Consumer spending is particularly at this time in the business cycle – it is driving the modest recovery.
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Despite its length, the current expansion has been weak, ranking ninth among the 10 post-WWII business cycles.1 Only the previous cycle, ending in the second quarter of 2009, was weaker. That cycle was dominated by the housing boom and bust and culminated in the Great Recession. As Table 1 shows, the average rate of economic growth beginning in 2002 has been far below that in all of the other business cycles listed. Table 2 shows that the composition of economic growth also has changed in recent decades, generally shifting in favor of housing and consumer spending.2 Only during the brief 1958-61 cycle did residential investment—which includes both the construction of new housing units and the renovation of existing units—contribute proportionally more to the economy’s growth than it has during the current cycle. Perhaps surprisingly, homebuilding subtracted significantly from economic growth during the previous business cycle even though the period included the housing bubble. The crash in residential investment was so severe between the fourth quarter of 2005 and the second quarter of 2009 that it erased all of housing investment’s previous growth contributions.3 Personal consumption expenditures (i.e., consumer spending) also have been very important in recent cycles. Consumer spending has contributed 74.9 percent of overall economic growth during this cycle so far, a share exceeded in only two other cycles. Not surprisingly, strong residential investment and strong consumer spending tend to coincide when households are doing well.4 The combination of weak overall GDP growth and strong contributions by both residential investment and consumer spending mark the defining characteristic of the current business cycle: Household-related spending is driving the economy like never before. Fully five-sixths, or 83 percent, of total growth since the economy began to recover in 2009 has been fueled by household spending. Hence, the continuation of the current expansion may depend largely on the strength of U.S. households. 
Source: DA - Housing - Michigan 7 2023 BFHGR · Michigan · 2023




