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WAGE GAINS: IS THIS TIME FOR
REAL?
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09/12/2018

The money and bond markets received another solid jobs report last week. Indeed, the
unemployment rate remained at historic Tows, while new job creation maintained its
upward trajectory compared to 2017. The fixed 1income arena has become somewhat
accustomed to this development, and as a result, the attention has shifted to another
vital part of the monthly employment data: wages.

As I mentioned in the August 8, 2018, blog post, “Stuck in a Moment and You Can’t Get
out of It,” the wage aspect of the broader economic landscape had been a bit of a disapp
ointment. It’s not that wages were declining; 1it’s that the pace of growth for average
hourly earnings (AHE) was relatively flat and mired in a narrow range. Sure, the bond
market had seen 1its share of surprises to the upside, but these surprises tended to be
essentially false starts and either short-lived or, even worse, revised downward in
later reports.

Inflation vs. Wages

4.0

3.5

3.0

2.5

2.0

15

1.0

0.5

0.0

0.5
o O o 9« 9~ &N ™N oMy Mmoo = = W wmopyy Wwow oM~ P~ e 0d
- 4 4 =4 4 4 =4 <4 =4 =4 4 =4 = = - —HA — A = — -
o o o o o o o o Qo g o o Qo . 9o o o o Qo o Q
[l IO Y o I VAN o N NN N ¥ I ' N I "IN I TN o N Y A i AN SR Y AN Y A ' N ' |
— - —~ — — — N = @~ —~ — @~ —
T e = s T = T = = = s = S T

— — — — —

——US CPI Ex-Food & Energy ~ ——WUSCPl  =——Avg. Hourly Earnings

Source: Bureau of Labor Statistics, as of 9/7/18. Past performance is not indicative of future results.

That brings us to the Tatest jobs data for August. The Bureau of Labor Statistics
reported that the year-over-year rate increase for AHE came in at 2.9%. This reading was
not only 0.2 percentage points higher than consensus estimates, but it also represented
the highest level since 2009.

Prior to the August print, AHE in 2018 had been stuck in a range of +2.6% to +2.8%, so
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the natural question becomes whether this Tlatest move to the upside will also be
fleeting, or has a new, more elevated trend commenced? Certainly, the underlying data
were encouraging because wage gains were not just centered on one or two groupings but
were more widespread. Another key point 1is that the jobless rate remains at 3.9%, a
figure that, if sustained, would seemingly be a positive sign for future wage growth as
well.

Let’s look at this from a broader inflation picture. Thus far in 2018, inflation has
been flying under the radar. In other words, the Consumer Price Index (CPI), on both a
headline and core (excluding food and energy) basis, has been making 1inroads to the
upside, but the bond market has apparently not given this development too much thought.
To be sure, after a boost in late 2017 and early this year, inflation expectations have
remained fairly anchored. So what has been the missing ingredient to the inflation
backdrop? wages. If this latest wage gain is “for real,” anxiety levels in the U.S. Trea
sury (UST) market may start creeping higher, notwithstanding escalated trade wars or
further deterioration in the emerging market landscape.

conclusion

The enclosed graph highlights how wages and both CPI readings are on a path of
convergence. If this trend is sustained or built upon further, it will continue to offer
more confidence for the Federal Reserve (Fed) that hitting its inflation target 1is here
to stay, and perhaps make it more likely that it could, at some point in the not too
distant future, declare victory on the inflation front. we do expect the policy makers
to raise rate rates for the third time this year at the upcoming September 25/26 FOMC
meeting, and they more than 1likely will add another increase to the Fed Funds Rate 1in
December. As far as declaring victory, the Fed would probably say that is premature at
this juncture.

Unless otherwise noted, data source 1is Bureau of Labor Statistics as of
September 7, 2018.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your internal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Consumer Price Index (CPI) : A measure that examines the weighted average of prices
of a basket of consumer goods and services, such as transportation, food and medical
care. The CPI is calculated by taking price changes for each item in the predetermined
basket of goods and averaging them; the goods are weighted according to their
importance. Changes in CPI are used to assess price changes associated with the cost of

Tiving.

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Federal Open Market Committee (FOMC) : The branch of the Federal Reserve Board that

determines the direction of monetary policy.
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