
 

  

  
Those who have been calling for a Fed exit strategy from the extraordinary degree of 

monetary ease should be silenced by the June employment results. The U.S. economy is 

still far too weak for the Fed to be worried about inflation. The larger-than-expected 

payroll decline is only part of the story. While the jobless rate rose to a 26-year high of 

9.5%, even more telling is the jump in the broadest measure of unemployment, so-called 

U6, to 16.5% in June. This more comprehensive measure of labour underutilization 

accounts for discouraged workers (those who have stopped looking for jobs) and those 

who can’t find full-time work. While there is some evidence that more workers have 

started looking for jobs again, the 16.5% figure is very troubling and might help to explain 

the decline in recent consumer confidence data. 

The broader jobless rate is now at a record high, even looking back to a discontinued and 

broader calculation of the number available prior to 1994 (going back to the 1970s). For 

example, the broader measure hit 15% in late 1982, following Chairman Volcker’s 

unprecedented monetary squeeze, when the official unemployment rate was 10.8%. The 

gap between the two indexes of unemployment has begun to narrow as the “green shoots” 

of an economic turnaround began to surface, encouraging labour-market dropouts back into 

the market. However, the number of long-term unemployed continues to rise—4.4 million 

people have been unemployment for more than 27 weeks, up from 3.9 million last month. 

The average duration of unemployment has hit a record-high 24.5 weeks, suggesting that 

most companies remain on the sidelines as far as hiring is concerned. 

With this much excess capacity in the labour market, wage pressures continue to ease. 

Accordingly, inflation is very unlikely to develop on a sustained basis. Remember, 

commodity price increases do not spell inflation unless they spiral through the pricing 

structure encouraging increased wage demands. Commodity prices rose sharply through 

the first part of this decade while consumer inflation failed to rise. Aggregate hours 

worked continue to fall and average hourly wages continue to grind lower. 

Bottom Line: Given the expected further contraction in the auto-employment sector, and 

only a modest revival in growth for the rest of this year, inflation fears are unfounded and 

the Fed will refrain from even hinting at monetary tightening. The fact is, the U.S. money 

supply growth has slowed meaningfully in recent weeks and the Fed’s balance sheet has 

contracted. If anything, the Fed might inject more liquidity into the system in light of these 

continued poor job results. 
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