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Real Gross Domestic Product
(Percent change, annual rate}

GDP

1987
1948-1959 3.7
1960f1 969 4.1
1970-1979 2.9
1980-1989 2.5
1990-19985 2.3
1948-1995 3.2
1961-1995 3.2
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Percent
50
GDP 45
19922
n.a. 4.0
4.6
3.2 15
2.8
1.8
30
n.a.
3.2 25 p=
1.3

GDP GROWTH, 10-YEAR MOVING AVERAGE

GDP in 1987 dollars

ol by b b g by by Iys by by by g bey by

GDP in 1992 dollars?

Percent, decade average

Percent

20
1957 1960 1963 1966 1969 1972 1975 1978 1981 1984 1987 1990 1993 1996

GNP GROWTH
5.0

40
125-year average

0
1870s 1850s 1910s 1930s

a. Chain-weighted. GDP series begins in 1960.
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b. Average growth as measured from business cycle peak to business cycle peak.

c. Dataend in 1994.
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Economic growth exhibits both a
cyclical pattern and a long-term
trend. Over a generation, small
changes in the trend rate of output
growth can have important implica-
tions for the standard of living. Con-
sequently, economists worry as
much about the trend rate of output
growth as about the business cycle.
During the 1970s and the 1980s,
trend economic growth appeared to
slow, and questions have emerged
about what constitutes a sustainable
long-term growth rate.

One measure relates potential
output to the full use of the econ-
omy’'s major inputs (labor and capi-
tal), allowing technological progress
to filter through productivity growth.
Most of the results of this measure

suggest that a sustainable rate of

output growth is roughly 2.0%-2.5%.
Average peak-to-peak growth often
proxies for a potential growth meas-
ure. However, measures of potential
seem uniformly low relative to ac-
tual long-term rates of GDP (or
GNP) growth. When measured over

long periods—from 1869, 1947, or
1960—the economy’s growth rate
averages 3.2%.

Economists attribute  long-term
growth primarily to increases in em-
ployment and educational attain-
ment, expansion of the productive
capital stock, and improvements in
technology. Another important factor
is the expansion of markets, which
promotes resource allocation through
specialization and encourages tech-
nological transfers across nations.



