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Heritage Employment Report: September Job Creation Still Slow
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he Bureau of Labor Statistics

(BLS) September payroll sur-
vey finds that employers added a net
114,000 new jobs, continuing the
trend of slow employment growth
during the recovery. The substantial-
ly divergent job growth reported in
the household survey and the associ-
ated drop in the unemployment rate
is inconsistent with other economic
indicators and may represent statis-
tical sampling error.

Part of this sluggishness is due to
the sharp decline in employment at
start-up companies, which has hit
record lows. Impending tax increas-
es make it more risky to hire, and
excessive regulations make it more
expensive to start up new businesses.
Congress and the Administration
should reduce barriers to starting a
business instead of increasing them.

September Payroll Survey
Sluggish. Employers added a net
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114,000 new jobs in September, with
10,000 of those created in govern-
ment. The strongest employment
growth occurred in the health care
sector (+44,000), one sector of the
economy that has remained robust
during the recession. Employment
also rose slightly in transporta-
tion and warehousing (+17,000)

and financial activities (+13,000)
while contracting in manufacturing
(-16,000) for the second month in a
row. Employment changed little in
the economy’s other sectors.

Revisions added 86,000 jobs
to the July and August reports.
However, virtually all of the increase
came from the government—not the
private sector.!

Employers need to add approxi-
mately 125,000 jobs a month to
match population growth. In 2011,
employers added an average of
153,000 jobs a month. Overall, 2012
job creation has slowed slightly to an
average 0f 146,000 jobs a month but
has remained around 100,000 jobs
for the past six months. This level of
job creation will only slowly reduce
unemployment.

Contrary Household Survey.
The government conducts two main
jobs surveys. One queries employ-
ers and asks how many workers they
have on payroll. The other polls

individuals and asks whether they
are working or looking for work. In
contrast to the slow jobs growth in
the employers’ survey, the household
survey reported a jump in employ-
ment nearly eight times larger. This
curious job growth in turn caused
the unemployment rate to fall by 0.3
percentage points to 7.8 percent.

Because these surveys are sam-
ples, they have margins of error
around the reported figures, just like
political polls. If a survey reports a
margin of error with a 99 percent
probability, it means that one time
out of hundred the true figure will
be much different from the reported
figure. One time out of a hundred for
a monthly survey means about once
every eight years.

Of the two surveys, the payroll
survey has a much smaller statisti-
cal margin of error.> The real value
of the household survey is that it
provides information on what non-
workers are doing, information that
the payroll survey cannot capture.
Typically, the two surveys disagree
somewhat month-to-month but track
one another fairly well over longer
periods of time.

What seems to have occurred
with the September household
survey is the one time in a hundred.
The household survey reported an
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Unemployment Rate: September 2012

President Obama promised that government spending would “stimulate” the
economy and quell rising unemployment by “creating or saving” millions of
Jjobs. In January 2009, Obama’s advisers produced a chart visualizing the
positive results of his recovery plan. But actual unemployment (in red) has far
exceeded the White House estimates.

Unemployment Rate With and Without the Recovery Plan
October 2009:10.1%

ACTUAL September 2012: 7.8%

UNEMPLOYMENT
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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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astounding 418,000-person jump in
the labor force and an 873,000-work-
er jump in employment at a time

when the economy is stumbling.
The last time the household sur-
vey showed such a huge jump in

employment was in 1983 during the
Reagan-era economic boom.?

If employers had created almost
900,000 jobs, then GDP should also
be expanding rapidly. The payroll
survey should also show large job
growth, and new unemployment
insurance (UI) claims should be
dropping sharply. None of these are
happening. Second-quarter GDP
growth was recently revised down,
and new UI claims remain around
370,000 a week.

Today’s economy does not look
like the Reagan boom. This month’s
household survey is one to set aside
until another report comes out next
month. There is a good chance that
with a new sample, the October
report will show a countervailing
increase in the unemployment rate.

Start-ups Create Jobs.
Policymakers should focus on
working to encourage job creation
and spur real economic growth.
Employment at start-up compa-
nies has fallen for five years in a row,
reaching unprecedented lows in 2010
and 2011.* At the same time, profits
at incumbent firms have increased
comfortably. What explains this
disconnect?

The answer is that most net new
jobs come from start-up companies.®
In fact, existing firms rarely create
net new jobs on average. The econo-
my expands primarily through the

1. For example, the first August report estimated that government employment contracted by 7,000 jobs. The revised report now shows government
employment expanded by 45,000. Revisions show that government payrolls expanded by 79,000 more in July and August than the preliminary estimates
showed. This accounts for the vast majority of the 86,000 jobs added in the revisions.

2. The 90 percent confidence interval for the payroll survey is + or - 100,000 jobs, while the confidence interval for the number of unemployed in the household
survey is + or - 280,000 people.

3. This excludes the January numbers in each year, which are affected by new population controls introduced because of new census estimates. Household
survey employment and unemployment levels both jump substantially in January as the BLS adjusts for a larger population size.

reports/2012/10/why-the-slow-economic-recovery.

Salim Furth, PhD, “Why the Slow Economic Recovery?” Heritage Foundation Issue Brief No. 3746, October 3, 2012, http://www.heritage.org/research/

5. John Haltiwanger, Ron S. Jarmin, and Javier Miranda, “Who Creates Jobs? Small vs. Large vs. Young,” working paper, August 2011, http://econweb.umd.
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CHART 2

A Mirror Relationship: Start-Up Jobs and Federal
Regulatory Jobs

Over the past 30 years, a trend between federal requlatory jobs and jobs with
start-up companies has emerged: When regulatory jobs declined, such as
during the mid-1980s, start-up employment spiked. Similarly, in recent years
when requlatory jobs rose, start-up jobs fell off dramatically. Rates shown are
per thousand working-age adults.

1977 1980 1985 1990 1995 2000 2005 2010

FEDERAL 0.95
REGULATORY
EMPLOYMENT
(FISCAL YEAR) 090
0.85
0.80
0.75
0.70
JOBS CREATED 18
BY START-UP
COMPANIES
(YEAR BEGINNING
IN MARCH)
15
12
9

Sources: Regulatory employment: Data provided by Susan Dudley, George Washington University
Regulatory Studies Center, and Melinda Warren, Weidenbaum Center, Washington University.
Start-up employment: Heritage Foundation calculations based on data from U.S. Census Bureau,
Business Dynamics Statistics, http:/www.census.gov/ces/dataproducts/bds/data_firm.html
(accessed October 2, 2012). Population data: U.S. Department of Labor, Bureau of Labor Statistics via
Federal Reserve Economic Data, data series USAWFPNA, http://research.stlouisfed.org/fred2/
(accessed October 2, 2012).
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creation of new firms, not the expan-
sion of existing ones.®

Historically, start-ups have
continuously created new employ-
ment in the U.S. economy, hiring
about 15 of every thousand working-
age American adults every year for
decades. Previous recessions fea-
tured big job losses from existing
firms. Even in recessions, though,
start-up job creation has been
strong—until now.

Tim Kane, Chief Economist at the
Hudson Institute, finds that start-up
hiring has slowed to 10 jobs per thou-
sand adults. In 2010 and 2011 alone,

“missing” start-up hiring amounted
to 2 million net jobs. With nor-
mal start-up hiring, growth in the
employment rate would have been
three times higher.

Taxmageddon. Why would start-
up employment fall while profits
rise? A simple explanation is that
the economic and policy environ-
ment is too uncertain to take the
risk. Forward-looking entrepreneurs
have good reason to worry. Unless
Congress takes action, taxes will rise
by $500 billion on January 1.” Many
of these taxes will make starting up a
new company less profitable. Among
other tax increases:

m The top federal income and pay-
roll tax rate will rise from 37.8
percent to 43.4 percent, reduc-
ing the income of many small
businesses;

m The dividend tax will rise from 15
percent to 43.4 percent; and

m The capital gains tax rate will rise
from 15 percent to 23.8 percent.

6. Tim Kane, “The Collapse of Startups in Job Creation,” Hudson Institute, September 16, 2012, http://www.hudson.org/files/publications/Kane--TheCollapseofS
tartupsinJobCreation0912web.pdf (accessed October 1, 2012).
7. Curtis S. Dubay, “Taxmageddon: Massive Tax Increase Coming in 2013,” Heritage Foundation Issue Brief No. 3558, April 4, 2012, http:/www.heritage.org/

research/reports/2012/04/taxmageddon-massive-tax-increase-coming-in-2013.
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If President Obama and Congress
want to encourage entrepreneurs
to start new businesses and hire
employees, they should have acted
to prevent these tax increases from
occurring before Congress recessed
in September. The number of small-
business owners who identify taxes
or excessive regulation as their single
largest problem is twice as large (44
percent) as the number who identify
poor sales as their principal problem
(20 percent).®

In a weak labor market with
high unemployment, the govern-
ment should not make this problem
even worse. President Obama and
Congress have another opportunity
in November to minimize the dam-
age from their past inactivity.

Regulation Versus
Employment. Another important

reason for slow start-up hiring is that
fixed costs are rising. In the past four
years, regulation has expanded rap-
idly, raising the cost of compliance.

With new regulations and busi-
ness requirements in health insur-
ance, small-business finance, envi-
ronment, energy, and tax compliance,
not to mention the ever-expanding
reach of state licensure boards, it is
expensive to open a business.’

All these factors make start-
ing new businesses more expen-
sive, which reduces hiring. In fact,
employment at start-up firms is very
negatively correlated with the num-
ber of federal regulations.

Economy Still Slow. The odd
household survey result notwith-
standing, the economic data con-
tinue to paint a grim picture of an
economy muddling along and now

at risk of recession as the threat of
Taxmageddon draws near.

It is not often that policymak-
ers can take one simple, swift action
to improve job growth materially,
but this is one of those times. The
President and Congress should make
preventing Taxmageddon their first
task when Congress returns to work
in November.
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