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With the second jobs report for 2018 now in the books, investors have once again

witnessed a similar tale: solid job growth but no real progress on the wage front. This

dynamic has certainly perplexed the money and bond markets, and I’m sure Federal Reserve

(Fed) chair Jerome Powell was scratching his head as well. In fact, from a purely

domestic fundamental standpoint, how this year’s trend for wages pans out will also help

shape where U.S. Treasury (UST) yields will reside as 2018 plays out.

 

There is certainly no disputing the fact that job creation has been an economic bright

spot, resulting in historically low levels of unemployment. The February jobs report did

not disappoint on either of these fronts, as total nonfarm payrolls rose by 313,000, or

more than 100,000 above consensus forecasts and the best reading since July 2016. Over

the last three months, the average pace of payroll gains has come in at +242,000, versus

+182,000 per month for all of last year.

 

The jobless rate remained at 4.1% for the fifth consecutive month, which is the low

watermark for this expansion. The alternate measure of job creation, civilian

employment, has been surging thus far in 2018, producing a two-month average of just

under +600,000.

 

Average Hourly Earnings

 

Let’s turn our attention to wages. Average hourly earnings (AHE) rose at an annual rate

of +2.6% in February, following a downward revision of 0.1 percentage points for the

prior month. In other words, the +2.9% surprise to the upside in January has now been

dialed back a bit to +2.8%. Remember, one of the lynchpins behind the rise in the UST

10-Year yield this year was an increase in inflation expectations, led by said “January

surprise.” The current pace leaves wages essentially “stuck in the mud,” at least for

the time being, illustrated by the fact that the average year-over-year increase over
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the last two years has been that same +2.6% (see the graph).

 

Conclusion

 

So, when will that jobs trend translate to higher wages? According to the new Fed chair,

a key force behind the frustrating lack of significant progress has been the result of

“the weak pace of productivity growth in recent years.” Powell also stated that given

the economic backdrop and strong job creation, he expects to see wages rising. This line

of reasoning is definitely justified, but thus far, the results have been lacking.

Nevertheless, there does seem to be an expectation that later this year, the annual rate

of increase for AHE will eventually hit, and possibly eclipse, the +3.0% threshold. The

bottom line is that, barring any unforeseen circumstances, the Fed will not be dissuaded

from raising interest rates this year, a development expected for next week’s FOMC

meeting.

 

Unless otherwise noted, all data is Bloomberg, as of March 9, 2018.

For standardized performance and the most recent month-end performance click here NOTE,

this material is 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. investors 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 investments in 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 its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 instruments 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 indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss 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
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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   : The Federal Reserve System is the central banking system of the

United States.

Treasury yield   : The return on investment, expressed as a percentage, on the debt

obligations of the U.S. government.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

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

determines the direction of monetary policy.
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