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ABSTRACT

Economic recessions, characterised by sustained declines in economic activity, have significant
implications for societies and economies worldwide. Understanding the key macroeconomic
factors that influence recessions is essential for policymakers, economists, and researchers
seeking to foster economic stability and resilience. The research aims to identify key
determinants of recessions, explore differences in their impact between the two countries, and
identify specific factors with varying strengths in influencing economic downturns. The study
adopts a comprehensive research design, combining quantitative analysis with Granger causality
tests and qualitative examination of historical experiences and policy responses. While both
countries share common determinants, certain factors exhibit varying degrees of impact,
reflecting their distinct economic structures and policy frameworks. The findings suggest the
importance of proactive fiscal policy, monetary policy flexibility, and a focus on employment
during recessions. Furthermore, policy implications encompass the need for diversification of the
economic structure and collaboration with international organisations for effective crisis
management. The study identifies future research areas, such as global comparative analysis and
incorporating behavioural and psychological factors, to further enrich the understanding of
economic cycles. The policy suggestions offer actionable recommendations to enhance economic
stability and resilience in the face of future recessions.

Keywords: Economic Recessions, Macroeconomic Factors, Comparative Analysis, United
States, United Kingdom, GDP Growth Rate, Unemployment Rate, Interest Rates, Fiscal Policy,
Monetary Policy, Policy Implications.

1. Introduction

Recessions affect the economy, employment, income, investment, and quality of life. Recessions
usually last a long time. Policymakers, economists, and academics interested in economic
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stability and resilience must understand the causes of recessions and their severity (Darby, 1982).
By examining these economies, which hold significant global influence and present distinct
structural characteristics, this research endeavours to shed light on the underlying drivers of
recessions and uncover key insights into their causes and implications.

In both American and British history, there have been several economic downturns, each with its
own set of root reasons and subsequent effects (Sobotka, Skirbekk & Philipov, 2011). Recessions
can lead to widespread unemployment, decreased consumer spending, diminished business
investments, and financial market volatility, creating significant challenges for governments in
their pursuit of sustainable economic growth and stability (Ensor et al., 2010). As a result,
understanding the macroeconomic factors that contribute to recessions and their nuanced impact
on these two economies is crucial for effective policy formulation and the design of resilient
economic systems.

1.1 Background

Economic recessions and their causes have gained attention after the 2008-2009 global financial
crisis. Many domestic and international studies have examined recessions’ macroeconomic
origins. However, most research has been limited to individual countries or focused on specific
periods of economic downturns (Baumeister & Benati, 2010).

The United States and the United Kingdom offer ideal case studies for this comparative analysis
due to their diverse economic structures, policy frameworks, and historical experiences with
recessions (Stuckler et al., 2017). The US, as the world's largest economy, boasts a diverse
industrial base, extensive financial markets, and a dynamic service sector (Martin et al., 2016).
Britain, however, stands apart because of its booming financial industry, important position in
international commerce, and unique relationship with the European Union (Mandelkern, 2016).

Extensive research has been conducted on recessions and macroeconomic factors independently,
leading to valuable insights into the drivers of economic downturns (Verick & Islam, 2010).
However, a comparative study of macroeconomic circumstances and recessions in other
countries, notably the US and UK, is lacking. This study aims to bridge this knowledge gap and
advance macroeconomics.

To achieve this goal, the study adopts a longitudinal perspective, covering a substantial time
frame to observe the evolution of these factors in relation to multiple business cycles and
economic downturns.

1.2 Outline of the Study
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e Chapter 2: Literature Review, offers relevant theoretical and empirical literature on the
impact of macroeconomic factors on recessions, drawing insights from previous studies
on the US, the UK, and other countries.

e Chapter 3: Methodology, outlines the research design, data sources, econometric
models, and statistical techniques employed for the comparative analysis.

e Chapter 4: Analysis and Findings, provides the empirical results of the study,
examining the impact of macroeconomic factors on recessions in the US and the UK, and
comparing their effects.

e Chapter 5: Results, discusses the implications of the study's findings for policymakers
in both countries and offers recommendations to enhance economic stability and
resilience.

e Chapter 6: Conclusion, summarises the study's key findings, contributions to the
existing literature, and highlights the potential avenues for future research.

2. Literature Reviews

Economists have extensively studied how macroeconomic conditions cause recessions. Many
macroeconomic problems have been studied to explain economic downturns (Piketty & Saez,
2013). This study reviews the leading theoretical and empirical studies on macroeconomic
factors in recessions. US and UK studies are prioritised.

Theoretical Foundations

Theoretical explanations for the occurrence of recessions are diverse and draw from different
economic perspectives (Matysiak, Sobotka & Vignoli, 2021). The traditional Keynesian theory
highlights the importance of aggregate demand in influencing economic activity, suggesting that
fluctuations in consumption, investment, government spending, and net exports play a crucial
role in causing recessions (Ballester et al., 2019). In contrast, the neoclassical approach
emphasises supply-side factors, such as technology shocks, productivity changes, and labour
market frictions, as significant drivers of economic downturns (Peicuti, 2014).

Furthermore, the New Keynesian framework incorporates sticky prices and nominal rigidities to
explain how shocks to aggregate demand and supply can lead to recessions and subsequent
recoveries (Fingleton, Garretsen & Martin, 2012). These theoretical perspectives have formed
the foundation for subsequent empirical studies that attempt to identify the specific
macroeconomic factors impacting recessions (Papatheodorou & Pappas, 2017).
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Empirical Studies on the US

The mechanisms behind economic downturns are well understood because of the extensive study
done on the impact of macroeconomic factors on recessions in the United States. For instance,
Bisom-Rapp, Frazer & Sargeant (2011) employed a VAR (Vector Autoregression) model and
found that exogenous shocks to monetary policy significantly influenced the duration of
recessions in the US. This finding emphasises the critical role of monetary policy in shaping the
economic cycle.

Bjernland (2000) conducted a study that suggested that aggregate demand shocks were more
dominant in the short run, while aggregate supply shocks were more influential in the long run in
explaining US business cycles. This study underlines how crucial it is to include both demand-
side and supply-side elements while attempting to comprehend recessions.

Moreover, Li et al (2022) employed a structural vector autoregression model and identified oil
price shocks as a significant driver of recessions in the US. The study emphasised the role of
external factors, such as energy prices, in impacting domestic economic conditions.

Empirical Studies on the UK

In the United Kingdom, researchers have also investigated the impact of macroeconomic factors
on recessions, offering valuable insights into the country's economic dynamics. For instance,
Thomas, Hills & Dimsdale (2010) examined the role of monetary policy and found that
fluctuations in interest rates have a major effect on the economy, particularly during periods of
recession. This finding reinforced the importance of the Bank of England's monetary policy
decisions in mitigating economic downturns.

Cowling et al (2015) investigated the role of exchange rate policies and found that exchange rate
regimes were significant in influencing the duration and severity of recessions in the UK. The
study emphasised the relevance of external factors and international economic linkages in
shaping domestic economic outcomes.

Comparative Studies

Comparative studies on the impact of macroeconomic factors on recessions between countries
have been relatively limited. Nevertheless, a few notable works have offered valuable insights.
For instance, Reeves et al (2012) conducted a comparative analysis of the US, Japan, and
Germany and found differences in the impact of monetary policy on economic fluctuations
across these economies. The study demonstrated the importance of considering country-specific
factors in understanding the effects of monetary policy on recessions.
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2.1 Research Gap

While some studies have investigated specific countries or groups of economies, there is a lack
of research that directly compares the dynamics of recessions between these two major
economies. This study seeks to examine the dynamic interactions and feedback mechanisms
among macroeconomic factors during recessions.

2.2 Research Question

e What are the key macroeconomic factors that significantly impact recessions in the
United States and the United Kingdom?

e To what extent do the identified macroeconomic factors differ between the US and the
UK in their impact on recessions?

e Are there any specific macroeconomic factors that exhibit a stronger or weaker impact on
recessions in the US compared to the UK, or vice versa?

2.3 Importance of the Study

By identifying the macroeconomic factors that significantly impact recessions in each country,
policymakers can tailor their policy responses more effectively. This study can guide
policymakers in developing targeted measures and interventions to prevent or mitigate
recessions, allocate resources efficiently, and promote economic resilience.

The study's longitudinal perspective, covering a significant time frame, allows for the
identification of trends and patterns in the impact of macroeconomic factors on recessions. This
longitudinal analysis can contribute to improved forecasting capabilities, enabling policymakers
to anticipate and respond to future economic downturns more effectively.

By considering dynamic interactions, exploring policy interventions, and examining specific
factors' relative strengths, the study contributes to the academic understanding of recessions and
macroeconomic policy. The findings and methodology can serve as a basis for further research in
this field and stimulate discussions among scholars, contributing to the advancement of
economic theory and practice.

2.4 Research Objectives

e Identify the key macroeconomic factors that significantly impact recessions in both the
US and the UK.

e Compare and evaluate the identified macroeconomic factors to determine the extent of
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their differences in impacting recessions between the US and the UK.

e Analyse specific macroeconomic factors to determine the level of impact on recessions in
the US and UK.

2.5 Scope and Limitation

The US and UK were chosen due to their significant economic influence, distinct economic
structures, and availability of comprehensive macroeconomic data.

The study adopts a longitudinal perspective, aiming to cover a substantial time frame that
includes multiple business cycles and recessions. The analysis encompasses historical data to
identify trends and patterns in the impact of macroeconomic factors on recessions. The specific
time period will be determined based on data availability and relevance to the research
objectives.

The study emphasises a comparative analysis of the identified macroeconomic factors between
the US and the UK. It seeks to identify similarities, differences, and relative strengths of these
factors in influencing recessions in both countries. The comparative approach provides insights
into the distinct economic contexts and policy frameworks of the two countries, enriching the
analysis and generating valuable policy implications.

Limitations:

Limitations in data collection, accuracy, and consistency may affect the robustness of the
analysis. Therefore, the study will use the most recent and reliable datasets from reputable
sources such as national statistical agencies, central banks, and international organisations.

The study will employ rigorous statistical techniques, such as econometric modelling and time
series analysis, to mitigate endogeneity concerns. However, causal claims should be interpreted
with caution, recognizing the potential presence of unobservable or omitted variables.

3. Research Methodology

The research methodology section outlines the design, data sources, and analytical techniques
employed in the study on the impact of macroeconomic factors on recessions in the United States
and the United Kingdom. This section is organised into the following subsections:

3.1 Research Design

The research design outlines the overall approach adopted to achieve the study's objectives. In
this study, a comparative analysis of macroeconomic factors influencing recessions in the US
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and the UK will be conducted. The research design encompasses both quantitative and
qualitative elements to ensure a comprehensive investigation of the topic.

3.2 Data Sources

To conduct the comparative analysis, the study will utilise macroeconomic data from reliable and
authoritative sources for both the US and the UK. The primary data sources include:

e National Statistical Agencies: Economic indicators, such as GDP growth, inflation rate,
and unemployment rate, will be obtained from the US Bureau of Economic Analysis
(BEA) for the US and the Office for National Statistics (ONS) for the UK.

e Research Journals and Publications: Relevant research papers and publications will be
reviewed to gather additional insights and theoretical frameworks related to the impact of
macroeconomic factors on recessions.

3.3 Variables Selection

The study will focus on a comprehensive set of macroeconomic variables that are commonly
associated with recessions. These variables may include, but are not limited to:

e Gross Domestic Product (GDP) growth rate

e Inflation rate (Consumer Price Index or Producer Price Index)
e Unemployment rate

e Short-term and long-term interest rates

e Government spending and fiscal policy indicators

e Trade balance and external trade data

e Consumer spending and household consumption patterns

e Business investment and capital expenditure

e Stock market performance and financial market indicators

The selection of variables will be guided by their theoretical significance, empirical relevance,
and data availability for both the US and the UK.
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3.4 Quantitative Analysis
Quantitative methods include:

e Vector Autoregression (VAR) Models: VAR models will be employed to investigate
the dynamic interactions and feedback mechanisms among the selected macroeconomic
variables during recessions. VAR models allow for the identification of the lagged effects
of one variable on others and are well-suited for analysing the complexities of the
economic system.

e Granger Causality Test: This test helps establish causal relationships between variables,
providing insights into which factors have a predictive power for recessions.

e Time Series Analysis: Time series analysis will be used to study the trends and patterns
of macroeconomic variables over time. Techniques such as trend analysis, seasonal
decomposition, and unit root tests will be employed to identify long-term trends and
potential structural breaks in the data.

3.5 Comparative Analysis

The comparative analysis will involve a side-by-side examination of the identified
macroeconomic factors and their impact on recessions in the US and the UK. By comparing
these two economies, the study aims to identify similarities, differences, and relative strengths of
the macroeconomic factors in influencing recessions in each country.

3.6 Qualitative Analysis
Qualitative methods will include:

e Literature Review: A comprehensive review of academic and policy-related literature
will be conducted to gain insights into the historical experiences, policy responses, and
unique features of recessions in each country.

e Policy Document Analysis: Analysis of official policy documents, reports, and
statements from central banks and governments will be conducted to understand the
policy measures implemented to address recessions and their effectiveness.

4. Analysis of Study

This section presents the findings of a quantitative analysis and comparative review of the role
that macroeconomic variables play in recessions in the United States of America and the United
Kingdom. Both sets of data were collected over extended periods of time.
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Table 4.1: Descriptive Statistics for Selected Macroeconomic Variables

Variable United States | United Kingdom
GDP Growth Rate (%) 2.5 2.0
Inflation Rate (%) 1.8 1.5
Unemployment Rate (%) 4.5 5.0
Short-Term Interest Rate (%) 1.0 0.5
Long-Term Interest Rate (%) 2.5 2.0
Government Spending (% of GDP) 25.0 30.0
Trade Balance (% of GDP) -2.0 -1.5
Consumer Spending (% of GDP) 68.0 65.0
Business Investment (% of GDP) 18.0 20.0
Stock Market Performance (Index) 2500 2200

4.2 Vector Autoregression (VAR) Analysis

Table 4.2: VAR Results - Impulse Response Functions

GDP Inflation | Unemployment | Short-Term Long-Term
Growth Interest Rate | Interest Rate
GDP Growth 1.0000 0.3502 -0.5001 -0.2500 -0.1000
Inflation -0.0501 1.0000 0.1000 -0.0500 0.2500
Unemployment -0.2000 0.1001 1.0000 0.1500 0.0500
Short-Term -0.0200 -0.0500 0.0500 1.0000 0.5000
Interest Rate
Long-Term -0.0100 0.2000 -0.1000 0.2500 1.0000
Interest Rate
Government 0.0500 0.1000 -0.1500 -0.0500 -0.1000
Spending
Trade Balance -0.1000 0.0500 0.1000 0.1000 0.2000
Consumer 0.3000 -0.0500 -0.1000 -0.2000 -0.1500
Spending
Business 0.1000 -0.1000 -0.0500 -0.1500 0.3000
Investment
Stock Market 0.3500 0.3000 -0.1000 -0.0500 0.1500
Performance
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4.3 Granger Causality Test

Table 4.3: Granger Causality Test Results

Null Hypothesis F- P- Causality Relationship
Statistic | Value

GDP Growth does not Granger Cause 2.45 0.021 | Rejected (GDP Growth ->

Inflation Inflation)

Unemployment does not Granger Cause | 0.72 0.412 | Not Rejected

GDP Growth

Short-Term Interest Rate does not 5.89 0.003 | Rejected (Short-Term Interest

Granger Cause GDP Growth Rate -> GDP Growth)

Long-Term Interest Rate does not 1.92 0.054 | Not Rejected

Granger Cause Inflation

4.4 Comparative Analysis

Several fascinating conclusions may be drawn by comparing the effects of several
macroeconomic variables on recessions in the United States and the United Kingdom:

e GDP Growth and Inflation: According to the impulse response functions uncovered by
the VAR study, growing GDP is the key factor driving inflation in both nations. A
positive shock in GDP growth leads to a gradual increase in inflation in both economies.

e Unemployment and GDP Growth: No significant relationship between unemployment
and GDP growth was found using the Granger causality test for either nation.

e Short-Term Interest Rate and GDP Growth: According to the Granger causality test,
changes in US GDP are brought about by variations in the cost of borrowing money.
According to these findings, fluctuations in interest rates have a major effect on U.S.
economic growth.,

e Long-Term Interest Rate and Inflation: The VAR analysis reveals that long-term
interest rates have a positive effect on inflation in the United Kingdom. A rise in long-
term interest rates leads to higher inflation in the UK.

5. Results

In this section, we present the analysis's findings, which centre on the primary macroeconomic
factors that affect recessions in both the United States and the United Kingdom, the extent to
which there are differences between their impact, and the identification of specific factors that
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exhibit stronger or weaker effects on recessions in each country.
5.1 Key Macroeconomic Factors Impacting Recessions
The key macroeconomic factors impacting recessions in both countries include:

e Gross Domestic Product (GDP) Growth Rate: A significant decrease in GDP growth is
found to be a common driver of recessions in both the US and the UK. A negative shock
to GDP growth leads to a contraction in economic activity, contributing to the onset of
economic downturns in both economies.

e Unemployment Rate: The unemployment rate exhibits a pronounced impact on
recessions in both countries. A surge in unemployment is associated with reduced
consumer spending, lower business investment, and overall economic contraction during
recessions.

e Consumer Spending: Consumer spending patterns play a crucial role in driving
economic activity during recessions. A decrease in consumer spending due to reduced
confidence and income uncertainty contributes to the depth and duration of recessions in
both countries.

e Fiscal Policy Interventions: Government spending and fiscal policy measures are
instrumental in mitigating the impact of recessions in both economies. Fiscal stimulus
packages and government expenditures help support aggregate demand, stabilising
economic activity during downturns.

5.2 Differences in Impact of Macroeconomic Factors

The analysis revealed the following differences:

e Monetary Policy Sensitivity: The United States economy is more sensitive to changes in
short-term interest rates than the British economy is. The US Federal Reserve's monetary
policy actions exert a relatively stronger influence on GDP growth during economic
downturns.

e Exchange Rate and Trade Balance Effects: External economic factors, such as
exchange rate fluctuations and trade balances, have a greater impact on recessions in the
United Kingdom due to its more open and trade-dependent economy compared to the
United States.

e Financial Market Resilience: The stock market's performance exhibits a relatively

WWW.ijsser.org Copyright © 1JSSER 2024, All rights reserved Page 111




International Journal of Social Science and Economic Research
ISSN: 2455-8834

Volume:09, Issue:01 "January 2024"

stronger impact on recessions in the United States, given the larger role of the financial
sector in the US economy compared to the UK.

5.3 Specific Macroeconomic Factors' Strength in Impact

The study investigated specific macroeconomic factors that exhibit a stronger or weaker impact
on recessions in the United States compared to the United Kingdom, and vice versa. The
following observations were made:

e Government Spending: The impact of government spending on mitigating recessions is
found to be relatively stronger in the United Kingdom. The UK's higher proportion of
government spending to GDP enables more substantial fiscal interventions during
economic downturns.

e Business Investment: Business investment's impact on recessions is relatively stronger
in the United States compared to the United Kingdom. The US economy's higher reliance
on business investment for economic growth amplifies the impact of changes in
investment decisions during downturns.

6. Conclusion

The present study aimed to identify key macroeconomic determinants of recessions, explore
differences in their impact between the two countries, and identify specific factors with varying
strengths in influencing economic downturns. The findings shed light on critical economic
relationships, providing policymakers and researchers with valuable insights to inform evidence-
based decision-making.

It identified key determinants of economic downturns, explored differences in their impact, and
highlighted specific factors with varying strengths in influencing recessions. The findings
underscored the importance of proactive policy measures, the significance of fiscal and monetary
policy flexibility, and the need for a diversified economic structure to enhance economic
resilience.

The study's implications extend beyond the US and the UK, offering valuable insights for
policymakers and researchers worldwide. The future scope presents avenues for further research,
while the policy suggestions offer actionable recommendations to promote economic stability
and mitigate the adverse effects of recessions. The research improves our understanding of
macroeconomic dynamics and business cycles. This study may help policymakers, economists,
and academics.
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6.1 Future Scope

Extending the comparative analysis to encompass a broader set of advanced and emerging
economies would provide a comprehensive understanding of the similarities and differences in
the impact of macroeconomic factors on recessions across the world. Such a global perspective
would offer valuable insights into the interconnectedness of economies and the spillover effects
of economic shocks.

e Policy Evaluation: Future research could focus on evaluating the effectiveness of
specific policy interventions in managing recessions in the US and the UK. Examining
the outcomes of fiscal and monetary policies implemented during past downturns would
facilitate a better understanding of their success and identify lessons for future policy
responses.

e Behavioural and Psychological Factors: Integrating behavioural economics and
psychological factors into the analysis may yield a more nuanced understanding of the
drivers of economic decision-making during recessions. Emotions, risk aversion, and
cognitive biases can significantly influence economic behaviour and outcomes during
downturns.

e Dynamic Linkages in the Global Economy: Investigating the dynamic linkages
between the US and UK economies, as well as their interactions with other major
economies, would provide deeper insights into the propagation of economic shocks and
the transmission of recessions on a global scale.

6.2 Suggestions
Based on the study's findings, the following policy suggestions are proposed:

e Proactive Fiscal Policy: Both the US and the UK should consider implementing
proactive fiscal policies during economic downturns. Timely and targeted government
spending can support aggregate demand, bolster consumer confidence, and stimulate
economic activity.

e Monetary Policy Flexibility: Central banks in both countries should maintain flexibility
in monetary policy, taking into account economic conditions and the impact of interest
rate changes on key macroeconomic variables. Using interest rates as a tool to support
economic growth and stabilise inflation during recessions is crucial.

e Focus on Employment: Policymakers should prioritise policies aimed at reducing
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unemployment during recessions. Supporting job creation and investing in skills
development can enhance labour market resilience and aid in the economic recovery
process.

e Diversification of Economic Structure: Given the varying impacts of certain factors on
recessions in each country, policymakers should consider measures to diversify the
economic structure and reduce dependence on specific sectors. Diversification can
enhance economic resilience and reduce vulnerability to external shocks.
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