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November Employment Report: A Tale of Two Surveys
 
Summary
Nonfarm payrolls rose a disappointing 210K in November, with softness spread
throughout a number of industries. Average hourly earnings growth also cooled to 0.3%
over the month. Yet the household survey indicated that the labor market continues
to rapidly tighten. The unemployment rate tumbled to 4.2% even as the labor force
participation rate rose and nally broke out of its post-pandemic range. The FOMC
will clearly be discussing a faster taper at its upcoming December 15 meeting, but this
morning's payroll number and lighter read on average hourly earnings growth gives the
Committee an out to perhaps punt to its January meeting.
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A Headline Disappointment, but Some Encouraging Details
Nonfarm payrolls rose 210K in November, a disappointment relative to the Bloomberg consensus
that was looking for a 550K increase. Job growth was upwardly revised by 82K over the previous two
months. With just one nal employment report left in 2021, nonfarm payrolls are roughly four million
jobs below their pre-pandemic level. Job growth is still easily outpacing the slow pace that the U.S.
labor market experienced during the recovery from the 2008-2009 nancial crisis (Figure 1).

The miss cannot be blamed on any single industry, with the diusion index of industries adding jobs
sinking to a seven-month low. Employment in the leisure & hospitality industry rose just 23K in
November. Payrolls in this sector are still 1.3M (7.9%) below their February 2020 level, and at the
November pace of growth it would take several more years to fully recover those lost jobs (Figure 2).
With COVID cases on the rises and Omicron renewing COVID fears, it may be a few months before
leisure & hospitality employment materially accelerates. Retail trade employment declined by 20K
as seasonal holiday hiring may have been pulled forward and struggled against a general lack of labor.
Health care employment rose just 2K, and the nursing & residential care facilities sub-sector lost
11K jobs. Government employment also declined amid a 27K decline in state and local government
payrolls. We covered the labor scarcity and hiring challenges facing state and local governments
in more detail in a recent special report. A few sectors, however, did see solid job growth including
professional & business services (90K), transportation & warehousing (50K), construction (31K) and
manufacturing (31K).
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A House Divided Cannot Stand
While the establishment survey left much to be desired, the household survey pointed to a labor
market that continues to make signicant headway toward full employment. According to the
household measure of employment, 1.14M individuals obtained paid work in November. That puts the
gain in household employment, which is much more volatile on a month-to-month basis, more closely
in line with the establishment survey's payroll numbers over the past year, although there may still be a
bit more room for catch up on this front (Figure 3).

However, the surge in household employment went a long way in further bringing down
unemployment. The unemployment rate tumbled 0.4 points in November to 4.2%. As we have noted
for some time now, the availability of labor has been a major impediment to hiring. But that challenge
may be getting slightly easier. The labor force rose by 594K, leading the participation rate to nally
break out of its pre-pandemic range. Nevertheless, there remain 2.4M fewer workers in the labor force
since February 2020, before even factoring in the number of workers who would have joined as we
discussed in another recent report.
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Average hourly earnings growth came up a bit light in November, rising 0.3% in the month and 4.8%
on a year-ago basis. In pre-COVID times, a 0.3% monthly print would be considered fairly strong, but
these are still not normal times. Wage pressures remained especially strong in lower-paying sectors,
with leisure & hospitality hourly earnings up 0.8% and retail up 0.4% (Figure 5). The scorching hot
transportation & warehousing sector saw average hourly earnings up 1.1% in November.

Although we do not yet have data for November ination, prices almost certainly rose in the month,
and headline CPI was already up 6.2% year-over-year in October. This suggests that ination-adjusted
average hourly earnings are down roughly 2% on a year-over-year basis (Figure 6). But with hundreds
of thousands of workers gaining employment each month, aggregate labor income has grown 10.4%
over the past year. In addition, some scal support is still owing, such as the monthly Child Tax Credit
payments that began in July and end in December. Household balance sheets also remain strong and
are buoyed by a signicant amount of "excess savings" accumulated during the pandemic. As a result,
real consumer spending remains set for solid growth in the coming months, even as scal support
fades further into the distance.
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In our view, this morning's employment report leaves the FOMC in a bit of a gray zone. Key Fed
ocials have been talking up the prospect of a faster taper in recent weeks, with a possible policy
shift occurring as soon as the December 15 FOMC meeting. This morning's report was a clear
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disappointment in that nonfarm payrolls were well-below consensus expectations. In addition, a slower
pace of wage growth may slightly ease some concerns about a wage-price ination spiral. That said,
Fed ocials have stressed the importance of labor supply growth, and labor force growth nally
showed some signs of a pickup in November. The FOMC will clearly be discussing a faster taper at its
next meeting, but this morning's report gives the Fed an out if it would like to wait an extra six weeks
until its following meeting in late January 2022. We will cover the outlook for the December 15 FOMC
meeting in further detail in our FOMC ashlight preview to be released early next week.

The Omicron variants adds additional uncertainty to whether job growth can rebound to a more
robust pace through the winter as health concerns are up again. With still so little known about the
severity of the new variant at this stage, we continue to expect hiring to remain solid. Labor force
participation should show further improvement over the coming year amid ample opportunities,
easing constraints and rising nancial needs. The increasing number of available workers along with
robust hiring needs as the economy continues to expand at an above-trend pace should lead job
growth to recover toward the end of next year. But there is no silver bullet for upping the labor supply,
which will likely keep the rebound in participation gradual and the labor market quickly moving in on
what the FOMC can only consider to be full employment.
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