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Are We in a Productivity Boom? 66'

The U.S. economy has been mazéthis year by the paradox of a(rising stock m sPbut 2 slowing labor market. Could

the explanation be a productivity boom, led in part by artificial intelligence? That seems possible given Wednesday’s

report that the economy grew a robust 4.3% in the third quarter.

The report, delayed by the government shutdown, came in well gbov,a_ most forecasts. Consumer confidence i@n
surveys, but you wouldn’t know it from the healthy 2.4 percentage--point'contribution to third quarter GDP. Healthcare,

prescription drugs and international travel were Jeading contributors, with healthcare accounting for a third of the
increase. Is this an Ozempic boom? o ¢

Airlines have reported that wealthier customers are travgliﬂg 'aﬁfbad mc\)re_;_fgqu a buoyant stock market lifted by Al may
make them feel richer. If your stock por%lio is up 20% over the year, why not holiday in Rome? K9
: Dyt the Yoo 3y 1 =

One concern is that spending is unéven, with mgﬁy\_lcqmpanies reportmg a pullback by lowerand middle—income:/
consumers. General Mills said last week that consumers earning less than $100,000 a year are buying more food at price
promotions, Chipotle in October reported a slowdown in spending among younger and less affluent customers.

Another concern is inflatiop. The core p'erscinal consumption expenditure price index (less food and energy) 10S€| 2.9"/2
in the third quarter, versus(2.6% in.the second. Yet disposable personal income increased only 2.8% and the savings rate
fell to @P;Ople aren’t going to feel better about the economy until their incomes keep up with rising prices.

.An increase in net exports supplied 1.6 percentage points to growth. Much of this owes to a decline in imports,
following the import boom earlyin the year as businesses tried to front-run tariffs. A decline in imports isn’t healthy if it
means higher prices for consumers or U.S. businesses that become less competitive because they pay more for

components. Business investment in equipment continued its healthy growth (AI?), though overall private investment
was down owing to'declines in residential housing and business structures.

Trumponomics boils down to a bet that the pro-growth impact of deregulation and tax reduction can offset the damage
from tariffs, which are tax increases. Imagine how well the economy would be doing without tariffs.
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