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Last week (October 26 – 30, 2015), the Federal Reserve’s (Fed) policymaking 
arm, the Federal Open Market Committee (FOMC), met for the seventh time 
this year. As expected, they made no change to monetary policy. However, the 
statement released after the meeting caught many market participants off guard, 
reminding them that the next FOMC meeting on December 15 – 16, 2015 is a “live 
meeting,” suggesting that the FOMC could start a rate hike cycle for the first time 
in nearly 12 years as soon as next month.

Prior to the October 28, 2015, FOMC meeting, market participants — as gauged 
by the fed funds futures markets — didn’t think the Fed would raise rates until the 
middle of 2016. Our long-held view remains that the Fed will begin to raise rates in 
late 2015 or early 2016, and that it will raise rates three or four times, by 25 basis 
points (0.25%) each, by the end of 2016. The Fed itself is saying it will do five or six 
25-basis-point hikes, while markets expect just two 25-basis-point hikes next year.

Of course, it’s not a foregone conclusion that the Fed will raise rates in mid-
December 2015 and Fed officials continue to stress that the first rate hike — and 
any hikes thereafter — are data dependent. The October 2015 FOMC statement 
included a summary of the key criteria:

“The Committee anticipates that it will be appropriate to raise the target range for 
the federal funds rate when it has seen some further improvement in the labor 
market and is reasonably confident that inflation will move back to its 
2 percent objective over the medium term.”

WHAT DEFINES “FURTHER IMPROVEMENT”?
Garnering the most attention and discussion from the above statement is the 
phrase, “some further improvement in the labor market.” The October 2015 jobs 
report is due out this Friday, November 6, 2015, and is one of two jobs reports 
due out between now and the final FOMC of 2015. In light of the October 2015 
FOMC statement that keeps the December 2015 FOMC meeting in play, market 
participants will be closely watching the economic data — and especially the reports 
on inflation and the labor markets — closely over the next six weeks. This week, as 
market participants digest the October jobs report, they will be asking: What exactly 
does “some further improvement in the labor market” look like?

LOWERING THE BAR?
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The December 2015 
FOMC meeting is a 
“live meeting,” 
suggesting that a rate 
hike cycle could begin 
for the first time in 
nearly 12 years.

Two more jobs reports, 
as well as reports on 
inflation and the labor 
markets, will be 
watched closely 
between now and the 
December meeting.

Fed officials may be 
lowering the bar for the 
target job count number 
that would signal 
“further improvement 
in the labor market.”
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The consensus of economists as polled by 
Bloomberg News expects that the U.S. economy 
created 180,000 jobs in October 2015 and that the 
unemployment rate — derived from a survey of 
households — will fall to 5.0% in October 2015 from 
5.1% in September 2015. And while the 180,000 
increase in jobs expected by the consensus appears 
to be a marked downshift from the average of 
229,000 jobs created each month over the past 12 
months, a quick review of recent comments from 
Fed officials suggests that a gain of 180,000 is well 
above what many FOMC members consider “some 
further improvement” in the labor market. This 
disagreement — one of many between the Fed and 
the market — bears watching in the coming weeks 
and months as the Fed begins to normalize policy.

During the month of October 2015, several key 
members of the FOMC made public appearances 
in which they made specific comments on the pace 
of job creation in the U.S. economy as it relates to 
Fed policy, helping market participants decipher 
what exactly “some further improvement in the 
labor market” means in terms of the monthly job 
count [Figure 1]. On balance, comments from 
those members put the monthly gain in payroll jobs 
necessary to tighten the labor market at around 
125,000 net new jobs per month.

FED OFFICIALS’ VIEWS OF THE IMPROVEMENT NEEDED IN THE LABOR MARKET DOESN’T MATCH THE MARKET’S VIEW1

Name and Title
Voting Member of 
FOMC in:

Fed’s “Center 
of Gravity”

Jobs Growth Number  
(Per Month)

John Williams 
President of the Federal Reserve Bank of San Francisco

2015 No ~100,000

Stanley Fischer 
Vice Chairman, Federal Reserve Board of Governors

2015 & 2016 Yes ~140,000

Jeffery Lacker 
President of the Federal Reserve Bank of Richmond

2015 No ~100,000

William Dudley 
President of the Federal Reserve Bank of New York

2015 & 2016 Yes ~135,000

Loretta Mester 
President of the Federal Reserve Bank of Cleveland

2016 No ~95,000

James Bullard 
President of the Federal Reserve Bank of St. Louis

2016 No ~200,000

Dennis Lockhart 
President of the Federal Reserve Bank of Atlanta

2015 No ~150,000

Average ~125,000

Source: LPL Research, Federal Reserve 11/02/15

Hawks: Fed officials who favor the low inflation side of the Fed’s dual mandate of low inflation and full employment.

Doves: Fed officials who favor the full employment side of the Fed’s dual mandate.

The “center of gravity” at the Fed consists of the chair, the vice chair, and the New York Fed president. They are the permanent 
FOMC voters and the market views them as the key persons to watch on the FOMC.
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The comments on the pace of jobs creation 
needed to sustain the improvement in the labor 
market came from both policy hawks (those who 
favor the low and stable inflation side of the Fed’s 
dual mandate) and doves (those who favor the 
full employment side of the dual mandate). The 
comments of John Williams, President of the 
Federal Reserve Bank of San Francisco, a policy 
dove, and a voting member on the FOMC until the 
end of 2015, are especially instructive. In a speech 
delivered on October 8, 2015, Williams said:

“The pace of employment growth, as well as the 
decline in the unemployment rate, has slowed 
a bit recently…but that’s to be expected. When 
unemployment was at its 10 percent peak during 
the height of the Great Recession, and as it 
struggled to come down during the recovery, we 
needed rapid declines to get the economy back on 
track. Now that we’re getting closer, the pace must 
start slowing to more normal levels. Looking to the 
future, we’re going to need at most 100,000 new 
jobs each month. In the mindset of the recovery, 
that sounds like nothing; but in the context of a 
healthy economy, it’s what’s needed for stable 
growth.”

It’s notable that Williams, a dove, has set such a 
low bar for job creation. On the other end of the 
policy spectrum, James Bullard, President of the 
Federal Reserve Bank of St Louis, a policy hawk, 
and a voting member of the FOMC in 2016, put the 
job count number closer to 200,000 per month. 
Normally, you would expect policy doves to have 
higher thresholds for job creation than policy hawks, 
so the fact that both hawks and doves have lowered 
the bar is telling. In remarks to reporters in early 
October 2015, Bullard said that sub-200,000 per 
month job gains “will become normal” in the next 
couple of years.

While a broad range of Fed officials put the target 
job count number at around 125,000 per month, the 
most important member of the FOMC, Fed Chair 
Janet Yellen, remains reluctant to be specific about 
the pace of job creation she is targeting. Instead, 
Yellen continues to say the Fed is looking at a 
wide range of indicators on both the labor market 
and inflation as it contemplates its next move 
[Figure 2]. On balance, while the Fed won’t just 
look at the nonfarm payroll count to gauge whether 
or not it raises interest rates, there seems to be a 
great deal of disagreement between what many 
Fed officials think is the key number on jobs and 
what the market thinks that number is. We will be 
watching this disagreement — one of several items 
that the Fed and market are at odds over — closely, 
as the Fed begins to raise rates for the first time in 
12 years.  n

“Now that we’re getting closer, the pace 

 [of employment growth] must start slowing to 

more normal levels.”
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WATCHING YELLEN’S INDICATORS2

Description
Prerecession 

High
 Recession 

Low
Current 
Reading

Percentage from 
Prerecession Levels

Unemployment rate: % of labor force 4.4% 10.0% 5.1% 88.0%

Labor force participation rate: year-over-year change, % of unemployed 0.4%  -1.1% -0.3% 53.0%

Part time for economic reasons: % of labor force 2.7%  6.7% 4.1% 66.0%

Long-term unemployed: 27 weeks or more, % of unemployed 15.9%  45.3% 26.6% 64.0%

Duration of unemployment: weeks 7.3  25.0 11.4 77.0%

Private payroll employment: millions 116.0  107.2 120.3 149.0%

Government payroll employment: millions 22.6 21.8 22.0 29.0%

Temporary help employment: millions 2.7 1.7 2.9 121.0%

Average weekly hours (production): hours 33.9  33.0 33.6 67.0%

Average weekly hours of persons at work: hours 39.7  36.2 36.8 17.0%

Wage rates: average hourly earnings, year-over-year % change 4.2%  1.3% 1.9% 22.0%

Composite help-wanted: index 4250  2750 5280 169.0%

Hiring rate: % of payroll employment 4.5%  3.2% 3.6% 31.0%

Transition rate from unemployment to employment: % of unemployment 29.6% 15.9% 24.6% 63.0%

Jobs plentiful vs. hard to get: diffusion index 11.4 -46.1 -3.6 74.0%

Hiring plans: diffusion index 19.0%  -10% 12.0% 76.0%

Jobs hard to fill: % 31.0% 8.0% 27.0% 83.0%

Insured unemployment rate: % of covered employment 1.9%  5.0% 1.6% 110.0%

Job losers unemployed less than 5 weeks: % of employment 45.4%  14.7% 32.1% 57.0%

Quit rate: % of payroll employment 60.0%  39.0% 57.0% 84.0%

Job leavers unemployed less than 5 weeks: % of employment 48.8%  17.5% 35.6% 58.0%

Source: LPL Research, Bureau of Labor Statistics, Haver Analytics   10/27/15 
The time frame for all data is the last 10 years: 2004 – 2014.
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IMPORTANT DISCLOSURES

All performance referenced is historical and is no guarantee of future results.

The opinions voiced in this material are for general information only and are not intended to provide or be construed as providing specific investment advice or 
recommendations for your clients. Any economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies 
promoted will be successful.

Investing in stock includes numerous specific risks including: the fluctuation of dividend, loss of principal and potential illiquidity of the investment in a falling market.

All indexes are unmanaged and cannot be invested into directly.


