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Jobs RepoRt & CaR 
WReCk-onomiCs
Friday’s Employment Situation report was a glaring disappointment. The 
US economy added only 18,000 jobs in June and the unemployment rate 
ticked up to 9.2%. In fact, all the elements within the Labor Department’s 
monthly jobs report – wages, hours worked, total establishment 
employment, household employment, the unemployment rate, broad 
measures of unemployment, the labor force participation rate – point to 
a soft economy. In sum, the June jobs report seems to be an exclamation 
mark on the end of a weak, sluggish and disappointing first half of the 
year.

However, beyond Friday’s employment report, economic data reports 
have been mixed-to-positive in the last two weeks. Both the ISM 
manufacturing survey and ISM non-manufacturing survey are in the 
50s, implying expansion, initial claims for unemployment insurance, a 

leading indicator, edged down last week and Thursday’s ADP private 
sector employment  report showed a gain of +157,000 private sector 
jobs during June compared to just 57,000* in the BLS report (see chart 
below). At first glance this divergence between the BLS and the ADP 
report is puzzling; but, not once you see how the reports are prepared: 
only 40% of the firms surveyed by the BLS are small businesses, yet we 
know from the ADP survey that much of the hiring is happening in small 
businesses arena. 

In short, the two reports may be capturing different sets of 
firms. The good news is that over the longer term, both reports tell us 
the same thing: 1.5 – 1.7 million private sector jobs have been 
created in the last 12 months, or slightly more than 100,000 
jobs per month.

However, two years into an economic recovery with a cycle bottom of July 
2009, 100,000 job gains is not very robust. It is worth asking: why is 
a strong, sustainable recovery so elusive for the Us economy? 
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*In a technical note in the Employment Situation report, the BLS reminds us: “For example, the confidence interval for the monthly

change in total nonfarm employment from the establishment survey is on the order of plus or minus 100,000. Suppose the estimate of nonfarm employment increases by 50,000 from one 
month to the next. The 90-percent confidence interval on the monthly change would range from -50,000 to +150,000 (50,000 +/- 100,000.”
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our “car wreck” analogy may help explain why.

Imagine the day after a severe car wreck when you ask your mechanic 
or car repair shop owner as to the status of your vehicle repair. “Is it 
ready yet?” The response: “Are you kidding? Parts are scattered all over 
the workshop and I do not have the knowledge, skills or correct parts 
necessary to make all the repairs yet. Additionally, your car is on old 
model vehicle. I’m making progress, but it will be a while.”

For the US economy, expectations for a quick, strong recovery were 
equally unrealistic. First, there is the severity of the crash (8 million jobs 
lost) and the damage done. Second, “parts” (workers) are scattered 
around the country with varying skill sets and some “parts” are no longer 
needed due to contraction in certain sectors (e.g., residential construction, 
state and local government employment). Third, we lack new innovative 
“parts” to revive the US economy, including new start-ups, which are 
important to job growth. Fourth, the engine itself (the banking/financial 
system) has plenty of oil (the Fed’s “QE2”) but is still sputtering. Finally, 

the US economy does not really have one mechanic -- it has millions 
in the form of small businesses that drive economic activity. Economic 
uncertainty continues to plague entrepreneurs and investors and the 
uncertainty surrounding “debt ceiling” does not matter.

implications: overall, the employment report does not signal a 
recession but GDP growth in Q2 will likely be at our below 2% at an 
annual rate. Will the second half improve? The employment report tells 
us that – in nominal terms – income growth continues. Lower gas prices 
will help bolster household real income and spending in the second half. 
But, remember: the car is nowhere near fixed yet. 

the Week ahead: This week’s retail sales data will be important to 
monitor. After that, Thursday’s appearance by Mr. Bernanke on capitol 
Hill to deliver the semi-annual monetary policy report to the House will 
capture center stage. Will Fed Speak shift gears? My suspicion is this 
one jobs report is not sufficient to shift the Fed’s thinking toward more 
stimulus.


