that would derail a continued increase
in farmland values.

1. If the 2007 farm bill reduces
government price support
payments.

2. If rental income is reduced because
of continued pressure on margins
from either production cost
increases or price declines.

3. If real estate taxes increase.

The demand for land to rent
remains strong as farmers seek to
increase the size of their operations.
However, crop margins for 2006 are
projected to be very tight, which will
limit the ability of tenants to pay
higher rent. Therefore, we expect cash
rents to only increase 0.5 percent to 1
percent in 2006.

The financial condition of the
Indiana farm sector is the strongest
since the 1960s due to strong income
performance in 2003, 2004, and 2005,
and record-high land values that keep
asset values high. However, changes
appear to be coming for some in
the agricultural community in 2006.
Landowner wealth is high, but tenants
have not shared as strongly in the
good fortunes.

In 2006, tenants will be caught in a
struggle to cover the escalated input
costs, higher rents, and higher interest
costs with little ability to improve
revenues. Margins may be negative
and will provide incentives for tenants
to reduce input use somewhat, cut
back on capital purchases, seek
concessions on cash rent, and cut
their family living expenses as they
struggle through the year and hope
for a change in prospects in 2007.

One trend that may improve future
prospects comes from the energy
sector. The energy bill requires that
7.5 billion gallons of renewable
fuels be used by 2012, with the most
likely candidates being ethanol
made from corn and biodiesel made
from soybean oil. Demand from the
energy sector for corn and soybeans
has the potential to improve prices
and incomes, positively influencing
farmland values and cash rents. &

Indiana

Jerry Conover

Director, Indiana Business Research Center, Kelley School of Business, Indiana

University

aking stock in the final
I quarter of 2005, Indiana’s

economy has continued to
grow during the past year, though
its rate of growth is slowing down as
the year draws to a close. As shown
in Figure 1, the state’s total nonfarm
employment has recouped much of its
losses from the first few years of this
decade. In fact, in September 2005,
total employment was only 45,000
below its all-time high of 3,013,800
reached in May 2000. This represents
a gain of 83,700 jobs since the state’s
employment bottomed out in July
2003.

Since the start of 2005, Indiana
employment has averaged about
40,000 more jobs than a year earlier.
However, much of that growth
occurred in the early months of this
year —since April, year-over-year
growth has averaged a little over
34,000 jobs; and for the third quarter,
employment was up only about 29,000
more jobs than a year earlier.

Indiana’s employment gains
have come more from some sectors
than others, and the pattern of
sectoral growth seems to be shifting.
Education and health services
continues to lead the charge with a
gain of 9,100 jobs in the past twelve

Figure 1

months. Leisure and hospitality has
maintained a steady second position
this year, up by 6,000 jobs. The
fluctuating professional and business
services sector has experienced
weakening growth this year, slowing
considerably in the last several
months to around 4,000 jobs more
than a year earlier, compared to gains
of around 11,000 jobs earlier in the
year.

Construction has remained strong
throughout 2005, averaging about
5,000 more jobs than a year earlier.
Trade, transportation, and utilities,
which has employed slightly more
Hoosiers than manufacturing for the
past few years, also showed solid
growth in 2005, with an increasing
pace evident the last half of the year.

Manufacturing, the sector in
which Indiana still leads the nation
as a percentage of total employment
(19.2 percent), continues to struggle.
Manufacturing employment was
down in September by 2,200 jobs
compared to a year earlier, and down
by 5,100 jobs compared to its post-
recession peak in March.

Indiana’s unemployment rate has
meandered around 5 to 6 percent for
nearly four years. For most of 2005,
the rate has been slightly above 2004

Indiana’s Monthly Nonfarm Employment and Unemployment Rate
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Figure 2

Anderson and Muncie

Per Capita Personal Income as a Percent of the U.S. Total, 2004
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Source: Bureau of Economic Analysis

levels, but the year is closing in on a
level close to the end of last year.

Other Indicators

The pulse of a state’s economy

is measured by more than just
employment statistics. Indiana’s gross
state product (GSP) ranks fifteenth
nationally, as it has for many years,
and is the broadest measure of total
output of a state’s economy. However,
the rate of growth in GSP since 2000 (a
7.1 percent gain) ranks Indiana forty-
fourth among the states. Indiana’s per
capita personal income, which reflects
individual earnings from all sources,
has slipped to only 91 percent of the
national average, below two-thirds of
the states (see Figure 2).

Indiana’s Outlook for 2006
Several factors combine to complicate
prediction of Indiana’s economic
outlook. The American auto industry
is struggling, weakening demand for
the products of many Indiana firms,
especially manufacturers. This could
take a toll on the state’s steel industry,
too, although mills supplying foreign
customers or the construction
industry may do well. Moreover, even
if housing demand begins to level
off, demand for Indiana appliances
and other goods used in residential
construction should hold its own.

Indiana farmers are expected to
face a challenging year ahead as costs
of production rise faster than farm
prices, but some anticipate increasing
demand as they target the biofuels
industry. Hoosier consumers are
entering the winter heating season
with the prospect of record-high fuel
bills, especially for those heating with
natural gas. Coupled with persistent
high gasoline costs, consumers may
be less inclined to spend money in
Indiana stores and restaurants.

The overall outlook suggests that
Indiana’s economy will experience
moderate growth in 2006, but that the
growth will be unevenly distributed
across the economy. Especially in
light of recent announcements of
plant closures and layoffs, Indiana
manufacturing jobs are not likely
to grow, though they may hold
their own as more competitive
firms expand in selected industries.
Job growth in Indiana is expected
in health and education services,
construction, trade and transportation,
and leisure and hospitality. Overall
employment should expand in 2006
by around 30,000, possibly even
clearing the 3 million mark. The state
unemployment rate should finish the
year down slightly from its current
level to around 4.8 percent. &

Patrick M. Barkey
Director of Economic and Policy Studies,
Ball State University

s former Nixon economic
A advisor Herbert Stein once
said, things that can’t go

on forever usually don't. That is the
spirit in which we turn again to the
task of projecting the economic future
of the Anderson and Muncie metro
for the coming year. Logic and reason
say that the long, painful decline in
these medium-sized cities, which
began in earnest in the mid-1990s and
continues to this day, cannot continue
indefinitely. Yet the forecast of another
down year in 2006 for each of these
economies, in the light of current
developments, continues to be the
most reasonable forecast.

In the midst of an improving
economic climate, particularly in
the manufacturing sector, both
the Anderson (Madison County)
and Muncie (Delaware County)
metropolitan areas continue
to struggle just to tread water.
Employment totals in 2005 thus
far show no break in the pattern of
decline that predated the recession,
and the likelihood of more bad
news for manufacturing facilities in
Anderson (Delphi) and Muncie (New
Venture Gear) digs the hole a little
deeper for 2006.

Yet, there are success stories
to be told in both communities.
Considerable efforts are underway
in both metro areas to attract and
grow new business, as evidenced by
the active small business incubators,
innovative zoning initiatives, and
other development efforts in each
county. However, aggregate economic
indicators continue to be dominated
by the predominantly negative
developments unfolding in the
existing economic base.

Economic Performance to Date
Figure 1 shows the magnitude of the
decline in Anderson and Muncie —
similar to the declines in the nearby
cities of Marion and Richmond. There
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