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y early 2023, in the aftermath of the active

COVID-19 pandemic, the U.S. economy had
a mismatched set of economic indicators. The
economy had surprisingly strong areas like the
labor market, along with troublesome weak
spots such as stubborn infation. Recession
indicators briefy fashed “caution” in 2022 but
then stabilized. This article provides an overview
of basic economic indicators that highlight this
puzzling situation. These indicators include Gross
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Domestic Product (GDP), the unemployment
rate, interest rates, and infation. Graphs of these
statistics will provide a macroeconomic road map
of what has been going on in the economy. This
article also features a “Then and Now” teaching
activity comparing and contrasting the stagfation



decades, topping out below the historically high
rates recorded from 1977 to 1982. Unemployment
remained surprisingly manageable and
comparatively low. Most individuals who wanted
to work landed jobs while those who didn’t found
alternative ways to sustain themselves, including
retirement.

Throughout 2022 the U.S. economy proved
resilient, even as international developments
threatened economic stability. Events in Russia,
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right side of the chart, the bars show the short
but dramatic recession in 2020 from COVID-19’s
effects, followed by a quick and strong recovery.
After the dramatic snap-back of GDP growth in
the third quarter of 2020, the U.S. economy grew
robustly through 2021 as pandemic restrictions
were relaxed and the pent-up demand of
American consumers showed up in the GDP.
Recession fears grew when 2022 began with
two quarters of negative growth. Some slowdown
had been expected as the economy moved to
a more normal footing and consumers resumed
typical spending habits. But when GDP growth
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FRED — Unempéoyment LevelJob Openings: Toss Nonfarm

Figure 3. Unemployment level divided by job openings, 2007 to present
Source: U.S. Bureau of Labor Statistics and Board of Governors of the Federal Reserve System, retrieved from FREDS, Federal Reserve

Bank of St. Louis; https://fred.stlouisfed.org/seriesyt UNEMPLOY

infation rate, demonstrating the general point that and track a related measure known as the “core
macroeconomic variables are closely connected. CPI,” which removes food and energy from the

index. Historically, food and energy have volatile
Prices and Infation prices that make any given month’s CPI show
The consumer price index (CPI) measures the wide swings. The argument is that the core CPI’s
level of price infation based upon a basket of smoother path gives a better indication of where
goods and services the typical American family infation is headed.

consumes each month. Policymakers also monitor

Then and Now: Is the Stagfation of the 1970s Back?
Here is a teaching idea that allows students to see what they might be able to learn by comparing the post-
pandemic economy of today with the economy of the 1970s.
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Then and Now: Is the Stagfation of the 1970s Back?

e economic scene is loaded with uncertainty. In ation
is the highest in decades. War has contributed to supply
shocks, a ecting energy prices. Economic growth is
sluggish. e stock markets have taken a nosedive. e
Federal Reserve is raising the interest rate it controls to slow
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@ Conswmner Price Index for Al Urban Consners: Services Less Energy Services in U.S, City Aversge

Figure 4: Monthly percentage change in CPI and core CPI, 1948 to present
Source: U.S. Bureau of Labor Statistics and Board of Governors of the Federal Reserve System, retrieved from FREDS, Federal Reserve

Bank of St. Louis; https://fred.stlouisfed.org/series/CPIAUCSL#0.

TODAY’'S ECONOMIC NUMBERS from page 77

Figure 4 shows the U.S. CPI and core CPI
from 1948 to today. Each series is measured as
a monthly change in the prices from the prior
year. The 1970s and early 1980s were the clas-
sic illustration of stagflation, a time of spiraling
inflation in the U.S. along with high unemploy-
ment. (See the Handout, “Is the Stagfation of the
1970s Back?”)

As Figure 4 demonstrates, there was a long
period of modest infation following the early
1980s. Consequently, for decades the rate of
infation rarely made news headlines. This all
changed in late 2020 when price levels began
to climb more sharply. Around this time some
economists did sound alarm bells about building
price pressures, but the dominant view, particu-
larly within the Federal Reserve System, was that
this general infation was “transitory.” Fed offcials
predicted that infationary pressures would pass
quickly. The reasoning was that the very fast
reopening of the economy would relieve every-
one from pandemic restrictions. Snarls associ-
ated with artifcially high demand and disrupted
supply chains would work themselves out. As
the data show, and the Fed now acknowledges,
infation was not transitory, and it is now the top
concern facing the U.S. economy and much of
the world.
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Price infation was particularly high in several
areas in 2022. There were, however, some signs
that the pace of these price pressures had started
to slow as the year came to an end. Fuel oil has
increased more than 68 percent from a year ago,
airline fares more than 42 percent, and meats,
fsh, and eggs almost 16 percent. These and other
high price increases have led the Federal Reserve
to act.

Interest Rates

In response to higher infation, the nation’s

central bank has aggressively, but belatedly,
raised interest rates. Late in 2021 the Fed was still
treating infation as transitory and it continued

to resist rate increases. However, the Fed sharply
changed direction in March of 2022. The Fed has
raised a key interest rate, the Federal Funds Rate,
during seven consecutive meetings. This rate went
from a range of 0.25-0.50 percent all the way

up to 4.25-4.50 percent at the end of 2022 (see
Figure 5). A similar, but even more pronounced,
tightening of interest rates was employed to fnally
vanquish the high infation of the 1970s and early
1980s.

The Fed raises interest rates to dampen the
demand for goods and services and thereby
bring down infation. Typically, the frst sector hit
by higher interest rates is the housing market.
Figure 6 demonstrates how the Fed’s aggressive






in the U.S. and international economies. As the
Fed continues to raise interest rates in an effort to
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