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a. Annualized percent change. 
NOTE: Shaded areas indicate recessions. 
SOURCE: U.S. Department of Commerce, Bureau of Economic Analysis. 
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I > ~ ~ r i n g  the I'irst 11:llf 01- 1997, real 
GI)P rose 1)y S 1.12 l,illion, translat- 
ing into ;I - t .  lo41 annu:ll gl-on.th I.;lte. 
C>vel. this s;lruc pcriocl. real in\.est- 
merit in business in\.entories totalecl 
$1.41 I,illion. almost ecl~~aling the 
rise in re:d o ~ ~ t p i ~ t .  >I:III). ; I ~ ; L ~ ~ S I S  

have cl1:1r;~cterizecl this rate of in- 
ventory in\.esl~nent as escessi\.e or 
unsust:~inaI,le. aricl h a w  conse- 
c l~~ent ly  preclictecl a ~narlicd sio\\~- 
clo\v\in in real ~ ~ I I ~ L I L  g r o n ~ h  lor the 
re~naincler of the !-ear. 

I.ooliing hack at the pattern o f  in- 
\.entor). investment over. the past 45 
)-ears. one fincts that its reccnt be- 
ha\.ior is not c l~l~~sual .  In\ientory in- 
\-estment \v3s roughly 1% of C;I)I1 ~ I I  

each of the first two quarters of 
1997. \veil a1,ove its long-run a\.er- 
:ye o f  a l ~ o ~ ~ t  0.5?4, but well nithin 
its historical mnge tluring economic 
esp;u~siions. 

A high level o f  inventory in\.est- 
ment is not. l ~ y  itself. :l cle;u- preclic- 
tor of either fr~st or slo\\- o ~ ~ t p c ~ t  
gro\vth. IIo\vever. it is generally :IS- 

sociatecl \\.ith ;I slo\\~clo\\.n in output 
gro\vth horn its current sate. 'This as- 
soci;ltion partly reflects the fact tllat 
high le\.els of in\,ento~y in~~estment  
are relatecl to high n te s  o f  GI>[' 
gro\\-th in tile same clu;uter. Thus, a 
slo~l-clon-11 of o ~ ~ t p u t  gro\vth to rates 
closer to its 11istoric;ll ;i\.erage 
\ \ . o~~ ld  ~ ) rod~ lce  the neg3tiJ.c associ- 
ation. From csperiences in the micl- 
1C)SOs ~mcl in 1994. L1.e see that 
stro11g in\.cntor!- in\.estment neeel 
not he a precLirsor lo recession. 
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