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in Business Cycles

Although industrialized countries continue to have business cycles,
such cycles have changed significantly in character. In what follows
some of these changes are described and their possible implications
for research and policy are discussed.

Perhaps the most obvious change is that business recessions—
periods of actual decline in economic activity—have become less
frequent, shorter, and milder. Interruptions to a steady rate of
growth are more often simply slowdowns rather than actual declines
in aggregate economic activity. This kind of shift can be observed in
the business recessions identified by the National Bureau of Eco-
nomic Research. On the whole, the five recessions of 1948—1970
were shorter than the five recessions of 1920—1938; produced
smaller declines in output, income, and employment; and were less
widespread in impact. But recent recessions have been accompanied
by higher rates of unemployment than might have been expected in
view of other evidence attesting to their mildness.

One of the factors underlying this shift toward recessions of lesser
seventy, and one reason why it may be expected to persist, is the
trend in the industrial composition of employment. Industries that
normally experience larger percentage reductions in employment
when recession hits are less important in the overall economic pic-
ture nowadays, while industries that often continue to expand right
through recession have become more important.

Reprinted from American Economic Review, May 1974.
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162 Business Cycles

Of the eleven major industrial sectors that account for total em- the
ployment, seven experienced reductions averaging 3 percent or more chang
during the five recessions of 1948—1970 (Table 10—1). These seven and li
sectors include manufacturing of durable goods like autos and appli- Burea
ances, with an average drop of 12 percent; mining, with an average West
drop of 10 percent; transportation and utilities, with an average drop Simila
of 5 percent; and farming, manufacturing of nondurable goods like For t
textiles, construction, and federal employment, with drops of 3 to recess
4 percent. Employment in these seven sectors constituted more than Burea
half of total employment in 1955, but by 1972 their share had de- 1962,
dined to about two-fifths. The other four major sectors—wholesale an av
and retail trade; services; finance, insurance, and real estate; and state of a
and local government—experienced much smaller declines or actual in rea
increases in employment during the five most recent recessions. They came
accounted for slightly less than half of total employment in 1955; by Th
1972, three-fifths. (For more recent data, see Appendix Table A—3.) all th

In short, the industries that have contributed most to reduced em- make:
ployment during recession have shown little or no growth during the these
past fifteen years or so, while those that have contributed least to for ai
recession have grown much faster. The added stability has reduced and t
the impact of recession upon total employment by something like tion.
one-third. If the 1955 distribution of employment among the eleven all so:
sectors had prevailed in all five recessions of 1948—1970, the average Let
reduction in total employment would have been 2.7 percent. With triguii
the 1972 distribution, the reduction would have been 1.7 percent.' noted

If the projections of industrial employment to 1985 that have Up in
recently been published by the Bureau of Labor Statistics are any- in the
where near the mark, this source of employment stability will en- both i
dure.2 In fact, aggregate employment in the four recession-proof sition
sectors (trade, services, finance, and state and local government) is young
expected to grow between 1972 and 1985 just about twice as fast as Has t
in the seven recession-prone sectors. The former will, by 1985, con- crease
tribute nearly two-thirds of total employment; the latter, only about has di
one-third. More people will be working in jobs that are relatively emplo
secure. If the distribution of employment among sectors in 1985 mens
corresponds to the projection, an average recession will reduce total Sec

employment by L4 percent—approximately half the estimated 2.7 Feder
percent reduction based on the 1955 distribution, since

One of the implications of these employment trends is that future (Tabli
recessions are more likely to be in the nature of slowdowns in the has in
rate of economic growth. This prospect has already led economists federa
here and abroad to experiment with new methods—or to resurrect argue
old methods—of identifying economic fluctuations. The interest in How C'
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tal em- the GNP gap and other measures of capacity utilization, in rates of
r more change in activity rather than levels, in trend adjustment techniques,

seven and in spectral analysis, stems in part from this shift. At the National
appli- Bureau, use Mintz has identified growth cycles in the economies of

verage West Germany and the United States, and other students have done
e drop similar work for Japan, Canada, Great Britain, and other countries.
ds like For the United States, Mintz's chronology includes three "growth
f 3 to recessions" in addition to the five already included in the National

re than Bureau's business cycle chronology.3 These occurred in 1951—1952,
ad de- 1962-1963, and 1966-1967. In each, real GNP growth dropped to

iolesale an average annual rate in the range of 2.5 to 3.5 percent over periods
d state of a year to a year and a half. Another such period of slow growth
actual in real GNP began in the spring of 1973, well before the energy crisis
They came upon us.

55; by - The policy implication that I particularly would like to draw from
A—3.) all this is that it has become more important than ever for policy-

ed em- makers to support basic research into the causes and consequences of
ng the these interruptions to steady growth. Indeed, this implication holds
east to for anyone who is trying to foresee the outcome of current trends
educed and the effects of efforts to move them in a more favorable direc-
ng like tion. The emergence of a relatively new phenomenon is apt to create
eleven all sorts of uncertainties, some of which can be dispelled by research.
verage Let me mention a few points that are important enough or in-

t. With triguing enough to call for further exploration. First, I have already
ent.' noted that the trend toward milder recessions does not seem to show
tt have up in the level of the unemployment rate. Curiously, while changes
re any- in the rate have become smaller, the rate itself has become higher in
will en- both recession and prosperity. Is this due to the shift in the compo-
-i-proof sition of the labor force toward greater participation by women and
tent) young persons who are prone to higher rates of unemployment?
fast as Has the existence and wider scope of unemployment benefits in-
5, con- creased the incidence of unemployment? If the risk of losing a job
about has diminished because of the shift in the industrial composition of
atively employment, why hasn't the unemployment rate come down corn-
a 1985 mensurately?
e total Second, federal employment is not very stable over the cycle.
d 2.7 Federal employment has declined in every one of the five recessions

since 1948 and by percentages that rival those in the private sector
future (Table 10—2). During the intervening expansions, federal employment
in the has increased. Although opinions differ as to whether in the long run

,omists federal employment should go up or down, scarcely anyone would
• surrect argue that it should be pro cyclical. Why has it been pro cyclical?
• rest in How can the timing of changes in federal employment be better con-

4-
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Table 10—2. Changes in Private and Public Employment During Recession,
1948— 1970 (in thousands of persons; percentage change in parentheses).

Recessio n Period
Private
Total Federal

State
and

LocalPeak Trough

November 1948 October 1949 —2,514
(—5.3)

—58
(—2.7)

+168
(+4.1)

July 1953 August1954 —1,862
(—3.9)

—120
(—5.5)

+289
(+6.9)

July1957 April1958 —2,675
(—5.3)

—39
(—1.8)

+176
(+3.5)

May1960 February 1961 —1,054
(—2.1)

—55
(—2.5)

+177
(+3.0)

November 1969 November 1970 —1,218
(—2.2)

—65
(—2.6)

+419
(+5.2)

Sources: See Table 10—1 for source and method of computation. See also
W.W. Ebanks, "Public Employment and Post World War II Economic Fluctua-
tions" (Ph.D dissertation, New York University, 1973).

trolled with a view to offsetting rather than augmenting employment
fluctuations in the private economy?4

Third, wholesale prices seem to have become less responsive to
changes in final demand. During each of the five recessions of the
1920s and 1930s, industrial wholesale prices declined by rates ex-
ceeding 5 percent per year. In contrast, during the five recessions of
the past twenty-five years, industrial wholesale prices declined on
the order of 5 percent in only one instance, 1948—1949. In part, this
is related to the fact that the postwar recessions were shorter and
milder than the prewar ones. But this does not seem to account for
the entire shift in price behavior.5 What other factors are involved?
Will they persist or intensify? What are their implications for the con-
trol of inflation over the longer run? (See Chapter 15.)

Fourth, financial markets have become increasingly sensitive to
economic fluctuations. Interest rates have moved in far wider swings
in recent recession—recovery periods than formerly.6 Stock prices,
too, have become more sensitive not orly to the standard business
cycle recessions but also to the milder growth recessions. Indeed,
stock price movements have exaggerated the relative severity of
recent recessions. Thus the common impression that declines in the
market forecast recession may prove unduly pessimistic. What is
the relation, if any, between the shifts in interest rate behavior and
stock price behavior? What factors underlie the greater sensitivity of
stock prices, and what implications do they have for this form of
investment?
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A fifth and final point is that growth recessions appear to be inter-
national in scope. It has long been known that the more severe busi-
ness cycle contractions have been worldwide. The Great Depression

State of the early 1930s is the best known example, but the severe contrac-
Local tions of 1907, 1921, and 1938 are equally illustrative. It is now clear

that the mild growth recessions of 1951—1952, 1962—1963, and
(÷41) 1966—1967 in the United States had counterparts in Europe. As a
+289 result, our exports, which used to fluctuate with demand conditions

6.9) abroad and were more or less independent of domestic demand, now
÷176 conform more closely to domestic conditions because foreign de-

(4. 3.5) mand also is more nearly in tune with ours and is also now subject
+177 to wider cyclical fluctuation. As Mintz has noted, "The contrast

(+ 3.0) between this shift and the dampening of the domestic business cycle
+ 419 is striking, and suggests that policies or structural changes conducive

(+ 5.2) to international stabilization have been far less effective than those
See also conducive to national stability."7 This remark, though written in
Fluctua- 1967, seems especially apt today.

But the full implications of a more closely integrated international
oyment business cycle, or growth cycle, remain to be explored and evaluated.

Better current information in comparable form for different coun-
isive to tries on the state of the business cycle is needed. A project launched
s of the in 1973 by the National Bureau on International Economic mdi-
ates ex- cators will, we hope, help to fill this need.8 The subject has a bearing
sions of on international economic policy problems ranging over a very wide
'ined on field—monetary relations, inflation, foreign trade, capital flows, mi-
1art, this gration, to say nothing of energy. All these topics seem likely to
iter and require a major share of policymakers' attention during the 1970s,
)unt for and they will need all the help they can get from economic research.
ivolved?
the con-

NOTES TO CHAPTER 10

itive to
'r swings 1. For an extension of this analysis to 1990, see Appendix Table A-3.

e 2. R.E. Kutscher, "The United States Economy in 1985: Projections ofpric GNP, Income, Output and Employment," Monthly Labor Review, Decemberbusiness 1973, p. 39.Indeed, 3. Ilse Mintz, "Dating U.S. Growth Cycles," Explorations in Economic Re-pnty of search 1, 1 (Summer 1974).
Is in the 4. For an analysis of the cyclical behavior of federal as well as state and local
1What is government employment, see Walter Ebanks, "Public Employment and Post
frior and World War II Economic Fluctuations" (Ph.D. dissertation, New York University,

,(tivity of 1973).
(form of 5. Phillip Cagan has documented this change and explored some of its

sources in "Changes in the Recession Behavior of Wholesale Prices in the 1920s
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and Post-World War II," Explorations in Economic Research 2, 1 (Winter 1975):
54—104.

6. Phillip Cagan, "Changes in the Cyclical Behavior of Interest Rates," Oc-
casional Paper 100 (New York: NBER, 1966); and Phillip Cagan, "The Recent
Cyclical Movements of Interest Rates in Historical Perspective," Business Eco-
nomics (January 1972).

7. flse Mintz, Cyclical Fluctuations in the Exports of the United States Since
1879 (New York: NBER, 1967).

8. See Chapter 6.
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