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Business Cycles and the Eighth District
G. J. SANTONI

QUESTIONS frequently arise regarding the long-
er-an economic performance of a particular geo-
graphic region relative to the nation as a whole. Re-
cently, for example, attention has been focused on the
rapid growth ofthe “Sun Belt” states and the economic
decline ofthe industrial centers in the Northeast. Fun-
damental economic forces, of course, are always at
work and over long time periods can have substantial
effects on the economic growth ofa particular region.’

Alternatively, questions about the relative perfor-
mance of a particular region may focus on shorter-run
issues. Economic conditions in the Eighth Federal
Reserve District, for example, have drawn consider-
able attention during the recent recession. Various
commentators have pointed out that the recession was
particularly severe, resulting in a decline in District
economic activity relative to the nation. This differen-
tial effect apparently has been most noticeable in the
markets for consumer goods, labor, transportation and
residential housing.2 In addition, some observers have
claimed that the recession caused the growth rates of
District personal income and tax revenues to decline
relative to national averages
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If the relatively poor economic perfornn,ance of the
District during the recent recession was a capricious
event, it would be useless to worry about. The
observed discrepancy may have been a mere statistical
artifact that has no lasting importance. A similar situa-
tion may never arise again and it would be unprofitable
to alter present plans ~which, presumably, are based
on expected future circumstances) to take acconnt ofan
event that is not expected to recur.

The purpose of this article is to assess whether eco-
nomic conditions in the Eighth District typically follow
those of the nation or whether there is a consistently
different pattern to local economic fluctuations when
compared with national trends. If, as some commen-
tators have suggested, there are important differences
between business conditions in the Eighth District and
those in the rest of the country, it would be of interest
to determine what the reasons for such disparate be-
havior might be and what, if anything, can be done
about them.

THE EICHTH DISTRICT’S RELATI\~E

PERFORMANCE DURING THE l9SOs

Table 1 presents the average growth rate of personal
income, total employment, the total dollar value of
residential and commercial construction, housing
starts, mortgage loans and the level of the unemploy-
ment rate in the United States and the District during
the recent recession (the third quarter of 1981 to the
fourth quarter of 1982) and the previous expansion (the
third quarter of 1980 to the second quarter of 1981).~

4
The Eighth Federal Resen’e District includes Arkansas, parts of
Missouri, Illinois, Indiana, Mississippi, Kentucky and Tennessee.
Since data by county are not available in a convenient form and
since the bulk of the economic activity in the District is accounted
for by the states ofArkansas, Kentucky, Missouri and Tennessee,
table 1 and subsequent tables include data for these states only.
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Table 1

Growth Rates and Levels of Selected
Economic Indicators

Average

District U S Ditterence

Recent Recession lI1981—IV’1982

Growth rates

Personal income 586% 6 81% 095%
Iotal employment 1 61 063 098

Total building 1 03 4.09 5 12
Housing starts 4.66 1 76 6 43

Mortgage loans 1 61 2.09 0.48

Level

Unemployment rate 9 64 8 86 78

Previous Expansion II’1980—II.1981

Growth rates

Personal income 9 64% 10 49% 0 85’c

Total employment 0 43 0 80 1 23

lolai bLalding 4370 2427 1943

Housing starts 1588 790 798

Moriqago loans 3 74 5 60 1.86

Level
Unemployment rate 8 10 744 066

ci Iii, tjiflyti’nte’ .ip~x’~i’.it fii’~lblush In he

sul.sI.uiliai. ‘liii )er,~I,iiai Ilitlijili’ if I )isti’k’t i’r’.i,lt’iils
it iii .t~(‘i’;tg( ‘ii,’ that ~\.p, n,ughi~ I

hI(’lii\~. (iit’ii~tIiiiitIgi’ii~~Ihii’ttt’thiii’iuit~ltiitliIhit’.‘et’~—

~lOII,Lil1I [lie pies i)lI’%t’\IhLiI~l III. liii’ ‘‘.t, hue, .b’SStii.

for the :.ii’ns~thrat.’ in total eniplinineni. hiw Uneni

pI°’H1~mti’,ift fl the District ssa~uhout Iii

oI.t pile. ni highici. Tin’ gi’osstii iate in tin toLd doflat’

jim II l’t’Si(li’flIhLI .ini1 etimhilci CMI c’on,ti uclion I tutu

I inildiug’ ssis 5.11! ~t’i’C1 it io\~i’i’ lihill liii’ natiuial

‘lull ig the t’outrui’Iion. Vt itli liii e\cellIi in cii

hicnsui’.z ‘Iji N .11111 nun lga’.ie loan. uIni’inj the ‘Cue,’ ion
.iiiil ott1 iinildiiuz ([Hi ii’.i thi~i’\~ZtTiSlOii i’COiiOiIiR

gi’nsstli iii the Dish’i,’l wi.. (frl’il’e~setIi’i’Lili\e to liii’

natiori,iI asei’age during Inilhi lb, Fit’’ il t’onli’,Lrhou

.111(1 p111)1’ uspunsion.

mI,e lhe~,’ihilerent’e.. do’ liNed On ‘ei.Lhsi’I\

I;W iihsi’i’s.i.lion5. tin’’ ciii he nii~ieadoig. ‘. nuil’.’

reliable inference can be drawn by examining the eco-
nomic performance of the District relative to the na-
timi over a number of business cycles. If the results are
sinnilar to those of table 1, we can he more confident
that the experience of 1981—82 was not freakish.

ECONOMIC ACTIVITY IN THE

EIGHTH DISTRICT RELATIVE TO

THE NATION

The Period 197O~83

Chart 1 plots the quarterly growth rates of personal
income, total employment, total building, housing
starts, mortgage loans and the level of unemployment
for the Eighth District and the United States from the
first quarter of 1970 through the first quarter of 1983.
The shaded areas represent periods ofrecession, while
the horizontal lines indicate the averages for the entire
period.

One interesting feature of this chart is that the aver-
ages of the various growth rates for the District appear
tocorrespond closely to their respective national aver-
ages. Statistical testing confirms this observation, as
the data in table 2 demonstrate. Although the differ-
ences between the average growth rates fluctuate be-
tween —1.47 and 0.23, depending upon the specific
indicator selected, none is statistically significant.

The average level of the unemployment rate, how-
ever, is an exception to the general observation regard-
ing the growth rates. On average, the District’s unem-
ployment rate is about 0.5 percent heloxv the national
average and this difference is statistically significant. In
terms of the level of unemployment, the District, on
average, has outperformed the nation.

The data in table 2 also help explain the differences
between District and national indicators when the
sample is small as in table 1. Notice that the varianices
of the growth rates and unemployment rate generally
are higher for the District than they are for the nation
(see table 2). Moreover, District variances for the
growth rates of personal income, total employmnent,
total building and the level of unemployment are sig-
nificantly higher in a statistical sense. This means that
these District indicators of economic activity are more
volatile than the national indicators. If, as seems to be
the case, the true averages of the respective indicators
do not differ between the District and the nation, it is
likely that for small samples there will appear to he
substantial differences between District and national
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Selected Economic Indicators in the United States and the Eighth Federal Reserve District
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Sehected Economic Indicators in the United States and the Eighth Federal Reserve District
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averages. The smaller the sample period, the greater
the probability that sizable, albeit meaningless, differ-
ences will arise.

These results suggest that the economic perfor-
mance of the Eighth District, when measured by the
growth rates of various indicators as well as the level of
the unemployment rate, is somewhat more erratic
than that of the nation. At any point in time, the
deviations of District indicators from their averages are
likely to be greater than deviations of national indica-
tors from their averages. On the other hand, the aver-
ages of the growth rates across time for the nation and
District are virtually identical indicating that, over the
longer run, the economic growth of the District has
closely followed the national trenid. (See box on page
19.)

Period,s’ of Recess-ion and Lxpa-nsw-n

The data in table 3 are similar to those presented in
table 2 except that table 3 splits the data into periods of
recession and expansion. Analysis of the data can then
be used todetermine whether the District and national
economic indicators> although generally no different
on average over long periods, differ significantly dur-
ing episodes of boom and bust.

With one exception, neither recessions nor expan-
sions appear to affect the relationship between the

average levels of the District and national indicators.
The differences between the District and national
average growth rates are not statistically significant.
This holds for both recessions anid expansions.

As was the case for the whole period, the one excep-
tion is the District’s unennployment rate. The data in
table 3 indicate that the District’s unemployment rate
is significantly lower than the national average during
expansions. During periods of contraction, however,
the District’s unennploynient rate does not differ sig-
nificantly, on average, from that of the nation.

The data in table 4 relate the District’s “share” of the
various measures of economic activity during expan-
sions and recessions. For example, personal income in
the District, on average, was 5.75 percent of personal
income at the national level during periods of expan-
sion, while it was 5.68 percent of national income
during periods of recession. Combined with the data in
table 3, these figures can be used to assess whether
recessions are more or less severe in the District than
at the national level.

The evidence suggests that the District’s “share” of
economic activity does not change significantly during
recessions. None of the means of the ratios differs
significantly from periods of expansion to recession.
Further, since none ofthe ratios ofthe variances differs
significantly between periods of expansion and reces-

18
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The Relative Performance of the District
and the Law of Large Numbers
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sion, it does not appear that economic activity in the
District is significantly more volatile relative to nation-
al averages during periods of recession than it is during
periods of expansion.

On the whole, the data in tables 3 and 4 indicate that
periods of recession are typically no more severe in the
District than they are at the national level.

SUMMARY

The District’s perfortnance, as reflected by the aver-
age growth rates of various indicators, has matched
that of the nation over the past 14 ears. The only
exception to this was the level of unemployment. Dnr-

ing expansions, the District’s unemployment rate, on
average, has been significantly below that of the na-
hon. while matching the national average dnring

periods of recession.

Finally, the District’s indicators ofeconomic activity
tend to be somewhat more volatile than the national
indicators. Since the economic activity occurring with-
in the District represents one component of the nation-
al average, its variance would generally he expected to
exceed that of the nation’s, As a result, difl’erences —

even fairly large ones — that are observed at a point in

time between District and national economic indica-
tors are not surprising. Due to their random character,
however, it is not possible to predict the timing or
direction of the differences beforehand.
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