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Provided a significant ~71% correlation between real consumer spending and 
employment growth, we’ve kept a close eye on trends in unemployment as a 
barometer of traffic and spending patterns at stores.  Moreover, as we noted in our 
November 2008 study (see 11/11/08 FC note entitled Broadlines Retail: 
Unemployment Rising, Retail Close To A Bottom?), in looking at the past five 
recessionary periods, we found that the unemployment rate increased 250 bps, on 
average, and determined that retail stocks bottomed about half-way up the curve 
in each occasion.  Based on this analysis, we're taking another look at how retail 
stocks have performed through the '08/’09 recession and our thoughts on where 
we are along the yield curve today.   

To this end, if we assume unemployment peaks at ~10%, the “halfway point” may 
already be in the rearview mirror and likely took place in 1Q with retail staging an 
impressive rally since early March.  Looking ahead, once again using history as a 
benchmark, retail tends to enjoy another leg up even as unemployment plateaus 
with a 9.4% average 6-month return in the retail index following the peak of 
unemployment (SPX up 3.0%) and a 16.6% 12-month gain (SPX +6.0%).  

• Step #1: A look back – 250 bps average increase in unemployment in each 
of the last 5 recessions.  A look back reveals that the past 5 recessionary 
periods were characterized by an average 250 basis point increase in 
unemployment.  During these five periods, the average return of the general 
retail stock index was roughly 15.1% (vs. SPX at +2.4%) – see Table 1 herein.  
Retail stocks historically offer two distinct trades through the unemployment 
cycle – initially, retailers come under deep pressure for the first half of a rising 
unemployment cycle (-20.7% on average) before catching a bid and rallying 
through the peak of unemployment into a recovery (+45.6% on average). 

• Step #2: Where we are today – unemployment up 460 bps and climbing.  In 
the current downturn, unemployment has increased 460 bps in 16 months, from 
4.8% in February 2008 (the most recent sustained trough) to 9.4% in May 2009.  
Moreover, J.P. Morgan’s Economists expect that the unemployment rate will 
continue to climb from here – eventually peaking at ~10.0% in 4Q09/1Q10.  If 
our academic analysis holds true and the 10.0% peak-unemployment forecast is 
accurate, it implies retail stocks should have bottomed in 1Q09 with 
unemployment in the mid-7.0% range.  As a result, it’s very possible that we’ve 
seen the bottom for retail stocks in this unemployment cycle, with the retail 
index off considerably from February 2008 to February 2009, but bouncing off 
lows and rallying since early March.  
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• Step #3: A look ahead – stocks hold the rally as unemployment plateaus.  In 
looking at average returns post-unemployment stabilization (i.e., near-peak levels), 
we found that unemployment historically begins a modest rebound (improvement) 
gradually over the ensuing 12-months.  Specifically, unemployment rates declined an 
average of 30 bps, 40 bps, and 80 bps in the 3 months, 6 months, and 12 months post-
stabilization, respectively – see Table 2.  In terms of stocks, we found that the retail 
index more/less held its second-half cycle gains in the 3-month period following 
unemployment stabilization, before rallying again – with a 9.4% average 6-month 
return in the retail index following the peak of unemployment (SPX up 3.0%) and a 
16.6% 12-month gain (SPX +6.0%).    

• Summary – Staying barbelled on the long side.  Given that there are many moving 
parts to the macro dynamic with the unemployment peak still an unknown, our 
conviction in remaining barbelled on the long-side is as strong as ever, with exposure 
to both defensive plays and early-cycle recovery stories.  Said differently, we 
recommend staying long retailers with formats that "work" in a recessionary 
environment, but balancing that exposure with best-in-class and/or early cycle movers 
as well.  Therefore, we point to Wal-Mart, Dollar Tree, and BJ’s as retail formats 
which have improved through the recessionary environment, and Kohl’s, Target, and 
Saks as companies with solid fundamentals, but more opaque outlooks.   
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I. A Look Back at The Past 5 Recessionary Periods 
We tracked the performance of a wide range of retailers though the past five 
economic downturns in the last 35 years that were characterized by a large increase 
in unemployment. Our analysis compares and contrasts the return and the correlation 
of our retail index with the increase in the unemployment rate.   

Table 1: RLX and SPX Returns vs. Unemployment During Recessionary Periods 
 # of Unemployment Rate  Retail Index SPX Trough  Start - Low Low - End 

Period Months Start End Rise Return Return Reached Return Return 
5/74-5/75 13 5.1% 9.0% 390 bps -12.1% 1.1% More than 3/5 -42.8% 53.6% 
12/79-8/80 9 5.9% 7.8% 190 bps 7.3% 14.6% Near Middle -10.4% 19.7% 
7/81-11/82 17 7.2% 10.8% 360 bps 65.3% 5.2% One-third -8.7% 81.1% 
6/90-3/91 10 5.2% 6.8% 140 bps 4.5% 2.9% Middle -28.4% 46.0% 
5/01-4/02 12 4.3% 5.9% 160 bps 10.7% -11.8% More than 2/5 -13.1% 27.4% 
Average 12   250 bps 15.1% 2.4%  -20.7% 45.6% 

          
Today’s Cycle         
2/08-5/09  4.8% 9.4% 460 bps -16.3% -29.0% TBD -24.5% TBD 
Source: National Bureau of Economic Research, Datastream, and J.P. Morgan. * Index appreciation calculated from trough to next peak period. General Retail Stock Index includes ANF, AAP, 
AMZN, AEO, APOL, AN, AZO, BBBY, BBY, BJ, CECO, KMX, CPRT, COST, DV, DKS, EBAY, FDO, GME, GPS, GES, HRB, HD, IACI, ESI, JCG, KSS, LTD, LOW, M, MELI, JWN, ORLY, ODP, 
JCP, PETM, RL, RSH, ROST, SKS, SHLD, SCI, BID, SPLS, STRA, TGT, TIF, TJX, URBN, WOOF, WMT, and WSM. 

• Takeaway #1:  Steady unemployment rate increases typically last 12 months.   
As seen in Table 1, steady unemployment rate increases have lasted for as few as 
nine months and as many as 17 months, but an average of 12.  We are currently in 
the 16th month of a rising unemployment cycle. 

• Takeaway #2:  Trough of retail stock index typically occurs at midway point. 
We found that retail stocks are initially unfavorably impacted as unemployment 
rises before hitting a trough near the mid-point of the rate increase cycle. From the 
time of the start of unemployment rate increases to that trough, the stocks declined 
an average of 20.7%. 

• Takeaway #3:  Substantial stock returns from trough to period of rate 
stabilization. Over the course of the remaining half of employment rate increases 
to stabilization, retail stocks rose materially, making up for the ~21% average loss 
during the first half of the period and more. On average, over the second half of 
jobless rate increases, our retail index increased 45.6%. 
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II. A Quick Glimpse At What May Be Ahead 
Equally as important as it may be to understand the signs of a rising unemployment 
cycle, we also believe it important to detail the ensuing events post unemployment 
stabilization.  As such, in the table below, we examine trends following the end of a 
rising unemployment rate environment (i.e., what happens in the months following a 
continuous rise in unemployment – generally peak unemployment levels) in terms of 
both unemployment rates and stock returns.    

Table 2: Life After Stabilization 
post unemployment stabilization, changes in unemployment rate, retail index returns, and SPX returns 

 Unemployment Rate Retail Index Return Post Stabilization SPX Return Post Stabilization 
Period Stabilization +3 months +6 months +12 months +3 months +6 months +12 months +3 months +6 months +12 months 
5/74-5/75 9.0%  (0.6%) (0.7%) (1.6%) (13.6%) 4.2%  3.8%  (5.5%) (0.5%) 10.9%  
12/79-8/80 7.8%  (0.3%) (0.3%) (0.6%) 3.3%  1.8%  25.1%  12.1%  12.5%  9.2%  
7/81-11/82 10.8%  (0.4%) (0.7%) (2.3%) 8.5%  35.8%  35.8%  8.2%  20.3%  20.7%  
6/90-3/91 6.8%  0.1%  0.1%  0.6%  16.5%  22.6%  34.6%  2.3%  2.7%  8.6%  
5/01-4/02 5.9%  (0.1%) (0.2%) 0.1%  (15.4%) (17.4%) (16.5%) (16.7%) (20.1%) (19.2%) 
Average   (0.3%) (0.4%) (0.8%) (0.1%) 9.4%  16.6%  0.1%  3.0%  6.0%  
Source: National Bureau of Economic Research, Datastream, and J.P. Morgan. General Retail Stock Index includes ANF, AAP, AMZN, AEO, APOL, AN, AZO, BBBY, BBY, BJ, CECO, KMX, 
CPRT, COST, DV, DKS, EBAY, FDO, GME, GPS, GES, HRB, HD, IACI, ESI, JCG, KSS, LTD, LOW, M, MELI, JWN, ORLY, ODP, JCP, PETM, RL, RSH, ROST, SKS, SHLD, SCI, BID, SPLS, 
STRA, TGT, TIF, TJX, URBN, WOOF, WMT, and WSM. 

• Takeaway #1:  Peak unemployment typically lasts for 1-2 months.  
Unemployment typically remains at peak levels for 1-2 months before declining 
10 basis points.  By three months post stabilization, unemployment is down ~30 
bps from the peak, on average. 

• Takeaway #2:  It’s not uncommon to retest peak unemployment levels.  
Although on average, unemployment rates improve in the 12-months following a 
stabilized jobs environment, it isn't too uncommon to see the unemployment rate 
retest peak levels, evidenced by reversion in the 1990 and 2001 periods.  
Specifically, unemployment peaked at 6.8% in March 1991 after rising for 10 
consecutive months – after initially improving in April, unemployment quickly 
returned to peak-ish levels in May and held steady for six months before breaking 
to a new high 100 bps above the prior peak (to 7.8%) in June 1992.  Similarly, 
unemployment peaked at 5.9% in April 2002, followed by six months of declining 
rates – however, unemployment spiked again beginning in November and ran to 
6.3% by July 2003 (14 months post the initial stabilization).  

• Takeaway #3:  Retail stocks respond favorably to improving employment.  
On average, the retail index increased 9.4% and 16.6%, respectively, in the 6-
months and 12-months following the end of a rising unemployment cycle – more 
than doubling gains of 3.0% and 6.0% in the SPX over the same period.   

 

 



 
 

5 

North America Equity Research 
17 June 2009

Charles Grom, CFA, CPA 
(1-212) 622-6527 
charles.grom@jpmorgan.com 

Analyst Certification:   
The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily 
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with 
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report 
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research 
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the 
research analyst(s) in this report.  

Important Disclosures  
 

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe:   
J.P. Morgan uses the following rating system:  Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.]  Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.]  Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] The analyst or analyst’s team’s coverage universe is the sector 
and/or country shown on the cover of each publication.  See below for the specific stocks in the certifying analyst(s) coverage universe.  
  

  

Coverage Universe: Charles Grom, CFA, CPA: BJ's Wholesale Club (BJ), Big Lots, Inc. (BIG), Costco Wholesale 
Corporation (COST), Dollar Tree, Inc. (DLTR), Family Dollar Stores, Inc. (FDO), JCPenney Corporation (JCP), Kohl's 
Corporation (KSS), Kroger Co. (KR), Macy's Inc. (M), Nordstrom, Inc. (JWN), Ruddick Corporation (RDK), Safeway 
(SWY), Saks, Inc. (SKS), SuperValu, Inc. (SVU), Target Corporation (TGT), Wal-Mart Stores, Inc. (WMT), Whole Foods 
(WFMI) 
  

J.P. Morgan Equity Research Ratings Distribution, as of March 31, 2009 

 Overweight 
(buy) 

Neutral 
(hold) 

Underweight 
(sell) 

JPM Global Equity Research Coverage 35% 46% 19% 
    IB clients* 54% 54% 42% 
JPMSI Equity Research Coverage 35% 51% 14% 
    IB clients* 75% 73% 57% 

*Percentage of investment banking clients in each rating category. 
For purposes only of NASD/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. 
 

Valuation and Risks:  Please see the most recent company-specific research report for an analysis of valuation methodology and risks on 
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on 
the front of this note or your J.P. Morgan representative.  

Analysts’ Compensation:  The equity research analysts responsible for the preparation of this report receive compensation based upon 
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which 
include revenues from, among other business units, Institutional Equities and Investment Banking.  

Other Disclosures 
 

J.P. Morgan is the global brand name for J.P. Morgan Securities Inc. (JPMSI) and its non-US affiliates worldwide.  
  

Options related research: If the information contained herein regards options related research, such information is available only to persons who 
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Characteristics and Risks of 
Standardized Options, please contact your J.P. Morgan Representative or visit the OCC’s website at 
http://www.optionsclearing.com/publications/risks/riskstoc.pdf.  
  

Legal Entities Disclosures   
U.S.: JPMSI is a member of NYSE, FINRA and SIPC.  J.P. Morgan Futures Inc. is a member of the NFA. JPMorgan Chase Bank, N.A. is a 
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JPMSL) is a 
member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. Registered in England & Wales No. 

http://www.morganmarkets.com/


 
 

 6 

North America Equity Research 
17 June 2009

Charles Grom, CFA, CPA 
(1-212) 622-6527 
charles.grom@jpmorgan.com 

2711006. Registered Office 125 London Wall, London EC2Y 5AJ. South Africa: J.P. Morgan Equities Limited is a member of the Johannesburg 
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated 
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd, 
Seoul branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS 
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066) is a 
Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock 
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited is a member of 
the National Stock Exchange of India Limited and Bombay Stock Exchange Limited and is regulated by the Securities and Exchange Board of 
India. Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of 
Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock 
Exchange and is regulated by the BAPEPAM. Philippines: J.P. Morgan Securities Philippines Inc. is a member of the Philippine Stock Exchange 
and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the Comissao de Valores 
Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero is a 
member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission. 
Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) [MICA (P) 
132/01/2009 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the 
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the 
MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a 
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in 
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and 
Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is authorised by the Capital Market Authority of the Kingdom 
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number 
35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi 
Arabia.  
  

Country and Region Specific Disclosures   
U.K. and European Economic Area (EEA):  Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by 
JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPMSL's policies for managing conflicts of interest arising 
as a result of publication and distribution of investment research. Many European regulators require that a firm to establish, implement and 
maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must 
not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is only 
available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons 
regarded as professional investors (or equivalent) in their home jurisdiction. Australia:  This material is issued and distributed by JPMSAL in 
Australia to “wholesale clients” only.  JPMSAL does not issue or distribute this material to “retail clients.”  The recipient of this material must not 
distribute it to any third party or outside Australia without the prior written consent of JPMSAL.  For the purposes of this paragraph the terms 
“wholesale client” and “retail client” have the meanings given to them in section 761G of the Corporations Act 2001.  Germany:  This material is 
distributed in Germany by J.P. Morgan Securities Ltd., Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are 
regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht.  Hong Kong:  The 1% ownership disclosure as of the previous month end 
satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons licensed by or registered with the Securities 
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from 
two months’ prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan 
International Derivatives Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website: 
http://www.hkex.com.hk/prod/dw/Lp.htm.  Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of 
share trading, and that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan 
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the 
commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments 
Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers 
Association, The Financial Futures Association of Japan.  Korea:  This report may have been edited or contributed to from time to time by 
affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch.  Singapore:  JPMSS and/or its affiliates may have a holding in any of the 
securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures 
section above.  India:  For private circulation only, not for sale. Pakistan:  For private circulation only, not for sale. New Zealand:   This 
material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the 
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the 
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third 
party or outside New Zealand without the prior written consent of JPMSAL. 
  

General:  Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan 
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any 
disclosures relative to JPMSI and/or its affiliates and the analyst’s involvement with the issuer that is the subject of the research. All pricing is as 
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this 
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or 
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual 
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to 
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments 



 
 

7 

North America Equity Research 
17 June 2009

Charles Grom, CFA, CPA 
(1-212) 622-6527 
charles.grom@jpmorgan.com 

mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic 
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other 
publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home 
jurisdiction unless governing law permits otherwise.  
  

“Other Disclosures” last revised January 30, 2009.  

 
Copyright 2009 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or 
redistributed without the written consent of J.P. Morgan.  

 
 


