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Summary and Major Conclusions: 

 
▪ The US labor market suffered its worst decline this year since the 1930s, as state and local 

government authorities instituted strict lockdown measures in the spring in response to the 

spreading coronavirus pandemic. 

 

▪ The labor market experienced a strong recovery in May and June, but the pace of job creation 

has slowed significantly since August. While the economy has created 11 million net new 

jobs since April, there are still nearly 10 million fewer workers compared with the pre-

pandemic peak of 152.5 million. 

 

▪ The US labor market continues to lose momentum. The November employment report was a 

big disappointment with net job creation of only 245 thousand, the slowest of the recovery. 

The shortfall in job creation was concentrated in the service jobs, which are most vulnerable 

to lockdown measures. 

 

▪ It is very unusual for the profound loss in jobs to be so heavily concentrated in the service 

sector. In all other recessions dating back to 1950, service sector employment proved to be 

highly resilient, whereas overall joblessness was concentrated in construction and 

manufacturing. 

 

▪ It is also noteworthy that the sharp increase in employment over the past six months has 

been derived primarily from a rehiring of furloughed workers, rather than increases in the 

number of permanent workers. Businesses are very reluctant to hire new permanent workers 

because of low confidence. 

 

▪ The current weakening trend is almost certain to persist into the first and possibly second 

quarter of next year. The relapse in hiring is attributable to the surge in coronavirus infections 

and partial lockdowns along with the expiration of various federal spending programs as part 

of the CARES Act.  

 

▪ Average hourly wages have actually declined over the past eight months, from $30.05 in 

April to $29.58 in November. The massive loss of jobs and rise in unemployment have 

enhanced the bargaining power of management over labor, allowing businesses to keep a 

tight lid on labor expenses. 

 

▪ The current weakening trend in employment should persist into 2021, with minimal growth 

in job creation until April or May of next year. A successful rollout of vaccines should ignite a 

rebound in hiring during the second half of the year and all of 2022.  

 

▪ Currently at 6.7%, the unemployment rate could increase during the early months of next 

year. The level of nonfarm payrolls is unlikely to return to its pre-pandemic peak of 152.5 

million workers until late 2023 or 2024. 

 

 

 

 

Employment will expand in 

coming years in absolute 

terms but could lag 

increases in output and 

spending. Firms will adopt 

high-productivity business 

models, substituting digital 

hardware and software for 

labor in an endeavor to 

maximize profit margins and 

return on capital. 

The implication is that GDP 

growth will be derived from 

productivity advances as 

opposed to increased hours 

worked. Strong growth in 

output per hour will support 

faster growth in corporate 

earnings, which showed 

surprising strength in the 

third quarter, rising to an 

 all-time high.  
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▪ The coronavirus pandemic has marked a significant inflection point with respect to long-term 

labor market trends. Although employment will experience a solid cyclical recovery over the 

next several years, there are a number of structural changes brought about by the pandemic 

that could remain permanent. 

 

▪ Although many workers will return to offices and shops once the pandemic is under better 

control, remote work appears likely to become a permanent fixture. Many firms will adopt 

hybrid work models, with a mix of on-site and home employment.  

 

▪ Firms will adopt high-productivity business models, substituting digital hardware and 

software for labor in an endeavor to maximize profit margins and return on capital. A 

disproportionate share of the productivity dividend will to go to capital versus labor. 

 

▪ The management-labor balance remains firmly in control of management at the expense of 

wage earners. The share of the national income pie allocated to labor has declined to 52%, 

down from nearly 57% in 2000. 

 

▪ The central conclusion is that employment will expand in coming years in absolute terms but 

could lag the growth in output and spending. The implication is that an increased component 

of GDP growth will be derived from productivity as opposed to increased hours worked.  

 

▪ A revival of productivity growth is a major positive for the economy. Strong growth in output 

per hour will support faster growth in corporate earnings, which showed surprising strength in 

the third quarter, rising to an all-time high.  

 

▪ It is conceivable that the media will begin to describe the economic revival next year as a 

“jobless recovery” because of the likelihood that job creation could significantly lag the 

recovery in GDP and business profits.    

 

 

 

 

 

The US labor market has suffered its worst decline this year since the 1930s, as 

state and local government authorities instituted strict lockdown measures in the 

spring in response to the spreading coronavirus pandemic. As the economy 

gradually reopened, employment rebounded strongly in the late-spring and 

summer months, only to weaken again as the third wave of the pandemic began 

to spiral out of control in October. This week’s Economic Perspective provides an 

update to employment and the implications for the US economy. 

 

RECENT LABOR MARKET TRENDS 
 

The onset of the coronavirus pandemic very early this year triggered a sharp 

reversal in the US labor market. Just prior to the recession, the labor market was 
booming. Nonfarm payrolls increased at a monthly rate of greater than 200 

thousand workers during the six months ending in February, while the 

unemployment rate fell to a 50-year low of 3.5%. Wages and salaries were 

growing at an annual rate of nearly 5%, or 3% after adjustment for inflation. 
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From Boom to Bust: The labor market reversed abruptly in the immediate 

aftermath of lockdowns in March and April, as 22 million jobs were wiped out. 

The vast majority of these layoffs (18 million) were classified as furloughed 

workers. The unemployment rate spiked to nearly 15%, the highest level since 

the 1930s. Wage and salary income declined by more than 10% between its all-

time peak in February and the recession low in April. Since the recession began 
in March, approximately one-third of workers either lost their job, suffered a cut 
in pay, or experienced a reduction in hours worked.  

 

November Jobs Report: The labor market continues to lose momentum. The most 

recent employment report released on December 4 was a big disappointment. 

Weakness was evident on numerous fronts: 
   

▪ The 245 thousand increase in net nonfarm payrolls was below expectations 

and by far the slowest of the recovery. The shortfall in job creation was 

concentrated in shrinking services, which are most vulnerable to lockdown 

measures.  

 

▪ The slight decline in the unemployment rate to 6.7% can be attributed to a 

shrinking labor force, which declined by another 400 thousand, leaving the 

labor force more than four million below its pre-pandemic levels. When this 

trend is taken into consideration, the true unemployment rate is closer to 

10%. 

 

▪ The labor participation rate declined to 61.5%, the lowest level since 

1976. The broader underemployment rate is currently 12%, down from a 

peak of nearly 23% (see chart 1). 

 

 

Chart 1: US Labor Force Continues to Shrink 

Labor Force % Participation Rate 

Lowest Level Since 1976 

Source: Bureau of Labor Statistics 
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▪ The number of long-term unemployed — jobless for more than six months 

— rose to four million, comprising 37% of total unemployed, triple the 

level prior to the pandemic. 
 

Labor Market Recovery: Although a cyclical recovery is in place, labor market 

conditions remain depressed. The recovery in the labor market has been 

moderate and very uneven, with a distinct loss in momentum in most recent 

months. While the economy has created 11 million net new jobs since April, 

there are still nearly 10 million fewer workers compared with the pre-pandemic 

peak of 152.5 million (see chart 2).   

 

Uneven Recovery: The recovery in employment has also been uneven. There have 

been numerous divergences in the manner in which the economy has responded 

to the pandemic. Most striking is the disparity in industries, sectors, and workers. 

The impact of the recession fell heavily on low-skilled workers with below-average 

wages. Conversely, skilled workers with above-average wages have fared relatively 

well.  

 

SOME UNUSUAL TRENDS  
 

It is very unusual for the profound loss in jobs to be so heavily concentrated in 

the service sector. In all other recessions dating back to 1950, service sector 

employment was highly resilient, with job losses concentrated in goods producing 

industries — construction and manufacturing. The number of service sector jobs 

is currently 8% below its all-time peak earlier this year, an improvement from the 

peak-to-trough decline of 15% in April.  

 

 

Chart 2: US Employment Well Below Early 2020 Peak 

Nonfarm Payrolls, Hundreds 

Source: Bureau of Labor Statistics 
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Furloughed Workers: It is also noteworthy that the sharp increase in employment 

over the past six months has derived primarily from a rehiring of furloughed 

workers, rather than increases in the number of permanent workers. The number 

of unemployed workers on temporary layoff has declined from a peak of 18.1 

million to 3.2 million, only slightly above the low earlier in the year.  

 

▪ Permanent Unemployment: Conversely, the number of workers permanently 

unemployed has tripled from a low of only 1.3 million to nearly 3.8 million. 

The key point is that companies have moved quickly to rehire furloughed 
workers but have been reluctant to expand payrolls with permanent hires.  

 

▪ Wage Growth: Average hourly wages have actually declined over the past 

eight months, from $30.05 in April to $29.58 in November, the worst 

decline in decades. The massive loss of jobs and rise in unemployment 

have increased management bargaining power over labor, allowing 

businesses to effectively control labor expenses. 

 

DIVERGENCES BETWEEN GOODS AND SERVICE SECTOR EMPLOYMENT 
 

Unusual consumer spending patterns have resulted in unusual employment 

patterns.  Whereas consumption of goods has actually surpassed its pre-

pandemic peak, consumption of services has recouped less than two-thirds of 

declines experienced earlier in the year. Sales of durable goods — appliances, 

autos, furniture, electronics, and other household durable goods — have 

increased dramatically. By way of perspective, overall consumer spending has 

recouped 85% of lost output from earlier in the year.  

 

Service Sector: Consumption of services comprises 61% of total consumer 

spending but accounted for 72% of the decline in total consumption. Spending 

on services continues to be undermined by the worsening pandemic, which 

means that employment in discretionary and leisure services will remain 

depressed.  

 

▪ Leisure and Hospitality: Included in this category are restaurant dining, in-

person retail shopping, travel, entertainment, leisure, and recreation, all of 

which are well below their prior peaks. This segment of spending on 

consumer services accounts for 20% of total household services. It also 

comprises 10% of US GDP, but because of relatively low productivity in 

these sectors, it accounts for 25% of US employment.  

 

The obvious conclusion is that although the profound weakness in services has 

reduced GDP to a disproportionate degree, it has had an even greater relative 

impact on US employment. 
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UPDATE ON EMPLOYMENT CONDITIONS 
 

The labor market is currently in a weakening trend that is almost certain to 

persist into the first and possibly second quarter of next year. The labor market is 

responding to two critical variables:  
 

▪ The surge in coronavirus infections, hospitalizations, and deaths, all of 

which are resulting in partial lockdowns in many regions of the country. 
 

▪ The lapse in certain federal spending programs as part of the CARES Act. 

Virtually all measures of employment are weak and getting worse. Following 

a surge in May and June, job creation has weakened considerably in recent 

months.  
 

Initial Jobless Claims: The most reliable labor market indicator is the trend in 

weekly unemployment claims, which has deteriorated in most recent weeks. 

Initial jobless claims have been on a plateau of roughly 700 thousand since early 

November, following a steep decline since the peak of nearly seven million in 

March. There is another roughly 300 thousand unemployed workers receiving 

Pandemic Unemployment Assistance (PUA), adding up to total initial claims of 

one million. 

 

Pandemic Emergency Claims: There are currently 20 million workers receiving 

unemployment compensation, both regular and extended, down from a peak of 

32.8 million in June. However, both the PUA and the Pandemic Emergency 

Unemployment Compensation (PEUC) programs are set to expire on December 

31, which could result in loss of coverage for nearly eight million unemployed 

workers. If these programs are not extended by a vote of Congress, GDP could 

decline once again in the first quarter of next year (see chart 3). 

Chart 3: Continuing Unemployment Claims Remain Historically Elevated 

Traditional Continuing Claims ————— 

Pandemic Unemployment Claims ————— 

Pandemic Emergency Assistance Unemployment Claims ————— 

Source: Bloomberg 
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2021 LABOR MARKET OUTLOOK  

 

The current weakening trend in employment should persist into early 2021, with 

minimal growth in job creation until April or May of next year. A successful 

rollout of vaccines should ignite a rebound in hiring during the second half of the 

year and throughout 2022. Passage of another large COVID-relief package 

following the inauguration of Joe Biden should reinforce the rebound in 

spending. Currently at 6.7%, the unemployment rate could increase during the 

early months of next year, but decline during 2021 and 2022. The level of 

nonfarm payrolls is unlikely to return to its pre-pandemic peak of 152.5 million 

workers until late 2023 or 2024. 

 

LONG-TERM STRUCTURAL CHANGE  

 

The coronavirus pandemic has marked a significant inflection point with respect 

to long-term labor market trends. Although employment will experience a solid 

cyclical recovery over the next several years, there are a number of structural 

changes brought about by the pandemic that could remain permanent: 

 

▪ Although many workers will return to offices and shops once the pandemic 

is under better control, remote work is unlikely to disappear. Many firms 

will adopt hybrid work models, with a mix of on-site and home 

employment.  

 

▪ Firms will adopt high-productivity business models, substituting digital 

hardware and software for labor in an endeavor to maximize profit margins 

and return on capital.  

 

▪ The labor force has shrunk and is 4.1 million workers lower than its pre-

COVID level because of pandemic-related voluntary departures. Many 

sidelined workers will remain out of the labor force indefinitely, implying 

slower long-term GDP growth.  

 

▪ Bifurcation of the labor market will become even more pronounced as 

highly skilled workers prosper at the expense of low-skilled workers. 

Digitization of the economy will increase the demand for workers with 

advanced skills, and therefore boost real wages. 

 

▪ Conversely, low-skilled workers will continue to fall behind, as automation 

replaces low-skilled manual jobs. Recent surveys have indicated that highly 

educated workers have been more willing to bargain with their employers; 

the converse is true for low-wage and less well educated workers. 
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▪ The labor-management balance remains firmly in control of management at 

the expense of wage earners. The share of the national income pie 

allocated to labor has been shrinking in recent years, and has declined to 

52%, down from nearly 57% in 2000 (see chart 4).  

 

▪ Continued high unemployment along with increased automation suggest 

that labor will continue to lose ground to capital in coming years. In a 

recent survey conducted by Moody’s Analytics, nearly 25% of workers 

surveyed indicated that the pandemic has made them less likely to ask for 

increases in pay or benefits.   

 

The bottom line is that employment will expand in coming years in absolute 

terms but could lag the growth in aggregate output and spending. The 

implication is that productivity will be a more important significant driver of GDP 

growth, as opposed to increased hours worked (see chart 5). Strong growth in 

output per hour will also support a more rapid growth in corporate earnings, 
which showed surprising strength in the third quarter, rising to an all-time high  

(see chart 6).    

 

ECONOMIC IMPLICATIONS  

 

As I have been saying for months, the economy has been held hostage to the 

coronavirus pandemic, while the labor market, in turn, has followed the economy 

with a slight lag. In the short term, the current surge in new infections will lead 

to probable declines in spending and output, which implies a decline in hiring 

and a rise in the unemployment rate.  

 

 

Chart 4: Management Continues to Retain Bargaining Power Over Labor 

Labor Compensation % Share of Gross Domestic Income 

Wage and Salary Income 

Source: Bureau of Economic Analysis 
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There are good reasons to believe that these deteriorating labor market conditions 

will be temporary. The combination of another large spending program passed by 

Congress early in the Biden administration along with a scheduled rollout of 

vaccines should spark a reopening of the economy and a revival in economic 

growth by the middle of next year. Smaller fiscal legislation targeted for the 

current lame duck session is under intense negotiation within Congress and 

would also provide valuable support, if passed. 

 

Personal consumption expenditures will be partially impacted by labor market 

weakness, but spending should derive strength from favorable credit conditions, 

a record high level of household savings, and the wealth effect, predicated upon 

rapidly rising house prices and equity values. Consumer spending will begin to 

benefit from an improving labor market later next year, continuing through 2022.   

 

The rate of overall economic growth should accelerate in 2022, triggered by 

robust gains in employment and massive pent-up demand. However, whereas US 

GDP could return to its pre-pandemic level before the end of 2021, nonfarm 

payrolls are unlikely to return to their all-time peak until 2023 or 2024. It should 

be noted that corporate earnings have already returned to all-time highs. It would 

not be surprising if the media began to label the economic revival next year as a 

“jobless recovery” because of the lagging nature of job creation relative to the 

recovery in GDP and business profits.  

 

 

Chart 5: Accelerating Growth in Labor Productivity 

 Output Per Hour, Nonfarm Business Sector 

 Annual Percentage Growth Rate 

Source: Bureau of Labor Statistics 
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Chart 6: Corporate Earnings Surge to All-Time High in 2020 

US Pretax Operating Earnings, $ Thousands 

National Income and Product Account  

Source: Bureau of Economic Analysis 
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