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Supply Headwinds Continue Into the Fourth Quarter

Many Wonder How Long Issues Will Persist?
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A key theme in nearly every economic data release recently has been snags in supply chains.

Companies are navigating around shortages that include construction materials to parts to

semiconductors, attempting to obtain products and yet stay competitive in a world where cost-

conscious consumers can price-check with a click of a button. The key question for many is how

long will these issues persist?

Unfortunately, we remain at the mercy of the global health crisis. After all, while new cases are

rapidly falling across the U.S. and roughly two-thirds of the population has received at least one
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vaccine dose, the health crisis continues in many parts of the world, including those that are

essential to the U.S. supply chain. Access to vaccines remains limited in Southeast Asia and South

America, key sources of many manufactured goods, inducing restrictive government measures and

sudden business closures when outbreaks occur.

Even in the United States, �rms continue to struggle to bring workers back, limiting domestic

production capacity and complicating reshoring plans aimed at alleviating these global supply

chain disruptions.

Low Labor Force Participation Continues To Slow Job Recovery

The labor participation rate edged lower in September, according to the latest report from the

Labor Department, as women exited the labor force. Potential exposure to COVID and the slower

or partial reopening of schools and day care facilities, that are themselves reporting labor

shortages, present a roadblock to a full labor market recovery. Shortages of workers and of qualifed

applicants to job openings has been widely reported by �rms for months, leaving almost 11 million

open positions un�lled.
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At 194,000, the headline number of jobs added in September was the fewest number added this

year, and far below expectations. But private sector jobs grew by 317,000 across many sectors. Both

retail trade and professional and technical services added 56,000 jobs. The transportation and

warehousing sector added added 47,000, and arts and entertainment added 43,000.

Job gains in the private sector were offset by a fall in local government payrolls of 101,000, a result

which largely re�ected seasonality adjustments, due to slower hiring in schools than during a

typical September because of COVID-related closures and capacity limitations. On an unadjusted

basis, local education, a segment of local government, added 718,000 positions. Similarly, private

education hiring was reported to fall by 18,900, while unadjusted, 248,600 positions were added.

Auto Sales Drop

The effects of supply chain disruptions on production are constraining consumers’ ability to

spend. Auto sales, excluding commercial trucks, for example, sharply declined in September,

reaching 12.1 million sales on a seasonally adjusted annual rate, according to the Bureau of

Economic Analysis. Apart from March through May of last year, when commuters abandoned

public transportation for personal vehicles and stimulus checks were hitting bank accounts, auto
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sales are at their lowest levels since 2011, when households were recovering from the Great

Recession.

Auto manufacturers, including Ford and General Motors, have cited shortages of semiconductors

and other parts as the primary reason for their reduced production levels. The situation is

expected to persist at least through the remainder of the year at least, and likely well into next

year as well, leading to lean inventories at auto dealerships and higher prices of both new and used

vehicles for consumers, as we have seen in recent consumer price index reports.

US Trade De�cit Widens

Despite logistics bottlenecks at ports and shortages of truck drivers and stevedores, trade �ows

continue to grow. Last week, the U.S. Census Bureau reported exports reached $213.7 billion in

August on a seasonally adjusted basis, up 0.5% over the month, while imports reached $287

billion, up 1.4%. With imports growing faster than exports, the trade de�cit expanded by 4.2%,

reaching $73.3 billion — a record high and a reversal of last month’s narrowing.

https://www.wsj.com/articles/ford-and-gm-scale-back-production-amid-chip-shortage-11630605601
https://www.census.gov/foreign-trade/data/index.html


Many �rms are warning shoppers that the holiday season could see shortages or lengthy delays in

shipments. If so, that could also be due to outsize demand in addition to a lack of supply, as year-

to-date consumer goods imports are 24% higher than the same period in 2020 and 14% higher

than the same period in 2019. August saw a notable increase in pharmaceuticals, toys and games,

and apparel items imports, but a decline in imported cell phones.

However, demand from abroad for U.S. industrial supplies, materials and capital goods has slowed

recently as many countries continue to deal with elevated COVID cases. Industrial supplies and

materials, which account for about a third of U.S. exports, grew only slightly in August, while

capital goods, excluding automobiles and parts, which account for about a third of U.S. exports,

edged lower.

The U.S. has consistently run a surplus in services, but one not large enough to offset the de�cit in

goods trade. Service exports and imports remain steady, yet travel — an export when foreigners

visit the U.S. and an import when U.S. residents travel abroad — remains depressed as travel

restrictions are still largely in place. Year to date, travel exports are 70% below 2019 levels while

travel imports are 64% below 2018 levels.

https://www.bloomberg.com/news/features/2021-10-04/out-of-stock-shortages-for-christmas-shopping-put-retailers-at-risk


The Week Ahead …

Next week should shed light on several measures of in�ation in September. The consumer price

index is set to be released on Wednesday and is projected to continue its upward trend based on

the rising prices of food and energy. We have yet to see the rental housing rate component of the

index re�ect the surging rental rates we have recorded in the apartment market this year, so the

index likely has room to rise further. The producer price index, to be released on Thursday, is also

set to show a strong gain due to the rising costs of inputs and choked supply chains. Similarly,

Friday’s report will likely show that higher fuel prices and the rising costs of transportation

logistics will have driven the import price index higher.

Friday should also see the release of the retail sales report for September. Sales were quite strong

in August, rising by 0.7%. But the sharp fall in vehicle sales, which account for 20% of all retail

sales, could drag the headline number lower.
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