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Does It Have To End?

The current economic expansion has been continuing 
for about 58 months, longer than a typical expansion 
in the U.S. during the post-World War II era. This has 
led many analysts to wonder when a new recession 
might begin. Will the U.S. economy continue to grow 
for several more years, emulating the successes of the 
1960s and 1980s? Or will it soon tumble into reces
sion? The signs from labor markets are mixed.

Nonfarm payroll employment growth is one of the 
better monthly indicators of the health of the national 
economy. While month-to-month growth rates are 
volatile, year-over-year growth rates provide a less 
noisy indication of the state of the labor market. The 
chart below shows year-over-year growth rates for 
nonfarm payroll employment 
since 1955. The chart also shows 
the trend rate of labor force growth, 
measured as a four-year moving 
average of annualized monthly 
growth rates. The four-year mov
ing average is intended to capture 
trends in population growth and 
labor force participation rates.

The chart indicates that the 
growth rate of employment has 
been steadily declining since 1994.
Some analysts have been con
cerned about the slowdown and 
suggest that the economy is likely 
to slip into recession. Perhaps the 
main cause for concern is that, 
historically, sustained declines of 
this type are often associated with

recessions. The chart indicates that employment 
growth always falls during a recession and sometimes 
also falls in the period before a recession begins.

But care should be taken in interpreting the recent 
slowdown in job growth as a harbinger of recession.
A more sophisticated assessment is obtained by com
paring employment growth with the trend pace of labor 
force growth. Employment growth cannot outstrip 
labor force growth over long periods of time, so the 
pace of net job creation must fluctuate around this 
trend. From this perspective, the decline in the rate of 
employment growth during 1995 can be viewed as an 
inevitable movement toward a slower pace of net job 
creation. In a number of cases, notably in 1966 and 
1985, a slowdown was followed by a rebound in the 
pace of employment growth and several years of con
tinued economic expansion.

—James Bullard
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