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No Relief in Sight for the U.S. Economy

David E. Runkle
Senior Economist*
Research Department
Federal Reserve Bank of Minneapolis

Last year we predicted that the first year of the current U.S.
recovery would be unusually weak because consumers
were pessimistic about their long-run economic prospects
(Runkle 1991). We were right. Consumer spending has
been exceptionally low in 1992, and after the weakest
start to any recovery since World War n, overall economic growth has remained below its postwar average.
Now we predict that slow economic growth will continue for at least the next two years because consumers
are still pessimistic and nearly all other areas of the economy are weak. This slow-growth prediction seems quite
reasonable. It comes from the forecasting model that predicted so well a year ago, and it is consistent with evidence
which suggests that the economic problems we stressed a
year ago are unlikely to be solved soon.
Continuing Weakness
The current recovery has been weaker than the previous
eight recoveries by almost every measure.
Table 1 compares the performance of some key economic indicators during the first year of the current recovery with their average performance during the first year of
other recoveries since 1948. From the beginning of the
third quarter of 1991 to the end of the second quarter of
1992, the total value of goods and services produced in
the United States, adjusted for inflation—known as real
gross domestic product, or real GDP—grew only 1.6 percent, about one-fourth of its first-year average growth during other recoveries. Note that this weakness was wide-

spread: every indicator in Table 1 grew less in the first year
of this recovery than in the typical recovery. Investment
grew at less than half its average rate; consumption, at less
than one-third its average rate; employment, at less than
one-twentieth its average rate. And instead of growing
substantially, government spending actually declined.
Comparing this recovery to the average recovery
doesn't fully reveal the current poor performance of the
economy, however. Not only has this recovery been far
below average; by most measures, it has been weaker than
any other recovery in the postwar period. While real GDP
grew only 1.6 percent in the first year of this recovery, it
has never grown less than 3.5 percent in the first year of
any other postwar recovery. Consumption, investment, and
employment also grew much less in this first year of recovery than in any other.
The current recovery seems weaker still when compared to average economic growth over all phases of the
business cycle. Economic growth is typically fastest at the
beginning of a recovery. But this time, growth in the first
year of the recovery was below its average during the
postwar era. During 1948-91, real GDP has grown at an
average rate of 3.1 percent. However, real GDP has not
grown faster than average in any quarter since the end of
1988. This means that the current recovery is most appro-
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Table 1

A Weak U.S. Recovery . . .
% Changes From Year Earlier
at End of First Year of
Indicator
Real G r o s s D o m e s t i c P r o d u c t
Consumption
Durable Goods
Nondurables and Services
Investment
Business Fixed
Residential
Government Purchases
Industrial Production
Employment
Real P e r s o n a l I n c o m e

Current
Recovery*

Average Postwar
Recovery**

1.6%

6.1%

1.5

4.6

4.5

14.3

1.1

3.4

9.8

22.1

2.3

10.4

14.5

15.7

-1.2

4.4

2.0

11.1

.2

4.2

2.0

5.0

*The first year of this recovery started at the start of the third quarter of 1991 and ended at the end
of the second quarter of 1992.
'"These are averages of data in the first year of the eight U.S. recoveries during 1948-84. Gross
domestic product data are not available before 1959, so for 1948-58, these averages use gross
national product data.
Sources: U.S. Departments of Commerce and Labor, Federal Reserve Board of Governors

priately viewed as a continuation of a long period of
below-average growth.
Length is one common measure of periods of belowaverage growth, and the current slow period has been the
longest since the end of World War DL Real GDP growth
has been below average for 15 consecutive quarters—
nearly twice as long as the previous record of 8 quarters.
Another common measure of periods of below-average
growth is the size of their shortfall from the average
growth rate. Real GDP in the second quarter of 1992 was
8.8 percent below what it would have been had it continued to grow at its postwar average rate in each quarter
since the beginning of 1989. That is the second-largest
shortfall for any period of slow growth during the past 45
years.
A Model Prediction
How long will this below-average growth last? A statistical model developed and used by researchers at the Min14

neapolis Fed predicts it will continue until at least the end
of 1994. Another recession is not predicted during that
time, but real GDP growth is predicted to remain well
below the postwar average.
Table 2 shows what our Bayesian vector autoregression
model expects in 1993 and 1994 for the key economic
variables.1 For comparison, the table also shows the average values for those variables during 1948-91.2
The model predicts that real GDP will grow at an annual rate of 2.3 percent in both 1993 and 1994, substantially below its average growth since 1948. It also predicts
below-average growth over the next two years for the
three major components of GDP: consumption, business
fixed investment (that is, investment in equipment and
buildings), and government purchases of goods and services. Only residential investment—that is, spending on
the construction of new houses—is predicted to grow substantially faster than its average growth rate.
The outlook for inflation is much better than that for
growth. In each of the next two years, both the consumer
price index and the GDP deflator are predicted to grow
only about 3 percent, well below their average annual
growth of about 4 percent.
A Quite Accurate Forecast...
Last year at this time, the model predicted that the first
year of the current recovery would be much weaker than
normal. That forecast turned out to be fairly close to the
mark, and that fact gives credence to the model's current
forecast that below-average growth will continue for another two years.3
Table 3 adds the forecast that the model made last year
about the economy's performance in the first year of this
recovery to the data already displayed in Table 1. With a
few exceptions, the model's predictions were on target.
The model was certainly correct in its overall prediction of weakness in the recovery. It predicted that most
key economic indicators, except investment in residential
housing, would grow less than they have in the first year
of an average recovery. The model's overall prediction of
real GDP growth in the first four quarters of the recovery
^or background on models like this one, see Litterman 1984 and Todd 1984.
2

Data for all variables except GDP are available back to 1948. For that, data are
available only back to 1959. For 1948-58, we substituted data for gross national
product.
3
The model used last year is basically the same as that used this year, but there are
two slight differences. We are now predicting gross domestic product instead of gross
national product, and we are now using data on both car and light truck sales, instead
of just car sales, to interpolate inventories.

