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The February Employment Report 
 “Indeed, at our meeting later this month, the Committee will 

evaluate whether employment and inflation are continuing to 
evolve in line with our expectations, in which case a further 
adjustment of the federal funds rate would likely be 
appropriate.”                              – Fed Chair Janet Yellen (March 3) 
 

Prior to seasonal adjustment, the U.S. economy added more 
than a million jobs in February (unadjusted payrolls rose by 
831,000 in February 2016 and by 832,000 in February 2015).  
Mild weather likely played a part and there is the normal 
statistical uncertainty, making it hard to tell how much of the 
job gain is due to improved business confidence (weather and 
statistical noise will wash out over time).  However, job growth 
is still expected to slow as the labor market tightens.  

  
The unemployment rate edged back down to 4.7%, as labor 

force participation edged higher.  The unemployment rate held 
steady at 4.1% for the key age cohort of 25-54.  The 
employment/population ratio for this group continued to trend 
higher (not terribly far from the pre-recession level).  

 

 
A tighter labor market should generate wage pressures.  

Average hourly earnings rose 0.2% in February (+2.8% y/y).  
Monthly wage figures are normally choppy, but the underlying 
trend in the year-over-year pace is only moderately higher.  
Wage gains should be higher in sectors where employees are 
more difficult to hire, but results appear mixed.  For the three 
months ending February, average hourly earnings in tech rose 
4.0% y/y.  Retail rose 1.5% y/y, while leisure and hospitality led 
the way at 4.2%.  Three-month averages can themselves be 
uneven over time, but the data do not suggest a sharp rise in 
wages.  Of course, benefits also factor into the hiring decisions.  

  
Job market data can be distorted by a number of factors in 

the early part of the year, but the broad range of indicators and 
recent anecdotal evidence suggest that, while labor market 
slack is being reduced, there’s still a fair amount left over from 
the recession.  There’s nothing to indicate that the Fed needs to 
slam on the brakes at this point, but officials do need to 
gradually take the foot of the accelerator. 
 

Investors were quick to take away Yellen’s message that the 
Fed is almost certain to raise short-term interest rates again on 
March 15.  However, investors appear to have missed the other 
important signal in her March 3 speech on the economic 
outlook.  That is, a number of factors kept the Fed from 
tightening more aggressively in the last two years – and absent a 
softening in job market conditions or a slowdown in economic 
growth, “the process of scaling back accommodation likely will 
not be as slow as it was in 2015 and 2016.” 
 

Tighter monetary policy need not be a negative for stock 
market investors.  After all, it depends on why the Fed is raising 
rates.  In this case, it is because officials are more confident.  
There appears to be little danger that the Fed will be choking off 
growth or causing major disruptions to the global financial 
system.  Still, the pace of tightening is expected to be gradual.   
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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 

2/10/17 0.55 0.64 0.81 1.20 1.47 1.89 2.41 3.01 1.065 1.250 113.22 1.307 5734.13 2316.10 20269.37 
3/03/17 0.71 0.84 0.98 1.32 1.59 2.02 2.49 3.08 1.055 1.225 114.60 1.342 5870.75 2383.12 21005.71 
3/10/17 0.75 0.89 1.04 1.36 1.67 2.10 2.58 3.17 1.068 1.217 114.73 1.346 5858.94 2372.61 20902.98 

 

Recent Economic Data and Outlook 
The financial markets have fully factored in a March 15 Fed rate 
hike.  A strong ADP estimate of private-sector payrolls lifted 
expectations for the employment report – and job growth 
surprised to the upside.  While it’s only one month, January trade 
figures suggested that net exports will likely subtract from 1Q17 
GDP growth (that does not mean that foreign trade is a drag on 
growth – rather, higher imports simply reflect strength in the 
domestic economy).  Oil prices fell sharply. 
 

 
 

The federal debt ceiling is back into effect on March 16 (the 
ceiling becomes the March 15 debt level).  In a letter to 
Congress, Treasury Secretary Mnuchin indicated the Treasury 
“anticipates that it will need to start taking certain extraordinary 
measures in order to temporarily prevent the United States from 
defaulting on its obligations.”  These measures should facilitate 
the funding of the government into autumn. 

 
In her speech on the economic outlook, Fed Chair Janet Yellen 
signaled that the central bank would likely raise short-term 
interest rates in March as long as the employment and inflation 
data evolved as anticipated.  She noted that “given how close 
we are to meeting our statutory goals, and in the absence of 
new developments that might materially worsen the economic 
outlook, the process of scaling back accommodation likely will 
not be as slow as it was in 2015 and 2016.” 
 
The February Employment Report was stronger than 
anticipated.  Nonfarm payrolls rose by 235,000 (median 
forecast: +190,000, although market participants were braced 
for an upside surprise).  The three-month average was +209,000 
(+199,000 for the private-sector).  The unemployment rate fell 
back to 4.7%, as labor force participation edged higher.  Average 
hourly earnings rose a moderate 0.2% (+2.8% y/y). 

 
The ADP Estimate of private-sector payrolls rose by 298,000 in 
February, helped by unseasonably mild winter weather.  Job 
gains continued to pick up for small and medium-sized firms. 
 
The U.S. Trade Deficit widened to $48.5 billion in January, vs. 
$44.3 billion in December.  Merchandise exports rose 0.9% 
(+9.4% y/y).  Merchandise imports rose 2.6% (+9.2% y/y), with 
petroleum imports up 18.4% (+48.1% y/y) and non-petroleum 
imports up 1.3% (+6.5%y/y). 
 
Import Prices rose 0.2% in February (+4.6% y/y), with petroleum 
prices down 0.7% (+73.3% y/y).  Ex-food & fuels, import prices 
rose 0.3% (+0.3% y/y), reflecting a 1.5% rise in industrial 
supplies and materials (+5.7% y/y).  Inflation in imported 
finished goods remained mild. 
 
Factory Orders rose 1.2% in January (+3.8% y/y), reflecting a 
surge in aircraft orders.  Durable goods orders rose 2.0%, 
unchanged excluding transportation.  Orders for nondefense 
capital goods ex-aircraft edged down 0.1% (following +0.7% in 
November and +1.7% in December). 
 
The European Central Bank’s Governing Council left short-term 
interest rates unchanged and did not alter its asset purchase 
program.  ECB President Draghi said that risks surrounding the 
outlook “have become less pronounced, but remain tilted to the 
downside and relate primarily to global factors.” 
 
Economic Outlook (1Q17): 2.0-2.5% GDP growth. 
 
Employment:  Job growth has remained relatively strong, 
although the pace should slow as the job market tightens.  
Consumers:  Job gains and wage growth are supportive for 
spending, but the increase in gasoline prices (relative to a year 
ago) has reduced purchasing power.  Debt levels are 
manageable, with few signs of strain at the aggregate.  
Manufacturing:  Some pickup is anticipated in the near term, 
reflecting improvement in capital goods orders and a somewhat 
better global economic outlook.  Auto sales and production are 
expected to plateau.  
Housing/Construction:  Job growth has remained supportive, 
but higher home prices and higher mortgage rates are a 
restraint for first-time buyers.  Tax cuts are expected to help fuel 
the demand for vacation homes and second homes.  
Prices:  Ex-food & energy, the PCE Price Index has continued to 
trend below the Fed’s 2% target, but not by a lot.  There is little 
inflation in consumer goods.  Inflation in services has been 
boosted by higher rents.  Wage gains are moderate, but rising. 

Interest Rates:  The Fed remains in tightening mode, and is 
expected to be more aggressive in raising rates in 2017. 
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This Week:     forecast last last –1 comments 
         Monday 3/13  no significant data      
         Tuesday 3/14 6:00 Small Business Optimism Feb NF 105.9 105.2 likely to remain elevated 
  8:30 Producer Price Index Feb -0.3% +0.6% +0.2% lower gasoline prices 
     ex-food & energy  +0.1% +0.4% +0.1% mild old core 
     ex-f, e, trade services  +0.2% +0.2% +0.1% moderate new core 
         Wednesday 3/15 8:30 Consumer Price Index Feb +0.1% +0.6% +0.3% gasoline prices lower 
        year-over-year  +2.6% +2.5% +2.1% but still up y/y 
     ex-food & energy  +0.2% +0.3% +0.2% moderate core inflation 
        year-over-year  +2.2% +2.3% +2.2% moderate y/y 
  8:30 Real Hourly Earnings Feb +0.1% -0.5% 0.0% nominal AHE rose 0.2% 
  8:30 Retail Sales Feb +0.2% +0.4% +1.0% Unit auto sales little changed 
     ex-autos  +0.2% +0.8% +0.4% weather is a plus, but gasoline prices fell 
     ex-autos, bld mat, gasoline  +0.2% +0.6% +0.1% lackluster (but February is not critical) 
  8:30 Empire St. Manf. Index Mar NF 18.7 6.5 strong in February 
  10:00 Business Inventories Jan +0.3% +0.4% +0.8% some slowing seen in 1Q17 
  10:00 Homebuilder Sentiment Mar 65 65 67 seen about steady 
  2:00 FOMC Policy Decision  0.75-1% .5-.75% .5-.75% another 25 bps largely factored in 
  2:00 Summary of Econ Proj.     revised forecasts, new dot plot 
  2:30 Yellen Press Conference     Janet explains it all 
         Thursday 3/16 7:00 BOE Policy Decision     no change 
  8:30 Jobless Claims, th. 3/11 242 243 223 still trending low 
  8:30 Building Permits, th. Feb 1300 1293 1228 still strong 
      % change  +0.5 +5.3 +1.3 weather may help 
   Housing Starts  1295 1246 1279 seen higher 
      % change  +4.0 -2.6 +11.3 but starts are erratic 
  8:30 Philadelphia Fed Index Mar NF 43.3 23.6 extremely high in February 
  10:00 JOLTS data Jan    a mild trend in quit rates and hiring rates 
         Friday 3/17 9:15 Industrial Production Feb +0.5% -0.3% +0.6% moderately strong 
   Manufacturing Output  +0.6% +0.2% +0.3% aggregate hours rose 0.6% 
   Capacity Utilization  75.7% 75.3% 75.6% not a threat to the inflation outlook 
  10:00 Leading Econ Indicators Feb +0.8% +0.6% +0.5% positive contributions across components 
  10:00 UM Consumer Sentiment m-Mar 95.5 96.3 98.5 some moderation 
         Next Week:         
         Monday 3/20  no significant data     spring equinox 
         Tuesday 3/21 8:30 Current Account, $bln 4Q16 -129.1 -113.0 -118.3 widerJackpot106 
         Wednesday 3/22 10:00 Existing Home Sales, mln. Feb 5.70 5.69 5.51 seen little changed 
      % change  +0.2 +3.3 -1.6 helped by mild weather 
         Thursday 3/23 8:30 Jobless Claims, th. 3/18 241 242 243 still trending low 
  10:00 New Home Sales, th. Feb 565 555 535 likely a bit higher 
      % change  +1.8 +3.7 -7.0 but these data are noisy 
  1:00 TIPS Auction     re-opened 10-year TIPS 
         Friday 3/24 8:30 Durable Goods Orders Feb +0.4% +2.0% -0.9% some noise in aircraft orders 
     ex-transportation  +0.5% 0.0% +0.9% moderate, helped by mild weather 
     nondef cap gds ex-aircraft  +0.6% -0.1% +0.8% a moderate trend higher 

  

This Week… 
A 25-basis-point rate hike is factored in at this point.  Investors 
should still be curious about the Fed’s outlook beyond.  The 
Summary of Economic Projections will include a refreshed dot 
plot, and Chair Yellen will add some color in her post-meeting 
press conference.  The economic data reports will be secondary 
to the Fed policy decision.  February is an “in between” month 
for retailers (coming after the holiday shopping season and 
before the spring sales), making it less critical (except, for some 
unknown reason, in the eyes of financial market participants).  
The mild winter may have an impact on a lot of the February 
data.  The headline CPI is likely to post only a mild increase, as 
seasonal adjustment will exaggerate the dip in gasoline prices. 

Monday 
No significant economic data. 

Tuesday 
Small Business Optimism Index (February) – The headline figure 
surged in December and added a little more in January, 
reflecting improvement in the general business outlook and 
increased expectations for sales.  Employment plans picked up a 
bit, but capital spending plans remained moderate. 
 
Producer Price Index (February) – Wholesale gasoline prices 
normally rise in February (the seasonal adjustment anticipates a 
6.7% rise).  Hence, the headline figure will be biased lower.  
Core inflation and pipeline pressures should be moderate.   
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Wednesday 
Consumer Price Index (February) – Retail gasoline prices normally 
rise in February (the seasonal adjustment anticipates an 
increase of about 1.0% – not as steep as in the PPI), but they fell 
about 2.5%.  Core inflation is likely to remain moderate.  

  
Real Hourly Earnings (February) – While nominal (current dollar) 
wage growth has been trending gradually higher, real (inflation-
adjusted) wage growth has slowed dramatically.  That implies 
less fuel for consumer spending growth in the near term.  
Nominal hourly earnings rose 0.2% last month, while the 
headline CPI is expected to have risen modestly. 
 
Retail Sales (February) – Unit auto sales were little changed last 
month.  Anecdotal reports suggests some softness and retail 
payrolls were weak, but that’s not unusual for February. 
  
FOMC Policy Decision – The Federal Open Market Committee is 
widely expected to raise short-term interest rates another 
quarter percent.  The FOMC is unlikely to end its portfolio 
reinvestment policy at this point, but that should be under 
discussion for later (most likely, in the second half of the year). 
 
Fed Summary of Economic Projections – Fed officials will update 
their forecasts of growth, unemployment, and inflation.  We’ll 
also get a new dot plot.  The Fed is revamping its graphic 
displays with this release (introducing fan charts). 
 
Yellen Press Conference – Chair Yellen will give a more in depth 
explanation of the Fed’s policy decision.  Market participants 
will be looking for clues about the timing of future moves.  In 
her recent speech on the economy, Yellen highlighted the 
reasons that Fed policymakers did not move as aggressively as 
they expected to in 2016 (“mixed readings on the job market, 
along with additional disappointing data on real GDP growth”). 

Thursday 
Jobless Claims (week ending March 11) – Seasonal noise is behind 
us, leaving the underlying trend at a remarkable low level. 
 
Building Permits, Housing Starts (February) – It’s hard to get too 
excited about residential construction figures for February.  
Seasonal adjustment may exaggerate minor weather effects.  
Starts are reported with a huge degree of statistical uncertainty, 
while multi-family activity tends to be choppy. 

Friday 
Industrial Production (February) – Unseasonably warm weather 
should continue to limit the output of utilities.  In 
manufacturing, aggregate hours (from the Employment Report) 
were reported to have risen 0.6%, which should translate into a 
moderately strong pickup in factory output.  

  
Leading Economic Indicators (February) – The LEI is a published 
formula and most of the components are known.  Contributions 
for February are mostly positive and relatively strong. 
 
UM Consumer Sentiment (mid-March) – The February press 
release noted that expectations were sharply split by political 
affiliation.  Democrat responses were “consistent with an 
impending recession” (according to the press release), while 
“Republicans expected renewed robust economic growth.” 
 

Next Week … 
Spring, and a young man’s fancy turns to love, baseball, the 
NCAA tournament.  The economic calendar thins out 
considerably, but there may be some interest in the report on 
durable goods (Friday). 
 

Coming Events and Data Releases 

March 28 CB Consumer Confidence (March) 

March 30 Real GDP (4Q16, 3
rd

 estimate) 

April 3 ISM Manufacturing Index (March) 

April 5 FOMC Minutes (March 14-15) 

April 7 Employment Report (March) 

April 14 Good Friday Holiday (markets closed) 
Consumer Price Index (March) 
Retail Sales (March) 

May 3 FOMC Policy Decision (no press conference) 

June 14 FOMC Policy Decision, Yellen press conference 

July 26 FOMC Policy Decision (no press conference) 

September 20 FOMC Policy Decision, Yellen press conference 

November 1 FOMC Policy Decision (no press conference) 

December 13 FOMC Policy Decision, Yellen press conference 
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