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“A monthly survey of supply chain managers”

Welcome to our January survey result. Creighton’s monthly
survey of supply managers and procurement experts in nine
Mid-America states indicates that economic growth remains
in a very healthy range with elevated inflationary pressures.
Follow my comments at: www.twitter.com/erniegoss

Republicans argue that implementation
of the recently passed tax reform bill will stimulate economic
growth, which will benefit the middle class, primarily by
boosting wages and salaries. Democrats, on the other hand,
contend that the benefits of any growth will flow mainly to the
“rich” via higher corporate profits.

Does empirical data support the Republican or Democrat
position assuming that the package, as advertised, raises GDP
growth from 2016’s 2.1% to 3.1%, or even 4.1%?

In 2016, the U.S. economy ended the slowest eight years of
economic growth since the end of the Truman Administration
in 1952. During this period of slow GDP growth, wages and
salaries as a share of GDP dropped from 44.5% to 43.5%, but
profits as a percentage of GDP climbed from 9.4% to 11.5%.
Thus, superficially during this latest time period, slow growth
had more of a negative impact on workers via lower wage and
salary growth.

The accompanying table lists the GDP, wage & salary, and
profit growth from 1947 to 2016. During this period, when GDP
growth moved from an average of 2.4% to 4.6%, wage and
salary growth advanced from 4.1% to 8.2%, but profit growth
fell from 6.4% to 5.1%. Calculating correlation coefficients for
the data indicate a clear positive correlation between growth
rates of GDP and wages & salaries (+0.74), but a negative
association between GDP growth rates and profits (-0.29).

Theoretically, this empirical finding is consistent with
the likelihood that businesses are required to bid up wages
during periods of rapid growth with the result of lower profits.
To quote British economist David Ricardo, “There can be no rise
in the value of labour without a fall of profits.” Ernie Goss.

Table 1: Percent Growth from 1947 to 2016
e Eeriod Aﬂm‘:‘:np . || s
4.8% 8.6% 4.8%
1947 - 1852 2.71% 4.6% 3.2%
1953 - 1960 4.5% 7.8% 5.4%
1961 - 1870 a2y 10.0% 12.3%
1971 - 1880 3.4% 6.8% 4.3%
1981 - 1890 3.8% 8.2% 6.3%
1881 - 2000 2.3% 4.0% 10.4%
2001 - 2008 2.1% 3.7% 5.6%
2008 - 2018 2.4% 4.1% 6.4%
Below 3% 3.5% 7.7% 7.7%
% - 4% 4.6% 8.2% 1%
Above 4% 4.8% B.6% 4.8%
Source: U.S. Bureaw of Exancenic Analyss.

Link to video: https://www.youtube.com/watch?v=Y 8lybv0Jcv
E&feature=youtu.be

Mid-America Business Conditions Index Slips to Still Healthy
Level: Less Than Half Support Current Tax Package

SURVEY RESULTS AT A GLANCE:

«  Overall index moved above growth neutral for the

12th straight month, pointing to solid growth ahead.
. New export orders soared for the month.

«  Despite solid employment growth, supply managers
expect their firms to raise wages and salaries by only
2.6 percentin 2018.

«  Approximately 42.1 percent of supply managers
support the tax reform bill before Congress while
19.3 percent oppose the package and 38.6 percent
expressed no opinion.

The December Creighton University Mid-America Business
Conditions Index, a leading economic indicator for the nine-state
region stretching from Arkansas to North Dakota, rose for the
month, pointingtohealthy growthforthe nextthreetosixmonths.

Leading Economic Indicators, last 18 months (50.0 = Growth Neutral)
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Overall index: The Business Conditions Index, which ranges
between 0 and 100, climbed to 59.0 from November's 57.2.
This is the 13th straight month that the index has remained
above growth neutral, continuing to point to positive
growth for the region over the next three to six months.

Although the inflation gauge is elevated, | would characterize
the region as having a ‘goldilocks’ economy. That is, not so
hot as to push the Federal Reserve to raise interest rates at
a stepped up pace, but not so cool as to slow employment
gains. Both the national and our regional indices indicate
the manufacturing sector is advancing at a very healthy
pace and will continue to spill over into the broader national
and regional economies in the next three to six months.

This month supply managers were asked to identify the greatest
economic challenge facing their companies’ profitability over
the next five years. Approximately 44.7 named increasing
foreign competition as the biggest threat while more than
one in five, or 21.3 percent indicated the shortage of qualified
workers would be the greatest challenge to their businesses.

Employment: The December employment index remained
above growth neutral with a reading of 57.7, up from 53.6 in
November. “The durable, nondurable and nonmanufacturing
sectors are adding jobs at a solid pace. Over the past 12
months, the regional manufacturing sector has added
approximately 29,000 jobs, a 2.1 percent expansion. This annual
regional manufacturing growth rate significantly exceeds
the 1.5 percent growth for U.S. manufacturing,” said Goss.

Wholesale Prices: For a third straight month, the regional
wholesale inflation gauge cooled to a still strong 71.3
from November's 71.4, continuing to indicate elevated
regional inflationary pressures at the wholesale level.

Visit our website @ http://www.outlook-economic.com
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Even though both our regional wholesale inflation index
and the U.S. inflation gauge are elevated, | expect the Federal
Reserve to forgo a short-term interest rate hike at the next
meeting of their rate setting committee on Feb. 1. However, |
do expect a .25 percent rate increase at the March 15 meetings.

Confidence: Looking ahead six months, economic optimism, as
captured by the December business confidence index, expanded
toaverystrong73.2from71.9in November.Healthy profitgrowth,
stilllow interest rates, and the recently passed tax reform package
pushedbusinessconfidencetoitshighestlevelsinceJanuary2011.

Inventories: The December inventory index indicates that
businesses expanded supplies of raw materials and supplies,
but at a slower pace than in November. The regional inventory
index for December slipped to 54.0 from November’s 56.1.

Trade: The regional index for new export orders declined
to a still strong 63.9 from November’s 65.8, and the import
index fell to a solid 53.9 from 59.8 in November. Expanding
regional growth supported purchases of inputs from
abroad, while growth among important trading partners
underpinned the new export orders at a healthy level.

Only 21.8 percent of supply managers expect an abolition
of the North American Free Trade Agreement (NAFTA) to
negatively affect their company. Given that states within the
region exported $35.4 billion of goods to Canada and Mexico
in 2016, supporting approximately 210,000 jobs, it is surprising
to measure little concern regarding the abolition of NAFTA.

Other components: Components of the December Business
Conditions Index were new orders at 68.0, up from 67.6
in November; the production or sales index decreased
to 61.6 from November's 64.8; and delivery speed of raw
materials and supplies jumped to 53.7 from last month’s 42.6.

The Creighton Economic Forecasting Group has conducted
the monthly survey of supply managers in nine states
since 1994 to produce leading economic indicators
of the Mid-America economy. States included in the
survey are Arkansas, lowa, Kansas, Minnesota, Missouri,
Nebraska, North Dakota, Oklahoma and South Dakota.

The forecasting group’s overall index, referred to as the
Business Conditions Index, ranges between 0 and 100. An
index greater than 50 indicates an expansionary economy
over the course of the next three to six months. The Business
Conditions Index is a mathematical average of indices for
new orders, production or sales, employment, inventories
and delivery lead time. This is the same methodology,
used since 1931, by the Institute for Supply Management,
formerly the National Association of Purchasing Management.

ARKANSAS

The December overall, or Business Conditions Index, for
Arkansas advanced to 56.8 from November’s 51.9. Components
of the index from the monthly survey of supply managers
were new orders at 70.1, production or sales at 56.3, delivery
lead time at 56.7, inventories at 48.6, and employment at
52.3.In 2016, businesses and farms in the state exported $1.8
billion of goods to Canada and Mexico, supporting more than
11,000 jobs in the state. In the nine-state region, Arkansas
is number eight in terms of dependence on NAFTA sales at

1.5 percent of GDP. Only Oklahoma is less dependent on
NAFTA. 2018 NAFTA abolition damage to state economy: Low.

IOWA

The December Business Conditions Index for lowa declined to a
still solid 54.3 from 55.2 in November. Components of the overall
index from the monthly survey of supply managers were new
orders at 63.4, production or sales at 56.9, delivery lead time
at 49.0, employment at 53.0, and inventories at 49.3. In 2016,
businesses and farms in lowa exported $5.6 billion in goods to
Canada and Mexico, supporting more than 33,000 jobs in the
state. In the nine-state region, lowa is second only to North
Dakota in terms of dependence on NAFTA sales, at 3 percent of
GDP. 2018 NAFTA abolition damage to state economy: Intense.

KANSAS

The Kansas Business Conditions Index for December
climbed to 62.0, a regional high, and up from November’s
58.0. Components of the leading economic indicator from
the monthly survey of supply managers were new orders
at 72.4, production or sales at 63.9, delivery lead time at
57.0, employment at 60.5, and inventories at 56.3. In 2016,
businesses and farms in the state exported $3.6 billion in
goods to Canada and Mexico, supporting almost 22,000 jobs
in the state. In the nine-state region, Kansas is the fourth most
dependent on NAFTA sales at approximately 2.4 percent of
GDP. 2018 NAFTA abolition damage to state economy: Intense.

MINNESOTA

The December Business Conditions Index for Minnesota slipped
toahealthy 56.8fromNovember’s57.8.Components of the overall
December index from the monthly survey of supply managers
were new orders at 69.5, production or sales at 63.4, delivery lead
time at49.0, inventories at 49.3, and employment at 53.0.1n 2016,
businesses and farms in the state exported $6.4 billion in goods
to Canada and Mexico, supporting more than 38,000 jobs. In the
nine-state region, Minnesota is the sixth most dependent on
NAFTA sales, registering approximately 1.9 percent of GDP. 2018
NAFTA abolition damage to state economy: Moderate to High.

MISSOURI

The December Business Conditions Index for Missouri fell to
55.3 from 59.2 in November. Components of the overall index
from the survey of supply managers were new orders at 60.5,
production or sales at 54.6, delivery lead time at 46.4, inventories
at 55.6, and employment at 59.2. In 2016, businesses and farms
in the state exported $7.8 billion in goods to Canada and Mexico,
supporting more than 46,000 jobs in the state. In the nine-
state region, Missouri is the third most dependent on NAFTA
sales, accounting for approximately 2.6 percent of GDP. 2018
NAFTA abolition damage to state economy: Moderate to High.

NEBRASKA

The December Business Conditions Index for Nebraska rose to
57.6 from 54.8 in November. Components of the index from
the monthly survey of supply managers were new orders at
67.2, production or sales at 59.9, delivery lead time at 52.4,
inventories at 52.2, and employment at 56.2. In 2016, businesses
and farms in the state exported $3.5 billion in goods to Canada
and Mexico, supporting almost 16,000 jobs in the state. In the
nine-state region, Nebraska is the fifth most dependent on
NAFTA sales, registering approximately 2.3 percent of GDP.
NAFTA 2018 abolition damage to state economy: Intense.

NORTH DAKOTA
North Dakota’s Business Conditions Index climbed into a
range pointing to solid growth in the next three to six months.

The overall index for December jumped to 55.1 from 52.3 in
Follow daily comments at www.twitter.com/erniegoss
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November. Components of the overall index were new orders
at 53.1, production or sales at 62.3, delivery lead time at 44.5,
employment at 58.8, and inventories at 56.6. In 2016, businesses
and farms in the state exported $4.6 billion in goods to Canada
and Mexico, supporting almost 28,000 jobs in the state. In the
nine-state region, North Dakota is the number one state in terms
of dependence on NAFTA sales, registering approximately 8.7
percent of GDP. 2018 NAFTA abolition damage to state economy:
Intense.

OKLAHOMA

Oklahoma's Business Conditions Index has remained above the
50.0 threshold for the last five months. The overall index from
a monthly survey of supply managers slipped to a very healthy
59.3 from November’s 60.8. Components of the overall December
index were new orders at 69.3, production or sales at 61.4,
delivery lead time at 54.2, inventories at 53.8, and employment
at 57.9.1n 2016, businesses and farms in the state exported $1.9
billion in goods to Canada and Mexico, supporting almost 12,000
jobs in the state. In the nine-state region, Oklahoma is the least
dependenton NAFTA sales, registering approximately 1.1 percent
of GDP. 2018 NAFTA abolition damage to state economy: Low.

SOUTH DAKOTA

The Business Conditions Index for South Dakota rose to 58.2
from 55.4 in November. Components of the overall index from
the December survey of supply managers in the state were new
ordersat65.2, productionorsalesat58.3,deliveryleadtimeat55.8,
inventories at 57.2, and employment at 54.5.In 2016, businesses
and farms in the state exported $763 thousand in goods to
Canada and Mexico, supporting almost 5,000 jobs in the state. In
the nine-state region, South Dakota is number eight in terms of
NAFTA sales, registering approximately 1.6 percent of GDP. 2018
NAFTA abolition damage to state economy: Low to Moderate.

«  The U.S. non-farm payroll expanded by 148,000 in
December and the unemployment rate remained at
4.1%, a 16-year low.

»  From December 2016 to December 2017, average hourly
wages grew by 2.5% to $26.63 per hour. Not great, but
trending a bit higher.

«  Passage of a tax reform bill, low interest rates and an
expanding global economy pushed the Dow Jones
Industrial average over 25000 for the first time ever.

+ Driven by a rapidly improving global economy, crude
oil prices surged to a 3-year high in January.

«  Business loan growth fell to its lowest level since the
2008-09 financial crisis.

+  NAFTA negotiations are currently on hold. A new
agreement needs to be approved and soon. While
Canada and Mexico may benefit more from NAFTA, the
U.S. has also been a big winner. Trade is not a zero-sum
endeavor.

- Inflation, Inflation, Inflation: The Bureau of Labor
Statistics will release the inflation gauge for January on
February 14. An annualized increase above 2.5% will
be bullish for stock prices and bearish for bond prices
(rising yields, falling prices).

« GDP Growth: On January 26, the U.S. Bureau of
Economic Analysis releases Gross Domestic Product
growth for Q4 of 2017. For the first time since 2004-05,
the nation’s economy likely expanded by more than
3.0%. Good for stocks, bearish for bonds.

- Home Price: On the last Tuesday of the month, January
30, S&P Corelogic will release its Case-Shiller home price
index for November. Home prices have been rising by
over 5.0% (annualized) since November 2015. Air will

continue to inflate this bubble.

+ Travel to Mars in Elon Musk’s spaceship. | think not!!
Tesla investors boosted Tesla’s share price by 47.0% in
2017 despite the firm losing money every year since
incorporation in 2003. Tesla’s market value of $53 billion
exceeds rival Ford Motor Company disregarding the
fact that last year Ford earned $1.10 per share and Tesla
lost $8.66. Tesla investors apparently see in CEO Musk
a Henry Ford, or Alan Shepard. In reality, he is more of
21st Century Harold Hill.

Survey results for December will be released on the first business
day of next month, February 1.

Follow Goss on twitter at http://twitter.com/erniegoss
For historical data and forecasts visit our website at:
http://www2.creighton.edu/business/economicoutlook/

Visit our website @ http://www.outlook-economic.com
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PRICE DATA

ALL COMMODITIES/FARM PRODUCTS 2007-2014
FUELS & RELATED/METALS & METAL PRODUCTS

Year over year price change, commodities and farm product, 2015-17
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Follow daily comments at www.twitter.com/erniegoss




