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Weekly Market Flash 
 

The Jobs Question, Short-Term and Long-Term  
April 1, 2022 
 
It’s the first Friday of the new month, which means it’s time for another jobs report from the Bureau of 
Labor Statistics. This month, unlike some in recent memory, was fairly uneventful. The headline 
unemployment rate ticked down to 3.6 percent, just a tad higher than the 3.5 percent rate in February 
2020, right before the pandemic hit. That 3.5 percent, in turn, was the lowest level in more than 50 years. 
The payroll gains number, which economists tend to focus on more closely than the unemployment rate, 
was 431,000, a bit lower than expected but still healthy in relation to historical norms.  
 
The labor market has been something of a mystery to economists recently. Anecdotal stories abound of 
positions going unfilled, with would-be employers devising all manner of carrots to entice new hires. 
Headlines like “The Great Resignation” suggest that a not insignificant percentage of the US population is 
finding better things to do with it’s time than showing up for a 9 to 5 stint. If these headlines are true (as 
opposed to the default assumption for everything these days of “just trying to generate more clicks”) then 
what are the implications for wage growth, and thus inflation more broadly?  
 
Hot Market? No Worries! 
 
That question about the implications of a hot jobs market for inflation is important, because it is perhaps 
the biggest question mark in the Fed’s fairly benign assessment of the short-term environment. In the 
press conference following the FOMC meeting a couple weeks ago, Fed chair Powell opined that the 
unemployment rate would probably trend down to that pre-pandemic level of 3.5 percent, stay there for 
two to three years, and meanwhile inflation would trickle down from the current near-eight percent to 
the Fed’s two percent target. Is that a reasonable assessment of things or Panglossian wishful thinking? 
Let’s look at the long-term relationship between jobs and inflation, going back to 1960. 
 

 
           Source: Bureau of Labor Statistics, MVF Research, FactSet 

1990s growth cycle: 
unemployment and 
inflation both come down

2003-07 growth cycle: 
unemployment comes 
down, inflation stays low

2010-20 growth cycle: 
unemployment comes 
down, inflation stays low
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Looking at the above chart, it is perhaps not hard to see from where the Fed might draw its optimism that 
a hot labor market can coincide with subdued inflation. During the 1990s growth cycle that is, in fact, what 
happened: core inflation (the green trend line in the chart) fell from about five percent to two percent 
while unemployment (the blue line) also went down from around eight percent after the 1990-91 
recession to four percent. In the next two growth cycles, inflation stayed reasonably well-contained; this 
was most noticeable in the period following the Great Recession when unemployment fell from a peak of 
ten percent to that 50-year low of 3.5 percent. Contrary to all those economics textbooks from the 1970s 
and 1980s with their Phillips Curve dogma of low unemployment = high inflation, the more recent cycles 
suggest that the two variables do not, in fact, have to be at odds with each other. 
 
Structurally, Things Have Changed 
  
There are some other considerations that should give one pause, however, from banking too confidently 
on the recent growth cycle trends, and these have to do with longer-term structural issues in the jobs 
market. The chart below shows the same unemployment rate as the previous chart, this time compared 
to the labor participation rate. 
 

 
         Source: Bureau of Labor Statistics, MVF Research, FactSet 

 
This long-term view of the labor market tells three important stories, all of which were extremely 
favorable to the relationship between labor, wages and prices in the US. First, the initial wave of workers 
from the baby boom generation started coming in to the labor force in the 1970s. You can see from the 
above chart how this caused the labor force participation rate to rise. Alongside this massive inflow of 
new workers came a second trend; the rise of the two-income household as more women entered the 
market as full-time employees. This trend accelerated in the 1980s before levelling out in the 1990s.  
 
Then, in the 1990s a third trend emerged which, while not having a direct impact on the US labor force 
participation rate did have the effect of allowing the unemployment rate to stay low without overheating 
and pushing up prices. This was the “Great Migration” of young Chinese job-seekers from their rural 
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provinces to the cities where massive manufacturing infrastructure was being created to produce the 
Chinese economic miracle of the late 1990s and first decade of the 21st century. In the US and elsewhere 
in the developed world companies decamped from their domestic production sites to tap into this new 
supply of labor. 
 
In total, then, three major global demographic phenomena all worked to the benefit of both the labor 
market and low inflation. All of those three trends have come and gone; there are virtually no more 
incremental benefits to be gained by any of them. From a global perspective the change in the supply and 
demand dynamics of the labor market will, all else being equal, contribute to more pressure on wage 
growth, which in turn can feed into more demand-side upside pressure on prices.  
 
This does not necessarily mean that stagflation is the only plausible economic scenario. It is entirely 
possible that some of the major technology innovations that have been bubbling up over the past twenty 
year or so will show up in the form of productivity gains. This happened in the 1990s, when technology 
that had been around since at least the 1970s started to visibly manifest in productivity numbers. 
Productivity is the key to long-term growth. If Jay Powell’s optimistic assessment of the relationship 
between labor and inflation is to play out, it would be nice to have that productivity show up sooner rather 
than later. 
 
Masood Vojdani  Katrina Lamb, CFA 
President & CEO Head of Investment Strategy & Research  
 
 

Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor.  MV Financial 
Group, Inc. and MV Capital Management, Inc. are independently owned and operated. 
  
Please remember that past performance may not be indicative of future results.  Different types of investments involve varying 
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or 
product (including the investments and/or investment strategies recommended or undertaken by  MV Capital Management, Inc.), 
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any 
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of 
current opinions or positions.  Moreover, you should not assume that any discussion or information contained in this newsletter 
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent 
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, 
he/she is encouraged to consult with the professional advisor of his/her choosing.  MV Capital Management, Inc. is neither a law 
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting 
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and 
fees is available for review upon request. 


