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The September Employment Report  
Nonfarm payrolls rose at a moderately strong pace in the 

initial estimate for September, a bit less than expected, but well 
within the usual range of uncertainty.  The pace of job growth 
appears to have slowed this year, but we’re still adding jobs 
beyond a long-term sustainable pace. 
 

With the start of the school year and the end of the summer 
travel period, seasonality is a major issue in September.  One 
should take the reported the data with a grain of salt.  That said, 
the nonfarm payroll figure (+156,000) was not far off the mark.  
The impact of noisy data can be reduced by looking at averages.  
Payroll gains were moderately strong in 3Q16, slower than last 
year, but we only need about 100,000 per month to be 
consistent with population growth. 
 

  
The mild uptick in the unemployment rate (to 5.0%) reflected 

an increase in labor force participation.  There is a long-term 
downtrend in participation, but we may have recovered much of 
the cyclical decline, at least for the key age cohort (25-54 yrs.).  

  

Average hourly earnings rose 2.6% from a year ago, still 
moderate by historical standards, but better than in recent 
years.  Wage gains have varied across industries.  

  
While nominal wage growth has picked up, energy prices have 

stopped falling, leaving a smaller year-over-year gain in real 
earnings (and less firepower for consumer spending growth).  

  
Fed officials will look at these data, but each may come away 

with a different conclusion.  The job market is getting tighter, 
but the pace of improvement appears to have slowed relative to 
the last couple of years.  Slower job growth may be due to 
tighter labor market conditions.  If so, wage growth ought to be 
picking up.  Average hourly earnings are rising at a faster pace 
relative to the last couple of years (2% per year in 2014 and 
2015), but that’s still moderate by historical standards. 
 

Two more job reports arrive before the mid-December Fed 
policy meeting.  We should see evidence of further tightening, 
but improvement that is not too rapid, consistent with another 
modest removal of policy accommodation.  Of course, there are 
a lot of other things for the Fed to worry about.   
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Treasury Yields Dollar Equities 

 13-wk 26-wk 52-wk 2-yr 3-yr 5-yr 10-yr 30-yr $/Euro $/BP JY/$ CD/$ NASD SPX DJIA 

9/09/16 0.29 0.49 0.60 0.74 0.87 1.20 1.71 2.48 1.121 1.326 102.86 1.303 5125.91 2127.81 18085.45 
9/30/16 0.29 0.45 0.59 0.77 0.88 1.14 1.60 2.32 1.124 1.302 101.21 1.312 5312.00 2168.27 18308.15 

10/07/16 0.33 0.46 0.64 0.84 0.98 1.26 1.72 2.46 1.120 1.244 102.91 1.328 5292.40 2153.74 18240.42 
 

Recent Economic Data and Outlook 
The economic data were mixed.  The ISM surveys both surprised 
to the upside.  Nonfarm payrolls rose a bit less than expected, 
while the unemployment rate ticked modestly higher, but the 
employment report did not much alter the overall consensus view 
of the economy.  Fears of a hard Brexit sent the pound reeling. 
 

 
 
The September Employment Report was mildly disappointing 
on the surface, but remained consistent with a gradual 
tightening in overall labor market conditions.  Nonfarm payrolls 
rose by 156,000 (median forecast: +175,000, with whisper 
numbers somewhat higher).  July and August were revised a net 
7,000 lower.  Private-sector payrolls rose 167,000, a +177,000 
average over the last three months.  The unemployment rate 
edged up to 5.0% (“essentially unchanged”), reflecting a rise in 
labor force participation.  Note that September figures are 
subject to distortions due to seasonality (prior to adjustment, 
we added 1.48 million education jobs in September and lost 
674,000 non-education jobs).  Average weekly hours rebounded 
(after dipping in August).  Average hourly earnings rose 0.2%, 
+2.6% y/y, with mixed results across industries. 
 
In the IMF’s World Economic Outlook, global growth was 
expected to be 3.1% in 2016 and 3.4% in 2016 (the same as in 
the July forecast).  Forecasts for U.S. growth were revised lower.   
 
The ADP Estimate of private-sector payrolls rose by 154,000 in 
the initial estimate for September.  Details showed some 
moderation in the pace of hiring at small firms, but a pickup in 
job growth at larger firms. 
 
The ISM Manufacturing Index rose to 51.5 in September, vs. 
49.4 in August and 52.6 in July. New orders and production 
picked up.  Employment was about flat.  Order backlogs were 
little changed.  Input price pressures were moderate. 

 
The ISM Non-Manufacturing Index rose to 57.1 in September, 
vs. 51.4 in August and 55.5 in July.  Business activity and new 
orders were strong.  Employment growth picked up (best since 
March).  Input price pressures were moderate. 
 
Unit Auto Sales rose to a 17.7 million seasonally adjusted 
annual rate in September, up from August’s 16.9 million, but 
down from 18.0 million a year ago.  For the third quarter, the 
sales pace for domestically built vehicles was 13.6 million, vs. 
13.2 million in 2Q16 and 14.0 million in 3Q15. 
 
The U.S. Trade Deficit widened to $40.7 billion in August, 
following -$39.5 billion in July.  The merchandise trade deficit 
was unchanged (at $60.3 billion).  The surplus in services fell, 
reflecting broadcast payments for the Olympic Games.  Details 
of the report suggested that the net exports will make a positive 
contribution to GDP growth in the third quarter. 
 
Construction Spending fell 0.7% in August (-0.3% y/y).  Private 
single-family construction spending fell 0.9% (-1.5% y/y), while 
multi-family spending rose 2.4% (+13.9% y/y).  Nonresidential 
construction spending slipped 0.4% (+4.2%).  Public construction 
spending fell 2.0% (-8.8% y/y). 
 
U.K. Prime Minister Theresa May, said that Article 50 will be 
submitted by late March, kicking off a two-year negation 
process for exiting the European Union.   
 

Economic Outlook (4Q16):  GDP growth at a 1.5-2.0% annual 
rate, vs. 2.0-2.5% in 3Q16. 
 
Employment:  The trend in nonfarm payrolls appears to have 
slowed somewhat this year, but job growth remains relatively 
strong (beyond a long-term sustainable pace).  
Consumers:  Strong job growth and moderate wage gains are 
supportive.  Spending growth appeared to lose some 
momentum in July and August.  
Manufacturing:  Mixed across sectors, but relatively soft overall.  
Lean inventories suggest some potential for a pickup in 
production, but a soft global economy isn’t helping exports.  
Housing/Construction:  Supply constraints and affordability 
issues remain important restraints for residential construction 
and the pace of home sales.  Mortgage rates have remained low 
and job growth has been supportive.  
Prices:  Ex-food & energy, the PCE Price Index has continued to 
trend below the Fed’s 2% target.  There is little inflation in 
consumer goods.  Inflation in consumer services has been 
boosted by higher rents.  Wage gains are moderate. 

Interest Rates:  The Fed remains in tightening mode, but is 
expected to proceed cautiously as it normalizes policy.  Most 
Fed officials expect to raise rates by the end of 2016.   
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This Week:     forecast last last –1 comments 
         Sunday 10/09  2

nd
 Presidential Debate     St. Louis 

         Monday 10/10  Columbus Day holiday     bond market closed 
         Tuesday 10/11 6:00 Small Business Optimism Sep NF 94.4 94.6 stuck in a narrow range 
         Wednesday 10/12 10:00 JOLTS data Aug    little change expected 
  11:30 Treasury Note Auction     $24 billion in 3-year notes 
  1:00 Treasury Note Auction     $20 billion in re-opened 10-year notes 
  2:00 FOMC Minutes 9/21    agree to disagree 
         Thursday 10/13 8:30 Jobless Claims, th. 10/08 240 249 254 some impact from the hurricane 
  8:30 Import Prices Sep NF -0.2% +0.1% seen little changed 
     ex-food & fuels  NF 0.0% +0.1% little pressure 
   Treasury Bond Auction     $12 billion in re-opened 30-year bonds 
         Friday 10/14 8:30 Producer Price Index Sep +0.2% 0.0% -0.4% likely to be little changed 
     ex-food & energy  +0.1% +0.1% -0.3% low old core 
     ex-f, e, trade services  +0.1% +0.3% 0.0% low new core 
  8:30 Retail Sales Sep +0.5% -0.3% +0.1% likely to rebound, but a slower trend 
     ex-autos  +0.4% -0.1% -0.4% some boost from gasoline prices 
     ex-autos, bld mat, gasoline  +0.3% 0.0% -0.1% moderate (watch for revisions) 
  10:00 Business Inventories Aug +0.2% -0.0% +0.2% higher in 3Q16 
  10:00 UM Consumer Sentiment m-Oct 92.0 91.2 89.8 still range-bound 
  1:30 Yellen Speaks     “Macroeconomic Research After the Crisis” 
         Next Week:         
         Monday 10/17 8:30 Empire St. Manf. Index Sep NF -2.0% -4.2% still soft 
  8:30 Industrial Production Aug -0.1% -0.4% +0.6% soft 
     manufacturing output  -0.2% -0.4% +0.4% aggregate hours fell 0.4% 
     capacity utilization  75.3% 75.5% 75.9% no threat to the inflation outlook 
         Tuesday 10/18 8:30 Consumer Price Index  Aug +0.3% +0.2% 0.0% gasoline prices rose (instead of fell) 
        year-over-year  +1.5% +1.1% +0.8% -0.1% falls off the back end of the y/y 
     ex-food & energy  +0.2% +0.3% +0.1% moderate core inflation 
        year-over-year  +2.2% +2.3% +2.2% roughly steady 
  8:30 Real Ave. Hourly Earnings Aug -0.1% -0.4% +0.4% nominal AHE rose 0.2% 
  10:00 Homebuilder Sentiment Sep 64 65 59 sharply higher in August 
         Wednesday 10/19 8:30 Building Permits, th. Aug 1165 1152 1144 trend is higher 
      % change  +1.1 +0.7 -0.8 July was revised higher 
   Housing Starts  1160 1142 1212 choppy and subject to large revisions 
      % change  +1.6 -5.8 +1.4 but a moderately strong trend 
  2:00 Fed Beige Book     still “modest to moderate?” 
  9:00 3

rd
 Presidential Debate     Viva Las Vegas 

         Thursday 10/20 8:30 Jobless Claims, th. 10/15 260 240 249 hurricane effect 
  8:30 Philadelphia Fed Index Sep NF 12.8 2.0 erratic 
  10:00 Existing Home Sales, mln Aug 5.45 5.33 5.38 a strong pace, but supply constraints 
      % change  +2.3 -0.9 -3.4 affordability still an issue 
  10:00 Leading Econ Indicators Aug +0.2% -0.2% +0.5% lower jobless claims, yield curve 
  1:00 TIPS Auction     re-opened 30-year TIPS 
         Friday 10/21  no significant data     Battle of Trafalgar (1805) 

  
This Week… 
The Fed policy meeting minutes and the retail sales report are 
expected to be the highlights.  The Federal Open Market 
Committee was close to raising short-term interest rates in 
September.  Officials were mixed, but most felt that, given the 
asymmetry of policy errors, it was appropriate to wait for more 
information.  The minutes should help solidify expectations of a 
December hike, although policy action will remain data-
dependent (and sensitive to market conditions).  Retail sales are 
likely to have risen moderately. 

Monday 
Columbus Day (September) – The bond market is closed.  Also, 
Happy Thanksgiving folks in Canada.  

Tuesday 
Small Business Optimism Index (August) – Likely to remain range-
bound in the near term. 

Wednesday 
Job Opening and Labor Turnover Survey (August) – Hiring and quit 
rates have been trending about flat. 
 
FOMC Minutes (September 20-21) – It’s clear that Fed officials 
were divided on whether to raise short-term interest rates.  
However, nearly all expected to hike at some point.  In her press 
conference, Chair Yellen explained why the FOMC held off, and 
it wasn’t because officials lacked confidence in the economy:  
“with labor market slack being taken up at a somewhat slower 
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pace than in previous years, scope for some further improvement 
in the labor market remaining, and inflation continuing to run 
below our 2 percent target, we chose to wait for further evidence 
of continued progress toward our objectives.”  We are unlikely to 
learn much from the FOMC minutes, but it should help to clarify 
how the Fed weighs the available information. 

Thursday 
Jobless Claims (week ending October 8) – Hurricanes can affect 
the weekly figures in two ways.  First, some individuals can’t file 
a claim due to the weather, then weaker economic conditions 
lead to an increase in the following weeks.  The Labor Department 
should share how much of a claims increase is hurricane related.  

  
Import Prices (September) – Commodity prices have begun to 
firm a bit, but we may not see much of that in the September 
data.  There still appears to be plenty of excess capacity in the 
global production of raw materials.  U.S. exports have been 
limited by the drop in food prices.  

 

Friday 
Producer Price Index (September) – Wholesale gasoline prices 
rose last month, but they usually fall in September.  Hence, the 
seasonal adjustment will add to the energy impact on the PPI.  
Ex-food & energy, price pressures are likely to be mixed, but 
generally modest.  Wholesale and retail margins, part of trade 
services, can be quirky and often add noise.  

  
Retail Sales (September) – Unit motor vehicle sales fell from a 
year ago, but rose relative to August on a seasonally adjusted 
basis.  Ex-autos, results were soft in July and August, but we 
ought to see a moderate gain in September (watch for revisions).  

 
 

Next Week … 
Industrial production figures are likely to have remained soft in 
September.  Gasoline prices will add a little upward pressure to 
the headline Consumer Price Index.  The other data reports are 
unlikely to matter much for the financial markets.  The 
presidential candidates will meet for their last debate. 
 

Coming Events and Data Releases 

October 28 Real GDP (3Q16, advance estimate) 

November 1 ISM Manufacturing Index (October) 

November 2 FOMC Policy Decision (no press conference) 

November 4 Employment Report (October) 

November 8 Election Day 

December 14 FOMC Policy Decision, Yellen press conference 

February 1 FOMC Policy Decision (no press conference) 

March 15 FOMC Policy Decision, Yellen press conference 
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