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not guarantee investment returns and does not eliminate the risk of loss. Individual results will differ based upon asset allocation, timing and fees. 2

See Disclosure and 
Footnotes, Page 13

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 at a 78% probability of no rate increase and 22% 
of a 0.25% increase.  The probabilities of a rate increase have fluctuated considerably this 
year for this meeting but were never stronger than essentially a 50/50 chance.
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Jobs: Unemployment Rate

Source:  Fred - Federal Reserve Bank of St. Louis Economic Data 1,2 (Graph Data), Federal Reserve3

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. 3
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The unemployment rate ticked upwards to 4.9% from the May low of 4.7% which was below where it was at pre-2008 recession. The FOMC 
still sees “slack” in the labor market through workers that are marginally attached or unwillingly part-time.  This measure is still above where it 
was pre-2008 recession.

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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After May’s jobs report was considered very disappointing, the 38,000 
increase was the smallest increase since September 2010, June and July 
reports came in well above estimates. 

As one of the main gauges of the job market, many speculated that May’s 
report was an anomaly and job creation continued to be healthy.

The latest report came in slightly below expectations.
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Source:  Fred - Federal Reserve Bank of St. Louis Economic Data7
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Wage growth remains suboptimal.  Wage growth when 
the economy is at less than full employment is hard to 
come by, as the supply of workers available outpaces job 
openings. This is another sign of slack in the labor market 
beneath the headline unemployment number.

In Janet Yellen’s June 6th speech she mentioned tentative 
signs of faster wage growth, however there was a sharp 
downturn in the latest jobs report.19
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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.  This index turned negative in January 2016, signaling deterioration, and 
has continued downward each month since.  It hit it’s lowest level reading since 
2009 during the summer, then bounced back, but the latest reading released at the 
beginning of September signaled deterioration.20
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One of the key catalysts of the 
unemployment rate dropping is not 
actually a positive thing for the labor 
markets.  In the US, a concerning 
trend has been the Labor Force 
Participation Rate declining from a 
high of 67.3% in the spring of 2000 to 
62.5% in September 2015.   The recent 
uptick has been encouraging. The participation rate measures the percent of civilians 

that are either employed or actively seeking employment.    
As people drop out of the work force, for any reason such 
as, retiring baby boomers, discouraged workers or a 
worker going on disability insurance, etc., holding all else 
equal, the unemployment rate would drop.  This is not 
necessarily a good drop in the unemployment rate though.  
The FOMC is concerned about this as it’s frequently 
referenced by Janet Yellen.20
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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.  
In this chart the recent divergence between PCE and Core PCE (excluding Food and Energy) is clearly 
shown.  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.

PCE remains below 1% yoy, well below the 2% target.
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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.
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The Fed isn’t mandated to target stability in GDP, but it is still a data point 
that should be watched.  GDP growth, while positive since coming out of 
the credit crisis, leaves much to be desired compared to US history.  
Quantitative forecasts from the Atlanta and New York Federal Reserve 
Banks project a fairly steep recovery and 2.8-2.9% growth for the 3rd qtr. 
of 2016.  While a recession doesn’t appear imminent for the US, there isn’t 
much margin for error in the economy.
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Janet Yellen has also commented on the strength of the 
US Dollar as it affects the prices of imported goods.  As 
the US Dollar has strengthened against other currencies, 
it has held down the prices of imported goods, which in 
turn presents challenges to US firms competing with 
foreign producers.  This can be viewed as another 
element of “price stability,” and the FOMC is definitely 
cognizant of foreign exchange movements and how their 
policy actions affect them.19
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The yield curve spent most of 2016 
flattening.  The 10-year dropped as 
investors moved into safe bonds and 
the 2-year moving up slightly, 
possibly in anticipation of the Fed 
raising it’s target rate.

The yield curve continued to flatten 
over the summer to its lowest level 
since before the financial crisis.  After 
Brexit, the 10-year yield hit an all-
time record low.18

However we’ve seen a steep reversal 
as rate increase and economic 
growth expectations have risen.
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