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How Tight is the U.S. Labor Market ?

The high number of job
openings, low unemployment
and signs that some
unemployment workers are
returning to the labor force are
variables indicating a tight labor
market.

The labor force participation rate is
the total labor force as a percent of
the working age population.

February 27, 2019
Unemployment Rate Low, Labor Force Participation Stabilizing

We have heard, and engaged in, some considerable discussion of late
regarding the overall health of the U.S. labor market. While the
unemployment rate is currently low, wage gains still modest at this point in
the business cycle, and some are questioning the labor market’s underlying
strength.

We believe relatively weak wage growth and the declining share of U.S.
labor income as a percent of GDP has to do with technology advancement,
weak productivity growth and education. It has less to do, we believe, with
a condition of underlying slack in the labor market. In fact, we would label
current conditions in the labor market as tight. This is a function of a low
unemployment rate for those who are in the labor force and signs the labor
force participation rate is stabilizing and perhaps beginning to rise just a bit.

The last point speaks to some indications more people are in fact coming
back into the labor force as jobs vacancies are plentiful. According to the
U.S. Bureau of Labor Statistics, U.S. job vacancies are the highest they have
been in 18 years. Meanwhile, the labor force participation rate has been
declining precipitously over that same time. The drop in participation is
likely due to workers retiring or leaving the labor force tor other reasons.
Of late however, the participation rate has stabilized and begun to improve

Figure 1: Unemployment Rate and Labor Force Participation
Source: U.S. Bureau of Labor Statistics
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just slightly (Figure 1), as workers find jobs more plentitul and perhaps
find the idea of employment more satisfying.

We believe an increase in the labor Today, there appears to be very little slack in the labor market, although
force participation rate would he that could change based on either economic slowing or more people re-
good news for the economy overall. . . . . .
entering the labor force. While economic conditions have been slowing a
bit, the slowdown has yet to materially atfect companies” hiring pace. And
it appears there are enough open jobs at the moment (Figure 2) to absorb
any near-term increases in the labor force participation rate.

Figure 2: U.S. Job Openings (000’s)
Source: U.5. Bureau of Labor Statistics
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So What is Holding Down Wage Growth?

We believe the relative lack of wage growth in this cycle is primarily a
function of low labor productivity (Figure 3) and the increased take-up of
technology in business processes. The latter likely helps streamline
manufacturing and services company operations and reduce demand for
human capital. The productivity issue can be deduced from Figure 3, as
companies are getting less marginal utility out of an economic unit of labor.
As a consequence of the decreased utility, companies may be more
prescriptive about their hiring and their salary allowances may be limited.

On a secular basis, the lack of increased wages is also a function of the U.S.
We believe policies to improve U.S.

; education system, in our view. We submit that a unique policy effort to
education could benefit wages and ) ) - o
the U.S. labor income share over increase the U.S. rate of college graduation would positively impact
the long term. aggregate wage levels. While college graduation rates have improved over

time, we believe a policy focus on the culture of education (not just a bigger
education budget) could lead to larger increases in college participation,
materially improve the labor income share of GDP and positively impact
the economy overall.
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Figure 3: U.S. Nonfarm Labor Productivity - Year over Year% Chg
Source: U.S. Bureau of Labor Statistics
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Figure 4: U.S. Labor Force by Education Level

Source: U.S. Bureau of Labor Statistics
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Risks

Investors should be aware of the risks associated with all portfolio
strategies, and variable market conditions. Monetary policy changes,
military activity abroad, the level and change in market interest rates,
corporate earnings, domestic and foreign governmental policies, global
economic data, and other geopolitical events can have a substantial effect
on portfolio performance, our macroeconomic theories, and the
etfectiveness of strategic and tactical portfolio approaches.
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Important Disclosures: This commentary was not written by Magnus Financial Group LLC; rather, it was prepared for MAGNUS FINANCIAL GROUP
LLC by Bower Hill Capital Management, a registered investment adviser in the Commonwealth of Pennsylvania.

This material is for informational purposes only. It is not intended as and should not be used to provide investment advice and is not an offer to sell a
security or a recommendation to buy a security. This summary is based exclusively on an analysis of general market conditions and does not speak to the
suitability of any specific proposed securities transaction or investment strategy.

Judgment or recommendations found in this report may differ materially from what may be presented in a long-term investment plan and are subject to

change at any time. This report’s authors will not advise you as to any changes in figures or views found in this report.

Investors should consult with their financial advisor to determine the appropriate investment strategies and investment vehicles. Investment decisions
should be made based on the investor’s specific financial needs and objectives, goals, time horizon and risk tolerance.

Except for the historical information contained in this report, certain matters are forward-looking statements or projections that are dependent upon risks
and uncertainties, including but not limited to factors and considerations such as general market volatility, global economic risk, geopolitical risk,
currency risk and other country-specific factors, fiscal and monetary policy, the level of interest rates, security-specific risks, and historical market
segment or sector performance relationships as they relate to the business and economic cycle.

Information relating to investment advisory services offered through Magnus Financial Group LLC, an SEC registered investment advisor, can be found at
the following address:

MAGNUS FINANCIAL GROUP LLC
280 Park Avenue, 25th Floor West,

New York, NY 10017
800-339-1367

www.MagnusFinancial. com
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