
September 2016 

A n a l y s i s ,  i n s i g h t s ,  a n d  a  d i f f e r e n t  p e r s p e c t i v e  

 Is the Unemployment Rate Rigged? 

Where are all the jobs?  Is the unemployment rate real-

ly down to 4.9%?  Political candidates aren’t the only 

folks who have claimed the unemployment rate is 

rigged.  In this issue of Investment Insights, we take a 

closer look at how the unemployment rate is calculated 

in an effort to determine if the U.S. economy is really as 

bad as many people think. 

Skyrocketing Unemployment?  

Back in February, one candidate for public office said, “Don’t 

believe these phony numbers when you hear 4.9 and 5 per-

cent unemployment.  The number’s probably 28, 29, as high 

as 35.  In fact, I even heard recently 42%” (Source: Damon 

Winter, New York Times). Meanwhile, the most recent re-

port from the Bureau of Labor Statics (BLS) reported an un-

employment rate of 4.9% this July. What’s really going on? 

The reality is there are 102.1 million people in America that 

do not have jobs (Source: BLS, July).  Out of a total popula-

tion of 253.6 million non-institutionalized adults, that  
  1 Yr 3 Yr 5 Yr 10 Yr 

U.S. Large Stocks 17.48 11.69 15.53 7.60 

U.S. Small Stocks 13.02 7.49 13.90 7.35 

U.S. Bonds 5.16 4.54 3.34 4.93 

Intl Markets Stocks 7.52 1.56 4.40 2.25 

Intl Emerging Mkts Stocks 19.03 1.11 0.75 4.05 

U.S. Inflation (CPI) 0.83 1.00 1.27 1.69 

Source: Morningstar. Annualized returns for periods ended 
Aug 24, 2016. U.S. large stocks is the S&P 500 Index, U.S. 
small stocks is the Russell 2000 Index, U.S. Bonds is the Bar-
clays US Aggregate Bond Index, Intl Developed Markets is 
the MSCI All Country World Index Ex-US, International 
Emerging Markets is the MSCI Emerging Markets Index. Re-
turns include dividends and interest. Past performance is not 
an indication of future results. All indices are unmanaged and 
may not be invested into directly. The Indices mentioned in 
this report are unmanaged, may not be invested into directly 
and do not reflect expenses or fees.  

Key Points 

 Only jobless people who are in the labor force are 

counted as unemployed. This prevents the unem-

ployment rate from including people like retirees 

or students.  

 The U-6 unemployment rate, a broad measure 

that includes marginally attached workers and 

workers who are employed part time due to eco-

nomic reasons, is the most revealing measure-

ment. 

 Under all measures, the unemployment rate is on 

the decline and has fallen by around 50% since the 

financial crises.  



 

 

 

 

 

 

 

 

 

 

 

 

  Retirement and schooling explains why 57 million out of 102 

million jobless Americans are not counted as unemployed. 

But what about the rest? In the middle portion of the chart, 

you can see that nearly 80% of Americans in their prime are 

working.  That seems to suggest that more than 20% of 

working-aged adults are unemployed—significantly higher 

than the official unemployment rate of 4.9%. 

The chart on the next page (Figure 3) takes a closer look at 

other reasons adults are neither working nor looking for 

work. Usually, employment figures focus on the blue part of 

this chart – the people in the labor force. But the more in-

teresting data is in the other sections of the chart – the rea-

sons people give for not being in the labor force.  The purple 

section, which represents the 15.9 million people in school 

instead of working, extends past the youngest age bracket. 

Because of the higher skills required in our 21st Century 

economy, many people, even people over the age of 25, are 

staying in school longer to get more training and education. 

These extra years of school are part of the reason the labor 

force participation rate is on the decline. The chart also 

makes clear just how large a percentage of our population is 

retired (over 16%).  In fact, retiring baby boomers are anoth-

er reason why the labor force participation rate has been 

steadily declining in recent years (Source: Atlanta Fed). 

means that about 40% of the U.S. population is not working 

(Source: BLS, July).  But this isn’t the scandal that some 

make it out to be, and much of it is easily explained. 

The Labor Force  

First, let’s examine the labor force participation rate. To-

gether, those who are in the labor force and those who are 

not in the labor force include all Americans who are over 16 

and not in the military, prison, hospitals, or nursing homes. 

Those who have a job or actively searched for one in the 

previous four weeks are counted as part of the labor force. 

Noninstitutionalized adults who don’t have a job and aren’t 

looking for a job are categorized as “not in the labor force”.   

The share of Americans who are in the labor force has been 

falling for nearly 15 years, as we can see from the graph of 

the “participation rate”  at the bottom of the page (Figure 

1). The labor force participation rate has fallen from a high 

of around 67% to the current rate of 62.8%.  This still  im-

plies that nearly 40% (37.2%) of the population has no job. 

But to understand the significance of this figure, you have to 

ask, “who are these people”?   

 First, let’s look at the share of the population that is em-
ployed, unemployed, and neither working nor looking for 
work, by age (Figure 2). As you can see from the chart, more 
than 75% of teenagers age 16 to 17 are not actively seeking 
work.  Over 90% of Americans over the age of 75 are also 
not looking for work. The Labor Department does not con-
sider these people unemployed for an obvious reason: many 
young people are in school, and many older Americans are 
retired.  About 15.9 million people are not working because 
they are in school, while another 41.4 million people are not 
working because they are retired.* 

*The following breakdown of those not in the labor force uses data from 

2015, the most recent data available. However it still is useful for illustra-

tive purposes. In 2015, jobless Americans totaled 101,968,000, compared 

to 102,102,000 in July 2016. In 2015 there were 8.297mm unemployed and 

93.671mm not the labor force , compared to 7.77mm unemployed and 

94.333mm not in the labor force in July 2016 (Labor Department & BLS). 

 

 

Figure 2. Source: Labor Department, Wall Street Journal 

Figure 1. Source: St. Louis Federal Reserve  



Digging into the data further reveals several more clues 

about why working-aged people are forgoing jobs: men are 

more likely to work than women.  There’s an obvious reason 

for this, too. Many women choose to stay home to raise 

children (by the way, many men are staying home to raise 

children, too!).  Those stay-at-home moms and dads are not 

included in the unemployment figures.  In addition to stay-

at-home parents and homemakers, there are a growing 

number of people caring for aging family members. These 

12.6 million caretakers and homemakers are represented by 

the orange portion of the chart.  

 As people age, an increasing number become disabled or ill 

(the red section of the chart).  This figure has risen from 

eight percent of the labor force in 1999 to 11% in 2014 

(latest figures available), and is a third component of the 

dropping labor participation rate. They account for another 

15.3 million of Americans without jobs who are not counted 

as unemployed.     

The people that are a bit of a mystery are the 6.5 million 

people who say they want a job, but aren’t looking, and 

those that answer “other” (1.5 million).  Another mysterious 

group are the 400,000 millennials that claim to be retired.  

As you can see by the chart, these groups are a very small 

section of the population: together those who answered 

“other”, those who want a job but are not actively looking, 

and the lucky retirees under 25 make up about three per-

cent of the total.  

Added together, America’s 41.3 million retirees, 15.9 million 

students, 15.3 million disabled people, 12.6 million caretak-

ers, 1.5 million not looking for work for other reasons, and 

6.5 million who want a job but are not looking, account for 

93 million of our 102 million jobless people. These figures  

are a little out of date; by July this cohort expanded to 94.33 

million. As this shows,  simply counting the number of 

Americans who do not have jobs is not an accurate measure 

Figure 3.  

Source: Labor 

Department, 

Atlanta Fed, 

WSJ  

of unemployed people. Instead, the Bureau of Labor Statis-

tics (BLS) includes in its traditional measure of unemploy-

ment only those Americans who are jobless and are actively 

looking for work. These 7.8 million unemployed people 

make up the rest of the jobless (102.1 million total jobless – 

94.3 million not in the labor force = 7.8 million unem-

ployed).  

Unemployment Rates  

The unemployment rate that is widely reported on the first 

Friday of each month is the so-called U-3 unemployment 

rate.  The U-3 unemployment rate is calculated monthly by 

the BLS from a survey of 60,000 U.S. households. The nu-

merator is the number of Americans who self-reported that 

they do not have a job but want one and have actively 

sought a job in the last four weeks.  There were 7.8 million 

people in that category in July.  The denominator is the total 

civilian labor force (as a reminder, this includes all people 

who are at least 16 years old, who are not in the military or 

institutionalized in prisons, nursing homes, or mental hospi-

tals, and who either have a job or are looking for one).  

There were 159  million of those people. That’s how we 

arrive at a July unemployment rate of 4.9% (7.8 million di-

vided by 159 million)  (Source: BLS).  

We know 40% isn’t an accurate unemployment rate, but is 

4.9%?  Many people feel that some of  the 6.4 million who 

self-reported that they want a job but had not actively job 

searched in the last month should be counted as unem-

ployed. In July, 2 million people without employment did 

not search for a job in the last month, but had job hunted 

within the last year. These people are sometimes referred 

to as “marginally attached” to the labor force (but are not 

included officially in the labor force).  Among the marginally 

attached, there were 591,000 discouraged workers in July, a 

subset of people not looking for work because they believe 

no jobs are available for them. The remaining 1.4 million  

 



marginally attached had not job searched in the last month 

for reasons such as school attendance or family responsibili-

ties. 

The BLS does include these marginally attached workers in 

one of its six measurements of unemployment. This broad-

est definition of unemployment calculated by the BLS is the 

U-6 unemployment rate. In addition to those 7.8 million 

people who actively sought work in the last four weeks, the 

U-6 figure adds the 2.0 million more who want a job and 

looked for one in the past year. It also includes 5.9 million 

who are working part-time for economic reasons. These 

part-time workers prefer full-time employment but are 

working part time because their hours have been cut back 

or because they are unable to find a full-time job.  To obtain 

a rate, the sum of these three groups  (15.7 million) is divid-

ed by the total number of people in the labor force. That 

produces a U-6 unemployment rate of 9.7%  in July. We 

think the U-6 is the most revealing unemployment rate for 

measuring economic trends because it includes people who 

are underemployed and marginally attached. 
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Cornerstone Wealth Management. This report was prepared by 
Cornerstone Wealth Management. The opinions voiced in this 
material are for general information only and are not intended to 
provide specific advice or recommendations for any individual.  

To determine which investment(s) may be appropriate for you, 
consult your financial advisor prior to investing. Content in this 
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The Big Picture  

With 15.7 million people unemployed, clearly more work 
needs to be done to address the problem. But before we 
decide all is lost, it is worth noting that, while 15.7 million 
people were unemployed, 151 million people were work-
ing last month. The number of unemployed by any meas-
ure has fallen by roughly half since the last recession in 
2008-9. The U-6 figure of 9.7% is down from a peak of 

17.1% back in March of 2010.  

Figure 4 shows three different unemployment rates re-

ported by the BLS.  All three rates of unemployment have 

fallen significantly since the last recession (shown in grey). 

Few would disagree with the idea that everyone who 

wants a good job should be able to find one, and to be 

sure, there are challenges to our labor market that need 

to be addressed.  Government policies, including burden-

some regulations, have made it more difficult and more 

expensive for businesses to hire new workers.  Some peo-

ple who want to work lack the training or skills that em-

ployers are looking for.  Our educational system often-

times seems disconnected from the needs of employers 

and young people who wish to be gainfully employed.   

We don’t believe unemployment statistics are rigged, but 

jobs will continue to be the economic issue that most 

Americans are focused on.  Our hope is that this report 

will bring some clarity to an issue that is often miscon-

strued and frequently misunderstood.     

Alan F. Skrainka, CFA 
Chief Investment Officer 

Figure 4. 

Source: Ned 

Davis Research  


