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THOUGHTS FROM OUR EcONOMIcS TEAM

Tapering of QE...or of Job Growth?

The intensity of the bond market’s fixation on the Federal Reserve may 
be unprecedented. And rightly so. The Fed now boasts a $3 trillion bond 
portfolio, growing larger by approximately $85 billion per month in asset 
purchases (QE). And the late March/early April period was chock full 
of chatter from central bankers about “tapering” QE. Federal Reserve 
Bank Presidents Kocherlakota, Lockhart, Williams and Pianalto discussed 
tapering in speeches and Fed Board Vice Chair Janet Yellen discussed 
conditions under which the pace of purchases could be “adjusted.”

Of particular interest were the remarks from Ms. Pianalto, President of 
the Federal Reserve Bank of Cleveland, if only due to the clarity of her 
statement: “Perhaps the best news we have received in the past 
few months has been about the changes in the labor market... 
That pace is significant to me, because I would judge the outlook for 
labor market conditions to have improved substantially when—among 
other factors—I’ve seen a few more months of job gains at that 200,000 
rate. So, if the labor market data continue to be solid, and my 
economic outlook remains favorable, I could then see a basis 
for slowing the pace of asset purchases.” [Emphasis ours]

Cue Friday’s release of the Employment Situation report for March. 

Nonfarm payroll employment rose just 88,000 in March according to 
government statisticians, a huge disappointment for the marketplace 
as consensus expectations centered around +170,000. Private sector 
nonfarm payroll employment rose just 95,000, with the public sector 
shedding 7,000 jobs on net. Immediately, the market discussion shifted 
from tapering of QE to the Q1 tapering of job growth as evidenced by the 
dip in 10-year Treasury note yields to 1.68% by Friday afternoon. Is job 
growth indeed slumping?

Our perspective: First, we advise investors to adopt a broader 
perspective to peer through the noise of month-to-month data 
and find the signal. The 12-month moving average on nonfarm payroll 
growth is +159,000. The 6-month average is +188,000. The 3-month 
average is +168,000. And we think the truth is somewhere lurking 
in between: the actual monthly trend of payroll growth may 
be around +150,000 range and we expect upward revisions 
of the March jobs report in the months ahead. In fact, a bigger 
labor market perspective shows that the US economy added 584,000 
jobs in the first quarter of 2013 compared to 544,000 in Q4 2012 and 
408,000 in Q3 2012 (see chart below). Clues presented in this broader 

DECENT JOB GAINS CONTINUE IN Q1 2013
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perspective do not point to a significant tapering off in the pace of job 
gains—and, more importantly, they do not suggest a new recession in 
underway.  

Second—and most important for the market—is that with the glaring 
exception of the unemployment rate falling to 7.6% in March, the 
monthly labor market data points fail to meet Ms. Pianalto’s threshold 
of a “substantial improvement.” The pace of payroll growth is short of 
the stated 200k threshold. The labor force participation rate declined 
to 63.3%--a 34-year low—as another 500,000 marched out of the 
labor force. And the employment-to-population ratio fell to 58.5% from 
58.6%. All of this suggests that QE tapering will have to wait.

Third, inflation pressures remain subdued. One inflation gauge 
derived from this morning’s report—the growth in average hourly 
earnings—rose just 1.8% in March compared to a year ago (see chart 
below).

Bottom line: One month’s data does not a trend make, so we doubt job 
growth is “tapering” off. On the other hand, soft headline jobs numbers 
combined with subdued inflationary signals will keep the Fed comfortably 
in QE mode. This is driving market action.

WAGE-RING ON INFLATION? WAGE GROWTh STILL SUBDUED
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