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A Productivity Problem?
In the post-war era, U.S. productivity has risen about 
2.4% annually. However, in the shadow of the 1990s 
technology bubble, productivity has stalled during the last 
decade. It has averaged only about 1.4 annualized growth 
since 2004, only 0.8% annually in the last five years, 0.5% 
average growth since 2010, and it actually “declined” last 
year by about 0.4%! 

A productive resource base has always been at the core 
of the U.S. economic miracle. Rising productivity leverag-
es job creation and produces a pace of economic growth 
sufficient to meet the dreams of both labor and capital 
owners. Solid gains in productivity allow wages and prof-
its to rise simultaneously, it helps boost supply enough 
to meet rising demands during recoveries so that cyclical 
inflation and interest rate pressures can be mitigated, and 
finally, productivity has been central to most sustained 
stock market advances.

The problem has been a lack of investment spending. 
The private sector spent excessively during the dot-
com boom but since, facing rising depreciation expenses 
and an excess capacity overhang, has been noticeably 
reserved with capital spending plans. Moreover, as a 
percent of GDP, real public sector investment spending 
has been declining steadily since 2010, falling recently to 
a 65-year low! 

The ultimate fate of the current U.S. economic cycle and 
the potential still left in this bull market may be primarily 
shaped by the trend of productivity during the balance 
of this recovery. Should both public and private sector 
investment spending soon accelerate and revive produc-
tivity growth, it may only currently be halftime. Alterna-
tively, should spending aimed at boosting productivity 
remain tepid, economic and stock market struggles may 
soon intensify. 

Productivity in the post-war era
Chart 1 illustrates the U.S. productivity index and its 
trendline average while Chart 2 shows the detrended 
productivity index. Periods when productivity grows 
faster (slower) than its long-term average are illustrated 
by a rise (fall) in the detrended productivity index. 
Chart 2 highlights the major productivity cycles in post-
war history. From WWII until about 1965, productivity 
grew spectacularly fast! Between 1965 and 1980, it was 
only about average (i.e., Chart 2 trended sideways), and 
beginning in about 1980, productivity slowed and grew 
chronically below average during the next 15 years until 
1995. Productivity growth was revived by the 1990s 
technology boom and outpaced norms between about 
1995 until the early 2000s. However, since 2004, produc-
tivity growth has again been persistently subpar.

The ingredients embedded in productivity cycles have 
always been a conundrum for economists. For example, 
technological advances, regulatory changes, the edu-
cational level of the workforce, and even the degree 
of company loyalty among laborers probably all play a 
role in productivity growth. However, most agree the 
performance of productivity is importantly impacted by 
investment spending.
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Chart 1: U.S. Productivity Index versus post-war trendline 
average
U.S. Productivity Index (Solid)
Trendline average (Dotted)
Shown on a natural log scale

Chart 2: Detrended U.S. Productivity Index
Percent by which U.S. Productivity Index is above or below its post-
war trendline average

Investment spending and productivity 
Growth
Charts 3 and 4 relate both public and private sector invest-
ment spending to productivity cycles. In Chart 3, the dotted 
line shows the detrended level of real public sector investment 

spending and the solid line is the detrended productivity index 
(from Chart 2). Similarly, Chart 4 compares detrended private 
sector investment spending (dotted line) to productivity. In 
both charts, when the dotted line rises (falls) real investment 
spending is growing faster (slower) than its long-run average. 

Chart 3: Productivity versus public sector real investment 
spending
Left scale—Detrended U.S. Productivity Index (Solid)
Right scale—Detrended U.S. real government investment spending 
(i.e., percent above or below its post-war trendline average) (Dotted)

Chart 4: Productivity versus private sector real investment 
spending
Left scale—Detrended U.S. Productivity Index (Solid)
Right scale—Detrended U.S. real private sector investment spending 
(i.e., percent above or below its post-war trendline average) (Dotted)
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Neither public nor private sector real investment spending 
perfectly explains productivity cycles, but they do appear to 
be an important determinant of productivity growth. Chart 
5 shows that total U.S. real investment spending (both public 
and private investment) has traced post-war productivity 
cycles reasonably close. The weakness in productivity growth 
during the last 10 years is perhaps best explained (and illus-
trated in Chart 5) by total real U.S. investment spending peak-
ing at about 18% above its trendline in 2000 and subsequently 
declining recently to about 18% below its trendline!

It is interesting to note the separate importance of both 
public and private capital spending on productivity trends. 
From the end of WWII to the mid-1950s, surging productiv-
ity growth appears to be mainly due to “public” investment 
spending (Chart 3). Indeed, private sector spending was 
subpar until the late 1950s (Chart4). Conversely, superior 
productivity results in the 1960s was mostly due to better 
private sector investment spending. Weaker trends in both 
public and private sector spending reinforced the decay in 
productivity during the 1980s and early 1990s. Finally, the late 
1990s productivity boom was seemingly due mainly to a surge 
in private sector capital spending whereas both private and 
public sector spending has ostensibly contributed to disap-
pointing productivity results in recent years. 

If U.S. productivity is to improve in the next few years and 
become a cornerstone of the contemporary economic recov-
ery, either public or private sector (or both) real investment 
spending needs to soon accelerate.

Chart 5: Productivity versus total real investment spending
Left scale—Detrended U.S. Productivity Index (Solid)
Right scale—Detrended Total U.S. (public and private) real invest-
ment spending
(i.e., percent above or below its post-war trendline average) (Dotted)
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Is U.S. capital spending about to jump?
The key to elongating this economic recovery is jump starting 
productivity growth. We are optimistic about the prospects 
for improved productivity in the next few years. U.S. compa-
nies have considerable buying power and a multi-year period 
of pent-up demands and the level of public sector spending 
could certainly be increased since relative to the economy, it 
is currently near a 65-year low. 

As shown in Chart 6, at less than 3.5% of gross domestic 
product (GDP), real government investment spending could 
certainly be enhanced and not in any way appear excessive or 
irresponsible. Indeed, improving productivity should be a win-
ner across the political aisle. Government investment spend-
ing which boosted productivity could simultaneously augment 
both real labor compensation and profits. For this reason, 
unlike social welfare expenditures which tend to be met with 
political gridlock, increased real government “investment 
spending” seems much more likely to pass all three branches. 

Chart 7 illustrates that considerable potential for improved 
private sector capital spending is lying dormant on corporate 
balance sheets. Net corporate cash flow as a percent of nom-
inal GDP is near 12%, one of its highest levels of the post-war 
era. A decline in this ratio toward 10% would commit sub-
stantial dollars to projects likely to enhance U.S. productivity. 
Additionally, the U.S. capacity utilization rate is currently at 
78.9% and is near the 80% level which historically has often 
initiated major capital spending cycles. Finally, many U.S. com-
panies have been hesitant to boost spending plans while many 
global economies are still struggling. However, capital spending 
could still be boosted yet this year if, as we expect, econom-
ic growth in Europe, Japan, and many emerging economies 
bounce as monetary stimulus and weak currencies work. 

As shown in Chart 5, total U.S. real investment spending has 
already begun improving. In recent years, a modest improve-
ment in private sector spending has largely offset continued 
weakness in public spending growth. As this chart illustrates, 
total U.S. real capital spending growth has been about average 
since 2010 (i.e., the dotted line in this chart has been trending 
sideways) perhaps implying productivity growth will also soon 
return to average. However, to ensure an ongoing and healthy 
economic recovery, total investment spending and U.S. pro-
ductivity need to exhibit another period of solid growth. 

Chart 6: Public sector investment spending as a percent of 
real GDP

Chart 7: U.S. corporate net cash flow as a percent of 
nominal GDP
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Productivity and the stock market!?!
How U.S. productivity performs during the balance of this 
recovery probably represents one of the biggest risks and one 
of the greatest opportunities faced by stock investors. This is 
illustrated in Chart 8 which overlays the detrended productivi-
ty index with the U.S. stock market. 

Throughout the post-war era, the performance of the stock 
market has been closely associated with productivity cycles. 
Productivity surged following WWII until 1965 and the stock 
market mimicked its outstanding performance. Between 1965 
until the early 1980s, however, U.S. productivity growth was 
either average or below average and the U.S. stock market 
languished in a broad but mostly sideways range during the 
period. The first five years of the 1980s recovery (i.e., from 
about 1982 to 1987) was characterized by strong produc-
tivity gains and a solid stock market. However, between the 
late 1980s until the mid-1990s, productivity growth slowed 
significantly and while the stock market continued to advance, 
its gains were muted and probably due mainly to persistently 
falling bond yields. Indeed, between 1980 until the mid-1990s, 
the stock market did quite well. Most of its gains, however, 
were either during the two periods when productivity growth 

was strong (i.e., between about 1982 and 1987 and again in 
the first couple years of the 1990s recovery) or when stocks 
did well primarily because of a record-setting decline in bond 
yields during the era. Finally, the stock market exploded higher 
in the last half 1990s once the tech boom stimulated a surge in 
productivity, and until the last few years, it has since performed 
closely with changes in the performance of productivity.

As shown in Chart 8, since late 2011, the stock market and 
productivity have exhibited an uncommon divergence. Stock 
prices have continued to rise despite significantly weak pro-
ductivity growth. What does this divergence suggest? Maybe 
the stock market has simply discounted a near-term expected 
improvement in productivity growth as it did in the mid-1990s 
(i.e., then, the stock market began to surge at the beginning of 
1995 even though productivity did not significantly improve 
until 1997), perhaps the amazingly low and persistently falling 
interest-rate structure of recent years has pushed the stock 
market higher despite disappointing productivity growth (sim-
ilar to the early 1990s stock market advance), or conceivably, 
the stock market is simply extended today and is at risk of a 
correction should productivity growth not soon improve. 

Chart 8: Detrended productivity versus S&P 500 Stock Price Index
Left scale—Detrended U.S. Productivity Index (Solid)
Right scale—S&P 500 Stock Price Index, natural log scale (Dotted)
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This divergence is particularly important today when the 
Federal Reserve seems to be getting closer to raising interest 
rates. It seems a good bet the stock market will likely fair far 
better when the Fed does finally begin to raise interest rates 
if productivity growth is accelerating rather than performing 
below historic norms. Indeed, could a revival in U.S. pro-
ductivity present the Fed with an exit ramp in this unusual 
recovery cycle? 

Summary 
The U.S. stock market has risen by about 3 times from its 
crisis low in March 2009, but much of this advance has been 
against a backdrop of disappointing productivity gains. As sug-
gested by Chart 8, should productivity growth remain subpar, 
stock market risk seems to be rising. However, if the recent 
improvement in private sector capital spending strengthens 
or is augmented by improved public sector spending, there is 
still a good chance the second half of this economic recovery 
could be defined by a solid revival in U.S. productivity and 
further surprisingly good gains from the U.S. stock market. 

If the economy is headed for another era of productivity-led 
growth (similar to the early 1950s, 1960s, or late 1990s), this 
recovery may only be in the middle innings of what could 
prove to be a solid and remarkable recovery finish. Alterna-
tively, if productivity remains anemic, the economic recovery 
and the stock market will likely show increasing signs of 
stress. For those anticipating a near-term revival in capital 
spending and productivity growth, Chart 8 suggests remaining 
overweighted toward stocks and Chart 9 recommends tech-
nology stocks as the sector of choice for the second half! 

Chart 9: Detrended productivity versus relative technology 
stock price performance
Left scale—Detrended U.S. Productivity Index (Solid)
Right scale—Relative price performance of U.S. technology sector 
stocks (Dotted)
1990 forward: S&P 500 Information Technology Sector Index
Prior to 1990:  S&P Computer Systems Stock Price Index (from S&P 
Security Price Index record)


