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One of the underlying goals of the Trump
Administration’s tariff policy is to increase
industrial production within the United
States. The underlying assumption,
therefore, is that the US has underinvested
in industrial capacity for some time. As you
can see from the chart below, that certainly
appears to be the case. We would be remis,
however, to simply look at the chart as
proof of concept without delving further
into the underlying realities that we believe
have caused this shift.




INDUSTRIAL CAPACITY
IN THE US JUNE 2025

Change in Growth

Looking at the above chart, two things should become readily apparent:
Industrial Capacity grew at a reasonable rate up until about the turn of the
century and the rate of growth has dropped considerably since then. If we
break the growth rates down by decade, we see that slowdown in better
detail:

Average % Change

1967 — 19695 4.85%
1970-1979 3.14%
1980 — 1989 1.95%
1950 - 1999 4.07%
2000 - 2009 1.27%
2010-2019 0.38%
2020 - 2024 0.41%

GCrowth of industrial capacity was fairly strong in the period leading up to the
Volker era (Chairman of the Federal Reserve from 1978 - 1987) and the war
on inflation. While it then slowed during the 1980s, it remained reasonably
strong when compared to recent history. Capacity rose dramatically in the
1990s before falling after the turn of the century. We believe that the change
in growth rates can be tied to both economic and demographic events.

The early higher growth period (1960-1979) is largely associated with the
entre of the Baby Boom generation into the labor pool. As Boomers got
jobs and demanded more “stuff”, the need to expand industrial capacity
rose as the (then) largest generation in history began to make themselves
known. This growth resulted in, what we view as, predictably high inflation
(too much demand chasing too few goods). We also believe that this early
higher growth, coupled with an event driven acceleration, caused capacity
investments to ramp to a level that were not sustainable.

We believe that the significant increase in industrial capacity growth leading
up to the 21st century can be attributed to one singular event — Y2K. For
those of you that are too young to remember the event, Y2K (January 1, 2000)
became a concern because those that wrote computer code in the 1960s and
1970s (and early 1980s), used a date construct that didn't take into account
what happened when the last two digits became '00. Would computers
think it was 1900 and, therefore, back in history or would the computers be
able to understand that the date was still moving forward? Would computers
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work? Would lights come on? (Computer code written in the “early days” of
computing used a two-digit year convention, i.e., '65 rather than 1965.)

For many firms, this meant purchasing new computers and technology,
causing a huge ramp up in computer purchases that ended up being mis-
understood as a more permanent ramp in tech spending rather than a “pull
forward” in normal capital equipment purchases. Unfortunately, many in the
investment community took Y2K spending to mean a more permanent ramp
in computer spending and extrapolated the 1990's spending growth rates into
the future causing values to become excessive.

We believed then that expectations about spending had gotten unrealistic —
particularly if one believed that the current spending was likely to mean that
future spending might be cut back.
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Figure 2 - Source: Federal Reserve Bank of 5t Louis, FRED database

Assuming we were correct, one would expect to see a decline in capacity
utilization (the percentage of manufacturing capacity that is being used) as
capacity that was built to accommodate the ramped-up spending was No
longer needed. Looking at the chart above, it appears as if that happened. As
you should also note from the chart above, capacity utilization which had run
well above 80% in the years leading up to 2000 has since struggled to make it
back to that level.
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You can also see the spending ramp in the average age of private equipment
data available from the Bureau of Economic Analysis (BEA). Specifically,

as the chart below shows, the average age of Manufacturing, Machinery,
Electrical equipment (appliances and components), Durable Goods,
Computer and electronic products and Miscellaneous manufacturing
equipment declined sharply from (roughly) 1995 to 2000. Not only did this
spending pull demand backwards, but it meant that spending planned for
future years had already been made, eliminating the need for that future
spending. Once that reality set in, earnings expectations got cut and markets
re-priced downward.

Average Age at Year End of Private Equipment
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Figure 3 - Source: US Bureaw of Economic Analysis, "Table 3.9E. Current-Cost Average Age at Yearend of Private
Egquipment by Industry"”

The other interesting takeaway from the chart is that the age of equipment
for three of the four industries included is the oldest (or nearly the oldest) it
has been since the BEA has been keeping records. Particularly surprising to us
is the average age of computer and electronic products. At an average age of
8.8 years, it is more than twice its average age in 1947 (average age 4.3 years)
and more than three years older than its Y2K low of 5.6 years. We believe that
this points to the level of overseas manufacturing outsourcing that has taken
place over the past twenty-plus years.
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Expectations

So, what should we expect going forward? Might we get increases to
domestic capacity now and in the future? Can we get a renaissance in
domestic manufacturing as President Trump wants?

One of the lessons that we think was learned from the COVID pandemic was
the risk involved in sourcing all (or much) of your products and components
from one geographic location (Asia). When everything (or nearly everything)
is sourced overseas you end up being at the mercy of shipping delays, port
backlogs and a bunch of other logistics issues. Bringing production onshore
(or nearshore) just makes sense.

However, just because a company decides to reshore production, doesn't
mean that the new production will be up and running quickly. Let's use the
construction of a Chip Fabrication Plant or fab as an example.

According to Semiconductor Digest!, fabs in the United States take
approximately 38 months from permitting and design to the beginning of
wafer production. This means that even if permitting was started today for
a new domestic fab, production would not start until we are into President
Trump's final year in office — and that doesn't take into account the cost
differential for construction.

Assuming that a domestic fab were to get permitted and built, according

to Herbert Blaschitz, Executive VP of the Global Business Unit for Advanced
Facilities at Exyte, it would cost twice as much to complete as a similar project
in Taiwan? While semiconductor fabs are certainly complex, the reality is

that construction of any new manufacturing facility takes years, not days, so
the impact of new manufacturing capacity and their attendant jobs is likely
several years away.

Building capacity does not, by itself, produce the manufacturing jobs that
President Trump wants. We believe that one of the reasons that we have seen
a slowing of job openings in the US goes back to another problem — one that
can't simply be fixed via executive order. Building a factory does no good if
you don't have people to fill the jobs available. We will tackle that issue in our
next piece.

End notes:
1) “Building semiconductor plant in the US takes twice as long, costs twice as much as in Taiwan" by Skye
Jacobs, Techspot.com, February 20, 2025.

2) IBID
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Disclosure: Investment advice offered through Stratos Investment Management, a registered investment
advisor.

The information contained in this market commentary reflects the opinions of Stratos Investment
Management. These opinions do not reflect the views of others and are subject to change without notice.
Content in this material is intended for general information purposes only and should not be construed as
specific investment advice or recommendations for any individual. Please contact your advisor with any
questions or for specific recommendations regarding your own circumstances. Investing involves risks

including possible loss of principal.



