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Fed likely to hike in December despite mixed jobs report

for November

Average hourly earnings disappointed in November

The jobs report for November was quite mixed. Employment grew by 178,000 in November
in line with the recent trend and without any major revisions to the previous months. The
unemployment rate fell against expectations, from 4.9% to 4.6%, but this was due mainly to a
fall in the labour force, so it fell for the wrong reason and we could see it bounce back in coming
months. This said, it does not change that the unemployment gap is closing but jobs data are
volatile just like other economic data releases. The most disappointing part of the jobs report
was average hourly earnings, which fell 0.1% m/m in November — the first fall since
December 2015 and the biggest decrease since December 2014. The annual growth rate fell back
to 2.5% yly from 2.8% y/y. While we think the fall was just a fluke, the Fed monitors wage
growth closely, as higher wage growth is a key determinant of the number of Fed hikes.

Despite the mixed jobs report for November, a Fed hike in December still seems very likely
to us. If we strip away volatility in economic data, we think the combination of better US
economic data after the slowdown in H1 16, a tighter labour market, a global economy entering
2017 with synchronised recovery and calm financial markets should be more than sufficient for
the Fed to feel confident about raising rates.

As everyone expects the Fed’s next rate increase to come at the December meeting, the
most interesting question is how many Fed rate increases to expect in coming years,
especially as we expect Donald Trump to ease fiscal policy significantly. As the FOMC turns
more dovish next year due to shifting voting rights, we expect the Fed to offset Trump’s more
expansionary fiscal policy only partly despite the output gap being already nearly closed. Many
of the dovish members (including Fed Chair Janet Yellen) have said that it may be a good idea
to let the economy run a bit hot to undo some of the structural damage to the economy caused
by the financial crisis. This jobs report shows there is still room for higher wage growth. Besides
higher actual core inflation, we think higher wage growth and lower unemployment rate
are among the triggers to determine when the Fed hikes the next time in 2017 after the
December hike.

We expect the Fed to hike twice a year, i.e. a total of five hikes from now until year-end
2018 (including a December hike). As the markets have also bought into the story that Donald
Trump will ease fiscal policy to boost growth, we have seen a significant repricing of the Fed.
Markets have now priced in a total of four and a half hikes before year-end 2018 compared
with two before the election.

Important disclosures and certifications are contained from page 4 of this report.
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Unemployment rate fell to 4.6% but
due to a decline in the labour force -
wrong reason
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Employment in November grew 178,000 -in line with recent
trend

First fallin average hourly earnings since December 2015 -
biggest fall since December 2014
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Payrolls income proxy
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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, 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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