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The Expansion Has 
(Finally) Arrived!

The recent long, slow economic recovery has fos
tered confusion over the nation’s economic perfor
mance because output and unemployment have risen 
simultaneously. The advance estimate of the nation’s 
real GDP shows that the economy broke out of its 
recovery phase and began a cyclical expansion in third 
quarter 1992. A recovery begins at the trough, or 
bottom, o f a recession and ends when output reaches 
its previous cyclical peak. In the third quarter, real 
GDP grew at a 2.7 percent annual rate to $4,924.5 bil
lion (1987 prices), slightly above the previous high of 
$4,902.7 billion reached in second quarter 1990. This 
recovery has been the slowest and longest since the 
1938-39 recovery. In addition, it has been accompa
nied by a 1.1 percentage point rise in the unemploy
ment rate. Such a period of rising output along with a 
rising unemployment rate is sometimes referred to as a 
growth recession.

In the recent recession real GDP declined at a 2.9 
percent rate from its peak in second quarter 1990 to its 
trough in first quarter 1991— a slower rate of decline 
than in four of the previous eight post-World War II re
cessions and smaller than the 3.6 percent average rate 
of decline in these eight recessions. Over the same pe
riod, the unemployment rate rose from 5.3 percent of 
the civilian labor force to 6.5 percent. A 0.2 percent 
labor force growth rate held down the rise in the unem
ployment rate; both the rise in the unemployment rate 
and the labor force growth rate were the smallest in the 
nine postwar recessions.

Even though the recent recession was mild com
pared with the previous eight recessions, real GDP 
took six quarters to recover, rising at only a 1.8 percent 
rate. Five of the earlier recoveries lasted three quarters 
and the other three were complete one quarter after the 
real GDP trough. Slow output growth was not the 
principal factor behind the rise in unemployment 
during the recovery, however. Civilian employment 
rose at a 0.5 percent rate during the recovery. If the 
labor force had continued to grow as slowly as it did 
during the recession, the unemployment rate would 
have declined to about 6 percent by third quarter 1992. 
Instead, labor force growth accelerated to a 1.3 percent 
rate, pushing the unemployment rate up to 7.6 percent. 
Although numerous periods that fit the growth reces
sion pattern have occurred, the recent unemployment 
rate rise is only the second to have occurred in the past 
nine recoveries.

For the whole recession/recovery period, the 2.3 
percentage point rise in the unemployment rate is 
smaller than the increase that occurred in five of the 
previous eight recession/recovery periods. Indeed, it 
equals the average unemployment rate increase in the 
previous eight episodes. From the second quarter 1990 
GDP peak to third quarter 1992, civilian employment 
fell at a 0.2 percent rate, a smaller rate of decline than 
in half of the eight previous recession/recovery peri
ods. The principal difference was the unprecedented 
slow growth rate of the labor force during the recent 
recession/recovery period, which equaled the five-year 
trend pace of 0.9 percent. Nevertheless, even if labor 
force growth returns to this trend rate, employment 
growth will have to accelerate, for the unemployment 
rate to decline.

—  John A. Tatom
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