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One issue that has consistently bedeviled consumers, businesses, and government since the start of the pandemic have been
ongoing supply chain issues. The inability to meet demand strained the public health effort to contain the COVID-19 virus and
created spot shortages of essential products ranging from baby formula and pet food to toilet paper and other sanitary products.
Supply chain issues have kept the inventory of new cars for sale at record low levels, slowed the completion times of major
construction projects, and have been contributing to the sharp hike in prices of commodities and final goods. Fixing the supply
chain should be a top priority of regulators at every level of government.
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However, when we look more closely at the supply chain difficulties, it’s evident that—outside of a few specific commodities
such as oil—they have been driven mainly by labor shortages in many parts of the economy. There are over 11 million job
openings in the United States right now, half again as many as there were pre-pandemic and quit rates have hit an all-time high.
Whether it is the missing factory worker, delivery truck driver, or salesclerk, the shortage of workers is hindering the ability to
connect demand to supply and slowing economic growth. And this is as true for service parts of the economy as it is for the
goods sector, which is typically the primary driver of supply chains.
Importantly, the nation’s labor shortage issue is not solely due to the pandemic nor is it going dissipate as the crisis continues to
fade into the past; ultimately, the problem is demographic, not cyclical. The pandemic only accelerated the process, inasmuch
as the year-long-plus lock down convinced millions of American workers to do what they would have done over the next few
years anyways, retire. Today’s supply chain problems are long-run labor supply problems, and public policy solutions should be
focused on alleviating worker scarcity.
This means that now more than ever government agencies and policymakers need to concentrate on increasing the nation’s
labor supply and helping employers adapt to a new world where workers are a scarce resource. This, in turn, changes both the
nature of local economic development and the role that labor market regulations play. This is particularly true in California
where demographic challenges at the national level are magnified by the state’s ongoing housing shortage. These heightened
stresses are discussed in more detail in the analysis below.

BETWEEN A RETIREMENT ROCK AND A DEMOGRAPHIC
HARD SPACE
The only real surprise about today’s labor shortage is that it was a surprise at all. Worker shortages were an issue in the United
States before the pandemic with the unemployment rate falling below 4% in 2018, the first time it had done so since the late
1960s. Although we don’t have as long of a history, data from the JOLT Survey (Job Openings and Labor Turnover) stretches back
20 plus years and shows growing tightness in U.S. labor markets over the last two decades, with the number of job openings
exceeding the number of people looking for a job for the first time in 2018. Labor shortages can also be seen in income data,
with overall earnings growing more rapidly for lower-skilled workers than higher-skilled ones starting in 2015, according to Wage
Tracker data from the Atlanta Federal Reserve Bank. Data from the Federal Reserve also shows that both income inequality and
wealth inequality fell from 2016 to 2019—a clear consequence of tighter labor conditions.1
The reason for the nation’s worker shortage is quite evident: There has been a substantial slowdown in population growth among
U.S. workers in their prime working years. Long-run population growth of people between the ages of 25 and 54 accelerated
dramatically in the U.S. in the 1970s as the post-war boomer generation came of age. It peaked in the mid 1980s at over 2%
growth per year, and then collapsed just as fast, driven by sharp declines in birthrates that began in the 1970s. Migration into
the United States jumped in the 1990s, helping to offset some of the baby bust, but this too slowed sharply after the turn of the
century. Today, the population growth rate is 0.2%, one-tenth of what it was 40 years ago.
Demographic realities make it clear that this problem is not going away anytime soon. And current forecasts from the U.S.
Census underscore the challenge: for the older working-age population (45 to 64 years) the forecast for growth is 0.44%, for the
population of 25-to-44-year old’s it is an even lower 0.31%—one-fifth of the predicted growth rate for the 65 and over crowd. The
greying of America is about to accelerate dramatically.
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Survey of Consumer Finances, U.S. Federal Reserve.
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U.S. CENSUS POPULATION FORECAST AVERAGE GROWTH RATE BY AGE
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While these population trends have been observed in the data for years, the United States was metaphorically like the frog in the
pot, with the changes developing gradually. Because of that, the issue simply hasn’t been a primary focus for policymakers or
business leaders. It took the pandemic to bring the problem to a quick, conspicuous head because of the sharp impact declining
population had on labor force participation. At the start of the pandemic, nearly four million people dropped out of the U.S.
labor force, far more than in past recessions. Even the Great Recession, the worst downturn since the Great Depression, saw
labor force declines of roughly one million per year. And while today’s labor force numbers have bounced back, they are well
below where they were projected to be—by 1.5 to 2.5 million workers depending on which pre-pandemic forecast you use.
There have been many theories offered up as to where these workers went, among them a fear of COVID, dealing with longCOVID, and the mental health effects of COVID lockdowns. The problem with all these theories is that there wasn’t any mystery
to solve in the first place. The U.S. Census Current Population Survey (CPS), which tracks labor force participation directly, asks
respondents why they are not participating in the labor market. The CPS analysis clearly shows that the big change has been in
labor force participation with two million more people answering: I’m retired.2 Today’s labor market tightness and rising wages
may induce some retirees to come out of retirement, but again, this would only be a temporary reprieve to the situation given
long-run U.S. demographics.
The sudden decline in the labor force and the sharp increase in the demand for labor, driven by excessive stimulus deployed
during the pandemic, has created the massive shortages we are experiencing in the economy today. As mentioned, job openings
surged from 7.5 million pre-pandemic to 11 million currently. Today, there are two openings for every worker looking for a job
in the United States, and earnings growth has spiked to a 30-year high in the frenzied competition for workers. And while the
highest rate of job openings is within lower wage/lower skill sectors such as Leisure and Hospitality, the shortages are across the
board: Job opening rates have nearly doubled in every sector of the U.S. economy over the last five years. This is even true in
sectors that typically have lower opening rates such as Government and Manufacturing.
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The shift in the balance of power in the labor markets has not been lost on workers or their advocates. Unions are suddenly
able to push for concessions in ways they have not been able to for decades, even with the record-high job quit rate mentioned
above (JOLT data). Times are generally good for workers in the United States, but employers are having a tough time controlling
costs and maintaining productivity as they struggle to fill gaps in their operations. The toll of this strain is being felt across the
economy in the form of reduced productivity and weak economic growth.
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Federal Reserve Bank of Kansas City, report citation.

THE LOCAL ISSUE: CALIFORNIA UNDER STRAIN
As bad as the labor shortage is nationally, it is worse in California. For decades the supply of new housing in the state has slowed
due to a slew of issues far beyond the scope of this report. This functional cap on housing supply ultimately becomes a cap on
population and labor force growth, above and beyond the national demographic problem. The net result is that California is
experiencing an even more acute shortage. The situation has become critical over the last two years as the state’s population
peaked and started to decline slightly to just below 40 million—a far cry from the 50 million residents that were predicted at the
turn of the century by numerous demographers. Demographic forecasts from the California Department of Finance do not paint
a particularly optimistic outlook for future trends. According to the current forecast, the state’s population of people in their
prime working years will barely grow over the next two decades.
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The situation in Southern California is particularly acute. The housing scarcity and lack of affordability began in communities
along the coast but have moved inland over time. Housing permits ran above 50,000 per year in the late 1980s in Southern
California and hit this pace again briefly in the run-up to the Great Recession. All that new housing allowed for rapid population
growth and labor force growth rates that ran in the 3% to 4% range. That not only fueled job growth in the Inland Empire but
across Southern California as the Inland Empire became the residential home for thousands of commuters who drove west for
work daily.
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But the supply of housing in Southern California slowed dramatically after the Great Recession, and despite strong demand, has
never reached a pace that is even one-third of what it was in earlier periods. The impact is clear. Labor force growth in the Inland
Empire averaged 3% per year from 1995 to 2008, and since has slowed to 1% per year. In the four-county Greater Los Angeles
region, the labor force growth rate dropped from 1.5% to 0.3%. That is a more appropriate metric to gauge the true labor supply
problem for Inland Empire employers, given that they compete for workers with employers in Los Angeles and Orange County.
The net result is that the unemployment rate in the Inland Empire is now the lowest ever recorded, below 4%, and labor shortages
in the region are as bad if not worse than in the nation overall. While there is no JOLT data for sub-regions within states, we can
still see the pattern of stress by simply looking at job growth by sector over the past five years. Over that period, overall job
growth came in at 200,000 jobs across the two-county Inland Empire MSA. But half of that growth occurred in just one industry—
the ultra-hot Logistics sector. The balance of the jobs were scattered across a few other warm industries such as Health Care and
Professional Services. In other sectors including Retail, Manufacturing, and Government, there has been almost no job growth,
largely due to the lack of available workers and the inability to compete for workers in these in-demand sectors.
Today’s worker shortage has many implications for the Southern California economy. Companies that cannot find a sufficient
workforce will leave the region in search of that labor pool elsewhere. This will create turmoil locally as supply chains are forced
to adjust to the changing nature of the economy. Moreover, some sectors cannot simply move away. Services such as health
care, public/government services, and retail services must be close to their client base. If these overall sectors suffer from labor
shortages, the quality of life in the region will diminish, which can, in turn, slow labor supply growth even more, or even cause
it to contract. For these sectors to successfully endure, there must be a distinct policy focus on ensuring sufficient access to
workers.

SOLUTIONS TO THE LABOR SHORTAGE PROBLEM
U.S. and California policymakers need to adjust their focus and approach to address changing circumstances in the economy.
For example, a decade ago, economic development could be summed up simply as a “jobs, jobs, jobs” strategy of attracting new
employers and helping existing ones expand. But today, every part of the United States has an excess supply of jobs. Economic
development efforts need to shift to a “workers, workers, workers” framework. One way of doing this is to focus on expanding
the local supply of workers through policies that encourage faster population growth and/or higher labor force participation
rates. And it isn’t just about adding more to the labor supply. Local economic development agencies can also help employers
improve productivity by investing in worker training, or equivalently, helping local businesses invest in labor saving capital.
There are many ways in which policymakers can make a difference:

•
•
•
•
•
•

At the national level, Congress can address our broken immigration policies and work to allow more people to legally
move to the United States.
State and local leaders in California can expand housing supply, particularly multifamily housing, to slow out-migration.
Policymakers can increase earned income tax credits to support workers in moving off public assistance into lower-wage,
lower-skill jobs.
Government leaders can subsidize employer-based worker training programs to allow and encourage lower-skilled
workers to enter higher skilled career paths.
Policymakers can invest in Pre-K education and publicly subsidized childcare facilities to help workers (particularly
women) remain on their chosen career path as they build families.
Government can provide grants and training to assist small businesses in adopting labor saving technology.
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All of these actions require a proactive effort by government to find new funds for investment and to actively morph old
policies to reflect new realities. Additionally, there is an even simpler, more passive way for policymakers to help the immediate
situation: they can relax labor market regulations to allow employers maximum flexibility in how they hire their workforce.
Indeed, in some cases, it isn’t that a local labor market can’t adapt to labor shortages, but rather the path they choose runs
afoul of existing regulations which prevent their strategies from taking effect.
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•
•
•
•

Restrictions on gig work and flexible work schedules should be reduced, not heightened as California is currently doing.
Older employees who wish to remain active in the labor market should be encouraged and supported by reducing or
eliminating potential reductions to existing retirement benefits.
Regulation should shift to allow employers to offer a variety of wage/benefit/training packages depending on worker
desires rather than being based on preset publicly mandated minimums.
Policymakers should relax licensing requirements and staffing rules.

On this front, we need to specifically address the challenges faced by local government agencies in their effort to provide public
services. From educating children to keeping residents safe and healthy to investing in local infrastructure, public services are
an essential element to a healthy local economy. As is evident in national statistics, the public sector is also suffering from labor
shortages, and job openings have more than doubled in the last decade.
Government agencies do not have the traditional profit motive or the competitive market objectives that drive efficiency in
private labor markets; they are instead governed by bureaucratic systems and complex sets of rules and regulations. This means
that they have the toughest time adapting to external changes in the labor market (what is happening right now). But the critical
role that government agencies play in local economies means that these barriers can have a profound impact on economic and
population growth. Local government regulators today should focus not just on the rules that guide the market overall, but
particularly on those rules that run their own systems. Medice, cura te ipsum!
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