
 

Important disclosures and certifications are contained from page 4 of this report. www.danskeresearch.com 
 

 
 

 
Investment Research — General Market Conditions   

    

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% q/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.  

It is 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.  
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Jobs report not the smoking gun for a December hike 

Employment growth has slowed again 

after strong summer 

 
Source: BLS 

 

Underemployment rate has been 

constant for a year - still slack left in 

the labour market 

 
Source: BLS 

 

Markets have priced in a two-thirds 

probability of a hike by year-end 

 
Source: Bloomberg 

 

mailto:milh@danskebank.dk


 

2 |     7 October 2016 www.danskeresearch.com 
 

  Fla
sh

 C
o

m
m

en
t U

S
 

 

   

 

  

 

Flash Comment US  

Employment 

Employment growth has slowed again after strong summer  Wage growth still subdued 

 

 

 

Source: BLS, Danske Bank Markets  Source: BLS, Danske Bank Markets 

 

Employment driven by services  Increasing labour force explains higher unemployment rate 
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Average weekly hours rebounded a bit in September  Total hours worked vs payrolls 
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Payrolls income proxy  Payrolls GDP signal 
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Unemployment 

Temporary help services and unemployment  Unemployment narrow and broad measure 

 

 

 

Source: BLS, Danske Bank Markets  Source: BLS, Danske Bank Markets 

Wages 

Average hourly earnings and Employment Cost Index  Hourly earnings, production and non-supervisory 

 

 

 

Source: Macrobond Financial, BEA  Source: Macrobond Financial, BLS 

Participation 

Participation rate, all  Modest cyclical rebound in the participation rate on the cards 
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Participation rate, 35-44, men  Participation rate,  45-54 and 55+, men 
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