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U.S. Jobs | Will The "Big Quit" Transform The 
Labor Market? 

Labor constraints--partly structural--are likely to limit growth, add 
inflationary pressures, and expediate a tighter monetary policy. 

How this will shape 2022 
One reason the U.S. economy can't grow faster is lost productivity from the drop 
in labor participation. Enormous job market constraints are crippling business 
capacity, resulting in much lower economic activity than would be the case if 
business operations were running smoothly. On supply constraints, we have 
lowered our 2021 and 2022 growth forecast to 5.5% and 3.9%, from 5.7% and 4.1% 
in our September forecast. 

Business costs will go up as managers bid on fewer prospective workers. 
Approximately 3 million people have left the workforce. We calculate about 42% of 
them have left permanently, tied to retirement, while 58% made short-term, likely 
pandemic-specific decisions to leave the market. In the face of these shortages, 
wages are already climbing higher, with the Atlanta Fed's Wage Growth Tracker at 
4.2% year over year, its highest since 1995. It remains to be seen how many of them 
will return to the workforce--and how soon--so stabilizing wages. Prime-age 
workers (25-54) account for 45% of the 3 million who have left and who are key to 
stabilizing the jobs market. 

Higher inflation will prompt a more hawkish Fed. Bottlenecks across the supply 
chain will force the Federal Reserve to move faster it currently indicates. Once bond 
purchases reach zero, we expect the Fed lift off to commence next year, with the 
first interest rate hike in September 2022. The risks tilt to an even faster Fed 
response. Both the easing of labor supply constraints--as the pandemic fears 
subside and more people get vaccinated--and tighter monetary policy later will 
likely cap price increases later in the year. 

Chart 40 

U.S. Labor Market Conditions Suggest A Structural Shift In The Labor Force 

 
Source: BLS, S&P Global Economics calculations 

What we think and why 
It’s not about extended unemployment benefits. Of the 4.5 million fewer people 
working in October 2021 relative to pre-pandemic levels, about 1.5 million were 
unemployed. Many have argued generous extended benefits kept people from 
finding work. But our analysis of jobs data found that those states that ended 
extended unemployment benefits and reopened earlier, increased economic 
activity and had a greater need to create jobs to meet increased demand. The 
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About one-third of the 4.5 
million who have left the 
workforce will not return 
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unemployment rate in these states in April was 4.5%, lower than the 6.0% in states 
that did not end extended benefits early. 

It’s about the "big leave". The pandemic accelerated a structural change in the 
workforce. Older skilled workers may have taken retirement earlier than previously 
planned due to the pandemic, which may in turn have worsened the skills 
mismatch, another structural issue. The labor participation rate of people 65 years 
and older is still 8.1 percentage points (pp) below pre-crisis levels, and among those 
aged 55 to 64 it is 1.1% lower. Other reasons for leaving the workforce are likely to 
be temporary and related to the pandemic, such as savings cushions, difficulties 
commuting a much longer distance, ongoing virus fears, and increased childcare 
demands. Our analysis shows the structural "age" component explains about 42% 
of the shortfall from the 2019 labor participation average, while temporary 
pandemic-related factors explain about 58%. We suspect many younger potential 
workers who left the workforce will rejoin once vaccinations are available to 
children under five, or when the U.S. reaches herd immunity. The question is when 
will that be?  

Chart 41 

Reasons Behind Labor Force Participation Deficit 

 
Source: BLS, S&P Global Economics calculations. 

The drop in the labor force will make the Fed move sooner on higher wages. A 
smaller workforce means higher wage gains, increasing the risk of a wage price 
spiral. Wage gains are now at a 14-year high, as indicated by the Atlanta Fed wage 
tracker and other measures. Together with widespread price gains, the federal 
funds rate will lift off next year, with its first rate hike in September 2022. We expect 
three more rate hikes in 2023 and another two in 2024.  

What could go wrong 
A structural shift rather than temporary change. If more people of working age 
remain out of the workforce longer than currently anticipated, the structural shift in 
the labor force would be greater, resulting in continued job market supply 
constraints and higher wage pressure in the foreseeable future. 

The Fed falls behind the curve on inflation pressure. In a scenario in which the Fed 
did not address inflation pressure in 2021 in the belief that higher prices were 
“largely transitory”, it could be forced to move quickly to contain inflation pressures 
in 2022. Such an interest rate shock strategy would eventually tame price readings, 
but not without economic growth declining sharply as well.    

Fed monetary policy exacerbates income inequality. The Fed indicated in 2020 that it would 
broaden its job market scope beyond targeting just the national unemployment rate (which tracks 
closely with the white unemployment rate) to include job market conditions for other 
demographics. If it was forced to respond to higher inflation readings, it may tighten monetary 
policy well before other demographics, such as Black and Hispanic Americans, fully experience the 
benefits of a healthy economic recovery on job prospects.    
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