
MICRO AND MACRO INTERSECTIONS 

We frequently read headlines that point to anemic economic growth in the US 

following the 2008-2009 downturn, with politicians quick to assign blame to the 

opposite side of the isle. As intense the battle is to pin on one party, the main 

culprit behind the inability to sustain expansionary real GDP growth since the last 

recession is productivity, or, more accurately, the absence of its sustainable 

contribution to growth since the downturn.  

Since the market’s March 2009 bottom we have only seen a handful of quarters 

break 3% year-over-year real GDP growth. Since a wide chasm exists between those 

creating economic output and the economists who study top-down methodologies, 

it can be tough to connect underlying trends at the company-specific level that 

aggregate themselves into macroeconomic effects. Such is the case in attempting to 

source our absence of productivity gains. As we tie together insights from quarterly 

updates of the publicly traded universe over the prior few weeks, we can begin to 

formulate a construct that might help explain the reasons why we’ve witnessed this 

lack of sustained productivity growth while providing glimpses of a potential 

roadmap to prolonged economic expansion.  
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Every U.S. recession has entailed an impairment to factory capacity utilization, as 

companies respond to lower demand and/or over-supply environments by scaling 

back production. The 2008-2009 downturn was no different.  Historically, at some 

point during the recovery period post-recession, the economy returns to an optimal 

80% of factory utilization. In fact, this has happened in every recovery period since 

the Federal Reserve has been tracking factory utilization, that is, until the 

expansionary period following to the 2008-2009 downturn (see figure 1 below).  In 

these prior recoveries, it took 15 months on average (see figure 2 below) for factory 

utilization to recover back to 80% utilization levels following the preceding six 

recessions. However, in the 104 months since the end of the last downturn—and 

counting—we have yet to breach the 80% mark. 

The main culprit behind the 
inability to sustain expansionary 

real GDP growth since the last 
recession is productivity, or, more 

accurately, the absence of its 
sustainable contribution to growth 

since the 2008-2009 downturn.  

 

 

 

 

As we tie together insights from 
quarterly updates of the publicly 

traded universe over the prior few 
weeks, we can begin to formulate a 

construct that might help explain 
the reasons why we’ve witnessed a 

lack of sustained productivity 
growth. 

SWS Partners, LLC is an 

independent advisory firm that 

focuses on matching clients with their 

own individual investment and 

planning needs.  At SWS, we provide 

you with custom-tailored advice and 

we deliver clear, straightforward 

communication and pricing.  It’s an 

approach that’s long overdue in the 

financial industry: Paying for your 

goals and not someone else’s. 

How Did We Get Here? 

Michael Parker, CFA  

Chief Investment Officer 
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Figure 1:  Capacity Utilization, Total Industry 

Historically, at some point during 
the recovery period post-recession, 

the economy returns to an optimal 
80% of factory utilization. In fact, 

this has happened in every 
recovery period since the Federal 

Reserve has been tracking factory 
utilization, that is, until the 

expansionary period following to 
the 2008-2009 downturn  

In prior recoveries, it took 15 
months on average for factory 

utilization to recover back to 80% 
utilization levels. However, in the 
104 months since the end of the 

last downturn—and counting—we 
have yet to breach the 80% mark. 

Source: FactSet; US Federal Reserve Board of Governors. Shaded areas indicate U.S. recessions. 

Figure 2: Months for Utilization Recovery to 80% 

Last Recession: No. of mos.

Dec'07 - Jun'09 104

Prior Recessions:

Mar'01 - Nov'01 39

Jul'90 - Mar'91 3

Jul'81 - Nov'82 16

Jan'80 - Jul'80 4

Nov'73 - Mar'75 17

Dec'69 - Nov'70 11

And 

Counting

Source: FactSet; U.S. Federal Reserve Board of Governors. 
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A readily available supply of labor 
has made the ability to throw cheap 

labor at the problem as an easy 
band-aid. 

One potential explanation for the delay in utilization recovery could be the readily 

available supply of labor, which, up until late 2015, made throwing cheap labor at 

the problem an easy band-aid. Since hitting the upper bound of the Fed’s normal 

unemployment target in September of 2015 (see figure 3 below), that approach has 

reached its limitations, forcing management teams to turn to solutions that will 

make their labor forces more efficient. Corporations are realizing that they can no 

longer prolong capital expenditure (“capex”) modernization efforts because of the 

tighter labor markets, nor do looming threats of faster moving competitors allow for 

them to take their time to increase operational efficiencies. 

For some U.S. domiciled companies, the opportunity exists to plow tax savings from 

a lower corporate tax rate back into efficiency seeking capex projects, providing 

some mitigating impacts to their bottom line. Such a dynamic is unfolding with 

Lowe’s Companies [ticker: LOW] in its 2018 spending plans. The company intends 

to step up capex to enable mobile computing capabilities and training of its on-floor 

associates in efforts to increase traffic conversion and enable in-store pickup for 

online orders. Lowe’s management believes that this spending will help thwart 

declines in in-store transactions despite experiencing increases in store foot traffic. 

Lowe’s, as well as most brick-and-mortar retailers, are facing increasing pressure to 

optimize omnichannel go-to-market efforts in an attempt to stem continued demand 

shift to the online retailers. 

Labor Supply: Forcing the Issue? 
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Figure 3: U.S. Unemployment 

Source: FactSet, US Bureau of Labor Statistics. Highlighted region indicates latest period at/below the 

Fed’s long-run “normal” unemployment upper bound. 

Since hitting the Fed’s target 
unemployment range in 2015, 

management teams have been 
forced to turn to solutions that will 

make their labor forces more 
efficient.  

Lowe’s Companies intends to step 
up capex to enable mobile 

computing capabilities and training 
of its on-floor associates in efforts 
to increase traffic conversion and 

enable in-store pickup for online 
orders.  
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Other industries face pressures to modernize from innovative competitors breathing 

down their necks, challenging the manufacturing efficiency of the incumbents.  

Such is the case unfolding among the automotive manufacturers. Tesla, Inc.’s 

[ticker: TSLA] quarterly commentary highlighted how its strategic playbook hinges 

on the assumption that many incumbent auto OEMs designed their factory 

automation efforts primarily around the replacement of human labor and its 

ergonomic limitations. Since Tesla is currently scaling Model 3 manufacturing to 

2,500 cars per week, and eventually to 5,000 per week by mid-2018, the legitimacy of 

these claims has yet to reveal itself fully. However, the company sees an 

opportunity for a 5x increase in vehicle assembly speed largely due to its 

opportunity to look at manufacturing automation on a fresh sheet of paper—

lithium ion battery pack bottlenecks aside. This is largely why CEO Elon Musk 

categorizes its factory, rather than the slate of vehicles that it produces, as its real 

product and source of competitive advantage long-term. 

As we take a step back and plot our course on the economic map, we see an equity 

market that has recovered three-fold since its March 2009 market bottom. Despite 

the fact that valuations have recovered to levels more consistent with a healthier 

economy, we still have areas for improvement in the underlying fundamental and 

economic drivers.  The most noticeable needed remedy has been productivity’s 

contributions to the economic output equation. Sentiment and certainty can recover 

much faster than labor force productivity, even though it’s taken nearly a decade for 

the latter to show signs of improvement. We believe that the conditions are in 

motion for relief to be delivered—exogenous risks aside, such as the potential for 

trade wars following tariff implementations—as companies across various sectors 

now face increasing intensity to make their operations more efficient. This, in turn, 

makes for a ripe environment to uncover relative winners and losers among 

publicly traded companies attempting to create shareholder value, which we 

believe allows for active managers to exploit opportunities for alpha generation. 

Where Do We Go From Here? 

Tesla, Inc. sees an opportunity for a 
5x increase in vehicle assembly 

speed largely due to its opportunity 
to look at manufacturing 

automation on a fresh sheet of 
paper. 
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Important Disclosures:   This material is not intended as and should not be used to provide investment advice and is 

not an offer to sell a security or a recommendation to buy a security.  This summary is based exclusively on an analysis of 

general market conditions and does not speak to the suitability of any specific proposed securities transaction.  

All opinions and views mentioned in this report constitute our judgments as of the date of writing and are subject to 

change at any time.  We will not advise you as to any change in figures or views found in this report. 

Our judgement or recommendations may differ materially from what may be presented in a long-term investment plan.  

Investors should consult with an investment advisor to determine the appropriate investment strategy and investment 

vehicle. Investment decisions should be made based on the investor’s specific financial needs and objectives, goals, time 

horizon and risk tolerance.  

Security information, portfolio management strategies and tactical decision processes are opinions of SWS Partners, LLC 

and the performance results of such recommendations are subject to risks and uncertainties.  

Except for the historical information contained in this report, certain matters are forward-looking statements or projections 

that are dependent upon risks and uncertainties, including but not limited to such factors and considerations such as 

general market volatility, global economic risk, geopolitical risk, currency risk and other country-specific factors, fiscal and 

monetary policy, the level of interest rates, security-specific risks, and historical market segment or sector performance 

relationships as they relate to the business and economic cycle.  

This commentary has been prepared by SWS Partners, LLC (“SWS”), a registered investment adviser in the state of Ohio.  

If you would like a copy of SWS’s disclosure brochure, please visit www.adviserinfo.sec.gov. 

Investment advisory services offered through SWS Partners, LLC. 

 

http://www.adviserinfo.sec.gov/

