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ABSTRACT

The Labor Force Participation Rate (LFPR) is defined as those Americans in the labor force, i.e.
above the age of sixteen, below retirement age, who are either actively employed or actively
seeking employment. From 1950 until 1998 it rose from 59.2% to 67.2%. Given the near
doubling of the U.S. population, its impact on our economy was enormous. However, since 1998
the LFPR has declined steadily to 63.3%. Parallel to this decline, we have seen a polarization of
both wealth and income in the U.S. Many economists have examined both trends — the decline of
LFPR and inequality — and have put forth a variety of determinants. These include technology
and globalization — a decline or “hollowing out” of the middle class, if you will. Also included
are the demographics of an ageing society, and the increased racial and gender participation, but
also a workforce that has become only marginally prepared by today’s educational institutions.
Another class of determinants is the welfare “safety net” at both the Federal and state levels,
including extended unemployment benefits, disability payments and other subsidies. The authors
examine each class of determinants, including whether their aspects are cyclical, structural or
even part of an ominous trend for our economy.
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INTRODUCTION

to 67.2%. The LFPR is defined as those in the labor force, above the age of sixteen, below retirement

age, who are either actively employed or actively seeking employment. That change reflects a strong
and steady growth trend in labor force participation in the United States. That growth coincides with a number of
structural changes in the U. S. economy and society. Since 1998, however, the LFPR has declined steadily. In
addition, there appears to be a polarization of wealth and income in the United States accompanying the decline in
LFPR.

gc rom 1950 until 1998 the Labor Force Participation Rate (LFPR) in the United States rose from 59.2%

There are a number of reasons advanced for the decline in the rate since 1998. Those reasons include
technological change and globalization, an ageing society, a workforce that is only marginally prepared for today’s
jobs, and the welfare “safety net” set up at both the Federal and state levels in the United States. Each of these
proposed reasons for the decline need to be examined in order to even address some understanding of the change.
Policy proposals cannot be considered until some minimal understanding of the situation is achieved.

One concern for the situation facing the U. S. economy today is that the decline of the LFPR since 1998 is
primarily the result of losses of individuals in the labor force who would traditionally be called members of the
middle class. This concern focuses on the decline or “hollowing out” of middle class workers. Of particular
concern in this view is the possible reversal of a long-standing feature of growth, or improvement, in social well-
being in the country. As Thomas Edsall (2012) describes the concern:
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“The issue of the disappearing middle is not new, but credible economists have added a more threatening twist to
the argument: the possibility that a well-functioning, efficient modern market economy, driven by exponential
growth in the rate of technological innovation, can simultaneously produce economic growth and eliminate millions
of middle-class jobs.”

It is a concern which has significant meaning to individual members of the labor force as well as policy
makers.

The aging of the “baby boom” generation in the United States is now causing large numbers of people at
traditional retirement age. This phenomenon will continue for a number of years. It would appear though that the
nature of the 2008-2009 recession is exacerbating this problem. Larger numbers of the “baby boom” generation
may be “retiring” than would be the case had this particularly severe global recession not occurred. Individuals in
the 50’s and early 60’s age brackets may be continuing what began as unemployment during the recession. Faced
with not finding employment comparable to that which they had prior to the recession, more people in those age
brackets may be moving into “retirement” without ever returning to work.

While labor force participants in the senior groups of the traditional workforce may be starting earlier than
anticipated retirement, there is arguably a problem with sufficiently prepared numbers of individuals in the younger
age groups of the labor force. Proponents of this concern ask the question: “Are younger members of the labor force
adequately trained for the jobs in the technological society of this century?” That question suggests a number of
issues. There is the concern as to whether, or not, educational institutions are offering appropriate courses of job
preparations for younger people. There is the concern of how the economy and society are to match individuals
with jobs given a different workforce and new technological requirements for those workers.

Another concern associated with the recession of 2008-2009 and the slow recovery in employment after the
recession is the welfare “safety net” found at the Federal and state government levels in the United States. Those
who voice this concern wonder if the relatively recent decline in the U. S. LFPR is the result of choices made by
people left unemployed for cyclical or structural reasons. The “safety net” is designed to support those who cannot
work for any of a number of reasons. Programs designed to help workers through periods of temporary
unemployment, or to support limited numbers of people through situations requiring permanent exit from the labor
force, may allow people to remain unemployed longer than would be the case in absence of the “safety net”. Such a
concern is perhaps the most difficult of the potential causes of the decline in the LFPR to evaluate.

Key to understanding the decline in the LFPR is to separate the cyclical causes from the structural. To that
end, it is necessary to examine the causes of the unemployment of Great Recession determining if there are any
structural forces that are operant. The analysis of several economists seems to conclude that all of the reasons for
unemployment were cyclical in nature. Next, economists that have examined LFPR conclude that it appears that
those same cyclical causes account for about half of the decline in the LFPR. Our objective then is to examine the
possible structural causes of the decline, e.g. technological change, demographics, and welfare, and attempt to weigh
those forces and see how they contribute to the trend.

LABOR FORCE PARTICIPATION RATE IN THE UNITED STATES

The Labor Force Participation Rate (“LFPR”) historically has seen three phases since World War Two:
“Phase one occurred from 1948 to the mid-1960s and was characterized by a roughly stable participation rate. Phase
two occurred from the mid-1960s to 2000 and was characterized by steadily rising labor force participation. Phase
three began at the turn of the century and is characterized by declining labor force participation. These distinctive
phases in the participation rate resulted from demographic, cultural, and institutional changes (Van Zandweghe)
(italics ours). The following graph from the Bureau of Labor Statistics depicts the labor force participation rate for
the three phases:
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For phase three (2000- ), the decline in the rate is severe — from 67.3 to 63.3, and it seems to continue. In

addition, as we examine the unemployment picture the denominator for determining the unemployment rate is
declining with the decline in the LFPR. Thus, there is a misleading numerical decline in the stated unemployment
rate. (Current Population Survey)

THE GREAT RECESSION AND ITS CAUSES

The Bureau of Labor Statistics provides monthly labor statistics for those people over 16 years of age.

There are six measures of unemployment, but we focus on four:

Us:

U4:

U5:

U6:

This is the official unemployment rate, which is the proportion of the civilian labor force that is
unemployed but actively seeking employment.

This is the official unemployment rate that is adjusted for discouraged workers. In other words,
discouraged workers are treated just like other workers who are officially classified as unemployed, being
included in both the ranks of the unemployed and the labor force. It is technically specified as the
proportion of the civilian labor force (plus discouraged workers) that is either unemployed but actively
seeking employment or discouraged workers. The addition of discouraged workers generally adds a few
tenths of a percentage point to the official unemployment rate.

This augments U4 by including marginally-attached workers to the unemployment rate calculation.
Marginally attached workers are potential workers who have given up seeking employment for various
reasons. One of these reasons is that the workers believe such effort would be futile, which places them in
the discouraged worker category. Those who have other reasons for not seeking employment are placed in
the broader marginally-attached workers category. The addition of marginally-attached workers adds a few
more tenths of a percentage point to the official unemployment rate.

This augments U5 by including part-time workers to the unemployment rate calculation. The addition of
part-time workers adds a full 2-3 percentage points to the official unemployment rate. This measure of
unemployment is perhaps the most comprehensive measure of labor resource unemployment available.
(Portal Seven)

U3 is the generally reported measure. U6 is the interesting measure because it includes discouraged

workers (those who have given up seeking employment) and part time workers. Clearly the economy affects all
2013 The Clute Institute Copyright by author(s) Creative Commons License CC-BY 1875
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categories, but tracking the U6 allows us to see if an economic recovery, as measured by U3 is actually occurring, or
simply statistically improving by people leaving the labor force, thereby reducing the denominator. Bureau of Labor
Statistics measures of U3 and U6 for the period 2000-2013 are given in the following graphs:
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Notice that in the beginning of 2000, U3 was 4.0%, and U6 was 7.1%, or a differential of 3.1%. At the peak
of the Great Recession, U3 was 10%, but U6 had risen to 17.1%, or a differential of 7.1%. As of June of this year,
U3 had dropped to 7.6%, but U6 had only declined to 14.3%; again only a slight improvement in the differential to
6.7%. Clearly, this is partly reflected in the LFPR numbers for the same time: Jan. 2000 — 67.2%; Oct. 2009 —
65.1%; Jun. 2013 — 63.3%. But notice: instead of an improvement in the LFPR percentages, the declining trend
continues.

One would assume that if a person loses his job in a recession and as the economy improves the person is
rehired, the employment problem would be cyclical. On a macro basis, if the person is not rehired, then either the
cyclical causes are still extant and masked by the transition from U3 to U6, or there are some significant structural
conditions as well. But whether the causes are cyclical or a trend, the widening gap between U3 and U6 needs an
explanation.

Probably the best study of the Great Recession, and whether its causes were cyclical or structural, was done
by Edward Lazear and James Spletzer in September of 2012, The United States Labor Market: Status Quo or A New
Normal?. First, they define a structural shift: “as one that is permanent (or at least long lasting)...For example, a
permanent change in the amount or nature of mismatch... would be viewed as structural. The industrial
composition of the economy may have changed permanently. This change might mean that the skill requirements of
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the jobs that are available today do not match the skill sets of the workers who are searching for jobs because they
trained for an economic structure that has become obsolete. Monetary policy is not likely to be of much assistance
in remedying these kinds of structural changes.” (Lazear and Spletzer)

There are two reasons why they feel that the job losses of the Great Recession were not structural: “First,
the unemployment rate was 4.4% in the spring of 2007 and rose to 10.0% by October of 2009. Thus, in a little over
two years, unemployment went up by over 5 % percentage points. Most structural changes do not occur so rapidly.
Second, the authors see the unemployment as industry specific. Industries like manufacturing, leisure & hospitality,
construction, and wholesale & retail have higher unemployment than vacancies in good times as well as recessions.
In short these industries led the recession in unemployment, but came back as the recession ended.

The same is true for education, gender, age. Unemployment in all groups went up dramatically, and then
fell similarly. There are overall trends in employment, however. The trend has been for a higher number of college
graduates to be hired than those who lack a high school degree. Manufacturing has faced a long term downward
trend and education and health services have seen the opposite occur. In the recession both men and women
suffered unemployment, although the long term trend had been a greater female participation in the labor force. As
the authors conclude: “There are trends in the labor market, some of which began many decades ago. But the trends
cannot explain the sharp increase in unemployment that occurred between 2007 and 2009”. For them also: “the
evidence points to primarily cyclic factors.” (Lazear and Spletzer)

Lazear and Speltzer leave the door open for possible structural changes as they observe the historical
changes in the Beveridge Curve. The curve is a “graphical representation between the unemployment rate and the
jobs opening rate.” (U.S. Bureau of Labor Statistics, 2013b) The following chart shows the Beveridge curve during
five separate time periods since 2000.

The Beveridge Curve (job openings vs. unemployment rate),
seasonally adjusted, December 2000-April 2013

40 7
December 2000 ~ _ ~
| == December 2000-February 2001
L »
=== \larch 2001-November 2001 (Recession)
March 2001 =f=December 2001-November 2007
35
= December 2007-June 2002 (Recession)
e U ly 2009-April 2013
]
‘E 3.0 4
4]
£
=
2
]
o
2 25 1
2.0 1
15 1 1 1 1 1 1 1 1 1 1 1 1 1 ]

35 40 45 50 55 60 65 70 75 B0 B5 90 95 100 105

Unemployment rate
Source: U.5. Bureau of Labor Statistics.

As Lazear and Spletzer point out: “Movements along the Beveridge curve are interpreted as cyclical in
labor demand, whereas shifts in the Beveridge curve up and to the right are typically interpreted as structural shifts
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in unemployment, reflecting a reduced efficiency in matching workers to jobs. The apparent outward shift in the
Beveridge curve and the resulting increase in unemployment may be consistent with a structural change that
occurred after June 2009, but it is equally consistent with the counter-clockwise dynamics observed in previous
recessions and recoveries.” They add “Whether this apparent outward shift in the Beveridge curve is a permanent
change cannot be known until unemployment returns to normal levels.”(Lazear and Spletzer)

A publication of the U.S. Bureau of Labor Statistics, Job Openings and Labor Turnover Survey (“JOLTS”)
states that “The outward shift in the Beveridge curve may be due to a greater mismatch between available jobs and
the unemployed in terms of skills and location, or that employers are delaying hiring due to economic uncertainty.”
(U. S. Bureau of Labor Statistics, 2013a) The fact that Gross Private Domestic Investment, as a percentage of the
Gross Domestic Product, is now at the lowest point since 1945, may be part of this structural decline. (Bureau of
Economic Analysis) If so, we will next examine that decline along with other non-cyclical forces that can account
for the recent decline in Labor Force Participation.

THE DECLINE IN THE LABOR FORCE PARTICIPATION RATE: ITS CAUSES

In the first quarter of 2012, researchers at the Kansas City Federal Reserve Bank (Van Zandweghe) and the
Chicago Fed (Aronson, et al.), studied the decline in the LFPR. The former states: “...the long term trend factors
account for about half of the labor force participation from 2007 to 2011, with cyclical factors accounting for the
other half. The latter: “The authors conclude that just under half of the post 1999 decline in the U.S. labor force
participation rate ...can be explained by long running demographic patterns, such as the retirement of baby
boomers.” (Aronson, et al.)

Van Zandweghe uses statistical correlation to assess the impact of the business cycle: “Over a long time
horizon, labor force participation has been only weakly related to the business cycle. But this long time horizon can
disguise more recent movements. In fact, since 2007, the LFPR has moved more strongly with the state of the
economy... From 1948 to 2011, the unemployment rate and changes in the LFPR were uncorrelated. But since the
start of the recent recession in 2007, this correlation has changed to -0.13. That is, in recent years, a higher
unemployment rate has been associated with declines in labor force participation.” (Van Zandweghe) His work
found a steeper negative correlation at the state level. Those cyclical forces were outlined above in the section on
unemployment.

The key aspects of the non-cyclical or structural decline are demographic, gender, education, and the social
safety net of various welfare programs. Technology/automation/globalization has also been mentioned, but we find
the literature on the subject generated more heat than light.

The composition of the population by age is affected primarily by the fact that the segment of the
population, ages 25-54 has been declining, from 58.9% in 2000, to 54.8% in 2011. In fact, Aaronson concludes that
this demographic shift accounts for two thirds of this decline, and gender and education account for one third.
(Aronson, et al.) Ironically, the participation rate for people 55 and older increased through the mid-nineties and has
held steady since 2007. (Hartley and Zenker)

“The female share of the labor force was increasing in the 1070s, 1980s, and 1990s, and has been steady at
46.5% during the 2000s and early 2010s.” (Lazear and Spletzer) The labor force participation rate of women has
held steady (excluding the cyclical forces), whereas “the LFPR of men has been falling steadily for 60 years.
(Hartley) This decline is attributed to increased access to Social Security benefits and the declining real wages of
low-skilled workers...” (Van Zandweghe)

“The labor force share of college graduates has risen dramatically since 1992, whereas the labor force share
of high school graduates has fallen steadily.” (Lazear and Spletzer) This change suggests the higher level of
education, the lower the unemployment. In fact the lower the age group, the higher the amount of unemployment.
One would expect that since younger workers lack both years of formal education and job experience. One clear
trend in post high school education may alter this: both for profit vocational schools and community colleges are
moving away from the Associate degree and towards the Certificate. Both make great use of industry input, and the
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shorter training period (coupled with lower cost) allows a worker to move up in skill levels, e.g. to a welder, with
commensurate increase in wages.

Many economists believe that the variety of welfare benefits have made “work less valuable”. Lazear
quotes University of Chicago’s economist, Casey B. Mulligan that “the stimulus legislation, which lengthened the
insured unemployment period, increased food stamp subsidies, and initiated programs related to health and
mortgage assistance the required low income status.” essentially provided little incentive to leave the unemployment
rolls. This is not to attribute something untoward towards the recipients of economic assistance, but rather to the
very structure of welfare programs which reduce or eliminate assistance as work is found, leaving the recipient
worse off. We know from basic behavioral psychology that people will do whatever the reinforcement schedule
dictates. People are rational, not malevolent.

The best empirical analysis was written by Gary Alexander, the former Secretary of Public Welfare of the
Commonwealth of Pennsylvania. He writes: “... a welfare recipient with two children earning a gross income of
$29,000 would receive the sum of $57,327 in net income and welfare-assistance benefits, if you count the value of
the housing —choice voucher, food stamps, daycare subsidies, and medical assistance. The same household would
have to earn a gross income of $69,000, with a net income of $57,045 to enjoy a comparable standard of living. In
other words, if the welfare recipient were earning a gross income of $29,000, the household would turn down an
opportunity to earn a gross income of $30,000 because the benefits begin to fall off, making that household
financially worse off.” (Alexander)

Richard Vedder of the Ohio University’s Department of Economics, wrote in the Wall Street Journal, ...”
the Food Stamps program’s beneficiaries rose from 17.1 million in 2000, to 26.3 million in 2007, to 47.5 million in
October of 2012. Pell Grants have mushroomed from 3.9 million students in 2000 to 9.7 million in 2011.” (Vedder)
The issue here is not the necessity of governmental aid for education, but one that is blind to future resultant
employment. Extending unemployment benefits beyond the traditional 26 weeks, at best delays looking for
employment; at worst, reinforces staying at home.

Perhaps the most ominous welfare program seemingly “designed” to exclude labor force participation is the
U.S. Social Security Disability Insurance Program or SSDI. David Autor‘s seminal paper on SDDI, demonstrates
two unfortunate aspects of the program: First, the addition to the disability rolls correlates not with the declining
health of America’s population, but directly with unemployment statistics: “Previous research has established that
workers are most likely to apply for SDDI benefits following a job loss, a fact underscored by the pronounced
positive correlation between the national unemployment rate and the SDDI application rate... Between 1989 and
2009 the share of adults receiving SDDI benefits doubled from 2.3 to 4.6 percent of Americans ages 25-64.” This
was due to Congress’ liberalization of admission criteria to include mental health. Autor concludes: “The SDDI
program is growing in size and cost in substantial part because it is supporting a rising rate of dependency and a
declining rate of labor force participation among working age adults.” (italics ours). The second aspect is the SDDI
trust fund will be exhausted between 2015 and 2018. (Autor)

In all the studies of the Decline in the LFPR, there is no mention of technology as a cause of any structural
change in our economy. Erik Brynjolfsson and Andrew McAfee wrote the Race Against The Machine, subtitled
“How the Digital Revolution is Accelerating Innovation, Driving Productivity, and Irreversibly Transforming
Employment and the Economy”. The authors make the same observations about the economy that the previous
economists have made, but see the causes as largely structural in general, and caused by automation and the digital
revolution in particular. They lament that “a 2010 report published by the Federal Reserve Bank of Richmond, titled
‘The Rise in Long-Term Unemployment: Potential Causes and Implications,” does not contain the words computer,
hardware, software, or technology in its text.” (italics, theirs). Their problem is that they assume that the
unemployment and the decline in labor force participation is related to technology, but give no empirical evidence to
back up their postulates. They say that “The median worker is losing the race against the machine” (Brynjolfsson
and McAfee), but no economists seem to share their view. The problem of Race Against The Machine is that the
authors merely recount the recent economic problems and the aspects of the digital revolution, and then attribute
causality, without any statistical correlations. Temporal contiguity is not causality.
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Globalization and off-shoring have cost significant job losses, but it is beyond the scope of this paper to
discuss it. Companies that manufacture off shore for that host country (GE comes to mind) are probably not causing
significant unemployment. Rather it is using off shore suppliers that costs jobs, a fact consonant with the various
manufactures lobbying organizations. Suffice it to say that with labor being such a small percentage of the selling
price of most goods (except soft goods like textiles, apparel etc.), one can make a strong case that U.S. purchasers
see their savings coming from regulation avoidance and its costs than the labor costs differential. (Dunn)

For example, two economists indirectly take issue with Brynjolfsson and McAfee’s “Hollowing Out” of the
middle class due to technology. David Autor and David Dorn discuss the job creation in the service sector from the
advances in technology, and middle level skill jobs will be created. (Autor and Dorn) Finally, Kenneth Rogoff
writes: “The next generation of technological advances could also promote greater income equality by leveling the
playing field in education... Surely, higher education will eventually be hit by the same kind of sweeping wave of
technology that has flattened the automobile and media industries, among others. If the commoditization of
education eventually extends to at least lower level college courses, the impact on income inequality could be
profound.” Rogoff places his faith in market forces as opposed to government intervention.

CONCLUSION

We have examined the causes of both unemployment and the decline of the Labor Force Participation Rate.
One can conclude that the forces causing the decline are largely cyclical. Those factors that are of a structural nature
are largely demographic, and are exacerbated by the “unintended consequences” of inadequately conceived welfare
legislation. Finally if anything technology is more likely to be part of the solution than part of the problem of an
underemployed.
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