
Explaining the recent decline in the unemployment rate
by Lisa Barrow, senior economist

The unemployment rate fell by nearly 1 percentage point between November 2010 and 
March 2011. Was this drop due to unemployed workers exhausting their unemployment 
insurance (UI) benefits and choosing to stop looking for work or due to more positive 
labor market developments, such as fewer workers losing their jobs or more workers 
finding new jobs?
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The recent decline in the 
unemployment rate seems 
to have been driven largely 
by a decline in the number  
of employed persons  
becoming unemployed.

InthisChicago Fed Letter,Iexaminethe
dataonlaborforcestatus(LFS)flows
fromtheU.S.BureauofLaborStatistics’
Current Population Survey(CPS)toassess
theircontributionstotherecentde-
clineintheunemploymentrate.Icon-
cludethatthisdeclineseemstohave
beendrivenbyadeclineinthenum-
berofemployedpersonsbecomingun-
employedratherthanbyeitheran
increaseintheunemployedbecoming
employedoranincreaseintheunem-
ployedleavingthelaborforce.

Labor force status flows 

Everymonth,theCPSprovidesestimates
ofthenumberofindividuals16years
andolderineachofthreelaborforce
states—employment(E),unemploy-
ment(U),ornotinthelaborforce
(NILF).Individualsareeitherinthe
laborforceorNILF,andthoseinthe
laborforceareeitheremployedorun-
employed.Themonthlyunemployment
rateisthendefinedasthepercentage
ofthelaborforce(theunemployedplus
theemployed)thatisunemployed.
Fromtheseandothersurveydata,the
CPSalsoprovidesestimatesonLFSflows,
namely,thenumberofpeoplemoving
fromonelaborforcecategorylast
monthtoanotherlaborforcecategory

thismonth.Fromtheseflows,Ihave
estimatesofthenumberofpeoplewho
movedfromunemploymentlastmonth
toemploymentthismonth,thenumber
ofpeoplewhomovedfromemploy-
mentlastmonthtounemploymentthis
month,andsoon.Asaresult,Ican
definethenumberofpeopleunem-
ployedinMarch,forinstance,asthe
numberofpeopleunemployedin
Februaryplusthenumberofpeople
movingintounemploymentfromeither
NILForemploymentminusthenum-
berofpeoplemovingoutofunemploy-
mentintoeitheremploymentorNILF.
Thus,theunemploymentrateinMarch
canbedecomposedintofivecomponents
relatedtothenumberunemployedin
February(laggedunemployment)and
thefourLFSflowsintoandoutofun-
employmentbetweenFebruaryand
March.1Achangeintheunemploy-
mentratecanlikewisebedecomposed
intochangesinthesecomponents.

Beingabletoattributemonthlychanges
intheunemploymentratetochanges
inLFSflowscanprovidesomeinsight
onthestrengthofthelabormarket.
Forexample,theunemploymentrate
mayfallbecausealargenumberof
unemployedworkersfindjobs.This



1. LFS flow counts 

Current month E–U E–NILF U–E U–NILF NILF–E NILF–U

 (- - - - - - - - - - - - - - - - - - - - - - - - - - - thousands - - - - - - - - - - - - - - - - - - - - - - - - - -)

October 2010 2,345 3,920 2,472 2,834 3,415 3,067

November 2010 2,520 3,764 2,534 2,897 3,521 3,057

December 2010 2,300 3,700 2,648 3,097 3,640 2,869

January 2011 2,131 3,669 2,498 3,109 3,617 2,865

February 2011 1,972 3,638 2,286 2,891 3,578 3,003

March 2011 2,118 3,484 2,373 2,807 3,508 2,904

Notes: The seasonally adjusted labor force status (LFS) flow counts are from the previous month to the current month. E means 
employment, U means unemployment, and NILF means not in the labor force.

source: U.S. Bureau of Labor Statistics, Current Population Survey, research series on labor force status flows, available at 
www.bls.gov/cps/cps_flows.htm.

wouldshowupintheLFSflowdataas
anincreaseinthenumberofindividu-
alsmovingfromunemploymenttoem-
ployment,andthiswouldbeasignof
labormarketstrength.Incontrast,the
unemploymentratemayfallbecausea
largenumberofunemployedworkers
exitthelaborforce.

Aparticularconcerninrecentmonths
hasbeenthatthelong-termunemployed
whoareexhaustingtheirUIbenefits
maybemoreinclinedtoexitthelabor
forcethanotherunemployedworkers
andthatalargenumberexhausting
benefitsandexitingthelaborforceat
thesametimecouldexplaintherecent

declineintheunemploymentrate.If
thiswerethecase,thentherewouldbe
anincreaseinthenumberofindividuals
movingfromunemploymenttoNILF
intheLFSflowdata,andthiswould
notbeasignoflabormarketstrength.

IpresentdataontheLFSflowsforsix
months—fromOctober2010through
March2011—infigure1.Eachrow
representsthecurrentmonth,and
eachcolumnrepresentsadifferent
LFSflow.Forexample,thecellinthe
rowlabeledOctober2010andcolumn
labeledE–Uindicatesthat2,345,000
peoplemovedfromemploymentin
September2010tounemploymentin
October2010.

Lookingovertimeatthetransitions
thataffectthenumberofpersonswho
areunemployed(thecolumnslabeled
E–U,U–E,U–NILF,andNILF–U),one
canseeageneraldeclineinthenumber
ofindividualsmovingintounemploy-
mentfromemployment.TheE–Uflow
fellfrom2.3millioninOctober2010
toaround2.1millioninMarch2011.
DeclinesintheE–Uflowgeneratede-
clinesintheunemploymentrate,all
elsebeingequal,andindicateimprove-
mentinlabormarketconditions.At
thesametime,however,therewasnot
ageneralincreaseintheU–Eflow,which
wouldindicateanincreaseinjobfind-
ingbytheunemployed.AsforUIben-
efitexhaustersorotherunemployed
workersexitingthelaborforce,there
wasanincreaseintheU–NILFflowin
December2010andJanuary2011.How-
ever,byFebruaryandMarchof2011
thenumberofunemployedmoving
outofthelaborforcehadreturned
fairlyclosetothelevelsinOctoberand
Novemberof2010.

LFS flow effects on the  
unemployment rate

Becausechangesinthenumberofper-
sonsunemployedinMarch2011can
beattributedtothefivecomponents
describedpreviously,Icandecompose
changesintheunemploymentrateinto

2. One-month change in unemployment rate, by LFS flows

Note: LFS means labor force status, E means employment, U means unemployment, and NILF means not in the 
labor force.

sources: Author’s calculations based on U.S. Bureau of Labor Statistics, Current Population Survey, research 
series on labor force status flows, available at www.bls.gov/cps/cps_flows.htm, and unemployment rate data,  
from Haver Analytics.
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changesinthesecomponents.Infig-
ure2,Ipresentthechangeintheun-
employmentrateandhowmuchofthat
changeisattributabletochangesinthe
componentsrelatedtolaggedunem-
ploymentandE–U,NILF–U,U–E,and
U–NILFflowsforeachmonthfrom
November2010throughMarch2011.
Ineachmonth,thechangeintheun-
employmentrate,representedbythe
darkbluebar,isequaltothesumofthe
otherbars.2Forexample,inNovember
2010themonthlyunemploymentrate
roseby0.108percentagepoints(from
itsvalueinOctober2010).Asshownin
figure2,0.085percentagepoints,or79%,
oftheincreaseintheNovember2010
unemploymentrateisattributableto
thelaggedunemploymentcomponent,
and0.114percentagepoints,or106%,
oftheincreaseisattributabletothein-
creaseintheE–Uflow.TheNILF–U,
U–E,andU–NILFflowsallchangedin

thedirectionofdecreasingtheunem-
ploymentrate:−0.006percentagepoints
isattributabletoaslightdecreasein
theNILF–Uflow,−0.040percentage
pointsisattributabletoanincreasein
theU–Eflow,and−0.041percentage
pointsisattributabletoanincreasein
theU–NILFflow.3

SinceNovember2010,theunemploy-
mentratehasbeenfalling.InDecember
2010,allfourcomponentsrelatedto
LFSflowschangedinthedirectionof
decreasingtheunemploymentrate,
withthedeclineintheE–Uflowand
theriseintheU–NILFflowexplaining
thelargestsharesofthedecline.Thus,
UIbenefitexhaustersandotherunem-
ployedworkersexitingthelaborforce
mayinpartexplainthedeclineinthe
unemploymentrateinDecember;how-
ever,adeclineinthenumberofemployed
becomingunemployedaccountsfor
anequalshareofthemonth’sdecline.

SinceDecember,changesinLFSflows
havebeenmoremixedintermsoftheir
positiveornegativecontributiontothe
changeintheunemploymentrate.In
figure3,Isummarizethechangesin
thesecomponentsfromNovember2010
throughMarch2011inordertode-
composethe–0.943percentagepoint
changeintheunemploymentrateover
thisfive-monthperiod.Onceagain,the
changeintheunemploymentrateis
representedbythedarkbluebarand
equalsthesumoftheremainingbars.
Thisdecompositionindicatesthat
–0.256percentagepoints,or27%,of
thedeclineintheunemploymentrate
isattributabletoadeclineintheE–U
flow;also–0.093percentagepoints,or
10%,isattributabletoadeclineinthe
NILF–Uflow.ThechangesintheU–Eand
U–NILFflowsworkedinthedirection
ofincreasingtheunemploymentrate.4

Conclusion

Therecentsizabledropintheunemploy-
mentrateseemstobehavebeenlarge-
lydrivenbythedeclineintheLFSflow
fromemploymenttounemployment

3. Five-month change in unemployment rate, by LFS flows

Notes: Data are from November 2010 through March 2011. LFS means labor force status, E means employment, 
U means unemployment, and NILF means not in the labor force.

sources: Author’s calculations based on U.S. Bureau of Labor Statistics, Current Population Survey, research 
series on labor force status flows, available at www.bls.gov/cps/cps_flows.htm, and unemployment rate data,  
from Haver Analytics.
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oftheomissionoftheflowintounemploy-
mentfrom“other”(seenote1),aswellas
rounding.

3Thecontributionfromtheflowof“other”
intounemployment(seenote1)equals
–0.004percentagepoints.

4Thechangeintheunemploymentrate
attributabletothechangeinflowinto
unemploymentfrom“other”(discussed
earlier)isnegligible.

5 IthankKatherineRanneyforherexcellent
researchassistanceonthisarticle.

1Technicallythereisalsoaflowintounem-
ploymentfrom“other,”whichcomprises
peoplesuchasthosenewlyturning16
yearsold.Thiscomponentisverysmall
comparedwiththeothercomponents.

2Thecomponentsinfigure2(andfigure3
later)willnotexactlyequalthetotalbecause

ratherthanbyanincreaseinthenum-
berofunemployedmovingoutofthe
laborforceoranincreaseinthenumber
ofunemployedfindingjobs.WhenI
decomposethechangeintheunemploy-
mentratefromNovember2010through

March2011attributabletochangesin
thecomponentsrelatedtolaggedun-
employmentandtheflowseitherinto
oroutofunemployment,Ifindthat
27%ofthedeclineisattributabletoa
declineinflowfromemploymentto

unemployment.Incontrast,changesin
theflowsfromunemploymenttoem-
ploymentandfromunemploymentto
NILFworkedinthedirectionofin-
creasingtheunemploymentrateover
thisperiod.5


