
The Economy in 1982

Economic activity declined in 1982,
as real gross national product dropped
1.1 percent, continuing the recession
that began in mid-1981.1 The current
downturn came on the heels of a
sharp drop in GNP in the second
quarter of 1980 and a short-lived
recovery in the second half of 1980
and early 1981. As a result, by the
end of 1982 real GNP had fallen
below its level three years earlier.
The sharp drop in industrial produc-
tion in 1982 was associated with
widespread layoffs and plant clos-
ings. And, with limited job oppor-
tunities in other sectors as well, the
unemployment rate rose to a postwar
high of 103/4 percent by the end of
the year. The economic downturn,
after the prolonged period of little
or no growth, brought about a sig-
nificant slowing of inflation, with
most broad price measures rising less
than 5 percent.

Declines in activity were particu-
larly large for business investment
and exports, which in real terms fell
8 and 13 Vi percent respectively in
1982. Consumption expenditures rose
over the year, as real disposable
income increased slightly, reflecting
a cut in federal taxes and the effects
of automatic countercyclical income
stabilizers. In addition, defense pur-
chases increased rapidly. At the same
time, the large and growing federal
budget deficit weighed heavily on the

1. Throughout the discussion of the econ-
omy in 1982, annual growth rates reported
measure the changes from the fourth quarter
of 1981 to the fourth quarter of 1982 unless
indicated otherwise.

credit markets and, in the context of
continued efforts by the Federal
Reserve to maintain monetary disci-
pline, tended to hold long-term in-
terest rates at high levels relative to
the prevailing rate of inflation.

Inflation slowed dramatically in
1982. The price index for the gross
domestic business product rose only
AVi percent after an advance of 9
percent in 1981. The deceleration of
prices was not only sizable, but also
widespread: the rates of inflation for
consumer goods and services and
capital equipment were all apprecia-
bly lower. The slowdown in prices
was reinforced by progress in retard-
ing the rate of increase of labor
costs. Slack labor markets, as well as
lower inflation and expectations of
inflation, contributed to the deceler-
ation of wages. The improvement
was apparent across all major labor
market groups: wage increases in
manufacturing and services and for
white-collar and blue-collar workers
all moderated from the previous
year. In addition, wage concessions
were negotiated in a number of large
collective bargaining settlements.

Household Sector

Personal consumption expenditures
increased 2Vi percent in 1982, with
much of this rise reflecting an up-
swing in motor vehicle purchases at
the end of the year. Outside the auto
sector, the increase in outlays was
more moderate, as real disposable
income rose less than 1 percent
during 1982. In particular, the July
cut in personal taxes, which followed
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All data are seasonally adjusted at annual rates.
The industrial production indexes (monthly) are Fed-
eral Reserve data; the unemployment rate (monthly)
and the change in unit labor costs are U.S. Depart-
ment of Labor data; auto sales are from the Motor
Vehicle Manufacturers' Association. All other data
are from the U.S. Department of Commerce. Real
GNP and real final sales are in terms of 1972 dollars.

The inventory-sales ratio is based on real (1972 dol-
lars) manufacturing and total trade sales and inven-
tories. Prices are measured by the fixed-weight price
index for gross domestic business product (1972
weights). Unit labor costs are for the nonfarm busi-
ness sector; percentage change is from four quarters
earlier.
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the earlier reduction in October 1981,
served only to offset a sharp decline
in real wages and salaries. With
income growth sluggish and employ-
ment and income prospects uncer-
tain, consumers appeared reluctant
to reduce saving and to acquire big-
ticket durable goods. The saving rate
averaged 6.6 percent for the year as
a whole, about the same as in 1981.

The demand for new domestic
automobiles was poor in 1982: sales
have declined dramatically since early
1979 and last year averaged only 5.8
million units, the lowest level since
1961. The pattern of auto sales fluc-
tuated considerably during the year
as consumers reacted to incentives
such as rebates. In the most success-
ful program, in the fourth quarter,
auto makers offered concessions on
interest rates coupled with end-of-
year price discounts on 1982 models,
and the rate of sales was sustained
above 6 million units for two consec-
utive months for the first time since
the middle of 1981. Purchases of
foreign cars held up well in 1982; at
2.2 million units for the year as a
whole, they accounted for a record
28 percent of total car sales. Sales of
Japanese cars, which made up about
80 percent of foreign auto sales, rose
at the end of the year despite export
restrictions on most models.

Excluding motor vehicles, real per-
sonal consumption expenditures rose
l3/4 percent during 1982, in part
because of an increase of nearly 2Vi
percent in spending for services. Real
outlays for food and gasoline also
grew over the year, although a smaller
portion of household budgets than in
recent years was devoted to gasoline
purchases because of favorable price
trends. Sales of all durable goods
other than cars fell % percent in real
terms, mostly because of a 4 percent

drop in purchases of furniture and
appliances.

Activity in the housing sector picked
up last year, with housing starts rising
45 percent from the postwar record
lows reached in late 1981. Residen-
tial construction put in place, which
lags starts, was up 1 percent in real
terms over 1982. The improvement
stemmed primarily from a marked
decline in mortgage interest rates:
the interest rate on new commit-
ments for fixed-rate conventional
home mortgages at savings and loan
associations dropped from a high of
18V2 percent in the autumn of 1981
to 13*/2 percent by the end of 1982.

Construction of both single- and
multifamily units experienced gains.
In the multifamily sector, starts rose
about 40 percent over the year to an
annual rate of 460,000 units in the
fourth quarter. The strength during
the year resulted partly from an
increase in units initiated under the
expiring section 8 subsidy program
administered by the Department of
Housing and Urban Development.
Starts of unsubsidized rental units
also appeared to pick up as vacancy
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Based on U.S. Department of Commerce data, sea-
sonally adjusted at annual rates. Real consumption
and real disposable income are in terms of 1972 dol-
lars.
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rates remained quite low despite
some increase at year-end, and rents
rose more rapidly than the general
rate of inflation.

Much of the improvement in the
single-family sector came toward the
end of the year, when the cost of
mortgage credit had fallen to afford-
able levels for many homebuyers.
Starts of single-family homes jumped
to an annual rate of 800,000 units in
the fourth quarter, almost 50 percent
above the year-earlier pace. Sales,
which had remained depressed
through the summer, revived toward
year-end, with sharp gains in sales of
new homes. Reflecting mainly the
unusually weak market conditions
during the first three quarters of the
year, the average price of homes sold
rose moderately in 1982. Measured
without regard to concessionary fi-
nancing or to changes in quality, the
average price of existing homes sold
was up 3 percent over the year, and
the increase in average sales price of
new homes sold slowed to about 1
percent, both because of a modera-
tion in construction costs and be-
cause of continued movement toward
smaller models.

Business Sector

Business fixed investment fell 8 per-
cent in real terms during 1982. The
contraction in capital spending last
year came soon after the relatively
shallow decline in 1980. This period
of prolonged stagnation for the cap-
ital goods sector reflected weakness
in the underlying determinants of
capital spending. By the end of 1982,
real final sales were no higher than
in mid-1979; the rate of capacity
utilization in manufacturing declined
throughout 1982, slumping to a post-
war low at year-end. Profit margins,

as measured by the share of before-
tax profits in the gross domestic
product for the nonfinancial sector,
also dropped to a postwar low, and
the number of business failures
reached postwar highs. In addition,
interest rates remained high relative
to the pace of inflation last year,
exacerbating financial pressures.

Virtually all of the decline in fixed
investment last year was in equip-
ment rather than in structures. Real
spending for producers' durable
equipment fell 103/4 percent over the
year, and reductions were wide-
spread. The steepest declines oc-
curred in outlays for heavy industrial
machinery such as engines, and for
construction machinery and farm
equipment. Purchases of most types
of transportation equipment, includ-
ing aircraft and railroad equipment,
also fell sharply. Reductions in out-
lays for office and store machinery,
communications equipment, and in-
struments were relatively small.

Real outlays for nonresidential
structures declined only 2 percent in
1982. Reductions were concentrated
in petroleum and mining activity,
which dropped nearly HV2 percent
over the year as energy markets
softened. Spending on new factories
and commercial structures such as
shopping malls and retail stores also
fell. In contrast, real outlays for
construction of office buildings and
institutional structures continued to
increase.

The outlook for business fixed
investment continues to be weak.
Both private and public surveys of
capital spending plans indicate fur-
ther reductions in the capital goods
sector into 1983. Forward-looking
indicators suggest that outlays for
producers' durable equipment are
likely to fall slightly in early 1983;
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these outlays are likely to stabilize
once a recovery in final demand is
well under way. But expenditures for
nonresidential buildings could de-
cline substantially given the large
drop in the real value of contracts
for new construction and rising va-
cancy rates during 1982.

Business inventories increased over
the second half of 1981, and by the
beginning of 1982, manufacturing
and trade inventories, in real terms,
were exceptionally high relative to
sales. As a result, businesses cut
output further and liquidated stocks
at a rapid pace in the first quarter.
The reduction continued at manufac-
turers, but stocks in the trade sector
accumulated. During the summer the
inventory correction stalled as ship-
ments and sales fell, and by the
autumn significant overhangs re-
emerged, with imbalances especially
severe among durable goods. A sec-
ond round of aggressive liquidation
began in the fourth quarter. By the
end of the year inventory imbalances
were reduced, but stocks remained
high relative to sales in several key
sectors, such as primary metals and
nonelectrical machinery.

Foreign Sector

The foreign sector also contributed
significantly to the 1982 decline in
real GNP. Exports of goods and
services fell Yil/i percent over the
year as foreign demand was limited
by the continued strength of the
dollar (which reduced the price com-
petitiveness of U.S. goods), by low
levels of economic activity in other
nations, and by financial constraints
in some developing countries. The
volume of imports of goods and
services increased during much of
1982 but dropped sharply in the

fourth quarter; imports ended the
year nearly 7 percent below their
level at the end of 1981. The decline
in the fourth quarter of last year
appears to have been associated in
part with the sharp liquidation in
inventories at that time. The strength
of imports that developed earlier in
the year, despite the weak domestic
economic situation, was greatly influ-
enced by the increased price compet-
itiveness of foreign goods brought
about by the appreciation of the
dollar.

Government Sector

Total government purchases of goods
and services rose 2% percent in real
terms during 1982. All of the increase
came from the federal sector; spend-
ing by state and local governments
was about unchanged.

The budget deficit for the federal
government on a national income
accounts basis increased from an
annual rate of $102 billion in the
fourth quarter of 1981 to a rate of
about $200 billion at the end of last
year. This marked widening of the
deficit resulted from a drop in re-
ceipts coupled with continued growth
of expenditures. Tax receipts fell
about Wi percent in nominal terms,
compared with increases of 9 to 12
percent in recent years, as both the
recession and the tax reductions en-
acted in 1981 cut into revenues from
personal income and corporate profit
taxes. In addition, the weak oil
market meant a reduction in receipts
from the windfall profits tax; and the
growth of contributions to social
security slowed markedly because of
weak income growth.

Total federal expenditures grew
about 12 percent in nominal terms,
down only slightly from the average

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

1982



10 The Economy in 1982

rise of 13 percent during the preced-
ing five years. About half of the in-
crease in 1982 reflected a W/z percent
rise in transfer payments that would
have been even greater if increases in
expenditures had not been slowed by
smaller cost-of-living adjustments in
social security payments and cuts in
unemployment compensation. The
growth of net interest payments, at
about 12 percent, was considerably
slower last year than in 1981, as the
effect of declining interest rates partly
offset a record volume of financing.
Federal purchases for defense, meas-
ured in real terms, rose 6% percent,
about matching the administration's
target growth rate. Nondefense pur-
chases also increased in real terms;
most of the rise reflected a sharp in-
crease in payments for the federal ag-
ricultural support program in the
fourth quarter that was only partly
offset by reductions in discretionary
spending and purchases for the stra-
tegic petroleum reserve. Grants to
states and localities fell more than 43A
percent in nominal terms for the year
as a whole because of budget cuts in
a broad range of programs, from
medicaid to mass transit; the reduc-
tions in grants in both 1981 and 1982
came after steady increases for two
decades.

The state and local sector experi-
enced increasing fiscal problems in
1982. In addition to the cuts in federal
grants, growth in own-source reve-
nues slowed, partly because of smaller
increases in personal tax collections.
On the expenditure side, real pur-
chases of goods and services were lit-
tle changed last year; they have been
relatively flat since the late seventies
after decades of steady increases. The
recent reduction in the growth of state
and local purchases can be attributed
to both budgetary pressures arising

from slower revenue growth and cuts
in outlays for education resulting from
the decline in the school-age popu-
lation. Transfer payments increased,
in nominal terms, in 1982 as state and
local governments attempted to com-
pensate for some of the reductions
imposed at the federal level. As a re-
sult, total expenditures rose more than
5V2 percent last year, and the sector's
operating budget (total balance with-
out social insurance funds) was in sig-
nificant deficit for the first time since
1974.

Labor Market Developments

Employment fell throughout 1982 as
the recession continued to force
widespread layoffs. The reduction in
employment was concentrated in the
goods-producing sector, in which em-
ployment has now fallen for three
consecutive years; but even the ser-
vice-producing sector, the primary
source of employment growth in
recent years, experienced declining
payrolls. By the end of 1982, total
nonfarm payroll employment reached
a level nearly 3 million below its July
1981 peak, a reduction of more than
3 percent.

The job losses last year were
concentrated in manufacturing, in
which monthly declines averaged
nearly 130,000. The cyclically sensi-
tive durable goods industries experi-
enced the largest reductions. Espe-
cially sharp declines were registered
in the metals, machinery, and trans-
portation equipment industries, in
which inventory imbalances were most
severe. Payrolls in nondurable man-
ufacturing industries were reduced
350,000 over the year, and nearly all
major industries were affected. Lay-
offs continued at construction sites,
despite gradual improvement in
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homebuilding during the year, and
mining employment was reduced
substantially. Employment in the
service-producing sector turned down
in 1982 after a year of relatively slow
growth in 1981. Reacting to sluggish
sales, trade establishments reduced
their staffs by 225,000. In the public
sector, budget restraint led to reduc-
tions in employment at all levels of
government.

These employment cutbacks were
reflected in a marked increase in the
unemployment rate. The overall rate
of unemployment reached a postwar
high of 10.8 percent in December,
well above the 7.2 percent level that
prevailed before the current contrac-
tion began. Nearly all of the increase
in the unemployment rate was among
those who previously had held jobs;
the inability of new entrants and
reentrants to the labor force to find
jobs accounted for only a small
fraction of the addition to the rolls
of the unemployed. The increase was
particularly large for adult men, who
hold a disproportionate number of
jobs in the durable goods and con-
struction industries; the rate of un-
employment for this group rose from
a low of 5.8 percent in July 1981 to
10.1 percent in December 1982.

Growth in the labor force slowed
markedly during 1982, reflecting both
cyclical factors and longer-term trends.
The l3/4 percent rate of growth of
the civilian labor force last year was
substantially below the 2xh percent
rate that had prevailed over the
previous decade. The acute deterio-
ration of the labor market in 1982,
after two years of diminished em-
ployment opportunities, discouraged
entry into the labor force. With adult
women failing to join the labor force
at the rate typical of the 1970s, the
overall labor force participation rate

remained virtually flat last year. A
decline in the teenage population,
which meant fewer young jobseek-
ers, was another factor that retarded
growth in the labor force in 1982.

Last year, productivity registered
its strongest advance since 1977.
Aggregate hours worked were re-
duced throughout the year, with
particularly sharp declines in the
second half of the year. The cut in
hours was greater than the reduction
in output, and productivity in the
nonfarm business sector increased
sharply over the final two quarters
of 1982 and for the year as a whole
was up 1% percent. The growth in
productivity was larger than is usual
near the trough of a business cycle;
this development reflects greater ef-
forts on the part of firms to trim
work forces and to concentrate pro-
duction in efficient plants during an
unusually long period of slack. It
may lead to some improvement in
the underlying trend rate of growth
of productivity.

The signs of declining increases in
wage rates observed in 1981 were
confirmed in 1982 by a pervasive
slowing in all measures of wages and
labor costs. Weak demand for labor
and continued progress in reducing
the rate of price inflation were the
major contributors to this slowdown.
The rate of wage increase for pro-
duction workers declined from %Vi
percent in 1981 to less than 6 percent
in 1982, the smallest advance since
1967. Wage gains for white-collar
workers, as measured by the employ-
ment cost index, had failed to slow
in 1981, but decelerated nearly 2lh
percentage points last year to an
increase of less than 6V2 percent. The
slowdown in wages and the improve-
ment in productivity combined to
hold the increase in unit labor costs
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12 The Economy in 1982

in the nonfarm business sector to 43A
percent in 1982, down substantially
from a peak rate of IIV2 percent
over the four quarters of 1979.

The moderation in wage increases
was particularly notable in new con-
tracts negotiated under collective
bargaining agreements. For the 3lA
million workers covered by new set-
tlements, first-year increases aver-
aged 3% percent in 1982, compared
with 8 percent the last time these
same workers negotiated new con-
tracts. Important wage concessions
were negotiated during the heavy
bargaining schedule early in the year:
the auto, trucking, airline, and ap-
parel industries departed signifi-
cantly from traditional settlements
by deferring or eliminating scheduled
pay increases, cost-of-living adjust-
ments, or both. Concession bargain-
ing continued for a wide range of
contracts for smaller unions in the
second half of the year. Several
factors were responsible for the prev-
alence of concessions. First, high
relative labor costs left firms in some
industries in precarious financial con-
dition as demand slackened. Second,
deregulation and intensified compe-
tition from both foreign firms and
domestic nonunion producers gener-
ated additional pressure in some
industries.

Prices
Inflation declined significantly fur-
ther in 1982, with the deceleration
apparent in most types of goods and
services. The fixed-weight price in-
dex for gross domestic business prod-
uct increased 4Vi percent last year,
after a 9 percent gain in 1981 and a
10V4 percent rise in 1980. Consumer
prices exhibited similar improve-
ment: the consumer price index rose

just 4V2 percent in 1982, compared
with a peak increase of 123/4 percent
in 1979. In addition, producer prices
at the intermediate and crude stages
of processing were about unchanged
over the year. Although food and
energy prices contributed to the
slowdown, price inflation excluding
these items also declined sharply.
The price index for the gross domes-
tic business product excluding food
and energy decelerated from a 9lA
percent rate of increase in 1981 to a
5 percent pace in 1982.

Food prices at the retail level
advanced just 3Vi percent in 1982.
This was the fourth consecutive year
in which food prices rose less than
the overall rate of inflation. To a
large extent, the same factors that
had restrained price increases in 1981
were present in 1982. For a second
year large harvests and mounting
grain stocks supplied ample crops. In
addition, weak income growth, both
at home and abroad, and the strong
value of the dollar limited the de-
mand for farm products. However,
not all of the deceleration in food
prices was due to transistory factors;
labor costs in the food sector also
slowed substantially last year.

Despite an erratic quarterly pat-
tern, changes in energy prices re-
flected the considerable weakness
evident in world petroleum markets
in 1982. Prices for refined petroleum
products plummeted in the first half
of last year. A portion of this decline
was retraced in the second half, but
prices were generally lower at the
close of 1982 than they had been at
its opening. Besides holding down
prices of gasoline and fuel oil, lower
petroleum prices helped to halve the
rate of increase in electricity prices.
In contrast, natural gas prices contin-
ued their steep ascent as deregulation
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proceeded under the Natural Gas
Policy Act of 1978.

In 1981, progress in reducing infla-
tion outside of the volatile food and
energy sectors was small and con-
fined to a limited number of sectors.
In contrast, the slowing in 1982 was
both more substantial and more evenly
balanced. Weak demand, decelerat-
ing labor costs, declining inflation
expectations, and a strong dollar all
acted to slow prices. Inflation for
consumer commodities excluding
food, energy, and homeownership
fell from 8VA percent in 1981 to 5lA
percent in 1982. Similarly, prices of
capital goods, as measured by the
producer price index, rose only 4lA
percent last year, less than half the
1981 pace. Prices of consumer ser-
vices excluding energy, which had
failed to slow in 1981, decelerated
from a 103A percent rate of increase

in 1981 to a IV2 percent pace in 1982.
Medical care and education were the
only major categories in which infla-
tion showed no sign of abating.

The pervasive slowing in labor
costs and prices has created a climate
in which continued progress in low-
ering inflation is likely. Reductions
in wage inflation and in price infla-
tion tend to be mutually reinforcing
when accompanied by persistent
monetary discipline. Decelerating la-
bor costs relieve pressure on prices,
while the improved price perform-
ance can, in turn, reduce inflation
expectations and formal or informal
cost-of-living adjustments, and thus
lead to a further slowing of labor
costs. An important aspect of the
1982 experience was that each of the
elements in this process was evident
in the substantially lower rates of
inflation.
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