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The August Employment Report 
Nonfarm payrolls rose less than expected in August.  Monthly 

changes have been uneven in recent months, which is 
consistent with the usual noise in the data, although the 
underlying trend appears to have slowed this year.  Job growth 
should slow as the job market tightens, but how much slack 
remains in the job market?  That’s an important question for 
Fed policymakers as they consider what to do in September. 
 

  
Private-sector payrolls averaged a 150,000 gain over the last 

six months, down from 221,000 in 2015 and 240,000 in 2014.  
Some of that slowing likely reflects greater business caution, 
particularly in the goods-producing industries, manufacturing 
and construction.  Payrolls in service-producing industries have 
slowed somewhat, but remain relatively strong.  Some slowing 
in job growth was expected this year as the job market tightens 
and firms find it more difficult to find qualified workers.  
Government jobs picked up in the last three months, mostly at 
the local level, and mostly in education (suggesting that there 
may be some issues with the seasonal adjustment). 
 

 

 
The unemployment rate held steady at 4.9% in August, down 

only modestly from a year ago.  Normally, one would expect the 
unemployment rate to fall more slowly as the job market 
strengthens, as those on the sidelines (out of work but not 
officially classified as “unemployment”) are lured back into the 
workforce.  However, labor force participation was also 
unchanged last month and up only slightly from a year ago.  
Clearly, recent retirees and stay-at-home spouse aren’t being 
lured back into the job market. 
 

A tighter job market would normally lead to increased wages, 
and there are some signs of this in certain sectors (such as 
information technology), but wage growth has not picked up 
much.  Luckily for consumers, inflation has remained low, 
leading to relatively strong gains in real hourly earnings. 
 

  
Last week, the government reported revised productivity 

figures for the second quarter.  Labor productivity was revised 
lower, in line with expectations given the GDP data, but unit 
labor costs were revised sharply higher.  Granted, quarterly 
figures tend to be erratic, but the underlying trend of slow 
productivity growth is disturbing.  Unit labor costs, the key 
measure of inflation from labor, are trending at a faster pace.  
This should results in higher inflation (if firms can pass the 
higher labor costs along) or will eat into profit margins (if they 
can’t).  At the very least, we can expect to see some 
adjustments in the overall economy, as some sectors will have 
to adapt over time. 
 

For the Federal Reserve, the August employment data provide 
no easy answers – not strong enough to force the Fed to 
tighten, not weak enough to take a possible September move 
off the table.  Slow productivity growth implies that the Fed 
should raise rates sooner than they would otherwise, but not by 
as much in total.  Hence, the short-term hawkishness and long-
term dovishness expressed in the last couple of weeks.   
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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 

8/05/16 0.28 0.45 0.56 0.72 0.86 1.13 1.59 2.32 1.108 1.307 101.74 1.318 5221.12 2182.87 18543.53 
8/26/16 0.34 0.47 0.62 0.84 0.96 1.23 1.62 2.29 1.124 1.317 101.20 1.294 5218.92 2169.04 18395.40 
9/02/16 0.33 0.46 0.59 0.79 0.92 1.20 1.60 2.28 1.116 1.3269 103.99 1.299 5246.32 2179.98 18491.72 

 

Recent Economic Data and Outlook 
Market participants were focused on the August job market 
report, which was on the soft side of expectations (but not 
sufficiently bad to take a September Fed rate hike off the table). 
 

 
 
The August Employment Report was softer than anticipated.  
Nonfarm payrolls rose by 151,000 (median forecast: +180,000), 
with a net revision of -1,000 to June and July.  Private-sector 
payrolls advanced by 126,000.  The three month average was 
+232,000 (+196,000 for the private-sector).  The unemployment 
rate held steady at 4.9% (vs. 5.1% a year ago).  Labor force 
participation was flat, little changed over the last year.  Average 
weekly hours fell (with a downward revision to July).  Average 
hourly earnings rose 0.1% (+2.4% y/y). 
 
The ADP Estimate of private-sector payrolls rose 177,000 in 
August, following +194,000 in July and +171,000 in June. 
 
Personal Income rose 0.4% in July (+3.3% y/y), led by a 0.6% rise 
in private-sector wages and salaries (+4.3% y/y).  Figures for 
April, May, and June, which had suggested a flattening trend, 
were revised significantly higher (implying a better foundation 
for household spending.  Personal Spending rose 0.3% (+3.8% 
y/y), held down by lower gasoline prices (ex-gasoline, spending 
rose 0.4% in July, +4.4% y/y).  Adjusted for inflation, spending 
rose 0.3% (+3.0% y/y).  The PCE Price Index was unchanged 
(+0.8% y/y), up 0.1% ex-food & energy (+1.6% y/y). 
 
Unit Motor Vehicle Sales slowed to a 16.9 million seasonally 
adjusted annual rate in August, vs. 17.8 million in July.  At 17.3 
million, the July/August average was still higher than the second 
quarter’s 17.1 million pace. 
 
The Conference Board’s Consumer Confidence Index rose to 
101.1 in the initial estimate for August, vs. 96.7 in July and 97.4 
in June.  Evaluations of current conditions improved (to the 
highest level since August 2007).  Expectations also improved (to 

the highest level in nearly a year).  Ratings of current job market 
conditions rose to the highest level since the start of the 
recession (still a bit soft by historical standards), but 
respondents remained pessimistic about future job availability. 
 
The ISM Manufacturing Index fell to 49.4 in August, vs. 52.6 in 
July and 53.2 in June.  New orders and production edged slightly 
below the breakeven level.  Employment continued to decline.  
The ISM’s survey managers suggested that the August drop was 
an anomaly, as there didn’t appear to be any specific factors for 
the decline.  Comments from supply managers were mixed, 
ranging from “flat” to “strong.” 
 
The Chicago Business Barometer (also called the Chicago 
Purchasing Managers Index) fell to 51.5 in August, vs. 55.8 in 
July and 56.8 in June.  Order backlogs plunged.  New orders 
continued to expand, but more slowly than in July.  Employment 
rose, hitting its highest level since April 2015. 
 
Construction Spending was essentially unchanged in the initial 
estimate for July (+1.5% y/y).   Private residential construction 
rose 0.3% (+1.9%), while nonresidential rose 1.7% (+7.1% y/y).  
Public construction spending fell 3.1% (-6.5% y/y). 
 
The Pending Home Sales Index rose 1.3% in July (+1.4% y/y). 
Results were mixed across regions (+7.3% in the West).  The 
National Association of Realtors noted tight inventories of 
affordable homes this summer. 
 
The U.S. Trade Deficit narrowed to $39.5 billion in July (vs. $44.7 
billion in June), reflecting a 34.0% jump in exports for food. 
 

Economic Outlook (3Q16):  about a 3.0% annual rate. 
 
Employment:  The trend in nonfarm payrolls has slowed this 
year, but remains moderately strong (weakness in construction 
and manufacturing, strength in service-producing industries).  
Consumers:  Spending was strong in the first half of the year, 
and upward revisions to personal income figures show much 
better fundamentals than were reported previously.  
Manufacturing:  Mixed across sectors in recent months, but 
relatively soft overall.  Lean inventories suggest some potential 
for a pickup in production, but they have to stop getting leaner.  
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 one or two 25-bp hikes by the end of 2016.   
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This Week:     forecast last last –1 comments 
         Monday 9/05  Labor Day Holiday     markets closed 
         Tuesday 9/06 10:00 ISM Non-Manf. Index Aug 56.0 55.5 56.5 moderate 
         Wednesday 9/07 10:00 JOLTS Report Jul    quit rate, hiring rate trending flat 
  10:00 BOC Policy Decision     no change 
  10:00 House Mon. Policy Hearing     two district bank presidents to testify 
  2:00 Fed Beige Book     still modest to moderate? 
         Thursday 9/08 7:45 ECB Policy Decision     no change 
  8:30 Jobless Claims, th. 9/03 264 263 261 trending low 
  10:00 Quarterly Services Survey 2Q16    some implications for 2Q16 GDP 
         Friday 9/09  no significant data     1947: first computer bug (it was a moth) 
         Next Week:         
         Monday 9/12 1:00 Treasury Note Auction     3-year notes 
         Tuesday 9/13 6:00 Small Business Optimism Aug NF 94.6 94.5 range-bound 
  1:00 Treasury Note Auction     re-opened 10-year notes 
         Wednesday 9/14 8:30 Import Prices Aug NF +0.1% +0.6% seen little changed 
     ex-food & fuels  NF +0.1% -0.1% still showing little pressure 
   Export Prices  NF +0.2% +0.8% likely lower (food) 
  1:00 Treasury Bond Auction     re-opened 30-year bonds 
         Thursday 9/15 7:00 BOE Policy Decision     no change 
  8:30 Jobless Claims, th. 9/10 262 264 261 holiday adjustment adds uncertainty 
  8:30 Producer Price Index Aug +0.2% -0.4% +0.5% moderate 
     ex-food & energy  +0.2% -0.3% +0.4% some pickup in old core inflation 
     ex-f, e, trade services  +0.1% 0.0% +0.3% mild new core inflation 
  8:30 Retail Sales (advance) Aug 0.0% 0.0% +0.8% unit auto sales fell 
     ex-autos  +0.3% -0.3% +0.9% gasoline prices were little changed 
     ex-autos, bld mat, gasoline  +0.4% -0.1% +0.5% moderate (watch for revisions to July) 
  8:30 Empire St. Manf. Index Sep NF -4.2 0.6 choppy 
  8:30 Philadelphia Fed Index Sep NF +2.0 -2.9 choppy 
  9:15 Industrial Production Aug -0.4% +0.7% +0.4% July seasonal quirk unwinds  
   Manufacturing Output  -0.4% +0.6% +0.3% aggregate hours fell 0.6% 
   Capacity Utilization  75.6% 75.9% 75.4% no pressure for inflation 
  10:00 Business Inventories Jul -0.1% +0.2% +0.2% lower oil prices 
         Friday 9/16 8:30 Consumer Price Index Aug +0.2% 0.0% +0.2% gasoline drop in line with seasonal adj. 
        year-over-year  +1.0% +0.8% +1.0% still low 
     ex-food & energy  +0.2% +0.1% +0.2% moderate core inflation 
        year-over-year  +2.3% +2.2% +2.3% higher than core PCE price inflation 
  8:30 Real Hourly Earnings Aug -0.1% +0.4% -0.2% nominal earnings rose 0.1% 
  10:00 Consumer Sentiment m-Sep 91.0 89.8 90.4 range-bound 

  
This Week… 
We now enter a stretch of light economic data (the calendar 
won’t pick up significantly until later next week).  However, we 
could see the financial markets react to any surprises in the ISM 
Non-Manufacturing Index.  Anecdotal evidence plays an 
important role in Fed policy deliberations.  However, the Beige 
Book may continue to suggest modest to moderate growth.  
There’s nothing on the calendar that appears likely to sway the 
near-term outlook for Fed policy, but we are likely to hear mixed 
messages from senior officials over the next week or so.  The 
NFL seasonal officially gets underway at the end of the week – 
so there’s that to look forward too. 

Monday 
Labor Day Holiday – Markets closed. 

Tuesday 
ISM Non-Manufacturing Index (August) – While financial market 
participants still place a lot of weight on the manufacturing 
survey, the ISM’s other survey provides a reasonable 

assessment of the overall economy.  The trend is expected to 
remain moderately strong over the near term, but there is a fair 
amount of noise from month to month.  Keep a close eye on 
orders (a forward-looking gauge) and employment.  
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Wednesday 
Job Opening and Labor Turnover Survey (July) – Hiring and quit 
rates help to gauge the amount of slack in the job market (these 
measures were highlighted by Fed Chair Janet Yellen many 
months ago).   These rates have improved from where they 
were in the depth of the recession, but gains appear to have 
stalled over the last year.  The number of unemployed persons 
to job openings has fallen to a very low level, but the 
unemployment figure doesn’t capture those who have dropped 
out of the labor force and are willing to work.  In addition, there 
are signs that a lot of firms have boosted job notices with little 
intent to actually hire.  Still, accounting for these effects, the 
picture is moving in the right direction.  

  
Monetary Policy Hearing (House Financial Services Committee – 
This hearing will focus on the district bank’s role in monetary 
policymaking (nothing on the current stance of policy).  Two 
district bank presidents are scheduled to testify (Kansas City’s 
George and Richmond’s Lacker).  
 
Fed Beige Book – The Beige Book, released two weeks ahead of 
the Federal Open Market Committee meeting, is made up of 
anecdotal summaries of economic conditions for each of the 12 
Federal Reserve Districts.  In making their policy decisions, 
officials consider a wide range of information, including such 
word-of-mouth assessments.  Over recent months, the Beige 
Book has consistently described growth as “modest” to 
“moderate.”  Wage and price pressures have remained benign.  
Yet, an increasing percentage of district banks have requested 
that the Fed’s Board of Governors hike the discount rate (8 of 
the 12 district banks did so in late July).  The district banks tend 
to be more hawkish than the Fed governors and the balance on 
the FOMC favors the governors.  Discount rate requests do not 
drive FOMC decisions on the federal funds rate, but they do give 
us an idea of the internal policy pressures within the Fed.  

Thursday 
ECB Policy Meeting – The European Central Bank’s Governing 
Council is unlikely to do much more to stimulate growth at this 
meeting, but investors will be looking for hints (in ECB President 
Draghi’s post-meeting press conference) that the central bank is 
prepared to further boost policy efforts in the months ahead. 
 

Jobless Claims (week ending September 3) – The underlying trend 
has remained extremely low.  The four-week average has been 
below 300,000 for nearly two years.  Job destruction has 
remained remarkably low, although part of that may be due to 
the demographics (an aging workforce means less turnover).  

  
Quarterly Services Survey (2Q16) – These figures have sometimes 
led to significant revisions in the consumer spending data (and 
hence, in the GDP growth estimate), although not much in 
recent quarters. 

Friday 
No significant economic data. 
 

Next Week … 
The calendar heats up again, with the important data releases 
(retail sales, industrial production, PPI, and CPI) bunching up on 
Thursday and Friday.  The retail sales and industrial production 
figures are likely to be soft.  Inflation should be moderate, as the 
drop in gasoline prices was largely in line with the seasonal 
factors.  The Fed’s unofficial blackout period (generally no public 
commentary a week before to a week after the FOMC meeting) 
begins on Wednesday.  If we don’t get strong signals from Fed 
officials by then, a September move would be a lot less likely. 
 

Coming Events and Data Releases 

September 20 Building Permits, Housing Starts (August) 

September 21 FOMC Policy Decision, revised Fed projections, 
Yellen press conference 

September 26 1
st

 Presidential Debate (Hempstead, NY) 

October 7 Employment Report (September) 

October 9 2
nd

 Presidential Debate (St. Louis, MO) 

October 10 Columbus Day (bond market closed) 

October 19 3
rd

 Presidential Debate (Las Vegas, NV) 

October 28 Real GDP (3Q165, advance estimate) 

November 2 FOMC Policy Decision (no press conference) 

November 8 Election Day 

December 14 FOMC Policy Decision, Yellen press conference 
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