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March doesn’t include the sign-on bo-
nuses employers are using to attract labor,
meaning the reality is wage inflation is
alreadymuch hotter. Consider, for exam-
ple, oneMaryland school district that is
offering a $1,500 signing bonus and up to
$29.82 an hour for a school bus driver.

On the surface, two details of the April
jobs report might appear to undercut the
labor-shortage explanation. Retailers,
manufacturers, and transportation com-
panies didn’t slow hiring—they cut jobs.
Andmore people entered the workforce,
meaning they are actively looking for
work, than those whowere hired. It isn’t a
stretch, however, to similarly attribute
those developments to a labor shortage.

Ultra-accommodative monetary policy
and aggressive fiscal stimulus have pulled
the economy out of a big hole. Investors
saw late last month that gross domestic
product rose 6.4% in the first quarter,
thanks in large part to government stimu-
lus that drove personal income up 59%
higher and personal consumption 11%
higher. At the same time, unemployed
workers are receiving an extra $300 a
week in relief through September, raising
the bar for someworkers to return to
work at a time whenmany are still strug-
gling with child care and health concerns.

By virtue of generous policy, workers
are gaining pricing power. Some compa-
nies can’t orwon’t pay up, and it’s possible
the areas that cut jobs did so because they
are finding it difficult tomarket, make, and
move their goods. The Institute for Supply
Management said asmuch in its April
manufacturing report releasedMonday.
The survey’s employment index expanded
for the fifth straightmonth, “but panelists
continue to note significant difficulties in
attracting and retaining labor at their com-
panies’ and suppliers’ facilities.”

Sometimes solving one problem leads
to another. It’s worth considering
whether the U.S. economy is at a point
where stimulus measures are becoming
self-defeating. B

The outlook for largeU.S compa-
nies returning capital to share-
holders via dividends and buy-
backs is brightening as the

midyear point approaches, thanks to strong
earnings and the pandemic recovery.

A year or so ago, many large U.S. com-
panies were cutting or suspending their
dividends and dialing down their share
repurchases, if not suspending them.
Large U.S. companies were also cutting
back in other areas, such as capital ex-
penditures and mergers and acquisitions.

But now, with Covid-19 vaccines rolling
out and the U.S. economy reopening,
many companies are boosting cash outlays
whether it’s for dividends, buybacks, capi-
tal expenditures, or acquisitions.

Goldman Sachs Portfolio Strategy Re-
search, in a recent note, forecast that S&P
500 companies will pay out $546 billion
of dividends, up 5% from $520 billion in
2020. Last year, S&P 500 dividends rose
by only 1% amid the pandemic.

As of April 30, the 2021 earnings esti-
mate for the SPDR S&P 500 exchange-
traded fund (ticker: SPY) was $18.31 a
share, 9% higher than it was a year ago,
according to FactSet. “Firms continue to
easily surpass consensus expectations,”
Goldman said in its note.

One impediment to large-cap dividend
growth has been the large U.S. banks,
which maintained their dividends but
skipped increases and suspended buy-
backs over the past year. But, the Gold-
man note said, “our banks analysts expect
dividends to increase substantially start-
ing” late this year following results from
the latest round of stress tests, known
formally as the Comprehensive Capital
Analysis and Review.

Share buybacks, which were reduced
in some sectors and suspended among
large banks, are expected to make an
even bigger comeback than dividends
this year. Share repurchases fell by 28%

in 2020, to $537 billion from $749 billion
the year prior.

Goldman Sachs, however, is forecast-
ing a 35% pickup in stock buybacks this
year to $726 million, and a 5% boost next
year to $762 million.

Several large companies have been
ratcheting up their spending plans in ar-
eas other than returning capital to share-
holders. That includesApple (AAPL),
which said it would spend more than
$430 billion in the U.S. over the next five
years and aim to create 20,000 jobs. The
company recently declared a quarterly
dividend of 22 cents a share, up about 7%.
“We continue to plan for annual increases
in the dividend going forward,” said fi-
nance chief LucaMaestri during the com-
pany’s earnings call last month.

Chip maker Intel’s (INTC) chief finan-
cial officer, George David, told analysts on
April 22 that he expects the company’s
capital expenditures to total about $20
billion this year and remains “committed
to growing the dividend.”

One thing that hasn’t changed is that
the largest U.S. companies continue to
account for the lion’s share of dividends.
The top 10 S&P 500 payers last year ac-
counted for about $119 billion of divi-
dends, or 23% of the total. The top payer
wasMicrosoft (MSFT) at $16 billion,
followed byAT&T (T) and ExxonMobil
(XOM), both at about $15 billion, then
Apple at $14 billion, and JPMorgan
Chase (JPM) at $13 billion.

One thing that does bear watching for
income investors is federal tax policy.
President Biden has proposed raising the
statutory corporate tax rate to 28% from
21%. Another proposal calls for increas-
ing the personal tax rate on long-term
capital gains and qualified dividends to
43.4% from 23.8% for people with annual
income above $1 million, according to
Goldman Sachs. “Our political econo-
mists believe that Democrats will pass a
scaled-down version of tax reform later
this year,” the Goldman note observed. B

By Lawrence C. Strauss

T H E E C O N OMY

Are We Overstimulated?
Soft Jobs Report Says Yes

T here is a conundrum facing the
U.S. economy: The very stimu-
lus that has prompted a faster-
than-expected recovery seems

to be undermining it.
That is one interpretation of the April

jobs report released Friday, which showed
employers added only a fraction of the
jobsWall Street expected and hired at the
slowest pace since January. Economists
called the report puzzling; some said it
should be ignored. After all, demand has
been booming as vaccination rates in-
crease and reopenings continue, and sur-
vey data show consumers themselves say
jobs are increasingly plentiful.

It’s possible seasonal factors or statisti-
cal distortions explain themassivemiss
and there’s an upward revision next
month. Or the explanationmay bemore
straightforward: There is a labor shortage.

Employers across the country have
been facing supply shortages in every-
thing from lumber to steel for months. In
his press conference late last month, Fed-
eral Reserve Chairman Jerome Powell
acknowledged bottlenecks, what he called
“a temporary blockage or restriction in
the supply chain for a particular good or
goods…that will be resolved as workers
and businesses adapt.”

Maybe the Fed is looking at thewrong
bottleneck. Companies sayworkers are
increasingly hard to find, and the big, un-
expected jump inApril wages alongside
cooler hiring suggests companies are start-
ing to pay up for labor.With thewage in-
crease came a slightly longerworkweek
and a shift in part-timeworkers to full-time
status, suggesting demand isn’t the issue.

“The risk,” says Apollo Global Manage-
ment Chief Economist Torsten Sløk, “is
that we transition from ‘bottlenecks’ and
are back to a late-1960s scenario,” refer-
ring to the start of the Great Inflation.

Worth noting is the fact that the 0.7%
increase in average hourly earnings from

By Lisa Beilfuss

I N C OM E I N V E S T I N G

Payout Prognosis Positive:
Recovery Begets Dividends
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