
The Hidden Realities behind the US unemployment rate

It seems that many investors globally wait impatiently for the first Friday of each month for the latest US employment update.  
Any update provided on US unemployment is greeted with what appears to be an extreme reaction by the market.  Any slight 
disappointment in employment figures relative to what was expected or forecast raises broad concerns about the US economy 
which leads to weak equity markets and a weakening US dollar.  This article takes a closer look at US unemployment rates, how 
they are calculated and why many regard the figure as so crucial to the future direction of markets.

US unemployment rates

The official unemployment rate has fallen dramatically from around 10% following the global financial crisis in 2008/9 to around 
5% (which is in line with pre crisis levels as shown in the graph).

This fall to below the long term mean should provide an indication that the US economy is in a healthy state and that the US 
economic recovery is in full swing.  However, as with most statistics, the devil often hides in the detail and many commentators 
in the market are not as convinced that US unemployment is a good news story.  

How is US unemployment calculated?

The U.S. Bureau of Labor Statistics (who calculate the monthly unemployment figures for the US) define the basic employment 
concepts as follows: 

People with jobs are employed.
People who are jobless, looking for jobs, and available for work are unemployed.
The labor force is made up of the employed and the unemployed.
People who are neither employed nor unemployed are not in the labor force.

-
-
-
-

Seems simple.  The monthly calculation of unemployment is the total number of people unemployed (“the unemployed”) as a 
% of the total number of people who are able to be employed (known as the “civilian labor force”). 

But the key is how do you define the unemployed, employed and thereby the labor force?  
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Who is counted as unemployed?

For a person to be included as unemployed, they need to meet 3 criteria:

they do not currently have a job, 
they have actively looked for work in the prior 4 weeks, and 
they are currently available for work.

-
-
-

Many regard the official definition of unemployment as being too narrow, missing out on two groups:

“Underemployed” individuals are defined as those who are working part-time because they can’t find a full-time job.  They 
are included in the employed number but as this figure increases, the economic impact on the individuals and their families is 
material. 
“Marginally attached workers” are defined as those unemployed people who had looked for work at some point in the last 12 
months, but not in the last 4 weeks. They are excluded from the unemployment figure.  “Discouraged workers” are a subset 
of this and they are defined as those who haven’t looked for a job in the last 4 weeks because they believe there are no jobs 
available or there are none for which they would qualify.  So by definition if an individual becomes a discouraged worker, they 
are excluded from the unemployment number and the unemployment rate improves.  The economic reality is different from 
the statistic.

-

-

Who is counted as employed?

Individuals are considered employed if they did any work at all for pay or profit. Both full-time employed (working 35 hours or 
more per week) and part-time employed (working between 1 and 34 hours per week) are included in the employed figure for the 
calculation of the unemployment rate which does make sense from a pure calculation point of view.  However, the impact on the 
economy of a shift from full-time to part-time is material.

The graph below shows how the full-time employed decreased materially during the global financial crisis in 2008/09, while the 
number of part-time employees increased. The increase in part-time was less than the fall in full-time employees resulting in an 
increase in the unemployment rate
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However, the challenge is that while the unemployment rate may have recovered back to pre-crisis levels, the number of full 
time employees is still well below the figure pre-crisis and the number of part time employees has remained fairly steady since 
the crisis.  The result (which is hidden by the simple unemployment figure) is that the number of paid working hours has fallen 
fairly materially in the US, with a corresponding fall in total wages paid.  The knock on impact is that the economic recovery 
resulting from improving unemployment will take longer.

Many economists and market commentators in the US argue that the way the unemployment figure is being calculated hides a 
significant issue in the US labor market, and that the actual unemployment rate could be as high as 9% depending on how the 
employed and unemployed are defined.

Many consider the US unemployment as the key driver and indicator of recovery in the US economy.  An increase in employment 
should mean that businesses are either growing and are hiring to meet that need, or that they are generally positive about the 
future of the economy so are happy to employ people to build the business.  It also means that more individuals will be receiving 
an income and spending that money which further helps businesses and stimulates the economy.

The unemployment figure also has important consequences for US monetary planners. The Fed uses the unemployment rate as 
an important indicator of how and when it should stimulate the economy so that over time it can guide the US economy to stable 
inflation and growth.  A big part of this is how and when the Fed raises interest rates to avoid over-heating the economy which 
would result in inflation.  The timing and magnitude of US interest rate increases will significantly impact the US bond and equity 
markets, as well as global bond and equity markets, and have a significant impact on the US Dollar and currencies the world over.

Why is the US unemployment number important?
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