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INTRODUCTION

Everyone who follows business conditions knows that the
current expansion is one of the longest and strongest in
American history. There are some weak spots: Notably,
the total unemployment rate has been running at a higher
level than is generally acceptable and the persistent balance
of payments gap has not been closed. All things considered,
however, it is difficult to point to a previous expansion which
made a better record.

Why has this latest expansion done so well? An intensive
search for an answer to this question is called for, because
each business cycle adds to our knowledge about systematic
economic fluctuations. In addition, the lessons of this ex-
pansion are more likely, than those of others, to contribute
to developing policy programs and techniques for sustaining
this and future expansions.

The approach, in this paper, is to compare the cyclical
behavior of the current expansion with that of its pred-
ecessors. First, comparisons are made of the duration,
amplitude, and patterns of aggregate economic activity. These
comparisons provide the basis for making an overall
appraisal of the performance of this expansion. Next, similar
comparisons are made for leading and lagging indicators,
and finally, for three processes where the recent cyclical
behavior was unusual; e.g., prices, the cash budget, and
various financial indicators. These comparisons provide
insights into the factors which account for the exceptional
performance. Most comparisons cover 9 business cycles
from 1920 to 1964, but one, that for industrial production,
covers the 18 business cycles from 1890 to 1964.

This investigation shows that the steady rate of advance
in aggregate economic activity since February 1961, the
trough of the previous recession, has not been very different,
in a broad sense, from that of the three earlier post-World
War II expansions. There have been significant differences,
however, in the patterns of leading and lagging series—in
prices, the cash budget, and various financial indicators. In
addition, the current expansion was marked by a short re-
tardation in aggregate economic activity about a year and a
half after the upswing began. This investigation also brings
into clear focus the dramatic improvement in economic
stability during the post-World War II period, especially as
compared to the whole interwar period or the 1920's or
1930's taken separately. In this light, the improvement shown
by the current expansion reflects a further extension of a
post-World War II pattern of mild declines followed by
moderate but sustained expansions—a pattern substantially
different from that of earlier periods of our economic history.

An examination of the current expansion in comparison
'with earlier expansions may be premature because the
current advance has not yet come to an end. However, since
this expansion has already lasted longer than nearly all of its
predecessors, some instructive historical comparisons can
be made. Eventually, weaknesses which could have serious
consequences for later developments and which are not now
evident may be found in its performance. On the other hand,
extended continuation of the expansion may later show it to be
even better than it appears now. For such reasons, this paper
must be considered an interim, rather than a final report.

AGGREGATE ECONOMIC ACTIVITY

Relative Duration

The latest monthly statistics available on a broad" front
for October, show a continuation of the expansion which began
in February 1961. October, therefore, marks the 44th month
of the current expansion. In terms of duration, this is now
the second best peacetime expansion in history. The only
peacetime expansion that lasted longer was that from March
1933 to May 1937—50 months. But the 1933-37 expansion
started from the great abyss in 1933, and it takes a long
time just to regain the lost ground. For this reason, it does
not seem appropriate to compare the current expansion with
that earlier one. Furthermore, the 1933-37 expansion was
also marred by a major interruption in 1934. No other peace-
time expansion lasted as long as 44 months. The closest was
the 1945-48 expansion which lasted 37 months. The expansion
which began in October 1949 lasted 45 months, but covered
the Korean War period from June 1950 to July 1953. The
three other wartime (expansions (June 1861 to April 1865,
December 1914 to August 1918, and June 1938 to February
1945) also lasted 44 months or longer.

We are now well beyond the average duration of the 22
recorded peacetime expansions from 1854 to 1960, 26months;
the 8 peacetime expansions since World War I, 28 months;
and the 3 peacetime expansions since World War II, 32
months. The three expansions in the 1920's averaged only
23 months.

This paper was presented at the 12th Annual Conference on
the Economic Outlook, University of Michigan, Ann Arbor,
Mich. , November 19, 1964. The writer is under obligation
to A. Ross Eckler, Murray D. Dessel, Geoffrey H. Moore,
and Lorman C. Trueblood for helpful comments on an earlier
draft of this paper and to Feliks Tamm, Betty F. Tunstall,
and Barry Beckman for invaluable assistance. However, the
views expressed in this paper are the author's and notnec-
essarily those of the Bureau of the Census or any person
listed above.
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Table 1.-BUSINESS CYCLE REFERENCE DATES AND DURATION OF EXPANSIONS AND CONTRACTIONS
IN THE UNITED STATES: 1854 TO 1961

Trough Peak

December 1854 June 1857 .
December 1858 .October 1860
June 1861 April 1865
December 1867 June 1869
December 1870 October 1873 ....
March 1879 March 1882

May 1885 March 1887
April 1888 July 1890 .
May 1891 January 1893
June 1894 December 1895
June 1897 June 1899
December 1900. '. September 1902

August 1904 May 1907 .
June 1908 . . .January 1910. .....
January 1912 January 1913 ....
December 1914 August 1918
March 1919 January 1920
July 1921 May 1923 .

July 1924 October 1926
November 1927 August 1929
March 1933 May 1937
June 1938 February 1945
October 1945 November 1948 .
October 1949 July 1953

August 1954 July 1957
April 1958 .May 1960 ,
February 1961

Aver age , all cycles:
26 cycles, 1854-1961
10 cycles, 1919-1961
4 cycles, 1945-1961

Average, peacetime cycles:
22 cycles, 1854-1961
8 cycles, 1919-1961
3 cycles, 1945-1961

Contraction
(trough from
previous
peak)

(X)
18
8
32
18
65

38
13
10
17
18
18

23
13
24
23
7
i?
14
13
43
13
g
11

13
~9
9

19
15
10

20
16
10

Duration

(trough to
peak)

30
22
46
18
34
36

22
27
20
18
24
21

33
19
12
44
10
22

27
21
50
80
37
45

35
25
(X)

30
35
36

26
28
32

in months

Cyc

Trough from
previous
trough

(X)
48
30
78
36
99

74
35
37
37
36
42

44
46
43
35
51
28

36
40
64
63
88S£
48

58^2.
44
34

49
50
46

45
45
42

le

Peak from
previous
peak

(X)
40
54-=i±
50
5?
101

60
40
30
35
4?
39

56
32
36
67.21
17

An

41
34
93
93Jilsi
Z.5

56

£#
34
(X)

X49
254
346

446
548
642

NOTE: Underscored figures are the wartime expansions (Civil War, World Wars I and II, and Korean
War), the postwar contractions, and the full cycles that include the wartime expansions.

X25 cycles, 1857-1960. 34 cycles, 1945-1960. 57 cycles, 1920-1960.
29 cycles, 1920-1960. *21 cycles, 1857-1960. 63 cycles, 1945-1960.
Source: National Bureau of Economic Research.

The record of this expansion refutes the view, widely
expressed at its onset, that expansions are getting shorter.
Indeed, the averages cited above suggest that they had been
getting longer even before the long duration of the current
expansion became evident.

The full record of the durations of the 26 business cycles
from 1854 to date is shown in table 1.

Total Amplitude

The current expansion is also well above the average for
other peacetime expansions in terms of total amplitude, the

56

change from one business cycle to the next. This is one
measure of the growth that takes place over the course
of a business cycle. Thus, the relative advance, compared
to the previous business cycle peaks, is the strongest since
World War I for most economic processes. This fact is
revealed in table 2 which shows the ranking of the amplitude
of the current expansion and the eight previous expansions
for the principal leading, coincident, and lagging business
cycle indicators. A rank of "1" is assigned to the expansion
of the lowest relative amplitude and the rank of "9" to that
with the highest relative amplitude. The amplitude is
measured from the previous specific peak levels. Compari-

tsons of the patterns of expansions in terms of their previous
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Table 2.-INTENSITY RANKINGS OF RECENT EXPANSIONS

(Measured from specific peak levels and specific trough dates. Rank of "9" indicates best relative performance; "1" indicates
poorest. Where data for all cycles are not available, the expansion with the best relative performance is given a rank of
"9", that with the second best, a rank of "8", etc.)

Series

Composite index of 8 leaders
Average workweek
New orders, durable goods industries
Construction contracts3

Stock prices

Composite index of 6 coinciders
Nonagricultural employment. . . .'
Industrial production
GNP, current dollars
GNP, 1954 dollars
Labor income . .
Retail sales

Composite index of 3 loggers
Business expenditures (actual)
Labor cost per unit of output
Bank rates on business loans

Months
after
specific
trough1

45
45
44
39
47

43
43
43
42
42
45
41

36
36
33
33

Reference expansions beginning —

July
1921

*3
(NA)
(NA)
*3
*4

*3
*1
*5

(NA)
(NA)
(NA)

5

(NA)
*3
*4
*2

July
1924

*7
*4
*4
*7
8

*4
*3
*2

(NSC)
(NSC)
(NA)
(NSC)

(NA)
*5

(NSC)
*4

Nov.
1927

*8
*8.5
(NSC)
*6
(NSC)

*6
*6
*6
(NSC)
(NSC)
(NA)
(NSC)

(NA)
*6
(NSC)
*7

Mar.
1933

2
3

(NSC)
2
2

2
2
1
4
5
4
4

5
2
5
*3

June
19382

(NA)
6
8
9
3

(NA)
9
9
9

(NA)
9
9

(NA)
(NA)
(NA)
(NA)

Oct.
19492

*9
(NSC)

*9
4
*7

9
8
8
8
9
*8

(NSC)

9
8
9
8

Aug.
1954

*4
*7
*7

(NSC)
*9

*7
*5
*4
*6
*7
*6
7

8
*9
8
9

Apr.
1958

*5
*5
*5
5
*5

*5
*4
*3
*5
*6
*5
*6

*6
*4
*7
*6

Feb.
1961

6
8.5
6
8
6

8
7
7
7
8
7
8

7
7
6
5

NA Not available. NSC No specific cycle related to reference dates.
Îndicates that a specific peak had been passed and a specific contraction was underway for this series by the month indi-

cated in the first column. The measurement is based on the change to the specific peak and the period is shorter than that for
the current expansion.

•'•Based on the period of the current specific expansion for each series. The number of months is the same for each expansion
except those marked with an asterisk (*).

2War-time expansions.
3Except for the expansion beginning in 1961, these measures are based on a 3-term moving average of the seasonally adjusted

series.

Table.1-AVERAGE MONTHLY PERCENTAGE CHANGES DURING THE 9 EXPANSIONS SINCE WORLD WAR I

(Expansion is defined as the period beginning 1 year after reference trough and ending at the following specific peak. The per-
cent is based on the average of 3 values centered at specific peak and the average of the 3 values centered at the 12th value
after preceding reference trough)

Series

Composite index of 6 coincident series

Nonagricultural employment, establishments2...

Industrial production

GNP in 1954 dollars

Wholesale prices

1921-23

+2.59

+1.47

+2.39

(NA)

+0.59

1924-26

+0.55

+0.53

+0.44
3+0.26
3-0.15

1927-29

+0.64

+0.58

+1.04

+0.29
3-0.05

. 1933-37

+1.55

+0.51

+1.40

+0.98

+0.25

1938-40 x

+1.13

+0.44
+1.50

+0.48

+0.21

1949-53

+0.83

+0.25

+0.52

+0.42

+1.12

1954-57

+0.53

+0.21

+0.23

+0.14

+0.31

1958-60

+0.46

+0.21

+0 . 38

+0.16

-fO.03

1961-
present

+0 69

+0.23

+0 49

+0.35

0.00

^•For 1938-40, expansion is defined as the period beginning 1 year after the reference trough and ending 1 year later.
2Qnly factory employment, which fluctuates more than nonagricultural employment, is included for the period 1921-29.
3No specific cycle comparison could be made for this period; the entry, therefore, covers the period starting 1 year after

the reference trough and ending at the reference peak.

peak levels appear to be superior to other alternatives. The
advantage stems from the observation that the rise during
the early stages of an expansion appears to be related typ-
ically to the magnitude of the decline during the previous
recession—the more severe the decline, the more vigorous
the rebound. Meaningful comparisons of the patterns of
expansion, therefore, are more likely only after expansions
have attained previous peak levels. Several other ways of
comparing cyclical patterns are shown each month in
Business Cycle Developments, a monthly publication of the
Bureau of the Census, and many of the observations made in

this paper can be checked against them.
Note that, in terms of relative amplitude, the current

expansion has already exceeded all other peacetime ex-
pansions in this group. Two expansions included among
these nine must be considered wartime expansions—that
beginning in 1939 and that beginning in 1949. Thus the total
amplitude of the current expansion is relatively highest in
measures of aggregate economic activity—nonagricultural
employment, industrial production, GNP, and retail sales;
these activities all have a rank of "7" or "8" and were sur-
passed only in wartime expansions.

57
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1965



tn
00

130 |~

120

110

; 100

o
0)
a

o
a_

90

80

70

60

Chart 1.-COMPOSITE INDEX OF COINCIDENT SERI ES«Comparisons of Reference Cycle Patterns for 9 Most Recent Expansions

(Measured from reference peak levels and reference trough dates. • Indicates reference peak date for the expansion)

1921*40 expansions compared with
expansion beginning in 1961

^Reference trough dates

-42 -36 -30 -24 -18 -12 -6 +6 +12 +18 +24 +30 +36 +42 +48

Months from reference troughs

1949-60 expansions compared with
expansion beginning in 1961

^-Reference trough dates

130

o

120-=

no I
0)

0)

O

100 °

90

-12 -6 0 + 6 + 1 2 + 1 8 +24 +30 +36 +42 +48

Months from reference troughs

"* Latest data plotted-September 1964
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Table 4.-BUSINESS CYCLES IN INDUSTRIAL PRODUCTION SINCE 1892

(Average per-month rates of change and variation about these averages. This table is based upon specific cycles in industrial
production, measured from peak to peak. Since no specific cycle was marked off to correspond to the reference cycle from
July 1890 to January 1893, this table has 1 less cycle than chart 3, which is based upon reference cycles. In computing the
percentage changes, the average of all the values in a business cycle (measured peak to peak) are used as the base to avoid
the usual upward bias in the common method of computing percentage changes)

Business cycles

17 cycles, 1892 to date a

3 cycles , 1892 to 1903

5 cycles, 1903 to 1920

5 cycles, 1920 to 1943

4 cycles , 1948 to date 1

Average per-month change

Contraction

-1.33

-1.45

-1.13

-1.84

-0.70

Expansion

+1.10

+0.89

+1.20

+1.41

+0.73

Contraction
and

expansion
(without
regard to
sign)

1.17

1.03

1.18

1.53

0.72

Standard deviation

Contraction

0.68

0.17

0.69

0.58

0.26

Expansion

0.43

0.12

0.45

. 0.38

0.18

Contraction
and

expansion
(without
regard to
sign)

0.44

0.18

0.30

0.42

0.16

1In order to complete'this table,it was necessary to assume that a cyclical peak occurred in September 1964, the latest month
for which data were available when this table was prepared.

Patterns

The similarities and the differences in the patterns of the
current expansion and those which preceded it can be seen
in chart 1 which shows a composite index of six coincident
series—nonagricultural employment, the total unemployment
rate, industrial production, bank debits, personal income, and
retail sales. The technique of constructing this index involves
standardizing the rates of change in the component series so
that they can be combined in a meaningful way. They are
weighted by their historical business cycle performance.
Consequently, this index measures a complex of activities
which experience similar cyclical timing.1

During the current expansion, this index (shown in chart 1)
has, through most of its course, moved very much as it did
from 1954 to 1957; the movements in both of these ex-
pansions have been fairly similar to those during the 1949-
53 and 1958-60 expansions. This similarity is in sharp
contrast to the wide fluctuations in cyclical behavior during
the five business cycles experienced between World Wars I

1For a description of the method of constructing the com-
posite indexes, see appendix A of "Signals of Recession and
Recovery", Occasional Paper 77 by Julius Shiskin (National
Bureau of Economic Research, Inc. , New York, 1961.)

and II. The contrast can also be seen in chart 2, com-
paring the cyclical patterns of gross national production
(GNP) in constant dollars. The post-World War II record
of economic stability is also substantially better than that
of the nine business cycles from 1890 to 1920 as can be
seen, in chart 3, for industrial production. It is interesting
to note that even extending 1958-60 expansion curve to include
the 1960-61 recession does not affect substantially the
similarities of the four most recent expansions compared
to those which preceded it.

The relative similarity of the 1948-64 expansions com-
pared with the 1921-38 expansions is brought out in another
way in table 3. There, the average rates of advance, after
1 year of expansion in general business, to subsequent peak
levels are shown for each of the expansions since 1921 for
several different measures of aggregate economic activity.
The first year of expansion is omitted from the calculations
for the same reason the cyclical comparison charts are
alined at the peak levels of the previous expansion rather
than at the previous trough levels: The rate of advance
during the first year or so is related to the severity of the
previous recession. This table shows a relatively small
range in the rates of advance during the post-World War II
cycles compared to the interwar cycles. Thus, for the

EXPLANATION OF CYCLICAL COMPARISON CHARTS

The usual chronological timing sequence followed in
charts is disregarded in charts 1-11. Instead, the data
are alined at a strategic point in the business cycle. The
common point in timing for each cycle is the business
cycle trough date, so that the values for February 1961,
April 1958, August 1954, and October 1949 are all plotted
at the same point along the time scale (horizontal) . As
a result of this arrangement, a comparison of the pattern
of the current expansion with patterns of previous ex-
pansions can be made.

In charts 1-10 (except chart 5) the levels are alined
at different points--those of the previous peaks. This
arrangement is preferable to one in which the data are
alined at previous trough levels because the rapidity of
the rise just after a business cycle trough has depended
upon the severity of the preceding decline, large declines
usually being followed by vigorous rises. It is only after
the previous peak levels are again attained that differ-

ences in cyclical patterns are significant. Up to this
point they reflect mainly the severity of the preceding
recessions.

In chart 11, showing the Federal cash surplus or
deficit and the change in the .money supply, the data are
alined at previous trough dates, but plotted to absolute
vertical scales because they include negative as well as
positive numbers.

The patterns of recession are each shown twice, once
during the recession periods on the left side of each
chart, and then again after the cyclical peaks on the right
side of each chart. Thus the 1960-61 recession is shown
just before the 1961-64 expansion (heavy solid line) , and
also after the 1958-60 expansion (dashed line) .

The date of the end of each business cycle expansion
is .marked by a small solid circle (•) on each expansion
curve.
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Chart 2.--GNP IN CONSTANT DOLLARS--Comparisons of Reference Cycle Patterns for 8 Most Recent Expansions

(Measured from reference peak levels and reference trough dates. • Indicates reference peak date for the expansion)
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Annual data used for 1940 and 1941. See sources of data at end of paper. Latest data plotted—3rd quarter 1964
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Table 5.-17 CYCLES IN INDUSTRIAL PRODUCTION SINCE 1892

(Durations and average per-month rates of change. The cycles from March 1892 to January 1920 are based on the Babson index of
physical volume of business activity; the cycles from February 1920 to the present are based on the Federal Reserve Board!s
index of industrial production. The cycle between November 1943 and July 1948 has been omitted from this table)

Specific cycle dates

Trough Peak

March 1892
October 1893 November 1895
September 1896 June 1900.
October 1900 July 1903
December 1903 May 1907
May 1908 March 1910
January 1 Q] 3 ,,,,.... .Jarmâ y 1913. t ...... r

November 1914 May 1917
March 1919 January 1920

February 1920
April 1921 May 1923
July 1924 March 1927
November 1927 July 1929
July 1932 May 1937
May 1938 November 1943

July 1948
October 1949 July 1953
April 1954 February 1957
April 1958 January 1960
February 1961 September 19642

Contraction
(trough from previous peak)

Duration
(months )

19
10
4
5
12
10
22
22

14
14
8
36
12

15
9
14
13

Average
per-month
change

-1.53
-1.21
-1.67
-2.42
-2.32
-0.74
-0.69
-0.80

-2.59
-1.16
-0.64
-1.97
-2.14

-0.48
-1.01
-0.98
-0.45

Expansion
(trough to peak)

Duration
(months )

25
45
33
41
22
24
30
10

25
32
20
58.
66

45
34
21
43

Average
per-month
change

+1.08
+0.77
+0.92
+0.88
+1.45
+0.82
+1.36
+2.44

+2.01
+0.75
+1.09
+1.35
+1.65

+0.85
+0.55
+1.05
+0.59

Contraction and expansion
(peak from previous peak)

Duration
(months )

44
55
37
46
34
34
52
32

39
46
28
94
78

60
43
35
56 .

Average
per-month
change1

1.27
0.85
1.00
1.05
1.76
0.80
1.08
1.31

2.21
0.87
0.96
1.59
1.72

0.75
0.64
1.02
0.56

Computed without regard to sign. 2Most recent business cycle high; not a specific peak.

composite index of six coincident series, the average rates
ranged from 0.46 to 0.83 since 1948 and from 0.55 to 2.59
for 1921-38; for industrial production, the corresponding
ranges were 0.23 to 0.52 and 0.44 to 2.39.

Further data on the cyclical stability and uniformity of
industrial production are provided in tables 4 and 5. Table
4 shows the average per-month rates of change, and the
variation about them, for all the cycles since 1892, and
separately for the three specific cycles from 1892 to 1903;
the five from 1903 to 1920; the five from 1920 to 1943; and
the four from 1948 to date. The average rates of change
for each cycle in industrial production are provided in table
5. The averages for contractions and expansions combined
are computed without regard to sign. Theimethod for com-
puting all these percentages utilizes the average of the
values of the production index for each business cycle as a
base, to avoid the upward bias in the common method of
computing percentage changes. Where the business cycle
is treated as a unit in time, the measures are computed
from peak to peak. This is necessary so that the current
expansion can be includedi For the (purpose of these com-
putations, September 1964 is taken as the peak.

These data suggest the following points:

1. There has been a dramatic improvement in economic
stability during the post-World War II period. The fig-
ures in table 4 show that there has been a substantial
decrease in the average monthly changes during recessions
and expansions. Thus, the average monthly decline during
all contractions covered was -1.33 percent compared to
-0.70 percent in the four contractions since 1948, while

the average monthly rises during the corresponding ex-
pansions were +1.10 percent and +0.73 percent, respec-
tively. Note, also, that the average for the recent ex-
pansions has been very similar to that for the recent
contractions. As can be seen in table 5, there have been
other business cycles in which the average rates of con-
traction or expansion were about the same as those since
1948, but the recorded history of business cycles does not
show an earlier sequence of four or even three business
cycles with such small average monthly changes.

2. The four business cycles since 1948 have also been
more similar to each other than the five cycles from 1920
to 1943 and the five cycles from 1903 to 1920, as can be
seen in the "standard deviation" columns of table 4.
Furthermore, the rates of advance during expansions have
been consistently more nearly uniform than the rates of
decline during contractions. Note, however, that while the
four business cycles since 1948 have not been more similar
than the three cycles from 1892 to 1903, the average
monthly changes in the early period, especially during
contractions, were larger.

3. The average rate of decline during the 1960-61
recession was the smallest on record and the average
rate of advance during the current expansion, next to the
smallest. These rates can be seen in table 5 which shows
the figures for each business cycle since 1892.

An incidental advantage of the greater stability and uni-
formity is that it has been easier to make good forecasts of
short-term changes. Also, in view of the greater uniformity
of expansions, better estimates could be made during ex-
pansions than contractions.
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Chart 3.--INDUSTRIAL PRODUCTION-Comparisons of Reference Cycle Patterns for 18 Business Cycles Since 1890

A.--Physical Volume of Business Activity: 1890-1920

(Measured from reference peak levels and reference trough dates. • Indicates reference peak date for the expansion)
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Source: The Babson index of physical volume of business activity. The Babson index is based on a broader concept of production than the Federal
Reserve index (see chart 3B), but its movements match those of the Federal Reserve index closely* The Babson index includes agricultural marketing,

building and construction contracts, railway freight revenue ton miles, and foreign trade (with the total weight of 22 percent), in addition to mining, manu-
facturing, and utilities to which the Federal Reserve index is limited. In September 1957, the Babson index was discontinued because it so closely ap-

proximated the Federal Reserve index. The figures plotted above are 3-month moving averages of the seasonally adjusted series,,
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A few observations on the relations between cyclical
stability and long-term economic growth may be added. How
does the rate of economic growth since 1948 compare with
that in earlier periods? This question is complex and con-
troversial and we can expect, at best, to throw only a little
light on it here.

The measures of cyclical change shown in the tables can
also be used to calculate a rough measure of long-term growth.
The method was to compute the average annual rate of change
over each business cycle with sign taken into account—equiv-
alent to computing the average annual change from peak to
peak. Such measures have the following advantages: They
deal with full business cycles, they are consistent with the
cyclical measures shown in the other tables, and they can be
computed with the war cycles omitted. There are, however,
reasonable questions about the validity of periods selected,
the method and formula used to measure growth, the com-
parability of the coverage of the production indexes, and
changes in the relative importance of industrial production
over the period covered. For these reasons, only rough
judgments can be made on the basis of these figures.

As can be seen in table 6, these measures show a slightly
lower rate of growth for the last four cycles, 4.25 percent
compared to 4.65 for the full period. However, if the war
cycles are omitted, the rates are virtually identical; i.e.,
3.35 and 3.36, respectively. It is also interesting to note
that the growth rate during the current business cycle, 4.20,
is substantially higher than during the two preceding business
cycles, 2.64 and 2.88, and above the average for the whole
period.

Thus, these data suggest that we have experienced a
substantial improvement in economic stability in recent years
with, at worst, no change in the rate of long-term economic
growth, and that the best performance during this recent
period has taken place in the current business cycle. These
data have implications for economic policy actions as well as
methods of forecasting.

THE LEADING SERIES

As our economy is organized, certain activities frequently
foreshadow changes in the aggregate economic activities
which define the business cycle. For the most part, these
are measures of activities which reflect future production
and employment; for example, new orders are placed,
particularly for machinery and other types of equipment;
contracts are let for the construction of new plants; invest-
ments in materials inventories are made and new businesses
are started. Also, hours of work are adjusted and profit
margins altered. Statistical measures of activities which
foreshadolv turning points in the business cycle are, for
convenience, referred to as "leading series." They often
provide early warning signals of changes in production,
employment, income, and expenditures.

As a group, the leading series came to an early, relatively
low, peak in this current expansion after 17 months, dropped
sharply for a few months, and then started a new rise. This
pattern is brought out in chart 4 which shows cyclical com-
parisons of a composite index of leading indicators for the
nine business cycles since 1921. The level reached in the
initial rise was not as high, relatively, as that of earlier
post-World War II expansions, and the decline was quickly
arrested. The second rise has been slower but has sustained
itself considerably longer than the earlier one. As a result,
it has brought the leading series composite index to about the
same high relative level as its peaks in the previous post-

Table 6.-GROWTH IN INDUSTRIAL PRODUCTION SINCE 1891

A. Average Annual Rates of Growth for Each Business Cycle

Average annual
Specific cycle dates

to sign1

Trough

October 1893
September 1896
October 1900
December 1903
May 1908
January 1911
November 1914
March 1919

April 1921
July 1924
November 1927
July 1932
May 1938

October 1949
April 1954.
April 1958 . .....
February 1961

Peak

March 1892
.... November 1895

June 1900..
July 1903

. . . .May 1907
March 1910
January 1913
May 1917

.... January 1920

February 1920
May 1923
March 1927
July 1929

....May 1937

. . . .November 1943

July 1948
July 1953
February 1957

.... January 1960

. . . .September 19642

-0.60
+4.92
+7.68
+6.24
+1.44
+4.32
+5.88
+2.52

+4.32
+2.04
+7.20
+0.96
+12.84

+6.24
+2.64
+2.88
+4.20

1Measured from peak to peak. 2Latest high available.

B. Average Annual Rates of Growth for Groups of Business Cycles

Business cycle groups

17 cycles (1892-1964)

3 cycles (1892-1903)

5 cycles (1903-1920)

5 cycles (1920-1943)

4 cycles (1948-1964)

All cycles

+4.65

+3.88

+4.39

+5.46

+4.25

War cycles
omitted1

+3.36

+3.88

+3.86

+2.68

+3.35

Average change with
regard to sign
(annual rates)

war-tione cycles: 1913-17; 1937-43; 1948-53.

World War II expansions. This renewed advance of the
leading indicators, which began in August 1962 and has now
lasted 26 months, has been at a slower rate, compared to
the advances in the postwar expansions and compared to the
initial advance of the current expansion. While peak levels
were typically attained in only about 12 months in the
previous post- World War II expansions and about 18 months
in the inter war expansions, the rise in the current expansion
has already lasted much longer.

Among the individual leading series, new orders, profits,
stock prices, and hours worked, as well as materials prices,
were all, in October, at about the highest levels of this ex-
pansion, (See chart 5 on corporate profits after taxes.) The
rate of inventory change rose during the recovery period,
and has been maintained at a fairly steady pace and moderate
level for the past 2 years. In September more longer-term
commitments for production materials were being made and
deliveries were slower than at any previous time in this ex-
pansion. These movements are in contrast with the behavior
of these series in most earlier expansions when peak levels
were reached quickly and followed by protracted declines.

64
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1965



Chart 4.--COMPOSITE INDEX OF LEADING SERIES-Comparisons of Reference Cycle Patterns for 9 Most Recent Expansions

(Measured from reference peak levels and reference trough dates. • Indicates reference peak date for the expansion)
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Chart 5.--CORPORATE PROFITS AFTER TAXES-Comparisons of Reference Cycle Patterns for 9 Most Recent Expansions

(Alined at reference trough dates; first values plotted are for previous peak dates. Data in this chart are plotted to absolute vertical scales
in contrast to other charts where the data are shown as percentages of previous peak levels. • Indicates reference peak dates of expansions)
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Source: Harold Barger, Outlay and Income in the U.S., 1921-1938, table 28, appendix B.
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Source: Office of Business Economics, Department of Commerce.

I
1949-60 expansions
compared with expansion

beginning in 1961

I ll III

1961-*

1949-53

< Reference trough dates

l 1 1 [ 1 1 1 1 1 1 1 | I | j 1 1 1 1 1 1 1 1 1 1 III 1 1 1 1 1 1

35

30

25

20

15

-10

-12 -6 0 +6 +12 +18 +24 +30 +36 +42 +48

Months from reference troughs

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1965



Thus, a distinguishing feature of the current expansion
has been the unusual behavior of the leading indicators.

In comparing the leading and coincident series, note that
during the post-World War II period, most leading series
had more or less horizontal trends, whereas most coincident
series had strong upward secular trends. The combination
of modest rises and sharp declines in the leading series,
as compared to the coincident series, may be attributable,
to some extent, to secular rather than cyclical forces.

LAGGING SERIES

The causal role of the lagging indicators in business
fluctuations is sometimes overlooked because of their
sluggish reaction to economic change, but they are significant
in the cyclical process.

Several of the lagging series measure business costs,
such as labor cost per unit of output and the cost of money.
Other laggers, such as consumer installment debt and
inventories, also measure costs in part, though they reflect
business risks and other factors as well.

Business costs have, in the past, typically continued to
decline after a recession ended; they have turned up only
when production and employment have already been rising
for some months. Similarly, costs have continued to rise
for a while after production and employment have reached
their expansion peaks. Such costs play an important causal
role in the cumulative process of expansion and its reversal,
with their principal immediate effects upon the leading, rather
than the coinciding series. Thus, we may look to the lagging
series for early warning signals of changes in the movements
of the leading indicators. For example, during advanced
stages of expansion the encroachment of costs upon prices
usually results in diminished profit margins. Somewhat
later, as rates of profits decline, there is a resultant
deterioration in incentives to invest. Hence, one of the "pre-
conditions'* for a general decline in business activity has
usually been a significant rise in these lagging indicators.
This phenomenon is merely a more technical version of the
familiar observation that the creation of "excesses" during
expansions tends to bring them to an early end.

The composite index of the lagging series presented in
chart 6 has risen only modestly, but evenly, in the current
expansion. In comparison with the other post-World War II
expansions, the index of the lagging series has risen more
relatively during the current expansion than during that of
only 1958-60; if the comparison is made for the period cor-
responding to the closing stages of the 1958-60 expansion, the
current expansion rose relatively less than even that one.

Labor costs per unit of output in manufacturing (chart 7),
declined during the first 6 months of the current expansion
rose modestly during the next year of expansion, declined
unevenly until May 1964, and rose a little since. They are,
however, still well below the level of the.previous business
cycle peak in May 1960. Interest rates are also below their
previous peak levels. The bank rate on short-term business
loans has not risen appreciably above the low level reached
during the 1960 recession (chart 8). Mortgage yields con-
tinued to decline during the first 26 months of the current
expansion and have remained more or less constant during
the last 17 months.

While other lagging series, consumer debt (chart 9) and
inventories (not shown here), have risen in the current
expansion, their rate of rise has been less rapid than that of
most previous expansions.

Thus, a second striking feature of the current expansion
is the slow response of the lagging indicators, and especially
the maintenance of relatively low-level business costs. The
excesses generally common during the advanced stages of
previous postwar expansions have not yet appeared.

PRICES

A third distinguishing feature of this expansion has been
the behavior of prices. Materials prices usually begin to
rise before a recession ends, other wholesale prices at about
the time recession ends, and consumer prices a little later.
In the current expansion, the index of industrial materials
prices was below the previous peak level until recently while
the index of wholesale prices, excluding farm products and
foods (chart 10), has remained almost constant, just slightly
below the previous peak level. Consumer prices have also
risen, but very slowly, and not yet as much, relatively, as
during the 45 months of general business expansion from
1949 to 1953 and the 35 months from 1954 to 1957. However,
they have risen more than during the 25 months from 1958 to
1960.

During the 1950's prices rose significantly. With one
exception, 1927-29, wholesale prices also rose during the
1920's, though the rises were brief. Thus, another out-
standing feature of this expansion has been the unusual
stability of prices. It is noteworthy, however, that whole-
sale prices also remained below previous peak levels during
the expansions of the 1920's and 1930's.

THE FEDERAL CASH BUDGET

There has also been a significant difference in the be-
havior of the Federal cash surplus or deficit series in this
expansion compared to earlier post-World War II expansions
(chart 11). In this expansion, the deficit has been maintained
at the fairly constant level of an annual rate of about -5 billion.
This level compares with substantial fluctuations from deficit
to surplus in the preceding expansions. There were sharp
movements from deficit to surplus positions in 1950-51 and
again in 1952. From 1954 to 1956, there was a steady rise
from deficit to a fairly large surplus with the peak coming in
the spring of 1956. A sharp decline in the surplus then took
place and the budget was virtually in balance during the first
half of 1957 just before the recession got underway. During
the 1958-60 expansion, the deficit increased steadily until the
beginning of 1959 when a rapid decrease in the deficit began,
resulting in a surplus early in 1960. Finally, a new decline
in the surplus began just about the time the 1960-61 recession
got underway. Thus, the current expansion is the only one
during the post-World War II period in which an uninterrupted
deficit position prevailed.

MONEY SUPPLY AND OTHER FINANCIAL INDICATORS

Another important difference appears in the behavior of
the rate of change in the money supply during this expansion,
as compared to the earlier post-World War II expansions
(chart 11). In two of the previous post-World War II ex-
pansions (1954-57 and 1958-60), the rate of change in the
money supply began to drop fairly early—within 6 months
after the previous recession came to an end. Both declines
continued until just before or after a new recession began.
In the current expansion, a decline did indeed start at the
beginning of 1962—about a year after the expansion started—
and it continued until the late summer of that year. The
decline was followed, however, by a rise to a level slightly
above that from which the decline had begun, and the rate of
change has remained at about this level with some minor
fluctuations for about a year and a half. It is interesting to
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Chart 6.-COMPOSITE INDEX OF LAGGING SERIES-Comparisons of Reference Cycle Patterns for 6 Most Recent Expansions

(Measured from reference peak levels and reference trough dates. • indicates reference peak date for the expansion)
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Chart 7.--LABOR COST PER UNIT OF OUTPUT, MANUFACTURING-Comparisons of Reference Cycle Patterns for 9 Most Recent Expansions

(Measured from reference peak levels and reference trough dates. • Indicates reference peak date for the expansion)
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Chart 8.--BANK RATES ON SHORT-TERM BUSINESS LOANS-Comparisons of Reference Cycle Patterns for 9 Most Recent Expansions

(Measured from reference peak levels and reference trough dates. • Indicates reference peak date for the expansion)
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Chart 9.--CONSUMER INSTALLMENT DEBT-Comparisons of Reference Cycle Patterns for 6 Most Recent Expansions

(Measured from reference peak levels and reference trough dates. • Indicates reference peak date for the expansion)
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Chart 10.--WHOLESALE PRICES EXCEPT FARM PRODUCTS AND FOODS-Comparisons of Reference Cycle Patterns for 9 Most Recent Expansions

(Measured from reference peak levels and reference trough dates. • Indicates reference peak date for the expansion)
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Chart 11.-TWO FINANCIAL INDICATORS-Comparisons of Reference Cycle Patterns for 4 Most Recent Expansions

(Alined at reference trough dates; first values plotted are for previous peak dates. Data in this chart are plotted to absolute vertical scales in
contrast to other charts where the data are shown as percentages of previous peak levels. • Indicates reference peak dates of expansions)
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note that the decline in the money-supply rate of change in
1962 was more or less coincident with the decline of the lead-
ing indicators as a group and, hence, preceded the 1962
retardation in aggregate coincident activity. Thus, with the
exception of the dip in 1962, the rate of change in the money
supply has been maintained at a high level for a longer period
in this than in the preceding expansions, except perhaps that
for 1949-53.

It has already been pointed out that the interest rate on
short-term business loans declined during the 1960-61 re-
cession and has since remained constant at a level well
below the previous peak. Other interest rates also declined
during the recession, but the usual rises during the recovery
stage did not take place or were shortlived. Mortgage yields
and municipal bond yields are still below the levels at the
1961 trough, corporate bond yields are at about the same
level, and Treasury bond yields only slightly above. Only
the Treasury bill rate has risen appreciably above the
previous trough level. In contrast interest rates rose sub-
stantially during all the other expansions since 1949,

Free reserves have been declining slowly since the
current expansion began, but remain positive. They were
negative during the advanced stages of the previous post-
World War II expansions.

Although the consumer debt has risen only moderately
relative to most previous expansions, total private borrow-
ings have risen relatively more as a result of sharp rises
in business loans.

THE 1962 RETARDATION

The current expansion experienced a retardation in
aggregate economic activity which took place after 17 months
and lasted 6 months, from July 1962 to January 1963. This
retardation was preceded by a sharp decline in the leading
indicators.

The behavior of the leading indicators in 1962 raises the
question: Why was the decline then followed by a retardation
in the coincident series rather than a recession? A great
deal of attention was given to this decline at the time it
developed and the use of indicators in business cycle fore-
casting has been criticized because a recession did not
follow. It is well worth asking what circumstances led up
to the 1962 development, partly to aid in understanding the
course of this expansion and partly to see whether it points
to a serious limitation on the use of the indicators.

Declines in the leading series are often followed by
recession, but sometimes they are followed by minor set-
backs or only retardations of expansion. This was rec-
ognized on the basis of the earlier experience, before the
1962 episode occurred. For example, in 1957, Frank A.
Morris wrote, "There is no questioning the fact that the
sensitivity of the leading series to a leveling-off period in
the economy places the burden on the user of the indicators
of distinguishing between modest adjustment periods and
major cyclical movements."2

The leading series represent decisions that affect future
production and employment. Thus, declines in new orders
and new business formation reflect decisions that may re-

2Frank A. Morris, "The Predictive Value of the National
Bureau's Leading Indicators," Ch. 4, Business Cycle In-
dicators, Geoffrey H. Moore, Editor, National Bureau of
Economic Research, New York, 1961. See also p.79, ibd.

suit in reductions in employment and production some months
later. On the other hand, coinciders represent decisions
that pertain more immediately to current production, sales,
prices, employment, and income.

There is a feedback from decisions involving future pro-
duction to decisions involving current production, and vice
versa. During the interval when a cyclical decline in the
leading series is evident but the coincident series are still
rising, unfavorable decisions with respect to future activity
may, to some extent, be offset by the favorable decisions
with respect to current production. Thus as long as there
are widespread rises in production, sales, prices, incomes,
and employment, business sentiment will tend to remain re-
latively favorable. Once aggregate economic activity begins
to decline, however, the backlog of unfavorable decisions
with respect to future activity is supplemented by the
practical and psychological effects of declines in production,
sales, employment, incomes, and prices. The result is an
acceleration of the cumulative forces of the business cycle.

Consequently, the period immediately after the leading
indicators shows a clearly defined downward trend is critical
for business cycle policy actions. This is the most opportune
time to neutralize the effects of adverse decisions regarding
future activity. If appropriate actions are taken then, rel-
atively few may be required. If they are not taken at that
time, massive action to reverse the prevailing trends may be
necessary later.

A review of the sequence in which the leading indicators
declined in 1962 shows that some declines got under way in
advance of the steel price controversy in April and the sharp
drop in the stock market in May (table 7). Thus profit
margins, investment in materials inventories, new incor-
porations, sensitive materials prices, and stock prices began
to decline during the winter of 1961-62. The sensitive em-
ployment indicators, new orders for machinery and equip-
ment, and commercial and industrial construction contracts
reached highs mainly in March or April. Some indicators,
such as corporate profits, did not decline at all. As a group,
the complex of leading activities appear to have reached a
peak in February.

It should be noted, however, that the typical pattern in
the leading indicators, during periods of expansion, consists
of some declines along with many rises. It may very well
have been the case that the declines in the leading indicators
before April were random and that the difficulties which
developed in 1962 were, in fact, brought on by the steel price
controversy and the stock market decline the next month.

The 1962 decline in the leaders was also of about the same
magnitude as those which occurred in advance of the post-
World War II recessions. The widespread nature of this
decline and its magnitude suggested that it was cyclical. The
fact that it was not accompanied by a simultaneous decline
in the coincident indicators and lagging indicators, which is
to be expected when the cause is an irregular event,
supported this view. In the absence of countervailing forces,
a decline in aggregate economic activity might have been
expected to follow. One may appropriately ask, therefore,
why a recession did not take place.

In contrast to the performance of the leading indicators
around recessions, the 1962 decline was short lived; it was
arrested after only about 6 months. The low may be dated
in August, though during the period from July to November
1962, most of the leading indicators fluctuated about a
horizontal or slightly rising level. In December, the in-
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Table /.-CHRONOLOGICAL DATES OF 1962 HIGHS FOR 30 LEADING SERIES

Series number and title High points

1961

2. Accession rate, manufacturing October
3. Layoff rate, manufacturing (inverted) October
IS. Profits (before taxes) per dollar of sale, manufacturing corporations 4th Quarter
22. Ratio, profits (after taxes) to income originating, corporate, all industries 4th Quarter
13. Number of new business incorporations November
31. Change in book value, manufacturing and trade inventories, total November

14. Liabilities of business failures (inverted) < December
17. Price per unit of labor cost index, manufacturing December
19. Index of stock prices, 500 stocks December
25. Change in manufacturers' unfilled orders, durable goods industries December
20. Change in book value, manufacturers! inventories of purchased materials December

1962

23. Index of industrial materials prices January
37. Percent reporting higher inventories of purchased materials, NAPA January
21. Change in business inventories, after valuation adjustment, all industries 1st Quarter
4. Persons on temporary layoff, all industries (inverted) February
6. Value of manufacturers! new orders, durable goods industries February

10. Contracts and orders for plant and equipment February

15. Number of business failures with liabilities of $100,000 and over (inverted) February
26. Buying policy, production materials, percent reporting commitments 60 days or more February
32.. Vendor performance, percent reporting slower deliveries February
5. Average weekly initial claims for State unemployment insurance (inverted) March
9. Construction contracts awarded for commercial and industrial buildings March
1. Average workweek of production workers, manufacturing April

24. Value of manufacturers' new orders, machinery and equipment industries •.. April
30. Nonagricultural placements, all industries May
7. New private nonfarm housing starts nsc

11. Newly approved capital appropriations, 1,000 manufacturing corporations nsc
12. Net change in number of operating businesses nsc
16. Corporate profits after taxes nsc
29. Index of new private housing units authorized by local building permits nsc

nsc No subcycle.

creases were more vigorous and they continued through 1963
and beyond. Earlier periods are in sharp contrast; declines
of the leaders not only took place in advance of recession, but
then continued for many months. Nevertheless, until the late
autumn of 1962 the behavior was similar to that which pre-
ceded earlier recessions.

The principal factors which can be advanced to explain
the arrest of the decline and the subsequent rise in the
leading indicators are (1) the threat of a steel strike in 1963,
(2) Government counter-cyclical policy actions, (3) the Cuban
crisis, and (4) the continuing strength of consumer demand.

First, the prospect of a steel strike in the background was
favorable to expansion.

Second, various Government measures were helpful. They
consisted of the accelerated issuance of the Government
depreciation guidelines, the passage of the tax credit for
plant and equipment investment, the acceleration in Govern-
ment spending (as shown by the Federal cash budget) in the
fourth quarter of 1962, the increase in the money supply and,
finally, the maintenance of interest rates at relatively low
levels. The frequent assurances in the summer and autumn
of 1962, by the President and other Government officials,
of sympathetic treatment for the business community and the
announced plan for seeking a tax reduction also were helpful.

Third, the Cuban crisis at the end of October contributed
to the forces of expansion at a critical period. The slight

rise in prices that resulted and the change in public sentiment
provided additional stimulants.

Finally, the continued rise in consumer expenditures was
favorable to continued expansion. Typically, consumer ex-
penditures rise until output reaches a peak and they some-
times continue to rise for a short period after the peak in
output. In the light of this record, one should ask whether
the continued rise in consumer expenditures was an in-
dependent factor promoting expansion in 1962, or whether
it merely reflected the Government actions. Automobiles
may, however, be on a separate footing from other consumer
expenditures. The sharp increase in automobile sales
starting in the first 10 days of October suggests that it may
have been an autonomous factor.

These factors may have contributed enough in a delicate
situation to shift the balance from recession to expansion.
The appropriate timing of these actions was probably more
significant in this instance than their magnitude.

The behavior of the lagging indicators during this period
is also noteworthy. The moderation of the increases in
these series, to which attention has been drawn earlier,
formed part of the background in which the decline in the
leading indicators took place. Unit labor costs, inventories,
the consumer debt, and mortgage yields rose earlier in the
expansion, but the increases were modest and in most cases
the previous high levels had not been exceeded.
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Chart 12.--SENSITIVE COINCIDENT INDICATORS IN THE 1962 RETARDATION

(Area within shaded bars represents retardation in aggregate economic activity. Latest data plotted are for September)
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Table 8.-CHRONOLOGICAL DATES OF 1962 LOWS FOR 30 LEADING SERIES

Series number and title Low points

1962

25. Change in manufacturers' -unfilled orders, durable goods industries March
26. Buying policy, production materials, percent reporting commitments 60 days or more , May
17. Price per unit of labor cost index, manufacturing June
19. Index of stock prices, 500 stocks June
32. Vendor performance, percent reporting slower deliveries June
9. Construction contracts awarded for commercial and industrial buildings July

20. Change in "book value, manufacturers! inventories of purchased materials July
1. Average workweek of production workers, manufacturing August
3. Layoff rate, manufacturing (inverted) August
24. Value of manufacturers' new orders, machinery and equipment industries August
6. Value of manufacturersf new orders, durable goods industries , September
10. Contracts and orders for plant and equipment September

23. Index of industrial materials prices September
37. Percent reporting higher inventories of purchased materials, NAPA. September
14. Liabilities of business failures (inverted) October
31. Change in book value, manufacturing and trade inventories, total November
5. Average weekly initial claims for State unemployment insurance (inverted) December
30. Nonagricultural placements, all industries December

1963

2. Accession rate, manufacturing January
4. Persons on temporary layoff, all industries (inverted) January
13. Number of new business incorporations January
15. Number of business failures with liabilities of $100,000 and over (inverted) January
18. Profits (before taxes) per dollar of sales, manufacturing corporations 1st Quarter
22. Ratio, profits (after taxes) to income originating, corporate, all Industries 1st Quarter

21. Change in business inventories after value adjustment, all industries 2nd Quarter
7. New pcrivate nonfarm housing starts nsc
11. Newly approved capital appropriations, 1,000 manufacturing corporations nsc
12. Net change in number of operating business nsc
16. Corporate profits after taxes nsc
29. Index of new private housing units authorized by local building permits nsc

nsc No subcycle.

Although the broadest indicators of aggregate economic
activity—GNP in current dollars, employment in non-
agricultural establishments, and retail sales—all rose
throughout 1962, other coincident series reflected, in the
second half of the year, the earlier decline in the leading
indicators. As can be seen in chart 12, industrial production,
nonagricultural employment (excluding government), and
labor income all leveled off from July to December. The
total unemployment rate, the unemployment rate of married
men, and the insured unemployment rate all showed some
rises; these rises were especially significant because they
occurred before the normal recovery declines in unemploy-
ment had taken place.

It is clear from this statistical record that there was no
recession in 1962; i.e., there was no decline in the complex
of activities which have in the past been used to define the
business cycle. For this reason no recession will be dated
then. But some important coincident activities leveled off
and others showed some actual declines. The net effect was
a retardation in aggregate economic activity which lasted
about 6 months, from July 1962 to January 1963.

There have been retardations in other expansions. Indeed
such movements seem to be more or less typical of expan-
sions since the latter half of the 19th century. For example,
there were retardations in the expansions of 1888-90,1894-95,
1897-99, 1924-26, and 1933-37. There also were retardations
during other recent expansions, specifically those of 1949-53
and 1954-57. Indeed this pattern has been so common that

Wesley C. Mitchell concluded that the typical course of an
expansion is a vigorous rise during the first stage, a pause
during the middle stage, and another advance (but at a slower
rate than in the first stage) at the end.

As shown in table 1, the 1949-53 expansion lasted 45
months and the 1954-57 expansion, 35 months. It is suggest-
ive that the retardation during the 1949-53 expansion was
of longer duration than that which occurred in the 1954-57
expansion. It may be true that each such retardation had
a role in prolonging the period of advance. Indeed there are
some who argue that the recession of 1960-61 was so mild
and of such brief duration that it differed little from a retard-
ation, and that the present expansion can be dated as beginning
in April 1958. Under the NBER method of identifying busi-
ness cycle turning points, however, the movement from May
1960 to February 1961 is classified as a recession because
there was an absolute, extended, and widespread decline in
economic activity, at least as large in magnitude as in some
other instances recognized as recessions. While movements
during which aggregate activity advances less rapidly but
does not decline are classified as retardations, the same
kinds of forces of revival may be present in all these
situations though to different degrees. Such developments
appear to have favorable effects upon the duration of the ex-
pansions.

Another question raised about developments in 1962 is
whether the leading indicators foreshadowed the subsequent
rise in aggregate economic activity. Taken as a group, the
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leading indicators showed significant rises in the fall of 1962
and these rises continued during the first half of 1963.
Although these rises were small, it became clearer each
month after November 1962 that an advance in aggregate
economic activity, rather than a contraction, was likely
(table 8). The diffusion indexes, particularly those for the
leading indicators, began to rise much earlier. The trough
in the diffusion indexes for the leading indicators, taken as a
group, came in July 1962. And they reached a significantly
higher level by October. The comprehensive diffusion
indexes of the coincident series rose sharply during the first
half of 1963 after falling to a trough at the end of 1962. How-
ever, these indexes had to be interpreted with caution, partly
because of their usual erratic behavior (similar rises have
occurred before recession periods only to be followed by
declines, for example, 1956-57) and partly because these
improvements were dominated by stock prices and materials
prices. Both of these series have had very good records of
leading the business cycle in the past. Nevertheless, the
rise in stock prices was at first viewed suspiciously as a
rebound from the very drastic decline earlier in the year;
i.e., as a response to an overly extreme movement earlier.
The rise in materials prices might also have proved tem-
porary because to some extent it was associated with the
Cuban crisis, an exogenous event.

In alerting the Government to the needs of the times, it
may eventually be concluded that in 1962 the early warning
signals provided by the leading indicators played the role
that their originators intended them for—to signal reces-
sionary tendencies sufficiently in advance so that appropriate
actions can be taken to avert a substantial decline in aggregate
economic activity.

CONCLUDING REMARKS

There can be no doubt from this review of the record of
the current expansion that it has differed in several important
respects from its predecessors. First, the economic proc-
esses which reflect excesses, such as costs and inventories,
have held to a relatively favorable level throughout. Simi-
larly, wholesale prices have been stable. The principal
fiscal and monetary series—the deficit in the budget, interest
rates, and the rate of change in the money supply—have all
held steady. Finally, a threatened recession in 1962 was
averted partly by fortuitous events and partly by Govern-
ment counter-cyclical policy. The retardation which did
occur had favorable effects upon the later expansion in the
whole economy. These factors no doubt had an important
role in sustaining the advance over such a long period.

Business, labor, and Government policy all influenced the
movements of the current expansion shown by the statistical
series. Thus, business has been cautious in making short-
term commitments, as reflected by the rate of change in
inventories, which has been more or less constant at a
moderate level over the past year and a half or so. Similarly,
longer-term commitments have, again until recently, been
conservative. Business has also shown some constraint
in holding prices steady, particularly prices of manufactured
goods. Restraint on the part of labor in seeking wage in-
creases is also indicated by the fact that labor costs per
unit of output have not risen much. Both labor and business
management contributed to the rises in productivity which
have played a large part in these favorable developments.
Of course, business and labor attitudes were influenced by
the existence of ample industrial capacity, relatively high
unemployment levels, and vigorous foreign competition. The
contribution of Government monetary and fiscal policy can
be seen in the levels maintained by various financial in-
dicators.

The decrease in the amplitude of the post-World War II
cycles and the increase in the duration of the expansions,
compared to the interwar cycles, has been attributed to many
factors: Built-in Government stabilizers (the increase in
income taxes and the pay-as-you-go method of paying them,
unemployment insurance, and old-age and survivors' in-
surance), the spread of private pension programs, the relative
growth of the service and trade industries, stabilization of
corporate dividends, and so on. At least to some extent,
however, the further improvement in the cyclical performance
during the current expansion is widely believed to be due to
informed business, labor, and Government policy.

Cyclical fluctuations reflect many complex forces; some
are endogenous and others exogenous to the national economy.
Some we understand fairly well, others we understand
partially, and still others we do not understand at all.
Certain key factors that affect cyclical behavior have been
examined, but not all; for example, the role of the long
(Kuznets) cycle in recent cyclical behavior has not been
considered. But the data shown in this paper do add to the
factual knowledge about this expansion in relation to its
predecessors. I hope that the presentation also adds to our
understanding of the cyclical process, and in this way to
our powers of forecasting future economic trends.

SUMMARY

Everyone who follows business conditions knows that the
current expansion is one of the longest and strongest in
American history. At 44 months in October, the current
expansion is the second longest peacetime expansion. The
rise relative to previous peak levels was the largest since
World War I for most measures of aggregate economic
activity. There are some weak spots: Notably, the total
unemployment rate has been running at a higher level than is
generally acceptable, and the persistent balance of payments
gap has not been closed. All things considered, however, it
is difficult to point to a previous expansion which represents
a better performance.

Why has this latest expansion done so well? An intensive
search for an answer to this question is called for. While
each business cycle adds to our knowledge about systematic
economic fluctuations, the lessons of this expansion are
especially likely to contribute to developing policy programs
and techniques for sustaining this and future expansions.

This paper represents the beginning of a study of this
question. The approach is to compare the cyclical patterns
of this expansion with those of its predecessors, as revealed
by strategic cyclical indicators with different timing—leading,
coincident, and lagging. Although primarily concerned with
the period from 1921 to date, this study also considers the
nine business cycles in industrial production from 1891
to 1921.

This investigation also brings into clear focus the dramatic
improvement in economic stability since 1948, especially as
compared to the period of the 1920's and 1930's. Thus the
improvement shown by the current expansion reflects a further
extension of a post-World War II pattern of mild declines
followed by moderate but sustained expansions, a pattern sub-
stantially different from that of earlier periods of our
economic history. The increasing cyclical stability appears
to have been accompanied by about an equal rate of long-
term economic growth.

This investigation also shows that the steady rate of
advance in aggregate economic activity since February 1961
(the trough of the previous recession) has not been very

78
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1965



different, in a broad sense, from that of the three earlier
post-World War II expansions. There have been very sig-
nificant differences, however, in the patterns of leading and
lagging series. First, the economic processes which reflect
excesses, such as costs and inventories, have held to a re-
latively favorable level throughout. Similarly, wholesale
prices have been stable. The principal fiscal and monetary
series—the deficit in the budget, interest rates, and the rate
of change in the money supply—have all held relatively
steady. In addition, a threatened recession in 1962 was
averted, partly by Government counter-cyclical policy and
partly by fortuitous events. The retardation which did occur
had favorable effects upon the later expansion in the whole
economy. These factors, no doubt, had an important role
in sustaining the advance over such a long period.

The decrease in the amplitude of the post-World War II
cycles and the increase in the duration of the expansions,
compared to the interwar cycles, has been attributed to many
factors: Built-in Government stabilizers (the increase in
income taxes and the pay-as-you-go method of paying them,
unemployment insurance, and old-age and survivors' in-
surance), the spread of private pension programs, the
relative growth of the service and trade industries, sta-
bilization of corporate dividends, and so on. The further
improvement in the cyclical performance during the current
expansion is generally believed to be due, at least in part, to
informed business, labor, and Government policy.

SOURCES OF DATA FOR COMPOSITE INDEXES

For a description of the methods of computing composite
indexes and the adjusted rates of change on which they are
based, see appendix A of Signals of Recession and Recovery,
Occasional Paper 77, by Julius Shiskin, (National Bureau
of Economic Research, Inc., New York, 1961).

The following series are included:

Leading series. — For 1919-40, 6 series: 1. Average
work-week; 6. New orders, durable manufactures; 7.
Nonfarm housing starts; 9. Commercial and industrial
construction contracts; 13. New business incorporations;
and 19, Standard and Poor's index of stock prices. For
1948-64, 8 series: Series 1, 9, 13, and 19, as above; 24.
New orders for machinery and equipment industries; 29.
New private housing units authorized by Ipcal building
permits; 17. Price-labor cost index; and 23. Spot market
prices of industrial materials.

Coincident series.—For 1919-28, 5 series: 41. Employ-
ment in nonagricultural establishments; 47, Index of
industrial production; 51. Bank debits outside NYC;
52. Personal income; and 54. Retail sales. For 1929-40,
6 series: Series 4, 47, 51, 52, 54 (as for 1919-28)and 55.
Index of wholesale prices. For 1948-64, series 4, 47, 51,
52, 54, and the inverted series 43. Unemployment rate.

Lagging series. —For 1929-40 and 1948-64, 3 series:
62. Labor cost per unit of output; 64. Manufacturers'
inventories, total; and 66. Consumer installment debt.

For sources of individual series, see Business Cycle Devel-
opments In addition to the sources cited there, the Babson
index of the physical volume of business activity from 1891
to 1920 used in table 3 and chart 3 is published in Babson's
Reports, Inc.; the early retail sales data come from the Board
of Governors of the Federal Reserve System and the Office
of Business Economics of the Department of Commerce; and
the data on GNP in constant dollars for the period prior to
1940 are Barger and Klein data on GNP in 1939 dollars.

79
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1965


