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SIX YEARS FROMITS
BEGINNING, THE GREAT
RECESSION’S SHADOW

LOOMS OVER THE
LABOR MARKET

BY HEIDI SHIERHOLZ

he Great Recession officially began in December 2007 and ended in June 2009, making the upcoming release
of December 2013 employment and unemployment data the six-year anniversary of the Great Recession’s

beginning and the four-and-a-half-year anniversary of its end.

Time-wise, the current recovery can now be considered a mature economic recovery, and some indicators have made
substantial progress toward full recovery. The stock market and corporate profits, for example, have both surpassed their
pre-recession peak in real (i.e., inflation-adjusted) terms. Unfortunately, such gains do little to help the vast majority
of households. For example, less than half of households own any stock at all—even including stock held indirectly
in retirement accounts. Furthermore, many of those who do hold stock do not hold meaningful amounts; less than
one-third of households have stock worth at least $10,000—again, even including stock held indirectly in retirement
accounts (Mishel et al. 2012).

Worse, the indicators that really matter to the living standards of the vast majority of working-age households—jobs
and wages—have seen agonizingly slow progress toward full recovery. This paper provides an overview of the state of

the U.S. labor market six years after the onset of the Great Recession. Key findings include:
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B The total “jobs gap”—the number of jobs needed to return the U.S. economy to pre-recession health—is 7.9 mil-

lion jobs (3.6 million for women and 4.3 million for men).

B The pace of the jobs recovery has not accelerated significantly since 2011. On average in 2011, the labor market
added 175,000 jobs per month. In 2012, it was 183,000 jobs per month. Over the last 12 months for which these
data are available (December 2012—November 2013), the labor market added 191,000 jobs per month, and over
the last three months with available data (September 2013—November 2013) the labor market added 193,000 jobs

per month.

B At 200,000 jobs per month, pre-recession labor market conditions would not be regained for another five years. 70

regain pre-recession labor market conditions in two years, we would need to add 400,000 jobs per month.

B Most of the improvement in the unemployment rate since its peak of 10.0 percent in the fall of 2009 has not been
driven by increased employment, but rather by potential workers dropping out of, or never entering, the labor force
because job opportunities are so weak. In other words, these are people who would be either working or looking
for work if job opportunities were significantly stronger. Because jobless workers are only counted as unemployed
if they are actively seeking work, these “missing workers” are not reflected in the unemployment rate. If all of these

missing workers were actively secking work, the unemployment rate would be 10.3 percent instead of 7.0 percent.

B With job opportunities so weak for so long, unemployed workers have gotten stuck in unemployment for
record lengths of time. Last month, the extensions of unemployment insurance benefits were allowed to
expire—an unprecedented move given the weak state of the labor market. The share of the workforce that is
long-term unemployed (i.e., jobless for more than six months) is zwice as high today as it was in any other

period when we allowed an extended benefits program to expire following earlier recessions.

W [t is likely that 12.7 percent of all workers experienced unemployment at some point in 2013. The estimate is sig-
nificantly higher for racial and ethnic minorities: It is likely 15.5 percent of Hispanic workers and 19.7 percent of

black workers were unemployed at some point in 2013.

B Today’s labor market weakness is not due to skills mismatch (workers lacking skills for available jobs). The “signa-
ture” of an increase in skills mismatch would be shortages relative to 2007 (before the recession began) in some
consequentially sized group or groups of workers, but this signature is not found in the data. Weak demand for
workers is broad-based; job seckers dramatically outnumber job openings in every industry, and unemployment is

significantly higher at every education level than in 2007.

B A key driver of this broad-based weakness is austerity in the public sector. Since the recovery began in June 2009,
the public sector has lost 728,000 jobs. However, to keep up with population growth over this period, public-sec-
tor employment should have increased by around 750,000. That means the total gap in public-sector employment
today is around 1.5 million jobs. Nearly 30 percent of that gap has occurred in local government education, which

is mostly public K-12 employment.

B It is not just job seekers who are hurt by the weak recovery—workers with jobs are also doing much more poorly
than they would be if job opportunities were plentiful. This is because when the labor market is weak, employers
do not have to pay substantial wage increases to get and keep the workers they need. In today’s weak recovery, real

wages have dropped for the entire bottom 90 percent of workers.
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FIGURE A

Payroll employment and the number of jobs needed to keep up with the growth in the potential labor
force, January 2000-November 2013
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Source: Author’s analysis of Bureau of Labor Statistics Current Employment Statistics and estimates of the potential labor force from
the Congressional Budget Office (2012)

B Because today’s weak job growth is due to businesses not seeing demand for goods and services rise rapidly enough
to necessitate increased hiring, the economy needs policies that will stimulate demand. In the current moment this
can most reliably be accomplished through expansionary fiscal policy: large-scale ongoing public investments, the
reestablishment of public services and public-sector employment cut in the Great Recession and its aftermath, and

the reinstatement of extended unemployment insurance benefits.

B Another category of policies that could bring down the unemployment rate are those that would spread the total
hours of work across more workers: work-sharing, allowing early entry into Social Security and Medicare for work-

ers who wish to move up their retirement, and mandatory paid leave.

Job growth has not accelerated significantly since 2011

Between the start of the recession and the employment trough in February 2010, the labor market lost 8.7 million jobs.
It has since gained back 7.4 million, so the labor market remains “just” 1.3 million jobs below its December 2007 level
of employment. It is important to note, however, that because the working-age population (and with it, the potential
labor force) is growing all the time, getting back to the December 2007 level of employment is not nearly enough. To
keep up with growth in the potential labor force as measured by the Congressional Budget Office (CBO), we should
have added over 90,000 jobs per month on average over the last six years. Altogether, we would have needed to add 6.6
million jobs over the last six years just to keep up with growth in the potential labor force. Given that we are instead

down 1.3 million jobs, the total “jobs gap” is currently 7.9 million (see Figure A).
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The overall jobs gap can be broken down by gender. Women have surpassed their pre-recession employment peak by
nearly a quarter-million jobs. However, the number of jobs held by women should have increased by close to 3.8 mil-
lion over the last six years to keep up with growth in the potential female labor force, so women are actually down
3.6 million jobs. Men are still 1.5 million below their pre-recession peak. Given that the number of jobs held by men
should have increased by 2.8 million to keep up with growth in the potential male labor force, men are 4.3 million jobs

in the hole.

Much has been made of the recent acceleration in employment growth, but in fact, the acceleration since 2011 has
been quite modest. In 2011, the labor market added an average of 175,000 jobs per month. In 2012, the labor market
added 183,000 jobs per month. Over the last 12 months for which these data are available (December 2012—-November
2013), the labor market added 191,000 jobs per month, and over the last three months with available data (September
2013-November 2013) the labor market added 193,000 jobs per month. That is far from rapid acceleration. For con-
text, it is worth noting that at 200,000 jobs per month, it would take roughly five years to get back to pre-recession
labor market conditions (given CBO’s projections for potential labor force growth). To get back to pre-recession labor
market conditions in two years—which would translate into a total of eight years of labor market weakness, given the

six we have already experienced—we would need to add 400,000 jobs per month.

Little of the improvement in the unemployment rate has been because
people got jobs

In 2006 and 2007, the unemployment rate averaged 4.6 percent. It rose to 10.0 percent in October 2009, and has
since dropped to 7.0 percent. An unemployment rate of 7.0 percent is still extremely high—for example, the highest
the unemployment rate ever got in the early 2000s downturn was 6.3 percent—but the drop from 10.0 percent to
7.0 percent could nevertheless represent substantial improvement. However, most of that decrease was not for “good” rea-
sons. Somewhat counter-intuitively, the unemployment rate can decline for two opposing reasons—one representing a
strengthening labor market and one representing a weak labor market. In the case of the former, the decline is caused
by a higher share of the potential workforce finding work. In the case of the latter, the decline is caused by potential
workers dropping out of, or never entering, the labor force because job opportunities are weak (jobless workers who are

not actively seeking work are not counted as unemployed, so they are not counted as being in the labor force).

Most of the improvement in the unemployment rate over the last six years has been of the “bad” type. Since late 2008,
when job loss in the Great Recession began to accelerate dramatically, the pool of “missing workers”—potential workers
who, because of weak job opportunities, are neither employed nor actively seeking work—has grown steadily and is
now 5.7 million strong. Because jobless workers are only counted as unemployed if they are actively seeking work, these
“missing workers” are not reflected in the unemployment rate. Figure B shows the unemployment rate (7.0 percent),
along with what the unemployment rate would be if the missing workers were actively seeking work (10.3 percent). The
very modest improvement in the “alternative” unemployment rate since late 2009 demonstrates that the employment
situation has actually improved little over the last four years. In fact, just slightly over one-quarter of the decline in the
official unemployment rate since October 2009 has been due to potential workers getting work. Nearly three-quarters

of the decrease has been due to the labor market being so weak that potential workers have been sidelined.
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Unemployment rate, actual and if missing workers were looking for work, January
2006-November 2013

12% ................................................................................................................................................
== |f missing workers were looking for work
Actual
‘IO ................................................................................................................................... 1 0.3% coco
8 .............................................................................................................................................
7.0%
6 ............................................. / ............................................................................................
A /l
M N

T o S

2
2006 2008 2010 2012 2014

Note: Missing workers are potential workers who, due to weak job opportunities, are neither employed nor actively seeking work. For
more information on the missing workers data, see the methodology section of the Economic Policy Institute’s “Missing Workers” Eco-
nomic Indicator (http://www.epi.org/publication/missing-workers/).

Source: Author’s analysis of Toossi (2007) and Current Population Survey public data series
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Given that changes in the official unemployment rate are currently providing a murky picture of trends in labor market
health, it is useful to turn to other measures. Arguably the most helpful is the employment-to-population ratio of
“prime-age” workers (workers age 25-54). (In fact, I refer to this as my “desert island” measure—meaning that if I were
going to a desert island and could only take one measure with me to judge current trends in labor market conditions,
this would be the one.) The employment-to-population ratio (or EPOP) is simply the share of the population with a
job. In other words, this measure entirely sidesteps the issue of whether potential workers are in the labor force. Restrict-
ing our attention to prime-age workers serves the important purpose of avoiding confounding changes in employment
that are not due to labor market conditions but are instead due to longer-run structural factors, such as baby boomers

hitting retirement age and declining employment of young adults due to increased college enrollment.

Figure C shows the prime-age EPOP over the last several years. In spring 2007, the prime-age EPOP was 80.0 percent.
It dropped more than 5 percentage points to 74.8 percent by December 2009, and has since increased only 1.1 percent-
age points to 75.9 percent. In other words, six years after the start of the Great Recession and four-and-a-half years after the
official end of the Great Recession, the labor market has recovered just a little over one-fifth of what it lost, according to this

key labor market indicator.
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Employment-to-population ratio of workers age 25-54, January
2006-November 2013
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Note: Shaded area denotes recession.
Source: Author’s analysis of Bureau of Labor Statistics Current Population Survey public data series
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This is no time to cut off unemployment insurance extensions

With job opportunities so weak for so long, jobless workers have gotten stuck in unemployment for unprecedented
lengths of time. Currently, more than one-third of unemployed workers (37.3 percent) have been unemployed for more
than six months. Figure D shows the share of the labor force that has been unemployed for more than six months. In
the most recent recession, that share rose to more than two-thirds higher than the previous record set during the down-
turn of the early 1980s. It has since come down significantly, buz it is still above the previous record. It is important to
note that the cause of today’s long-term unemployment situation is no mystery: It is entirely explained by the length
and severity of the current period of labor market weakness, along with longer-term trends in long-term unemploy-
ment (Rothstein 2012). In other words, the long-term unemployment crisis we continue to experience is exactly what
we would expect given how long our labor market has been as weak as it has. It is not the fault of individual unemployed

workers failing to exert enough effort or flexibility in their job search.

In late December, the extensions of unemployment insurance benefits passed by Congress during and in the aftermath
of the Great Recession were allowed to expire. Allowing extensions to expire when the labor market is still so weak is
unprecedented. Figure D marks the date unemployment insurance extensions were allowed to expire following prior
recessions. The share of the workforce that is long-term unemployed is rwice as high today as it was in any other post-

recession period when Congress allowed an extended benefits program to expire.
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FIGURE D

Long-term unemployment rate and months when extended unemployment insurance benefits were
allowed to expire following recessions, January 1957-November 2013
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Source: Author’s analysis of Current Population Survey public data series and the Council of Economic Advisers/U.S. Department of
Labor (2013)

Racial and ethnic minorities hit with significantly more joblessness

Each month, the official unemployment rate provides the share of the labor force unemployed in that month. But this
understates the number of people who are unemployed at some point over a longer period, since someone who is
employed in one month may become unemployed the next, and vice versa. Therefore, the official annual unemploy-
ment rate—which is actually the average monthly unemployment rate for the year—is much lower than the share of the
workforce that experienced unemployment at some point during the year. Figure E shows both the official unemploy-
ment rate and the “over-the-year” unemployment rate—the share of workers who experienced unemployment at some
point during the year. We estimate that 12.7 percent of the workforce, or more than one out of every eight workers, was

unemployed at some point in 2013.

It is important to keep in mind that aggregate labor market measures mask enormous variation by race and ethnicity.
For racial and ethnic minorities, the employment situation is significantly worse than it is for white non-Hispanic work-
ers. Figure F shows both the official annual unemployment rate and the “over-the-year” unemployment rate for blacks
and Hispanics. The 2013 unemployment rate for Hispanics was 9.2 percent, significantly higher than the overall 2013

unemployment rate of 7.4 percent (the latter is shown in Figure E). An estimated 15.5 percent of Hispanics were unem-
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Official unemployment rate and over-the-year unemployment rate, 2000-2013
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Note: Shaded areas denote recessions. The 2013 unemployment rate is based on the Jan. 2013-Nov. 2013 monthly unemployment
rates. The over-the-year unemployment rate is the share of workers who experienced unemployment at some point during the year. The
over-the-year unemployment rate in 2013 is the 2013 unemployment rate times the ratio of the 2012 over-the-year unemployment rate
to the 2012 unemployment rate.

Source: Author’s analysis of Current Population Survey public data series and Bureau of Labor Statistics Work Experience of the Population

(various years)
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ployed at some point in 2013. The 2013 unemployment rate for blacks was 13.2 percent, far higher than the highest
overall annual unemployment rate over the last 70 years. An estimated 19.7 percent of black workers—mnearly one in
five—were unemployed at some point in 2013. The labor market is improving extremely slowly for all major groups,

but the employment situation of African Americans remains at something more akin to depression-level conditions.

Austerity has been a huge drag on the labor market

One thing that sets this recovery apart from other recoveries is the unprecedented loss of public-sector jobs. Since the
recovery began in June 2009, the public sector has lost 728,000 jobs. However, public-sector employment should nat-
urally grow as the population grows. To keep up with population growth over this period, public-sector employment
should have increased by around 750,000. That means the total gap in public-sector employment today is around 1.5
million jobs." Nearly 30 percent of that gap has occurred in local government education, which is mostly public K-12

employment.
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FIGURE F

Official unemployment rate and over-the-year unemployment rate of blacks and Hispanics, 2000-2013
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Note: The 2013 unemployment rates are based on the Jan. 2013-Nov. 2013 monthly unemployment rates. The over-the-year unem-
ployment rate is the share of workers who experienced unemployment at some point during the year. The over-the-year unemploy-
ment rates in 2013 are the 2013 unemployment rates times the ratio of the 2012 over-the-year unemployment rate to the 2012
unemployment rate.

Source: Author’s analysis of Current Population Survey public data series and Bureau of Labor Statistics Work Experience of the Popu-
lation (various years)

Figure G shows public-sector job growth in the current recovery compared with the prior three recoveries. Since the
recovery began four-and-a-half years ago, the public sector has experienced an employment drop of 3.2 percent. By
comparison, at this point in the recovery following the early 1980s recession, the public sector had experienced a 7.1
percent gain in employment. At this point in the recovery following the early 1990s recession, the public sector had
seen 5.1 percent employment growth, and at this point in the recovery following the early 2000s recession, the public
sector had seen 2.8 percent employment growth. Public-sector job loss in the current recovery represents a large drag

that did not weigh on earlier recoveries.

The weak labor market is not due to workers lacking skills

One often-hypothesized explanation for the weak U.S. jobs recovery is “skills mismatch,” meaning workers do not have
the skills for the jobs that are available. There has been a great deal of careful research on whether skills mismatch is a
driver of today’s weak jobs recovery, and the strong consensus is that the weak labor market recovery is 7oz due to skills
mismatch, but instead to the fact that businesses have not seen demand for their goods and services pick up in a way that
would require significantly more hiring. For example, a 2012 paper by Edward Lazear (economics professor at Stanford

University and former chair of the Council of Economic Advisors under George W. Bush) and James Spletzer (of the

EPI ISSUE BRIEF #374 JANUARY 9, 2014 PAGE 9


http://www.kansascityfed.org/publicat/sympos/2012/el-js.pdf

FIGURE G
Change in public-sector employment since the start of each of the last four recoveries
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Source: Author’s analysis of Bureau of Labor Statistics Current Employment Statistics

U.S. Census Bureau) states, “Neither industrial nor demographic shifts nor a mismatch of skills with job vacancies is

behind the increased rates of unemployment.”

It is useful to note that if today’s high unemployment were a problem of skills mismatch, we would expect to find some
sizable group or groups of workers now facing #ght labor markets relative to 2007, before the recession started. The
“signature” of skills mismatch would be shortages relative to 2007 in some consequentially sized group or groups of
workers. Figure H shows the unemployment rate by education level, both in 2007 and over the last 12 months for
which these data are available (December 2012—November 2013). It shows that workers with higher levels of education
currently face—as they always do—substantially lower unemployment rates than other workers. However, they too have
seen large percentage increases in unemployment. Workers with a college degree or more still have unemployment rates
1.8 times as high as they were before the recession began. In other words, demand for workers at all levels of education

is significantly weaker now than it was before the recession started.

Figure I shows the number of unemployed workers and the number of job openings by industry for the most recent 12
months for which these data are available (November 2012—-October 2013). If today’s elevated unemployment were due
to skills mismatch, we would expect to find some sectors where there are more unemployed workers than job openings, and
some sectors where there are more job openings than unemployed workers. However, unemployed workers dramatically out-

number job openings in all sectors. There are between 1.3 and 9.0 times as many unemployed workers as job openings
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Unemployment rates, by educational attainment, 2007 and the last 12 months
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Source: Author’s analysis of Current Population Survey Outgoing Rotation Group microdata
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in every industry. Even in the industry (finance and insurance) with the most favorable ratio of unemployed workers
to job openings, there are still nearly 30 percent more unemployed workers than job openings. In 7o industry does the
number of job openings even come close to the number of people looking for work. In other words, the problem in
today’s labor market is not that workers lack the right skills for the sectors where jobs are available; rather, the problem

is a broad-based lack of demand for work to be done.

Today'’s labor market is not just hard for job seekers

When job opportunities are as weak as they are today, it is not just job seekers who suffer—workers with jobs also
do much more poorly than they would if job opportunities were plentiful. The lack of available jobs shifts bargaining
power away from workers; employers simply do not have to pay substantial wage increases to get and keep the workers
they need when workers lack other options. Figure J shows real (i.e., inflation-adjusted) wage growth between 2009
and 2013 for various percentiles of the wage distribution. Since the recovery began in 2009, wages have dropped for the
bottom 90 percent of workers, despite productivity growth of 4.8 percent over that period.2 One thing Figure ] high-
lights is that though workers at all wage levels see slower wage growth when job opportunities are weak than they would
if job opportunities were strong, the effect is more dramatic further down the wage distribution. In other words, even
high-wage workers are worse off during periods of labor market weakness than they would be if the labor market were

strong, but the impact of a weak labor market on low- and moderate-wage workers is much more severe. For example,

EPI ISSUE BRIEF #374 JANUARY 9, 2014 PAGE 11



H[CIVIS{=NI VIEW INTERACTIVE on epi.org

Number of unemployed and job openings, by industry (in thousands)
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Change in real hourly wages between 2009 and 2013 at various parts of the wage
distribution
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Source: Author’s analysis of Current Population Survey Outgoing Rotation Group microdata
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since 2009, wages have dropped 7.0 percent for the 20th percentile worker, 4.4 percent for the median worker, “just”

2.6 percent for the 80th percentile worker, and have risen 0.1 percent for the 95th percentile worker.

It is useful to note that weak wage growth for most workers is not a new phenomenon emerging during the aftermath
of the Great Recession. Wages for most workers have been stagnant or falling for the last decade. For more on this, see 4
Decade of Flar Wages, by Lawrence Mishel and Heidi Shierholz (2013).

A key way workers with jobs advance is by leaving one job and taking another that either pays more or offers better
potential for advancement. A larger number of people voluntarily quitting their job indicates a labor market in which
job opportunities are plentiful and employed workers have the chance to find a job that pays better and more closely
matches their skills and interests. During downturns, the rate of voluntary quits falls significantly as outside job oppor-

tunities become scarce.

Figure K presents the quits rate. Between late 2006 and mid-2009, the share of employed people quitting their jobs
each month dropped dramatically, from 2.3 percent to 1.2 percent. The quits rate has picked up since that time, but
at 1.7 percent, it is far below its pre-recession level. This represents millions of lost opportunities; if the quits rate had

not fallen, more than three-quarters of a million workers per month would have quit their job for something preferable
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Quits rate, December 2000-October 2013
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Source: Author’s analysis of Bureau of Labor Statistics Job Openings and Labor Turnover Survey
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during the last five years. A low quits rate is one of the factors underlying the wage declines previously discussed. Think,
for example, of a young person who graduated and found a job in spring 2007, right before the Great Recession began.
She is lucky to have found a job before the start of the recession, but under normal circumstances she may have greatly
benefited at some point in the last six years from leaving her job for one that was a better match or offered better pay.
Instead, she may have been locked in her job—whatever its pay level or opportunity for advancement—due to the weak

labor market in the Great Recession and its aftermath.

Conclusion: What can be done?

Six years since the start of the Great Recession and four-and-a-half years since its official end, the U.S. labor market
remains extraordinarily weak, with nearly eight million jobs needed just to restore the labor market to pre-recession
health. The root of this labor market weakness is simply weak aggregate demand—Dbusinesses have not seen demand for

their goods and services pick up in a way that would require them to significantly increase hiring.

This means that the most direct way to quickly improve labor market health is to institute measures that boost aggregate
demand. In the current moment this can only reliably be accomplished through expansionary fiscal policy: large-scale

ongoing public investments, the reestablishment of public services and public-sector employment cut in the Great
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Recession and its aftermath, and strengthening safety net programs. One of the most effective policies available to
help the economy would be to simply reinstate the emergency unemployment insurance benefits program that was
allowed to expire last month. Long-term unemployed workers, who are almost by definition cash-strapped, are likely
to immediately spend their unemployment benefits. Unemployment benefits spent on rent, groceries, and other neces-
sities increase economic activity, and that increased economic activity saves and creates jobs throughout the economy.
For this reason, economists widely recognize government spending on unemployment insurance benefits as one of the
most effective tools for increasing economic activity in a period of persistent labor market weakness. We estimate that
reinstating the unemployment insurance benefit extensions through 2014 would save around 300,000 jobs (Mishel and
Shierholz 2013). Combined with the fact that these expenditures would also assist millions of the long-term unem-
ployed who lost their job through no fault of their own during the worst downturn in seven decades, the case for rein-

stating the extensions is unambiguous.

Policies that would spread the total hours of work across more workers could also bring down unemployment from the
supply side. Work sharing would encourage employers who experience a drop in demand to cut back average hours per
employee instead of cutting back the number of workers on staff. While layoffs are no more prevalent now than before
the recession began, there are currently around 1.5 million layoffs every month, meaning a work-sharing program could
avoid many layoffs and significantly reduce unemployment. Another possibility is to allow earlier entry into Social Secu-
rity and Medicare for those workers wishing to move up their retirement. Early, voluntary retirements would decrease
the labor supply while holding labor demand fixed, thereby allowing the unemployment rate to fall. Finally, mandatory
paid leave policies could reduce the average annual hours worked. An obvious place to start would be providing paid
sick days to the almost 40 percent of private-sector workers who lack the right to even a single day of paid sick leave so

that they can stay home when they or their children are sick (Lafer 2013).

— Research assistance provided by Hilary Wething.
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Endnotes

1. Notably, these additional public-sector jobs would result in a ratio of public employment to the overall population of 7.35
percent, which is slightly /ess than the average ratio of public employment to the overall population over the 2000-2007 business

cycle (7.39 percent).
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2. It is worth noting that this rate of productivity growth is in fact relatively weak; productivity growth has slowed substantially
since the start of the Great Recession. Over the full business cycle from 2000 to 2007, productivity grew at an average annual

rate of 1.9 percent, but since 2007 it has grown at an average annual rate of 1.2 percent.
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