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THE LONG GROWTH CYCLE:
CAN IT BECOME THE LONGEST?

Economic Cycles:
A Question of Vitality, Not Age
The current economic recovery started in
July 2009, and is about to complete 72
months of growth (Display 1). That
surpasses the postwar growth cycle
average of 55 months. Does that mean it’s
nearing the end? Not necessarily. History is
fairly clear that the age, or duration, of a
growth cycle has little to do with predicting
when a cycle will end. Growth cycles end
when a combination of economic and
financial imbalances develops that forces
policy changes (i.e., higher interest rates)
as well as changes in spending, hiring and
investment decisions on the part of
households and businesses.

One way to gauge the potential duration of
today’s cycle is to examine where it
currently stands compared to previous
cycles that lasted several years longer.
Display 2, next page, compares a number
of economic and financial metrics for the
current cycle with their values in the long
economic cycles of the 1960s, the1980s
and the 1990s. The data points reflect
where each cycle stood at the end of six
years of growth following an economic
trough.

Economic and Financial Characteristics
Today’s unemployment rate of 5.5% is
relatively close to the jobless rates
recorded in the 1980s and 1990s cycles
(5.3%), but it’s still well above the 3.9%
rate reached in the 1960s. Demographic
changes make it difficult to compare
unemployment rates from one decade to
the next, let alone 50 years apart. But we
can often get a fairly accurate comparison
of the degree of tightness in the labor
markets by looking at the level of the
jobless rate alongside trends in wages.

Today’s wage growth rate of 2.3%, as
measured by average hourly earnings, is
running below that of each of the previous
cycles. This suggests that labor market
tightness has not yet reached a stage
when it triggers an accelerating pace for
wage gains on a broad scale.

Price trends show a similarly subdued
pattern, with core consumer price inflation
(1.8%) running roughly half as fast as the
average of the previous cycles’ inflation
rates. However, today’s consumer price
trends are not strictly comparable to those
of past cycles in our chart. That’s because
statistical changes to consumer price
methodology and sampling (in 1983, 1987

June represents the six-year mark for the current growth cycle.
That’s already longer than the postwar growth cycle average. Yet the
economic and financial characteristics of the current cycle suggest
we’ll see several more years of growth. And the odds are better than
even that this cycle will last at least as long as the longest on record.

and 1997) have systematically lowered the
published rate of inflation when compared
to those of previous cycles. That doesn’t
mean today’s inflation rate is not low.
Relatively speaking, it is. But just how low
it is, relative to prior cycles, is impossible
to determine with any certainty—given the
removal of housing prices from the
published measures, as well as the
mechanical adjustments for quality and
product substitution that are now embed-
ded in the consumer price index. It is also
important to note that consumer price
trends gave no advance warning of
economic and financial imbalances that
triggered the recessions of 2001 and
2007–09. Thus, the important price
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Display 1
How Long Can the Current Growth
Cycle Run?
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signals might come from asset prices (real
and financial), as they have been important
precursors at the end of each of the prior
two growth cycles.

Interest Rate Policy Permutations
On the policy front, official rates are still at
0.125%, exactly where they stood when
the economic growth cycle started in the
summer of 2009. That’s unprecedented.
Indeed, in all prior cycles—short or
long—policymakers had by this point
already removed part or all of the monetary
stimulus that helped jump-start the growth
cycle.

It’s noteworthy that monetary policy
remains highly accommodative six years
into this recovery. That’s a clear statement
from policymakers that they don’t yet see
the need to remove the aggressive policy
accommodation. In addition, policymakers
are also telegraphing that when they start
to normalize official rates, the path of
adjustment will be very gradual. That policy
perspective—all else being equal—should
promote a longer, if not the longest,
growth cycle.

Weighing the Impact of Housing and
Households
Another economic metric that’s far below
norm for this point in a growth cycle is the
housing recovery. That sluggish pace is
evidenced by housing’s current 3.1% share
of nominal gross domestic product (GDP),
which is well below the 5% recorded in
the prior cycles. The current housing
recovery has clearly underperformed past
recoveries, because of overbuying and
overbuilding in the 2000s. But the flip side
is that there is a lot of potential for the
housing sector to add to the recovery
going forward. In fact, vacancy rates in
multifamily housing are at 25-year lows.
We believe that a combination of improved
labor mobility and an increase in house-
hold formation (regardless of whether
people decide to buy or rent) should lead
to a strong contribution from homebuilding
to economic growth over the next several
years.

The one financial metric that appears to be
well advanced is the ratio of household
wealth to income. That ratio currently
stands at 640%, which is far higher than

what previous long growth cycles have
experienced at this point. Based on this
metric, it is clear that wealth creation in
the current cycle is much more advanced
than income growth. In our view, the
quantitative purchase programs of the
Federal Reserve had a much larger
portfolio effect on the wealth side of the
ledger than they did in boosting income
growth. Nevertheless, the relatively large
wealth cushion should prove to be a
catalyst for faster spending and investment
by the household sector over the next few
years. And, most importantly, history would
argue that the income side should grow
faster than the wealth side through the
remaining months and years of the current
cycle.

On the business side of the economy’s
ledger, the ratio of capital expenditures to
cash flow is now 83%—almost 10
percentage points below that of previous
cycles. This implies that companies have
been hesitant to invest. Stronger consumer
end markets could change that behavior.
Legislative changes at the federal level
(e.g., corporate tax reform) could also
encourage more capital investment at
home. But the odds of any legislative
changes occurring anytime soon seem very
low, especially with the 2016 elections on
the horizon.

On average, business profit margins are
near the average of the past three long
growth cycles, but that’s because of the
record high margins recorded during the
1960s. If we compare today’s growth cycle
only to those of the 1980s and 1990s, real
business margins remain relatively high.
Still, companies have not seen significant
pressure from labor and commodity costs.
Those, too, are positive factors for the
longevity of the cycle.

Slower Growth Should Add to Longevity
So far, the current economic growth cycle
has an average growth rate of 2.2% per
year in real GDP (and 3.1% for private
sector GDP)—the weakest recovery on
record. But holding the record for the
slowest growth recovery could also prove
to have some redeeming qualities. It may
work to delay the development of the
economic and financial imbalances that
have caused prior growth cycles to end.

Except for the elevated level of the
household wealth to income ratio, our
assessment of today’s economic and
financial characteristics indicates that the
current cycle still exhibits a youthful image.
That means the odds are high that it could
easily run as long as the record 120-
month recovery of the 1990s—which
would imply, at a minimum, four more
years of expansion. n

Display 2
After Six Years, the Current Cycle Still Has a Youthful Image

Economic and Financial Characteristics After Six Years of Economic Growth
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1960s 3.9% 4.1% 3.6% 5.00 4.6 5.0% 515% 92% 17.1%

1980s 5.3% 3.0% 4.6% 8.75 9.1 5.5% 506% 91% 10.5%

1990s 5.3% 3.5% 2.5% 5.25 6.6 5.0% 525% 90% 12.8%

Current 5.5% 2.3% 1.8%* 0.13 2.3 3.1% 640% 83% 13.9%

*Not strictly comparable to past cycles owing to change in methodology and sampling.
Through June 24, 2015
Source: Haver Analytics and AB
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