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Private employment increased the 
most in the accommodation and food 
services, professional and business services, 
manufacturing, and retail trade sectors, with 
private employment above its 2019 level.

The unemployment rate in the third 
quarter (up to August) decreased slightly to 
5.8%, from 6.2% in the second quarter. The labor 
force participation rate, on the other hand, 
decreased to 42.4%, from 43.5% in the previous 
quarter.

M A N U FA C T U R I N G 
In August, the sector’s PMI index increased 

to its highest level (57.5) since March, when 
it rose to 63.6, suggesting new expansion in 
activity in the sector. The increase in August 
was due to the significant rise in its New Orders 
component of 33.4% and in Production of 42.7%. 
On a quarterly basis (up to August), though, 
the index was 3.0% below its level in same 
quarter 2021. 

As to employment, it maintained its up-
ward trend during the third quarter (up to 
August), rising to 83,600 jobs, slightly up from 
the previous quarter, remaining flat since 
June. On an accumulated basis, employment 
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• The quarter ended with an unexpected 
event in September, that of Hurricane 
Fiona. Prior to the hurricane, key 
economic indicators were still on a 
positive note, with the exception of 
inflation, in the third quarter. Private 
employment still expanding, albeit at a 
slower m/m pace, manufacturing activity 
and employment still on a positive note, 
and the banking sector remained on 
solid ground. In construction, salaried 
employment rose by 11.0% on an 
accumulated basis (up to August) from 
last year.

• The economic implications of Fiona go 
beyond the damages it caused, as it 
happened in the midst of a still-going 
reconstruction process from Hurricane 
Maria, and when only a small fraction 
of the federal funds allocated to 
rebuilding from Hurricane María have 
been spent so far.  In September 2020, 
FEMA dedicated more than $9.4 billion 
in funding for projects to transform the 
electricity grid.1  

• Fortunately, Fiona did not cause as 
much damage as María, affecting more 
heavily the southwest, already suffering 
the consequences of the earthquakes 
of January 2021. Much of the tourism 
sector was spared, for instance.

EMPLOYMENT 
Employment maintained its upward trend 

during the third quarter (up to August), albeit 
at a slower m/m change. Nonfarm salaried 
employment increased 4.4% y/y, as private 
employment expanded at an annual rate of 
6.1%. On an accumulated basis since the onset 
of the pandemic, the cumulative change in 
private employment has been a net increase 
of 46,500 jobs. 

On the other hand, the pace of month/
month increases in private employment has 
slowed, to 3,200 new jobs in August, from 
8,300 in January.
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tion decreased to 6.5%, core inflation remained 
unchanged at 3.0%.

As before, leading inflation are energy and 
food prices. On an accumulated basis (up to 
August), while headline inflation rose by 5.9%, 
gasoline prices increased an average of 38.3%, 
and food and beverage prices 8.2%. The same 
pattern in August.

F I S C A L R E V E N U E S
As of fiscal year 2022, net revenues to the 

General Fund increased 9.7%, led by increases 
in Sales and Use Tax (SUT) and income taxes 
receipts, while those from Law 154 decreased 
by 10.0%.

In July, net revenues decreased again, by 
13.0%, following a third consecutive decrease 
since May, reflecting mostly the reduction in 
receipts from Law 154. Those from the SUT 
also decreased by 4.7%.

On an accumulated basis since January 
(up to July), net revenues were up from same 
period in 2021.

S H O R T- T E R M  O U T L O O K
The new assistance funds for households 

of $700.0, plus the additional federal funds 
for Fiona will provide a short-term stimulus 
to commercial activity, but investment on 
infrastructure projects from the federal re-
construction funds from María will provide 
the main stimulus to local economic growth 
in the short-term.

High inflation will remain a concern for 
the balance of the year and into 2023, as 
businesses continue to make cost adjustments 
in their operations. Also, consumers will 
continue to realign their spending patterns and 
levels, as inflation proceeds, with emphasis 
on the substitution of higher-costs items 
by less expensive ones. Increases in energy 
prices should be expected given the recent 
announcement by OPEC countries to reduce 
production, which should impact WTI’s prices 
(West Texas Intermediate) with higher demand.

There is also the concern about the 
increasing possibilities of a recession in the U.S. 
economy next year.

The number of bankruptcies filings by 
individuals rose 8.1% y/y during the first nine 
months of the year. Expect that number to 
increase after Fiona.

Economic activity resumed after the hur-
ricane, but it represents an additional negative 
factor for the economy, at least in the short and 
medium terms. For one, it can contribute to an-
other wave of emigration to the mainland. It will 
be some time before the full scale of the damage 
caused by Fiona is assessed. Much will be riding 
on the performance of LUMA, the consortium 
of Atco Ltd. a   nd Quanta Services, Inc., with 
Innovative Management Inc.
O F  I N T E R E S T 

The conflict in Ukraine has underlined 
the dependence on certain foreign markets, 
in particular from Russia, for fuels. In fiscal 
year 2022 (which include the start of the war 
in February), although the majority of import-
ed gasoline comes from foreign countries, 
the share of Russia in the total (quantity) was 
14.3%, whereas that of the U.S. in the total 
was 3.2%. On the other hand, imports of mo-
tor fuel from Saudi Arabia represented 4.1%.

Notes:
1. CNN (2022). Behind the blackout triggered by Hurricane Fiona is a 

long-embattled history of Puerto Rico’s weak and outdated grid 
(October 2, 2022). At: https://www.cbs58.com/news/behind-the-
blackout-triggered-by-hurricane-fiona-is-a-long-embattled-history-
of-puerto-ricos-weak-and-outdated-electrical-grid 

increased to 82,600 jobs, above its 2019 level 
of 75,100 jobs.

I N F L AT I O N 1

Headline inflation remained high in the 
third quarter (up to August), averaging 6.9%, 
from 6.6% in the previous quarter. In August it 
decreased to 6.5%, from 7.2% in July, as energy 
prices increased but at a slower pace. On the 
other hand, food and beverage prices rose at 
an annual average of 9.2% in the third quarter, 
maintaining their upward trend since January, 
when they increased 5.9%.

Core inflation, which excludes food and 
energy prices, has been increasing too, pointing 
to the rapid spread of inflation throughout the 
economy. Indeed, in August, while general infla-

General and Core Inflation
(December  2006 = 100)

PMI Puerto Rico 
2017-2022

PMI Manufacturing 

Manufacturing Employment 
(thousand)

Net Revenues to the General Fund

Net Revenues to the General Fund and the 
Sales and Use Tax

Inflation

Imports of Gasoline and Motor Fuel
(not Containing Biodiesel) Fiscal Year 2022
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Capacity utilization for manufacturing 
remained unchanged on average during the 
quarter (up to August), moving up by 2.4% 
y/y in August, from, 2.0% y/y in July.

Activity in the U.S. manufacturing 
sector slowed in the month of September 
but still saw continued growth, according to 
the ISM’s PMI index. The index fell to 50.9 
from 52.8 in August, but the reading still 
indicates growth in the sector. The decline 
by the headline index was largely due to a 
downturn by new orders, as the new orders 
index fell to 47.1 in September from 51.3 in 
August, as a reaction to potential future 
lower demand.

E M P L O Y M E N T 
Total nonfarm employment continued 

to increase during the third quarter (up to 
August), with 841,000 jobs created. Monthly 
increases have been trending downward 
since February, when 714,000 jobs were 
added, to the 315,000 jobs in August. 
Employment gains were in professional 
and business services, health care, and 
retail trade.

The unemployment rate averaged 3.6% 
in the quarter (up to August), unchanged 
from June, but way below its high of 5.2% 
in August 2021.

• Much has been written recently 
about whether the U.S. economy has 
entered a recession. The definition 
of a recession is not that simple 
and extends beyond the traditional 
reference to a contraction of three 
consecutive quarters.   

• As pointed out in the previous edition, 
by some measures, the U.S. economy 
would be on the road to a recession, 
as real GDP in the first quarter of 2022 
decreased by -0.4% from Q4-21, after 
increasing 1.7% q/q in Q4-21, and -0.1% 
q/q in the second quarter. On a year-
to-year basis, though, the economy 
continued to expand but at a much 
slower pace, when compared to Q4-21, 
when real GDP increased by 5.7%. U.S. 
real GDP declined an average of -0.3% 
on a quarter-to-quarter basis during 
the first half of 2021, but on a year-to-
year basis it increased an average of 
2.7%. 

• Inflation continued to remain on the 
high side, notwithstanding the slight 
downward movement in July and 
August, but there remains considerable 
uncertainty about inflation over this 
second half of 2022. The interest rate-
sensitive housing sector continued to 
weaken, in response to the increases in 
mortgage rates.

• The panorama remains muddled, 
though, as economic data changes 
almost daily, providing a different 
picture. Still, so far, we can say that the 
economy does not look that bad, with 
employment continuing to increase, 
consumers continued to spend the 
massive savings accumulated during 
the pandemic, and other measures of 
economic activity growing, albeit at a 
slower pace. Nevertheless, the trend is 
there, that of a slowing economy. 

United States
The Economy

• Consumer sentiment continued positive 
during the third quarter, from a low in 
June. Notwithstanding higher inflation 
concerns, and higher interest rates, which 
dampen spending, the University of 
Michigan Consumer Sentiment Index rose 
to 58.6 in September, from 50.0 in June, 
welcoming the slowdown in inflation in 
August. Sentiment remained low, though, 
compared to historic standards. Their 
long-run outlook remained less optimistic, 
reflecting continuing concerns on inflation 
and how it translates into their financial 
situations. Overall, the index remained, 
on average, below that for the second 
quarter, at 56.1, from, 57.9.

• Looking forward, the recent enactment of 
the CHIPS Act of 2022 bodes well for the 
manufacturing sector, in particular the 
semiconductor sector. It provides $39.0 
billion in financial assistance (72% of the 
total appropriations) to companies in the 
sector to build, expand, or modernize 
domestic facilities and equipment. Already 
Micron took the first step, announcing a 
huge investment of $19.0 billion in a New 
York state chip making facility.

PRODUCTION - MANUFACTURING
Manufacturing output increased slightly 

during the third quarter (up to August) 0.2% 
y/y, and higher than in 2021. Leading sectors 
in the index (Federal Reserve Index) were 
machinery, and computer and electronic 
products.

U.S. Consumer Sentiment Index

US Industrial Manufacturing Production Index 
(2017 = 100)

ISM Index of Manufacturing Activity

Real GDP Growth 
(y/y)

Quarterly Real GDP Growth 
(y/y)
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Manufacturing continued to register 
positive gains in its employment during the 
third quarter (up to August), increasing to 
12.8 million jobs, from 12.8 in the second 
quarter. Employment is now at the same 
level as in 2019. Gains were in computer 
and peripheral equipment, transportation 
equipment, and chemicals.

I N F L AT I O N  
After its high of 9.0% in June, headline 

inflation (CPI) trended down during the 
third quarter (up to August), averaging 
8.4%. These were welcome news, as inflation 
concerns prevailed during the quarter. 
Lower energy prices push down headline 
inflation. Food prices have been falling at 
the wholesale level. 

Core inflation (which excludes energy 
and food prices) was up slightly, averaging 
6.1%, from 6.0% in the previous quarter, 
remaining high, meaning that inflation will 
remain to be a concern.

at high levels. Expectations are for lower 
growth in 2023 compared to previous 
forecasts, especially in Europe.

The outlook for the U.S. economy 
varies somewhat but all coincide in lower 
real GDP growth over the second half of 
the year and into 2023 of between less 
than 1.0% and 1.25%., with this year at 1.6%. 
Although inflation is expected to continue 
to decelerate, the medium-term outlook is 
uncertain.  A recent poll places the odds of 
a recession by the end of 2023 at 52.0%.

Real GDP growth for the global economy 
and mayor economies have been revised 
downward for next year, with China still 
outperforming the other economies albeit 
at a lower rate.

Notes:
1. Technically, a recession is defined by two consecutive quarters with 

falls in real GDP. But this definition does not take into consideration 
how economists think about the business cycle, that is, GDP is a 
measure that can be influenced by factors such as international 
trade, or government spending. 

2. U.S. Senate (2022). The CHIPS Act of 2022 – Section-by-Section 
Summary. At: https://www.commerce.senate.gov/services/
files/592E23A5-B56F-48AE-B4C1-493822686BCB 

3. Ina Fried (2022). Micron CEO says New York plant will revive 
U.S. leadership. Axios (October 5, 2022). At: https://www.axios.
com/2022/10/05/micron-ceo-new-york-plant 

4. Organization for Economic Cooperation and Development (2022). 
OECD Economic Outlook, Interim Report. Paying the Price of War 
(September 2022). At: https://www.oecd.org/economic-outlook/
september-2022/ 

5. Kevin L. Kliesen (2022). GDP Growth, Decelerating Inflation 
in U.S. Economic Outlook. Federal Reserve Bank of St. Louis 
(August 31, 2022). At: https://www.stlouisfed.org/publications/
regional-economist/2022/aug/gdp-growth-decelerating-inflation-
us-economic-outlook 

6. Sarah Foster (2022). How much will the Fed raise interest rates in 
2022? Here’s is what experts are saying. Bankrate (September 30, 
2022). At: https://www.bankrate.com/banking/federal-reserve/
how-much-will-fed-raise-rates-in-2022/ 

I N T E R E S T R AT E S
On September 21st the FED announced 

a new 0.75% hike in its benchmark rate, 
to 3.15%. With it the FOMC (Federal Open 
Market Committee) also indicated that it 
will continue with a fresh round of increases 
in October and November. The Federal 
Reserve will raise interest rates as high as 
4.6% in 2023 before its fight against soaring 
inflation, according to its median forecast, 
and of 3.5% or higher by the end of this year.

The series of big rate hikes are expected 
to slow down the economy. The Summary of 
Economic Projections from the Fed showed 
the unemployment rate is estimated to 
rise to 4.4% by next year from its current 
3.7%. Meanwhile, GDP growth is forecast to 
decrease to just 0.2% for 2022. Economists 
expect spending to cool further and for the 
labor market to soften.

U . S . / G L O B A L O U T L O O K
In its most recent economic outlook for 

the global economy, the Organization for 
Economic Cooperation and Development 
(OECD) underlines two key related forces 
that will continue to impact real GDP 
growth, slowing the recovery: the Ukrainian 
war and inflation. As a result, it forecast 
a more pronounced slowing down of 
the recovery of the world economy, and 
inflation, although it will ease will remain 

World Economic Growth: Outlook
2021 - 2023

Interest Rates by the FED 
(Historic and Expected -in percentage)

Annual Percent Change in CPI
(Y/y, seasonally adjusted)

Manufacturing Employment (th’s)

Quarterly Changes in Employment
(Seasonally Adjusted - Thousands)

Selected Interest Rates
(Monthly averages)

Annual Real GDP Growth
(Monthly averages)

Source: U.S. BLS, Current Employment Statistics. * Up to August.
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Gross Domestic Product
(% Change From Preceding Period)

Employees on Non-Farm Payrolls              
(In thousands)

GDP

Employment

Consumer Price Index

Interest Rates

Change in CPI

Selected Interest Rates
 (3month T Bills)


