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Preface

Economic statistics, like so many other statistics, might seem as dry as

an old bus schedule. A closer look, however, reveals them to be fascinating.
~ There are two reasons for this. One, economic statistics hit us where

we can feel it: in the breadbasket, in our wallets, in our standards of living,
and in our careers. And, two, they are themselves the product of one of the
more extraordinary human endeavors of our modern age.

 Statistics tell us a great deal about oursélves and our economy.
Studying economies without paying attention to the statistics would be like a
tourist ignoring a road map. But this book is neither a statistics lecture nor an
economics textbook. Nor does it need to be read consecutively from
beginning to end, although that is OK too. It is a handy little guide that can
be consulted for clarification whenever any of the statistical series dealt with
herein are encountered.

This book takes a closer look at the economic statistics that describe
the world in which we live. It examines how the statistics are constructed
and how we may use them effectively. Of course, we’ve had a lot of help
along the way. This third edition has benefited not only from the suggestions
of colleagues, students, and business deéisiqn rhakers, but also from the many
members of the business news media, including the able staff of American
Public Radio’s MARKETPLACE program.

Use it well, and use it often.

Gary E. Clayton
Martin Gerhard Giesbrecht
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Chapter 1

INTRODUCTION

How the Statistics in This Book Were Chosen

We need economic statistics to know how we are doing, and we need
to know how we are doing in order to figure out how to get where we want to
go. Decision making requires knowledge, and knowledge is the only
logical basis of action. That is why we need economic statistics. ‘

There are literally millions of statistical series! At the personal level,
each of us could probably generate a dozen series from our grocery receipts,
odometer readings, telephone bills, and electricity bills. Every business,
town, city, county, and industry could do and often does the same in its own
field of operation.

Even the broad-based measures of economic statistics, those that deal
with whole states, regions, and nations, number into the thousands. A glance
at any statistical yearbook or almanac or at the annual Statistical Abstract of
the United States' will make this point.

Yet, only 35 series of economic statistics are dealt with in this book.
Why?

First and most obvious, there is such a thing as too much information.

It can prevent us from seeing the forest for all the trees.

' Available from the Superintendent of Documents, U.S. Government Printing Office, Washington,
D.C. 20402, or any U.S. Department of Commerce district office.
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Second, many statistical series, like one detailing our own personal
electric consumption, are not interesting to everyone.

Third, many statistical series are compiled and published too late to be
of much more than historical interest.

Finally, many statistical series are not reported regularly in the press
and broadcast media. The 35 series dealt with in this book are those with
extremely high profiles. Some, like the Dow Jones Industrial Average, are
reported daily--on television, radio, and in national and local newspapers.
Others, like the prime rate, are mentioned less frequently but receive
prominent attention when they change.

If we want to know how we are doing or where we are headed, even
just these 35 are usually more than enough. They include most of the major
economic indicators that are important all of the time. Gross domestic
product (GDP), the consumer price index, and the unemployment rate would
certainly be in the top half-dozen of anyone's list of key economic statistics.
Many others are important most of the time, and the rest are important at least
some of the time.

We may not have selected everyone's favorite statistical series--and for
that we apologize--but we are driven by a positive philosophy of wanting to
describe "what is" rather than a normative one of "what should be." Many
statistics are neglected when they should not be, while others are widely
reported when there is less reason to do so. However, the objective here is to
provide a guide to those series that do receive attention rather than to the

ones that should.

A Frame of Reference

The main measure of overall economic and business activity is gross

domestic product, whose fluctuations are the most important gauge of good
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times or bad times that we have. In this context, as in virtually all others,
GDP is to be understood as a ﬁ1‘1a1, bottom-line accounting measure, an
economic result, rather than as an indicator of things to come.

Many of the statistics reviewed in this book measure either the whole
or parts of GDP. Other statistics,. the index of ” 11 leading indicators
preeminent among them, serve better as signals of things to come. There are
also the more specialized series, such as new housing starts and Standard &
Poor's 500 (S&P 500), that serve both as general indicators of future
economic activity and as first-order indicators for their own industries.
Finally, we have other series such as domestic auto sales that provide
important information for their respective industries but have almost no value
as indicators of future economic activity.

As we peruse the formal world of econdmic statistics, bear in mind that
they cannot be evaluated in a vacuum. Statistical series need a background,
or a frame of reference, so that they can be put in proper perspective. This
the book attempts to do. Sometimes the frame of reference is discussed in
terms of the historical development and evolution of tl‘le series. Or, the
perspective may take the form of a detailed discussion of the way the statistic
is measured and compiled. The frame of reference may also be the way the
particular indicator or statistic relates to other developments in the economy.
In the end, our goal is to provide a perspective that allows for proper
interpretation and application of the particular series.

Of particular interest in Figure 1-1 are the three types of indicators:
leading, lagging, and coincident. The name given to each refers to the way
the series moves in relation to changes in overall economic activity. For
example, the series marked "leading indicator" turns down before the
economy enters a recession (the shaded area in the figure) and turns up

before the expansion begins.
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The "lagging indicator” series behaves just the opposite: it turns down
after the economy enters a recession, and up sometime after the recovery is
underway. A coincident indicator neither leads nor lags. Instead, its timing
is such that it turns down when the economy turns down, and up when the

economy turns up.

Figure 1-1
Leading, Coincident, and Lagging Indicators

Economic Series

< expansion > < expansion > <

coincident indicator
(CEC)

leading indicator
ELL

lagging indicator

( LglLglg’
recession recession

Years

Economists use the convention of shading recessionary periods to distinguish them
from periods of expansion. Statistical series are classified as leading, coincident, or
lagging indicators depending on how their turning points compare to changes in the

overall economy.

The three codes in the oval key for each indicator show how the
changes in the individual series compare to changes in the overall economy.
The coding, also shown in Figure 1-2, is the same as that used by the Bureau
of Economic Analysis (BEA) in the Department of Commerce to classify the

economic indicators reported in the monthly Survey of Current Business.
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Sometimes a series leads both peaks and troughs in the economy to
make it an overall leading indicator. At other times, it may lead peaks and
lag troughs to earn an overall rating of "unclassified." Other series play no

role as indicators of overall economic activity, and so no codes are shown.

Figure 1-2
Leading, Lagging, and Coincident Indicators

The series leads the peaks in the economy; it turns down before the
L,Lg,U
economy turns down (L = leads).
The series lags the economic recovery; it turns up affer the
economy turns up (Lg = lags).

Overall, the series is unclassified; it is neither a leading nor a lagging
indicator on a consistent basis (U = unclassified).

The series turns down affer the economy peaks (Lg = lags).

The series recovers just as the economy recovers (C = coincident).
Overall, the series lags (Lg = lags) as an economic indicator.

The series turns down just as the economy turns down (C =
coincident).

The series turns up before the economy turns up (L. = leads).

Overall, the series is classified as a leading indicator (L = leads)
even though the timing of the series is coincident for peaks.

C,L,L

The first code in the-oval stands for the timing of the series with respect to peaks
in the economy, or when the expansion ends and the recession begins. The second stands
for the timing of the series with respect to troughs in the economy, or whén the recession
ends and the recovery begins. The last code indicates the overall classification of the
indicator.

Whenever possible, the economic series examined in this book are
plotted against the historical background of recessions and expansions. As
will be seen, many series behave like those in Figure 1-1, although the timing
of the turning points will vary considerably. Others will appear to have little,

if any, relationship to changes in the overall economy. Even so, we feel that
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the presentation is important if you are to make your own judgments about
the behavior of the series.

We have also listed convenient sources of data. Sometimes the source
is in the form of easily accessible publications, and sometimes it is in the
form of a telephone hotline. There is also an appendix at the end of this book
describing an electronic bulletin board available at the U.S. Department of
Commerce to anyone with a personal computer and modem. Each of these

sources will help you keep abreast of your own favorite series.

The Many Faces of Economic Statistics

The task of interpretation might seem to be a simple one: just take the
numbers and describe how they have changed. Unfortunately, it's not always
that easy. The task of interpretation is also made difficult because most
statistical series can be reported in a number of ways. To illusfrate, consider
a hypothetical report stating that total sales increased from $900 billion to
$940 billion over a recent 12-month period. If the report is in terms of
current prices, and many initial reports are released this way, then it stands to
reason that some of the $40 billion increase is due to inflation.

To compensate for inflation, sales can be measured in terms of
constant dollars--also known as real dollars--ﬁsing prices that prevailed in an
earlier year. If 1987 is used as the base year, then the same report could be
worded like this: "In terms of constaﬁt 1987 dollars, total sales increased
from $630 billion to $643 billion for the most recent year." Since prices were
about 30 percent lower in 1987 than they are today, the $900 billion is
converted to $630 billion for purposes of the report.

Most series that are susceptible to the distortions of inflation are

reported in both current (nominal) and constant (real) dollar amounts, with
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1987 being the most popular base yeaf.- ~ Both kinds of information are
valuable--if used correctly-—althouéh the .availability of both means that final

sales statistics can be reported in a number of different ways:

e the curre;'tt or nominal dollar value of total sales ($940 billion)

¢ the change in the current or nominal dollar value of total sales ($40 billion)
e the constant, or real dollar value, of total sales ($643 billion)

e the change in the constant, or real dollar value, of total sales ($13 billion)

» the percentage change in the current or nominal dollar sales (4.44 percent, or
$40 billion/$900 billion) -

e the percentage change in the constant or real dollar sales (2.06 percent, or $13
billion/$630 billion)®

We have the same type of problem when numbers are converted to an
index, such as the consumer price index, the producer price index, or any
other index. For example, suppose that the index under consideration has a
base year of 1977 = 100 and currently stands at 145. If the index goés to 146
in the next month, there is an increase of 1 over the base period activity, or a
0.69 percent increase in the index over the previous month (1/145 = 0.0069).
If the index were to grow at the same rate for each of the next 11 months, the
annualized rate would be 8.6 percent.’ |

Using the numbe;s in the paragraph above, we can see that the change
in any index can be reported in several different ways: |

o the absolute level of the index (145)
o the absolute change in the level or the index from period to period (1)
o the relative percentage change from the previous period (0.69 percent)

s an annualized projection of the current period percentage change (8.6 percent)

2 If the nominal change was 4.44 percent, and if the real, or price-adjusted change was 2.06
percent, then the 2.38 percent difference was due to inflation.
* The series is compounding monthly, and so the correct computation is to use the following
formula:

Annualized growth = (1 + monthly percentage change}!2 - 1

=(1+0.0069)12-1=0.086

Because of compounding, you cannot multiply the monthly percentage change of 0.0069 by 12 to
get an annualized rate, although some people often make this mistake!
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In general, the relative percentage change is the most useful, with the
annualized version coming in next. However, the reader should be advised
that even these lists are not exclusive. For example, sometimes the change in
the level of the index is compared to a period 12 months earlier. If the new
level of 146 is 10 points higher than it was 12 months ago, then we could also

say that the annual increase was closer to 7.35 percent.

Abusing Economic Statistics

-

The governments of the modern, industrialized nations of the free
world--the United States among the best of them--enjoy a remarkable
reputation for producing honest statistics. Surprisingly (since they bear less
responsibility to the citizenry), so do many nongovernmental agencies in
these countries that produce statistical series, some of which are included in
this book. In some nations however, statistics are exaggerated,
underreported, or simply faked for political or ideological reasons. When
this happens, the usefulness of the statistics is radically reduced. Whether
they know it or not, it is also a tragic loss to those nations that support this
type of activity.

In the United States, it has been hinted that the release of new
statistical figures is sometimes delayed for.a few hours in order to prevent
some political or commercial embarrassment. But even such temporary
mischief has not been. widely conﬁrrhed. Quite to the contrary, what no
politician or business leader in America will deny is that statistics tend to be
brutally honest.

Perhaps the most common abuse .of economic statistics is to apply
them to situations for which theéy_were never intended. For example, some

series with little, if any, relationship to movements of the overall economy
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are often treated as if they are signiﬁcgn_t_"bredictors of future changes in
GDP. Personal income in current dollars, discussed in detail in Chapter 4, is
one such example. The historical record shows that personal income almost
always goes up, even when the economy is in recession.* Even so, increases
in personal income are dutifully reported and widely heralded by the press
each time they are released.

Other series are treated .as indicators of future overall economic
activity when in fact they consistently lag developments in the economy.
Interest rates can be cited in this context. For the most part, interest rates
tend to follow, rather than lead, changes in the overall economy. Declining
interest rates may benefit some sectors of the economy, especially housing,
automobiles, and to some extent stock prices, but lower interest rates are of
little use in predicting future changes in the overall economy. |

Yet a third abuse is to focus on nominal dollar values when the real, or
inflation-adjusted, figures give a better picture of the underlying changes.
Unfortunately, the various government agencies contribute to this problem
because the nominal dollar data and the price deflators needed to adjust the
data are not available at the same time. When the U.S. Department ’ of
Commerce releases its Advance Monthly Retail Sales report’ during the
second week of every month, the data are adjusted for seasonal, holiday, and
trading day differences but not for inflation. By the time inflation-adjusted
figures are available, the initial change in retail sales has already been
reported and the new figures are of little interest to the media.

Finally, we should note that the media sometimes report on new

government figures without giving us enough information to evaluate the

* The most recent recession in the U.S. economy began in July 1990. During the 9 recessionary
months that followed, personal income in current dollars increased 7 times and declined only
twice! In terms of constant dollars, there were 5 monthly decreases and 4 increases.

* A brief monthly report available on a subscription basis from the Superintendent of Documents,
U.S. Government Printing Office, Washington, DC 20402.



