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Monday Monetary Thoughts
Fed hawking up
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The Fed is on a glidepath to remove its easing bias
That equity markets continue to surge and labor market
conditions remain stable at worst or improving at best,
implies that the Fed can focus entirely on consumer prices.
In short, labor markets aren’t getting any worse while
inflation is. Central bankers will be hawkish, as a result. I
remain skeptical that the Fed will end up hiking, but their
bias will be to move in that direction, nonetheless

After hitting a dead-spot in February, private payroll
employment excluding healthcare has rebounded over
the last two months and been rising for three of the
last four. I am not sure how much the labor market is
accelerating, but it is obvious that conditions are not
getting any worse. The unemployment rate has been flat
for nearly a year.

As an aside, it’s a bit challenging to ascertain what
the breakeven level on employment is. Over the last
three months, payroll employment has averaged growth
of roughly 50,000 per month, the Household measure
of employment has contracted all while unemployment
has been flat. I tend to put more weight on the
payroll measure and from this lens, it’s not obvious that
breakeven is zero.
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Next, financial market conditions continue to remain
buoyant. Credit spreads remain tight. Stock prices
continue to surge. A model that translates movements in
equity prices, bond yields and the USD exchange rate into
a GDP growth estimate is consistent with solidly above-
trend growth. Markets remain optimistic on the outlook.

Hawks squawk
Tallying up the votes is moving in one direction too.
Indeed, the cacophony of Fed speakers venting their
frustration with the FOMC press statement is getting
louder. Regional Fed Presidents Kashkari, Logan and
Hammack all dissented at the last FOMC meeting. Susan
Collins is on record agreeing with the three dissenters and
Austan Goolsbee, a voter next year, has been highlighting
inflation as the primary focus for policymakers now.

At issue is the following phrase: “In considering the
extent and timing of additional adjustments to the target
range for the federal funds rate, the Committee will
carefully assess incoming data, the evolving outlook, and
the balance of risks …” This phrase could come out as
soon as June, but if conditions continue as is, certainly by
September.

In short, the labor market is not as much of a problem
as inflation currently is. The policy hawks will continue to
have the upper hand.
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Some risks …
With stocks continuing to surge, I know no one wants
to talk about the downside risks around the economic
outlook, but they’re out there, some near and some far.

In the near-term, aggregate labor incomes are not
strengthening even as consumer prices are climbing. This
is a recipe for weaker real consumption as real income
growth slows. Thrifty consumers will mean firms will not
need to produce as much. That will, in turn, affect labor
market decisions.

Importantly, the lowest paying industries have seen the
weakest momentum in wage growth recently. See our
nearby figure. I plot average hourly earnings on the
horizontal axis and the momentum in hourly earnings
(defined as the 3m/3m % SAAR) on the vertical axis.

The upward sloping regression line tells us that employees
in high-paying industries like information and utilities
are seeing rapid wage growth while those in low-paying
industries like retail trade, education & health, other
services, and transportation & warehousing are seeing
somewhat slower wage growth.
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Certain cyclical areas of the jobs market do not exactly
instill confidence. Labor market conditions tied to housing
keep slowing. Residential construction, real estate, and
wood products manufacturing continued to slide. We’re
seeing continued weakness in finance & insurance and
information services.

Lastly, even as we are seeing an easing of financial
market conditions, credit conditions aren’t easing in any
meaningful sense. Lending standards have tightened for
consumers and bank willingness to lend to consumers
remains weak through Q2. Historically, it’s unusual to see
a major rebound in labor market activity here.
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Monetary metrics
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High frequency data heat-map
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Labor market indicators
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Inflation indicators
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