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The State Of Employment by Lance Roberts

The State Of Employment

Over the past few months we have been talking about one of the real structural issues of the
economy which is going to be the slow bleed to a longer term recovery — and that is employment.

In last week’s newsletter we addressed the issue of savings being a key component to long term

economic growth as savings generally lead to
productive investment. However, in order to
have savings one must have a job and | 07— — — —
therefore, as for the whole of the economy,
employment is a key factor to long term |“* | ] ] M
sustainable growth. 0.66

0.72

As was discussed last week the economic |6 | u —
growth of the economy is currently made up of
70% consumer spending. This level has been
on the rise since 1981 as the economy shifted | o6 1— — - —

from a strong production base to a financial STREETTALKLIVE.COM
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We showed last week that savings have been Recesslons Consumption As A% Of The Economy
steadily declining since the deregulation of the |72% 14.0
financial markets began in 1980 as access to ISAVE&SPENDSOCIETY | ISPENDTODAY-IVEGOTCREDIT |
credit became ever easier as interest rates |’°* T~ [0
dropped and greed took over common sense. e8% L 100
However, there is one other factor that | did not |ses% - 8.0
include in last week’s diatribe that might also
. . . . . 64% r 6.0
be indicative of today’s pervasive slump in
personal savings which would be wages. 62% L 2o
Over the past 30 years wages have declined |[60% — | 20
steadily due to a couple of factors that we have o SEREETTALKLIZE.CEM oo
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increase in productivity whlch allows for fewer . o A A% Of The Economy personal Savings Rate (%)
workers to produce more in hourly output; the
other has been the real efforts to offset the |°’? T [savinesociery ISPENDINGTOLIVEl
L ) ) |—_| | 13.0
decline in economic growth by keeping wages | ., |
and benefits as low as possible.
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This is clearly shown in the next chart which | _ |
shows that on average wages on a year over
. . ~ 3.0
year basis grew during the 1960’s and 70’s as |0-64
consumer spending steadily made up about oz
62% of the economy. During this same period - 2.0
of time the economy was averaging a little of | o6 +— — 5
6% GDP growth. STREETTALKLIVE.COM
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The shift came beginning in the early 1980’s as
technology really began to come of age — fax
machines, microwaves for transmission, the | 110.000
internet and, most importantly, the semi-
conductor changed the landscape of American | 10s.000 +—

business as productivity was vastly increased. \\/_’_/

100.000 —

Now, understand that this is not the first time /

this innovation has happened. It happened 95.000 -
with the steam engine, the cotton gin, /_/
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railroads, and automobiles. Productivity | 007 .
explosions have occurred repeatedly
throughout history but this round of innovation | *°° | T s
failed to increase economic output, as it had STREETTALKLIVE.COM
previously, due to the shift from manufacturing | **** S ENNNZ 2T I IssSenS5SE223838Ss >
and production which multiplied every $1 input 5555553382 8585585335383 35°%
into the economy to a multiple of 2 or 3 times;

Recessions Productivity (Output Per Hour) Left Scale “===Employment To Population Ratio

to a base of service and financial engineering
which effectively yielded less and less return of economic growth for each dollar input.

Let me explain what | mean. Productivity increases are great as long as it continues to facilitate more and more
economic growth for each $1 of input. For example: When the railroad was laid across America it allowed for products
to be shipped farther and faster than had been previously available. Therefore, producers of goods, particularly
perishable items like food stuffs, could be sold to a greater base of customers. Therefore, the producer had to hire
more individuals to produce more products to meet a much greater base of demand. This is turn led to more economic
growth as now all those individuals that now had jobs had money with which to save and spend. So, for every $1 that
was invested in building a railroad — the economic growth was multiplied many times over.

In today’s world of financial engineering we are i
continuing to find more and more ways to | 15.0 — — B -
. e . . . y=-0.0002x+14.61 |
increase productivity, however, in a financial

R?=0.2042
transaction very little growth gets translated to
the economy. For example: The banks | '*°
currently have $1.2 Trillion dollars with which to
conduct business. The proprietary trading 5.0 -

desks of the five major Wall Street firms can
move this money through the financial markets
with relatively very few individuals involved in 0.0 T————
the process. Hundreds of millions of dollars in
profits are made from these transactions which STREETTALKLIVE.COM
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wind up immediately back on the balance sheets O H M N D A M INNG S MNGO NN MM
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of the banks. Effectively the S1 of input Eccecccttcececcttcccctccecctctccccococ

through the system created $0 of economic
growth because it did not create more jObS or Recessions ===GDP - YOY % Chg SAAR = Linear (GDP - YOY % Chg SAAR)
effect economic output in the system.

This is one of the many reasons why ever since 1981 we have watched a continual slide away from economic growth to
economic malaise. This will continue as long as the U.S. is focused on financial and service based transactions that only
affect a small number of individuals rather than more productive activities such as manufacturing which fosters stronger
economic growth. Maybe this is why China and India are so widely viewed as booming economies as they absorb more
and more of our outsourced manufacturing needs.

THE X-FACTOR REPORT




The Employment Report — Broken Down

What does all of that have to do with the state of employment? Well, as we started off saying, if you want economic
growth, you need consumption and savings. If you want to have consumption and savings; you need a job.

While the Whitehouse is focused on passing measures to write down mortgages for delinquent property owners and
provide a quick pass resolution to get foreclosures through the system so the banks can be bailed out once again; the
real issue that they should be focusing on is the situation with employment.

This week | am going to take the press release from the WallStreet Journal so that you can see the release as it was
reported and break it down so that it will make more sense in the future when see these reports. Hopefully, at the end
of this you will have a much better understanding of what is “real” and what is “not”. Let’s get started.

Wall Street Journal; “Private-sector job | 4,
creation in the U.S. accelerated in
February and unemployment fell below | 4 |
9% for the first time in nearly two years,
the latest signs of an improving s |
economy. The U.S. unemployment rate
slipped to 8.9% in February, the lowest 6 1

rate in nearly two years.” W ' W , V
4 | | |

While the unemployment rate did drop
to 8.9% the first thing to notice is that 18 B8 BN 020N |
we have a LONG way to go just to get
back to the average unemployment rate 0 STREETTAJKLIVE.COg
of 5.7% since 1948.
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The last time we were at these levels Recessions = Unemployment Rate
was just after the recession in 1982 and
it took almost 6 years to get back towards full employment. However, a key difference between then and now was that
interest rates and inflation were falling steadily which fostered a recovery in economic growth. This time, however, we
will not have that tailwind behind the recovery when interest rates and reported inflation are already near zero.

Average Unemployment Rate

When we talk about the unemployment rate it is important that you understand that there are several measures of
being unemployed according to the government.  There are the U-3 reports which are those individuals that are
unemployed and collecting unemployment. Then there is the U-6 report which is a combination of the unemployed
collecting benefits and those working part-time that really want a full time job. Then there are those who are not
working part time AND have run out of benefits; these individuals are no longer counted and are figured to have “given
up looking for work.” | am sure if you ask one those many people if they would like a job | am sure they would tell you
yes. This showed up in the following statement from the WSJ:

“Still, there are about 13.67 million people who would like to work can't get a job.”

There are a lot of issues with the way that jobs are counted by the Bureau of Labor Statistics from both the way job
creation is estimated to the seasonal adjustments that are used to account for things like Christmas season hiring and
summer employment of teenagers, etc. However, what you and | really want to know from the data is what is REALLY
going on within the job market because ultimately that affects the economy and the markets.
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Got Job? 86
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The next couple of charts will tell you a lot

about the current state of the job market. The
62 - —

chart to the right is simply the number of

people that have a job relative to the \
population as a whole. The employmentto | * |

population level is at the same level as it was ,\'\,
in 1984. * [

The Unemployment Rate is NOT 8.9% of the
Economy. We are at the same rate of

56 B employmentto the populationin total as we

This is important to understand when you read

headlines talking about the unemployment ., | STREETTALKLIVE.COM y “Ner‘em‘m%l" B N
rate dropping. IF the unemployment rate was SR NYERE2S33Is8835338883338885¢8
truly dropping then the unemployment to 5535323353223 38532338323385832338%
population ratio would be rising. Itisn’t. Recessions  —— Employment To Population Ratio

The reason that it isn’t is that simply we add T
about 220,000 or so NEW people to the job | 310.00

seeking pool each month. This is from STREETTALKLIVE.COM 8
individuals coming of age and wanting work, B - T TTIE 36
legally immigrating into the country and | 270.00 - 3.4
individuals that were not working beginning to | __ L 32
re-enter the workforce.  That is roughly 2.6 |,
million new workers entering the workforce | 23000 T

each year that need jobs. In 2010, the | 10.00 - e
economy, according to the BLS, created 1 2.6
million new jobs. This sounds great until you 19000 7 - 2.4
realize that it actually left a deficit of 1,600,000 | 170.00 - .
jobs that need to be created. This is just to 150.00 | | )

keep the unemployment rate stable. RN R DD P DL DD P D PSP E DD
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Population growth is a very important factor U.S. Population
when we talk about the job market and job
creation. Remember, for every job that is 04—t v

available there is more and more competition STREETTALKLIVE.COM

for that work. The higher the level of 02 -
competition for a job the lower the wage has | ¢4
to be to find a “buyer” for that job. This is \-—\f\/\’\,\ - 10000
especially true in an economic environment o6 - 800.0
such as we are faced with today. This also | ¢s
showed up in the report from the WSIJ:
“Businesses remain cautious, often increasing - 4000
hours worked by existing employees rather | ., -
than hiring new workers.”

YOY Change
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There has been a lot of talk about gettin EE AR R B O - S G - I A O -
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corporations  involved in a  “shared
responsibility” to create jobs. In a capitalistic Corporate Profits = ProfitsTo Employees (Inverse Scale)

system, unfortunately, this is just not the case

as corporations hire ONLY when they need to. Corporations still act on a profit motive and the one thing they learned
well during the “Great Recession” was to increase productivity and reduce the number of employees needed to create
profits. As a result profits have soared relative to the number of employees needed to produce them.
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The Two Evils

Increased productivity and the ever increasing population are two issues that cannot be avoided in the coming future.
Our population will continue to grow though immigration and births and inventive individuals will continue to innovate
and create higher levels of productivity. These are two reasons why the current employment situation is unlikely to be
resolved at any time in the near future and we may well be talking about high unemployment for longer than anyone
can possibly imagine right now.

90000

STREETTALKLIVE.COM
"We do see some grounds for optimism about

the job market over the next few quarters, | g0 r
including notable declines in the
unemployment rate in December and January,
a drop in new claims for unemployment
insurance, and an improvement in firms' hiring
plans,” Fed Chairman Ben Bernanke told | ..,
lawmakers this week.

Really, Ben. You don’t have to go very far to | 7%
see that the number of people that are no W/
longer in the labor force due to running out of ‘

65000

80000

benefits, or according to the government, have
just “given up looking for work” is rapidly
increasing as their ability to draw 99 weeks of
unemployment rapidly comes to an end.
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=== Not In Labor Force (SA 000's)

36.0
While the unemployment rate may look better | . [
on the surface the impact to economic growth '\f’
is going to be much more severe.  With | 3?0 IJ v

further cuts to discretionary spending and a | 345
rapid rise in commodity prices acting as a tax
on the consumer the result impact to
corporate profits and economic growth could
be much more severe than analysts currently | s3.
predict.
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| have lots of issues with the way that the S RAeSdorNAaeadorRasSdorRawSd

government reports a lot of things from
inflation to employment. There are too many
“guesses” that go on that aren’t adjusted until
a year or two later. However, | hope that this week by showing you some of the numbers in graphical form you can
come to appreciate a more, in what | believe to be, common sense approach to understanding the data.

«====Not In Labor Force As Percent Of Population (SA)

There is a real, long term, structural problem with unemployment going forward. No matter how much money you
throw at the problem it will not be corrected until you resolve the deleveraging process with individuals so that they can
replace their savings and begin to make productive investments again. The banks need to go back to banking and
moving money through the system rather than recycling it through the financial markets which only increases profits but
doesn’t produce economic growth or jobs.

Lance Roberts

THE X-FACTOR REPORT




DISCLAIMER & CONTACT INFORMATION

Lance Roberts Office Location:
Director of Fundamental & Economic Analysis One CityCentre
800 Town & Country Blvd.
Michael Smith Suite 410
Director of Alternative Investments Houston, TX 77024
Hope Edick Tel: 281-822-8800
Compliance
Web Sites:
Leah Miller www.streettalkadvisors.com
Operations
Lynette Lalanne Email: (For More Information)
Streettalk Insurance Group Streettalk@streettalklive.com

For Appointments Contact
Kim Standing kim@streettalkadvisors.com

Disclaimer: The opinions expressed herein are those of the writer and may not reflect those of Streettalk Advisors, LLC., Charles Schwab & Co, Inc., Fidelity Investments,
FolioFN, or any of its affiliates. The information herein has been obtained from sources believed to be reliable, but we do not guarantee its accuracy or completeness.
Neither the information nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past performance is not a guarantee of future results.
Any models, sample portfolios, historical performance records, or any analysis relating to investments in particular or as a whole, is for illustrative and informational purposes
only and should in no way be construed, either explicitly or implicitly, that such information is for the purposes of presenting a performance track record, solicitation or offer to
purchase or sell any security, or that Streettalk Advisors, LLC or any of its members or affiliates have achieved such results in the past. ALL INFORMATION PROVIDED
HEREIN IS FOR EDCUATIONAL PURPOSES ONLY — USE ONLY AT YOUR OWN RISK AND PERIL.

Registration:

Streettalk Advisors, LLC is an SEC Registered Investment Advisor located in Houston, Texas. Streettalk Advisors, LLC and its representatives are in compliance with the
current registration and/or notice filing requirements imposed upon United States Securities & Exchange and State of Texas Registered Investment Advisors and by those
states in which Streettalk Advisors, LLC maintains clients.

Streettalk Advisors, LLC may only transact business in those states in which it is registered, or qualifies for an exemption or exclusion from registration requirements.
Performance Disclosures.

Past performance may not be indicative of future results. Therefore, no current or prospective client should assume that the future performance of any specific investment,
investment strategy (including the investments and/or investment strategies recommended and/or purchased by adviser), or product made reference to directly or indirectly on
this Website, or indirectly via link to any unaffiliated third-party Website, will be profitable or equal to corresponding indicated performance levels.

Different types of investment involve varying degrees of risk, and there can be no assurance that any specific investment will either be suitable or profitable for a client’s
investment portfolio. No client or prospective client should assume that any information presented and/or made available on this Website serves as the receipt of, or a

substitute for, personalized individual advice from the adviser or any other investment professional.

Historical performance results for investment indexes and/or categories generally do not reflect the deduction of transaction and/or custodial charges or the deduction of an
investment-management fee, the incurrence of which would have [the] effect of decreasing historical performance results.

Disclaimer of Warranty and Limitation of Liability

The information on this site is provided "AS IS". Streettalk Advisors, LLC does not warrant the accuracy of the materials provided herein, either expressly or impliedly, for any
particular purpose and expressly disclaims any warranties of merchantability or fitness for a particular purpose. Streettalk Advisors, LLC will not be responsible for any loss or
damage that could result from interception by third parties of any information made available to you via this site. Although the information provided to you on this site is
obtained or compiled from sources we believe to be reliable, Streettalk Advisors, LLC cannot and does not guarantee the accuracy, validity, timeliness or completeness of any
information or data made available to you for any particular purpose.

Copyright or Other Notices

If you download any information or software from this site, you agree that you will not copy it or remove or obscure any copyright or other notices or legends contained in any
such information.

All investments have risks so be sure to read all material provided before investing.

THE X-FACTOR REPORT



http://www.streettalkadvisors.com/
mailto:Streettalk@streettalklive.com
mailto:kim@streettalkadvisors.com

	VIEW_FROM_STREET
	DISCLAIMER

