
Has Alan Greenspan misread the employment
data? So it seems. At a late September meeting,
Mr. Greenspan and his Federal Reserve col-
leagues referred to the “weakening” labor market.
It isn’t so. And it is not just the Federal Reserve
that repeats this mistake. Most professional artic-
ulators deplored the loss of jobs and the weaker
labor market after the last employment report
appeared a few weeks ago. 

Don’t believe these reports or the recently
announced 6.8 percent productivity growth rate.
And don’t believe the widely reported loss of mil-
lions of manufacturing jobs since the Bush adminis-
tration took office. All these alleged facts are either
wrong or greatly exaggerated, based on the same
faulty source.

Reducing the Work Force?

Employment growth is not robust, and some man-
ufacturing firms are under great pressure. But
overall employment growth is positive. I smile 
in disbelief and scratch my head, and I hope you
scratch yours, when frequent announcements tell
us that a company reduced its work force by 1,000
or 3,000 employees or perhaps one-third of its
workforce. How could a private, profit-seeking

firm continue to survive through the recent hard
times with so many redundant employees?

The answer is: It couldn’t and it didn’t really
happen. What many companies have done is out-
source some services previously performed in house.
For example, cafeterias become independent enter-
prises. Often the same people report to work at 
the same places, but they now work for a different
employer, perhaps a start-up. They may receive
fewer benefits and perhaps lower wages. The com-
pany is able to reduce costs without reducing ser-
vices. It now has fewer employees and the same
output of manufactured goods, so it reports that
labor productivity—output per person employed—
has increased, in some cases dramatically. The offi-
cial statistics record the change.

Workers in the cafeteria used to be part of the
manufacturing sector because they worked for a
manufacturing company. Now they are service
sector workers, so they are part of the massive
reported loss of manufacturing jobs. Unions may
have lost members, so they have reason to be
unhappy if the cafeteria workers do not unionize.
But no one mentions the increase in service sec-
tor jobs or points out that, in fact, no substantive
change occurred.

There are two sources of labor market statistics,
the Establishment Survey and the Household
Survey—both conducted by the Labor Depart-
ment. The first asks manufacturing and service sec-
tor companies how many employees they have.
The second asks a sample of people whether they
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have jobs. The two give different answers and, important
right now, the difference changes systematically over time.
The reason is that the number of companies does not
remain fixed. In our dynamic economy, old firms die and
new ones are born. The Labor Department learns about
the deaths quickly, but it takes longer to learn about the
births.

When the cafeteria workers are asked about their
employment, they report that they are working. If they
work for a new firm, the establishment survey misses them
for a time. But their former employer reports that the
number employed at the firm declined this month. Both
reports are true, but the second is misleading when taken
to the aggregate level.

There is nothing new about the difference between
the two surveys. They normally differ, and the difference

is not constant. After every recession, the difference
increases because many new firms start. It takes awhile
for the Labor Department to catch up, so the number 
of jobs reported by households drifts further away from
employment reported by firms. The difference narrows in
long expansions such as the 1960s and the 1990s as the
Labor Department learns about the new firms.

The chart shows how the difference between the
two series on employment has fluctuated over the past
forty years. Recently, the difference has grown rapidly,
more rapidly than in other recoveries. In August, the
difference was nearly eight million jobs. That’s one rea-
son why productivity growth has been so strong. Pro-
ductivity has increased, but so has employment. 

Job Loss Facts and Fiction

For the year ending in August, the Establishment Sur-
vey shows a loss of 463,000 jobs. The Household Sur-
vey shows that the economy added 313,000 new jobs in
the same period. The establishment survey also shows
the much-discussed job loss since the Bush administra-
tion took office—2.7 million jobs. The household sur-
vey reduces the loss to 220,000, not good but far more
typical of a period with recession and slow recovery. As
the speed of recovery picks up, the latter loss will disap-
pear by early next year. 

One of the enduring half-truths about the economy is
that small firms create most new jobs. Downsizing large
firms in the interest of greater efficiency is a big source of
the new, small firms. It’s good to get the efficiency gain,
but many of the new jobs are the same old jobs repack-
aged. All this has been known for some time. Why does
the Greenspan Fed ignore it?
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