
No. 105 
February 2012

MERCATUS CENTER AT GEORGE MASON UNIVERSITY

MERCATUS
ON POLICY

Beyond Unemployment: 
Pennsylvania’s Sluggish 
Labor Market

 

by Keith Hall and Robert Greene W
hile the Great Recessionhad
amoderatelylesssevereimpact
on Pennsylvania than on the
nationasawhole, thestate’s
recoverysincetheheightofthe

recessionhasbeenslowerthanthenationalaver-
age.Sluggisheconomicgrowthisslowingthepace
ofthestate’slabormarketrecovery.Mostsectorsin
Pennsylvaniahaveyettoreboundtoprerecession
levels.Employmentinonesector—miningandlog-
ging—hasexperiencedmassivegrowthfromasurge
inoilandgasdrilling,extraction,andsupportjobs.
LoweringoreliminatingPennsylvania’scorporate
taxrate, implementingaright-to-worklaw,and
streamliningthestate’sdrillingregulationscould
stimulatemoreeconomicgrowthandjobcreation
intheKeystoneState.

THE GREAT RECESSION’S IMPACT ON  
PENNSYLVANIA’S LABOR MARKET

During the Great Recession,Pennsylvaniaexpe-
riencedalowerpeakunemploymentratethanthe
nationasawhole—8.7versus10.0percent.1Between
theendof2007andearly2010,Pennsylvaniannon-
farmpayrolljobsdeclinedby4.40percent,compared
toa6.33percentdeclinenationwide(seeGraph 1).
However,betweenFebruary2010,whennonfarm
payrolljobswereattheirlowestrecessionlevel,and
March2013thenumberofnonfarmpayrolljobsin
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Pennsylvaniagrewonly3.23percent(seeGraph 2).
Nationally,totalnonfarmpayrolljobsincreased4.63
percent—noticeablyfasterthanthepaceofPennsyl-
vania’srecovery.

Pennsylvania’spostrecessionrateofjoblossisnow
approachingthenationalaverage(seeGraph 1).
Pennsylvaniahasrecoveredonlyabout70.2percent
ofthenonfarmpayrolljobsitlostduringthereces-
sion2whilenationallyonlyabout68.6percentoflost
nonfarmpayrolljobshavebeenrecovered.3Pennsyl-
vania’s7.9percent2012unemploymentratehasnot
improvedsignificantlysince2010andstillrestswell
abovetheprerecession2007rateof4.4percent(see
Graph 3).Unemploymentratesforallagegroups
exceedprerecessionlevels.

AN UNEQUAL RECOVERY

Pennsylvania’s labor market recoveryhasbeen
unequalbetweendifferentsectors(seeGraph 4).
Thestate’strade,transportation,andutilitiessec-
tor—whichmakesupalmostone-fifthofthestate’s
nonfarmpayrolljobs4—hasstillnotfullyrecovered
to2007levelsofemployment.Thereareroughly14
percentfewerjobsinPennsylvania’sconstruction
andmanufacturingsectors,whichbeforethereces-
sionmadeupalmost16percentofthestate’stotal
nonfarmpayrolljobs.5However,thesethreesectors
areoutperformingthenationalrateofrecovery,and
thestate’sconstructionsectorhaslostjobsatasig-
nificantlylowerratethanthenationalaverage.

OverhalfofPennsylvania’snonfarmpayrolljobsexist
initsthreelargestsectors—trade,transportation,
andutilities;professionalandbusinessservices;and
educationandhealthservices.6Beforetherecession
(between2004and2007)almost82percentofthe
state’sannualjobgains,approximately41,000jobs
peryear,werecreatedinthesesectors(seeGraph 5).
From2009to2012justunder72percentofannual
jobgains,approximately31,300jobsperyear,were
createdinthesesectors.Theannualrateofjobgains
inPennsylvania’sthreelargestsectorshasslowed
almost25percentsincebeforetherecession.

JustfoursectorsinPennsylvania—educationand
healthservices;leisureandhospitality;professional

andbusinessservices;andminingandlogging—
haverealizedsignificantnetjobgainssince2007
(seeGraph 4).Three—leisureandhospitality,pro-
fessionalandbusinessservices,andminingandlog-
ging—areoutperformingthenationalsectorrateof
jobgains.MiningandloggingisbyfarPennsylvania’s
fastest-growingsector.In2012,therewereabout75
percentmoreminingandloggingjobsinthestate
thanexistedin2007.

THE SHALE SURGE

Mining and logging jobgainsinPennsylvaniahave
beenprimarilydrivenbyincreasesinoilandnatural
gasextraction,drilling,andsupportactivitiesjobs
(seeGraph 6).Since2007,therapidgrowthindrill-
ingandextractionjobs—200and124percentgains,
respectively—hasfacilitatedamassive455percent
increaseinsupportactivityjobsforoilandgasoper-
ations.Pennsylvania’sminingandloggingsectorjob
gainsmadeupapproximately12.5percentofallnew
miningandloggingjobscreatedintheUnitedStates
between2007and2012.7

Thesegainshaveinlargepartoccurredbecauseof
theintroductionofhorizontaldrillingtechnology
andhydraulicfracturingtoshaleoilfields.8Increased
drillingactivityintheMarcellusshaleformation,
whichcoversnorthernandsouthwesternPennsyl-
vania,hashelpedincreasePennsylvania’sdailynat-
uralgasproductionover500percentsince2009.9
Arecentstudyconductedbyateamofresearchers
atPennsylvaniaStateUniversityfindsthatby2020,
dailynaturalgasoutputfromtheMarcellusShale
couldlikelygrowanadditional175percentandas
manyas75,000newMarcellus-supportedjobsare
estimatedtobecreatedinPennsylvania.10

EXPLAINING THE SLOW RECOVERY AND  
ACCELERATING ITS PACE

Despite growth in theminingandloggingsector,
Pennsylvania’srealGDPgrewjust1.2percentin2011,
andPennsylvania’saveragestatepersonalincome
grewjust1.5percentinrealtermsin2012—the27th
lowestrateofstatepersonalincomegrowthin2012.11

Sources: National Safety Council (1994) and US Department of Labor, Bureau of Labor Statistics (2012)
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ThissloweconomicgrowthisimpedingPennsylva-
nia’slabormarketrecovery.Comparativelyhightax
ratesmaybestiflingthestate’seconomicgrowth.

Pennsylvania’sstatutorycorporateincometaxrateis
thesecondhighestinthecountryat9.99percent.12
Itseffectivecorporatetaxrate(thestatutoryrate
minusdeductions)ishigherthanallotherstates’.13
Combinedwiththefederalrate,Pennsylvania’scor-
poratetaxratemaybe,accordingtoPennsylvania’s
secretary of revenue, thehighest in theworld.14
Policymakersshouldconsiderloweringorelimi-
natingthestate’scorporateincometax.Corporate
incometaxeshaveahighlynegativeeffectoneco-
nomicgrowthandreducingtheratebyjust1percent
canincreaseannualGDPgrowthby0.1to0.2per-
cent.15Loweringoreliminatingthecorporatetaxrate
wouldmakePennsylvaniamorecompetitivewith

Source: Bureau of Labor Statistics (National March 2012 data is preliminary).

GRAPH 1: MONTHLY DECLINE IN NONFARM PAYROLLS COMPARED TO JANUARY 2008 LEVEL:  
PENNSYLVANIA VS. NATIONAL AVERAGE 

neighboringOhio—whichhasnocorporateincome
tax—andMaryland,NewYork,andNewJersey—
whichallhavelowerrates.16In2010,thestate’scor-
porateincometaxaccountedforjust3.7percentof
totalstateandlocalrevenue.17Eliminatingorreduc-
ingthecorporatetaxrateisfiscallyfeasibleforthe
commonwealth.

In the Mercatus Center’s recent Freedom in the 
50 States report,WilliamRugerandJasonSorens
scorePennsylvania’sregulatoryenvironmentbelow
thenationalaverage.18Onereasonfortheirscoreis
Pennsylvania’slackofaright-to-worklaw.Studies
showthattheselawsarelikelytoincreaseeconomic
growthandareassociatedwithhigheremployment
levels.19Toimprovethestate’slabormarket,policy-
makersshouldconsideradoptingaright-to-work
lawintheKeystoneState.
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Source: US Bureau of Labor Statistics.

GRAPH 3: PENNSYLVANIA UNEMPLOYMENT RATES: 2007, 2010, AND 2012 (PERCENT)

Source: Bureau of Labor Statistics (National March 2012 data is preliminary).

GRAPH 2: MONTHLY INCREASE IN NONFARM PAYROLLS COMPARED TO FEBRUARY 2010 LEVEL: 
PENNSYLVANIA VS. NATIONAL AVERAGE
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*From 2004 to 2007, these were job gains in the government sector. From 2009 to 2012, these were gains in the “other services” sector. 
Source: US Bureau of Labor Statistics.

Source: Bureau of Labor Statistics.

GRAPH 5: ANNUAL RATE OF SECTORAL PAYROLL JOB GROWTH IN PENNSYLVANIA: 
BEFORE (2004–2007) AND AFTER (2009–2012) THE RECESSION 

GRAPH 4: JOB IMPACT OF RECESSION ON PENNSYLVANIA VS. AVERAGE NATIONAL IMPACT  
(PERCENTAGE CHANGE IN JOBS BY SECTOR BETWEEN 2007 AND 2012)
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Complicated,expensivedrillingregulationsmaybe
holdingbackjobcreationinPennsylvania’shigh-
growthdrillingsector.Drillingfeesalonecostfirms
roughly$204millionin2012.20Sevenagenciesreg-
ulatedrillinginPennsylvaniathroughamazeof
about50separatestateregulations.21Expertsclaim
thatthecosttodevelopnaturalgasismadehigher
inPennsylvaniabecauseofthestate’scomparatively
more complex regulatory environment.22 Fortu-
nately,Pennsylvaniadoesnotimposeanaturalgas
severancetax,andtheabsenceofsuchataxoffsets
someofthecostsassociatedwithPennsylvania’s
comparativelycomplicatedregulations.23Policymak-
ersshouldavoidimplementingaseverancetaxand

* to generate a 2012 employment estimate, we annualized 2011 Q4–2012 Q3 data obtained from Pennsylvania’s Department of Labor & Industry.

Sources: US Bureau of Labor Statistics; Pennsylvania Department of Labor & Industry, Center for Workforce Information & Analysis. To calculate 2012 mining-and-log-
ging-subsector employment levels, data  from the  most recently released  12 months have been annualized. September 2012  is the most recent month for which the US 
Bureau of Labor Statistics has released  mining- and logging-subsector data.

GRAPH 6: MINING AND LOGGING JOBS IN PENNSYLVANIA (2007–2012)

focusonstreamliningPennsylvania’scomplicated
drillingregulations,which,accordingtooneesti-
mate,arealargereasonwhydrillingis20to30per-
centmoreexpensiveinPennsylvaniathaninother
states.24Thesepolicieswouldlikelystimulateeven
moredrillinginPennsylvania,andresearchlinks
increasedmunicipaldrillingactivitywithlessunem-
ployment.25
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Percentage gain

CONCLUSION

Some of Pennsylvania’s largestsectorsarestill
strugglingtorecoverfromtheGreatRecession.The
annualrateofjobgrowthforthestate’sthreelargest
sectorshasslowedalmost25percentsincebefore
therecession.Jobgainsinhistoricallysmallersec-
torsofthestate’slabormarketarehelpingdrive
Pennsylvania’srecovery.Gainsinmining-and-log-
ging-sectoremploymenthaveaddedabout15,900
newjobstothestatesince2007,andstudiesestimate
thatby2020asmanyas75,000additionaljobsmay
becreatedduetogrowthinthissector.Nevertheless,
sloweconomicgrowthinPennsylvaniaispreventing
amorerapidrecovery.Streamliningdrillingregula-
tions,implementingaright-to-worklaw,and—most
importantly—loweringoreliminatingthestate’s
extraordinarilyhighcorporatetaxratecouldaccel-
erateeconomicgrowthandfacilitateamorerapid
labormarketrecovery.
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