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HOW WILL FRIDAY’S EMPLOYMENT REPORT AFFECT THE TIMING OF TAPERING? 

As Friday approaches, this is a question we are being asked more frequently in conversations with 
clients.  As a general rule, the Fed is never swayed by a single data point, so Friday’s report will 
definitely not be the sole determinant of the outcome of the December 18 FOMC decision.  However, 
the previous employment report, and in particular the strong payroll figures, were likely well received 
inside the Fed.  Another strong number, especially if accompanied by corroborating evidence from the 
household survey, could put a few more members over the fence and make a December taper much 
more likely than is commonly believed.  On the flip side, judging from recent communications, the Fed 
does not seem to be itching to taper.  Leadership transition issues and an inflation rate that is 
persistently below the Fed’s 2% target may also contribute to a delay in tapering.  On balance, we put 
somewhat more weight (but not much) on these delaying factors, so it would take a very solid 
employment report to induce a December tapering.  

 IT’S NOT JUST JOBS – PCE INFLATION IS IMPORTANT TOO  

Inflation is too 
low relative to 
the Fed’s 2% 

target… 

 

…Low inflation 
may be an 

argument for 
delaying 
tapering. 

            Source: Bloomberg.  

It’s not easy to put probabilities on a December taper, especially since the Fed leadership has not been 
particularly clear on its thinking on the subject.  However, while Yellen’s confirmation hearing, 
Bernanke’s recent speech, and the October FOMC minutes all suggested that tapering is likely to take 
place before too long, none of those communications indicated it might be imminent.  The Fed 
leadership probably would like to see confirmation that the recent encouraging developments in the 
labor market and in the economy in general are likely to be sustained before committing to reduce QE. 
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In addition, inflation is also an important determinant of policy decisions.  The fact that inflation remains 
persistently below the Fed’s 2% target also supports the view that a December taper may not be the 
base case.  The Fed’s favorite measure of inflation – the PCE deflator – is at the low end of its historical 
range (if we exclude the big dip during the last recession).  In particular, it is roughly at the same level it 
was in 2002, when the Fed decided to remain on hold for longer than it would have otherwise.  With low 
inflation and high unemployment, the Fed leadership is probably in no rush to trim QE, and that is the 
main reason why we don’t think a December taper is the base case. 

Doing more QE, however, is not the only way to continue to provide monetary accommodation.  The 
same objective can be accomplished by persuading investors that the federal funds rate is likely to still 
remain near zero for a long time.  That is in fact the message that Yellen, Bernanke, and the October 
minutes sent loud and clear.  Even though the majority of the FOMC perceives that the benefits of QE 
exceed its costs, the Fed knows that the costs are rising while the benefits are not.  Therefore, the 
phasing out of QE is only a matter of time. 

A strong employment report on Friday could therefore, in principle, hasten the onset of tapering.  Some 
FOMC members that are currently on the fence may be swayed by another solid report, especially if the 
new data showed a pickup in participation and a drop (for the “right reasons”) in the unemployment 
rate.  After all, the Fed has always said that it would continue with QE “until the outlook for the labor 
market has improved substantially.”  While the improvement in the labor market so far may not yet be 
substantial and warrant an end of QE, more FOMC members may reason that there has been sufficient 
progress to justify at least a cautious tapering.  In other words, if the Fed wanted to taper, it would have 
all the justification to do so. 

However, what the leadership thinks matters more than what other FOMC members think.  This is 
especially true at this stage because of the transition between Bernanke and Yellen.  Bernanke might 
feel that being at the end of his mandate his views should not influence policy decisions and Yellen’s 
views should carry more weight.  Yellen, on her part, might not be in favor of a December taper in the 
first place.  If she expresses that view forcefully, other FOMC members are unlikely to push hard against 
her when she is virtually certain of being the next chair.   

Exactly how forceful her view might be is somewhat unclear and depends in part on her assessment of 
how likely it is that the market will believe the Fed’s message of low rates for a long time even after 
tapering starts.  We lean towards her being forceful enough to defer tapering to next year, but it’s hard 
to be very confident on that in the absence of clear signs. 

We would summarize all of the above by saying the probability that tapering will begin in two weeks is 
far from trivial – we would put it in the 35% neighborhood given what we know now, which includes 
today’s better-than-expected ADP report – but not yet close to base-case territory.   We will reassess 
that number on Friday based on the totality of the employment data, but it would probably take an all-
around strong report to induce a December taper. 
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 Today’s Policy Calendar 

Obama speaks on the economy in Washington, DC. 
Fed releases Beige Book. 
OPEC meeting in Vienna. 
IMF, European Commission and ECB review Portugal’s aid program. 
 

Congress 
Roll Out of HealthCare.gov — House Oversight and Government Reform. 
Challenges of the Affordable Care Act — House Ways and Means. 
Medicare Advantage: What Beneficiaries Should Expect Under President's Health 

Care — House Energy and Commerce. 
Effect of ACA’s Business Aggregation Rules on Small Employers — House Small 

Business. 
 


