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Introduction

The COVID-19 pandemic has had a range of negative impacts on the U.S. economy—from
labor shortages and supply chain constraints to higher inflation and more. Of particular
concern are the continued labor shortages in the U.S. economy, the focus of this paper.
Without workers, companies cannot produce the quantity of goods and services the market
demands. This affects both pricing and wages, adding inflationary pressures to the
economy and ultimately impacting the nation’s gross domestic product (GDP). Prices of
goods and services are rising at their fastest rate since the early 1980s (reaching a 40-year
high in 2022), and this trend appears more persistent than many economists expected.!
Consequently, the U.S. economy is experiencing slow growth and high inflation, a
phenomenon known as “slowflation.”

Labor shortages are not new. Even before the pandemic, the United States was beginning to
experience labor shortages, primarily due to an aging workforce, a decline in national
fertility rates, and, more recently, a fall in immigration rates—all of which have led to
fewer people participating in the national workforce.? The pandemic has only exacerbated
these ongoing trends. Labor shortages have also had secondary effects, including workers
demanding better salaries and flexible working hours and even resigning, leading to a loss
of expertise and the need to retrain new workers.

Moreover, recent reports show that there are more job openings in the United States than
there are people willing to work. Indeed, there were 11.3 million job openings in February
2022 alone, but fewer than 6.8 million unemployed individuals still actively looking for
work.? To make matters worse, 4.3 million people left their jobs, and by the end of 2021,
there were about 2 million fewer working-age immigrants compared to pre-pandemic
trends.? The sectors affected by labor shortages are also numerous, including
accommodation and food services, construction, wholesale trade, and state and local
government education, among others.’ This shortage has led to massive supply chain
disruptions in the United States, and there is little to indicate that these disruptions will
improve for any of these industries.

Clearly, one effective solution to labor shortages is to attract more workers—domestic and
foreign—to the labor market. U.S. citizens would have to be incentivized through higher
wages and benefits. Foreign workers, however, require a different kind of system. Since
many foreign workers are willing to work, the solution would imply an increase in legal
immigration, which decreased during the pandemic due to travel restrictions, a slowdown
in immigrant processing services, and decreased mobility in general.

Given this state of affairs, this paper examines labor shortages in the United States, drawing
attention to the role of immigrants in the U.S. labor market as a strategy to overcome the
shortage. It also offers data to support the importance of these workers and examines how
the lack of immigrants in the U.S. labor market in 2020 and 2021 impacted the U.S.
economy—as well as what the labor shortage may look like by 20380—under three
scenarios. The first scenario considers the decrease in visas issued in 2020 and 2021 and
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explores the effects of this on the U.S. economy. In the second scenario, the economic
impact of having about 2 million fewer working-age immigrants living in the United States
in 2020 and 2021 is assessed. Finally, the third scenario estimates the total number of
unfilled jobs the U.S. economy could have by 2030. Given these scenarios, the paper
concludes that the only way to close the labor gap is to allow more foreign workers to
participate in the U.S. labor market.

Labor Shortages: Main Factors

Labor shortages occur when the demand for workers is greater than the supply of workers.
When this happens, employers struggle to fill job vacancies, which in turn can generate
distortions in the economy. The main economic impact of a labor shortage is that
employers are pressured to increase wages. Some employers do raise wages to recruit and
retain employees. In other cases, firms transfer the higher wage costs to consumers,
causing the prices of goods and services to increase. Other employers absorb higher labor
costs, with a consequent fall in profits.®

Labor shortages also generate supply chain problems as logistics chains are starved for
workers. Reduced production is yet another economic impact of a labor shortage, as
firms cannot operate at full capacity. In the absence of product and service options,
consumer spending patterns may change over time. Moreover, not all workers
experience the same level of wage growth, so wage pressure may create distortions in the
salary market, often to the detriment of older workers. All of these disruptions cause
firms to have lower profits, lower competitiveness, and logistical problems, negatively
impacting national output or GDP.

This is where United States is today: facing an acute labor shortage due to the presence of
nearly all of these different variables.” The COVID-19 pandemic, though often blamed for
this, only accelerated these trends. In fact, it could be argued that the pandemic has merely
highlighted the existing labor shortage problem, particularly in the sectors that heavily rely
on immigrant workers, such as agriculture, food services, health care, transportation, and
construction.! Many firms in these industries are still facing unprecedented challenges in
trying to find workers to fill their open jobs. It did not help that the pandemic slowed the
legal immigration process as well.

The gap between jobs available and workers willing to work has existed since 2015, though
at the time it was considerably narrower. By 2018, however, the U.S. economy had
increasingly more job openings than unemployed workers. In 2020, the pandemic-induced
lockdowns accelerated that trend further. By February 2022, as the pandemic was easing,
there were already an accumulated 11.8 million job openings, but only 6.3 million
unemployed workers.? At present, the gap between unfilled jobs and unemployed workers
has reached serious levels (Figure 1). Indeed, even if every unemployed worker found a job,
there would still be 5 million jobs left unfilled, and these trends are predicted to continue in
the short and long terms.
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Figure 1. Job Openings and Number of Unemployed Workers, 2015-2022
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Source: Elaborated with data from the Bureau of Labor Statistics (BLS).

Main Causes of the Labor Shortage

On the supply side, several factors are affecting the U.S. labor market in the short and long
terms. These include a reduction in the national birth rate, the rising number of people
retiring due to the aging of the labor force, and a decrease in the number of immigrants
who can work. On the first score, in 2020, 3.6 million births were registered in the United
States, down 9.6% from 2010. The general fertility rate was 56.0 births per 1,000 females
ages 15 to 44, down 12.6% from 2010 (Figure 2).!° This has resulted in a population growth
rate that has been slowing for years in the United States. For example, it grew only 0.1% in
2021—fewer than a million people.!! In comparison, between July 1, 2020, and July 1, 2021,
the growth by birth (natural increase) was only 148,043, while net international migration
was 244,622—making it the first time that net international increase exceeded natural
increase for a given year in the United States.'? This can only mean one thing: Low births
and fertility rates in the United States will lead to a decline in the labor force in the future.

This points to the necessity of allowing more immigrants to enter the labor force to offset
this decrease.
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Figure 2. Live Births and General Fertility Rates, 2010-2020
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Source: National Center for Health Statistics, National Vital Statistics System.

On the second score, an aging population is also likely to exacerbate labor shortages in the
United States. The number of retired workers receiving Social Security benefits has risen
significantly in the last decade, particularly after the initial COVID-19 outbreak (Figure 3)
when many individuals chose to retire early. The number of retirees increased from
approximately 338.6 million in 2010 to 47.3 million in 2021 (an increase of 40.4%). This
number is likely to continue rising in the future, creating further labor shortages.’* Again,
this too suggests that immigrants could be a key to improving the ratio of workers to
retirees and supporting the next generations in their retirement years.

Figure 3. Number of Retired Workers Receiving Social Security in the United States,
2010-2021
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As a secondary issue, the rapid increase in retired persons points to another growing
problem: There is likely to be enormous pressure on government resources as millions of
retirees claim their Social Security benefits. These individuals paid taxes for their social
benefits and are entitled to them, but they are making up a greater percentage of the
population by the day. On this point too, immigrants can provide a solution. As foreign
workers engage in the labor market, they will be ever more responsible for the increase in
tax contributions. This is further reinforced by their demographics. In 2019, approximately
78.5% of the foreign-born population was of working age (between 18 and 64 years),
compared to 59.2% of the native-born population (Figure 4).1* These percentages have
remained practically the same in recent years. For example, in 2010 around 80.5% of the
foreign-born population was working, compared to 60.4% of the native-born population.”®
This trend will likely continue, as the share of the population age 65 and older is projected
to rise from 17% to 21% between 2020 and 2030.1° Older people tend to work fewer hours,
and their productivity tends to be lower than that of younger workers. If no additional
workers are brought in through immigration in the coming years, the impact on the overall
economy is expected to be profoundly negative.”

Figure 4. United States Population by Age and Place of Birth, 2019
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Source: Elaborated with data from the U.S. Census Bureau.

Immigrants in the U.S. Labor Market

Demographic Characteristics

This section explores the demographic characteristics that distinguish foreign-born
workers and native-born workers.’® In 2020, the majority of the labor force—for both
foreign-born and native-born workers—was male, 57.3% and 52.1% respectively.!® The
foreign-born labor force between the ages of 25 and 54 comprised 71.8%, while 62.2% of the
native-born labor force was between these ages.? This trend has been the same for both
groups in recent years.
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In 2020, 47.5% of foreign-born workers were Hispanic and only 25.1% were Asian.
Meanwhile, the figures are much lower for native-born workers, with 12% for Hispanics and
2.4% for Asians.?! Comparing these figures with those of 2010 for foreign-born workers, the
percentages changed a bit. Hispanics decreased by 2.4%, and Asians increased by 3.2%.22

Regarding educational attainment, in 2020, 19% of the foreign-born labor force ages 25
years and older had not graduated from high school. This figure is much higher than that
of native-born workers at 8.5%. Native-born workers were also more likely to have some
college or an associate’s degree compared to foreign-born workers (28.1% versus 16.2%). In
terms of having a bachelor’s degree or higher, both figures are similar with 24.5% for
foreign-born and 24.8% for native-born.?? In the case of foreign-born workers, the
distribution of educational attainment has changed in recent years, particularly for those
with no high school diploma or a bachelor’s degree. From 2005 to 2020, more immigrants
working in the U.S. labor market have moved from not having a high school diploma to
having a bachelor’s degree. In other words, this group is becoming more educated and
thereby gaining skills for better jobs (Figure 5).

Although these statistics may not signify much on their own, in the context of the shrinking
labor force of the United States, they point to higher levels of immigration as a solution to
what is becoming a structural problem—the gap between unfilled jobs and available
workers, particularly in the context of current and worsening trends.

Figure 5. Education Attainment of Foreign-born Labor Force in the United States,
2005-2020
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Labor Force Participation

The labor force participation rate measures the number of people in the labor force as a
percentage of the total working-age population. Therefore, it represents the relative
number of labor resources available for the production of goods and services in any
economy. Labor force participation is mainly affected by long-term structural changes.
One main factor is the change in the age composition of the population due to an aging
workforce, something that is happening in the United States.?

The labor force participation rate has been falling in the United States since 2009 (Figure
6). This decline means that more people are unable or unwilling to work at current wages,
which has resulted in a labor shortage. This has led to slower economic growth because
fewer individuals are contributing to the output of goods and services. An economy with a
lower participation rate is also burdened with higher tax rates, since the government has a
smaller tax base from which to draw revenue.?’ In the case of foreign-born people, their
labor participation rate has been higher than that of native-born people (Figure 7).

Figure 6. Civilian Labor Force Participation Rate, 2000-2021 (monthly)
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