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Talking Points
■■ President Obama touts 23 
months of job creation and the 
strongest growth since 2005 as 
a huge achievement. While these 
numbers are certainly better than 
job losses, they are not cause for 
celebration.
■■ The current economic recovery 
is the slowest recovery in the 
post-war era. Four years after the 
recession started the economy 
still has not replaced the jobs lost 
in the downturn.
■■ Normally the economy grows 
rapidly after a steep recession. 
Entrepreneurs and investors 
find new productive work for the 
unemployed. In this recovery, hir-
ing rates remain one-sixth below 
pre-recession levels.
■■ At current rates of job creation 
the economy will not return to 
normal rates of unemployment 
until 2015.
■■ The government should improve 
the business climate by adopting 
policies that encourage entre-
preneurship and investment. 
Economic growth comes from 
private innovation, not from gov-
ernment planning.

Abstract
In his third State of the Union address, 
President Obama, pointing to two 
years of job growth and the fastest 
job creation since 2005, argued that 
America’s economy is roaring back. 
These positive numbers lack context: 
In normal economic times they would 
represent healthy growth, but in the 
aftermath of the worst recession in 
two generations they represent a 
historically slow recovery. New jobs 
have been created—but not nearly 
enough. Businesses remain hamstrung 
by government over-regulation—
which directly affects the number 
of employees they hire. Congress 
must remove artificial barriers to 
entrepreneurship and job creation, so 
that Americans will not have to suffer 
through high unemployment for years 
to come.

Presidential Optimism
In his State of the Union address 

on January 24, President Barack 
Obama argued that the U.S. economy 
is roaring back. He pointed to 22 con-
secutive months of private-sector job 
growth and the fastest net private-
sector job creation since 2005. The 
January employment report showed 
further employment growth and a 
drop in the unemployment rate. New 
unemployment insurance claims 
have dropped nearly to a four-year 
low. The labor market is clearly 
stronger than it was a year ago. 
However by themselves, these posi-
tive numbers lack context.

The collapse of the housing bubble 
and the resulting financial crisis 
plunged the U.S. economy into a deep 
recession in 2008. Unemployment 
rose to 10 percent, and employers 
shed 8.8 million net jobs. The reces-
sion officially ended in June 2009, 
and the labor market has slowly 
begun to recover. Unemployment 
has gradually fallen to 8.5 percent. 
In March 2010, net job creation 
finally turned positive. Subsequently, 
employers created 3.2 million net 
new jobs.1

In the context of an already good 
economy, the recent job creation 
figures would be good news: In 2005, 
when the unemployment rate was 
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only 5.1 percent, there were far fewer 
unemployed workers. Net quarterly 
job growth in the last three quar-
ters of 2005 averaged 5.8 percent 
of all workers who could be hired.2 
However, similar levels of job growth 
are less cause for celebration today.

The U.S. economy has great 
underlying resilience and will even-
tually recover from a recession. The 
important questions are how long 
that recovery takes and how fast the 
economy grows.

Generally job creation surges 
after a deep recession; entrepre-
neurs and investors find new produc-
tive work for the unemployed. For 
example, unemployment rose to 10.8 
percent in the 1981–1982 recession. 
after that recession ended, hiring 
boomed. In the last three quarters of 
1983, net hiring during each quarter 
averaged 6.8 percent of the available 
labor supply.3 Millions of formerly 
unemployed workers found new jobs 
and unemployment rapidly returned 
to pre-recession levels. That has not 
happened in this current recovery. 
Instead, america has gone through 
the weakest recovery in more than 
half a century.

Slowest Recovery Since 
World War II

In every prior post-war reces-
sion, employment has fully recov-
ered within four years. as of January 
2012—four years after the recession’s 
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Source: U.S. Department of Labor, Bureau of Labor Statistics / Haver Analytics. Figures exclude 
temporary Census workers.

Employment today is 4 percent lower than it was before the recession began 
49 months ago. That places the current economic recovery far below any 
other recovery since the 1960s.

PERCENT CHANGE IN NON-FARM PAYROLLS SINCE START OF RECESSION

49 Months Later, Recovery Still Lags
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1. Heritage Foundation calculations using data from the Department of Labor’s Bureau of Labor Statistics, “The Employment Situation,” December 2007 to 
January 2011, data collected by Haver Analytics.

2. Heritage Foundation calculations using data from the Bureau of Labor Statistics (BLS) / Haver Analytics. Figures represent net job creation in the BLS 
Household Survey in Q2, Q3, and Q4 of 2005, divided by the available labor in those quarters. Figures are then divided by three to yield the average across 
all three quarters. Available labor is defined as the sum of unemployed workers and those workers who are not technically in the labor force but report that 
they want a job now. Figures for Q1 were omitted because the changes to the population controls prevent the Household Survey from accurately measuring 
changes in employment levels across years.

3. Ibid., Q2–Q4, 1984.
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onset—payroll employment remains 
4.0 percent below the number of 
workers employed when the reces-
sion started in December 2007. 
Private-sector employment is 4.5 
percent below pre-recession levels.4 
That represents 5.6 million net fewer 
jobs; 5.2 million of those net job loss-
es occurred in the private sector.

In the last quarter of 2011, net 
hiring amounted to only 4.0 percent 
of the available labor supply—more 

than 40 percent less than during the 
recovery in 1983. employers have not 
been creating jobs at the same pace 
they normally do after a steep reces-
sion. They are not even hiring avail-
able workers at the same pace they 
did in 2005.

as a result, unemployment 
remains at 8.3 percent—lower than it 
was two years ago but still historical-
ly high. Unemployment did not rise 
to 8 percent after either the 2001 or 

1991 recessions. Not since the sharp 
1981–1982 recession has unemploy-
ment been so high.

Current Pace of 
Job Growth Implies 
Prolonged Unemployment

It is true that the economy has 
made progress, and the most recent 
jobs report (showing 243,000 net 
jobs added in January) was good 
news. Nonetheless, the current pace 
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Source: Heritage Foundation calculations using data from the U.S. Department of Labor, Bureau of Labor Statistics / Haver Analytics.

The U.S. economy added 243,000 jobs in January 2012. If jobs continue to be added at that rate, it will take  
three more years before the unemployment rate returns to the natural rate of 5.2 percent.  If jobs are added at the 
rate of the past five months, unemployment won’t return to 5.2 percent until early 2018.

Economy Adds Jobs—But Slowly
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4. Heritage Foundation calculations using data from the Department of Labor’s Bureau of Labor Statistics, Establishment Survey / Haver Analytics. Figures 
compare changes in total non-farm and total private-sector employment from December 2007 to January 2011.
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of job creation is not one to tout. at 
this rate it will take years for unem-
ployment to recover.

economists estimate that the 
“natural rate of unemployment” in 
the U.S. economy is 5.2 percent.5 
The Heritage Foundation used data 
from the Bureau of Labor Statistics6 
to calculate how long, with a given 
level of job creation, it would take 

unemployment to return to this nat-
ural rate.7 These estimates are not a 
prediction of how quickly unemploy-
ment will fall; instead, they illustrate 
what different rates of monthly job 
creation mean for the speed of the 
labor market recovery.

If employers continue to create 
243,000 net jobs per month—the 
same pace as in January 2012—the 

unemployment rate will be 7.3 per-
cent in December 2012. at that pace, 
the unemployment rate will not 
return to normal levels (5.2 percent) 
for another three years—not until 
april 2015.

The payroll survey showed par-
ticularly strong growth in January 
2012. If employers create jobs at the 
same average pace they have from 
September (when unemployment 
began to fall) to January —183,400 
jobs per month—the unemploy-
ment rate will be at 7.8 percent 
in December 2013. at that pace, 
unemployment would not return to 
natural levels until January 2018. If 
employers create jobs at the same 
pace they did in 2005, unemploy-
ment will not return to normal levels 
until august 2016. The labor market 
has a long way to go.

Falling Labor 
Force Participation

another sign of the sluggishness 
of the labor market is the decrease in 
labor force participation: Only 63.7 
percent of adult americans are active 
in the labor force (either employed or 
looking for a job)—the lowest amount 
since 1983, a time when far fewer 
women were working. Millions of 
americans have simply stopped try-
ing to work.

5. Congressional Budget Office, “The Budget and Economic Outlook: Fiscal Years 2011 to 2021,” p. XII, at http://www.cbo.gov/ftpdocs/120xx/doc12039/01-26_
FY2011Outlook.pdf (January 27, 2012).

6. The Bureau of Labor Statistics conducts two monthly surveys of the labor market: the Household Survey and the Establishment Survey. The Household 
Survey is a monthly survey of individuals that includes questions about whether they are working or unemployed, and it is the source for information on the 
unemployment and labor force participation rates. The Establishment Survey asks businesses how many employees they have on payroll; it is the source 
for the monthly job-creation figure reported in the press. The Establishment Survey has a considerably lower monthly margin of error in estimating total 
employment than the Household Survey, but omits some categories of workers included in the Household Survey, such as agricultural employees and the self-
employed.

7. The employment, unemployment, labor force, and population sizes reported in the BLS January 2012 Household Survey were taken as the starting point for 
the economy. The population (ages 16 and above) was inflated at a 1 percent annual rate to account for population growth, as projected by the Census Bureau. 
Total employment in February 2012 and subsequent months was estimated by adding the assumed level of monthly job growth to the previous month’s 
employment. The size of the labor force was estimated by multiplying the labor force participation (LFP) rate by the population projections. Unemployment 
was calculated as the difference between the size of the labor force and total employment. The unemployment rate was the ratio of the estimated 
unemployment level to the estimated labor force. LFP rates were derived from the CBO’s March 2011 LFP projections. Current LFP rates are below the CBO 
projections of the LFP rate for 2011. Consequently, the simulations held LFP rates at 63.7 percent until 2016. Thereafter, the CBO’s projected LFP rates were 
used.
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Source: Heritage Foundation calculations using data from the U.S. Department of Labor, Bureau of 
Labor Statistics / Haver Analytics.

Labor Force Participation Declines
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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 fell. 
Since the recession began, how-
ever, participation rates plunged by 
two percentage points—a drop that 
demographic factors do not explain.8

This phenomenon reduces the 
measured unemployment 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 unexpectedly 
declined.9

Unlike employment, labor 
force participation has not recov-
ered in recent months. Millions of 
americans remain out of the labor 

market. The unemployment rate 
does not reflect this labor market 
weakness.

Historic Low for Job Creation
The labor market remains weak 

because private-sector job creation 
remains near record lows. The 
Bureau of Labor Statistics (BLS) 
tracks total monthly hiring and sepa-
rations (both layoffs and voluntary 
quits) in the economy. This figure is 

8. Daniel Aaronson, Jonathan Davis, and Luojia Hu, “Explaining the Decline in the U.S. Labor Force Participation Rate,” Federal Reserve Bank of Chicago Chicago 
Fed Letter No. 296, March 2012, at http://www.chicagofed.org/digital_assets/publications/chicago_fed_letter/2012/cflmarch2012_296.pdf (February 9, 2012).

9. Congressional Budget Office, “The Budget and Economic Outlook: Fiscal Years 2012 to 2022,” January 2012, p. 37, at http://cbo.gov/ftpdocs/126xx/
doc12699/01-31-2012_Outlook.pdf (February 9, 2012).
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Source: U.S. Department of Labor, Bureau of Labor Statistics, “Job Openings and Labor Turnover Survey,” 2007–2011 / Haver Analytics.

Before the recession, more than 5 million new employees were hired each month. Currently, the rate is about 
4 million per month, a decline of more than 18 percent since the recession began.

NEW EMPLOYEES HIRED

Monthly Hiring Down More Than 18 Percent
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distinct from the net job creation fig-
ures that are reported each month.10 

Layoffs rose during the start of the 
recession but have since returned to 
pre-recession levels.

Unemployment remains high 
because hiring has fallen sharply 
and has only partially recovered. In 
December 2007, employers hired 5 
million workers. By June 2009, hir-
ing had fallen to 3.6 million workers. 
Since then, monthly hiring has risen 
to 4.0 million workers—still 900,000 
(19 percent) fewer new monthly hires 
than before the recession began.11 
Fewer existing businesses are hiring, 
and fewer entrepreneurs are starting 
new businesses. as a result there are 
fewer jobs for the unemployed.

Improving the Business 
Climate 

Congress and the administration 
should take immediate action to 
encourage job creation. Successfully 
doing so requires understanding why 
employers create jobs. Businesses 
and entrepreneurs hire workers to 
take advantage of opportunities in 
order to create goods and services 
that consumers value—at a profit. 
Many government interventions in 
the economy reduce those opportu-
nities. Small businesses currently 
identify taxes and government regu-
lations as their most important prob-
lems.12 Businesses are forward-look-
ing and fear that Congress will raise 
taxes to cover the cost of the recent 

federal spending spree. The economy 
is struggling forward—against the 
government-applied parking brakes.

Congress and the administration 
can encourage lasting job creation by 
allowing a better business climate to 
exist: removing barriers to business 
success and reducing unnecessary 
costs encourages businesses to hire 
employees. The Heritage Foundation 
has already laid out a five-step plan 
that the government can follow to 
encourage business expansion:13

1. Adopt the pro-growth, job-cre-
ating New Flat Tax. The New 
Flat Tax abolishes the individual 
income, payroll, capital gains, 
dividends, estate, and corporate 
income taxes, replacing them with 
a simplified, single-rate tax on 
income after deducting savings 
(an expenditure tax) of individu-
als, and a single tax on the domes-
tic net cash flow of businesses. 
These measures minimize the 
distortions of the tax code and 
encourage investment.

2. Allow expanded exploration, 
recovery, transport, and use 
of American fossil fuels. Such 
developments will enable addi-
tional investment in the domestic 
oil, gas, and coal industries. The 
additional energy production will 
also lower energy costs, further 
benefiting individual americans 
and the economy as a whole.

3. Grant free-trade agreement 
negotiation authority to the 
President. Free trade benefits the 
economies of both trading part-
ners as they realize gains from 
exchange. expanding trade nego-
tiating authority will facilitate 
more trade deals that will pro-
mote additional investment and 
job creation.

4. Cut over-regulation of the 
economy. Government regula-
tions impose a significant burden 
on businesses, which often have 
to divert resources from pro-
ductive investments in order to 
comply with government man-
dates. Federal agencies should 
receive congressional approval 
before implementing major new 
regulations.

5. Repeal the Davis–Bacon Act 
and prohibit government-man-
dated project labor agreements. 
Federal regulations artificially 
inflate the cost of government 
construction projects. By repeal-
ing these regulations, the taxpay-
ers could, at the same cost, build 
more infrastructure, employing 
hundreds of thousands more 
workers in the process.

Conclusion
The current recession is the only 

recession in the post-war era in 
which employment has not returned 

10. Bureau of Labor Statistics, “Job Openings and Labor Turnover Survey,” 2007–2011/ Haver Analytics. The monthly employment report shows the change in net 
employment in the economy. The Job Openings and Labor Turnover Survey (JOLTS) figures show the total amount of hiring and total amount of separations 
that occur. The difference between these figures is the net employment change.

11. Figures do not sum due to rounding.

12. 41 percent of small-business owners identify taxes or government regulations as their single largest problem, while 23 percent identify poor sales. William C. 
Dunkelberg and Holly Wade, “NFIB Small Business Economic Trends,” National Federation of Independent Business, January 2012, p. 18, at http://www.nfib.
com/Portals/0/PDF/sbet/SBET201201.pdf (January 27, 2012).

13. David S. Addington, “Government’s Proper Role in Creating Jobs: Top Five Actions to Take,” Heritage Foundation Backgrounder No. 2644, January 23, 2012, at 
http://www.heritage.org/research/reports/2012/01/governments-proper-role-in-creating-jobs-top-five-actions-to-take.
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to pre-recession levels four years 
after the recession’s start. Private-
sector hiring remains historically 
low. at current rates of job creation 
unemployment will not return to 
normal levels for another four and a 
half years.

Policymakers should not ignore 
this economic weakness. The gov-
ernment can significantly inter-
vene in the economy and erect 
barriers to business success—or 
Congress can remove artificial 
barriers to entrepreneurship and 

encourage risk-taking and innova-
tion. americans do not have to settle 
for a slow economic recovery.

—James Sherk is Senior Policy 
Analyst in Labor Economics in the 
Center for Data Analysis at The 
Heritage Foundation.


