should unwind 
  1:00 Treasury Bond Auction     re-opened 30-year bonds 
         Wednesday 6/14 8:30 Retail Sales May -0.0% +0.4% +0.1% unit auto sales fell 
    ex-autos  +0.1% +0.3% +0.3% a modest gain 
    ex-autos, bld mat, gasoline  +0.2% +0.2% +0.6% a lackluster-to-moderate trend 
  8:30 Consumer Price Index  +0.2% +0.2% -0.3% seasonals to boost gasoline decline 
         year-over-year  +2.2% +2.2% +2.4% seen about steady 
     ex-food & energy  +0.2% +0.1% -0.1% a low trend 
        year-over-year  +1.9% +1.9% +2.0% little changed 
  8:30 Real Hourly Earnings  -0.0% +0.1% +0.4% nominal earnings rose 0.2% 
  10:00 Business Inventories Apr -0.2% +0.1% +0.3% no inventory rebuild in early 2Q17 
  2:00 FOMC Policy Decision     federal funds target range to 1.00-1.25% 
  2:00 Summary of Econ 

Projections 
    new dot plot 

  2:30 Yellen Press Conference     any signals about future pace? 
         Thursday 6/15 7:00 BOE Policy Decision     no change 
  8:30 Jobless Claims, th. 6/10 238 240 248 still a low trend 
  8:30 Import Price Index May NF +0.5% +0.1% should be moderate 
     ex-food & fuels  NF +0.3% +0.2% pressure in paper, building materials 
  8:30 Empire St. Manf. Index Jun NF -1.0 5.2 erratic 
  8:30 Philadelphia Fed Index Jun NF 38.8 22.0 unexpected strength in May 
  9:15 Industrial Production May +0.4% +1.0% +0.4% moderate 
   Manufacturing Output  +0.2% +1.0% -0.4% aggregate hours rose 0.1% 
   Capacity Utilization  76.9% 76.7% 76.1% no threat to the inflation outlook 
  10:00 Homebuilder Sentiment Jun 70 70 68 more or less steady (and strong) 
         Friday 6/16 8:30 Building Permits, th. May 1250 1228 1260 single-family strength 
      % change  +1.8 -2.5 +3.4 multi-family volatility 
   Housing Starts  1225 1172 1203 should rebound 
      %change  +4.5 -2.6 -6.6 watch for revisions 
  10:00 UM Consumer Sentiment m-Jun 97.1 97.1 97.0 little change is anticipated 

 

This Week… 
The economic data calendar is razor thin.  The ISM Non-
Manufacturing Index has some potential to surprise, but it’s not 
expected to alter the overall picture of the economy.  The 
following week will be much more eventful, with a clear focus 
on the Fed policy meeting.  We are now in the Fed’s blackout 
period, so we’ll get no new comments from officials.  However, 
recent remarks have significantly boosted the market odds of a 
June 14 hike.  Former FBI Director James Comey is set for open 
testimony before the Senate Select Committee on Intelligence 
(Thursday) – the financial markets haven’t showed much 
concern about the Russia scandal, but that might change. 

Monday  
Nonfarm Productivity (1Q17, revised) – Revisions to the GDP data 
suggest that productivity growth wasn’t quite as weak as initially 
reported, while unit labor costs will have risen less steeply. 
 
Factory Orders (April) – Durable goods orders were reported to 
have fallen by 0.7%.  That figure is subject to revision in this 
report, but we’ll also get fresh data on orders for nondurables. 
 
ISM Non-Manufacturing Index (May) – The headline figure is 
expected to remain well within the recent range, consistent 
with moderate growth in the overall economy.  However, there 
is a fair bit of noise from month to month.  
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Tuesday 
Job Opening and Labor Turnover Survey (April) – Hiring and quit 
rate have been trending roughly flat.  

 

Wednesday 
No significant economic data. 

Thursday 
Jobless Claims (week ending June 3) – There is often some noise 
around the end of the school year, but the trend remains low.  

  

Comey Testimony (Senate Select Committee on Intelligence) – 
“The Committee looks forward to receiving testimony from the 
former Director on his role in the development of the 
Intelligence Community Assessment on Russian interference in 
the 2016 U.S. elections, and I am hopeful that he will clarify for 
the American people recent events that have been broadly 
reported in the media,” said Senator Richard Burr. 

Friday 
No significant economic data. 
 

Next Week … 
A very busy week on the economic front.  May retail sales and 
consumer price data will arrive on the morning of the Fed’s 
policy decision, but should not alter the outcome.  Most officials 
appear to be on board for another 25-basis point increase in 
short-term rates and that should be fully factored into the 
financial markets.  However, we can still look for clues about 
future policy decisions.  We’ll get a new dot plot and Yellen’s 
press conference should help set expectations for the 
September FOMC meeting.  At the same time there could be 
some surprises in the retail sales, industrial production, and 
residential construction reports.  

 
 

Coming Events and Data Releases 

June 26 Durable Goods Orders (May) 

June 27 Consumer Confidence (June) 

June 29 Real GDP (1Q17, 3rd estimate) 

July 3 ISM Manufacturing Index (June) 

July 4 Independence Day (markets closed) 

July 5 FOMC Minutes (June 13-14) 

July 7 Employment Report (June) 

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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