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A big surprise -- merely average jobs growth! But where are the FOMC's "significant risks"?

This morning's January Employment Situation Report was a large upside
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the economy -- and jobs -- should be growing at above-average
rates. At merely average growth rates, we aren't closing the output
gap.

Perhaps the prospect of continued merely average growth -- when
more ought to be possible -- was enough for the FOMC to commit
in the January meeting to a zero interest rate policy through 2014
(see "On the January FOMC" January 25, 2012).

But this morning it seems all the more inexplicable that the FOMC
would have repeated for the fourth time that there are "significant
downside risks" to the economy. All the more so in light of a far
better than expected non-manufacturing ISM report.

If the Fed was thinking of the tail-risk of a Lehman-type global
credit hard-stop coming out of European bank failures, then they
are making a large error. The European Central Bank's 3-year
fixed-rate full-allotment Longer Term Refinancing Operation has
essentially ruled that out (see "Europe's Wall of Liguidity"
December 21, 2011). Global stock markets are beginning to see
that, and express it in a slow-motion melt-up going on despite the
worst earnings season in three years.

Gold -- the supreme indicator of liquidity conditions -- fell a bit after
this morning's jobs numbers, seemingly a knee-jerk reaction to the
idea that an upside jobs surprise would cause the Fed to dial back
its dovishness. But gold traders shouldn't forget that the Fed has
pre-committed to its current position for almost two years.

We've been satisfied that the Fed's dovish posture was the right
course for a liquidity-hungry world, and the proof is in how little
inflation there has actually been. But now we could be at the dawn
of the inflationary Fed policy error we've been predicting for quite a
while that the Fed would ultimately make. It may now fail to
recognize that the level of systemic risk in the world has
substantially fallen, and fail to adjust itself to what will turn out to be
insufficient demand for the massive liquidity it is supplying (see
"Gold is a Hold" December 20, 2010).

Bottom line

A big upside surprise in jobs, and a most welcome rise in the labor force.
Thanks to that, this month the drop in the unemployment rate is real, not

an illusion. That said, this surprisingly strong jump in jobs is merely
average in the grand scheme of things, and in the wake of the Great

Recession it ought to be far above-average. Gold fell after the jobs report -
- but the Fed has precommitted to a dovish posture for at least two years.
Lower chances of a systemic event, thanks to the ECB's LTRO, and more
better than expected macro numbers like this morning's, will make the

Fed's fixed position increasingly excessive, eventually triggering an
inflationary error. We reiterate our positive view on gold. =
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