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By all standard indicators the labor market in the U.S. is doing very well.
For several years, we have been creating jobs at a brisk rate of nearly
200,000 per month. The unemployment rate fell to record low of 3.75%
earlier this year, although it bounced back to 4% in June. The most recent
Job Openings and Labor Turnover Survey (JOLTS) shows a record
number of vacancies—the highest since the survey started. Moreover, the
ratio of vacancies to unemployed workers is at a record high as Figure 1
illustrates:
FIGURE 1: VACANCIES AND UNEMPLOYMENT
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The labor market appears very tight and historically such a tight market would have led to rising wages as
employers bid up the wages of available workers and labor unions gain increased bargaining power. Labor
market conditions are closely watched by the Fed for signs of rising wages and thus inflation. One major
reason why the Fed has been slow to raise rates is that the labor market tightness has not shown up in wages.
Despite the large gains in employment we have witnessed, ten years after the financial crisis, Average Hourly
Earnings have only recently reached an annualized increase of 2.7% and they have been stabilized around
that level since 2016, as Figure 2 shows.
FIGURE 2: AVERAGE HOURLY EARNINGS
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What is holding back wage increases and causing the Fed to adopt the very cautious approach that it
seemingly has? We think the answer lies mainly in three underlying trends in the labor market each of which
is a source of serious concern:
i.

a decline in labor force participation, especially by prime age males;

ii.

the increasing pace of automation and the use of robots in both services and manufacturing in the
U.S.; and

iii.

a disturbing marked decrease in life expectancy for prime age males, reversing a decades long trend.

It is not obvious that these issues are connected but it also is not obvious that they are not. In the rest of this
note, we talk about them in turn and draw implications for long-term and short-term interest rates and,
therefore, monetary policy decisions going forward.

Labor Force Participation
It is well understood that focusing on the unemployment rate to measure slack in the economy is flawed. The
unemployment rate is based on the household survey, which asks participants if they have searched for work
in the most recent four weeks. It does not account for people who are not actively looking for work, that is,
for people who are not in the labor force. One important change in our economy that is driving recent data is
a decline in labor force participation especially among prime age males (see Figure 3). As Figure 4 shows,
labor force participation in the U.S. is now at a near 40 year low:
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FIGURE 3: LABOR FORCE PARTICIPATION RATES BY AGE GROUP AND GENDER
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FIGURE 4: TOTAL LABOR FORCE PARTICIPATION RATE
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The Rise of the Machines
Several years ago two researchers, Carl Benedikt Frey and Michael Osborne from Oxford University,
published a research paper that delivered a sobering assessment of the impact of technology on
employment.1 They used a data intensive methodology to look at 702 detailed occupations and ask how
vulnerable they were to automation or computerization. They concluded that as much as 47% of U.S.
employment is at risk. Their findings also made it quite clear that the probability of jobs being automated is
negatively related to educational attainment and wages. McKinsey and Co. estimate that 45% of jobs are
vulnerable.2 The changes in the nature of work have been evident for quite a while. It is commonplace to
find more and more jobs that consist of routine, well-defined procedures being replaced by sophisticated
algorithms and machines. And there has been a widely documented shift in employment from moderately
well-paid manufacturing jobs into lower wage service sector jobs.3
The characteristics of employment have changed. There is increasing demand for workers in high-income
cognitive jobs and low income manual labor but a distinct hollowing out of employment (formerly moderately
high income) in routine or repetitive jobs. The signs of this are everywhere. Trips to a branch bank or a
pharmacy these days are more likely to result in a transaction with a machine and smart software than
previously, and that pattern is repeated throughout the economy. Not long ago the list of tasks not susceptible
to automation would have included driving a car or truck in traffic. Now the race to perfect autonomous
vehicles is proceeding at a breakneck pace with all the major auto manufacturers and technology companies
competing to develop the technology. Advances in robotics have opened many tasks to machines that can
perform them with greater precision than humans.
The McKinsey Global Institute estimates that technological skills, both basic and advanced will be in much
greater demand in the future. They estimated that the demand for physical and manual skills, as well as basic
cognitive skills, will both decrease by about 15% while the demand for higher cognitive skills, social and
emotional skills, and higher technological skills will increase substantially. The nature of work is likely to
change dramatically. It is estimated that the time spent using advanced technological skills, including but not
limited to digital skills, will increase by 50% in the U.S. and 40% in Europe.

The Impact of Robots on Employment
Daron Acemoglu and Pascual Restrepo (2017), in a striking piece of research, have constructed a model that
attempts to get to this question.4 They use U.S. experience between 1993 and 2007 and they focus on
industrial robots. These robots have already deeply impacted the labor market and are expected to transform
it in the future. Between 1993 and 2007, the stock of industrial robots in use in the U.S. increased fourfold.
This amounts to one robot for every thousand workers. In Europe, they increased by 1.6 robots per one
thousand workers.
The details of the modeling exercise are beyond the scope of this note, but we can easily summarize their
main conclusions. In an aggressive scenario, if we assumed the world stock of robots quadrupled by 2025, it
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would lead to 0.96-1.76 percentage decline in the employment population ratio in the U.S. That would
correspond to 20-34 million jobs lost—a dramatic development.
While unfavorable trade dynamics have resulted in lost jobs in a number of industries, automation and the
industrial adoption of advanced technologies are highly significant to the state of the U.S. labor market.
Furthermore, it’s not just a manufacturing story. The adoption of advanced technologies has affected
employment conditions in a number of other industries—from restaurants and retail to construction, finance,
law, and even accounting.
Automation could be both a problem and a solution for job creation in the economic future. We argue that a
better way to look at the effects of automation may be to understand how jobs may evolve with technological
progress and what education and (re)training may help employees succeed in a future where they work sideby-side with colleagues that are made of nuts and bolts or computer code, rather than flesh and blood. The
evidence indicates that a well-educated U.S. workforce is not just good for today's workers and their children
but also for the economy's potential long-term growth rate. The evidence also suggests that workers will need
higher levels of cognitive thinking as well as technical and digital skills.

Declining Life Expectancy
Recent research by Anne Case and Angus Deaton of Princeton5 University has documented a startling rise
in mortality in the U.S. among prime age males (see Figure 5). This is extraordinary considering the decades
of significant increases in life expectancy we have experienced in the U.S. in the 20th century. The major
causes of increased mortality are deaths due to suicide, drug and alcohol poisoning, liver disease and other
illnesses related to drug and alcohol abuse and obesity-related deaths. Case and Deaton label this increased
mortality “Deaths of Despair.”
Is there a link between the jobs lost to automation and this declining life expectancy? Not an obvious one but
perhaps a suggestive one. We know that some of the most compelling discussions of the fate of working class
workers point to the long term decline in opportunities rooted in the steady deterioration in job opportunities
for those with less education. As technical change and globalization reduced the quantity and quality of
opportunity in the labor market for those with no more than a high school degree, a number of things happened
that have been documented in extensive literature. The real wages of those with only a high school degree
declined, and the college premium increased. Those caught in this bind moved to lower paying jobs in the
service sector or dropped out of the labor force all together.

5
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FIGURE 5: DRUG, ALCOHOL AND SUICIDE MORTALITY RATES (MEN, AGES 25-54)
60

Deaths per 100,000

55
50
45
40
35
30
25

Source: CDC

Implications for Long-Term Interest Rates
The labor force trends we discussed in this note have important implications for the level of long-term interest
rates. As a result of these developments in the labor market, average wage growth is likely to remain low
and around the levels it has been in recent years. The recent payroll report for June confirms this view. Despite
a healthy increase in employment by 213,000, the average hourly earnings (AHE) declined to 0.2% per month
in June from 0.3% in May. Furthermore, the year-to-year increase in AHE remains at only 2.7%. These
observations do not imply that wage pressures will not be observed at any segment of the labor market. Quite
to the contrary. Certain skill sets and expertise may command high returns to human capital but we expect
that such effects will be canceled out by suppressed wages in the majority of the labor force for the reasons
discussed earlier.
To the extent that wage pressures remain subdued, inflation is unlikely to accelerate significantly in a
sustained way. This implies that the term premiums and the inflation risk premium in particular, will remain
low. Commodity prices, concerns about trade wars or other political events may result in a transitory boost in
inflation but the labor force trends we describe here are likely to remain the drivers of the long-term trend in
inflation dynamics. Therefore, investors are bound to require low compensation for the uncertainty related to
future bond returns as it relates to changes in inflation. In the absence of a material deterioration in the credit
worthiness of U.S., this will keep long-term yields low.

Implications for Short-Term Interest Rates
Suppressed wage gains, coupled with the decline in labor force participation and the observed increase in
income inequality has another profound effect for the economy. For consumption to stay at current levels,
and therefore support economic growth, consumers have to maintain increased leverage. That means they
need to borrow to finance their consumption. Indeed, as Figure 6 shows, U.S. consumers’ savings as a
percentage of their disposable income have been declining over time. At the same time, consumption levels
have remained at stable levels post the financial crisis (see Figure 7), whereas household debt balances are
at historical highs and rising (see Figures 8 and 9). The above observations imply that households finance
their consumption partly through dis-saving and borrowing.
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FIGURE 6: PERSONAL SAVINGS RATE
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FIGURE 7: PERSONAL CONSUMPTION EXPENDITURES/GROSS DOMESTIC PRODUCT
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FIGURE 8: TOTAL DEBT BALANCE ($T)
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FIGURE 9: NON-HOUSING DEBT BALANCE ($T)
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If short-term interest rates rise significantly, the ability of households to service their debt and maintain their
consumption levels will be hampered. Furthermore, increased short-term interest rates will increase the
opportunity cost of dis-saving, which is the other mechanism through which they finance consumption. A
material decrease in consumption levels or increase in defaults would likely lead to an economic recession.
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In other words, short-term interest rates have to remain relatively low for consumers to be able to maintain
their consumption levels and support growth. The implication appears to be that in a world of low wages and
increased income inequality that may be further exacerbated by the proliferation of automation, households
need to be able to maintain higher levels of debt than in the past in order to support their current consumption
levels. For that to happen, short-term interest rates have to stay low.

A Flat Yield Curve is Here to Stay
In our increasingly digitized and automated economy, the underlying inflationary pressures are likely to stay
subdued, anchoring the long end of the yield curve at low levels given the decreased need for investors to
require a sizeable term premium. At the same time, the increased reliance of households on debt to finance
their consumption necessitates that short-term interest rates remain relatively low in order to avoid a forced
deleverage and therefore a sizeable contraction in consumption levels. With consumption accounting for 70%
of U.S. GDP growth, a marked reduction in consumption can easily plunge the economy into a recession. We
therefore expect the Fed to remain cautious in raising interest rates significantly from current levels. Even
after monetary policy is fully normalized, we expect the yield curve to be flatter than during previous
expansions as a result of the reduced size of the term premium.
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Legal Disclosures
The Information has been provided to you by Perella Weinberg Partners and its affiliates (collectively “Perella Weinberg
Partners” or the “Firm” or “PWP”) solely for informational purposes and is not an offer to buy or sell or a solicitation of an
offer to buy or sell any security or to participate in any trading strategy. If any offer of securities is made, it will be pursuant
to the Confidential Offering Memorandum (the “Memorandum”) prepared on behalf of Perella Weinberg Partners which
contains material information not contained herein and which supersedes this Information in its entirety. Any decision to
invest in the investments described herein should be made after reviewing the Memorandum, conducting such
investigations as the investor deems necessary and consulting the investor’s own investment, legal, accounting and tax
advisors in order to make an independent determination of the suitability and consequences of an investment.
The Information including, but not limited to, Perella Weinberg Partner’s organizational structure, investment
experience/views, returns or performance, risk analysis, sample trade plans, idea filtration process, benchmarks,
investment process, investment strategies, risk management, market opportunity, representative strategies, portfolio
construction, capitalizations, expectations, targets, parameters, guidelines, and positions may involve our views,
estimates, assumptions, facts and information from other sources that are believed to be accurate and reliable and are
as of the date this information is presented—any of which may change without notice. We have no obligation (express
or implied) to update any or all of the Information or to advise you of any changes; nor do we make any express or
implied warranties or representations as to the completeness or accuracy or accept responsibility for errors.
Perella Weinberg Partners and its affiliates do not provide tax advice. Accordingly, any discussion of U.S. tax matters
contained herein (including any attachments) is not intended or written to be used, and cannot be used, in connection
with the promotion, marketing or recommendation by anyone unaffiliated with Perella Weinberg Partners of any of the
matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.
Investing in financial markets involves a substantial degree of risk. Commodity interest trading involves substantial risk
of loss. There can be no assurance that the investment objectives described herein will be achieved. Investment losses
may occur, and investors could lose some or all of their investment. No guarantee or representation is made that the
Funds’ investment program, including, without limitation, its investment objectives, diversification strategies, or risk
monitoring goals, will be successful, and investment results may vary substantially over time. Additional information
about individual holdings is available upon request. Investment losses may occur from time to time. Nothing herein is
intended to imply that the Funds’ investment methodology may be considered “conservative,” “safe,” “risk free” or “risk
averse.” Economic, market and other conditions could also cause the Funds to alter their investment objectives,
guidelines, and restrictions.
Please refer to the Memorandum for more information on fees including early withdrawal charges and other important
information. The investments discussed herein, including any pooled investment vehicle, may be speculative and involve
a high degree of risk; could involve possible loss of your entire principal; may be leveraged which can potentially increase
investment risk; may have volatile performance; can be highly illiquid and investors may be required to retain their
exposure to investments for an indefinite period of time; do not have a secondary market for the investor’s interest and
none is expected to develop; may have restrictions in transferring interests of the assets; may not be required to provide
periodic pricing or valuation information to investors; may include international investments that are subject to political
influences, currency fluctuations and economic cycles that are unrelated to those affecting the domestic financial markets
and may experience wider price fluctuations; are not subject to the same regulatory requirements as mutual funds; may
involve complex tax structures and delays in distributing important tax information; and, may have high fees and
expenses offsetting profits.
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