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“Six years into our global data collection effort, we may have already found the single
most searing, clarifying, helpful, world-altering fact.

“What the whole world wants is a good job.

“This is one of the most important dsicoveries Gallup has ever made. At the very least, it
needs to be considered in every policy, every law, every social initiative. All leaders — policy
makers and lawmakers, presidents and prime ministers, parents, judges, priests, pastors, imams,
teachers, managers and CEOs — need to consider it every day in everything they do.

“That is as simple and as straightforward an explanation of the data as I can give.
Whether you and I were walking down the street in Khartoum, Cairo, Berlin, Lima, Los Angeles,
Baghdad, or Istanbul, we would discover that the single most dominant thought on most people’s
minds is about having a job.

“Humans used to desire love, money, food, shelter, safety, peace and freedom more than
anything else. The last 30 years have changed us. Now people want to have a good job. This
changes everything for world leaders. Everything they do — from waging war to building
societies — will need to be in the context of the need for a good job.”

- From The Coming Jobs War, by Jim Clifton, Chairman and CEO of Gallup

Each month investors and politicians in countries all over the world obsess over the
release of the monthly employment numbers. Even though these numbers are likely to be revised
significantly from the original release, the markets can’t help responding to the variations from
the expected number. Why the focus on numbers that are likely to be proven wrong in the
coming years? Because the single most important factor in the direction of an economy is
employment. Consumer spending, personal income, tax revenue, corporate profits, and a host of
other variables all swing on rising and falling employment.

This week we begin a series of letters on employment. I have been researching the topic
more than usual for the book I am writing with Bill Dunkelberg (the Chief Economist of the
National Federation of Independent Businesses) on the entire employment issue. We will look at
why employment is so critical. How are jobs created and what policies can be adopted to help
foster more jobs? Should the US try and keep jobs that are going overseas, or develop whole new
industries? Who exactly is the competition globally for jobs?



We will find that billions of jobs will disappear in the coming decades and even more
will be created. There are today some 1.2 billion good jobs, but 1.8 billion people want them.
Over the next 30 years the world economy will double and then almost double again. Where will
the new jobs be and who will get them? What should you and you children be doing today to be
sure that you have jobs in the future?

In order to try to answer these questions, we will start with a general view of the
employment situation in the US. What has it looked like in the past and where is it going? Today,
we will look at the direction of employment in the US and then focus on both what employment
is likely to be in the next few years as well as the dynamics of the labor market. There is a lot to
cover. (This letter might print a little longer, as there will be lots of charts.)

Getting Back to Full Employment

The headline unemployment rate is 8.3%, down from 10% only a couple years ago. But
ten years ago it was less than half that, and at the beginning of the last decade it was less than
4%. 60 years ago it was less than 3%! Employment is a very volatile number, and as we have
seen, it can rise substantially before and during a recession. The first graph we will look at is the
unemployment rate, from the FRED database created by the St. Louis Federal Reserve.

Civilian Unemployment Rate (UNRATE)
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Notice how much unemployment fell after the recession that followed World War I,
during the ’60s, and then in the Reagan and Clinton years. What kept it from rising in the last
decade less than after almost any previous recession, and what caused it to rise more following



the recent recession than in any since WWII? We’ll look at that later, but for now let’s just get
the lay of the land.

The last few months have seen good overall employment growth. January was revised up

by 61,000 to 284,000 jobs created and February was 227,000. If we could keep that up it would
mean 3 million new jobs this year. How likely is that to happen? Let’s look back over the last 20
years for evidence. The next table is from the Bureau of Labor Statistics (BLS) web site, a
treasure trove of employment data. Then I will sum up the monthly numbers for you in the next

table.

[Hundreds of thousands of jobs]

Year Jan Feb | Mar | Apr May Jun Jul Aug Sep  Oct | Nov Dec Annual
1990 338 249 | 214| 40| 150| 17| 40/|-208| -85|-159 | -146 -59
1991 -122 -302|-161 | -212 | -127| 88| 48, 17| 32| 12| -58| 23
1992 50 66| 52| 157| 126| 60| 70| 141, 35| 178| 139 212
1993 310 242 | -51| 308| 265| 174 | 295 | 160 | 239 | 278 | 261 | 307
1994 270 201 462 | 353 | 333 | 313 | 364 | 298| 355| 208 422 272
1995 322 210| 223 | 160| -16| 232| 79| 272 | 244 | 146 149 132
1996 -21 434 | 264 | 160 | 323 | 279 232 | 197 | 219 243 | 296| 168
1997 231 299 | 313| 290 | 256| 255| 281 | -16| 507 | 339 | 300, 300
1998 273 188 | 144 | 278| 399 | 212 118| 353 | 219| 194 | 280 344
1999 127 404 | 106 374 | 214 | 266 290 | 193 | 204 | 405| 293 | 298
2000 248 122 | 471 288 | 224 | 47| 165 1/ 125 -12| 227 | 136
2001 -15 63| -28|-282 44 -128|-125 -155|-243|-331 -295|-178
2002 -129 -146| -24 | -84 9 47 /-100| -11| -55 | 121 8|-163
2003 95 -159|-213| 49 -9 0| 25| 45 109| 197 | 14| 119
2004 162 44| 337 249| 310 81| 46| 122 161 | 348| 63 134
2005 137 240| 141 | 360| 170| 243 | 374| 193, 66| 80 334 160
2006 283 316 283 | 181 14| 76| 209| 183 157 9| 204 171
2007 236 93| 190, 72| 139, 75| 40| -18, 73| 79| 112 89
2008 41 -84 | -85 -208|-190|-198 -210|-274 | 432|489 |-803 -661
2009 -818| -724 -799 -692 -361 | 482 -339 -231 -199 -202 | 42 -171
2010 40 -35| 189 239 516 -167| -58 | -51| -27| 220 121 | 120
2011 110 220 246| 251 | 54| 84| 96| 85| 202| 112 | 157 | 223
2012  284(P) | 227(P)

P : preliminary



Annual Annual

Year Growth Year Growth
1990 311 2000 1948
1991 -858 2001 -1761
1992 1154 2002 -545
1993 2788 2003 84
1994 3851 2004 2057
1995 2153 2005 2498
1996 2794 2006 2068
1997 3355 2007 1100
1998 3002 2008 -3603
1999 3174 2009 -5060
2000 1948 2010 1027

2011 1840
2012 511

Notice that about half of the time in the 1990s we saw growth in the neighborhood of 3
million annual jobs. We only went above 2 million in three years this last decade, and the rise
over 2 million in those years was entirely due to construction jobs, which have since plummeted
by 25%. Does anyone expect construction to supply such growth in the next few years?

Then look at employment growth month by month and notice that putting together a long
string of 250,000 new jobs a month has not been easy in the last 13 years. You can get 3-4
months with solid job growth ... which is then followed by a falloff in job growth. For instance,
in 2010 the entire year’s growth of 1 million jobs came in just three months. And last year two
months (February and March) saw almost 500,000 jobs and half the year’s growth.

The 1990s were the years of growth in all sorts of technology areas, and a resulting
strong economy.

How long will it take us to get back to 4% unemployment? First, let’s look at how many
jobs we have lost.



Employment Level (LNU0D2000000)
Source: U.S. Department of Labor: Bureau of Labor Statistics
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We lost 10 million jobs peak to trough in the last recession. We are still down 7 million
jobs from the high-water mark. But it is actually worse than that, because we need 125,000 new
jobs each month just to keep up with population growth. That is 1.5 million jobs a year. IF we
grew at 3 million jobs a year, it would still take over 4 years (until some time in 2016) to get
back to the level of unemployment (4.5%) that we saw in 2007.

It will be even tougher in coming years, as we are watching government jobs fall steadily
by around 15,000 each month, rather than adding 10,000 or so each month. Government jobs are
down around 500,000 over the last three years. That is a big swing.

Who’s Participating in Employment?

The articipation rate is the number of people who either have a job or are looking for
one, as a percentage of the total population. Students and retirees, for example, are not
considered as participating in the labor force. Nor are people on disability payments who are not
looking for a job. Some 25% of the people who lost jobs since 2008 have applied for and
received government disability checks. As an aside, we normally think of disability as something
physical (back pain, etc.), but since 2008 43% of those getting approved for disability cited
psychological reasons like stress. A rising percentage of them are white-collar workers. This is
now costing us over $200 billion a year, which is almost 10% of total federal revenues. (I get it
that individual people get very small checks, but there are now 10 million people on disability.
And less than 1% a year either give up or lose their disability payments.)



Civilian Participation Rate (CIVPART)
Source: U.S. Department of Labor: Bureau of Labor Statistics

68

67 | A M”W[m

66

65 [
64 [ M

2 e
(7}
=
S 62 -
61 -
60 \’w f]’\
59 M’Mﬁ NM
58 1 1 1 1 1 1 1 J
1940 1950 1960 1970 1980 1990 2000 2010 2020
Shaded areas indicate US recessions.
FRED 2 2012 research.stlouisfed.org

The last month saw an increase in the civilian labor force (the people who are counted as
either employed or looking for a job) by 476,000, which is a healthy rise. Most saw it as a
positive sign that people had better expectations of finding a job and were therefore looking. And
that is a good part of the reason. But remember that you have to have been looking for a job
within the last four weeks to be counted as unemployed. We are now seeing an increasing
number of people coming to the end of their employment benefits, which were extended to 99
weeks. There were over 100,000 more people who were no longer getting benefits in just one
week in February. There is clear research and evidence that losing your benefits can be a real
motivator to start looking for a job!

And that is one of the reasons (as I have written for years) that bringing the
unemployment rate down is harder than merely adding jobs. Those who are not considered to be
in the labor force will either be motivated to look for a job because of improved conditions or be
forced to look for a job because their benefits run out. Either way, the participation rate rises,
which means you need at least as many new jobs as new people entering the labor force, just to
keep the unemployment level even.

I point out the mountain we face in getting back to a reasonable unemployment level, not
to be negative but to highlight the importance of job creation. The engine of job growth in the
US is small business and new business. If we want to see rising employment, we need to be
figuring out how to create more entrepreneurs. Roadblocks need to be removed. The amount of
paperwork (and the cost!) required to hire just one new employee can be daunting for a small
business. All those reports don’t just magically fill themselves out. It takes time and money away
from core business efforts to prepare them.

There are areas where new jobs will be created. The US has the opportunity to become
energy self-sufficient by the end of the decade. That effort can create hundreds of thousands of



direct jobs, with hundreds of thousands more created to service the people who are doing them.
And those are jobs that pay well. We will explore various new industries that can supply jobs in
the US (and in other countries as well).

4 Million New Jobs a Month!

Now let’s turn to something that I find encouraging. If I told you that there were 4 million
new jobs created in January, most readers would want to know what I was drinking. But that is
the reality we find in another report by the BLS, called the JOLTS report or Job Openings and
Labor Turnover Survey. It comes out each month and reports on just what it says.

In January there were actually 4.1 million new hires in the US, according to the JOLTS
report. Of course there were also 3.9 million “separations.” Separations can be voluntary (called
quits), as in a person leaving a job to either go to or look for another job. Or they can be
involuntary, as in layoffs and discharges. The quits rate can serve as a measure of workers’
willingness or ability to change jobs. It will surprise no one that quits are down by 1/3 in the last
few years as fewer people quit without a job in hand. But layoffs are also down by a third from
2009, which is a clear sign of improvement in the job market.

And that brings us to the job openings. The good news is that job openings are up 50%
from the bottom in 2009, but still off by 1 million jobs from 2007. The bad news is there is still
only about 1 job for over 3 people who are looking.

What that says is that the labor market in the US is still very dynamic and fluid, even
with the high unemployment level. When 3% of the labor force changes jobs in any one month,
that means there are companies hiring somewhere. And while 3% may sound high, the rate has
been over 4% in the last ten years. And when 1.5% of the labor force voluntarily quits, that
means they are either retiring or expect to find a new job.

The BLS has an item in its monthly labor report (the establishment survey) called the
birth-death ratio. This is basically a number they use to estimate the number of net new
businesses created each month. In times of rising employment, the survey of businesses misses
new businesses (as a new business is obviously not on the call list). In some years, especially
after a recession finishes, those new businesses can account for a large part of net new job
creation.

But if we go back to the unemployment rate (the first chart in this letter), you have to ask
yourself, why are we not creating new jobs like we did in the past? Why has job growth been
sluggish for over a decade, especially if you take out the construction jobs in the middle of the
last decade? Doing so makes job growth last decade look particularly bad in comparison with
other recoveries in the previous 20 years (before 2000).

In coming letters we will look at what I think might be some of the reasons. But for now
we will close with a quote from Jim Clifton, who I quoted at the beginning on the importance of
creating jobs. Clifton and the Gallup organization have been surveying people about their jobs
for decades, and Jim has been consulting on employment for at least that long. I find his book,



The Coming Jobs War, to be very readable (and provocative) and to offer a lot of good ideas. I
recommend it.

Where Will the Jobs Come From?

I came across this quote from an interview Jim did with Forbes, when he was asked the
question, “What obstacles do leaders have when trying to create more jobs?”

“There are no real obstacles. Just wrong thinking, bad assumptions. When you build
strategies and policies on wrong assumptions, the more you execute, the worse you make
everything, which is what we are doing now. There are three wrong assumptions that cause all
the current job creation attempts to not work.

1. “Innovation is not scarce. Entrepreneurship is scarce. We are spending billions and
wasting years of conversations on innovation and it isn’t paying off. Great business
people are more valuable and rarer than great ideas.

2. “America has about six million active businesses. Ninety-nine percent of them are
small businesses. An incalculably huge mistake leaders are making now is spending
time, money, strategies, and especially policies for those who need ‘help’ getting a
job. A useful way to look at any citizen is this, ‘Can she herself create jobs or does
she need a job created for her?” We are spending all our time on the cart and doing
little or nothing on the horse. We have our assumptions and futurism that backward.
‘The horse (small and medium business) stopped, so we fix the cart (jobs).” If we
change all our strategies and policies to favor the job creators (small and medium
businesses) the horse and cart will get moving again. We have our compassion right,
but the logic is staggeringly stupid.

3. “It is wrong thinking to imagine that Washington has solutions. Job creation is a city
problem. There is great variation in job creation by city in the United States. San
Francisco and the greater Valley keep pumping away while Detroit isn’t. Austin’s
cart works while Albany’s doesn’t. Cities need to look inwardly and say, ‘What can I
do to create great economic energy, to bring new customers for all existing companies
and start-ups?’”

We will follow up on those thoughts in coming weeks.
Stockholm, Paris, San Francisco, and New York

I am off on Monday to Stockholm to speak at a conference for Swedbank, and then on to
Paris for the weekend, to be with friends, attend the Global Interdependence Center conference
on central banking, and enjoy one of the most beautiful cities in the world. It has been some time
since I have been to the Louvre, and I hope to be able to enjoy a few of the exhibits. Then back
for a week before I head for San Francisco for the Life Extension Conference and to meet with
Pat Cox and other friends, and then on to New York, where I will speak Tuesday afternoon at the
Bloomberg conference room for Investorside, a nonprofit group of independent trade research
providers.



The Strategic Investment Conference I hold each year in California (along with my
partners, the team at Altegris Investments) is sold out. We got a much larger venue this year but
still sold out earlier than we ever have. I did tell you that we would, and sorry if you wanted to

go.

I will also be speaking at the Casey Research Conference (“Recovery Reality Check™),
near Miami April 26-29. There is a decided natural resource theme as well as more general
investment topics, and quite a good line-up of speakers. You can learn more at
http://www.caseyresearch.com/2012-spring-summit?ppref=JMD439EA0312A.

It is time to hit the send button. The Chinese translators are waiting and they have a
deadline approaching quickly, as they must get into print in the Hong Kong Economic Journal on
Monday morning. It is a darned quick turnaround and they have yet to miss a beat, although I am
somewhat late from time to time. Have a great week.

Your thinking about where his kids will work analyst,

John Mauldin
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PAST RESULTS ARE NOT INDICATIVE OF FUTURE RESULTS. THERE IS RISK OF LOSS AS WELL AS
THE OPPORTUNITY FOR GAIN WHEN INVESTING IN MANAGED FUNDS. WHEN CONSIDERING
ALTERNATIVE INVESTMENTS, INCLUDING HEDGE FUNDS, YOU SHOULD CONSIDER VARIOUS
RISKS INCLUDING THE FACT THAT SOME PRODUCTS: OFTEN ENGAGE IN LEVERAGING AND
OTHER SPECULATIVE INVESTMENT PRACTICES THAT MAY INCREASE THE RISK OF INVESTMENT
LOSS, CAN BE ILLIQUID, ARE NOT REQUIRED TO PROVIDE PERIODIC PRICING OR VALUATION
INFORMATION TO INVESTORS, MAY INVOLVE COMPLEX TAX STRUCTURES AND DELAYS IN
DISTRIBUTING IMPORTANT TAX INFORMATION, ARE NOT SUBJECT TO THE SAME REGULATORY
REQUIREMENTS AS MUTUAL FUNDS, OFTEN CHARGE HIGH FEES, AND IN MANY CASES THE
UNDERLYING INVESTMENTS ARE NOT TRANSPARENT AND ARE KNOWN ONLY TO THE
INVESTMENT MANAGER. Alternative investment performance can be volatile. An investor could lose all or a
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