KENTUCKY ECONOMIC INDICATORS

February 2009 as of April 28, 2009

KY Composite Index of Leading Indicators decreased by 1.4 percent in February.
» The Leading Index has decreased for the ninth consecutive month with a 1.4 percent decline.
>  The month-over-same-month-last-year growth rate declined for the nineteenth consecutive month with -5.8
percent growth.
>  Component indicators were mixed. Two were positive, two were negative and one was unchanged.
—  KY Labor Intensity Index decreased 0.7 percent.
— KY Index of Initial Ul Claims decreased by -18.4 percent.
+ US Retail Sales increased by 3.7 percent.
+ US Manufacturer’s New Orders Index increased by 29.2 percent.
o The Louisville Help Wanted Index remained unchanged at 6.
Component weights for February are 68.6, 13.7, 11.4, 5.1, and 1.2 respectively.

KY Composite Index of Coincident Indicators decreased by 8.9 percent in February.
»  The Coincident Index growth is negative for the fourth consecutive month with -8.9 percent.
»  The month-over-same-month-last-year growth rate is negative for the twelfth consecutive month with -4.8 percent
growth.
> All three coincident components were negative in February.
— KY Non-farm Employment decreased 7.4 percent.
— US Industrial Production Index decreased 16.4 percent.
— US Personal Income Less Transfers decreased 9.1 percent.
Component weights for February are 43.4, 24.1, and 18.0 respectively. Component weights do not sum to one because the two US components
were discounted to give the Kentucky component more weight.

The Kentucky Leading Index fell by 1.4 percent in February, a decline that would have been steeper but for the strength in the two
US components. Both subcomponents of the Kentucky Ul Claims Index rose sharply to bring the index down by 18.4 percent in
February. Compared to February 2008, Kentucky First Pays rose by 12,645 seasonally adjusted positions (140.3 percent), while
US Initial Claims rose by 293,900 seasonally adjusted positions (85.7 percent). The Ul Claims Index is now down by 9.4 percent
compared to last year. This is the ninth consecutive month that the Ul Claims Index has been negative along with the Kentucky
Leading Index and the Kentucky Labor Intensity Index.

The Labor Intensity Index has the largest weight in the Kentucky Leading Index. The Kentucky Leading Index component weights
are based on the inverse of the standard deviation of each series. The Kentucky Labor Intensity Index has the lowest standard
deviation, therefore it has the largest weight. A movement of -0.7 percent is not an unusual monthly change for the series, but three
of the previous five declines were especially large at -5.3, -6.0 and -5.3 percent. The Kentucky Labor Intensity Index has fallen
sharply over this nine month period and is indicative of deep entrenchment in a recession.

The current recession officially started in December 2007, according to the National Bureau of Economic Research (NBER), the
official body which determines turning points for the national economy. Real Gross Domestic Product (GDP) growth, expressed
on a quarter-over-same-quarter-last-year basis, fell in the fourth quarter of 2008 by 0.8 percent and fell by 2.7 percent (preliminary
estimate, Global Insight) in the first quarter of 2009. It is commonly believed that two consecutive declines in GDP is the definition
of a recession. In fact, the official determinate of a recession is not that simple. NBER uses a variety of macroeconomic
measures to determine if the economy is in a recession. Other important measures of the national economy’s well-being are US
personal income, US non-farm employment, US industrial production index, wholesale and retail sales, the prime interest rate or
the over-night lending rate and the consumer price index.

US Retail Sales posted growth for the second consecutive month with a 3.7 percent increase. That follows six months of sharp
declines. During that six month period, US Retail Sales declined by $43.1 billion (11.2 percent). In the last two months, US Retail
Sales made up $7.4 billion of those losses. US Retail Sales is currently down a net 7.9 percent compared to February 2008. The
US Manufacturer’s New Orders Index also posted positive growth in February. It made up just over two points in the index with 29.2
percent growth, but it is still down by 18.8 percent from its February 2008 level. Manufacturer’s new orders for consumer goods
and materials increased 0.8 percent compared to January 2009, while manufacturer's new orders for non-defense capital goods
rose by 7.8 percent. Compared to February 2008, manufacturer’s new orders for consumer goods and materials have fallen a net
15.2 percent, while manufacturer’s new orders for non-defense capital goods fell by a net 32.0 percent.

The Louisville Help Wanted Index remained constant with a measure of 6.0 for February, its lowest level since the index was
created in 1958. Consumer prices have inched upward the last two months. The consumer price index increased by 4.8 percent
in February, erasing the steep declines of the previous three months. The index is up a net 0.1 percent over February 2008.

Office of State Budget Director



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.

Kentucky Leading Index month-to-month growth rates (percent)

2.0

0.0

-2.0

-4.0

-6.0

-8.0

-10.0

-12.0

Feb-08 Apr-08 Jun-08 Aug-08 Oct-08 Dec-08 Feb-09

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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