The Silver Lining of a Slowdown in Hiring

Introduction

The Covid-19 pandemic set off a series of chain reactions in the US economy that persist to this
day. One of the most consequential — especially for small and medium sized businesses — is
how difficult the hiring market has become. Stimulus checks, an exodus away from metropolises
and towards communities with a lower cost of living, a generation of retiring baby boomers, and
rising competition to attract the best talent have all contributed to a tight labor market with high
wages and a limited pool of talent to hire from.

This week a private report published by the ADP Research Institute indicated weaker-than-
expected hiring numbers among private payrolls. As the chart below shows, US private payrolls
posted the smallest month-over-month gain since the start of the pandemic.

Hiring Slowdown
US private payrolls posted smallest gain of pandemic recovery in May
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These figures indicate a few things. First, that it is still extremely difficult for businesses
(especially small to medium sized companies) to attract talent. Second, that businesses could
be (and likely are) tightening hiring plans in response to changing market and economic
conditions. A separate report also published this week supports the latter point, showing that job
openings fell month over month. However, in context, openings still remain elevated as there are
nearly double the amount of job openings as unemployed Americans.

While Friday’s highly anticipated jobs report came in higher than expected, it showed the
slowest pace of growth since April of last year. Wage growth also dropped slightly from 5.5%
last April to 5.2% last month.

As the Fed continues to navigate its quest for a “soft landing”, a silver lining in its fight against
inflation is that high inflation and low savings rates will force more American’s back into the
workforce. As a result, they are hoping that increased labor force participation will slow wage
growth and tamper inflation. Additionally, if businesses continue to clamp down on hiring as new
data suggests, the effect could be multi-faceted as more workers begin looking for fewer jobs.

In different times, these dynamics could incite panic. However, as Barron’s published on
Thursday, while hiring is showing signs of cooling, it's “not necessarily a bad thing” as this trend



would slowdown wage growth, inflation, and ultimately temper the Fed’s path for hiking rates.
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