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Heritage Employment Report:
Stagnant Economy in September

James Sherk and Karen A. Campbell, Ph.D.

Earlier this year some economists and politicians
predicted a “recovery summer” during which pri-
vate sector job creation would finally pick up. This
did not happen—employers created few jobs and
unemployment remained high. This stagnation con-
tinued in September as unemployment remained
unchanged at 9.6 percent and private-sector
employers added a net of just 64,000 jobs. Worse,
revised data show that the economy lost 366,000
more jobs than initially estimated between March
2009 and March 2010.

Given these numbers, now is the wrong time for
Congress to raise taxes. Congress should maintain
current tax rates at least until unemployment
returns to normal levels.

September Employment Report. The Bureau of
Labor Statistics (BLS) monthly employment report
shows that the economy remained stagnate in Sep-
tember, losing a net of 95,000 jobs. The govern-
ment accounted for these net job losses with
temporary Census employment (-77,000) and state
and local government employment (-83,000) both
falling. Private-sector employers modestly expanded
their payrolls (+64,000). However these new private-
sectors jobs are not enough to make a meaningful
dent in the unemployment rate, which remained
unchanged at 9.6 percent.

Weak job gains occurred throughout the private
sector. Both the construction (=21,000) and manu-
facturing (—6,000) sectors continued to lose jobs.
The largest job gains came in the leisure and hospi-
tality (+38,000) and healthcare and social assistance
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(+32,000) fields. The growth in temporary help ser-
vices employment (+16,900) provided one encour-
aging sign, as employers often hire temporary
workers before committing to full-time employees.

Average weekly work hours (34.2) and the labor
force participation rate (64.7 percent) also remained
flat in September. The labor force participation rate
measures the portion of the population that is either
at work or looking for work. The fact that it has
fallen by 1.3 percentage points since the recession
began indicates that many workers do not believe
they can find work. Increased labor force participa-
tion in the spring had led economists to believe that
a recovery might be imminent. Yet, over the sum-
mer, labor force participation fell again, and has
not recovered. (See Chart 1.)

Revisions Show More Job Losses. Every year
the BLS revises its employment figures to include
data from unemployment insurance records. The
BLS releases preliminary figures in September and
their final estimates the following February. The
preliminary estimates show that the economy lost
366,000 more jobs between March 2009 and March
2010 than previously estimated. The current official
figures show that private-sector employment has
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fallen by 7.6 million jobs since the recession began.
Accounting for these revisions, however, shows that
private-sector employment has actually fallen by
7.97 million jobs. A great deal of progress must be

Labor Participation Rate Remains Low

Labor force participation is the proportion of
potential workers either at work or actively looking
for jobs. Many workers have left the labor force
during the recession, in part because they do not
believe they can find jobs.
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made before the labor market can be considered
to be in recovery.

No Time to Raise Taxes. With the economy this
weak, Congress should not even consider raising
taxes. Every major school of economic thought—
from neo-classical to neo-Keynesian—agrees that gov-
ernments should not raise taxes during a recession.
Unfortunately, the Obama Administration and con-
gressional Democrats plan to raise the top two income
tax brackets as well as raising taxes on capital.

The Heritage Foundation Center for Data Analy-
sis estimated the likely economic and fiscal effects of
the Obama tax plan by introducing it into a model
of the U.S. economy, the same model that leading
government agencies and Fortune 500 companies
use to make economic forecasts.! According to this
model, these tax increases would significantly dam-
age the U.S. economy, harming the poor, the middle
class, and the rich alike. Specifically, the Obama tax-
increase plan would result in:?

e Slower economic growth. Inflation-adjusted
gross domestic product (GDP) would fall by a
total of $1.1 trillion between FY 2011 and FY
2020. GDP in 2018 would fall by $145 billion
alone. The growth rate of the economy would be
slower for the entire 10-year period;

e Fewer jobs. Slower economic growth would
result in less job creation. Employment would
fall by an average of 693,000 jobs per year over
this period;

— 238,000 fewer jobs in the critical economic
recovery year of 2011, and

— In one year alone, 2016, job losses top
876,000.

1. This model of the U.S. economy is owned and maintained by IHS Global Insight, Inc., the leading economic forecasting
firm in the United States. The Global Insight model is used by private-sector and government economists to estimate how
changes in the economy and public policy are likely to affect major economic indicators. The methodologies, assumptions,
conclusions, and opinions presented here are entirely the work of analysts in the Center for Data Analysis at The Heritage
Foundation. They have not been endorsed by, and do not necessarily reflect the views of, the owners of the Global Insight
model. The authors refer many times in this paper to “the baseline” and “the forecast,” which means the following: “The
baseline” is the CDA forecast of the economic future without President Obama’ tax plan, while “the forecast” is the

economic future that contains the tax plan.

2. For the full results see William W, Beach, Rea S. Hederman, Jr., John L. Ligon, Guinevere Nell, and Karen A. Campbell, Ph.D.,
“Obama Tax Hikes: The Economic and Fiscal Effects” Heritage Foundation Center for Data Analysis Report No. 10-07,
September 20, 2010, at http://www.heritage.org/Research/Reports/2010/09/Obama-Tax-Hikes-The-Economic-and-Fiscal-Effects.
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e More unemployed Americans. Slower growth in
employment translates to a higher unemployment
rate, which would rise more each year during the
10-year period than it would without the Obama
tax hikes. In other words, for Americans who are
unemployed now, their prospects of employment
would worsen under the Obama tax plan.

These negative economic impacts will be mir-
rored by several other key economic indicators:

e Business investment would fall every year of the
10-year period by an average of $33 billion
below the non-tax-hike level;

e Investment in residences would fall by an aver-
age of $13 billion each year;

 Personal savings would decrease by $38 billion
in 2011 alone, and savings by Americans would
continue below baseline for each of the following
four years;

e Total disposable lost income after subtracting
inflation would equal $726 billion for the 10-
year period; and

e Lost consumer spending after inflation would
equal $706 billion over this time period.

In short, the economic harm is significant and
widespread. Individuals and households across the
income spectrum will bear the brunt of the eco-
nomic slowdown, resulting in fewer employment
opportunities, lower wages, lost consumption, and
lower savings. Congress needs to understand that it
will be raising additional revenues on the backs of
those citizens it tries to help through income-redis-
tribution programs.

Government spending has failed to lift the econ-
omy out of the recession. Unemployment has risen
above what the Presidents advisors predicted would
happen if Congress did not pass the stimulus. The
federal government cannot plan a recovery from
Washington. Instead, Congress should keep taxes
from rising, which will in turn encourage busi-
nesses and entrepreneurs to expand and invest.

New Fiscal Balancing Point Needed. The labor
market continued to stagnate in September. Private-
sector employers added only 64,000 jobs—not
enough to make a meaningful dent in the unem-
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ployment rate which remained unchanged at 9.6
percent. Revisions to earlier figures show that the
economy lost 366,000 more jobs than previously

Unemployment Rate: September 2010

President Obama promised that government
spending would “stimulate” the economy and quell
rising unemployment by “creating or saving” millions
of jobs. In January 2009, Obama’s advisers produced a
chart (bottom) visualizing the positive results of
his recovery plan. But actual unemployment (below,
detail from box at bottom) has far exceeded the
White House estimates.
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Sources: Unemployment data from the Bureau of Labor Statistics;
original chart from Christina Romer and Jared Bernstein,"The Job
Impact of the American Recovery and Reinvestment Plan,” January
10,2009.
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estimated. Visions of a “recovery summer” have
proven to be a mirage. If this news was not dire
enough, now Congress and the Obama Administra-
tion plan to raise taxes.

Every major economic school of thought advises
against raising taxes in a recession. Macroeconomic
modeling shows that these planned tax increases
would cost jobs, reduce new investment, and
reduce economic growth. The economic effects
would hurt Americans up and down the income

distribution bracket. Congress should not allow
these tax increases to take effect. Congress should
instead come to terms with the need to find a new
fiscal balancing point through lower spending and
fundamental entitlement reform that also supports
strong economic growth.

—James Sherk is Senior Policy Analyst in Labor
Economics, and Karen A. Campbell, Ph.D., is Policy
Analyst in Macroeconomics, in the Center for Data
Analysis at The Heritage Foundation.
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