
LABOR FORCE PARTICIPATION 
AND JOB OPPORTUNITIES
by Charlie Carter

An important influence on the decision to 
seek work is the prospect that search 
efforts will be successful. One good in
dicator of job prospects is the success of 
those currently seeking employment. Our 
evidence shows that when a larger fraction 
of the working-age population is success
ful, people who would not otherwise seek 
work are encouraged to enter the labor 
force. The reverse occurs when job seekers 
are generally unsuccessful.

Two Theories of Cyclical Labor Force 
Responses. Findings of earlier empirical 
studies suggest that labor force participa
tion rates are positively related to short- 
run swings in the pace of economic 
activity.1 On the one hand is the 
"discouraged-worker hypothesis." It argues 
that increases in the demand for labor 
not only provide employment opportun
ities for tnose currently seeking employ
ment but swell the labor force with others 
who withdrew or held back when job pros
pects were unfavorable. These individuals 
are willing to work at existing wage rates 
but have failed to participate in the labor 
force because job opportunities were 
scarce. To the extent that persons leave 
the labor force during cyclical declines— 
i.e ., lose their jobs and do not seek 
others—the reauction in employment will 
exceed the increase in unemployment.

'See, for example, Thomas Dernburg and Kenneth Strand, "Cyclical Variation 
in Civilian Labor Force Participation," The Review of Economics and 
Statistics, November 1964, pp. 378-91; Peter S. Barth, "Unemployment and 
Labor Force Participation," Southern Economic Journal, January 1968, pp. 375- 
83; Joseph M. Bonnin and William Y. Davis, "Labor Force Responsiveness 
to Short-Run Variations in Economic Opportunity," Southern Economic 
lournal, October 1971, pp. 161-72; and Alfred Telia, "The Relations of Labor 
Force to Employment," Industrial and Labor Relations Review, XVII (April 
1964), pp. 454-69. For the most recent treatment, see George C. Perry, 
"Potential Output and Productivity," Brooking Papers on Economic Activity, 
1:1977, pp. 11-47, and Michael L. Wachter, "Intermediate Swings in Labor 
Force Participation," Brookings Papers on Economic Activity, 2:1977, pp. 545-74.

On the other hand, individuals may 
decide not to enter the labor market, 
even if prospects are favorable. Returns 
from working may not be significantly 
higher than returns from not working. 
Rising benefits from public assistance pro
grams, broader industry coverage under 
unemployment insurance programs, 
and the relative value of leisure dis
courage labor force participation.

Opposing the discouraged-worker effect 
is the "additional-worker" effect. An 
initial drop in employment results 
in large-scale discouragement and, later, 
withdrawal from the labor force. How
ever, the additional-worker hypothesis 
maintains that subsequent declines 
in employment are met with smaller 
reductions in labor force participation.
As the period of economic slack con
tinues, downward pressures on family 
incomes and living standards force 
additional family members to enter the 
labor force. By reducing real income, 
inflation reinforces the added-worker 
effect. Therefore, the additional-worker 
effect may partially offset the negative 
impact of the discouraged-worker effect 
on labor force participation.

Of course, the net impact of cyclical 
changes in activity on labor force partici
pation depends on the relative importance 
of the two effects. If the discouraged- 
worker effect dominates, the net in
fluence on labor force participation will 
be negative. The change would be posi
tive if the additional-worker effect 
dominates and zero in the case where 
the two effects are of equal strength.

Problems in Testing for Labor Force 
Responses. Interest in the cyclical 
sensitivity of labor force participation 
began in the mid-1960s, with seminal 
works by Dernburg-Strand (D-S) and Telia
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who used the employment-to-population 
ratio to predict labor force responses. 
Since then, many other studies have 
examined this issue.

Empirical findings have generally 
attached greater significance to the 
discouraged-worker effect. Therefore, dur
ing cyclical declines in economic activity, 
labor force participation shrinks and labor 
force growth slows. By not counting 
those who withdraw from the labor 
force because they think they cannot 
find work, reported unemployment 
statistics understate the "true" magnitude 
of unemployment. Also, labor force 
data used to estimate productive capacity 
understate the potential labor supply, 
which leads to underestimates of the 
output potential of the economy.

Substantial employment growth without 
significant reductions in unemployment 
during the earlier part of the current 
economic expansion and renewed empha
sis on potential output have stimulated 
interest in the subject. Besides over
looking "hidden unemployment" during 
downturns, the unemployment rate gives 
little recognition to employment growth 
during upswings. Thus, if the discouraged- 
worker effect dominates, the unemploy
ment rate will portray labor market 
conditions as being better than they are 
in bad times and worse than they are 
in good times.

Since cyclical changes in labor force 
participation interfere with the job
less rate's ability to represent labor 
market conditions, many economists have 
begun to consider alternative measures. 
Indexes of help-wanted advertising, the 
duration of unemployment, quit rates, and 
unemployment rates of prime age males 
and other demographic groups are most 
often used. A measure receiving in
creasing attention by labor market analysts 
is the proportion ot the working-age 
population that is employed.2 By focus
ing on employment and population 
instead of unemployment and labor force,

JSee Geoffrey Moore, "How Full is Full Employment?" (Washington, 
American Enterprise Institute, 1973); Geoffrey Moore, “ The Numbers Aren’t 
Everything/' New York Times, October 2, 1975, Op-Ed pages; Christopher 
Green, "The Employment Ratio As an Indication of Aggregate Demand 
Pressures," Monthly Labor Review, April 1977, pp. 25-32; and Julius Shiskin, 
"Employment and Unemployment: The Doughnut or the Hole?,”  Monthly 
Labor Review, February 1976. pp. 3-20.

this measure is more cyclical than un
employment rates and gives greater at
tention to job growth. Also, because it 
uses employment rather than unemploy
ment, the measure more closely re
flects aggregate demand pressures on 
labor markets. The working-age population 
may also be considered a better measure 
of the number of individuals who want a 
job than the labor force, which measures 
working and "actively" searching for work.

Our Test of Labor Force Responses.
If the national labor force expands 
and contracts with cyclical swings in the 
level of economic activity, a cyclical 
pattern is likely to be found in subnational 
labor markets. Moreover, labor force 
participation in regions (or states) could 
be expected to be even more volatile 
due to interregional and interstate 
migrations of labor. On a national scale, 
individuals respond to cyclical fluctu
ations in job opportunities by participating 
or not participating in the labor force. 
Except for choosing new occupations, 
no other alternative is available. However, 
when cyclical changes in employment 
opportunities are not uniform across 
the nation, the options are not limited to 
participation or nonparticipation but 
are broadened to include relocation in 
regions or states where job prospects are 
more promising. Therefore, studies of 
cyclical changes in labor force partici
pation that are national in scope overlook 
the effects of a possible redistribution of 
labor among regions due to regional 
differences in labor market conditions. For 
that reason, we chose to test for labor 
force responses on the state and 
District level.

The Model. Using a simultaneous 
equation approach developed by D-S 
and widely used elsewhere, we tested 
labor force responses with seasonally 
adjusted monthly data for the state of 
Florida from January 1970 to December 
1977. The dependent variable was the 
civilian labor force participation rate— 
the proportion of the working-age popu
lation seeking or holding employment. 
Since no state measures of aggregate 
economic activity, such as output, industrial 
production, or capacity utilization were 
available, the employment ratio described 
above was used to measure cyclical
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variation in job opportunities. We hypothe
sized that since a reduction in this 
ratio represents a deterioration of 
job prospects, the discouraged-worker 
effect should create a positive relation
ship between the employment ratio 
ana labor force participation.

To detect additional-worker effects, we 
added the "expiration ratio," or the 
number of new monthly expirations of 
unemployment insurance benefits relative 
to the working-age population, to the 
equation. Eligibility for benefits from 
state and Federal unemployment in
surance programs requires labor force 
participation by the recipient. However, 
when the primary worker expects his 
benefits to expire, other family members

(spouses and teen-agers) may be forced 
to enter or be deterred from leaving; the 
labor force. We, therefore, expected a 
positive relationship between labor 
force participation and the expiration 
ratio.3 Since labor force participation 
will expand before the actual expiration 
of unemployment insurance benefits, this 
variable entered the equation with a 
lead of two months, as in the D-S model. 
Also, to capture the secular effects of 
changing legal and social attitudes 
toward working females, rising oppor
tunity costs of nomework relative to

3To be sure, the expiration ratio accounts for only some of the additional- 
worker effect. Since unemployment insurance benefits do not completely 
make up for lost earnings, some added workers may enter the labor force 
in response to extended unemployment of the head of the household.

PPENDIX_________________________________________
The final form of the D-S estimating equation used here was

(1) LFPRj. ~aQ + a-jERj. ”̂ a2^^t + 2 *~t'
where LFPR is the civilian labor force participation rate; ER is the employment ratio; 
XR is the expiration ratio; and TND, the trend term, is the reciprocal of the working- 
age population. The initial estimation with ordinary least squares showed evidence 
of serial correlation. The Hildreth-LU technique for eliminating serial correlation 
was used and produced the following estimates, with t-statistics in parentheses:

LFPRt = .11106 + ,8275ERt + ,0121XRt + 2 -  183.6TNDt,
(6.371) (18.918) (12.120) (-4.456)

R2 = .8245 D -W  = 1.984 SE = .0034.

Coefficients on both the employment and expiration ratios assumed their expected 
signs and are highly significant, as is the trend term. The Durbin-Watson statistic 
shows an absence of serial correlation. The independent variables explain more 
than three-fourths of the monthly swings in labor force participation. Therefore, the 
estimated equation documents both discouraged-worker and additional-worker 
effects in Florida's labor market.

Equation (1) alone is not sufficient to determine the relative strengths of the two 
effects because the employment ratio and the expiration ratio are interrelated. 
Monthly expirations of unemployment insurance benefits are inversely related to 
previous levels of employment. Estimating the net effect of job opportunities on 
labor force participation, then, required a simultaneous estimation of their effect on 
the expiration ratio. The specific form of the expiration ratio equation used was

(2) X R j  =  b g +  b-jER^_-j +  t ^ X R t —1 +  e^, 
where all variables are as described in equation (1).

The following coefficients were estimated for equation (2):

XRt = .832 -  1.5079ERt_ i + .9568XRt n 
(.864) (-1.82) (28.9)

R2 = .948 D -  W = 1.74 SE = .168.
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market work, the decline in fertility rates 
and the trend toward smaller families, 
rising Social Security payments, and the 
tendency of adult men to remain in school 
longer, a trend term was entered into the 
equation.

The Findings. The coefficients and 
statistics we estimated for this equation 
confirmed that both the discouraged- 
worker and additional-worker effects 
significantly influence Florida's labor 
market participation in the ways we 
expected. But, since employment levels 
partly determined the number of un
employment insurance expirations 
in a later period, we had to quantify 
that effect in order to estimate the net 
effect of the employment ratio on labor 
force participation. The Appendix de
scribes the technique used and presents

the estimated coefficients and sum
mary statistics.4

When both direct and indirect effects 
are considered, we estimated that a 
cyclical decline in employment in 
Florida of 100 resulted in a withdrawal 
of 41 workers from the labor force during 
the test period. Thus, reported un
employment statistics which show a rise 
in unemployment of only 59 understate 
the "true" magnitude of unemployment 
in Florida by 41.

Other Areas. For the remaining Sixth 
District states, the participation data are 
annual averages and the analysis is only 
exploratory at this point. Tables 1 and 2

4Since j  = f  + f  by definition, simultaneity could bias the coefficient of 
£ toward unity. However, the extent of this bias cannot be determined. 
Disaggregation by age-sex groups was desirable, but such data were not 

available.

\
Then, to solve for the net effect of cyclical changes in job prospects on labor force 

participation, equations (1) and (2) should be considered in their stationary states. A 
close approximation of such a solution was obtained by assuming that the employ
ment and expiration ratios are constant over time, i.e.,

ERt = ERt_-j = ER, and XRt = XR t_] = XR.

Under those assumptions, equations (1) and (2) were restated as follow:

(1a) LFPRt = aQ + a-|ER + a2 XR + a 3 TNDt + et, and

(2a) XR = b°  + bl ER.
1 -  b 2 1 -  b 2

Substituting equation (2a) into equation (1a) and simplifying provide an equation 
that specifies the net effect of an instantaneous change in the employment ratio on 
labor force participation:

(3a) LFPR{ = Aq + A-]ER + a3 TND^ + ej,

an 0 -  b?) + a?bo
where An -  _ _______ _________ , and

U 1 -  b2
3-j (1 b 2 ) -I- 3 ^ b

Plugging the parameters estimated for equations (1) and (2) into equation (3a), we 
calculated that A-j = .4051.

J
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TABLE 1

LABOR FORCE PARTICIPATION RATES, U.S. AND 
SIXTH DISTRICT STATES, 1970-77

1970 1971

(percent)

1972 1973 1974 1975 1976 1977

Alabama 59.1 61.6 58.0 57.1 57.3 56.9 57.0 58.2
Florida 56.1 54.9 54.0 55.1 56.0 56.2 55.3 55.3
Georgia 62.8 63.3 63.6 64.1 63.6 63.1 63.9 63.9
Louisiana 55.4 55.4 54.8 55.1 54.5 56.1 56.2 57.7
Mississippi 53.8 53.5 56.0 57.4 58.6 58.3 58.8 58.9
Tennessee 61.0 60.3 61.0 60.8 61.9 60.4 59.9 60.8
District 58.3 58.2 57.6 58.1 58.2 58.3 58.2 58.7
U.S. 61.3 61.0 61.0 61.4 61.8 61.8 62.1 62.8

Sources: Population figures derived from Current Population Reports: Population Estimates and Projections, "Estimates of the Population 
of States: By Age, April 1970-July 1, 1977." Labor force data are annual averages obtained from each state, bench marked 
estimates of labor force levels, employment levels, and unemployment levels, 1970 to 1977 (unpublished).

TABLE 2

EXPLOYMENT-TO-POPULATION RATIOS, U.S. AND 
SIXTH DISTRICT STATES, 1970-77

1970 1971

(percent)

1972 1973 1974 1975 1976 1977

Alabama 55.6 58.2 54.4 54.6 53.9 52.5 53.2 53.9
Florida 53.7 52.3 51.2 52.8 52.5 50.2 50.4 50.8
Georgia 60.3 60.8 61.0 61.6 60.3 57.6 58.7 59.4
Louisiana 51.8 51.3 50.6 51.4 49.9 52.0 53.4 53.7
Mississippi 51.0 50.7 53.6 55.2 55.9 53.5 55.0 54.5
Tennessee 58.4 57.5 58.7 58.4 58.8 55.4 56.3 57.0
District 55.4 55.2 54.9 55.5 55.1 53.1 53.8 54.4
U.S. 57.4 56.6 57.0 57.8 57.2 56.0 56.8 57.9

Sources: Population figures derived from Currant Population Reports: Population Estimate* and Projections, "Estimates of the Population 
of States: By Age, April 1970-July 1, 1977." Employment data are annual averages obtained from each state, bench marked 
estimates of labor force levels, employment levels, and unemployment levels, 1970 to 1977 (unpublished).

give 1970-77 labor force participation 
rates and employment-to-population 
ratios, respectively, for both the U.S. 
and Sixth District states. The cyclical 
behavior of labor force participation 
is evident in each Sixth District state. 
Although the timing and magnitudes 
differ, labor force participation declined 
in all District states during the last 
recession, reflecting the dominance of 
the discouraged-worker effect. The cyclical 
decrease in participation was greatest in 
Tennessee, from a high of 61.9 percent 
in 1974 to 59.9 percent in 1976. In 
Alabama, labor force participation 
dropped a full percentage point as well. 
(Comparisons among the other Sixth 
District states and the nation are left 
to the reader.)

Summary. Our purpose here has been 
to determine the presence and relative 
importance of the discouraged-worker and 
adaitional-worker effects on labor force 
participation in the Sixth District states.
A detailed statistical analysis of Florida 
labor markets provided evidence of both 
influences and of the dominance of the 
discouraged-worker effect. The patterns of 
labor force participation rates ana employ
ment ratios over the last recession suggest 
that discouragement was not limited to 
Florida but was a Districtwide phenomenon. 
And, to the extent that cyclical changes in 
opportunities discourage (encourage) labor 
force participation, conventional measures 
understate (overstate) the "true" magnitude 
of unemployment, f l
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