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Although the fi rst fl ash of the employment report – the plus 162k in payrolls – was disappointing, all 
the details are very good.  The January and February numbers were revised upward by 62k and the 
census hiring, at about 50k, was far below expectation, so that the private payroll growth, at +123k, 
was well above expectations.  Furthermore, the employment growth in the household survey, at 
264k was another very strong number.  The only slight weakness in the report was in hourly earn-
ings, which actually dropped 0.1%, and long-term unemployment, which ticked upward.  It is very 
likely that the latter number is infl uenced by the extraordinarily generous unemployment benefi ts 
the government has doled out, as we mentioned last week.  The drop in wages suggests that there 
is absolutely no infl ationary pressures coming from the labor sector, as would be anticipated with 
such a high unemployment rate. 

Hours worked were up to 34.0 hours, as that makes the increase in hours worked in the fi rst quarter 
up at about a 2.0% rate from the fourth quarter.  This presents a bit of a puzzle.  Most estimates of 
GDP growth for the fi rst quarter are between 2.5% and 3.0%, but this implies productivity growth 
of less than one percent, below the long-run average and far below the growth in recent quarters, 
which has averaged over 6%.  It is certainly possible that productivity growth could drop from its 
recent torrid pace – quarterly data on productivity are very volatile – but it will be interesting to see 
whether the recent data brings an upward revision to forecasters’ estimates of GDP growth.

Markets also interpreted the numbers as bullish for the economy:  stock index futures jumped and 
treasuries sold off, with the ten-year yield rising 7 bps to 3.94%, near that 4% barrier it has reached 
before.  The dollar is also stronger and has taken back some of its losses over the past week.  

I expect equities will continue to rally into the new week, hitting post-recovery highs.  It is also 
possible that the Fed sees this number as bullish enough to raise the discount rate another 
notch, part of its program for normalization of the monetary process.  That will send a momentary 
shiver down the spines of equity traders, but it won’t last long enough to end the current rally.  
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