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Robust labour market unlikely to sway Fed into imminent rate hike

® Non-farm payrolls and wage growth beat
expectations

® Unemployment rate rises to 5.0% due to higher
participation

® But PMI warns of slowing economy

Another good month of hiring in the US will encourage further
chatter in some corners of the Fed moving closer to hiking
interest rates again, but signs of weakening economic growth
mean policymakers are likely to be cautious and hold off until
the global economy is showing greater vigour and the US
economy more sparkle.

Non-farm payrolls rose by 215,000 in March, beating
expectations of a 205,000 increase. February’s hiring spurt
was also revised up from 242,000 to 245,000. Wages
meanwhile rose 0.3% during the month, up 2.3% on a year
ago.

Although the unemployment rate rose to 5.0%, up from an
eight-year low of 4.9%, this was in part due to more people
entering the labour market. At 63%, the participation rate was
the highest since March 2014.

The sustained robust pace of job creation and accelerating
wage growth should in theory bolster the Fed’s commitment
to normalising policy with at least two further rate hikes this
year.

However, while the labour market data shout ‘rate hike’,
signs of a worrying weakness in the pace of economic
growth at home and abroad caution against the Fed rushing
into any further tightening of policy.

Recent Fed rhetoric clearly shows an increased concern
about the health of the global economy, a view supported by
February's PMI data showing the weakest monthly
expansion of global business activity since October 2012.

Meanwhile, the domestic economy is clearly struggling. In
the first two months of the year, industrial production was
unchanged compared to the fourth quarter, while retail sales
were down 0.2% (albeit with core sales rising at a 0.2%
annualised rate).

The official data are mirroring disappointing survey indicators.

Flash PMI survey data suggest the US economy endured its
worst growth spell for three-and-a-half years in the first
quarter, with companies reporting that inflows of new work
fell to the lowest seen since the recession in March.
Collectively, the PMI surveys suggest the economy grew at a
meagre 0.7% annualised rate in the first quarter, down from
1.0% in the fourth quarter of last year.

Markit PMI predicted c200k March employment growth ...
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... contrasting with recent weak ISM survey
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* Manufacturing only pre-October 2009.
Sources: Markit, ISM, Bureau of Labor Statistics.

Markit's PMI survey data have also shown resilient hiring in
the face of the economic slowdown (contrasting with weak
ISM data see charts), suggesting that firms expect the lull in
new business growth to be temporary. However, hiring will
inevitably slow if demand fails to revive.

A simple regression-based model shows that the flash Markit
PMI Employment Index data for March predicted a 201k non-
farm payroll gain, broadly in line with the 215k increase. Over
the first three months of the year, the PMI has indicated an
average 198k monthly rise, which compares with an actual
(subject to revision) 209k average increase. The buoyant
Markit PMI contrasts with the steep downturn in the
employment trend that had been indicated by ISM survey
data so far this year.
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