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Confluence Investment Management offers various asset allocation products which are managed using
“top down,” or macro, analysis. \We publish asset allocation thoughts on a weekly basis in a special
section within our Daily Comment report, updating the piece every Friday.

December 13, 2019

The recent employment report was very strong, with payroll growth rising more than forecast
and the unemployment rate declining more than expected. One uncertainty that develops when
labor markets tighten is the point at which wage growth begins to lift inflation.
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This chart shows yearly wage growth and the unemployment rate (inverted scale). In the past
three cycles, an unemployment rate at this level would have been consistent with wage growth in
excess of 4.0%. Although wages have been increasing, the growth rate remains below the 4.0%
level.

The reason wage growth remains modest is complicated, but a contributing factor is that the
labor force continues to increase. A key function in that process has been that citizens who were
not part of the labor force have been steadily finding jobs. The chart below shows the 12-month
rolling total of those who have been out of the labor force and found employment. This number
has been increasing in this expansion.
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Flows into Employment: Not in the Labor Force to Employed
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At the same time, the pace of these flows is beginning to slow. If this source of new employees
declines, in theory, it would tend to lift wages at an increasing pace until employment growth
slows. Nevertheless, for now, the labor market appears to be strong enough to attract new
entrants into the labor force and employment, without excessive wage growth, which is a
positive development for the economy.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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