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THE IMPENDING JOBLESS RECOVERY

In recent weeks, we’'ve begun to see a few signs that various forecasts of a recovery
beginning in the third quarter may be correct. It's important to note that recovery is
defined as positive economic output growth, meaning that GDP will grow by some
annualized marginal percentage in the third quarter of 2009. So what are the signs
we’ve been seeing? New orders from manufacturers jumped sharply in April, a
leading indicator that industrial production is about to rise. Another surprise gain:
residential and nonresidential construction spending rose 0.6 and 0.8 percent in
April, respectively. But economists anticipate that these gains will be reversed with
continued declines into 2010. New home sales rose, but the National Association of
Realtors estimates that 45 percent of these new home sales were either foreclosure
sales or sales of other heavily distressed properties. Corporate profits, within both
financial and non-financial sectors are beginning to turn around. And finally,
consumer confidence is growing.

But on the employment side, we aren’t seeing many positive signs. Unemployment
continues to rise, and many economists are forecasting ten percent unemployment
by August or September. Just a few weeks ago, the media was quick to jump on a
story that initial claims for unemployment in the week ending May 23" declined to
623,000, beating expectations and down from the previous week’s advance estimate
of 636,000. Although better than additional increases in new claims, to say that
623,000 new unemployment claims is a swing in the right direction is just a bit of an
overstatement. Massive reductions in the number of new claims and the beginning of
a dip in continued claims are absolutely necessary to proclaim that a recovery in labor
markets has begun. We've yet to see such a turnaround. New unemployment claims
continue to outpace the number of individuals finding new employment and leaving
the unemployment rolls; thus, continued claims keep rising.

Between the beginning of February and the end of April of this year, the rate of
increase in continued claims has been the highest since the recession began in
December, 2007. The following chart illustrates this rapid rate of ascent. However,
the most intriguing aspects of the following chart are the variations in the duration of
continued unemployment claims at their peak levels once a recession has officially
ended. During the three recessions of the 1970s and 1980s — largely a result of the
energy and savings and loans crises — continued claims declined rapidly after
reaching their peak levels, which coincided with the end of the official recession. But
after the previous two recessions of the early 1990s and 2000s, continued
unemployment claims remained at their peak levels for nearly two years after the
recession officially ended.
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Continued Unemployment Insurance Claims (Seasonally Adjusted)
Source: U.S. Department of Labar
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This extended duration of continued unemployment characterized the recovery from
the last two recessions, helping to bring rise to the term “jobless recovery” — a period
in which a recovery from a recession is characterized by growth in output but not in
employment. Another way of looking at this data is to examine the degree to which
new unemployment insurance (UI) claimants exceed those coming off the UT rolls.
To do so, we calculate the ratio of the number of new initial claims for UI to the
number of individuals coming off UI rolls. A ratio equivalent to 1.0 indicates that the
number of new claims is exactly equivalent to the number coming off UI rolls. A
number below 1.0 provides a rough approximation of a period of expansion, while a
value above 1.0 provides a rough approximation for a period of employment
contraction. It should be noted that the average ratio over the 38-year period
examined is 1.05, indicative of the skew that results from relatively large contractions
but more sustained and moderate expansions. It should also be noted that individuals
can come off Ul rolls for a variety of reasons; the two primary being that an
individual has found new work and no longer qualifies for UI, or an individual has
received the maximum benefit and their UI has expired.
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Ratio of Number of Intitial Unemployment Insurance (Ul) Claims
to Number of Individuals Coming Off Ul Rolls

Four-Week Moving Average
Source: U.S. Department of Labor, Market Street Services
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We see similar trends in the chart above as those exhibited by the levels of continued
claims." After the three recessions of the 19770s and 1980s, we saw a rather quick
decline once the ratio reached its peak level. At the height of the 1973 oil crisis and
stock market crash, for every 25 people coming off Ul rolls, 40 were filling new
claims (a ratio of 1.65). That is to say, we saw individuals begin to come off UI rolls
much quicker than new claims were filed, and the ratio dropped below 1.0 within a
matter of just a few weeks or months after reaching its peak. In each of these three
recessions we saw a precipitous decline to a ratio of roughly 0.8, indicating that for
every eight individuals filing new claims, ten were coming off unemployment
insurance. But in the two previous recessions of the 199os and 2000s, it took at least
two years for this ratio to decline to such a level. Again, this helped define the “jobless
recovery.”

Another valuable piece of information for examining this new trend of jobless
recovery is the Bureau of Labor Statistics’ Job Openings and Labor Turnover Survey.
Unfortunately, this survey was first conducted in December of 2000, preventing a

I . . . . . . eyt
It is important to acknowledge that this type of trend analysis is purely observational and therefore it is
difficult to infer causality. Regardless, the trends do offer some important insights into the future.
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more thorough analysis of the relatively quick and employment-driven recoveries of
the 1970s and 1980s. However, we can still gain some valuable insights from the
available data.

Job Openings and Labor Turnover, United States
Source: Bureau of Labor Statistics
= National Recession
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Not surprisingly, in examining data covering the recession of 2001 it is evident that
separations (layoffs, quits, and eliminated positions) exceeded new hires for the
duration of the recession. The gap between the two series’ narrowed a few months
after the recession officially ended, but new hires did not begin to consistently exceed
separations until December 2003, exactly two years after the recession officially
ended. Further, we see that the same trend is evident for openings (available
positions); the number of job openings continued to decline after the recession
officially ended, and did not begin to pick up again until December 2003. Looking at
data covering the current recession, we can see that a considerable gap has grown
between separations and hires, accompanied by a rapid decline in openings. If we are
following a trend into another jobless recovery, a closing of the gap between
separations and hires will only signal the end of the worsening of labor market
conditions. After that gap closes, we likely have another two-year period, or longer,
ahead of us before new hires overtake separations and job openings begin to rise.
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With another jobless recovery likely, it is important to understand the root causes of
this new trend and identify policy actions to reverse or at least mitigate the effects.
Many economists have argued that the jobless recoveries that characterized the
previous two recessions were the result of great improvements in labor productivity
(output per worker) in recent decades. It’s a simple idea, really; improvements in
technology, automation, and production processes reduced the required labor-
intensity to produce a given amount of output. If productivity rises faster than
demand, output demanded could be produced with lower employment. This would
also lead to lower prices. This portion of the argument is also supported by an
observed reduction in annual inflation during the 199os, relative to previous decades.

If tremendous improvements in productivity explain the phenomenon of jobless
recoveries, we’'d expect to not only see lower productivity growth on average during
the 1970s and 1980s when recessions were not characterized by jobless recoveries,
but we’d also expect to see less variation in productivity growth around recessions
and recoveries. The data shows the opposite. While, on average, annual productivity
has increased marginally over time, we see that the recessions of the 1970s and
1980s were characterized by drastic swings in productivity growth entering and
recovering from recessions, with great improvements during the post-recession
recovery periods. If the logic of the productivity argument follows, we should have at
least seen some elements of jobless recoveries following these recessions. This wasn’t
the case. Further, the levels of productivity that followed the recessions of the early
1990s and 2000s were no greater than the gains exhibited in the 1970s and 198o0s.

Productivity Growth (Output per Employee)
Seasonally Adjusted Annual Rate
Source: Bureau of Economic Analysis, Bureau of Labor Statistics
= National Recession
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So if not productivity, what can explain these two “jobless recoveries?” Another
possible explanation that seems more plausible attributes these jobless recoveries to a
variety of structural changes that have occurred in the U.S. and global economy over
the last two decades. The recessions of 1970s and 1980s were primarily driven by oil
and energy crises and characterized by high inflation. The recession of the early
1990s was in part due to persistent instability from the collapse of the savings and
loan industry just a few years prior. The recession of the early 2000s is widely
attributed to the bursting of the dot-com bubble. In addition, many goods-producing
sectors and back office services began to increase outsourcing and offshoring at rapid
pace throughout the 1990s and 2000s. Manufacturing’s great decline had already
begun, accelerating in the 1990s and into the next millennium. The bursting of the
dot-com bubble in 2000 and 2001, and the restructuring that took place over many
years as a result of offshoring and manufacturing’s decline left millions of Americans
in need of finding new work in new industries. The jobs they lost weren’t coming
back, and this necessitated retraining or going back to school. And the process of
retraining, reeducating, and developing a marketable skill set for the occupations of
today and tomorrow took time. Until these structural changes — which are accelerated
during recessions — run their course, we’ll likely continue to experience jobless
recoveries.

Yet, as we all know, this recession has been different and has required drastically
different policy responses. Clearly, this recession was compounded by — and will be
remembered for — the various collapses in the financial sector: the fallout of
securitization, the subsequent credit freeze, and the movement of many lending
institutions from being risk-seeking (see subprime mortgages) to being incapable of
even supporting risk-averse lending. With the exception of healthcare, nearly every
sector has shed jobs as reduced demand coupled with limited ability to grow
production in the absence of credit filtered through the economy. In short, this
recession is not only deep, it is broad. Despite the differences in the causes of this
recession, the process of recovery will likely be similar to those of the last two
recessions: jobless.

In the weeks and months ahead, as you continue to hear talk of a recovery in the near
future, keep these observations in mind. And when you hear that profits are
increasing, orders are picking up, and industrial production is on the rise, remember
this: some of our nation’s companies can recover without jobs, but what about our
nation’s families? When workers remain without jobs for years after a recession
officially ends, have these individuals and their families recovered? If our economy
begins to produce additional value in output but millions of individuals remain
unemployed, have our nation’s communities recovered? If wealth deteriorates and is
not recaptured by households, have their retirement portfolios recovered? What about

The Impending Jobless Recovery
June 2009 6



MARKETS! |

their children’s college funds? Enough with the rhetoric; you can see where I'm
headed. As the nature of recessions and subsequent recoveries change, so should our
methods of measuring and defining them.

WHERE DO WE GO FROM HERE?

Just as our methods for measuring and defining recessions need to be refined, so do
our policy responses. We have already seen radically different federal policy
responses, but how can chambers of commerce and economic development
organizations respond to a jobless recovery that will be prolonged and arduous?

Chamber of commerce and economic development organization should continue to
focus on business retention, especially in the Midwest. Many communities across the
South and Southeast are aggressively pursuing headquarters and manufacturing
operations that are currently located in rapidly declining areas of the Midwest.
Chambers of commerce across the country should ensure that they remain in close
contact with the region’s impact employers.

Entrepreneurship often rises during recessions as some individuals that are out of
work decide to start their own businesses. In many cases, these businesses are not
the type to seek out chamber membership or services. But that doesn’t mean that
chambers and small business development centers don’t have anything to offer.
Remind the business community and the public-at-large about what you have to
offer. Focus on those services with high impact. Most new startups are in need of
seed capital and other forms of financing that has been particularly difficult to come
by in this current economic environment.

Along the same lines, many individuals that have seen their full-time positions
disappear in certain sectors will turn to freelance work. This might include those
involved in marketing and communications, copywriting and editing, web and
graphic design services, computer programming, and other tech fields. Although
many businesses look to shed full-time positions in non-core business functions
during recessionary periods, they still need the services that were provided by these
employees. Through outreach and advertising, consider developing a network of
freelance providers that can be of service of chamber membership. This will help
provide part-time work, occasionally leading to full-time positions, for those that are
not currently employed full-time, while helping the region’s businesses find a more
cost-effective way to attain the services they need without supporting a full-time
employee.

A number of individuals will also find that this is a perfect time to go back to school.
This includes those whose employment prospects have dwindled and their skill sets
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have become increasingly obsolete. Such workers may need assistance determining
which educational and training programs in the region can tap into their interests
and aptitude while providing better long-term job prospects. Many recent graduates
from four-year institutions will find that their job prospects are slim and will choose
to pursue graduate education if they can afford and qualify for such an opportunity.
In addition to new graduates, some out-of-work experienced professionals will find
that evening higher education programs will allow them to expand their resumes
while they continue to search for full-time work. Your region’s institutions should be
prepared for rising enrollments in graduate programs and these institutions should
seize the opportunity to retain their brightest minds in whatever ways are within their
means. Graduate enrollments typically decline at the onset of a recession as those
with jobs tend to stay in their jobs, but during particularly long recessions and as
recoveries emerge, graduate enrollments tend to rise as workers look for ways to
stand out in a crowd of competitive job applicants.

Finally, counselors, educators, and administrators should be realistic with high
school juniors and seniors that could attend college but are likely to end their formal
education with a high school diploma. These students will have tremendous difficulty
finding employment in the midst of a likely two or three-year jobless recovery, even
in retail and food service positions. Encourage them to pursue additional education
or career training. It will pay dividends for them and for their communities for
decades to come.

These are just a few of the ways in which local and regional economic development
entities, and their partners in education, workforce and small business development,
can refocus as a period of jobless recovery looms. We should hope that the
investments we have made as a country and as a collection of communities in
innovative workforce development programs and in high-growth, technology-
intensive industries are sufficient to pull us out of this recession with a job-filled
recovery. But this recession is far deeper than those of recent decades, and we are all
likely willing to acknowledge that we have not done enough yet to speed the cycle of
individual, communal, or national recovery. We have done well in some areas, but
there is clearly more work to be done.

A NOTE ON THE NBER DATING PROCEDURE

The National Bureau of Economic Research (who officially defines the business cycle)
has begun to adjust their methods of dating recessions in the last decade, but they
aren’t doing it significantly. Historically, business cycles were defined exclusively
along the lines of output: two consecutive quarters of negative output growth was
deemed a recession. The NBER has begun to consider a wider array of indicators in
defining the business cycle, but it still considers real gross domestic product (GDP) to
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be the best indicator of overall economic activity. There is little to argue here; the
value of the goods and services that we produce as a nation is an indisputably
comprehensive indicator of economic activity. Recently, the NBER has begun to place
some emphasis on personal income and employment in its dating procedure.
Industrial production and wholesale-retail sales also receive some consideration, but
the dating procedure is still predominantly influenced by changes in real GDP. This
seems appropriate as long as recessions are defined by economic activity. However,
given the trends discussed in this white paper, there is an ever-increasing need to
ensure that the dating of recessions includes additional emphasis on /abor market
activity as well as overall economic activity (output).
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