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UCH LIKE THE rest of the United
States, Ohio’s economy was severely
affected by the Great Recession and
is recovering very slowly. Long peri-
ods of unemployment experienced
by many jobless Ohioans have caused unprecedented
disengagement from the labor force. These disengaged
workers—those without jobs and not actively searching
for work—no longer participate in the labor force and
are not counted as unemployed. If participation in the
labor force by Ohioans today were at the same level as
before the recession, Ohio’s unemployment rate would
be significantly higher. Ohio’s decline in labor force par-
ticipation has particularly harmed the labor market for
Ohioans 34 and younger and has outpaced the national
average. To improve Ohio’s labor market, policymakers
should consider reducing the state’s regulatory and tax
burdens, which may be hindering economic recovery
and job creation.

HOW LABOR FORCE PARTICIPATION AFFECTS
UNEMPLOYMENT IN OHIO

FrROM THE END of 2007 until the end of 2009, Ohio lost
over 400,000 nonfarm payroll jobs.! Nonfarm payroll
jobs data function as an indicator of nonfarm private
sector employment.? This rapid two-year decline repre-
sented an over 7.7 percent loss of total jobs—a noticeably
more severe drop than the national two-year decline of
roughly 6.3 percent.? Although Ohio has seen steady job
gains over the last four years, the state’s job losses since
the recession began greatly exceed the national average
(see Graph1).

Ohio’s labor force participation rate—the percentage
of the population aged 16 and older with employment
or without it but actively looking for employment—has
fallen consistently since the beginning of the reces-
sion (see Graph 2) and remains near its 30-year low.* In
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recent years, Ohio’s decline in labor force participation
has occurred at a faster pace than the decline of the
national average (see Graph 2). As a result, Ohio’s labor
force participation rate—which previously ran 0.5 to 0.8
percent in excess of the national average for years—has
finally come into convergence with the national average
of 63.7 percent.

The comparatively rapid labor force disengagement in
Ohio has meant a falling unemployment rate without
a significant increase in employment. The unemploy-
ment rate is the number of persons as a percentage of
the labor force actively looking for employment. When
unemployed persons give up looking for work, they
no longer are counted as part of the labor force. The
unemployment rate therefore decreases not only when
unemployed persons are hired, but also when then they
simply give up searching for work.

The effect of declining labor force participation on
unemployment in Ohio appears to be substantial. The
state’s official unemployment rate peaked at 10.2 percent
in 2009 and has since fallen steadily to its current offi-
cial level of 7.2 percent (see Graph 3). However, if Ohio’s
labor force participation rate had remained at its 2007
level of 66.8 percent (see Graph 2), then the state’s unem-
ployment rate would be 11.5 percent (see Graph 3).°

WHERE THE JOBS HAVE BEEN LOST

THE NUMBER OF private sector jobs in the United States
remains 2.8 percent below the number of jobs in 2007
(see Graph 4). In Ohio, there are 4.7 percent fewer pri-
vate sector jobs compared to the number in 2007. Dif-
ferent industries have experienced varying degrees of
severity of job loss. Since 2007, Ohio has experienced a
14.9 percent decline in the number of manufacturing jobs
and a 20 percent decline in the number of construction
jobs. Job losses in Ohio since 2007 have outpaced the
national average in the following sectors: trade, trans-
portation, and utilities; manufacturing; leisure and hos-
pitality; information; financial activities; government;
and other services. Only two sectors in Ohio—mining
and logging, and education and health services—have
experienced significant job gains since 2007.

Young Ohioans have been particularly hard hit by the
poor labor market since 2007 (see Graph 5). Between
2007 and 2012, labor force participation for 16- to
19-year-olds in Ohio declined almost 9 percent. For 20-
to 24-year-olds, it declined almost 2 percent. For 25- to
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34-year-olds, it declined roughly 3 percent. Yet for those
65 and older, labor force participation has increased 3.6
percent. Unemployment rates by age group display a
similar trend (see Graph 6). The unemployment rate
of those 34 and younger exceeds the statewide average,
while the unemployment rate for those 35 and older
rests below the statewide average.

EXPLAINING AND REVERSING THE TRENDS

IN 2011, OHIO’s real economic growth—1.1 percent—
lagged behind the national average of 1.5 percent.® This
sluggish growth has meant that Ohio’s labor market
recovery has also been slower than the national aver-
age. Ohio’s comparatively strict labor regulations and
high taxes may be hindering its economic growth and
thus also its labor market recovery. The National Fed-
eration of Independent Business’s most recent quar-
terly survey of small businesses found taxes and regu-
lations to be the two most important problems facing
businesses.” In the Mercatus Center’s recent Freedom
in the 50 States Index, William Ruger and Jason Sorens
found Ohio’s tax burden to be the thirteenth heaviest
in the United States, and its regulatory burden is higher
than nearby Michigan, Indiana, and Wisconsin.® They
recommend that the state lower taxes, adopt regula-
tory policy reforms, and follow neighboring Indiana
and Michigan in adopting a right-to-work law. Further
research would increase understanding of the effects
that regulatory and tax reforms would have on Ohio’s
labor market.

CONCLUSION

ALTHOUGH OHIO’S UNEMPLOYMENT rate does appear
to be declining, the rapid and continuing fall in the labor
force participation rate indicates that many Ohio work-
ers are continuing to disengage from the workforce.
This trend of widescale worker disengagement—not
of labor market improvement—is driving down Ohio’s
unemployment rate. Ohio’s unemployment rate would
be 11.5 percent with a prerecession labor force partici-
pation rate. The labor market recovery in Ohio is far
from complete and has been far from equal between
age groups. The decline in labor force participation
and the increase in unemployment for Ohioans under
35 years old is particularly troubling. Ohio’s job gains
have in large part occurred from jobs in education and
health services—sectors highly influenced by govern-




ment. In most other sectors, Ohio’s recovery has under-
performed the national average and significantly fewer
jobs exist than before the recession. Ohio policymakers
should examine ways to reverse these troubling trends.
Modifying Ohio’s regulatory environment and tax

regi

me may be a good place to start, as doing so could

help Ohio stimulate more private sector job creation.
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GRAPH 2: LABOR FORCE PARTICIPATION RATE (2004-2012)
(PERCENTAGE OF POPULATION WITH EMPLOYMENT OR ACTIVELY LOOKING FOR EMPLOYMENT)
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GRAPH 3: OHIO'S REPORTED UNEMPLOYMENT RATE VS. UNEMPLOYMENT RATE WITHOUT
CIVILIAN LABOR FORCE DROPOUTS (2007-2012)
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GRAPH 4:JOB IMPACT OF RECESSION ON OHIO VS. AVERAGE NATIONAL IMPACT
(PERCENTAGE CHANGE IN JOBS BY SECTOR BETWEEN 2007 AND 2012)
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GRAPH 5: OHIO LABOR FORCE PARTICIPATION RATES: 2007 VS. 2012 (PERCENT)
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GRAPH 6: OHIO UNEMPLOYMENT RATES: 2007 VS. 2012 (PERCENT)
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