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The labor market report released on Friday blew away all expectations. Job growth was reported as having risen by 313,000 in February and both
January and December's data revised upward by a total of 54,000. There was strong growth in manufacturing and construction jobs and even growth
in retail, a sector that has been slow in the last two months. Temporary help increased by 27,000 which indicates companies are have trouble finding
qualified workers to fill job openings. The unemployment rate remained at 4.1% due to the 866,000 increase in the size of the workforce taking the
total size to just under 162 million with those of working age not holding a job to 95 million. This drove the participation rate up to 63%. This is the
highest level since 2003. The growth in manufacturing jobs in the last three months indicates industrial production data should be stronger for
February than the consensus forecast currently in the market. In spite of the fact that we're at full employment, average hourly earnings only rose
0.1% for the month and dropped from 2.9% to 2.6% on a year-over-year basis. The risk the Fed has been trying to address is the possible surge in wages
as companies raise wages to retain and attract the employees they need to meet strong final demand. To date, this has not occurred but the risk we
see is at a tipping point and labor costs begin to drive inflation higher.

Inflation risks were increased by the decision to impose tariffs on selected imports of metals. Should these tariffs be imposed, it would increase the
cost to many products such as auto's. The auto companies will pass on the increased costs by raising prices. While the higher costs will not be fully
recovered with higher prices, it will add to higher price pressures. Tariffs will also slow job growth as companies try to control other costs to offset
the rising cost of commaodities. Tariffs will also lower consumer spending as prices rise at a faster rate. All in all, a trade war is not positive for
economic growth or inflation. These cross currents will add to the pressure on the Federal Reserve to raise managed rates. The FOMC meets next
week with everyone expecting a hike in short-term rates. The Fed may provide further guidance on future monetary policy direction and timing with
more forecasts now moving to expecting four increases in 2018. The data due out this week is expected to reflect a solid expansion continuing with
little inflation. Industrial production should rebound and the CPI and PPI are expected to be well contained. The fundamentals remain strong but a
change in fiscal policy in the form of tariffs could offset the benefits from tax reform. Intervention in market pricing will create uncertainty and
dampen future growth prospects.
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