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January Nonfarm Payroll jobs were up 200K - the Unemployment rate steady at 

4.1% - Report still shows some slack but near record low levels in the labor pool 

wages up 0.34% m/m and 2.89% y/y  
 

Figure I: Nonfarm Payroll January 1970 to Jan 2018 

 

 
Source: BLS, Factset, SISR 
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Figure III: Unemployment Rate January 1970 to Jan 2018 

 

 
Source: BLS, Factset, SISR 

 

Figure III: Civilian Labor Force Jan 2012 to Jan 2017 
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Source: BLS, Factset, SISR 

 

Introduction: 

 
This morning the BLS reported that there were 200K new nonfarm payroll workers. Today's number 

was above consensus of 175K; it was significantly below the ADP number of 233. The report was solid 

on almost all levels, while still showing that there is still slack in the labor pool. This month there were 

518K new entrants into the labor pool. This was not matched by the marginally attached workers which 

decreased only modestly, but the decline in the marginal worker pool does match with the 200K new 

jobs.  

 

Discouraged workers went down 23K and now stand at 451K whereas the lows in the 1999 averaged 

280K (Figure IVA). The long term unemployed were down 94K to 1421 only about 350K above the 

lows from 2006 (Figure IVB). The part time workers who want full time employment actually increased 

by 74K (Figure IVC), meaning that some of the 200K new workers went to involuntary part time work 

filling some of the new hires. Also the U-6 unemployment rate was up from 8.1% to 8.2%, and was as 

low as 8.0% in Oct and Nov (Figure IVD).  

 

Based on all the marginally attached workers data we find that these numbers are now close to the late 

1990's numbers which was the last tight labor market. If there was no slack in the work force a good 

month would add about 80K new payroll workers. The only way to get a number like today's 200K, 

from last month January is for there to be about 120K new employees from the marginally attached 

work force, which we got this month. IF we add the 23K from the discouraged worker pool and the 94K 

from the long term unemployed plus the normal new worker increase of 70 to 80K we basically get the 

top line number of 200K. This is why we always look at Figure IV to see where the potential slack is 

coming from. This pool as shown above now is near record lows, meaning that structural unemployment 

has almost been eliminated. 
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Figure IV: Discouraged, long Term unemployed, Part Time Workers and U-6, Jan 1994 to Jan 2018 
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Source: BLS, SISR 

 

Looking closer at Figure IV it shows that the discouraged worker pool is about 200K above the lows 

from 1999, the long term unemployed is about 350K above the 1999 lows, and the U-6 is about 1% 

above the 1999 lows. This implies that perhaps the slack in the work force is about 500K, which means 
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that if next year the average monthly payroll number is 140K the total structural unemployed slack 

should be eliminated and that a high 3% unemployment level should be attainable.   

 

The most important aspect of this report from the market perspective was the change in hourly wages. 

Hourly wages were up 0.34% m/m and 2.89% y/y. Looking closer at Figure V shows some interesting 

trends and reasons for these increases.  

 

Figure V: Hourly wage gains m/m and y/y by sector Jan 2018 

 
Source: DOL, SISR 

 

Viewing the hourly earnings table (Figure V) we find that much of it is driven by construction up 6.6% 

y/y and the strength in the finance sector up 4.2% y/y. On m/m basis inflation came from the service 

sector which was up 4.0% with the goods producing sector up only 0.1% m/m. It was the service sector 

where in CPI and now in this wage report we are finding some inflation.   

 

The Payroll numbers  
 

 Total nonfarm up 200K 

o Total private up 196K 

 Goods producing up 57K  

 Mining unchanged 6K 

 Construction up 36K  

 Manufacturing up 15K 

 Durable goods up 18K  

 nondurable goods down (-3K)   

o Private service providing up 139K  

 Wholesale trade up 9.8K 

 Retail trade up 15.4K  

 Transportation and warehousing up 11.1K 
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 Information down (-6.0K) 

 Financial Services up 9K  

 Professional and business services up 23K 

 Education and health services up 38K  

 Health up 25.8K 

 Educational services up 11.7K  

 Leisure and Hospitality up 35K 

 Government up 4K 

 Federal up 5.0K 

 State down (-11K) 

 Local government up 10K  

o Local government education down (-0.3K) 

o Local non education up 9.8K 

 

Summary & Implications   

 

This morning's nonfarm payroll report came in above expectations at 200K with hourly wages up 0.34% 

m/m and up 2.89% y/y. Looking at the data we find that the 200K increase is compatible with the 

decline in the marginally attached worker pool of potential workers. Discouraged workers declined by  

23K plus the decrease in the long term unemployed of 94K plus the average of 80K new entrants from 

immigrants and youth finishing their schooling this would be about 207K almost exactly the 200K new 

jobs number. One important take away from this report is that the structural unemployment slack in the 

economy is finally going away, and the slack is close to the full employment levels from the late 1990's. 

We estimated that there are about 400 to 500K potential employed workers in the marginal unemployed 

pool, meaning that unemployment may soon be in the high 3% and at historic low levels of full 

employment.  

 

To the extent that the slack in the economy is almost gone, the Fed and almost everyone excepts some 

wage inflation which we saw today up .034% m/m and now 2.89% y/y.  Looking at the hourly earnings 

table (Figure V) we find that much of it is driven y/y by construction up 6.6% and the strength in the 

finance sector up 4.2% y/y. On an m/m basis the wage increase came from the service sector which was 

up 4.0% while the goods producing sector up only 0.1% m/m. It was the service sector where in CPI and 

now in this wage report we are finding some inflation.  This service sector inflation has investment 

implications.  

 

Finally the strong sell off from today and all we is showing how our macro model was correct in 

pointing out that the markets have been excessively over bought.  
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Certification:  
 

I, Philip L. Miller (or any research analysts at SISR Inc.) certify/certifies that the views expressed in this 

report accurately reflect my personal views about the subject companies and securities. In addition no 

part of my compensation was, is or will be directly or indirectly related to the specific recommendations 

or views expressed in this report. 

 

Recommendation Scale: 

 

Stock Rating: 

1 – Recommended List – The stock has our highest recommendation and is expected to outperform the 

average equal weighted expected total return of the overall Market irrespective of sector. Our investment 

horizon is 12 – 18 months except as specified by the reporting analyst.  

2 – Overweight – The stock is expected to outperform the equal weighted expected total return of the 

sector coverage. Our investment horizon is 12 – 18 months except as specified by the reporting analyst.  

3 – Neutral – The stock is expected to perform in line with the equal weighted expected total return of 

the sector coverage. Our investment horizon is 12 -18 months except as specified by the reporting 

analyst. 

4 – Underweight – The stock is expected to under-perform the equal weighted expected total return of 

the sector coverage.  Our investment horizon is 12 -18 months except as specified by the reporting 

analyst. 

5 – Rating Suspended – The rating and target price have been suspended temporarily to comply with 

applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting 

in an advisory capacity in a merger or strategic transaction involving the company.  

 

Sector Ratings: 

1 - Recommended Sector – The sector has the highest recommendation with continued improving 

valuations and rapid growth. 

2 – Positive – The sector fundamentals and valuations are improving with a positive second derivative. 

3 – Neutral – The sector fundamentals and valuations are flat with the second derivative close to zero or 

with a neutral slope. 

4. Negative – The sector fundamentals and valuations are negative with a negative second derivative.    

5 – Rating Suspended – The rating and sector targets have been suspended temporarily to comply with 

applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting 

in an advisory capacity in a merger or strategic transaction involving the company.  

 

Price Chart: 

 

A price chart, with changes of ratings and price targets in prior periods, is included above, for all 

securities covered in this report.  

 

Additional Disclosures: 
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This report is for information purposes only and should not be construed as a solicitation or an offer to 

buy the securities or other instruments mentioned in the report. This report may not be reproduced in any 

manner, without the written permission of SISR Inc.  

 

This research report is based on current public information, with the possible exception of disclosures 

relating to SISR Inc., that SISR Inc. deems to be reliable and as accurate as reasonably possible. SISR 

Inc., however, makes no claim to the accuracy and completeness of this reports, and this report should 

not be relied on as such, or as a statement of factual content.  

 

This research report is prepared for general information purposes only. In addition this information does 

not consider the specific investment objectives, financial situation and particular needs of any 

individual, or institution. Investors and/or institution should seek financial advice and or internal due 

diligence for institutional investors, as to the appropriateness of investing in any securities or investment 

strategies mentioned or recommended.  

 

Analyst as Officer or Director: No analyst will serve as an Officer or Director. SISR Inc. prohibits its 

analysts, persons reporting to analysts or members of their households from serving as an officer, 

director, advisory board member or employee of any company in the analyst’s area of coverage.  

 

Ownership and Material Conflicts of Interests: SISR Inc. permits ownership of the recommended 

securities subject to all the NASD rules regarding the ownership of securities by analysts. Since our 

analysis is economic in origin and subsector driven we expect all analysts to cover the universe of all 

stocks and as a consequence limiting the analyst or the firm to ownership of the underlying securities 

would in essence require these entities to reframe from investing in the equity market.  

 

Analyst Compensation:  Analysts are paid in part based on the profitability of SISR Inc., some of which 

may include investment banking and consulting revenues.  

 

Disclosures are required in the United States for any of the following: 

 

1. acting as a financial advisor, 

2. manager or co-,manager in a pending transaction 

3. 1% or other ownership, long or short 

4. compensation for certain services 

5. types of client relationships 

6. managed/co managed public offerings in prior periods 

7. directorships 

8. market making and/or specialist role. 

 

These disclosures are included in the company-specific disclosures above for any of the above 

disclosures that are required. 


