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January Employment: Strong Start Out of the Gate

Summary

The employment report for January was broadly encouraging. Nonfarm payrolls doubled
the Bloomberg consensus forecast of 65K for January, helping to push the three-

month average pace of job growth to 73K, its strongest pace since last February. The
unemployment rate fell by one-tenth to 4.3%, putting back to where it was in August
2025 before the FOMC cut rates at its three subsequent meetings. Revisions to job
growth over 2024 and early 2025 were sharply negative, but these changes were well-
telegraphed in the previously released QCEW data. The more recent pace of job growth
was less impacted by the slew of revisions in today's report.

The U.S. labor market is far from perfect, with hiring still concentrated in a handful of
industries, certain demographics enduring elevated unemployment rates and cyclical
demand for new labor still tepid. That said, it appears the labor market is closer to
stabilization than rapid deterioration, and this will embolden the hawks on the FOMC to
push for no changes to the fed funds rate for the foreseeable future. We have been saying
for some time now that the window for the FOMC to cut rates is closing, and today's data
suggest another rate cut under Chair Powell is increasingly unlikely. If cuts are coming
this year, it appears that it will be up to a future Chair Warsh to win over the hawks on the
Committee and deliver before year-end.
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All estimates/forecasts are as of 2/11/2026 unless otherwise stated. 2/11/2026 9:58:27 EST.
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Recent Trend in Hiring Improves

Nonfarm payrolls rose 130K in January, far exceeding the Bloomberg consensus expectation of

65K and our estimate of 80K. Data over the prior two months were revised modestly lower (-17K).
Together, the three-month average pace of job growth improved to 73K, its strongest pace since last
February.

Today's release brought more than the usual two-month revisions that come from late survey
responses. The annual benchmark revised down the level of payrolls in March 2025 by 862K (-0.5%)
marking the largest downward adjustment since 2009. Data for the "post benchmark" period (i.e., April
2025-December 2025) were also subject to revisions with the update of new seasonal adjustment
factors and modifications to the birth-death model. While smaller in magnitude than the annual
benchmark, payroll growth in the post-benchmark period is now reported to have increased an
average of 13K per month compared to 28K as previously reported.

While revisions show materially weaker job growth for 2025 as a whole, recent monthly data suggest
the trend in hiring has firmed since the summer. Private sector nonfarm payrolls jumped 172K in
January, and the three-month average, at 103K, is well ahead of the flat reading registered in last
August (chart). Yet, healthcare & social services remains the dominant driver of job growth, having
added 124K jobs—the largest monthly change since August 2020. Job growth in other segments
continue to struggle, highlighting that job opportunities are not nearly as widespread as today's
headline beat implies (chart).
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The household survey mirrored the payroll survey's strength. The unemployment rate fell to 4.3%
(4.28% unrounded) in January, as employment rose a solid 528K and unemployment fell 141K. The
unemployment rate's slide over the past few months puts it back at the top end of the range that
most Fed officials consider to be consistent with "full employment" and signals that labor demand and
supply are better balanced than previously believed (chart).

Like payrolls, however, there are signs of softness under the headline's surface. Smoothing with a
three-month moving average, the number of people who are working part-time for economic reasons
(i.e,, a suitable full-time job is not available) rose 19% year-over-year in January. Meantime, the average
duration of unemployment slipped to 23.9 weeks in January but remains 9% longer than a year

ago (chart). These indicators align with separate measures of labor demand, such as JOLTS and the
Conference Board's labor differential, that point to sluggish labor demand and suggest there are still
pockets of the jobs market that are struggling.

Wage growth remains reasonably solid. Average hourly earnings rose 0.4% in January and were up
3.7% year-over-year, unchanged from December. Steady wage growth is a positive for employed
households, but the benchmark's downward revisions to the level of employment meaningfully pared
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aggregate labor income growth in the first half of 2025 and better aligns the establishment survey
with the more comprehensive data on personal income.
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Today's report was a win for the hawkish members of the FOMC who wish to keep the fed funds

rate steady for the foreseeable future. At 4.3%, the unemployment rate is just one-tenth above the
median longer-run estimate among Committee members, and the three-month average growth in
private sector nonfarm payrolls is a solid 103K. This is not to say the labor market is problem free.
Hiring remains heavily concentrated in a few sectors, such as health care and social assistance, certain
demographic groups such as younger workers are still dealing with labor market slack, and, as always,
the Committee will be wary of putting too much stock on one month's reading in the unemployment
rate.

That said, today's data suggest the labor market is closer to stabilization than rapid deterioration, and
that will diminish the case from the doves that more rate cuts are needed, at least imminently. We
have been saying for some time now that the window for the FOMC to cut rates is closing, and today's
data suggest another rate cut under Chair Powell is increasingly unlikely. If cuts are coming this year, it
appears that it will be up to a future Chair Warsh to win over the hawks on the Committee and deliver
before year end.
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