
Background
As of June 30, 2019, the official U.S. unemployment rate resides at
3.7%, very near the lowest in 50 years, as 21.5 million new jobs
have been added in the last decade. This rate is well below the
Federal Reserve’s longer run projected rate of 4.2%, a number
which has been repeatedly revised downward over the last four
years, from approximately 5.2%. This longer run rate is supposed to
represent “full employment” in the economy. Yet there continue
to be discouraged workers, as well as businesses struggling to fill
open positions. The hallmarks of full employment are typically
inflation and wage growth, neither of which has occurred in
great quantity thus far. So why has full employment been difficult
to reach, and what data is the unemployment rate missing?

Hidden Slack in the Labor Market
As jobs have been added, the unemployment rate has also seen
downward pressure from a decreasing supply of labor. There are
key demographic trends contributing to this, such as retiring
baby-boomers. A factor that is more difficult to explain is the
change in labor force participation. The unemployment rate
counts only people actively looking for work, and in the wake of
the trauma of the Great Recession that number has diminished
significantly. This could be for a number of reasons, such as early
retirees, people going back to school, participants choosing the
“gig economy,” or people simply too discouraged to bother
anymore. The labor force participation rate of 82.2% for prime-
age workers (25-54 Years) is an improvement from post-recession
lows but still trails the 83.3% from 2007 and the 84.4% in 2000. The
modest change in percentage terms from 2000 to today
represents 2.3 million people who would have been participating
in the labor market. This exceeds the current positive gap of 1.6
million between job openings and people counted as
unemployed.

An Incomplete Recovery
There have been headlines speculating the U.S. economy was at
full employment since 2015, and reports of labor shortages for at
least that long. For example, an industry survey indicated 74% of
construction firms reported difficulty filling positions as far back as
2013, a number that still stands at 78% as of 2019. Nonetheless,
median yearly wage growth for early post-recession years of
2010-2015 averaged a meager 2.2%, with low-wage occupations
such as retail and hospitality faring the worst. Whatever labor
shortages may have existed, they were not numerous or severe
enough for businesses to increase wages at rates consistent with
the overall expansion. The widely reported “skills gap” suggests
workers lack the talents required to perform available positions,
regardless of wages being offered. There are indications this
environment, along with a perceived decline in value of a
college degree has begun to shift behaviors. An Obama era
Department of Labor focus on apprenticeships has seen
participation in those programs increase 56% since 2013. Trade
school revenues have increased 22% in that time, and recent
industry surveys indicate an uptick in on-the-job training. With the
benefit of minimum wage reforms, wage growth has finally
started to trend up for the nation’s lowest earners. This is key for
economic growth, as it’s this constituency that spends the
greatest share of incremental income, and ultimately drives
consumer spending (the most critical component of domestic
GDP at nearly 70%).

ACG’s Position
While recently improved, both labor-force participation and
wage growth remain below pre-recession levels. It will be
necessary for the Fed to continue to re-evaluate what constitutes
“full employment” in this environment. With a host of ongoing
uncertainties acting as a headwind to hiring, year-to-date job
creation has slowed from the pace observed in 2018. Stubbornly
low inflation, and the steady supply of discouraged workers also
lend support to the idea of renewed Fed rate cuts in the near
future, regardless of historically low unemployment.
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OVERVIEW
▪ Millions of new jobs have been created since 2010, with unemployment close to its lowest level since the late 60s
▪ Though the U.S. has experienced one of the longest economic expansions ever, wage growth has been modest
▪ Technological innovation and the impact of the Great Recession has altered labor market dynamics

More Openings but Fewer Participants

Source: St. Louis Federal Reserve (FRED database), ACG Research
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The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions
of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG
believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does
not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information
contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”,
“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or
performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you
should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a
range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment
risk. The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized
financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates
may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in
deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to
which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual
investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any
estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in
existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,
inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will
experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future
producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes
only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such
matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,
annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.
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