
The purpose of this article is to review economic
developments in the first half of 1974, with special
emphasis on the interpretation of the GNP data.
These data will be examined and compared with
other time series to determine if any inconsistent
signals arc being emitted as to the course of the eeon~
omy.1 To place the recent experience in perspective,
the course of the latest economic expansion — from
late 1970 to present — will he compared with other
expansion periods in the United States over the last
twenty years. The two most recent quarters are in-
cluded in this comparison to give the current position
of the U.S. economy some perspective, without at-

tempting to determine if the most recent experience
will be classified as a recession.

Recen.!: Der4opnwn!s

Total spending rebounded somewhat in the second
quarter after slowing sharply in the first quarter. Con-
sumer spending increased, with purchases of durable
goods rising sharply from the depressed rate of spend-
ing last winter. Business investment also advanced
rapidly in the second quarter.

Real product in the second quarter was below the
first quarter, and since fourth quarter 1973 this incas-
ure of real activity has declined at a 4 percent annual
rate, By comparison, real product had increased at a
2.1 percent annual rate in the previous three quarters
and at a 6.7 percent average annual rate from fourth
quarter 1970 — the trough of the previous recession —

to first quarter 1973.

Industrial production, on the other hand, is up
some\vhat from the depressed levels of last winter.

Though advances have been sluggish and irregular
since February, industrial production was up at a 1.9
percent annual rate from February to July. Although
this gain is not particularly impressive, it should be
noted that industrial production growth has been
dampened by work stoppages in various industries.
For the first seven months of 1974, 29.5 million man-
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it SUPERFICIAL reading of economic data sug-
gests that the first half of 1974 was apparently one of
the worst periods of economic attainment in the post-
World War II period, ‘with indexes of real growth and
the price level moving adversely at the same time.
The reported decline in real product for the two
quarters was exceeded only during the recessions of
1953-54 and 1957-58. At the same time the reported
inflation rate was the highest for all successive two-
quarter periods since 1947.

For an exercise with similar objectives, see Geoffrey Moore,
“Recession?”, Economic Outlook USA, a quarterly publica-
tion of the Survey Research Center at the University of
Michigan (Summer 1974), pp. 4-5.
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days were lost because of work stop-
pages, compared to 13.1 million man-
days lost in the comparable period of
1973.

Despite irregular movements in in-
dustrial production thus far in 1974,
employment conditions have been re-
markably strong. Total employment,
after holding steady from October 1973
to April 1974, has since increased at a
2.5 percent annual rate. Unemployment
has changed little since January, aver-
aging 5.2 percent of the labor force,

Prices have continued to increase very rapidly. The
general price level has risen at a 9 percent annual
rate since early 1973, compared to about a 4 percent
increase in the previous year. Consumer prices have
advanced at a 10 percent average rate since early
1973, and prices for wholesale industrial commodities
have increased at a 20 percent average rate.

Interpretation of GNP Data

A controversial aspect of the recent data is whether
or not the first half figures indicate recession. It is
well known that a shorthand method of determining
whether or not a recession has occurred is to examine
the movements of real product — in particular whether
or not real product declines for two consecutive
quarters. But the National Bureau of Economic Re-
search (NBER) emphasizes that the label of recession
is not determined in such a simple manner.2 Rather,
the NBER makes such a determination from a much
broader data base and uses the criteria of duration,
severity, and the degree of diffusion.

The question of whether or not a particular period
of economic experience should be defined as a reces-
sion is of little consequence for economic policy. Such
labeling is helpful in later years since identification
of recession periods assists in the interpretation of
past economic events. What is important for the poi-
icymaker is whether or not a slowdown is occurring,
and if so, is some kind of countereyclical action neces-
sary in light of the objectives of policymakers.

To assess the meaning and significance of the most
recent CNP data, other relevent time series are

2
See Geoffrey Moore, “Recession?”, and as a general reference,
Victor Zarnowitz, ed., The Busines.s Cycle Today, Fiftieth An-
niversarv Colloquium I (New York: National Bureau of
Economic Research, 1972).
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ranked according to rates of change for the penod
from 1947 or 1948 to the present. In this way, what
appear to be extremes for prices and real GNP can be
checked against other series measuring prices and real
economic activity to determine to what extent the
CNP data are providing consistent signals. Industrial
production and employment are considered as comple-
mentary indicators of real activity. For prices, alter-
natives to the CNP deflator are consumer prices and
wholesale prices. Each of the alternative measures is
designed for its own purpose, and none is meant to
substitute for the CNP measures. Yet, in past periods
of several months duration, alternative time series re-
lating to, say, real activity have tended to move in
concert with one another.

Tables I and II provide percentile rankings for
various measures of real economic activity and prices.
A percentile ranking is a shorthand method of sum-
marizing the movement of a particular time series in
a specified time period relative to the historical move-
ment of that series. A ranking of a specified rate of
change in the 50th percentile, for example, indicates
there were as many observations’’above as below that
rate of change. High percentile rankings (greater than
50 but not more than 100) indicate rates of change
that are high relative to past experience. Low per-
centile rankings (less than 50 but not less than zero)
indicate rates of change that are low relative to past
experience.

Table I shows percentile rankings for alternative
measures of real economic activity. It should be noted
that real GNP is the only series in this table which is
computed by deflating nominal magnitudes. The other
series involve more direct measures of physical pro-
duction and employment. The 4 percent annual rate
of decline for real GNP from fourth quarter last year
to second quarter 1974 ranked in the 3rd percentile.
In other words, tile last two quarter’s decline in real
GNP ranked very poorly relative to economic experi-
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out quite dramatically, along with the
experience of the previous expansion
— 1967-69 (Table V, p. 5). The advance
of prices in the current expansion started
out almost identical to the 1967-69 ex-
pansion. Prices then slowed, hut acceler-
ated again more recently. This pattern of
price movement, a slow rise followed by
a sharp acceleration, was influenced in
considerable measure by price and wage
controls. Nevertheless, of the five post-
war expansions, the last two stand out
relative to the others in terms of price
performance.

?o1zet~Variables It is of analytical
interest to examine the movement of
policy variables in the current expansion.

Comparison of Federal expenditures in
the current expansion with other postwar
expansions indicates that the most recent
advance has paralleled that of the 1967-
69 expansion (Table VI). All other post-
war expansions showed less Federal ac-
tivity, as measured by Federal expendi-
tures, than does the current expansion.

In fact the ads ance of Cos ernme t

spending in the latest pu ‘aon has kept
pace with the 196 -69 penod — a per od

when \ iet Nani hostlitmes sc re still ii
effect F en though the com lposition of
expenditur s has shift d ass ay fm om w~r
tune product on tic increas of total
Federal spending in the curren expan-
sion i just as rapic5 as from 1967 to 1969.

The other chief policy indicator st m-
mnariz here i he money sto ‘k (Tabi
\ II). The advance of money sin e late
1970 has heem rapid an as malleied
almost exac I the ar]y stages of th
1967- 69 e pansion It s also of ~n
te st to note titat the other paths of
money xpansion (with the possible x-

ception of the 1957-59 xpansion) show
a downturn just prior to the pe5k of
economic activity that is the end of all
economic expansions in the past has been
preceded by a marked slos ing in money
growth. No such maiked slowing is evi-
dent foi the path of money in the current
e pansion, although latest data indicate

Tab VII

MONEY STOCK

Qua Trough Quarter — 100 - - —— -

AftrTnmgh III 4 Il/S 161 167 fY70

0 1000 1000 1000 1000 1000
101.0 10 0 00.8 101 5 10 6

2 1022 1022 1014 1037 1043
3 1028 1036 1024 105 1060
4 103.2 104. 103.0 1066 1065
5 1034 050 10 5 8 1080
6 1038 1044 1032 1109 02
7 1041 1039 1039 11 1 112

8 104 103J 104.8 152 1148
9 1046 1046 1059 1 65 168

10 104.8 1048 1069 1172 1190
1 1048 105 08.0 1178 120

12 104.8 106. 1086 1 1 20
13 1043 1067 1097 12 2 8

104.2 1078 1115 1229 1261

A er ge annual
rate a change fnorn

trough to
Peak 17% is% 3.4% 61°
14 q arters ate

trough 12 2.2 3 6 68%

line escl ‘0 riocbeu n
trot, is ( ot ovasi~ S I

Table VI

FEDERAL EXPENDITURES

Quante, Trough Qua I r 100
Aft r Tnaugh 111/54 II 58 61 I 67 IV/70

0 1000 100.0 1000 1000 1000
1 98 1023 023 1012 1017
2 990 1052 103.6 1036 105.6

9 .8 1039 10 0 1060 1064
99.6 1024 1092 095 1088

5 1006 1029 1110 13.6 1 3.0
6 10 0 1031 11 0 11 4 1168
7 1047 1024 1132 1172 1 42
8 10 1042 1152 1 6.8 1252
9 080 106.7 1129 1178 124.7

10 1 38 1084 1146 1192 12 8
11 116.2 1125 115.9 1213 263
12 1162 1151 1 8.6 1227 1 9.7
13 1179 1165 1193 1298 1347

4 1226 1181 1 89 12 .8 1398

A crags anneal
nate of change fnom
tough to.

Peak 56% 21% 74% 73%
14 quarters after

trough 60 49 51 75 100%

Rn b~ kP a’ inn,i nilli c~ tr f
rough (no aS wn us SI

Pricer — Examination of prices relative to other pc- signs of slight slowing in the rate of monetary expan-
riods of cyclical expansion indicates that the price sion beginning in third quarter 1973 (11th quarter
experience for the most recent expansion stands after the IV/1970 trough).
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Another aspect of the tallies that is of interest is that

when viewed together, the latest expansion is dhffer-
ent in two respects — in terms of the policy variables
and in terms of prices; the two latest expaitsions arc
charactenzed by extremes. The real variables do not

demonstrate the same pattern. During periods of ceo-
mmonlic expansion. industrial prodmmction and payroll
employment do not seem to he systematically related
to the movements of the policy variables. For tile last
seven years — covering the two most recent expatl—
sions — monetary amid fiscal policy have beemi much
more stinmuiative than in previous expansions, with the
chief effect being that prices have increased more
rapidly than otherwise with httle noticeable effect omt
production and employment.

The first half of 1974 for the U.S. economy was a
failure from the standpoint of the degree of achieve-

ment of goals relating to economic growth and price
stability. Yet, upon cioser examnmatiomi of the data,
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whether or not the economy experienced recession is
still an open questiomm. Only the time series of real GNP
definitely supports the uotiomi that a recession (lid1

occur; other measures of real economic activity —

though they have slowed — I save not cienmonstrated
such weakness svlien x’iewed in perspective. it seems
that rapid inflatiomm anci/or subs tamltial changes in rei—
ative prices cause considerable diffieult~in the meas-

uremnent of overall price leveis which, iii turm, creates

prohiems in the conversion of nominal mmlagnitudes to
“real” magnitudes.

Examination of the current expansion from a longer—
term perspective indicates that the advance of pro-

duction amid employmnent is quite similar to previous
expansiomis. Where the current expansion stands out
relative to most other expammsions is in the mnovement
of the price level and in the pohcv variables. Durimig
the expansion period from iatc 1970 to the present.
substamitiai mnomietarv ~md fiscal stininitis has cammsed
a rapid rise in the pride levei without d,ommcmlsm,rate
gaimis in production amid emoplovment.
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