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Is a U.S. Dollar Rate Hike Approaching? A New

Interpretation from the Employment Perspective
Allen Ding, Chief Economist
Summary

Strong U.S. nonfarm payrolls have revived market concerns about tighter
monetary policy, causing sharp moves across global bonds and equities,
especially in semiconductor stocks. The key issue is not strong
employment itself, but whether the labor market is tight enough to fuel

wage growth, inflation, and economic overheating.

As the Taylor Rule suggested, employment affects Fed policy through its
relationship with output gap and inflation pressure. Nonfarm payrolls
should therefore be read together with the unemployment rate and wage

growth, rather than as a single headline number.

Historical experience shows that the Fed raises rates when strong
employment contributes to inflation risk, not simply when job creation is
robust. In the late 1990s, productivity gains allowed the Fed to tolerate
low unemployment; in 2004-2006 and 2022-2023, stronger inflation and

financial overheating made rate hikes more necessary.

Al brings a new policy debate around productivity. If Al significantly lifts
productivity, it could allow faster growth with lower inflation and create
room for rate cuts. But if Al first drives investment booms, asset-price
gains, and stronger demand, it may instead add to short-term inflation
pressure. It is the argument within the Fed about whether Al could give

room for lowering interest rate, which seems happen to what the US
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president Donald Trump wants. So putting the discussion about the U.S.
nonfarm payrolls in thess comprehensive backgrounds maybe a better

way to forecast the direction of the Fed’s next move.



