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Recessions often hit one part of the country par
ticularly hard. By some measures, California has not 
yet recovered from the 1990-91 recession. The chart 
below contrasts California’s experience with the rest 
of the country. Until 1990, California’s unemployment 
rate followed the national rate, though it stayed a bit 
lower in most months. (The California rate looks 
noisier than the national rate mostly because the 
estimates are based on a larger sample of households.) 
Between June 1990 and November 1992, the California 
unemployment rate more than doubled, jumping from 
4.8 to 10.1 percent. The trough of the recession (deter
mined mainly by when U.S. gross domestic product 
started to recover) was in March 1991, 20 months 
before the unemployment rate peaked in California. 
California’s rate peaked five months after the national 
rate. In fact, California was doubly unlucky: 
its unemployment rate did not start to 
decline substantially until 1994 and has 
yet to reach its pre-recession level. Total 
employment data paint a similarly gloomy 
picture.

How much did California’s woes shift 
the national numbers? In other words, 
what was the unemployment rate for the 
other 49 states? This is shown by the dotted 
line in the chart. The largest difference 
occurred in January 1994, when the national 
rate would have been 6.2 percent had 
California been excluded, rather than the 
actual value of 6.7 percent. In March 1995, 
the difference was just under 0.3 percentage 
point.

There are always regional variations in in economic 
prosperity. The recessions of the early 1980s clobbered 
the “Rust Belt.” In 1990 it was California’s turn. Should 
the Fed care? The Fed changes the supply of bank 
reserves by conducting open market operations in 
New York. However, because financial assets can 
flow freely from place to place within the United States, 
the federal funds rate for banks throughout the country 
changes. For this reason, monetary policy is a blunt 
instrument which cannot be fine-tuned to fully accom
modate regional variation. Regional considerations do 
influence the Fed’s decisions in various ways, for example 
through the input of the Federal Reserve Bank presi
dents on the Federal Open Market Committee. But 
even if monetary policy can influence the level of 
economic activity, as many economists believe it can, 
a policy that brings the rest of the country to a ̂ ‘soft 
landing” cannot separately pull California’s economy 
out of the doldrums.

—  Joseph A. Ritter

U.S. Unemployment Rate with and without California
Percent

Views expressed do not necessarily reflect official positions of the Federal Reserve System.

National Economic Trends is published monthly by the Research and Public Information Division. Single-copy subscriptions are available free of charge by writing 
Research and Public Information, Federal Reserve Bank of St. Louis, Post Office Box 442, St. Louis, MO 63166-0442 or by calling 314-444-8809. 
Information in this publication is also included in the Federal Reserve Economic Data (FRED) electronic bulletin board. You can access FRED with a personal 
computer and a modem at 314-621-1824.Digitized for FRASER 

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

May 1995


