
While the unemployment rate continues to fall quickly, labor force participation n

has made no progress since August 2020.  In this US Daily, we examine where 
labor force participation remains weak and potential explanations for its 
underperformance. 

Most of the 5.0mn persons who have exited the labor force since the start of n

the pandemic are over age 55 (3.4mn), largely reflecting early (1.5mn) and natural 
(1mn) retirements that likely won’t reverse.  The outlook for prime-age persons 
who have exited the labor force (1.7mn) is more positive, since very few are 
discouraged and most still view their exits as temporary. 

There are several reasons why workers have delayed labor force reentry.  n

Childcare constraints and elevated fiscal transfers likely weighed on participation 
earlier in the pandemic but should have small effects going forward, and most 
households have only accumulated enough excess savings to postpone re-entry 
for a few months. Labor supply drags from Covid concerns appear sizeable and 
will likely linger in the medium-term, since it may take some time for some 
people to feel comfortable returning to work.  We also see potential for 
longer-lasting drags due to wealth effects, and changing lifestyle and work 
preferences may prompt some workers to voluntarily remain out of the labor 
force for longer, provided they can afford to do so. 

We continue to expect that the labor force participation rate will increase in the n

near-term, but we have nudged down our participation rate forecast to 1pp 
below trend at end-2021 (61.9%) and ½pp below trend at end-2022 (62.1%) 
following last Friday’s data.  But because jobs are abundant and residual 
weakness in participation in mid-2022 will likely be due to changes in fiscal 
policy, wealth, and worker preferences, we expect that the FOMC will judge any 
participation shortfall that remains at that point to be structural or voluntary and 
will update their maximum employment goal accordingly.
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Why Isn’t Labor Force Participation Recovering? 
 
 

The unemployment rate fell further in last Friday’s employment report, but labor force 
participation continued to disappoint and stands below its August 2020 level at 61.6%.  
In this US Daily, we examine where labor force participation remains weak and potential 
explanations for its underperformance. 

Exhibit 1 decomposes the change in persons not in the labor force since the start of the 
pandemic.  The first key takeaway is that most labor force exiters are over age 55 
(3.4mn) and do not want a job right now, reflecting 1.5mn early retirements, 1mn natural 
retirements due to population aging, and 900k exits for other reasons.  We expect that 
an improving virus situation, increased vaccination, and new antiviral drugs from Pfizer 
and Merck should alleviate the health concerns that are particularly relevant for older 
workers and encourage some to return to work.  However, shifts into retirement tend to 
be stickier than other labor force exits, and we therefore expect that the participation 
shortfall from early retirees will unwind relatively slowly through fewer new retirements 
going forward. 

The second key takeaway is that among the prime-age persons who exited the labor 
force (1.7mn), more either do not want a job right now (800k) or have not searched in 
the last year (400k) than want a job and have searched in the last year (500k).  The low 
share of prime-age exiters who want a job and have searched (30%) suggests that most 
prime-age exits are voluntary.   

 

To provide more context around the increase in nonparticipation of prime-age workers 
during the pandemic, Exhibit 2 shows the evolution of their population share (relative to 
the pre-pandemic average) by reason since 2003.  Early in the last cycle, many persons 
were discouraged by a lack of job prospects and stopped looking for work.  In contrast, 

 

Exhibit 1: The Majority of Labor Force Exits Since the Start of the Pandemic Reflect Older Workers Who 
Don’t Want a Job Right Now 
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in the current cycle more persons who have exited haven’t started looking for work yet 
and very few are discouraged.  This is intuitive: it is hard to imagine large numbers of 
workers dropping out in despair over a lack of job opportunities when jobs are so 
abundant.  

 

One reason for optimism about the labor force re-entry of prime-age workers is that 
nearly all workers who left the labor force during the pandemic intend to re-enter in the 
next 12 months (Exhibit 3), suggesting that most prime-age exiters still view their exits 
as temporary.  This pattern stands in sharp contrast to the rise in nonparticipants who 
had no intention of returning after the Great Recession, and adds to the evidence that 
participation dynamics will be very different this cycle.  

 

Exhibit 2: Most Prime-Age Labor Force Exiters Want a Job but Haven’t Searched, Whereas After 2008 Most 
Were Initially Discouraged by Lack of Job Prospects 
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Of course, if most prime-age workers intend to re-enter the labor force, why haven’t 
they done so already? Our prior research has noted several factors—for instance, 
childcare constraints, virus-related health risk, and generous fiscal support—that have 
limited labor force participation, and we therefore revisit the current evidence 
surrounding each. 

Focusing first on child care constraints, the left chart of Exhibit 4 compares the labor 
force participation rate of prime-age workers with and without children.  The participation 
rate of parents notably underperformed that of nonparents after the school year started 
in fall 2020, although much of the gap closed as schools reopened for in-person learning 
in spring 2021, and it fully closed by fall 2021.  Similarly, the Census Pulse Household 
Survey implies that the number of persons not working due to child care constraints fell 
sharply after schools reopened this fall (right chart).  Taken together, these patterns 
suggest that childcare disruptions weighed on labor supply earlier in the pandemic, but 
are less of a constraint now. 

 

Exhibit 3: Nearly All Prime-Age Persons Who Have Left the Labor Force Intend to Re-enter in the Next 12 
Months 
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Health-risk concerns are a second explanation for a weak labor force participation 
recovery.  According to the Census Pulse Household Survey, the number of prime-age 
persons who report that concerns about getting or spreading Covid-19 are their main 
reason for not working declined as vaccinations (inverted) increased this spring (Exhibit 
5), but 1.6mn people still report virus-spread concerns as their main reason for not 
working.  We anticipate that an improving virus situation, widespread vaccination at 
workplaces following the implementation of President Biden’s vaccine mandate, and 
new antiviral drugs should alleviate these concerns for some workers, but that 
Covid-related concerns will continue to weigh on prime-age labor supply in the 
medium-term. 

 

A third explanation for the weak labor force participation recovery is that generous fiscal 

 

Exhibit 4: Childcare Disruptions Weighed on Labor Supply Earlier in the Pandemic, But Now Appear to Be Less of a Constraint 

78

79

80

81

82

83

84

79

80

81

82

83

84

85

Ja
n

Fe
b

M
ar Ap

r
M

ay Ju
n

Ju
l

Au
g

Se
p

O
ct

N
ov

D
ec Ja
n

Fe
b

M
ar Ap

r
M

ay Ju
n

Ju
l

Au
g

Se
p

2020 2021

Labor Force Participation Rate,
Prime-Age Workers (3MMA)

Have Child (left) No Child (Right)

Percent Percent

2020 School
Year Starts

2021
School
Year
Starts

Schools Reopen for 
In-Person Learning

4

5

6

7

8

9

4

5

6

7

8

9

Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21

Millions Millions
Number of Workers Not Working Due to Childcare

 
 

Source: US Bureau of Labor Statistics, Census Bureau, Goldman Sachs Global Investment Research

 

Exhibit 5: Virus Concerns Continue to Discourage Labor Supply 
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support discouraged labor supply.  In previous work we found that unemployment 
insurance (UI) benefit expiration increased the job finding rates of unemployed workers, 
but had no effect on labor force re-entry for persons not in the labor force.  However, the 
left chart of Exhibit 6 suggests that participation among lower-income households 
underperformed higher-income households when stimulus checks were distributed and 
UI benefits were expanded earlier this year, and the gap closed as transfer payments 
pulled back this summer. We expect that any drag from past transfers will continue to 
fade in the near-term, since we recently estimated that most households could fund 
current spending through excess savings for just 2-3 months if they have no other 
source of income.   

 

However, fiscal transfers that continued this fall may still be weighing on labor supply.  
The American Recovery Plan increased the Child Tax Credit (CTC) for 2021 and made it 
fully refundable—meaning that households receive a refund payment if the credit 
exceeds their total tax liability—and pre-paid, with monthly payments starting in July 
2021.  Exhibit 7 shows that these changes resulted in meaningful increases in income—
particularly for lower-income households—and prior academic research (see Appendix 
Exhibit 10) suggests that the changes—particularly the shift to full refundability—could 
discourage labor supply. 

The Biden administration has proposed pairing the expanded CTC with an increased 
Child and Dependent Care Tax Credit (CDCTC) that should have offsetting labor supply 
incentives.  Assuming that either both or neither of these tax credits are passed for 
2022, we therefore expect that any labor supply drag from the CTC should be mostly 
confined to 2021, but see two-sided risks depending on the details and permanence of 
policy changes in the upcoming reconciliation bill. 

 

Exhibit 6: Labor Supply of Lower-Income Workers Underperformed After Transfer Payments Increased Last Spring, but Remaining Excess 
Savings Can Probably Sustain Spending for Just a Few Months Going Forward 
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Although we expect that labor force drags from fiscal transfers and excess savings will 
mostly be confined to the near-term, we do see potential for longer-run drags on 
participation from the significant appreciation in house prices, stock wealth, and 
retirement portfolios during the pandemic. Evidence from academic research is 
somewhat mixed, but some studies find large wealth effects on labor force participation, 
with several noting that older workers are particularly sensitive to wealth gains, 
consistent with the increase in early retirements (Exhibit 8). 

 

A final long-run risk to labor force participation is that some worker’s preferences and 
lifestyles may have shifted after a year and half out of the labor force.  The best way to 
measure this change in taste for work is probably via social media, and as shown in 
Exhibit 9, Reddit’s Antiwork message board—which encourages individuals “to get the 
most out of a work-free life”—has surged in popularity this fall and is now even more 
popular than the Wallstreetbets board that drove a surge in retail trading activity earlier 
this year.  As a result, we see some risk that some workers will elect to remain out of 
the labor force for longer, provided they can afford to do so.   

 

Exhibit 7: The Expanded Child Tax Credit May Have Lowered Work Incentives 
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Exhibit 8: Increases in Wealth During the Pandemic Likely Explain Some Labor Force Exits 

Study Details Estimate

Disney Gathergood (2018) Changes in house prices in the UK 10% increase in housing wealth reduces labor supply of 
young women by 1.3%, older men by 4.4%.

Cesarini Lindqvist Notowodigdo 
Ostling (2017)

Estimate labor supply response to large 
lottery prizes in Sweden Each $150k reduces labor supply by 2pp.

Zhao (2017) Compare changes in labor supply to 
changes in house prices across states

100% increase in housing wealth reduces labor supply of 
elderly homeowners by 5%.

Powell (2014)
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stimulus payments
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earnings.
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It is hard to know exactly how much each of the factors mentioned above is weighing 
on participation, especially since most interact positively.  However, the continued 
underperformance of the participation rate suggests some downside risk to the labor 
supply outlook, despite the lack of discouragement among prime-age workers 
suggesting that the labor force participation rate will rise. 

We continue to expect that the labor force participation rate will increase in the 
near-term, but we have nudged down our participation rate forecast to 1pp below trend 
at end-2021 (61.9%) and ½pp below trend at end-2022 (62.1%) following last Friday’s 
data.  Because jobs are abundant and residual weakness in participation in mid-2022 will 
likely be due to changes in fiscal policy, wealth, and worker preferences, we expect that 
the FOMC will judge any participation shortfall that remains at that point to be structural 
or voluntary and will update their maximum employment goal accordingly. 

Joseph Briggs 
We thank Manuel Abecasis for help with this report.

 

Exhibit 9: Changing Lifestyle and Work Preferences May Slow the Return of Some Workers 
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Appendix 
 

Exhibit 10: Academic Research Suggests Changes to the Child Tax Credit in 2021 Might Discourage Labor Force Participation 

Study Details Estimate

Lippold (2019) Eligibility loss when child turns 18 (~$1000 
to $2500 reduction)

8.4pp reduction in parental employment due to loss of credit 
among low income households

Zheng (2020)
Differences in benefit generosity due to 
differences in number of children and 

changes in the tax code over time

1.1 percentage point increase in labor force participation per
$1000 increase for single mothers

Wingender & LaLumia (2017)
Compare women eligible for different 

benefit amounts based on childbirth in 
December vs. January

5-6 percentage point reduction in maternal labor supply for 
each $1000 in three months after childbirth

Guner, Kaygusuz, & Ventura (2020)
Child tax credit expansion (~$800/child 

increase)
2.4% reduction in labor supply of married females following 

expansion
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nor “deposit takers” (as defined in the Reserve Bank of New Zealand Act 1989) in New Zealand. This research, and any access to it, is intended for 
“wholesale clients” (as defined in the Financial Advisers Act 2008) unless otherwise agreed by Goldman Sachs. A copy of certain Goldman Sachs 
Australia and New Zealand disclosure of interests is available at: https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html.  Russia: 
Research reports distributed in the Russian Federation are not advertising as defined in the Russian legislation, but are information and analysis not 
having product promotion as their main purpose and do not provide appraisal within the meaning of the Russian legislation on appraisal activity. 
Research reports do not constitute a personalized investment recommendation as defined in Russian laws and regulations, are not addressed to a 
specific client, and are prepared without analyzing the financial circumstances, investment profiles or risk profiles of clients. Goldman Sachs assumes 
no responsibility for any investment decisions that may be taken by a client or any other person based on this research report.  Singapore: Goldman 
Sachs (Singapore) Pte. (Company Number: 198602165W), which is regulated by the Monetary Authority of Singapore, accepts legal responsibility for 
this research, and should be contacted with respect to any matters arising from, or in connection with, this research.  Taiwan: This material is for 
reference only and must not be reprinted without permission. Investors should carefully consider their own investment risk. Investment results are the 
responsibility of the individual investor.  United Kingdom: Persons who would be categorized as retail clients in the United Kingdom, as such term is 
defined in the rules of the Financial Conduct Authority, should read this research in conjunction with prior Goldman Sachs research on the covered 
companies referred to herein and should refer to the risk warnings that have been sent to them by Goldman Sachs International. A copy of these risks 
warnings, and a glossary of certain financial terms used in this report, are available from Goldman Sachs International on request.   

European Union and United Kingdom: Disclosure information in relation to Article 6 (2) of the European Commission Delegated Regulation (EU) 
(2016/958) supplementing Regulation (EU) No 596/2014 of the European Parliament and of the Council (including as that Delegated Regulation is 
implemented into United Kingdom domestic law and regulation following the United Kingdom’s departure from the European Union and the European 
Economic Area) with regard to regulatory technical standards for the technical arrangements for objective presentation of investment 
recommendations or other information recommending or suggesting an investment strategy and for disclosure of particular interests or indications of 
conflicts of interest is available at https://www.gs.com/disclosures/europeanpolicy.html which states the European Policy for Managing Conflicts of 
Interest in Connection with Investment Research.   

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer registered with the Kanto Financial Bureau under registration number Kinsho 
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69, and a member of Japan Securities Dealers Association, Financial Futures Association of Japan and Type II Financial Instruments Firms Association. 
Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific disclosures as to 
any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese Securities Finance 
Company.   

Global product; distributing entities 
The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global basis. 
Analysts based in Goldman Sachs offices around the world produce research on industries and companies, and research on macroeconomics, 
currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in 
Brazil by Goldman Sachs do Brasil Corretora de Títulos e Valores Mobiliários S.A.; Public Communication Channel Goldman Sachs Brazil: 0800 727 5764 
and / or contatogoldmanbrasil@gs.com. Available Weekdays (except holidays), from 9am to 6pm. Canal de Comunicação com o Público Goldman Sachs 
Brasil: 0800 727 5764 e/ou contatogoldmanbrasil@gs.com. Horário de funcionamento: segunda-feira à sexta-feira (exceto feriados), das 9h às 18h; in 
Canada by either Goldman Sachs Canada Inc. or Goldman Sachs & Co. LLC; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs 
(India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in 
New Zealand by Goldman Sachs New Zealand Limited; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company 
Number: 198602165W); and in the United States of America by Goldman Sachs & Co. LLC. Goldman Sachs International has approved this research in 
connection with its distribution in the United Kingdom.  

Effective from the date of the United Kingdom’s departure from the European Union and the European Economic Area (“Brexit Day”) the following 
information with respect to distributing entities will apply: 

Goldman Sachs International (“GSI”), authorised by the Prudential Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority 
(“FCA”) and the PRA, has approved this research in connection with its distribution in the United Kingdom. 

European Economic Area: GSI, authorised by the PRA and regulated by the FCA and the PRA, disseminates research in the following jurisdictions 
within the European Economic Area: the Grand Duchy of Luxembourg, Italy, the Kingdom of Belgium, the Kingdom of Denmark, the Kingdom of 
Norway, the Republic of Finland, Portugal, the Republic of Cyprus and the Republic of Ireland; GS -Succursale de Paris (Paris branch) which, from Brexit 
Day, will be authorised by the French Autorité de contrôle prudentiel et de resolution (“ACPR”) and regulated by the Autorité de contrôle prudentiel et 
de resolution and the Autorité des marches financiers (“AMF”) disseminates research in France; GSI - Sucursal en España (Madrid branch) authorized in 
Spain by the Comisión Nacional del Mercado de Valores disseminates research in the Kingdom of Spain; GSI - Sweden Bankfilial (Stockholm branch) is 
authorized by the SFSA as a “third country branch” in accordance with Chapter 4, Section 4 of the Swedish Securities and Market Act (Sw. lag 
(2007:528) om värdepappersmarknaden) disseminates research in the Kingdom of Sweden; Goldman Sachs Bank Europe SE (“GSBE”) is a credit 
institution incorporated in Germany and, within the Single Supervisory Mechanism, subject to direct prudential supervision by the European Central 
Bank and in other respects supervised by German Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht, BaFin) and 
Deutsche Bundesbank and disseminates research in the Federal Republic of Germany and those jurisdictions within the European Economic Area 
where GSI is not authorised to disseminate research and additionally, GSBE, Copenhagen Branch filial af GSBE, Tyskland, supervised by the Danish 
Financial Authority disseminates research in the Kingdom of Denmark; GSBE - Sucursal en España (Madrid branch) subject (to a limited extent) to local 
supervision by the Bank of Spain disseminates research in the Kingdom of Spain;  GSBE - Succursale Italia (Milan branch) to the relevant applicable 
extent, subject to local supervision by the Bank of Italy (Banca d’Italia) and the Italian Companies and Exchange Commission (Commissione Nazionale 
per le Società e la Borsa “Consob”) disseminates research in Italy; GSBE - Succursale de Paris (Paris branch), supervised by the AMF and by the ACPR 
disseminates research in France; and GSBE - Sweden Bankfilial (Stockholm branch), to a limited extent, subject to local supervision by the Swedish 
Financial Supervisory Authority (Finansinpektionen) disseminates research in the Kingdom of Sweden.  

General disclosures 
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and 
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as 
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority 
of reports are published at irregular intervals as appropriate in the analyst’s judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment 
banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research Division. 
Goldman Sachs & Co. LLC, the United States broker dealer, is a member of SIPC (https://www.sipc.org).  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal 
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and 
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research. 

We and our affiliates, officers, directors, and employees, will from time to time have long or short positions in, act as principal in, and buy or sell, the 
securities or derivatives, if any, referred to in this research, unless otherwise prohibited by regulation or Goldman Sachs policy.  

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not 
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs. 

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the 
products mentioned that are inconsistent with the views expressed by analysts named in this report. 

This research is focused on investment themes across markets, industries and sectors. It does not attempt to distinguish between the prospects or 
performance of, or provide analysis of, individual companies within any industry or sector we describe. 

Any trading recommendation in this research relating to an equity or credit security or securities within an industry or sector is reflective of the 
investment theme being discussed and is not a recommendation of any such security in isolation. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.  

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at 
https://www.theocc.com/about/publications/character-risks.jsp and 
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https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018. 
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation 
will be supplied upon request.  

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by the Global Investment 
Research division of GS may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your 
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g., 
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.  
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request 
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data 
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for 
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic 
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports. 

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related 
services) that may be available to you, please contact your GS representative or go to https://research.gs.com. 

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 
10282. 
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No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written 
consent of The Goldman Sachs Group, Inc.  
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