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YRI Monday Webcast. Dr. Ed is on vacation. Join his webcast next Monday at 11 a.m. 
EST. Replays of past Monday webinars are available here.  
  
On The Road. My wife and I are sightseeing in Budapest, Bratislava, and Salzburg. In 
Hungary and Slovakia, we heard about the tidal wave of refugees from Ukraine earlier this 
year. We were also told that many of them moved on to some of the bigger and more 
prosperous countries in Europe, presumably with more supportive social welfare programs. 
Our tour guides said that the end of communism in their countries in the early 1990s was at 
first a terrible shock to their economies, causing widespread unemployment. But then 
Western business interests started investing in their countries. So now they are 
experiencing better economic times and are greatly enjoying their freedom from 
communism. Under communism, everybody worked, but nothing worked, we were often 
told. Both Budapest and Bratislava are very beautiful cities on the Danube River. 
  
Productivity I: Pandemic Shock. Debbie and I continue to believe that chronic labor 
shortages are likely to force businesses to spend more on technology and capital 
equipment to boost productivity, subduing inflation. That’s the key driver of our “Roaring 
2020s” scenario. How’s it working out so far? Not so well: The pandemic made a mess of 
the first three years of the decade; as a result, the past year has looked more like the Great 
Inflation of the 1970s on fast-forward than like our happier scenario. The good news is that 
we still have seven more years before the end of the 2020s, and we are sticking by it for the 
rest of the decade. 
  

 
Check out the accompanying chart collection. 
  
Executive Summary: We aren’t giving up on our “Roaring 2020s” scenario. The idea is that labor 
shortages should trigger capital spending on technology that boosts productivity. The pandemic 
derailed that train over the first three years of the decade, exacerbating the chronic labor shortage and 
temporarily squashing productivity growth. We expect productivity growth to resume during H2 and 
strengthen to peak around 3.5%-4.0% within the next few years. … Boosting this rosy scenario: US 
manufacturers are spending more on productivity-enhancing tech as they expand domestic production 
capacity—which should continue as they move out of China. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgLJvW1Br1j_22GKqzW4T9d308LrMKRW8Dv92s19QhDTW92NhGZ6QQ99jN9d7jg15jf2ZW3gVWFd98czsmW9cVyY_1n1LNyW8df-sl2x8X0jW3c_S8V33NStgW5XkhMJ2VqrHvW7dS2hM8v2yr6W92QRyk5_b4rMW948_GR6S97THW3VWNXx63TPJnMGZddpbm3G_N6vm20P2qRNqW3d5HCb2llRCfN8jw9w5lwJcDW2GXPcL32JZVvN7w3c9PTgngCVD2CDC9cX8n7W2D3lgg1bpqhl36SV1
https://www.yardeni.com/pub/cc_20220912.pdf
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Let’s review quickly how the pandemic derailed the happier scenario. Labor shortages were 
exacerbated by the pandemic because of lockdowns and the slow reopening of many 
businesses. The pandemic also contributed to supply-chain disruptions and parts 
shortages. Productivity rose rapidly during the lockdowns as employment fell faster than 
economic output dropped. During the post-lockdown recovery, many workers left jobs and 
stayed home for various reasons related to the pandemic. For example, many parents had 
to stay home to provide childcare because the schools were closed and offered only remote 
learning. As companies scrambled to reopen, many had to increase their wages to keep 
and attract workers. As a result, many workers quit their jobs for more pay at another job. 
  
For now, the tight labor market is contributing to the wage-price-rent spiral that has spiraled 
seemingly out of control over the past 12 to 18 months. Wages have risen rapidly. However, 
real wages have stagnated because prices have risen as fast as wages. The fact that real 
wages have been flat confirms that productivity has failed to move higher. Nevertheless, the 
recent data hold a glimmer of hope that real wages are starting to move higher again along 
with productivity. Let’s have a look at the data that are most relevant to our discussion: 
  
(1) Chronic labor shortages. Just before the pandemic started, the unemployment rate fell to 
3.5% during January and February 2020 (Fig. 1). That was the lowest reading since 1969. 
As a result of the lockdowns, the unemployment rate soared to a post-WWII record-high 
14.7% during April 2020. Remarkably, it was back down to 3.7% during August. 
  
The labor force participation rate (i.e., the labor force as a percentage of the civilian 
working-age population) hasn’t fully recovered from the pandemic. It was 62.4% during 
August, a full point below the 63.4% during the first two months of 2020 (Fig. 2). The 
unemployment rate would have risen much higher if the labor force hadn’t dropped by 8.2 
million workers from January through April 2020. 
  
The labor force has recovered to a new record high, hitting 164.7 million in August, which is 
only 113,000 above its previous record high right before the pandemic. The growth rate in 
the 12-month average of the civilian working-age population was just 0.8% y/y in August 
(Fig. 3 and Fig. 4). The rebound in the labor force participation rate from 61.7% a year ago 
boosted the growth rate of the labor force to 1.6% in August. 
  
Nevertheless, it’s clear that the demand for labor well exceeds the supply of labor. July's 
JOLTS report showed that there were 11.2 million job openings for 5.7 million of the 
unemployed (Fig. 5). In addition, the Consumer Confidence Index (CCI) rebounded slightly 
from July's low, as only 11.4% of CCI survey respondents said jobs are hard to get (Fig. 6). 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824DyQ9kQw3V7Wycr7CgWswW7bJmC-8mJwkYW1nzm4G4gxhrpW45MFdJ4dBflHW6L3Szk8D5BvTW1K3G4V6GY6WKW6WbbYd5BbrKdW4xwr4s5XPty1W6zD16f6WRx9lW7ycv3025K1GrW8z5TVW22n16pW1z6WH23j4HPfW28z2t-2svPdsW48tgNB3lp1KmW3yf2tL1LhG-VW672b713NZlgGW5yfCMJ8VmQ4BW6GCbqF8Y99NvW6NykTT5HNpl1W4KjnTf1Qx-x-W9h893q3h07b8VDCNCM1-SmxXVH7frB8wV4fXN3sKtFP5tvcWW5F1Pbx518wXCW1Bm8tq69ZnhsVTHR2Y5-YxNyVNl0hv4j2MG-W7hgGfX169f_4W2C2tRC2ZKYmgW1mmbpr1R283XN1tY01snvMSdW3pk5_d9fYm05W1LkSLG121V18W5RBnzM8xgWw8W88b_TW3gXY2lW17Sc1X4p9t3bW5G3-BQ2BNr2rW98fW2r9jnyJmW7YF_rn1B_P6SW898CPb1wCjxKW1K5KsS6P0T_vN2ykdDQFRY3RW8MgBFY7j-0qgW6P9qS-3b0jL-W1Sjj9G8tc8ryW5_S9bF4cp657W2mjPFw2Z-1DPW7Q5Wht6fbgVMW5V9xbR24FGCYW7Mfn3Q1-dn-LVTj9mg7Fs-XTW8k4X8B5D4VMMW5-N4Zg1SZ2QdW6LDVYP4g4zL_W4cCTff56mPmlW5JdJpy4pQ4DPW625c8C8PfNjWW5DbVq27fjBdfVSkSJr1-z4vXW4r62Wt5n2X6zW8_cQwH1MxBsNW8BDYhn19Zsz1W2qwV7l76cfJgW2p757C6lNb_rW18vkxj2TGZKCVyf_XT3h45pbN63G9k0-8xC0VlZYyw8N2p-q33M-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824DyQ9kQw3V7Wycr7CgFzBW9877M51fKw3DVyZpHP8LZP0DW4PCwdR7rGyGQT4SPT1HgY1VW3GNg0T4_8mFZW6kdgp58Mf9tWW8PTMcc1yHnNvW3Z39t28__zgMVvsJZd6cyvCCW4LkFvH8y3HZkW5W_dTl27mLtcW60KR1D4FhzYyW1fN7sK7BVfd9W51Vw-07mnmQmW3zDJdd3j-2gCW49gP1X2m-m0tW7bXnkP92kNP6W3Cdwhx7R5Gk0W5HjmPs4rnSq4W5VNRWw7ctHHsW2XP38Z1DslGSN6c5ydXwlsW5W5xYSm26FfYN6W8cc7Cp8k84GyW4Sg38j7PhjzmW2jDBVM3s-QKCN4lJz7DGNL9DW6vj3Fc7j2CZjT8dk081FPGvW6G7bQy4M1lXkV1ZKP838HxRxW4rnGnt90XSxWW3JF-J15THzLqW15j2wk32yJHLW5nvqkM2SlpmwW63_HbG1Ly5RbW6zFWs05c5XvZW2KtHFP2-CgR-W73MC8V3gQB_jW84X6401757mRW8HMr3K5zp-M0W4ffsGr640-gcN3p3c5XnWYx7W31K2PH7N43VSW5TNbgh8ZxsyMVGCDwm6M9p8RW5x7qsB6Wh2kcW2szyy15hFHS_W8Lg0M_1kTDZbW3fczd-8pDKq3W2-ymQT7Yk6L6V2qrcG1ZwtpNW38FvV1505npbW11lrxJ8ns6FSW7pmLdj5Cqc3jW5mCDms4dzRgQW8140s33bPfplW3PbzsK1DFFPZW7fcDMR2r5xhZW7Dpw3113B7MhW5Ysp-c10ShlNW8dV1q65RvsQ_W6_r4S-2kHwWhW4-QjTx6wVb2mW1Rmns24yPDKrW4T5Jjd2Fx-n2N8Y3ynqjsLzFW6PfxwN42_Xd93jPr1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824DyQ9kQw3V7Wycr7CgRXBW7Q5VfM3xjBRrW73T3D95BWgZHW5pFl4Z8CvhSgN2WQq25XtjvlN2BG2SPLRV-YW49C2kx5Vd6WfW2C88Cq59kp2VW5m8tcr2j5fHTMQJSGxjGpv8VTdVbq631vfzW8WKsqx14S_h5W3ZX-wN6V2vZFW3g25w38H5qj8N2Ljy1kb3tZvW6Fwj1_5Lk2MSN2pFFHvzgQtyW6Qv_v84B7JpnW6fWNzf5JP5lmVZx55B8gRB2RN2f13d41zYvJW1XlNRK38N6JmW8DhfXj4lc_wxW2fzcm_5Wtf2ZMVWPddmBpC3VN0smm32lc9HW14FmFl3bVPz2N478YNdMyPqzW5rWM0k4Q8dDSW7jcGsm1fvgGVW8-Dhwr6yxF4SVqjzhk6J1_Z2W35fqm21s7fZsW4QD02J4Z-VY4W7h8MxB86DdYfW8sq2MT5ssnQLN3zVL4ZdkJfFN5RyqsWTcls_W3HrnY94t6RgGVhlB8s5xcP3ZW1l1tZv5F1yllW6dSwJ61NMgtGN33Bf53Kz6z4W7qsJ6S7CpJQnW1s4ZBp1F_dkFVTSrDQ1LjQQQW27gf0z2Wp5XsN7QKHQGfxpS2W6d1mq26qRL1CW3fs_nP8RR2vsN18BLjt7csrwW3-H-8f2fjJ5JW32CV5t9hSNWDW2JxT9M6WJ3lpW8nRlFm3SxT5DVDBZ127K4J_qW5nM4_43dJsPpW5HFNJC8RMD8vV10V3j4QRk1zN35d6qHzFsQRW4MphcC8LSH4VW7_7jk77RPFVpN2cHML4fcZNDW6TkDNM4GTL_TVJ56_v1LqY5QVtdpk99kP46mW1ClQ-w1rrbVYVDFvSH2Ns9ZNW2GZPcc5qY_n73hWz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824DyQ9kQw3V7Wycr7CgQDcW2Bf8qZ3NzSRDW3s2yyl1wJqjfW7j3QTL5VSBRwW1LtGK912lVPqW3-KdBX2YzgYFW5h0vzZ5ZTHv6W2VT5pw61ggy-W1-PsKw1_6RSxV_DC0p1qvYGlW23s-NX5YzDF9N4b5lxqqgJJsW2l7jhd53RY_RW3VjmJx8HyLH1W51slX54FTWySV8v3077ykRVkW7Jmrf45fn1PvW64Bpz-7hXkWfW5Nxqb18bgbBcW9jYBPD1p4jt8W701zlY3902xWW53HNzB5RPj47W15jLSw2dpqnpN3MGRSCVbmgyW3GtF3W872pZRW6xkGGM2vWpzwW2BMwM574-jl-W8LynDy3990fkW76yh5z48yF8QW6wdmQt318CYtW570p0F476J07W7Pms8529-xGtW73RZ6N8QkmqYN3ytP7Cp5rQyW7dSJl78tTLYGW1ftQ0V5_5R1rW5M6fnh8zDX0SVTbTpT3cW5xtMjNzfCfBCGHW5mcclc7KF9NPW59SSss15H0P8VWtc687_8cd9W1QQyS03drwx0VL6T2F4RLXlZW95WtqC5Rm-j3W6MRsNd1dmfGPW8BRZNW4SZPn4W4gVYJr28yd9pV6HfVy3fHqcVN7BFBMmlZd8FW5MTH2C4TnZTKW8ZzxY466DhnjW9cskfW8Y5sK4W4QYw-47MjfgkW179R6t6jvD31VGn07F2FJFphW3THnsm1ByyQRW2qDx9p2F89spN6CZ3403bx4JW7LgQSk7KLfXZVLvNnK77jK3lW3G_jfW5_tR_nN8NVkhLZ7g46W4bGByS3L8MW3W5r6Z6X8N4vyJW6WsWDj2cbyDvN12YzQ3c_8CgN3PZ8Xfn9-CrW2srVzs3bf4Hw31st1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgPj8W1yx2pL1WKGkyW7NJJrw2lt-mrW57L-c85-m1mdW4LVX5H5wzYmGW8MllhG6Y3mR6W1kC1JD4fD1v9W5bY5gY5_8fVBW1jQ5CW7QycwMW79q2mD2RdwwMV3Zb4L8FZjZ1V2SGR284LK3ZW30x3HY131t3RW8kDzsJ5xcddkW20RJdn7cFvN6W9cXF6j3hBwqYW3_1fQl97PSNhW1f1mDM16b_4CW1Gf1cR5DH-thN6WYzkBBdxz5W8NpClJ1zXZ3pVL62hk5Hfw_zV60-kP6h2DFz37-p1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgQ68VCKtX654CVJBW7Y1Y2F3CrH36W2YX9Xw4Y1Z0RN2n4_xLg5pV7W7HC77c5_q-XQW1_NNVB3CtMG3W73dpXr4PPYcSW7kRNX62_Rr-pN11nVMwxSdnKW3x_5yN6tnSfmW7z69-x91hrpsW7SZrjr4w8vQqVL8Wq06RTqyyW55Zw-m95Lg75W3PfCl_7__tnnW69_l5h5sg_R_W9j5d2t2d76CzV5tsG_3DfnxqW5xX9-N6zChzhW3cg_678f6FqcW8tX5v59b2R0JN8nVtTXwMmwB3jfX1
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The percent of small business owners saying they have job openings has hovered near 
50% for the past 12 months through August. 
  
(2) Productivity hits the skids. During Q2-2022, nonfarm business (NFB) productivity fell 
2.4% y/y, the lowest growth rate since the start of the data in 1948 (Fig. 7). That’s partly 
because productivity jumped by 1.9% y/y during Q4-2021. And that’s because real NFB 
output, which closely tracks real GDP, rose faster than hours worked right after the 
pandemic; but it has slowed in recent quarters relative to hours worked (Fig. 8). We expect 
that productivity growth will recover over the rest of this year and through next year as NFB 
output outpaces hours worked. 
  
(3) The big picture. The growth rate of productivity is very volatile on both a q/q and y/y 
basis. That’s why Debbie and I keep track of the average annual growth rate of productivity 
over 20-quarter periods (Fig. 9). That data series clearly shows the productivity cycles since 
1952. The current cycle bottomed at 0.5% during Q4-2015 and rose to a recent peak of 
2.0% during Q2-2021. The big drops in productivity during H1-2022 depressed the 20-
quarter average to 1.3%. 
  
Nevertheless, we think that the current cycle will boost productivity to 3.5%-4.0% once our 
Roaring 2020s scenario gets going over the rest of the decade. That might sound like a 
stretch, but it is consistent with the peaks of the past three cycles in productivity growth. We 
certainly don’t expect a repeat of the collapse in productivity growth that occurred during the 
Great Inflation of the 1970s. 
  
(4) The real Phillips curve. During the 1970s, the labor force grew rapidly as the Baby Boom 
generation started to enter the labor market. Tight monetary policies back then depressed 
the economy and pushed the unemployment rate higher. 
  
Historically, we’ve found that a high (low) unemployment rate is associated with weak 
(strong) productivity growth (Fig. 10). Nominal wages do rise at a faster pace in tight labor 
markets, but so does productivity, which is the ultimate determinant of real wages. This is 
confirmed by the average annual growth rate of inflation-adjusted hourly compensation over 
20-quarter periods, which tracks the comparable growth rate in productivity (Fig. 11). As 
goes productivity, so goes real hourly compensation. 
  
The macro-economic textbooks all discuss the Phillips curve, which posits that there is an 
inverse relationship between the unemployment rate and wage inflation. Phillips curve 
discussions almost always fail to incorporate the inverse relationship between 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgN9FW4F5v-96zSg6QN5hvNSy63rcYW8Kdld871gy27W2DYrCt17w5qZW2bZkbb5Pl8prW2pqy8Q12t1fWW2knm_p5cxgpDW1wWgHm44KqkPW2x1GPN8Q4Yf8W8Lhd2610ms5TW75cYs27RqMKBW8ZWfpN1zDmSGW5_YkLB2glrbHW48P4ZF8rYqh5W5Sw5mq35r2BxW70hJ9x7CkCP9V2VCFf3n3cBWW1C8zlg5MPpKwW5v5Lv84rj85KN8X94v728XVmW16mDMP355QL3W6k31S55cYfbW2wD1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgKW4W4BmCVD6hKsq8N3zhNwl70bptW8wLpxh7z37hWW3xgF136-zK8YW3-pkP14mMl13W4GksRY43L3PNW2LW20s6nnWQJW3qhW_j2g61R7N7pVNjD2NvQvW4Hld5X1Ch0lZN3p8YNXQCkRqW3Khr7G6DfkTWW2qgD9M30r26CW8sYZfj26f6vXW4XslqT6q1z2GW3MJxW03B7vxnW48ZcDc6QHgmJN4TcgqD1STC7w1ZfFW5SXqW6LQZhC5-G1HsW5RXkVR7DD_1bW46F-Bl7f6x0R38t-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgQHpW4kMtjR19H3W4W4GTDgn3J-7xGN7tWKtXsWy9yW3ZH0gC69Z6tFN8chLDMYC4CkW8mTvDg5gdzxLW3wbxyX2nS2S3W3srcxk62FJ0WW1lz5Zg6ydTvzW297wsX2VhmgDW50Dc6B8f-w5bW1tBN2l6cSYstW6mV3hF8h-d8DV4-T0v4R31dZW10rWtT6kG8VgW6PVCDN2_CGJnVlssZ_5gQggmW8SqXXT3jv2MJW2zp5VB8zPs4rW3Ljw-g1nj1ZDMm-4V942-HnW5K8bFV3Wq5pM3mGS1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgC-vW7KllHB1798SdW8SQMxd8Z45NmN676yZks1-VYW2mvnyn1kpS-sW1b87Z860pJdxW86mN1d34r-xkW8ntlqC79GKwbW2_r56_7Ss8bcW6_nkPm2nQhHfW7tQJ7Y6hT0xkW5LFpq73WKsvqW5rJ8w27hKC7sW9fGrxj5zN9ySW4TqvVs7B2dR1W8N41sb28c5DXN7J7rQgDQJnqW554NCs6RGX7cVDjT6F2_5ZmmW1Nf9M78BrXnRW2X0bJ_4tp5X6W3dQh6g6jDyhdW5PJ7Vp7SZgMK3kcJ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgDD3W2k7r4c5Q8l9GW9lsZ5C4dW56LVFhDRk5lj0bfVcbx3H2Q9zQVW6fXhrT8FPCJRVx7WFx3sZJ8yW4M3yCJ5Xfx_4W5yy_x27l8-X3W8VnQzK4G-qJhW8BWsnX6JryyxW2Chf7g4gJQn5W5Y0Mb56x7czXW4kFVKV81zcp4W4rs2SZ4k2LKSN4XrNdY4X7cNW6tXbVW4yD7B3W2K3tM04WdkQxW4fHRcR97bLDrW21gvgC3JLLYvW6RdJZf1m792CW4cz6Yr4PsH8sW97Dvkb2DkCVf3pn-1
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unemployment and real hourly compensation. The latter tends to grow faster (slower) when 
the labor market is tight and productivity is growing faster (slower) (Fig. 12). 
  
(5) Inflationary consequences. The pandemic has scrambled the economy. The labor 
market is very tight as a result of the excessively stimulative fiscal and monetary policy 
responses to counter the depressing impact of it on the economy. Wages have increased at 
a faster pace, but the result has been a wage-price spiral with inflation-adjusted wages 
stagnating for the past year (Fig. 13). Inflation-adjusted wages (using average hourly 
earnings for production and nonsupervisory workers) was flat over the 12 months through 
July. Real hourly pay should resume its annualized average 1.2% growth trend (which 
started around 1994) as the pandemic’s adverse impact on productivity dissipates. 
  
The wage-price spiral is a wage-price-productivity spiral, as we saw during the 1970s. 
Productivity growth collapsed back then. The labor market wasn’t tight, but it was 
significantly unionized. So the decade’s food and energy price shocks were almost 
immediately passed through to wages by cost-of-living adjustments in union contracts. 
  
This time, the pandemic exacerbated the underlying chronic labor shortage and temporarily 
(in our opinion) depressed productivity, sending prices and wages soaring together. 
  
There is a very strong correlation between the inflation rate of the implicit price deflator of 
the nonfarm business sector and the inflation rate of unit labor costs in the sector, i.e., the 
ratio of hourly compensation to productivity (Fig. 14). This relationship is more significant 
than that of the Phillips curve—in that sense, it’s the “real Phillips curve.” 
  
Productivity II: The Manufacturing Problem. It is widely believed that services is the 
economic sector with the worst productivity performance. That’s not correct. The biggest 
problem has been in manufacturing. It started at the end of 2001, when China joined the 
World Trade Organization (WTO). Prior to that event, manufacturing productivity almost 
always grew faster than nonfarm business productivity (Fig. 15). Since then, manufacturing 
productivity growth has dropped significantly. Since 2014, it has stayed mostly below zero 
and below the growth rate of the broader measure of productivity. 
  
From 1948 through the end of 2001, manufacturing production and capacity expanded at an 
average annual rate of about 4.0% (Fig. 16). Ever since China joined the WTO, 
manufacturing production and capacity both have been flatlining. 
  
The obvious explanation for the stalling since 2001 of US manufacturing capacity—and 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgD6cW4_q2HV72d916W2BXtRf2FDV0RVzfBB61pN_0FW2XS-Zg7L15-LW3yfldD1Sxwp5W8bbl0g4mpgSdW4xknCH2mdlfNW8yHvqX8hKB1NN923g19dppXQW5w19FS78c9Q2VPYt281D3Vn8W1NhZ-f1qZGyMW3pDQfS7jQ6FZW5kfz3H37_Rz3W4kBhLd5jRW50W1QYT2v1mJBW_W3z5rJQ695yHrW8YnM417QZvKLW6khK6m8t5ndgW6-Xkq03_kYqZVVjWv55P_VD2N6ccHM4XJB0Q376S1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgQTBW6BHQC87MYMLwW177k7s47zJHMW8KZP157w__p-W8_F83375kbZSW1nNDCC59txgNW1xHPdl1T9Y82W6JgtM-6FFcNWW86sKDq2SVsn7VMrNx_33tG9tW8lClWD17QCDSN4V4nSplvhgXW8xzd132DqmYCW30nbwl2SqJg5W5st2d724gTBbN5GLQJ7XSnqDVNPBfd3QvnrhW7HHLD91_cnw-W4jlk7Q8WCbs-W8r4v173NNZQWN3cVRZYH91RrW2tkhzM5FHrXjW3nmG0_6Hl0R03mXf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgYDwW7RN8Ct6DD4t6N4HcKGvrTjGZW6rYCM-8mCQPSW5NXNgr8pBR4LW4RQrhp4WltrQW2qHjdx8VDPqtW4j2mFF2PCYmKVDZZm310J30vVvTKV93JKMl8N2wQ9RQRLjqFW396Zf77TPJ44W9cyfPW8_kQFwW2R1S7V23s1LnW19vXyZ8_SGhzW2R7yWZ3wNlwFN24D-CnBbgq_W7KLB7f3b6S8NW4gwp-Y6q93FPW5KvS1f8kB4BYW8t4Q-D1zF9kRW7M8bxG2Y1QG1W21TY_k2nWjn73dQ11
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7Cg-hCW8-sp_F1kw7TlW5bbWD01SNV0-N4MTC4Md_9sWW8pghY61Gzkb3W8cyzd567wK50W2rJM2l7DNCHxW4BBbLf8Qxs-bW4z9TmL6fWRPSVnVrG51Cy3-HVrj0xg3Cbr-mW8CK5_13CBSGZVdnHgj5z1x-yW50fJYQ4tYgWcW6F_Yzw4xg75xW3QXpLr3KBVCsW5NQH0Y1MHYSfW2gysj58_l-M1W4Ylh4D3d64ytW1vzhN_3l9_vJW4nN2XV44v29DW8xhHkM1W3xDBVJtHSN10jBwJ3gJk1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgFkVVZ8Pfh4dzlRKW1gfFfc8vry47W3cvmR42XD6XpW1hrzwY5wXqspW1nphx-3MSsksW71jvky1R5VwCN76zhL-z0xkqW3W8FnK5ZvhlfW2Zdj088-4s7-W9kjLXG3DQ9rYW3qn2ml1XyXrVW5dmzy76bkKSFW4tPJhz63Tx2YVFjxbH2fp9kXW5P3q8r8FpWwbW5YsDxx34C7MrW91frRC7pNLd7W2nzrCh1CYFtnW7f5c146qh8zVVXGMr-4mM8n4W1fpbqH3YMHpXVdbm4H6FNBKh33361
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subsequently US productivity—is that lots of manufacturing capacity was moved to China 
after the country joined the WTO in late 2001. 
  
Now the escalating Cold War between the US and China may very well cause more US 
companies to move their production out of China and back to the US. The Chinese 
government’s increasing hostility toward capitalism (i.e., property rights and the sanctity of 
contracts protected by the rule of law) and terrible handling of the Covid pandemic also are 
likely to stimulate more onshoring by US firms. 
  
There isn’t any evidence of this happening yet in the monthly manufacturing capacity data, 
which remain at the same levels as when China entered the WTO. Nevertheless, some 
indicators suggest that manufacturers and other businesses in America are expanding their 
capacity domestically and spending more on technology and capital equipment to boost 
their productivity: 
  
(1) Technology. Over the past seven quarters through Q2-2022, technology has been 
around a record 52% of total capital spending (in current dollars) (Fig. 17). 
  
(2) Capital equipment. Over the past 24 months through July, new orders for industrial, 
metalworking, and material handling equipment soared by 67% (Fig. 18). Some of that 
increase reflected higher prices; but even so, the real increase undoubtedly has been 
significant. 
  
(3) Factories. Construction put in place for both manufacturing and commercial structures 
rose to record highs during July (Fig. 19). 

 

Calendars 
  
US: Mon: Consumer Inflation Expectations. Tues: Headline & Core CPI -
0.1%m/m/8.1%y/y/0.3%m/m/6.1%y/y; NFIB Small Business Optimism Index 90.1; Federal 
Budget Balance -$230.0b; OPEC Monthly Report. (Bloomberg estimates) 
  
Global: Mon: Italy Industrial Production 0.3%m/m/-0.4%y/y; Spain Industrial Production; 
UK GDP 0.3%; UK Headline & Manufacturing Industrial Production 
0.4%m/m/1.9%y/y/0.4%m/m/1.6%y/y; UK Trade Balance -£22.3b; Japan PPI 
0.4%m/m/8.9%y/y; Japan Machine Tool Orders; Australia Westpac Consumer Sentiment; 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7Cg-_5W62N9Jq2p2QqfN5DJBqv_qy5MW2CCbPz8dnlkGW6lqX_Y6BZHxkW6873zr3_L_dHW10F2tR83ZSPdW7mNBlG3FxsTKVpY1Wy1V2vxyW5Y0nzx9gJQjfW1r_FPK8cKyM2N6psfxr5RWdZW6PYwF_87hF1fN6X0z4cqNYmZW3_npRy8rN640W7J8xKx3hfbkWV5ZlN61-T5CxW6gYjhH5f8GdXN5lGsJ0kZK7LW8PW8d28_LN42W4Hd8Yq1Pd5wrW7D6x9H6L4dQqN55G3tgGJVhk34Zg1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgRr7W3TsBz-3Cg9djW6D7PRK4yF64RW3yK3NV76v3lCW2WTbfg55RKXXVT7VKy9dtBPgW6Kg3mC6VVY3KW72yC0X5BdCqLW19__w53y9-w9W753M_-1D9zlvW5LBRl64rjbbkW6S1x3-30Sg58W4PCqzN4pT_BfW6b7qcq4hpNs_W4QdBP66rnLJHW6Lj4ft4xDsdPW2hsWdS3mb2CFW27kbFF1dN6-pVxPWQJ2V4nzkW9g9Jb_5m5-3bW2xmkC74YZvyWW5yZYNq4M1X7VW884ZnQ3ZGCqW2Ls1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgBNNVVNT3R5TZ0_tW6zcCZj8DHybqN2-WH-F-GNqFW4zqcm43vQ20MW6w7zyR41KGtCW8gSjF01Xf76tW5jQ7cM7Z24tbW7jPw8l8hZW63W9lJSlt3X1lYcN80wd49bns9-W82J3-N28BjWGW7JPk_78HjCTpW4J0lfS6wLVCbW4gsY-Q23ZbHwW84fPVz4KjYc-W6bB2-J2g5rYJW4rGyTX40ydyhW6_hXz_1xLRZtW91X0NW7M6nM9W2qNgyF99k1rQW81pFZ84rn_WPW2HKpcl3Z29vS3mLY1
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DeGuindos; Schnabel. Tues: Eurozone ZEW Economic Sentiment -58.3; Germany ZEW 
Economic Sentiment -60.0; Germany CPI 0.3%m/m/7.9%y/y; Spain CPI -
0.2%m/m/10.8%y/y; Italy Quarterly Unemployment Rate 8.1%; UK Average Earnings 
Including & Excluding Bonus 5.2%/5.0%; UK Employment Change 3M/3M 256k; UK 
Claimant Count Change -13.2k; UK Unemployment Rate 3.8%; Japan Reuters Tankan 
Index; Japan Core Machinery Orders -0.8%m/m/6.6%y/y; Bailey; McCaul. (Bloomberg 
estimates) 

 

Strategy Indicators 
  
Global Stock Markets Performance (link): The US MSCI index rose 3.8% last week as the 
index skirted dropping back into a bear market again and finished the week at 16.1% below 
its record high on December 27. The US MSCI ranked fifth of the 48 global stock markets 
that we follow in a week when 37 countries rose in US dollar terms. The AC World ex-US 
index rose 0.7% and remained in a bear market at 23.9% below its June 15, 2021 record 
high. Nearly all regions rose last week. EM Latin America gained 2.3%, followed by EM 
Eastern Europe (1.6%), EMU (1.0), and EAFE (0.8). EMEA (-1.5) was the worst performing 
region last week, followed by EM Asia (-0.3) and BIC (0.5). Turkey was the best-performing 
country last week with a gain of 11.5%, followed by Argentina (9.4), Peru (5.1), Chile (4.4), 
and the US (3.8). Among the 17 countries that underperformed the AC World ex-US MSCI 
last week, the 5.3% decline for Pakistan was the biggest, followed by Norway (-3.2) and 
Korea (-2.5). The US MSCI’s ytd ranking rose four places to 21/49. After lagging for much of 
year through July, the US MSCI’s ytd decline of 15.6% remains less than the AC World ex-
US’s 20.4% drop. EM Latin America is up 3.9% ytd and is the only region outperforming the 
AC World ex-US. The laggards: EM Eastern Europe (-85.6), EMEA (-34.5), EMU (-27.2), 
EM Asia (-21.9), BIC (-21.6), and EAFE (-21.3). The best country performers so far in 2022: 
Chile (33.2), Turkey (32.9), Jordan (18.2), Argentina (12.9), and Brazil (8.8). Apart from 
Russia, in which investors have lost 100.0% of their investment this year, here are the 
worst-performing countries ytd: Sri Lanka (-60.7), Poland (-43.7), Hungary (-42.5), Austria (-
39.0), and Egypt (-38.9). 
  
S&P 1500/500/400/600 Performance (link): All three of these indexes moved higher for the 
first time in four weeks. LargeCap rose 3.6%, less than the gain for MidCap (4.4%) and 
below SmallCap’s 2.7% rise. All three indexes moved further away from their recent bear 
markets. LargeCap finished the week at 15.2% below its record high on January 3. MidCap 
is 14.2% below its record high on November 16, while SmallCap is 18.6% below its 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgFd6W3BJ67K7F8K5KW4Pn1wv1YFbnrW7DSGz94PBdKcV59m0-11n0j5W1Jdt0W6CnM7NW3H_07d3PTVzhW8B0vQT8XmgXSN1c-MyPB5fd1W4lysp23j9Q9hW3zcpWL7BDgqYVXBBP66kvJgYW8y6c-j9gySpCW3s7Ngx1JwML0W4cfCGD5GL8dQW7L8pnM1v6LWsW9hpvzx7Qkw_yW47P3XG5llT7nW4qz7My2QhbCDVXC4ks4_h0PgW50mgXp7X6TywN6H_yhNdbQ6pN1Qx6nxYWPVy3nWz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgCtnW369h7t27S80QW5y-0zB233XcCVS3gKq3CL9DkW7GC2Q_4g2D5jW5gLvYP3FSyNCW4_gnWW2SYpK2W7kgQxZ7vnm8TW2MnMzl5K_t32W7J7n5G8fMV2kW1C_ghv2fCk8TV_qhv42LQGv8VHYvb_6NPZFHW6K2JKh31vr3NW451BJ05l5QJdW1hv25H6PhZ57W97t1g32Z58V6MPD01SLBDC_W1sZrz05YY1VWW3v1nlN7gc6QlVQZtm_2nL2VLW5f2g636h6mrtW8RpGW52qj1Zz3lB51
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November 8 record high. All 33 sectors moved higher for the week compared to all 33 
falling a week earlier. MidCap Materials was the best performer, with a gain of 6.0%, 
followed by MidCap Health Care (5.8), LargeCap Consumer Discretionary (5.6), MidCap 
Industrials (5.1), and MidCap Consumer Discretionary (5.0). LargeCap Energy (0.6) was the 
biggest underperformer last week, followed by SmallCap Energy (0.8), SmallCap 
Communication Services (0.9), and SmallCap Utilities (0.9). In terms of 2022’s ytd 
performance, LargeCap’s 14.7% decline continues to trail MidCap’s (-12.1), but LargeCap 
moved ahead of SmallCap (-14.8) in the latest week. Eight of the 33 sectors are positive so 
far in 2022, up from four a week earlier. Energy continues to dominate the top performers: 
LargeCap Energy (44.8), SmallCap Energy (41.8), MidCap Energy (40.6), LargeCap 
Utilities (7.5), and MidCap Utilities (0.7). The biggest ytd laggards: LargeCap 
Communication Services (-29.7), SmallCap Consumer Discretionary (-26.3), SmallCap Real 
Estate (-25.0), SmallCap Communication Services (-23.0), and LargeCap Tech (-21.5). 
  
S&P 500 Sectors and Industries Performance (link): All 11 S&P 500 sectors rose last 
week, and six outperformed the composite index’s 3.6% gain. That compares to a 3.3% 
decline for the S&P 500 a week earlier, when all 11 sectors fell and six outperformed the 
index. Consumer Discretionary was the top performer with a gain of 5.6%, followed by 
Materials (4.9%), Financials (4.4), Health Care (4.4), Real Estate (4.1), and Utilities (3.7). 
Energy was the worst performer, albeit with a gain of 0.6%, followed by Consumer Staples 
(1.9), Communication Services (2.9), Tech (3.2), and Industrials (3.4). The S&P 500 is down 
14.7% so far in 2022 with seven sectors ahead of the index and just two in positive territory. 
The best performers in 2022 to date: Energy (44.8), Utilities (7.5), Consumer Staples (-4.5), 
Health Care (-7.7), Industrials (-10.3), Financials (-12.4), and Materials (-14.1). The ytd 
laggards: Communication Services (-29.7), Tech (-21.5), Consumer Discretionary (-19.9), 
and Real Estate (-17.2). 
  
S&P 500 Technical Indicators (link): The S&P 500 rose 3.6% last week and improved 
relative to its 50-day moving average (50-dma) and its 200-day moving average (200-dma). 
The index closed back above its 50-dma after falling below a week earlier for the first time in 
seven weeks. However, it closed below its 200-dma for the 29th time in 31 weeks. It had 
been above its 200-dma for 81 straight weeks through early February. The S&P 500’s 50-
dma moved higher for just the sixth time in 19 weeks as the index improved to 0.8% above 
its rising 50-dma from 2.3% below its rising 50-dma a week earlier. That compares to a 23-
month high of 8.7% above its rising 50-dma the week in early August and a 27-month low of 
11.1% below its falling 50-dma in mid-June. The index had been mostly trading above its 
50-dma from late April 2020 to early April 2022; in June 2020, it was 11.7% above, which 
was the highest since its record high of 14.0% in May 2009. That compares to 27.7% below 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgPCTVNwsbd5gf3FkW16zcT-4rjjYQW2cW1Ym93ClJ0W6pc-0_1gPFnHW5hT_rN4C1-9WW2rBhhs1dhx01VvJLHl7J07s0W8BVP7b1yPmdxM9C6G3n5tB2Mmf5FStvh-xW3X-wSj7TKsbsW8SDCPN73bBqDW7vxSWt5bmR0zW6CVty41QW_K-W2l3gB42T4988W89Qy0B8PNdKKW2-8T0p63YXY1W2cYB4v3D1NwzN8JRJ48Yqdp9W29XQF14pNS5gVlZQbN8tT2_HN1CTnL4Cfnsd3n-J1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW_v_k40VSHVW6bP_302-kbdQW1HN78y4PRgs4N824Dz53q8_QV1-WJV7CgB1mW2ZZzrB47wvKvW5Hyf372Q37jwW5RDqNQ2WgxR2W2pZ0Kg8qbH_rW77y5T34qqJ5TW4C4-j75jhT-kV_gBcp7RY4GNW3zqy385G1Z81N9c_nXN3ndzTW39y1Qj73fYQLW29tx9T3QpYd1W26NqSs29zS6LW75PlWz8mtjkTW7RfNtJ6JvslNW5fwm-51bnK15W1Rfj8Z8WhMdqV2QRwF57tw86W2Rdsnv4CvMtLW5FXkJk639dgJW2q-dLd8HRx2pW1mTVn85D84q-W3LStsJ4r5tQd33Yy1
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on March 23, 2020—its lowest reading since it was 29.7% below on Black Monday, October 
19, 1987. The price index closed Friday at 4.5% below its falling 200-dma, up from 8.2% 
below a week earlier and down from an 18-week high of 0.8% below in early August. It 
remains well above its 26-month low of 17.1% below its falling 200-dma in mid-June. The 
latest reading is down sharply from 10.8% above its rising 200-dma in early November. That 
compares to 17.0% above in December 2020, which was the highest since November 2009 
and up from the 26.6% below registered during the Great Virus Crisis on March 23, 2020—
the lowest reading since March 2009. At its worst levels of the Great Financial Crisis, the 
S&P 500 index was 25.5% below its 50-dma on October 10, 2008 and 39.6% below its 200-
dma on November 11, 2008. The 200-dma declined for a 19th straight week, albeit at a 
slower pace. 
  
S&P 500 Sectors Technical Indicators (link): Eight of the 11 S&P 500 sectors are trading 
above their 50-dmas, up sharply from only two sectors above a week earlier. Utilities 
marked its seventh straight week above its 50-dma and Utilities its fifth. All 11 sectors had a 
rising 50-dma, up sharply from five sectors a week earlier. Looking at the more stable 
longer-term 200-dmas, only two sectors were trading above, unchanged from a week 
earlier. Energy was above for a 51st straight week and Utilities for a seventh week. For 
perspective, at the depths of the Great Virus Crisis in April 2020, Health Care was the only 
sector trading above its 200-dma. Just three sectors have a rising 200-dma, unchanged 
from a week earlier: Consumer Staples, Energy, and Utilities. 
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