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THOUGHTS FROM OUR ECONOMICS TEAM

Data released today from the Bureau of Labor Statistics showed the 
US economy added 280,000 new jobs and the unemployment rate 
rose to 5.5% in the month of May as workers re-entered the labor 
force. Against market expectations of 225,000, today’s nonfarm 
payroll growth figure was a big beat. For 14 of the last 15 months, 
nonfarm payroll employment growth has exceeded the 200,0000 
threshold and 3.1 million jobs were added in the last year alone. As 
the US inflation data stabilizes, all Federal Open Market Committee 
meetings in 2015 could bring the first federal funds rate hike.

The underlying details from today’s report were also very strong. 
Previous months reports were revised higher by 32,000 jobs. Leading 
the way in May was health care, which added 47,000 people to the 
payrolls. Mining shed 18,000 jobs (a byproduct of lower commodity 
prices). Labor force participation rose to 62.9%, the highest reading 
of the recovery and a sign that more optimistic would-be workers are 
coming back to the labor force. 

What is more, other indicators of the labor market remain healthy. 
Quits are nearing all-time highs, a good sign as workers willing to 
quit likely do so under the auspices of finding a new, better, higher-
paying job. Initial claims for unemployment insurance registered just 
276,000 for the week of May 30th, bringing the four week moving 
average down to 274,750, the lowest since March 2000.

And that brings us to another long-missing piece of the labor market 
improvement story: wage growth. In May, average hourly earnings 
rose 0.3% on the month and 2.3% since last year–a welcome pick-
up in the pace of wage growth (See chart below). Fed Chair Janet 
Yellen has said that neither wage growth nor a rapid jump in inflation 
would be “a precondition for me to judge that an initial increase in 
the federal funds rate would be warranted.” But, a little wage growth 
wouldn’t hurt and its arrival makes the case for keeping fed funds at 
zero much more difficult. Wage growth was slower in June 2004 as 
the Fed prepared the first rate rise of that cycle than it is today. So 
long as the labor market continues to tighten through the rest of the 
year (after all the unemployment rate is 5.5%!) we anticipate both 
inflation and pay should continue to rise.

Investors have been unduly pessimistic after an apparently slow start 
to the year and the noisy Q1 GDP figures. We call this pessimism the 
“no growth, no jobs, no wage growth” view of the world. We think 
it’s wrong. And we think those betting against the Federal Reserve, 
those betting on persistent weakness in the US economy, have a 
surprise ahead.

In fact, that surprise may have already arrived in May.
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May Surprise: Wage Growth Accelerates To Its Best Rate in Nearly Six Years
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Average Hourly Earnings Of All Employees Total, Private
Recession Periods - United States

Wage growth has been in a narrow range for years,
but may have broken out in May  


