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IS THE US ENTERING WAGE NIRVANA? 

More than a quarter of American states and several US cities started 2016 by raising the minimum amount 

employers in their jurisdictions pay workers, yet the US federal minimum wage has remained at $7.25 since 

2009. Does this mean US wage inflation is finally present? Portfolio manager Dave Daglio considers its 

importance to the state of the US economy. 

A total of 14 individual states implemented minimum wage increases in January, ranging from a dollar per hour 

rise in California and Massachusetts – where the minimum wage is now $10 per hour – to a five cent rise to 

$8.55 in South Dakota. The cities of Seattle, San Francisco and Los Angeles are also raising minimum wages to 

as much $15 per hour. 

These government-mandated increases follow voluntary wage hikes last year by companies that employ large 

numbers of low-wage workers including Walmart and McDonald’s. But while these boosts in wages, as well as 

protests
1
across the country calling for “living wages”, have attracted media attention, their economic significance 

should not be overstated. The states and cities raising their minimum wages are followers of a broader trend 

rather than drivers of a change in the direction of the US economy. Many observers including investors, business 

owners and policymakers currently expect increased broad-based wage inflation as the US economy continues 

to grow, unemployment declines and employers raise pay to compete for and retain workers who see increasing 

options in a tightening labour market.  

“All of the leading indicators of wage inflation are already in place,” says David Daglio, US portfolio manager at 

The Boston Company
2
. “The best lead indicator is the current unemployment rate which is quite low. The 

number of people quitting their jobs is at an incredibly high level, which shows confidence in finding a new job is 

too. As investors, we also consider future expectations and whether you look at small business leaders’ 

sentiment or the percentage of employers giving raises, all indicators point to higher wages in the future.”  

Daglio notes that moderate increases in wages have historically been strongly positive for equity markets, but he 

adds the broad trend toward higher pay is likely to put pressure on some corporations’ profits. “Wage inflation 

hits margins hardest in areas like retail where it makes it more difficult for companies to pass on their increased 

costs. Normally, when you begin to see strong wage increases, retailers struggle with operating margin 

improvement. In other sectors such as technology and energy, though, the cost of labour is a smaller share of 

profit, so wage inflation is less concerning.”  

Of course, equity investors are not the only ones preoccupied with US wage trends. Federal Reserve 

policymakers closely watch employment and inflation as they set interest rates. “Historically, as wage inflation 

has approached 3%, the Fed has tightened policy and we have generally seen a peaking of the business cycle, 

says Daglio. “It looks like we're entering a period of nirvana but the risk is the economy accelerates through that 

very quickly. Employment is always the most important thing the Fed looks at and the direction of wages is a 

vital signal for them about the health of the labour market.” For now at least, employees and investors alike are 

benefitting as US economic growth continues. 
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Important Information 

 

This is for Professional Clients. This is not investment advice.  In Germany, this is for marketing purposes only. Any views and opinions 

are those of the investment manager, unless otherwise noted. This material may not be used for the purpose of an offer or solicitation in any 

jurisdiction or in any circumstances in which such offer or solicitation is unlawful or not authorised. This material should not be published or 

distributed without authorisation from BNY Mellon Investment Management EMEA Limited. BNY Mellon is the corporate brand of The Bank 

of New York Mellon Corporation. BNY Mellon Investment Management EMEA Limited is ultimately owned by The Bank of New York Mellon 

Corporation. BNY Mellon Investment Management EMEA Limited, and any other BNY Mellon entity mentioned] are all ultimately owned by 

The Bank of New York Mellon Corporation.  Issued in the UK and Europe (ex- Switzerland) by BNY Mellon Investment Management EMEA 

Limited, BNY Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorised and regulated 

by the Financial Conduct Authority. Issued in  Switzerland by  BNY Mellon Investments Switzerland GmbH, Talacker 29, CH-8001 Zürich, 

Switzerland. Authorised and regulated by the FINMA. INV00043. 

 



 

 

本情報提供資料は、BNY メロン・グループ（BNY メロンを最終親会社とする

グループの総称です）の資産運用会社が提供する情報について、BNYメロン・

アセット・マネジメント・ジャパン株式会社が審査の上、掲載したものです。 

当資料は情報の提供を目的としたもので、勧誘を目的としたものではありませ

ん。当資料は信頼できると思われる情報に基づき作成されていますが、その正

確性、完全性を保証するものではありません。ここに示された意見などは、作

成時点での見解であり、事前の連絡無しに変更される事もあります。 
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