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An unusual aspect of this long business expansion is the consistent rapid growth in employment.  
The monthly increase in persons on US payrolls has been around 200,000 (in February, actually 
300,000), when standard demographic projections indicate that a mere 100,000 would suffice to 
sustain the rate of unemployment at the current decade-low of 4.1%.  Also surprising is that, 
despite shortages of skilled workers, the rise in aggregate wage rates has barely budged, and core 
cost-of-living increases remain below the Federal Reserve’s 2% target. 
 
Rising employment leads to higher consumer spending, and higher spending leads to rising 
employment, in a virtuous cycle.   But since the pool of employable people is limited, sooner or 
later this cycle has to slow.  The question is: when will our Goldilocks world change?  Obviously, 
any change would be for the worse.  From the top of the mountain, all paths lead down.  But some 
paths may be steep and others gentle, some prolonged and others short.  Which of these outcomes 
seems most likely? 
 
The most probable reason for the employment boom to subside is that the supply of employable 
people is gradually exhausted.  Sizable segments of the population will remain outside the labor 
force.  The retired and the sick (including the opioid addicted), the students and homemakers, and 
the disabled and the convicts are unlikely to become paid workers.  Current political debates 
suggest that immigration is more likely to diminish than increase.  Changes in the social safety net 
(some to enlarge it and some to shrink it) will not alter the size of the labor pool.   
 
Some wage rates may rise faster to stop skilled workers from “jumping ship.”  However, 
widespread wage-rate increases are doubtful, given the weak bargaining position of most 
employees, including professionals such as doctors, lawyers, professors, and journalists, whose 
jobs are threatened by automation. 
 
As employment growth ebbs, so will the growth of household incomes, followed by the growth of 
big-ticket, credit-dependent consumer purchases.  Automotive and mobile-phone sales are already 
slowing, while home sales are impeded (however modestly) by higher mortgage rates.  The same 
may happen in high-cost services such as luxury cruises and cosmetic surgeries. 
 
As it is, consumers have already been outspending their increasing incomes, dropping the 
household saving rate to near all-time lows.  (For the moment, this is obscured in the official data, 
which are adding the estimated annualized value of the new tax cuts to disposable personal 
incomes.)  The implication is that, sooner or later, the growth in consumption will slow. 
 



Consumption is nearly 70% of GDP and has been growing faster than overall GDP.  Slower 
consumption translates into slower GDP growth, especially since disappointing sales trigger 
reduced business inventory accumulation and investment.  A sequence of this sort seems likely to 
develop later this year, although a year ago, I thought it might have started by now. 
 
There is little choice but to engage in watchful waiting of the relevant statistics.  These are often 
messy and conflicting, with large monthly changes, as recently in wage or labor force participation 
rates, that tend to “average out” soon after.    
 
Until a slowdown is clearly visible, and as long as stock price “corrections” remain temporary 
rather than enduring, the Federal Open Market Committee (FOMC) will keep raising its target rate 
by ¼% every three months until a high enough level is reached to allow a significant lowering, 
without running into the problem of the zero lower bound.  In fact, some members of the FOMC 
may urge more frequent and larger increases, especially if inflation inches higher.  But once an 
economic slowdown develops (or stock prices tumble), the FOMC would quickly stop raising rates 
and conceivably lower them.  All this presumes, of course, that the president does not publicly rail 
against higher rates or nominate to the Federal Reserve Board low-interest-rate advocates, whom 
senators would find politically difficult to oppose.  
 
The expectation of higher short-term rates is already embodied in longer-term Treasury yields, but 
if future economic and political developments suggest higher-than-expected and longer-lasting 
increases in short rates, then longer-term yields might rise further.  Once an economic slowdown 
is perceived as impending, however, long rates might actually fall, as the much lower government 
bond yields in Germany and Japan suggest they should. 
 
As this note was about to go live, it was reported that, next week, the administration intends to 
levy tariff or other restrictions on a wide variety of imports from China.  It is to be hoped that this 
is merely a bargaining ploy and that the barriers actually imposed turn out to be minimal from a 
macro-economic point-of-view, as did the recent tariffs on steel and aluminum.  Even so, the news 
that huge disruptions of global supply chains are being actively considered by our government will 
tend to paralyze the investment decisions of large companies, cutting profits and employment.   

Humanity has traded since time immemorial.  To accomplish this has required developing means 
of long-distance transport, overcoming language and cultural differences between buyers and 
sellers, and finding ways to price the exchange of often novel products.  No wonder exports and 
imports feature countries’ most desirable and innovative products.  No wonder, also, that disputes 
over valuation are innate to human nature.     
 
Although most scholars believe that foreign trade is beneficial, it remains problematic to whom 
the benefits accrue and how that division is made.  Trade can be and often is disruptive, as imports 
displace goods and services that used to be home-made, thereby wrecking the livelihood and lives 
of the producers.  Many of the benefits will be fully enjoyed only by future generations, while the 
pains will be felt mainly by contemporaries.  Striking a balance is impossible. 


