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The Employment Situation is Worse Than You Think, But Improving 

 
How discouraged workers leaving the labor force 

Ƙŀǎ ƳŀǎƪŜŘ ǘƘŜ ƴŀǘƛƻƴΩǎ true unemployment rate 

and what it means for 2012. 

 

New analysis by Avalanche Consulting, a national 

economic consulting firm, reveals that the true rate of US 

unemployment is 12.1% ς 3.6 percentage points higher 

than reported for December ς and that an additional 5.4 

million unemployed discouraged workers are missing 

from federal labor force estimates.  This is the first recession in decades to experience 

this phenomenon of large swaths of people leaving the labor force.  These estimates are 

derived by using the long-term ratio of employment to working-age population to 

calculate ǘƘŜ άǊƛƎƘǘέ ƭŜǾŜƭ ƻŦ ŜƳǇƭƻȅƳŜƴǘ ŀƴŘ ǘƘŜ ƭŜǾŜƭ ƻŦ άǘǊǳŜ ǳƴŜƳǇƭƻȅƳŜƴǘέΦ 

 

One morning last month, we were greeted by some surprisingly positive news:  the US 

unemployment rate fell from 9.1% to 8.6% in just one month ς a sizeable decline that 

suggests we can be more optimistic about 2012.  While a falling unemployment rate is 

reason to cheer, a look behind the numbers confirms our fears:  that workers are leaving 

the labor force in droves.  In fact, lingering pessimism in the labor force could help the 

unemployment rate fall further ς if discouraged workers remain discoǳǊŀƎŜŘ ŀƴŘ ŘƻƴΩǘ 

re-enter the labor force faster than new jobs are created. 

 

Many in the national and local news media (Washington Post, Financial Times, 

Associated Press, USA Today) and blogosphere (Huffington Post, Economix) were quick 

to point out last month that while 278,000 workers found jobs in November, the overall 

labor force shrank by 315,000 workers, i.e. left the workforce.  Various think thanks 

debated how to interpret the statistics (Economic Policy Institute, Brookings Institution).  

However, no one has yet to suggest ǿƘŀǘ ǘƘŜ άǊƛƎƘǘέ ƭŜǾŜƭ ƻŦ ŜƳǇƭƻȅƳŜƴǘ ǎƘƻǳƭŘ ōŜ 

(not just who is looking for work) and ŎƻǊǊŜǎǇƻƴŘƛƴƎƭȅ ǿƘŀǘ ǘƘŜ άǘǊǳŜέ ǳƴŜƳǇƭƻȅƳŜƴǘ 

rate is.   

 

As we were finishing this Brief last Friday, the Department of Labor released its estimate 

for December unemployment:  8.5%.  This estimate continues a 4-month steady decline 

Published by: 

 
 
An economic consulting firm 

based in Austin, Texas.   

www.AvalancheConsulting.com 

 

http://www.washingtonpost.com/blogs/ezra-klein/post/wonkbook-the-real-unemployment-rate-is-11-percent/2011/12/12/gIQAuctPpO_blog.html
http://www.ft.com/intl/cms/s/0/6327a7f4-21bb-11e1-8b93-00144feabdc0.html#axzz1ibZGtm9U
http://www.google.com/url?sa=t&rct=j&q=unemployment%20rate%20associated%20press%20us%20job%20market%20ends%20year%20in%20better%20shape&source=web&cd=1&ved=0CCwQFjAA&url=http%3A%2F%2Fhosted2.ap.org%2FAPDEFAULT%2F3d281c11a96b4ad082fe88aa0db04305%2FArticle_2011-12-29-Economy%2Fid-e0aef72cda714e939de79b86a5e75751&ei=mtsFT_9vqujZBbH0_NcC&usg=AFQjCNEIP9Io8Qqd2MA2lRDKc7v9ho_aHg&sig2=bH7ITQf1aiBrGOuWZhM_aA
http://www.usatoday.com/money/economy/story/2011-12-14/economic-optimism-grows-risks-remain/51929126/1
http://www.huffingtonpost.com/2011/12/02/jobs-report-december-november-2011_n_1125180.html
http://economix.blogs.nytimes.com/2011/12/06/employed-women-dropping-out-of-the-labor-force/
http://www.epi.org/publication/apparent-good-news-mirage-states/
http://www.brookings.edu/opinions/2011/1215_labor_gains_burtless.aspx
http://www.avalancheconsulting.com/


Economic Brief No. 1 January 10, 2012 

 

 

Avalanche Consulting, Austin, TX  Page 2 of 7 

in the unemployment rate, and October and November were revised to show slightly 

lower unemployment rates than previously reported.  More significantly, the number of 

workers leaving the labor force was less than originally thought.  These are good signs 

and we hope that the revisions hold, but the estimates still ŘƻƴΩǘ Ŏƻǳƴǘ the discouraged 

millions that have left the labor force since the start of the recession. 

 

Our first reaction to ƭŀǎǘ ƳƻƴǘƘΩǎ ƳŜŘƛŀ ŀǊǘƛŎƭŜǎ ŀōƻǳǘ ŘƛǎŎƻǳǊŀƎŜŘ ǿƻǊƪŜǊǎ was to 

ǿƻƴŘŜǊ ƛŦ ǘƘŜǎŜ ƴŜƎŀǘƛǾŜ ŎŀǾŜŀǘǎ ǿŜǊŜ Ƨǳǎǘ άŘƻƻƳ ŀƴŘ ƎƭƻƻƳέ ƳŜŘƛŀ ǎǇƛƴ ς that maybe 

there was a silver lining in the numbers.  όLǘ ƛǎ ƛƴǘŜǊŜǎǘƛƴƎ ǘƻ ƴƻǘŜ ǘƘŀǘ ǿŜ ƘŀǾŜƴΩǘ ǎŜŜƴ 

any articles yet that celebrate or even point out that the recent data show that 

ŘƛǎŎƻǳǊŀƎŜŘ ǿƻǊƪŜǊǎ ƘŀǾŜƴΩǘ ōŜŜƴ ŀǎ ōƛƎ ƻŦ ŀƴ ƛǎǎǳŜ ƛƴ ǊŜŎŜƴǘ ƳƻƴǘƘǎ as previously 

reported.)  Could there be good factors that would cause the labor force to shrink?  I can 

think of several.  During tough times, the civilian labor force might naturally rise if some 

people decide to look for work (full-time or part-time) to supplement falling household 

incomes:  a stay-at-home spouse taking a new part-time job, a student working while 

taking classes, or an older worker delaying retirement.  If people are leaving the 

workforce now for good reasons, could it be that their temporary entry into the labor 

force in past years caused a spike in the unemployment rate and this trend is now 

reversing?  Have we been overestimating the pain in the labor force and overstating the 

rise in the unemployment rate?   

 

To further complicate things, the unemployment rate is one of the trickier statistics to 

nail down.  The definition is simple ς the percentage of workers who are unemployed.  

But it is essentially derived from a highly fluid estimation of the number of workers who 

say they are job hunting (and in fact made one attempt to find a job in the last 4 weeks).  

5ƛǎŎƻǳǊŀƎŜŘ ǿƻǊƪŜǊǎ ŀǊŜ ǘƘƻǎŜ ǘƘŀǘ ǎǘƻǇǇŜŘ ƭƻƻƪƛƴƎ ōŜŎŀǳǎŜ ǘƘŜȅ ǘƘƛƴƪ Ƨƻōǎ ŘƻƴΩǘ ŜȄƛst.  

The long-term unemployed are automatically kept as part of the available civilian labor 

ŦƻǊŎŜ ǿƘƛƭŜ ǘƘŜȅ ŀǊŜ ǊŜŎŜƛǾƛƴƎ ǳƴŜƳǇƭƻȅƳŜƴǘ ōŜƴŜŦƛǘǎΦ  !ŦǘŜǊǿŀǊŘǎΣ ƛŦ ǘƘŜȅ ŘƻƴΩǘ ƪŜŜǇ 

looking for employment, they fall out of the labor force.  

 

So, what is driving the drop in the labor force?  Are we now seeing the realities of the 

long-term unemployed finally removing themselves from the available labor force?  Or 

ŀǊŜ ǿŜ ǿƛǘƴŜǎǎƛƴƎ ǘƘŜ άǊƛƎƘǘ-ǎƛȊƛƴƎέ ƻŦ ǘƘŜ ƭŀōƻǊ ŦƻǊŎŜ ŀǎ ǿŜ ŎƻƳŜ ƻǳǘ ƻŦ ǘƘŜ ǊŜŎŜssion?    

On the following page, we compare various data metrics to pick the one that is the best 

ŦƻǊ άǊƛƎƘǘ ǎƛȊŜέ.  In our view, the best ratio to use is jobs to working-age population.  Feel 

free to skip the following section, which describes our methodology for this conclusion.  
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What is the Right Level of Employment in the US?  

 
There are several possible measures for the right level of employment in the economy.  The US BLS 

provides a labor force participation rate, which tells us how many available workers there are for the 

adult population (which has been defined since the early 1900s as people 16+). A better measure might 

be to calculate the participation rate for people of traditional working age, between 25 and 64 years. Or, 

we could look at the ratio of total jobs to total population, ǿƘƛŎƘ ƳƛƎƘǘ ōŜ ŜǾŜƴ ōŜǘǘŜǊ όάǿŜ ƴŜŜŘ · 

ǇŜƻǇƭŜ ǿƻǊƪƛƴƎ ŦƻǊ ŜǾŜǊȅ ǇŜǊǎƻƴ ƭƛǾƛƴƎέύ.  If we can arrive at a best measure for what the US 

employment level should be, then we can size up whether ǘƻŘŀȅΩǎ falling unemployment rate is a good 

sign or not.  We believe the right measure is jobs per working age population, as we explain below. 

 

To answer this question, the team at Avalanche Consulting pulled 20 years of labor force and population 

data from our proprietary Headlight data system, which uses data from numerous federal agencies.  The 

Census recently released its revised estimates of US population by age group, which allows us to apply a 

more current estimate of the working age population (25-64 years).  Each ratio is shown as lines in the 

two charts below. 

  
 

 

 

 

 

 

 

 

 

 

Our goal was to identify the employment-to-ǇƻǇǳƭŀǘƛƻƴ ǘƘŀǘ Ƙŀǎ ǊŜƳŀƛƴŜŘ Ƴƻǎǘ άǘǊǳŜέ ƻǾŜǊ ǘƘŜ ȅŜŀǊǎΣ 

preferably the one that has held the most steady and flat.  What did we discover? 

 

¶ The civilian labor force is indeed shrinking (top-left line), despite my concerns that delayed 

retirement and new part time workers might be forcing it higher. 

¶ The labor force participation (available workers as a % of the population aged 16 or higher) has 

remained relatively steady, but has still experienced a slow decline over the past decade. 

¶ The number of jobs for working age adults 25-64 years of age (top-right line) has held steady 

over the last 20 years (and also over 30 years), until the recent recession, when it fell 

dramatically ς a much larger downward shift than another other ratio on the chart.  This 

measure is the best in our view. 

¶ Total jobs per total population has remained surprisingly flat for the past 15 years before falling 

quickly at the start of the recession and holding steady. 
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So, how bad is the current unemployment picture?   

 

.ȅ ƭƻƻƪƛƴƎ ŀǘ ŀ ǊŜŀǎƻƴŀōƭŜ ƳŜŀǎǳǊŜ ƻŦ ǘƘŜ άǊƛƎƘǘέ level of employment ς which in our 

opinion should be maintaining the long-term ratio of jobs to working age population ς 

we see that the labor situation is worse than it appears, that people leaving the 

workforce have kept the unemployment rate from being much higher. 

 

Our calculations show that while the 

BLS reports that just 13.1 million are 

unemployed (as of December), the 

actual jobs deficit in the US is much 

higher.  If we consider that a 5% 

unemployment rate is probably the 

άƴŀǘǳǊŀƭ unemployment rateέ ƻǊ ƭƻǿ 

end of what is achievable (we only 

got to 4.5% unemployment in 2006 

and 4% in the dot-com heyday), then 

the BLS statistics only register a 

deficit of 5.4 million unemployed 

people who would normally have 

jobs above this 5% rate.  However, if the economy were to maintain its ratio of jobs per 

working age population, then we would have a deficit of 11 million jobs.  Add to it the 

άƴŀǘǳǊŀƭέ ƭŜǾŜƭ ƻŦ ǳƴŜƳǇƭƻȅƳŜƴǘ (currently 7.7 million workers) and we get to a total 

number of unemployed that is 18.7 million ς much higher than the BLS estimate.  Not 

convinced?  See the chart above, which shows our job deficit calculation based on the 

jobs-to-working-age-population ratio in red.  It tracks very closely for 20 years (after 

subtracting the natural level of unemployment, 5%), and then diverges dramatically in 

2009.  Past boom and bust cycles show comparable surpluses and deficits, but the 

current recession is quite different.  
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What would our unemployment rate be if we counted these newly discouraged 

workers?   

 

 We would have an unemployment 

rate above 12%.  This higher rate is 

far beyond the usual conversation 

ŀōƻǳǘ άǎƘŀŘƻǿ ǳƴŜƳǇƭƻȅƳŜƴǘέ ǘƘŀǘ 

ǿŜΩǾŜ ƘŜŀǊŘ about during past 

recessions, and is not an alternative 

measure of unemployment that is 

published by the Department of 

Labor (see end of this brief for more 

on this).  And finally, we see in the 

chart to the right a much smaller dip 

in the adjusted rate than the 

reported unemployment rate.  While 

both are trending in the same direction, the adjusted rate shows that recent 

improvements have been only mild.  

 

Note: The small divergence between the lines in the early 1990s is the aftermath of the late 1980s boom, 

when the labor force grew much faster than the population (new opportunities drew in new workers) 

and the unemployment rate was exceptionally low.  In essence, the late 1980s created more jobs that 

ǿŜǊŜ ŀŎǘǳŀƭƭȅ ƴŜŜŘŜŘΣ ǿƘƛŎƘ άŜƴŎƻǳǊŀƎŜŘέ ǿƻǊƪŜǊǎ ǘƻ ŜƴǘŜǊ ǘƘŜ ƭŀōƻǊ ŦƻǊŎŜ ŀƴŘ ǎƭƛƎƘǘƭȅ ƛƴŦƭŀǘŜŘ ǘƘŜ 

already low unemployment rate at the time.  

 

²Ƙŀǘ ǿƻǳƭŘ ȅƻǳǊ ŎƻƳƳǳƴƛǘȅΩǎ true unemployment rate be if these discouraged 

workers still said they were looking for a job?  That data will come in future articles 

from us. 

 

So, what do we do with this new information ς that the economy has been worse than 

we thought, that millions of discouraged workers have left the labor force, and that the 

reported unemployment rate is understated?   

 

Understanding the past and present situation is critical so that we can make better 

decisions going forward. Sizing up the economy affects decisions across every part of 

the US: government policy decisions, career planning decision, investment decisions, 
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and consumer sentiment and purchasing. The outlook for 2012 is getting brighter and 

most indicators are trending in the right direction.  Barring a meltdown of the Euro 

Zone, the US should continue to see better and better job growth numbers and a stable 

to falling unemployment rate.  However, we must recognize that the economy has been 

scarred and that millions of people are no longer part of the productive labor force.   

 

As economic indicators improve in the coming months, we must recognize that 

significant repair will be required for years to come.  Every level of government ς 

federal, state, and local ς must be geared toward accelerating the recovery given lower 

levels of labor force participation and a large disenfranchised population.  No single 

policy will be enough.  Boosting job growth rates should be the top priority, which is 

best done by accelerating ǘƘŜ ŜŎƻƴƻƳȅΩǎ ǘǊŀƴǎƛǘƛƻƴ, i.e. bringing future opportunities 

more quickly into the present.  Policies could include creating the business climate and 

incentives for the private sector to create jobs (government stimulus could never be 

enough to replace the 11 million job deficit), encouraging adult workers to retrain in 

high-demand skills, and ensuring students are ready for the workforce when they 

graduate.  The rewards will be large for the right policies:  our job growth rate could be 

2x our long-term rate once the economy gets in full swing if we set the proper 

foundation for the private sector to create jobs. 

 

Let me repeat, this negative review of US economic performance is entirely backward-

looking, and we are not suggesting that a άǎƪȅ-is-ŦŀƭƭƛƴƎέ response is needed.  Proper 

planning for the future must include a realistic view of the past.  Given our analysis ς 

that the jobs deficit has been worse than we thought ς we all have our work to do in 

2012.  Are you ready? 

 

Chris Engle, Vice President 

Avalanche Consulting, Inc. 

512-480-9800 

 

Feel free to email us your comments and questions:  chris@avalancheconsulting.com 
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A Note about the Alternative Measures of Unemployment published by the 

Department of Labor:   

 

There are several 

alternative measures of 

unemployment reported 

by the Department of 

Labor, which additionally 

include people who 

work part-time but want 

full-time work, 

discouraged workers, 

and people who are 

άƳŀǊƎƛƴŀƭƭȅ ŀǘǘŀŎƘŜŘέ ǘƻ 

the labor force.  

Unfortunately, these 

ƳŜŀǎǳǊŜǎ ŘƻƴΩǘ ǾŀǊȅ ƳǳŎƘ ŦǊƻƳ ǘƘŜƛǊ ƭƻƴƎ-term averages (multiples above the reported 

number of unemployed workers as shown by the chart above) whether we are in a 

recession or not, and thŜǊŜŦƻǊŜ ŘƻƴΩǘ ǇǊƻǾŜ ǘƻƻ ǳǎŜŦǳƭΦ  ¢ƘŜȅ ǎƛƳǇƭȅ ƘŀǾŜƴΩt captured 

the true effect of discouraged workers leaving the workforce. 

 

Because our adjusted estimates compare employment to population, we believe that 

our data provides a clearer estimate of the number of discouraged workers, and 

therefore actual unemployment in the US today. 

 


