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QUIT MONKEYING
AROUND!

THE DART BOARD
Exhibit 1 shows the components of the Russell 3000 Index 

(regarded as a good proxy for the US stock market) as of 
December 31, 2016. Each stock in the index is represented by 
a box, and the size of each box represents the stock’s market 
capitalization (share price multiplied by shares outstanding) 
or “market cap” in the index. For example, Apple (AAPL) is the 
largest box since it has the largest market cap in the index. The 
boxes get smaller as you move from the top to the bottom of the 
exhibit, from larger stocks to smaller stocks. The boxes are also 
color coded based on their market cap and whether they are 
value or growth stocks. Value stocks have lower relative prices 
(as measured by, for instance the price-to-book ratio) and growth 
stocks tend to have higher relative prices. In the exhibit, blue 
represents large cap value stocks (LV), green is large cap growth 
stocks (LG), gray is small cap value stocks (SV), and yellow is small 
cap growth stocks (SG). 

For the purposes of this analogy you can think of Exhibit 1 as 
a proxy for the overall stock market and therefore similar to a 
portfolio that, in aggregate, professional money managers hold in 
their competition with their simian challengers. Because for every 
investor holding an overweight to a stock (relative to its market 
cap weighting) there must also be an investor underweight that 
same stock, this means that, in aggregate, the average dollar 
invested holds a portfolio that looks like the overall market.1 

Exhibit 2, on the other hand, represents the dart board the 
monkeys are using to play their game. Here, the boxes represent 
the same stocks shown in Exhibit 1, but instead of weighting each 
company by market cap, the companies are weighted equally. For 
example, in this case, Apple’s box is the same size as every other 
company in the index regardless of its market cap. If one were to 
pin up pages of newspaper stock listings to throw darts at, Exhibit 
2 would be much more representative of what the target would 

1 For more on this concept, please see “The Arithmetic of Active Man-
agement” by William Sharpe

In the world of investment management there is an oft-discussed idea 
that blindfolded monkeys throwing darts at pages of stock listings can 
select portfolios that will do just as well, if not better, than both the 
market and the average portfolio constructed by professional money 
managers. If this is true, why might it be the case?
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Exhibit 1.  US Stocks Sized by Market Capitalization

For illustrative purposes only. Illustration includes constituents of the Russell 
3000 Index as of December 31, 2016, on a market-cap weighted basis segmented 
into Large Value, Large Growth, Small Value, and Small Growth. Source: Frank 
Russell Company is the source and owner of the trademarks, service marks, and 
copyrights related to the Russell Indexes. Please see Appendix for additional 
information. 
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look like. 
When looking at Exhibits 1 and 2, the significant differences 

between the two are clear. In Exhibit 1, the surface area is 
dominated by large value and large growth (blue and green) 
stocks. In Exhibit 2, however, small cap value stocks dominate 
(gray). Why does this matter? Research has shown that, 
historically over time, small company stocks have had excess 
returns relative to large company stocks. Research has also 
shown that, historically over time, value (or low relative price) 
stocks have had excess returns relative to growth (or high 
relative price) stocks. Because Exhibit 2 has a greater proportion 
of its surface area dedicated to small cap value stocks, it is more 
likely that a portfolio of stocks selected at random by throwing 
darts would end up being tilted towards stocks which research 
has shown to have had higher returns when compared to the 
market.

SO…THROW AWAY?
This does not mean, however, that haphazardly selecting 

stocks by the toss of a dart is an efficient or reliable way to 
invest. For one thing, it ignores the complexities that arise in 
competitive markets.

Consider as an example something seemingly as 
straightforward as a strategy that holds every stock in the 
Russell 3000 Index at an equal weight (the equivalent of buying 

the whole dart board in Exhibit 2). In order to maintain an 
equal weight in all 3,000 securities, an investor would have to 
rebalance frequently, buying shares of companies that have 
gone down in price and selling shares that have gone up. This 
is because as prices change, so will each individual holding’s 
respective weight in the portfolio. By not considering whether 
or not these frequent trades add value over and above the 
costs they generate, investors are opening themselves up to a 
potentially less than desirable outcome.

Instead, if there are well-known relationships that explain 
differences in expected returns across stocks, using a systematic 
and purposeful approach that takes into consideration real-
world constraints is more likely to increase your chances for 
investment success. Considerations for such an approach 
include things like: understanding the drivers of returns and 
how to best design a portfolio to capture them, what a sufficient 
level of diversification is, how to appropriately rebalance, and 
last but not least, how to manage the costs associated with 
pursuing such a strategy.

THE LONG GAME
Finally, the importance of having an asset allocation 

well suited for your objectives and risk tolerance, as well as 
being able to remain focused on the long term, cannot be 
overemphasized. Even well-constructed portfolios pursuing 
higher expected returns will have periods of disappointing 
results. A financial advisor can help an investor decide on an 

appropriate asset allocation, stay the course during periods of 
disappointing results, and carefully weigh the considerations 
mentioned above to help investors decide if a given investment 
strategy is the right one for them. 

CONCLUSION
So what insights can investors glean from this analysis? First, 

by tilting a portfolio towards sources of higher expected returns, 
investors can potentially outperform the market without 
needing to outguess market prices. Second, implementation 
and patience are paramount. If one is going to pursue higher 
expected returns, it is important to do so in a cost-effective 
manner and to stay focused on the long term. 

APPENDIX
Large cap is defined as the top 90% of market cap (small cap 

is the bottom 10%), while value is defined as the 50% of market 
cap of the lowest relative price stocks (growth is the 50% of 
market cap of the highest relative price stocks). For educational 
and informational purposes only and does not constitute a 
recommendation of any security. The determinations of Large 
Value, Large Growth, Small Value, and Small Growth do not 
represent any determinations Dimensional Fund Advisors may 
make in assessing any of the securities shown.

Source: Dimensional Fund Advisors LP.
There is no guarantee investment strategies will be successful. Investing involves risks including possible loss of principal. Diversification does not eliminate the 
risk of market loss.

All expressions of opinion are subject to change. This article is distributed for informational purposes, and it is not to be construed as an offer, solicitation, rec-
ommendation, or endorsement of any particular security, products, or services.

Exhibit 2.  US Stocks Sized Equally

For illustrative purposes only. Illustration includes the constituents of 
the Russell 3000 Index as of December 31, 2016 on an equal-weighted basis 
segmented into Large Value, Large Growth, Small Value, and Small Growth. 
Source: Frank Russell Company is the source and owner of the trademarks, 
service marks, and copyrights related to the Russell Indexes. Please see Appendix 
for additional information.
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BACK TO SCHOOL
Now is a good time to sharpen one’s pencil for a few 

important lessons before heading back into the investing 
classroom to tackle the issue.

THE CALCULUS OF PLANNING FOR FUTURE COLLEGE 
EXPENSES

According to recent data published by The College Board, the 
annual cost of attending college in 2015–2016 averaged $19,548 
at public schools, plus an additional $14,483 if one is attending 
from out of state. At private schools, tuition and fees averaged 
$43,921.

It is important to note that these figures are averages, 
meaning actual costs will be higher at certain schools and 
lower at others. Additionally, these figures do not include the 
separate cost of books and supplies or the potential benefit of 
scholarships and other types of financial aid. As a result, actual 
education costs can vary considerably from family to family.

To complicate matters further, the amount of goods and 
services $1 can purchase tends to decline over time. This is 
called inflation. One measure of inflation looks at changes in 
the price level of a basket of goods and services purchased by 
households, known as the Consumer Price Index (CPI). Tuition, 
fees, books, food, and rent are among the goods and services 
included in the CPI basket. In the US over the past 50 years, 
inflation measured by this index has averaged 4.1% per year. 
With 4% inflation over 18 years, the purchasing power of $1 
would decline by about 50%. If inflation were lower, say 3%, the 
purchasing power of $1 would decline by about 40%. If it were 
higher, say 5%, it would decline by around 60%.

While we do not know what inflation will be in the 
future, we should expect that the amount of goods and 
services $1 can purchase will decline over time. Going 

forward, we also do not know what the cost of attending college 
will be. But again, we should expect that education costs will 
likely be higher in the future than they are today. So what can 
parents do to prepare for the costs of a college education? How 
can they plan for and make progress toward affording those 
costs?

DOING YOUR HOMEWORK ON INVESTING
To help reduce the expected costs of funding future college 

expenses, parents can invest in assets that are expected to 
grow their savings at a rate of return that outpaces inflation. 
By doing this, college expenses may ultimately be funded with 
fewer dollars saved. Because these higher rates of return come 
with the risk of capital loss, this approach should make use of 
a robust risk management framework. Additionally, by using a 
tax-deferred savings vehicle, such as a 529 plan, parents may 
not pay taxes on the growth of their savings, which can help 
lower the cost of funding future college expenses.

While inflation has averaged about 4% annually over the past 
50 years, stocks (as measured by the S&P 500) have returned 
over 9% annually during the same period. Therefore, the “real” 
(inflation-adjusted) growth rate for stocks has been around 
5% per annum. Looked at another way, $10,000 of purchasing 
power invested at this rate for 18 years would result in around 
$24,000 of purchasing power later on. We can expect the real 
rate of return on stocks to grow the purchasing power of an 
investor’s savings over time. We can also expect that the longer 
the horizon, the greater the expected growth. By investing in 
stocks, and by starting to save many years before children are 
college age, parents can expect to afford more college expenses 
with fewer savings.

It is important to recognize, however, that investing in 
stocks also comes with investment risks. Like teenage students, 
investing can be volatile, full of surprises, and, if one is not 

With school back in session in most of the country, many 
parents are likely thinking about how best to prepare for their 
children’s future college expenses.

Exhibit 1.  Published Cost of Attending College

Source: The College Board, “Trends in College Pricing 2015.”

Dimensional Fund Advisors



careful, expensive. While sometimes easy to forget during 
periods of increased uncertainty in capital markets, volatility is 
a normal part of investing. Tuning out short-term noise is often 
difficult to do, but historically, investors who have maintained a 
disciplined approach over time have been rewarded for doing 
so.

RISK MANAGEMENT & DIVERSIFICATION: THE FRIENDS 
YOU SHOULD ALWAYS SIT WITH AT LUNCH

Working with a trusted advisor who has a transparent 
approach based on sound investment principles, consistency, 
and trust can help investors identify an appropriate risk 
management strategy. Such an approach can limit unpleasant 
(and often costly) surprises and ultimately contribute to better 
investment outcomes.

A key part of maintaining this discipline throughout the 
investing process is starting with a well-defined investment goal. 
This allows for investment instruments to be selected that can 
reduce uncertainty with respect to that goal. When saving for 
college, risk management assets (e.g., bonds) can help reduce 
the uncertainty of the level of college expenses a portfolio can 
support by enrollment time. These types of investments can 
help one tune out short-term noise and bring more clarity to 
the overall investment process. As kids get closer to college age, 

the right balance of assets is likely to shift from high expected 
return growth assets to risk management assets.

Diversification is also a key part of an overall risk 
management strategy for education planning. Nobel laureate 
Merton Miller used to say, “Diversification is your buddy.” 
Combined with a long-term approach, broad diversification is 
essential for risk management. By diversifying an investment 
portfolio, investors can help reduce the impact of any one 
company or market segment negatively impacting their wealth. 
Additionally, diversification helps take the guesswork out of 
investing. Trying to pick the best performing investment every 
year is a guessing game. We believe that by holding a broadly 
diversified portfolio, investors are better positioned to capture 
returns wherever those returns occur.

CONCLUSION
Higher education may come with a high and increasing 

price tag, so it makes sense to plan well in advance. There are 
many unknowns involved in education planning, and there is 
no “one size fits all” approach to solving the problem. By having 
a disciplined approach toward saving and investing, however, 
parents can remove some of the uncertainty from the process. 
A trusted advisor can help parents craft a plan to address their 
family’s higher education goals.
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IS LOW INFLATION
A QUIRK OR A TREND?

The month-to-month inflation rate was just 0.1% (1.2% 
annualized) while year-over-year inflation was 1.7%. Both 
numbers were below expectations of 0.2% and 1.8%, 
respectively. Inflation has now been below expectations for six 
months in a row, suggesting issues in the Fed’s efforts to raise 
inflation rates closer to 2%. Most of our report will suggest both 
a short-term and longer-term outlook for inflation.

Data on productivity hinted that the poor efficiency numbers 
of late 2016 are now looking substantially better, moving 
from negative productivity growth to 1.2% for second-quarter 
2017. Nevertheless, that number is still well below the 2.1% 
longer-term rate. However, a more careful review of long-
term data suggests that the average overstates the real rate 
of past productivity growth. In other news, data from the 
National Federation of Independent Business suggested that 
concerns about finding workers have reached a new recovery 
high. Meanwhile, the Job Openings and Labor Turnover report 
showed that job openings topped 6 million and are now at an 
all-time high. These two data points as well as last week’s labor 
report and ongoing initial unemployment claims data suggest 
that worker shortages are quickly becoming a much bigger issue 
than job availability.

QUIRKY INFLATION DATA OR LOWER PRICE LEVELS
The inflation report again undershot expectations with 

month-to-month total inflation up only 0.1% versus expectations 
of 0.2%, which annualized to a mere 1.2%. The annualized 
month-to-month inflation rate has been under the Fed’s 2% 
target for five consecutive months. There have been a lot of odd 
quirks that have pressured inflation rates in the monthly data 
since March--to be discussed later--but it seems that all of these 
quirks wouldn’t keep popping up each month if inflation were 
really marching toward the 2% target. That said, based on what 
we already know about gasoline prices and what we surmise will 
happen with food and a couple of other categories, we suspect 
that inflation in August and September could be up in the 0.3% 
or 3.6% range. So I am not panicked about deflation, at least not 
yet.

ABNORMALLY LOW INFLATION IS NOT ALL ABOUT FOOD 
AND ENERGY, EITHER

The inflation picture looks less volatile, but is still running 
at about two thirds of target if we exclude food and energy. 
We don’t like this measure most of the time because those 
sectors make up such a large percentage of consumer spending. 

However, the Fed likes to look at this so-called core inflation 
rate, as shown below:

EVEN THE YEAR-OVER-YEAR, AVERAGED DATA SHOWS LOW 
INFLATION RATES

We spent months worrying about the fading impact of falling 
gasoline prices on headline inflation (the rate that customers 
actually experience), eventually raising it to look like the core 
rate of about 2%. Indeed, headline inflation shot past core 
inflation rates in February and March, potentially explaining 
some of the soft retail sales numbers of this spring. Now core 
and headline inflation have dropped back to 1.7%. That’s good 
news for workers, who now see their raises going further.

RECENT GASOLINE PRICE INCREASES COULD 
TEMPORARILY MOVE ABOVE 2%, STILL BELOW LIKELY WAGE 
GROWTH

While inflation rates outside of gasoline have been extremely 
stable, gasoline has added a lot of volatility to even the year-
over-year averaged data. The year-over-year inflation rate 
excluding gasoline was mostly in the 1.7%-2.0% range over the 
past year, before dipping to 1.6% for the most recent three-
month period.

However, we suspect that year-over-year inflation will pick 
up again. Gasoline prices are up a bunch year over year, at least 
through April, and could remain elevated at least through mid-
September, boosting the gasoline component significantly. We 
have enough data to be relatively sure about gasoline inflation 
in August and to make a decent guess at September. After 
that, we assume that prices revert to their seasonally adjusted 

About the only economic news of real consequence this month was the 
inflation report, which showed surprisingly low inflation for the month of 
July on both a month-to-month and year-over-year basis. 

ROBERT JOHNSON, CFA
AUGUST  2017
Morningstar
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12-month average. We are assuming the central tendency of 
other inflation is about 1.9%. Food and cellphone service pricing 
have temporarily deflated the number a bit. 

So without any more quirks, inflation could hit the Fed’s 2% 
target in October, on a single-month basis. However, given the 
mechanics of gasoline pricing, inflation could dip back to 1.5% 
by January and then increase back to 2% or so. Of course, the 
caveat is that this forecast assumes relatively stable gasoline 
prices and no more quirks.

QUIRKS KEEP THWARTING INFLATION BULLS
Most economists, including us, had assumed that inflation 

would be quite a bit higher by now, perhaps up in the 2.5%-3% 
range instead of 1.6% rate we saw in July. We currently aren’t 
even expecting that headline inflation to get back over 2% 
until May. All of this began innocently enough. First, a bumper 
crop and large grain price declines since 2014 finally rolled 
through the entire food supply, starting with grains and chicken 
and ending with outright declines in beef prices in 2016. That 
helped year-over-year food fall for six consecutive months 
ended in February. Although prices are on the rise again, they 
really anchored the inflation rate for many months. While food 
inflation rates are incredibly volatile, over long periods of time 
food prices look quite similar to core inflation rates.

Then, modest used car price declines in early 2016 turned 
into a relative free-fall in 2017 as a flood of cars came of 
leases depressing prices. Used prices are now down 4.2% 
year over year. So even though used cars make up just 2% of 
the CPI, it has taken almost 0.1% of off the 1.6% total inflation 
rate. Competition from used cars combined with automaker 
overproduction now has even new car prices going in reverse. 
New car prices are down 0.6% year over year. In my opinion, the 
rates of decline are not likely to reverse and could even worsen 
over the next several years. The auto sector inflation plunge is 
likely the real deal and not a one-off event as many others are 
contending.

And then there were cellphone service plan changes in 
March (to more or less unlimited data plans, for the same price, 
which is a price reduction, according to the BLS). This seemed 
to have a big one-time impact as most carriers adapted similar 
plans around the same time. However, we are bit surprised 
that cellular phone service and data plans are continuing to see 
month-to-month price declines, this time 0.3% (3.6% annualized) 
for July. This pushed year-over-year price declines up to an 
astounding 13.4%. Even at just 1.6% of the CPI, this large a 
decline took a full 0.2% off the reported 1.6% inflation rate.

This month’s quirk is that hotel room prices reportedly 
declined by 4.2% in a single month and 2.4% year over year. This 
price change seems to qualify as a potentially reversible quirk. 
With airline prices up and interest in travel generally high such a 
large one-month decline seems a bit odd. We note, though, that 
hotel prices are now down for two months in a row.

We could probably find a couple of other downside quirks 
(why are healthcare services only growing at 2.3% when wage 

inflation alone in this sector is running over 2.5%?) And many 
economists, including Fed Chair Janet Yellen, are rushing to 
use these ‘quirks’ to explain the below-target inflation rates. 
If it were just one or two items they could be a plausible 
explanation. With new quirks popping up each month, we aren’t 
so quick to dismiss all of them as special. Instead, it suggests to 
us that inflation remains relatively tame and that the inflation 
we are seeing is more sector-specific supply and demand issues 
rather than broad inflation with the pricing of everything going 
up at the same time. 

Plus, the economy wasn’t without items where the economy 
had higher prices. Prescription drug prices up 4% year over year 
seems a bit high to us. Apparel prices are back on the rise now, 
perhaps because weather has been seasonable and the dollar 
has declined for the largely imported, which has seen prices 
move higher as the dollar weakens. Shelter prices continue 
to move higher, too, with shortage persisting in some but not 
all areas. It was nice to see rents drop back to 0.2% month to 
month, though. That number had been stuck at 0.3% for some 
time.

By very broad categories of spending, including both 
services and goods components, it is a picture that shows 
some considerable balance with some declines, some modest 
increases, and just a few with large increases.

LONGER-TERM, THERE ARE SOME PLUSES AND MINUSES 
ON THE INFLATION RATE

Potentially keeping inflation low are demographic factors. 
An aging population tends to buy fewer things and less food, 
potentially keeping a lid on the demand side for goods. 
However, services inflation, especially healthcare, could 
pressure inflation on the upside. Offsetting that, retirees, 
especially younger, more mobile retirees, tend to have more 
time to comparison shop, potentially providing another 
governor on prices. And suddenly new retirees may find money 
more valuable than time. While I am certainly not claiming any 
direct relationship, inflation peaked in 2008, about the same 
time the first baby boomer retired and has been surprisingly 
tame ever since. I also think the shale boom and conversion 
of many energy-related systems as well as greater energy 
efficiency (think LED bulbs, increasing auto fuel efficiency) 
may pressure energy prices downward for some time. Fiscal 
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spending on the state and local levels of government also 
remains under extremely tight control.

Not meaning to sound too much like a real economist, but 
there are real potential inflation boosters. At the moment, my 
bigger long-term worry is that government data on output 
potential suggests that more inflation might be at hand. The 
Congressional Budget Office suggested that the economy’s 
full employment, full capacity output level was about $17.1 
trillion for the second quarter and the actual output was about 
17.0 trillion, or very close to full production. That gap is closing 
quickly, and should close completely by year-end, if our current 
growth forecast is correct. When actual production punches 
through potential output, a bout of meaningful inflation often 
ensues. The track record for this metric is nearly perfect in 
the post-World War II era. Lower growth for the second half, 
induced by poor auto sales, could upend the inflation signal, 
as could improving labor market participation rates. Balancing 
everything out, over the next five to 10 years, we believe that 
inflation will likely end up in the 2.0%-2.5% range, higher than 
the current 1.6%, but certainly not a 1970s-like inflation free-
fall when demographics, fiscal and monetary policies, output 
constraints, and commodity inflation all conspired to push 
inflation up and over a 15% rate.

PRODUCTIVITY NEWS BETTER, BUT NOT WONDERFUL
We have generally been a tad more negative on GDP growth 

than the consensus for some time. We started the year worrying 
that higher inflation and lower real wage growth would likely 
keep a lid on GDP growth in 2017, despite the potential for 
improved business investment and a smaller hit from inventory 
reductions. Our original forecast for 2017 was for 1.75%-2.0% 
growth, while the consensus was in the 2.25%-2.5% range. We 
have maintained our forecast while the consensus estimate has 
moved down to closer to 2%. To be honest, this has generally 
been the case in most years since the recession. Hopes are 
almost always too high at the beginning of the year and then 
falter by the end of the first quarter. Sometimes, by midyear, 
our GDP estimates looked high compared with the consensus 
forecast, which was typically an overreaction by the majority to 
weak first-quarter performance. 

Until the last year or so we had called the U.S. economy an 
ocean-liner economy because it was exceptionally difficult for 
growth to change direction or even change speed by much. 
Annual GDP growth was typically in the 1.5%-2.5% range for 
most of this recovery with an average of 2.1%, below the 60-
year average of 3.1%. However, this has been an unusually 
long recovery. Demographics and slower productivity have 
combined to keep GDP growth lower than normal. The growth 
in the working-age population has dropped to a crawl as baby 
boomers retire in droves. Productivity growth has been part 
of the issue, too. We have focused extensively on population 
growth in the past, deferring discussions of productivity because 
of the complexity of the issue.

RECENTLY REVISED PRODUCTIVITY NUMBERS ARE BETTER, 
BUT STILL NO PRIZE RELATIVE TO HISTORY

This week’s release of official productivity numbers for the 

second quarter presents an opportunity to discuss the issues 
and problems with productivity measurement. The long-term 
history of productivity is shown below:

PRODUCTIVITY HAS LOOKED LETHARGIC LATELY
The first observation that most are very quick to make is 

that after the typical post-recession jump, productivity growth 
looks quite lethargic. In general we agree that productivity 
growth doesn’t seem to be up to its usual standards. Long-term 
averages seem to show productivity growth of about 2% and the 
most recent quarterly data shows year-over-year productivity 
growth of 1.2%.

ECONOMISTS CAN’T AGREE ON THE CAUSE OF SLOWING 
PRODUCTIVITY

We have read convincing articles claiming it is a younger 
workforce (as a result of baby boomer retirements) that is paid 
less and is less productive. Others claim, equally forcefully, that 
greater regulation and compliance enforcement are behind the 
slowdown. A shift to more service-oriented businesses, which 
have more productivity, may also be at work. Finally, the fact 
that individual sectors are performing so differently isn’t helping 
matters, either. Industries that are growing slowly or shrinking 
tend to have the worst productivity numbers (employers are 
slow to lay off workers). Meanwhile, a lot of rapidly growing 
industries can’t hire workers fast enough, forcing those who are 
there to work harder. This recovery has been characterized by 
the uneven nature of sector performance. If all industries were 
growing at the same pace, or at least close to each other, this 
would not be a major concern.

STRONG PRODUCTIVITY PERFORMANCE DURING AND 
IMMEDIATELY AFTER THE RECESSION MAKES MORE GAINS 
DIFFICULT

I might argue that maybe the overall performance since 
2011 isn’t quite as bad as it seems. First, the productivity 
held up incredibly well in the Great Recession. In the heat of 
the recession, a lot of laws were changed to give businesses 
more flexibility to trim labor. Auto franchise rules are just one 
example (which were changed in bankruptcy courts). Despite the 
smaller-than-normal early recession drop, the immediate post-
recession was every bit as strong as usual. That combination of 
a mild recession dip and normal boom made it difficult to eke 
out more gains later in the current recovery.
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PRODUCTIVITY: NOTHING MORE THAN AN INDICATOR OF 
WHERE THE ECONOMY IS IN THE ECONOMIC CYCLE

Single-year productivity data is pretty close to worthless. 
Productivity collapses in a recession as businesses can’t lay off 
workers fast enough. However, by mid-recession, businesses 
make the necessary labor cuts, causing productivity to bottom 
out. Then, when recovery begins, businesses are reluctant to 
hire new workers after just completing all those layoffs. And 
those who still have jobs are working extra hard to make sure 
they aren’t the next layoff candidates. Those post-recession 
spikes are massive, and seldom matched for the rest of the 
recovery.

LOOKING AT 10-YEAR DATA SETS HELPS SOMEWHAT
The decade long data seem more consistent, though these 

still suffer an endpoint issue. That is, the beginning or ending 
year, a peak economy year, or in the middle of a recession. 
Interestingly, the most recent decade isn’t too different from 
the mid-1980s or mid-1990s data. Still, we confess the number 
isn’t great. Productivity growth of 1.5%, if the economy can get 
back to that, combined with likely population growth of 0.6%, 
suggests GDP growth of just about 2%.
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