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ABSTRACT: Male and

female prime-age labor

force participation rates

have declined in the U.S. at

a faster rate than in most
developed countries over the
past 20 years, even among
people with a college degree.
Stark differences in health
outcomes, incarceration rates,
and labor market, maternity
and child-care policies provide
potential explanations

for the disproportionate

participation-rate decline.

Declining U.S. Labor Force
Participation Rates Stand Out

by Alexander W. Richter, Daniel Chapman and Emil Mihaylov

he U.S. labor force participation

rate has declined over the past

several decades, particularly since
the Great Recession. The rate is defined as
the number of people either employed or
unemployed as a proportion of the total
noninstitutionalized working-age popula-
tion (typically those 15 or 16 years of age
and older).

While the unemployment rate takes
into account the conditions of those
in the labor force—either employed or
actively looking for work—the participa-
tion rate captures those in and out of the
labor force. Looking at both indicators is
important because a decline in the unem-
ployment rate, instead of reflecting bet-
ter economic conditions, could reflect a
decline in the participation rate if long-
term unemployed workers drop out of the
labor force.

An examination of the participation rate
by gender, age and educational attainment
in the U.S. and in the developed world, as
reflected in Organization for Economic
Cooperation and Development (OECD)
and Eurostat data, reveals several trends.
Notably, for nearly all categories, the par-
ticipation rate has declined more in the
U.S. than in other OECD countries over
the past 20 years. While no single reason
likely explains these differences, potential

factors include less-generous maternity
and child-care policies, higher incarcera-
tion rates, poorer health outcomes and
less spending on on-the-job retraining and
job-search assistance programs.

One way to more clearly see what is hap-
pening is to focus on participation rates
for prime-age (25-54-year-old) individu-
als. The influence of demographic shifts—
such as baby boomers growing older and
dropping out of the labor force and teen-
agers deciding to delay joining the labor
force to attain more education—largely
disappears (Table 1).!

Similarly, classifying prime-age male
and females by college-degree attain-
ment helps determine whether declines
in the participation rate are concentrated
among low-skilled workers due to increas-
ing automation.

In 2016, both non-college-educated and
college-educated prime-age male partici-
pation rates in the U.S. were among the low-
est. This finding is important because the
U.Srates were already relatively low in 1996.

One might have expected the U.S. rate to
converge to the rates in other major OECD
countries. However, the opposite occurred.
Among prime-age males without a degree,
the U.S. experienced the sharpest decline
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U.S. Labor Force Participation Rates Slip
Relative to Other Developed Nations

Males | Females
Country Education 1996 2016 Change: 1996 2016 Change:
1996-2016 1996-2016
No degree 89.7 847 5.0 7138 665 53
J:5: Degree 956 93.4 22 84.2 82.0 22
No degree 875 84.8 27 68.1 69.6 15
Canada Degree 94.0 94.0 00 84.1 86.7 26
No degree 95.0 902 438 757 767 11
eI Degree 9.9 9.5 04 878 911 33
No degree 917 90.2 15 714 80.4 9.0
Germany Degree 96.6 96.0 -06 86.1 88.9 28
No degree 89.8 877 2.1 514 62.1 107
Italy Degree 955 90.9 46 855 827 28
No degree 905 92.1 17 84.9 837 13
Sweden Degree 929 956 27 916 933 17
No degree 90.4 89.7 0.7 708 734 26
s Degree 96.7 95.6 11 877 87.8 02
European No degree - 89.6 - - 742 -
Union Degree - 95.6 - - 89.1 -
NOTE: Discrepancies in numerical changes are due to rounding.
SOURCES: Eurostat; Statistics Canada’s CANSIM; Census Bureau's Current Population Survey.
U.S. Employment Rates Notably Decline
Males | Females
Country Education 1996 2016 Change: 1996 2016 Change:
1996-2016 1996-2016
No degree 849 802 47 67.8 62.4 5.4
J:5: Degree 934 912 22 82.0 79.7 23
No degree 777 772 -05 61.0 64.3 33
Canada Degree 877 88.9 12 784 826 42
No degree 85.4 80.1 53 645 67.4 2.9
e Degree 914 919 05 813 863 5.0
No degree 83.8 855 17 64.3 771 129
(e Degree 9238 94.0 12 812 86.9 58
No degree 835 782 54 447 535 8.8
Italy Degree 902 85.4 48 77 756 21
No degree 80.8 86.3 55 775 773 02
SREIED Degree 88.4 91.4 30 88.2 90.1 19
No degree 8138 85.7 39 66.2 69.8 36
— Degree 929 935 06 85.2 85.4 02
European No degree - 815 - - 665 -
Union Degree - 915 - - 84.2 -

NOTE: Discrepancies in numerical changes are due to rounding.

SOURCES: Eurostat; Statistics Canada’s CANSIM; Census Bureau’s Current Population Survey.

from 1996 to 2016—5.0 percentage points.
For males with a degree, the decline was
the second largest.

Female prime-age activity paints an even
more dramatic picture. Although the par-
ticipation rate among prime-age females
in the U.S. was relatively high throughout
much of the 20th century, the U.S. was the

only major OECD country listed to expe-
rience sharp declines among individuals
with and without a college degree.

As a consequence, female participa-
tion rates in the U.S. for those with a col-
lege degree are now the lowest among
the OECD countries shown in Table 1 and
second lowest for those without a degree.

Even compared with the European Union
as whole, the U.S. stands out.

Table 2 shows the employment-to-pop-
ulation ratio—the ratio of those who are
employed relative to the prime-age popu-
lation—across the same categories and
countries shown in Table 1. It is useful to
look at employment ratios, in addition to
participation rates, because they control
for differences in unemployment across
countries.

A pattern similar to the one depicted
in Table 1 emerges. Aside from males in
Italy and those without a college degree
in France, the U.S. experienced the larg-
est decline in all categories. As of 2016,
the employment-to-population ratio in
the U.S. among women with and without
a college degree is the second lowest of
the countries shown and well below the
European Union averages.

While slightly less dramatic, the rates
among men in the U.S. are also lower than
European Union averages. In general, the
figures show that even after removing
those who are unemployed, labor force
participation is relatively low in the U.S.

Comparing prime-age male and female
participation rates without grouping by
education makes it easier to compare the
U.S. to all other OECD countries (Chart 1).
The U.S. prime-age male labor force partici-
pation rate was 23rd out of 33 OECD coun-
tries in 1996. Twenty years later, the U.S. fell
even further, to 31st out of 33 countries.

U.S. prime-age females experienced an
even steeper ranking decline, falling from
11th in 1996 to 27th in 2016.

Looking at rankings based on employ-
ment-to-population ratios yields similar
results. The U.S. slid from 15th to 22nd
among males and from 10th to 25th among
females from 1996 to 2016.

The drastic cross-country differences
are likely due to unique factors—both on
the demand and supply sides—affect-
ing the U.S. more than other countries.
Demand-side factors such as increasing
automation or globalization are clearly
important, but supply-side factors are
where the U.S. stands out.

A 2016 report by former President
Obama’s Council of Economic Advisers
cites higher rates of incarceration com-
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pared with other OECD countries as a pos- U.S. Declines in OECD Rankings of Labor Force Participation
sible explanation for the decline in prime-
age male labor force participation.?

T .. Male prime-age participation rate (percent
Because individuals held in jails and P 9ep e p )

. L. 100 - 1 1996
prisons are excluded from the participa- o8 4 2
tion-rate calculation, the contemporane- 96 - £ 78 gy, 1213
ous effect of incarceration on labor force 94 7 o 7B 192021 22,00 54 2526 27 28
participation can be mixed. However, for- gﬁ i 29 %0 31 -
merly incarcerated people seeking jobs 88 33
run a high risk of dropping out of the labor 86 -
force due to hiring restrictions and stigma. gg ]

According to the World Prison Brief 80 -
database, the prison population rate in gg g 8 g §§- % g ;‘—; g% g_? %éé ‘_:é”)é % g §§ ‘g SEE (—é g g EE g g
the U.S. increased from 592 per 100,000 —:gggif,%@x géﬁgwgéggmg %gﬁ‘ggf gﬂé
people in 1995 to 666 in 2015, a 12.5 per- = Rs 3 © 972 <
cent increase that far exceeds the OECD
average of 145 per 100,000. Furthermore, 2016
arecent study estimated that about 20 mil- 100
lion Americans are either incarcerated or 32 1238,
former felons.’ 94 i > 678 91011 12131415 16 17 1 19

92 2021 22 23 24 25 95 o8

Child Care, Parental Leave 90 208t

Limited access to guaranteed paren- gg i
tal leave or child-care services is another 84 -
potential reason for falling prime-age par- 82 1
ticipation rates. The U.S. ranked 30th out 80 _‘g C P g GEE 8Py PRILL S FERESRRFS ST
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of gross domestic product (GDP) in 2013, ® O » 4= =
with the U.S. spending just 1.1 percent, Female prime-age participation rate (percent)
according to OECD figures. 100 -

The United Kingdom, where participa- o04'234, 67 s
tion rates are higher, spent more than 4 80 - © 10411218 14 15 16 17 14
percent of GDP on such services. Recent 70 1920 21 99 p3 o,
estimates find the expansion of these types 60 2526 2728 29 4,
of policies in countries outside the U.S. *
explains about 29 percent of the decline in %0 1 82
the U.S. female participation rate relative 40 1 33
to other OECD countries.* Similarly, anal- B D D ¥ > RTPANGPI DS EPGIETERID2O Q =

. K ., i . CCCEC R EBOcNcTXEEcc=5580c8cgo05a8=z208
ysis of California’s paid family leave law BggeC EC g gg:% g:a 2 g %%%E?E%E%%@§g=6 5=
enacted in 2004 found the policy increased Gelcgge2rae B8 § gINZB2 £ T O ¢ =r
the probability that mothers returned to s O & = = 3
their previous positions and the average
number of hours worked.® 2016

100 1

Health Care and Mortality 90 A 123, 567891011 1213141516 17 18 19 20 21 22 23

Poorer health outcomes in the U.S. also 80 1 242526 27 05
potentially reduce participation. Mortality 70 1 23031
rates for prime-age individuals in the U.S. 60 - 82
have increased and are much higher than 50 a3
in other countries. The U.S. ranked 26th out 40
of 34 OECD countries for total life expec- 30 = D S rrAD N M T iODU L oTAScaDesman
tancy at birth in 2015, a decline from 21st §8985:3ck ‘;" Z8E gg £555 288 § g §§ SES5%E
place in 1996. In contrast to other demo- 8558235555732 58¢58 g5 68> £ %3P
graphic groups, recent research found that UE) ° © Z ﬁ % 5 z =

mortality r for non-Hispanic whi
ortality rates for no spanic tes SOURCE: Organization for Economic Cooperation and Development (OECD).
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have increased since the beginning of the
21st century and can be attributed partly to
“deaths of despair”: drug overdoses, alco-
holism and suicide.®

The U.S. also had the highest rates of
obesity and opioid use in 2015.” A recent
paper reported that 40 percent of prime-
age men who are not in the labor force
say that pain is a barrier to working.! More
generally, the paper argues that health
issues are “a substantial barrier to work
that would have to be addressed to sig-
nificantly reverse their downward trend in
[labor force] participation.”

Lower spending on active labor market
policies, such as job creation programs,
job-search assistance and training pro-
grams in the U.S., also likely contributes
to participation rate trends. The U.S. spent
only 0.1 percent of GDP on “active labor
market policies,” well below the OECD
average of 0.6 percent in 2011, a study
found.’ The lower spending likely reduced
worker incentives to remain in the labor
force while unemployed.
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Overall, declining workforce participa-
tion began before the Great Recession and
accelerated in the succeeding years. While
economists have pointed to a wide range
of possible factors that could explain the
decline, evidence suggests that policies
aimed at reducing the financial and logis-
tical burden of raising children, improving
physical and mental health and reducing
incarceration rates would help improve
participation rates and potentially reverse
the trends in the U.S.

Richter is a senior economist and Chap-
man and Mihaylov are research analysts
in the Research Department at the Federal
Reserve Bank of Dallas.
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