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Surging labour costs heap pressure on
the Fed
The lack of suitable workers at a time of intense demand is prompting
firms to pay up for staff. With labour costs surging the most in years
this will only increase inflation stresses in the economy and heap
more pressure on the Fed to accelerate the process of “normalising”
monetary policy

1.3% employment cost increase in 3Q

Benefits end, but housholds are flush with cash
Personal incomes fell 1% month-on-month in September as the extended unemployment benefits
ceased. This was a a bigger fall than expected, but the consensus -0.3% forecast had looked a little
too upbeat given the situation. Despite today’s figure, incomes are an annualised $1.5tn higher
than before the pandemic struck in February 2020 – a remarkable 7.8% increase. This underscores
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our view that household finances remain in great shape and with household wealth having
increased by $26tn since 4Q 2019 there is no reason to believe that spending is about to hit the
buffers with consumers able to weather a winter storm of higher energy costs.

Compositional change of household incomes versus pre-
pandemic levels ($tn)

Source: Macrobond, ING

Greenspan's favoured measure sets off alarm bells
Moreover, worker compensation increased 0.7% MoM which, given the mediocre payrolls increase
in September, suggests pay rates are increasing rapidly. This message was reinforced by the 3Q
employment cost index. Former Fed Chair Alan Greenspan was an avid watcher of this report and
the fact that it surged 1.3% QoQ, its fastest rate since the series started in its current form in 1996,
is going to set alarm bells off amongst both former and current central bankers.

Remember that there are 10.5mn job vacancies in the US (according to the JOLTS report) so the
fact only 194,000 jobs were created in September indicates that it is a supply issue and not a
demand problem. Given the red-hot competition for workers it is clear that companies are bidding
up pay and benefits to not only recruit new staff, but also retain current employees.

In a strong growth environment there is evidence that companies have got more pricing power
than experienced in the past couple of decades with various business surveys suggesting a
growing willingness amongst corporate America to pass higher costs on. Given the US is largely a
service sector economy and workers are the biggest cost, today’s report suggests inflation
pressures are likely to build.

Inflation set to climb even higher
The core personal consumer expenditure deflator remained at 3.6% year-on-year, well above the
2% target and we see more upside in coming months. We are already expecting headline CPI to
breach 6% and core to break above 5% by December and today's labour cost figures only add to
the upside risks. Of course productivity growth can mitigate the impact from higher labour costs,
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but given the bottlenecks running throughout the economy we are not confident that will happen
imminently. As such the inevitable taper announcement next week may well start off at $15bn per
month, but we expect it to be accelerated early in 2022 with the growing prospect we could see
three interest rate increases from the Federal Reserve next year.

Core (ex food and energy) inflation measures (YoY%)

Source: Macrobond, ING

Author

James Knightley
Chief International Economist
james.knightley@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

mailto:james.knightley@ing.com


THINK economic and financial analysis

Article | 29 October 2021 4

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

http://www.ing.com

