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Lagging Indicator
November 6, 2009

Civilian Unemployment Rate: 10.2% in October vs. 9.8% in September, cycle low is 4.4% in
March 2007.

Payroll Employment: -190,000 in October vs. -219,000 in September, net gain of 91,000 jobs
after revisions of payroll estimates for August and September.

Hourly earnings: $18.72 in October vs. $18.67 in September, 2.4% yoy increase vs. 2.5% yoy
increase in September, cycle high is 4.28% yoy increase in Dec. 2006.

TABLE 1 HIGHLIGHTS OF THE OCTOBER EMPLOYMENT REPORT

May-09 | Jun-09 Jul-09 Aug-09 | Sep-09 Oct-09

Household Survey

Chag. in Civilian Labor Force (000) 350 -155 -422 73 -571 -31
Chg. in Civilian Employed (000) -437 -374 -155 -392 -785 -589
Civilian Unemployment Rate 9.4 9.5 9.4 9.7 9.8 10.2
Participation Rate 65.9 65.7 65.5 65.5 65.2 65.1
Employment-Population ratio 59.7 59.5 59.4 59.2 58.8 58.5

Establishment Survey

Chg. in Total Nonfarm Payrolls (000) -303 -463 -304 -154 -219 -190
Chg. in Private Nonfarm Payrolls (000) -292 -391 -246 -166 -179 -190
Chg. in Manufacturing Payrolls (000) -146 -123 -41 -55 -45 -61
Chg. in Services - Private Sector (000) -80 -179 -130 -36 -65 -61
Chg. in Government payrolls (000) -11 =72 -58 12 -40 0
Total Workweek (Hours) 33.1 33 33.1 33.1 33.0 33.0
Manufacturing Workweek (Hours) 39.4 39.5 39.9 39.9 39.9 40.0
Manufacturing Overtime (Hours) 2.8 2.8 2.9 3.0 3.0 3.2
Average Hourly Earnings 18.53 18.54 18.59 18.66 18.67 18.72
Chg. from prior month 0.2% 0.1% 0.3% 0.4% 0.1% 0.3%
Chg. from year ago 3.0% 2.8% 2.7% 2.6% 2.5% 2.4%
Average Weekly Earnings 613.34 611.82 615.33 617.65 616.11 617.76
Chg. from prior month 0.2% -0.2% 0.6% 0.4% -0.2% 0.3%
Chg. from year ago 1.2% 0.9% 1.2% 0.8% 0.7% 0.9%
Index of Aggregate Weekly Hours:
Chg. from prior month in Total Index -0.3% -0.7% 0.1% -0.2% -0.5% -0.2%
Chg. from prior month in Mfg. Index -1.9% -0.8% 0.8% -0.4% -0.3% -0.4%

Household Survey - The significant increase in the unemployment rate to 10.2% in October from
9.8% in September is a shocking headline. At the first blush, the 3.5% increase in third quarter
real GDP and the weak employment report are puzzling but closer scrutiny indicates that the

The opinions expressed herein are those of the author and do not necessarily represent the views of The Northern Trust
Company. The Northern Trust Company does not warrant the accuracy or completeness of information contained herein,
such information is subject to change and is not intended to influence your investment decisions.


mailto:agb3@ntrs.com

unemployment rate is a lagging indicator (always peaks at the end of a recession or after a
recovery has commenced, see chart 1). There is an important difference to note in the timing of
the peak of the jobless rate in the post-war period. The unemployment rate took longer to peak
after a recovery was underway in the 1990-91 and 2001 recessions. In other words, real GDP was
advancing for several quarters before the unemployment rate peaked. A similar case is projected
for the current recovery. Our current forecast is for the unemployment rate to peak in mid-2010.
At the same time, real GDP should continue to advance during the final months of 2009 and all of
2010.

Chart 1
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In addition to the level of the unemployment rate, the magnitude of the change in the
unemployment rate in October is bothersome. Have these sort of large monthly increases occurred
during past recessions? Yes, they have (see table 2) in all post-war recessions excluding the 1990-
91 and 2001 episodes. The gains in the unemployment rate were below the median (3.4
percentage points) increase during the 1990-91 and 2001 recessions and the monthly increases
during these periods were relatively more subdued compared with other recessions. The current
recession has set a number of records and two of which are the largest increase in the jobless rate
from the recent cycle low and the largest number of monthly gains which exceed 0.4 percentage
points in the post-war period (see table 2).
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Table 2 Unemployment rate across Business Cycles

Gdelowd Gdehighd Increese in jobless| Nunber of months when
Peskto Trough Unenploynent rate prior Urenploynernt rate dfter | ratefrancydelow| jodessraterose 04 pig
Business Gdes Dete toonset of recession Dete theend of recession (ptg points) ponsa morein 1north
Nov.1948-Ot1949 | Janrd8 34 Q49 79 45 4
JU.1953- Myl | dns3 25 SpH 61 36 4
AQ1%57-Ar.1958 | Mar-57 37 Ju-58 75 38 4
Axr1980- Feb 1961 | Feb60 48 May-61 71 23 2
Dec.1939- Nov.1970 | May-69 34 Dec-70 61 27 2
Nov.1973- Mer.1975 | Now-73 46 May-75 90 44 5
Jan1980- U190 | May-70 56 -8 78 22 2
Jul.1981-Nov. 192 | Ju-8L 72 Dec82 108 36 2
Ju.190- Mer. 1991 | Mer-89 50 Jun2 78 28 0
Mar. 2001-Nov.2001| Apr-00 38 Jun(B8 63 25 0
Dec. 2007 - 77? Mar-07 44 Q-9 102 58 10

Establishment Survey — Nonfarm payrolls fell 190,000 in October, following upward revisions
of August and September estimates which led to net addition of 91,000 jobs over the two-month
period. The trough of the year-to-year change in payroll employment appears to be August 2009
(see chart 4). About 7.3 million people have lost jobs since the recession began in December

2007.
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Highlights of job losses/gains in October:

Construction: -62,000

Manufacturing: -61,000

Services: -61,000

Retail trade employment: -40,000.
Professional and business services: +18,000
Temporary help: +34,000

Financial activities: -8,000.

Health care employment: +29,000

The workweek in October held stead at 33.0 hours. The index of hours worked fell 0.2% in
October, which is smaller than the 0.5% drop of September. The 0.4% decline in the index of
factory man-hours points to a drop in industrial production. However, industrial production
advanced in September despite a decline of the man-hours index, with a repetition likely in
October. The 5 cents increase in hourly earnings to $18.72 and a 0.3% gain in weekly earnings
augurs positively for personal income in October. The 2.4% increase in hourly earnings from a
year ago continues to stress the absence of inflationary pressures (see chart 3) in the near term.

Chart 3

Average Hourly Earnings: Total Private Industries

% Change - Year to Year SA, $/Hour
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Conclusion — The October employment report paints a picture of continued weakness in labor
market conditions. However, the positive elements should be highlighted lest they are buried
among the details of the negative aspects. First, nonfarm payrolls are falling at a significantly
slower pace that in the early months of 2009 (see chart 4). During the three months ended
October, the average job losses was 188,000 compared with 357,000 in the previous three-month
period. During the six months ended April 2009, a staggering 645,000 jobs were lost each month.
Non-farm payroll employment, unlike the unemployment rate, is a coincident indicator, with the
decelerating trend indicating a gradual improvement in hiring conditions.

Chart 4
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Second, the longer manufacturing work-week (+0.1 hour) and overtime (+0.2 hours) of the

factory sector in October compared with the prior month are noteworthy. Third, temporary
payrolls have increased for three consecutive months.
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Chart 5
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Fourth, the upward trend of the diffusion indexes (see chart 6) are noteworthy as they underscore
a slow but steady progress. In sum, the grim October employment report supports expectations of
a Fed on hold for several months. As The Economist magazine puts it, there are aspects of both

“gloom and glimmer” in the October employment report.
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Chart 6

Diffusion Index: Employees On Private Nonag Payrolls
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Key Interest Rates
11/6/2009 1-wk. change, bps 4-wk. change, bps 1-yr. change, bps

3-month Libor 0.27 -1 -1 -202

2-year U.S. Treasury note yield 0.90 0 -8 -43

10-year U.S. Treasury note yield 3.56 15 16 -27
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Global Economic Data

Real GDP CPI Unemployment Rate = Central Bank Rate

SAAR, yoy % NSA, yoy% % year-ago % year-ago
United States -2.3 Q309 -1.3  Oct-09 10.2 oct09 6.6 0.13 oct09  1.00
Euro-Area -4.8 Q209 -0.3 Ssep-09 9.7 sep09 7.7 1.00 octo9 3.75
Japan -7.2  Q2-09 -2.2  Sep-09 5.3 Sep-09 4.0 0.10 oct09 0.30
UK 5.2 Q2-09 1.1 Sep-09 5.0 sep-09 2.9 0.50 oct09 4.50
Australia 0.6 Q2-09 1.3 Q209 5.7 Sep-09 4.3 3.25 oct-09  6.00
Canada -3.2  Q2-09 -0.9 sep-09 8.6 Oct-09 6.3 0.25 Oct09 2.25
China 8.9 Q309 0.0 Sep-09 4.3 Q3-09 4 1.16 Aug-09 2.66
India 6.2 Q209 11.6 Sep-09 - - -- 3.25 oct09  6.00
New Zealand -1.1 Q209 1.7 Q09 6.5 Q309 4.3 2.50 Oct-09  6.50
Norway -2.5 Q3-09 1.2 Sep-09 3.1 Q209 25 150 oct09 4.75
Singapore 0.6 Q209 -0.4  sep-09 3.4 Q309 2.3 0.35 oct09  0.58
South Korea 0.4 Q209 2.0 Oct09 3.6 Sep09 3.2 2.00 Oct-09 4.25
Sweden -6.1 Q2-09 -1.6 Sep-09 9.0 Sep-09 6.4 0.25 oct09 3.75
Switzerland 2.1 Q209 -0.9 Sep-09 41 oct09 2.6 0.26 oct-09 2.72
Taiwan -7.0 Q2-09 0.0 Oct-09 6.1 Sep-09 4.3 1.25 oct09 3.00
Thailand 5.0 Q209 0.3 Oct-09 1.4 sep0s 1.4 1.75 oct09  4.25

* UK - Claimant Count Unemployment Rate
* Thailand - GDP Non-Seasonally Adjusted

* EA-13, UK, Sweden - Harmonized Unemployment
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Historical US Economic Data
Oct-09 Sep-09 Aug-09 | Jul-09 Jun-09 May-09 Apr-09 Mar-09 Feb-09 Jan-09 Dec-08 Nov-08

Payroll Employment (000) -190 -219 -154 -304 -463 -303 -519 -652 -681 -741 -681 -597
% Change, Year Ago * -4.0 -4.2 -4.2 -4.2 -4.1 -39 -3.8 -35 -3.1 -2.7 -2.2 -1.6
Unemployment Rate (%) 10.2 9.8 9.7 9.4 9.5 9.4 8.9 85 8.1 76 72 6.8
Avg. Hourly Eamings (% Chg.) 0.3 0.1 0.4 0.3 0.1 0.2 0.0 0.2 0.2 0.2 03 03
% Change, Year Ago 24 25 26 2.7 2.8 3.0 31 34 35 37 39 39
PPI (% Chg.) -0.6 17 -0.9 18 0.0 0.4 -0.9 -0.1 0.9 -1.8 -2.7
% Change, Year Ago * -4.8 -4.3 -6.8 -4.6 -4.8 -35 -34 -1.4 -0.9 -0.9 0.4
CPI (% Chg.) 0.2 0.4 0.0 0.7 0.1 0.0 -0.1 0.4 03 -0.8 -1.7
% Change, Year Ago * -1.3 -1.5 -2.1 -1.4 -1.3 -0.7 -0.4 0.2 0.0 0.1 11
ISM Diffusion Index (%) 55.7 52.6 529 48.9 44.8 42.8 40.1 36.3 35.8 35.6 329 36.6
Industrial Production (% Chg.) 0.7 12 0.9 -0.4 -1.1 -0.5 -1.6 -0.8 -2.2 -2.3 -1.3
% Change, Year Ago -6.1 -10.4 -12.5 -13.3 -13.1 -12.4 -12.5 -11.3 -10.9 -8.9 -6.5
Capacity Utilization (%) 705 69.9 69.0 68.3 68.5 69.2 69.5 70.6 711 727 74.4
Nondefense Cap. Goods ex Aircraft
- Orders (% Chg.) 18 -1.0 -1.3 3.8 4.3 -35 -1.4 4.1 -12.3 59 11
% Change, Year Ago * -15.9 -20.8 -20.4 -19.1 -24.4 -27.3 -20.0 -25.0 -25.4 -14.7 -7.9
- Shipments (% Chg.) 02 22 0.3 14 04 29 1.7 0.2 94 01 -13
% Change, Year Ago * -18.3 -16.6 -15.7 -16.2 -19.6 -18.3 -14.3 -15.6 -13.4 -4.7 5.2
Retail Sales (% Chg.) -1.5 22 -0.1 0.9 0.5 -0.3 -1.2 0.4 17 -3.2 -2.1
% Change, Year Ago -54 -6.4 -8.2 -7.6 -11.3 9.2 -10.6 -11.6 -84 -8.8 -10.1
Real Personal Consumption (% Chg.) -0.6 1.0 0.2 0.2 0.0 -0.2 -0.2 0.1 0.6 -0.7 0.1
% Change, Year Ago 0.3 0.4 -0.7 -1.5 -1.8 -1.9 -1.7 -1.3 -1.6 -2.2 -1.7
Personal Income (% Chg.) 0.0 0.1 0.1 -11 13 0.2 -05 -0.8 -1.3 -0.3 -0.3
% Change, Year Ago -2.8 -2.7 -25 -34 -2.4 =21 -2.2 -1.6 -0.8 0.4 11
New Home Sales (SAAR, mn) 0.40 0.42 041 0.40 0.37 0.35 0.33 0.35 0.33 0.37 0.39
% Change, Year Ago * -11.4 -2.6 -14.0 -17.8 -30.6 -34.7 -36.7 -39.6 -45.5 -40.9 -40.0
Existing Home Sales (SAAR, mn) 557 5.09 524 4.89 4.72 4.66 4.55 4.71 4.49 4.74 4.54
% Change, Year Ago * 7.8 18 56 34 -75 -4.8 -4.8 -10.3 -7.6 0.3 -17.0
Housing Starts (SAAR, mn) 0.59 0.59 0.59 0.59 0.55 0.48 0.52 0.57 0.49 0.56 0.66
% Change, Year Ago * -28.7 -30.0 -345 -42.3 -43.1 -52.5 -48.1 -49.2 -54.9 -45.3 -46.5
International Trade (Bils $) -30.7 -31.9 -27.5 -26.4 -29.1 -28.9 -26.6 -37.0 -41.9 -43.2
Q309 Q2-09 Q1-09 Q408 Q308 Q208 Q08 Q407 Q3-07 Q2-07 Q107 Q4-06
Real GDP, Chain Weighted, SAAR 35 -0.7 -6.4 5.4 -2.7 15 -0.7 21 36 32 12 3.0
% Change, Year Ago -23 -3.8 -33 -1.9 0.0 16 2.0 25 27 19 14 24
Chain-Weighted Price Index, SAAR 0.8 0.0 19 0.1 4.0 18 19 23 16 27 42 18
% Change, Year Ago 0.7 15 19 19 25 1.9 21 2.7 26 3.0 32 29
Nominal GDP, SAAR 4.3 -0.8 -4.6 5.4 14 35 1.0 45 53 6.0 55 4.8
% Change, Year Ago -1.7 -2.4 -1.4 0.1 2.6 3.6 4.2 53 54 49 4.6 54
Employment Cost Index (%) 0.4 0.4 0.3 0.6 0.6 0.7 0.7 0.8 0.8 0.9 0.8 0.9
% Change, Year Ago 15 18 21 2.6 2.9 31 33 33 33 33 35 33
Productivity Nonfarm, SAAR 95 6.9 0.3 0.8 -0.1 31 -0.1 2.0 55 28 12 24
% Change, Year Ago 4.3 19 1.0 0.9 12 26 25 2.8 29 11 0.5 0.9
Unit Labor Costs, Nonfarm, SAAR 5.2 -6.1 -5.0 2.0 4.6 -1.8 17 3.0 -2.7 -0.7 35 6.5
% Change, Year Ago -3.6 -1.2 -0.1 1.6 1.9 0.1 0.3 0.7 1.6 31 37 35
Source: Haver Analytics
*NSA
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