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Labor Supply Shortages 

As the economy continues to grow, firms look to human capital to sustain expansion.  While domestic production 

continues to increase, more and more workers are finding jobs. The current unemployment rate of 4.1% is about 1% below the 

United States natural unemployment rate (Bureau). Our natural unemployment rate being significantly below the long run rate 

signals that firms need workers. Growth suffers when qualified labor is difficult to find.  

 

Small increases in American wages have done little to incentivize a labor supply expansion. Labor force participation 

rates have been gradually decreasing for decades. Over the last twenty years the U.S. have experienced a 4.4% decrease in male 

participation and an 8.2% decrease in female participation (Civilian). Many blame these supply shifts on a growing social safety 

net, but Scandinavian nations notorious for high social benefits and tax rates have a proportionally larger labor force than the US 

(Denmark) (Norway) (Sweden) (United). 

 

Despite firms crying out about labor supply shortages, firms have barely increased wages. From February of 2017 to 

February of 2018 real wage growth have increased by .4%; growth predominantly accounted for during the first quarters of 2017 

which has been decreasing since (Bureau). This is most odd as market experiencing labor supply shortages place upward pressure 

on wages. To quote Minneapolis Fed President Neel Kashkari, "If you're not raising wages, then it just sounds like whining” 

(Costa). 

Construction 

With 80% of construction companies reporting difficulty in finding skilled labor 69% of those firms also report 

difficulty in completing jobs on time (Construction). It is estimated that the industry needs one hundred and forty-three thousand 

construction workers to fill production demands (Construction). 

Transportation 

The American Trucking Association has reported a shortage of 36,500 drivers in 2016 with expectations for these 

estimations to grow dramatically in years to come (Driver). Another study done by the ATA reports 90% of the truckload carriers 

cannot find enough experienced drivers (ATA). The latest data furthers the argument that these industries are not experiencing a 

general labor shortage, but a shortage of skilled workers.  

Manufacturing 

3.5 million new jobs in manufacturing are said to be opening in the next decade, but only 1.5 million of those are 

expected to be filled (Skills). This is said to be the fault of a growing skills gap and a gradual decline in technical education 

programs at the high school level (Skills). When asked if they thought the skills gap in blue collar jobs would negatively impact 

their ability to meet consumer demand 82% of executives answered ‘yes’ (Skills). 



Post-Secondary Education 

The percent of high school graduates enrolling in universities is the highest it ever has been (69.7) (120). While 

vocational school attendance rates are unpublished, we can assume that as University attendance increases the rate of vocational 

school attendance declines. A lack of ‘middle skilled’ labor is causing structural unemployment and hurting low skilled workers 

and understaffed firms. The solution is to tailor student education tailored towards the changing demands associated with middle 

skilled careers. 

Efficient Allocation 

The chart below from Statica outlines domestic unemployment rates by industry (U.S.). Multiple sectors with high rates 

of unemployment are also claiming a labor shortage within their sector. How is it that companies claim that it is difficult to find 

good workers when the unemployment rate of men and women in their sector is well above the national average? The answer is 

explained by mismatching skills possessed with skills demanded. While there are plenty of men and women looking for jobs in 

construction, the worker’s skills do not match those desired by construction firms. This misallocation of resources puts laborers 

out of work decreasing the human capital available to firms. 

 

 
Courtesy of Statica (U.S.) 

 



Is this Affecting the Economy and How? 

Decreasing Construction projects have directly contributed to a shortage of houses. This shortage is causes increasing 

home prices which directly impact an economy’s ability to expand. If construction companies had the labor they needed to supply 

the housing market with the proper quantity of homes, prices would normalize, and homeownership would rise. With increased 

homeownership comes increased consumption being that homeowners are more inclined to purchase goods and services to 

improve their home. The Chief Economist at the National Association of Realtors stated that the US gross domestic product was 

held back by over .7%1 solely due to housing shortages (McPherson). 

 

This growth model where the purchasing of one asset can grow the economy past the contribution of that good can be 

applied to industries other than housing too. Training people to fill jobs shortages efficiently allocated resources to an economy 

and increases production possibilities. Fulfilling construction needs better allows firms to expand into new buildings and space 

just as fulfilling manufacturing needs puts more tools in the hands of craftsmen. Expansion creates expansion.  

How Can We Fill the Skills Gap? 

 Entrepreneurship is vital to economic growth. Small business is responsible for 48% of this country’s GDP (Small). 

Small business owes everything to entrepreneurs, a group disproportionately composed of immigrants (Joyce). While immigrants 

made up only 13% of the population they started 20% of US small businesses in 2016 (Joyce). If the US wants to create more 

business to fulfill unmet demands though the growth of small businesses, immigrants may be the place to go. 

The Problem with Turning to Immigrants to Close the Skills Gap 

 Despite common conception, people that immigrate to the United States look very similar to us in terms of 

education (Zong). 30% of immigrants and 32% of natives held a bachelor's degree, while 29% of immigrants and 

9% of natives lacked a high school diploma (Zong). This educational distribution leaves even less room for laborers 

hold ‘middle skills,’ the exact type of labor we need to close supply shortages in blue collar jobs. This means that 

while opening borders may foster the creation of more small businesses, due to the composition of the new labor 

supply, the middle-skill shortage would persist. 

 

 Historically speaking Immigrants have done a fine job of filling labor supply shortages. During the second 

World War the United States, Canada, and Australia all loosened immigration policy to fill supply shortages (Zong). 

The US Bracero Program allowed for Mexican farmers to work in the US for low wages, food, and shelter (About). 

The program is credited with keeping the nation fed during World War II (About). 

 

 Countries like Canada, Denmark, and France have closely monitored their immigration as it relates to 

supply shortages (Zong). These nations have kept a running list of sectors and careers in need of labor and have 

paired immigration applicants to fill those shortages; a wise solution to labor supply shortages (Zong). 

                                                
1
 Understand that .7% GDP growth is a lot when considering last year growth was 2.3%. Another .7% growth would have 

equated to almost $14 billion in nominal growth. 



In Conclusion 

 Blue collar jobs have been experiencing shortages in skilled labor. This mismatching of skills has had a 

large impact on the country’s ability to grow and will persist until our labor force adopts the skills demanded by blue 

collar employers. 

 

Immigration is one solution to a labor supply shortage and have proven to be historically effective so long 

as the people immigrating into this country hold the skills that firms demand. Systems have been enacted in other 

states to ensure that immigrants who are allowed entry match domestic job shortages. 
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