
1 Question #1:  
What are the implications of 
the June US jobs report?

Sometimes there are jobs reports that don’t 
matter that much. This one does. It signals 
several important trends that we have been 
highlighting at KKR:

1. Higher rates are not yet slowing the 
labor market. Our view remains that this 
inflationary bout is largely linked to supply 
issues. With the participation rate falling 
to 62.2% from 62.3% (and against an 
estimate of 62.4%) and average hourly 
earnings up 5.1% (and the prior month re-
vised up to 5.3% from 5.2%), labor inputs 
remain inflationary. That means more Fed 
tightening ahead.

2. So, we do not think the tightening cycle is 
done, either. We continue to see the short 
end of the curve hitting 3.375% this cycle. 
As we have been signaling, both the short 
end and the long end are moving structur-
ally higher on the back of more volatile and 
sticky inflation, although the rate of change 
in bond market moves is now poised to 
slow as we shift from markets repricing 
inflation expectations towards investors 
having to do deal with the adverse conse-
quences of inflation on consumer balance 
sheets and corporate profits.

3. Do not forget the currency market... 
The dollar is reigning supreme, and it is 
creating major shifts in key markets such 
as the euro, which is now almost at parity, 
the yen and the GBP. Most investors have 

focused only on the volatility in the bond 
market and stock market, but the repricing 
of currencies we are seeing is fairly his-
toric. So, please stay focused on hedging.

4. Revenge of services theme is booming. 
We continue to see deflation and economic 
contraction in the goods economy, while 
services looks strong. All told, services 
employment reached 333,000, up from 
278,000 last month. Professional ser-
vices, education and health services, and 
leisure and hospitality are all booming. 
Such strength in services is why one can 
only be so bearish. 

5. Strong job reports do not necessarily 
change our view that we are going to 
see a profits recession, including also a 
potential technical economic recession, 
as employment is a lagging indicator. . 
Every cycle is different, and this one will 
likely be remembered for the reality that 
one of the supply side shocks is a short-
age of labor. As such, this slowdown could 
look more like the 2001 slowdown. What 
happened then? Unemployment went 
up, but less than the 2.5% average for a 
recession, and growth slowed but did not 
collapse. For structural bears, we agree 
that we put too much money in the system 
and there are some supply-side issues on 
which to focus, but we just don’t see the 
major de-leveraging that defined the 2008 
crisis or the 1989/1990 downturn.

6. What does this mean for markets? We see 
rates moving a little higher, we see equities 
range bound, and we see the dollar still 
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strong. Our stronger-for-longer oil forecast has been chal-
lenged of late. However, we continue to think that China 
activity is bottoming, and we see both geopolitics and sup-
ply issues supporting higher prices in this unique down-
turn. From a thematic perspective, we still favor pricing 
power, automation, digitalization, security of everything, 
and buying complexity. Now is not the time to cut risks, 
with markets down dramatically. However, our models are 
still not saying to increase the pace of deployment – yet.

Some key details in the June report that caught our attention:

• The data are becoming more noisy: While job growth was 
strong per the official establishment survey of companies, 
employment actually fell by -315k in the household survey 
of workers. This suggests to us that that small businesses 
and the self-employed could be starting to come under 
some stress.

• Participation remains disappointing…: The Labor Force 
Participation rate fell to 62.2% from 62.3% last month, 
disappointing consensus that looked for an improvement to 
62.4%.

• …Which is holding unemployment at low levels…: The 
unemployment rate held flat at 3.6%, in-line with consen-
sus, as the decline in household employment was offset by 
the decline in labor force participation.

• …and keeping wage growth elevated: Average hourly 
earnings increased by 0.3% during June, in-line with 
consensus and down a tick from 0.4% in May. Upward 
revisions to prior months took y/y AHE growth to 5.1%, 
above consensus of 5.0% but down from 5.3% last month.

• Sector data shows job growth and wage growth tran-
sitioning from goods to services: Goods employment 
growth slowed to +48k in June from +58k last month, led 
by a slowdown in construction jobs. Meanwhile, services 
job growth accelerated to +333k from +278k in May, 
boosted by strong gains in education and health, profes-
sional services, and wholesale trade.

Bottom line: Headline job growth remains strong, but unem-
ployment, household job growth, and labor force participation 

are showing signs of peak labor market strength. Bigger-pic-
ture, the underlying composition in job growth is now shifting 
from the goods sector, where we think employment will con-
tract, toward the services sector, where we still expect employ-
ment to remain fairly resilient to slowing GDP growth. We think 
that overall wage growth will remain strong for the time being 
as workers demand higher pay in the face of rising food, ener-
gy, and shelter costs. Longer-term, we think that wage growth 
will slow relative to recent levels, but remain above-trend. Key 
to our thinking is that slowing activity in the goods sector is 
offset by a shortage of workers in the services sector. 

The pandemic has hit lower income workers the hardest, 
as they continue to lag the broader recovery. The long-
term unemployed cohort – defined as those without a job for 
more than 26 weeks — ticked down from 1.36 million to 1.34 
million, accounting for 23% of the total unemployed. The BLS 
calculates the probability of reemployment by duration of em-
ployment. The probability drops from ~27% for 5-14 weeks to 
~23% for 15-26 weeks and ~20% for 27-52 weeks. Remem-
ber that two-third of excess pandemic savings have accrued 
to the top income quintile, while low-income households have 
seen their savings decline vs. pre-COVID levels. 

Exhibit 1

Job Gains This Month Were Broad-Based, With Leisure/
Hospitality, Professional Services, and Education/
Healthcare Leading the Way
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Exhibit 2

Overall Labor Force Participation Edged Lower in June, 
from 62.3% to 62.2%
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Exhibit 3

We Think That Small Businesses and the Self-Employed 
Could Be Starting to Come Under Some Stress
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Important Information

The views expressed in this presentation are the per-
sonal views of Henry McVey of Kohlberg Kravis Rob-
erts & Co. L.P. (together with its affiliates, “KKR”) and 
do not necessarily reflect the views of KKR itself or 
any investment professional at KKR. This presentation 
is not research and should not be treated as research. 
This presentation does not represent valuation judg-
ments with respect to any financial instrument, issuer, 
security or sector that may be described or referenced 
herein and does not represent a formal or official view 
of KKR. This presentation is not intended to, and does 
not, relate specifically to any investment strategy or 
product that KKR offers. It is being provided merely to 
provide a framework to assist in the implementation 
of an investor’s own analysis and an investor’s own 
views on the topic discussed herein.

The views expressed reflect the current views of Mr. 
McVey as of the date hereof and neither Mr. McVey nor 
KKR undertakes to advise you of any changes in the 
views expressed herein. References to “we”, “us,” and 
“our” refer to Mr. McVey and/or KKR’s Global Macro 
and Asset Allocation team, as context requires, and 
not of KKR. Opinions or statements regarding financial 
market trends are based on current market conditions 
and are subject to change without notice. References 
to a target portfolio and allocations of such a portfolio 
refer to a hypothetical allocation of assets and not an 
actual portfolio. The views expressed herein and dis-
cussion of any target portfolio or allocations may not 
be reflected in the strategies and products that KKR 
offers or invests, including strategies and products 
to which Mr. McVey provides investment advice to or 
on behalf of KKR. It should not be assumed that Mr. 
McVey has made or will make investment recommen-
dations in the future that are consistent with the views 
expressed herein, or use any or all of the techniques 
or methods of analysis described herein in managing 

client or proprietary accounts. Further, Mr. McVey may 
make investment recommendations and KKR and its 
affiliates may have positions (long or short) or engage 
in securities transactions that are not consistent with 
the information and views expressed in this document.

This presentation has been prepared solely for infor-
mational purposes. The information contained herein 
is only as current as of the date indicated, and may 
be superseded by subsequent market events or for 
other reasons. Charts and graphs provided herein are 
for illustrative purposes only. The information in this 
presentation has been developed internally and/or ob-
tained from sources believed to be reliable; however, 
neither KKR nor Mr. McVey guarantees the accuracy, 
adequacy or completeness of such information. Noth-
ing contained herein constitutes investment, legal, tax 
or other advice nor is it to be relied on in making an 
investment or other decision.

There can be no assurance that an investment strat-
egy will be successful. Historic market trends are not 
reliable indicators of actual future market behavior or 
future performance of any particular investment which 
may differ materially, and should not be relied upon as 
such. Target allocations contained herein are subject 
to change. There is no assurance that the target allo-
cations will be achieved, and actual allocations may 
be significantly different than that shown here. This 
presentation should not be viewed as a current or past 
recommendation or a solicitation of an offer to buy or 
sell any securities or to adopt any investment strategy.

The information in this presentation may contain pro-
jections or other forward-looking statements regarding 
future events, targets, forecasts or expectations 
regarding the strategies described herein, and is only 
current as of the date indicated. There is no assurance 
that such events or targets will be achieved, and may 

be significantly different from that shown here. The 
information in this presentation, including statements 
concerning financial market trends, is based on 
current market conditions, which will fluctuate and 
may be superseded by subsequent market events or 
for other reasons. Performance of all cited indices 
is calculated on a total return basis with dividends 
reinvested. The indices do not include any expenses, 
fees or charges and are unmanaged and should not be 
considered investments.

The investment strategy and themes discussed herein 
may be unsuitable for investors depending on their 
specific investment objectives and financial situation. 
Please note that changes in the rate of exchange of a 
currency may affect the value, price or income of an 
investment adversely.

Neither KKR nor Mr. McVey assumes any duty to, nor 
undertakes to update forward looking statements. 
No representation or warranty, express or implied, is 
made or given by or on behalf of KKR, Mr. McVey or 
any other person as to the accuracy and completeness 
or fairness of the information contained in this presen-
tation, and no responsibility or liability is accepted for 
any such information. By accepting this presentation in 
its entirety, the recipient acknowledges its understand-
ing and acceptance of the foregoing statement.

The MSCI sourced information in this presentation 
is the exclusive property of MSCI Inc. (MSCI). MSCI 
makes no express or implied warranties or represen-
tations and shall have no liability whatsoever with 
respect to any MSCI data contained herein. The MSCI 
data may not be further redistributed or used as a 
basis for other indices or any securities or financial 
products. This report is not approved, reviewed or 
produced by MSCI.
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