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Summary 
• NFP was higher than expected but participation did not increase though it is in line with the still 

elevated unemployment. 

• Nominal wage growth was in line with expectation but real wages remain below the level of 

June 2020 and well below productivity. 

• Without an increase in participation and assuming the past few months pace of job gains 

continues, US unemployment could fall to 4%, the FOMC estimate of U*, by early 2022 

• Because the Fed will likely hike soon after reaching full employment and because the Fed wants 

to taper before hiking, Oct. fast employment and nominal wage growth with flat participation 

suggest a faster taper announcement at the Dec. FOMC meeting. 

 

Market Implications 
• Pay the short end of the curve 

 

Strong NFP but no increase in participation 

October NFP was 531k against 450k expected and the two months revisions were 235k (chart 1).  

Employment gains were concentrated in the private sector with the government sector contracting.   

Chart 1: Employment Rebounded in October 
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Participation did not increase, despite the end of pandemic related unemployment benefits in Sep (chart 

2).  This could reflect continued child care issues as childcare employment did not increase and 

educational employment actually fell.  That said, as discussed at this year’s Jackson Hole seminar, 

participation tends to be negatively related to unemployment, because the unemployed are more likely 

to leave the workforce than the employed.  And relative to unemployment participation does not 

appear low (chart 3). 

Chart 2: Participation Remains Flat 

 

 

Chart 3: Participation is in Line with Unemployment 

 

 

Oct. wage growth (average hourly earnings) moderated in line with expectations to 0.4% mom from 

0.6% mom in Sep (chart 4).  Wages in the transport and leisure and hospitality sectors increased by 1% 
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mom while retail wages fell by 0.8% mom.  That said deflated by the PCE index,   Sep. real wages were 

below the level of June 2020 and well below productivity growth since Feb. 2020 (chart 4). 

Chart 4: Wage Growth Varies Across Sectors 

 

 

October NFP support faster taper announcement at the Dec FOMC meeting  

At the Nov 3rd meeting the FOMC put market participants on notice that this time around the taper was  

not on a preset course (see FOMC meeting review – Conditions for faster taper).  The Oct. NFP supports 

a faster taper announcement at the Dec FOMC meeting for the following reasons: 

• The Fed is currently buying more than $100bn in securities when yoy PCE inflation is 4 ½%.  

Whether inflation is temporary or not it needs to cut down on purchases as fast as market 

and economy allow.  Today’s strong NFP suggest enough resiliency to pick up the taper 

• In real terms wages have been flat for over a year and well below productivity that has 

increased by 6% since the pandemic.  Nevertheless, the Fed hawkish bias suggests it will 

focus on nominal wage growth at at 0.4% mom is higher than the 2019 average of 25bp 

mom. 

•  With inflation well in excess of the range it deems acceptable, the Fed will likely want to 

hike soon after reaching full employment.  At the same time, before it hikes the Fed wants 

to end its taper.   

• If participation remained flat the US could hit full employment well before the end of taper 

in July 2022,  at the current pace (chart 5).  FOMC members estimate U*,  the LR 

unemployment rate, at 4%.  With constant participation, a monthly  increase in payrolls of 

450k, the Aug.-Oct average, would bring the unemployment rate through 4% in Jan 2022.  

For unemployment to stay above 4% until June 2022, monthly payroll increases would have 

to be below 150k.   
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Chart 5: Without Increase in Participation, US  

Likely to Reach Full Employment Before End of Taper 

            

 

 

Market Consequences 

The above analysis suggests the market is under-pricing the risk of a mid-2022 hike. For instance the 

June 2022 Fed Funds futures is only about a 30 % probability of a hike when I think it should be about 

2/3.  At the same time the impact of a faster taper on the long end is ambiguous because while the  Fed 

would increase net supply of Treasury it would also be tightening in a supply shock, which is negative for 

growth. 

 

 

 

(The commentary contained in the above article does not constitute an offer or a solicitation, or a 

recommendation to implement or liquidate an investment or to carry out any other transaction. It should not be 

used as a basis for any investment decision or other decision. Any investment decision should be based on 

appropriate professional advice specific to your needs.)  


