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Abstract. In the past decade, America's inflation rate has always been mysteriously low, varying
around 1%~3% (“United States,” 2021). However, to everyone's surprise, the inflation rate has
reached 5% (“United States,” 2021) in June 2021, far higher than the Federal Reserve's 3.4% (Smart,
2021) prediction made in this year.
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1. Why is this Inflation Rate so High?

To begin with, one of the biggest reasons for the current soaring inflation is the rapid rebound of
demands recovering from the pandemic. Now that Americans are generally vaccinated, their need for
tourism has recovered. The demand for airfares, hotels, and second-hand cars skyrocketed (Long et
al., 2021). However, due to the little demand during the pandemic, the supply of these markets is still
on a small scale, causing the price to soar, with respective increases of 9.5% (Whitmore, 2021), 1.2%
(from $185 pre-pandemic to $220 in July) (Whitmore, 2021), 30% (Long et al., 2021) on prices in
June 2021. This rebound in tourism also causes gasoline prices to go up at a shocking rate of 56%
over the last May (Long et al., 2021).

The rapid rebound also happens beyond the market of tourism, such as home appliance markets,
with an increase as of June 2021 of 27% (Long et al., 2021) on washers and dryers, 9% (Long et al.,
2021) on furniture, and 10% (Long et al., 2021) on bikes.

Inflation might continue to increase in the future because of Biden's American Jobs Plan, which
will make an expenditure of 1.9 trillion dollars on public transits, such as renovating highways, buses,
railways, and metros; constructing infrastructure system such as building broadbands, purifying
drinking water, and renewing public school facilities. The White House estimates that the plan will
open millions of job opportunities to Americans, lowering the currently high unemployment rate to
below 3%, and eventually causing America's debt to decrease by 0.9% compared to that of May 2021.
(“FACT SHEET,” 2021)

As a Keynesian, Biden expects workers to occupy these job positions spontaneously after they are
opened, but that's not how reality runs. In June, there are still 8 million job positions empty in America.
Some workers are reluctant to go back to work. This is partly caused by high unemployment benefits.
In May 2021, 15.8 million people were covered by the unemployment benefits (Rugaber, 2021). Only
a small number of workers are willing to work 8 hours a day when they can get 300 dollars a week
(“The Curious,” 2021) from sitting at home. Significant numbers of empty job positions in industries
such as construction will cause companies to provide higher and higher wages to attract workers and
compete with rivals. Higher salaries will push higher commodity prices, and higher commodity prices
will again drive-up salaries.

The way to solve this problem is not merely canceling the job protection, as 20 states claims that
they will cancel job aids in June (Rugaber, 2021). Because the Australian government has suffered
an even higher unemployment rate after it withdrew its job protection. A better solution would be to
change the form of incentive instead of withdrawing job aids immediately, as it promotes people to
find jobs while keeping them in a stable mood. An example would be Arizona's decision of giving
anyone who works a full-time job 2000 dollars (“The Curious,” 2021).

In addition to the analysis of Biden’s plan, the White House’s expectation that companies to react
quickly to their Jobs plan is over estimated, for they are planning on publishing another 4 trillion



BCP Business & Management EMEHSS 2021
Volume 13 (2021)

dollars expenditure plan, which funds its expenditure primarily by taxation from companies. This
plan adds another high cost to the already high pressure of providing salaries.

Another reason for the current inflation rate is America's massive decrease in import rate in 2020.
Because of the pandemic and political tensions with China, America’s import rate in 2020 had a 6.2
billion (2.4%) decrease from 2019 (“United States,” 2021), causing less currency to flow to other
countries. When the aggregated supply stays the same, and the amount of currency increases, the
commodity prices and the inflation rate soars. Although America has increased its import rate by
39.2 % in 2021 (“United States,” 2021), that does not mean the situation will get any better. Since
increasing imports means there's more competition from other countries and fewer job opportunities
for Americans. And now, customers would want to choose cheaper and perhaps better qualified
foreign goods. This contradicts Biden's plan of reducing unemployment and the White House's
promise of providing more job opportunities for American workers. It’s also against the
announcement the White House made of reducing international competitions against local companies.
If they insist on increasing imports, they might lose their voters' favor.

2. What are the Effects Inflation Causes?

First, inflation's most prominent effect is that it'll cause wages and rents to rise (Long et al., 2021).
As the commodity prices increase, workers and landlords are asking for higher salaries and rents.
Companies, therefore, will allocate these new costs to customers, which means they'll raise their
products' prices, causing the commodity prices to increase again and eventually forming a vicious
cycle.

Inflation on tourism and house appliances won’t cause a huge effect on the economy, for the supply
will eventually catch up with the demands, and inflation will fade. However, rent prices often remain
the same for years, which causes inflation to last (Long et al., 2021).

3. Who Suffers and Who Benefits from the High Inflation?

The ones who suffer the most are the statutory poor in America. They spend most of their income
on daily commodities, yet the rise of their wages is out of proportion with the increase of commodity
prices, which means they could no longer afford some of their necessities (Long et al., 2021).

Enterprises that signed long-term contracts with inflexible price changes of their products also
suffer from this inflation. Companies might have signed these contracts with other partner companies,
with the governments because they are monopolies, or with the head office because they are franchise
stores. With wages constantly increasing as a new cost, they cannot add this cost onto customers, for
their inflexible contracts do not allow to raise prices. This situation reduces their profits, and some
unfortunate ones can even go bankrupt.

The ones who benefit the most are debtors and American government, because the rise of
commodity prices means the purchasing power of American dollars is decreasing. When dollars are
less valuable, yet the debtors and the government's debt do not increase, it suggests that they currently
own less debt than they should have owned (Long et al., 2021).

4. What is the Federal Reserve going to do About it?

The Federal Reserve just released its plan in June, claiming that although the inflation will fade
eventually, it is currently intensifying much more quickly than they have expected. Therefore, they
would increase the interest rate sooner than planned, from 2024 to 2023 (“New Horizons,” 2021).
Moreover, because the inflation rate is rising too fast, there is also a trend in the Federal Reserve's
officials to raise interest rate in 2022, even before 2023 (White, 2021).

While the Federal Reserve is trying to get the inflation rate back to 2%, the investors perceive this
as terrible news, for it is going to become more challenging for them to get loans in the future due to
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the higher interest rates. They will probably have to alter or abandon their future investment plans
due to the Federal Reserve’s decision (“New Horizons,” 2021).

The bond market has already reacted to this news. Now that people expect inflation to continue in
the short term, the yields for two years, three years, and five years bonds increase rapidly to reattract
customers. Then, because of the Federal Reserve's deflation plan, the yields for long-term bonds: ten
years and thirty years have respectively dropped to 1.5% and less than that (“New Horizons,” 2021).
These changes in yields indicate that marketers expect the inflation rate to rise in the short term and
reduce in the long term.

Still, although this increase in interest rates has created many uncertainties in the U.S economy, it
helps investors to mentally prepare for the upcoming rise of interest rates. It provides them time to
change or cancel their investment plan, so they will not panic when it is finally their turn to pay more
interest.

However, Powell, the chair of the Federal Reserve, is currently worried that if they raise the interest
rate too soon, it will again cause the unemployment rate to increase. There are already millions of
American citizens out of their jobs. The Federal Reserve cannot afford more unemployment (White,
2021).

5. Why Biden's American Jobs Plan would not Work?

Although the workers' low incentives are reversible, it does not mean this is all it takes to make
this enormous plan work the way Biden has envisioned, because the labor force and the labor market
cannot be regarded as the biggest reasons for the high unemployment rate.

An important reason for the high unemployment rate is the fact that most American workers are
not qualified enough to handle much of the technical work emerging industries require (although in
the construction industries, they are also lacking more than one million unskilled workers (Rugaber,
2021)). In addition, the accelerating globalization only made things worse. In the past few decades,
more and more foreign elites from India, China, and Europe came to work in America. Moreover, not
just scholars, unskilled workers are also searching for jobs in America with lower requirements. As
America slowly starts issuing its visas, they will again, come in large numbers. With these new labor
supplies, local American workers are slowly losing their competitiveness. The biggest reason
America's vacancies are so high is that it is not until recently they have just started issuing the visa,
allowing few foreign workers to come into America (“The Curious,” 2021). Still, the vacancy rate’s
reduction is not related to the unemployment rate among American workers, because these job
positions will not be filled by domestic workers. Therefore, these American workers will remain
jobless.

The proper solution for the White House might not be creating more job positions for workers.
Instead, they might want to focus on restructuring the entire supply chain and adapting American
workers’ abilities more to reduce the unemployment rate. For reformations on the demand side are
only useful temporarily, if American government want to make long-term influences, they might want
to change the supply side.

6. What American Government can Learn from China's Supply-side
Structural Reform?

China, however, had already proposed the plan of Supply-side Structural Reform back in
November 2015 and implemented it throughout these six years.

Yet, unlike America, China's problem was capacity. After its once rapid GDP growth slowed down,
the problems beneath that fast pace of development appeared. China was facing overcapacity in low-
end products and insufficient capacity in high-end products. Still, what cannot be ignored is that it
was also facing the consequences of the 2008 Sub-prime Mortgages crisis, which led to economic
recession (Jiang & Gu, 2015).
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Before 2015, China had put all its efforts into stimulating mass productions without regulating the
products’ qualities and all possible externalities. This reckless stimulation caused China’s products
to be low qualified compared to the foreign products and caused massive pollution and environmental
problems throughout China. Therefore, before 2015, Chinese customers bought more foreign
products and the Chinese economy was lagging. Moreover, Chinese government considered that there
were too many companies producing low-end products such as daily commaodities like food and
clothes, and too few companies were producing high-end products like electronic chips, which caused
China's economy and development to rely on other developed countries, like America (Bao, 2021).

To solve this problem, China quickly redesigned its economic strategies. Before 2015, Chinese
government was just like American government, mostly conducting policies on the demand side, such
as lowering interest rates and increasing government expenditure. Yet, the demand side policies only
have their effects in the short run. If the government does not restructure the supply side, which is the
core issue, both unemployment and overcapacity will reoccur.

To restructure the supply side, the government first needs to understand the reason of overcapacity.
In China's case, it's because of the low quality of local products. To increase the products' quality, the
government promoted competition. It gave out policies that have eliminated corruption within the
government, cracked down monopolies and oligopolies, improved the trading system to reduce
transaction costs, merged and reorganized many state-owned enterprises, and reduced tax burdens. In
the long run, these policies promoted the emergence of many tertiary industry enterprises. By
increasing their percentage in the economy, and reducing the rate of traditional secondary industries,
they successfully solved the overcapacity issue, the reliance on other countries, and the slow recovery
from the Sub-prime mortgage crisis (Jiang & Gu, 2015).

What | believe is that, although different in appearance, America's unemployment issue is
essentially like China's overcapacity problem. Opening job positions might only reduce the
unemployment rate temperately, considering these job positions will disappear once the construction
on infrastructures is completed. A better solution might be to increase the quality of American
workers so that they meet the requirements of more challenging jobs. Or, more feasible, to promote
traditional secondary industries that suit these workers’ abilities. The emergence of large numbers of
secondary industries will open long-term job positions for these American workers so they will not
remain jobless when the next decade arrives.

In conclusion, the current high inflation rate is mainly caused by the rapid rebound of demands
and inefficient government decisions. Still, it will eventually decrease to its average rate (between 1%
to 3%) as the supplies of tourism and other markets catch up with their demands. By quickly
reopening its import business and increasing the interest rate for deflation will also boost the process.
However, the biggest concern for the government might not be inflation but rather the intense
unemployment situation in America, with millions of workers waiting for jobs. To fix this, Biden and
his team might want to consider reforming the structure of the supply side instead of the demand side,
for restructuring the demand side only solves the unemployment problem temporarily. Only
reforming the supply side and conducting supply side policies can improve the situation in the long
run.
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