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In our last U.S. economic outlook we argued that the 

pace of job creation might have been overstated in 

recent years. The annual revision to March 2019, 

which was released along with the January Current-

Employment-Statistics report, makes this abundantly 

clear.
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 Payroll revisions reveal lower momentum in job creation and could explain muted 

wage growth despite tight labor markets. 

 Income distribution becomes important in a late-cycle economy as we observe a 

moderation of consumption and delinquencies trending moderately higher. 

 It remains too early to calculate reasonable numbers on the coronavirus impact. 

The fallout depends on the duration and global spread. Christian Scherrmann 

U.S. Economist 
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WILL THE FED STEP IN AGAIN? 

1 Article on revisions: https://www.bls.gov/web/empsit/cesbmart.htm; current CES release: https://www.bls.gov/ces/  

Marketing Material 

ANNUAL NON-FARM-PAYROLL REVISIONS REVEAL LESS MOMENTUM IN JOB CREATION 

Sources: Bureau of Economic Analysis, Haver Analytics as of 2/17/20 
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While the final numbers were in line with what had 

been forecasted earlier in 2019, the loss of momen-

tum still remains remarkable. Not only was the pace 

of job growth substantially overstated throughout 

2018 but it seems also never to have recovered from 

the massive hit it took from the 2018/2019 govern-

ment shutdown. In retrospect the weak pace of job 

creation during the second and third quarters in 2019 

offered an outright justification for the U.S. Federal 

Reserve (Fed) to cut interest rates several times to 

protect the economy. The chart also impressively 

shows the oft-repeated time lag in monetary policy: 

while the Fed lowered interest rates three times be-

tween August and October 2019, job growth picked 

up just around the time they were almost done. 

 

MODERATING WAGE GROWTH DESPITE RECORD LOW UNEMPLOYMENT 

Sources: Bureau of Economic Analysis, Haver Analytics as of 2/17/20 

* seasonally adjusted, year-over-year, three-month moving average 

Most economists have been puzzled about why wage 

growth actually decelerated through 2019 as depicted 

in the chart above – despite a historical low unem-

ployment rate and fairly solid job creation. With the 

revised job data in mind, it now seems that the "job-

boom," supported by 2017 tax cuts, was already over 

by then. But there might also be other, quite structural 

reasons for muted wage growth. A recent Brookings 

Institute study shows that about 53 million workers (or 

44% of all workers between the ages of 18 and 64) 

earn a median income of only 18,000 dollars per year, 

or 10.22 dollars per hour.
2 
Digging deeper into their 

findings, they show that 64% of so-called low-wage 

workers are in their prime age (between the ages of 

25 and 54) and about half are the household's primary 

earner. These low-wage workers are mainly concen-

trated in retail sales, restaurant services, housekeep-

ing and personal/healthcare jobs – service jobs that 

have been a major driver of job creation in recent 

times. Another survey even finds that one in three 

American workers runs out of cash before payday – 

even those earning as much as 100,000 dollars per 

year.
3
  

In light of these findings there is little comfort in ob-

serving that delinquencies
4
, in nominal terms, for con-

sumer loans have picked up somewhat in recent 

years (see chart above). For us, however, these de-

velopments seem to be symptomatic of a late-cycle 

economy rather than alarming signs of elevated im-

balances that could trigger an imminent recession. 

2 https://www.brookings.edu/blog/the-avenue/2020/01/08/low-unemployment-isnt-worth-much-if-the-jobs-barely-pay/ 
3 https://www.cnbc.com/2020/02/11/32-percent-of-workers-run-out-of-cash-before-payday.html  
4 Delinquent loans are here defined as loans which are past due 30 days or more while still bearing interest including nonaccruals. Source: Haver Analytics  
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The so-called delinquency rate, the number of delin-

quent loans as a percentage of the total loans, re-

mains low at just above two percent, about half the 

peak level recorded before the 2008 recession. After 

all, the U.S. consumer still enjoys a favorable position 

when measured by overall interest payments and 

compared to overall disposable income.  

However, wage growth remains especially important 

to those who earn less. Low and middle-income work-

ers, those that depend on income to pay down their 

debt, represent the majority of consumers in an econ-

omy and therefore represent a main engine of eco-

nomic growth. Therefore not just the number of jobs 

created or headline income figures are important, but 

also the distribution of income. Key takeaway, howev-

er, should be: as long as labor markets remain in rela-

tively good shape, there generally is no reason for 

concern. The latest retail sales data for January or 

details of the fourth quarter 2019 gross-domestic-

product (GDP) figures, for instance, already suggest 

that consumption is cooling. But we believe things 

may improve. Considering too that monetary policy 

acts with a lag, the insurance rate cuts made in 2019 

could further support job creation and stabilize wage 

growth at current levels. 

The Fed is aware of these issues. Fed Chair Jerome 

Powell was asked at his Congressional testimony this 

month why, compared to other nations, the participa-

tion rate of American prime-age workers (ages 25 – 

54) is so low.
5
 For a number of reasons, he said, but 

key in his view was a falling educational attainment 

among lower- and middle-income individuals – exactly 

the same explanation as given by the authors of the 

Brookings study for the high number of workers re-

ceiving lower wages. The implications are that the 

labor market might indeed be at its structural limit 

right now: the qualifications employers are looking for 

are not available among those seeking a new job – or 

trying to re-enter the labor market. This clearly places 

a limit on further tightening of the labor market and in 

turn growth in wages. 

Overall, however, it seems that the Fed remains com-

fortable with current labor market developments, at 

least looking at the outcome of January's Federal-

Open-Market-Committee (FOMC) meeting. What has 

changed though is the framing of its comments on 

inflation. Powell explicitly mentioned a symmetric in-

flation target in the Q&A session; and the statement 

also now says that the FOMC expects inflation to re-

turn to target instead of being close to it. Furthermore, 

HIGHER DELINQUENCIES IN NOMINAL TERMS CAN WORK AS LONG AS THERE ARE ENOUGH 

GOOD LOANS 

Source: U.S. Federal Reserve Board as of 2/17/20 

* seasonally adjusted 

5 https://www.washingtonpost.com/business/2020/02/15/powell-labor-force/?

utm_campaign=wp_post_most&utm_medium=email&utm_source=newsletter&wpisrc=nl_most  
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consumption is now judged to be moderate instead of 

being strong. Lower growth and higher inflation 

seems to be the message. But we believe room for 

maneuver still exists: a symmetric target should allow 

for a credible easing bias if things turn sour – even if 

inflation trends somewhat higher. Despite the domes-

tic risks to the FOMC's economic outlook (the drag on 

GDP in the first quarter from halted aerospace pro-

duction of a major airline; somewhat fading risk from 

the trade war as the phase-one trade deal was 

signed) the focus of course was on the coronavirus 

outbreak and the possible consequences for the Unit-

ed States. 

As we recently reported [DWS Chart of the week: 

"Looks like SARS" as of 2/12/20 and DWS CIO Flash: 

"Coronavirus - too early to rely on the SARS pattern" 

as of 1/28/20] it remains too soon to come up with 

reasonable numbers on how severe the fallout will be 

– for the Chinese economy as well as other countries. 

And while financial markets, and equity markets in 

particular, have appeared so far to simply walk 

through the crisis, we remain cautious. The recent 

major revision to infection numbers, for instance, 

shows that a lot can still happen. To provide some 

early guidance, however, we expect – if the epidemic 

remains contained mainly to China and new infections 

decline sustainably in the coming two to three weeks 

– the fallout on the U.S. economy should be minor. 

For now we remain cautiously optimistic for a modest 

impact of the coronavirus epidemic. 

In general, however, we stick to our long standing 

view of lower growth in the United States in 2020 and 

2021. While we share the view of the Fed that infla-

tion could pick up somewhat and consumption is 

slowing, we are somewhat less optimistic on the labor 

market. Based on this outlook we could well imagine 

the Fed considering to further support the economy, 

just as they did in 2019.  

 

OVERVIEW: KEY ECONOMIC INDICATORS 

* PCE Price Index 

** Forecast 

  Q1 Q2 Q3 Q4 Q1F** Q2F Q4F Q1F Q2F Q3F 

GDP (% qoq, annualized) 3.1 2.0 2.1 2.1 1.2 1.4 1.8 1.4 1.4 2.0 

Core inflation (% yoy)* 1.5 1.6 1.7 1.6 1.9 1.9 1.9 1.9 1.9 1.9 

Headline inflation (% yoy)* 1.4 1.4 1.3 1.6 1.8 1.9 1.9 2.0 1.9 2.0 

Unemployment rate (%) 3.9 3.6 3.6 3.5 3.5 3.6 3.7 3.8 3.8 3.7 

Fiscal balance (% of GDP) -4.1 -4.3 -4.6 -4.6 -4.8 -4.6 -4.8 -4.8 -4.8 -4.8 
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GLOSSARY 

Disposable income is the amount of money that is available for 

spending after taxes and social security charges are deducted. 

The Federal Open Market Committee (FOMC) is the committee that 

oversees the open-market operations (purchases and sales of 

securities that are intended to steer interest rates and market liquid-

ity) of the U.S. Federal Reserve. 

The gross domestic product (GDP) is the monetary value of all the 

finished goods and services produced within a country's borders in 

a specific time period. 

Inflation is the rate at which the general level of prices for goods 

and services is rising and, subsequently, purchasing power is fall-

ing. 

In statistics and probability theory, a median is the number separat-

ing the higher half of a data sample, a population, or a probability 

distribution, from the lower half. 

Monetary policy focuses on controlling the supply of money with the 

ulterior motive of price stability, reducing unemployment, boosting 

growth, etc. (depending on the central bank's mandate). 

In economics, a nominal value is not adjusted for inflation; a real 

value is. 

A recession is, technically, when an economy contracts for two 

successive quarters but is often used in a looser way to indicate 

declining output. 

The U.S. dollar (USD) is the official currency of the United States 

and its overseas territories. 

The U.S. Federal Reserve, often referred to as "the Fed", is the 

central bank of the United States. 

The United States Congress is the legislature of the federal govern-

ment. It is comprised of the Senate and the House of Representa-

tives, consisting of 435 Representatives and 100 Senators. 
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