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The Recession's Impact on Employment 

W
ith the recession officially 
ending in June 2009,it 
was the longest since 

1945. It is also associated with the 
largest drop in payroll employment 
of any u.s. recession, with the 
largest jump in the unemployment 
rate. From the beginning of the 
recession in December 2007 to the 
end of February 2010,total nonfarm 
payroll employment declined about 
8.4 million, or 6.1% (Source: Federal 
Reserve Bank of Cleveland, March 
22,2010). In the same period, the 
unemployment rate jumped from 
5% to 10.1%. 

The Overall Picture 
In a typical postwar business 

cycle, the unemployment rate starts 
leveling off about 14 months after 
the start of a recession (recessions 
typically last arouncfl. months), 
but it usually takes more than 30 
months to return to prerecession 
levels. The current labor market 
downturn presents a drastically dif­
ferent picture. The unemployment 
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rate did not stop rising until 23 
months after the start of the reces­
sion, and the cumulative rise is well 
above the normal range. 

Similarly, in a typical recession, 
payroll employment starts to 
decline at the start of the recession 
and takes about 12 months to stabi­
lize. Unlike the unemployment 
rate, payroll employment goes back 
to prerecession levels relatively 
quickly once the recession ends, on 
average 21 months after the start of 
the recession. The past two reces­
sions, in 1990-91 and 2001,were 
exceptions, taking 31 and 47 months 
respectively for employment to 
recover. Thus, these recessions 
have come to be known as jobless 

recoveries. The pattern of employ­
ment decline in the present down­
turn resembles the last jobless 
recovery in many ways, suggesting 
a large decline over a prolonged 
period. 

The unemployment rate reports 
the number of workers who are 
unemployed as a fraction of the 
labor force, but it does not indicate 
whether the rate is high because 
people are staying unemployed 
longer or because more workers 
have lost their jobs. That informa­
tion is found in the job-finding and 
separation rates. Recessions can 
differ in how much either of these 

Continued on page 2 

The Most Perilous Financial Decade 

Which lieeane 
ered the most financially dangerous? plus a large closet for a new wardrobe. 

A person's 30s, when major career and pur- If these urges are acted upon, they 
chasing decisions are made? The 40s, when can quickly absorb current income and 
many parents are challenged by the cost of cause you to increase debt to support your 
their children's college educations? The lifestyle. Many adults continue this spend-
50s, when people suddenly realize their ing pattern during their entire working 
retirement plan is underfunded? lifetime, continually trading up possessions 

The answer is none of these. I think for equally larger debts. 
the period when people complete their A person's 20s can be the most finan-
education and get their first "real" job cially enriching time for those who choose 
is the most financially dangerous time to save and invest part of their income. 
because that is when spending patterns Money invested during the 20s can enjoy 
that can last a lifetime are established. I the benefit of compounding over the course 
call this decade "The Perilous 20s." of a lifetime. 

With a person's first career paycheck, The tricky part is convincing today's 
all of those repressed material desires are youth that a couple hundred dollars a 
unlocked. The sporty car was only a dream month should be set aside before spending 
a few months ago, but now requires a lease money on luxury items. Those parents 
payment of "just a few hundred dollars a who are especially helpful can jumpstart 
month." Anyone tired of communal living the process by helping their children estab-
in college needs a fashionable apartment 
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rates contributes to the overall 
increase in unemployment, which 
affects the course of the recovery. 

In general, during recessions, 
separations start rising as the econo­
my enters a downturn, and job find­
ing rates start declining. After some 
�nitial rise in unemployment, mostly 
m the form of layoffs, separations 
usually start tapering off before the 
unemployment rate peaks. What 
accounts for most of the subsequent 
rise in the unemployment rate is the 
low rate of job finding among 
unemployed, implying that the 
average duration of unemployment 
goes up. This suggests that most 
firms are not ready to begin rehiring 
as soon as they stop cutting jobs, 
even though they may have signifi­
cantly reduced their payrolls. As 
the economy finally starts recover­
ing, durations get shorter because 
firms create new jobs and absorb 
part of the unemployed. 

Though separations increased 
sharply early on in the past reces­
sion, more than 95% of the change 
in the unemployment rate can be 
explained by the decline in job find­
ing rates. In other words, the sharp 
rise in unemployment is not due 
primarily to a wave of job losses but 
due to the fact that once unem­
ployed, workers' chances of finding 
employment have fallen dramatical­
ly. This could have a number of 
important consequences for the 
recovery. 

Long-term unemployment 
reduces workers' industry- and 
occupation-specific skills, which 
reduces productivity when they find 
a job. Once workers find a job, their 
new starting wages are lower than 
similarly educated workers, and this 
disparity continues for a long time. 
Additionally, many workers are 
t
mpted to take the first job they 
fmd after a long period of unem­
ployment, regardless of how good a 
match the job is for them. They will 

also be more likely to change 
employers when job prospects 
improve. This excessive labor mar­
ket churning could be detrimental 
to overall productivity during the 
recovery. 

Demographic Differences 

Although the overall unem­
ployment situation has been bleak, 
the effects have not been evenly 
distributed across demographic 
groups. The difference between 
men and women has garnered 
the most attention, because men 
accounted for 78% of the job losses 
despite- CGDstitut.mg 51% of-non­
farm employment at the start of 
the recession. The dominant expla­
nation for this discrepancy is the 
difference in the severity of the 
recession across industries. Men 
predominate in goods-producing 
industries, such as natural resources 
and mining, construction, and man­
ufacturing, which accounted for 
about half of total losses. Women 
comprise the majority in recession­
resistant fields, such as education 
and health care, which saw an 
increase in jobs during the 
recession. 

However, men always bear the 
brunt of job losses during reces­
sions. Between 1969 and 1991, male 
employment fell by an average of 
3.1% during the five recessions 
experienced during the period. 
Female employment, on the oth@ 
hand, tended to rise by an average 
of 0.3% during recessions (Source: 
The Effects of Recession Across Demo­
graphic Groups, September 2009). 

Between the fourth quarter of 
2007 and the second quarter of 
2009, total employment losses 
amounted to 4%. Male employ­
ment fell by 5.7% and female 
employment by 2%. Employment 
of single adults fell at more than 
twice the rate of married individu­
als, while white employment fell by 
only two-thirds as much as black 
employment. 

By age, employment fell 14.8% 

for those ages 16 to 19, 7.1% for 
those ages 20 to 24, 5.2% for those 
ages 25 to 34, 7.3% for those ages 35 
to 44, 2.7% for those ages 45 to 54, 
and increased 3.8% for those over 
age 55. 

By education level, employment 
fell 8.8% for those with no high 
school diploma, 5.3% for those with 
a high school diploma, 3.2% for 
those with some college, and only 
.1% for those with a bachelor 's 
degree or higher. 

What do these differences indi­
cate? The primary reason cited for 
the difference between males and 
females is t e change in industries. 
Men are also less likely to have 
attended college than women. Sin­
gle people might have lost propor­
tionately more jobs because the 
average single person is younger, 
thus less experienced and less edu­
cated, than the average married 
person. 

At this point, whether we have 
a muted, jobless recovery or a rapid 
one featuring full employment will 
depend on the demand for labor. 
The unemployment rate is stabiliz­
ing, but the demand for workers 
has not been showing any signs of 
major improvement yet. Of course, 
some kinds of slack might exist that 
prevent rising demand for labor 
from translating immediately into 
new jobs. Employers could 
demand more hours from current 
employees before hiring new 
employees. The average weekly 
hours of production workers, which 
stands at 33.1 hours, indicates that 
this is likely to happen. Similarly, 
part-time employees can be made 
full-time employees. 

No two recessions are the same. 
Structural changes, such as labor 
force participation, the skill level 
of workers, and the shift from man­
ufacturing to services, can make 
comparisons with prior recessions 
difficult. However, one thing is for 
sure - this recent recession is 
unusual in the depth and breadth of 
employment losses. 000 
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Distributing Your Estate to Grown Children 

W
hen your children were letter left with your estate planning 
young, your pnmary con- documents. Hopefully, this will 
cern was probably how to prevent hurt feelings or disagree-

provide for them in the event you ments among siblings. 
and your spouse died. Even though Do you need to make special 
they may now be grown, your chil­ distributions to even out 
dren are probably still the center of inheritances? Perhaps you have 
your estate plan. Just because they paid all college costs for some chil­
are adults doesn't mean that you dren, while other children have not 
have to leave their entire inheri­ attended college yet. You may want 
tance to them outright. Consider to ensure that all children receive a 
these factors first: college education, and then distrib-

Do you want to distribute ute the rest of your estate equally 
your gradually? If sub- among your children. 

Have you explained the need 
for estate planning to your 

children? Especially if you are 
leaving a substantial estate to your 
children, they may need to plan 
their own estates. You don't need 
to dictate what they should do with 
their estates, but gently remind 
them why they need an estate plan. 
After major life events, such as mar­
riage, divorce, or a child's birth, 
remind your children to revise their 
estate plans. 000 

asse s are mvo 
may want to set up trusts to distrib­ estate plan with your chil-
ute your assets gradually, such as in dren's estate plans? If your chil­
thirds when each child reaches ages dren have substantial estates of 
25,30, and35. You can always give their own, it may not make sense to 
the trustee power to make early dis- leave additional assets to them. 
tributions for items like paying for They may prefer those assets go 
college, starting a business, or pur­ directly to their children, helping to 
chaSing a home. minimize family estate taxes. 

Have you selected a trustee 
carefully? If trusts are 

involved, you want a trustee who is 
impartial and will deal fairly with 
all your children. Think twice 
before naming one of your children 
as trustee. One sibling in a position 
to decide what happens to another 
sibling's inheritance can cause dis­
agreements between siblings. 

Calculating an Investment's Basis 

Have you thought about the 
consequences of a child 

divot:cinS?-¥o.u--pr:ohahly donL 

want a portion of your assets dis­
tributed to an ex-daughter-in-law or 
ex-son-in-Iaw, so special provisions 
may need to be added to trusts. 

Have you considered how 
assets will be distributed 

among children? Perhaps one child 
is better off financially than your 
other children. Do you divide your 
estate equally or give less to the 
financially well-off child? Children 
often feel a right to an equal share 
of their parents' estate, even if they 
have a substantial estate of their 
own. If you decide to make 
unequal distributions, be sure to 
explain why personally or in a 
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Y
our capital gain or loss on 
the sale of an investment 
equals the proceeds from 

the sale less your basis (the cost of 
acquiring the investment). When 
you purchase an investment, your 
basis equals the price you paid 
plus any fees or commissions. 

straightforward, other factors can 
affect your basis calculations: 

Reinvested dividends are 
added to your basis at full 

market value plus any fees or 
commissions. 

The basis of any investment 
received as a gift is the 

donor's original basis plus any 
gift tax paid by the donor. How­
ever, if you then sell the invest­
ment at a loss, your basis is equal 
to the lesser of the donor's basis or 
the investment's fair market value 
on the date of the gift. 

For inherited investments, the 
basis is the market value on 

the date you inherited the invest­
ment, typically the date of the 
donor's death. 

Your basis in stock that has 
been split is the same as your 

basis before the stock split. Your 
ho�lLAQ 

equal your total basis divided by 
the number of shares you own 
after the split. 

When you exercise a stock 
option, your basis equals the 

price you paid for the shares plus 
any fees or commissions, which 
may be lower than market value . 
Shares must be retained for at least 
one year after purchase and for 
two years after receipt of the 
option, or any gains will be taxed 
as ordinary income. 

Please call if you'd like help 
calculating your basis in an 
investment. 000 
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Dating the Business Cycle 

T 
he business cycle refers to the 
cycle of economic activity ­
periods of expansion fol­

lowed by periods of contraction or 
recession. While the term business 
cycle implies that these periods 
occur with some regularity, they 
actually occur at irregular intervals 

and last for varying periods. Busi­
ness cycles are dated based on 
when economic activity changes 
direction. The cycle's peak is the 
last month before economic indica­
tors start to fall, while the cycle's 
trough is the last month before 
economic indicators start to rise. 

The National Bureau of Eco­
nomic Research (NBER), a private 
nonprofit research organization, 
determines the official dates of 
peaks and troughs in U.S. business 
cycles. However, its actions seem to 
focus more on accuracy than speed, 
taking anywhere from six to 18 
months to assign a date. 

A popular definition of a reces­
sion is a period when real gross 
domestic product (GOP) declines 

for at least two consecutive quarters. 
However, since the NBER dates 
peaks and troughs by months 
instead of quarters, it does not rely 
solely on GOP. While the NBER 
uses many factors in its analysis, 
some of the more significant factors 
include real GOP measured on 

the product and income sides, 
economy-wide employment, and 
real income. Before announcing a 
peak date, the NBER makes sure 
that the decline is large enough 
to qualify for a recession, which 
can take several months. Before 
announcing a trough date, the 
NBER makes sure that the rise is 
sustained and does not start to 
decline again. 

With regard to current economic 
conditions, the NBER determined 
that the current recession started in 
December 2007 and announced on 
September 20, 2010 that it ended in 
June 2009. With a length of 18 
months, that made it the longest 
recession since World War II. 
000 
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Income 

Tax Basics 

R
ealize you can exert some 
degree of control over how 

much you pay in income taxes. 
While you do have to file and pay 
taxes every year, how much you 
pay depends on the tax strategies 
used. Discuss your tax situation 
with a tax professional, reviewing 
ways to help reduce your income 
tax bill. 

Understand basic tax concepts. 
You don't have to become a tax 
expert, but you should have a basic 
understanding of the tax laws so 
you recognize when you need assis­
tance. Before any major financial 
transaction, review the tax 
ramifications. 

Don't make decisions solely 
for tax reasons. While you want to 
minimize the payment of income 
taxes, that is only one factor in most 
financial decisions. You should first 
make sure the transaction is eco­
nomically beneficial and then 
decide how to minimize tax effects. 

Keep good tax records. During 
the year, file any records with possi­
ble tax ramifications. That way, 
when it comes time to file your 
income tax return, all your tax 
records will be located in one place. 
000 

Financial Thoughts 

A 
mong men age 65 and older, 
53% received either a retire­

ment annuity or a pension in 
2008, with a mean annual amount 
of $19,557. However, just 29% of 
women in the same age bracket 
received work-related income, 
and their annual payout was sig­
nificantly lower at $12,137 
(Source: Employee Benefit 
Research Institute, 2010). 

A new study found that just 

FR201 0-0622-0125 

42% of employers have adopted 
an automatic enrollment feature 
to help ensure that their employ­
ees are regularly saving for retire­
ment. The majority of those 
employers who do offer this 
option make the feature available 
only to new hires, with just 11% 
extending it to include existing 
employees (Source: AARP, 2010). 

In a recent survey, 39% of 
respondents defined financial 

success as being debt free. The 
appeal of being debt free varied 
according to age, with half of 
those age 65 and older citing no 
debt as a measure of success, 
compared with only 30% of those 
between the ages of 18 and 34. 
Nearly one-third of all respon­
dents defined financial success as 
being able to save for long-term 
goals such as education and 
retirement (Source: TO Ameri­
trade, 2010). 000 
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