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What You Need to Know

How are we thinking about the 
February 2026 U.S. jobs report? 

The February payroll report was clearly weak, with -92k jobs lost versus 
consensus expectations of +55k and a downwardly revised +126k last month. 
Several one-off factors amplified the downside volatility, including healthcare 
worker strikes (Health/Education -34k after +129k last month) and severe 
winter weather that materially impacted Accommodation/Food Services 
(-35k) and Construction (-11k). Collectively, those weather-sensitive categories 
were nearly 100k weaker than in January.

Even looking through those temporary distortions, however, the broader tone 
of the report was consistent with a labor market operating near stall speed. 
The unemployment rate ticked up to 4.4% versus 4.3% consensus, while labor 
force participation has now fallen 50 basis points from its November peak to 
62%. Absent that participation decline, unemployment would likely be closer to 
5%. Importantly, wage growth remains firm at 3.8% year-over-year, above both 
consensus and last month’s 3.7%, underscoring that softer hiring has not yet 
translated into meaningful labor cost relief.

WHAT DO WE THINK THIS MEANS FOR MARKETS?

1.	 First, while the headline was ugly, we do not view it as signaling an 
abrupt deterioration in labor demand as there are multiple one-time 
factors at work including a healthcare worker strike (31k), bad weather 
(which dinged Food/Accommodation by 35k), and some birth/death 
changes. Remember that weekly claims were a modest 213k last week and 
the three-month moving average has been a steady 215k. 
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2.	 Most importantly, sector composition continues 
to matter. Education/Healthcare, which has been 
100% of job growth for quite some time, turned 
negative for the first time since 2020, at -34,000, 
compared to last month’s +129,000. 

3.	 Were it not for sustained productivity strength, 
this report would feel stagflationary, or a worse 
version of our Regme Change thesis.

4.	 Despite reshoring and Fed cuts, the Goods sector 
remains in a recession. All told, Goods jobs were 
-25,000. Every sector was negative: Mining/Logging, 
Construction, Durable Goods, and Non-Durable 
Goods.

5.	 On the Services side, the big delta was -34,000 
for Education/Healthcare as well as Leisure/
Hospitality’s -27,000. Government too was -6,000, 
the third month in a row of negative job growth.

6.	 Macro Bottom line: If we average the past few 
months, the broader trend still points to a low 
hiring/low firing environment. The K-shaped 
economy remains intact, and higher oil prices only 
feed this narrative. Meanwhile, AI fears will not 
change the dynamic that the employment backdrop 
will remain challenging. However, it does not mean 
that the economy is rolling over. Even when we put 
much higher oil prices in our model, we still get to 
near 10% EPS growth and GDP north of 2.0%.

WHAT DO WE THINK THIS MEANS FOR INVESTING?

Though February’s data showed broad-based 
weakness, we think the details reflect sustained 
cyclical pressures versus a sudden deterioration in 
labor demand. We see a labor market near stall speed, 
but not in freefall. Remember that claims remain in 
the low-200k range (about as low as they get on a 
sustainable basis most cycles), layoff rates have not 
increased materially, and wage growth remains solid. 
New business formation remains historically elevated, 
reflecting how advances in technologies such as AI and 
e-commerce have sharply lowered barriers to entry—
particularly in Services, where roughly 90% of firms are 
microfirms and start-up rates are 2-3 times higher than 
in manufacturing. Against this backdrop, we continue to 

see the Fed cutting rates twice this year amidst sluggish 
job growth and above-target inflation. By contrast, we 
think market pricing for just 1.7 cuts in 2026 remains 
too hawkish for an environment where higher energy 
prices put downward pressure on growth (not just 
upward pressure on inflation) and the labor market 
remains near contractionary territory.

We are still getting a ‘High Grading’ signal, not a BUY 
signal for risk assets. Indeed, valuations are still full 
at the aggregate level. For example, Equities are still 
discounting 14% or so EPS growth (down from 16% at 
start of year); that is too high relative to the historical 
average growth rate of 11% (and 8% last decade), while 
credit spreads are implying less than a 2% default rate, 
compared to a 5.5% historical average. That outlook 
too feels optimistic to be fully leaning in. As such, we 
prefer to own quality in Equities and rotate up in quality 
in Credit. We also heavily advocate our Regime Change 
themes, including the Security of Everything, Collateral 
Based Cash Flows, Capital Heavy to Capital Light.

Exhibit 1: Most Sectors Saw Negative Job Growth In 
February But There Was A Number Of One-off Factors 
Including A Healthcare Strike And Extreme Weather
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Data as at March 6, 2026. Source: Bloomberg, U.S. Bureau of Labor 
Statistics.
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Exhibit 2: Employment in the Top 15-AI Exposed Sectors 
Has Been Volatile But Ticked Up +5k In February
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Methodology: Industries are selected based on AI exposure 
framework first developed by Evercore ISI. The framework estimates 
the share of job functions exposed to AI across 800+ U.S. occupations 
using the Department of Labor’s O*NET database. Occupation-level 
AI exposure scores are weighted by industry employment mix 
(BLS OEWS) to derive industry-level exposure rankings. The chart 
aggregates U.S. payroll employment (BLS CES) across the 15 most AI-
exposed industries identified under this framework. Data as at March 
6, 2026. Source: Evercore, Bloomberg, Bureau of Labor Statistics, 
KKR Global Macro & Asset Allocation Analysis.

Exhibit 3: Labor Productivity Has Been Strong for 
Over Three Years
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Data as at March 6, 2026. Source: Bloomberg, BLS.

Exhibit 4: New Business Formations Have Stayed 
High Post Pandemic

60

80

100

120

140

160

180

20
0

4

20
0

6

20
0

8

20
10

20
12

20
14

20
16

20
18

20
20

20
22

20
24

20
26

U.S. Business Formations ('000)

U.S. Business Applications (High Propensity of Turning into
Businesses with Payroll)

Still 15%
above trend

Data as at February 27, 2026. Source: Bloomberg, KKR Global Macro 
& Asset Allocation analysis.

Exhibit 5: Markets Are Pricing in Minimal Defaults in 
High-Yield Credit. However, We Expect Credit Losses to 
Normalize From Extraordinarily Low Levels
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Important Information

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. 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. 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 affiliates may 
have positions (long or short) or engage in securities transactions that 
are not consistent with the information and views expressed in this 
document.

The views expressed in this publication are the personal views of 
Henry H. McVey of Kohlberg Kravis Roberts & Co. L.P. (together with its 
affiliates, “KKR”) and do not necessarily reflect the views of KKR itself or 
any investment professional at KKR. This document is not research and 
should not be treated as research. This document 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 document 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.

This publication 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 
illustrative purposes only. The information in this document 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 
significantly different than that shown here. This publication 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 publication 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 document, 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 publication and no responsibility or 
liability is accepted for any such information. By accepting this document, 
the recipient acknowledges their understanding and acceptance of the 
foregoing statement.

The MSCI sourced information in this document 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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