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08|13   BUSINESS-CYCLE CONDITIONS

Private Sector Soldiers On
By Zinnia Mukherjee, PhD, Research Fellow 

T
he economy continues to 

grow at a slow but relatively 

steady pace. However, the U.S. 

labor market is one area that 

may see some twists and turns in 

the coming months. The steady 

decline in federal government 

employment because of expected 

budget reductions has offset some 

of the private sector recovery.

Despite employment woes, 

the recovery remains intact. AIER 

experts find that 82 percent of 

our leading indicators (9 out of 

Despite the impact 

of reduced public 

spending, the recovery 

remains intact.
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THE INDICATORS AT A GLANCE

Shaded bars represent official recessions. A score above 50 indicates expansion.
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NIPA REVISIONS WILL APPEAR 

IN THE SEPTEMBER ISSUE. 

See page 4.



Even the beleaguered jobs 

market is improving—at 

least when it comes to 

the private sector.
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11 for which a trend is apparent) 

are expanding—practically 

unchanged since last month’s 

score of 83. The cyclical score 

of leading indicators, derived 

from a separate, mathematical 

analysis, increased marginally 

last month to 88 from 83. Values 

above 50 suggest that economic 

expansion is likely to continue. 

AIER’s coincident and lagging 

indicators confirm a steady 

expansion of the U.S. economy 

with 100 percent expanding. 

Several leading indicators 

show that the recovery is firm. The 

number of new housing permits 

issued per month continues the 

steady rise that began in early 2011, 

though the level remains far below 

where it was before the recession. 

New orders for consumer goods 

remains on an upward trend that 

began in March 2009, when this 

measure of consumer demand 

was at its lowest point since the 

1991 recession. New orders for 

capital goods, our leading business 

indicator, has been steadily rising 

since the second half of 2012. 

It now stands at approximately 

$41 billion, where it was in early 

2006, but it remains 9 percent 

below its prerecession peak.

Even the beleaguered jobs 

market is improving—at least when 

it comes to the private sector. The 

average workweek in manufacturing, 

one of our leading labor market 

indicators,  stands at 42 hours, 

the highest since 2000. Employers 

in the manufacturing sector 

are buying more labor hours to 

expand production. At the same 

time, initial claims for unemployment 

insurance has been steadily falling 

since February 2009, four months 

before the recession ended.

Meanwhile, commercial and 

industrial loans, a lagging indicator, 

has been on a steady rise since early 

2011. Businesses are borrowing 

to expand future production, as 

STATISTICAL INDICATORS OF BUSINESS-CYCLE CHANGES

 Change in Base Data Cyclical Status

MAR APR MAY JUN PRIMARY LEADING INDICATORS MAY JUN JUL

- + + - M1 money supply (1) + + +

+ + + + Yield Curve Index (1) + + +

- - - + Index of manufacturers’ prices (2) ? -? -?

- + + New orders for consumer goods (3) + + +

+ + + New Orders for core capital goods (4) + + +

- + New housing permits (3) + + +

- + Ratio of manufacturing and trade sales to inventories (3) ? -? -?

- + - + Vendor Performance (2) +? +? ?

+ + + - Index of common stock prices (constant purchasing power) (2) + + +

- nc nc nc Average workweek in manufacturing (3) + + +

- + - + Initial claims for state unemployment insurance (inverted) (3) + + +

- - + Change in consumer debt (4) + + +

PERCENTAGE EXPANDING CYCLICALLY 100               83  82 

PRIMARY ROUGHLY COINCIDENT INDICATORS

+ + + + Nonagricultural employment (1) + + +

+ - -r + Index of industrial production (1) + + +

+ + + Personal income less transfer payments (1) + + +

- + Manufacturing and trade sales (2) + + +

- + + + Civilian employment to population ratio (2) +? +? +

+ Gross domestic product (quarterly) (1) + + +

PERCENTAGE EXPANDING CYCLICALLY   100   100   100 

PRIMARY LAGGING INDICATORS

- + - + Average duration of unemployment (inverted) (2) + + +

-r + Manufacturing and trade inventories (1) + + +

- - + Commercial and industrial loans (1) + + +

+ + + Ratio of consumer debt to personal income (1) + + +

- Change in labor cost per unit of output, manufacturing (2) + + +

- - - nc Composite of short-term interest rates (1) ? ? ?

PERCENTAGE EXPANDING CYCLICALLY           100   100   100 

nc No change. r Revised.  Under “Change in Base Data,” plus and minus signs indicate in creases and decreases 

from the previous month or quarter; blank spaces indicate data not yet available. Under “Cyclical Status,” plus and 

minus signs indicate expansions or contractions; question marks indicate doubtful or indeterminate status.
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confirmed by the recent rise in 

the Purchasing Manager Index 

(PMI), produced by the Institute of 

Supply Management. After a dip in 

April and May, the PMI increased 

by 2.2 percentage points in June 

to 50.9—the sharpest one-month 

increase over the last year. A 

rising PMI means that employers 

are expanding production. 

 However, economic growth 

is being blunted by continued 

federal government job losses. 

Total government employment 

has been declining since May 

2010, two months after private 

sector employment started rising. 

The sharpest drop began in 

May 2010: 735,000 government 

employees lost their jobs within 

a span of four months. 

Public employment continues 

to decline. Over the last 12 months, 

the federal government cut its 

workforce by 65,000. This shaved 

0.4 percent from total employment 

growth between June 2012 and 

June 2013. Employment growth 

has failed to reach 2 percent 

since the recovery began, one 

reason why unemployment has 

remained stubbornly high.

As of June 2013, total 

government employees, excluding 

military personnel, stood at 

21.8 million compared to 22.6 

million when the recession 

ended in June 2009. This 

contrasts with past recoveries, 

according to a recent study by 

the Economic Policy Institute, a 

nonprofit American think tank 

based in Washington, D.C.

The study compares the changes 

in government employment after 

the four recent recessions. After the 

recessions of 1981, 1991, and 2001, 

government employment increased 

by between 1 and 3 percent, 

helping to boost the recoveries. 

This gave the private sector some 

time to regain lost ground and 

eventually increase hiring.  

After the most recent recession, 

government employment declined 

approximately 5 percent between 

May 2010 and June 2013. This 

slowed the pace of recovery 

and put additional pressure 

on the private sector to lower 

the unemployment rate. 

The effect of rising public 

sector unemployment on the 

private sector is small, particularly 

when nonfarm payroll increased 

by 162,000 in June. In addition, 

federal spending cuts mandated 

by the 2011 Budget Control Act, 

which went into effect on March 

1, have not yet resulted in more 

large-scale reductions in the federal 

payroll. Nevertheless, government 

employment will continue to 

decline as more spending cuts 

are implemented, meaning 

the number of government job 

losses will increase over time.

Government employment 

declined approximately 

5 percent between May 

2010 and June 2013.
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demand, and the labor 

market maintain their 

upward trends.
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The cuts in the 2013 federal 

budget amount to only $85 

billion—only 2.3 percent of total 

federal spending. But similar 

cuts are planned for every year 

until 2021, according to the 

Congressional Budget Office, 

implying a continued decline 

in government employment.

Cuts in planned federal 

government spending affect state 

budgets as well because many states 

depend on the federal government 

for some form of financial support. 

In all cases, states will receive less 

federal aid than expected, but the 

effect of the sequester will vary. 

The March 1 sequestration will 

result in losses for some states. 

Massachusetts, for example, will 

receive $308 million less aid than 

the amount received in 2012, 

and 0.79 percent below what was 

expected. However, other states 

will receive more aid than last 

year. Despite the sequester, for 

example, Florida still will receive 

$571 million more federal aid 

than the amount received in 2012. 

This amount is still 0.84 percent 

below what was expected. 

It is too early to know the 

precise employment effects of 

these cuts, but the possibility 

of reduced workforce and fewer 

working hours for state government 

employees in some states remains.

For now, a shrinking 

government sector means 

no paychecks for displaced 

government workers. This will 

reduce consumer spending on 

private sector goods and services, 

which in turn leads to lower labor 

demand. In addition, as federal 

spending slows, the government’s 

demand for private sector goods 

and services will be affected. 

This means less profit for the 

private sector and fewer private 

sector jobs.  

By confronting the federal 

budget deficit, lawmakers are 

explicitly choosing to trade 

some short-term economic 

growth for small improvements 

in the nation’s fiscal health. So 

far, the private sector appears 

to be growing just fast enough 

to withstand the effects. n

The Bureau of Economic Analysis recently released the 14th 

revision to the National Income and Product Accounts (NIPA), 

the government’s measure of the U.S. economy. The BEA has 

revised NIPA about every five years since 1942 to keep pace 

with economic and technological changes and to offer better 

estimates of economic activity. 

The revisions affect the numbers reported in most of AIER’s 

indicators for business-cycle conditions. The revised figures will 

appear in the September issue of 

the Business-Cycle Conditions 

report. This month’s report is 

based on pre-revision data.

The latest revisions do not 

change the general patterns of 

business cycles. (See chart.) But 

by incorporating new methods 

and new data, they increase the 

apparent size of the economy, 

causing the 2012 nominal Gross 

Domestic Product (GDP) to 

be revised upward by $559.8 

billion. 

Two changes constitute 84 

percentage points of this upward 

revision:

NIPA Revisions Show Higher GDP —Julie Ni Zhu, Senior Research Analyst 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

9

10

11

12

13

14

15

16

17

18

After Revision

Before Revision

Business Cycles Keep General Patterns 

Nominal GDP Before and After Revision (trillions of dollars) 

Source: Bureau of Economic Analysis

• Recognition of research & development spending as a 

business investment rather than an intermediate expense 

accounted for 71 percentage points of the increase in GDP.

• Recognition of expenditures in the creation of entertainment, 

literary, and artistic originals as a business investment rather 

than an expense added 13 percentage points to the increase 

in GDP. 
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Notes: 1) Shaded areas indicate recessions as dated by the National Bureau of Economic Research. 

2) The number in parentheses next to the name of a series is an estimate of the minimum number of 

months over which cyclical movements of a series are greater than irregular fluctuations. That number 

is the span of each series’ moving aver age, or MCD (months for cyclical dominance), used to smooth 

out irregular fluctuations. The data plotted in the charts are those MCDs and not the base data.
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APPENDIX. PRIMARY LEADING INDICATORS
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Business-Cycle Conditions is published 

by American Institute for Economic 

Research, a nonprofit, scientific, 

educational, and charitable or ganization.

To contact AIER by mail, write to:

American Institute for Economic Research

PO Box 1000

Great Barrington, MA 01230

APPENDIX. PRIMARY ROUGHLY COINCIDENT INDICATORS

APPENDIX. PRIMARY LAGGING INDICATORS
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Find us on: 

Facebook: facebook.com/

AmericanInstituteForEconomicResearch 

Twitter: twitter.com/aier

LinkedIn: linkedin.com/company/american-

institute-for-economic-research

For more information or to donate, visit:  

www.aier.org


