
SIX-FACTOR LEADING LABOR MARKET GROWTH INDEX

2012/11/13

0

0

0

0

0

1

1

1

1

1

1

-0.6

-0.4

-0.2

0.0

0.2

0.4

Ja
n

-2
0

0
7

A
p

r-
2

0
0

7

Ju
l-

2
0

0
7

O
ct

-2
0

0
7

Ja
n

-2
0

0
8

A
p

r-
2

0
0

8

Ju
l-

2
0

0
8

O
ct

-2
0

0
8

Ja
n

-2
0

0
9

A
p

r-
2

0
0

9

Ju
l-

2
0

0
9

O
ct

-2
00

9

Ja
n

-2
0

1
0

A
p

r-
2

0
1

0

Ju
l-

2
0

1
0

O
ct

-2
0

1
0

Ja
n

-2
0

1
1

A
p

r-
2

0
1

1

Ju
l-

2
0

1
1

O
ct

-2
0

1
1

Ja
n

-2
0

1
2

A
p

r-
2

0
1

2

Ju
l-

2
0

1
2

O
ct

-2
0

1
2

Labor Index components 

NBER
Avg. Working Hours
Avg. Overtime Hours
Initial Claims
Part-time work
Payroll Employment
Unemployment Rate
Composite Index
Early Warning

0

0

0

0

0

1

1

1

1

1

1

-0.5

-0.4

-0.3

-0.2

-0.1

0.0

0.1

0.2

0.3

0.4

1
9

6
8

1
9

6
9

1
9

7
0

1
9

7
1

1
9

7
2

1
9

7
3

1
9

7
4

1
9

7
5

1
9

7
6

1
9

7
7

1
9

7
8

1
9

7
9

1
9

8
0

1
9

8
1

1
9

8
2

1
9

8
3

1
9

8
4

1
9

8
5

1
9

8
6

1
9

8
7

1
9

8
8

1
9

8
9

1
9

9
0

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

RecessionALERT Labor Market  
Economic Indicator (LMI) 

NBER COMPOSITE LABOR MARKET INDICATOR RECESSION EARLY WARNING
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Index of Aggregate Weekly Hours:  
Production+Nonsupervisory Employees: Tot. Pvt Industries 

NBER Growth of AWHI
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Average Weekly Overtime Hours : 
Production+Nonsupervisory Employees:Manufacturing 

NBER Growth of AWOTMAN
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MINUS Weekly Initial Unemployment Claims 
(6 weeks moving average, last reading of month) 

NBER Growth of MA(6) of minus ICSA
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MINUS Part-Time employment for Economic Reasons,  
Slack Work or Business Conditions, All Industries 

NBER Growth of LNS12032195
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Non-Farm Payroll Employment :All Employees NBER Growth of PAYEMS
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MINUS Civilian Unemployment Rate NBER Growth of minus UNRATE
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Labor Market Diffusion Index NBER # of components in recession Recession Trigger
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Implied Probability of  
being in recession 

NBER Recession Probability Recession Trigger

The Labor Market Growth Index (LMI) groups together in a weighted composite,  six labor-market related measurements 
provided by the Bureau of Labor Statistics (BLS), normally within the first week of the month. The data represents the prior 
month. Each of the six indicators chosen from the many provided by the BLS, have been found to be very reliable in describing  
and predicting the turning points in the U.S economic cycle as marked out by the National Buro of Economic Research (NBER). 
 

The composite Labor Market Index, which we call the LMI, provides a view on U.S economic growth and turning points purely 
through the lens of labor market data. The LMI provides very robust and accurate economic growth measurement and warnings 
of potential turning points in the economy. It also serves as an authoritative, at-a-glance representation on general U.S labor 
market conditions from varying aspects. 
 

The growth rates used for the various BLS labor-market components are proprietary, but have been optimised to maximise each 
indicators' NBER recession dating capability whilst minimising false positives and  false negatives and providing rapid detection of 
directional changes in the underlying  data that forewarn of  approaching  turning points. 
 

Whilst each of the six indicators ' growth rates are very respectable  descriptors of U.S expansions and contractions, the 
composite LMI out-performs each one of them individually. The weights of the various labor market indicators used in the 
construction of the LMI are indicated on the various growth-rate charts below. 

There are two recession triggers provided for the LMI. The first, indicated by the dashed amber line in the below chart, is an 
advance recession warning that provides leads to NBER recession indicated by the little blue numbers at the top of the 
chart.  A "-3" indicates 3 month lead, "+1" indicates a 1-month lag and "0" indicates a co-incident recession signal. A signal 
generated by two consecutive LMI  readings below this threshold eliminates any previous false positives (false alarms). The 
red solid horizontal line at the zero level provides for a co-incident recession signal. 
 

We also track a Recession Diffusion Index at the bottom of the report which shows how many labor-market indicators are at 
recessionary levels. When this gets to 4 or more, recession risks escalate dramatically. When 3 consecutive months pass 
with a reading of 4 or more,, recession probabilities are virtually certain (100%). 
 

The last chart is the Implied Recession Probability which uses the six labor market component growth rates together with 
stylized facts about the Recession Diffusion Index to determine precise mathematical probability of currently being in a 
recession. Readings above 0.27 provide recession warning whilst those above 0.6 virtually guarantee recession with zero 
historical false positives. 

6.5% 

For best reading, select  VIEW-->ZOOM-->FIT VISIBLE 
(or hit Control-3 on keyboard) 
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MODEL RISK EXCLUSION: Although many of our models rely heavily on back -testing, optimisation and probability methods, please note that past 
performance is NO GUARANTEE for future returns. No system devised by man can perfectly predict the future all the time, let a lone the future of the 
markets and economies. What we have are sets of mathematical models that use historical data and varying hypotheses to pinpoi nt places in time when 
the STATISTICAL LIKELYHOOD of calling the start and end to recessions is the greatest. In the midst of all the best mathemati cal models, you can have 
geo-political events, wars, terrorist  attacks, natural disasters and even nuclear accidents that tip everything upside down. This is always a risk factor you 
need to factor in on any recession call no matter how confident you are in a signal.  The LMI is created through mathematical and statistical optimisation 
techniques that best fit the historical  NBER data. There is no guarantee that out -of-sample performance will match that of prio r in-sample performance. 
 
EXTERNAL RISK EXCLUSION : Recessionary risk from possible external shocks have not been built into the probability models, namely a steep & 
protracted Euro-area recession, an EU member sovereign default or credit event, hard landing in China, failure by congress to re ach agreement on deficit 
reductions, further possible U.S credit rating downgrades, Iran tensions/conflicts and oil -price shocks. The probability models just look at what we are 
seeing in the US economy itself and do not take into account these external factors (since in our view, this would be specula tion and we just want to deal 
with hard real numbers.) Should these external shocks come to light or  their risks elevate, they will certainly show up in the US economy and/or the 
various indicators somewhere and then be detected by our models, but until then we do not speculate on the probability of the se external risks. 

DISCLAIMERS AND LIMITATIONS OF LIABILITY :  THE SERVICES AND INFORMATION PROVIDED BY RECESSIONALERT ARE PROVIDED "AS IS", WITHOUT WARRANTY OF ANY 
KIND TO SUBSCRIBER OR ANY THIRD PARTY, INCLUDING, BUT NOT LIMITED TO, ANY EXPRESS OR IMPLIED WARRANTIES OF MERCHANTABILITY OR  FITNESS FOR PARTICULAR 
PURPOSE, ACCURACY OF INFORMATIONAL CONTENT, AND NON-INFRINGEMENT.  
 
RECESSIONALERT SHALL NOT BE LIABLE TO SUBSCRIBER OR ANY THIRD PARTY FOR ANY LOSS OF PROFITS, LOSS OF USE, INTERRUPTION OF BUS INESS, OR ANY DIRECT, 
INDIRECT, INCIDENTAL OR CONSEQUENTIAL DAMAGES OF ANY KIND THAT MAY RESULT FROM THE USE OF ITS REPORTS OR THE RECESSIONALERT  WEB SITE BY SUBSCRIBER 
OR ANY THIRD PARTY, WHETHER UNDER THIS AGREEMENT OR OTHERWISE, EVEN IF RECESSIONALERT WAS ADVISED OF THE POSSIBILITY OF SUCH DAMAGES OR WAS 
GROSSLY NEGLIGENT. RECESSIONALERT HAS MADE ALL REASONABLE EFFORTS TO INSURE THE ACCURACY OF THE DATA ON WHICH THE FORECASTS AND PROJECTIONS 
CONTAINED IN ITS REPORTS HAVE BEEN BASED BUT CANNOT AND DOES NOT GUARANTEE THE ACCURACY OF SUCH UNDERLYING DATA OR STATISTICS.  
 
RECESSIONALERT FURTHER ASSUMES NO RESPONSIBILITY OR LIABILITY OF ANY KIND TO SUBSCRIBER OR ANY THIRD PARTY DUE TO ANY LOSS OR  DAMAGE THAT 
SUBSCRIBER OR ANY THIRD PARTY MAY INCUR IN THE EVENT OF ANY FAILURE OR INTERRUPTION OF THE RECESSIONALERT WEB SITE OR THE TIMELY DELIVERY OF ITS 
REPORTS TO SUBSCRIBER, OR DUE TO ANY OTHER CAUSE RELATING TO SUBSCRIBER'S ACCESS TO, INABILITY TO ACCESS OR USE THE WEB SITE OR THE REPORTS SUBSCRIBED 
TO HEREUNDER, WHETHER OR NOT THE CIRCUMSTANCES GIVING RISE TO SUCH CAUSE MAY HAVE BEEN WITHIN THE CONTROL OF RECESSIONALERT. SOME JURISDICTIONS 
DO NOT PERMIT THE EXCLUSION OR LIMITATION OF LIABILITY FOR CONSEQUENTIAL OR INCIDENTAL DAMAGES, AND, AS SUCH, SOME PORTION OF  THE ABOVE LIMITATION 
MAY NOT APPLY TO SUBSCRIBER. IN SUCH JURISDICTIONS, LIABILITY IS LIMITED TO THE GREATEST EXTENT PERMITTED BY LAW. 
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