Rises in unemployment are good for retention
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Business Cycle Influences on Retention The state of the economy has a strong influence on recruiting. Evidence that retention may also depend on the state of the economy is indicated in Figure 2. Army enlisted continuation prior to the 20-year point was generally higher in FY 2009, when the civilian unemployment rate averaged 8.5 percent, than either FY 2001 or FY 2005, with unemployment rates of 4.3 and 5.2 percent, respectively. Civilian unemployment roughly doubled between FY 2001 and FY 2009. How much do studies predict retention to have increased as a result? Unfortunately, Simon et al. (2010) provide the only estimates of the retention effects of civilian unemployment based on post-drawdown data. The unemployment rate measure in this study is the unemployment rate in an individual’s home state at the time of reenlistment. This study estimates that a 1 percentage point rise in the civilian unemployment rate increases Army first-term retention by 0.5 percentage points, Navy retention by 0.8 percentage points, Air Force retention by 0.9 percentage points, and Marine Corps retention by 0.7 percentage points. These estimates imply that the approximate doubling of civilian unemployment between FY 2001 and The Eleventh Quadrennial Review of Military Compensation 89 The Civilian Economy, Recruiting and Retention FY 2009 would increase first-term retention by somewhere between 2 percentage points (Army) and 3.6 percentage points (Air Force). These effects are modest and may be due to the fact that the study included year effects along with the unemployment rate in the individual’s home state to control for other time-related effects on retention. These time effects no doubt capture in part effects of economy-wide movements in unemployment. Goldberg and Warner (1982) provide a study of the retention effects of civilian unemployment based on Navy data from the FY 1974–1980 period. They estimate larger unemployment effects that are roughly double those estimated by Simon et al. (2010).12 Based on these estimates, the observed rise in civilian unemployment between FY 2001 and FY 2009 would raise first- and second-term retention rates by about 8 percentage points. The larger estimates of unemployment effects obtained in this study may be due to the fact that it did not include time effects in the estimated models. 
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