MaAcRro REsSeEARCH

Markets

Investment Research — General Market Conditions

Flash Comment US

2 September 2016

Jobs report not strong enough for a September hike - a
December hike cannot be ruled out if data improve

Overall, the jobs report was to the weaker side

Nonfarm payrolls rose 151,000 in August, just marginally above the increase in April, which is
considered a weak month. This said, the weaker employment growth in August came after two
very strong months in June and July, when employment growth was above 270,000 in each
month. Looking at the three-month moving average, it has recovered back to 232,000. The
private payroll figure was 126,000, so 25,000 of the jobs added in August were government jobs.

Still, we think the jobs report overall was on the weaker side. Average weekly hours fell
from 34.4 in July (revised down from 34.5) to 34.3 in August, the lowest since early 2014. So,
more people found employment but they are working less hours.

Looking at the unemployment rate, it was unchanged at 4.9% in August and it seems to have
stabilised around the current level in 2016. In other words, the downward trend from 2011 to
2015 seems to have stopped for now. Also the broader unemployment measure U6 (the so-called
underemployment rate) has stabilised this year and was unchanged at 9.7% in August (see the
chart to the right). Overall, there is still more slack left in the labour market than previously
thought.

Wage growth was weak in August, as average hourly earnings rose only +0.1% m/m in
August, below the recent trend. Looking at the annual growth rate in average hourly earnings,
it declined from 2.7% to 2.4%. So, wage inflation is still subdued. Given that focus on wage
growth has increased (especially due to the ongoing presidential election campaign, in which
wage growth is a theme), this is bad news for the Fed. The weak wage growth is likely to be due
to a combination of weak productivity growth and remaining labour market slack.

Overall, the August jobs report was not strong enough for the Fed to hike at the next
meeting in September, especially not after the very weak ISM report released yesterday, with
the index falling below 50, indicating a contraction in the US manufacturing sector. Although
our view is that the Fed will stay on hold until H1 17, we cannot rule out a hike later this
year, most likely in December following the presidential election, if we see some recovery
in the US activity data and continued decent jobs growth in coming months. One main reason
we moved our expectation for the next Fed hike to next year was due to Brexit but, so far, the
economic impact of Brexit has been very limited in the rest of Europe and the US. Still, as we
have argued for some time, most voting FOMC members have a dovish-to-neutral stance on
monetary policy and would rather postpone the second hike than hike prematurely, although
some FOMC members (especially non-voters) appear to be eager to get going with the hiking
cycle. The Fed can afford to stay patient, as GDP growth has been just around 1% for three
consecutive quarters, PCE core inflation is still below 2%, inflation expectations (both survey
based and market based) have fallen and wage inflation is still subdued.

Important disclosures and certifications are contained from page 4 of this report.
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Despite weak headline employment growth, 3M moving
average has picked up due to strong increases in June and
July

Only modest wage growth in August - wage inflation down to
2.4%vy/y
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Average weekly hours declined to 34.3, the lowest since the
beginning of 2014
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Total hours worked vs payrolls
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Payrolls income proxy
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Temporary help services and unemployment

Unemployment narrow and broad measure
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Disclosures

This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘Danske Bank’). The
author of the research report is Mikael Olai Milhgj, Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the research
report accurately reflect the research analyst’s personal view about the financial instruments and issuers covered by the
research report. Each responsible research analyst further certifies that no part of the compensation of the research analyst
was, is or will be, directly or indirectly, related to the specific recommendations expressed in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject to the
rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske Bank is subject
to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority (UK). Details on the
extent of the regulation by the Financial Conduct Authority and the Prudential Regulation Authority are available from
Danske Bank on request.

The research reports of Danske Bank are prepared in accordance with the Danish Finance Society’s rules of ethics and the
recommendations of the Danish Securities Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality research
based on research objectivity and independence. These procedures are documented in Danske Bank’s research policies.
Employees within Danske Bank’s Research Departments have been instructed that any request that might impair the
objectivity and independence of research shall be referred to Research Management and the Compliance Department.
Danske Bank’s Research Departments are organised independently from and do not report to other business areas within
Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes investment
banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance or debt capital
transactions.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology as well as
publicly available statistics for each individual security, issuer and/or country. Documentation can be obtained from the
authors on request.

Risk warning

Major risks connected with recommendations or opinions in this research report, including a sensitivity analysis of relevant
assumptions, are stated throughout the text.

Expected updates

None.

Date of first publication

See the front page of this research report for the date of first publication.

General disclaimer

This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for informational
purposes only. It does not constitute or form part of, and shall under no circumstances be considered as, an offer to sell or
a solicitation of an offer to purchase or sell any relevant financial instruments (i.e. financial instruments mentioned herein
or other financial instruments of any issuer mentioned herein and/or options, warrants, rights or other interests with respect
to any such financial instruments) (‘Relevant Financial Instruments’).

The research report has been prepared independently and solely on the basis of publicly available information that Danske
Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not untrue or misleading,
no representation is made as to its accuracy or completeness and Danske Bank, its affiliates and subsidiaries accept no
liability whatsoever for any direct or consequential loss, including without limitation any loss of profits, arising from
reliance on this research report.

The opinions expressed herein are the opinions of the research analysts responsible for the research report and reflect their
judgement as of the date hereof. These opinions are subject to change, and Danske Bank does not undertake to notify any
recipient of this research report of any such change nor of any other changes related to the information provided in this
research report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or the United
States.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be reproduced
or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior written consent.
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Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets Inc., a U.S.
registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related interpretations issued
by the U.S. Securities and Exchange Commission. The research report is intended for distribution in the United States solely
to ‘U.S. institutional investors” as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this research
report in connection with distribution in the United States solely to ‘U.S. institutional investors’.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence of research
analysts. In addition, the research analysts of Danske Bank who have prepared this research report are not registered or
qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument may
do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial instruments
may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. Securities and
Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. Securities and Exchange
Commission.
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