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Jobs report not the smoking gun for a December hike

Still slack left in the labour market

Nonfarm payrolls rose 156,000 in September, in line with our expectations of 160,000 but below
consensus of 172,000. There were no big revisions to the last two months (combined -7,000).
Thus it seems that the strong jobs reports in the summer were mainly due to the weakness
in the spring. Employment growth was driven by the service sector, while manufacturing
employment fell again. Overall, employment growth has slowed this year. On average,
nonfarm payrolls have risen 180,000 per month, below the average increase in both 2015
(230,000), 2014 (250,000) and 2013 (190,000). While this may be due to the fact that we are not
far from full employment, it may also be a lagged effect from the economic slowdown as GDP
growth has slowed to around 1% g/q AR the past three quarters. Still, September marked the
six year anniversary of the job recovery.

The details reveal there is still slack left in the labour market as the unemployment rate
rose from 4.9% to 5.0% and the underemployment rate (a broader unemployment
measure) was unchanged at 9.7%. The higher unemployment rate despite increasing
employment is due to an increasing labour force. While it is positive that more workers are
returning to the labour force (perhaps due to better employment prospects), it is also a sign that
there was more slack in the labour market than previously thought. The underemployment rate
has stopped declining and has been more or less constant over the last 12 months (see the chart
to the right). This broader unemployment measure has previously been one of Yellen’s favourite
slack measures.

Itis also clear that we have not closed the unemployment gap when looking at wage growth,
which continues to be subdued from a historical perspective. In September, average hourly
earnings rose 0.2% m/m, implying an annual growth rate of 2.6% y/y. The weak wage growth
is not only due to weak productivity growth but also due to remaining labour market slack. With
subdued wage growth it is less likely that core inflation will move higher towards the Fed’s 2%
target.

Overall, the September jobs report was not the ‘smoking gun’ for the Fed. For now we
stick to our non-consensus view that the Fed will stay on hold until H1 17, although it is a
close call whether the Fed will hike or not in December. The reason for our call is that the
Fed seems too optimistic on Q3 GDP growth and we fear that economic data may disappoint in
the short-term. The combination of weak GDP growth over the past three quarters, still slack
left in the labour market, subdued wage growth, low inflation expectations and core inflation
still below 2%, means that the Fed can afford to stay patient. A November hike seems unlikely
due to the Presidential election just a week after the next FOMC meeting. Markets have priced
in a two-thirds probability of a hike by the turn of the year.

Next week we get retail sales in September, FOMC minutes from September and Yellen is
speaking. All three could be important for our Fed call.

Important disclosures and certifications are contained from page 4 of this report.
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Employment growth has slowed again after strong summer

Wage growth still subdued
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Temporary help services and unemployment

Unemployment narrow and broad measure
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Disclosures

This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘Danske Bank’). The
author of the research report is Mikael Olai Milhgj, Senior Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the research
report accurately reflect the research analyst’s personal view about the financial instruments and issuers covered by the
research report. Each responsible research analyst further certifies that no part of the compensation of the research analyst
was, is or will be, directly or indirectly, related to the specific recommendations expressed in the research report.
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Risk warning
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General disclaimer

This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for informational
purposes only. It does not constitute or form part of, and shall under no circumstances be considered as, an offer to sell or
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or other financial instruments of any issuer mentioned herein and/or options, warrants, rights or other interests with respect
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Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not untrue or misleading,
no representation is made as to its accuracy or completeness and Danske Bank, its affiliates and subsidiaries accept no
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reliance on this research report.
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Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets Inc., a U.S.
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