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Waning hiring trend adds to signs of second quarter economic weakness

® Non-farm payrolls miss expectations with
160,000 rise (but in line with Markit PMI)

® Unemployment rate holds at 5.0%
®m Wage growth picks up to 2.5%

B Rate hike expectations to be pushed back

The pace of hiring in the US eased more than
expected in April, adding to signs that the slowing in
the rate of economic growth in the first quarter may
persist into the second quarter.

April’'s data are especially important to policymakers,
who are eager to see if the slowdown in the economy
in the first quarter will be only temporary. By adding to
indications that economic weakness is lingering into
the second quarter, these disappointing numbers
greatly reduce the likelihood of the Fed hiking rates
this side of the presidential election.

Non-farm payrolls rose by 160,000 in April, below
consensus expectations of a 202,000 increase. The
rise was the smallest seen for seven months. Gains for
February and March were also revised down from
245,000 and 215,000 respectively to 233,000 and
208,000, to show 19,000 fewer jobs being created in
the prior two months.

The unemployment rate meanwhile held at 5.0%, just
above the eight-year low of 4.9% seen in January and
February and confounding market expectations of a
drop to 4.9%.

Though wages meanwhile rose 0.3% during the month,
pushing pay up 2.5% on a year ago, that’s still a
disappointingly weak pace of wage inflation given the
low rate of unemployment.

The payroll gain was driven almost entirely by services.
Manufacturing added just 4,000 jobs, the mining
headcount cull continued with a loss of 7,000 jobs, the
retail sector shed 3,100 staff and construction added
just 1,000 workers.

The increase in employment was exactly in line with
Markit's PMI surveys*, which also provide insight as to
why hiring has waned. Survey participants report that
hiring has slowed in response to disappointing order
book inflows and heightened uncertainty about the
economic and political outlooks. In the manufacturing
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* Manufacturing only pre-October 2009.
Sources: Markit, Bureau of Labor Statistics.

* A simple regression-based model shows that the Markit
PMI Employment Index data for April predicted a 159k non-
farm payroll gain. Over the first three months of the year, the
PMI had indicated an average monthly rise of 198k, which
compared with an actual average increase of 203k (revised
down from 209k). The buoyant Markit PMI contrasts with the
steep downturn in the employment trend that has been
indicated by ISM survey data so far this year.
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sector, the strength of the dollar has compounded
these worries. With these concerns showing no signs
of abating in April, and election uncertainty intensifying,
it would be surprising if the hiring trend didn’t slow
further in coming months.

The PMI surveys had also indicated that the economy
slowed sharply in the first quarter, with only a very
modest upturn in April, casting doubt on expectations
that the first quarter slowdown will prove temporary.
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