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The October Employment Report  
The October job market data were not far from expectations, 

consistent with a further tightening in labor market conditions.  
While the average hourly earnings figures can be quirky (the 
data are often revised in the following month), wage growth 
appears to be picking up.  That should keep Fed policymakers on 
track to raise short-term interest rates in December.  
 

Nonfarm payrolls rose by 161,000 in the initial estimate for 
October, a bit lower than expected, but previous figures were 
revised higher.  While there is a fair amount of noise from 
month to month, the pace appears to have slowed this year.  
However, job growth remains relatively strong given the 
demographics (slower growth in the working-age population).  
Remember, we need a bit less than 100,000 jobs per month to 
remain consistent with population growth. 
 

  
Nonfarm payrolls have now risen for 72 consecutive months, 

the longest string ever (the previous record was 48 months).  
Private-sector payrolls have risen by 15.5 million. 
 

 

 
The unemployment rate edged down, partly reflecting a drop 

in labor force participation.  Do not read much into that – it is 
consistent with the usual noise in the Household Survey.  The 
employment/population rate also edged down, but the trend 
for the key age cohort, those aged 25-54, has continued to 
improve.  As this key cohort moves up to better jobs, space will 
be created for teenagers and young adults to get experience 
(the typical late-cycle pattern in a job market recovery).   
 

As the job market tightens, one should see some upward 
pressure on wages.  Average hourly earnings, as reported, are 
often quirky.  Large gains may be revised away in the next 
month’s report or may be followed by more modest gains.  
Average hourly earnings rose 0.4% in October, up 2.8% y/y.  

  
While nominal wage growth has picked up over the last year, 

real wage growth has slowed.  That moderation reflects the 
stabilization and initial rise in gasoline prices.  The recent 
increase in gasoline prices has come at a time of year when they 
usually fall – hence, the increase is magnified by the seasonal 
adjustment.  The benefit to consumer spending growth of lower 
gasoline prices was expected to fade over time.  The pickup in 
nominal wages helps to offset some of that impact. 
 

Where does this leave the Fed?  The Federal Open Market 
Committee’s November 2 policy statement made it clear that 
officials are getting closer to raising rates.  However, the FOMC 
did not completely lock down a December 14 move.  Policy 
action will remain data dependent, driven by the job market and 
the inflation outlook.  We’ll get another employment report 
ahead of the mid-December FOMC meeting.  While the Fed isn’t 
going to react to any one piece of data, the November job 
market figures should play a critical part in the Fed decision.  At 
the same time, Fed officials are not expected to raise rates 
aggressively in 2017.  However, that may depend on the pace of 
wage growth and the ability of firms to pass higher costs along.   
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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 

10/07/16 0.32 0.46 0.66 0.84 1.00 1.28 1.80 2.55 1.116 1.243 103.42 1.331 5292.41 2153.74 18240.49 
10/28/16 0.30 0.49 0.66 0.86 1.02 1.33 1.86 2.62 1.093 1.216 105.40 1.338 5190.10 2126.41 18161.19 
11/04/16 0.37 0.52 0.61 0.79 0.94 1.23 1.77 2.56 1.114 1.251 102.97 1.340 5049.58 2085.20 17888.35 

 

Recent Economic Data and Outlook 
The Fed left short-term interest rates steady, as expected.  The 
Employment Report was mostly in line with expectation, but 
wage growth picked up (reinforcing expectations that the Fed will 
move in December).  Other data remained consistent with a 
moderate pace of economic growth in the near term. 
 

 
 
The Federal Open Market Committee left short-term interest 
rates unchanged and the policy statement was a near 
photocopy of the previous one.  The FOMC noted that “the case 
for an increase in the federal funds rate has continued to 
strengthen,” but for the time being, officials decided “to wait for 
some further evidence of continued progress towards its 
objectives.”  Inflation “has increased somewhat since earlier in 
the year,” and “market-based measures of inflation 
compensation have moved higher.”  The vote (to leave interest 
rates unchanged) was 8-to-2. 
 
The October Employment Report showed that the job market 
continued to strengthen.  The Bureau of Labor Statistics noted 
that Hurricane Matthew likely had an impact on the 
employment data, but did not provide an estimate.  Nonfarm 
payrolls rose by 161,000 (median forecast: +175,000), while the 
August and September were revised a net 44,000 higher.  The 
unemployment rate fell to 4.9% (from 5.0%), as labor force 
participation edged down (the trend is still higher).  Average 
weekly hours held steady at 34.4.  Average hourly earnings rose 
0.4%, up 2.8% y/y (the highest since June 2009). 
 
The ADP Estimate of private-sector payrolls rose by 147,000 in 
October, vs. +202,000 in September.  The report showed a 
slowing in hiring by small firms, but a pickup at large firms. 
 
Personal Income rose 0.3% in September (+3.2% y/y), led by a 
0.4% rise in private-sector wages and salaries (+4.0% y/y).  
Personal Spending rose 0.5% (following a 0.1% dip in August, 

+3.7% y/y), boosted by higher auto sales and an increase in 
gasoline prices.  Adjusted for inflation, spending rose 0.3% (vs. -
0.2% in August, +2.4% y/y).  The PCE Price Index rose 0.2% 
(+1.2% y/y), up 0.1% ex-food & energy (+1.7% y/y). 
 
Unit Motor Vehicle Sales rose to a 17.9 million seasonally 
adjusted annual rate in October, down from a year ago, but up 
from the 17.7 million pace in September. 
 
The ISM Manufacturing Index edged up to 51.9 in October, vs. 
51.5 in September and 49.4 in August.  Growth in new orders 
slowed, but production picked up and employment advanced 
(for the first time since June).  Input price pressures were 
moderate.  Comments from supply managers were mixed. 
 
The ISM Non-Manufacturing Index fell to 54.8 in October, vs. 
57.1 in September and 51.4 in August.  Business activity and 
new orders remained relatively strong, although somewhat 
slower than in September. Employment growth was moderate 
(following a strong September).  Input price pressures picked up.  
Comments from supply managers were mixed. 
 
Nonfarm Business Productivity rose at a 3.1% annual rate in 
3Q16 (flat y/y) – an annual rate of 0.7% over the last five years.  
Output rose at a 3.4% pace (+1.6% y/y), while hours rose 0.3% 
(+1.7% y/y).  Unit Labor Costs, the labor expense per unit of 
output, rose at a 0.3% annual rate (+2.3% y/y). 
 
The United Kingdom’s High Court ruled that the House of 
Parliament must approve the submission of Article 50, which 
would kick off negotiations to exit the European Union. 
 

Economic Outlook (4Q16): GDP growth near a 2.0% annual rate. 
 
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 the third quarter.  
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 
         Monday 11/07  no significant data     one more day 
         Tuesday 11/08  Election Day     only 1457 days until the 2020 election 
  6:00 Small Business Optimism Oct NF 94.1 94.4 range-bound 
  10:00 JOLTS: hiring rate  NF 3.6% 3.6% a flat trend 
   JOLTS: quit rate  NF 3.4% 3.5% little changed over the last year 
  1:00 Treasury Note Auction     3-year notes 
         Wednesday 11/09 1:00 Treasury Note Auction     10-year notes 
         Thursday 11/10 8:30 Jobless Claims, th. 11/05 260 265 258 still a low trend 
  1:00 Treasury Note Auction     30-year bonds 
         Friday 11/11  Veterans Day     bond market closed 
  10:00 UM Consumer Sentiment m-Nov 87.0 87.2 91.2 election has likely weighed on sentiment 
         Next Week:         
         Monday 11/14  no significant econ data      
         Tuesday 11/15 8:30 Retail Sales Oct +0.5% +0.6% -0.2% unit auto sales edged up 
     ex-autos  +0.4% +0.5% -0.2% higher gasoline prices 
     ex-autos, bld mat, gasoline  +0.3% 

% 
+0.2% 0.0% lackluster core 

  8:30 Import Prices Oct NF +0.1% -0.2% still low 
     ex-food & fuels  NF 0.0% 0.0% no pressure 
  8:30 Empire St. Manf. Index Nov NF -6.8 -2.0 your guess is as good as mine 
  10:00 Business Inventories Sep +0.2% +0.2% -0.0% assumed +0.2% in advance GDP estimate 
         Wednesday 11/16 8:30 Producer Price Index Oct +0.5% +0.3% 0.0% some pickup in energy 
     ex-food & energy  +0.2% +0.2% +0.1% mild old core 
     ex-f, e, trade services  +0.2% +0.3% +0.3% moderate trend in new core 
  9:15 Industrial Production Oct +0.5% +0.1% -0.5% moderate 
   Manufacturing Output  +0.5% +0.2% -0.5% aggregate manufacturing hours rose 0.4% 
   Capacity Utilization  75.7% 75.4% 75.3% no threat to the inflation outlook 
  10:00 Homebuilder Sentiment Nov 63 63 65 seen about steady 
         Thursday 11/17 8:30 Jobless Claims, th. 11/12 262 260 265 still low 
  8:30 Consumer Price Index Oct +0.4% +0.3% +0.2% higher gasoline prices 
        year-over-year  +1.6% +1.5% +1.1% trending higher 
     ex-food & energy  +0.2% +0.1% +0.3% moderate core inflation 
        year-over-year  +2.2% +2.2% +2.3% steady 
  8:30 Real Hourly Earnings Oct +0.0% -0.1% -0.1 nominal earnings rose 0.4% 
  8:30 Building Permits, th. Oct 1195 1225 1152 a moderate pullback 
      % change  -2.5 +6.3 +0.7 single-family trend is strong 
   Housing Starts  1165 1047 1150 choppy, and likely to rebound 
      % change  +11.3 -9.0 -5.6 but watch for revisions 
  8:30 Philadelphia Fed Index Nov NF 9.7 12.8 strong in September and October 
         Friday 11/18  Leading Econ Indicators Oct +0.1% +0.2% -0.2% mixed 

  
This Week… 
The economic data calendar is about as thin as it can be.  
Financial markets await the election results. 

Monday 
No significant data. 

Tuesday 
Election Day – Our long national nightmare is nearly over (and 
new ones can begin).  While recent polls have indicated that a 
Hillary win is less likely than it was a couple of weeks ago, she is 
still expected to prevail.  Trump does have a possible path to 
victory, but it will depend on him winning key battleground 
states and possibly flipping one or more of Hillary’s firewall 
states (PA, MI, WI).  The Democrats will need to pick up four 
seats to gain a majority in the Senate if Hillary wins (five if 
Trump wins).  Four seats are expected to flip to the Democrats, 
with two other contests which are close.  Of course, there is 
plenty of room for a surprise or two.   

 
races to watch: 

polls 
close 

state electoral 
college 
votes 

leaning Senate 
current 

Senate 
expect 

7:00 IN 11 Trump R close 

7:30 NC 15 close R R 

 OH 18 Trump R R 

8:00 FL 29 close R R 

 IL 20 Clinton R D 

 MO 10 Trump R close 

 NH 4 Clinton R D 

 PA 20 Clinton R D 

9:00 CO 9 Clinton D D 

 MI 16 Clinton --- --- 

 WI 10 Clinton R D 

10:00 IA 6 Trump R R 

 NV 6 close D D 
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Small Business Optimism (October) – Small business sentiment 
has remained range-bound in recent months.  

  
Job Opening and Labor Turnover Survey (September) – Hiring and 
quit rates are an important gauge of labor market strength.  
Both have been trending higher in this recovery, but 
improvement seems to have arrived more slowly in the last 
several months.  Note that turnover is expected to remain 
muted as the population ages (less job hopping).  

 

Wednesday 
No significant data.  However, the markets are expected to 
digest the election results.  Be aware that we could see some 
contested outcomes (Trump has not said that he would concede 
if he loses).  Attention will then turn to what the victor might be 
able to accomplish.  A number of potential difficulties remain for 
the current Congress, including the budget.  The federal debt 
ceiling will go back into effect in March (but the Treasury has 
some leeway to dodge that, especially as tax receipts roll in). 

Thursday 
Jobless Claims (week ending November 5) – Unadjusted claims 
typically trend higher in the last few months of the year, with a 
lot of variability from week to week.  Adjusted figures often 
jump around during this time of year.  Take any wild swings with 
a grain of salt.  Any effect from Hurricane Matthew appears to 
have been limited.  

 

Friday 
UM Consumer Sentiment Index (mid-November) – More or less 
range-bound, we haven’t seen evidence of a collapse.  

 
 

Next Week … 
Tuesday is the election.  The data calendar is thin.  The bond 
market will be closed on Friday for the Veteran’s Day holiday. 
 

Coming Events and Data Releases 

November 23 Durable Goods Orders (October) 
FOMC Minutes (November 1-2) 

November 24 Thanksgiving Holiday (markets closed) 

November 29 Real GDP (3Q16, 2
nd

 estimate) 
CB Consumer Confidence (November) 

December 1 ISM Manufacturing Index (November) 

December 2 Employment Report (November) 

December 14 FOMC Policy Decision, Yellen press conference 

February 1 FOMC Policy Decision (no press conference) 

March 15 FOMC Policy Decision, Yellen press conference 

May 3 FOMC Policy Decision (no press conference) 

June 14 FOMC Policy Decision, Yellen press conference 
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