MANUFACTURING TRENDS

HUDSON VALLEY INVESTMENT ADVISORS | BY GUS SCACCO

GLOBAL TRENDS ARE
DRIVING MANUFACTURING

BACK TO AMERICAN SHORES
CAN IT LAST?

“America innovates, China replicates and Europe Regulates”

~ Greg Ip, The Wall Street Journal

his statement could not be more true for the current state of American
manufacturing but this dynamic appears to be changing. The real question
to be asked is why, over the last twenty plus years, have U.S. companies
moved the bulk of their manufacturing operations overseas and why do
these manufacturing operations now seem to be returning to America?
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"U.S. companies are better innovators and allocators of capital. The rise in

construction of manufacturing facilities and the state of the art equipment
added to those facilities has helped generate higher productivity levels
and made U.S. manufacturing competitive with most other countries.”

The answer is multifaceted but the offshoring trend coincided, however, was that the U.S. domestic manufacturing base began
in part, with the admission of China into the World Trade to crumble and experienced further dislocation to Asia. The chart
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strong U.S. employment metrics
and has become a tailwind for
domestic GDP. Over the past
decade it is estimated that we've
added close to 1.5mm new jobs
with no discernible signs this
trend ending any time soon.

Recent strides in U.S.
manufacturing capabilities have
helped to close the cost gap versus
goods produced in China. In fact,
a survey conducted by the Boston
Consulting Group estimated that
it is 2% to 3% cheaper today
to make goods in the U.S. than
in China. A major factor in this
analysis is the narrowing wage
gap between the U.S. and China.
Chinese manufacturing wages
have risen over 187% in the last
decade while U.S. manufacturing
wages increased only 27% over
the same time period.

Other factors contributing to this dynamic include (1) the
increased automation in U.S. manufacturing facilities which has
led to productivity gains, (2) shorter supply chains (and therefore,
lower shipping costs) and (3) increased Innovation (R&D budgets
have increased across all sectors as a direct result of tax breaks and
other incentives provided by the U.S. government and engineers
and manufacturers are working more closely). The passage by
Congress of the Jobs Act in 2021, the CHIPS and Science Act in
2022 could infuse up to $550 billion into the domestic economy
in the coming years.

The last point on innovation and capital allocation is greatly
under appreciated. If we were to use the capital markets as a proxy
for the health of the economy, we have seen an average annual
return for the S&P 500 over the last 15 years of 9.76% vs. the
2.31% average annual return for the ACWI (i.e. rest of the world
ex-USA). The disparity in these
return metrics is explained,
in part, by the fact that U.S.
companies are better innovators
and allocators of capital.

The rise in construction of
manufacturing facilities and
the state of the art equipment
added to those facilities

has helped generate higher
productivity levels and made
U.S. manufacturing competitive
with most other countries. In
fact, U.S. productivity growth
was 3.9% in 2019, 2.4% in
2020, 1.9% in 2021 and 4.7%
for the first 3 quarters of 2023.

Source: Reshoring Initiative Library Data

American manufacturing now compares favorably to places
like China and it's worth noting that China could face a major
demographic issue in the coming years as it could lose ~100mm
workers as a result of the government’s “One Child” policy. The
loss of this labor pool could drastically impact China’s ability
to compete economically. Conversely, India and Africa, have
increasing populations and inexpensive labor but have substandard
infrastructure and institutional challenges.

A last wrinkle to consider in the U.S. reshoring trend is the
trade barriers put in place during the Trump Administration and
maintained by President Biden. Part of the rationale for these trade
barriers was to level the proverbial economic playing field as it was
alleged that China dumped products into the U.S. markets at prices
that made it unprofitable for U.S. companies to compete. U.S.
tariffs combined with the re-shoring trend has enabled the U.S. to
level the economic landscape.

Source: UN, Haver Analytics, Apollo Chief Economist
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The “reshoring” movement initially began after the “Great

Financial Crisis”, gained steam post COVID-19 as global
supply chains were disrupted and remains strong today.

the goods and products it
needed which kick started
US DURABLE GOODS ORDERS BY MAJOR INDUSTRIES irali inflati .
(billion dollars, saar) our spiraling infiation. In its
Machinery (452.8) Motor Vehicles & Parts (757.5) recent SurveY’ the COnSultll’lg
Electrical Equipment All Other Durable Goods (575.0) ﬁrm Kearney indicated

Appliances, & Components (172.6) Primary Metals + Fabricated Metals Products (752.3)
Computers & that 47% of manufacturing

Electronic

Products (292.9) executives said they had
re-shored operations to the
U.S. with an additional 29%
acknowledging that they had
decided to bring back some
operations within a few years.
Another consulting firm,
McKinsey, announced in a
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that 44% of the respondents
Source: Bureau of the Census were “regionalizing” their

supply chains. These moves by
domestic manufacturers are a
Covid-19 also helped to accelerate many of the reshoring direct result of China’s increased adversarial actions.

trends. When China shut down, the U.S. was not able to procure

MEDICAL COMPONENTS

- FDA registered medical device manufacturer.
HIGH PRECISION - CNC machined metal and plastic parts for Laparoscopic
procedures, implants, and orthopedic instruments.

COMPLEX
COMPONENTS INDUSTRIAL - COMMERCIAL

ISO 9001:2015

- Commercial precision parts.
- Aluminum, stainless steel, titanium, and plastics.

MIELTHRIERE AEROSPACE MILITARY INDUSTRY
MACHINES AND - Manufacture parts to very exacting standards.

AUTOMATION - NASA and the US Military count on our quality controlled precision.

UTILIZING
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China aging faster than the US
"Our local economy s

has benefitted from " % of population age 60 & older
recent “reshoring” China w08
trends as distribution »
facilities have s
sprouted up in and
around the Route

84 NYS Thruway

M n
corridor.
Source: UN, Haver Analytics, Apollo Chief Economist
It is worth noting that our local economy has benefitted from that significant investments have been made to rebalance costs and
these recent “reshoring” trends as distribution facilities have increase productivity which should enable the recent uptrend in
sprouted up in and around the Route 84 NYS Thruway corridor. manufacturing and employment to continue.

Anecdotally, an Orange County based corrugated box manufacturer

recently began to upgrade and expand its manufacturing capacity

by over 40%. The expansion will add roughly 50 new jobs and help

support distributors in the region. Gus Scacco President and CIO of

Hudson Valley Investment Advisors.
In closing, we should not forget that the U.S. has the rule of law,

limited government regulation, and low-cost transportation and is
protected by the largest military in the world. It is for these reasons

P rou d s u p p (o) rte rs of e Designing & Manufacturing of Corrugated

- Shipping Containers and Point-of-Purchase
CO u n C| I Of I n d u St ry Displays. Specializing in eye catching retail

& ecommerce value added packaging

e Servicing the Tri-State Area and beyond
since 1947

e |ndustrial Packaging and Supplies to
fulfill any need

President
Container
Group

e Full Service Assembly and Pack-out
Fulfillment Facility

e Community OQutreach & Support

TO LEARN MORE ABOUT

EMPLOYMENT OPPORTUNITIES, VISIT:

www.presidentcontainergroup.com/jobs
or call 845-516-1600 ext. 266

290 Ballard Road,
Middletown, NY 10941
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Drive traffic
to your business.

Electric vehicle chargers

are a must-have amenity for any

municipal or commercial property, including

multi-unit dwellings. EV chargers can: bring in revenue;

attract and retain customers, residents, or employees; improve
sustainability; and build recognition. Take advantage of incentives now
from Central Hudson and New York State while they’re available:

+ Central Hudson: Up to 100% of electrical infrastructure costs covered.
* New York State: Up to $4,000 per charger. (Limited funds, act soon!)

p\e' power. Possibi//‘t,'e s
o e

Learn more and apply on our website. ?ec | Hud
CentralHudson.com/MakeReady entra ucson
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