
Labor Market Dynamics: From Resilience to
Rotation (2025-2026)

We observe that the U.S. labor market has demonstrated notable resilience through last year
despite persistent manufacturing weakness, with hard employment data—including jobs reports
and JOLTS figures—consistently outperforming soft survey metrics. This divergence shaped the
Fed's cautious policy stance, as Chair Powell acknowledged last March that policymakers were
closely monitoring the gap between survey pessimism and actual hiring strength. By early this
year, inflation pressures eased meaningfully, with December Core CPI reaching 1.6% on a three-
month annualized basis, the lowest in over 19 months. At the January FOMC meeting, Powell
noted the tension between the Fed's dual mandates "is less than it was," signaling greater policy
flexibility. However, consumer spending bifurcation has narrowed, with stress emerging even
among high-income households, underscoring that labor market health remains critical to
sustaining economic momentum.
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Hard Data Resilience: Employment Strength Defies Survey

Weakness

The labor market's resilience through mid-2025 stood in stark contrast to persistent manufacturing

weakness, creating a divergence that shaped the Fed's policy stance heading into this year. In June

last year, jobs reports and JOLTS data showed unexpected strength [1] , even as ISM manufacturing

remained below 50 for its 28th consecutive month [1] . Fed Chair Powell explicitly acknowledged this

split last March, noting that while soft survey data had weakened, hard employment data maintained

its strength—something the Fed was watching closely and did not want to dismiss [2] . This

divergence between hard and soft data became a critical factor in the Fed's decision to hold rates

steady through much of last year. Policymakers weighed survey-based pessimism against actual

hiring and job openings that continued to exceed expectations [2] . The persistence of this pattern

through mid-2025 reinforced the view that employment strength would anchor the Fed's cautious

approach to rate policy into this year.

JOLTS Job Openings and Unemployment Level
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Fed Policy Response: Dual Mandate Balance and Rate Path



The Federal Reserve maintained its benchmark rate at approximately 4.3% through Q1 last year, with

policymakers in March last year expecting two rate cuts for the year [3] [2] . By early this year,

inflation pressures had eased considerably. December Core CPI came in at 0.24% versus Street

expectations of 0.32%, marking the third consecutive month of softer-than-expected readings. Three-

month annualized core CPI reached 1.6% by December—the lowest level in more than 19 months

[4] . At the January FOMC meeting, Fed Chair Powell acknowledged that the tension between the

central bank's dual mandates of controlling inflation and maximizing employment is "less than it was"

[4] . Powell's statement signals the Fed has become less worried about inflation after fighting it since

2022. This shift allows policymakers to refocus attention toward the employment mandate while

maintaining a measured approach to rate policy. Macroeconomic conditions remain conducive to

equity market strength as the Fed navigates its dual objectives with greater flexibility.

# Fed Cuts Estimated Remaining in 2025
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Consumer Spending Bifurcation: High-Income Stress Emerges

Consumer spending through much of last year depended on high-income households, but by early

last year, stress appeared even in this segment. Households in the top 10% by income ($250,000 or

more) accounted for 49.7% of consumer spending by early last year [5] , the highest level recorded

since 1989. Credit-card delinquency rates for those earning $150,000 or more doubled between early

2023 and early last year [5] . In March last year, major airlines revised their bullish 2025 forecasts

sharply downward—a telling signal given that premium and higher-class seats disproportionately



target wealthier travelers [5] . Employment and income pressures were no longer confined to lower-

income brackets. The bifurcation in spending patterns—where the affluent had previously offset

weakness among lower-income households—was narrowing. We believed labor market health would

be critical to sustaining economic momentum into this year.

References

[1] Thomas J. Lee, CFA. (June 30, 2025). VIDEO FLASH: June jobs report key data this week and overall,
data holding up better than expected. Fundstrat.

[2] Fundstrat Team. (March 21, 2025). The Fed Put is ‘Alive And Well’. Fundstrat.

[3] L. Thomas Block. (March 21, 2025). Fed, Tariffs, Congress next steps. Fundstrat.

[4] Fundstrat Team. (February 09, 2026). Fundstrat Sector Allocation - February 2026 Update. Fundstrat.

[5] Fundstrat Team. (March 14, 2025). The Good-Life Bulwark. Fundstrat.

https://fundstrat.com/?p=205742
https://fundstrat.com/?p=205742
https://fundstrat.com/?p=190571
https://fundstrat.com/?p=190454
https://fundstrat.com/?p=229817
https://fundstrat.com/?p=189379


Disclosures
Disclosures
This material is provided for informational and educational purposes only and is intended solely for the use of authorized clients and users of the platform. It does not constitute

investment advice, financial advice, legal advice, tax advice, or a recommendation or solicitation to buy or sell any security, digital asset, or financial instrument.
The content may include research, analytics, charts, visualizations, forecasts, models, or written commentary generated in whole or in part using automated or artificial intelligence–

based tools. Such content is based on inputs, assumptions, and data sources believed to be reliable at the time of generation; however, no representation or warranty is made as to
the accuracy, completeness, timeliness, or reliability of any information presented.
Opinions, estimates, projections, and forward-looking statements reflect judgment as of the date of creation and are subject to change without notice. Past performance is not

indicative of future results. Market conditions, assumptions, and data inputs may materially affect outcomes.
This material does not take into account the individual financial circumstances, objectives, risk tolerance, or needs of any specific person or entity. Users are responsible for

conducting their own independent analysis and should consult their own financial, legal, tax, or investment professionals before making any investment or strategic decision.
The firm and its affiliates may, from time to time, have long or short positions in securities, digital assets, or other instruments referenced, and may buy or sell such instruments
without notice.

To the maximum extent permitted by law, all liability for any losses, damages, or decisions arising directly or indirectly from the use of this material or the platform is expressly
disclaimed.

Artificial Intelligence Disclosure
Certain charts, reports, summaries, and written outputs available through this platform are generated or assisted by artificial intelligence and automated systems. These outputs are
probabilistic in nature and may contain errors, omissions, simplifications, or unintended interpretations.

AI-generated content should not be relied upon as a sole basis for investment or business decisions. Users are expected to review, validate, and independently verify all outputs
before use, publication, or distribution.

No guarantee is made that AI-generated outputs are complete, accurate, compliant, or suitable for any particular purpose.
User-Generated Content Disclosure
Chartbooks, charts, reports, or other materials created using this platform may be generated, modified, or curated by users. The platform operator does not review, approve,

endorse, or verify user-generated content.
All conclusions, interpretations, assumptions, and representations contained in user-generated materials are the sole responsibility of the user. No responsibility or liability is
assumed for any user-created content, including its accuracy, completeness, or compliance with applicable laws or regulations.

Users are solely responsible for ensuring that any materials they create, share, or distribute comply with all applicable regulatory, legal, and professional obligations.
No Advisory or Fiduciary Relationship
Use of this platform does not create an investment advisory, fiduciary, brokerage, or client-advisor relationship. No fiduciary duty is owed to any user or recipient of this material
unless expressly agreed in writing.
Third-Party Data Disclosure
Information may be obtained from third-party sources believed to be reliable; however, such information is not independently verified and no representation is made as to its
accuracy or completeness. Third-party data providers bear no responsibility for the content or its use.

Use and Redistribution
This material is intended for internal or authorized use only. Redistribution, reproduction, republication, or external distribution, in whole or in part, is prohibited without prior written
consent. Any unauthorized use is strictly prohibited.

Limitation of Liability
To the fullest extent permitted by applicable law, no liability shall be assumed for any direct, indirect, incidental, consequential, or special damages arising from the use of this

platform or any content generated therein, including but not limited to loss of profits, loss of data, or investment losses.
Copyright
© 2026. All rights reserved. No part of this material may be reproduced, sold, licensed, or redistributed without prior written consent.


