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December Jobs Report: Where to Now? 
The December Employment Report showed the job market to 

be in good shape.  The pace of job growth slowed in 2016, partly 
reflecting tighter labor market conditions.  The unemployment 
rate edged up, following an unusually large drop in November.  
It’s unclear how much slack remains in the job market, but tight 
conditions should lead to faster wage growth.  Average hourly 
earnings rose 0.4% (+2.9% y/y) in December.  These figures tend 
to be choppy (the three-month average was up 2.7% y/y).  
While the job market news has remained good, there is more 
uncertainty as investors try to gauge the size and timing of fiscal 
policy changes and how the Federal Reserve will respond. 
 

Annual benchmark revisions to the establishment survey data 
are due in February, but early indications are that the story is 
unlikely to change much.  Private-sector job growth slowed in 
2016, while government payroll growth has picked up 
somewhat.  Hiring at small firms was strong in 2014 and 2015, a 
healthy sign for the economy.  However, the ADP Employment 
Report suggests that hiring at small firms has slowed in recent 
months, offset partly by a pickup in hiring at larger firms.  

  
While job growth has slowed, it’s still beyond a sustainable 

pace (that is, stronger than would be consistent with the growth 
in the working-age population).  As a consequence, the 
unemployment rate has declined.  However, there are potential 
workers on the sideline – not officially counted as 
“unemployed,” but willing to take a good job if available.  At this 
point in the cycle, the unemployment rate ought to level out as 
these workers return to the labor force.  Labor force 
participation and the employment/population ratio have been 
little changed over the last year, but improvement is clearer for 
the key age cohort (those aged 25-54).  As members of this key 
age cohort move into better jobs, opportunities should open up 
for younger workers.  We still have some way to go before we 
are at full employment, but we are on our way. 

 

  
As the job market tightens, wages will be bid up.  Average 

hourly earnings rose at about a 2.0% annual rate in 2013 and 
2014, picking up to 2.5% in 2015.  While the monthly wage 
figures are uneven, the trend in wage inflation appears to be 
gradually higher.  Note that while nominal (current dollar) wage 
growth has picked up, real (inflation-adjusted) wage growth has 
slowed relative to a year ago.  But while real wage growth, the 
key driver of consumer spending, has slowed, it remains 
moderately strong by historical standards.  

  
The labor market is the widest channel for inflation pressure.  

The Fed’s inflation hawks (mostly district bank presidents, not 
all of whom vote on monetary policy) worry that firms will pass 
higher costs along, and are more inclined to raise short-term 
interest rates sooner.  The moderates (including Chair Yellen) 
seem willing to err on the side of waiting a little too long. 
 

The Fed policy outlook is clouded by the uncertain outlook for 
fiscal policy (timing, magnitude), but the Fed will respond to the 
economic implication of policy changes in Washington once they 
occur.  Uncertainty should be a major factor for the markets.   
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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 

12/09/16 0.54 0.64 0.85 1.15 1.43 1.89 2.47 3.16 1.054 1.259 115.17 1.316 5444.50 2259.53 19756.85 
12/30/16 0.51 0.62 0.85 1.20 1.47 1.93 2.45 3.06 1.055 1.234 116.78 1.343 5383.12 2238.83 19762.60 

1/06/17 0.52 0.61 0.84 1.21 1.48 1.93 2.42 3.01 1.053 1.228 116.99 1.323 5527.75 2276.98 19963.80 
 

Recent Economic Data and Outlook 
The Trump rally struggled to find its legs in the first week of the 
year.  Stock market investors appear to be second-guessing the 
size and impact of possible fiscal stimulus (with optimism already 
baked ion the cake).  The economic data remained consistent 
with moderate economic growth in the near term.  The FOMC 
minutes showed that many Fed officials were concerned about 
the possible impact of fiscal stimulus, which could lead the central 
bank to raise rates somewhat more aggressively in 2017. 
 

 
 
The FOMC Minutes from the December 13-14 monetary policy 
meeting showed that officials saw “considerable uncertainty 
about the timing, size, and composition of any future fiscal and 
other economic policy initiatives as well as about how those 
polices might affect aggregate demand and supply.”  There was 
agreement that the FOMC “should take a cautious approach to 
removing policy accommodation.”  However, many noted that 
“a more expansionary fiscal policy might raise aggregate 
demand above sustainable levels, potentially necessitating 
somewhat tighter monetary policy than is currently anticipated.” 
 
The December Employment Report was moderately strong.  
Nonfarm payrolls rose by 156,000 (median forecast: +175,000), 
with a net upward revision to October and November of 
+19,000.  The three-month average was +165,000 (+156,000 for 
the private sector).  The economy added 2.16 million jobs in 
2016, down from 2.74 million in 2015 and 3.02 million in 2014, 
with the slowdown largely reflecting the tightness in labor 
market conditions.  The unemployment rate edged up to 4.7%, 
as expected.  Annual benchmark revisions to the household 
survey data were very minor (annual benchmark revisions to 
payrolls, hours, and wages will arrive next month).  Labor force 
participation was little changed.  Average weekly hours held 
steady (although the November figure was revised lower).  
Average hourly earnings rose 0.4% (+2.9% y/y). 
 
The ADP Estimate of private-sector job growth was 153,000 in 
December, with softness in goods-producing industries and 

continued strength in service-producing industries.  Hiring at 
small firms, strong in 2014 and 2015 (and a very healthy sign for 
the economy), slowed further in recent months.  However, 
hiring at larger firms has picked up. 
 
The ISM Manufacturing Index rose 54.7 in December, vs. 53.2 in 
November.  New orders and production strengthened further.  
Employment growth picked up.  Input price pressures increased.  
Comments from supply managers were upbeat. 
 
The ISM Non-Manufacturing Index held steady at 57.2 in 
December, vs. expectations of a small decline.  Business activity 
and new orders remained strong.  Employment growth slowed, 
but remained positive.  Input price s were moderate.  
Comments from supply managers were mixed. 
 
The U.S. Trade Deficit widened to $45.2 billion in November, vs. 
$42.4 billion in October and $36.2 billion in September, partly 
reflecting a retreat in agricultural exports (which had surged in 
3Q16).  Net exports should subtract from 4Q16 GDP growth. 
 
Factory Orders fell 2.4% in November, reflecting a 73.8% drop in 
civilian aircraft orders.  Results were mixed across industries. 
 
Real GDP rose at a 3.5% annual rate in the 3

rd
 estimate for 3Q16 

(vs. 3.2% in the 2
nd

 estimate and 2.9% in the advance estimate). 
 
Personal Income was flat in November (and is expected to be 
down in December, likely shifted into 2017 to take advantage of 
lower tax rates).  Personal Spending rose 0.2% (+4.2% y/y), up 
0.1% (+2.8% y/y) adjusting for inflation.  The PCE Price Index 
was unchanged overall (+1.4% y/y) and excluding food & energy 
(+1.6% y/y, still below the Fed’s 2% goal). 
 

Economic Outlook (1Q17): GDP growth near a 2.0% annual rate. 
 
Employment:  The pace of job gains has slowed (still moderately 
strong), likely reflecting tighter job market conditions.  
Consumers:  Job growth and moderate wage increases are 
supportive for consumer spending, but real wage growth is 
slowing as lower gasoline prices fade.  Higher rents and medical 
care have been a restraint for middle income households.  
Manufacturing:  Mixed across sectors, but relatively lackluster 
overall.  A strong dollar makes it more difficult for U.S. 
exporters, but helps firms that import raw materials.  Trade 
disputes could interrupt supply chains.  
Housing/Construction:  Job growth has remained supportive, 
but higher home prices and rising mortgage rates are a restraint 
for first-time buyers.  Tax cuts are expected to help fuel the 
demand for vacation homes and second homes in 2017.  
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, but rising. 

Interest Rates:  The Fed remains in tightening mode, but is 
expected to proceed cautiously as it normalizes policy. 
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This Week:     forecast last last –1 comments 
         Monday 1/09  no significant data     Jimmy Page (b. 1944) 
         Tuesday 1/10 6:00 Small Business Optimism Jan NF 98.4 94.9 likely higher 
  10:00 JOLTS: hiring rate Nov NF 3.6% 3.6% a flat trend 
   JOLTS: quit rate  NF 2.1% 2.1% little change in recent months 
  1:00 Treasury Note Auction     $24 billion in 3-year notes 
         Wednesday 1/11 1:00 Treasury Note Auction     $20 billion in re-opened 10-year notes 
         Thursday 1/12 8:30 Jobless Claims, th. 1/07 250 235 263 noisy in early January, still trending low 
  8:30 Import Prices Dec NF -0.3% +0.4% higher oil prices 
     ex-food & fuels  NF -0.1% -0.1% still seeing mild deflationary pressure 
  1:00 Treasury Bond Auction     $12 billion in re-opened 30-year bonds 
  7:00 Yellen Teacher Town Hall     webcast to educators 
         Friday 1/13 8:30 Producer Price Index Dec +0.4% +0.4% 0.0% higher gasoline prices 
     ex-food & energy  0.0% +0.4% -0.2% some noise in “old” core figure 
     ex-f, e, & trade services  +0.1% +0.2% -0.1% modest increase in “new” core figure 
  8:30 Retail Sales Dec +0.5% +0.1% +0.6% unit auto sales reported higher 
     ex-autos  +0.4% +0.2% +0.6% gasoline prices add 
     ex-autos, bld mat, gasoline  +0.3% +0.2% +0.5% lackluster-to-moderate core 
  10:00 Business Inventories Nov +0.7% -0.2% +0.0% faster in 4Q16 (adding to GDP growth) 
  10:00 UM Consumer Sentiment m-Jan 99.0 98.2 93.8 likely higher 
         Next Week:         
         Monday 1/16  MLK, Jr. Holiday     markets closed 
         Tuesday 1/17 8:30 Empire St. Manf. Index Jan NF 9.0 1.5 choppy 
         Wednesday 1/18 8:30 Consumer Price Index Dec +0.3% +0.2% +0.4% some pressure from gasoline 
        year-over-year  +2.0% +1.7% +1.6% picking up as gasoline drop fades 
     ex-food & energy  +0.2% +0.2% +0.1% moderate core inflation 
        year-over-year  +2.1% +2.1% +2.1% steady 
  8:30 Real Hourly Earnings Dec +0.1% -0.4% +0.1% nominal earnings rose 0.4% 
  9:15 Industrial Production Dec +0.6% -0.4% +0.1% more normal temperatures 
     manufacturing output  +0.2% 0.0% 0.3% aggregate manufacturing hours rose 0.1% 
   Capacity Utilization  75.5% 75.0% 75.4% no threat to the inflation outlook 
  10:00 BOC Policy Decision     no change, but a possible tightening bias 
  10:00 Homebuilder Sentiment Jan 70 70 63 seen steady after November jump 
  2:00 Fed Beige Book     new, standardized format 
         Thursday 1/19 7:45 ECB Policy Decision     resisting mild pressure to reverse course 
  8:30 Jobless Claims, th. 1/14 255 250 235 still trending low 
  8:30 Building Permits, mln Dec 1.240 1.212 1.260 moderate 
      % change  +2.3 -3.8 +2.9 single-fam strength, multi-fam noise 
   Housing Starts  1.210 1090 1340 extra choppy in recent months 
      % change  +11.0 -18.7 +27.4 watch for revisions 
  8:30 Philadelphia Fed Index Jan NF 21.5 7.6 erratic in recent months 
         Friday 1/20  Inauguration Day     some gov’t offices closed 

  
This Week… 
A light week for data, but that doesn’t matter (as investors are 
focused on the economy ahead, not behind).  Retail sales are 
expected to see gains in autos and gasoline, but a lackluster-to-
moderate pace otherwise.  Gasoline should also be a factor in 
the PPI.  Janet Yellen speaks on Thursday evening, but this is to 
educators (not much expected on the current policy outlook). 

Monday 
No significant data. 

Tuesday 
Small Business Optimism Index (December) – As with many other 
sentiment gauges, the headline index for small businesses 
improved following the November election.  Hiring by small 
firms is critical to a healthy economy, but the pace slowed in 
2016 (following strong gains in 2014 and 2015). 

  

 
80

85

90

95

100

105

110

80

85

90

95

100

105

110

1985 1990 1995 2000 2005 2010 2015

Index of Small Business Optimism (1986=100)

Source: 
National Federation of 
Independent Business



Raymond James  Economic Research 

© 2017 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.  

International Headquarters:  The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 4 

Wednesday 
Yellen Teacher Town Hall Meeting – The Fed chair will address 
educators in Washington, D.C., and nationwide via webcast. 

Thursday 
Jobless Claims (week ending January 7) – Unadjusted claims spike 
into the new year, making seasonal adjustment more difficult.  
It’s not unusual to see large week-to-week swings in the 
adjusted figures (so take with a grain of salt).  Note that the 
seasonal spike has grown smaller in recent years.  

  
Import Prices (December) – Petroleum prices are expected to be 
a factor in the December report, but inflation in import prices is 
likely to remain low excluding food & fuels.  That could change 
in the months ahead if we start seeing increased tariffs.  
However, trade negotiations are likely to be piecemeal.  

 

Friday 
Retail Sales (December) – Unit auto sales were reported to have 
finished 2016 on a strong note.  Retail gasoline prices rose, 
amplified by the seasonal adjustment.  Core sales are likely to 
have continued at a lackluster-to-moderate pace, but seasonal 
adjustment is gigantic in December (due to the holiday shopping 
season).  Department store sales are likely to have suffered, but 
that is a long-term trend, not any indication of the near-term 
state of the consumer.  Still, the health of the consumer varies 
across the income scale.  

  
Producer Price Index (December) – The PPI is expected to have 
been pressured a bit by higher wholesales gasoline prices in 
December, but it’s hard to get the timing right.  Trade services 
are likely to have been soft as gasoline prices rise (lower 
wholesale and retail margins).  

 
 

Next Week … 
A Monday holiday.  Mid-month data bunch up on Wednesday, 
but the figures may not matter much (as investors are focused 
on the economy ahead).  The inauguration is on Friday. 
 

Coming Events and Data Releases 

January 27 Real GDP (4Q16, advance estimate) 
Durable Goods Orders (December) 

February 1 ISM Manufacturing Index (January) 
FOMC Policy Decision (no press conference) 

February 3 Employment Report (January) 

February 5 Super Bowl LI 

mid-Feb (tbd) Yellen Monetary Policy Testimony 

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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https://www.federalreserve.gov/newsevents/conferences/chair-yellen-teacher-town-hall-2017.htm

