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Labour market gloom adds to PMI signal of second quarter malaise

® Non-farm payrolls up just 38,000 in May

® Unemployment rate falls to 4.7% in part due to
drop in labour market participation

® Wage growth holds at 2.5%

® Weak report corroborates gloomy May PMI
surveys

A sharp slowing in the pace of hiring in the US, and an
all-round gloomy employment report for May, raises
serious doubts about whether the Fed will vote to hike
interest rates again in the summer.

Non-farm payrolls rose by just 38,000 in May, below
consensus expectations of a 164,000 increase and the
smallest rise since September 2010.

The increase for April was also revised down from
160,000 to 123,000, adding to the sense that the hiring
trend is firmly on the wane in the second quarter.

An extended strike by Verizon employees is thought to
have cut 34,000 jobs from the May total (the striking
workers having being classified as unemployed as they
received no pay during the month), meaning the true
figure was probably more like 72,000, but that’'s still
below the 100,000 needed to keep the labour market
tightening.

The unemployment rate meanwhile fell to 4.7%, its
lowest since November 2007, and down from 5.0% in
April. However, even this brighter looking headline
number came with a twist, as the improvement was
largely due to people dropping out of the labour market,
rather than more people being employed.

Pay also disappointed, rising just 0.2% in May, down
from 0.4% in April and keeping the annual rate at just
2.5%. While the exchange rate and oil prices are
starting to exert upward pressure on inflation, the
subdued wage growth suggests there are no signs of
‘second round’ inflationary pressures building to
anything like an extent which would normally worry
policymakers.

Manufacturing and mining each lost 10,000 jobs and
the construction sector shed 15,000 workers. The retail
sector and government sectors added 11,400 and
13,000 staff respectively.
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Bucking the consensus

The disappointing payrolls report casts doubt on the
widely held view that the US economy is rebounding
strongly in the second quarter after a dismal start to
the year. Gross domestic product grew at an
annualised rate of just 0.8% in the first quarter, but
growth has been commonly expected to revive to over
2% in the second quarter. Markit's flash PMI data have,
however, already signalled that any rebound lost
momentum in May, leaving the economy on course for
another weak quarter of just 0.7% growth. The survey
also showed a growing reluctance for hiring as firms
saw disappointing order book inflows and grew
increasingly cautious about the economic outlook.

The combination of weak payroll growth and signs of
the broader economy failing to regain momentum in
the second quarter substantially decrease, and
perhaps even kill-off, the likelihood of the Fed voting to
raise rates in June, and substantially reduce the odds
of a July hike.

Labour market participation falls
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