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What Has Driven the Labor Force Participation Gap since
February 2020?

Mary Amiti, Sebastian Heise, Giorgio Topa, and Julia Wu

The U.S. labor force participation rate (LFPR) currently stands at 62.5 percent, 0.8 percentage point below
its level in February 2020. This “participation gap” translates into 2.1 million workers out of the labor
force. In this post, we evaluate three potential drivers of the gap: First, population aging from the baby
boomers reaching retirement age puts downward pressure on participation. Second, the share of
individuals of retirement age that are actually retired has risen since the onset of the COVID-19 pandemic.
Finally, long COVID and disability more generally may induce more people to leave the labor force. We
find that nearly all of the participation gap can be explained by population aging, which caused a
significant rise in the number of retirements. Higher retirement rates compared to pre-COVID have had
only a modest effect, while disability has virtually no effect.

The LFPR is defined as the ratio between workers in the labor force (either employed or unemployed) and
the civilian, non-institutional population age 16 and older. As the chart below shows, the LFPR has been
gradually declining since the early 2000s. It stayed relatively flat over the period 2014-19 and even slightly
rose up to February 2020 as the strong labor market exerted a positive effect on labor supply. After a
dramatic decline in the early months of the pandemic, participation has recovered gradually but remains
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significantly below its pre-COVID level—by 0.8 percentage point or 2.1 million workers as of February
2023. We examine potential drivers of the participation gap using the Current Population Survey (CPS), a
monthly survey of about 60,000 households that is conducted by the Bureau of Labor Statistics (BLS).

The Labor Force Participation Rate (LFPR) Remains below its Pre-Pandemic Level
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Sources: Current Population Survey; Bureau of Labor Statistics.
Notes: The chart shows the seasonally adjusted LFPR for the population aged 16+ years. The red dashed
line illustrates the size of the shortfall between 2020:m2 and 2023:m?2.

Population Aging

We first analyze population aging. As noted elsewhere, the panel chart below illustrates that as the baby
boomer cohort has reached the retirement threshold, retirements have increased dramatically. The left
panel shows the distribution of the U.S. population in 2009. Each gray bar shows the number of individuals
of a given age in the U.S. population from U.S. Census data. The blue bars show the number of workers in
that age group who are retired. We indicate the baby boomer cohort, that is, those workers born between
1946 and 1964, by the gray shaded area, and mark the retirement age of 65 years by the vertical red line.
The left panel shows that in 2009 the baby boomers were just beginning to enter retirement.
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Baby Boomer Retirements Have Increased Dramatically over Time
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Sources: U.S. Census Bureau; Current Population Survey (CPS); authors’ calculations.

Notes: The gray bars show the U.S. population of a given age. The blue bars show the estimated number
of retirees at each age, computed from the share of retired workers at each age from the CPS. The red
vertical line indicates the normal retirement age of 65 years. The gray shaded area indicates the ages
corresponding to the baby boomer cohort, that is, those individuals born between 1946 and 1964.

The right panel of the chart shows the same distribution in 2022. By 2022, a large share of the baby
boomer generation had entered retirement, leading to a significant increase in the number of individuals
retired, as indicated by the blue bars.

Retirements within Specific Age Groups Have Increased Compared to Pre-Pandemic Levels

We next examine retirements within age groups in more detail. The previous chart suggests that
retirement shares by age group have risen only modestly, as shown by the height of the blue bars relative
to the gray bars. To substantiate this point, we break the population into groups of individuals aged 60-
69, 70-79, and over 79. We focus on individuals aged 60 and older since these account for more than 90
percent of all retirees in the United States. For those aged 60-69, the retirement share has risen from an
average of 39.7 percent in 2018-19 to 40.0 percent over the second half of 2022. The retirement share
for those aged 70-79 has increased from 77.5 percent in 2018-19 to 78.8 percent in the more recent
period. Finally, among those over 79, the retirement share has gone up from 88.5 percent to 90.5 percent.
Here we consider the average over 2018-19 as our pre-pandemic reference point to remove shorter-term
movements in the retirement shares.
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How does this change in retirement behavior affect overall retirements? The share of retired workers in
the U.S. population has risen substantially, from an average of 18 percent in 2018-19 to nearly 20 percent
at the end of 2022. However, once we control for the overall aging of the population, the changes in the
age-specific retirement shares reported above imply an increase in the overall share of retirees in the
population of only about 0.3 percentage point.

Share of Workers with Disability and Not in the Labor Force Has Actually Fallen

We finally analyze the effect of disability on the participation gap. To capture a broad notion of disability,
we focus on a set of six questions in the CPS that ask respondents whether because of a physical, mental,
or emotional condition they have serious difficulty concentrating, remembering, or making decisions.

We start by considering the number of disabled individuals in the labor force as a share of the total
population. The share of workers with disability (based on the above definition) rose from an average of
2.5 percent of the population in 2018-19 to about 2.9 percent in the last six months of 2022. While the
rise in disability among workers in the labor force may have implications for the intensity of work effort,
a recent study has found relatively little change in average hours worked by workers with disability.
Therefore, there may be relatively little effect on the LFPR since these workers are still in the labor force.
For this reason, we focus on the share of disabled individuals not in the labor force. This share has risen
slightly, from about 9.2 percent in 2018-19 to 9.4 percent in the second half of 2022. Once we adjust for
aging, we find that the share of disabled individuals not in the labor force has, in fact, marginally declined.
This result arises because disability shares have slightly fallen for the older age groups.

Impact on Labor Force Participation

How have the three channels affected labor force participation? We first analyze the impact of population
aging in isolation by constructing a counterfactual LFPR that keeps constant the share of the population
in each age group at February 2020 levels. The gold line in the chart below shows this age-adjusted
participation rate. Removing the effect of aging can explain the entire participation gap, lifting LFPR by
0.9 percentage point in February 2023. This big effect arises because the large baby boomer cohort is right
at the retirement cutoff. As the chart above shows, the retirement share rises dramatically with age
around the age of 65. Consequently, the aging of the baby boomers between 2020 and 2022 led to a
significant rise in retirements, reducing participation.

Second, we analyze the effect of excess retirements on participation, in addition to the effect of aging. To
do so, we analyze how the overall age-adjusted retirement share would change if we went back to the
retirement shares in each age group of 2018-19. In other words, we ask what LFPR would prevail if
retirement behavior went back to pre-COVID levels, controlling for aging. Since about half of new retirees
in 2020-22 were already out of the labor force prior to retirement (for example, a stay-at-home partner
who transitions into retirement), we multiply the effect of excess retirement by one half. The red line in
the chart below shows that additionally removing excess retirements increases LFPR by a further
0.2 percentage point in February 2023. This effect is smaller than in a recent study that finds a
0.6 percentage point effect. The difference arises mainly because we assume that only half of all excess
retirees could return to the labor force, since the rest were already out of the labor force prior to
retirement.

Finally, the increase in disability has virtually no effect on the participation gap because, as discussed
above, the increase is entirely accounted for by individuals that remain in the labor force. We do not
separately plot this effect on the chart below. Overall, our results imply that undoing the effects of
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population aging and excess retirements would raise the LFPR by 1.1 percentage point from 62.5 percent
to 63.6 percent, more than making up for the participation gap.

Participation Rate Is Higher after Adjusting for Aging and Excess Retirements
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Sources: Current Population Survey; authors’ calculations.

Notes: The blue line shows the headline labor force participation rate (LFPR) reported by the Bureau of
Labor Statistics. The gold line is the counterfactual LFPR holding fixed the population age structure in
February 2020. The red line further adds the surplus of retired workers in the recent period compared to
2018-19, at the fixed age structure of February 2020.

Conclusion

In this blog post we show that demographic trends, specifically population aging, exert a powerful
influence on labor force participation. In other words, the participation gap largely disappears once we
control for population aging, indicating that participation has recovered a great deal since the large shock
induced by the pandemic. Other possible contributing factors, such as elevated retirement rates or
disability, play only a minor role in explaining the participation gap. Population aging is likely to continue
to exert strong downward pressure on participation going forward, as more of the baby boomer
generation continue to enter retirement.
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Disclaimer

The views expressed in this post are those of the author(s) and do not necessarily reflect the position of
the Federal Reserve Bank of New York or the Federal Reserve System. Any errors or omissions are the
responsibility of the author(s).
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