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T
he  current  economic  expan-
sion, now in its 10th year, was (at
least  arguably)  founded on  a
ser ies  of  pol ic y  ac t ions  de-
signed to replenish bank capital

and l iquidity, reflate asset  prices, protect
the future of  the U.S. auto industry, save at
least one major insurer, and keep borrow-
ing costs ultra-low. Whether or not people
agree with such aggressive policymaking,
we find ourselves in the midst of  the second
longest  economic  expansion  c ycle  on
record.
Despite policies  and programs such as

the  Troubled  Asse t  Rel ie f  Program and
several  rounds of  quantitat ive easing, for
years, the U.S. economy stumbled along,
generating approximately 2 percent growth
dr iven  l a rge ly  by  g row th  in  consumer
outlays. Banks seemed reluctant  to  lend.
Many homeowners remained underwater
on  the i r  mor tgages , cons t r a in ing  the i r
wealth  prof i le  and access  to  capita l  and
limiting their mobility. Business investment
often languished, helping to produce soft
productivity growth; this, in turn, generated
sluggish wage growth.

In  par t  to  suppor t  f a s ter  e conomic
growth, Congress passed the Tax Cuts and
Jobs Act of  2017, which as a  central  pi l lar
s l a shed  the  corporate  t ax  r ate  f rom 35
percent to 21 percent. The bi l l  a lso cut the
top individual tax rate to 37 percent, doubled
the standard deduction, vastly diminished
the impact of  the alternative minimum tax
(which will now affect an estimated 200,000
tax fi lers  instead of  5 mil l ion), made it  far
cheaper for companies to repatriate capital,
and raised the standard deduction for flow-
through business  tax  ent it ies  to  20  per-
cent.1

Business  confidence has  since surged,
result ing in bolstered capital  expenditures
and  more  r apid  economic  g row th . To
simplify, what was once viewed as a 2 percent
growth economy is  now a 3 percent growth
economy. The recently passed tax reform
can be v iewed as the capstone to a decade
of  pro-grow th pol icymaking  that  began
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shortly after the failure of  Lehman Brothers
on September 15, 2008.

A new set of policies emerges
It  i s  not  nea r ly  a s  obv ious  that  new ly
emerg ing  pol ic ies  are  pro-grow th. St i l l ,
before one tackles issues related to inter-
nat ional  t rade  and immigrat ion, a  l it t le
context is in order. All things being equal,
higher interest  rates are general ly not
good for asset  prices. Higher interest
rates  raise  borrowing costs , and this
diminishes  corporate  earnings. They
can also encourage developers and public
agencies not to move forward with con-
struction projects  due to higher costs
and divert investors away from ambitious
investments, since higher interest  rates
position people to generate larger returns
without undertaking substantial  r isk.
Among  the  f ac tors  that  can  dr ive

interest  rates higher is  inflat ion. When
one lends  to  another, they  earn a  rea l

rate of  interest, which equates to the nominal
interest rate minus inflation. When inflation
rises, the nominal  interest  rate must  r ise
to hold the real  rate of  interest  constant.
Therefore, any thing that  results  in  more
inflat ion also tends to raise interest  rates,
which is not good for investment, and many
asset  prices ceter is par ibus . One can make
the case  that  the  newly  emerging sets  of
pol ic ies  are  helping  to  fuel  inf lat ionar y
pre s sure , wh ich  in  tu rn  cou ld  s er ve  to
truncate the current economic expansion.
Last year, the United States imposed final

tariffs  of  20 percent or more on Canadian
softwood lumber (and the tariff  rate depends
on which of  the Canadian mil ls  saws the
lumber).2 On June 1, 2018, a  broad set  of
tar i f fs  on  impor ted steel  and a luminum
products was put in place.
Predictably, prices of  impacted products

have recently exploded. Prices for inputs
to  construct ion mater ia ls  ex-panded by
more than 2 percent in May and are up by
nearly 9 percent over the past year. Softwood
lumber prices have increased by more than
15 percent on a year-over-year basis. Steel
mil l  product prices have increased nearly
11  percent . I ron  and  s tee l  pr ice s  have
increased nearly 13 percent.3

Not only does this  impact contractors
direc t ly, it  represents  another  source  of

inflat ion impacting the broader economy.
Recent tit-for-tat tariffs involving the United
States, along with a number of  other major
economic players, including China and the
European Union, stand to further bolster
inflat ionary pressures going forward.
These moves might be undermining man-

ufacturing job growth. By now, the decision
by Harley-Davidson management to move
some product ion abroad is  wel l  known. 4

However, many other companies are being
impacted. Media  repor ts  indicate  that  a
Mid-Continent Nail  plant in Missouri  laid
of f  12  percent  of  it s  workers  because  of
h igher  s tee l  cos t s . The  company  ra i sed
prices as  a  result, producing a 50 percent
fal loff  in orders.5

However, this is not where the story ends.
Oil  prices  have recently  hovered at  more
than $70/barrel  in North America, in part
because of  the tough stand the United States
takes with certain oil  producers. According
to May’s  Cass  Truckload Linehaul  Index,
trucking costs  are up 9 percent on a year-
over-year basis.6 In other words, not only
have materials  costs  r isen sharply ; so, too,
has  the cost  of  transport ing them to the
jobsite.
Moreover, then there is the issue of  labor

costs. The United States is  now home to 6.7
mil l ion avai lable job openings. As of  May,
the official  rate of  unemployment stood at
a paltr y 3.8 percent, the lowest  level  in 18
years. Despite an economy that continues
to routinely produce 200,000 net  new jobs
per month, the U.S. labor force participation
rate actual ly fel l  to 62.7 percent in May, a
few tenths of  a  percentage point more than
a 40-year low.7

In short, the United States needs workers.
Compensation costs  are already marching
higher. According to the employment cost
index, pr ivate  sec tor  wages  and sa lar ies
advanced  2 .9  percent  over  a  recent  12-
month  per iod  — the  f a s te s t  pace  in  a
decade.8With economic growth remaining
firm, and with scant availability of  workers,
wage growth is  poised to accelerate during
the months ahead, generating more inflation
and presumably higher interest rates in the
process.
Of  course, as  a  free society, the United

States  could  turn to  workers  f rom other
nations to fi l l  the void. This can happen in
two ways. First , businesses  could simply
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expand their  enterprises in other nations
in order to take advantage of  more readi ly
avai lable labor there. The other option is,
as a free, open, and accommodative society,
the United States could take advantage of
immigrants’ efforts.
However, immigration policy, including

rules  and regulat ions per taining to legal
immig rat ion , i s  i n  the  proce s s  of
transit ioning. According to a  Washington
Post analysis  of  State Department data, the
number of  people receiv ing v isas to move
permanently to the United States is on pace
to  dec l ine  12  percent  dur ing  Pres ident
Trump’s init ial  two years in office.9

Bottom line
This  w i l l  hopefu l ly  end  wel l . I f  current
strategies help permanently reduce tariffs
faced  by  U.S . producers  in  Canada , the
European Union, China, and elsewhere, the
United States might be able to close its trade
gap with the balance of  the world, stimulate
add i t iona l  domes t ic  manufac tur ing ,
accelerate economic growth, and expand
its  middle class.
The issue of  immigration is  even more

complex, but this  stor y may also end wel l .
Shifts in economic activ ity and geopolitics
render it sensible to reconsider immigration

policies in the United States. That said, for
now, many expanding employers, whether
seasonal seafood businesses or year-round
mechanical contractors, will find the human
capital  cupboard bare. n
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