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US Economic and Investment Perspectives 
Manufacturing Will Determine 
the Speed of the Recovery 
While estimates for 2H09 US real GDP have 
climbed to around 2.5% in the last few weeks, there 
is still a broad consensus that the US is set for an 
anemic recovery, not only in the short term but over 
the next few years. The outlook is so cautious 
primarily because analysts expect consumer 
spending to remain hesitant, as a result of serious 
reductions in household wealth, continued balance 
sheet strains, weak labor markets and the need to 
shore up their sagging portfolios by saving more.  

This view carries a certain simplicity that is hard to 
argue against. Indeed, with consumer spending 
accounting for as much as 70% of GDP, according 
to some measures, it would be nearly impossible for 
the US economy to expand at a pace much faster 
than the underlying trend in consumer spending. 

Yet it has one fundamental flaw. Real GDP is a 
measure of output and not spending. History clearly 
shows that real growth is not purely a function of 
how much is spent, but rather of how much of what 
is purchased is produced by domestic manufacturers 
or provided by local service firms. In the most 
recent period of expansion from 2002 to 2008, a 
high proportion of consumer spending leaked 
overseas as foreign producers gained market share 
in the US. A reduction in this leakage would result 
in a stronger growth rate, as would an increase in 
US manufacturers’ share of the global market.   

The relative growth rates in real GDP, consumer 
spending and manufacturing production between 
2002 and 2008 illustrate the importance of domestic 
production over domestic spending. For example, 
during the most recent expansion, real consumer 
spending grew 3.1% per year, but real GDP growth 
averaged almost one percentage point less  
(Display 1). This sub-par growth performance 
reflects the fact that manufacturing production grew 
at just 1.5% per year, far below the growth in 

domestic demand. This recent experience is in 
contrast to that of the late 1970s, when US firms 
gained market share and production and real GDP 
outpaced consumption, or to the 1980s when US 
firms held onto market share and all three measures 
moved in tandem.  
 

So are there any factors that could lead to a 
renaissance in US manufacturing that would result 
in firms recapturing market share both domestically 
and globally? We can think of several. 

First, wage cost in US manufacturing has come 
under tight control. This, alongside solid gains in 
productivity, contributes to a modest trend in unit 
labor costs that compares quite favorably with that 
in other industrialized countries. In fact, average 
productivity gains in US manufacturing of 5% a 
year since 2000 have been some of the strongest 
recorded among the top industrialized economies, 
far outpacing the average gains of the largest 
economies and only bettered by those in Korea and 
Taiwan (Display 2). The strong productivity gains 
indicate that US firms are much more competitive 

Display 1: Closing the Gap Between Spending 
and Output Will Result in Stronger GDP Growth 
Average Annual Growth in Real GDP, Production 
and Consumer Spending During Expansions 
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Source: Federal Reserve Board, Bureau of Economic Analysis and Haver 
Analytics 
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today than at the beginning of the last period of 
expansion, and should be able to hold—if not 
gain—market share in the forthcoming expansion. 
 

Second, the depreciation of the dollar, especially 
against the major currencies, has greatly improved 
the terms of trade for US manufacturers. The US 
dollar is now 30% to 40% lower against the 
currencies of its major trading partners, such as the 
Canadian dollar, the Japanese yen and the euro, 
than it was at the start of the 2002–2008 recovery. 
Clearly, the benefits of a more competitive currency 
can only be realized in a meaningful way when 
global markets begin to expand. We therefore view 
the fact that many of the US’s largest trading 
partners are pursuing growth-oriented polices as 
highly positive. 

Third, the sharp drop in the price of natural gas, not 
only in absolute terms but also in relation to the 
price of oil, greatly benefits US firms vis-à-vis 
manufacturing operations based elsewhere in the 
world. For example, the US chemicals industry 
relies heavily on natural gas for fuel and feedstock. 
In Europe and Asia, the chemical industry relies 
mostly on naphtha, a petroleum-based feedstock. 
Not only could this aid the reopening of domestic 
facilities that were forced to close due to the high 
price of natural gas, but since natural gas is an 
important fuel for factories and a prime feedstock 
for certain industries, its lower price could make US 
operations more competitive. 

This all helps to create an environment that favors 
US manufacturing. There is mounting evidence that 
firms are choosing to base their operations in the 
US. For example, Toyota has announced that it is 
shifting all of its small car engine production from 
Japan to the US. German car manufacturer BMW 
has also recently announced that it will increase its 
US production capacity by 18% by the end of 2010. 
A small appliance manufacturer, based in Texas, 
said it was shifting all its China-based production 
back to the US, while GE recently announced that it 
was adding two small plants to its domestic 
operations. If the supply side response grows in 
scale and size it could lead to a much stronger 
rebound in manufacturing and real GDP growth 
than that currently anticipated by most analysts and 
policymakers. We will continue to monitor this 
picture, as such decisions may prove to be one of 
the bigger surprises of the economic recovery. 
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Display 2: Strong Productivity Gains Make US 
Industry Very Competitive Globally 
Average Annual Growth in Manufacturing 
Productivity from 2000 to 2007 
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Source: Bureau of Labor Statistics and AllianceBernstein 


