LPL RESEARCH

W EEK LY
ECONOMIC
COMMENTARY
KEY TAKEAWAYS
The market is expecting
the economy to add
235,000 net new jobs in
January 2015 and for the
unemployment rate to
remain at 5.6%.
Other measures of the
health of the labor
market — hiring rates, the
quit rate, the
unemployment rate, and
most importantly,
wages — still show that
the labor market is not yet
back to normal.

REVISIONS
Every February, prior
employment data are subject
to broad revision. The payroll
job counts will be revised
back to April 2013, and
although the month-overmonth changes may look
slightly different after the
revised data are released,
the pattern of strong job
gains won’t change.
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JANUARY EMPLOYMENT REPORT PREVIEW
John Canally Chief Economic Strategist, LPL Financial

The Bureau of Labor Statistics (BLS) of the U.S. Department of Labor
will release its Employment Situation report for January 2015 on Friday,
February 6, 2015. The market is expecting the economy to add 235,000 net new
jobs in January 2015, following the 252,000 gain in December 2014, and for the
unemployment rate to remain at 5.6%. Average hourly earnings — the best proxy
for wages in this report — are expected to accelerate to 1.9% year over year, from
the 1.7% year-over-year gain posted in December 2014.

JOB GROWTH IMPROVING, BUT WAGE INFLATION
STILL BELOW “NORMAL”
In the 12 months ending in December 2014, the economy created 3 million jobs
(246,000 per month) [Figure 1], making it the best calendar year for job creation
since 1999. The unemployment rate dropped from 6.7% to 5.6% between
December 2013 and December 2014, even as wage growth — measured by
the year-over-year gain in average hourly earnings — decelerated from 1.9% in
December 2013 to 1.7% in December 2014. Although the economy has now
recouped all the jobs lost during the Great Recession [Figure 2], and the pace
of job creation over the past year has now surpassed its pre-Great-Recession
pace, the unemployment rate is still more than 2 full percentage points above its
pre-Great-Recession low, and the pace of wage inflation remains well below the
3.5 – 4.0% seen prior to the onset of the Great Recession. That 3.5 – 4.0% range on
wage inflation has been cited by Federal Reserve (Fed) officials as “normal.”
The labor market, and in particular, wages, are among the key factors the Fed
considers in deciding when (and by how much) to begin raising interest rates. As
we have written in prior commentaries, although the labor market has improved
markedly over the past year or so, it still has a long way to go to get back to
“normal,” and the Fed may be unlikely to begin raising rates until more labor market
indicators are back to normal or on track to get back to normal.

The labor market, and in particular, wages, are among the key factors the Fed
considers in deciding when (and by how much) to begin raising interest rates.
In our Outlook 2015: In Transit, we noted Fed Chair Janet Yellen and the other
members of the Federal Open Market Committee (FOMC) are tracking a “broad
range” of labor market indicators [Figure 3, page 3]. Although market participants
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2014 WAS THE BEST CALENDAR YEAR FOR JOB
CREATION SINCE 1999
Change in Total Private Employment, Seasonally Adjusted, Millions
Change in Total Private Employment (12-Month Moving
Average) Seasonally Adjusted, Millions
Recessions
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THE ECONOMY HAS NOW RECOUPED ALL THE JOBS
LOST DURING THE GREAT RECESSION
Total Private Employment, Seasonally Adjusted, Millions
Recessions
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and the financial media are likely to focus on the
payroll job count, the unemployment rate, and wage
inflation in this week’s report, 11 of these so-called
“Yellen indicators” will be updated for January 2015,
when the BLS releases the January Employment
Situation report this Friday, and also bear watching.

While the broad labor market continues to heal,
the recent precipitous drop in oil prices has raised
concerns about the health of the overall U.S.
economy, wages, and in particular, the labor market.
(See our Weekly Economic Commentary, “Before
and After: Monitoring the Effects of Falling Oil
Prices,” December 22, 2014, for more details.)
Our view is that although mining jobs (where oil
production jobs are counted) have increased more
than four times as fast as overall private sector jobs
since 2009 — and pay 30% more per hour — the size
of the mining economy relative to the size of the
entire U.S. economy is just not big enough to make
a meaningful difference economy-wide. However,
in certain states, where the mining economy and
mining employment is large enough, the expected
drop in mining-related employment and economic
output may have an impact. (Please see our Weekly
Economic Commentary, “Drilling into the Labor
Market,” January 12, 2015, for more details on the
impact of the drop in oil prices on the labor market.)

Prerecession Peak
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We continue to expect the broad economy could
potentially create between 225,000 and 250,000 net
new jobs per month in 2015, which should further
tighten the labor market and push wage inflation
higher in the second half of 2015. We also continue to
expect the Fed may begin raising rates in late 2015.
But other measures of labor market health — hiring
rates, the quit rate, the unemployment rate, and most
importantly, wages — still show the labor market is not
yet back to normal, and argue against the Fed taking
aggressive action to raise rates anytime soon. n
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TRACKING YELLEN’S INDICATORS
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Labor force participation rate: year-over-year change, % of
unemployed

PTER

Part time for economic reasons: % of labor force

LTU

Long-term unemployed: 27 weeks or more, % of unemployed
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Duration of unemployment: weeks
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Composite help-wanted: index
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Hiring rate: % of payroll employment
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Jobs hard to fill: %
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Hiring plans: diffusion index
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Jobs plentiful vs. hard to get: diffusion index
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Transition rate from unemployment to employment : % of
unemployment

IUR

Insured unemployment rate: % of covered employment
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Description

Job leavers unemployed less than 5 weeks: % of employment
Quit rate: % of payroll employment

JLOS

Job losers unemployed less than 5 weeks: % of employment

PPE

Private payroll employment: millions

GPE

Government payroll employment: millions

THE

Temporary help employment: millions

AWHPW
AWH
WR

Average weekly hours of persons at work: hours
Average weekly hours (production): hours
Wage rates: average hourly earnings, year-over-year %
change

Source: LPL Financial Research, Bureau of Labor Statistics, Haver Analytics 01/20/15
The time frame for all data is the last 10 years: 2004–2014.

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 of future results. All indexes are unmanaged and cannot be invested into directly.
The economic forecasts set forth in the presentation may not develop as predicted.
This research material has been prepared by LPL Financial.
To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial is not
an affiliate of and makes no representation with respect to such entity.
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