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The Fed, Jobs, and the Financial Markets 
Looking ahead to 2015, the labor market is expected to play 

the key part in the Fed’s path to policy normalization.  However, 
as we learned from New York Fed President Dudley last week, 
the Fed will also consider the reaction in financial markets. 
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Recall that the employment report is comprised of two 

separate surveys.  The Establishment Survey, which covers 
about 144,000 businesses and about 554,000 individual 
worksites, yields data on nonfarm payrolls, hours, and earnings.  
The Household Survey, which samples about 60,000 households, 
provides data on the unemployment rate and labor force 
participation (as a rule, the Household Survey does not generate 
good estimates of levels, such as the size of the labor force or 
the number of unemployed, but you do get reasonable 
estimates of ratios, such as the unemployment rate). 
 

Job growth has been relatively strong this year.  In fact, in the 
first 11 months, nonfarm payrolls have risen more than in any 
year since 1999.  Nonfarm payrolls were reported to have risen 
by 321,000 in November, the largest monthly gain in nearly 
three years.  However, one should take this large gain with a 
grain of salt.  There is a fair amount of noise from month to 
month and the data are subject to revision.  Still, the underlying 
trend in payrolls is encouraging.  Average hourly earnings rose 
0.4%, but that too is subject to revision and followed a modest 
0.1% rise in October – up 2.1% from a year ago, still well below 
what might be considered a “normal” pace (3.5% to 4%). 
 

The Household Survey data were less impressive in 
November.  The unemployment rate was unchanged at 5.8%.  
The employment/population was flat (at 59.2%), up only 
gradually over the last year (58.6% in November 2013).  The e/p 
ratio for the key age cohort, those aged 25-54, was up 
moderately over the last year (76.9%, vs. 76.0%), suggesting that 
labor market slack is being taken up only gradually. 
 

The percentage of people working involuntarily part time and 
the long-term unemployment rate have both been improving, 
but they remain relatively high by historical standards. 
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Monetary policy is expected to be driven by Fed officials’ 

interpretations of the job market data in the months ahead.  
How much slack remains in the job market?  How rapidly is that 
slack being taken up?  How much wage pressure are we likely to 
see, and will firms be able to pass higher labor costs along?  
These are going to be hard question to answer.  As we saw in 
the November Employment Report, the data often send 
conflicting messages.  Monetary policymakers will have to weigh 
the evidence, but also use that evidence to make projections. 
 

Last week, New York Fed President William Dudley presented 
his 2015 economic outlook and the implications for monetary 
policy.  What stood out were his comments on the Fed’s 
reaction to the financial markets’ reaction to monetary policy.  
The Fed not only has to react to what the data mean for the 
economic outlook.  It also has to react to changing financial 
conditions.  Consider the unhelpful taper tantrum in 2013, when 
the Fed didn’t really do anything, vs. this year’s drop in bond 
yields as the Fed gradually reduced its monthly asset purchases.  
The markets could overreact to Fed policy signals or move in the 
wrong direction.  It’s enough to make your head spin.  The 
October FOMC minutes show that officials were fearful that 
financial market participants could misinterpret a decision to 
abandon the “considerable time” phrase.  What might the 
markets do when the Fed signals that a rate hike is imminent? 
 

Ultimately, investors should not fear the Fed.  The first hike in 
short-term interest rates should be viewed as a natural 
consequence of the improvement seen in the overall economy.  
There is some danger that the markets might overreact, but the 
Fed is likely to take that overreaction into account as it 
considers possible further action – 2015 is going to be fun! 
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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 

11/07/14 0.03 0.06 0.12 0.51 0.95 1.60 2.32 3.04 1.242 1.584 114.73 1.136 4632.53 2031.92 17573.93 
11/28/14 0.02 0.07 0.13 0.47 0.88 1.49 2.18 2.89 1.244 1.564 118.70 1.143 4791.63 2067.56 17828.24 
12/05/14 0.02 0.08 0.14 0.64 1.07 1.68 2.31 2.97 1.229 1.557 121.42 1.143 4780.76 2075.36 17958.79 

 

Recent Economic Data and Outlook 
Financial market participants are generally optimistic about the 
prospects for the U.S. economy in 2015.  However, we saw the 
stock market react negatively to bad data from abroad and to the 
ECB’s failure to launch quantitative easing. 
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The November Employment Report was surprisingly strong.  
Nonfarm payrolls rose by 321,000 (median forecast: +230,000), 
with a net upward revision of 44,000 to September and 
October.  Job gains were widespread across sectors.  One should 
take the payroll strength with a grain of salt (figures are subject 
to revision, the payroll number is reported accurate to 90,000, 
seasonal adjustment can be quirky, and weather effects can 
distort), but it is encouraging.  The unemployment rate held 
steady at 5.8%, with no change in the employment/population 
ratio.  Average hourly earnings rose 0.4%, up 2.1% from a year 
ago (in comparison, the CPI rose 1.7% y/y in October). 
 
The ADP Estimate of private-sector payrolls rose by 208,000 in 
November (vs. the BLS’s +314,000).  Gains were concentrated 
among small and medium-sized firms. 
 
The Fed’s Beige Book reported that “national economic activity 
continued to expand” in October and November.  Consumer 
spending “continued to advance.”  Employment gains were 
“widespread.”  Manufacturing activity “strengthened.”  Overall 
price and wage pressures “remained subdued.”   
 
Motor Vehicle Sales rose to a 17.1 million seasonally adjusted 
annual rate, vs. 16.3 million in September and October. 
 
The ISM Manufacturing Index edged down to 58.7 in 
November, vs. 59.0 in October.  Growth in new orders remained 
brisk and production remained strong.  Employment growth was 
moderate.  There was no significant weakness in exports.  Input 
price pressures eased.  Breadth was strong across industries.  
Although there were some concerns about the threat of strike 

activity at West Coast ports, comments from supply managers 
were decidedly upbeat. 
 
The ISM Non-Manufacturing Index rose to 59.3 in November, 
vs. 57.1 in October.  Business activity picked up and growth in 
new orders remained brisk.  Employment growth slowed (still 
moderate).  Input price pressures were moderate.  
Improvement was broad-based across industries.  Comments 
from supply managers were generally upbeat. 
 
The U.S. Trade Deficit was little changed in October, at $43.4 
billion, vs. $43.6 billion in September.  Merchandise exports rose 
1.5% (vs. -2.1% in September), up 1.4% y/y).  Merchandise 
imports rose 1.0% (petroleum -0.6%, non-petroleum +1.3%), up 
3.5% y/y (petroleum -16.2%, nonpetroleum +7.5%). 
 
The European Central Bank’s Governing Council refrained from 
implementing quantitative easing.  ECB President Draghi said 
that that the ECB will re-evaluate in early 2015 (the next policy 
meeting is January 22) and “should it become necessary to 
further address risks of too prolonged a period of low inflation, 
the Governing Council remains unanimous in its commitment to 
using additional unconventional instruments within its 
mandate.”  Draghi noted that ECB staff and the relevant 
Eurosystem committees have stepped up the technical 
preparations for further measures, which could, if needed, be 
implemented in a “timely manner.”  So, the ECB is locked and 
loaded, but Draghi suggested that there was no haste in moving 
toward QE and the vote was not unanimous, suggesting that 
Draghi may not get the votes for QE at future policy meetings. 
 

Economic Outlook (4Q14):  GDP growth of 2.5% to 3.0% 
 
Employment:  Job growth has strengthened.  Labor market slack 
is being taken up, but considerable slack remains.  
Consumers:  The underlying trend in nominal average wages has 
been lackluster, but lower gasoline prices will add to consumer 
purchasing power in the near term and wage growth should pick 
up later on as the job market tightens.  
Manufacturing:  Mixed.  A stronger dollar and weakness in the 
global economy are expected to restrain exports, but domestic 
demand should strengthen in the months ahead.  
Housing/Construction:  Supply constraints have eased and 
affordability has improved.  Look for a better balance in 2015 
(less speculative buying, better consumer fundamentals).  
Prices:  The PCE Price Index, the Fed’s chief inflation gauge, 
remains well below the Fed’s 2% target on a y/y basis.  Pipeline 
pressures appear mild.  Wage pressures are limited.  Inflation 
expectations remain well-anchored, but could decline. 

Interest Rates:  With the Fed’s large-scale asset purchases (QE3) 
completed, short-term interest rates are expected to remain 
exceptionally low “for a considerable time.”  The Fed’s policy 
moves in 2015 will be dictated by labor market conditions. 
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This Week:     forecast last last –1 comments 
         Monday 12/08  no significant data     Happy Birthday, Gregg Allman! 
         Tuesday 12/09 7:30 Small Business Optimism Nov NF 96.1 95.3 likely to improve further 
  10:00 JOLTS: hiring rate Oct NF 3.6% 3.4% trending gradually higher 
   JOLTS: quit rate  NF 2.0% 1.8% trending gradually higher 
  1:00 Treasury Note Auction     $25 billion in 3-year notes 
         Wednesday 12/10 1:00 Treasury Note Auction     $21 billion in re-opened 10-year notes 
  2:00 Treasury Budget, $bln Nov NF -135.2 -172.1 a small shortfall 
         Thursday 12/10 8:30 Jobless Claims, th. 12/06 292 297 314 choppy, but a low trend 
  8:30 Retail Sales Nov +0.6% +0.3% -0.3% strong auto sales 
     ex-autos  +0.3% +0.3% 0.0% lower gasoline prices 
     ex-autos, bld mat, gasoline  +0.5% +0.6% +0.1% moderate growth otherwise 
  8:30 Import Prices  NF -1.3% -0.6% lower petroleum prices 
     ex-food & fuel  NF -0.2% -0.2% disinflationary pressure from abroad 
  10:00 Business Inventories Oct NF +0.3% +0.1% seen a bit slower in 4Q14 
  1:00 Treasury Bond Auction     $13 billion in re-opened 30-year bonds 
         Friday 12/12

0 
8:30 Producer Price Index Nov -0.3% +0.2% -0.1% lower gasoline prices 

     ex-food & energy  -0.1% +0.4% 0.0% unwinding quirk in trade services 
       ex-f&e, trade services  +0.1% +0.1% -0.1% new “core” figure to remain mild 
  9:55 UM Consumer Sentiment m-Dec  90.2 88.8 86.9 lower gasoline prices should help 
         Next Week:         
         Monday 12/15 8:30 Empire St. Manf. Index Dec 9.5 10.2 6.2 moderate (but choppy) 
  9:15 Industrial Production Nov +0.7% -0.1% +0.8% moderately strong (watch for revisions) 
     Manufacturing Output  +0.9% +0.2% +0.2% aggregate hours rose +0.7% 
    Capacity Utilization  79.4% 78.9% 79.2 no threat to inflation 
  10:00 Homebuilder Sentiment Dec 60 58 54 likely to improve further 
         Tuesday 12/16 8:30 Building Permits, th. Nov 1100 1092 1031 likely to pick up 
      % change  +0.7 +5.9 +2.8 seasonal adjustment may exaggerate 
   Housing Starts  1080 1009 1038 likely to improve 
      % change  +7.0 -2.8 +7.8 watch for revisions 
         Wednesday 12/17 8:30 Consumer Price Index Nov -0.1% +0.0% +0.1% lower gasoline prices 
        year-over-year  +1.5% +1.7% +1.7% a low trend 
     ex-food & energy  +0.1% +0.2% +0.1% mild core inflation 
        year-over-year  +1.7% +1.8% +1.7% still low 
  8:30 Real Weekly Earnings Nov +0.7% +0.4% -0.1% nominal earnings rose 0.66% 
  8:30 Current Account 3Q14 -100.1 -98.5 -102.1 seen a bit wider 
  2:00 Fed Policy Decision     time’s up for “considerable time” phrase? 
  2:00 Fed Econ Projections     any consensus forming in the dots? 
  2:30 Yellen Press Conference     explaining the Fed’s outlook 
         Thursday 12/18 8:30 Jobless Claims, th. 12/13 295 292 297 a low trend 
  9:45 Markit US Manf. PMI (flash) Dec NF 54.8 55.9 moderate 
  10:00 Philadelphia Fed Index Dec 20.0 40.8 20.7 likely moderate (but erratic) 
  10:00 Leading Econ Indicators Nov +0.6% +0.9% +0.7% another strong gain 
  1:00 TIPS Auction     re-opened 5-year TIPS 
         Friday 12/19

0 
 no significant data     keep the Sol in Solstice 

 
This Week… 
The economic calendar thins out, with Thursday’s retail sales 
report being the only release with much market-moving 
potential.  We’ll make up for that in the following week, as 
investors are expected to focus on the wording of the Fed’s 
policy statement and the revised Fed projections. 

Monday 
No significant data. 

Tuesday 
Small Business Optimism Index (November) – Small businesses 
have had a hard time in this recovery, reflecting tight bank 
credit and sluggish growth in the demand for the goods and 
services they produce.  It’s still relatively tough for small firms to 

get loans, and those with good credit don’t necessarily want to 
expand (the need to see a sustained increase in demand).  
However, conditions are improving. 
 
Job Opening and Labor Turnover Survey (October) – Some 
months ago, Fed Chair Janet Yellen highlighted components of 
the JOLTS data as important gauges of labor market slack.  
Hiring rates clearly reflect labor demand.  Quit rates reflect job 
perceptions.  That is, if workers perceive jobs as being readily 
available, they are more likely to quit and pursue employment 
elsewhere.  Note that the key factor here is job market 
perceptions, which are almost certain to lag actual job 
conditions.  While there is some month-to-month noise, hiring 
rates and quit rates are gradually trending higher, but both 
remain below what may be considered “normal” levels.  

http://en.wikipedia.org/wiki/Take_This_Job_and_Shove_It
http://en.wikipedia.org/wiki/Take_This_Job_and_Shove_It
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Wednesday 
Treasury Budget (November) – November is a deficit month, but 
we should see a smaller shortfall than a year ago. 

Thursday 
Jobless Claims (week ending December 6) – Unadjusted claims 
are normally choppy in the final weeks of the year, which makes 
seasonal adjustment a lot more difficult.  It’s not unusual to see 
some choppiness in the adjusted data.  Take any large moves 
with a grain of salt.  The underlying trend was higher in 
November, but still very low by historical standards.  
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Import Prices (November) – The drop in petroleum prices should 
put further downward pressure on the headline figure for 
November.  However, it’s worth noting the prices of imported 
non-energy materials, capital equipment, and consumer goods 
are all likely to trend lower in the near term, putting downward 
pressure on consumer price inflation. 
 
Retail Sales (November) – Unit auto sales rebounded last month, 
which should help push the headline retail sales figures higher.  
Gasoline prices fell, which should reduce the dollar amount of 
gasoline sales.  Ex-autos, building materials, and gasoline, sales 
are likely to rise at a moderate pace.  Earlier promotions and 
discounting appear to have pulled sales forward to some extent.  
This shouldn’t affect total monthly sales, but given how the 
numbers are put together, it could distort.  
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Friday 
Producer Price Index (November) – Trade services spiked in 
October, but ought to roll back somewhat in November.  Lower 
gasoline prices will push the headline figure down.  Core 
inflation should be mild.  Pipeline pressures should ease.  
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Next Week … 
The financial market focus will be on the wording of the Fed 
policy statement (the “considerable time” phrase) and the Fed’s 
revised economic projections. 
 

Coming Events and Data Releases 

December 23 Durable Goods Orders (November) 

December 25 Christmas Holiday (markets closed) 

January 1 New Year’s Holiday (markets closed) 

January 9 Employment Report (December) 

January 22 ECB Policy Meeting 

January 28 FOMC Policy Decision (no press conference) 

March 18 FOMC Policy Decision, Yellen press conference 

April 29 FOMC Policy Decision (no press conference) 

June 17 FOMC Policy Decision, Yellen press conference 
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