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IS U.S. WAGE GROWTH FINALLY
STEPPIN’ OUT?

Kevin Flanagan — Head of Fixed Income Strategy
11/07/2018

The calendar pages keep flying by, and, kicking off Q4 economic data, investors have
just received the October Employment Situation Report. As I’ve blogged throughout the
year, the money and bond markets have, in a sense, “graduated” from the typical
headlines regarding the unemployment rate and new job creation (which are more secondary
in importance at this point of the cycle) to a greater focus on wages. According to the
Tatest jobs report from the Bureau of Labor Statistics (BLS), average hourly earnings
(AHE), on a year-over-year basis, broke out of their recent range, raising the question:
is U.S. wage growth finally stepping out to the upside?

without a doubt, the one sticking point that seems to have eluded the Federal Reserve (F
ed) 1in its policy outlook has been the Tack of any significant wage growth. Sure, the
path of AHE has been positive, but the trajectory, or pace of the upside movement,
appears to have confounded market participants.
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Source: Bureau of Labor Statistics, as of 11/2/2018.

The graph above highlights how the year-over-year rate of increase for AHE had been
Tocked in a rather narrow band of roughly 2.5% to 2.8% since the end of 2015. It has
seemed as though every time there was a surprise to the upside, it was reversed in the
following month or so, turning any unexpected gain into a “false start.” However, over
the Tast three months, the AHE’s annualized gain has twice hit the 3% threshold, and, in
the case of the just-released oOctober data, the 3.1% -dincrease represented the best
showing since early 2009.
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with two of Tast three months producing 3% handles for AHE growth, investors may finally
be witnessing the long-awaited positive momentum in wages. As we have seen 1in the past,
the trajectory may not always be a straight Tine, but it does look as 1if progress is
being made. The scope of wage growth throughout various industries was also encouraging,
an important point to consider because it can help rule out the dreaded “aberrational”
result that tends to get cancelled out in future reports.

conclusion

while the UST market did sell off a bit in response to this data, the back-up in the 10-
Year Treasury yield was not necessarily noteworthy, nor did it signal any newfound
concerns on the inflation front. 1Inflation expectations, as measured by break-even
spreads, were only modestly higher after the jobs report. The bond market and the Fed
have been down this road before and will Tikely wait to see the ‘whites of the eyes’ of
sustainable wage growth before responding. In fact, this is just the type of result the
Fed has Tong been waiting for.

Unless otherwise stated, data source is Bloomberg, as of 11/2/18.

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

Federal Reserve :
United States.

Treasury : Debt obli

interest backed by th

10- Year Treasury
of ten years.

Inflation : Characte

The Federal Reserve System is the central banking system of the

gation issued by the U.S. government with payments of principal and
e full faith and credit of the U.S. government.

: a debt obligation of the U.S. government with an original maturity

rized by rising price levels.
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