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Fourth-Quarter Real Trade Deficit on Track for Worst Showing
Since Third-Quarter 2007, Suggestive of Hit toaGDP

Year-to-Year Payroll Growth Dropped to 18-Month Low

Employment Gain Was All in Part-Time for Economic Reasons;
Full-Time Employment Was up by just 3,000

Broader November2015 Unemploymern RatesIncreased U.3 held at5.0%;
U.6 and ShadowStats Respectaty Notched Higher to 9.9% and 22.9%

Construction SpendingfiSurged Was in Rising Inflation, Not in Physical Activity
Broad Annual Money Supply Growth Fell to 5.2% from 5.5%

Rate Hike Is Far from Certain: F e dRyimary Concerns Center on
Risks of Sevee Systemicinstabilitiesnot on Lack of Economic Recovery

PLEASE NOTEThe next regulaCommentaryscheduled foFriday, December 1th, will cover
NovembeRetail Sales and the PdacerPrice Index, along with an updatétyperinflation Oulook.

Best wishes to alld John Williams
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OPENING COMMENTS AND EXECUTIVE SUMMARY

Nothing in the LatestEconomic ReportingSupportsa Rat e Hi ke, but the Ec:
Primary Concern. The latest round of domestic economic news was ngiydapuggestive of a
deepeni ng & despie some beadires to the contrary in the popular media. On the labor
front, the seasonallyadjustedNovembermpayroll gain of 211,000 was stronger than consensus, but it
suffered the regular upside repoginiasesand consistency issussen withthis series Thatleft the

headline detail aapositive numbefor financiatmediaconsumptionasa n fie x c us efmallf or t
to tighten aits Decembend 5th to 16th FOMC meetingput otherwise it wa®f little actual significance.

More meaningfullyunadjusted yeao-year growthin payrolls softened to an eightesgronth low.

Thenarrowly-defined, lealline unemploymentate U.3 held at it p ereods s i 0 n 05.00b@sv o f
expected That also was misleadi, wheretie broader U.6 and ShadowStateasuresotched higher, to
9.9% and 22.9%espectively. Thieadline5.0% rataeflectedmore employed and unemploydulit

with no jobs growthin full-time employment All theemployment gain wais parttime employmentfor
economic reasons, witheopleseekingiull-time jobs havingto settle foravailableparttime work.

Separately, FedCharanet Yel |l endés favorit 8thelaubiForeet or of
Participation Rai@ showed no meaningful moventeholding near its altime low (seeGraph5).

Graph 1: Inflation -Adjusted, Quarterly U.S. Merchandise Trade Deficit

Inflation-Adjusted U.S. Merchandise Trade Deficit
Quarterly Deficit at Annual Rate (Billions of Chained 2009 Dollars)
To 4q2015*, Seasonally-Adjusted, Census Basis [ShadowStats, Census]
(*Fourth-Quarter 2015 Based on Headline October Reporting)
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Trade Deterioration. The headlinemerchandisérade deficit widened in Octob2015 particularly
when viewed in real terms, net oflation. As such, the fourtiquarter 201%ealtrade deficit is on an
early track to widen versus thigharter 2015, which would generateiaitial, negative quarterly growth
contribution to fourthquarter2015 GDR on January 29th. Reflected@raph1, that also would make
the fourthquartermerchandise trade deficit the wogstarterlytrade shortfall since thirquarter 2007.

Real Construction Spending Flattened QuAlthough the headline monthly gain mominalOctober
2015construction spendingas a booming 1.0%, that was fully offset by a 1.0% headline monthly
increase in related construction inflation. As sueh| construction spending growth appears to be
flattening out in fourtkguarter 2015, having boomed earlier in the year. Simildenns have been seen
in various housing measures denominated in units, rather than dehers, housing starts and home
sales all have generated early indications of a fequtirter 2015 quarterly downturn.

Still-Weaker Economic Data Likely in the Wesldhead Where other series such as Real Retail Sales,
Industrial ProductionNew Orders for Durable Goo@#d Housing Startll provided early indications of
a fourthquarter 2015 contraction, based on October 2015 reporting, those patterns likieltenslify

and be confirmed in pending November detait that unfolds, the shift in consensus outlook and
forecasts towards contracting economic activity, a new recession, siootildue to accelerate

The downturn continues to be seen in nominal aaticorporate revenues, in what some are calling a
frevenuer e c e s si omedessmom Chsmmbesusage of the term Apro
surfaced. Ifalling corporate revenues, retail sales, industrial production and a redewetlrn in
constuction activitydo not reflecta broad economic contraction, it onlybiscause explodingon
productiveexpenditure®r inventedvaluationsrelatedto factors ranging fro®bamacar¢o intellectual
property have saved the dayain Street U.S.A. nevaxperiencedhe heavilytouted, full economic
recoveryand boom that followethe economic collapse into 2008t once agairit is experiencing
contracting broad economic activity.

Fed Tighteningls Far from Certain: ConcernsCenter onRisks ofSevereSystemic Instabilitiesnot on
Lack of Economic RecoveryTherelikely havebeenclose toseventeefrederal Open Market Committee
(FOMC) meetings in the last couple of yeamhere there has besnmeadvancespeculation of a Fed
tightening Prior to meéngs of the currengear, arly conventional wisdorof a ending interest rate

hike was expresseseveral timegn terms ofbeinga fivi rt ual c er t @iplace goming a
into theFOMC meetingscheduld to end on December 16th.

That said, te December meeting as sure a bet of a rate hike by Fed as likely will be seen until
sometime after the 2016 U.S. presidential election. Yet, that bet is far from sure.

With theheavily speculated oveand now hypedijstrong November employment reddn hand, hav
could the Fed not raise rateg®ide from the economy faltering anew, not booming into a phony
recover yeasingeusds dedl to s weak econoeyerwereanythingbuta canard.

Discussed here frequentip, the wake of the Panaf 2008, with the banking system on the brink of
collapse, the Fed and the U.S. Treaglidywhatever they had to do to preventrightsystemic collapse,
exceptto remedy the issues, such as the economy and fiscal conditions, that had led to {sealisis
742 Special Commentary: A World Increasingly Out of Balp2@®&4 Hyperinflation Repadt The End
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Game Beqin$ First Installment Revisednd2014 Hyperinflation Repadt Great Economic Tumblie
Second Installment

The Fed knew there was little it could thogenerat@an economic recovery, so it used the weak economy
as political cover for theariousquantitative easing programs, which eeisedsomewhat covertlyo

bailout the baking system.Reversing that process now is not about the econanayt never was. It
remains about the soundness and stability of the domestic and global banking system, related financial
markets and themarkets for thesupportive and enabling derivatives instrutserAccordingly, recent
reluctance by the Fed to raise ratesst likely has remained tied ¢oncerns ofinancialsystemstability,

not specifically to current economic strength.

All theFOMC has needed to raise rates is a vote for same by the Ceajntittever needed a strong
economy.Instead FOMC voting actionsitrecent meetings suggest that the crises ti¢detBanic of
2008 continue to fester, never having been resolved fully.

Indeed, ¢pbal financial and liquidity systensdill appear tde far from gable. Despite recent games
playing by various Fed officials deliberately obfuscatiegding actiond always hintingthough of a
dollar-supportive rate hil& chances of continued FOMC inaction appear much stronger than anticipated
at presenby the financial markets.

Updated Hyperinflation Outlook.The nextCommentary No. 772f December 11th, will review current
economic and liquiditgonditions update the FOMC circumstanaedthe hyperinflation outlook New

areas will includeheimpact of t he U. S. Tr e afsdualfiséalsconditorseandt o b
implications of the International Monetary Fund (IMfécision to addhe Chineseenminbi to the

limited basket of currencies comprising Special Drawing Rights (SZRg)fOctober 2016.

T o d agommentary(December %h). The balance of thes@pening Commengzovides summary
coverage oNovember Payroll Employment and Unemployment, tedDctoberTrade Deficit and
Construction Spending

TheHyperinflation Watchncludes he regular monthly review dflonetary Conditionsncluding the
initial estimate of yeato-year growth in November 2015 Money Supply MB.the process of being
updatedor the latest economjé&ederal Reservand global politicalevelopmentsa revised
Hyperinflation Outlook Summgawill be postedlongwith the nextCommentary No. 77@ December
11th. In the interim, the lateSummarywritten November 4, 201)5s available inCommentary No. 768
the broad, general outlook has not changed.

TheWeek Aheagreviewsthe reporting ohominalNovemberRetail Sales and the Producer Price Index
(PPI).

Employment and Unemploymend November2015 Headline Labor Conditions Remained

Seriously Flawed. Underlying reality for U.S. labor conditions in November 2015 was in the realm of a
22.9% broad unemployment rate, with headline payroll employment likely close ¢o flabusmonth
to-month, as reviewed in theaim text.
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Unemployment Reality aside, the headline (U.3) unemployment fldtaiseholdSurvey)held even at a
rounded 5.0% in November 2015 versus Octol#drthe secondetimal point, headline U.3icreased
minimally t05.05%in Novembeyfrom 5.04%in October The broader U.6 unemployment measure,
including those marginally attached to the workforce (including skam discouraged workers) and
those working pafrtime for economic reason®se t09.90% in Novembe2015 versus 9.81% in
October.

Adding back into the total unemployed and labor force the ShadowStats estimate of¢inevsitig
ranks of longterm discouraged workers excluded from government unemployment calcuasidisad
unemployment measure more in line with common experéetite ShadowStatsAlternate
Unemployment Estimatalsonotchedhigher to 22.9% in November 202ersus22.8% in October

Beyond definitional i ssues surrounding what it
seasonalljadjusted monthly unemploymenumbersare without much meaning or significance. The
headlineNovemberandOctobemonthly details from the Household Survey simply were neither
consistent nor comparablas dscussed in theleadline Distortions from Shifting ConcurreSeasonal
Factars sectionin theReporting Detail

Payrolls. In terms of payroll employment (Payroll Survey), headline November jobs incriegsed
greatefthanexpected 21,000,up by 246,000 net of prior period revisions. Much oftteadlinegain in
payrolls refleted individuals counted multiple timéslding multiple partime jobs. Inthe household
survey however, aimndividualis countednly once, if he or she holds at least one j@mthat basis,le
count of those with fultime employment rose by justO®0 in November.

Theheadlinepayroll reportingalsowas in the context afontinuedunusual shifts in seasoradijustment
patterns, subject to the usual reporting biases and distortiond\@wtgmberpayrolls not omparable to
reporting in Septembemdbefore.

Specifically, the headline payroll survey numbers were distorted by unreported inconsistencies in the
historical data, again as generated by BLS reporting policies with its concurrent séastomal
adjustment modeling. Separately, the jobsigiaiso were inflated meaningfully by the monthly-add
factors in the BirtkDeath Model (BDM). With the aggregate monthly upside biases well in excess of
200,000 jobs, actudlovember2015 payrolls most likely were close to fldtmot minus,monthto-

month. On a noseasonalladjusted basis, however, recent slowing in ytearear payroll growth
continued with November annuajrowth atan eighteermonth low

Headline November 2015 Payroll DetaiSeasonalladjusted, the headline payroll gain for avber
2015 was 211,000 jobap by 246, 000 net of prigreriod revisions.The headline 211,000 increase in
November payrolls followed an upwareligvised gain of 298,000 in October, and an upwareNysed,
but openlyfraudulent gain of 145,000 Septerber payrolls.

The headline 145,000 jobs gain in September really was a 130,000 gain, on a ceamegisténg basis.
Although the BLS deliberately misreported the headline detail prior to October, the actual earlier numbe
can be calculated using mas available from the BLS, and the differences easily can run up to 100,000
jobs per monttversus official headline reportirag dscussed in theleadline Distortions from Shifting
Concurrent Seasonal Factosgectionin theReporting Detail Thereportng fraud comes not from the
adjustment process, itself, but rather from the Bureau deliberately not publishing a consistent headline
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history, where a new history is generated and available each rtmtg,with the recalculation of the
seasonal factorsunque t o creating the current monthoés h

Annual Percent Change in Headline PayrolsSlowing Growth Not-seasonalbadjusted, yearo-year
change in payroll employment is untouched by the concusesgonahdjustment issues, so the monthly
comparisons of yeaio-year change at least are reported on a consistent basis. Yet, a possible new
redefinition of the seri€s not the standard benchmarking process in @0ddpears to be in play, on top
of the prior distortions from the 2013 benchmarkisgegCommentary No. 598

With the 2014 benchmarked surges built into recent headline payroll activity, patterns-tofyear

growth in unadjusted payrolls also moved higher, setting arposssion high of 2.39% in February

2015. Such was the strongest annual growth since June 2000 (another recession), but subsequent anr
growth has slowed. Yedo-year nonfarm payrbgrowth inNovember 2015 slowed to 1.87%, down

from a revised annual gain of 1.97% in October 2015, versus a revised 1.92% in September 2015, an
unrevised 2.03%ain in Augwst 2015, and an unrevised 2.18%n in July 2015. ThBlovembemreading

was the veakestnnual growtlrate in the last eighteanonths.

Payroll Graphs in the Reporting Detabection Regular plots of both the level and annual change in
monthly nonfarm payrolls are found in tReporting Detail Graphs 140 15and19to 20. Also gaphed
ard discussedhereare details of the monthly construction payroll data, and comparative graphs of
nonfarm payrolls and the femployment series from the Household Survey.

Counting All Discouraged Workers, Noweber 2015 Unemployment Was About 22.%. Discussed
frequently in theeCommentarie®n monthly unemployment conditions, what removes headline
unemployment reporting from common experience and broad, underlying economic reality, simply is
definitional. To be counted among the headline yrleyed (U.3), an individual has to have looked for
work actively within the four weeks prior to the unemployment survey. If the active search for work was
in the last year, but not in the last fourweekdéy e i ndi vi dual i S C o robyiteber e
BLS, not counted in the headline labor force. Sbaw St at s de f i n e gernt dis@tragedr o u
wo r k egopposed to those who, after one year, no longer are counted bydhewgw and enter the
real m -efm dsdowragep workes asdefined andounted by ShadowStats (see ¢ixéended
commentsn theShadowStats Alternate Unemployment Measutke Reporting Detaikection).

In the ongoing economic collapse into 2008 and 2009, and theenowery thereafter, the broad drop i

the U.3 unemployment rate from its headlinepedk 1 0. 0% i n 2009 et e®s fiod ud
of 5.0% in November 201Has been due largely to unemyd giving up looking for work Those

giving up looking for work areedefined out of headile reporting and the labor force, as discouraged
workers The decline in the headline unemployment rate reflects those redefinitions, much more so thar
unemployedinding new andgainful empoyment.

Headline payroll employment rose by 211,000 in Novemige by 246,00 net of prior period revisions,
while headline HousehdiSurvey employment in November rose by 200 Where much of the gain in
payrolls reflects individuals counted multiple times holding multiple-fwax¢ jobs, théhousehold survey
counts anindividual only onceif he or she holdat least one jobThe count of those with fulime
employment rose by just 3,000 in November.
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As discussed and graphed in Beporting Detaikection, there issues wereidentagainin the headline
U.3 anployment and unemployment detail, where theudeholdSurvey employment level increased by
244,000, of which 319,000 was accounted for by an inciegsettime employment for economic
reasongparttime jobs taken on because desiredfinle employmehwas not available Again, full-
time employment for the month increased by 3,000e balance was in patiitne employment for non
economic reasons declining by 12,0002(000) and the number of unemployed increasing by 29,000.
Those numbers still doot add up they never dé and they cannot be compared meaningfully, month
to-month, yet that is the official story out of the November 2015 Househtdey numbers.

Getting back to the discouraged workiershe Household Survegs new discouraged worlsemove

regularly from U.3 into U.6 unemployment accounting, those who have been discouraged for one year &
dropped from the U.6 measure. As a result, the U.6 measure has been declining along with U.3 for son
time, but those being pushed out of U.@ atie counted in the ShadowSt#kernate Unemployment
Measure, which has remained relatively steady, at or near its histghicate for the last couple of years.

Moving on top of U.3, the broader U.6 unemploymentddteh e gov er nme n plédysienb r o a
measurd includes only the shoterm discouraged workers (those marginally attached to the labor
force). The stilbroader ShadowStafsternate Unemployment Measure includes an estimate of all
discouraged workers, including those discouragedrieryear or more, as the BLS used to define and
measure the series, befdr@o4.

Graph 2 : Comparative Unemployment Rates U.3, U.6 and ShadowStats
Unemployment Rate - Official (U-3 & U-6) vs ShadowStats Alternate
Manthly SA. Through Mov. 2015 (ShadowStats, BLS)
— Official (L3} Broadest (L&) — ShadowStats
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Again, when the headline unemployed becdind i s ¢ o uheyargrelléedower from U.3to U.6. As
the headline, sheterm discouraged workers roll over into letegm discouraged status, they move into
the ShadowStats measure, where they remain. Asihe attrition, they are not defined out of existence
for political convenience, hence the longgmm divergence between the various unemployment rates.
The resulting difference here is between headNpngember2015 unemployrant rates of 5.0% (U.3) and
22.%% (ShadowsStats).
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Graph 2reflects headlin®dlovember2015 U.3 uemployment at 5.05%, versus 5%94n October
headlineNovemberU.6 unenployment at 9.9%, versu9.81% in October and the headlindovember
ShadowSts unemployment estimate22.9%, up fom 22.8% in October

Graph 3 : Inverted -Scale ShadowsStats Alternate Unemployment Measure

ShadowsStats-Alternate Unemployment Rate (Inverted Scale)
Long-Termm Discouraged WorkersIncluded(BLS Excluded Since 1994)
To November 2015, Seasonally-Adjusted [ShadowStats, BLS]
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Grap h 4 Civilian Employment  -Population Ratio

Civilian Employment-Population Ratio
To November 2015, Seasonally-Adjusted [ShadowStats, BLS]
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TheGraphs 3to 5 reflect longesterm unemployment and dsarageeworker conditions.Graph 3is of

the ShadowStatsnemployment measure, with an inverted scale. The higher the unemployment rate, the
weaker will be the economy, so the inverted plot tends to move in tandematglofomost economic
statistics, where a low&wumber means a weaker economy.

The invertedscale of the ShadowStats unemployment measure also tends to move estipkbyment
to-population ratio, which notched minimally highemMiovember2015, though still near its low for the

year anchotfar fromthe historiclow and bottom since economioltapse (only the period following the
series redefinition in 1994 reflects consistent reporting), as sho@rapph 4 The labor force containing

all unemployed (including total discouraged workers) plus the employed, however, tends to be correlate
with the population, so the employmentpopulation raticemainssomething of a surrogate indicator of
broad unemployment, and it has a strong correlation WwatshadowStatsnemployment mease

Shown inGraph 5 the NovembeR015 participation raticked minimally ofOct ober 6 s | eve
recenthistoric low, hit inthereporting of September 201&gain,pre-1994 estimateare not consistent

with currentreporting). Thelabor forceused in the participatierate calculations the headline

employmat plus U.3 unemployment. sAwith theGraph 4of employmenito-populdion, its holding at a
post1994 low incurrent reporting is another indication of problems with {@gn discourged workers,

the loss of whom continues to shrink the headline (Ut®)rléorce, and the plotted rati

Graph 5 : Participation Rate

Participation Rate (Labor Force as Percent of Population)
To November 2015, Seasonally-Adjusted [ShadowStats, BLS]
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Graphs 2through5 reflect detail back to the 1994 redefinitions of the Household Survey and the related
employment and unemployment measures. Before E98dloyment and unemployment datasistent

with Novembed s H o uSumrdyreportng simply are not available, irrespective of protestations to the
contrary by the BLS. Separately, consi@eaph § which shows the ShadowStats version of the GDP,
also from 1994 to date, where the GDIeasrected for the understatement of inflation used in deflating
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that series (a detailed description and related links are fou@dnmmentary No. 769 In particulay the
general patterns of activity seenGraphs 3and4 generally are mirrored iGraph 6o f t hhee cfi earo
GDP.

Graph 6 . Corrected Real GDP

Corrected Real GDP
Nominal GDP Deflated by Implicit Price Deflator Adjusted for
Understatement of Annual Inflation
To 3q2015, Seasonally-Adjusted [ShadowStats, BEA]
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Headline Unemployment Ratesl'he headline November 2015 ungoyment rate (U.3)oseby 0.01-
percentage point t6.05%(a rounded headline 5.0%)pfm 5.04% (a rounded headline %@)in October

Technically, the headlindovember increasi@ U.3 was statisticallynsignificant, where the official 95%
confidence iterval around the monthly change in headline U.3-€£3-percentage point.

Separately, gain,the headline gaihere of 0.01% in U.alsois without meaning, given that the
seasonalladjusted montho-month details simply are not comphte, thank$¢ o t hserep@ting 6
methodology and use of concurragasonahdjustment factors (sé¢eadline Distortions from Shifting
Concurrent Seasonal Factorms theReporting Deta). Yet, e xt mont hés annual re
December household data will prdeionemo n t annuarelief fromthe non-comparable headline

detail, beforehe January 2016 reporting reverts back to the contextanith-to-month norcomparabity

of the seasonaltgdjustechumbers Those issues remaseparate from official questiemaised as to
falsification of the Current Population Survey (CPS), from whighderivedhe unemployment detail

On an unadjusted basis, the unemployment rates are not revised and at least are consistent in reporting
methodology. Thé&lovember2015 wadjusted U.3 unemployment raased to 4.8b versus4.83%in
October

Thenearzeroincreasan the seasonaltgdjusted, headlindovember 201%).3 unemploynent rate
reflected a increase of 29,000nemployed individualaith a gainof 244,000 employedand a
aggregatgain of373000 in the labor forceThe increase in employment, along with an increase in
unemployment likely rééctssome ofthe issues discussed earberto fulltime employmentersus part
employment for economic reasons.
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New disouraged and otherwise marginadlftached workers always are moving into U.6 unemployment
accounting from U.3, while those who have been discouraged for one year continuously are dropped frc
the U.6 measure. As aresult, the U.6 measure has been dasqwigh U.3, for a while, but those

being pushed out of U.6 stdre counted in the ShadowStatdternate Unemployment Estimate, which

has remained stable.

U.6 Unemployment RateThe broadest unemployment rate published by the BLS, U.6 includes
accaunting for those marginally attached to the labor force (including-$&omn discouraged workers)
and those who are employed ptame for economic reasonsd,, they cannot find a fullime job).

With a negligibleincreasen the underlying seasonalbdjusted U.3 rategg shargncreasen the adjusted
number of people working patitme for economic reasonalong witha lessthanoffsetting declinen
those marginally attached to the workfo(shorttermdiscouraged workemdeclinedfor the month)
headlineNovember2015 U.6 unemplayentrose to 9.90% fror8.81%in October The unadjusted U.6
was at9.5% in Novembey versus.45% in October

ShadowsStats Alternate Unemployment Estimatedding back into the total unemployed and labor force
the ShdowStats estimate of the stjtowing ranks of excluded, lortgrm discouraged worke¥sa broad
unemployment measure more in line with common experéetite ShadowStatalternate

Unemployment Estimate notchbdher to 22.% in November2015, versus 28% in October

Off the October2015 neatterm low, theShadowStatdlovemberreadingstill wasdown by 40 basis
points or by 0.4%-0.4%) from the 23.3% series high in December 2013. In contrast, the hdddine
reading foNovember2015 of 5.0% wasied with the October 2015 reading te lowest since February
of 2008, down from its 10.0% peak in April 2010 by a full 500 basis points or 53084).

Trade Deficitd October 2015 Second and Third -Quarter Nominal Deficits Widened Sharply in
Revision; Real Fourth-Quarter Deficit on Track to Be Worst in Seven Years.With initial reporting

of the inflatioradjusted October 2014 merchandise trade deficit in hand, the realdoartier 2015
trade deficit is on track to be the worst since tugudirter 2007with implications for a negative hit to the
Aadvanceo e s-quarterda0il5sDRdn Jahuany 28tab discussed and graphestlierin the
opening paragraphs of teOpening Comments

The fiunexpectedo wideni ng i iottot$h3e biliom,mersusasi2.60ct ob
billion in September was in the cent of significant, priofperiod revisions. With negative implications

for future benchmark revisions to seceadd thirdquarter 2015 GDRhe nominal goodandservices

deficits inin secondand thirdquarter 2015 widened sharply in headline revisions. The annualized
nominal pace of the secdiuarter 2015 deficit in gooeEndservices widened to a revised $532.3
[previously $520.0] billionwhile the thirdquarter deficit widenig to $534.8 [previously $522.5] billion.
Those details, however, have not yet flowed through to the headline, real mercirautideficit detail.

Nominal (Not-Adjustedfor-Inflation) October 2015 Trade Deficit.The nominal, seasonaibdjusted
monthly trade deficit in goods and services for October 2015, on a batépeg/ments basis, widened by
$1.434billion to $43.891 billion, versus revised, widened defici$42.457billion in September 2015.
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The October 2015 nominal deficit also widened vesmorcomparable $42.753 billion trade shortfall in
October 2014 (sehe Ongoing Cautions.sectionin theReporting Detal).

In terms of montitio-month trade patterns, the headline $1.434 billion widening in the October deficit
reflected a declinef&$2.702 billion in monthly eports,offset by a $1.269illion declinein monthly
imports @ differencean rounding), withthe declinan imports dominated by, and the decline in exports
largelyreflectingstill-falling oil prices.

EnergyRelated Petrolau Products.For Octobe2015, the neseasonallyadjusted average price of
imported oil droppedio $40.12 per barrel, versus $42.72 per barrel in Septe2fi&rand versus $88.47
per barrel in Octobe2014. Separatelynot-seasonallyadjusted, physicalil-import volume inOctober
2015 average@.669million barrels per day, dowinom 7.714million in September 2015 and dovinom
7.229million in October2014.

Real (Inflation -Adjusted) OctobeR015 Trade Deficit. Adjusted for seasonal factors, and niebib-price
swings and other inflation (2009 chaneighted dollars, as used in GDP deflation),@lwtober2015
merchandise trade deficit (no services) widened to $60.327 billion, from a resligatly widened
$57.374 billion in September 2015. Thet@er 2015 shortfall alsdeterioratedharply versus a still
comparable $49.906 bidin real deficit inOctober2014.

As currently reported, the annualized quarterly real merchandise trade deficit stood at $588.6 billion for
third-quarter 2014, $605 lillion for fourth-quarter 2014, $692.1 billion fdirst-quarter 2015, and
$694.5billion for secondquarter 2015. Widening quartir-quarter real trade deficits subtract growth

from the quarterly real GDP estimates, while narrowing deficits beastine GDP.

The annualized quarterly real trade shortfall in tijirter 2015 wideneahinimally to $705.8 billion

and versus the secowdarter 2015 trade shortfall. Based just on the headline October 2015 detail, the
fourth-quarter 2015leficit is set atin initialannualizedpace of $723.9 billion. Not only would that be

the worst quarterlyeal tradedeficit since thirdquarter 2007, it is enough worse than thgecarter 2015 to
contributemeaningfullynegativegrowth to thdirst estimate of fourtlquater 2015 GDP on January 29th
(again se&raph landthediscussion in the opening paragraphs of tl@&sening Commenyts

Construction Spending October 201 Oct ober 6s Entire 1.0% Constr
Accounted for by Headline Construction Infation. October2015 construction nominal spending
jumpeda headlinel.0% monthto-month but that was before inflation. Net of a 1.0% gain in headline
construction inflation real spending was unchanged for the mditté nominal October gain also was i

the context of &0.2%upside revisia to previouslyreported Septembartivity. That said, the general
patternin this highlyvolatile series, net of inflatigrremained one of lowevel, albeit now flattrending

(not uptrending)stagnation.

Reflectngrevisedfull quarterly reporting, growth slowed sharply in thigdarter 2015 real construction
spending (deflatedybPPI construction inflation), at a reviseshnualized quarterly pace 4%
[previously7.09d, against a revised annualizaxnual gowth rate of 28.7% [previously up [28.4% up
by 28.2%, up by 28.3% and initially up by 25.7%)] in secondrter 2015 Based solely on the headline
October 2015 detall, initial fourtquarter growth has slowed further to 3.0%.
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Graphs7 to 10in theseOpaening Commentshow comparative nominal and real construction activity for
the aggregate series as well as for private resideatidlnonresidentiatonstruction and public
construction spending. Seen after adjustment for inflation, the aggregateeseaesed in lowlevel
stagnation into firsguarter 2015. Activity spiked in recent months, but slowed again in the last couple
months of reporting, with the real sertasning flat in OctobeR015 still holding at 27.0%-7.0%)

below its prerecessiompeak of March 2006.

Areas of recent relative real strength all have flattened out, net of rising construction infldteon.
general pattern of real activitgmains one of lowlevel, up-trending stagnatiothat now has shifted to
flat-trending stagnain.

PPI Final Demand Construction Index (FDCI).ShadowStats uses the Final Demand Construction
Index (FDCI) component of the Producer Price Index (PPI) for deflating the current aggueyatyein
constructiorspendingwith headline montho-monthbroad constrictio inflation d 1.0% and yeato-
year inflation 0f2.2% in October 2015 The subsidiary privateand publieconstruction PPI seriggsed
in deflating the subsidiary serigeflecedsimilar inflation patterns See details in th®eporthg Detail
Thenominal versunflation-adjustment effectly construction sectdollow here inGraphs 7to 10.

Headline Reporting for Octobe2015. The headline, total value of construction put in place in the
United State$or October2015 was $,107.4 billion, on a seasonalgdjusted but notinflation-
adjusted annualrate basis. That estimate was up Isyadisticallyinsignificant 1.0%versus an
upwardly revised $1,096.6 billion in September 2015. Net of jpéoiod revisions, the headline nibly
gain for October was 1.2%n turn, September spending was up by an unrevised 0.6% yvansla
upwardly revised $1089illion in August. August spending was up by a revised (8Bgusan
unrevised $1,080.Million in July spending

Adjusted fo FDCI inflation, aggregate monthly real spending in October 2015 was unchanged at 0.0%,
following an unrevised September gain of 0.6% and a revised August 2015 gain of 1.0%.

On a yeatto-year or annuagjrowth basis, October 2015 nominal construction sipgnase by a
statisticallysignificant 13.0%, versus a revised annuah@f 14.3% in September 2015 amckvised
annual gain of 14.1% in August 2015.

Net of construction costs indicated by the FDCI, yteayear gain in real spending was at 10.6% in
October 2015, versus a revised 12.3% in September 2015 and a revised 12.1% in August 2015.

The statisticallyinsignificant, headline monthly nominal increase of 1.0% in aggregate nominal October
2015 construction spending, versus a 0.6% gain in Septefdbg&rspending, included a headline

monthly gain of 1.4% in October public spending, versus a decline of 801%84) in September.

Private spending increased by 0.8% in October, following a 0.9% gain in September. Within total privat
construction spendd) however, the residential sector rose by 1.0% in October, versus a 1.6% gain in
September, while the nonresidential sector rose by 0.06% in October, following a 0.2% gain in
September. The graphs that follbere, and the morextensive graphs in tHegoorting Detail reflect

that extended detaiMost of the headline nominal gains by sector were offset by rising monthly inflation.

Construction and Related Gghs. Despite the recent ugind® now flattening oud the patern of
inflation-adjusted activityhered net of governrant inflation estimates does not confirm the economic
recovery indicated by the headline GDP series Gs@ementary No. 769 To the contrary, the latest
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broad construction reporting, both before (nominal) and, more prominently, after (real) inflation
adjustment, generally still showaspattern of lowlevel, variably ugtrendingstagnation, where actty
neverhasrecovered preecession highs and has flatteredt anew, adjusted for inflation.

Graph 7: Index, Nominal ve  rsus Real Value of Total Construction
Index of Total Value of Construction Put in Place

Nominal versus Inflation-Adjusted (Jan 2000 = 100)
To October 2015, Deflated by PPI Construction Indices
Seasonally-Adjusted [ShadowStats, Census, BLS]
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Graph 8 : Index, Nominal versus Real Value of Private Residential Construction
Index of Value of Private Residential Construction

Nominal versus Inflation-Adjusted (Jan 2000 = 100)
To October 2015, Deflated by PPI Construction Indices
Seasonally-Adjusted [ShadowStats, Census, BLS]
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Graph 9: Inde x, Nominal versus Real Value of Private Nonresidential Construction
Index of Value of Public Construction

Nominal versus Inflation-Adjusted (Jan 2000 = 100)
To October 2015, Deflated by PPI Construction Indices
Seasonally-Adjusted [ShadowStats, Census, BLS]
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Graph 10: Index, Nominal versus Real Value of Public Construction
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Nominal versus Inflation-Adjusted (Jan 2000 = 100)
To October 2015, Deflated by PPI Construction Indices
Seasonally-Adjusted [ShadowStats, Census, BLS]
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ConsumerLiquidity Conditions. Consumer liquidity conditions werdscussed broadly i@ommentary
No. 766 updatedoriefly in the priorCommentary No. 778nd will be updated fully in the next
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Commentary No. 772Without meaningful real (inflaticadjusted) growth in household income and
without the ability or wilingness to take on significanew debt, the consumer simplyshaot had the
wherewithal to fuel a sustainable economic expansion. Impaired consumer liquidity and its direct
restraints on consumption have been responsible for much of the economic turmoil of the lpdti®ight
years, driving the housingparket collape and ongoing stagnation in conswreated real estate and
construction activity, as well as constraining both nominal and real retail sales activity and the related,
personalconsumptiorexpenditures and residential construction categories of the Gbdrether, those
sectors account for more than 70% of te@nomic activity in the United States, as measured by the
Gross Domestic Product

Underlying economic fundamentals simply have not supported, and do not support a turnaround in brog
economic aavity. There has been no economic recovery, and there remains no chance of meaningful,
broad economic growth without a fundamental upturn in constemdrbankingiquidity conditions

[The Reporting Detail sectio includes further material on Novembdrabor Conditions and
the OctoberTrade Balance and Construction Spendirjg

HYPERINFLATION WATCH

MONETARY CONDITIONS

Annual M3 Growth Continued to Slow Sharply,to 5.2% in November, with Institutional Money

Funds and LongTerm Time Deposits Being Liquidated into M2. Late in 2014, the Federal Reserve
ceased net new purchases of U.S. Treasury securities as part ahtitatjiye easing QE3, but its

holdings of Treasury securities have remained stable, near record ésvesthe monetar base during

the last yed¥ plusor-mi nus 5% around t he Sntonth average o6$4.6 telltbd s e
Nonetheless, yedo-year to growth in broad money supply M3, the Shadow®&atging Measure, has
continued to slow sharply from issx-year high of 6.0% in August 2015, standing at a-fiventh low of
5.2%in November 2015

ShadowStats estimates that annual growth in broad nsupgpyy M3slowed to 5.2% in November 2015,
down from an unrevised 5.5% in Octol2€x15 a revised 5.6% [previaly 5.7%] in September 2015 and
an unrevised revised 6.0% in August 2015. Federal Reserve Board benchmark data revisions had the
effect of softening recent headline yatyear growth, but the previously surging August 2015 annual
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growth rate remained ¢hhighest level since June 2@0¢he end of the formal 2007 recessidrhe
November 2015 growth ragill was up from an unrevised ne@rm trough of 5.0% in May 2015.

On a montkto-month basis, October and November 2015 M3 growth rates both notched, high
September M3 still declined in the month for the first time since January 2011.

Graph 11 : Comparative Money Supply M1, M2 and M3 Year -to-Year Change through November 2015
Annual U.S. Money Supply Growth - ShadowStats Continuation
Yr'Yr % Change by Month through Mov. 2015 (FRB, ShadowStats)
w13 Official = |3 ShadowStats M2 — MM
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Published: Dec. 3, 2015

NovemberAnnual Money Supply Growth in M1 and MZurned Higher. Although headline annual
growth continued to sinfor M3, annual growthn the narrower M2 and M1 measures was relatively
stronger, as funds in M3 accounts suciastutional money funds and large time deposits shrank, with
somerelative movemendf assetsnto and out ofM2 and M1 accounts.

After the M3 series hit an interim nef@rm peak of 4.6% in each of the months of Janueebruary and
March 2018 the onseof expanded QEB monthly yeasto-year growth began to slow. Growth hit a
nearterm trough of 3.2% in January 2014, but that period of slowing growth had reversed fully as of Ma
2014, with annual growth recovering to 4.6%. Annual growth pulled back% i June 2014, but rose
again to 4.5% in July, easing back to 4.1% in September. Growth jumped anew to 4.7% and 5.1%,
respectively, in November and December 2014, rising to 5.4% in January 2015, and then hitting a five
year high of 5.8% in February. nAualgrowth subsequently declinéal 5.0% in May, but with an upside
bounce to 5.2% in June, 5.5% in July, and 6.0% in Augasitnow pulling back to 5% in September

5.5% in Octobeand 5.2% in November 2015

The ®asonallyadjusted, earlgstimate 6monthto-month change folovember2015money supply M3
was roughly again 0f0.4%, following a revised gain of 0.4% [previou8Il%q in October and a revised
monthly decline 00.2% €0.2%) [previously down b0.1% ¢0.1%) initially down by 0.2%+0.2%)] in
September. The September monthly decline was the first for M3 since Januarj2@dtatel month
to-month M3changes, however, remain less reliable than are the estimates of annual growth.
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Initial estimates for annugrowth in M3, M2 and M1 folNovember2015 have been updated on the
Alternate Dataab ofwww.ShadowStats.com

NovembermM1 and M2 Annual Growth. November2015 year-to-year and montto-month changes
follow for the narrower M1 and M2 measures (M2 includes M1; M3 includes M2). Sé&otiey Supply
Special Reportor full definitions of those meases.

Annual M2 growth irNovember 2015 rose to 6.3%, from an unrevidetbber 201%ain 0f5.9%,
versusanda downwardlyrevised annual gain in September 2015.486 [previously up b¥.2%

initially up by 6.5%], with a montto-month increase iNovenber of 0.8%, versus an unrevised%.1
gain in October anen unrevised gain of 0.6% % September For M1, yeatto-year growthalsorose
jumpingto 7.4% in Novembe2015 from a revised 5.9% [previoush/8% annual gainn October 2015
and a revised 6.7%previously6.6% initially 6.3%)]gainin September 2015, with a moritrmonth
increaseof 2.0% in November, versus a revisadnthlydecline 0f0.5% ¢0.5%) [previously down by
0.6% €0.6%) in October an@n unrevised monthly drop of 0.3%0Q.3%) in Setember.

With the Monetary Basétill Holding NearRecord Highs , i Quant i tAppearsySelltoBBa s i n
Very Muchin Play. Discussed imNo. 742 Special Commentary: A World Increasingly Out of Balance
andNo. 692 Special Commentary: 2018 World Out of BalancegheF e slaétions have shown its

primary missiorto be keeping the banking system solvent and aléa@espective of Congressional
mandates on employment and inflatbobhut such was not working, coming into the Panic of 2008.
Introduced in 2008, quantitative easing went through a number of phasetasdeh the size of, and
growth in, the monetary base shown in the accompanying graphs. Where such rimasstaypansion
normally would have translated into extraordinary growth in the money supply, it did not. Only as the
Fed pulled back from aggr@se asset purchases did M3 begin to show a little, fluctuating upside
movement.

The extraordinary level of asset purchases by the Fed did not flow through to the broad economy, beca
banks did not lend into the normal flow of commerce, and there wasalhing significant upside

movement in money supply, as a result. Instead, banks turned the funds back to the Fed as excess
reserves, earning interest and providing support to the stock market. As part of this process, the Fed
ended up monetizingthastd k of the U.S. Treasurydbés funding
paying back interestarned on the securities to the Treasury.

With the Fed hving ceased purchasesnefw Treasury securities late in 2014 (maturing issues still are
rolled ove), the monetary base has continued its recent pattern of volatility aleligls. Having set a

record high level of $4.167 trillion in the tweeek period ended April 15, 2015, the monetary base (Saint
Louis Fed measure) has fluctuated around the avénaee-month $4.0 trillion level of the base, rising
back to a fivemonth high of $4.166 trillioninthetwwe e k per i od ended Septen
breadth shy of matching the -¢ilne high), before fluctuating lower to $3.995 trillion in the latesi-t

week period, ended November 25th.

Again, the Fedds Treasury asset ho-timkeihighgisthee f f e c
context of ongoing QE3. The expressed desire by some in the Fed to push interest rates higher, to mot
normal leels, combined with a failing economy that purportedly continues to provide a practical restrain
to such action, is suggestive of an econeamdmonetary system that continues to move beyond
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effective control of the U.S. central bank @hd federal goveirment (see th®pening Commentn the
pending FOMC meeting).

Graph 12 : Monetary Base Level, through November 25, 2015

St. Louis Fed Adjusted Monetary Base
Bi-Weekly to November 25, 2015, Seasonally Adjusted
[ShadowStats, St. Louis Fed]

4500

4,000 N
3,500

® 3,000
S N"I
S 2500
| .
o
w 2,000
c
[=]
= 1500
m
1,000
500
0
wy (=] wy (=] wy o w
w (=] (=] o (=] -— -—
2 2 @ Q ] & &

Grap h 13 : Monetary Base, Year -ito-Year Percent Change, through November 25, 2015

St. Louis Fed Adjusted Monetary Base, Yr/Yr %
Bi-Weekly to November 25, 2015, Seasonally Adjusted
[ShadowStats, St. Louis Fed]
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HYPERINFLATION OUTLOOK SUMMARY . In the process dfeing updated for the latest
economi¢ Federal Reservand globaldpolitical developments, this section will be posted anew thigh
nextCommentary No. 77@ December 11th. In the interim, the la@smmaryNovember 4, 2015
basedl is available hereCommentary No. 768

REPORTING DETAIL

EMPLOYMENT AND UNEMPLOYMENT (November 2015)

Employment and Unemploymen®d November 201% Headline Labor Conditions Remained

Seriously Flawed. [Note: This section, through tfRAYROLL SURVEY DETAIL, largely is repeated
from theOpening Comments.Underlying reality for U.S. labor conditions in November 2015 was in the
realm of a 22.9% broad unemplognt rag, with headlinenonthlypayroll employmenthangdikely

close to flaior minusmonthto-month, as reviewed in the main text.

Unemployment Reality aside, the headline (U.3) unemployment fidteiseholdSurvey)held even at a
rounded 5.0% in November 2B versus October. At the secoretiinal point, headline U.3i¢creased
minimally to 5.05% in Novembefrom 5.04% in October. The broader U.6 unemployment measure,
including those marginally attached to the workforce (including skam discouraged wkers) and
those working paftime for economic reason®se t09.90% in November 201%ersus 9.81% in
October.

Adding back into the total unemployed and labor force the ShadowStats estimate of¢inevsitilg
ranks of longterm discouraged workers exded from government unemployment calculatibasbroad
unemployment measure more in line with common experéetite ShadowStatalternate
Unemployment Estimate also notched higher to 22.9% in November\a8%bs 22.8% in October.

Beyond definitionalisues surrounding what it means to be
seasonalladjusted monthly unemployment numbars without much meaning or significance. The
headline November and October monthly details from the Household Survey simelgeitber

consistent nor comparablas dscussed in theleadline Distortions from Shifting Concurregeasonal
Factorssection.

Payrolls. In terms of payroll employment (Payroll Survey), headline November jobs increased by a

greaterthanexpected 211, up by 246,000 net of prior period revisions. Much of the headline gain in
payrolls reflected individuals counted multiple times holding multiple-jpaet jobs. In the household
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survey, however, an individual is counted only once, if he or she hdielssa one job. On that basis, the
count of those with fultime employment rose by just 3,000 in November.

The headline payroll reporting also was in the context of continued unusual shifts in sadamstaient
patterns, subject to the usual reportigses and distortions, with November payrolls not comparable to
reporting in September and before.

Specifically, the headline payroll survey numbers were distorted by unreported inconsistencies in the
historical data, again as generated by BLS remppolicies with its concurrent seasoffiattor

adjustment modeling. Separately, the jobs gains also were inflated meaningfully by the monthly add
factors in the BirthDeath Model (BDM). With the aggregate monthly upside biases well in excess of
200,000 pbs, actual November 2015 payrolls most likely were close to flat, if not minus, #teenth
month. On a neseasonalladjusted basis, however, recent slowing in ytearear payroll growth
continued, with November annual growth at an eightaenth low.

PAYROLL SURVEY DETAIL. The Bureau of Labor Statistics (BLS) published the heagkayeoll
employmentetailfor November20150n December 4thshowing stronger growth than expected by the
marketsin the context ofipside revision$o relativeemploymentactivity in October an&eptember All
that gimmickedhonsense aside, the headline unadjusted payroll numbers showaol year annual
payroll growth slipping tomaeigheerrmonth low.

Seasonallyadjustedihe headline payroll gin for November 2015 vga211,000 jobs +/129,000 (95%
confidence interval). Net of prigreriod revisions, the gain Movember payroll employment was
246,000 jobs. The headline 21,000 increase iNovemberpayrolls followed a upwardlyrevised gain of
298,000 [previously upy 271, 000 in October, and an upwardhgvised, openhfraudulent gain of
145,000 [previously up by 137,000, initialip 142000 in September payrolls.

The headline 45,000 jobs gain irseptember really was a 1,800 gainon a consistenateporting lasis.
Although theBLS deliberately misreported tlineadline detail prior t©ctober the actualearlier numbers
can be calculated using material available from the BLS, and the differsasiBsgan run up to 100,000
jobs per montlversus official headte reporting

Inconsistent, NorRComparable and DeliberateliMisstated Monthly Changes for September 2015 and
Before. Headline monthly payroll detail is not comparable with earlier months, back more than one
month from the headl imsweahmmirriergieasdnafactotadjustménes. BL S 6
Discussed in theleadline Distortions from Shifting Concurrent Seasonal Factergion, the reporting

fraud comes not from the adjustment process, itself, but rather from the Bureau deliberately not
publishing a consistent headline history, where a new history is generated and available each month,
along with the recalcul ation of the seasonal f

As a result, the headlir21,000 monthly gain itNovember2015 payrolls and the revis@®8000 jobs

gain in September were inconsistent with, and not comparable to, the revised agpoliemebeP015
gain 0f145000. The gain consistent with the new headNlogemberbased detail was 130 for
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Septenber, some 5,000 less than the official number. Suttough,is just a regular misstatement of
historical headline payroll activity by the BLS.

Actualprior history changes each montbyisedalong with the new seasoralctor calculations that
deteminethedt est headline monthds number s, -comsistent t he
series. The nature @fhat would be @onsistent seriesasexplored fully inCommentary No. 695With
reviseddifferences shifting between months in 2044 seen ilraphs 21and22in the section on

Headline Distortions from Shifting Concurrent Seasonal Fa¢cfmagallel shiftsénd to follow in the

current seasonal factdigr the same montha 2015 beyond what they would have been otherwise.
Thoseshiftssimply areinconsistent with the headline historicaporting which does not get revised

other than for the last two mdr#t of reporting.Most cleaty sea in Graph 22 a shiftin August 2015
seasonal adjustmeriesl to the overstatement lbéadlineSeptember 2015 activityhich made current
headline growth appear stronghantheweaker buthistorically-consistenteality.

Reporting Errors inEarnings andHours WorkedDuring the Economic Collapse The BLS recently
postedhe following notice onitspar ol I e mp | oy nm\d entployeeholesmred ganingsfdata
and related series from March 2006 through Februar9 gfi(total private, private servigaoviding,
education and health, membership associations and organizations and other services have been suppr:
due to a data processing error introduced during the 2009 bench@arkected data will be availabl@o
February 5, 201fhe 2015 benchmark revisipa

DownsidePayroll Benchmark Revision of 208,000208,000) Loomg$or 2015 The advance estimate of
the 2015 benchmarking for payroll employment, announced on September 17th, indicated a downside
revisionof 208,000 {208,000) jobs to the base March 2015 payroll employment level€{sementary

No. 753and theBirth-death Modekection). The finsbenchnark revision for 2015 will beyblished

along with the January 2016 headline data on February 5,(284&&heBirth-Death Modekection).

Confidence Intervas. Where the current employment levels have been spiked by misleading and
inconsistentlyreported concurrergeasonafactor adjustments, the reporting issues suggest that a 95%
confidence interval around the modeling of the monthly headline payroll gain should be well in excess o
+/- 200,000, instead of the official+129,000. Even if thdata were reported on a comparable maath
month basis, other reporting issues would prevent the indicated headline magnitudes of change from
being significant. Encompassing Bhiireath Model biases, the confidence interval more appropriately
should ban excess of +/300,000.

ATrend Model 06 f or De c e-dahpioymer Charige |hdicated 21600@JobBay r o
Gain. Discussed ilComnentary No. 76%nd as described generallyRayroll Trends the trend
indicati on f r om-seéaborahdisirBedtsnoddlprepare byroer aftiliate
www.ExpliStats.cord was for @ Novembe2015 monthly payroll gain d&237,000 based on the BLS

trend model structured into the aat headline reporting of Octob2015. The detail here can be

cdculated independently, usimgaterial available from the BLS.

Consensus estimates tend to settle around that trend, but theraémnsus expectatiomsNovember
rose from earlier estimates of 180,000 to 190,000, to setilend200,000Q still below tre headlinegain
of 211,000number. Net of upside revisions to October dethibwever the headline November gain
would have been 246,00@retty much on trend.
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December 2015 Trend Estimatéxclusive to ShadowStats subscribers, based on headline Bd&ingp
for November 2015 reporting, the ExpliStats trend number calculations suggesttmgtdheadline
gain 0f216,000 for December 2019ecemberconsensus expectations could be expected to settle in
around that level.

November ConstructiofPayroll Growth Continued toPick-Up, Somewhat More Reflective of Headline
Construction Spending GainsGraph 250f November construction payrolls is found in benstruction
Spendingsectionin this Reporting Detail In theory, construction payroll levels shouldve closely with
the inflationadjusted aggregate construction spending series and the housing starts series (the latter
measured in units rather than dollars). Headline mtmthonth growth wa$.7% in November 2015
construction employmenversus annrevised gain 00.5% in Octoberbutatan upwardly revised 0.3%
(previously 0.2%) gain in Septembévionthly growth here has pickeg, as headline construction
activity and real construction spending have started to slow.anew

The November2015 constration-payrol level of 6.490milli on, showed a headline gain of,d80 jobs
for the month, versus a revis@atober gain of 34,000 [previously up by 31,000] and a revised (but not
comparableBeptember gain df9,000 [previously ug2,00Q initially up by8,000].

Headline constructiopayroll numbers remain heavily biased to the upside (officially bloated by 6,000
jobs per month, unofficially at an order of magnitude of 20,000 jobs per month). Nonetheless, total
November 2015 construction jobmmained dan by 16.0% {16.0%) from the April 2006 preecession
series peak.

Historical Payroll Levels. Payroll employment is a coincident indicator of economic activity, and
irrespective of all the reporting issues with the series, payroll employment formaligeddts pre

recession high in 2014, despite the GDP purportedly having done the same somewhat shy of three yea
earlier, back in 2011. Reflected in the next two graphs, headlymellp@amployment moved to above its
prerecession high in April 2014 (itad happened in May 2014, prior to the 2014 benchmark revisions
published in February 2015), and it has continued to rise. Inguke headline jobs gain of 211,000 in
November2015, headline payroll employmienow is about 4.5million jobs abovets pre-recession peak.

Graphs 14 and15 showthe headline payroll series, both on a sheem basis, since 2000, and on a
longerterm historical basis, from 1945. In perspective, the loteyen graph of the headline payroll
employment levels shows the exhe duration of what had been the official menovery in payrolls, the
worg such cicumstance of the pe&reat Depression era.

Beyond excessive upside afittor biases built into the monthly calculations (seeBind-Death Model
section), the pitlalem remains that payroll employment counts the number of jobs, not the number of
people who are employed. Mucho t hat p arpwthoid i mufliglepdrtené job$d many taken
on for economic reaso@swherefull-time employmenhas been desired beould not be found.
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Graph 14 : Nonfarm Payroll Employment to November 2015

Nonfarm Payroll Employment
Seasonally-Adjusted Levels, to November 2015 [ShadowStats, BLS]
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Graph 15: Nonfarm Payroll Employment 1945 to November 2015

Nonfarm Payrolls
Seasonally-Adjusted Jobs to November 2015 [ShadowStats, BLS]
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Full-Time Employment versus Paifiime Payroll Jobs.Shown inGraph 16, where the level of fultime
employmentlousehold Survey) briefly recovered its peeession high in August 2015, it fell back to
below its prerecession peak in September, albeit shy of the peak then by just 36,000 jobs. The series

Copyright 2015 American Business Analytics & Research, M@w.shadowstats.com 24




Shadow Government Statistiés Commentary No. 771, December 5, 2015

t hen regained its August bdetat 819,090olys @aboweithe ftre h e a d |
recession high for the seriesleadlineNovember 201%dded all of another 3,000 jobgw standing at
152,000 above thegre-recession high.

Again, sich compares with the headline pay@thployment level that novs 45-million abow its pre
recession high, having regained its peak somm@@ths ago. Again, the payroll count is of jobs, not
peopl e, wher e muc growthhas beerain patpme,yamd arinultipleipjartirnesjabns
many taken on for economreasonswherefull-time employmentvas desired but could not be found
Discussed in th®pening Commentshis was the circumstance with the headline November 2015
HouseholdSurvey data.

As a separate consideration and an indication of the level sensital GDP reporting, where
employment traditionally is a coincident indicator of broad economic activity, again the GDP purportedly
recovered its preecession high some four years ago, more than two years before similar payroll activity.

Full-time empbyment gained a seasonadigjusted headling,000 in November 2015, following a
185,000gainin October 2015which reversed thdrop of 185,000-185,000) in September, following a
gain of 435,000 in August, a gain of 536,000 in July, and a decline9¢gd(@21 (349,000) in June. The
series likely will gyrate further around its November 2007neession peak of 121.875 millionhere
currently it stands 0.15aillion above same.

Graph 16 : Full - Time Employment (Household Survey) to November 2015

Civilian Full-Time Employment Level (Household Survey)
Counts Number of People Who Are Employed (Not Number of Jobs Held)

Seasonally-Adjusted Levels, to November 2015 [ShadowStats, BLS]
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Graphs 17and18 plot comparisons of activity in fulime employment versus payroll jobs, post
economic collapse. Full i me empl oyment was hit hardest, wit
largely from individuals having to settle for pérne work.
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Graph 17 : Full - Time Employment (Household Survey) versus Jobs Count (Payroll Survey)

Full-Time Employment versus Payroll Jobs
Recession Timed Formally from December 2007 =100
To November 2015, Seasonally Adjusted [ShadowStats, BLS]
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Graph 18 : Full - Time E mployment (Household Survey) versus Jobs Count (Payroll Survey), Year -to - Year
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Headline montkio-month volatility in the fulltime employment regting is more a function of the
instabilities from the noiwomparability of the headline, seasonabjjusted monthly data (see the
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discussion in théleadline Distortions from Shifting Concurrent Seasonal Facterdion), than it is as an
indicator ofacdual morth-to-month volatility in economic activity.

The graph of fulitime employment excludes the count of those employed with onktipeetobs, one or
more. Total employment, including those employed with-fax¢ work, has recovered its precession
high, but it still is not close to the payrodiporting. Again, the Househefurvey numbers count the
number of people who have at least one job. The Payroll Survey simply counts the numbeisegjobs
Commentary No. 68®@®r further detail).

Annual Percent Change in Headline PayroflsSlowing Growth Not-seasonalbadjusted, yearo-year
change in payroll employment is untouched &/ ¢bncurrenseasonabdjustment issues, so the monthly
comparisons of yedao-year change at least are reported on a consistent basis. Yet, a possible new
redefinition of the serié€s not the standard benchmarking process in @0dgpears to be in play, dop

of the prior distortions from the 2013 benchmarking Gemmentary No. 598

With the 2014 benchmarked surges buntbirecent headline payroll activity, patterns of yeayear
growth in unadjusted payrolls also moved higher, setting arposssion high of 2.39% in February
2015. Such was the strongest annual growth since June 2000 (another recession), buhsabseqlie
growth has slowed. Yedo-year nonfarm payroll growth iNovember 2015 slowed to 1.87%, down
from a revised annual gain of 1.97% [previous ud 19%% in October 2015yersus aevised 1.92%
[previously1.91% initially 1.94%]in September 2@, and a unrevise®.03%gain in Augwst 2015, and
an unrevised 2.18%ain in July 2015. ThBlovembereadingwasthe weakesannual growthratein the
lasteighteenmonths.

Graph 19: Payroll Employment, Year -to-Year Percent Change, to November 2015

Nonfarm Payrolls Year-to-Year Percent Change
2000 to November 2015, Not Seasonally Adjusted [ShadowStats, BLS]
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With bottombouncing patterns of recent years, current headlinaamrowth has recovered from the
postWorld War Il recorddecline 0f5.02% ¢5.02%) seen in August 2009, as shown in the accompanying
graphs. That decline remains the most severe anno@hcton since the production shutdown at the end
of World War Il [a trough of a 7.59%71.59%) annual contraction in September 1945]. Disallowing the
postwar shutdown as a normal business cycle, the August 2009 annual decline was the worst since the
Great Depression.

Graph 20: Payroll Employment, Year -to-Year Percent Change, 1945 to November 2015

Nonfarm Payrolls Year-to-Year Percent Change
1945 to November 2015, Not Seasonally Adjusted [ShadowStats, BLS]
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Headline Distations from Shifting ConcurrentSeasonal Factors Detailed inCommentary No. 694
andCommentary No. 69%here are serious and deliberate reporting flaws Wwitht gover nment 6
seasonalladjusted, monthly reporting of both employment and unemployment. Each month, the BLS
uses a concurreisieasonaadjustment process to adjust both the payroll and unemployment data for the
latest seasonal patterns. As new headiiata are seasonaligjusted for each series, theadjustment
process also revises the monthly history of each series, recalculating prior, adjusted reporting for every
month, going back five years, so as to be consistent with the new seasonad plzditeganerated the

current headline maber

Effective Reporting FraudThe problem remains that the BLS does not publish the monthly historical
revisions along with the new headline data. As a result, current headline reporting is neither consistent
nor comparable with prior data, and the unreported actual monthly variations versus headline detail can
large. The deliberatelsnisleading reporting effectively is a fraud. The problem is not with the BLS

using concurrerseasonaadjustment factorst is with the BLS not publishing consistent data, where

those data are calculated each month and are available internally to the Bureau.
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Household Surveyin the case of the published Household Survey (unemployment rate and related data
the seasonallpdjusted headlindovember2015 numbers were not comparable with the fictober

2015 data or any month before. Accordingly, the published headline detail as to whether the
unemployment rate was up, down or unchanged in a given month is not meaaingjfishat actually
happened is not knowable by the publicorithto-month comparisons of these popular numbers are of

no substance, other than for market hyping or political propaganda.

The headline montlo-month reporting is made consistent in the epeeyear reporting of December

datawhi ch will occur with next mont hwhenth®awcualmber
revisions to the faux Afixedo seasonal adjustn
though, withtheensung mont hds headline January reportin

Payroll or Establishment Surveyn the case of the published Payroll Survey data (pagroployment
change and related detail), monthly changes in the seasadalstecheadlineNovember2015 data are
comparable only with the headline changes inQbtober2015 numbers, not witBeptembeR015 or any
earlier months. Due to the BLS modeling process, the historical data never are published on a consiste
basis, even wit publication of the annual benchmark revision, as discussed shortly.

No one seems to mind if the pulbles] earlier numbers are wrong, particularly if unstable seasonal
adjustment patterns have shifted prior jobs growth or reduced unemployment into reynoetng,as

often is the case. In the current reportiBgptembeto-November2015 payrolls appears to have been
inflatedat least partiallyvith revamped seasonals adjustments, temporarily stealing seasonal growth fron
the month aheadvithout any famal indication ofrelatedshifting detail inthe previouslypublished

historical data.

Grap h 21 : Monthly Concurrent  -Seasonal - Factor Irregularities with Monthly Payroll Employment

Seasonal-Factor Misreporting versus 2014 Benchmark
Seasonally-Adjusted Nonfarm Payroll Employment
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Graph 22 : Monthly Concurrent  -Seasonal -Factor Irregularities - Focusing on Headline Sep vs Oct 2015

Seasonal-Factor Misreporting versus 2014 Benchmark
Seasonally-Adjusted Nonfarm Payroll Employment
Difference Between Actual Series and
Distorted Official Reporting Levels in Oct and Nov 2015

Post-2014 Benchmark, Thousands of Jobs [ShadowStats, BLS]
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The BLS does provide modeling detail for the Payroll Survey, allowing for-gairty calculations, but
no such accommodation has been made for the Household Survey. ShadowStats affiliate
www.ExpliStats.condoes such thirgharty calculations for the payroll series, and the detail of the
differences between the current headline reporting and the consthifiilyg, consistent and comparable
history are plotted in the accompanying gaph

Graph 21details how far the monthly payroll employment data have strayed from being consistent with
the most recent benchmark igen. The gray line shows tlizEecember 2014 pattern versus the 2013
benchmark revision, and the colooded lines show th January ttNovember2015 patterns of distortion
versus the 20Henchmark. Due to several months of testing of the model, before the benchmark releas
the BLS never publishes the historical data on a consistent basis.

A comparison of te heavy, dardblue line November2015) with the thiner red ling(October2015),
shows shifts in sesonal factors iSeptembethroughDecembe2014 numbersas well as a shifh
August 205 that distorted the headline revised gain in September. 28d&h is seen moeasily in
Graph 22 which plots just the isolated detail frdbttober and Novemb@015.

If the headlinemonthlyreporting were comparable and stable, maiter-month, all the lines iGraphs

21 and22wouldbe flat and at zero. Again,itlv the payrollseries, only the headline month and the prior
month are consistent in terms of motdkmonth reporting detail (headlir@@ctober2015 no longers
comparable with data from SeptemBe@d5 or earlier) Again, comparable with headline NovemIaad
Octobermreporting,S e p t e rawrenthéadline jobs gainf 1453,000wasoverstated by 15,000 (up by
130000 on a consistent basis). Monthly discrepancies have been as large as 100,000 jobs
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Birth-Death/BiasFactor Adjustment. Despite the ogoing, general ovetatement of monthly payroll
employment, the BLS adds in upside monthly biases to the payroll employment numbers. The continua
overstatement isvidenced usually by regular and massive, annual downwacthio@nk revisions (2011

and 2012 and 201exceped). Asdiscussed in the benchmark detaiCafmmentary No. 59&he regular
benchmark revision to March 2013 payroll emploptneas to the downside by 119,000, where the BLS
had overestimated standard payroll employment growth.

With the March 2013 revision, though, the BLS separately redefined the Payroll Survey so as to include
466,000 workers who had been in a category ratipusly counted in payroll employment. The latter
event was little more than a gimmicked, upside fufdgtor, used to mask the effects of the regular
downside revisions to employment surveying, and likely is the excuse behind the increase in the annual
bias factor, where the new category cannot be surveyed easily or regularly by the BLS. Elements tied t
this likely had impact on the unusual issues with the 2014 benchmark revisions.

Abuses from the 2014 benchmarking are detailédammentary No. 69dndCommentary No. 695
With the headline benchmark revision for March 2014 showigrstated payrolisf 67,000(-67,000)
the BLS upped its annual adlactor bias by an even greater 161,000 for the year ahead, to 892,000.

The BLSrecentlyannounced a preliminary downsidevision of 208,000-208,000) jobs to the base

March 2015 payroll employment levels (S2emmentary No. 758f September 17th for details).uch

had been suggested from recent shifts in existing bias factors. As has been standard BLS practice, the
no good political reason for risking a headline understatement of jobs growth, so the y#ohete
benchmarking for 2015, to be dighed n February 2016, will speak for itself.

Historically, the upsidédias processwas created mpl y by addi ng i soaatomont
prevent the otherwise potential political embarrassment to the BLS of understatithly jobs growth.
Thei dd fpeoeessoesuited from such an actual embarrassment, with the underestimation of jobs
growth coming out of the 1983 recession. That process eventually was recast as the now infaraous Birt
Death Model (BDM), which purportedly models ttedativeeffectson payroll employmenf jobs

creation due to new businesses starting up, versus jobs lost due to bankruptcies or closings of existing
businesses.

November2015 AddFactor Bias.The rot-seasonaliadjusted Novembe2015 bias was a positive
montHy addfactor 0f15,000, versus a positive atfttor of165,000in October 2015and a positive
add-factor of 16000 inNovember 2012014.

The revamped, aggregate upside bias for thiengawelve months througNovember2015 was

789,000, versug90,M0in October 789,000 in September, 804,000 in August, 797,000 in 886,000

in June and 856,000 May, but still higher tharthe pre2014benchmarked level of 7310 in

December 2014. That remaimaughmonthly average of 66,000 Movember(versis 61,000 pre
benchmark) jobs created out of thin air, on top of some indeterminable amount of other jobs that are los
in the economy from business closings. Those losses simply are assumed away by the BLS in the BDN
as discussed below.

Problems withlte Model. The aggregated upside annual reporting bias in the BHIbtte an ongoing
assumption of a net positive jobs creation by new companies versus those goifgusutess. Such
becomes a seflilfilling system, as the upside biases boost repgtior financiaimarket and political
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needs, with relatively good headline data, while often also setting up downside benchmark revisions for
the next year, which traditionally are ignored by the imed the politicians. Ae BLS cannot measure
meaningflly the impact of jobs loss and jobs creation from employers starting up or going out of
business, on a timely basis (within at least five years, if emeby changes in household employment

that were incorporated into the 2014 redefined payroll seBesh informationrsimplyis guesimated by

the BLS along with the addition of a bidactor generated by the BDM.

Positive assumptiodscommonly built into government statistical reporting and modélitend to result
in overstated official estimates ofigeral economic growth. Along withesehappy guesstimates, there
usually are underlying assumptions of perpetual economic growth in most models. Accordingly, the
functioning and relevance of those models become impaired during periods of economiacavrat

the currentongoingdownturn has been the most sedene depth as well as duratidnsince the Great
Depression.

Indeed, historically, the BDM biases have tended to overstate payroll employmerd levelsderstate
employment declinés during recssions. There is a faulty underlying premise here that jobs created by
startup companies in this downturn have more than offset jobs lost by companies going out of business
Recent studies have suggested that there is a net jobs loss, not gairgiioumstance So, if a

company fails to report its payrolls because it has gone out of business (or has been devastated by a
hurricane), the BLS assumes the firm still has its previenggprted employees and adjusts those

numbes for the trend in the cop a B ipdbistry.

Further, the presumed net a-dpgfirns areadded onfioghe pagrollu s o
estimates each month as a speciatfadtbr. These adthctors are set now to add an eage of 66000

jobs per month in the ctant year. In current reporting, the aggregate average overstatement of
employment change easily exceeds 200,000 jobs per month.

HOUSEHOLD SURVEY DETAIL. Discussed in the earliéteadline Distortions from Shifting
Concurrent Seasonal Factosgction, sasonallyadjusted data from the monthly Household Survey
simply are not comparable on a motdthmonth basis. In this form, headline monthly changes in the
unemploymentelated numbers are virtually meaningless, good only for the manrkpotliticalhypeof

the moment. The seasoradjustment process here restates the history of each series, each month, as
unique adjustmentfastr s det er mi n e s hehdiine detall. rYet,,when thoBL$ puldlishes
the headline numbers, it does not publish themarable revised histargnly the headline history as
published initially for each serie€nly the BLS, not the public, knows the actual, comparable monthly
change in the seasonatigljusted U.dunemployment rateThe exception comes with orperyear
revisions inthe headline December reporting (next month), with all the momtisigrepanciesoming

back into play with the subsequent headline reporting for January.

Separately, detailed @ommentary No. 66%ignificant issues as to falsification of the data gathered in

the monthly Current Population Survey (CPS), conducted by the Census Bureau, have been raised in tf
press and investigated bdye House Committee on Oversight and Government Reform and the U.S.
Congress Joint Economic Committeleurther investigation purportedly is underwayongress. CPS is

the source of the Household Survey used by the BLS in estimating monthly unemp|amaonyment,

etc. Accordingly, the statistical significance of the headline reporting detail here is open to serious
guestion.
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Headline Unemployment RatesThe headline November 2015 unemployment rate (U.3)bp8e01-
percentage point to 5.05% (a naled headline 5.0%), from 5.04% (a rounded headline 5.0%) in October.
Technically, the headline November increase in U.3 was statistinalbynificant, where the official 95%
confidence interval around the monthly change in headline U.3 6528 pere@ntage point.

Again, though, the headline gain here of 0.00%.3 alsois without meaningpecausé¢he seasonally
adjusted monttio-month details simply are not comparaldeet o t hserep@tingniethodology and
use of concurrergeasonaadjustmenfactors (se¢leadline Distortions from Shifting Concurrent
Seasonal Factojs Those issues remaseparate from official questions raised as to falsification of the
Current Population Survey (CPS) results, from whachderivedhe unemployment detail

On an unadjusted basis, the unemployment rates are not revised and at least are consistent in reporting
methodology. Thé&lovember2015 unadjusted U.3 unemployment reésed to 4.81% versus 4.83% in
October.

The neaizeroincreasan the seasonalgdjusted, headlinBlovemberJ.3 unemployment rate reflected

an increase of 29,000 unemployed individuals with a gain of 244,000 employed, and an aggregate gain
373,000 in the labor force. The increase in employment, along with an increase in unempli&gigent
reflects the issues discussed in @gening Commentss to fulltime employment versus part

employment for economic reasaasd in the~ull-Time Employment versus Pdarime Payroll Jobs

section earlier in the thReporting Detail Also a factor bre, again, is that the headline monthly swings

in the seasonallpdjusted unemployment data are heavily skewed, and r@ntionth data simply are

not comparabl e. Next monthés annual revisions

New discouraged and otivese marginallyattached workers always are moving into U.6 unemployment
accounting from U.3, while those who have been discouraged for one year continuously are dropped frc
the U.6 measure. As aresult, the U.6 measure has been easing along wahah®ife, but those

being pushed out of U.6 stdre counted in the ShadowStatternate Unemployment Estimate, which

has remained stable.

U.6 Unemployment RateThe broadest unemployment rate published by the BLS, U.6 includes
accounting for thosmarginally attached to the labor force (including sttenin discouraged workers)
and those who are employed pime for economic reasonsd,, they cannot find a fullime job).

With a negligible increase in the underlying seasoradliysted U.3 @, asharpincrease in the adjusted
number of people working patitme for economic reasons, along with a {#saoffsetting decline in
those marginally attached to the workforce (shemntndiscouraged workers declined for the month),
headline Novembe2015 U.6 unemployment rose to 9.90% from 9.81% in Octotteite the unadjusted
U.6 was at 9.59% in November, versus 9.45% in October.

AShdetr mo Di s c o ur khgmuhtoldbortdine dissouraged workers Movember2015
(never seasonalgdjusted) fell by 71,000 {71,000) to 594,000, frofd65,000in October where the

total, shortterm marginallyattached discouraged workers easet, 7d 7,000 in Novembe015 from
1,916000 in October The latest, official discouraged number reflectedlthe of the headline
unemploye® giving up looking for work leaving the headline U.3 unemployment category and being

~

rolled into the U.6 measureasshore r m A man giacdleldy di scouraged wor
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increase in the number of those mayirom shortterm discourage@vorker status into the netherworld
of long-term discouragewvorker status.

It is the longterm discourage@vorker category that defines the ShadowS#disrnate Unemployment
Measure. There is a relatively heavy, contiguiollover from the shoiterm to the longerm category,

with the ShadowStats measure encompassing U.6 and theéeshodiscouraged workers, plus the leng
tebmdi scouraged worker s. & thoselwth® had givéndip Isokirg for agalp e d
because there were no jobs to bechagtre redefined so as to beunted only if they had been

Adi s c o forlesgthean ayear. This time qualification defined away a large number etlomg
discouraged workers. The remaining redefined sieomt dscouraged and redefined marginadkyached
workers were included in U.6.

ShadowsStats Alternate Unemployment Estimatedding back into the total unemployed and labor force
the ShadowsStats estimate of the gjitbwing ranks of excluded, lortgrm discouvaged workerd a broad
unemployment measure more in line with common experéetite ShadowStatalternate

Unemployment Estimate notched higher to 22.9% in November 2015, versus 22.8% in October.

Off the October 2015 nederm low, the ShadowStats Novembeading still was down by 40 basis
points or by 0.4%-0.4%) from the 23.3% series high in December 2013. In contrast, the headline
reading folNovember 2015 of 5.0% was tied witie October 2015 reading as the loweselsince
February of 2008,awvn from its 10.0% peak in April 2010 by a full 500 basis points or 5-:8%%).

Again, the ShadowStats estimate generally shows the toll oftésngunemployed leaving the headline
labor force, as discussed in greater detail in tHeviing section.

SHADOWSTATSALTERNATE UNEMPLOYMENT RATE MEASURE. In 1994, the BLS overhauled

its system for estimating unemployment, including changing survey questions and unemployment
definitions. In the new system, measurement of the previaegiged discouraged wkers disappeared.
These vere individuals who had given up looking for work, because there was no work to be had. These
people, who considered themselves unemployed, had been counted in the old survey, irrespective of he
long they had not been lookingrfwork.

The new survey questions and definitions had the effect of minimizing the impact on unemployment
reporting for those workers about to be displaced by themqudemented North American Free Trade
Agreement (NAFTA). At the time, | had close tiggh an oldline consumer polling company, whose
substantial economic monthly surveys were compared closely with esmsiey details. The new

surveying changed the numbers, and what had been the discowatded category soon became
undercounted or &dctively eliminated. Change or reword a survey question, and change definitions, you
can affect the results meaningfully.

The post1994 survey techniques also fell far shy of adequately measuring theetamgdisplacement of
workers tied to the economiollapse into 2008 and 2009, and from the lack of subsequent economic
recovery. The BLS has a category for those not in the labor force who currently want a job. Net of the
currentlyd e f ik ned HAmarginally att ache dddiveddigceuraged 06 whi
worker category used in the U.6, those not in the labor force currently wantingecjotedrose to

3.608 millionin November2015 versus 3.78million in October 2015. While some wdbntendthat
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that number includes all those otiwese-uncounted discouraged workessichis far shy of the underlying
reality.

The ShadowStats numidea broad unemployment measure more in line with commparencé is

my esti mat e. The appr ox- mami dnsobduttbaggre thbswd o w8
otherwise largely defined out of statistical existence in @9@flects proprietary modeling based on a
variety of private and public surveying over the last two decades. Beyond using the BLS U.6 estimate &
an underlying monthly base, | hamet found a way of accounting fully for the current unemgpiempt
circumstance and common experience using just the monthly headline data from the BLS.

Some broad systemic labor measures from the BLS, though, are consistent in pattern with the
ShadowStatmeasure, even allowing for shifts tied to an aging population. Shown @pi@ng
Commentsthe graph of the inverted ShadowStats unemployment measure has a strong correlation with
the employmento-population ratio, in conjunction with the labfmrce participation rate, as well as with

the ShadowStatalternate P Estimate (se€ommentary No. 769 Those series adlre plotted

subsequent to the 1994 overhaul of unemployment surveyin@(apbs3 to 6).

Headline November 2015 DetailAgain, adding back into the total unemployed and labor force the
ShadowStats estimate lotgrmdiscouraged workers, the NovemR&15 ShadowStatélternate
Unemploymengstimate notched higher to 229rom 22.86 in October TheNovember reading was
off the October 201%earterm low,and down by 40 basis points or 0.49%.4%) from the 23.3% series
high in December 2013.

Again, incontrast, thiNovember2015 headline U.3 unemployment reading of 5@l at thdowest
level since February 2008, down by a full 500 basis points or 5:8%%) from its peak of 10.0% in
April 2010.

As seen in the usual graph of the various unempéoymmeasuresraph 2in theOpening Commenis

there continues to be a noticeable divergence in the ShadowStats series versus U.6 and U.3, with the
headline BLS headline unemployment measures heading lower against a cstegrthnt, highevel
ShadowSits number,

The reason for this is that U.6, again, only includes discouraged and margitedlyed workers who

have been dicouraged for less than a year. As the discouragekier status ages, those that go beyond
one year fall off the governmentwsi ng, even as new wostalue Asimilarnt er
pate rn of U. 3 unempl oy ed othemviseomaiginatly atfacheds andnuovirey i d 0
the U.6 category, also accounts for the early divergence between the U.6 and U.3 sategorie

With the continual rollover, the flow of headline workers continues into the-sdrantdiscouraged

workers category (U.6), and from U.6 into letegym discouraged worker status (the ShadowStats
measure). There was a lag in this happening as thesegldifficulty during the early months of the
economic collapse, first moved into shtetm discouraged status, and then, a year tla¢grbegan

moving increasinglynto long term discouraged status, hence the lack of earlier divergence between the
seres. The movement of the discouraged unemployed out of the headline labor force has been
accelerating. While there is attrition in letgrm discouraged numbers, there is no set cut off where the
long-term discouraged workers cease to ex&e theAlternate Dataab for historical detail.
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Generally, where the U.6 largely encompasses U.3, the ShadowStats measure encompasses U.6. To
extent that a decline in U.3 reflectsemployed moving into U.6, or a decline in U.6 reflects steom
discouraged workers moving into the ShadowStats number, the ShadowStats number continues to
encompass all the unemployed, irrespective of the series from which they otherwise may have been
ejected.

Great Depression Comparison#\s discussed in these regu@@mmentariesovering the monthly
unemployment circumstance, an unemployment rate around 23% might raise questions in terms of a
comparison with the purported peak unemployment in tteat@epression (1933) of 25%. Hard

estimates of the ShadowStats series are difficult to generate on a regular monthly basis before 1994, gi
meaningful reporting inconsistencies created by the BLS when it revamped unemployment reporting at
that time. Nonetheless, as best estimated, the current ShadowStats level likely is about as bad as the p
actual unemployment seen in the 1933975 recession and in the doublip recession of the early

1980s.

The Great Depression unemployment rate of 25%estimated well after the fact, with 27% of those
employed working on farms. Today, less than 2% of the employed work on farms. Accordingly, a bette
measure for comparison with the ShadowStats numizght be the Great Depression peak in the

nonfarm unerployment rate in 1933 of roughly 34% to 35%.

U.S. TRADE BALANCE (October 2015)

Nominal Second and Third -Quarter Trade Deficits Widened Sharply in Revision;Real Fourth -

Quarter Deficit on Track to Be Worst in Seven Years.With initial reporting oftheinflation-adjusted
October 2014 merchandise trade defitihand, the real fourtuarter 2015 trade deficit is on track to be
theworstsince thirdquarter 200/ wi t h i mpl i cati ons for a negat.i i
fourth-quarter2015GDP on &nuary 292016 as discussed and graphed in the opening paragraphs of the
Opening Comments

The Aunexpectedodo widening in the nominal Octob
billion in September was in the cent of significant, prioiperiod revisions.With negative implications

for future benchmark revisions to seceadd thirdquarter 2015 GDRhe nominal goodandservices

trade deficits in in secor@nd thirdquarter 2015 widened sharply in headline revisiofise annualized
nominal pace of the secdmuarter 2015 deficit in gooeEndservices widened ta revisedb532.3
[previously$520.0]billion, with the thirdquarter deficit widening to $534.8 [previously $522.5] billion
Those details, however, have et flowed through ¢ the headlingrealmerchandisaradedeficit detail.

Th e i a dreparting @ftile November 2015 merchandise trade debcitNovember 24thshowed

virtually no headline monthly change in the monthly merchandise tiefitat. The series appears to be

of limited scope and usefulness in terms of providimgmeaningfulindicationof t h e trafld i nal 0
reporting that gets published oweek later.

Nominal (NotAdjustedfor-Inflation) October 2015 Trade Deficit.The Bureau ofEconomicAnalysis
(BEA) andthe Census Bureau reported December 4th, that the nominal, seasdpatgd monthly
trade deficit in goods and services for October 2015, on a batéipagyments basisyidened by $1.434
billion to $43.891 billion, versus a revised $42.457 [previo$4ly.812 billion in September 2015The
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October2015 nominal deficit alswidenedversus a nolcomparable $42.753illion trade shortfall in
October2014 (se€®©ngoing Cautions.section).

In terms of mortt-to-month trade patterns, thealline $1.434billion wideningin the Octoberdeficit
reflected adecline of $2.70dillion in monthly exportspffset by a $1.269illion declinein monthly
imports (difference is in roundingyith declinesn both sectors reflectinfglling oil prices.

EnergyRelatedPetroleum Products-or OctobeR015, the neseasonallyadjusted average price of
imported oil droppedio $40.12 per barrel, vers&g2.72 per barréh Septemberand versus $88.4%r
barrel inOctober2014. Separatelynot-seasonalladjusted, physal oilimport volume inOctober2015
averaged.669million barrels per day, dowinom 7.714million in September 2015 ambwnfrom
7.229million in October2014.

Ongoing Cautionand Alertson Data Quality.Potentially heavy distortions in headlineaabntinue

from seasonal adjustments. Similar issues affect other economic releases, such as retail sales and
payrolls, where the headline number reflects maatinonth change. Discussed frequently (@4
Hyperinflation Repoi Great Economic Tumblie Second Installmeribr example), the extraordinary
length and depth of the current business downturn and disruptions have disrupted regular seasonality
patterns. Accordinglythe markets shouldot rely too heavily on the accuracy of the monthly headline
data.

Noted in tradeelatedCommentary No/48 at least a threpercent understatement of the historical U.S.
trade deficit awaits correction in its June 2016 benchmark revision, along with implied, subsequent
downside benchmark revisions to historical GDP growth in July 2016. Such formtmesyarily,
distortions in comparability of nederm (comparable) versus lotgrm (not comparable) reporting of the
goods and services trade detail.

Where imports are counted on the negative side of the trade balance, a change in reporting methodolog
has shown that imports have been understated regularly, with the effect of underestimating the size of t
U.S. trade deficit by at least thrpercent. Such has negative implications for historical, broad economic
growth and indeed for future GDP benchineevisions.

Beginning with the headline reporting for July 2015, the Bureau of Economic Analysis (BEA) and the
Census Bureau introduced a change in the {dadieit calculation, now counting lowalue imports,

which previously neither were reported maiculated in the monthly balanoépayments estimates. To
allow for neafterm reporting consistency in recent headline data, trade detail back to January 2015 also
was restated with Julyand subsequente por t i ng t o i ncor popaanergs a Mt e
adjustmentforloww al ue i mports, 06 included in the trade

Those changes, along with other regular minor revisions to the trade deficit faffrD15, had the net
effect of widening the skmonth trade deficit by 3.3%. The kuf that was due to the new reporting
approach. Evegreater trade deterioration looms with further, new detail, still to be added. Separately,
as a result of the temporary restatement of historicallpesember 2014 reporting, current headline
balanceof-payment data no longer are consistent with earlier data, such as might be seen vaitjo year
comparisons.

Noted in the Jul015trade balancress Relesg 1 The Census Bureau will
June 2016 with the annual revision release. To maintaindémnes consistency for imports of goods on a
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balance of payments (BOP) basis, the U.S. Bureau of Economic Analysis has appliedrgBOé
adjustments to imports of goods on a Census basis beginning with January 2015 statistics. These
adjustments will be removed from imports of goods on a BOP basis in June 2016 when the Census
Bureau revises historical statistics. o

Real (Inflation -Adjusted) Octobef015 Trade Deficit. Adjusted for seasonal factors, and net ofpoite
swings and other inflation (2009 chaireighted dollars, as used in GDP deflation),@retober2015
merchandise trade deficit (no servicesjened to $60.327 billigrfrom a revised $57.374 [previously
$57.241] billion in SeptembeR015. TheOctober2015 shortfalalso widened sharphersus a stil
comparable $49.906illi on real deficit inOctober2014.

As currently reported, the annualized quarterly real medikarrade deficit stood at $588.6 billion for
third-quarter 2014, $605.5 billion for fourtijuarter 2014, $692.1 billion fdirst-quarter 2015, and
$694.5billion for secondquarter 2015. Widening quarter-quarter real trade deficits subtract growth
from the quarterly real GDP estimates, while narrowing deficits beezstlineGDP.

The annualized quarterly real trade shortfall in tujirter 2015 wideneahinimally to $705.8
[previously$705.3 billion and versushe secondquarter 201%rade shortfth. Baseduston the headline
October 2015 detail, the fourtjuarter 201 %leficit is set at an initial pace of $723.9 billioNot only

would that be the worst quarterly deficit since thguearter 2007, it is enough worse than thgudarter
2015repotingtoc ont r i but e negat i v estintpteodfourtthquartes 2005HGEOP dna d v &
January 29thall as discussed in the opening paragraphs ddgening Comments

CONSTRUCTION SPENDING (October 2015)

Oc t o bEatire619D% Construction SpendingSurge Was Accounted for by Headline Construction
Inflation . October2015 constructiomominalspending jumped headlinel.0% monthto-month but
that was before inflation. Net af1.0% gain irheadline constructioimflation real spending was
unchangedor the month ThenominalOctober gairalsowas in thecontext of &.2% upside revisia to
previouslyreported Septemberctivity. That said, the general pattémrthis highly-volatile series, net of
inflation, remained one of lowevel, albeit nowflat-trending(not uptrending)stagnation.

Reflectingrevised full quarterly reporting, growth slowed sharply in thigdarter 2015 real construction
spending (deflatedybPPI construction inflation), at a reviseshnualized quarterly pace 6#4%
[prevously 7.094, against a revised annualizaxnual growthrateof 28.7% [previously up b28.4% up
by 28.2%, up by 28.3% and initially up by 25.7%)] in secondrter 2015 Based solely on the headline
October 2015 detaiinitial fourth-quarter growthhasslowed further to 3.0%.

Graphs7 to 10in theOpening Commentgection show comparative nominal and real construction
activity for the aggregate ses as well afor private residentialand nonresidentiatonstruction and

public construction spendingseen after adjustment for inflation, the aggregate series had remained in
low-level stagnation into firsjuarter 2015. It spiked in recent months, but sloaratiflattened oun

the last several months #porting, with the reaeries inOctober2015still holding at 27.0%7.0%)
bedow its prerecession peak of March 2008reas of recent relative real strengihhave flattened out,

net of rising construction inflationThe general pattern of real activigmains one of lowevel, up-
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trending shgnationthat now has shiéd to flattrending stagnatianThe aggregate nominal detail is

shownin Graph 23of thisReporting Detail with the real detashownin Graph 24.

Graph 23 : Total Nominal Construction Spending

Total Construction Spending, Monthly to October 2015

Seasonally-Adjusted Annual Rate [ShadowStats, Census]
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PPI Final Demand Construction Index (FDCI).ShadowStats uses the Final Demand Construction

Index (FDCI) component of the Producer Price Index (PPI) for deflating the current aggregate activity in
the constructiorspending seriesThe subsidiary privateand publiecongruction PPI series are used in
deflating the subsidiary serieagain, allas shown irGraphs7 to 10in the Opening Comments.

The previouslyused New Construction Index (NGh the PPMWas so far shy of reflectinconstruction

costs as tde virtually useless. Although closely designed to match this constrspi@ing series, the
FDCI and subsidiary numbers have two problems. First, the historical data only go back to November
2009. Second, theyenerallystill understate actual construction inflation. Private surveys tend to show
higher constructiomelated inflation than is reported by the government. For exampletosgaar

inflation reflected in the privatelpublishedBuilding Cost Index and Constriien Cost Index [Dodge

Data and Analytics (McGraw HilEEngineering New&ecord had been runningrell above the headline
pace of annual il t i o n i srFindlDermandPddnstbuction Index, but thenual PPI inflation

measure moved about even with the privssetor measures in October 2015.

There is no perfect, publiclgvailable inflation measure for deflating construction. For the historical
series in the accompanying graphs, the numberseflasgetl by the NCI through November 2009, and by
the FDCI and subsidiaries thereafter.

For Octobe015, the seasonaldjustel FDCI monthto-month inflation jumped b®.97% (up by 1.0%
at the first decimal point) h a v i onghargedat®.0084n Sepember In terms of yar-to-year
inflation, the Octobe2015 FDCI wasup by2.24%, versus annual inflation 880%in Septembe015

Where the subsidiary series tend to track the aggregate inflationaletatime, Octobe?015 headline
inflation for publicly-funded constructiorose by 0.97%, having declinéell by 0.09% ¢0.09%)month
to-month in Septembeandrose by2.15% yeatto-year in October 2015, having gaine@0% yeaito-
yearin September 2015

Inflation for privately-funded construatin rose montkto-month by 0.98% in October 201%aving been
funchangedat 0.00%in September 201%vith yearto-year inflation holding a2.25% in October 2015,
versus annual inflation df.81%in September 2015

Headline Reporting for Octobe2015. The Census Bureau reportBécember 1ghatthe headline, total
value of construction put in place in the United Stéde©ctober2015 was $,107.4billion, on a
seasonalbadjuste@ but notinflation-adjusted annuairate basis. That estimate was up by a
statisticallyinsignificant 1.0% +/2.1% (all confidence intervals are at the 95% lewadysus an
upwardly revised $1,096.6 [previously $1,094.2] billiorSeptembeR015. Net of prioperiod
revisions, the headline monthly gain for October was 1.2%.

In turn, September spending was up by an unreds#¥ versus an upwardly revised $1089.8
[previously$1,087.5 initially $1,086.2]billion in August. August spending was up layevised 0.9%
[previously up by0.7%] versus a urrevised $1,080.4illion in July.

Adjusted for FDCI inflation, aggregate monthly real spendin@atober2015 wasunchanged at 0.0%,
following an unrevised September gain of 0.6% and a reisgdst 2015 gain af.0%

On a yeatto-year or annuafjrowth basisQctober2015 nominbhconstruction spending rose by a
statisticallysignificant13.0%+/- 2.5%, versus a revised annual gaii4f3% [previously up by 14.1%)]
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in September 201&nd revised annual gain of 14.1% [previously udBy% initially up by 13.7%] in
August 2015.

Net of construction costs indicatbgl the FDCI, yeato-year gainn realspending was &t0.6% in
October 2015, versus a revised 2a.B8 September 201&nd a revised 12% in August 2015.

The statisticallyinsignificant, headline monthlyominal increas of 1.0%in aggregate nomin&ctober
2015 comstruction spending, versus a @&ain inSeptembeR015 spending, included a headline
monthly gain ofl.4% in Octobepublic ending, versus a decline of 0.190.(%) in September

Private spending increagdy 0.8%6 in October following a 0.9%gain inSeptember Within total private
construction spending, howeveretresidential sector rose by %0n October versus d.6% gain in
Septemberwhile the nonresidential sectarse by 0.06%n October following a 0.26 gain in

September The graphs that follow reflect that extended det&gain most of the headline nominal gains
by sector were offset by rising monthly inflation.

Construction and Related GraphsThe earlieiGraphs 23and24 reflected tothconstruction spending
through October 2015, both in the headline nominal dollar terms, and in real terms, after inflation
adjustment. The inflaticadjusted graph is on an index basis, with January 2000 = 100.0. Adjusted for
t he PPl 6s NOCJh ncatsoubreer t2h0r0o9u and t hotiondex theseafterj n a
real aggregate construction spending showed the economy slowing in 2006, plunging into 2011, then
turning minimally higher in an environment of ldevel stagnation, trending loweoim late2013 into
mid-2014 in a lowlevel uptrend into 2015, with a recent spikat slowed and now hélsttened out

Despite the recent uptrend, the pattern of inflaidjusted activity hefe net of governrant inflation
estimated does not confirm theconomic recovery indicated by the headline GDP series (see
Commentary No. 769 To the contrary, the latest broadstruction reporting, both before (nominal)
and, more prominently, after (real) inflation adjustment, generally still saqwasgtern of lowevel,
variably uptrendingstagnation, where activity nevieasrecovered pre@ecession highs and has flattered
out anew, adjusted for inflation.

Graph25shows Novembe2015 construction employment, discussed andetailed n thecoverage of
headline November 2015 payroll employmanthis Reporting Detail In theory, payroll levels should
move more closely witthe inflationadjusted aggregate series, wherentinal series reflects the
impact of costs and pricing, as well as a measure of the level sitphgctivity. Growth in construction
payrolls has shown some recent strength at the same time thatbnsaiction activit§y measured in
terms of units or in real, inflatieadjusted dolla® has begun to slow or turn down anew.

Graph 26 showstotal nominal construction spending, broken out by the contributions frorpiabéc
(blue), privatenonresidentiba(yellow) and privateresidentialred) spending.
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Graph 25 : Construction Payroll Employment to Date

Construction Payroll Employment to November 2015

Seasonally-Adjusted [ShadowStats, BLS]
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Graph 26 : Aggregate Nominal Construction Spending by Major Category to

Date
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The next two graphs3raph 27 and28) cover private residential cetnuction along with housing starts
(combined singleand multipleunit starts) for October 2015 (s€emmentary No. 768 Keep in mind
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