
The Economy in 1984

The economy recorded major gains in
1984, with real gross national product
up nearly 6 percent and the unemploy-
ment rate down more than 1 percen-
tage point over the year. The growth
in output and employment was excep-
tionally strong in comparison with
other expansions since the Korean
War. But even more striking was the
great rise in domestic spending, which
again outstripped growth in domestic
production. Over the course of the
year such spending rose about 6V2
percent in real terms. Consumers and
businesses purchased greatly increased
quantities of imported goods, whose
relative prices were lowered by the ap-
preciation of the dollar in exchange
markets, and the U.S. trade deficit
reached record proportions.

Economic growth was extraordi-
narily rapid in the first half of 1984
and then slowed abruptly at about
midyear. Although some slowing was
widely anticipated, the abruptness of
the change raised questions about the
continuing strength of expansionary
forces. However, during the last few
months of the year, output and em-
ployment were clearly rising, though
at a more moderate pace than earlier
in the year.

The economic gains in 1984 were
achieved without a pickup in infla-
tionary pressures, partly because of
the rise in the exchange value of the
dollar. Ample availability of indus-
trial capacity here and abroad helped
to contain price increases. Labor cost
pressures also were limited, as wage
increases were slightly smaller than a
year earlier. Labor markets continued
to reflect the still considerable unem-

ployment in the economy as well as
the adjustments of wages in some sec-
tors to the realities of forces associ-
ated with deregulation and foreign
competition. Wage changes also re-
flected the favorable feedback effect
of lower inflation on anticipatory or
catch-up pay demands. Finally, mod-
erately rapid increases in nonfarm
business productivity helped to hold
unit labor costs to only a modest rise.

Household Sector

The household sector continued to
benefit in 1984 from the economic ex-
pansion. Adjusted for inflation, the
rise in disposable income from the
fourth quarter of 1983 to the fourth
quarter of 1984 was 5Vi percent, sur-
passing the large gain in 1983. This
strong increase in income supported a
rapid rise in spending for consumer
goods even as the personal saving rate
rose.

Outlays by the household sector in
this expansion have been tilted more
toward durable goods than has been
typical. In the 1980-82 period, a time
of relatively slow growth in income
and of high unemployment, consum-
ers curtailed their discretionary pur-
chases of household goods. Since the
end of 1982, however, strong employ-
ment and income growth and rising
consumer confidence have been trans-
lated into an appreciable restocking
of household durables.

The strength of automobile pur-
chases in 1984 was a part of this re-
stocking process. As the stock of exist-
ing autos has aged, replacement de-
mand has grown, and recent reduc-
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tions in gasoline prices have lowered
operating costs. Automobile sales in
1984 rose to lOVi million units, the
highest level since 1979. The foreign
share of the market shrank, largely
because of limitations on Japanese
imports during a period of expanding
sales. Indeed, demand for domestic
autos proved so strong that producers
had difficulty in supplying many of
the more popular models, even though
auto companies operated some fac-
tories at nearly full capacity over
most of the year. Total auto produc-
tion was up 14 percent from the pre-
ceding year despite brief strikes in the
autumn.

Spending for new homes slowed
over the course of 1984; rising mort-
gage interest rates through midyear
were a factor reducing housing activi-
ty. However, declines in interest rates
during the fall led to some signs of
improvement in the housing sector at
year-end. From the fourth quarter of
1983 to the fourth quarter of 1984,
residential construction outlays were
up 2lA percent in real terms after an
extremely rapid advance in 1983. For
1984 as a whole, 1.7 million new
housing units were started; this was
below the peak rates in the 1970s but
a marked improvement over the per-
formance of the first years of the
1980s, as housing demand continued
to be supported by favorable demo-
graphic factors and expanding in-
comes. Moreover, relatively stable
house prices and the growing use of
adjustable-rate mortgages made home
purchases more attainable for many
households.

Business Sector

Business spending for plant and equip-
ment increased more in 1984 than in

1983. In fact, the rise in gross capital
outlays by business over these two
years combined was much larger than
that in any other economic expansion
since World War II. Profits in the
nonfinancial corporate sector were up
substantially in 1984, although by
year-end the level had fallen back a
bit because of the slowing in sales
growth.

Expansion in business spending for
fixed investment was strongest in the
first half of the year but continued at
close to a double-digit pace in real
terms in the second half. For the year
as a whole, outlays on both equip-
ment and structures showed large
gains. The vigor of total spending re-
flected several factors, including the
more favorable tax laws enacted in
1981, the desire to take advantage of
technological advances, and the fur-
ther narrowing of the margin of un-
used factory capacity stemming from
strong growth in demand. Continued
competitive pressure from foreign
producers provided additional im-
petus for rapid modernization. At the
same time, many U.S. producers of
capital equipment, especially those
outside the high-technology area, did
not benefit fully from this spending.
Instead, foreign manufacturers cap-
tured an increasing share of capital
goods purchased by U.S. firms; for
equipment, this share—approximate-
ly 25 percent—was nearly twice that
of the late 1970s.

Business accumulated inventories
in 1984 after reducing stocks in the
preceding two years. In real terms,
business inventories rose $25 billion.
The buildup of stocks was especially
large in the first half of the year,
when the expansion of final demand
was especially rapid. When sales
growth slackened in the summer and
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8 The Economy in 1984

autumn, businesses quickly cut back
on orders and production to avoid
severe imbalances.

Some of the nation's basic indus-
tries remained under marked finan-
cial strains, in many cases related to
the high exchange value of the dollar.
Farmers continued to face less favor-
able export conditions in 1984 than in
much of the previous decade, land
prices fell further on average, and
farm income remained depressed. As
a result, farmers with large debts re-
maining from the late 1970s continued
to face serious debt-servicing prob-
lems. The metals and agricultural im-
plement industries and some other
equipment industries also still had
significant financial problems.

Government Surpluses and Deficits
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Government Sector

The expanding economy lifted federal
government receipts in 1984. At the
same time, growth in outlays was lim-
ited by further declines in recession-
related expenditures and by a drop in
agricultural support payments. None-
theless, the federal budget deficit re-
mained enormous, nearly 5 percent of
GNP and larger than total domestic
personal saving. Moreover, at the end
of the year the deficit was again rising.

Federal government purchases of
goods and services, the component of
the budget that directly adds to GNP
and accounts for about a third of
total federal outlays, rose strongly
last year. Excluding changes in farm
inventories held by the Commodity
Credit Corporation, federal purchases
were up 53A percent after adjustment
for inflation. A major addition to
federal purchases came from defense
spending, which increased 7 percent
in real terms.

At the state and local government
level, real purchases of goods and ser-
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The data on the federal government deficit are for
fiscal years and are on a unified budget basis; they are
from the U.S. Department of the Treasury.

The data on state and local governments are for
operating budgets. They are on a national income ac-
counts basis, and they come from the U.S. Depart-
ment of Commerce.

vices rose 3 percent in 1984 after two
years of no change. The renewed
growth in such spending followed an
appreciable improvement in the fiscal
position of state and local govern-
ments. These units had a sizable oper-
ating and capital surplus in 1983 and
early 1984 owing to the economic
recovery as well as to increases in tax
rates.

Foreign Sector

The appreciation of the dollar over
the last four years contributed directly
to the imbalance between exports and
imports in 1984. On a trade-weighted
average basis, the dollar climbed a
further 12 percent during the course
of the year, bringing the cumulative
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appreciation since the end of 1980 to
68 percent. The relative dynamism of
the U.S. economy and success in
curbing inflation helped attract
capital from abroad. At the same
time, the relatively slow economic
growth elsewhere, together with
economic and political uncertainties
in various countries, also may have
contributed to the dollar's apprecia-
tion throughout the year.

Notwithstanding a further weaken-
ing of the international competitive
position of U.S. firms owing to the
dollar's appreciation, and despite the
sluggishness of foreign economies,
the volume of U.S. merchandise ex-
ports increased 9 percent in 1984.
Economic growth in many developing
countries, oil producers as well as
others, was limited by their debt-
servicing problems, and demand by
those countries for U.S.-produced
goods remained generally depressed.

The vigorous expansion of the U.S.
economy and the strength of the dol-
lar pushed the volume of merchandise
imports sharply higher. Consumer
goods, materials, and capital equip-
ment all shared in the increase, and
the 1984 merchandise trade deficit
rose to about $110 billion. In addition
to the growing trade deficit, net ser-
vice receipts were reduced and the
current account deficit, which was
$42 billion in 1983, reached about
$100 billion in 1984.

rate was 7.2 percent in the fourth
quarter, more than 1 percentage point
below the rate for the fourth quarter
of 1983. Indeed, since the recession
low in late 1982, nonfarm payroll
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Labor Markets
Developments in labor markets con-
tinued to be favorable during the sec-
ond year of expansion. Reflecting the
strength of activity and improved em-
ployment prospects, growth of the
labor force picked up in 1984. But the
number of new jobs expanded even
more rapidly, and the unemployment
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Payroll employment covers the total nonfarm
sector; union settlements cover union contracts of
1,000 or more workers in private industry; the average
hourly earnings index covers production and non-
supervisory workers in the private nonfarm sector;
and hourly compensation and output cover the non-
farm business sector. All data are from the U.S.
Department of Labor.
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10 The Economy in 1984

employment has increased by nearly 7
million.

In 1984, employment growth con-
tinued to be widespread across indus-
tries. The trade and service sectors
each added more than 1 million jobs,
and construction employment also
showed a gain, in large part because
of a rise in nonresidential building.
Government employment was up a
quarter of a million, reflecting the
rise in spending by state and local
units. The manufacturing sector,
which has borne the brunt of the in-
crease in foreign competition, regis-
tered a large gain of almost three
quarters of a million in 1984; even so,
the level of manufacturing employ-
ment remained below its prerecession
peak.

Wage developments in 1984 were
more favorable to the control of in-
flation; even though labor market
slack was reduced substantially fur-
ther during the year, wage rates in-
creased less than in 1983. The employ-
ment cost index, a comprehensive
measure of change in wages and bene-
fits, rose just 4 percent in 1984, nearly
1 percentage point less than the year
earlier. Moreover, major collective
bargaining agreements during the year
showed no acceleration in nominal
wage rates, even in those industries
with improved economic conditions.

These wage developments suggest
continued moderation of inflation ex-
pectations; to an increasing degree,
workers and managers appear to be
focusing on improving job security
and on enhancing productivity, often
in an attempt to remain competitive
with foreign producers. Productivity
increases in 1984 were substantial in
the first half of the year, when output
grew rapidly, and they helped restrain
overall cost pressures. Over the course
of the year, labor productivity in the

nonfarm business sector increased
2Vi percent, in part reflecting a cycli-
cal adjustment to higher levels of out-
put and apparently some improve-
ment in the underlying trend rate of
growth from the very slow pace of the
1970s. The combination of moderate
increases in compensation and favor-
able developments in productivity
held down cost pressures on prices;
unit labor costs rose somewhat less
than 2 percent over 1984, less than a
fifth of the rate in 1979 and 1980.

Prices

During 1984, the consumer price index
rose 4 percent, and the implicit GNP
deflator rose 3lA percent. The in-
creases in these broad indexes repre-
sent little change from inflation rates
that have prevailed since the begin-
ning of the expansion. The producer
price index for finished goods, which
excludes the prices of services, rose
less than 2 percent last year; basic
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commodity prices, which had ad-
vanced more than 30 percent early in
1983, fell during most of 1984.

The relative softness of demand in
world markets and the strength of
the dollar against foreign currencies
played a large role last year in holding
down prices of basic commodities.
Energy prices in particular, which
have been a major factor in overall
inflation for more than a decade,
moved down. Since 1981 the weak-
ness of world demand, together with
conservation measures and additions
to oil production capacity in many
countries, has restrained energy
prices.

Food prices at the retail level rose
about in line with overall prices in
1984. Early in the year, food prices

jumped sharply because farm supplies
were limited by the 1983 summer
drought and a winter freeze. How-
ever, with more favorable harvests
and sagging export volume, supplies
again became plentiful as the year
progressed.

The increase in consumer prices
other than food and energy was little
changed from a year earlier. Prices of
services rose more rapidly in 1984
than in 1983, although the rate of in-
flation in the sector remained well
below the rates recorded in the early
1980s. The rise in consumer goods
prices slowed appreciably, in part
because of the relatively small in-
crease in prices of imported goods
and the accompanying competitive
pressures on domestic products.
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