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Goldilocks May
Employment Report
Employers in the U.S. added 559,000 jobs in May, according to the Department of Labor, a number that was near expectations and enough to keep
pace with an economy that is driving full speed but not too much to cause investor concern about an overheating economy and a potential change of
course from the Fed. The unemployment rate fell to 5.8% from 6.1% thanks to the job gains and the participation rate falling to 61.6% from 61.7% as
more people left the labor force. In our opinion, a better measure of true unemployment is the U-6 unemployment rate which includes those employed
part time that want full time work and those not looking for work but would like to work. The U-6 rate fell to 10.2% from 10.4% in May. As expected,
the leisure/hospitality sector saw the most job gains at 292,000, however are still down 2.5 million jobs compared to pre-pandemic levels. Education
saw the second most at +144,000, followed by health care at +46,000. Construction lost 20,000 jobs, a sector which is also seeing a large labor shortage
and significant demand in projects. In total, the U.S. is still 7.6 million jobs, or 5%, lower than where it was pre-pandemic.
Somewhat of a surprise to us was the average wage ramping up in May. Last year, layoffs of low wage employees caused the average earnings to jump
substantially higher due to more higher paying jobs staying in the calculation and more lower paying jobs leaving the calculations, with the average
skewed higher as a result. As workers return to the labor force the expectation was for the average earnings to decline as more low paying jobs were
added back to the calculation. A report by Goldman Sachs notes each 100k increase in employment in the leisure and hospitality sectors (accounting for
44% of remaining in private sector job losses) will subtract 2.7 basis points (.027%) from monthly average hourly earnings growth, and even more of a
drag due to retail job gains (-.035%). This led Goldman to estimate average hourly earnings measures for the remainder of the year would drag the
index lower. However, the latest report showed the opposite, with average hourly earnings rising 0.5% in the month, indicating employers may just be
offering higher wages to attract qualified workers. While this was a little higher than expected, one month of data does not make a trend. If this does
become a trend, higher wages typically lead to higher inflation, something the Fed and investors will be sure to focus on in upcoming data.
Another sign of the strong labor is weekly unemployment claims data. Last week the Department of Labor said 385,000 people filed for initial state
unemployment benefits, a decrease of 20,000 and bringing the number of weekly claims below 400k for the first time since last March. Prior to March
2020, initial claims were averaging in record low territory of around the low 200,000’s. The number of individuals continuing to collect weekly benefits
from the state was at 3.771 million, continuing a trend lower.
However, as of May 15 there are still over 11 million Americans collecting pandemic unemployment benefits. The number has leveled off at this range
for several weeks, but we expect that to decline substantially over the upcoming weeks. The reason is about half of the states in the U.S. said they are
ending this supplemental pandemic related unemployment assistance. Under this program, Americans who filed for this benefit receive an additional
$300/week in unemployment benefits under the federal program. The program was put in place last April to help Americans out of work weather the
pandemic as many businesses shut down leaving them out of work. Now, dynamics have changed and employers are struggling to find workers and
states have taken notice. The federal pandemic benefit is set to expire the first week of September, but it looks like a majority of the country will see it
end before then, a move we believe will help the labor shortage and lead to additional job gains in the months ahead.
The Organization of the Petroleum Exporting Countries (OPEC) and its allies met last week and concluded in its forecasts the global economy will
demand more oil for the second half of the year than previously expected. This led OPEC to reaffirm its commitment to boosting oil production by 2.1
million barrels/day by July. That is a fraction of the 9.7 million barrels/day the group agreed to cut in early 2020 when the pandemic began shutting
down economies and demand plummeted. West Texas Intermediate oil has gained in eight of the past ten trading sessions and is up 12.20% over that
period, settling at $69.62 per barrel on Friday for a fresh two year high. This has been a catalyst for energy stocks, most of which make higher profits as
the price of oil rises. The energy sector is the best performing sector year-to-date, up 45.51% over that time.

Company News
•

According to recent data, hotels have recovered just as well as airlines. Hilton said its occupancy rate was 93% over the
Memorial Day weekend, and summer reservations are above 2019 levels, the previous peak.

•

After being up 139% Tuesday and Wednesday, AMC Entertainment said Thursday morning it was selling 11.6 million
new shares of stock in effort to raise more money to take advantage of its higher stock price. Since the start of the
second quarter, AMC has raised $1.25 billion. In its filing AMC said, “we caution you against investing in our Class A
common stock, unless you are prepared to incur the risk of losing all or a substantial portion of your investment." We
would agree with that statement.

•

DocuSign reported quarterly results that blew past analysts’ expectations. Its revenues grew 58% from a year ago while
billings were up 61% from a year ago. in addition, the company provided revenue and billing forecasts for both the
current quarter and full year that were both above consensus expectations.

The Week Ahead
The calendar is lighter again this week and the main event for investors will be the consumer price index report on Thursday.
Economists are expecting the index on consumer prices to have risen 0.4% in the month of May, after a 0.8% increase in April,
bringing the annual rate higher to 4.6%. Inflation has been a key concern for investors lately, whether the jump in prices will
be transitory or something that is persistent, but we would suggest not basing opinions on this one report. Outside of the
inflation report we will see job openings and labor turnover on Tuesday, latest jobless claim figures on Thursday, and ending
with the University of Michigan’s consumer sentiment results on Friday. Several notable companies reporting earnings this week
include Coupa Software and Marvel Technology on Monday; Campbell Soup on Wednesday; and Chewy on Thursday.
Importantly in the biotech sector, Merck and Regeneron will discuss their cancer drug pipeline at an annual Oncology meeting.
Other events include one of REITs biggest events of the year; NAREIT REITweek, and Apple’s WWDC event on Monday where
the company is expected to highlight its new operating systems.
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