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Work in Progress:
The Changing
Nature of Labor
in the U.S.

The current state of the labor market reflects technological
advancements, shifting demographics, cultural changes, and
the lingering effects of the Covid-19 pandemic. While the overall
unemployment rate remains low, there are many concerns
including labor shortages in key industries, disparities in job
access, the impact of tighter immigration enforcement, and
declining labor participation rates for both men and women. At
the same time, the rise of remote work, automation, and the gig
economy are transforming how, where, and why people work.
This paper begins with a discussion of the composition and size
of the labor force before examining the current state of work in
the U.S. I end with some thoughts on the future with particular
emphasis on the impact of Artificial Intelligence or Al.
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SIZE AND COMPOSITION OF THE LABOR FORCE

The labor force has undergone significant changes that raise major
questions regarding the future of work and the economy. The following
graphic is both fascinating and alarming.

LABOR FORCE PARTICIPATION RATE BY GENDER

Percent, SA

30 T T T T T T T T T T T T T T T T T T T
1048 1952 1956 1960 1964 1968 1972 1976 1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020 2024

—
Source: U.S. Bureau of Labor Statistics (BLS): Current Population Survey (CPS) NAHB

National Association
of Homa Builders

The labor force participation rate is the percentage of working age individuals
who are either employed or actively seeking employment. The overall rate
(the gray line) peaked in 2000 at 67.3% and has since fallen to 62.2%. While
that percentage difference may not seem that large, it represents more than
10 million people who could be contributing to the economy!
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More interesting than the aggregate figure is its composition. The
participation rate for men (the blue line) has fallen from 86% in 1948 to
67.9% today. This decrease is a complex phenomenon but here are some

of the commonly cited explanations:

+ The aging of the population has resulted in more men reaching

retirement age.
« Fewer young men are entering the labor force for various reasons.

« Thedeclinein middle and lower skill jobs disproportionately

impacts men.
« The decline in manufacturing also weighs more heavily on men.
« Men are more prone to debilitating health issues than women.

« Generous disability benefits may create a disincentive for some to
seek employment.

Not surprisingly, the participation rate fell dramatically during the
pandemic. It has since recovered, but not to the pre-2020 level. When
combined with Work from Home and the Great Resignation, it seems there
may have been a fundamental change in attitudes toward work among men.
This most recent shift may be partially a function of the following pandemic-
related factors:

+ Covid led to accelerated retirements among some older workers.

« The government provided pandemic relief funds which may have
reduced the incentive to re-enter the labor force (although they have

now run out).
+ Covid caused some long-term illnesses.

+ The trauma of Covid led many to change their views regarding

work-life balance.

If anything, the trajectory for women is even more complex and nuanced.
Female participation in the labor force grew steadily in the post war years
peaking at 60% in 2000. It then fell irregularly to roughly 56% prior to the onset
of the pandemic. As was the case with men, that decline was at least partially

a function of the aging of the population with associated retirements.
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From a pandemic low of 54.6%, it recovered to 57.5% by early 2024. However,
it has since declined slightly to 57%. While not a large drop, there does

seem to be at least a leveling of participation on the part of women. Labor
economists believe there are at least two factors at work. The first is the cost
of childcare. According to the Dept. of Health and Human Services, child

care is considered affordable if it costs no more than 7% of family income.
However, there is no state in which the average cost of infant care is within
that threshold for a family earning the median income. In fact, infant care is
more expensive than in-state college tuition in 38 states plus Washington,
D.C. The second factor relates to Return to the Office. When Work from Home
was readily available, many women found it attractive to participate in the
workforce, but some have reversed course as that option is less available. It
is truly impressive that women are able to maintain such a high participation
rate despite these challenges.

The size of the workforce is of critical importance because economic output
or GDP is equal to the number of workers multiplied by the output of each
of them. Therefore, economic growth comes from growth in the labor force
and/or increases in the amount that each worker produces. A key concern is
that there are two forces working to limit growth in the number of workers.
The first is the aging of the population. As shown below, the percentage of
the population that is of working age peaked in 2007 and has since declined
by about 2.6%. Once again, that does not seem like a large decline but it

represents about 9 million people.

PERCENT OF TOTAL U.S. POPULATION THAT'S WORKING AGE (15-64): 1970-2020
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The age distribution of the working population has changed as follows:

PERCENTAGE OF THE LABOR FORCE

2003 2013 2023 2033E
Age Range
16-24 15.1 13.8 13.2 11.6
25-54 69.8 64.9 63.8 64.6
55 and older 15.1 214 23 23.8

So, not only is the number of people of working age declining, the current
workforce is a good deal older suggesting further shrinkage as aging workers
ultimately retire.

The second force limiting growth in the labor force is the likely decline in the
number of immigrant workers. As shown below, the number of foreign-born
workers increased from 16% of the workforce in 2010 to 19% in 2024.

AS OF JUNE 2024, FOREIGN-BORN WORKERS MADE UP 19% OF THE U.S. LABOR FORCE

Civilian labor force level, by birth country
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However, the Trump Administration’s policies are estimated to have reduced
the immigrant labor force by about 1.6 million in 2025 which represents
roughly a 5% decrease. This reduction is a function of immigrants not
showing up for work as wells as actual deportations. The substantial increase
in the budget of ICE that was included in the recent tax bill suggests this
number may well increase in the coming years.

MORE THAN 1.6 IMMIGRANTS HAVE LEFT THE U.S. WORKFORCE SINCE MARCH

The number of immigrants in the civilian workforce
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The Trump Administration argues these workers could easily be replaced by
the 10 million working age people who are neither employed nor looking for
work. While certainly possible, an interesting question is what it will take to
lure them back into the labor force.

The bottom line is that we have an aging population, the likelihood of a
material decrease in the number of foreign-born workers, and what seems to
be a cultural shift in which fewer people of working age choose to be employed.
The key point is that little growth or even shrinkage in the labor force means
that economic growth can only result from gains in output. While we can hope
that Artificial Intelligence will lead to a surge in productivity, there are experts

who argue that gains may be both disappointing and delayed.
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THE CURRENT STATE OF WORK-UNEMPLOYMENT ISSUES

The best way to describe the current state of work is that it is generally
healthy but with several underlying issues and concerns. Overall, the national
unemployment rate is currently 4.3% which compares very favorably to

the average of 5.7% since that statistic was first collected in 1948. However,
parsing the data generates two issues that merit further discussion. First,
young people are having a very difficult time entering the workforce.

UNEMPLOYMENT RATES FOR RECENT COLLEGE
GRADUATES VERSUS OTHER GROUPS
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With the overall unemployment rate at 4.3%, 7.4% of all workers aged 22-27
are not employed. While those with a recent college degree are faring better
at 4.8%, their status still compares poorly to college graduates of all ages
who currently are experiencing unemployment of only 2.7%. Many media
sources have carried sad articles describing the plight of highly qualified

recent graduates who have applied for hundreds of jobs without success.




THE DIVERSIFIED VIEWPOINT

Diverstfiedﬂ‘usr. com

A second concern is the recent uptick in the number of people experiencing
long-term unemployment which is defined as greater than 27 weeks. While
the current level is still considerably below that which prevailed during the
Great Financial Crisis as well as the Covid pandemic, it has risen from 17.6%
in early 2023 to 24.9% in July of this year. Possible explanations include
economic uncertainties that deter companies from hiring, skill mismatches,
geographical limitations, and the potential impact of Al.

THE CURRENT STATE OF WORK-LABOR SHORTAGES

While unemployment is always a concern, we are also experiencing the
opposite problem which is shortages of workers in certain industries.

« Healthcare - Kaiser Permanente estimates that over the next ten years,
the U.S. will require 20,000-40,000 additional MDs, 64,000 nurses, and
87,000 mental health counselors. Other industry sources arrive at
much higher estimates.

» Construction - Associated Builders and Contractors estimates a need
for 499,000 new workers. This total may well increase given that 25%
of construction jobs are held by immigrants.

« Manufacturing - The Bureau of Labor Statistics estimates there
are currently 400,000 unfilled manufacturing jobs. This raises the
interesting question of how we will staff the new manufacturing
facilities the President is attempting to relocate to the U.S.

» Education - The Learning Policy Institute estimates a current shortage
of 411,000 teachers.

» Hospitality - A recent survey by the American Hotel and Lodging
Association found that 70% of hotels report having positions they
are unable to fill. Similarly, Modern Restaurant Management reports
a shortage of 450,000 restaurant workers. Both of these totals may
increase significantly given that immigrants represent 21% and 33%,
respectively, of the restaurant and hospitality industry workforces.

« Transportation - In a recent survey, 25% of trucking firms indicated that
a shortage of drivers was their major business challenge. Consulting

firm Oliver Wyman estimates a shortage of 30,000 pilots by 2030.
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Of course, there is no silver bullet for our labor shortages, but suggested
strategies include more competitive compensation and benefits, retraining
and apprenticeship programs, more flexible work schedules, employee
retention programs, and greater application of technology.

THE CURRENT STATE OF WORK-REMOTE WORK VERSUS
RETURN TO OFFICE (RTO)

Various surveys provide somewhat different answers as to the number of
companies allowing remote or hybrid work versus full time attendance in
the office. However, a middle of the road estimate is that 27% now require
fully in-person work, 13% of jobs are entirely remote, and the remainder
operate with a hybrid arrangement of one sort or another. President Trump
signed an executive order in late January requiring all Federal employees
to be in the office five days a week. Interestingly, surveys provide surprising
and contradictory answers as to workers’ preferences. One found that over
90% of employees now expect flexible work options. In contrast, research
just reported by McKinsey found that only 36% of 18-to-24-year-old workers
and 59% of those aged 25-to-34 prefer remote work. These statistics conflict
with the conventional wisdom that younger workers demand more flexibility
as compared to their older colleagues. The McKinsey authors found that
younger workers understood the importance of in-person mentoring and
valued the social connections provided by presence in the office.

THE CURRENT STATE OF WORK-WAGES

While workers garnered average annual wage increases over the past
twenty years of 3.1%, they have enjoyed 4.4% increases since the pandemic
owing to labor shortages in many industries as discussed above. Moreover,
workers at the lower end of the scale experienced nine years in which

their compensation grew faster than those at the top. However, as shown
below, it appears that wage increases are moderating for all, particularly for

workers in the bottom quartile.
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WAGE GROWTH FOR THE BOTTOM AND TOP INCOME QUARTILES
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One interesting aside is the possibility that wages will re-accelerate in
industries dependent on immigrant workers due to possible shortages.

THE FUTURE OF WORK

The major issue on everyone’s mind today is the looming impact of Artificial
Intelligence or Al. Not surprisingly, there are contrasting opinions on its
impact on jobs. One study compared the susceptibility to computerization
of a given job with subsequent changes in the number of those positions. It
found no relationship. Similarly, many predict that Al will create more jobs
than it displaces. At the other extreme, the CEO of Al company Anthropic
predicted that Al will replace 50% of entry-level white-collar jobs within

five years. Bill Gates argues, “within ten years, Al will replace many doctors
and teachers-humans will no longer be needed for most things.” Elon Musk

opined that Al would eventually eliminate all jobs.
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While that debate continues, there is something of a consensus that the
most susceptible jobs share the following traits:

+ Heavy reliance on information processing and communication.

« Tasks involving data analysis, content creation, or answering
questions.

« Digital task completion that does not require a physical presence.

« Functions that can be performed remotely.

Alist of particularly vulnerable jobs includes Sales Reps, Customer Service
Reps, Data Entry Personnel, Financial Analysts, Paralegals, Ticket Agents,
CNC Tool Programmers, Assembly Line Workers, and Interpreters. Even
coding, which has been a highly recommended college major, is now viewed
as vulnerable.

Most observers of the tech scene believe that roles insulated from Al share
the following characteristics:

« Physical presence and manual dexterity.

« Human empathy and interaction.

« Problem solving in unpredictable environments.

+ Specialized training with safety or liability implications.

+ Complex equipment operation requiring real-time judgment.

“Safe” jobs include Nurses and Nursing Assistants, Skilled Trades, Personal
Services such as Hairdressers and Cosmetologists, Therapists and

Counselors, Teachers, and Leadership Positions of various types.
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The outcome of the Al impact debate will not be known for some time. In the
interim, a recent survey of more than 1,000 global companies identified the
following as the top characteristics that are critical to their workforce:

Analytical Thinking Resilience, Flexibility, and Agility
Leadership Motivation
Creative Thinking Technological Literacy

Empathy and Active Listening Curiosity and Lifelong Learning
Talent Management Service Orientation

Most of these traits are learned over the course of a lifetime rather thanin a
formal training session. Regardless of where you come out on the potential
impact of Al, it is likely these traits are necessary but not sufficient and that
a large amount of retraining will be required. Yet, as compared to other
industrialized countries, the U.S. spends 60% to 80% less on training.

CONCLUSION

I am always wary of people who speak wistfully about how simple life

was in the “good old days.” In real time, life is rarely simple or the way
forward clear. However, with regard to the outlook for work, | actually do
believe we are in a period of profound change and uncertainty. We have
large numbers of people leaving the labor force, demographic headwinds,
an apparent change in attitudes toward work, and the threat of Al. Some
predict a Dystopian world in which machines dominate humans while
others have a Utopian view that machines will provide us all with more
leisure time. Making a call on these weighty questions is beyond my

pay grade so | simply end with the optimistic view that humans are very
adaptable and that we will find a new equilibrium as we always have in the

face of technological change.
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IMPORTANT NOTES AND DISCLOSURES

This White Paper is being made available for educational purposes only and should not be
used for any other purpose. Certain information contained herein concerning economic
trends and performance is based on or derived from information provided by independent
third-party sources. Diversified Trust Company, Inc. believes that the sources from which
such information has been obtained are reliable; however, it cannot guarantee the accuracy
of such information and has not independently verified the accuracy or completeness of such
information or the assumptions on which such information is based.

Opinions expressed in these materials are current only as of the date appearing herein and
are subject to change without notice. The information herein is presented for illustration
and discussion purposes only and is not intended to be, nor should it be construed as,
investment advice or an offer to sell, or a solicitation of an offer to buy securities of any type

of description. Nothing in these materials is intended to be tax or legal advice, and clients are
urged to consult with their own legal advisors in this regard.




