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Help Wanted: Why Can't Businesses Find Enough Workers?

The headline U.S. unemployment rate fell from 6.7% at the end of December 2020 to 3.9% in December
2021, marking the biggest one-year improvement in history.1 While many workers took advantage of this
strong rebound in the job market, companies large and small have been struggling with labor shortages.

A conspicuous lack of workers has snarled corporate supply chains; resulted in delayed and cancelled
product orders; left working parents without access to child care; upended air travel; and forced
restaurants, retail stores, and other businesses to shorten their hours or close understaffed locations. A
recent spike in outbreaks from the Omicron variant worsened the situation.2

Since the pandemic began, unpredictable demand shifts have exposed pre-existing mismatches between
the knowledge and skills of available workers and the tasks for which they are needed.3 But the sheer
number of available jobs is also running well above the number of unemployed job seekers. Employers
reported 10.6 million job openings on the last business day of November 2021, even though there were the
6.8 million unemployed persons in November and 6.3 million in December.4

COVID-19 may have kicked off a severe labor shortage, but longer-term demographic trends are partly to
blame for this highly unusual job market.

A Workforce in Flux

At the onset of the pandemic, the labor force participation rate — the percentage of Americans age 16 and
older who are working or actively looking for work — plummeted from 63.4% in February 2020 to a record

low of 60.2% in April 2020. By December 2021, the rate had recovered only partially to 61.9%.5 About 2.3
million people have dropped out of the workforce entirely since the pandemic began.6 Some may have left
temporarily, but others are probably gone for good.

Early retirements. The baby boom generation (born 1946-1964) is very large, and birthrates have declined
in recent decades. The labor force has been aging and shrinking, and retirees' share of the U.S. population
has been growing. Economists have long expected this wave of boomer retirements, some of which may
have been accelerated by the pandemic. By one estimate, there were 2.4 million "excess retirements" due
to COVID-19 (as of August 2021). Higher retirement account balances and home values made it feasible
for some people to retire earlier than they would have otherwise.?

Immigration slowdown. It's estimated that declining immigration may have removed as many as 2 million
potential workers from the current U.S. labor pool. Net migration to the United States has dropped steadily
each year, from a peak of 1.05 million people in 2016 to 595,000 in 2019 and 247,000 in 2021. The most
recent and drastic annual decline (July 2020 through June 2021) was due in part to travel restrictions
associated with the pandemic.8

Pandemic repercussions. In December 2021, about 1.1 million people reported that the pandemic had
prevented them from seeking work.® This subset of missing workers includes those who still have
child-care challenges or health concerns, including those who are contending with long-COVID symptoms.

On a positive note, pandemic relief measures helped many households strengthen their finances. Trillions
of dollars in excess savings were accumulated thanks to stimulus payments, student loan pauses, and
reduced spending while most people were stuck at home during 2020. This extra money gave many
workers the breathing room to rethink their careers, and/or care for children or elderly parents, instead of
working.
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Economic Effects

A smorgasbord of open positions provides job seekers with more choices and more leverage. U.S. workers
quit their jobs at record rates in 2021, in many cases to join new employers offering higher pay, lucrative
benefits, better working conditions, or more flexibility, such as the option to work remotely.10

In fact, more intense competition for workers drove wages up 4.7% for the year ending in December 2021.
Shortages have been more acute for lower-paying, in-person jobs, resulting in larger wage increases for
workers in the leisure and hospitality, transportation and warehousing, and retail industries.11

Workers only benefit when wage gains outpace inflation, because it cuts into their buying power. And
unfortunately, real wages, which are adjusted for inflation, dropped as prices spiked in 2021.

The Consumer Price Index (CPI) rose 7.0% in 2021 — the highest annual rate in nearly 40 years — as many
businesses passed higher labor costs on to their customers.12 In December, the Federal Open Market
Committee voted to speed up the tapering of the Fed's bond-buying program, setting the stage to begin
raising interest rates more aggressively in response to persistent inflation.13 The dilemma for Fed officials

is that they don't want to raise interest rates too fast and risk cooling the economy if labor shortages and
other supply-chain issues will fade in time. But they must also be ready to act if it looks as though wage
increases could fuel a dreaded wage-price inflationary spiral.

Labor shortages ranked as the number-one external factor that U.S. CEOs think will have the greatest
impact on their businesses in 2022. Rising inflation followed closely in second place.14 The U.S. Chamber
of Commerce has called on the federal government to reform and expand the legal immigration system so
employers can fill jobs in labor-strapped industries, arguing that it could help cool inflation.15

In the coming months, some sidelined workers could be more motivated to seek employment when their
savings are depleted or after their pandemic-related worries subside. Higher wages might also help draw
some early retirees and stay-at-home parents back into the workforce.

However, labor force participation may never return to pre-pandemic levels, which means employers might
need to change their hiring practices, reduce experience and education requirements, or provide training
programs, opening the door to better-paying jobs for more workers. It's possible that automation
technologies will also help fill the gap. Even so, it remains to be seen whether technology investments can
boost productivity enough to offset a smaller workforce and maintain economic growth.
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IMPORTANT DISCLOSURES

The information presented by Endowment Wealth Management, Inc. is not specific to any
individuals personal circumstances and should not be taken as personal investment advice, nor
should it be construed as a firm recommendation.

To the extent that this material concerns tax matters, it is not intended or written to be used, and cannot be
used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each taxpayer
should seek independent advice from a tax professional based on his or her individual circumstances.

These materials are provided for general information and educational purposes based upon publicly
available information from sources believed to be reliable—we cannot assure the accuracy or completeness
of these materials. The information in these materials may change at any time and without notice. If you
have any questions please call our offices at 920-785-6010.

Investments involve risk and unless otherwise stated, are not insured or guaranteed. Past performance is
no guarantee of future results. A copy of Endowment Wealth Management Inc.'s disclosure document,
Form ADV Brochure Part 2, is available upon request.
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