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Summary 

 While Republicans and Democrats are pointing to different causes for the temporary labor 

shortages, the empirical evidence suggests that both unemployment benefits and child care 

considerations are playing a role. However, these temporary effects should fade during the 

course of September. 

 More importantly, a permanent labor shortage is caused by retirement. This means that we 

should not expect a recovery of the participation rate to pre-COVID levels. 

 As the temporary labor shortages disappear and the permanent labor shortages become 

visible, the Fed may find there is less slack in the labor market than anticipated. Consequently, 

the Fed may have to make an additional upward shift in the dot plot in the coming months. 

Introduction 

Although employment is still well below pre-COVID levels (about 5.7 million in July, Figure 1), 

employers are having a difficult time filling their vacancies. The ratio of unemployed persons to 

job openings, a measure of labor market looseness, fell to 0.94 in June, comparable to levels in 

2018 (Figure 2), when the Fed accelerated the hiking cycle to four hikes in one year, because it 

mistakenly saw high inflation around the corner This paradox, a shortfall in employment and an 

apparent labor shortage, has been attributed to a number of factors causing a temporary labor 

shortage. Three main causes are often being mentioned: the enhanced federal unemployment 

benefits from the American Rescue Plan, fear of COVID, and lack of child care. 

 

Figure 1: Shortfall in employment…  Figure 2: … and a tight labor market 
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View from the right: Unemployment benefits 

Obviously the first cause is most often mentioned by Republicans, so it should come as no 

surprise that many red states are withdrawing from the enhanced federal unemployment benefits 

program. At present, almost half of the states has removed the $300 weekly enhancement. The 

argument is that due to these enhanced benefits it is more attractive to be unemployed than to 

accept, or stay in, a job. However, a static comparison between wages and unemployment 

benefits in a specific month can be misleading. The decision to accept or leave a job requires a 

longer-term horizon, especially in a depressed labor market. Expected future cashflows as well as 

the probability of getting a job offer in the future will have to be considered. This may explain why 

several empirical studies (Bartik et al. 2020, Scott & Finamor, 2020 and Petrosky-Nadeau, 2020) on 

the $600 unemployment benefit from the CARES Act fail to find any significant impact of 

enhanced unemployment benefits on job losses or rehiring. A more recent study (Petrosky-

Nadeau & Valletta, 2021) does find a “small but likely noticeable” effect: 1 out of 7 job offers 

would be rejected because of the $300 enhanced unemployment benefits in 2021. On balance, 

the empirical evidence suggests that the current program of $300 enhanced benefits does make a 

modest contribution to the labor shortage, but it does not seem to be the only factor. What’s 

more, this effect should disappear once the benefits expire after September 6. Nevertheless, for 

states with relatively low unemployment rates it does make sense to opt out of the enhanced 

federal benefits program. 

 

View from the left: COVID and child care  

As we shift to the left side of the political spectrum, fear of COVID and lack of child care are 

increasingly given as explanations for the current labor bottlenecks. As we have pointed out 

earlier, the Democrats want to make the child tax credit enhancements in the American Rescue 

Plan permanent. However, their claim seems to be supported by the data. First of all, up to a third 

of the US workforce has children aged 14 or younger in the household (Dingel et al. 2020). This 

means that the reopening of schools and daycare centers could be an important bottleneck for 

labor supply. Especially, the participation of women in the labor market could be severely 

affected. In fact, there is empirical evidence (Lofton et al., 2020) that the labor supply of mothers 

was less depressed in states that reported less disruption to schooling. Meanwhile, it appears that 

businesses are reopening at a faster pace than schools. By the end of this past school year, only 

53% of schools had fully reopened for in-person instruction (Ferren, 2021). 

Taking the views from the right and the left together, there is empirical evidence there is a 

temporary labor shortage caused by the phase of the COVID crisis and fiscal policy. Consequently, 

once COVID subsides, schools have reopened and enhanced federal benefits have expired, labor 

supply is likely to rebound and we should be back to an overall looser labor market, apart from 

scarcity in certain specific occupations. 

Structural decline in participation? 

However, while part of the decline in labor participation (Figure 3) can be explained by child care 

considerations, fear of COVID and enhanced unemployment benefits, there is also a more 

permanent factor reducing participation: retirement. According to calculations made by the Dallas 

Fed (Kaplan et al. 2021) a few months ago, in addition to 4.1 million joining the unemployed since 

February 2020 there were 4.4 million not currently actively looking for work: 1.3 million because of 

caregiving and 2.6 million because of retirement. The caregivers may largely return when schools 

reopen, but how many retirees will return to the labor market? After all, it appears that many 

already delayed retirement during the tight labor market of 2018-2019. These figures suggest that 

https://research.rabobank.com/markets/en/documents/291348_AmericanRescuePlan.pdf
https://research.rabobank.com/markets/en/documents/291348_AmericanRescuePlan.pdf
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retirement is playing a larger role than child care, which also means that the permanent decline in 

participation may be larger than many are now thinking. 

 

Figure 3: Decline in participation: how much is permanent? 

 

Source: Macrobond 

 

False sense of slack 

This also means that adjusting unemployment rates for lost participation is misleading. For 

example, Powell (February 10, 2021) has been referring to an alternative unemployment rate - 

based on the pre-COVID19 participation rate - being much higher than the official unemployment 

rate. This measure would suggest that there is still a lot of slack in the labor market. However, if a 

substantial fraction of the labor force outflow is not going to come back, slack is actually much 

smaller than suggested by a fixed participation unemployment rate. Looking at this measure will 

give the FOMC a false sense of slack that could cause the Committee to react too slowly to a 

tightening labor market. 

Conclusion 

Next month should be crucial for the labor market as temporary labor shortages are expected to 

disappear, and more permanent labor shortages will become visible. 

For the Fed a temporary labor shortage means that upcoming monetary policy decisions – such as 

giving signals about tapering – will have to be made in a noisy environment where data are being 

distorted. We called this the “data fog” in Early Warning Signal in a Noisy Environment. 

Employment growth is temporarily slowed down, but should accelerate once the causes of the 

temporary labor shortage fade.  

However, once we come out of the data fog, we may be closer to the brick wall than anticipated. 

If there is also a permanent component to the decline in labor participation, then slack in the 

labor market is smaller than suggested by the downdraft in the employment level (Figure 1). For 

the FOMC, the smaller the shortfall in employment the earlier they may want to hike. The higher-

than-expected inflation readings in recent months have already led to an upward shift in the dot 

plot, indicating that the FOMC now expects to hike twice in 2023, instead of waiting until 2024. If 

more of the “temporary” labor shortage turns out to be permanent, the FOMC may be forced to 

shift its first hike to 2022. 

 

 

https://research.rabobank.com/markets/en/documents/293554_FOMCPreviewJune2021.pdf


4/8 RaboResearch | Labor shortages: temporary or permanent? | 23-08-2021 12:14 

 Please note the disclaimer at the end of this document. 

References 

Bartik, Alexander W., Bertrand, Marianne, Lin, Feng, Rothstein, Jesse, Unrath, Matt, Measuring the 

labor market at the onset of the COVID-19 crisis, NBER Working Paper 27613 

Dingel, Jonathan I., Patterson, Christina, Vavra, Joseph, Childcare Obligations Will Constrain Many 

Workers When Reopening the US Economy, Becker-Friedman Institute Working Paper No. 2020-

46, University of Chicago, April 18, 2020  

Ferren, Megan, Remote Learning and School Reopenings: What Worked and What Didn’t, Center 

for American Progress, June 6, 2021 

Kaplan, Robert S., Atkinson, Tyler, Dolmas, Jim, Giannoni, Marc P., Mertens, Karel, The Labor 

Market May Be Tighter than the Level of Employment Suggests, Federal Reserve Bank of Dallas, 

May 27, 2021 

Lofton, Olivia, Petrosky-Nadeau, Nicolas, Seitelman, Lily, Parents in a Pandemic Labor Market, , 

Federal Reserve Bank of San Francisco Working Paper 2021-04, February 2021 

Petrosky-Nadeau, Nicolas, Reservation Benefits: Assessing Job Acceptance Impacts of Increased UI 

Payments, Federal Reserve Bank of San Francisco Working Paper 2020-28, August 2020  

Petrosky-Nadeau, Nicolas, and Valletta, Robert G., UI Generosity and Job Acceptance: Effects of 

the 2020 CARES Act, Federal Reserve Bank of San Francisco Working Paper 2021-13, June 2021 

Powell, Jerome H., Getting Back to a Strong Labor Market. Speech at The Economic Club of New 

York, February 10, 2021. 

Scott, Dana and Finamor, Lucas, Employment Effects of Unemployment Insurance Generosity 

During the Pandemic, MPRA Paper No. 102390, 12 August 2020  

 

 

 



5/8 RaboResearch | Labor shortages: temporary or permanent? | 23-08-2021 12:14 

 Please note the disclaimer at the end of this document. 

RaboResearch 

Global Economics & Markets 

mr.rabobank.com 
 

Global Head 

Jan Lambregts 

+44 20 7664 9669 

Jan.Lambregts@Rabobank.com 

Macro Strategy 

Global 

Michael Every 

Senior Macro Strategist 

Michael.Every@Rabobank.com 

Europe 

Elwin de Groot 

Head Macro Strategy 

Eurozone, ECB 

+31 30 712 1322 

Elwin.de.Groot@Rabobank.com 

 Stefan Koopman 

Senior Macro Strategist 

UK, Eurozone  

+31 30 712 1328 

Stefan.Koopman@Rabobank.com 

 Teeuwe Mevissen 

Senior Macro Strategist 

Eurozone 

+31 30 712 1509 

Teeuwe.Mevissen@Rabobank.com 

     

Bas van Geffen 

Senior Macro Strategist 

ECB, Eurozone 

+31 30 712 1046 

Bas.van.Geffen@Rabobank.com 

 Maartje Wijffelaars 

Senior Economist 

Italy, Spain, Portugal, Greece 

+31 88 721 8329 

Maartje.Wijffelaars@Rabobank.nl 

 Wim Boonstra 

Senior Advisor 

 

+31 30 216 2666 

Wim.Boonstra@Rabobank.nl 

Americas 

Philip Marey 

Senior Macro Strategist 

United States, Fed 

+31 30 712 1437 

Philip.Marey@Rabobank.com 

 Christian Lawrence 

Senior Cross-Asset Strategist 

Canada, Mexico 

+1 212 808 6923 

Christian.Lawrence@Rabobank.com 

 Mauricio Une 

Senior Macro Strategist 

Brazil 

+55 11 5503 7347 

Mauricio.Une@Rabobank.com 

     

Gabriel Santos 

Macro Strategist 

Brazil 

+55 11 5503 7288 

Gabriel.Santos@Rabobank.com 

    

Asia-Pacific 

Wouter van Eijkelenburg 

Economist 

Australia, New Zealand, India, ASEAN  

+31 6 103 44 147 

Wouter.van.Eijkelenburg@Rabobank.nl 

    

 

 

 

 

http://mr.rabobank.com/
mailto:Jan.Lambregts@Rabobank.com
mailto:Michael.Every@Rabobank.com
mailto:Elwin.de.Groot@Rabobank.com
mailto:Stefan.Koopman@Rabobank.com
mailto:Teeuwe.Mevissen@Rabobank.com
mailto:Bas.van.Geffen@Rabobank.com
mailto:Maartje.Wijffelaars@Rabobank.nl
mailto:Wim.Boonstra@Rabobank.nl
mailto:Philip.Marey@Rabobank.com
mailto:Christian.Lawrence@Rabobank.com
mailto:Mauricio.Une@Rabobank.com
mailto:Gabriel.Santos@Rabobank.com


6/8 RaboResearch | Labor shortages: temporary or permanent? | 23-08-2021 12:14 

 Please note the disclaimer at the end of this document. 

FX Strategy 

Jane Foley 

Head FX Strategy 

G10 FX 

+44 20 7809 4776 

Jane.Foley@Rabobank.com 

 Christian Lawrence 

Senior Cross-Asset Strategist 

LatAm FX 

+1 212 808 6923 

Christian.Lawrence@Rabobank.com 

  

Rates Strategy 

Richard McGuire 

Head Rates Strategy 

+44 20 7664 9730 

Richard.McGuire@Rabobank.com 

 Lyn Graham-Taylor 

Senior Rates Strategist 

+44 20 7664 9732 

Lyn.Graham-Taylor@Rabobank.com 

  

Credit Strategy & Regulation 

Matt Cairns 

Head Credit Strategy & Regulation 

Covered Bonds, SSAs 

+44 20 7664 9502 

Matt.Cairns@Rabobank.com 

 Bas van Zanden 

Senior Analyst 

Pension funds, Regulation 

+31 30 712 1869 

Bas.van.Zanden@Rabobank.com 

 Paul van der Westhuizen 

Senior Analyst 

Financials 

+31 88 721 7374 

Paul.van.der.Westhuizen@Rabobank.com 

     

Cas Bonsema 

Analyst 

ABS 

+31 30 712 1849 

Cas.Bonsema@Rabobank.com 

    

Energy & Metals 

Ryan Fitzmaurice 

Strategist 

+1 212 916 7874 

Ryan.Fitzmaurice@Rabobank.com 

    

Agri Commodity Markets 

Carlos Mera 

Head of ACMR 

+44 20 7664 9512 

Carlos.Mera@Rabobank.com 

 Michael Magdovitz 

Senior Commodity Analyst 

+44 20 7664 9969 

Michael.Magdovitz@Rabobank.com 

 Andrew Rawlings 

Commodity Analyst 

+44 20 7664 9756 

Andrew.Rawlings@Rabobank.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

mailto:Jane.Foley@Rabobank.com
mailto:Christian.Lawrence@Rabobank.com
mailto:Richard.McGuire@Rabobank.com
mailto:Lyn.Graham-Taylor@Rabobank.com
mailto:Matt.Cairns@Rabobank.com
mailto:Bas.van.Zanden@Rabobank.com
mailto:Cas.Bonsema@Rabobank.com
mailto:Ryan.Fitzmaurice@rabobank.com
mailto:Carlos.Mera@Rabobank.com
mailto:Michael.Magdovitz@Rabobank.com
mailto:Andrew.Rawlings@Rabobank.com


7/8 RaboResearch | Labor shortages: temporary or permanent? | 23-08-2021 12:14 

 Please note the disclaimer at the end of this document. 

 

 

Client coverage 

Wholesale Corporate Clients 

Martijn Sorber Global Head +31 30 712 3578 Martijn.Sorber@Rabobank.com 

Hans Deusing Europe +31 30 216 9045 Hans.Deusing@Rabobank.com 

Neil Williamson North America +1 212 808 6966 Neil.Williamson@Rabobank.com 

Adam Vanderstelt Australia, New Zealand +61 2 8115 3102 Adam.Vanderstelt@rabobank.com 

Ethan Sheng Asia +852 2103 2688 Ethan.Sheng@Rabobank.com 

Ricardo Rosa Brazil +55 11 5503 7150 Ricardo.Rosa@Rabobank.com 

Financial Institutions 

Marcel de Bever Short Term Interest Rates +31 30 216 9740 Marcel.de.Bever@Rabobank.com  

Henk Rozendaal Interest Rate Derivatives +31 30 216 9423 Henk.Rozendaal@Rabobank.com 

Huib Verbeek Bonds +31 30 216 9612 Huib.Verbeek@Rabobank.com 

Sjoerd van Peer Solutions +31 30 216 9072 Sjoerd.van.Peer@Rabobank.com   

Capital Markets 

Herald Top Global Head of Capital 

Markets 

+31 30 216 9501 Herald.Top@Rabobank.com 

Christopher Hartofilis Capital Markets USA +1 212 808 6890 Christopher.Hartofilis@Rabobank.com 

Ian Baggott Capital Markets Asia +852 2103 2629 Ian.Baggott@Rabobank.com 

Willem Kröner Global Head of Equity 

Capital Markets 

+31 30 712 4783 Willem.Kroner@Rabobank.com 

Harman Dhami DCM Syndicate +44 20 7664 9738 Harman.Dhami@Rabobank.com 

Crispijn Kooijmans DCM FIs & SSAs +31 30 216 9028 Crispijn.Kooijmans@Rabobank.com 

Bjorn Alink DCM Securitisation & 

Covered Bonds 

+31 30 216 9393 Bjorn.Alink@Rabobank.com 

Othmar ter Waarbeek DCM Corporate Bonds +31 30 216 9022 Othmar.ter.Waarbeek@Rabobank.com 

Joris Reijnders DCM Corporate Loans +31 30 216 9510 Joris.Reijnders@Rabobank.com 

Brian Percival DCM Leveraged Finance +44 20 7809 3156 Brian.Percival@Rabobank.com 

 

 

 

 

  

mailto:Martijn.Sorber@Rabobank.com
mailto:Hans.Deusing@Rabobank.com
mailto:Neil.Williamson@Rabobank.com
mailto:Ricardo.Rosa@Rabobank.com
mailto:Marcel.de.Bever@Rabobank.com
mailto:Henk.Rozendaal@Rabobank.com
mailto:Huib.Verbeek@Rabobank.com
mailto:Sjoerd.van.Peer@Rabobank.com
mailto:Herald.Top@Rabobank.com
mailto:Christopher.Hartofilis@Rabobank.com
mailto:Ian.Baggott@Rabobank.com
mailto:Willem.Kroner@Rabobank.com
mailto:Crispijn.Kooijmans@Rabobank.com
mailto:Othmar.ter.Waarbeek@Rabobank.com
mailto:Joris.Reijnders@Rabobank.com


8/8 RaboResearch | Labor shortages: temporary or permanent? | 23-08-2021 12:14 

 Please note the disclaimer at the end of this document. 

Disclaimer 

Non Independent Research 

This document is issued by Coöperatieve Rabobank U.A. incorporated in the Netherlands, trading as “Rabobank” 
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