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Labor Market Update
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conducts monetary policy to promote maximum

employment, stable prices, and moderate long-term
interest rates. The most recent recession was characterized
by sharp drops in output and employment and a significant
increase in the unemployment rate. In contrast, core infla-
tion (as measured by the personal consumption expenditures
price index excluding food and energy prices) remained
low, fluctuating between 1 and 2 percent annually.!

A s mandated by Congress, the Federal Reserve

There has been a significant and
steady drop in the unemployment rate
since late 2009, but unemployment
duration remains high and employment
as a percentage of the working-age
population has not recovered.

This essay analyzes recent developments in the U.S. labor
market, focusing on the unemployment rate, the employ-
ment level, and the labor force participation rate.

The first chart shows the U.S. quarterly unemployment
rate since 1955.2 The gray bars indicate recessions as deter-
mined by the National Bureau of Economic Research
(NBER). During the 2007-09 recession, the unemployment
rate increased sharply, from about 4.5 percent to a peak of
almost 10 percent in the fourth quarter of 2009. The unem-
ployment rate then significantly and steadily declined but
remains elevated at 6.7 percent in the first quarter of 2014.

The response of the unemployment rate to the most-
recent recession was unusually high for the postwar period
but closely resembles the response to the “Twin Recessions”
of 1980-82. The two episodes differ, however, in average
unemployment duration. Between 1955 and 2007, unem-
ployed workers took 14 weeks on average to find a new
job, with a peak of 21 weeks in the third quarter of 1983.
More recently, the average duration peaked at a record 40
weeks in the third quarter of 2011 and remains high at 36
weeks in the first quarter of 2014.3
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Employment as a Percentage of Working-Age Population
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The employment level is another relevant indicator of
labor market performance.* The second chart shows this
level as a percentage of the working-age population (WAP).>
Up until recently this percentage grew steadily, with tem-
porary setbacks during recessions. During the last three
recessions, however, the fall in employment as a percentage
of the WAP was very persistent. Furthermore, the employ-
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Labor Force by Select Age Groups as a Percentage of Total Working-Age
Population
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ment level has not yet recovered from the drops experienced
in the last two recessions.®

The final labor market indicator examined here is the
labor force participation rate. After about three decades
of steady growth, the rate plateaued in the late 1990s and
started a persistent decline in 2000. This decline could be
interpreted as signaling weak prospects for the labor mar-
ket.” The long-run evolution of the participation rate, how-
ever, appears mostly unrelated to the business cycle.

The third chart divides the labor force participation
rate into age categories to show underlying trends. The
movement in the categories reflects a combination of demo-
graphic trends and changes in behavior due to economic
developments. First, the participation of young people (16
to 24 years of age) has declined steadily since the 1980s.
Second, women 25 to 64 years of age increased their partici-
pation rate substantially between 1970 and the mid-1990s,
after which it slowly declined. Third, the participation rate
of men 25 to 64 years of age experienced wide swings: a
marked downward trend until the late 1970s; a moderate
recovery during the 1980s; and a steady decline beginning
in the early 1990s, which appears to have accelerated with
the most recent recession. Fourth, countering the trend of
the other groups, people 65 years of age and older have
increased their participation rate since mid-2005—that is,
before the most recent recession began.

The total labor force participation rate has dropped 4
percentage points since 2000. Young people 16 to 24 years
of age and men 25 to 64 years of age contributed the most
to the decline. Women 25 to 64 years of age also contributed
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significantly. People 65 years of age and older compensated
for the decline by increasing their participation in the labor
force.

In sum, there has been a significant and steady drop in
the unemployment rate since late 2009, but unemployment
duration remains high and employment as a percentage
of the working-age population has not recovered. In addi-
tion, there are prominent long-run trends in labor force
participation that will continue to shape the labor market
outlook. m

NOTES

1 For example, see Martin (2013).

2 Labor data are from the Current Population Survey, published monthly by
the Bureau of Labor Statistics. The data run only through February 2014; thus,
the average for the first quarter of 2014 is for January and February.

3 The Current Population Survey underwent a significant redesign in 1994.

When correcting for this change, the pre-1994 average unemployment dura-
tion is higher than in the official series. However, this difference is small when
compared with the increase during the most recent recession. See Busch (2012).

4Total hours worked could also be used, but the conclusions would be similar.

5 Working-age population is defined as civilian noninstitutional population
16 to 64 years of age plus civilian labor force 65 years of age and older.

6 Jaimovich and Siu (2013) relate the recent behavior of employment with
the disappearance of middle-skill occupations.

7 The participation rate is typically defined as the labor force divided by the
civilian noninstitutional population. Here, | use WAP, as defined above, instead
of population. The change in denominator removes the effect of variations in
the percentage of retired people. For recent analyses of labor force participa-
tion, see Canon, Debbaut, and Kudlyak (2013) and Bullard (2014).
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