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Janet Yellen’s Employment Report

Highlights
The market will be especially interested in the 
unemployment rate this month, because just 
a 0.1% drop to 6.5% pushes the rate to the 
Fed’s threshold of 6.5%. 

Yellen made it clear last week that the Fed 
was in no hurry to raise rates when the 
unemployment rate crosses the 6.5% threshold.

In our view, the Fed is not likely to raise rates 
until late 2015 or even early 2016.

This Friday, March 7, 2014, the U.S. Department of Labor will release the 
Employment Situation report for February 2014. The Employment Situation 
report is two reports in one; the household survey generates the headline 
unemployment rate, while the establishment survey generates the nonfarm 
payroll job count. The unusually harsh winter weather across a large swath of 
the nation in February 2014 will likely have a major impact on the employment 
data in February. As of early Monday, March 3, 2014, the consensus of 
economists as polled by Bloomberg News is looking for a net increase 
of 154,000 private sector jobs in February 2014, after the 142,000 gain in 
January 2014. Prior to the 75,000 weather-impacted gain in jobs in December 
2013, the private sector economy was consistently creating between 175,000 
and 200,000 net new jobs per month. We continue to look for a return to that 
pace of job creation once the weather returns to normal.

The consensus is looking for a 6.6% reading on the unemployment rate (see 
“A Closer Look: Labor Market Surveys,” page 5) in February 2014, the same 
reading as in January 2014. The market will be especially interested in the 
unemployment rate this month because just a 0.1% drop to 6.5% pushes 
the rate to the Federal Reserve’s (Fed) threshold of 6.5%. 

We continue to look for a return to that 
pace of job creation once the weather 

returns to normal.
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Civilian Unemployment Rate: 16-Yr +, Seasonally Adjusted, %

Source: Bureau of Labor Statistics, Haver Analytics   02/28/14

Shaded area indicates recession.

1  Yellen Says the Unemployment Rate Is Not a Sufficient Measure of the Health of the 
Labor Market
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This threshold was a common theme in the second leg of Fed Chair Janet 
Yellen’s testimony before the Senate Banking Committee late last week 
(Thursday, February 27, 2014). Although the focus in the media this week 
ahead of the release of the Employment Situation report is likely to be on 
the nonfarm payroll job count and the unemployment rate, in this week’s 
Weekly Economic Commentary, we will focus on Janet Yellen’s employment 
report on various employment statistics that Yellen said the Fed will be 
watching closely. 
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Structuaral Issues in the Labor Market
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Source: Bureau of Labor Statistics, Haver Analytics   02/28/14

Shaded area indicates recession.

2  The Participation Rate Has Been Declining for 15 Years and Will Likely Decline Over the 
Next 10 Years

State of the Labor Market

Last week, senators on the Senate Banking Committee asked Yellen several 
times about the state of the labor market. A sampling of her answers is 
below, and we’ve bolded some of the labor market metrics she mentioned:

The unemployment rate is not a sufficient statistic to measure 
the health of the labor market. An additional 5 percent, an 
unusually high fraction of our labor force is working part time for 
economic reasons which means they’re unable to get full-time 
work but want it. That’s an additional 7 million plus Americans who 
are involuntarily employed part time. And we have [an] unusually 
high fraction of Americans who are unemployed and have been for 
substantial amounts of time. So, you know, as we go — go to a fuller 
consideration of how is the labor market performing, we need to 
take all of those things into account.

There is no hard and fast rule about what unemployment rate 
constitutes full employment, and we need to consider a broad 
range of indicators. Many members of the committee have 
emphasized this point and it’s one I agree with.

A Closer Look: Participation Rate

 § For years, the labor force participation 
rate has been an afterthought in the 
monthly employment report and 
received little attention from the 
market, the media, the public, or 
pundits. While the market continues 
to largely ignore the number, it gets 
a ton of attention each month from 
the other groups noted above. The 
participation rate (63.0% in January 
2014) is calculated by dividing the 
labor force (155.5 million in January 
2014) by the civilian population over 
the age of 16 (246.9 million in January 
2014). This metric ran up sharply 
between the early 1960s (58%) and 
early 1990s (67%) as women entered 
the labor force like never before. The 
participation rate among women 
aged 20 and over was around 37% 
in the early 1960s and by the early 
90s it was close to 60%. The overall 
participation rate plateaued in the 90s, 
peaked at just over 67% in the early 
2000s, and has been falling ever since. 

 § According to the nonpartisan 
Congressional Budget Office (CBO), 
The sluggish economy, demographic 
trends, and the unusual nature 
of this recovery account for the 
three percentage point drop in the 
participation rate since 2007, with the 
aging of the population accounting 
for half of the drop. The oldest baby 
boomers began turning 65 in 2011. 
The participation rate of people 65 
and above is less than 20%, so as a 
greater portion of the population turns 
65, the participation rate will continue 
to decline. Indeed, the CBO projects 
the participation rate will continue to 
decline over the next 10 years (albeit 
at a slower pace than over the past 
few years) and hit 60.8 by 2024.

* CBO Projects Rate to Continue to 
Decrease Steadily Over Next Ten 
Years to 60.8 by 2014



LPL Financial   Member FINRA/SIPC      Page 3 of 6

WEEKLY ECONOMIC COMMENTARY

Well, Senator, we are very focused on and concerned about the 
high level of long-term unemployment. It’s really unprecedented 
to see something like 37 percent of unemployed in long spells. I 
mean, what can we do? We can try to foster a stronger labor 
market generally. We don’t have tools that are targeted at long-term 
unemployment. But in taking account of how much slack there is in 
the labor market… 

Look, if the unemployment rate is above that (6.5%), we see 
absolutely no need to consider any possibility of raising rates. Below 
that we begin to look more carefully.

The unemployment rate, if I had to choose one metric, the 
unemployment rate is probably best. And members of our committee 
aren’t certain exactly what constitutes full employment, but generally 
see a range of 5 percent to 6 percent or a little bit in that area to be a 
state of full unemployment in the economy. But also looking at part 
time employment, job flows, what’s happening with wages and 
a broader set of metrics I think is necessary.

The fact that we’ve seen very slow growth in wages, for example, 
I take as one of many pieces of information suggesting the labor 
market has not — has not returned to normal and has quite a ways to go.

Fed Monitoring Labor Market Indicators 

In general, Yellen made it clear that the Fed is in no hurry to raise rates 
when the unemployment rate crosses the 6.5% threshold. This metric was 
first cited by the Federal Open Market Committee (FOMC) in December 
2012, when it noted that it “currently anticipates that this exceptionally low 
range for the federal funds rate will be appropriate at least as long as the 
unemployment rate remains above 6-1/2 percent, inflation between one and 
two years ahead is projected to be no more than a half percentage point 
above the Committee’s 2 percent longer-run goal, and longer-term inflation 
expectations continue to be well anchored.”

Instead, Yellen pointed out, the Fed would broaden the labor market 
indicators it is monitoring, and “look more carefully” at other relevant 
metrics. The tone of Yellen’s remarks indicated that while she didn’t speak 
for the FOMC, she was not ready to say that the labor market was back to 
normal, or anywhere close to it, even though the unemployment rate was 
poised to cross the 6.5% threshold. 

The risk in this view for financial markets — and especially the bond 
market — is that there is less slack in the labor market than Yellen and most 
other members of the FOMC think there is. While there are still many more 
factors pushing down on inflation than pushing inflation higher, wages 
account for two-thirds of businesses’ costs, and therefore, play a big role 
in the overall pace of inflation. We have already seen evidence that wages 
are rising and labor market conditions are tightening in a few scattered 
industries. For example, energy, construction, information technology, and 
logistics were cited in the most recent Beige Book as professions that 

The Federal Open Market Committee (FOMC) is the branch of the 
Federal Reserve Board that determines the direction of monetary 
policy. The eleven-person FOMC is composed of the seven-member 
board of governors, and the five Federal Reserve Bank presidents. 
The president of the Federal Reserve Bank of New York serves 
continuously, while the presidents of the other regional Federal 
Reserve Banks rotate their service in one-year terms.
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were seeing above-average wage increases and higher starting pay for 
skilled workers. We are likely to hear more about this in the next Beige 
Book, which is due out this week. If market participants sense that wage 
pressures are gaining momentum, and that the Fed is “behind the curve” 
on inflation, bond yields could rise rapidly over a short period of time and 
counteract the monetary stimulus the Fed is supplying to the economy. 
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The peak/trough/current pattern exhibited by various measures of the health of the 
labor market are all telling the same story:

Source: BLS, Haver Analytics   02/28/14
Shaded area indicates recession.
Note: The time frame for all charts is the last 10 years: 2004–14.

The Labor Market Is on the Mend, but Not “Back to Normal”
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A Closer Look: Labor Market Surveys

 § A survey of 60,000 households nationwide — an incredibly large 
sample size for a national survey — generates the data set used 
to calculate the unemployment rate, the size of the labor force, 
part-time and full-time employment, the reasons for and duration 
of unemployment, and employment status by age, educational 
attainment, and race. The “household survey” has been conducted 
essentially the same way since 1940, and although it has been 
“modified” over the years, the basic framework of the data set has 
stayed the same. The last major modification to the data set (and 
to how the data is collected) came in 1994. To put a sample size of 
60,000 households into perspective, nationwide polling firms typically 
poll around 1,000 people for their opinion on presidential races.

 § The headline unemployment rate (6.6% in January 2014) is calculated 
by dividing the number of unemployed (10.2 million in January 2014) 
by the number of people in the labor force (155.5 million). The civilian 
population over the age of 16 stood at 246.9 million in January 2014. 
A person is identified as being part of the labor force if they are over 
16, have a job (employed), or do not have a job (unemployed) but 
are actively looking for work. A person is not in the labor force if 
they are neither employed nor unemployed. This category includes 
retired persons, students, those taking care of children or other family 
members, and others who are neither working nor seeking work. 

 § In January 2014, the labor force was 155.5 million, which consisted of 
145.2 million employed people and 10.2 million unemployed people. 
Another 91.4 million people over the age of 16 were classified as not 
in the labor force. The 155.5 million people in the labor force plus the 
91.4 million people not in the labor force is equal to the over 16 civilian 
population, 246.9 million.

 § The payroll job count data are culled from a survey of 440,000 
business establishments across the country. The sample includes 
about 141,000 businesses and government agencies, which covers 
approximately 486,000 individual worksites drawn from a sampling 
frame of Unemployment Insurance (UI) tax accounts covering roughly 
9 million establishments. The sample includes approximately one-third 
of all nonfarm payroll employees. From these data, a large number of 
employment, hours, and earnings series in considerable industry and 
geographic detail are prepared and published each month.

The infographic on page 4 details the performance of nine key labor market 
metrics mentioned by Yellen in her recent public appearances. Although most 
have partially recovered from their Great Recession nadirs, only a few have 
returned to “normal.” Until they do — or at least until they make significant 
progress toward normal — markets should expect that the Fed will be content 
with keeping its fed funds rate target near zero. In our view, late 2015 or even 
early 2016 is when the Fed is likely to begin raising rates.  n
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IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific 
advice or recommendations for any individual. To determine which investment(s) may be appropriate for you, 
consult your financial advisor prior to investing. All performance reference is historical and is no guarantee 
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Stock investing involves risk including loss of principal.
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