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The Employment Situation is Worse Than You Think, But Improving

How discouraged w?rlfers I,eaV|rlg the Iabgr force Published by:
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and what it means for 2012.
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New analysis by Avalanche Consulting, a national
economiaconsultingfirm, reveals thathe true rate ofUS An economic consulting firm

. %c 3.6 t ints hiah based in Austin, Texas.
unemployment is 120%¢ 3.6 percentage points higher www.AvalancheConsulting.com
than reportedfor December, andthat an adlitional 54
million unemployedliscouraged workers are missing
from federallabor forceestimates This is the first recession in decattegxperience
this phenomenon of large swaths of people leaving the labor fofbese estimates are
derivedby usingthe longterm ratio of employment toworking-age populationto
calculael KS A NRARIKGE f SOBKS 2FS BYiLI 2 BSrilbiyaidzs ydRy S Y

One morningdst month, we wergreeted by some surprisingly positive news: the US
unemployment rate fell from 9.1% 8.6%in just one monthg a sizeable decline that

suggests we can bmore optimistic about 2012. While a falling unemploymeate is

reason to cheer, a look behind the numbers confirms ourde#inat workers are leaving

the labor forcein droves. In fact, lingering pessimism in the labor force could help the
unemployment rate fall furthec, if discouraged workers remain disttN 3SR YR R2\
re-enter the labor forcdaster than new jobs are created

Many in thenational and locahews medig\Washington Postinancial Times

Associated Prest§ISA TodgyandblogosphergHuffington PostEconomi)were quick

to point outlast monththat while 278,00@vorkers found jobs itNovember the overall

labor forceshrank by315,000 workersi.e.left the workforce Various think thanks

debatedhow tointerpret the statistics Economic Policy Instituf@rookings Institutioh
Howeverno onehasyettosuggest K| i G KS GaNAIKOGE € SOSE 2F S
(not just who is looking for worlgndO2 NNB a LI2 y RAy df & gKIF G GKS &
rate is.

As we were finishing this Brief last Friday, the Department of Labor released its estimate
for December unemployment: 8.5%. This estin@iptinues a 4nonth steady decline
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in the unemployment rag, andOctober and Novembewere revised to show slightly
lower unemployment rees thanpreviouslyreported. More significantly, the number of
workers leaving the labor force was less tlmiginally thought. These are good signs
and we hope that the ragions holdput the estimates stilR 2 Y Q (i theXiscayfaged
millions that have left the labor forcgince the start of the recession

Ourfirstreactiontof a0 Y2y G KQ&a YSRALIF | NI awadtsa | 6 2 dzi
G2YRSNI AT (KSaS yS3alFridagsS OF @S| gthat eSS 2 dza {
there was a silver lininginthenumbers.L & A& AYyGSNBaldAy3a G2 yz2i
any articles yet that celebrater even point out thathe recent data she that
RAa02dzNF 3SR 62NJ] SNA KIF Sy Qi ocaS@eviodsha o6A 3 27
reported.) Couldhere begoodfactorsthat would cause the labor force to shrifik|l can

think of several. Dring tough timesthe civilian labor forcenight naturallyriseif some

peopk decideto look for work (fultime or parttime) to supplementfalling household

incomes astay-at-home spouseaking a new partime job, a student workingwhile

taking classegr an older worker delaying retirementf peopleare leaving the

workforce now for good reasons, could it be that their temporary entry into the labor

forcein pastyears caused a spike in the unemployment ratel this trend is now

reversing Have we been overestimatitige pain in the labor force andverstating the

rise in the unemployment rate?

To further complicate thingshe unemployment rate i®ne of thetrickier statistics to

nail down The definition is simple the percentage of workers who are unemployed.

But it isessentially derived from a highly fluid estimation of the number of workers who
saythey are job huntindand in fact made one attempt to find a job in the last 4 weeks)
5A302dz2N} 3SR 62NJ SNER INB (K2aS (KI G €02LIISK
The longterm unemployed are automatically kept as part of the available civilian labor
F2NOS 6KAES (KS@ NP NBOSAQGAY3I dzySYLX 22YSy
looking for employment, they fall out of the labor force.

So, what is driving the drop in the labor force? Are we now seeing the realities of the
long-term unemployed finally removing themselves from the available labor force? Or

I NB 6S A0y SERMNVAEIE KST aNRI KIGF 6 2 NI BNDS | &
On the following pagewe compare various data metrics to pick the one that is the best

F 2 NJ & NJR I8 duriview, thbeStfatio to useis jobs to workingage population. &el

free to skipthe following section, which describesir methoddogy for this conclusian
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What is the Right Level of Employment in the US?

There areseveral possible measures fibe right level of employment in theanomy. The US BLS
provides a labor force participation ratevhich tells us how many available workers there ardtier

adult population (which has been defined since the early 1900s as peopleALbejter measure might
beto calculate the participation rate for people of traditional working age, between 256dngkarsOr,

we could look at the ratio of total jobs total population,g KA OK YA 3IKG 06S SOSy a
LIS2LIX S 62N] Ay 3 T2 Niveahumie atlbiSindeasyfe fér wHatkhé BS 0
employment levekhouldbe, then we can sizepuwhether(i 2 R IfaBir@ &nemployment rate is a good
sign or not. We believe the right measure is jobs per working age population, as we ekplain.

(s}
[@N
s
(s}

Toanswer this questiorthe team at Avalanche Consultipglled 2 years of labor force and populati
data from ourproprietaryHeadlight data system, whialses datdrom numerous federal agencies. The
Census recently released its revised estimates of US population by age group, which allows us to apply a
more current estimate of thevorking agepopulation (2564 yeary. Eachratio isshown as lines in the
two charts below

Available Labor Force to Population Ratios Employment to Population Ratios
100% | 100% 1
90% - 90% | = \\
Available Workforce (Civilian Labor o Total Jobs as % of Population 25-64
80% A Force) as % of Population 25-64 80%
70% 70%
60% - 60% -
Available Workers per Population 16+ .
50% - 50% - Total Jobs Per Total Population
40% T T T T T T T T T T T T T T T T T T T T T 1 40% T T T T T T T T T T T T T T T T T T T T T 1
1990 1995 2000 2005 2010 1990 1995 2000 2005 2010

Our goal was to identify the employmetd-LJ2 Lddzf | G A2y GKIF G KFa NBYFAYSR Y2
preferably the one that has heltie moststeady and flat Whatdid we discover?

1 The civilian labor force is indeed shrinking efi line), despite my concerns that delayed
retirement and new part time workers might be forcing it higher.

9 The labor force participation (available workers as a % of the populationl&gedhigher) has
remained relatively steadyaut has still experienced a slow decline over the past decade.

1 The numbeof jobs for working age adults 251 years of age (tepight line)has heldsteady
over the las0 yeargand also over 30 year)ntil the recent recession, when it fell
dramatically¢ a much largedownward shiftthan another otherratio on the chart. This
measure is the best in our view.

9 Total jobs per total population has remained surprisingly flat for the past 15 years befang fall
quickly at the start of the recession and holding steady.

Avalanche Consulting, Austin, TX Page3 of 7



Economic Brief No. 1 January 10, 2012

So, how bad is the current unemployment picture?

@ t221Ay3 G  NBI ageyel ob dmPloyieht véhidtNdSour2 T G K S
opinionshould be maintaining the lorggrm ratio ofjobs to working age populatioq

we see that the labor situation is worse than it appears, that petgaeing the

workforcehave kept the unemployment rate from being much higher.

Our calculations show that while the

BLS reports that just 1Bmillion are Actual Jobs Deficit Reported Unemployed
unemployed(as of December}he vs- Reported Unemployed e
actual jobs deficit in the USnsuch

Millions of Jobs

4 - Actual Job Deficit /
higher. If we consider that 5% 2 1 Surplus
unemploymentrate is probably the g ]

Gy I (udeidbléyment raté 2 NJ £ -4 - =4M
. . .6 1 Actual Current US Jobs Deficit
end ofwhat is achievabléwe only s | (after subtracting 5% "natural
got to 4.5% unemployment iR006 -10 { rate of unemployment)
. _ 4 \\%
and 4% in the dotom heylay), then 12 ] 11.0M
the BLSstatistics only register a 1990 1995 2000 2005 2010

deficit of 54 million unemployed

people who would normally have

jobsabove this 5% rateHowever if the economy were to maintain its ratio jufbs per
working age populatiorthen wewould have a deficit of 1anillion jobs. Add to it the
Gyl GdzNI £ ¢ € SO S(Eurrently 7. HaylliBrivoikesy &nd &g get to a total
number of unemployed that is8L7 million ¢ much higher than the BLS estimate. Not
convinced? See the chart almwvhich shows our job deficit calculation based on the
jobsto-working-agepopulation ratioin red. It tracks very closely for 20 yededter
subtracting thenatural level of unemploymen&%) and then diverges dramatically
2009 Past boom and bustycles show comparable surpluses and deficits, but the
currert recession is quite different.
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What would our unemployment rate be if we counted these newly discouraged
workers?

We would have an unemployment
rate above 12%This higher rate is
far beyond the usual conversation
F62dzi GaakKlkR2g dzy§y ¢ UnemloymentRate 12.1%
$SQ@S alfo&duNidpast 1%
recessionsand is not an alternative
measure of unemployment that is
published by the Department of
Labor (see end of this brief for more
on this). And finally, we see the S
chart to the right a much smaller dip 1990 1995 2000 2005 2010
in the adjustedrate than the

reported unemployment rate While

both are trending in the same direction, the adjusted rate shows theént
improvements have been only mild.

Actual Unemployment Rate If All
Discouraged Workers Were Included

Reported

10% -
Counting Discouraged

8% 1 8.5%
6%
4% 7

2%

Nate: The small divergence between the lineshe early 1990s is the aftermaf the late1980s boom,
when the labor force grew much faster than the populatioem{opportunities dew in new workery

and the unemployment rate was exceptionally ldw.essence, the late 1980s created more jobs that
GSNBE I Oldzr tfe ySSRSRY 6KAOK daSyO2dz2Ny 3SR¢ 62 NJ SNA
already low unemployment rate at the time.

2 Kl G ¢2dzZ R @ 2 tzMlunéngpbyrmdey rateibe iRthese discouraged
workers still said they were looking for a job? That data will come in futurarticles
from us.

So, what do we do with this new information ¢ that the economy has been worse than
we thought, that millions of discouraged workers have le# thbor force, and that the
reported unemployment rate is understated?

Understanding thgast and present situatiois criticalso that we can make better
decisions going forward. Sizing up the economy affects decisions across every part of
the USgovenment policy decisiongareer planning decision, investment decisions,
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andconsumer sentimenand purchasingThe outlookfor 2012is getting brighterand

most indicators are trending in the right direction. Barring a meltdown of the Euro
Zone, the UShould continue to see better and better job growth numbers and a stable
to falling unemployment rate. However, we must recognizat the economy has been
scarredand that millions of people are no longer part of the productive labor force.

As economidndicators improven the coming monthswe must recognize that
significant repair will be required for years to comEvery level of government

federal, state, and loca must be geared toward accelerating thecoverygiven lower
levels of labor fare participation and a large disenfranchised population. No single
policy will be enough. Boosting job growth rates should be the top priavitych is

best done byacceleratingl KS S O2 y 2 Y @i@.dringinglfutir@ appoktanifies
more quicklymto the present. Policiesould include creating the business climate and
incentives for the private sector to create jobs (government stimulus could never be
enough to replace th&1 million job defici), encouraging adult workers to retrain i
high-demand skills, and ensurirsgudents are ready for the workforce when they
graduate. The rewards wilbe large for the right policies: our job growth rate could be
2x our longterm rate once the economy gets in full swiifigve set the proper
foundaion for the private sector to create jobs

Let me repeat, this negative review of US economic performance is entirely backward-
looking, and we are not suggesting thata & a -|s-& | f freApgh3eds needed. Proper
planning for the future must include aalistic view of the pastGiven our analysis
that the jobs deficit hasbeen worse than we thoughg we all have ouwork to doin
2012 Areyouready?

Chris EngleVice President
Avalanche Consulting, Inc.

512-480-9800

Feel free to email us your comments and questiodstis@avalancheconsulting.com
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A Note about the Alternative Measures of Unemployment published by the
Department of Labor:

There are several

alternative measures of Alternative Measures of the U.S. Unemployment Rate
Percentage above the Number of Reported Unemployment Workers
unemployment reported

by the Department of 100% : : -

. .. 90% - Discouraged, Marginally Attached, Underutilized PT workers
Labor, whichadditionally 80% Attt — A AN
include people who 70% AT
work parttime but want ol
fl{”-tlme Work’ 40% Discouraged, Marginally Attached
discouraged workers, 30%

20% -EMWWWW"WW

and peOp|e WhO are 10% Discouraged only
avyYl NBAY LI ffe | o UNKOMINE T Uz '

1994 1996 1998 2000 2002 2004 2006 2008 2010
the labor force.

Unfortunately, these

YSI &adz2NBa R2y Qi O N&m Xez)ds (nuINRY abav&iBehdpdrtéd2 y 3
number of unemployed workeras shown by the chart aboyahether we are in a
recessionornot,and NS F2 NBE R2y Qi LINRP @S {(txaptudzh ST dzf @
the true effect of discouraged workers leaving the workforce.

Becauseur adjusted estimatesompare employment to population, we believe that
our dataprovides a clearer estimate of the number of discouraged workers, and
therefore actual unemjpyment in the US today.
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