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2025 Was A Great Year
For The Roaring 2020s

Check out the accompanying chart collection.

Executive Summary: Last year was a picture-perfect rendering of our Roaring 2020s scenario in action.
Economic growth soared on the shoulders of a productivity boom. Dr Ed expects more of the same
through the decade’s end and possibly beyond. That should set the stage for excellent earnings growth,
supporting our S&P 500 target of 10,000 by the end of the decade. Today, he explains why even recent
labor market weakness can’t derail this narrative. It's a “Gen-Shaped Economy,” with retired Baby
Boomers keeping consumer spending aloft irrespective of the labor market. ... Also: Dr Ed pans “One
Battle After Another” (- - -).

YRI Weekly Webcast. Join Dr Ed’s live webcast with Q&A on Mondays at 11 a.m., EST.
You will receive an email with the link one hour before showtime. Replays of the weekly
webcasts are available here.

US Economy I: Productivity Is Roaring. Last week was a very good one for our Roaring
2020s scenario. That's because last week’s batch of economic data supported our
productivity-led economic boom narrative. Real GDP growth was very strong during the last
three quarters of 2025. The growth rate of employment slowed dramatically. As a result,
productivity growth soared last year. Unit labor costs inflation fell significantly, suggesting
that consumer price inflation should fall closer to 2.0% this year.

If this scenario continues to play out during 2026 and through the end of the decade in
2029, the outlook for S&P 500 earnings is excellent and consistent with our S&P 500 target
of 10,000 by the end of the Roaring 2020s. Unlike the Roaring 1920s, which ended badly
during the 1930s, the Roaring 2020s could be followed by the Roaring 2030s.

Let’s assume that productivity growth transitioned from 2.0% to 3.0% in 2025 and will
remain at that higher pace for the foreseeable future. That would boost real GDP growth by
a full percentage point per year. It would lower unit labor costs inflation by as much. It would
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boost real wages of workers, more than offsetting the slower pace of employment. So the
real purchasing power of consumers would continue to grow, with less of that growth
coming from new workers and more coming from higher real wages. Profit margins would
rise, boosting total profits and driving capital spending higher.

That picture-perfect outlook seemed delusional when we first laid it out during the summer
of 2020. Six years later, it remains on track. We obviously are feeling more confident about
it. But we are still assigning a 60% subjective probability to our Roaring 2020s scenario. We
are also still assigning 20% to a meltup/meltdown scenario and 20% to a bearish outcome
for the economy and the stock market before the end of the decade.

US Economy ll: Productivity by the Numbers. I've been writing about productivity for a
very long time. | mention the word 201 times in my 2018 book Predicting the Markets: A
Professional Autobiography. It is an economic variable that, like the late comedian Rodney
Dangerfield, “gets no respect.” It is usually underestimated or totally ignored by most
macroeconomists.

The FOMC'’s latest Summary of Economic Projections shows that the 19 participants on the
monetary policy committee, on average, estimate the “longer run” growth rate in real GDP
to be only 1.8% (Fig. 7). This average projection is available since Q2-2025. In our Roaring
2020s scenario, better-than-expected productivity growth is likely—and likely the reason
that the FOMC may be underestimating the growth of real GDP in coming years.

Let’s have a closer look at the productivity-related data:

(1) Real GDP & real output. Since the late 1940s, the growth rate of real GDP has averaged
3.1% (Fig. 2). This average slowed to 2.1% measured since 2000. It was 2.3% y/y during
Q3-2025. In our Roaring 2020s scenario, real GDP growth should grow 3.5%-4.0% in
coming years if productivity growth continues to improve.

The measure of productivity, which is compiled by the Bureau of Economic Analysis, is the
ratio of nonfarm business output to labor hours. Output closely tracks real GDP (Fig. 3). On
a yly basis, the former was up 3.4% while the latter was up 2.3% through Q3-2025.

(2) Labor hours & the labor force. The denominator in the productivity ratio is determined by
aggregate hours worked, which is total nonfarm business payroll employment (which counts
the number of full-time and part-time jobs, not the number of workers) times average weekly
hours in the private sector.
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Contributing to the dramatic rebound in productivity during both Q2 and Q3 of last year was
the virtual flattening in aggregate hours worked from April through December 2025 (Fig. 4).
Both payrolls and the average weekly hours in private industry were relatively flat over this

period (Fig. 5 and Fig. 6).

Interestingly, the weakness in employment occurred despite a solid increase in the labor
force. The latter was up 1.8% yly, and its 12-month average was up 1.3% (Fig. 7). Those
are reasonably solid growth rates considering the surge in deportations and the restrictions
on immigration. Despite these developments, the foreign-born labor force still rose 1.8% yly
in 2025, down from a peak of 6.3% during December 2022 (Fig. 8).

(3) Productivity. Nonfarm business sector labor productivity increased 4.9% (saar) in Q3-
2025, as output increased 5.4% and hours worked increased 0.5% (Fig. 9). Q2-2025
productivity was revised up from 3.3% to 4.1%, as output increased 5.2% while hours
worked rose 1.0%. These are awesome numbers!

(4) Unit labor costs and inflation. Unit labor costs (ULC) in the nonfarm business sector
decreased 1.9% in Q3-2025, reflecting a 2.9% increase in hourly compensation and a 4.9%
increase in productivity (Fig. 10). ULC during Q2-2025 was revised down from 1.0% to -
2.9%. ULC increased only 1.2% (y/y). This confirms our view that CPI inflation should fall to
2.0% this year.

(5) Real wages & purchasing power. Productivity is the driver of real hourly compensation,
which is the purchasing power of American workers (Fig. 11). The level of productivity rose
to a record high during Q3-2025 and should continue doing so in 2026. If it does, then real
hourly compensation should also move higher this year. We can monitor consumers’
purchasing power by tracking real average hourly earnings for all workers, which continues
to rise along a 1.0% yl/y trend line (Fig. 12).

A potential risk to our Roaring 2020s scenario is that real wages don'’t rise fast enough to
fully offset the weakness in employment. In fact, real disposable personal income has been
flat in recent months (Fig. 73). The latter is the best measure of the total purchasing power
attributable to labor and nonlabor income.

However, there is another potentially massive source of purchasing power, i.e., the $85.4
trillion in the household net worth of the retiring Baby Boom generation (Fig. 74). In the
January 5 Morning Briefing titled “The Gen-Shaped Economy,” we discussed the economic
effects of the Baby Boomers’ continued spending of their retirement nest eggs on
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themselves and on their adult children and young grandchildren. In this uncommon
economic scenario, consumption would remain strong even as disposable income stays flat.
Savings would fuel the consumption strength, and the personal savings rate would turn
negative.

The Baby Boomers’ net worth includes $27.4 trillion of corporate equities and mutual fund
shares (Fig. 15). So the bull market in stocks continues to bolster their net worth and their
potential purchasing power. There is clearly a very positive wealth effect on consumption.
Of course, the risk to this happy scenario is a bear market that might cause the retiring
Baby Boomers to retrench. As we noted above, our subjective probability of this happening
over the rest of the decade is 20%.

(6) Q4-2025 productivity and earnings. Productivity probably continued to grow rapidly
during Q4-2025. Following Thursday’s merchandise trade report showing a big drop in
imports and a big increase in exports during October, the Atlanta Fed’s GDPNow model
showed that real GDP rose 5.4% (saar) during the quarter (Fig. 16). After Friday’s
employment report, this estimate was revised down to 5.1% (Fig. 17). So the economy
continued to grow rapidly, while labor hours remained weak.

This implies that S&P 500 earnings per share rose to yet another record high during Q4
(Fig. 18). That’s corroborated by S&P 500 forward earnings per share, which rose sharply in
recent weeks to a new record high. The same can be said for S&P 500 forward revenues
per share (Fig. 19). The latest S&P 500 forward profit margin data, through the week of
January 2, show that the S&P 500’s actual quarterly profit margin rose to a new record high
at the end of last year (Fig. 20).

US Economy lll: Employment’s New Normal. December’s employment report showed a
50,000 increase in payroll employment and a drop in the unemployment rate to 4.4% from
4.6% in November. October and November payrolls were revised down by a total of 76,000.
December’s payroll gain was more than offset by a shorter average workweek, so
aggregate weekly hours worked fell by 0.3% m/m. However, that was offset by a 0.3%
increase in average hourly earnings, resulting in no change in our Earned Income Proxy
(EIP) for private industry wages and salaries in personal income.

A flat EIP suggests that consumer spending was weak during the holiday season (Fig. 21).
That outcome isn’t confirmed by the Redbook Retail Sales Index, which was up 7.1% during
the January 2 week (Fig. 22). It is consistent with our Gen-Shaped Economy thesis, which
explains how consumer spending can grow if weak payroll and wage gains characterize the
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new normal for the labor market.

Movie. “One Battle After Another” (- - -) is a terrible movie with a star-studded cast,
including Leonard DiCaprio, Sean Penn, and Benicio del Toro. It is one cliché after another
about angry urban revolutionaries, illegal immigrants, immoral soldiers, and white
supremacists. All the characters are two-dimensional, with no depth. The dialogue is
lifeless. On balance, it is an unbalanced view of our society as full of deranged radical
extremists. Unfortunately, that view is perpetuated by what our news media cover daily.
Most of us are good people who just want to get along with one another with less craziness
in our lives. (See our movie reviews archive.)

Strategy Indicators

Global Stock Markets (US$ Performance) (link): The US MSCI index rose 1.5% during
the January 9 week and closed at a record high. The AC World ex-US underperformed
slightly, with a 1.4% gain for the week to 0.5% below its record high on Tuesday. The AC
World ex-US has been hitting new record highs since May 14--the first time it's had such a
long streak of successive record highs since June 15, 2021. EM Latin America was the best
performing region last week, with a gain of 3.7%, followed by EM (1.6%), EM Asia (1.4), and
the AC World ex-US. Europe and EMU were the worst regional performers, albeit with gains
of 1.3%, followed by EMEA (1.4) and EAFE (1.4). The Korea MSCI index, with a gain of
6.5%, performed the best among country indexes, ahead of Brazil (3.1), Taiwan (2.8),
Mexico (2.6), and Japan (2.4). The India MSCI index was the worst performer w/w, with a
decline of 2.5%, followed by Australia (-0.9), Spain (-0.3), Switzerland (0.1), and Canada
(0.3). In terms of ytd performance rankings, the 1.8% gain for the US MSCI index ranks as
the eighth worst performer among the 18 MSCI countries that we follow and trails the 2.4%
gain for the AC World ex-US. Among the regional indexes outperforming the AC World ex-
US ytd, EM Latin America leads with a gain of 4.1%, followed by EM Asia (3.5), EM (3.4),
and the AC World ex-US. Europe and EAFE are the worst ytd performers, albeit with gains
of 2.0%, followed by EMEA (2.3) and EMU (2.3). Korea is the best ytd performer, with a
gain of 10.0%, followed by Taiwan (4.6), Hong Kong (4.3), Brazil (3.6), and Mexico (3.0).
The worst performing countries ytd: India (-1.6), Australia (-0.5), Switzerland (0.3), Spain
(0.9), and Canada (1.3).

US Stock Indexes (/link): Forty-seven of the 48 major US stock indexes that we follow rose
during the week ended January 9, compared to all 48 rising a week earlier. The S&P 600
SmallCap Pure Value index was the best performer for the week, with a gain of 6.3%,
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ahead of S&P 600 SmallCap (5.0%), Russell 2000 Growth (4.7), S&P 600 SmallCap Equal
Weighted (4.6), and Russell 2000 (4.6). The Dow Jones 15 Utilities index was the worst
performer, with a decline of 0.8%, followed by Russell 1000 Growth (0.8), Russell 3000
Growth (1.0), S&P 500 LargeCap Growth (1.1), and S&P 100 MegaCap (1.1). All 48
indexes are higher ytd. With a gain of 7.2%, the S&P 600 SmallCap Pure Value index is in
the top spot as the best performer so far in 2025, ahead of Russell 2000 Growth (6.0), S&P
600 SmallCap Value (5.8), Russell 2000 (5.7), and Russell 2000 Value (5.4). The worst
performing major US stock indexes ytd, albeit with gains: Dow Jones 15 Utilities (0.1),
Russell 1000 Growth (0.5), Russell 3000 Growth (0.8), S&P 100 MegaCap (1.0), and S&P
500 LargeCap Growth (1.1).

S&P 500 Sectors Performance (/ink): Nine of the 11 S&P 500 sectors rose during the
week ended January 9, and six were ahead of the S&P 500’s 1.6% gain. That compares to
three S&P 500 sectors rising a week earlier, when six were ahead of the S&P 500’s 1.0%
decline. The outperformers last week: Consumer Discretionary (5.8%), Materials (4.8),
Industrials (2.5), Communication Services (2.4), Energy (2.1), and Consumer Staples (2.1).
The underperformers last week: Utilities (-1.6), Information Technology (0.0), Real Estate
(0.4), Health Care (1.1), and Financials (1.4). The S&P 500 is now up 1.8% ytd, with 10 of
the 11 sectors positive and six ahead of the index. Materials is the best ytd performer with a
gain of 6.4%, followed by Consumer Discretionary (4.6%), Industrials (4.4), Energy (4.3),
Communication Services (2.0), and Consumer Staples (2.0). These five sectors are lagging
the S&P 500 so far in 2025: Utilities (-0.4), Information Technology (0.1), Real Estate (0.4),
Health Care (1.6), and Financials (1.6).
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