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The July Employment Report 
Job growth remained strong in July.  The average monthly 

gain for May, June, and July was 235,000, or 2.82 million at an 
annual rate.  To remain in line with population growth, we need 
to add about 1.4 million jobs per year.  Slack in the job market is 
being reduced, but a considerable amount remains.  How much?  
The Fed has to consider the pace and plan ahead. 
 

Nonfarm payrolls rose roughly in line with expectations in 
July, accounting for a small upward revision to the two previous 
months.  There is a fair amount of statistical noise in the 
monthly payroll figure (a 90% confidence interval is ±105,000).  
Figures are often revised.  In February, the Bureau of Labor 
Statistics added the three-month average increases in total 
payrolls and private-sector payrolls to the highlighted tables at 
the beginning of the report.  These aren’t difficult calculations.  
Rather, the BLS sought to emphasize the recent trend.  The 
three-month average is less volatile than the individual months 
(noise in one month often washes out in subsequent data). 
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The three-month averages really haven’t caught on among 
financial market participants.  We still see oversized reactions to 
surprises in the monthly numbers.  That wasn’t the case in July, 
as the headline figure was close to the median forecast. 
 

The Federal Reserve has two goals: price stability (interpreted 
as a 2% annual rate in the PCE Price Index) and maximum 
sustainable employment.  Traditionally, the employment goal is 
taken as a target unemployment rate.  However, the 
unemployment rate has been distorted by the decline in labor 
force participation.  The employment/population ratio is seen as 
a better measure of labor utilization, but here’s the puzzle.  
While growth in nonfarm payrolls has been strong, the 
employment/population ratio has barely budged over the last 
year (in fact, unchanged over the last six months). 
 

We lost almost 8.7 million private-sector jobs during the 
downturn and have added more than 12.8 million jobs in the 
recovery.  That leaves payrolls up by 4.2 million versus the pre-
recession peak.  However, we ought to have added about 9.8 
million if not for the recession.  That leaves us over 5 million 
jobs behind (these calculations are rough, the shortfall may be a 
lot less than that).  At the current pace of job growth, much of 
that slack will be taken up over the next couple of years. 
 

The percentage of involuntary part-time workers is trending 
lower.  Most of the decline reflects improving economic 
conditions.  Some firms have restricted hours as a strategy to 
limit labor costs or to avoid an impact from the Affordable Care 
Act.  However, the ACA was supposed to be an issue only for 
firms with around 50 employees.  The fear was likely worse than 
the reality.  With the law in place, the percentage working part-
time because that was the only thing offered has declined.    
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The data suggest a path of further reduction in labor market 

slack, with normal job conditions likely to be reached in 2017.  
That’s consistent with a very gradual Fed rate hike path. 
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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 

7/10/15 0.01 0.09 0.28 0.65 1.04 1.68 2.42 3.20 1.115 1.550 122.75 1.271 5071.51 2076.62 17760.41 
7/31/15 0.08 0.14 0.33 0.67 1.00 1.54 2.20 2.92 1.103 1.563 123.94 1.305 5128.28 2103.84 17689.86 
8/07/15 0.06 0.21 0.36 0.73 1.06 1.58 2.17 2.83 1.096 1.549 124.22 1.313 5043.54 2077.66 17373.45 

 

Recent Economic Data and Outlook 
The data were mixed, consistent with moderately strong growth 
in the overall economy.  Markets were spooked some by 
comments from one of the Fed’s district bank presidents (a voting 
member of the FOMC this year), who said (speaking for himself) 
that “we are in good shape” for an initial rate hike in September.  
However, he also said that “I don’t think it would be a big policy 
error to wait somewhat longer.” 
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The July Employment Report was in line with expectations.  
Nonfarm payrolls rose by 215,000 (median forecast: +235,000), 
with a net upward revision to May and June of +14,000, putting 
the three-month average at 235,000.  Seasonal adjustment, 
while large (unadjusted payrolls fell by 1.045 million, vs. -1.050 
million a year earlier), did not appear to be a significant issue.  
The unemployment rate held steady at 5.3% (vs. 6.2% a year 
ago).  The employment/population ratio was flat at 59.3%, up 
only slightly from 59.0% a year ago and unchanged over the last 
six months.  Average weekly hours edged up (don’t read too 
much into that).  Average hourly earnings rose 0.2%, up a 
lackluster 2.1% from a year ago (in comparison, the Consumer 
Price Index rose 0.1% over the 12 months ending in June). 
 
The ADP Estimate of private-sector payrolls rose by 185,000 in 
July.  Job growth slowed at smaller firms (following strength in 
the first half of the year), but picked up for larger firms (which 
had been relatively slow in the first half of the year). 
 
Unit Auto Sales rose to a 17.5 million seasonally adjusted 
annual rate in July, vs. 17.0 million in June, 17.6 million in May, 
and 16.4 million a year ago. 
 
Personal Income rose 0.4% in June (+4.1% y/y).  Note that this 
release included annual benchmark revisions and quarterly 
figures were included in the advance GDP report.  Wages and 
salaries rose 0.2% (+4.1% y/y).  Rental income rose 1.1% (+8.6% 
y/y). Disposable income rose 0.5% (+3.4% y/y), up 0.2% 
adjusting for inflation (+3.0% y/y and +2.3% y/y per capita).  
Personal Spending rose 0.2% (+3.2% y/y), unchanged (+2.9% 
y/y) after adjusting for inflation (a 2.9% annual rate in 2Q15).  

The PCE Price Index rose 0.2% (+0.3% y/y), up 0.1% (+0.148% 
before rounding and +1.3% y/y) ex-food & energy. 
 
The ISM Manufacturing Index fell to 52.7 in July, vs. 53.5 in June 
and 52.8 in May.  New orders and production continued to grow 
at a moderate pace.  Employment growth slowed, but remained 
positive.  Input prices generally fell relative to June. 
 
The ISM Non-Manufacturing Index rose to 60.3 in July, vs. 56.0 
in June and 55.7 in May.  Details showed better growth in 
business activity, new orders, and employment.  Comments 
from supply managers were mixed, but generally upbeat. 
 
Factory Orders rose 1.8% in June (-6.2% y/y), offsetting the 
declines of the two previous months.  Orders for durable goods 
rose 3.4% (same as in the advance estimate), reflecting a surge 
in aircraft orders (civilian +65.4%, defense +31.0%).  Orders for 
nondefense capital goods ex-aircraft rose 0.7% (-7.1% y/y), with 
shipments up 0.3% (+0.6% y/y). 
 
The U.S. Trade Deficit widened to 43.8 billion in June, vs. $40.9 
billion in May, not much different than was assumed in the 
advance GDP report.  Merchandise exports slipped 0.2% (-6.4% 
y/y).  Imports rose 1.4% (-3.5% y/y), with petroleum imports up 
9.5% (-39.2% y/y) and nonpetroleum imports up 0.7% (+2.6% 
y/y).  The rise in current-dollar oil imports reflected a 7.3% rise 
in petroleum prices and a 2.0% increase in quantity. 
 
The Bank of England left short-term interest rates unchanged.  
The BOE sharply ramped up the flow of information (previously, 
the central bank rarely provided any color when policy was 
unchanged).  The BOE released its quarterly inflation report, 
which included a summary of its policy meeting, and BOE 
Governor Carney presided over a post-meeting press 
conference.  This added information did not alter the picture 
much, but the markets perceived a dovish tone.  The BOE is 
preparing to raise rates, but is in no particular hurry. 
 

Economic Outlook (3Q15):  Around a 3.0% annual rate. 
 
Employment:  The pace of job growth has remained strong.  Job 
losses are limited.  New hiring appears robust.  
Consumers:  Average wage growth has generally remained 
lackluster, but strong job growth and lower gasoline prices have 
been supportive for spending.  
Manufacturing:  Mixed across industries, but generally soft in 
recent months.  The stronger dollar has restrained exports.  
Housing/Construction:  Credit is still tight at the lower end of 
the market, but sales and construction activity are increasing.  
Prices:  Overall consumer price inflation has been very low, but 
should pick up as energy prices stabilize.  There is downward 
pressure in commodities and imports.  Wage pressures are 
generally mild.  Inflation expectations remain well-anchored. 

Interest Rates:  Fed officials believe that conditions are likely to 
warrant an initial increase in short-term rates later this year, but 
the more important question is the pace of tightening after the 
initial hike (which is expected to be very gradual). 
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This Week:     forecast last last –1 comments 
         Monday 8/10  no significant data     Happy 68

th
, Ian Anderson 

         Tuesday 8/11 8:30 NF Productivity (prelim.) 2Q15 +1.8% -3.1% -2.1% better (watch for revisions) 
   Unit Labor Costs  -1.1% +6.7% +5.6% lower (watch for revisions) 
  9:00 Small Business Optimism Jul NF 94.1 98.3 the headline figure fell in June 
  1:00 Treasury Note Auction     $24 billion in 3-year notes 
         Wednesday 8/12 10:00 JOLTS: hiring rate Jun NF +3.9% +3.9% a very gradual trend 
   JOLTS: quit rate  NF +2.2% +2.2% still below normal 
  1:00 Treasury Note Auction     $24 billion in 10-year notes 
  2:00 Treasury Budget, $bln Jul -149.0 -94.6 -97.6 trending below 2.5% of GDP 
         Thursday 8/13 8:30 Jobless Claims, th. 8/08 275 270 267 a low trend 
  8:30 Import Prices Jul NF -0.1% +1.2% likely lower 
     ex-food & fuels  NF -0.1% 0.0% a low trend 
  8:30 Retail Sales Jul +0.8% -0.3% +1.0% some June spending was shifted into May 
     ex-autos  +0.6% -0.1% +0.8% seen rebounding 
     ex-autos, bld mat, gasoline  +0.6% -0.1% +0.6% choppy, but a moderate trend 
  10:00 Business Inventories Jun +0.5% +0.3% +0.4% some implications for GDP revisions 
  1:00 Treasury Bond Auction     $16 billion in 30-year bonds 
         Friday 8/14 8:30 Producer Price Index Jul +0.2% +0.4% +0.5% some moderation 
     ex-food & energy  +0.1% +0.3% +0.1% mild 
     ex-f, e, & trade services  +0.1% +0.3% -0.1% a low trend 
  9:15 Industrial Production Jul +0.3% +0.2% -0.2% lackluster improvement 
     manufacturing output  +0.4% -0.1% +0.1% aggregate hours rose 0.1% 
   Capacity Utilization  77.9% 77.8% 77.7% still relatively low 
     manufacturing  76.0% 

% 
75.8% 76.0% no threat to the inflation outlook 

   UM Consumer Sentiment m-Aug 93.4 93.1 96.1 seen about steady 
                  Next Week:         
         Monday 8/17 8:30 Empire St. Manf. Index Aug 5.0 3.9 -2.0 choppy, but likely moderate 
  10:00 Homebuilder Sentiment Aug 61 60 60 may edge higher 
         Tuesday 8/18 8:30 Building Permits, mln Jul 1.145 1.337 1.250 noise in multi-family 
      % change  -14.3 +7.0 +9.6 continued strength in single-family 
   Housing Starts  1.215 1.174 1.069 should improve 
      % change  +3.5 +9.8 -10.2 watch for revisions 
         Wednesday 8/19 8:30 Consumer Price Index Jul +0.2% +0.3% +0.4% moderate 
        year-over-year  +0.2% +0.1% 0.0% still up mildly from a year ago 
     ex-food & energy  +0.2% +0.2% +0.1% mild core inflation 
        year-over-year  +1.9% +1.8% +1.7% still low 
   Real Weekly Earnings  +0.3% -0.3% -0.2% nominal earnings rose 0.5% 
     Real Hourly Earnings  0.0% -0.4% -0.2% nominal earnings rose 0.2% 
  2:00 FOMC Minutes 7/29    more clues about the September meeting 
         Thursday 8/20 8:30 Jobless Claims, th. 8/15 274 275 270 a low trend 
  10:00 Philadelphia Fed Index Aug 7.5 5.7 15.2 uneven, but likely moderate 
  10:00 Existing Home Sales Jul 5.52 5.49 5.32 strong 
      % change  +1.1 +3.2 +4.5 supply has been an issue 
  10:00 Leading Economic Indicators Jul -0.1% +0.6% +0.8% building permits are the key factor 
  1:00 TIPS Auction     re-opened 5-year TIPS 
         Friday 8/21  no significant data     ahhh, summertime! 

  
This Week… 
The economic calendar is relatively light until Thursday’s retail 
sales report, which should be led by an increase in autos.  The 
Producer Price Index is expected to show limited inflation 
pressure in the pipeline.  Industrial production is likely to be 
relatively soft overall, but mixed across industries. 

Monday 
No significant economic data. 

Tuesday 
Nonfarm Productivity (2Q15) – Productivity is the single most 
important variable in the long-term economic outlook.  

However, it’s also one of the most unreliable statistics around.  
Anyone who has studied the hard sciences knows that when you 
multiply or divide statistical estimates, the uncertainty increases 
significantly.  Productivity is the estimate of nominal output 
divided by hours, divided by a price index.  Quarterly figures are 
erratic and subject to large revisions.  In the second quarter, the 
nonfarm business component of GDP rose at a 2.8% annual rate, 
while aggregate hours rose at a 1.0% pace.  Hence, output per 
hour ought to be up at about 1.8% (annual rate).  The 
Employment Cost Index rose 0.2% q/q (or 0.6% at an annual 
rate), which should leave Unit Labor Costs, the key measure of 
inflationary pressure in the labor market, lower for the quarter. 
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Wednesday 
JOLTS Data (June) – More than a year ago, Fed Chair Janet Yellen 
highlighted hiring and quit rates as important indicators of labor 
market slack.  These figures are subject to a fair amount of noise 
from month to month.  The trends are gradually higher, but the 
levels remain below normal. 
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Thursday 
Jobless Claims (week ending August 8) – With the usual July noise 
behind us, claims are expected to settle into a low trend. 
 
Import Prices (July) – A significant disinflationary force over the 
last several months, import prices were expected (by the Fed) to 
stabilize in the near term.  However, oil prices have fallen back 
and the dollar has strengthened over the last month. 
 
Retail Sales (July) – Unit auto sales rebounded last month.  Ex-
auto sales were soft in June, but this may have been a seasonal 
adjustment issue.  Watch for possible revisions.  The drop in 
gasoline prices (from a year ago) has helped support spending 
growth, but consumers appear to be selective in spending habits 
(strong restaurant sales, softer in apparel and electronics). 

Friday 
Producer Price Index (July) – Oil prices fell, but the seasonal 
adjustment anticipates declines in wholesale gasoline costs.  
Details should continue to suggest an absence of inflationary 
pressures within the production pipeline. 
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Industrial Production (July) – Annual benchmark revisions, 
released on July 21, showed less improvement in factory output 
than was estimated earlier, but the story is largely the same: a 
strong 2014, followed by a soft trend in 2015. 
 

98

100

102

104

106

108

110

98

100

102

104

106

108

110

12 13 14 15

Industrial Production: Manufacturing

Manufacturing Output

  previous

2012=100

Source: Federal Reserve

 
 

Next Week … 
The residential construction and consumer price data have 
market-moving potential, but investors are likely to focus on the 
July 28-29 FOMC minutes, which may provide clues about what 
Fed policy makers expect for the September meeting. 
 

Coming Events and Data Releases 

August 25 New Home Sales (July) 
Consumer Confidence (August) 

August 26 Durable Goods Orders (July) 

August 27 Real GDP (2Q15, 2
nd

 estimate) 
Fed Camp begins (Yellen will not attend) 

September 4 Employment Report (August) 

September 7 Labor Day (markets closed) 

September 17 FOMC Policy Decision, Yellen press conference 

October 28 FOMC Policy Decision (no press conference) 

December 16 FOMC Policy Decision, Yellen press conference 
 


