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Evidence is mounting that the U.S. economy is in a reces-
sion. If this is the case, a complete business cycle from 
2001 through the end of 2007 (or perhaps the start of 
2008) is now on the books, and the economic performance 
of the current decade can be held up in comparison to that 
of past business cycles. By almost all measures, the most 
recent expansion was the worst since WWII.
 A variety of recent economic data now show a 
pattern consistent with the start of a recession. Since 
1951, three consecutive months of job declines have always 
been signals of a recession; the U.S. employment rate 
declined for the fi rst three months of 2008. Furthermore, 
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In early May, the Economic Policy Institute released a paper that argued the United States had entered a new 
recession, and compared the expansion that had just ended to previous ones. EPI found that the latest expansion 
ranked either at or near the bottom on a range of measures, especially those most relevant to working families like 
job creation and compensation growth. 
 Last week, the National Bureau of Economic Research, the arbiter of recession dating, confi rmed EPI’s judgment 
on the recession’s timing. In light of that offi  cial recognition, EPI is re-releasing its comparison paper, which has also 
been updated to refl ect government data revisions in many of the key series cited in the report. 
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the unemployment rate rose from 4.4% in March 2007 
to 5.1% in March 2008. 
 Economic output also began decelerating in the 
fourth quarter of 2007 to a 0.6% annual rate, an anemic 
pace that continued into the fi rst quarter of 2008. Sev-
eral of the internal indicators in the recent gross do-
mestic product report—including consumption of goods 
and business investment—saw outright declines. Other 
monthly indicators—including industrial production and 
payroll employment—peaked in either the fourth quarter 
of last year or the fi rst quarter of this year. Real income 
(less transfers) has been fl at since last September. 
 While it will be many months before an “offi  cial” 
recession is declared, evidence shows that the economic 
expansion that began in 2001 has almost surely ended.1 
Furthermore, if these trends continue, the start of a new 
recession will likely be dated either at the end of the last 
quarter of 2007, or at some point during the fi rst quarter 
of 2008.2  
 Finally, fi nancial market turmoil, housing price de-
clines, and higher energy costs are all likely to place contin-
ued downward pressure on the macro economy, thus lead-
ing to a longer period of diminished economic activity.
 Safely assuming that the expansion ended near the 
start of 2008, we can compare this cycle’s performance to 
those of the past. 
 Th e bottom line of such a comparison is that the 
economic performance from 2001 to 2007 was anemic by 
most measures, especially in regards to the labor market. 
For the vast majority of American households—that is, 
those who depend on earnings derived from the labor 
market for the bulk of their income—the economy has 
been seriously mismanaged.

How strong was the expansion?
Administration offi  cials, including President Bush him-
self, have suggested that the “fundamentals are strong” 
even as the nation was clearly drifting toward recession:
 

“Th e fundamentals are strong, we’re just in a rough 
patch, as witnessed by the employment fi gures today.”

 —President Bush, February 1, 2008
http://www.whitehouse.gov/news/

releases/2008/02/20080201-7.html

“Th e U.S. economy is structurally strong, but we are 
experiencing a period of economic challenge.” 

—President Bush, March 14, 2008
http://www.whitehouse.gov/infocus/economy/

Th is paper retrospectively assesses these claims of “strong 
fundamentals” by examining U.S. economic performance 
over the full run of the latest business cycle that began in 
March 2001 and comparing this recent performance with 
past cycles. Key fi ndings include:

Of the 10 expansions since 1949, as measured • 
from the end of the recession (trough) to the end 
of the expansion (peak), the expansion from 2001 
through last year ranks last in average growth of 
GDP, investment, employment growth, and employ-
ee compensation. 

GDP growth in the latest expansion was a full • 40% 
slower than the post-World War II average (2.7% 
versus 4.8% in previous expansions).

Despite tax changes that were promoted as incen-• 
tives to increase investment, average growth in total 
investment over the latest expansion was less than 
half of the post-WWII average, and ranked last in 
this group. 

 
Compared to the start of the last recession (the peak • 
that occurred in the fi rst quarter of 2001), the per-
cent of the population employed declined by 1.5 
percentage points by the end of 2007. Th e only 
previous drop in this measure relative to a previous 
business cycle peak came during the mini-expansion 
of the early 1980s, and the drop in the latest expan-
sion was fi ve times as large. 
 If this employment-to-population ratio had 
remained constant, there would have been roughly 
3.2 million more jobs, or an additional 39,000 jobs 
created each month in the U.S. economy over the 
course of the most recent expansion.

Corporate profi ts were the only area of strength in • 
the latest full cycle, ranking 2nd strongest among the 
last the prior 10 cycles.
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Assessing macroeconomic 
performance
Assessments of economic performance can vary sub-
stantially depending on the start and end dates chosen 
for comparison. For example, an assessment of GDP 
growth that starts in the middle of a recession and ends 
in the middle of a boom would look artifi cially good 
compared to a longer-term average over equivalent 
points within a cycle.
 A fairer assessment compares the economy’s per-
formance over equivalent phases of the business cycle. 
Th is paper does so by comparing the latest business cycle 
with former ones, both over the course of a complete 
recession-expansion cycle (a “peak-to-peak” measure) 
and over the course of the expansion alone (a “trough-
to-peak” basis). 
 By nearly all measures, the expansion from 2001 
to 2007 ranks as one of the worst on record. Table 1 
provides the relevant rankings for all of the compari-
sons in this paper. Full data on growth rates for all 
of these indicators are available in Appendix Tables 
A1-A4.3  

Measuring booms: Trough-to-peak
Th e fi rst column of Table 1 ranks various indicators for 
each economic expansion since the end of World War 
II. Th is column measures from the beginning to the end 
of each expansion (trough-to-peak) as identifi ed by the 
National Bureau of Economic Research (NBER)) since 
the end of World War II.4  
 Of the 10 trough-to-peak expansions since WWII, 
the 2000s rank last in growth of GDP, investment, labor 
compensation, and the employment-to-population ratio. 
Th e 2000s expansion is next-to-last in consumption, and 
in improving unemployment rates. Profi ts in the 2000s 
did a bit better, coming in fourth overall.
 It is frequently (and generally correctly) argued that 
economic policy makers cannot be held solely responsible 
for an economy entering recession. Many other factors 
beyond economic policy are important, and some 
cyclical variation is inevitable. Measuring from trough-
to-peak could thus be considered a relatively generous 
way to evaluate economic policy, as it removes the eff ect 
of the recession from their grade. It is explained below 
how this method of comparison may actually harm the 

Rank of latest business cycle relative to cycles since WWII

SOURCE:  Authors’ analysis of data from the Bureau of Economic Analysis.

T A B L E  1

Expansion only Full cycles

     All                   All
Cycles lasting more 
than 27 quarters

Consolidated 
cycles

TOTAL CYCLES 10 10 4th 6th 

Rank of 2001-07 expansion or cycle

GDP      10      8             4      6

Consumption      9      9             4      6

Investment      10      9             4      6

Employment      10      9             4      6

Profi ts      4      2             1      1

Compensation      10      9             4      6

Wage and salary income      10      9             4      6

Unemployment rate 9      5             4      4

Employment/population      10    10             4      6
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relative rankings of the 2000s, and its ranking over dif-
ferent phases of the business cycle is provided.

Measuring the full business cycle: 
Peak-to-peak
Column 2 of Table 1 uses an alternative metric: evaluating 
the economy over the course of a full business cycle, in-
cluding a recession as well as the subsequent recovery. Th is 
is a “peak-to-peak” comparison. 
 While at fi rst glance this comparison may seem un-
generous to current policy makers, it is actually quite 
loaded against a poor fi nding for the latest expansion. 
Deeper recessions tend to result in stronger expansions as 
the economy bounces back. Th e 2001 recession was quite 
mild in most terms, so this bounceback eff ect was weak. 
 Th e rankings for all 10 full business cycles since 
WWII show that the 2000s rank eighth in GDP, ninth 
in business investment, consumption spending, employ-
ment growth, and labor compensation, and last in the 
ratio of the population employed. Th e 2000s are middling 
(fi fth) in improving unemployment rates and second-
best overall in profi ts growth.  

Peak-to-peak comparisons of comparably 
long cycles 
Column 3 compares the 2000s to other peak-to-peak 
cycles that lasted at least as long as this most recent cycle 
(27 quarters). Peak-to-peak comparisons of business cycles 
of diff erent lengths can potentially be misleading since 
the shorter cycles had less time to recover from reces-
sions of varying length.
 By this measure, the 2000s look particularly bad, 
ranking last in growth of GDP, personal consumption, 
business investment, labor compensation, employment-
to-population ratio, and the reduction of unemployment. 
Th at is, in every single category except growth in cor-
porate profi ts, the 2000s ranked last when compared to 
other business cycles that lasted at least as long.

Peak-to-peak comparisons of decades
Th e last column in the table reports results gained from con-
solidating short cycles in the 1950s, 1970s, and 1980s, and 
using peak-to-peak comparisons to show the broad sweep of 
economic growth throughout each of the last six decades. 

 By this comparison, the most recent cycle ranks last 
in growth of GDP, personal consumption, business in-
vestment, labor compensation, and the employment-to-
population ratio. Only corporate profi ts compared favor-
ably, where the 2000s come in second overall.

Assessing job-growth and 
family incomes 
As the recession began in the start of 2008, the unem-
ployment rate was 5.1%, relatively low by historical 
standards. However, this low average rate masks the serious 
labor market weakness of the 2000s expansion. 
 Policy makers in 2001 inherited an economy that had 
sustained low unemployment (below 5%) for almost four 
years. Th is inheritance was driven overwhelmingly by a 
new recognition that unemployment rates at these levels 
were, contrary to previous wisdom, consistent with stable 
rates of infl ation. Th is new recognition led the Federal 
Reserve to allow these low rates to persist without raising 
interest rates.5 
 Because the level of the unemployment rate is largely 
an expansion’s inheritance, the more relevant measure for 
comparing labor market performance across time is changes 
in the unemployment rate. On this measure, the 2000s un-
employment performance is less than mediocre.
 Perhaps the single most visible indicator of the 
economy’s performance for most American families is 
the simple availability of jobs. As noted before, the most 
recent cycle is a poor performer when compared to past 
cycles, both in regards to the slow payroll employment 
growth (0.6%) and also in the large drop in the employ-
ment-to-population ratio (-1.5 percentage points). 
 If the employment-to-population ratio had just 
remained constant over the cycle (which would still 
be a stark underperformance relative to the past), the 
economy would have an additional 3.2 million jobs 
today, or an additional 39,000 jobs created per month 
during the 2000s.6  
 Th is weak job market is most likely the driver of an-
other trend: the historically poor performance of median 
family income over the course of the 2000s. Figure A 
below shows that median family income—income earned 
by families in the middle of the income distribution, 
with half of all families poorer and half richer—took 
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seven years to surpass its previous peak and tied for the 
longest such lag since World War II.7 

Temporary infl uences: Housing 
and taxes
Th e anemic performance of the U.S. economy in the 
2000s is even more striking when one considers that the 
economy was boosted greatly (in the short-run) by two 
unsustainable infl uences: the meteoric rise in housing 
prices and the over $1 trillion in defi cit spending resulting 
from tax cuts passed by the Bush administration and 
the Congress. 
 First, the historic home price increases led to record 
levels of residential investment spending, and the ability 
of households to withdrawal equity from their homes to 
support current spending essentially gave disposable 
incomes a 5% boost over the run of this business cycle 
relative to those in the past.8 However, the recession 

resulting from the housing market decline will be more 
severe and protracted as residential construction con-
tinues to fall and consumer spending is slowed due to the 
decline in home equity withdrawals. 
 Secondly, the Bush administration and the Congress 
enacted two major tax changes (in 2001 and 2003) that 
added over $1 trillion in federal defi cit spending to the 
U.S. economy. In the short-run, defi cit spending can 
boost economic growth; however, it is unlikely to have 
a signifi cant impact on longer-run growth. Th e resulting 
budget defi cit puts further economic growth at risk as it 
constrains the nation’s ability to address other pressing 
problems: the Bush tax changes have meant that future 
policy makers have less leeway to address unmet social 
needs through public spending and have less room to use 
defi cit spending to fi ght recessions. Again, these future 
costs come at the expense of a tax policy that that has not 
yielded much in the way of past or present benefi ts.

Family income likely to end business cycle below previous peak

* 2007 forecasted value
SOURCE:  Census Bureau and Bernstein (2008).

F I G U R E  A

Median family income, 1947-2007*
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 As noted above, whatever the impact has been of the 
Bush tax and economic policies, they have not led to 
superior macroeconomic performance. In fact, the 
economic performance of the last expansion has been one 
of the worst on record by most measures.

Conclusion
By most widely-accepted and honest measures, the most 
recent economic expansion should receive a failing grade. 
Measures of total output, investment, consumption, em-
ployment, wage and income growth, all rank at or near 
the bottom when compared with past business cycles.
 Worse, these anemic results have been accompanied 
by rising inequality as well, meaning that the bulk of the 
(historically weak) gains have accrued to a small sliver 
of the population. Th is makes the fruits of the current 
recovery even smaller for the typical working family.
 For most American families, this has been a fun-
damentally weak U.S. economy for some time, and it 
seems poised to get much worse. Now is the time for a 
new direction in economic policy.

Endnotes
Th e National Bureau of Economic Research is commonly 1. 
seen as the fi nal word on determining business-cycle turning 
points. Final determination of the start and end of recessions 
typically does not happen until there is substantial economic 
data to indicate a prolonged downturn, which can be many 
months after the economy has entered a recession.

Further evidence on the slowdown and the possible timing of 2. 
a recession can be found at http://www.recessionwatch.org.

Because most of the data analyzed comes out quarterly, this 3. 
is the frequency used in this paper. For data that comes out 
monthly (employment, unemployment, and employment-
to-population ratios), quarterly averages are calculated.

Th e NBER identifi es both monthly and quarterly peaks 4. 
and troughs. Th is paper uses quarterly data, measuring 
from the quarterly peaks and troughs.

Th ere is also some evidence that the long-run rate of unem-5. 
ployment declined in the 1990s and 2000s as greater shares 
of the workforce entered their 40s and 50s—ages where 
people generally have higher rates of employment and less 
career instability.

Th e calculation for this simply multiplies 1.5% by the 6. 
civilian non-institutional population at the end of 2007. 
While it could be true that some of the drop-off  in the 
employment-to-population ratio is due to the aging of the 
population and withdrawal from the labor force of retirees, 
the measure tracked in this paper is actually the EPOP of 
the 25-54-year-old population, which, in the latest recovery, 
fell by exactly as much as the overall rate (1.5%). 

Note that family income peak often occurs slightly before 7. 
macroeconomic peak.

See http://www.epi.org/content.cfm/webfeatures_snapshots 8. 
_20080319
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Trough-to-peak comparisons for each post-war business cycle

T A B L E  A 1

Trough Peak GDP CONS INV EMP PROF COMP WSI UR EPOP

1949-IV 1953-II 7.5% 4.2% 5.0% 4.5% 0.8% 8.8% 8.7% -4.4 3.5

1954-II 1957-III 3.9 4.3 4.5 2.5 6.7 5.2 4.8 -1.6 2.3

1958-II 1960-II 5.7 4.9 9.3 3.5 15.1 6.3 5.8 -2.2 1.9

1961-I 1969-IV 4.8 4.8 6.3 3.3 3.9 5.8 5.5 -3.2 5.0

1970-IV 1973-IV 5.2 4.8 9.2 3.3 8.4 5.5 4.7 -1.0 1.7

1975-I 1980-I 4.3 3.9 8.1 3.4 0.3 4.0 3.4 -1.9 5.8

1980-III 1981-III 4.4 2.2 5.4 1.7 54.7 2.5 2.3 -0.3 0.8

1982-IV 1990-III 4.2 4.0 4.7 2.8 4.4 3.5 3.4 -5.0 6.6

1991-I 2001-I 3.4 3.8 7.3 2.0 3.1 3.6 3.8 -2.4 2.5

Average 4.8% 4.1% 6.7% 3.0% 10.8% 5.0% 4.7% -2.4 3.3

Minimum 3.4% 2.2% 4.5% 1.7% 0.3% 2.5% 2.3% -0.3 0.8

2001-IV 2007-IV 2.7% 2.8% 2.1% 0.9% 7.8% 2.3% 2.0% -0.7 0.0

GDP: Gross domestic product

CONS: Personal consumption expenditures

INV: Fixed investment, non-residential

EMP: Employment

PROF: Corporate profi ts, post-tax

COMP: Total compensation

WSI: Wages and salaries

UR: Unemployment rate

EPOP: Employment-to-population ratio

SOURCE:  Authors’ analysis of data from the Bureau of Economic Analysis.

Appendix
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Peak-to-peak comparisons for each post-war business cycle

T A B L E  A 2

Peak 1 Peak 2 GDP CONS INV EMP PROF COMP WSI UR EPOP

1948-IV 1953-II 5.4% 4.0% 2.5% 2.5% -2.9% 6.4% 6.2% -1.2 2.1

1953-II 1957-III 2.4 3.4 3.2 1.2 5.1 3.2 2.8 1.6 0.9

1957-III 1960-II 2.9 3.3 2.5 1.0 3.0 3.1 2.7 1.0 0.0

1960-II 1969-IV 4.4 4.4 5.3 2.8 2.6 5.2 4.9 -1.6 4.0

1969-IV 1973-IV 3.8 4.0 6.6 2.3 2.9 4.0 3.3 1.2 0.8

1973-IV 1980-I 2.9 3.0 3.5 2.5 -2.9 2.6 1.9 1.5 4.1

1980-I 1981-III 1.4 0.7 -1.9 0.5 24.1 0.8 0.5 1.1 -0.3

1981-III 1990-III 3.3 3.8 2.9 2.0 1.7 2.9 2.8 -1.7 4.8

1990-III 2001-I 3.1 3.5 6.3 1.8 4.1 3.3 3.4% -1.5 1.8

Average 3.3% 3.3% 3.4% 1.8% 4.2% 3.5% 3.2% 0.0 2.0

Minimum 1.4% 0.7% -1.9% 0.5% -2.9% 0.8% 0.5% 1.6 -0.3

2001-I 2007-IV 2.4% 2.9% 0.9% 0.6% 7.5% 1.9% 1.6% 0.6 -1.5

SOURCE:  Authors’ analysis of data from the Bureau of Economic Analysis.

Peak-to-peak comparisons for business cycles that lasted as long as the 2000s cycle

T A B L E  A 3

Peak 1 Peak 2 GDP PCE INV EMP PROF COMP WSI UR EPOP

1960-II 1969-IV 4.4% 4.4% 5.3% 2.8% 2.6% 5.2% 4.9% -1.6 4.0

1981-III 1990-III 3.3 3.8 2.9 2.0 1.7 2.9 2.8 -1.7 4.8

1990-III 2001-I 3.1 3.5 6.3 1.8 4.1 3.3 3.4 -1.5 1.8

Average 3.6% 3.9% 4.8% 2.2% 2.8% 3.8% 3.7% -1.6 3.5

Minimum 3.1% 3.5% 2.9% 1.8% 1.7% 2.9% 2.8% -1.5 1.8

2001-IV 2007-IV 2.4% 2.9% 0.9% 0.6% 7.5% 1.9% 1.6% 0.6 -1.5

SOURCE:  Authors’ analysis of data from the Bureau of Economic Analysis.



E P I  B R I E F I N G  PA P E R  #214  ●   M AY  1 ,  2008  ●  PAG E  9

Consolidated peak-to-peak comparisons over decades

T A B L E  A 4

Peak 1 Peak 2 GDP CONS INV EMP PROF COMP WSI UR EPOP

1953-II 1960-II 2.6% 3.4% 2.9% 1.1% 4.3% 3.2% 2.8% 2.6 0.9

1960-II 1969-IV 4.4 4.4 5.3 2.8 2.6 5.2 4.9 -1.6 4

1969-IV 1980-I 3.2 3.4 4.7 2.4 -0.7 3.1 2.4 2.7 4.9

1980-I 1990-III 3.0 3.3 2.2 1.8 4.7 2.6 2.5 -0.6 4.5

1990-III 2001-I 3.1 3.5 6.3 1.8 4.1 3.3 3.4 -1.5 1.8

Average 3.3% 3.6% 4.3% 2.0% 3.0% 3.5% 3.2% 0.3 3.2

Minimum 2.6% 3.3% 2.2% 1.1% -0.7% 2.6% 2.4% 2.7 0.9

2001-IV 2007-IV 2.4% 2.9% 0.9% 0.6% 7.5% 1.9% 1.6% 0.6 -1.5

SOURCE:  Authors’ analysis of data from the Bureau of Economic Analysis.


