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National Economic Education Delegation

• Vision
- One day, the public discussion of policy issues will be grounded in an accurate 

perception of the underlying economic principles and data.

• Mission
- NEED unites the skills and knowledge of a 

vast network of professional economists to promote understanding of the 
economics of policy issues in the United States

• NEED Presentations
- Are nonpartisan and intended to reflect the consensus of the economics 

profession
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The State of the Economy

• For much of 2018, observers described US economy as a “Goldilocks Economy” 
- Real GDP growth near 3.0%
- Low unemployment (3.6%) and job creation (roughly 200k jobs added per 

month)
- Low inflation (around 2.0%)

• In 2019, the US economy showed some signs of slowing down. Reasons for the 
slower growth….

- Tariffs, Trade Policy and International Trade
- Coming off the ”sugar-high” of the tax cut in 2017.

• What does the new year have in store?

3
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The State of the Economy

• What does the new year have in store?
- Headwinds: Tariffs and trade tensions unresolved.
- Headwinds: Slowing world production
- Headwinds: Producer uncertainty
- Tailwinds:  Strong labor market
- Tailwinds:  Consumers

• A useful backdrop for all of this is to look in the rear view mirror to 
assess the progress coming out of the great recession.
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Real GDP Growth:  1960-current
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BEA: Real GDP Growth 1960-current 
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Real GDP Growth:  2007-current
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BEA: Real GDP Growth 2007-current 
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RealGDP Trend GDP

Income is about 14% 
below long-run trend
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Real GDP Growth:  2007-current
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BEA: Real GDP Growth 2007-current 
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RealGDP Trend GDP

Income is about 14% 
below long-run trend

If we continued to grow along trend, income per person 
would be roughly $8,500 higher. 
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Quarterly Real GDP Growth
(1990-2019) 
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Since 2000, there have only been 26 quarters where GDP growth has exceeded 3% -- (33% of the time)
Since 2009, there have only been 14 quarters where GDP growth exceeded 3% -- (35% of the time)

2.1%

GDP forecast for Q4 is 2.3%
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What Is “Accounting” for the Slower Growth?

• Expenditures Relationship to GDP growth. 
- GDP is the sum of four categories of spending:

o Consumption ( C )
o Investment  ( I )
o Government spending ( G )
o Net Exports: Exports – Imports ( NX )

• Productivity and Inputs as Drivers for GDP Growth.
- Employment 
- Productivity

9
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Composition of Real GDP
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Composition of GDP

• Slow growth in any of these categories will slow overall GDP 
growth.

• How does each component account for changes in GDP growth    
pre- vs. post-recession?

• What explains current trends in each component?

11
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Understanding Contributions to GDP Growth

• GDP Growth is a combination of the growth in its components:
- Consumption, Investment, Government, and Net Exports
- It’s a weighted average of these components

• For example:  Consumption
- If consumption accounts for 2/3 of the economy,
- If consumption grew by 3%,
- It implies that consumption growth accounts for 2 percentage points of GDP 

growth; that is, 2% = $
% ∗ 3%.
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Contribution to GDP Growth: Consumption
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Since 2010, Average Contribution from Consumption is 1.68%

From 1990-2007: Average Contribution from Consumption  was 2.18%

1.93

13

Personal Consumption Expenditures

14

• Consumption has been slow to recover.
- Pre-crisis average contribution of consumption expenditures is 2.15 

percentage points.
- Post-crisis contribution is 1.7 percentage points.

• In other words, its contribution to GDP growth is shaving about 0.5 
ppt off GDOP growth

14
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Personal Consumption Expenditures
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15

Real Disposable Personal Income
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Real Disposable Personal Income - Growth
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Household Debt as a Share of GDP
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Mortgage Debt and Total Debt
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Household Debt: Other Sources
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Growth in Household Debt by Category
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Mortga ge HE Revolving Auto Loan Credit Card Student Loan

Reductions in the growth rate of mortgage debt and home equity
However, increase in the growth of student loan debt and credit card debt
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Personal Savings

22

22



1/21/20

12

Investment Expenditures 

• Investment expenditures are composed of residential and non-
residential spending.

• Residential spending refers to purchases of new homes.

• Non-residential spending refers to capital purchases and new 
inventory accumulation.

- Tools, machinery, new factories, commercial real estate.

23

23

Investment Expenditures 
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Investment’s Average contribution to GDP growth is 0.80 
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ISM Manufacturing Index

25

ISM Index
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ISM Recession
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ISM Manufacturing Index and Real GDP Growth
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GDP Growth ISM
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GDP 
Growth 
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A drop in the ISM index usually indicates that the real GDP growth is also slowing down –
The ISM index is an indicator that a recession may be on the horizon. 
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NABE: Sales Net Rising Index
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National Association for Business Economics
October 2019   |   NABE Business Conditions Survey   |   x
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July '19 46 44 10 35
April '19 57 41 3 54
January '19 40 46 14 26
October '18 61 33 6 56

	ÞÊ-iVÌ�Àp"VÌ�LiÀÊ¿£�Ê Ê Ê Ê Ê No. responding

Goods-producing 33 22 44 -11 18
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Note: In this and all figures, shaded areas represent recessions. 
 Dashed line indicates current NRI.
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NABE: Profit Margin Net Rising Index
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Prices Charged

A majority of respondents—64%—indicates that prices were unchanged at their firms during the third quarter of 2019. 
Price increases were only slightly more prevalent than price cuts during the quarter, resulting in an NRI of 3, up from 0 in July. 
There are wide differences across the four sectors, with the service-sector having an NRI of 17—the highest reading among 
sectors. In contrast, one-third of FIRE respondents reports price cuts for an NRI of -22. Goods-producer responses reflect the 
widest variation in pricing, with nearly equal shares of respondents from that sector reporting prices rose, were unchanged, 
or were cut (for an NRI of 6).

Expectations for price increases at respondents’ firms have also cooled. The NRI for expected prices charged in the next three 
months is 14, the lowest forward-looking NRI for anticipated prices in more than three years.   

*iÀVi�ÌÊ�vÊÌ�Ì>�ÊÀiÃ«��`i�ÌÃÊ­�Ç®ÊÀi«�ÀÌ��}ÊÌ�>ÌÊ�ÛiÀÊÌ�iÊ«>ÃÌÊÎÊ���Ì�ÃÊ«À�ViÃÊV�>À}i`Ê 
by their firms have been:

-ÕÀÛiÞÊ���Ì�Ê ,�Ã��}Ê 1�V�>�}i`Ê �>����}Ê  ,�

"VÌ�LiÀÊ¿£�Ê ÓäÊ È{Ê £ÈÊ Î
July '19 17 65 17 0
April '19 27 64 9 18
January '19 26 67 7 19
October '18 40 56 3 37 

	ÞÊ-iVÌ�Àp"VÌ�LiÀÊ¿£�ÊÊ Ê Ê Ê Ê No. responding

Goods-producing 35 35 29 6 17
TUIC 18 73 9 9 11
FIRE 11 56 33 -22 27
Services 19 79 2 17 42
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What are Businesses Concerned About

• Trade: Tariffs / Uncertainty 
• Slowing World Growth – sluggish demand in export markets
• Slowing Consumption Demand

29

29

Contributions to GDP: Government

30
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Trade’s Contribution to GDP: Imports

31

31

Trade’s Contribution to GDP: Exports

32
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Exports and Imports are Not Independent

• Consider an attempt to reduce imports through an increase in 
tariffs:
• First order effect would be a reduction in imports
• Because we buy fewer foreign produced goods and services, there 

are fewer dollars supplied in the foreign exchange market.
• Because the dollar becomes more scarce, the dollar appreciates in 

value.
• Because the dollar appreciation, exports are more expensive and we 

export less.

33
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Expenditure Summary

35

35

History of Productivity Growth
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GDP Growth, Productivity, and Employment

37

37

Labor Market Conditions

• Unemployment rate is low – 3.5% 
• Monthly employment gains have average about 180,000 over the 

last eleven months.

• Recent Labor Market Concerns:
- Lower employment to population ratio
- Wage growth
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GDP Growth and Employment Changes
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GDP GrowthBack of the envelope calculation:
When employment growth is in increasing by about 200,000 per month GDP growth will be about 2.5%
When employment growth is in increasing by about 300,000 per month GDP growth will be about 3.0%
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Unemployment Rate
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Unemployment Rate: 1990-2013
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Unemployment Rate: 1990-2013
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Employment Trends

45

Figure 1: Market Hours

(a) Log Annual Hours (Index)
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Note: Data are from CPS March supplements. Full-time students less than age 25 are excluded.
Panel (a) shows log hours relative to year 2000 for men ages 31-55 (squares) and ages 21-30
(triangles). Annual hours equal last year’s weeks worked multiplied by usual hours worked per
week. The point for year t on the horizontal axis corresponds to responses from March t+1 report
of previous year’s hours. Panel (b) depicts employment rates at the time of the March survey for
the year indicated on the horizontal axis.
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points over the last 15 years. Panel (b) reports the same for those with less than a college

degree. From 2000 to 2015, annual hours worked by younger men declined by 203 hours (12

log points) while the decline for OM was 163 hours (8 log points). The relative decline of

younger men versus older men is starker when we restrict attention to less educated men in

Panel (b). Younger less educated men experienced a 242 hour per year decline in market

work between 2000 and 2015 (a 14.4 log point decline). Table 1 also indicates that both

younger and older women experienced a decline in market work during the 2000s. However,

the declines were approximately one-third to one-half of their male counterparts. Younger

men in general and less educated younger men in particular experienced by far the largest

decline in hours worked during the 2000s relative to other sex-age-skill groups.

Figure 2 plots the fraction of younger and older men who worked zero weeks over the

year. This provides perspective on the extent that men of di↵ering ages remain persistently

non-employed. Our sample continues to exclude full-time students ages less than 25. The

fraction reporting zero weeks worked is roughly similar at 8 percent across age groups in

2000. The fraction not working increased considerably during the 2000s for both groups;

but the increase is much more dramatic for younger men. The fraction of younger men not

working the entire year began increasing prior to the Great Recession, accelerated during

the Great Recession, and has only modestly recovered. As of 2015, the fraction of younger

men not working the entire year was nearly 15 percent.

Figure 2: Fraction of Men With Zero Weeks Worked Over Prior Year by Age, March CPS
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Note: The figure shows the shares of men ages 31-55 (squares) and men ages 21-30 (triangles)
who report working zero weeks during the prior year. Data are from the CPS March supplement.
Full-time students ages less than 25 are excluded.
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Figure 8: Prices
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Computer and Peripheral Equipment 

CPI 

        Toys and Games 
	

Note: Price series from BLS.

Expenditure Survey (CE), we break out expenditure on computers, video games, and pe-

ripherals. In the CE data, expenditure on computers and peripherals averaged $464 for 2004

to 2014 (in 2009 dollars), where we average over all households with a member between the

ages 21 and 55. The average time spent on recreational computing for this period is 124

hours per year, where again we average over all respondents between ages 21 and 55. The

median real wage in the CPS for this time period for employed individuals aged 21-55 is

$17.9. Assuming a marginal tax rate of 25 percent, the after tax wage is $13.4. Using this as

the opportunity cost of time, the time input into computers and gaming is $1,660. Hence,

an estimate of the goods-to-time cost ratio is 0.28. From equation (15), and a price decline

of 13.5 percent per year, this implies annual technological progress for computers and video

games of 3.8 percent a year.

As context for the 3.8 annual growth in computer and gaming technology, nominal ex-

penditure on computers and peripherals by households with younger men increased at an

annual rate of 8.6 percent (CE data). Deflating by the CPI price index for computers and

peripherals, this represents a real increase of 20.2 percent per annum.35 While all of the

35For the sample period 2012-2014, average nominal expenditure is $571. The corresponding figure for
2004-2006 is $288, representing an annual nominal growth rate of 8.6 percent. The decline in the CPI Price
Index for computers and peripherals, also calculated as the di↵erence in three-year averages, is 11.6 percent.
Thus real expenditures increased at an annual rate of 20.2 percent.
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Unemployment Rate: 1990-2019
Employment – Population

ratio

Unemployment Rate
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Job Creation: 1990 -2019
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In October there were 156k jobs added.

In November there were 266k jobs added. 
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Job Separations
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Each month roughly five million people move out of their current job
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Job Separations and Hires
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Separations: Quits and Layoffs
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Layoffs
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Modest Wage Growth
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Population Growth: 2010-2017
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Conclusion: Looking Forward

• Most economists have lowered their projection for 2020– GDP 
growth in the 2.0-2.3% range.
• Most economist have lowered their growth forecasts for 2020.

- 67% NABE economists project growth to be between 1.1 and 2.0%
• Most economists have increased their “probabilities” of recession in 

2020.
- However, most do not think one will occur in the first half of the year
- Most do not think it will happen in second half either.
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Consumer Confidence: Slipping?
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