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Household Survey – The unemployment rate edged down to 4.6% in May after a string of 
three monthly readings of 4.7%.  However, there are mixed messages in the details of the 
household survey.  The share of job losers and those laid off has climbed up to 50.0% in May, 
from a low of 46.7% in March (see chart 1). The statistic “job losers as a percentage of the 
unemployed” tends to be a leading indicator of the overall unemployment rate. Another 
“internal” that takes some of the bloom off the unemployment-rate-decline rose is that 55% of 
the 288,000 Household Survey employment increase resulted from increased part-time 
workers.   
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Establishment Survey – Payroll employment rose only 75,000 in May, following gains of 
175,000 and 126,000 in March and April.  The downward revisions of March and April 
estimates led to a net loss of 38,000 jobs.  Payrolls have risen only 146,000, on average, in the 
first five months of 2006 vs. a gain of 165,000 in all of 2005.    
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Factory employment fell 14,000 in May, after a gain of 19,000 new jobs in the prior month.  
Construction jobs rose only 1,000 in May. In the three months ended May, construction 
payrolls have increased on average less than 3,000 per month. In the 12 months ended 
February, monthly increases in construction payrolls averaged about 27,000. The weakness in 
construction employment reflects the fading momentum of the housing sector and highlights 
the importance of this sector to overall employment growth during this cycle. The 
manufacturing man-hours index dropped 0.3%, suggesting a soft industrial production report 
for May.  Hourly earnings edged up only one cent in May to $16.62.  On a year-over-year 
basis, unadjusted average hourly earnings were up 3.5% in May vs. 4.2% in April. The 0.23% 
decrease in average weekly earnings in conjunction with the only 67,000 increase in private 
payrolls points to a minuscule increase in May wages and salary income.    

Chart 2 
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Conclusion – The overall weak tone of the May employment report is clearly supportive of a 
pause in interest rate hikes at the June 28-29 FOMC meeting.  The May employment report is 
part of a pattern of evolving weakness in economic growth heralded by leading indicators such 
as the narrowing spread between the yield on the Treasury 10-year note and the fed funds rate 
and the weak growth in real M2. After having increased at an annualized rate of 5.2% in Q1, 
real PCE is on track to grow at 1-1/2% or less in Q2 based on the decline in motor vehicle unit 
sales and the decline in the ICSC – UBS Warburg retail same-store retails sales index in May. 
Based on the April construction spending data and various other related data, residential real 
estate will be a drag on Q2 real GDP growth. The ISM manufacturing data point to some 
softening in the industrial sector as evidenced by the three consecutive declines in the new 
orders index. The fever in commodity prices appears to have been broken and the TIPS break-
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even spread, a measure of inflation expectations, also has gone down some. We assume that 
that the FOMC is well aware that consumer price inflation is a lagging economic process. So, 
unless the FOMC is prepared to run the risk of recession either late this year or early next, it 
will pause now in its interest rate increases. We do not think the FOMC is willing to risk a 
recession at this juncture. Therefore, we do believe the FOMC will stand pat at its upcoming 
June 28-29 meeting. Moreover, we are of the opinion that the FOMC’s next change in the fed 
funds rate will be to cut it – probably at the December 12 meeting. 

 

HIGHLIGHTS OF THE EMPLOYMENT REPORT – MAY 2006 
Dec-05 Jan-06 Feb-06 Mar-06 Apr-06 May-06

     Household Survey
Chg. in Civilian Labor Force (000) -30 -39 335 203 159 180
Chg. in Civilian Employed (000) 168 295 183 384 47 288
Civilian Unemployment Rate 4.9 4.7 4.8 4.7 4.7 4.6
Participation Rate 66.0 66.0 66.1 66.1 66.1 66.1

     Establishment Survey
Chg. in Total Nonfarm Payrolls (000) 145 154 200 175 126 75
Chg. in Manufacturing Payrolls (000) 8 5 -1 -1 19 -14
Chg. in Services Ex. Government (000) 129 135 130 144 72 77

Total Workweek (Hours) 33.8 33.8 33.8 33.8 33.9 33.8
Manufacturing Workweek (Hours) 40.8 40.9 41.0 41.1 41.2 41.1
Manufacturing Overtime (Hours) 4.5 4.5 4.6 4.5 4.6 4.6

Average Hourly Earnings 16.35 16.40 16.47 16.51 16.61 16.62
   Chg. from prior month 0.4% 0.3% 0.4% 0.2% 0.6% 0.1%
   Chg. from year ago 3.2% 3.3% 3.5% 3.5% 3.8% 3.7%

Average Weekly Earnings 552.63 554.32 556.69 558.04 563.08 561.76
    Chg. from prior month 0.4% 0.3% 0.4% 0.2% 0.9% -0.2%
    Chg. from year ago 3.2% 3.6% 3.8% 3.8% 4.1% 4.0%

Index of Aggregate Weekly Hours:
  Chg. from prior month in Total Index 0.2% 0.3% 0.2% 0.2% 0.4% -0.2%
  Chg. from prior month in Mfg. Index 0.2% 0.5% 0.3% 0.3% 0.4% -0.3%  
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Peru:  Will the Central Bank Regret Pausing Come Monday? 
The Peruvian central bank (BCRP) maintained its benchmark interest rate at 4.5% yesterday, 
defying market expectations of a quarter percentage point increase. Consensus had called for a 
seventh consecutive rate hike, citing concerns over additional US tightening, strong consumer 
spending and the need to shore up the currency ahead of Sunday’s controversial presidential 
run-off. The BCRP’s unexpected pause serves as a vote of confidence in Peru’s 
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macroeconomic strength, a move that will be historically remembered either as a sound 
inflation-targeting decision or market suicide.  

Inflation levels have converged towards central bank targets, expectations are benign, and 
growth prospects are favorable in the Andean nation. Combined, these factors provide a text-
book case for holding or even cutting lending rates – at least in a developed country. But much 
to Peru’s chagrin, it is not a developed country, and its markets do not yet possess the depth 
their eastern neighbor, Brazil, possesses to weather political storms. Like all emerging market 
economies running inflation-targeting monetary policies, Peru must consider the wildcard 
factor, the exchange rate. 

Per u: Spot Exchange Middle Rate, NY Close
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To date, the Peruvian sol has shown remarkable stability despite the turbulent political 
environment. Ever since former-president Alan Garcia (1985-1990) squeaked passed 
conservative-candidate Lourdes Flores for a spot in the second round against populist Ollanta 
Humala, Peru has been shoved into the spotlight as the next possible victim of Latin 
America’s shift to the left. The press has gone so far as to dub Sunday’s run-off as the “lesser 
of two evils”. Voters are choosing between the evil they know – Garcia, a center-left candidate 
whose previous administration left Peru in economic ruin (hyperinflation, balance of payments 
crisis, debt default, and a deep recession) – or the evil they don’t know – Humala, who has 
been touted by our department as a fourth amigo to extremists Chavez, Castro and Morales.  

Regardless of the victor, the business community is concerned over the direction of economic 
policy, which in turn fuels worry about currency stability. High metal prices, strong trade 
inflows, and past rate hikes have prevented these concerns from materializing in the FX 
market to date. But, post-election blues in combination with global investors’ waning appetite 
for risk and the BCRP’s pause in rate hikes could bring on a marked depreciation of the sol.  
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