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Summary and Major Conclusions: 

 
▪ The labor market is in the early stages of a strong cyclical recovery that began one year ago. 

Since the cyclical low of April of last year, nonfarm payrolls have increased by nearly 15 

million workers, and the unemployment rate has declined from nearly 15% to 5.8%. 

 

▪ The pace of job creation has slowed in recent months. The sharp slowdown appears to be 

related to supply and worker availability, rather than demand factors, suggesting that the 

recent slowdown is likely to prove temporary.  

 

▪ There is compelling evidence that the labor market is temporarily supply-constrained. Job 

openings jumped to more than eight million in April, the highest monthly level in the history of 

the series.  

 

▪ The supply of workers has been constrained by several factors. There is evidence that potential 

workers have remained out of the labor force because of generous government payments as 

part of COVID relief legislation passed by Congress. 

 

▪ Millions of women have exited the labor force to care for out-of-school children or family 

members recovering from COVID-19. There are also reports of adults not working because of a 

fear of contracting the virus. Finally, the number of early retirements increased sharply in 

2020. 

 

▪ There also appears to be an acute mismatch between skill levels associated with job openings 

relative to the education and skills of people looking for work. According to business surveys, 

44% of firms report that they have one or more job openings, the highest percentage on 

record.  

 

▪ While the availability of workers should gradually improve during the second half of this year, 

certain segments of the labor market are likely to remain structurally supply-constrained over 

the next several years. 

 

▪ There are multiple dominant themes with respect to the outlook for employment: Job creation 

should increase at a robust pace over the next several years, while the labor market could 

reach full employment by the end of next year. 

 

▪ Shortages of skilled workers are likely to intensify along with an expanding economy. A new 

wage cycle is underway that could gather considerable momentum over the next few years, 

with wage growth climbing to a multi-decade high. 

 

▪ My forecast assumes net job creation of six million this year and four million in 2022. The 

labor force should return to full employment by the end of next year, estimated at an 

unemployment rate between 3.5% and 4%. 

 

 

 

 

 

   Because wage growth can 

have a very mixed effect on 

different aspects of the 

economy, the implications 

are nuanced. In the positive 

column, higher wages are 

supportive of both consumer 

spending and the housing 

market. Federal and state 

government tax revenues 

also benefit from higher 

wage income. On the 

negative side, rapid wage 

growth can be detrimental 

to company profit margins, 

all else equal. And the 

Federal Reserve tends to 

tighten monetary policy 

more aggressively when it 

fears that a wage/price 

inflation cycle is underway. 

Historically, a cyclical peak 

in wage inflation tends to 

mark the end of an 

economic expansion. 
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▪ These projections could prove conservative depending upon the status of President Biden’s 

proposal to fund large infrastructure projects. If passed by Congress, as expected, this plan 

would create millions of jobs over the next five years, providing employment for both skilled 

and low-skilled workers. 

 

▪ Demographic factors point to a sharp slowdown in the growth of the labor force over the next 

decade. The overall workforce is expected to grow by only 0.3% annually through 2030, the 

slowest growth rate on record, and well below the annual growth rate of 0.8% since 2000. 

 

▪ I expect an acceleration in wage inflation over the next several years as the demand for labor 

strengthens in a rapidly growing economy, especially as it approaches full employment. The 

annual increase in wages is virtually assured to exceed the 4% peak experienced in late 2008 

and could rise to 5% to 6%. 

 

▪ Because wage growth can have a very mixed effect on different aspects of the economy, the 

implications are nuanced. In the positive column, higher wages are supportive of consumer 

spending and the housing market.  

 

▪ On the negative side, rapid wage growth can be detrimental to company profit margins, all else 

equal. And the Federal Reserve tends to tighten monetary policy more aggressively when it 

fears a wage/price inflation cycle.  

 

▪ Historically, rapid increases in wages have been detrimental in a broad economic context. An 

analysis of previous business cycles reveals that wages are a lagging economic indicator and 

typically signal an overheating economy and an end to the business expansion. 

 

 

 
 

The US labor market was devastated by the coronavirus pandemic. Nonfarm payrolls 

plunged, the unemployment rate surged, the labor force shrunk, and wages collapsed. 

From the peak in early 2020, the number of employees on nonfarm payrolls declined 

by more than 22 million, while the unemployment rate surged from 3.5% to nearly 

15%. Employment has been on the mend in recent months, and a full recovery is 

expected over the next two years. This week’s Economic Perspective provides a 

summary of current labor market conditions along with the outlook through 2023. 
 

Cyclical Recovery: The labor market is in the early stages of a strong cyclical recovery 

that began one year ago and could persist over the next several years. Since the 

cyclical low of April of last year, nonfarm payrolls have increased by 14 million 

workers, and the unemployment rate has declined from nearly 15% to 5.8%. Average 

hours worked have increased by a cumulative 15%, and wages are in a gradual 

recovery phase. 
 

Temporary Slowdown: However, the pace of job creation has slowed in recent months. 

Average monthly growth in nonfarm payrolls over the past six months of 250,000 was 

well below the 1.5 million monthly pace of the preceding six months. The 

unemployment rate has declined by less than one percent since October of last year. 

The sharp slowdown appears to be related to supply and worker availability, rather 

than demand factors, suggesting that the recent slowdown is likely to prove 

temporary.  
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Record Job Openings: There is compelling evidence that the labor market is 

temporarily supply-constrained. The Bureau of Labor Statistics compiles monthly data 

pertaining to job openings, separations, and hiring, and the overall message from this 

report is that employment conditions are healthy. Job openings jumped to more than 

eight million in April, the highest monthly level in the history of the series. For the 

first time in many years, the number of job listings exceeds the number of 

unemployed workers.  

 

Weekly Jobless Claims: Initial claims for unemployment provide additional support 

that the labor market is in a strengthening trend. Applications for US state 

unemployment insurance remain in a firm downward trend and fell below 500,000 

for the first time since March of last year. New claims have declined by 90% from 

their peak one year ago.  

 

Supply Constraints: At the same time, the supply of workers has been constrained by 

several factors. There is evidence that potential workers have remained out of the 

labor force because of generous government payments as part of COVID relief 

legislation passed by Congress. Millions of women have exited the labor force to care 

for out-of-school children or family members recovering from COVID-19. There are 

also reports of adults not working because of a fear of contracting the virus. 

 

Incentives to Work: There is anecdotal evidence that various income support 

initiatives have created a disincentive for some workers to exit the labor force, 

especially in low-wage sectors such as leisure and hospitality. The calculus is 

straightforward: Monthly payments from government unemployment programs in 

some cases have exceeded wages for those earning less than $15/hour, resulting in 

the decision to stop looking for work. This phenomenon is transitory and will unwind 

once these relief measures expire in September and schools reopen for in-person 

learning. 

 

Personal Income: The data pertaining to personal income are striking and reflect the 

powerful crosscurrents in the economy. Total personal income is comprised of wages 

and salaries, interest income, dividend income, rental income, and government 

transfer payments, among other items. Relative changes in these various categories 

over the past year were unprecedented. 

 

▪ Transfer Payments Dominate: The largest component by far are wages and 

salaries. However, over the past 12 months, the cumulative rise in personal 

income of $5.5 trillion was dominated by the $5 trillion increase in transfer 

payments associated with government emergency relief programs. The rise in 

wage and salary income was less than $500 billion. These trends are likely to 

reverse within the next 12 months as government support programs expire and 

as job creation strengthens. 
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Severe Mismatch: There also appears to be an acute mismatch between skill levels 

associated with job openings and the education and skills of people looking for work. 

According to business surveys, 44% of firms report that they have one or more 

openings, the highest level in the history of the survey. Finally, the quit rate is 

calculated monthly and tracks the number of workers leaving their jobs voluntarily. 

This index is at a historic high, implying that job security is not a problem currently.  

 

Temporary Factors: Many of these factors are temporary, implying a resumption of 

growth in the labor force later this year. The risk of COVID-19 infections continues to 

decline, schools are gradually returning to in-class learning, and government income-

support programs will be expiring soon. Nonetheless, while the availability of workers 

should gradually improve during the second half of this year, certain segments of the 

labor market are likely to remain structurally supply-constrained over the next several 

years. 
 

Long-Term Structural Factors: Although I expect current worker shortages to be 

resolved within the next six months, there is a legitimate case to be made for a 

sustained structural shift in economic power between workers and employers. 

Businesses have enjoyed bargaining power over workers for many years, but this 

dominance could be in the process of fading.  

 

▪ Population Growth: Demographic factors point to a sharp slowdown in growth of 

the labor force over the next decade. Population growth for Americans between 

the ages of 20 and 64 — the core working-age population — declined in 2020 

for the first time in American history. The overall workforce is expected to grow 

by only 0.3% annually over the next decade, the slowest growth rate on record. 

Faster growth in demand for labor relative to supply would have obvious 

implications for worker compensation and wage inflation in coming years.     
 

EMPLOYMENT FORECAST  
 

The labor market outlook appears quite favorable over the next several years. There 

are four central themes with respect to the outlook for employment:  

 

▪ Job creation should increase at a robust pace over the next several years  
 

▪ Shortages of skilled workers are likely to intensify along with an expanding 

economy 
 

▪ The labor market could reach full employment by the end of next year or the 

early months of 2023 
 

▪ A new wage cycle is underway that could gather considerable momentum over 

the next several years, with wage growth climbing to multi-decade highs 
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Job Creation: The number of workers on nonfarm payrolls is currently 7.6 million 

below its pre-pandemic peak in early 2020. Assuming a monthly pace of 600,000 

net new jobs over the next year, these jobs will be restored in 13 months. My forecast 

for employment assumes the following:  

 

▪ Net job creation of six million this year and another four million in 2022  
 

▪ An unemployment rate of 4.5% at the end of this year 
 

▪ A return to full employment — estimated at an unemployment rate between 

3.5% and 4% — by the end of next year or early 2023   

 

Based upon these assumptions, the labor market will return to full employment in 

less than three years, dated from the end of the recession in mid-2020. This 

compares with nearly ten years in the previous expansion that began in 2009. It took 

five years to return to full employment in the 2002 business expansion. 

 

Infrastructure Plan: These projections could prove conservative depending upon the 

status of President Biden’s American Jobs Plan, which would provide funding for 

large infrastructure projects. If passed by Congress, this plan would create millions of 

jobs over the next five years, providing employment for both skilled and low-skilled 

workers. According to President Biden, 90% of new jobs associated with his 

infrastructure plan do not require a college degree, and 75% do not require an 

associate degree. 

 

Wage Growth: All evidence points to a gradual rise in wage inflation over the next 

several years as the demand for labor strengthens in a rapidly growing economy and 

as the economy approaches full employment. The annual increase in wages is 

virtually assured to exceed the 4% peak experienced in late 2008 and could rise to 

5% to 6% during 2022 and 2023, paces not reached since the 1990s. 
 

ECONOMIC IMPLICATIONS 
 

Because wage growth can have a very mixed effect on different aspects of the 

economy, the implications are nuanced. In the positive column, higher wages are 

supportive of both consumer spending and the housing market. Federal and state 

government tax revenues also benefit from higher wage income.  

 

On the negative side, rapid wage growth can be detrimental to company profit 

margins, all else equal, although wage increases tend to lag increases in selling 

prices by six months to a year. The implication is that company profit margins could 

benefit from a wage/price cycle in the short term. The Federal Reserve tends to 

tighten monetary policy more aggressively when it fears that wages are in a strong 

uptrend.   
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Historically, rapid increases in wages have been a net negative in a broad 

macroeconomic context. An analysis of previous business cycles reveals that wages 

are a lagging economic indicator and typically signal an overheating economy and an 

end to the business expansion. There is a strong positive correlation between wage 

growth and long-term interest rates.   
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results 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 any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 

Bloomberg Barclays US Aggregate Bond Index: is a broad base, market capitalization-weighted bond market index representing intermediate term 
investment grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market. 

Dow Jones Industrial Average: is a stock market index that measures the stock performance of 30 large companies listed on stock exchanges in the 

United States. 
 
MSCI World Excluding US Equity Index: is a stock market index comprising of non-U.S. stocks from 23 developed markets and 26 emerging markets. 

The index is calculated with a methodology that focuses on liquidity, investability, and replicability.  
 
NASDAQ: is an American stock exchange at One Liberty Plaza in New York City. It is ranked second on the list of stock exchanges by market capitalization 
of shares traded, behind the New York Stock. 
 
Russell 2000 Index: is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index. It was started by the Frank Russell 
Company in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group. 
 
Russell 3000 Growth Index: is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 Growth Index includes 
companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in the United States. 
 
Russell 3000 Value Index: : is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.     
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