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The August Employment Report and the Fed 
The August employment figures were mixed.  Payrolls rose 

less than anticipated, but with an upward revision to the two 
previous months.  The unemployment rate fell more than 
expected, while average hourly earnings ticked a little higher 
than anticipated – providing the Fed’s hawks some ammunition 
in arguing for a September 17 rate hike.  The Fed is not going to 
react to any one economic report, but the jobs data fall in line 
with the broader range of indictors that suggest that slack is 
being reduced.  Looking ahead to where the economy is likely to 
be 12 to 18 months from now, there are strong arguments for 
the Fed to begin the process of policy normalization.  Global 
market volatility may lead the Fed to delay, but the Fed can’t 
wait until all the seas are smooth and the weather clear. 
 

Nonfarm payrolls averaged a 221,000 monthly gain for June, 
July, and August (vs. a +250,000 average over the previous 12 
months).  Payroll figures can be choppy from month-to-month 
due to difficulties in seasonal adjustment.  The three-month 
average reduces (but does not eliminate) that noise.  
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Employment in manufacturing fell by 18,000 in August.  While 

there is a fair amount of noise in the monthly figures, factory 
sector jobs have trended roughly flat this year (after rising 1.8% 
in 2014), apparently reflecting the impact of a strong dollar and 
softer global growth.  The ISM Manufacturing Index has been 
low, but still above the breakeven level in recent months. 
 

The unemployment rate fell to 5.1% in August, the lowest 
since April 2008, and a level once considered to be the natural 
rate of unemployment.  Since peaking at 10% in October 2009, 
much of the drop in the unemployment rate has reflected a 
decrease in labor force participation.  Some of that is due to 
discouraged workers, who have given up looking for a job and 
are no longer officially considered as “unemployed.”  However, 
the Fed believes that most of the decline is demographics. 

 
As the population ages, labor force participation should 

decline.  However, lower participation is also apparent in the 
key age cohort (25-54), which should be less susceptible to 
changing demographics.  The employment/population for the 
key age cohort has been trending higher in the last few years, 
but has been trending roughly flat in recent months – at odds 
with the continued strength seen in nonfarm payrolls.  

74

75

76

77

78

79

80

81

82

83

84

74

75

76

77

78

79

80

81

82

83

84

06 07 08 09 10 11 12 13 14 15 16

Employment / Population: aged 25-54 years, %

Labor Force Participation

Employment-to-Population

Source: Bureau of Labor Statistics

"unemployment"

  
Other labor market indicators have remained consistent with 

improving labor market conditions and a reduction in slack.  
Weekly claims for unemployment benefits have continued to 
trend at a low level and short-term unemployment rates are 
low, both consistent with normal labor market conditions.  
Long-term unemployment and the percentage of people 
working part time but preferring full-time employment are still 
relatively high, but have been improving.   
 

The Fed sets monetary policy not on the past, but on the 
expected future.  At the current pace of improvement, the job 
market will be a lot tighter in 12 to 18 months.  The entire path 
of interest rates matters more than the timing of the initial 
move.  That pace (of rate hikes) is expected to be gradual, but 
can be adjusted if growth is stronger or weaker than expected. 
 

“I am well aware that, when the Federal Reserve tightens 
policy, this affects other economies.  The Fed's statutory 
objectives are defined in terms of economic goals for the 
economy of the United States, but I believe that by meeting 
those objectives, and so maintaining a stable and strong 
macroeconomic environment at home, we will be best serving 
the global economy as well.”         – Vice Chair Fischer, August 29 
 

Fischer’s Jackson Hole speech (and his interviews with the 
press) made it clear that central bank officials remain intent on 
starting the normalization process this year.  As with the 2013 
taper tantrum, adverse conditions may lead to a delay in policy 
action, but not a permanent postponement. 
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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 

8/07/15 0.06 0.23 0.38 0.73 1.08 1.59 2.28 2.68 1.096 1.547 124.27 1.312 5043.54 2077.57 17373.38 
8/28/15 0.06 0.25 0.38 0.72 1.04 1.52 2.19 2.92 1.117 1.536 121.32 1.327 4828.33 1988.87 16643.01 
9/04/15 0.04 0.24 0.36 0.71 0.99 1.47 2.13 2.89 1.113 1.518 119.08 1.326 4683.92 1921.23 16102.44 

 

Recent Economic Data and Outlook 
Fed Vice Chair Stanley Fischer’s Jackson Hole speech implied that 
the central bank is still on track to begin raising rates, but he fell 
short of signaling whether that would be in September.  U.S. 
financial market participants continued to react to volatility in 
China’s stock market and fears of slower global growth. 
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The August Employment Report was relatively strong.  Nonfarm 
payrolls rose by 173,000 (median forecast: +220,000), but with a 
net revision of +44,000 to June and July.  Private-sector payrolls 
rose by 140,000 (a +194,000 average over the last three 
months), with some softness in manufacturing (primary metals, 
fabricated metals, machinery).  The unemployment rate fell to 
5.1% (median forecast: 5.2%) and average hourly earnings rose 
0.3% (median forecast: +0.2%), providing the Fed’s hawks with 
some ammunition in arguing for a rate hike (although one really 
should take the figures with a grain of salt). 
 
Motor Vehicle Sales edged up to a 17.7 million seasonally 
adjusted annual rate in August, vs. 17.5 million in July and a 17.1 
million average pace for 2Q15. 
 
The ISM Manufacturing Index fell to 51.1 in August, vs. 52.7 in 
July and 53.5 in June.  New orders, production, and employment 
continued to improve, but more slowly than in July.  Price 
pressures were lower.  Comments from supply managers were 
mixed, but mostly positive. 
 
The ISM Non-Manufacturing Index slipped to 59.0 in August, vs. 
60.3 in July and 56.0 in June.  Business activity and new orders 
continued to advance at a brisk pace.  Employment grew, but at 
a somewhat slower pace than in July.  Price pressures were 
modest.  Comments from supply managers were upbeat. 
 
Factory Orders rose 0.4% in July, following a 2.2% rise in June, 
reflecting only a partial pullback in aircraft orders (which had 

surged in June).  Orders for nondefense capital goods ex-aircraft 
rose 2.2%, following a 4.1% rise in June. 
 
The U.S. Trade Deficit narrowed to $41.9 billion in July, vs. $45.8 
billion in June, below the 2Q15 average. 
 
In his Jackson Hole speech, Fed Vice Chair Stanley Fischer said 
that “while futures markets suggest that the level of oil prices is 
expected to remain well below levels seen last summer, markets 
do not expect oil prices to fall further, so their influence in 
holding down inflation should be temporary” and “there is good 
reason to believe that inflation will move higher as the forces 
holding down inflation dissipate further.”  While the Fed focuses 
on the domestic economy, “at this moment, we are following 
developments in the Chinese economy and their actual and 
potential effects on other economies even more closely than 
usual.”  However, “the Fed's statutory objectives are defined in 
terms of economic goals for the economy of the United States.  
By meeting those objectives, and so maintaining a stable and 
strong macroeconomic environment at home, we will be best 
serving the global economy as well.” 
 
The Fed’s Beige Book described growth across the 12 districts as 
either “mixed” or “moderate.”  Wages pressures were limited. 
 
The European Central Bank’s Governing Council left monetary 
policy unchanged.  President Draghi noted that growth was 
somewhat weaker and inflation somewhat lower than expected 
earlier, while “downside risks have emerged.”  Draghi said that 
it was “premature” to draw conclusions, but he emphasized that 
the ECB’s “willingness and ability to act, if warranted.” 
 
Economic Outlook (3Q15):  about a 2.5% annual rate, likely held 
back by an inventory correction. 
 
Employment:  The pace of job growth has remained strong.  Job 
losses are limited.  New hiring appears robust.  
Consumers:  Average wage growth has remained lackluster, but 
strong job growth and lower gasoline prices have been 
supportive for spending.  Credit is still relatively tight, but should 
become gradually easier over time.  
Manufacturing:  Mixed across industries.  Factory jobs fell in 
August, likely reflecting the impact of the stronger dollar and 
slower global growth.  Domestic orders have improved.  
Housing/Construction:  Sales and construction activity are 
increasing.  Mortgage credit is getting somewhat easier.  
Prices:  Overall consumer price inflation has been very low, but 
should pick up as energy prices stabilize.  There is downward 
price 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 9/07  Labor Day Holiday      
         Tuesday 9/08 9:00 Small Business Optimism Aug NF 95.4 94.1 expecting further improvement 
  1:00 Treasury Note Auction     $24 billion in 3-year notes 
         Wednesday 9/09 10:00 BOC Policy Decision     leaning toward another cut in rates 
  10:00 Quarterly Services Survey 2Q15    some implications for GDP revisions 
  10:00 JOLTS: hiring rate Jul NF 4.0% 4.0% very gradual improvement 
   JOLTS: quit rate  NF 2.2% 2.2% still below “normal” 
  1:00 Treasury Note Auction     $21 billion in re-opened 10-year notes 
         Thursday 9/10 7:00 BOE Policy Decision     contemplating tightening (at some point) 
  8:30 Jobless Claims, th. 9/05 275 282 270 a low trend 
  8:30 Import Prices Aug NF -0.9% 0.0% expecting another drop 
     ex-food & fuels  NF -0.3% -0.1% disinflation pressures 
  1:00 Treasury Bond Auction     $13 billion in re-opened 30-year bonds 
         Friday 9/11 8:30 Producer Price Index Aug -0.3% +0.2% +0.4% lower oil prices 
     ex-food & energy  +0.1% +0.3% +0.3% mild 
     ex-f, e, trade services  +0.1% +0.2% +0.3% low core inflation 
  10:00 UM Consumer Sentiment m-Sep 91.2 91.9 93.1 any stock market impact? 
  2:00 Treasury Budget, $bln  NF -128.7 -147.9 some spending shifted into July 
                  Next Week:         
         Monday 9/14  no significant data      
         Tuesday 9/15 8:30 Retail Sales Aug +0.6% +0.6% 0.0% unit auto sales rose 
     ex-autos  +0.3% +0.4% +0.4% lower gasoline prices 
     ex-autos, bld mat, gasoline  +0.5% +0.3% +0.2% seen moderately strong 
  8:30 Empire St. Manf. Index Sep +3.5 -14.9 +3.9 erratic, but likely moderate in August 
  9:15 Industrial Production Aug -0.3% +0.6% +0.1% likely lower 
   Manufacturing Output  -0.5% +0.9% -0.3% autos were likely overstated in July 
   Capacity Utilization  77.6% 78.0% 77.7% no threat to the inflation outlook 
  10:00 Business Inventories Jul NF +0.7% +0.3% likely slower in 3Q15 
         Wednesday 9/16 8:30 Consumer Price Index Aug +0.0% +0.1% +0.3% gasoline prices fell in August 
        year-over-year  +0.3% +0.2% +0.1% but they fell more a year ago 
     ex-food & energy  +0.1% +0.1% +0.2% mild core inflation 
        year-over-year  +1.8% +1.8% +1.8% steady 
  8:30 Real Hourly Earnings Aug +0.3% +0.1% -0.4% nominal hourly earnings rose 0.3% 
   Real Weekly Earnings  +0.6% +0.4% -0.4% nominal weekly earnings rose 0.6% 
  10:00 Homebuilder Sentiment Sep 62 61 60 may edge higher 
         Thursday 9/17 8:30 Jobless Claims, th. 9/05 274 275 282 a low trend 
  8:30 Building Permits, mln Aug 1.170 1.130 1.337 single-family expected to improve 
      % change  +3.5 -15.5 -1.7 multi-family still volatile 
   Housing Starts  1.200 1.206 1.204 seen a bit lower 
      % change  -0.5 +0.2 +12.3 but watch for revisions 
  10:00 Current Account, $bln 2Q15 -115.0 -113.3 -103.1 about 2.5% of GDP 
  10:00 Philadelphia Fed Index Sep 6.5 8.3 5.7 moderate 
  2:00 FOMC Policy Decision  0-0.25% 0-0.25% 0-0.25% no change just yet 
  2:00 Fed Summary of Econ Proj     focus on the dot plot 
  2:30 Yellen Press Conference     normalization still on track, seen gradual 
         Friday 9/18 10:00 Leading Econ Indicators Aug +0.1% -0.2% +0.6% mixed components 
  1:00 TIPS Auction     re-opened 10-year TIPS 

  
This Week… 
It’s an uneventful week for economic data, with nothing that’s 
likely to move the markets.  The Quarterly Services Survey has 
some implications for 2Q15 GDP revisions.  While the Fed’s 
policy decision and Yellen press conference are looming, market 
participants are likely to remain focused on developments 
outside the United States.  Policymakers in Canada and the 
United Kingdom meet to set monetary policy. 

Monday 
Labor Day – Markets closed. 

Tuesday 
Small Business Optimism Index (August) – The headline figure can 
be a bit choppy, but we should see an improving trend 

Wednesday 
Bank of Canada Policy Decision – The BOC has lowered short-
term interest rates twice this year and has the room to cut a 
little more.  GDP growth was negative in the last two quarters, 
largely reflecting the contraction in the energy sector.  However, 
the economy is expected to expand at a moderate pace in the 
second half of the year.  So a cut is possible, but not likely. 
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Job Opening and Labor Turnover Survey (July) – Fed Chair Janet 
Yellen highlighted hiring and quit rates as important indicators 
of labor market conditions.  These rates have risen off their lows 
in the last few years, but have remained below levels that would 
be considered “normal.”  However, they are likely to trend 
higher as the labor market continues to improve. 
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Quarterly Services Survey (2Q15) – This report does not get much 
attention from the financial markets, but we’ve seen these 
figures contribute to large revisions in consumer spending 
growth (creating some big jumps between the 2

nd
 and 3

rd
 

headline estimate of quarterly GDP growth). 

Thursday 
Bank of England Policy Meeting – The BOE’s Monetary Policy 
Committee is looking to raise rates, but not just yet. 
 
Jobless Claims (week ending August 29) – Weekly figures are 
trending about as low as they can go (consistent with the 
underlying frictional forces in the job market).  Seasonal 
adjustment can get a little tricky around holidays.  Labor Day 
came later than usual this year. 
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Import Prices (August) – Lower oil prices have pushed headline 
import prices substantially lower, but we’ve also seen decline in 
prices of other raw materials, capital equipment, and consumer 
goods.  The stronger dollar, particularly against the non-major 
currencies, should add downward pressure in the near term. 
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Friday 
Producer Price Index (August) – The drop in wholesale gasoline 
costs should put downward pressure on the headline figure.  
Core inflation and pipeline pressures are expected to remain low. 
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Next Week … 
The focus will be on the Fed.  A September hike, while seen as 
unlikely, is still on the table.  The Fed’s revised projections will 
give the markets something to chew on (especially the dot plot).  
Chair Yellen will be there to explain it all. 
 

Coming Events and Data Releases 

September 17 FOMC Policy Decision, Yellen press conference 

September 20 Greek Election 

September 24 Durable Goods Orders (August) 

October 2 Employment Report (September) 

October 12 Columbus Day (bond market closed) 

October 28 FOMC Policy Decision (no press conference) 

December 16 FOMC Policy Decision, Yellen press conference 

January 27 FOMC Policy Decision (no press conference) 

March 16 FOMC Policy Decision, Yellen press conference 
 


