
Economic Update

JULY 3, 2014

LOS ANGELES | BOSTON | LONDON | PARIS

THOUGHTS FROM OUR ECONOMICS TEAM

FINANCIAL MARKET “NUTTINESS” AND MONETARY POLICY
We appreciate candor from central bankers. Unfortunately, it’s a rare 
commodity.

Janet Yellen spoke at the IMF in Washington this week in a jargon-
filled speech. Her message: the Fed perceives no serious excesses in 
financial markets. Even if they did, she said, interest rate hikes may 
not be the best tool to address such exuberance. Instead, “macro 
prudential policy”—academic jargon for non-monetary policy 
regulations such as capital cushions – would be a more appropriate 
tool, the Fed chief suggested.

Meanwhile, in London, at an event organized by the Financial Times, 
Andrew Haldane of the Bank of England made our week. In response 
to a question on “nuttiness” in financial markets, he remarked: 
“Monetary policy has aided in risk-taking, but that’s why we did it.”

Indeed, the global macro environment in which we find ourselves—
low interest rate volatility, buoyant equity markets, narrower spreads 
on corporate and below-investment grade securities as well as euro 
area peripheral government bonds—is due, at least in part, to central 
bank activities. In the crude version of the monetary policy story, a 
recession and subpar economic growth result from excess saving 
(hoarding) and deficient demand (lack of spending and investment). 

In order to shock the economy out of this disequilibrium, central 
banks must induce risk-taking activity, the animal spirits of Keynes.

And global central banks continue to have boosters on full blast, not 
yet moving to the “taking the punch bowl away” phase. It is through 
this lens that we view today’s US jobs report.

The US economy registered another solid month of job growth in 
June, reaching 288,000. This stretches the string of 200k+ jobs to 
five consecutive months—the longest such streak since 1999 (see 
chart below). The unemployment rate fell to 6.1%, the lowest level of 
the recovery and very close to the FOMC’s year-end median forecast 
for 6.05%. Our favorite labor market gauge, the employment-to-
population ratio, rose to 59.0, marking a new, post-recession high. 
So, the labor market looks solid. In fact, the June payroll report is 
perhaps the best report of the recovery era.

Yellen et al, however, will likely conclude that, despite the solid 
string of gains, much progress is still to be made. More than 7 
million people are working part-time for economic reasons and the 
longer-term unemployed are moving from unemployed to “not in the 
labor force” rather than “found employment.” Finally, she will likely 
conclude that despite the job gains, wage gains have not improved 
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1999 was the last time we saw 5 months of
job gains over 200,000

THE LABOR MARKET HAS BEEN VERY STRONG IN THE FIRST HALF OF 2014, WITH 5 CONSECUTIVE MONTHS OF +200K JOB GROWTH

Source: Bureau of Labor Statistics
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in four years, with average hourly earnings rising just 2% year-over-
year compared to last June (see chart below). The lackluster wage 
growth picture provides ample skepticism about the quality of jobs 
being created as well as the overall strength in demand for workers. 
Despite all the calls from analysts that a tighter job market was going 
to push up wage growth, the data continue to disappoint.

A shift in rhetoric by central bankers remains a major risk for the 

summer months. Janet Yellen will testify on Capitol Hill in two weeks’ 
time but the FOMC won’t formally meet again until early August. 
That provides ample time for Wall Street strategists to trot out their 
“the Fed is behind the curve” chart books for all to enjoy.

But, behind the curve is exactly where central banks want to be.

2007 2008 2009 2010 2011 2012 2013

4%

3.5%

3%

2.5%

2%

1.5%

%
C

h
an

g
e 

Y
ea

r-
O

ve
r-

Y
ea

r

1.96%

(%1YR) Average Hourly Earnings Of Private Employees

Post-Recession Average

WAGE GROWTH BOTTOMED IN 2012 BUT REMAINS WELL BELOW LONG-TERM AVERAGES. 2% WON’T CUT IT FOR YELLEN
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