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Summary and Major Conclusions: 

 
▪ The US labor market is in flux — a condition of rapid structural change, distortions, and 

instability — as both workers and employers face unprecedented market forces, some of 

which could become permanent.  

 

▪ The employment cycle has reached the midpoint of a strong cyclical recovery that should 

continue into 2023, at a minimum. Job creation is currently at its most rapid growth 

phase, which could persist over the next 12 months.  

 

▪ After several months of supply-induced weakness, job creation has accelerated during the 

past three months. Nonfarm payrolls increased by more than 900 thousand in both June 

and July, the fastest monthly pace in nearly a year. 

 

▪ The unemployment rate declined to 5.4% in July, the lowest since the pandemic began 

18 months ago. The labor market is on track to exceed its pre-pandemic peak of 152.5 

million nonfarm payrolls approximately one year from now. 

 

▪ There is a sizeable mismatch between supply and demand: The demand for labor is 

exceptionally strong in contrast to weakness in the supply of labor, which is caused by 

several temporary forces. The labor force has declined by an unprecedented 3.3 million 

since the onset of the pandemic.  

 

▪ There are notable crosscurrents between highly skilled and less-skilled workers: Both are 

currently supply-constrained, but shortages of skilled workers are a permanent long-term 

structural phenomenon, while shortages of low-wage workers are likely to be temporary. 

 

▪ Shortages of low-paid workers can be explained by temporary factors, including a lack of 

childcare options for working parents; COVID-19 health concerns; and disincentives to 

work because of generous government payments for unemployed workers. 

 

▪ The monthly trend in job openings has been extraordinary: Listed job openings posted in 

June exceeded 10 million, up 50% from only 6.75 million at the end of last year and 

currently at an all-time high. 

 

▪ There appears to be a paradox between existing worker shortages and an elevated 

unemployment rate. These diverging trends are temporary and should be fully resolved 

within the next year. 

 

▪ Whereas the demand for labor is currently in a V-shaped recovery, the supply of new 

workers is physically constrained by routine logistical and administrative factors. There 

are practical limits to how rapidly human resources departments can effectively process 

new hires.   

 

 

 

Following many years of 

weakness, labor 

productivity could be 

entering a new era of rapid 

growth. The pandemic has 

forced businesses to 

implement new and more 

efficient methods of 

organization, production, 

and distribution. 

Productivity has increased 

at a 3.75% annual rate 

over the past five quarters, 

nearly double the long-term 

average of 2%. A surge in 

productivity would be 

enormously beneficial for 

the economy and financial 

markets, simultaneously 

boosting real wages and 

company profit margins and 

exerting downward pressure 

on inflation. 
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▪ On the surface, there is currently a greater number of job openings nationwide than 

unemployed workers. However, a look beneath the surface reveals that there is a striking 

mismatch between the skill levels of the unemployed and qualifications required in job 

openings.  

 

▪ There are several powerful labor market trends that could have a profound impact on the 

economy in coming years. The most important of these pertain to labor force growth, labor 

productivity, the impact of technology, and a growing divergence among workers based 

upon education and skill level. 

 

▪ The annual growth rate in the working-age population is expected to decline to less than 

0.5%, the slowest pace in US history. A plunging birth rate, accelerated growth in 

retirements, and continued slow pace of immigration are the primary contributing factors.  

 

▪ Digitization of the economy will have a major influence on labor markets in coming 

decades. The implementation of digital platforms will increase efficiencies and help 

workers become more productive. It will also reinforce the trend toward income inequality 

as workers without technical skills fall behind.  

 

▪ Following many years of weakness, labor productivity could be entering a new era of rapid 

growth. The pandemic forced businesses to implement new and more efficient methods of 

production, distribution, and organization, with an emphasis on adopting new digital 

technologies. 

 

▪ There is considerable evidence suggesting that the labor market will become increasingly 

bifurcated with the passage of time, in terms of worker skill level and education. Lower-

skill workers are vulnerable to automation, as businesses increasingly substitute low-cost 

capital for high-cost labor.  

 

▪ The most significant issue for financial markets over the next year is that employment 

should continue to grow rapidly, although the economy is unlikely to reach full 

employment until early 2023. Under these circumstances, the Federal Reserve is unlikely 

to begin a new rate-tightening cycle until later next year, a positive for the equity market 

through the middle of next year.  
 

 

 

The US labor market is in flux — a condition of rapid structural change, instability, 

and distortions — as both workers and employers struggle to cope with market forces 

that are unprecedented. There is an enormous imbalance between worker supply and 

demand — business sector demand for labor is surging while the supply of workers is 

constrained. Nonfarm payrolls are in a sustained rising trend but monthly data on job 

creation have been uneven and inconsistent across industries and sectors.  

 

The unfolding of labor market trends over the next several years will have significant 

implications for financial markets. The most critical labor market trends can best be 

summarized as follows:  

 

▪ The US labor market is currently at the midpoint of a strong cyclical recovery 

that should continue into 2023, at a minimum. 
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▪ Employment has entered its most robust growth phase, which should persist 

through the middle of next year. 

 

▪ There is an enormous mismatch between supply and demand: The demand for 

labor is exceptionally strong in contrast to impediments to the supply of labor, 

caused by several temporary forces. The labor force has shrunk by an 

unprecedented 3.3 million since the onset of the pandemic.  

 

▪ At the same time, there is an abundance of slack in the overall labor market, as 

measured by the unemployment rate and the employment-to-population ratio. 

Full employment is unlikely to be reached until early 2023. 

 

▪ There are notable crosscurrents between highly skilled and less-skilled workers: 

Both are currently supply-constrained, but shortages of skilled workers are a 

permanent long-term structural phenomenon, while shortages of low-wage 

workers are likely to be temporary. 

 

▪ Wage growth has accelerated rapidly in recent months to the fastest pace in 

many years as businesses bid for workers in a shrunken labor pool.   

 

LABOR SUPPLY AND DEMAND 

 

These labor market trends have rapidly evolved as the domestic economy has 

transitioned from partial lockdowns and widespread sheltering-in-place to a sudden 

pace of reopening, facilitated by COVID-19 vaccines. The reopening economy has 

impacted labor supply and demand in very different ways: The surge in household 

income — ignited by generous government income transfers — triggered a boom in 

consumer spending while both the labor market and the production side of the 

economy have been slow to respond. The result has been a shortage of workers — 

most notably in a wide range of consumer-facing industries — along with rapidly rising 

wages. 

 

Measuring Labor Demand: The Labor Department releases a monthly report 

quantifying the number of job openings nationwide. The monthly trend in job openings 

has been extraordinary: Listed job openings for June exceeded 10 million, up 50% 

from only 6.75 million at the end of last year, and an all-time high. Job openings 

exceed the number of unemployed workers (8.7 million), a relationship that seldom 

occurs.  

 

▪ Unfilled Job Openings: Surveys of small businesses depict the wide divergence 

between supply and demand. According to the National Federation of 

Independent Business (NFIB), nearly half of all small business owners reported 

job openings that they were unable to fill. Transportation/warehousing, 

manufacturing, leisure and hospitality, and information technology are 

industries suffering the most pronounced labor shortages.   
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Accelerating Growth: After several months of supply-induced weakness, job creation 

has accelerated during the past three months. Nonfarm payrolls increased by more 

than 900 thousand in both June and July, the fastest monthly pace in nearly a year. 

The three-month average of 850 thousand is one of the strongest on record and 

equates to an annualized growth rate in net new jobs of nearly 5%.  

 

▪ The Road to Full Employment: The unemployment rate declined to 5.4% in 

July, the lowest level since the pandemic began nearly 18 months ago. The 

economy has recovered more than 16.5 million of the 22.5 million jobs lost 

during the pandemic and appears to be on track to exceed its pre-pandemic 

pinnacle of 152.5 million nonfarm payrolls in approximately one year.  

 

Full Employment: There are four key measures of full employment: The unemployment 

rate; the underemployment rate; the labor participation rate; and the employment-to-

population ratio for prime-age workers. An economy at full employment would have an 

unemployment rate of 3.5%, a rate of underemployment of 7% (currently at 9.2%), a 

labor participation rate of 63% (currently 61.7%), and an employment ratio of 80% 

(currently at 77.8%). My forecast assumes that the economy will be restored to full 

employment in the first quarter of 2023.   

 

THE PARADOX OF LABOR SUPPLY 
 

There appears to be a glaring inconsistency between worker shortages and an elevated 

unemployment rate. There are several explanations for this paradox: 
 

1. Logistical Factors: Whereas the demand for labor is currently in a V-shaped 

recovery — as pent-up consumer demand is unleashed — the supply of new 

workers is physically constrained by routine logistical and administrative factors. 

Simply put, there are practical limits to how rapidly human resources departments 

can effectively process new hires.   

 

2. Skills Mismatch: On the surface, there are currently a greater number of job 

openings nationwide (10.1 million) than the number of unemployed workers (8.7 

million). However, a look beneath the surface reveals that there is a blatant 

mismatch between skill levels of unemployed workers and the qualifications listed 

in job openings.  

 

▪ College Degree: Businesses overwhelmingly report that they cannot find 

workers with the necessary skills to fill job openings. Similarly, a large 

percentage of unemployed workers do not have qualifications to help satisfy 

this demand. The unemployment rate of 3.5% for college graduates compares 

with 6.5% for workers without a college degree.  
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3. Temporary Supply Constraints: Widespread reports of shortages of low-paid workers 

can be explained by temporary factors, many of which pertain to the pandemic. 

These include widespread school closures; a lack of childcare options for working 

parents; and COVID-19 health concerns.  

 

▪ Unemployment Benefits: There is also credible evidence of voluntarily sidelined 

workers who have opted to receive generous government payments rather than 

re-enter the workforce. For example, it is more profitable for many workers 

earning $15 an hour to remain unemployed and to receive extended and 

enlarged emergency unemployment benefits. Each of these constraints to 

supply is transitory and should begin to dissipate in coming months. 

 

US LABOR MARKET OUTLOOK 

 

The labor market should remain on a strong recovery path throughout 2022, at a 

minimum. My forecast assumes that nonfarm payrolls will increase by six million this 

year and another four million in 2022. Currently 5.5 million below the all-time peak of 

152.5 million reached in early 2020, nonfarm payrolls should rise to a new record by 

the middle of next year.  

 

Wage Acceleration: Currently at 5.4%, the unemployment rate could fall to 4.8% by 

the end of this year and to 4.0% at the end of 2022. The labor market should return 

to its pandemic level of 3.5% during the first half of 2023. Wage growth should 

accelerate as the economy approaches full employment and as businesses compete for 

workers as they strive to ramp up production of goods and services to meet customer 

demand. Currently at an annual rate of 4%, wage growth could increase to a range of 

5% to 6% over the next 18 months. 

 

LONG-TERM STRUCTURAL TRENDS 
 

There are several powerful labor market trends that could have a profound impact on 

the domestic economy in coming years. The most important of these pertain to labor 

force growth, labor productivity, the impact of technology, and a growing divergence 

among workers based upon education and skill level. 
 

▪ Labor Force Growth: The annual growth rate in the working-age population is 

expected to decline to less than 0.5%, the slowest pace in US history. A 

plunging birth rate, accelerating growth in retirements, and continued slow pace 

of immigration are the primary contributing factors. The major economic 

implications include slower economic growth along with persistent upward 

pressure on real wages as bargaining power shifts from employers to workers.  
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▪ Flexible Working Plans: Remote work-from-anywhere jobs are likely to remain 

even as the pandemic becomes a less dominant force. A recent poll shows that 

most employees would prefer to work remotely at least part of the time, with 

25% indicating that they do not wish to return to their workplace. There are also 

implications for housing markets, evident in current data showing large 

migration from large urban centers to suburbs, exurbs, small towns, and rural 

communities. 

 

▪ Digital Transformation: The digitization of the economy will have a major 

influence on labor markets in coming decades. The implementation of digital 

platforms will increase efficiencies and help workers become more productive. It 

will also reinforce the trend toward income inequality as workers without 

technical skills fall behind.  

 

▪ Labor Productivity: Following many years of weakness, labor productivity could 

be entering a new era of rapid growth. Productivity has increased at a 3.75% 

annual rate over the past five quarters, nearly double the long-term average of 

2%. The pandemic has forced businesses to implement new and more efficient 

methods of organization, production, distribution. Productivity is a win-win 

proposition, simultaneously boosting real wages and corporate profit margins.  

 

▪ Bifurcation According to Skills: There is considerable evidence suggesting that 

the labor market will become increasingly bifurcated with the passage of time, 

predicated upon worker education and skill level. As the digital transformation 

plays out in coming years, it appears likely that both the business environment 

and society will become increasingly complex, lifting the demand for highly 

skilled workers. Conversely, lower-skill workers are vulnerable to automation, as 

businesses increasingly substitute low-cost capital for high-cost labor. 

Continuation of these trends would be a negative for political and social 

stability, and therefore investor confidence. 

 

INVESTMENT SUMMARY 

 

The most significant implication for the economy and financial markets over the next 

year is that employment will continue to grow rapidly, although the economy may not 

reach full employment until early 2023. Under these circumstances, the Federal 

Reserve is unlikely to begin a new rate-tightening cycle until later next year, with 

positive implications for financial markets in the interim. The equity market should 

have a mild upward bias over the next six to nine months in an environment of strong 

growth in corporate earnings, favorable liquidity conditions, and relative stability in 

interest rates. 
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The most significant longer-term issue for financial markets is a chronic shortage of 

highly skilled workers. The offsetting factor could be solid growth in labor productivity. 

Although it is too early to have full conviction, there are credible reasons to believe 

that productivity has entered a period of rapid growth, as technology equipment and 

software become more fully integrated into the economy. A surge in productivity would 

be enormously beneficial for the economy and financial markets, simultaneously 

boosting real wages and company profit margins, while exerting downward pressure on 

inflation.  
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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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