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Date/Time (CST) U.S. Economic Data
1-31/7:15am Employment Cost Index
7:30am Q4 GDP Advance
7:30am Q4 GDP Chain Price Index
8:45am Chicago PMI - Jan
9:00 am Construction Spending - Dec
2-1/7:30am Personal Income - Dec
7:30 am Personal Consumption - Dec
9:00am ISM Index - Jan
2-2/7:30am Non-Farm Payrolls - Jan
7:30 am Unemployment Rate - Jan
7:30am Manufac. Payrolls- Jan
7:30am Average Hourly Earnings
7:30am Average Weekly Hours

9:00 am Factory Orders - Dec
Productivity, Goldilocks, and I nflation

The history of semiconductor manufacturing is peppered
with one amazing story after another. The industry has
overcome issue after issue to make chips smaler, faster and
cheaper. Lately, insulation has become so thin that electricity
leakage has been area issue. But, once again, a solution is at
hand.

Intel and IBM claim to be on the verge of manufacturing
semiconductors with new metallic alloys. These new chips will
have faster processors, but use less energy — an advancement
that will alow cell phones (and other devices) to do more
demanding tasks (e.g. play videos) with less battery drain.

This type of progress is symbolic of the entire New Era
Economy. Productivity is booming. And rapid productivity
growth explains why corporate profits, jobs and income growth
have al accelerated at the sametime.

Some forecasters have refused to accept this explanation
and for the past few years have argued that rising oil prices, a
housing slowdown, or some other calamity would bring the
economy down very soon. These *“fragile-economy”
forecastersjust can’t shake their pessimism.

Others have called this a Goldilocks Economy, because
productivity not only pushes growth up, but pulls inflation
down. What could be better than high growth, low inflation
and low interest rates?

Week of February 5, 2007

Date/Time (CST) U.S. Economic Data
2-7/8:30am Q4 Productivity

8:30am Q4 Unit Labor Costs
Brian S. Wesbury; Chief Economist

Consensus First Trust Actual Previous
+1.0% +0.9% +1.0%
+3.0% +3.1% +2.0%
+1.7% +1.3% +1.9%

52.2 50.9 51.6
+0.1% -0.2% 0.2%
+0.5% +0.6% +0.3%
+0.7% +0.7% +0.5%

515 50.4 51.4

145K 182K 167K

4.5% 4.4% 4.5%

-10K -15K -12K
+0.3% +0.3% +0.5%

33.9 33.9 33.9
+1.5% +1.8% +0.9%

But there is a third view, which argues that much like the
story Goldilocks, the bears of inflation and higher interest rates
are on their way home.

Despite rapid increasesin productivity, the Cleveland Fed's
weighted-median CPI (a measure which excludes the impact of
big and small price increases) is up 3.7% during the year-ended
December 2006. Thisis a sharp acceleration (a near doubling)
from the 1.9% YOY growth rate in January 2004. While
productivity helps contain prices, if monetary policy is too
accommodative, inflation can still rise.

The fragile-economy crowd is too pessimistic on growth,
while the Goldilocks crowd is blind to the inflation that is
aready here. The market, however, has recently pushed
interest rates up sharply (the 10-year is up 44 basis points) and
begun to price in greater odds of Fed rate hikes. The price of
gold isback above $640/0z., and the dollar remains weak.

One last point: Inflation does not result from job creation,
rising wages or strong growth, it’s caused by “too much money
chasing too few goods.” Hiking interest rates a few more times
to quell inflationary pressures will not hurt our high-
productivity economy. Not hiking interest rates would be the
real mistake and a very sad development when the Fed is on the
verge of getting it just right.

Consensus First Trust Actual Previous
+1.1% +1.5% +0.2%
+3.2% +2.4% +2.3%

Consensus forecasts come from Bloomberg. This report was prepared by First Trust Advisors L. P., and reflects the current opinion of the authors. It is based
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