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Better Than Expected May Jobs Report; 

Labor Market Strong in the Spring  

 

 

 

 

 

 

Headlines 

 The U.S. economy added 172,000 jobs in May, well above expectations. 

Job growth has picked up in 2026. 

 

 The unemployment rate held steady at 4.3% in May, although the labor 

force participation rate has been moving lower.  

 

 Job growth has broadened across industries this year. 

 

 With higher inflation, wages are now growing more slowly than prices; 

this will be a drag on consumer spending. 

 

 PNC’s baseline forecast is for no change in the fed funds rate this year, 

although strong job growth means a rate increase is more likely. 

Details

The conflict with Iran does not appear to be 

weighing on the labor market. Job growth surprised 

very strongly to the upside in May, with a net gain in 

employment of 172,000, according to a survey of 

employers from the Bureau of Labor Statistics. This 

was well above the consensus expectation for an 

increase of 85,000. Job growth was 179,000 in April, 

revised much higher from 115,000. Job growth in 

March was also revised higher, to 214,000, from 

185,000. The three-month moving average of job 

growth through May was 188,000, the best three 

months for the job market since early 2024. The labor 

market has picked up in 2026 after slowing in the 

second half of 2025. 

The unemployment rate was 4.3% for a third 

straight month in May. The unemployment rate 

briefly reached a more than 50-year low in 

2023 and then moved higher through mid-2025. 

But over the past year the unemployment rate 

has averaged 4.3%, very close to the Federal 

Reserve’s estimate of the long-run 

unemployment rate of 4.2%. 

 

Employment in a survey of households, different 

from the survey of employers, rose by 149,000 in 

May from April. Over the past three months this 

jobs measure has averaged a loss of 157,000; 

the household jobs number is more volatile than 

the employer number. The labor force, the 

number of people working or looking for work, 

rose by 83,000 in May. The labor force 

participation rate—the share of adults working 

or looking for work—held steady at 61.8% in May 

from April. But the participation rate has been 

below 62% for three straight months, the first 
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time that has happened since 1977, outside of 

the pandemic. With an aging population and 

fewer immigrants, the labor force participation 

rate will continue to decline. 

 
Figure 1: Change in nonfarm payrolls (m/m, three-

month moving average) 

 
 
Figure 2: Unemployment rate (%) 

 
 

Private-sector employment rose by 120,000 in 

May, with government job gains of 52,000. 

Goods-producing industries added 28,000 jobs 

in May, including gains of 7,000 in 

manufacturing and 17,000 in construction. 

Manufacturing has been adding jobs since the 

beginning of the year, the first extended gain in 

industry employment since late 2023. Private 

services-providing industries added 92,000 jobs 

in May, with gains of 70,000 in 

leisure/hospitality services and 40,000 in 

education/health services. There were job 

losses of 22,000 in financial activities. 

 

The breadth of job growth has picked up in 2026. 

In 2025 there were net job losses in all industries 

outside of healthcare, but in 2026 those 

industries are seeing net job growth. The 

diffusion index, a measure of job growth in the 

private sector, was 54.4 in May; a reading of 

above 50 indicates more private sector 

industries have added jobs than lost jobs. The 

index was below 50 for most of 2025 but has 

been above 50 every month in 2026. 

 

Average hourly earnings rose 0.3% in May from 

April, in line with the recent trend, and were up 

3.4% from one year earlier. This is down from 

3.6% year-over-year growth in April. With 

inflation picking back up after the U.S. military 

action in Iran, wages are now growing more 

slowly than prices, putting pressure on 

consumers. 

 
Figure 3: Average hourly earnings (% chg, y/y) 

 
 

The average workweek was unchanged in May 

at 34.3 hours. With more jobs, higher wages, and 

an unchanged workweek, aggregate payrolls 

rose 0.4% in May from April. Given expected CPI 

inflation of 0.7% for May (to be released June 

10), incomes adjusted for inflation fell over the 

month. 

 

The May jobs report was better than expected. 

Despite higher inflation and record-low 

consumer sentiment in the wake of the conflict 

with Iran, job growth was far above the 
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consensus expectation of 85,000 and has 

definitively picked up after a soft 2025. Other 

indications are also positive, especially the 

broadening in job growth across industries this 

year and a turnaround in manufacturing 

employment. The strength in hiring in 

leisure/hospitality services indicates that 

consumers are still spending despite higher 

energy prices. The unemployment rate has 

been steady in recent months at a low level, 

although the weak labor force participation 

rate will be a drag on job growth over the 

longer run. 

 

Job growth is likely to soften in the second half 

of 2026, although the unemployment rate will 

remain near its current low level. Labor force 

growth has slowed over the past couple of 

years due to the ongoing retirement of the 

baby boomers and now fewer immigrants 

entering the labor force. Consumer spending 

growth is set to slow as the pickup in inflation 

hits bottom lines and the boost from higher tax 

refunds from the One Big Beautiful Act fades. 

 

The very strong May jobs report makes it less 

likely that the Federal Open Market Committee 

will cut the federal funds rate this year, 

although a rate increase is still not likely either. 

With job growth picking up this year and the 

unemployment rate right around where FOMC 

participants think it should be over the longer 

run consistent with low inflation, the labor 

market does not appear to need support from 

lower interest rates. At the same time inflation 

has moved higher in 2026 and has not been at 

or below the central bank’s 2% objective since 

early 2021. Some FOMC participants have been 

discussing potential fed funds rate hikes. But 

with falling real (inflation-adjusted) wages, the 

Fed can afford to wait and see how the 

situation with Iran plays out and what happens 

to energy prices and overall inflation. PNC’s 

baseline forecast is that the federal funds rate 

will stay in its current range of 3.50% to 3.75% 

through the rest of this year and beyond. 

 

The fed funds futures market is pricing in a 1% 

probability of a fed funds rate cut this year, 

with a 31% probability of no change (down from 

47% yesterday). The market has a 68% 

probability of at least one rate increase this 

year, up from around 50% yesterday. This 

includes a 25% probability of two or more 25-

basis point rate increases in 2026.  

 

The S&P 500 opened the morning down 0.6% on 

increased expectations for tighter monetary 

policy. The yield on the 10-year Treasury note is 

up by 5 basis points to 4.53%, while the 3-month 

T-bill yield is little changed. The dollar is slightly 

stronger against a basket of currencies. The 

price of a barrel of West Texas Intermediate 

crude oil is down by more than 50 cents to $92.
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Disclosures 

The material presented and the views expressed herein are of a general nature and does not constitute the provision of 

investment or economic advice to any person, or a recommendation of any particular securities, financial instruments, 

strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant 

information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should 

seek the advice of an investment professional to tailor a financial plan to your needs. 

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over 

time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and 

uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date 

made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual 

results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as 

from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements. 

“PNC” is a registered mark of The PNC Financial Services Group, Inc. 

© 2026 The PNC Financial Services Group, Inc. All rights reserved. 
 

 


