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Jobs report removes the last obstacle for a Fed hike

Solid jobs report overall

In our view, the jobs report for February was solid and in line with expectations after the
strong ADP jobs report released on Wednesday. Employment rose by 235,000 in February
(although partly driven by warm weather which boosted construction employment) which was
enough for the unemployment rate to fall from 4.8% to 4.7% despite an increase in the
participation rate to 63.0% from 62.9%. The Fed’s favourite slack indicator, the
underemployment rate, fell to 9.2% in February from 9.4% in January, the lowest rate in this
cycle (tied with December), suggesting labour market slack continues to decline. Average hourly
earnings disappointed slightly, as they rose +0.2% m/m in February, slightly below consensus
of 0.3% m/m. The annual growth rate was 2.8% in line with expectations, which is close to post-
cycle high, but low from a historical perspective.

The jobs report removes the last obstacle for a Fed hike on Wednesday, in our view, in line
with the message Fed Chair Yellen sent in her speech on Friday 3 March, see also our Flash
Comment US of 5 March. A hike is the consensus among analysts and fully priced in by markets.
The interesting question is how many hikes to expect for the rest of the year. Although the
FOMC members have signalled a March hike, they have also repeated that they think three hikes
are appropriate. We expect the Fed to maintain the ‘dot’ signal for this year unchanged at
three hikes in the updated projections. Notice that Yellen in her speech said that four hikes is
one too many as it would make monetary policy neutral instead of accommodative and the Fed
has signalled that it still wants to support the economy through accommodative monetary policy.
It is worth keeping in mind that the Fed is data dependent and will not hike unless data support
the case — remember the Fed signalled four hikes during 2016 back in December 2015 but only
delivered one.

We expect the Fed to hike three times this year in March, July and December, as the Fed
seems less worried about inflation and has increased its weight on labour market and growth
data. We stick to our view that the Fed is only set to hike once in H1 17 but now twice in H2 17
when we get more information about Trumponomics. By hiking at one of the small meetings in
July, the Fed shows that it means that every meeting is ‘live’. We expect the Fed to begin the
reduction of its balance sheet in Q1 18.

Markets have fully priced in the Fed hike next week but note that markets price a 50%
probability of the next hike in June (corresponding to a hike pace of every other meeting).
The markets price in 2.7 hikes this year and nearly a total of five hikes before year-end 2018.
We think it is difficult to see a more hawkish pricing of the Fed at the moment, although one
trigger could be that the Fed begins to signal four hikes this year in the updated projections next
week. However, we think this is unlikely, as it would make monetary policy neutral (according
to Yellen’s speech) and given comments from other FOMC members, we think the Fed will
continue to signal three hikes.

Important disclosures and certifications are contained from page 4 of this report.
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Solid employment growth in February

Average hourly earnings 2.8% y/y, close to cycle high
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Temporary help services and unemployment

Unemployment narrow and broad measure

3250 -1000 persons Temporary help % - 3 20.0 -% U6 Unemployment rate % -20.0
3000 - services, 3m lead (lhs) - 4 175 - incl. workers marg.attached -175
2750 - - 5 15.0 - -15.0
2500 - . & 125 - U3 Unemployment rate -125
2250 - -z 10.0 - -10.0
2000 - -8 ;S B B ;g
1750 - Unemployment rate 9 : -
(reversed]) (rhs) 25 - Diffe - 25
- = ifference
oo T 10 0.0 - e e - 00
00 02 04 06 08 10 12 14 16 94 96 98 00 02 04 06 08 10 12 14 16
Source: BLS, Danske Bank Markets Source: BLS, Danske Bank Markets
Wages
Average hourly earnings and Employment Cost Index Hourly earnings, production and non-supervisory
5 -%a/qAR %a/qAR - 5.0 7 -%q/qAR Private service providing %aq/qAR -7
4a- -40 6- -6
- B = 35
3 = -3.0 - -
- 4 Goods produci 4
- - 3 = =3
E Average hourly _ 20 _ _
1- earnings, production and -10 & &
non-supervisory, private (rhs) Employment Cost Index, ~ * 1- -1
wages and salaries (lhs) ~
0o- . | | | | | | | | | | | [— [0 17T T (R R [ T (I [ === (i -0
92 94 96 98 00 02 04 06 08 10 12 14 16 05 06 07 08 09 10 11 12 13 14 15 16
Source: Macrobond Financial, BEA Source: Macrobond Financial, BLS
Participation
Participation rate, all Modest cyclical rebound in the participation rate on the cards
68 -% Lehmah % - 68 66.0 - % %-66.0
crash - -
67 - -67
65.0 - -65.0
66 - - 66 _ Ag]ng _
65 - -B65 64.0 - Cyclical -84.0
64 - -64 - Actual Residual |
o - -63.0
63 - -63 630 _ _
e -I 1 1 1 1 1 1 1 e 82.0 - -62.0
1 1 1 1 1 1 1
80 85 90 95 (e]0] 05 10 15 09 10 11 12 13 14 15
Source: Macrobond Financial, BLS Source: Macrobond Financial, BLS
Participation rate, 35-44, men Participation rate, 45-54 and 55+, men
96 -% Lehman % - 96 -% Lehman % -
crash 93 - crash -47
95 - -95 - 45.54, men, hs W"'\_N'\ =
94 - -94 91 - o4°
93 - -93 & = -43
92 - -92 87 - V\\“’\NM' -a1
91 - -91 85 - -39
90 - -90 83 - -37
1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
80 85 90 95 (e]6] 05 10 15 80 85 90 95 00 05 10 15

Source: Macrobond Financial, BLS

Source: Macrobond Financial, BLS

3| 10 March 2017

www.danskeresearch.com




Flash Comment US

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.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject to the
rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske Bank is subject
to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority (UK). Details on the
extent of the regulation by the Financial Conduct Authority and the Prudential Regulation Authority are available from
Danske Bank on request.

The research reports of Danske Bank are prepared in accordance with the recommendations of the Danish Securities Dealers
Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality research
based on research objectivity and independence. These procedures are documented in Danske Bank’s research policies.
Employees within Danske Bank’s Research Departments have been instructed that any request that might impair the
objectivity and independence of research shall be referred to Research Management and the Compliance Department.
Danske Bank’s Research Departments are organised independently from and do not report to other business areas within
Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes investment
banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance or debt capital
transactions.

Financial models and/or methodology used in this research report
Calculations and presentations in this research report are based on standard econometric tools and methodology as well as

publicly available statistics for each individual security, issuer and/or country. Documentation can be obtained from the
authors on request.

Risk warning

Major risks connected with recommendations or opinions in this research report, including a sensitivity analysis of relevant
assumptions, are stated throughout the text.

Expected updates

None.

Date of first publication

See the front page of this research report for the date of first publication.

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
a solicitation of an offer to purchase or sell any relevant financial instruments (i.e. financial instruments mentioned herein
or other financial instruments of any issuer mentioned herein and/or options, warrants, rights or other interests with respect

to any such financial instruments) (‘Relevant Financial Instruments’).

The research report has been prepared independently and solely on the basis of publicly available information that Danske
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
liability whatsoever for any direct or consequential loss, including without limitation any loss of profits, arising from
reliance on this research report.

The opinions expressed herein are the opinions of the research analysts responsible for the research report and reflect their
judgement as of the date hereof. These opinions are subject to change, and Danske Bank does not undertake to notify any
recipient of this research report of any such change nor of any other changes related to the information provided in this
research report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or the United
States.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be reproduced
or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior written consent.
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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.
registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related interpretations issued
by the U.S. Securities and Exchange Commission. The research report is intended for distribution in the United States solely
to ‘U.S. institutional investors” as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this research
report in connection with distribution in the United States solely to “U.S. institutional investors’.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence of research
analysts. In addition, the research analysts of Danske Bank who have prepared this research report are not registered or
qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument may
do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial instruments
may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. Securities and
Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. Securities and Exchange
Commission.
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