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More jobs in February, forcing the Fed to keep hiking, but 

cooling is evident 

March 10, 2023 

Executive summary: U.S. payrolls in February rose by 311,000, well-ahead of the 

consensus of 225,000. It was coupled with downward revisions to the prior two months, which 

subtracted 34,000 jobs, pushing the six-month average down to 336,300.  

Yet, there were several clear signs of cooling upon digging a little deeper. The unemployment 

rate rose to 3.6%. Additionally, there was weakness on the industry level, with three shedding 

workers and one unchanged during February, which is nearly half of the 10 major industries. 

The monthly pace of average hourly earnings slipped to a 12-month low, and hours worked 

fell.  

This is yet another report reinforcing the notion that the labor market is cooling but solid. We 

believe the Federal Reserve (Fed) will stay the course with a quarter-point (0.25%) rate hike 

on March 22 since there was enough cooling to fend off a 0.50% move. Still, a half-point move 

will ultimately hinge on the February inflation data. While there is a healthy debate as to how 

high the Fed takes rates during this cycle, multiple rate cuts in 2023 are becoming less likely.  

 Component February 
Prior 

month 

Six-month 

average 
Comment 

Change in payrolls 311,000 504,000 336,300 
6-month average continues to drift modestly lower. Net 
revisions subtracted 34K for December and January. Pre-
pandemic 3-year average was 177K/mo.  

Unemployment 
rate (U-3) 

3.6% 3.4% 3.6% Jumped from the cycle low of 3.4% in January.  

Labor force 
participation rate 

62.5% 62.4% 62.3% 
Rose to a 35-month high, though remains 0.8 percentage 
points below the December 2019 level.  

Average hourly 
earnings (YoY) 

4.6% 4.4% 4.8% 
The monthly pace cooled to 0.2%, the smallest in 12 months. 
But the non-supervisory pace rose 0.5%, while the annual pace 
rose to 5.3%, after revisions.  

Average weekly 
hours worked 

34.5 34.6 34.5 
Slipped after a rise in January. Manufacturing hours also 
dropped to 40.3, while overtime hours ticked down to 3.0.  

Data source: Truist IAG, Bloomberg, Bureau of Labor Statistics 
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A review of the major industry trends  

Private payrolls increased by 265,000 workers and government payrolls rose by 46,000. 

Service-providing industries added 245,000 positions, while goods producers hired 20,000.  

 

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

Leisure & hospitality continued to lead the job gains, adding 105,000 workers in February. 

More than two-thirds were by restaurants, which hired 69,900 and extends an impressive 26-

month stretch of job gains.  

Within retail trade, general merchandise payrolls added 39,000 in February, the third month in 

a row for a total of 66,000. That’s after snapping an ugly seven-month losing streak, which lost 

170,000 positions over that span.  

After an outsized jumped of 124,000 in January, education added 30,000 positions during the 

month between private educational services (11,000) and government (19,000). However, 

state level education jobs fell by 4,000 in February, the third decline in six months.  

Transportation firms continued to shed workers, slicing 22,000 positions during the month, 

mostly within trucking, couriers, and warehousing & storage businesses.  

Additionally, the information segment sliced 25,000 workers, which was the third consecutive 

monthly decline. All of the subindustries — publishing, motion pictures & sound recording, 

broadcasting, telecommunications — cut payrolls in February.  

Unemployment rate up, while wages cool and hours dip 

The unemployment rate rose to 3.6% in February, the first increase in four months, from 3.4% 

in January, which was the lowest level for the current cycle and the lowest since May 1969.  

The labor force added 419,000 in February, the third-straight monthly increase. The labor 

force participation rate also rose for the third month in a row, up by 0.1 to 62.5%, its highest 

level since March 2020. However, it remains 0.8 percentage points below the 2019 level.  
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Data source: Truist IAG, Bloomberg, Bureau of Labor Statistics  

 

Average hourly earnings rose 4.6% from a year ago, up from 4.4% in January, but rose just 

0.2% month over month, the coolest pace in a year. 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) rose on a month-over-month (up 0.5%) and year-over-year basis 

(up 5.3%). The annual pace remains significantly above its pre-pandemic rate of 3.2%. 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  

However, hours worked—officially known as average weekly hours worked for all 

employees—fell by 0.1 to 34.5, though remain slightly above the pre-pandemic 10-year 

average of 34.4. Within manufacturing, hours worked fell by 0.2 to 40.3, while overtime hours 

slipped to 3.0. Both are roughly in-line with their respective long-term averages.  

Our take  

Again, it’s important to note that the jobs report is backward looking. Still, the trend continues 

to show that the labor market is cooling from very strong levels but remains solid. Which is to 

say, its stronger than the Fed would like to see given the ongoing inflation struggle.  
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This mixed employment view is also corroborated by several other recent employment 

reports, including JOLTS and productivity, which show a plethora of job openings and sagging 

output, respectively. Even the weekly initial jobless claims, which are hovering near the lowest 

level since 1968, jumped to its highest level this year in the most recent week. 

Additionally, February had a sizable drop in the number of part-time workers, -227,000, the 

largest in 14 months. Furthermore, a private staffing index for temporary workers has declined 

for four consecutive weeks (through the end of February).  

Ultimately, we believe this report supports that the Fed will stay the course, hiking rates by a 

quarter point at its March 22 meeting. That said, there are two key inflation reports between 

now and then, which could change the near-term inflation view, perhaps compelling a half-

point move. Accordingly, there is elevated risk that the Fed may need to take the Fed funds 

target above 5.5% during this cycle. 

Nonetheless, market expectations for the Fed funds target have reset higher since last month, 

now anticipating rates will peak near 5.25% in mid-2023 then fall to about 5% by year-end 

(which was 4.5% a month ago). While there is a healthy debate as to how high the Fed hikes 

rates during this cycle, multiple rate cuts in 2023 are becoming less likely in our view. 
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