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Heritage Employment Report: January Jobs

By Rea S. Hederman, Jr., and James Sherk

The Bureau of Labor Statistics reported that in Jan-
uary, the economy added 243,000 jobs—108,000
more than the consensus forecast of 135,000. As a
result, the unemployment rate fell from 8.5 percent
to 8.3 percent, the lowest level since February 2009.
For the last three months, job creation has aver-
aged 201,000 a month, a sign that the labor market
recovery may be truly underway.

Unfortunately, many fiscal policies enacted by
Congress have generated little job growth. A two-
month extension of the payroll tax cut does little to
create employment, because the duration of the tax
change is seen as temporary. Even worse, business-
es have the added uncertainty of the expiration of
the 2001 and 2003 tax cuts, which will constrain
hiring.

The January Report. The American labor mar-
ket had a strong month in January. The unem-
ployment rate fell from 8.5 percent to 8.3 percent
as many Americans were able to find work. The
unemployment rate for adult men fell to 7.7 per-
cent, the first time it has been under 8 percent since
January 2011. This matches the unemployment
rate of women, which fell from 7.9 to 7.7 percent.

The establishment survey had very good news,
with 243,000 new jobs being created and upwards
revisions of 60,000 for the two previous months.
The number of hours worked also increased from
33.7 to 33.8 hours, and wages increased by 2 cents
an hour. This is solid evidence of a strengthening
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labor market as more workers were added and
existing workers worked more.

Private-sector job growth was 257,000 and was
widespread. Manufacturing (50,000) and con-
struction (21,000) had solid growth for the second
straight month. The service sector (176,000) was
led by professional business services (70,000) and
health care (29,700). Temporary services (20,100)
had a solid month. Government (-14,000) shed
jobs mostly at the local level (~11,000) and federal
level (-6,000).

Dropping Out of the Labor Force. The jobs
report does contain some disturbing news: The
labor force participation rate shows no sign of
improving. Revisions to the population estimates
show that only 63.7 percent of adult Americans are
active in the labor force (either employed or look-
ing for a job). This is the lowest since 1983, a time
when far fewer women worked.

This is a worrying trend. Demographic factors
caused labor force participation to peak in 2000
and gradually decline—as the baby boomers aged
and started to retire, their labor force participation
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Unemployment Rate: January 2012

President Obama promised that government
spending would “stimulate” the economy and quell
rising unemployment by “creating or saving”
millions of jobs. In January 2009, Obama’s advisers
produced a chart (bottom) visualizing the positive
results of his recovery plan. But actual unemploy-
ment (below, detail from box at bottom) has far
exceeded the White House estimates.
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Sources: Unemployment data from the Bureau of Labor Statistics;
original chart from Christina Romer and Jared Bernstein,"The Job
Impact of the American Recovery and Reinvestment Plan,”
January 10, 2009.
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Labor Force Participation Declines

68%

67% Recession begins,
Dec.2007:

66%

66%

65%
Down 2.3

percentage
points
64%
..... AT N
Jan.2012:
(3% 63.7%
62%
Jan. 02 03 '04 05 06 ‘07 08 ‘09 IO Il Jan.
2001 2012

Source: Heritage Foundation calculations using data from the U.S.
Department of Labor, Bureau of Labor Statistics / Haver Analytics.

Chart2 * WM 3485 & heritage.org

fell. Since the recession began, however, partici-
pation rates plunged by 2.3 percentage points—a
drop that demographic factors do not explain.!

This phenomenon reduces the measured unem-
ployment rate, because individuals who are not
looking for work do not count as unemployed.
The Congressional Budget Office (CBO) estimates
that the unemployment rate would be 1.25 points
higher if labor force participation had not unex-
pectedly declined.? CBO estimates that while the
participation rate will stabilize in the near future,
it will continue to decline as boomers retire. The
unemployment rate does not reflect this labor mar-
ket weakness.

1. Daniel Aaronson, Jonathan Davis, and Luojia Hu, “Explaining the Decline in the U.S. Labor Force Participation
Rate,” Federal Reserve Bank of Chicago, March 2012, at http://www.chicagofed.org/digital_assets/publications/chicago_fed_

letter/2012/cflmarch2012_296.pdf (February 3, 2012).
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Impact of Uncertainty. The January report gives
hope that the long-awaited labor market recovery
is well underway. Unfortunately, many fiscal deci-
sions in Washington have been made that have not
helped the labor market. In December, Congress
extended a reduction in the payroll tax for two
months as a way to stimulate job growth. A one-
year extension, much less a two-month extension,
does nothing for job growth, as companies are for-
ward-looking. There is evidence that companies are
more concerned about the looming expiration of
the 2001 and 2003 tax bills instead of yet another
short-term tax measure. Temporary tax cuts do little
to increase economic growth instead of more per-
manent tax measures.

Researchers regularly ask small businesses what
the single greatest problem they face is. In January,
almost twice as many said the tax or regulatory bur-
den (41 percent) as did poor sales (23 percent).’
Congress can do little to improve business sales,

but it directly controls taxes and regulations. Con-
gress can encourage businesses to expand and hire
by creating a favorable business climate. Congress
should not raise taxes—especially not on entrepre-
neurs—and should streamline or eliminate unnec-
essary regulations.

A Steady but Weak Recovery. The January report
is one of the strongest reports since last spring. Even
better news is that there is now a three-month trend
of job growth exceeding 150,000 jobs. It looks like
the labor market recovery is strengthening. Unfor-
tunately, the recovery is still too weak for where it
should be in this business cycle. Congress should
make permanent the 2001 and 2003 tax cuts as a
way to bolster hiring and economic growth.

—Rea S. Hederman, Jr., is Assistant Director of and
Research Fellow in the Center for Data Analysis, and
James Sherk is Senior Policy Analyst in Labor Econom-
ics in the Center, at The Heritage Foundation.

2. Congressional Budget Office, “The Budget and Economic Outlook: Fiscal Years 2012 to 22,” January 2012, p. 37, at http://
cbo.gov/ftpdocs/126xx/doc12699/01-31-2012_Outlook.pdf (February 3, 2012).

3. William C. Dunkelberg and Holly Wade, “Small Business Economic Trends,” National Federation of Independent Business,
January 2012, p. 18, at http://www.nfib.com/Portals/0/PDF/sbet/sbet201201.pdf (February 3, 2012).
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