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KEY FINDINGS

INFLATION IS SKYROCKETING.

LOW- AND MIDDLE-INCOME AMERICANS
ARE BEING HIT THE HARDEST.

HIGH PRICES ARE BEING DRIVEN BY
INCREASING COSTS FOR BUSINESSES.

B®E®

EXPANDED WELFARE BENEFITS ARE CAUSING

@ LABOR SHORTAGES AND KEEPING COSTS HIGH.

THE BOTTOM LINE:

TO STOP RUNAWAY INFLATION, POLICYMAKERS MUST HALT
THE WELFARE TRAIN SO AMERICANS CAN GET BACK TO WORK.




Overview

Americans are struggling—prices are through the roof for those items still available on store shelves.
In 2021, inflation hit a 40-year high, with goods and services growing 7.1 percent over the year.'
Worse yet, the inflation crisis grew even more dire as 2022 began.? This crisis—which the Biden
administration frequently claimed was “temporary” or “transitory”—is all too real for millions of
Americans.**

4 )
INFLATION HIT A 40-YEAR HIGH IN 2021
Annual inflation rate, by year
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Massive new government spending and severe labor shortages have created an environment
where inflation is rapidly growing, eating into workers’ earnings and busting their family budgets.
Until lawmakers take meaningful steps to get individuals back to work and stop wasteful spending,
Americans will continue to hurt at the gas pump, grocery store, and more.

Low- and middle-income Americans are being hit hardest

Inflation is directly impacting purchases made by everyday Americans, with items like fuel, food, and
vehicles seeing some of the sharpest increase in prices.> Roughly 75 percent of Americans report
being concerned with inflation, with 70 percent reporting that inflation has impacted their family
budgets.® Nearly two out of five Americans say inflation has significantly impacted their budgets and
one-third are very concerned about being able to meet monthly expenses.’
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PRICES FOR EVERYDAY GOODS ARE INCREASING AT AN UNSUSTAINABLE RATE

December 2021 year-over-year price increases by category

CATEGORY ANNUAL PRICE INCREASE

Gas 49.6 percent

Fuel oil 41.0 percent

Used vehicles 37.3 percent

Utility gas services 24.1 percent
Meats, poultry, fish, and eggs 12.5 percent

Source: Bureau of Labor Statistics

Unfortunately, these price increases have eaten away virtually all of the wage growth Americans
have seen recently.®

Increasing costs for businesses are driving higher
prices for American families

The high prices Americans face are directly attributable to increasing costs for businesses across the
country. Employers’ compensation costs—including wages, insurance benefits, retirement benefits,
unemployment taxes, paid leave, and more—saw the highest wage growth in two decades.®"® In 2021
alone, producer prices increased by more than 20 percent—the largest annual increase since 1946."
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EMPLOYERS' COSTS REACHED RECORD HIGHS IN 2021
Annual growth in employers’ total compensation costs, by year
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If higher employer costs were not bad enough, workers’ productivity saw the fastest drop in 2021 in
more than 60 years—meaning businesses were paying more and getting less.™

These sharp increases in labor costs are due in large part to an unprecedented worker shortage,
forcing businesses to face dramatic cost increases which are inevitably passed along to consumers.'3

Unfortunately, this has devolved into a vicious cycle. Government programs have paid far too many
able-bodied adults to stay home, causing major workforce shortages, which drive up costs for
businesses, which are passed along as higher prices to consumers, which starts the cycle over again.

66

If higher employer costs were not bad enough,
workers’ productivity saw the fastest drop in
2021 in more than 60 years—meaning businesses
were paying more and getting less.
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Expanded welfare benefits are causing labor
shortages and keeping costs high

Employers across the country have more than 11 million open jobs they are desperate to fill—a
near-record high.™

This isn't being driven by layoffs—it is caused by a record-number of employee quits combined with
a drop off in labor force participation.™ ¢ In fact, labor force participation is near a 45-year low."’
Nearly three million workers are still missing from the American economy—most of them in their
prime working years. '8

NEARLY THREE MILLION WORKERS ARE STILL
MISSING FROM THE AMERICAN ECONOMY—MOST
OF THEM IN THEIR PRIME WORKING YEARS.

This massive contraction of the labor force directly coincides with increased paid benefits to
stay home, such as hiked unemployment insurance payments, massive ObamaCare subsidies, a
25 percent increase in food stamp payments, and much more.? Indeed, individuals' “reservation
wage"—the lowest wage they would be willing to accept a job—spiked to a record-high $71,000 per
year in 2021, with the largest increases concentrated among those without college degrees.?*-%

Coupled with the suspension of work requirements, these welfare expansions have significantly
contributed to the ongoing labor shortage crisis.?
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Bottom Line: To stop runaway inflation, policymakers
must halt the welfare train so Americans can get back
to work.

The only way to end the cycle of higher costs for businesses and increased prices for consumersis to
break it atits source by addressing the labor shortage. This requires addressing the key government
policies that are actively encouraging workers not to return to work.

Congress can play a role by letting temporarily expanded welfare-like programs expire or return to
their pre-pandemic levels. It can also reverse the suspension of work requirements in food stamps
for able-bodied adults without dependents on the program to encourage Americans to reenter the
labor force.

However, in the absence of federal action, states have enormous tools to increase their labor force.
For example, states can get around the federal work requirement suspension for food stamps by
requiring able-bodied adults under 60 without young children to register and participate in a state
employment and training program. This would immediately provide a much-needed boost to the
American economy by encouraging individuals to get back to work.?’

Otherstate policies—such asindexingunemploymentbenefitstoeconomic conditions, strengthening
unemployment work search requirements, opting out of federal Medicaid restrictions, lowering
barriers to entering the labor force, and more—could also achieve the same goal of increasing the
size and scope of the labor force to lower costs for businesses and reduce prices for consumers.

PRESIDENT BIDEN HAS DISMISSED AND TRIVIALIZED THE

INFLATION CRISIS NEARLY EVERY STEP OF THE WAY.

President Biden has dismissed and trivialized the inflation crisis nearly every step of the way.?® But
policymakers have options at their disposal to fill the void in leadership by eliminating harmful
policies that have caused America’s labor force to contract. Now, the promise of ending runaway
inflation is in the hands of state leaders who have the power to rejuvenate the American labor force.
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APPENDIX: ANNUAL INFLATION SINCE 2000
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