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What You Need to Know

How are we thinking about the 
December U.S. jobs report? 

The December nonfarm payrolls report showed what continues to be a distinctly 
robust trend in U.S. job and wage growth. Headline employment came in at +216k, 
above consensus of +175k, up from +173k in November (downwardly revised). Maybe 
even more important, average hourly earnings increased by +4.1% y/y, well above 
consensus of 3.9%, marking the first monthly increase in this metric in six months. 
Beneath the surface, other details in the report were less universally strong/hawkish 
in their implications, but were not enough to offset the strong signal from headline 
data, as well as other, “real-time”, metrics of U.S. labor market health (e.g., initial 
unemployment claims remain subdued). See below for full details. 

Bigger picture, we enter 2024 with a more optimistic view on growth versus the 
consensus (we see GDP at +1.5% this year, versus consensus of +1.3%). Key to our 
thinking is that the most cyclical areas of the economy have already bottomed, 
while fiscal policy remains a powerful offset to monetary tightening. We think too 
many people are locked into the paradigm that valuations are lofty, and the U.S. 
economy is topping out and headed for a hard landing. We do not see it this way.

Where are we focused? We see a constructive backdrop for markets in the year ahead 
but think this is still the time to maintain discipline on leverage, duration, margins, and 
creditworthiness. Against that backdrop, we like investments linked to operational 
improvement (including corporate carve-outs), our major investment themes (including 
Energy Transition, Security of Everything, and Productivity), and non-control positions 
with inherent downside protection (i.e., staying higher in the capital structure and 
owning some collateral). 

1

https://www.kkr.com


Flash Macro Update       2

WHAT DOES THE U.S. JOBS REPORT MEAN FOR OUR 
OUTLOOK, AND FOR MARKETS?

1. The report goes against the disinflation thesis 
and is more in-line with our longer-term Regime 
Change thesis: 1) the labor force participation rate fell 
back to 62.5% from 62.8%; 2) wage growth was 4.1% 
year-over-year compared to expectations of 3.9%; 
and 3) a lot of job growth is still coming from sectors 
that are stickier when it comes to inflation because 
they are not really interest rate sensitive. 

2. Concentrated market for job growth remains in 
force: fully 77% of the job growth came from three 
sectors: government (52,000), education/healthcare 
(74,000), and leisure/hospitality (40,000). The good 
news is that these segments of the economy are 
still below pre-pandemic trend levels, so we do not 
expect this narrative to change as much as some of 
the dis-inflationist bulls. 

3. Meanwhile, the goods sector: It is hard to hurt 
yourself falling out of the basement window. The 
ISM Manufacturing Index, which we use as a proxy 
for the short-cycle industrial economy, has been in 
contraction territory for 14 consecutive months – the 
longest stretch dating back to the post-Tech Bubble 
and 9/11 period. Jobs in this area have been weak 
too, with manufacturing jobs reaching just 6,000 this 
month (after shedding a net -12,000 jobs in October 
and November).

4. Where are we struggling with the data? Prior month 
revisions continue to get marked down. The reality is 
that ADP reports have been more right than the BLS 
in many instances. Second, the household survey 
is much weaker than the employment survey (fully 
minus 683,000 jobs this month!), so we need to make 
sure that small businesses and the gig economy are 
not tanking (which the data suggest, but that is not our 
view).

5. What does this mean for markets? First, the market 
is offsides to think that there are six rate cuts coming, 
so we like our position of three cuts in 2024. We also 
think that this adjustment by the market should put 
a near-term bid in the USD. Second, we stick to our 
duration call that 4.0% is an appropriate level for 10-

year yields. For risk assets like Equities and Credit, 
we still need to work through more of an overbought 
condition relative to the year-end rally. That said, with 
central banks ending their tightening campaign and 
inflation coming down, we still see upward markets 
for risk assets in 2024. Longer-term, we continue to 
think the cycle continues, given 1) services has ongoing 
structural momentum and 2) the manufacturing 
economy is already in a recession. Bigger picture, our 
mega themes remain intact: automation, security of 
everything, experiences over things, collateral-based 
cash flows, and intra-Asia trade. 

KEY TRENDS IN THE DATA

 y Headline job growth reaccelerated in December, and 
the unemployment rate held steady at 3.7%. Overall, 
today’s report aligns with our view that the labor 
market is not close to experiencing a ‘hard landing’, 
which means Fed policymakers will not be as worried 
about addressing their full employment mandate.

 y Participation fell to 62.5% from 62.8% last month and 
remains about 90 basis points below pre-COVID 
levels. A combination of poor demographics and low 
participation is limiting the supply of workers in the 
U.S. 

 y Service-providing payroll (+142k, up from +106k in 
November) drove the bulk of private payroll gains 
this month, thanks to less-cyclical categories like 
Education/Healthcare (+74k) and, to a lesser extent, 
Leisure and Hospitality (+40k). On the public side, 
government also provided an outsize share of 
payroll gains (+52k). Meanwhile, Business Services 
employment stagnated (and is down -32k over the 
last three months).

 y Goods producing payrolls added 22k jobs, with job 
gains across construction (+17k) and manufacturing 
(+6k). Overall, we think that the direction of travel 
for Goods sector employment may be starting to 
improve, as manufacturing PMIs have been negative 
for a very long time and mortgage rates have now 
peaked. 

 y By sector, employment across finance, tech, 
professional services, construction, manufacturing, 
transport/warehouse, education/healthcare, 
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and retail and wholesale trade is back above 
pre-pandemic levels. By comparison, leisure and 
hospitality employment remains about 1% below its 
pre-COVID peak, although hiring in the sector has 
slowed following a period of extensive backfilling in 
the last two years. 

 y Month-over-month wage growth remained at +0.4%, 
with the year-over-year measure remained ticking 
up to +4.1% (about 20 basis points above consensus). 
Elevated wage growth will make the Fed more patient 
in its approach to rate cuts, we think, which is why we 
continue to see three Fed rate cuts this year versus 
market pricing for five or more cuts.

We continue to think that the U.S. economy will avoid 
a hard landing this year, as non-cyclical sectors like 
government and education/healthcare are providing 
a ballast to overall labor demand at a time when more 
cyclical Goods sectors are starting to bottom. Against 
that backdrop, we think unemployment will remain 
fairly low this cycle, and expect the Fed to cut rates only 
gradually.

We continue to think that 
the U.S. economy will avoid 
a hard landing this year, 
as non-cyclical sectors like 
government and education/
healthcare are providing a 
ballast to overall labor demand 
at a time when more cyclical 
Goods sectors are starting to 
bottom. Against that backdrop, 
we think unemployment will 
remain fairly low this cycle, 
and expect the Fed to cut rates 
only gradually.

Exhibit 1: The Pace of Job Gains Has Moderated, But 
Non-Cyclical Sectors Like Education and Healthcare Are 
Driving Job Growth
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Data as at December 31, 2023. Source: U.S. Bureau of Labor Statistics, 
KKR Global Macro & Asset Allocation analysis.

Exhibit 2: Prime-Age Labor Force Participation Ticked 
Down 10 Basis Points to 82.2%, While Overall Labor Force 
Participation Fell 30 Basis Points to 62.5%
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Exhibit 3: Wage Growth Remains Elevated, Despite 
Slower Price Growth
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Data as at December 31, 2023. Source: U.S. Bureau of Labor Statistics, 
KKR Global Macro & Asset Allocation analysis.

Exhibit 4: The Overall Labor Market Backdrop Is Less 
Inflationary Than It Was in 2022
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Important Information

The views expressed in this presentation are the personal views of Henry 
McVey of Kohlberg Kravis Roberts & Co. L.P. (together with its affil iates, 
“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 judgments 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 discussion 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 
recommendations 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 affil iates 
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 informational 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 i l lustrative purposes only. The 
information in this presentation has been developed internally and/or 
obtained from sources believed to be reliable; however, neither KKR nor Mr. 
McVey guarantees the accuracy, adequacy or completeness of such 
information. Nothing 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 strategy 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 allocations will be achieved, and actual allocations may be significant-
ly 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 projections 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 presentation, and no responsibility or liability is accepted 
for any such information. By accepting this presentation in its entirety, the 
recipient acknowledges its understanding 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 
representations 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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