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Out of whack with all other labor market indicators. We’re still 3 million from full employment. 

This morning's May Employment Situation report with a gain of 138,000 
payroll jobs was a substantial miss versus consensus of 182,000 – all the 
more so, considering that the base was lowered by downward revisions of 
66,000 to the prior two months’ data. Except that it might temper potential 
over-eagerness for Fed rate hikes, there’s not much good news here. 

• We’re not trying to make excuses, but it is nevertheless true that 
this payroll report is completely out of step with a wide front of 
contemporaneous labor market indicators, which our model 
calculates as consistent with payroll gains of at least 192,000. 

• We don’t see this as a sign of incipient overall economic weakness. 

• The other ray of goodness is that while jobs actually fell by 233,000 
according to the “household survey,” if that had been tabulated on 
the same basis as the “establishment survey,” they would have 
shown a gain of 388,000. 

• Following the release, the 10-year Treasury yield fell to as low as 
2.15%, bringing it back to the bottom of the trading range 
established since the post-election blast higher, where we think it 
will find a bottom.  

• In some sense this is a perverse reaction if we are to believe that 
today’s disappointing jobs numbers will slow the Fed’s rate-hiking 
path (an easier Fed should move yields higher, not lower). So if 
yields are saying anything at all with this morning’s small move 
lower, they seem to be saying that the Fed won’t be deterred.  

• At this point we don’t think the Fed is primarily looking at the labor 
market anyway, except to the extent it is an input to the Fed’s now-
dominant benchmark, the “neutral rate of interest” (see “Yellen’s 
March to Neutrality” March 6, 2017). We still expect a hike in June 
– probably the last one this year, unless headline economic data 
substantially surprises to the upside. 

• By our calculations, there is still a great deal of slack in the labor 
market, despite the low headline unemployment rate. Even 
adjusting for the demographics of aging – and deliberately leaving 
out the countervailing demographics of educational attainment – we 
think 1.8 million persons could re-enter the labor force, and that we 
are 3.0 million jobs from maximum employment (see “Data Insights: 
Jobs” June 2, 2017, and “The Demographics Myth” March 20, 
2017).  
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