KENTUCKY ECONOMIC INDICATORS

May 2009 as of July 27, 2009

KY Composite Index of Leading Indicators decreased by 0.3 percent in May.

» The Leading Index has decreased for the eighteenth consecutive month.
» The month-over-same-month-last-year growth rate declined for the twenty-fourth consecutive month with -6.2
percent growth.

» Component indicators were mixed in May.
- KY Labor Intensity Index decreased by 1.6 percent.
- KY Index of Initial Ul Claims decreased by 1.5 percent.
+ US Retail Sales increased by 5.8 percent.
+ US Manufacturer's New Orders Index increased by 6.8 percent.
0 The Louisville Help Wanted Index did not change from its value of 4.0.

Component weights for May are 68.1, 13.9, 11.6, 5.2, and 1.2 respectively.

KY Composite Index of Coincident Indicators decreased by 6.3 percent in May.

» The Coincident Index growth is negative for the seventh consecutive month.
» The month-over-same-month-last-year growth rate is negative for the fifteenth consecutive month with -5.7
percent growth.
» All component indicators decreased in May, 0:3.
- KY Non-farm Employment decreased 6.7 percent.
- US Industrial Production Index decreased 13.6 percent.
- US Personal Income Less Transfers decreased 0.2 percent.
Component weights for May are 43.1, 24.2, and 18.3 respectively. Component weights do not sum to one because the two US components
were discounted to give the Kentucky component more weight.

The Leading Index has fallen only marginally this month with a loss of only 0.3 percent. This is a welcome sign considering the
two large losses in March and April. The indicator components were split along national and state lines for May. The national
components, US Retail Sales and the US Manufacturer's New Orders Index both increased by moderate amounts, offsetting the
still troubling Kentucky components, which are heavily influenced by the employment market. Two of the three Kentucky
components, the Kentucky Labor Intensity Index and the Kentucky Index of Initial Unemployment Insurance Claims, declined in
May. The Louisville Help Wanted Index remained unchanged at 4.0, an all-time low.

The Kentucky Labor Intensity Index fell for the eighteenth consecutive month with a -1.5 percent fall. The last peak occurred in
February of 2006 with a value of 105.0. The Kentucky Labor Intensity Index stayed flat for one and a half years lingering near 104.7
area during that time. The 2007 recession hit the Kentucky Leading Index manufacturing sectors early. Substantial declines in
the Kentucky Labor Intensity Index can be seen back as far June 2007. The Kentucky Labor Intensity Index has now lost 4.7 points,
or 4.5 percent, since that previous peak. By comparison, the Kentucky Labor Intensity Index lost 3.9 points, or 3.6 percent, from
peak to trough during the 2001 recession. The index has moderated some. Four times from September 2008 to March 2009, the
index exhibited declines in excess of five percent.

All five employment sectors of the Kentucky Labor Intensity Index declined in May. Transportation equipment employment fell by
the most, losing 1,400 seasonally adjusted workers, for a loss of 3.6 percent. The other four employment sectors declined by
less than one percent. Three of the five employment sectors have improving average weekly hours for May: chemical products;
fabricated metals; and petroleum, coal, rubber and plastic products. However, four of the five sector’s average weekly hours are
still well below where they were in May 2008. These four sectors are two percent or more lower than they were the previous May.
Only petroleum, coal, rubber and plastics product’'s average weekly hours has improved with 0.5 percent growth over May 2008.
Economists closely follow average weekly hours data throughout the business cycle to gleam advanced notice of a turning point.
Firms tend to vary the intensity of utilization for existing workers in periods of greater uncertainty before making hiring and firing
decisions.

Total Kentucky non-farm employment continues to fall sharply. Employment in May fell by 9,700 seasonally adjusted positions, or
6.7 percent, in just one month. The recession of 2007 officially began in December 2007 according to the National Bureau of
Economic Research. However, the peak for Kentucky non-farm employment occurred in November of 2007 with 1,833,600
seasonally adjusted jobs. Since this recent peak, non-farm employment has fallen by 92,400 seasonally adjusted positions, a
loss of 4.9 percent. For comparison Kentucky lost 56,000 seasonally adjusted jobs from peak to trough during the 2001
recession, a 3.1 percent loss. There is some indication that employment will sustain some additional losses before forming a
bottom. Monthly employment losses have been considerably greater in the last six months than in the prior six months. The
increase in the rate of decline may suggest that firms who were hoping to maintain existing staffing levels during the recession
were finally forced to cut employment due to the length and magnitude of the downturn.
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Our indices are compiled and published on a monthly basis, roughly two weeks following the Conference Board release of the
U.S. Leading Index. A complete description of the Index of Leading Indicators and methodology was published in the University of
Kentucky Center for Business and Economic Research Kentucky Annual Economic Report, 2000.
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About the Indicators
Kentucky Reference Series
Inflation-adjusted personal income less transfer payments and policy-adjusted General Fund tax receipts are com-
bined to form the GOEA composite reference series.

Kentucky Leading Indicators

* GOEA Labor Intensity Index: Composed of seasonally adjusted weekly hours multiplied by employment for the
following manufacturing industries: lumber products; chemical and allied products; petroleum, coal, rubber and
plastic products; fabricated metals; and transportation equipment.

* GOEA Initial Unemployment Insurance (Ul) Claims Index: This index has two components: Kentucky claims
in their first month of payment and total U.S. initial claims. Additional claims for Ul are the subset of initial claims
filed by workers who have previously filed Ul claims but are currently filing new claims with intermittent workforce
attachment since their original claim. The claims in their first month of payment without intermittent qualified
experience performed better in the testing process and were chosen accordingly.

» U.S. Retail Sales: Inflection points used to determine turning points.

* U.S. Manufacturer’s New Orders Index: This index has two components: U.S. Manufacturer’s New Orders
for Nondefense Capital Goods and U.S. Manufacturer’s New Orders for Consumer Goods and Materials.
Separately these two series slightly missed one or two turning points in the official reference series. But together
they preceded each turning point.

 Louisville Help-Wanted Index: The Conference Board computes an index of help-wanted advertisements for
major regions across the United States; Louisville is the only city in Kentucky covered by the Conference Board.

Notes:

» Growth rates are computed with precise numbers. Due to rounding, two observations may have the same reported
value but still exhibit growth at a more precise level.

» More information is available on our website, http://www.osbd.ky.gov/.

Office of State Budget Director Thomas Jones, Ph.D
Room 284, Capitol Annex Phone: 502-564-7300
Frankfort, Kentucky 40601-3453 taj@ky.gov
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