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Another U.S. Jobless Recovery?

Benjamin Reitzes, Economist

The U.S. recession is over, with two straight quarters of real GDP growth and further
gains anticipated. However, while the economy has grown since mid-2009, employment
has continued to decline, raising talk of yet another jobless recovery.

The depth of decline in U.S. employment is unprecedented, totalling 8.4 million (6.1%)
from the December 2007 peak. Historically, job growth lags GDP by a quarter, but in
the last two recoveries, employment has taken much longer to bounce back.
Following almost every post-war recession until 1991, the economy added jobs in the
first quarter of recovery. However, the last two recoveries have been termed “jobless
recoveries”, as it took five quarters before employment rose in 1991 and seven
quarters in 2001. Despite the drop in January nonfarm payrolls, there's still a decent

chance employment could rise for all of Q1. That would
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CHART 2
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CHART 4
BUSINESS SPENDING SENDS HIRING SIGNAL
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mean more workers will need to be hired to expand
output further. Another indicator pointing to improving
employment is the rise in temporary help services workers,
which has historically been an excellent predictor of future
job growth. Firms tend to test the waters by hiring
temporary workers before permanent ones. The rise in
hours worked over the past three months is also
encouraging, after the workweek stagnated at a record
low through most of 2009. Clearly, there’s still room for
employers to increase hours before they take on new
workers (Chart 2). Even so, the recent upward trend in the
workweek bodes well for future employment.

The sharp recovery in corporate profits, along with massive
cash balances, indicates that firms are financially able to
hire. As the outlook improves and firms become more
confident, the large cash hoards point to growth in
payrolls. Cash & equivalents holdings of S&P 500 firms are
nearly $1.2 trillion, the highest in at least two years, and
62% above the average level from 2004-2007 (Chart 3). The
strong cash positions likely contributed to the rebound in
equipment and software spending, which surged 13.3%
a.r.in Q4, and has historically correlated well with payrolls.
Further solid gains in business spending (as appears likely
in Q1) would indicate the potential for more significant job
growth (Chart 4).

Despite all the potential positives, a number of headwinds
remain. Consumers continue to deleverage, limiting
spending in 70% of the economy. Until job growth picks
up demonstrably, that dynamic is unlikely to change.
Another headwind is banks’ reluctance to lend. The Fed’s
latest Senior Loan Officer Survey showed that lending
standards have only just started to ease for large
businesses, while small firms face still-tighter conditions—
not conducive to hiring or a strong recovery.

Bottom Line: While consistent job growth appears
imminent, we aren’t expecting big increases in payrolls in
the near term as the above-mentioned headwinds persist.
This recovery will be a step up from 1991 and 2001, but
high unemployment will remain an issue for at least the
next two years and a return to peak payrolls is a longer
way off. Even so, there are some reasons to remain hopeful
for a stronger-than-expected recovery on the jobs front.
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The information, opinions, estimates, projections and other materials contained herein are provided as of the date hereof and are subject to change without
notice. Some of the information, opinions, estimates, projections and other materials contained herein have been obtained from numerous sources and Bank of
Montreal (“BMO") and its affiliates make every effort to ensure that the contents thereof have been compiled or derived from sources believed to be reliable and
to contain information and opinions which are accurate and complete. However, neither BMO nor its affiliates have independently verified or make any
representation or warranty, express or implied, in respect thereof, take no responsibility for any errors and omissions which may be contained herein or accept
any liability whatsoever for any loss arising from any use of or reliance on the information, opinions, estimates, projections and other materials contained herein
whether relied upon by the recipient or user or any other third party (including, without limitation, any customer of the recipient or user). Information may be
available to BMO and/or its affiliates that is not reflected herein. The information, opinions, estimates, projections and other materials contained herein are not
to be construed as an offer to sell, a solicitation for or an offer to buy, any products or services referenced herein (including, without limitation, any
commodities, securities or other financial instruments), nor shall such information, opinions, estimates, projections and other materials be considered as
investment advice or as a recommendation to enter into any transaction. Additional information is available by contacting BMO or its relevant affiliate directly.
BMO and/or its affiliates may make a market or deal as principal in the products (including, without limitation, any commodities, securities or other financial
instruments) referenced herein. BMO, its affiliates, and/or their respective shareholders, directors, officers and/or employees may from time to time have long
or short positions in any such products (including, without limitation, commodities, securities or other financial instruments). BMO Neshitt Burns Inc. and/or
BMO Capital Markets Corp., subsidiaries of BMO, may act as financial advisor and/or underwriter for certain of the corporations mentioned herein and may
receive remuneration for same. “BMO Capital Markets” is a trade name used by the Bank of Montreal Investment Banking Group, which includes the
wholesale/institutional arms of Bank of Montreal, BMO Nesbitt Burns Inc., BMO Nesbitt Burns Ltée/Ltd., BMO Capital Markets Corp. and Harris N.A., and BMO
Capital Markets Limited.

TOU.S. RESIDENTS: BMO Capital Markets Corp. and/or BMO Nesbitt Burs Securities Ltd., affiliates of BMO NB, furnish this report to U.S. residents and accept
responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any
security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.

TO UK. RESIDENTS: The contents hereof are not directed at investors located in the UK., other than persons described in Part VI of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2001.

™-“BMO (M-bar roundel symbol) Capital Markets" is a trade-mark of Bank of Montreal, used under licence. © Copyright Bank of Montreal.
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