
May 9, 2020 
 
Jobs report clearly beat, but does not change story 
There was not much to say on payroll Friday except that the report was less weak than expected, and in 
ways that should most interest market participants.   As I read it, there was little ambiguity around that, 
and thus no need to elaborate or muddy the conclusion.  

Some might infer from the limited market reaction that positioning is less offside than it was. I have read 
some work suggesting as much, but can add no value there. 

Rather, it may be useful on the weekend here to step back and assess what the labor market data tell us 
about the current state of the economy and the outlook.  Trends in the labor market seem consistent with 
an imminent bottoming in the level (not just growth rate) of economic activity.  But the slog back to full 
employment and restored cash flows should take time, which will allow for various financial accidents.   

Qualitatively, that is unchanged from the story I have been pushing.  But I update how the employment 
numbers — and some perspectives on public health — bear on it in the remainder of this note. 

Actual joblessness has surged, probably much more than recorded in U3 

 

Source: BLS, CBO, NBER, FH calculations 
Unemployment correction involves holding labor force participation rate at its February value and then reducing employment by 5% of the labor force 

BLS recorded in April. 

Answer depends on what the question is  

You may have noticed that the tone of the commentary around Friday’s jobs release varied quite a bit 
across analysts.  To some extent, this probably reflects the usual bull and bear biases.  And to some 
extent, it may also reflect legitimate differences in focus or interpretation among relatively objective 
financial market analysts.   
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But I noticed on Friday that analysts with a social – rather than market – focus tended to take a much 
more downbeat interpretation.  And it might be worthwhile getting into why they have done that, just so 
you may set it aside when doing your day job.   

The recent rise of unemployment has indeed been staggering, as well as probably severely understated 
by the movement of U3.  One issue is that the labor force participation rate has fallen, for reasons that are 
probably best viewed as COVID-related and involuntary, however, they are recorded.  Moreover, the BLS 
reported, within an unusual technical summary released along with the data, that about 5% of the 
recorded labor force was reporting itself as employed, but not recently working for vague “other” reasons 
and that it might be best to view them as effectively unemployed, on temporary lay-off.   

In the right panel of the chart on page 1, I “correct” for both the lower participation rate and those not at 
work for “other” reasons to get a plausible upper limit on the share of the actual labor force that may be 
experiencing the pain of unemployment.  In my view, this is probably pretty close to accurate and quite 
relevant from a social welfare perspective. 

In the chart below, I show how this maps to the employment population ratio over a long sweep of history 
and separated into a few recession episodes.  Within this presentation, the labor force participation rate is 
bracketed, so there is no need to correct for it.  But I incorporate that same adjust for the “others.”  Pretty 
grim.  

The same situation, depicted without reference to participation 

Source: BLS, NBER, FH calculations 
Data are actual to April, although total employment is adjusted lower for April, as described in the text. 

Compounding this same worry is the fact that the job losses have been concentrated among low-wage 
workers who have the least ability to protect themselves against income shocks, even if they are 
transitory.  This highlights the importance of the state and local social safety net, along with the top-up 
from federal government support, which – as widely reported – will make unemployment more 
remunerative than working for many low Americans, at least through July.   

But on Friday, the news was about the rising need, not the remedy that is temporarily in place. So, it is not 
surprising that many analysts with a social welfare focus were alarmed by these data.  And I point that 
out, not to suggest that their concerns are not valid, but more to explain why they are so adamantly 
expressed, even though they might not bear so much on the macro outlook.  
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Mercenary perspective 

From that more mercenary perspective, the April employment report on Friday, was clearly a beat, for 
reasons that could be described briefly and without much ambiguity.  The decline in aggregate and – in 
particular – private jobs was slightly lower than expected.  The average wage rose by 4 percentage points 
more than expected (as alluded to above), and strongly suggests that average labor “quality” improved 
dramatically, with implications for the GDP inference. And the failure of the average workweek to decline 
reinforced the point that effective labor input during April was substantially higher than expected.  

My proxy of private labor income (product of employment, average weekly hours, and wages) fell more 
than 7 percentage points less than expected during April. And I viewed that as basically dispositive, given 
that this proxy is probably the most reliable measure of effective labor input, at least when viewed in 
shock rate-of-change terms during the month of April. (Over a longer sweep of time, there are many other 
things going on there.) 

Leaving aside where consensus was, this proxy is down 12% from February.  This actually lines up very 
nicely with Jim Stock et. al.’s new Weekly Economic Index, which shows that GDP is down about 13 ½% 
from its own peak in February, particularly when we take on board that productivity (even of quality 
adjusted labor) tends to fall during recession, particularly the early stage when labor hoarding is relevant.  
So that fits, and better than it might have using the consensus for the BLS data before they actually 
printed.  1

Separately, there are the data from the household survey, table A11 specifically, suggesting that just over 
80% of those who have lost a job over the past two months report themselves to be on temporary lay-off, 
rather than permanently discharged. There are some caveats around this, which I will return to below.  
But it is something people quite reasonably noticed on Friday. 

Stepping back a bit further  

So, that is the good news found in the BLS read through mid-April.  Stepping back a bit further, there are 
some other considerations suggesting a slightly darker interpretation, two of which come to mind 
immediately.  First, a continued elevated flow of initials claims suggests that the labor market appears to 
have deteriorated further since the early/mid-April survey period.  And second, the BLS data are not the 
only source of comprehensive insight into how the labor market is performing. We also now have the 
ADP-FRB approach, which are slightly more downbeat. 

Regarding the claims, I would start by making a few technical observations, all of which moderate the 
point I want to raise here: 

We need to use NSA, rather than SA figures. 

We probably want to sum up two rather than three weeks of reports “since” the BLS survey 
period, because of the reporting lag.  In other words, the April 18 claims data are probably already 
“in” the April BLS jobs figures.  

We now need to drop the premise, which so far worked very nicely, that gross claims figures can 
be aggregated up to get a sense of net job loss.  The reason is that with the re-opening, even 
partial, meaningful gross hiring may have resumed again.     

Still, even NSA claims summed to 6.3 million during the past couple weeks and the consensus is that the 
COVID-driven surge is not quite yet over.  Layoffs are ongoing and there is probably still some processing 
/ recording lag to play out.  This latter is less an issue than it was in mid-April, and yet still relevant.  

 The role of government output in the business cycle is not large enough to overturn this point, given the typical cyclicality of 1
productivity, particularly in the immediate wake of a cyclical peak, when labor hoarding is an issue. 
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At the same time, it seems appropriate to stick with the view that the BLS jobs data are not the final word 
on where the labor market was even at mid-April.  As I mentioned earlier, it may be appropriate to take an 
average of the BLS and ADP-FRB data when assessing where the labor market is right now, particularly 
given that the economists who worked up the ADP-FRB approach have shown that their their indices 
have the ability to predict revisions to the BLS data.  I would not want to go to the wall on this necessarily 
being the case in the current episode.  But I am working within the ambiguity involved here to get what I 
hope is a fair sense of where the mean of the probability distribution might be.  

And the chart above provides a summary snapshot of where we are right now, on the weekend of May 9.  
It shows the BLS’s measure of the index of aggregate hours worked, actual through March, and then 
quality adjusted and blended with ADP-FRB to April, with a quality-adjusted simulation to right now, 
showing up as the May “observation.” 

Effective labor input may be down about 17% through this weekend 

Source: BLS, NBER, ADP-FRB economists, FH calculations 
Data are actual and unadjusted through March.  April is a blend of BLS and ADP estimates and quality adjusted.  The May figure is similar and is 

meant to correspond with right now. 

Importantly, this decline in effective labor input appears to be concentrated among workers who have 
been put on temporary lay-off, rather than permanently dismissed.  Taken in isolation, this definitely favors  
a quick bounce of employment, once the social distancing is lifted, demand recovers, public income 
support is scaled back, and workers decide it is worth going back to work, despite the lingering risks.  For 
example, I have factored into my central case GDP outlook (or really simulation) the notion that 40% of 
the output gap accumulated during  COVID contraction of Q1 and Q2 will be reversed during Q3.  So I do 
not dismiss this at all. Indeed, I rely on it.  

But three qualifications seem worth mentioning here.  First, the BLS data are not so at odds with what the 
ADP-FRB economists found.   ADP-FRB implies that 40% of the 14% decline of active employment is due 
to business closure.  But only 16% of the decline in paid employment is due to that same issue.  In 
fairness, there are definitional differences here, including a distinction between business closure and 
permanent layoff.  But the two sources of data are not in wild contradiction. 

Second, while it is difficult to trace through because the stock and flow measures within the BLS data are 
not really comparable, it is possible that some permanent job loss has been obscured by people dropping 
out of the labor force, particularly among older workers who have decided to pack it in, because the 
COVID shock is not worth fighting so later in the career. 
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Third, and most subjectively, my own view is that this temporary lay-off vs permanent job loss issue is 
overstated anyway.  People don’t really know the status of their not working; and the BLS approach tends 
to force that ambiguity into the temporary lay-off cells.  And more fundamentally, nobody really knows 
what the pattern of aggregate demand (not its level, but distribution across sectors) will be post-COVID.   
At this point in the shock, before the cost-cutting second rounds have cut in, there is probably a fairly tight 
overlap between sectors whose participants have been hit “temporarily” and sectors whose role in the 
post-COVID economy is particularly uncertain.  So the economy bulls need to be careful not to try to have 
it both ways.  “Oh, those job losses are concentrated in hotels, which I know are coming back.” No, you 
don’t.      

Into the recovery 

To some extent it fair to say that the situation of the labor market is a lagging indicator.  Some 
components of consumer demand, for example, began to turn higher before the social distancing even 
began to lift.  The iconic example of this is gardening and home repair supplies.  If you know you are 
locked down for a while, AND have figured out that COVID is not actually society destroying, a view that 
became obvious a month ago, then why not order in several yards of topsoil, as, for example, I have 
done.  It gives you something to do. 

From here, that bounce should broaden, as the social distancing lifts, in response to both changes of law 
and changes of the perceived risk, which I would emphasize are different things.  I can’t add any value on 
how to monitor the effects of that.  The street and large money managers increasingly have Big Data 
operations designed to track that.  It makes sense, but beyond that I cannot comment on it, beyond 
conceding that the short-run growth rates may soon look pretty decent.  The growth rate charts will 
certainly look like V’s.  It is easily conceivable that within just several months, the US labor market, for 
example, will have crawled back to within measurement error of where it was — in level terms — at the 
depths of the GFC.       

However, it seems unlikely that the level of output and cash flows will be restored to normal within the 
foreseeable future.  And in the meantime, the economy should be exposed to financial accidents, 
although definitely not comparable with those that developed during the GFC.  (Importantly, this crisis 
originated entirely outside the financial sector.)  

To some extent, this downbeat assessment relies on traditional business cycle analysis. The people who 
have lose their jobs most quickly because they were most directly exposed to required social distancing 
may soon be called back.  And people are really focused on that.  But still to come are the job losses at 
the higher end that are linked to cost cutting, in a lagged response to pressure on margins.  Think of 
marketing middle managers within the hotel sector.  Or perhaps engineers at Boeing, Falling Down.  It will 
be confusing to sort out their departures as the initially more vulnerable get called back, but it is hard to 
believe that such a huge shock would trigger no cyclical dynamics.  Admittedly, this is a rather glib and 
superficial way to address the $20 trillion question. It is something we will have to monitor going forward.  

Islands of privilege in a dumb reopening 

Moreover, there are going to be headwinds impeding a full (or perhaps even majority) recovery in the 
level of output related to COVID itself, acting as both a demand- and supply-side constraint.  Two recent 
blog posts from an academic economist and tech-based renaissance man, respectively, get into this 
issue. And I would like to conclude here with a quick reference to them.  

On his Grumpy Economist blog, University of Chicago economist John Cochrane discusses the dumb re-
opening.  The term is meant to be taken somewhat sarcastically, because Cochrane has a libertarian 
streak and is tired of being lectured to about the “science” by self-appointed experts who have a) been 
wrong and b) stupidly forgot to factor individual decision making into their epidemiology.   
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Adam Smith said that there is much ruin in a nation, by which he meant that policy makers could mess up 
a lot, so long as they got the basics right: peace, easy taxes, rule of law.  Analogously, Cochrane points 
out that even if the opening comes quickly without sufficient testing and contract tracing, people can make 
their own decisions about social distancing in response to the ebb and flow of COVID news. In support of 
this take, he points out that the endogenous social distancing and its effects, predate the lockdowns.  

He goes on to speculate that this dynamic might manage the R_e to about 1.0 over time, indefinitely, or 
until I guess the entire population is immune, for whatever reason.  He is not talking about herd immunity.  
As that approached, the perceived risk would go down, people would relax, and R_e would be kept at 
about 1, would be my interpretation of Cochrane’s argument, taking some liberty there.  Taking some 
more liberty, I would say that this model is consistent with the Y- or droopy V-shaped recovery.  We get a 
pop initially, as the easiest to reverse social distancing is unwound, and then we settle in for the “dance” 
that epidemiologist speak of, except with individuals rather than governments controlling the dynamic.  

A slightly different take on this same issue comes from Steve Randy Waldman at the Interluidity blog.  He 
is more critical of the dumb re-opening, and want to remind its advocates of a simply logical error they 
may be making.   Those who assume that the economic damage from COVID can be settled by going for 
herd immunity need to recognize that their island’s of privilege cannot protect them the nastier 
implications of that approach. 

It is a simple principle of epidemiology that herd immunity is achieved when the share of the population 
without immunity protection (via vaccine or prior infection) has been reduced to 1 / R_0.  So if R_0 for 
nCov-19 is 3, then herd immunity is achieved when 1/3 of the population is exposed; i.e. when 2/3 no 
longer is.  Waldman points out that the privileged may assume that all they need to do then is outwit 2/3 
of the population, staying on their islands of privilege until the lower classes have taken the brunt.  

The problem though is that such a strategy is self-defeating, particularly if the class segmentation is 
complete, i.e. if the rich guys interact only with other rich guys.  Waldman is colorful on this point 
(emphasis added): 

Herd immunity might be achieved in the Bronx, but over in Manhattan, most of the privileged will 
remain immunologically naive. If you want to ride out the epidemic without exposure, it’s not 
enough to be in the top 25% to 33% of the most diligent isolators in the United States, or even in 
New York City. You have to be one of the top 25% to 33% of diligent isolators in your own 
community, among the people you interact with. If you are an affluent person who lives in a 
desirable neighborhood, who if liberated would work in a tony office, your implicit competitors in 
the coronavirus virginity game are not meatpackers or transit workers, but your neighbors 
and coworkers. And that’s a much tougher league. They have resources comparable to your 
own, or maybe better. The game of mortal attrition could last a long time.  

Of course, Waldman exaggerates to make a point.  In America there is still some mixing of the classes.  
Even if the boss does not ride the elevator with you, he might enter that elevator while your germs are still 
there. (Because I know the people reading this are true salt of the earth.)  Still, what is interesting about 
Waldman’s take is that it gets to that same slow-recovery thesis, even though he starts with an anti-elitist 
rather than libertarian set of premises.  Or seems to. I can’t actually look into his soul.  

Gerard MacDonell 
gerard@frontharbor.com 

The information contained in this report has been obtained from sources believed to be reliable, but is not necessarily complete and its accuracy is not 
guaranteed. No claim is made regarding the fairness, accuracy, completeness, or correctness of the information and opinions contained herein. Views 
and other information provided here are subject to change without notice. All reports produced by Front Harbor are issued without regard to the specific 
investment objectives, financial situation or particular needs of any specific recipient and are not to be construed as a solicitation or an offer to buy or 
sell any securities or related financial instruments.  Predictions, forecasts, and estimates for any and all markets should not be construed as 
recommendations to buy, sell, or hold any security--including mutual funds, futures contracts, and exchange traded funds, or any similar instrument.  
The analyst authoring reports from Front Harbor may have positions in some of the securities discussed here.
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