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Investors cannot invest directly into an index and advisors cannot mirror an index. Any performance quoted is past performance and is not a guarantee of future results. Diversification does 
not guarantee investment returns and does not eliminate the risk of loss. Individual results will differ based upon asset allocation, timing and fees. 2
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The Fed Funds Futures prices offer a market-based expectation for policy moves from the Fed.  We believe the Fed does 
not want to surprise the market with a rate hike, and intends to telegraph its intention very well before it does so.  

The Fed Funds Futures market is currently pricing in a near certainty 
of a rate increase for the March FOMC meeting according to 
Bloomberg’s model.  As the year began there was a lower probability 
placed on a rate hike in March, however by the first week of March, 
after several FOMC members spoke hawkishly, the market moved to 
show a rate hike was a much more likely event.
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Jobs: Unemployment Rate

Source:  Fred - Federal Reserve Bank of St. Louis Economic Data 1,2 (Graph Data), Federal Reserve3
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The unemployment rate fell to a low for the current recovery of 4.6% in November 2016 and has settled in safely below 5% - below where it was 
at pre-2008 recession. The FOMC still sees “slack” in the labor market, partially through workers that are marginally attached or unwillingly part-
time.  This measure is still above where it was pre-2008 recession.  This measure has continued to tick down, now reading 9.2%

The FOMC doesn’t specify a fixed goal for maximum employment… it’s 
more of a moving target.  In March 2016, the FOMC estimated the long-
run normal rate of unemployment to range from 4.7 to 5.8 percent with 
a median value of 4.8 percent.3 Under these projections you could say 
the full employment objective has technically been achieved.
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Total Nonfarm Payrolls
Change, Thousands of Persons, Seasonally Adjusted

NFP Change 12-month Moving Avg.

Jobs: Change in Non-Farm Payrolls

Source:  Fred - Federal Reserve Bank of St. Louis Economic Data5
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May’s jobs report was considered very disappointing, the 24,000 increase 
was the smallest increase since September 2010, however, since then the 
majority of reports have seen surprises on the upside as we’ve seen 
continued strong payroll figures since.  So far in 2017, we have seen 
continued strength in this measure.

The job market based on Nonfarm Payrolls may have peaked on a year-
over-year basis in early 2015 for this recovery, but the drop-off in the 
positive trend does not appear as severe as was initially perceived.
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Percent Change from Year Ago, Seasonally Adjusted

Jobs: Wage Growth

Source:  Fred - Federal Reserve Bank of St. Louis Economic Data7
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Wage growth rose to a post-recovery high over 2.8% year-over-year in 
the October jobs report and is one of the main reasons for optimism 
surrounding the job market’s ongoing recovery.  The latest reading in 
February re-touched the 2.8% level. The trend is clearly positive for 
wages.

In Janet Yellen’s June 6th speech she mentioned tentative signs of faster 
wage growth.  The committee sees continuing growth in wages as a 
signal that “slack” in the labor market continues to recede.19
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Change in Labor Market Conditions Index
Index Points, Seasonally Adjusted

Change in Labor Market Conditions Index 12-month Moving Avg.

Jobs: Labor Market Conditions Index

Source:  Fred - Federal Reserve Bank of St. Louis Economic Data 8
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The Fed’s Labor Market Conditions Index is Janet Yellen’s preferred measure to 
gauge the overall health and direction of the labor market.   The index is composed 
of a large set of labor factors, including, the unemployment rate, labor force 
participation rate, hours worked, wage growth, etc.  and summarizes the labor 
market.  While the index turned negative in January 2016, signaling deterioration, 
and continued downward during the first half of the year it has since recovered 
and indicated positive change since the September 2016 reading
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As opposed to employment, the Fed does maintain a specific inflation target: 2%3.  PCE is the FOMC’s preferred 
measure of inflation and has been running below the 2% target since early 2012.  With the drastic drop in oil and 
other commodity prices during 2014, 2015 and the beginning of 2016, PCE nearly fell to 0% while it was closer to 
the goal if one was to leave out the volatile costs of Food and Energy.  The big question on the FOMC’s minds 
now is whether they can consider that drop in prices a “transitory” or temporary event.  Inflation pressure has 
risen steadily during 2016 as commodity prices rebounded, wage growth returned and consumer spending 
increased.  Core PCE is not quite to the 2% target but the trend shows it could be there shortly.

Inflation by these measures has risen significantly over the past year.   Inflation and price stability 
had been the main culprit holding the FOMC from hikes while the job market has solidified its 
recovery.  With this rise in inflation, the FOMC has a clear runway for raising rates.



-3

-2

-1

0

1

2

3

4

5

6

1/
1/

20
07

4/
1/

20
07

7/
1/

20
07

10
/1

/2
00

7

1/
1/

20
08

4/
1/

20
08

7/
1/

20
08

10
/1

/2
00

8

1/
1/

20
09

4/
1/

20
09

7/
1/

20
09

10
/1

/2
00

9

1/
1/

20
10

4/
1/

20
10

7/
1/

20
10

10
/1

/2
01

0

1/
1/

20
11

4/
1/

20
11

7/
1/

20
11

10
/1

/2
01

1

1/
1/

20
12

4/
1/

20
12

7/
1/

20
12

10
/1

/2
01

2

1/
1/

20
13

4/
1/

20
13

7/
1/

20
13

10
/1

/2
01

3

1/
1/

20
14

4/
1/

20
14

7/
1/

20
14

10
/1

/2
01

4

1/
1/

20
15

4/
1/

20
15

7/
1/

20
15

10
/1

/2
01

5

1/
1/

20
16

4/
1/

20
16

7/
1/

20
16

10
/1

/2
01

6

1/
1/

20
17

CPI Core CPI

Inflation: Consumer Price Index
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CPI is another measure of Inflation and this chart also shows the divergence between CPI 
and Core CPI.  Core CPI actually broke the 2% goal at the end of 2015 and, with the 
rebound in the Energy prices this year, the trend appears favorable.  The level has held 
steady slightly above the 2% target for most of 2016 and all of 2017.
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The US Treasury Inflation Protected Securities (TIPS) market produces breakeven inflation 
rates based on market expectations for future inflation rates.  These expectations have 
shot up recently breaking through the 2% target the 10-year period and nearly hitting it 
for the 5-year period.  Market expectations of inflation are a forward looking mechanism 
the Committee uses to evaluate price stability.
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