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THE LAG IN EMPLOYMENT RECOVERY

While US real GDP bottomed out in the second quarter of 2009 and
is now back at its pre-recession level, non-farm payrolls only started
picking up at the beginning of 2010, and they remain far below their
previous peak. What explains the existence of this lag?

During downturns it is natural for employers to strive
for higher productivity. Firms typically reorganize their job
assignments after layoffs and discover that the same work can
be performed with fewer workers. With increased productivity,
the demand for labor coming out of a recession will be smaller
than the amount of labor lost going in, which will delay the
recovery of employment relative to output.

If there are substantial training costs, firms may retain
most of their skilled workers during a downturn to avoid the
cost of training new hires once the recession is over. Therefore,
hiring for specialized jobs will not begin until the existing
employees are fully utilized. In contrast, the demand for
unskilled positions tends to exhibit a much stronger cyclical
behavior. Frequently these positions are filled by temporary
workers, which enables firms to quickly and cheaply adjust
to fluctuations in demand. Before committing to hiring new
people, firms usually want to make sure that any observed
improvement in business conditions is not a false signal. To
bridge the period of uncertain recovery, firms take advantage
of overtime of existing workers and hiring temporary labor.
Such just-in-time employment practices let firms fill orders and
at the same time delay hiring permanent employees.

At the beginning of an upturn, employment recovery is
mainly limited by the lack of labor demand, but it may also
be impeded by factors affecting labor supply. Some of the
sectors that were hit hardest in the current recession, such as
construction, have still not recovered. This introduces a skill

mismatch—a situation when skills of job seekers do not match

the requirements of available jobs, such as in healthcare. In
addition, many people now owe more on their homes than
their homes are worth. Because of the difficulty or cost of
selling their homes, job seckers may be unwilling to accept
employment available in other locations. Finally, extended
unemployment insurance benefits may act as a disincentive to
accept a job, especially if the prospective job pays less than the
one lost.

The US economy is generally a great job creator,
although the depth and length of the recent recession pose
particular challenges. We need continued employment growth
in the 200,000-per-month range in order to bring down
the national unemployment rate appreciably. We expect an
improvement in Hawaii labor market conditions to begin once

the local recovery picks up steam.

-Peter Fuleky
1
3
o, .: “‘ *
Py :‘;.;.‘.\ e, ) .‘
0 /—_/* o et
N N :‘ :' G
AN 3
'}\ 0“’0.:
-1 7 ) K ="
2 . [
"\\ N - ’
. U -
i b -~
2 " - ¥ g /,
."’ \\ .‘I
% Sl
3
-4 T T T T
2007 2008 2009 2010 2011
GDP Payrolls
--------- Overtime = = = = Temp Help

RELATIVE MOVEMENT IN KEY US
INDICATORS (DEC. 2007=0)

UHERO Briefs provide timely access to research by UHERO Fellows, Staff and Associates. The views expressed are the authors’ and do not necessarily reflect the views of UHERO, UH, or UHERO Sponsors.
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Kulia | Ka Nu‘u (literally “Strive for the summit”) is the value of achievement, those who pursue personal
excellence. This was the motto of Hawai‘i's Queen Kapi‘olani. Sponsors help UHERO to continually reach
for excellence as the premier organization dedicated to economic research relevant to Hawai‘i and the Asia
Pacific region.

The UHERO Forecast Project is a community-sponsored research program of the University of Hawai‘i at
Manoa. The Forecast Project provides the Hawai‘i community with analysis on economic, demographic, and
business trends in the State and the Asia-Pacific region.

All sponsors receive the full schedule of UHERO reports, as well as other benefits that vary with the level
of financial commitment.

For sponsorship information, browse to http://www.uhero.hawaii.edu.



