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When Process and Politics Cross Swords 
After a long career in the private sector, I had the opportunity to join the U.S. Senate Banking 
Committee as its Chief Economist. While on staff, I had the honor of receiving Chairman 
Greenspan’s testimony the night before the hearing to review and update the committee staff on 
the key points of the testimony, as I interpreted that testimony. For someone from the private 
sector, this was momentous as the market implications of the chairman’s testimony could be quite 
significant. As it turned out, there was indeed one testimony that I remember as particularly 
market moving and in my comments that morning to the staff of the committee, I highlighted the 
major points of the chairman’s testimony and how these points would move the markets. To this I 
received a blank response from several staff members who did not catch the financial market 
implications of the testimony.  

In what is another illustration of the gulf between private markets and government attitudes, we 
have last week’s Bureau of Labor Statistics’ (BLS) employment report and the discussion about 
the unemployment rate.1 From the point of view of the BLS, it had processed its survey in the 
usual manner and the numbers are what the numbers are. However, from the market’s point of 
view, the numbers did not make sense. This is another interesting example of the government and 
markets talking past each other. For the BLS, the integrity of the process is what is of utmost 
importance—the numbers are just the result. For the markets, what is important is the numbers, 
and since the unemployment rate made no sense, then the process must be flawed. 

-John E. Silvia 

Details Matter—A Lot 
For the analyst, the accusations that swirl about the September employment report prompt a 
deeper look into the employment data’s recent history and the recognition that the reported 
numbers’ are highly sensitive to the process. In other words, the details matter a lot and in 
context of the overemployed instant analysis of today, the details get lost in political debates. The 
sharp decline in the unemployment rate in September and substantial revisions to government 
payroll levels in the prior two months have raised concerns about data manipulation.2 The less 
nefarious story reflects the combination of seasonal adjustment quirks, the inherent volatility of 
the household survey and the inescapable reality of revisions to the establishment survey. 
However, when reading through the noise of the monthly numbers, one sees that the labor market 
is indeed healing, just at an unsatisfactory pace compared to our prior experiences. What we have 
then is a half-empty, half-full labor market.  

Capturing the complexities of our economy through data is by no means an easy science. A survey 
sample will never be a census, and will have to rely on statistical practices to feasibly gather key 

                                                             
1 The latest Employment Situation report from the BLS can be found at 
http://www.bls.gov/bls/newsrels.htm#latest-releases.  
2 Welsh, Jack. (October 9, 2012). I Was Right About that Strange Jobs Report. Wall Street Journal. 
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information about our world. Even with the strides made in this field over recent decades, issues 
persist as there are limits to sampling and vagaries of phone conversations on a monthly basis. 
Adjustments for even predictable patterns in employment associated with events as ubiquitous as 
holidays, the school year and the change of seasons can be affected by subtle changes in timing. 
Volatility in a data series will arise when answers to survey questions, such as “are you looking for 
work?” are inherently subjective. Revisions are inevitable when surveys make trade-offs between 
disseminating data in a timely matter and reflecting the most information possible. 

Seasonal Factors at Play: The Ghost of 2008 Continues to Haunt Us 
Spurring much of the controversy regarding data manipulation was the plunge in unemployment 
to 7.8 percent in September from 8.1 percent in August. While this is a sizable one-month drop, it 
is not unprecedented. During the post-World War II era, the unemployment rate has fallen 
31 times by this amount or more in a single month, most recently in January 2011. As we stated in 
our report on Monday, the unemployment rate has displayed a similar pattern in the fall months 
of recent years, even though this widely reported number is seasonally adjusted.3 For example, 
from the August to January period in both 2010 and 2011, the unemployment rate fell 0.5 and 
0.8 percentage points, respectively (Figure 1). Therefore, the ghost of 2008 may have once again 
overstated the improvement in the unemployment rate in September due to some distortions that 
may be in the BLS’s seasonal adjustment process.  

Seasonal adjustment processes will account for reoccurring factors that can influence measures of 
the labor market throughout each year, such as fewer teachers being employed in July and more 
retail workers being employed in December. Yet it does not account for historically significant 
changes in data related to cyclical turning points, or the magnitude of those changes. Following 
the rapid deterioration in the economy in the fall of 2008, the unemployment rate rose 
1.7 percentage points between August and January of that year. As a result, the small 
improvements in the unemployment rate in today’s environment are likely being exaggerated by 
how favorable they look compared to the unemployment rate’s swift ascent in 2008. Until 
modifications are made to account for the historic rise of the unemployment rate in 2008, 
payback from September’s relatively large decline is not a certainty, and further declines in the 
unemployment rate may be in store in the months ahead. 

In September’s report, we can see the importance of the seasonal adjustment process at work. For 
example, in Table A-9 of the BLS report, the number of full-time workers fell 536,000 in the 
household survey but after seasonal adjustment, the number of full-time workers reportedly rose 
838,000. The number of part-time workers, not seasonally adjusted, rose 1.3 million but, after 
seasonal adjustment, the number of part-time workers fell 26,000. 

Not all Part-Time Workers are Equal 

In another curious note, part-time workers are detailed in both tables A-8 and A-9 of the BLS 
employment report. However, these two calculations are done independently and are not 
reconcilable with each other or the overall employment report. Table A-8 breaks down workers 
employed part time for economic reasons and those employed part time for noneconomic 
reasons.4 However, totaling these two series does not match the total of part-time workers listed 
in Table A-9, even when looking at the not seasonally adjusted measures. The differences are even 
more severely pronounced after seasonal adjustment. For example, the number of workers 
employed part time for economic reasons rose 582,000 (the number cited in our report on Friday, 
Oct. 5)5 and part-time workers for noneconomic reasons fell 260,000, giving us a 322,000 net 

                                                             
3 See our report, “The Unemployment Rate: Seasonality and Sampling” (October 8, 2012), which is 
available upon request. 
4 Workers who are employed part time for economic reasons include those that would like to work full 
time, but could not find full time work or business conditions prevented them from working full time 
over the reference period. Workers employed part time for noneconomic reasons include those who 
work part time due to “reasons such as childcare problems, family or personal obligations, school or 
training, retirement or Social Security limits on earnings, and other reasons.” 
5 See our report, “Employment: Modest Gain Consistent with Sub-2% Growth” (October 5, 2012), which is 
available upon request. 
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increase in part-time employment, compared to a 26,000 decline in part-time employment listed 
in Table A-9 (Figure 2). These numbers undoubtedly create confusion, which is not helped by the 
comment from the BLS that the data in Tables A-8 and A-9 need not match or are directly 
comparable because they are based on separate survey questions. Moreover, neither is linked to 
the overall numbers used to calculate the unemployment rate, since it is derived from the answers 
to separate questions in the household survey. 

Figure 1 
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Figure 2 
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Source: U.S. Department of Labor and Wells Fargo Securities, LLC  

Volatility: The High Price of Small Samples 
Smaller samples will tend to produce more volatile results, ceteris paribus, and as such, volatility 
is an ingrained aspect of the household survey. The household survey samples approximately 
60,000 of the country’s 114 million households, which represents 0.05 percent of households. 
This pales in comparison to the establishment survey, which draws from roughly 
400,000 companies, and is one of the major reasons financial markets hone in on the nonfarm 
payroll number each month. Given that the household survey draws on a relatively small portion 
of the population, small changes in responses can lead to volatile swings on a month-to-month 
basis as the sample is adjusted to reflect the size of the total population (a larger margin of error). 
Moreover, responses are based on the activity of a single week. If an atypical event, such as a 
severe storm, kept a worker at home over the survey’s reference week, that worker may be 
counted as unemployed, even if that worker had that same job to return to the following week. 
Further issues arise when accounting for the subjectivity imbedded in responses, such as to why a 
person is working part time. The BLS tries to account for subjective interpretation of its survey 
questions, such as inserting numerical cut-offs in hours worked to define whether a respondent is 
employed full time or part time, in order to maintain as much continuity across respondents as 
possible.    

September’s employment report displayed just how volatile the survey results can be. The 
controversial decline in the unemployment rate was helped by an inordinate gain of 
873,000 (seasonally adjusted) in the household survey’s measure of employment, which was 
more than four times the size of the average change over the past 12 months (Figure 3).6 
September’s increase was also the largest one-month change since January 2003 and followed an 
average decline of 157,000 in July and August. This was more than double the gain in the labor 
force during the month (+418,000), and nearly double the decline in the number of workers 
defined as unemployed (-456,000), both of which can also jump around on a monthly basis. 
Taken together, it was not surprising to see an unemployment rate well outside of economists’ 
expectations (Figure 4). 

                                                             
6 Not seasonally adjusted, household employment rose 775,000 in September. 
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Figure 3 
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Source: U.S. Department of Labor, Bloomberg LP and Wells Fargo Securities, LLC  

Revisions 
Although revisions to the employment data take place each month, the revisions made in 
September have received marked attention. The BLS revises the initial monthly employment 
estimate twice, during the two monthly releases immediately following the initial release, before 
they are finalized and in the books until the annual benchmarking process. The initial response 
rate when the data are first estimated is roughly 70 percent, but by the third estimate the 
surveyors have received data from about 94 percent of the possible respondents, allowing for 
potentially large revisions between the first and third estimate. Net revisions of the headline 
payroll number have averaged an absolute swing of 57,000 jobs between the first and third 
release since 1979, the first year that data on revisions is available.  

September’s report contained revisions to both private sector and public sector employment. 
However, it was the revisions to the public sector data that rightfully made headlines, as 
government payrolls went from contracting by 28,000 in July and August to expanding by 
63,000 jobs—a net revision of 91,000 jobs. With the revisions, the back-to-back gain in 
government payrolls in July and August mark the first two-month increases since April and May 
2010, when the government added 478,000 jobs to assist with the 2010 Census. As expected, 
these jobs were immediately cut in the following months in 2010. However, what was ignored in 
the discussion of the reliability of recent payroll data, is the progress made by the public sector, 
specifically state level governments, over the past couple of months. State budget situations have 
come under control this year and tax revenues are beginning to firm, as total state tax revenues 
passed its previous peak in second quarter of 2012. With state budget situations stabilizing and 
the beginning of a new school year, it may not be unfathomable to see public sector employment 
expanding, yet the speed of the turnaround did lead to a market surprise. 

So Where Are We Now? 
The employment data that have been subject to intense scrutiny over the past week are not wholly 
unusual, but have raised vociferous skepticism due to the sensitive timing of their release. Yet 
seasonality, volatility and revisions are a part of the processes that best capture the complexities 
of our economy. So what can we discern from the September employment report? Sifting through 
the monthly volatility and seasonal adjustment quirks, we see a labor market that is gradually 
improving, but remains substantially weak by historic standards. 

Data from the establishment survey, which has a smaller margin of error than the household 
employment series, showed that employers continued to create jobs in September. However, this 
pace of job creation remains modest. Smoothing out some volatility and incorporating some 
recent revisions, payrolls have increased by an average of 146,000 jobs per month, which remains 
subpar compared to average monthly increases of 225,000 and 155,000 jobs during the 
employment expansions of the 1990s and 2000s, respectively, particularly after having lost 
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8.8 million jobs in the prior downturn.7 What we are left with is a job market that is recovering at 
a painstakingly slow pace (Figure 5). 

Figure 5 
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Figure 6 
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Source: U.S. Department of Labor and Wells Fargo Securities, LLC  

Although the household survey can create headaches on a monthly basis, it provides a richer set 
of details on the labor market than the establishment survey. In addition to jobs captured by the 
establishment survey, the household survey includes workers who are self-employed, work as 
domestic help in households and agricultural workers. Therefore instead of discounting it 
completely, it can be an additional source for determining trends in the labor market. By looking 
at the non-seasonally adjusted household employment numbers with a 12-month moving average 
to strip out the seasonal adjustment and volatility issues, we see that here too, the employment 
conditions are getting better (Figure 6).  

Figure 7 
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Source: U.S. Department of Labor and Wells Fargo Securities, LLC  

Yet substantial weakness persists, generating much of the frustration underlying heated 
comments over the past week. Many workers continue to feel discouraged by job prospects or feel 
their job prospects do not outweigh other ways to spend their time, leading to a drop in workforce 
participation. The percentage of prime age workers—those age 25-54—working or even looking 

                                                             
7 The average monthly increases are based on when the economy began consistently adding jobs. The 
1990s average calculated from March 1992-February 2001. The 2000s average calculated from 
September 2003-January 2008. 
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for work has fallen to a 26-year low.8 The employment-population ratio for those in their prime 
working years has recouped little of the ground lost since the recession began (Figure 7). 
Moreover, a historically large share of workers remain unemployed or underemployed (Figured 
8). Therefore, despite monthly volatility in the employment report, the underlying story remains: 
the labor market continues to improve, although at a painstakingly slow pace. 

   

 

                                                             
8 The total labor force participation rate has fallen to its lowest level since 1981, but the prime age 
measure reduces the impact of secular changes in the population, such as younger people joining the 
labor force later due to schooling and the Baby Boomers reaching ages when participation begins to 
decline. 
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