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Understanding The Unemployment Rate 

 

The unemployment rate is one of the most closely watched economic indicators and is often at 

the center of public debate. It directly affects households while also serving as a measure of the 

overall health of the economy. However, behind the simple idea of “not having a job” are 

important technical definitions and assumptions. 

This report reviews key labor market concepts, explains the different measures of labor 

utilization, examines recent trends in California, and introduces the primary data sources used 

to study labor markets in the United States (U.S.) and in California.1 

 

I. Definitions and Key Concepts 

 

a. Unemployment Rate 

At first glance, the unemployment rate may appear to represent the share of people who do not 

have a job. In reality, the official definition is narrower. According to the U.S. Bureau of Labor 

Statistics (BLS), the unemployment rate is calculated as the number of unemployed individuals 

divided by the labor force. A person is classified as unemployed if they do not have a job, have 

actively looked for work in the past four weeks, and are currently available for work. The key 

requirement is that the individual has actively searched for a job within the last month. 

 

𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡 𝑅𝑎𝑡𝑒 =  
𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑒𝑑 𝑃𝑒𝑜𝑝𝑙𝑒

𝐿𝑎𝑏𝑜𝑟 𝐹𝑜𝑟𝑐𝑒
  

 

 

A high unemployment rate has wide-reaching consequences: it reflects lost economic potential, 

reduces production and consumer spending, and increases fiscal pressure on government 

budgets through both lower tax revenues and higher social spending. 

 

Figure 1 shows California’s unemployment rate trend. Since 2005, the unemployment rate has 

fluctuated sharply, with major spikes during recessions. During the Great Recession2, the 

unemployment rate rose above 12 percent, and took nearly eight years to return to pre-

recession levels. By contrast, during the COVID-19 pandemic unemployment briefly soared to 

nearly 16 percent, but the recovery was much faster, with the rate falling back to pre-pandemic 

levels within two years. 

 
1 All the economic indicators in this report are based on the civilian noninstitutionalized population aged 
16 and older, excluding individuals in the military and those living in group quarters such as prisons, 
nursing homes, or mental hospitals, and includes students, retirees, and caregivers. 
2 According to the National Bureau of Economic Research, the Great Recession began in December 
2007 and ended in June 2009. 
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Figure 1. Monthly Unemployment Rate in California (Seasonally Adjusted) 

 
Source: Bureau of Labor Statistics. Shaded areas indicate recessions. 

 

b. Labor Force Participation 

The labor force consists of both employed and unemployed individuals. Employed people are 

those who worked at least one hour for pay or profit during the survey reference week, worked 

at least 15 hours of unpaid labor in a family-operated business, or were temporarily absent from 

their regular jobs. Unemployed people are those without a job who are actively looking for work. 

Not all adults are classified as employed or unemployed, as students, retirees, or discouraged 

workers may remain outside the labor force. 

 

To measure how engaged the working-age population is in the labor market, the labor force 

participation rate (LFPR) is used. The LFPR represents the share of the civilian 

noninstitutionalized population aged 16 and older who are either employed or actively looking 

for work. A declining LFPR may reflect economic weakness, demographic shifts such as an 

aging population, delayed workforce entry among young adults, or early retirement. 

 

Figure 2 illustrates the trend in labor force participation in California. As shown, there has been 

a steady decline over time. Following the Great Recession, the LFPR consistently decreased 

and never returned to its pre-recession levels. The COVID-19 pandemic caused the most 
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significant drop in the LFPR; however, the recovery was swift, and within two years, the rate 

rebounded to pre-pandemic levels. The long-term decline in labor force participation can be the 

result of several factors such as the aging of the baby boomer generation into retirement and 

increased time spent in education among younger individuals. 

  

Figure 2. Monthly Labor Force Participation in California (Seasonally Adjusted) 

 
Source: Bureau of Labor Statistics. Shaded areas indicate recessions. 

 

c. Beyond Unemployment Rate 

The standard unemployment rate, known as the U-3, does not fully capture the complexity of 

labor market conditions. The U-3 measures only individuals who are unemployed and have 

actively searched for work within the past four weeks, excluding those who are available for 

work but not currently searching, as well as individuals who are employed but underutilized. 

Consequently, the U-3 may understate weakness in labor market conditions during periods 

when discouragement rises or when workers accept part-time or unstable employment due to 

limited opportunities. For this reason, economists often look beyond the U-3 measure to a 

broader set of indicators that capture additional dimensions of joblessness and labor market 

attachment. 

 

Among these alternatives that are summarized in Figure 3, the U-6 provides the broadest 

measure of labor underutilization. The U-6 includes all individuals counted in the U-3, as well as 

marginally attached workers—people who want a job and are available for work but have not 

searched recently, including discouraged workers who believe no jobs are available. It also 

incorporates workers employed part-time for economic reasons, who would prefer full-time 
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employment but cannot find it. By accounting for both hidden unemployment and involuntary 

part-time work, the U-6 offers a more comprehensive view of labor market weakness. 

 

Additional alternative measures further clarify the picture of labor market conditions. The U-1 

focuses on long-term unemployment, measuring the share of the labor force that has been 

unemployed for 15 weeks or longer. The U-2 captures individuals who have lost jobs or 

completed temporary employment, making it particularly sensitive to layoffs and business-cycle 

fluctuations. The U-4 expands the U-3 by including discouraged workers, while the U-5 extends 

coverage further to include all marginally attached workers. Together, these measures illustrate 

that labor market distress exists along a spectrum. 

 

Figure 3. The 6 Labor Underutilization Rates 

 
 

Figure 4 illustrates the U-6 rate in California. Following the Great Recession, while the U-3 rate 

peaked at around 13 percent, the U-6 rate rose to nearly 22 percent, highlighting the extent of 

workers who were either unemployed or involuntarily working part-time. An additional 

noteworthy pattern is that, unlike the U-3, the U-6 rate remained higher after the Great 

Recession than during the COVID-19 pandemic, reflecting the different nature of these two 

recessions. 
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Figure 4. Quarterly U-6 Rate in California 

 
Source: Bureau of Labor Statistics. Shaded areas indicate recessions. 

 

II. Geographical Heterogeneity  

 

Across California’s 58 counties, significant disparities in unemployment rates have persisted 

over the past decade. In 2014 – when the statewide annual average unemployment rate was 

approximately 8.5 percent – many rural and economically disadvantaged counties recorded 

jobless rates well above 10 percent. By 2024, although the statewide rate had improved to 

approximately 5.3 percent, many counties still experienced rates exceeding 7 percent, indicating 

that geographic and structural labor market differences remain entrenched. This persistence, as 

shown in Figure 5, suggests that while overall economic conditions have improved, underlying 

factors such as industrial composition, workforce skills, and local economic opportunities 

continue to drive significant inter-county variation in unemployment. 
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Figure 5. Unemployment Rate Variation within California Counties 

 
Source: Bureau of Labor Statistics – Local Area Unemployment Statistics 

 

III. Labor Market Data Sources  

 

There are multiple valuable data sources to examine and monitor labor market trends in 

California and the United States, which will be briefly introduced in this section. 

 

a. Current Population Survey 

The Current Population Survey (CPS) is a monthly household survey conducted by the U.S. 

Census Bureau and Bureau of Labor Statistics that measures labor force status of the U.S. 

population, including employment, unemployment, and participation. It is the primary source for 

the official U.S. unemployment rate and provides detailed demographic and income information 

through its annual supplements. 

 

b. Quarterly Census of Employment and Wages 

The Quarterly Census of Employment and Wages (QCEW) is a comprehensive dataset that 

reports employment and wage information based on employers’ quarterly unemployment 

insurance tax filings. It covers over 95 percent of U.S. jobs and provides highly detailed data by 

industry, county, and ownership type. The QCEW can show how many jobs exist, how they are 

distributed across industries and regions, and what workers are earning, making it a key 
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resource for analyzing local labor markets, tracking economic trends, and comparing wages and 

employment across industry sectors or geographies. 

 

c. Current Employment Statistics 

The Current Employment Statistics (CES) program, often called the “payroll survey,” is a 

monthly survey conducted by the BLS. In California, it collects data from around 67,000 

businesses and government agencies to estimate employment, hours worked, and earnings of 

workers on nonfarm payrolls. Unlike the QCEW, which lags as a quarterly census, the CES 

provides timely monthly estimates that are widely used to track job growth, wage trends, and 

economic health across industries and regions. CES estimates are adjusted (benchmarked) 

annually to match the total employment counts from the QCEW for the previous year. CES is 

one of the main sources behind the monthly “jobs report.” 

 

d. Unemployment Insurance (UI) Claims Data 

Unemployment Insurance (UI) claims data come from weekly reports that track the number of 

people that applied for unemployment benefits. There are two main types: initial claims, which 

measure new applications for benefits (a leading indicator of layoffs), and continued claims, 

which measure the number of continuing benefit recipients. UI claims data are timely and high-

frequency, making them useful for spotting short-term changes in labor market conditions, such 

as sudden layoffs, economic slowdowns, or recovery trends, even before official surveys like the 

CES or QCEW reflect them. 

 

e. Local Area Unemployment Statistics (LAUS) 

The Local Area Unemployment Statistics (LAUS) program provides monthly estimates of labor 

force participation, employment, unemployment, and the unemployment rate for states, 

counties, metro areas, and cities. Unlike CES (which measures jobs) or UI claims (which track 

benefits), LAUS focuses on people in the labor force. It uses data from the CPS and other 

administrative sources (i.e. CES data and UI claims) to produce consistent local estimates. This 

program is especially valuable for understanding regional labor market conditions and 

comparing unemployment trends across different areas. 

 

IV. Conclusion 

Understanding labor market indicators is essential for interpreting the health of California’s 

economy. The unemployment rate (U-3) provides a widely recognized measure, but it captures 

only part of the story. When examined alongside labor force participation and the broader U-6 

measure, a more nuanced picture emerges. The evidence from California shows sharp 

increases in unemployment during major economic downturns, particularly the Great Recession 

and the COVID-19 pandemic, but with notable differences in the pace and nature of recovery. 

While the U-3 rate highlights headline unemployment trends, analyzing it alongside the U-6 

reveals deeper challenges of underemployment and discouraged workers, especially during 

prolonged recessions. 
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These insights underscore the importance of using multiple labor market measures in 

combination rather than relying on a single statistic. California’s experience illustrates how 

economic shocks affect not only the number of jobs but also the quality and stability of 

employment. Going forward, careful monitoring of unemployment, labor force participation, and 

alternative indicators like U-6—using datasets such as the CPS, CES, QCEW, UI claims, and 

LAUS—will remain critical for policymakers, researchers, and the public in assessing economic 

resilience and designing effective responses to labor market challenges. 



  U n e m p l o y m e n t   R a t e =     U n e m p l o y e d   P e o p l e  L a b o r   F o r c e  

