


















































































Current Business Cycle Compared to Post–World War II Cycles

37

recovery closest to the 1957–1958 business cycle, when real exports rose 9.7 and 33.0 percent relative to the prior 
peak and trough, respectively. Furthermore, it positions the current recovery close to the postwar recovery average 
of 11.2 percent and 16.8 percent relative to previous peak and trough, respectively. 

Imports
Given that real GDP in the current recession posted the sharpest drop in the postwar period, it seems plausible that 
real imports contracted by the largest in percentage terms as well. The 20.8 percent peak-to-trough decline was the 
greatest on record, far exceeding the postwar average of 6.0 percent. Since a high proportion of imports are capital 
goods, which experienced a collapse in demand, a decrease of this magnitude was to be expected. The second-
most-severe decline in the postwar period was the 15.3 percent drop recorded in the 1973–1974 recession. Since 
imports are subtracted from GDP in the NIPA accounts, the extensive fall kept the recession from being even worse.

Because this recovery is expected to be modest relative to the drop during the recession, imports are projected to 
exceed their prior peak by just 3.7 percent after eight quarters. (The postwar average is 14.8 percent after eight 
quarters. The most rapid gains were experienced in the recovery from the 1981–1982 recession, when imports 
exceeded their previous peak by 42.2 percent after eight quarters.) However, relative to their trough, real imports  
in the current recovery are projected to rise by 30.9 percent, greater that the average postwar experience of of 22.1 
percent. This is attributable the trade-weighted value of the dollar rising in recent months and the high income 
elasticity with respect to imports.

Imports
Business cycle comparisons

Business cycle  
trough

% change, peak to 
trough

% change, prior 
peak to recovery*

% change, trough 
to recovery*

2009 Q3 -20.8             3.7**           30.9**

2001 Q4 -7.9 6.2 15.3

1991 Q1 -4.3 11.3 16.4

1982 Q4 0.6 42.2 48.9

1980 Q3 -13.9 – –

1975 Q1 -15.3 11.0 31.0

1970 Q4 -2.7 20.1 23.4

1961 Q1 -7.9 7.2 16.4

1958 Q2 -1.9 19.4 21.7

1954 Q2 -10.8 12.8 26.4

1949 Q4 -9.8 5.8 17.4

Average*** -6.0 14.8 22.1

* Recovery denotes the eight-quarter mark after trough.
** Milken Institute projections.
*** Average excludes 1980 Q3 cycle during recovery phase.
Sources: Bureau of Economic Analysis, IHS Global Insight, Milken Institute.

Government Purchases 
Federal fiscal policy has become more countercyclical in the postwar economy as the Keynesian view on govern-
ment’s role in aiding aggregate demand has gained acceptance. The latest NIPA data on real government purchases 
only goes back to 1990; however, we know from previous estimates that federal government purchases expand 
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during a recession. For example, over the eight quarters prior to Q3 2009, real federal purchases rose 13.5 percent. 
During the 2000–2001 recession, they increased 3.6 percent. 

Similarly, real state and local purchases tend to rise during recessions as well. In the 2000–2001 recession, real state 
and local purchases rose 6.9 percent in the eight quarters preceding the trough. However, during the latest recession,
real purchases rose just 0.4 percent in the eight quarters preceding the trough due to the severity of the downturn 
and the increased volatility of state and local tax collections.

As recoveries progress, countercyclical federal stimulus is gradually removed and government purchases typically 
play a minor role. However, the sluggishness of the recovery from the 2000–2001 recession caused the federal 
government to keep its foot on the gas, and real purchases rose 14.4 percent in the eight quarters after the trough. 
Our projection is based upon the premise that given the extraordinary size of the current federal budget deficit, 
government purchases will edge down by 1.0 percent after eight quarters. Real state and local spending typically 
plays a neutral role in most recoveries, but given the extent of state and local government budget imbalances, we 
expect that real purchases will decline by 0.3 percent after eight quarters.

GDP
All the ingredients needed to produce a severe decline in real GDP came together in full force during the 2007–
2009 recession. The bursting of the housing bubble, a brutal financial crisis, a collapse in business investment 
(including inventories), and an overextended consumer combined to make this the worst recession in the postwar 
period in terms of the decline in real GDP. Real GDP fell by 3.8 percent from peak to trough. This edged out the  
3.2 percent drop in the 1973–1974 recession and the 3.7 percent decline in the 1957–1958 recession. The average 
peak-to-trough decline in the postwar experience is 1.5 percent.59

Real GDP
Business cycle comparisons

Business cycle  
trough

% change, peak to 
trough

% change, prior 
peak to recovery*

% change, trough 
to recovery*

2009 Q3 -3.8             4.5**             8.6**

2001 Q4 -0.3 5.9 6.2

1991 Q1 -1.4 4.6 6.1

1982 Q4 -2.9 10.7 14.0

1980 Q3 -2.2 – –

1975 Q1 -3.2 6.0 9.5

1970 Q4 -1.1 10.5 11.7

1961 Q1 -1.6 10.3 12.1

1958 Q2 -3.7 8.2 12.4

1954 Q2 -2.6 7.5 10.4

1949 Q4 -1.7 17.3 19.4

Average*** -1.5 9.1 10.8

* Recovery denotes the eight-quarter mark after trough.
** Milken Institute Projections.
*** Average excludes 1980 Q3 cycle during recovery phase.
Sources: Bureau of Economic Analysis, IHS Global Insight, Milken Institute.
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The previous peak in real GDP won’t be reached until Q3 2010. That is four quarters after the trough; no other 
recession in the postwar period has taken more than three quarters to exceed the prior peak. (Both the 1990–1991 
and 1973–1974 recessions took three quarters to hit their previous peaks.) Furthermore, after eight quarters in this 
recovery, real GDP will exceed its prior peak by 4.5 percent, the smallest percentage increase in the postwar period. 
The next-weakest recovery was after the 1990–1991 recession, when real GDP expanded by 4.6 percent after eight 
quarters. The average percentage gain in the postwar period is 9.1 percent, and the strongest recovery relative to 
the prior peak was after the 1948–1949 recession (when real GDP rose 17.3 percent). Even when you compare our 
projection for growth in the recovery relative to the trough, the percentage gain is 8.6 percent. Only after the last 
two, fairly mild recessions were smaller advances experienced relative to the trough. The mean advance relative to 
the trough after eight quarters is 10.8 percent.
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