
LABOR TURNOVER? ANOTHER VIEW 

OF THE LABOR MARKET

For many years, the unemployment rate has served 
as an indicator of labor market conditions, an index 
of general economic welfare, and a guide to economic 
policymaking. Like most summary economic indi
cators, the unemployment rate is influenced by both 
supply and demand factors, whose separate influences 
may be mutually offsetting or reinforcing. A  given 
rate of unemployment can therefore be consistent 
with more than one set of labor market conditions, 
each of which could have different wage (and price) 
im plications. U nder such circum stances, undue 
emphasis on the unemployment rate as a policy guide 
without regard to underlying supply and demand 
conditions could lead to unwarranted policy actions. 
Econom ic policies designed to reduce the unemploy
ment rate by stimulating aggregate demand may in
crease labor demand, place upward pressure on 
wages (and prices), and yet have little impact on 
employment and the unemployment rate either be
cause of offsetting supply shifts or labor market 
imperfections.

The purpose of this article is to focus attention 
on demand conditions in the labor market as re
flected in labor turnover and to examine recent un
employment rate behavior in the context of labor 
market conditions as indicated by labor turnover 
statistics. Particular emphasis is placed on a com 
parison of labor turnover behavior in the current 
business cycle with that of the representative post- 
W orld  W ar II cycle.

Labor Turnover Data Each m onth the Bureau 
of Labor Statistics publishes data on the turnover 
of payroll employment in the manufacturing sector. 
Labor turnover data measure the gross movement of 
workers into and out of manufacturing employment 
and are frequently cited as indicators of overall labor 
market conditions. The data are estimated from a 
sample of firms accounting for approximately 54.0 
percent of total manufacturing employment and ap
proximately 26.0 percent of nonagricultural payroll 
employment.1

Labor turnover data consist of monthly time series 
on accessions and separations in manufacturing in

1 A technical discussion of the sample and the relationship of labor 
turnover data to other published series can be found in U. S. De
partment of Labor, Bureau of Labor Statistics, Employment and 
Earnings, 19 (December 1972), pp. 118-29.

dustries. Total accessions include new hires, rehires 
of previously laid off workers, and miscellaneous ac
cessions. Total separations include voluntary quits, 
layoffs, and other separations. In addition to ag
gregate manufacturing series, data are available by 
state and by industry. Labor turnover series are ex 
pressed as the number of turnovers per 100 em
ployees per month. A n accession rate of 2.1, for ex 
ample, is interpreted as 2.1 accessions per month for 
each 100 employees.

Labor Demand and Labor Turnover T he use o f
labor turnover statistics as indicators of labor market 
demand conditions rests upon a number of basic as
sumptions.2 The demand for labor is assumed to be 
directly related to the aggregate demand for goods 
and services. Given the level of aggregate demand, 
the desired stock of workers is conceptually equal to 
the sum of employment (filled jobs) and vacancies 
(unfilled jo b s ) . The extent to which the desired 
labor force is achieved depends upon the efficiency 
of the labor market in matching the available work 
force to the available jobs. Labor turnover statistics 
reflect the processes by which employers and em
ployees adjust to demand conditions in the labor 
market. Turnover is thus assumed to respond sys
tematically to the changing composition of total labor 
demand between employment and job  vacancies. 
Under these assumptions, labor turnover statistics 
should generally reflect the degree to which total 
labor demand is translated into actual employment 
and, conversely, the extent to which total demand is 
unrealized because of inefficiencies in the labor 
market.

Quits Voluntary quits are assumed to be posi
tively related to the availability of alternative job  op 
portunities. If aggregate demand growth causes 
vacancies to rise relative to actual employment, quits 
can be expected to increase for two reasons. First, 
employers seeking needed workers may attempt to 
attract them from other firms. Such quits are at

2 The economic implications of labor turnover are examined in de
tail by Charles C. Holt and Martin H. David, “ The Concept of Job 
Vacancies in a Dynamic Theory of the Labor Market,” in The 
Measurement and Interpretation of Job Vacancies (New York: 
Columbia University Press, 1966), pp. 78-110. More recently, an 
empirical examination of labor turnover data was conducted by 
Charles L. Schultze, “ Has the Phillips Curve Shifted? Some Addi
tional Evidence,” Brookings Papers on Economic Activity (2:1971), 
pp. 452-67.
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tributable to a scarcity of workers with desired skills. 
Second, workers are more likely to quit in order to 
search for better employment opportunities when 
jobs are plentiful. Available evidence indicates that 
the latter quit component has become increasingly 
important in recent years and reflects primarily the 
behavior of dissatisfied young workers, who are gen
erally less educated workers with relatively little 
work experience seeking jobs with better pay and 
improved advancement potential.3 In either case, the 
voluntary quit rate can be expected to rise in res
ponse to increasing job  availability. By similar rea
soning, the quit rate should decline in response to 
the effect of moderating aggregate demand on the 
demand for labor. It will also decline as employment 
begins to approach the total demand for labor and 
vacancies become scarce. Based on these assump
tions, the quit rate can be interpreted as an indicator 
of employee response to changing employment op 
portunities.

Layoffs  One aspect of the employer response to 
changing labor requirements is assumed to be re
flected in the layoff rate. If vacancies rise relative 
to employment as economic activity quickens, layoffs 
should decline, particularly if firms find it increas
ingly difficult to satisfy growing labor requirements. 
Eventually, as employment begins to approach the 
desired labor stock, and vacancies decline, employers 
may become less reluctant to lay off marginal w ork
ers. W hen economic activity moderates, the desired 
labor stock declines relative to employment, and lay
offs can again be expected to rise.

Accessions Accessions, which represent mainly 
new hires and rehires of previously laid off workers 
for both permanent and temporary positions, also 
reflect employer attempts to adjust to changing labor 
demand conditions. In general, total hires should 
tend to increase as job  vacancies rise relative to em
ployment and to fall as vacancies decline relative to 
employment. The magnitude of the accession rate, 
which reflects the speed of employment response to 
changes in desired labor, also depends upon labor 
supply and the efficiency of the labor market in 
matching workers with jobs, however. Under iden
tical demand conditions, hires should proceed at a 
faster rate in an efficient labor market than in an 
inefficient market. Thus, a low accession rate might 
reflect an approximate equilibrium between desired 
labor and actual employment. But it would also be 
consistent with a relatively large number of job

8 The impact of increasing labor force participation by young 
workers receives considerable attention in U. S. Congress, Joint 
Economic Committee, Reducing Unemployment to 2 Percent, Hear
ings, 92nd Congress, 2nd Session, 1972.

vacancies that remain unfilled due to labor market 
inefficiencies. In such situations the accession rate 
by itself is an ambiguous indicator of labor demand 
conditions. If, however, it is interpreted in light of 
labor demand conditions implied in quit and layoff 
behavior, the accession rate may provide information 
on the efficiency of labor markets. So long as labor 
turnover suggests strong demand conditions, high 
accessions would indicate a relatively efficient labor 
market and low accessions an inefficient market. O f 
course, as employment approaches the desired labor 
stock, vacancies will decline and the rate of acces
sion should fall. Such an interpretation will be use
ful in discussing the behavior of accessions in the 
current economic recovery.4

Labor Turnover and the Business Cycle T he
cyclical behavior of labor turnover is displayed in 
Charts 1-5. T w o series are plotted in each chart: 
(1 )  the current cycle indicator from the fourth 
quarter of 1972; (2 )  the corresponding repre
sentative cycle indicator. The value of the repre
sentative cycle indicator in each period is the geo
metric mean of the corresponding period values of 
the indicator from each of the four previous business 
cycles.5 (T h e geometric mean is frequently used in 
computing averages of ratios.) The behavior of the 
representative cycle indicator is charted over a 
thirteen quarter period, from  four quarters prior to 
the cyclical trough through eight quarters after the 
trough.

The Quit Rate The behavior of the quit rate fo l
lows a definite cyclical pattern, as illustrated in 
Chart 1. During past cycles, the quit rate has gen
erally fallen during recession, risen during early re
covery, then turned back down after six quarters of 
economic recovery. This downturn probably rep
resents workers’ perceptions of declining job  avail
ability in the later stages of recovery as employers 
complete their adjustment to changing economic con 
ditions. In contrast, the quit rate has risen con 

4 The relationship between labor hoarding and labor turnover should 
perhaps be mentioned. Hoarding generally refers to employer at
tempts to maintain or obtain an employment level in excess of the 
desired labor stock. The practice can be attributed to uncertainty 
regarding the timing and magnitude of economic fluctuations and 
the costs of labor turnover. Layoffs will tend to be delayed until 
the employer is convinced that an economic slowdown is in progress. 
Premature layoffs would increase a firm’s chances of losing trained 
workers to other firms and in turn having to incur the overhead 
expense of finding, hiring, and training replacements. Likewise, 
(re) hiring workers during economic recovery will generally pick up 
only after employers have become strongly convinced of a cyclical 
upturn. Hoarding might then occur if employers anticipated subse
quent labor shortages and built up a temporary excess labor stock 
in order to avoid the higher costs of finding needed workers when 
labor became relatively scarce. In short, labor hoarding can be in
terpreted as a rational employer response to cyclical economic 
fluctuation. Labor hoarding is generally consistent with assumed 
labor turnover behavior.

5 The cycle periods are based on cyclical trough dates established by 
the National Bureau of Economic Research: 1949-IV; 1954-III; 
1958-11; 1961-1; 1970-IV.
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tinually through the current cycle. M oreover, except 
for the fourth quarter of 1971, the current cycle rate 
has consistently exceeded the representative cycle 
rate. The sustained rise and overall higher value 
of the current cycle quit rate suggest that total labor 
demand has consisted of a relatively high proportion 
of unfilled jobs during the current business cycle, 
particularly in the recovery. Apparently, workers 
have not been reluctant to quit and search for better 
jobs, and employers have been able to attract needed 
workers away from other firms.

The Layoff Rate Chart 2 indicates that repre
sentative cycle layoffs began to decline two quarters 
prior to the cyclical trough, then turned back up after 
the third quarter of economic recovery. The 1970 
auto strike and an anticipated 1971 steel strike are 
presumed to account for the sharp rise in current 
cycle layoffs during the fourth quarter of 1970 and 
the third quarter of 1971. Except for these strike 
effects, the layoff rate declined continuously through 
eight quarters of economic recovery, compared with 
the m id-recovery turnaround observed for the rep
resentative cycle. In addition, the current cycle lay
off rate is generally lower than the representative 
cycle rate.

Relatively low layoff rates also indicate the pos
sibility of unsatisfied labor demand indicated by quit 
rate behavior. Faced with a large number of un
filled jobs and rising quits, employers can be expected

to lay off fewer workers as one means of maintaining 
their needed labor force. The persistence of the de
cline in current cycle layoffs is thus consistent with 
the continuing increase in the quit rate during the 
current cycle.

The Quit-Layoff Ratio The separate reactions of 
workers and employers can be summarized in the 
quit-layoff ratio. This ratio, which can be expected 
to rise as job  vacancies increase and to fall as 
vacancies decline, provides a comprehensive indicator 
of labor demand conditions. A s shown in Chart 3, 
the ratio has generally declined in recession and 
risen in recovery. Reflecting the behavior of its 
components, the current cycle ratio generally exceeds 
the representative cycle ratio, indicating that rela
tively high job  vacancies have prevailed throughout 
the current recovery. The ratio has likewise con 
tinued to rise throughout the current cycle, although 
it turned down in mid-recovery in the representative 
cycle.

The Accession Rate Chart 4 indicates that over 
the representative cycle, accessions have fallen during 
recessions, risen during recovery, and then fallen 
again. Representative late recovery behavior of quits 
and layoffs would seem to indicate that the decline 
in accessions was attributable to a decline in the 
availability of jobs as actual employment approached 
the desired stock of workers and vacancies declined.
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Current cycle accessions did not display the m id-re
covery downturn observed in the representative 
cycle, and this sustained rise in accessions is con
sistent with the quit and layoff evidence of a per
sistently large stock of unfilled jobs. On the other 
hand, current cycle accessions have been on the whole 
lower in recovery than have representative cycle ac
cessions, even though generally higher quits and 
lower layoffs indicate a relative abundance of jobs. 
It is evidently not a scarcity of jobs that is responsi
ble for the low accession rate so much as a scarcity 
of workers to fill available jobs and /or a reluctance 
of workers to accept them. Firms have apparently 
attempted to compensate for slow hires by signi
ficantly reducing layoffs, as indicated in Chart 5, 
which illustrates the cyclical behavior of the accession 
layoff ratio. The ratio is somewhat greater for the 
current cycle recovery than for the representative 
cycle, even though current cycle accessions are rela
tively low, and the ratio has risen continuously 
throughout the current recovery. It is thus possible 
that the relatively slow accession response to rela
tively high job  availability reflects labor market im
perfections affecting the speed of adjustment o f em
ployment to the desired labor stock. One impedi
ment to adjustment would be a scarcity of skilled 
workers. Another might be the tendency for young 
labor force participants to search longer because of 
the relative scarcity of jobs that require few skills

and yet are appealing. Both situations would signal 
the failure of the labor market to provide labor 
market participants, employees and employers, with 
adequate information for arriving at mutually agree
able conditions for employment. Such imperfections 
have the effect of retarding the adjustment of actual 
employment to desired labor; they, consequently, 
dampen the response of the unemployment rate to 
economic recovery. Persistently low accessions and 
high vacancies might indicate a need for employers 
to tailor production requirements to available labor. 
A t the same time, if high quits reflect unrealistic job 
aspirations of inexperienced workers, the labor 
market should somehow encourage workers to revise 
their aspirations or improve their employability.

T o  summarize, labor turnover during the current 
business cycle does not indicate unusually sluggish 
labor demand. Relatively high quit rates sustained 
throughout the recovery indicate that employed 
workers perceive favorable alternative employment 
opportunities. A t the same time, relatively low and 
persistently declining layoff rates indicate that em
ployers are unable to find and keep needed workers 
and, as a result, have reduced layoffs as one means 
of maintaining their desired labor stock. Although 
accessions have risen over the current recovery, the 
increases have been mild in comparison to their 
representative cycle behavior. The failure of rising 
labor demand to be translated into actual employ-
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ment contributed to the restrained response of the 
unemployment rate to economic recovery. Conse
quently, actual current cycle employment growth in 
manufacturing has not kept pace with representative 
cycle growth, as shown in Chart 6, although employ
ment has accelerated in the latter stages of the cur
rent recovery.

The lack of job  vacancy data prior to 1969 makes 
it impossible to examine directly the assumed rela
tionship between vacancies and labor turnover during 
previous business cycles. Chart 7 indicates that job 
vacancies, however, have in fact risen during the 
current cycle, as the previous discussion has sug
gested. M oreover, the ratio of vacancies to vacancies 
plus employment, which reflects unsatisfied demand 
as a proportion of total labor demand, has also risen 
during the current recovery.

Labor Turnover and the Unemployment Rate
Labor turnover represents movement into and out 
of employment primarily in response to demand 
factors operating in the labor market. O f course the 
unemployment rate also reflects these factors, but 
it also responds to changes in the labor force that are 
essentially supply determined. Since these supply

shifts may either offset or reinforce demand factors, 
the unemployment rate alone can be an ambiguous 
indicator of job  availability. If a growing demand 
for labor is accompanied by an increasing number 
of labor force participants, due to rising population, 
larger participation rates, or both, the unemployment 
rate might remain unchanged or even rise. The un
employment rate would thus fail to signal the under
lying improvement in job  opportunities. In addition, 
enhanced job  opportunities may not be translated 
into increased employment if available workers do 
not possess skills needed for the jobs generated. E m 
ployment might also fail to respond to demand if the 
available jobs did not satisfy the workers’ desire for 
appealing jobs with advancement potential. O f 
course, given sufficient skills, these workers could 
probably find desirable jobs, so this case is not com 
pletely different from  the problem of scarce skills. 
In either case, favorable employment opportunities 
might have little impact on employment and the un
employment rate, even in the absence of labor supply 
changes. It is also possible that favorable job  avail-
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ability would induce workers to quit voluntarily and 
endure short spells of joblessness while searching 
for better jobs, placing upward pressure on the un
employment rate. It is thus evident that the unem
ployment rate can react in various ways to changes 
in labor market demand. The response of employ
ment to labor demand will depend upon labor market 
efficiency. The unemployment rate in turn is de
termined by employment and the response of labor 
supply to aggregate demand changes. By providing 
information on the first of these two responses, labor 
turnover data can shed some light on the moderate 
unemployment rate response to economic recovery 
during the current business cycle.

The cyclical behavior of the unemployment rate is 
shown in Chart 8, which indicates that the repre
sentative cycle rate exceeded the current cycle rate 
in recession and that the current cycle peak was 
almost 1 percentage point less than that of the rep
resentative cycle. The cause of recent concern has 
been the failure of the rate of unemployment to re
spond as it has in the past to general economic re
covery. Examination of labor turnover during the 
current recovery reveals a labor market characterized 
by relatively high unrealized demand. Thus, the u n 
employment problem represents in part a failure of 
demand to translate into actual employment because 
of skill discrepancies between jobs and workers, 
exacerbated perhaps by offsetting increases in the 
labor supply.

Conclusion T he open in g  paragraphs o f this 
article pointed out the significance of the relationship 
between price stability and the rate of unemployment 
in the formulation of economic policy. On the basis 
of labor turnover in the manufacturing sector, it ap
pears that labor demand has displayed a tendency to 
translate into relatively more job  vacancies than em
ployment, reflected in higher quits and fewer acces
sions. A s a result, the unemployment rate has been 
somewhat less responsive to aggregate demand 
policies than in previous business cycles. A n  im
portant cause appears to be the rising proportion of 
young and inexperienced workers in the labor force 
and a relative decline in the availability of skilled 
workers for available job  openings.

Much is still unknown about the interrelationships 
between the unemployment rate, job vacancies, labor 
turnover, and wage determination. But if labor 
market imperfections can drive a wedge between 
labor demand and employment, while allowing de
mand pressures to affect wage pressures, the implica
tions are clear. Potentially significant constraints
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may exist with regard to the extent to which tra
ditional aggregate demand policies can achieve sub
stantially lower unemployment rates consistent with 
reasonable price stability. The situation instead calls 
for policies designed to improve the coordination of 
labor force skill characteristics with the econom y’s 
skill requirements. The importance of improved job 
counseling facilities, particularly for young people 
about to enter the labor market for the first time, 
has been pointed out. The young who make up the 
bulk of new labor force entrants should be rea
listically informed of their job  opportunities in light 
of their limited skills and experience. Vocational 
training should be available for those desiring to ac
quire non-academic skills commensurate with satis
fying jobs offering opportunities for advancement. 
Although the costs of these and other labor market 
improvements may be great, they might in the long 
run be less than the social and economic costs of 
unfilled jobs and unemployed workers.

Glenn Picon
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