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The GDP announcements, along with the revisions, are on balance a net positive for the economy.  
The quarterly change of negative 1.0% was not only better than expected (– 1.5%), but final sales were 
down only 0.2% as inventories fell much more than expected.  This is positive looking forward and 
JPMorgan has just raised its current quarter estimate of GDP growth to 3% from 2.5%.  There was a 
slightly higher growth of the government sector, so private demand fell at a faster rate, but the higher 
government spending should actually increase in the third and fourth quarter as more infrastructure 
spending kicks in.

Of equal importance are the extensive revisions to previous GDP data, an event that takes place every fi ve 
years.  The bottom line is that the current recession is signifi cantly deeper than anticipated as the growth 
in GDP from the fourth quarter of 2007 to the fourth quarter of 2008 was revised down by about one per-
centage point.  Particularly strong negative revisions occurred in the second and third quarters last year 
(second quarter GDP up only 1.5% instead of 2.8%, third quarter GDP down 2.7% instead of only 0.5%).

These revisions do mean that this recession is the deepest since the Great Depression of the 1930s (it was 
already the longest), and does therefore deserve the moniker “The Great Recession.” (Nevertheless, it is 
not signifi cantly worse than the 1958 and 1974 recessions).  It also means that the NBER was right in calling 
the beginning of the recession in December 2007, as the fi rst quarter 2008 GDP growth was revised down 
to a negative 0.7% from positive 0.9%.  It also means – and this is a negative – that productivity growth 
during the recession was not as high as previously thought and likely to be revised downward for 2008 by 
about 1 percentage point.

Nevertheless, it is very important to know that the cumulative decline in GDP from the fourth quarter 2008 
through fi rst quarter this year was left unchanged (fourth quarter revised up about 1 ppt, fi rst quarter down 
by about the same), so that productivity growth during the worst part of this recession – when fi rms shed 
the lion’s share of their workers – are apt to hold up.  And looking forward, productivity growth still looks 
sharply higher for the second quarter.  Therefore I still believe the story of high productivity growth, a 
factor that can sharply boost corporate profi ts, is still fully intact and has the potential to continue to 
drive equity prices higher.
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