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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 this report, updating the
report every Friday, along with an accompanying podcast and chart book.
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In March, job openings rose to their highest level on record. According to the Job Openings and
Labor Turnover Survey (JOLTS), there were over 8.1 million job vacancies, surpassing the
previous record of 7.6 million set in November 2018. The surge in vacancies is supported by data
from Indeed showing that job postings in the last week of March were 15.7% above their pre-
pandemic levels and were 24.2% higher in the following month.

In contrast to the JOLTS report, the most recent employment report from the Bureau of Labor
Statistics showed a general slowdown in hiring. Non-farm payroll growth in April came in at a
seasonally adjusted 266,000, well below the previous month’s increase of 770,000 and far short
of the expected increase of 1,000,000. The gap between job openings and new hires has created
angst amongst investors and policymakers alike. There are growing fears that the gap between
openings and new hires may reflect flawed policy incentives, such as overly generous
employment benefits or a lack of childcare. However, our research suggests that the underlying
cause of the gap may be due to people weighing options outside of employment.
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Civilian Labor Force
Source: Bureau of Labor Statistics
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The chart above shows the percentage change in the labor force since February 2020. The
civilian labor force, which includes workers that are either employed or looking for work, is 2%
below the pre-pandemic levels for all persons 20 years and older. The 35- to 44-year-old age
group has been the most eager to return to the labor force and is approaching pre-pandemic
levels, while the youngest (20-24 years old) and oldest (65 years and older) cohorts have been
the biggest drags on the labor force.

The reluctance of older and younger workers to rejoin the labor force may be due to these groups
having relatively more alternatives to employment. Workers between the ages of 20 to 24 years
have the option of going back to school, while the older generation has the ability to enter
retirement. Data suggest there may be some truth to this claim. Although enrollment for
bachelor’s degrees in 2020 dropped 2.2% from the prior year, graduate and doctoral degrees
have actually increased 5.2% and 3.6%, respectively. Moreover, during the height of the
pandemic, there was a surge in the number of people 65 years and older who applied for Social
Security benefits. Although this trend has cooled in recent months, the number of baby boomers
retiring more than doubled from 1.5 million in 2019 to 3.2 million in 2020.

An increase in labor’s negotiating power may have also contributed to people weighing their
options before returning to the labor force. Eager to hit the ground running as the economy
begins to reopen, firms have begun reducing their educational requirements for certain positions
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in order to attract more applicants. As a result, there has been a surge in job postings requiring
less than a bachelor’s degree. Additionally, the recent pay increases at major companies such as
Amazon (AMZN, $3,174.74), Walmart (WMT, $137.92), and Target (TGT, $209.29) may have
encouraged workers to hold out for higher-paying jobs. According to research from
Tracktherecovery.org, high-wage and medium-wage employment have either surpassed or are
approaching pre-pandemic levels, while low-wage employment is down nearly 30%. This
suggests that low-wage earners may want to bide their time before returning to the labor force.

Adverse incentives may be another contributing factor to the labor shortage. The lack of
childcare may have made it difficult for single and married workers with children to search for
new work, while single people with no children may find the generous unemployment benefits a
more attractive option than taking an actual job. This may explain why the labor force for
married people with no children has almost returned to pre-pandemic levels. If we are correct,
the decision by some states to remove the pandemic booster to unemployment benefits could lift
employment. Nevertheless, it may not stop the youngest and oldest cohorts from considering
going back to school or entering retirement.

In short, getting back to work may be an attractive option to those who have limited alternatives
to employment, have high earning power, or aren’t burdened by childcare costs. For others, the
decision to return to the labor market may be more complicated. The prospect of early retirement
or continuing one’s education could be more attractive than accepting a job offer. The decision is
further complicated by some competing firms offering higher wages. Finally, the lack of
childcare and generous unemployment benefits could also be complicating factors. However, all
things considered, the labor force shortage will likely work itself out over time. Although older
workers may enter or remain in retirement, the younger workers will likely come back to the
labor force with more skills. In the meantime, we expect that the labor force shortage could have
a mixed yet mild impact on the economy. The longer people stay out of the workforce, the more
they must rely on savings to fund day-to-day activities, which cannot be maintained forever.

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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