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Economic commentary from the Investment Advisory Group 
Blowout job report in January, but cooling wages likely 
means the Fed stays the course 
February 3, 2023 

Executive summary: U.S. payrolls in January jumped by 517,000, more than double the 
consensus of 188,000 and the largest monthly rise in six months. Upward revisions to the 
prior two months added 71,000 more jobs, pushing the six-month average down to 348,800.  

Additionally, the unemployment rate slipped to 3.4%, a new cycle low, while the labor force 
participation rate bumped upward. Moreover, average hourly earnings cooled to a 17-month 
low. While there were some funky swings with the seasonal adjustment, especially to the 
headline job gains, the improvement does jive with several other reports; most notably, the 
weekly initial jobless claims.  

We are in the “good news is good news” for markets camp, though stocks might flutter today 
as some worry that the Federal Reserve (Fed) won’t cut rates soon. This is yet another report 
reinforcing the notion that the labor market is cooling but solid. We believe the Fed will stay 
the course, having just stepped down the size of rate hikes to 0.25% this week. We also view 
the market’s rate cut expectations in 2023 as being offsides. While there is a healthy debate 
as to how high the Fed takes rates during this cycle, rate cuts in 2023 are becoming less 
likely.  

 Component January Prior 
month 

Six-month 
average Comment 

Change in payrolls 517,000 260,000 348,800 
6-month average continues to drift modestly lower. Net 
revisions added 71K for November and December. Pre-
pandemic 3-year average was 177K/mo.  

Unemployment 
rate (U-3) 3.4% 3.6% 3.6% This is a fresh cycle low for the unemployment rate.  

Labor force 
participation rate 62.4% 62.3% 62.3% Rose to a 10-month high, though remains 0.9 percentage point 

below the 2019 level.  

Average hourly 
earnings (YoY) 4.4% 4.8% 4.9% Cooled further to the slowest pace in 17 months. Non-

supervisory also cooled, to 5.1%, after revisions.  

Average weekly 
hours worked 34.7 34.4 34.6 First increase in four months. Manufacturing hours rose to 40.5, 

a 10-month high, while overtime hours rose 3.1.  

Sources: Truist IAG, Bloomberg, Bureau of Labor Statistics 
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A review of the major industry trends  
Private payrolls increased by 443,000 workers and government payrolls rose by 74,000. 
Service-providing industries added 397,000 positions, while goods producers hired 46,000.  

 

 
 
Data source: Truist IAG, Bloomberg, Bureau of Labor Statistics  

Leisure & hospitality added 128,000 workers in January. Restaurants hired 98,600, the most 
in 11 months and extending an impressive 25-month stretch of job gains.  

Education added 78,000 positions during the month between private educational services 
(26,000) and government (52,000), most of which were on the state level.  

Within retail trade, general merchandise payrolls increased by 16,000, snapping an ugly 8-
month losing streak, which lost 180,000 positions over that span.  

Revisions added 74,000 more jobs to the November and December tallies than previously 
reported. Among them, couriers and warehousing & storage businesses both shed fewer 
workers than estimated. Electronics & appliance stores also had sizable upward revisions.  

Unemployment rate hits new cycle low, while wages cool 
The unemployment rate drifted down to 3.4% in January from 3.5% in December. That is the 
lowest level for the current cycle and the lowest since May 1969.  

The labor force added a huge 866,000 in January, the most in 12 months. The labor force 
participation rate rose for the second time in as many months, up by 0.1 to 62.4%, its highest 
level in 10 months. However, it remains 0.9 percentage point below the 2019 level.  
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Despite strong headline 
job growth, one major 
industry group lost jobs 
during January. 



 

 

 
Data source: Truist IAG, Bloomberg, Bureau of Labor Statistics  

 
Average hourly earnings rose 4.4% from a year ago, the coolest pace in 17-months. 
Moreover, it rose 0.3% month over month after rising 0.4% for three months. Still, the annual 
pace remains well-above the pre-pandemic rate of 3.0%.  

The pace of average hourly earnings for rank & file workers (officially known as production & 
nonsupervisory employees) also cooled in January on both a month-over-month (up 0.2%) 
and year-over-year basis (up 5.1%). The month-over-month pace was coolest in 27-months. 
The annual pace also remains significantly above its pre-pandemic rate of 3.2% and its 10-
year average of 2.4%. This is important since production & nonsupervisory employees are the 
bulk of all employees and where most of the dramatic recent wage gains have been 
concentrated.  

 
Data source: Truist IAG, Bloomberg, Bureau of Labor Statistics  

Hours worked—officially known as average weekly hours worked for all employees—rose for 
the first time in four months to 34.7. That’s a bit more than the pre-pandemic 10-year average 
of 34.4. Within manufacturing, hours worked rose 0.4 to 40.5, the most in 10 months, while 
overtime hours rose to 3.1. Both are roughly in-line with their respective long-term averages.  
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Our take  
This was yet another report reinforcing the notion that the labor market is cooling but solid. 
The January headline job gains appear to be impacted by the seasonal adjustment, though 
after digging a little deeper, it’s not as distorted as it might appear.  

Furthermore, the improvement jives with several other reports; most notably, weekly initial 
jobless claims, which have trended down in recent weeks and are hovering near the lowest 
level since 1968. Also, the so-called quit rate – or the percentage of employees voluntarily 
quitting – has bumped higher in the past few months after peaking in late 2021. Despite 
recent headlines about job cuts, these reports suggest that many of these workers are finding 
other jobs, skipping the unemployment line at least for now. 

This report – though backward looking – also supports our view that the U.S. economy is 
stronger than many are giving it credit. Again, not as strong as it was in 2021, but not so weak 
as to see companies dumping workers in big numbers. As we’ve repeatedly mentioned, there 
appears to be an increasing trend of firms using attrition – so-called “hiring freezes” – 
ratcheting back on hiring plans, particularly large companies.  

That was also coupled with the biggest two-month gain in part-time workers, 1.2 million in 
December and January, since the reopening months of 2020 after holding steady for roughly 
a year. Additionally, supplemental data, including the Atlanta Federal Reserve’s wage growth 
tracker and the Employment Cost Index, corroborate that wages are cooling.   

In terms of the implications, we believe the Fed will stay the course, having just stepped down 
the size of hikes to 0.25% this week. The bulk of the Fed’s rate hikes, which took overnight 
rates up to 4.75%, are now behind us.  

Market expectations, which currently anticipate rates peaking near 5.0% in mid-2023 then 
falling to 4.5% by year-end, are offsides in our view. We remain cognizant of the elevated 
upside risk to the Fed taking the Fed funds target above 5% during this cycle. Nonetheless, 
while there is a healthy debate as to how high the Fed hikes rates during this cycle, rate cuts 
in 2023 are becoming less likely. 
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