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The annual outlook edition of the Indiana Business Review has been published for more than a guarter of
a century. We believe you will find this year's edition among the most geographically comprehensive
{combining global and national trends with local analysis) and one of the more insightful. We hope to
increase the number of regional articles for the 1897 outlook, bringing readers news from areas of the

state not represented in this issue.

For those readers who may not have noticed, the /ndiana Business Review is now published monthly. it
comes 1o you in the form you now hold in your hands, in the form of the Update (a four-page review of
current trends in the national and state economies), or both together, with the Update as an insert. Quite
simply, content determines what form the IBR will take in a given month. Suggestions? Comments?
Criticism? Please It us know by e-mail (rogersc@indiana.edu) or by mail: C.0. Rogers, 1BRC, iU School
of Business, 10th and Fee Lang, Bloomingion IN 47405.




The 1996 Outlook: Introduction and Qverview

Bruce Jaffee

Chairperson and Professor of
Business Economics & Public
Policy, Indiana University School
of Business

Table
Summary of U.S. forecast

| he short and generally mild recession of 1990-
91 has now been followed by four years of
§ - recovery and expansion. In 1995 we have seen

solid growth led by business investment in

" equipment, coupled with low infiation, rising
personal incomes, and near full employment. Though
the growth rate in the overall economy is expected to
slacken to abouf 2.5% in 1995, we generally see a
continuation of most current trends into next year. In
one sense, this “more of the same” forecast is not
very exciting. On the other hand, a fifth year in a row
that is recession-free, near capacity, with infiation
under control, is an enviable record. Qur forecast is
summarized in the Table below.

The key “driver” of the economy in 1996 is likely
to be business equipment spending. Although the
10% expected growth rate in this investment category
is below 1995°s approximately 15% rate, it is still
impressive. Housing investment is fikely to be up only
slightly, while business construction will likely grow
by 4%, aibeit stifl from very low levels as it recovers
from overbuitding in the 1980s and the corporate
downsizing and consalidation of the 1990s.

The large consumer spending sector is another
key to the performance of the overail economy in
1996. Moderate but solid levels of consumer confi-
dence, an increase in real disposable income of 2.3%,
modest declines in interest rates, and small but posi-
tive wealth effects from the spectacular performance
of the stock market in 1995 ail presage solid growth
in consumer spending.

The international sector will probably continue to
grow in importance for the U.S. in 1896. The vote
against separating Quebec from Canada and the re-
covery and stabilization of the Mexican economy, at
least haltingiy, are good news for the cutlook for trada
with those key trading partners. Growth will be mod-
est but positive for all major industrial economies.
Japan still has serious financial and real estate prob-
lems, but the worst is probably over.

The big uncertainty for 1996 is the federal bud-
get. A budget compromise wilt be reached, of course,
and there will be another plan to balance the budgst.
The new plan will be more credibie (and painful) than

Gross Domestic Product (GDP}

Personal Consumption Expend
investment

Government Purchases
Exports

Imports

1894 1995 7995
(Shifiion)
5.344 3.0% 2.5%
fures 3.580 2.9 2.3
952 8.7 6.6
23 -0.3 0.0
657 10.0 6.8
767 111 7.8

NOTE: Al GDP components are in 1987 doliars or are infiation-adjusted changes from the previous year.

its progenitors, but the Holy Grail of revenue = expen-
diture wilt not be reached until sometime in the future,
ironically, the impact of the plan will be small in 1996
and witi probably add to the deficit and contribute
fiscal stimuli in 19986, as tax cuts take hold befors
spending reductions.

Monetary policy will be an area to watch cigsely
in 1996. The Federal Reserve engineered (or watched
over, depending on your perspective) a soft landing to
the economy in early 1995. Interest rates remain high
relative to expected inflation. The Fed is likely to leave
them there unless it sees both stronger-than-expscted
economic growth and what it considers to be an ef-
fective budget agreement.

Private Domestic Demand

B. Jefiery Green

Professor of Busingss Economics & Public Policy and
Associate Dean. Research & Operations, Indiana
University Schoo! of Business

Gross Private Domestic Purchases (PDP) is total
demand less government purchases and exports. It is
also the sum of consumer and investment expendi-
tures. PDP was just under 85% of Gross Domestic
Product (GDP) in 1994, Gross Private Domestic Sates
(PDS} is defined as PDF less inventory investment
and so represents the sum of consumer purchases,
purchases of plant and equipment by firms, and new
residential construction. The Figure below shows the
quarterly movements in PDP and PDS over the past
three years.
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Over the last three years, the growth rate for
PDP has averaged 4.9%, whereas that for PDS has
averaged 4.7%. This is a very strong performance.
From 1959 through 1994, growth in PDP and PDS
averaged 3.2%. Because consumer spending is an
important measure of the standard of living, and be-
cause investment spending is important for future
growth and productivity improvements, the receni
rapid growth of PDP and PDS is great naws.

One note of caution is in order. Whenever rela-
tive prices change dramatically, our conventional
measures of growth, including PDP and PDS, will
overstate the actual rate of growth. The large decline
in computer prices in recent years has introduced this
bias into the conventional measures, and the Bureau
of Economic Analysis of the U.S. Department of Com-
merce plans 1o release new measures that correct for
this bias by year-end. Even with this caution, the new
measures will likely continue to show strong growth
in PDP and PDS over the last three yeais

Consumer Spending ~

In the last year, real consumer spending rose 3.2%,
which was more or less in line with the growth in real
GDP. The consumption growth was fueled by 2 3.7%
rise in real disposable personal income. This i,
was a product of a rise in both real compensati... per
hour and in hours worked.

The pattern of growth across categories of con-
sumer spending has shown great variation this last
year. For example, expenditures on autos have fluctu-
ated greatly from quarter to quarter, but have not
shown sustained growth. The level of real spending
on autos was lower in third quarter 1985 than in first
quarter 1994. Expenditures for furniture and house-
hold appliances, on the other hand, have grown
12.4% over the last year in real terms.

lavestment Expenditures

Led by a 27.5% increase in real business spending for
information processing and related equipment, overall
real spending on business equipment rose more than
16% in the last year. This was the main reason private
domestic purchases have been so strong. Real expen-
ditures on structures rose 10.2% in the last year, the
strongest performance for structures since the com-
mercial real estate boom and bust of the 1980s. Busi-
nesses aiso added to inventories this year with accu-
mulation in excess of $40 billion over the last year.

The Forecast

What does all this imply for the rest of 1995 and
19967 The economy is now at full employment and
infiation remains moderate. We see no great shocks
in store for the economy. Even the major fiscal policy
moves being coniemplated by Cengress will not have

much effect in 1996. Thus, we expect continued
growth without a recession through the coming year.

Because the economy is at full employment,
growth will slow to something like the rate of growth
of capacity for the economy, which we estimate is
close to 2.5%. Real disposable income and real con-
sumer spending are expected to rise by about 2.3% in
19986. Hence, there will be little change in the saving
rate. We expect autos to show steady but not growing
demand, with unit saies of new autos averaging 8.9
million in 1995 and 9.0 million in 1986,

investment expenditures should again lead the
economy in 1986, with real spending on business
equipment rising more than 10%. Spending on struc-
tures will also show some strength, growing at a 4%
rate in 1996. The inventory accumulation that was
coserved through most of 1994 and 1995 should
slow in 1986, as the pipeline becomes full and growth
in demand slows.

Finally, overall real PDP should increase 3.2%,
faster than the growth of uverall GDP. This is primarily
hecause the government sector, which is part of GDP
but not part of PDP, is expected to show little or no
growth in 1996.

Fiscal and Monetary
Policy

Carol A, Lehr

Assistant Professor of Business Economics and
Public Policy, indiana University School of Business

At the time of this writing it remains unclear what
form the deficit reduction will assums as Congress
and the Administration battie over the final form of
the fiscal year 1996 budget. Currently, it appears as
though Congress wilt send to the White House a biil
that seeks to balance the budget over a period of
seven years, with a combination of tax cuts and deep
cuts in projected spending. Though the House has
passed a resolutiorbudget, many differences still
remain between the House and Senaie versions of the
budget. It remains to be seen which portions of sither
version will be contained in the final piece of legisia-
tion that will be presented to the President.

However, the major outline of the landmark leg-
islation is similar across the House and Senate ver-
sions. The centerpiece of each bifl is a cut in the capi-




tal gains tax coupled with a tax credit for children. The
versions differ in their income cutoffs for eligibility for
the tax credit and the extent of the projected cuts into
Medicaid, Medicare, and other social programs. How-
ever, both plans contain {arge cuts in government
provision of medical care to the elderly and the poor,
as weli as declines in Social Security payments.

Whatever the details of the plan, at this juncture
it seems likely that the Republicans are going to de-
mand tax cuts, including the child-tax credit and
some form of capital gains tax reduction. And there is
no avoiding government spending cuts if the budget
is to be balanced. However, it is also likely that the tax
cuts will precede the spending cuts, meaning that for
the 1996 budget year one possible sutcome wili be a
short-run stimulus before the subsequent years® dra-
conian tightening. While some may predict that ex-
pected government spending cuts will increase cur-
rent savings to compensate for future liabilities, |
believe that any increase in savings is likely to be
small relative to the projected declines in government
spending.

The most likely contribution of the budget out-
come to economic performance in 1396 will be a
madest drag. The positive contributions o spending
will come not only from the tax cuts, but also from an
increased sense of optimism from a segment of the
popuiation that the budget deficit will shrink consider-
ably over the subsequent vears. However, there will
be other segments of the populaticn feeling increas-
ingly uneasy about their economic future. These in-
clude the elderly and the poor, whose real income
{(which includes government transfers) wili decline.
When considering that there is already a widespread
malaise among the middle-class, who see economic
prospects for themselves and their children diminish-
ing, a budget that could spread the pessimism to a
wider group of people is not good news for the long
term. Furthermore, the budget cuts in their present
form include efiminating or significantly cutting back
in government contributions to educational assis-
tance, which does not bode well for future economic
performance. The future of these programs depends
crucially on the administration’s political maneuvering
and tenacity in the upcoming post-veto batile.

Monetary Policy
0Of course, the above discussion on the 1995 outlook
due to fiscal policy actions was incomplete in the
sense that it failed to account for any reaction to the
“Federal Reserve. Recenily, the Fed has iooked favor-
ably on credible actions 1o lower the budget deficit.
Chairman Greenspan has repeatedly linked further
interest rate reductions to budget deficit reductions.
Therefore, if the budget resolution gives the
appearance of producing significant declines in the

deficit, then monetary policy will most likely react by
decreasing interest rates over the long run. Moreover,
as government borrowing needs fali, the market itself
will adjust to lower credit demand by pushing down
yields. A further stimulus to lower long-term interest
rates could result from lower inflationary expectations
engendered by the contractionary fiscal policy.

However, for 1396 the path of inferest rates will
also be influenced by the state of economic growth
and other inflationary pressures. The 1995 environ-
ment has been one of almost surprisingly low infla-
tion, coupled with decent output growth rates. While
the preliminary third quarter GDP growth numbers
were high reiative to expectations, it is not likely that
the overall annual growth rate for 1995 will continue
at that pace. When the Fed's policy-making committee
next meets, chances are it will react cautiously given
third-quarter growth nurbers and the uncertainty
surrounding the budget scenaric. So the next likely
Fed-induced interest rate change will not come untit
1588, at which time there will be more information
available on fourth quarter economic performance, as
well as the fiscal stance. ;

In summary, as long as fourth quarter indicators
are not too strong and deficit reduction continues at
its current pace, the scenarig is favorable for a mod-
est decline in both short- and long-term interest rates
over the 1996 calendar vear.

The International
Economy

Wichele Fratiznni

AMOCO Faculty Fellow & Professor 6f Business
Economics and Public Pelicy. indiana University
School of Business

Economic growth around the world improved in 1994
and has kept pace in 1995. Table 1, based on data
available in May 1995, indicates that world output is
now growing above long-run trends. This perfor-
mange, in turn, reflects the fact that severa! industrial
couniries are in the expansion phase of the business
cycie, while developing countries as a whole continue
to grow twice as fast as the industrial countries. Of
the so-calied G7 countries (the elite of the industrial
countries, which account for a large share of world
output), only Japan is falling below the trend.




Table 1

Growth of World Quiput, 1977 o 1895

Average 1977-86 1991 1992 1993 1994 1995 {est)
World 3.4 - 1.3 2 25 37 3.8
industrial Countries 2.7 0.8 15 1.2 3.0 30
United States 2.7 0.6 2.3 31 4.1 32
Japan 4.0 43 1.1 -0.2 06 1.8
Germany 1.9 28 22 -1.1 29 32
France 22 0.8 1.2 -1.0 25 3.2
Italy 27 1.2 07 0.7 25 30
United Kingdom 2.1 -2.6 -0.5 22 38 3.2
Canada 3.1 -1.8 0.6 2.2 45 43
Developing Countries 46 49 5.9 6.1 6.3 5.6
Asia 6.9 6.4 8.2 8.7 8.6 76
Source: International Monetary Fund, World Econamic Outlook, May 1395.
Tahle 2
The Feonomist Pali of Forecasters—{ciober Averages
Real GDP % Change CP! % Change C.A. balance % of GDP
1995 1996 1985 1996 1995 1996
United States 30 25 30 3.1 -2.3 -2.1
Japan 0.4 2.0 -0.1 0.2 2.3 2.0
Germany 2.5 2.8 18 2.2 -0.9 -1.0
France 29 26 1.9 2.3 1.1 0.7
Italy 3.1 2.8 54 5.2 1.8 1.9
United Kingdom 28 2.8 34 35 -0.7 -0.8
Canada 2.2 2.5 2.3 2.5 -26 -2:2

Source: The Economist, October 14,.1995.

The United States, Canada and the United King-
dom have been in an expansion phase since 1892;
Germany, France, ltaly, and Japan, since 1994. Hence,
the three English-speaking countries lead the other
four countries by approximately two years and are
more likely to experience flattening or even a reversal
of economic growth. There are no signs of an im-
pending recession, however. The consansus of the
forecasters polled by the weekly Fconomistis that the
“real economies” of the U.S., Germany, France, ftaly,
the U.K., and Canada will expand at approximately the
same rate as in 1995 (see Tahle 2).

Japanese growth will imprave in 1996. Neverthe-
less, this economy continues to underperform relative
to is long-term trend. The factors at work are the
defiation of the real estate price bubble, the deteriora-
tion of the quality of bank assets, the sharp slowdown
of Japanese exports following an appreciating yen,
and pressures on Japan to reduce its current-account
surplus. The restructuring process from an expori-
oriented to a domestic-oriented economy is slower
than anticipated and is responsible for part of the
economic slowdown. But another reason for Japan's

poor performance has to do with a lethargic eco-
nomic policy that has failed to recognize the impor-
tance of a healthy financial system for the economy
as a whole. Unlike the U.S., which took stock of the
gravity of the S&L crisis and took appropriate action,
the Japanese authorities have tried to buy time, hop-
ing that banks and financial firms would grow sponta-
neously out of the crisis.

Although there is no plan for rescuing Japanese
banks, the monetary policy action taken in September
of this ysar suggests that the Bank of Japan and the
Ministry of Finance have come to the conclusion that
the “time buying” strategy was not working. The Bank
of Japan reduced the discount rate {0 an ali-time
historical minimum of 0.5%. The expansionary mon-
etary policy has reduced the probability of major bank
failures and will have a positive impact on economic
growth in the next 6 to 12 months. Fiscal policy is
also expansionary. In sum, economic policy seems to
have lifted a weight on Japanese growth.

The 15 couniries of the European Union (EU) are
preparing for European Monetary Union at the end of
the century. Membership in the union is not auto-
matic, but rather depends on mesting convergence
benchmarks of inflation rates, interest rates, govern-
ment debt, and government budget deficits. Tiie vast
majority of the countries are “way off” these conver-
gence benchmarks, especially those concerning pub-
lic finance. A few countries, such as Beigium and
{taly, have debt-to-GDP ratios that are more than
twice as large as the required ones. in an attempt to
satisfy the convergence criteria, EU governments wil
have to implement restrictive policies that would undo
some of the effects of the fiscal profligacy of the
1670s and the 1980s. Failure to implement corrective
fiscal policies is bound to exacerbate the conse-
quence on future generations of citizens.

France is a good example of this confiict. Adher-
ence to the convergence benchmarks requires a tight
fiscal policy. Yet a tight policy will raise the already
high unemployment rate in France. Democracies have
tended to postpone severe economic adjustments
simply because future generations of individuals do
not vote and are not adequately represented by cur-
rent generations. Democracies, furthermore, have
found it easier to raise taxes than to cut the growth of

" public spending. Higher tax rates reduce budget defi-

cits only temporarily. As time goes by, the growth of
public spending creates larger deficits and renewed
calls for higher tax rates. The reiative size of govern-
ment is such that the correction cannot be postponed
for many more years.

Inflation rates in the industrial countries remain
at historically low levels (below 3%). Those in the
deveioping world, which have been much higher
historically, are still coming down. In the fast-growing




Asian couniries, inflation rates average about 7%.
Low rates, in turn, enhance the prospects of a pro-
tracted expansion phase of the business cycle.

Short-term rates of intarest have falien in Ger-
many and Japan, are rising in Canada, France, italy
and the UK., and remain approximately the same in
the United States. Long-term interest rates are higher
than short-term rates in virtually all industrial coun-
tries. The positive spread between long- and short-
term rates is typical of an expansion phase of the
business cycle and can be interpreted as a market
forecast that future short-term interest rates will be
higher than they are now. Long-term inferest rates in
the G7 countries range from a minimum of 2.9% in
Japanto a maximum of 11.5% in lialy.

Given the high degree of capital mobility among
industrial countries, real rates of interest cannot di-
verge too much from one another. Assuming a real
rate of interest of 3%, we can infer that expected
infiation is very contained in the industrial world.
While the average is low, the dispersion is still rela-
tively large. For example, the markets view Japan’s
expected inflation as nonexistent, whereas aly’s
expected inflation is approximately 8%.

Since 1985 the U.S. government, both alone and
in coaperation with the other members of the G7
group, has pursued a policy of dollar depreciation
with the aim of correcting its external imbalance.
Furthermore, it has progressively engaged in an active
trade policy, particularly with respect to Japan. The
motivation underlying this policy is the balief that the
U.S. has a trade deficit because other countries—but
especiaily Japan—de not play “fairly.” This is a mis-
guided concept. Cur trade deficit has little to do with
unfair trade practices and a great deal to do with the
fact that the U.S. saves too little relative to its invest-
ment needs. Trade deficits will persist so long as the
saving/investment imbalance remains. Further devalu-
ations of the dollar and a more aggressive rade
policy are a minor force in ractifying our trade deficit.

Table 3 presents a summary of our forecast.

Table 3
Summary of International Forecast
(In Biilions of 1987 doflars, NIA Avg.)

1995 1996

Estimated Forecast
Exports 730 794
imports 847 914
Net exports -117 -120

Capital Marke&s

Michael Simkowitz

Professor of Finance and Chair of Alumni Programs,
Indiana Universilty School of Business

The stock market continues to climb a wall of worry.
Maost of that worry is generated by your author, who
is concerned as to whether he did not sell some
stocks too early. The mariet’s action over the last 12
months has been quite impressive, but more about
the stock market later.

Our forecast is calling for a rather quiet year on
the economic scene. Since growth should continue at
much the same rate as the long-term capacity of the
economy, it is not surprising that we are looking for
interest rates to remain approximately where they are.
This means we expect long-term treasury bonds to
remain in the 6-1/4 to 6-5/8 range and for 90-day
treasury bills to decline by 1/4 to 1/2 point from their
current levels of 5.5%.

The weakness of the Japanese and German
economies means foreign rates should not be aggres-
sive competitors for investment. This will allow the
Fed to determine policy mainly on domnestic factors.

The outlook for corporate earnings is not quite
as sanguine. Earnings have grown at a rather impres-
sive rate in 1895. The operating earnings for the Stan-
dard & Poors 500 should be up approximately 14%
over 1994, But in looking ahead at next year, it ap-
pears that operating earnings for the S&P may
struggle to manage a 4 to 5% growth. Avery large
part of the improvement of U.S, corporate earnings
over the past few years has been the result of an
gxtremely successful campaign of cutting costs, pri-
marily in the area of overhead. The downside of im-
proving earnings through cost-cutting is that there is
a definite limit o how low one can cut costs.

This reminds me of the story of 2 man who
came upon a farmer with a cart that had been pulled
by a horse. The horse was still in its traces, but was
lying dead in the road. The man asked the farmer
what the problem was and the farmer replied, “Well, |
thought | had a good thing going. About a year ago |
began to cut back on the horse’s feed, fed him a little
less each day, and he continued to work just fine.
Finally, last week | got down to where | wasn't feeding
him at ali, and just then the darn thing died on me!”
There is both a moral and a fesson here for corporate
management as to how far one can cut costs before
the horse dies.

The last two months have been characterized by
more downward revisions of earnings than upward




revisions by analysts. If we look at the paitern, we see
there was a sudden surge in the number of upward
revisions of earnings starting back in October 1994—
coinciding with the beginning of this most recent leg
of the buil market. The upward revisions guickly
reached their peak toward the end of November 1994,
and since then we have had more downward revisions
than upward, though the pattern has not been a
steady one. However, in early September 1995 the
number of downward revisions caught up and sur-
passed the number of upward revisions. What we are
seeing is the end of this leg of the bull market, which
to a great extent was driven by the surprisingly good
earnings in early 1995.

The other and very major impact on the market
for the last few years (especially the past 18 months)
has been the virtual flood of money from individual
investors coming into the market. The primary vehicle
for this has been mutual funds, and a large volume of
the money is in 401k plans. Investors will be slow to
alter their commitment to their 401k plans; when they
do, it will not be to reduce their contributions but
possibly to reduce their commitment 1o equities. it is
interesting to note that as American pensions shift
stowly but steadily from defined benefits to defined
contributions (i.e., 401k plans), the flow into the capi-
tal markets becomes steadier. Corporate pension
contributions are notoricusly irregular. Keep in mind
that corporate plans can become underfunded and
that the determination of proper funding is subject to
some manipulation of the assumptions of interest
rates and expected returns. The net result is that, to a2
great extent, corporations can make the actual trans-
fer of funds to the pension fund when it is convenient
for them, as opposed {o doing it every guarier or -
every month or even every year. But the 401k plans
angd their potential matching contributions by the
employer are much steadier. This institutional struc-

ture is relevant when we think about what some of the

risks are o our forecast.

It is our general consensus that the forecast is
subject to more downside risk than upside risk. In
other words, we believe there is a large chance that
the growth mav be less than what we are forecasting.
if that is true, corporate earnings would struggle o
show much positive growth, at ieast for the S&P 500.
Under that scenario, we could see the investor begin
1o pull away from equity markets. At the same time,
the slowness in the economy wiil most likely encour-
age the Federal Reserve 1o increase the growth in
mongy supply and reduce inferest rates. If we are
right that the 401k money will not decline in the ag-
gregate, but possibly swiich from equities 1o bonds,
this wili aliow the Fed to reduce interest rates gquickly;
thus, the market would be receptive as some of the
401k money that is pouring into equities is diverted

into bonds. The net result will be that any decline in
the stock market will be dampened by a significant

decline in interest rates, which should help stabilize
the stock market.

Although our best forecast is for long-term rates
to be fairly stabie and short-term rates 1o decline
stightly, if the economy does weaken we could see an
additional 50 basis point drop in short-term rates and
possibly a 60 basis point drop on iong-term rates.

in summary, long-term investors should stay
strongly comnmitted to the equity market, though they
may want to be cautious about adding 1o their posi-
tions, keeping some powder-dry to take advantage of
any market corrections. These market corrections
should, at most, be in the 15% range from current
levels, with the Dow Jones now at 4750 and the S&P
500 ciose to 580.

Housing

Jeffrey D. Fisher

Associate Professor of Finance & Real Estate and
Director of the Center for Real Estate Studies,
Indiana University School of Business

The outlook for housing is much better than it was
one year ago. Al that time, mortgage rates had just
risen about 200 basis points from the previous year,
1893, when they hit a 28-year low. Mortgage rates
have fallen again this year (Figure 1), though not
quite 1o the level reached two years ago. This de-
crease has pushed sales of previously owned homes
10 2 4.15 million annual rate, which is up 7.2% from
{ast year—a leap that represents five months of con-
secutive increases in home sales.

Pent-up demand from the early 1990s recession
had helped propel single-family housing starts over
the one million unit mark during 1993-94. But we
have remained at that level through 1995 and wiil
probably remain there through the coming year, The
g0od news is that the principal home-buying age
group, those aged 35 to 54, has expanded by 10
million peopie during the first half of the 1990s, im-
plying continueg demographic support for this mar-
ket. Thus, aitb: 21 a significant ingrease in single-
family housing <=/s is not fikely, a decrease is
equally unlikely.




Figure 1 Multi-family housing starts have benefited from

Morigage interest Rate Time Series, 1994-18085 the increased availability of capital from banks and
3.00% other sources, such as real estate investment trusts
{REITs), for new construction. Although the decrease
8.75% in mortgage rates has lured some people to own
8.50% : rather than rent, muiti-family housing starts will fikely
8.25% remain at the current ievel. Total housing starts
ek (single and multi-family} will probably remain flat
8.00% during 195686, at an annual rate of about 1.4 million
7759 units. Housing starts peaked at 1,972,000 in January

1972 and reached a low of 837,000 units in late 1981.
Last year, to mitigate the rise in the rate for

fixed-rate mortgages, many borrowers fook advan-

7 00% 1 C o SRR tage of the steep yield curve by choosing adjustable

e A R > e s A rate mortgages (ARMs) rather than fixed-rate mort-

Jul - Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep gages. As rates fell this vear, borrowers switched

94 94 84 64 94 94 94 G5 95 95 95 95 85 95 95 .

hack to fixed-rate mortgages and the percent of ARMs

dropped from 60% a year ago to 23% in recent

7.50%
7.25% S

Figuye 2 . months. This is expected, given the narrower gap

Median Home Price, 1994-1895 between ARM and fixed-rate mortgages we see in the
$82,000 current market.

$80,000 The median home price in Indiana (Figure 2)
$78,000 was $79,500 during second quarter 1995—an in-
R crease of almost 9% from second guarter 1984, This
$76,000 compares to a slight decrease in the median home
$74,000 g price for the nation during the same time period. The
$72.000 median price in Indiana is still considerably less than

' that for the rest of the nation—$109,000 for second

$70,000 quarter 1995. The gap between home prices in indi-
$68,000 ana and those of the U.S. suggests much room for -

growth, which we have predicted for severai years

$66,000 SN R A T b ' :
3004 4004 1095 2095 3095 and which has been coming true.




Morton J. Marcus

Director, Indiana Business
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Figure 1

Economic Expansion Continues in indiana

i ver the past year, from mid-1994 to mid-1985,

§ total real earnings in Indiana (what people make
1 as a result of working for themselvas or some-

§ one else, after adjustment for inflation) grew by
3.4%. This was well ahead of the nation’s 2.1%
growth indiana ranked 13th in the nation, beating out
filinois {2.8%}, Kentucky (2.1%), and Ohio (2.3%),
but falling short of neighboring Michigan (6%), which
ranked 4th behind number one Utah (8.7%).

Leading the way for Indiara was durable goods
manufacturing, with a 6.6% increase (see Figure 1).
Also showing strength were construction, wholesale
trade, and finance, insurance, and real estate. Federal
military and civilian cuts hit Indiana harder than other
states. In addition, earnings in farming and mining
declined more sharply in the Hoosier state than
across the nation.

This generally upbeat view is modified by the
effect of the soft landing engineered by the Federal
Reserve to avoid inflation. Because Indiana continues
to depend heavily on manufacturing durzble goods,
increased interest rates reduced total Hoosier earn-
ings during second quarter 1995 (see Figure 2). The
state’s loss of 1.6% in earnings was more severe than
the national decline of 0.2%. When interest rates rise,
big ticket consumer purchases are particularly af-

Percent Change in Real Earnings: 201994 1o 201995

a United States
8 |ngiana

TOTAL

Farm

Ag. serv. for fish
Mining

Construction
Nondurable goods mig.
Durable goods mfg.
Trans. & pub. util.
Wholesale trads
Retail trade

Fin., ins. & real esiats
Services

Federal civilian
Federal military

State & focai govi.

-16 -14 -2 -16 -8

* fected. These include autos and appliances—ihe

types of goods Indiana makes. We anticipate, though,
that this decline will prove to be of very limited dura-
tion, considering the lowering of interest rates and the
continged growth of the national economy.

The Longer View

The setback also is slight in view of the fong upward
path the state has followed since third quarter 1983,
Over that period of 47 quarters, total real earnings in
Indiana have grown at an average annual rate of
2.9%, compared to the nation's 2.6% increase.

in 1983, Indiana reached the bottom of its steep
absolute decline in real earnings (fig. 2}, but was still
more than five years from its iow point relative to the
nation {see Figure 3). For nearly five years (1986
through 1990} the state flirted with 3 2% share of
U.S. earnings as restructuring swept through the
manufacturing sector. Recently, however, the state
climbed above a 2.1% share again, though still well
below its 2.5% peak of 1978. To put that in current
dollars, earnings in Indiana in second quarter 1995
stood at $89.6 biilion. If we were at the 1978 peak in
our share of the nation, sarmings would have been
$104.6 billion, or nearly 17% higher.

The decline was clearly associated with manu-
facturing (see Figure 4). From a high approaching 2
4% share of the nation’s earnings in manufacturing at
the ciose of 1978, indiana fell to 3.3% eight years
later. Now, in 1985, the state has achieved 2 3.7%
share, which returns us to where we were at the end
of 1978. This recovery, however, did not begin until
after the recession of 1990-91. Our resurgence is of
recent origin and may partly reflect declines in other
states where defense spending cutbacks have been
{elt most heavily.

Figure 2
Indiana Real Totai Earnings
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The previous absolute peak in earnings for indi- Fourth quarter 1991 was only 13,800 ahead of 1990._

ana was reached in first quarter 1979, just before the Then, in 1992, employment began to surgs,
second oil price increase of the 1970s sent American finishing the year 61,000 jobs ahead of 1991. in-
industry into its historic tailspin. !f we measure from creases of more than 83,600 in fourth quarter em-
that peak, the people of Indiana still have not recov- ployment occurred in 1993 and 1994. The same is not
ered their lost earnings (see Figure 5). The cumula- expected for 1995, however. The soft landing of 1895
tive deficit began in second quarter 1979 and contin- has cut year-to-year employment gains to about
ued to grow without interruption through the end of 45,000. The fourth quarter should come in stronger
1988. Then we had alternating periods of advances than that number, but we expect all of 1996 to aver-
and setbacks, with no perceivable improvement age out at that level.
through the recession of 1990-91. it is only since Indiana will experience continued growth in
fourth quarter 1991 that tota! reai eamnings in Indiana 1996, but at a slower rate than in the past few years.
have exceeded the levei of early 1979 consistently and The restraints on the national economy will keep
reachad new highs. employers from expanding production and inveniory
growth while maintaining a stable labor force. Cur

Employment Prospects for 1996 anticipation is for a year of steady but moderate ad-
The Indiana economy has added about 350,000 jobs vanices for Indiana. This is good news for employers

i since first quarter 1989. Most of this progress has who have been having difficuity finding suitable em-

i occurred in just the last few years (see Figure §). ployees. The coming year will provide some breathing
The pattern of establishment employment in room to train existing employess for the work to be
Indiana is highly seasonal. The first quarter is usually done. However, workers seeking new positions may
the low point of the year. Then, as the weather im- find the search for employment takes longer than in
proves, employment rises in the second quarter, adds the heady days of 1994. Unemployment rates in most
2 bit more in the third quarter, and surges at the end counties should rise slightly by the end of 1996. De-
of the year. In 1989, 100,000 jobs had been added by spite this siowing of the economy’s growth, 1996 will
the fourth quarter. But a vear later the cumulative sustain the economic expansion that has been so
growth was up just 11,400 from the 1989 level. favorable to Indiana for more than four years.
Figure 3 Figure 4
Indiana as a Percent of U.S. Real Earnings Indiana’s Percent Share of U.8. Manufacturing Eamings
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Anderson

Barry Ritchey

Associate Professor of Economics, Anderson
University

Like many other areas in indiana and around the na-
tion, Madison County has experienced a decling in
unemployment, which began in 1893 and has contin-
ued through September 1995. After hitting a decade
low of 5.2% in 1994, the tocal labcr market has con-
tinued to tighten to an average of 4.5% for the first
nine months of this year. By the end of September,
the rate had declined to a mere 3.7%. This perfor-
mance far exceeded expectations. The local fabor
market is beginning to show signs.of being stretched
too thinly, however, as many locai businesses are
beginning to have difficuity filling vacant positions.

Total employment in the county rebounded from
a decrease in 1993, to show a net increase for 1994
of 1,028 jobs. The number of jobs in the manufactur-
ing sector did not decrease in 1994. in fact, there was
a slight increase. Nevertheless, we must be careful
not tc misinterpret this outcome. Rather than a signal
of a new trend, it is likely that 1994 was the resuit of
local paolicies in early retirement and the age mix of
the manufacturing work force.

Local construction has again been 1 source of
economic stimulus. Higher interest rates did not
choke off the building activity in the county for either
1984 or the first eight months of 1895. At this time
last year, we knew 1994 was going 1o be a great year
for nonresidential construction. The total amount of
building permits issued hit $49.6 million by year's
end—more than four times that of the previous ysar.
This was simply an unusual year for local construc-
tion. The first eight months of 1995 have shown some
cooling off. Still, the $16 miliion plus in permits is-
sued {through August) are higher than any yearly total
for each of the last 10 years, except for 1994.

The housing market continues 1o be just as en-
couraging. For 1994, $38.5 million in permits were
issued. This value has increased every year for more
than a decade. More than $30 million in permits were
issued through the first sight months of 1995. Again,
this is the best eight-month total for more than a
decade.

Our local economy has shown a strong expasn-
sion for the first half of this decade. This is reflacted
in the movement of personal income and the stability
of wages. Personal income rose 7.3% from 19891 to
1992 and then increased again from 1992 to 1993 by
5.3%. Despite the loss of manufacturing jobs in the

first three years of the decade, wages have remained
above the state average. Most of the economic signs
from 1994 and 1995 indicate these trends will con-
tinue.

As the 1980s ushered in a decads of contraction,
the first half of the 1990s has introduced a decade of
expansion. There has been a clear confidence and
direction refiected in the housing, construction, and
employment markets. The income side has shown
more stability than in the 1980s. if there is any down-
side to all of this, it is that we have certainly reached
capacity in the [abor market. This may prove to be an
inhibitor to further expansion. Still, there are sufficient
signs to remain positive about our future.

Columbus

Patrick Mishae! Roonay and Ammar Askari

Associate Professor, Assistant Director for Academic
Affairs and Special Assistant to the IU Vice President
for Long-Range Plarning, Indiana University-Purdue
University Columbus; and Visiting Assistant Profes-
sor HIPUC

The akceptionally strong employment performance of
the past four years continues in the Columbus area
{see the Table). The first three quarters of 1885
posted lower unemployrnent rates than the same
period in 1994. For example, the 3.0% unemployment
rate of third quarter 1995 (the lowest in the past two
and a half years) is half a percentage point lower than
that of third quarier 1994. By the same token, the
number of people employed has grown 5% for the
third quarter over the period beginning ir third quar-
fer 1994,

it is noteworthy that the number employed has
iumped an amazing 31% in the two-vear span be-
tween first quarter 1893 and first quarter 1995. These
figures are more than double the percentage increase
in Columbus’ city population of 13.6%—irom 32,000
in 1980 to an estinated 37,500 in 1985. At any rate, a
tocal unemployment rate close 10 3.0% (3.5% a year
ago) compares very favorably with the national unem-
ployment rate of 5.6% (5.8% a year ago) and the
siate’s 3.9% (5% a year ago). Regionally, with the
exception of Brown (2.6%) and Jennings (3.1%)




Table

counties, Bartholomew County’s July unemployment
rate of 3.2% (3.9% a year ago) is the lowest in south
central Indiana. :
Residential construction continues its vigorous
growth. The estimated value of permits issued in the
third quarter averaged $5.4 million a month. August,

~ with an estimated permit value of $7.3 milfion, posted

the highest monthly permit value in 16 months. This
peak in construction activities is reflected in four new
mid-priced housing developments within the Colum-
bus area. it is reported that these developments will
put almost 900 new lots on the market.

The real estate market does not seem to be-. -
slowing down. The average selling price in 1935 {year
to date) stands at $111,969, while the third quarter
posted an average of $112,332, a 6% increase over
third quarter 1994. The number of houses sold in
1995 up to the first week of October was 652, includ-
ing 254 for the third quarter. Sellers received 38% of
the list price, which is almost identical to last year's
sales-to-list price ratio. For the past five months,
including October, the average listing duration for a
soid property was 120 days.

Cummins announced a restructuring program
that will cut about 10% of its worldwide work force,
along with potential closing or cunsolidation of plants.
Locally, this may mean a loss of jobs for 650 workers
in southern Indiana. However, this development may
not be as disheartening as one might think, given the
previously announced plans for investing $35 miition
in expanding the fueif system plant in Columbus and
the $70 million new enging block manufacturing line
in Walesboro. All in all, Cummins’ “diet program™ may
be a welcome indicator of a trimmer, healthier, and
more competitive future.

Barthelomew Ceunty Employment Statistics

Year

1974-1994
1974-1979
1980-1989
1990-1994

1094
2Q94
3Q84
4094

1093
2Q85
3095

Unemployment Number % Annual Employment
Rate (mean} Empioyed Growth {mean}
6.7 27,600 2.4
52 25,500 3.0
8.2 27.70C 1.2
5.3 30,400 4.8
43 36,700 252
40 38,100 21.3
3.5 38,500 15.9
3.9 37.800 20.7
36 38,500 48
3.3 39,300 32
30 38700 5.0

Note: The third quarter figures used preliminary September figures pulished by the South
Central ingiana Workforce Development Services agency.
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Local Forecast

Overall, we are predicting a continuation of the cur-
rent recovery, along with an 85% probability that the
economy will continue to experience moderate, sus-
tainable growth of about 3% for the next year or so.
This implies continued downward pressure on the
national and local unemployment rates but relatively
little pressure on inflation.

Because the national unemployment rate has
failen 0.2% from a year ago, our simple economstric
forecast would predict that the local unemployment
rate would fall 0.36%. The focal annualized unemploy-
ment rate fell haif a percentage point from a year ago
and 0.6% from the beginning of this year. Given that
we are operating at historically fow unemployment
rates, our forecast is that the local rate cannot be
expected to fall much further.

There is about 2 10% chance that the economy
will grow maore rapidly than expected {around 4%). If
this happens, the bond market will react unfavorably
and long-term interest rates will be driven higher
fairty quickly as investors brace for an increase in
inflation. This would choke off further excessive
growth fairly quickly.

Finally, there remains a very small (5%) prob-
ability that the Fed will overreact to the recent GDP
growth rates and raise interest rates too rapidly. This
would create “recessionary growth” (i.e., real growth
between 0 and 2% and slowly rising unemployment
rates) or a recession (negative real growth), pushing
the national unemployment rate back up. In this case,
the local unemployment rate would worsen at aimost
twice the speed of the national rate.

Evansvilie

Maurice Tsai
Frofessor of Economics, University of Evansvilie

The past vear has been a slow growth year for the
Evansville area economy, with greater expansion in
services industries than in goeds-producing indus-
tries. As seen in the Table on the next page, the
economy grew at 1.6% in 1995, below the annual
growth rates of the past three years. The national
economy aiso performed below the previous vear’s
lgval.

Evansvilie began 1995 with a strong first quarter
in most sectors, followed by a weak second guarter,
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Evansviile Area Business index (Revised 7992 = 700}

Ingustrial Trade &
Period Product Services  Construction
QUARTERLY INDEX
101994 104.67 104.57 103.49
201994 106.50 107.13 109.30
3Q1994 110.24 106.06 117.51
401984 97.74 107.20 125.53
1Q1835 106.30 106.69 112.55
2G1995 102.55 107.52 115.38
301995 106.43 108.14 123.33
401995 106.00 110.00 125.00
ANNUAL INDEX
1930 99.25 98.21 98.89
1991 97.83 98.75 86.18
1992 93.96 100.07 100.44
1993 102.66 102.59 104.47
1994 104.79 106.24 115.46
1895 (est) 106.00 108.09 119.37
1996 (proj} 107.30 112.20 125.00
ANNUAL GROWTH RATES (%)
1491 -1.4 0.8 -12.9
1892 2.2 13 16.6
1993 27 28 40
1994 2.1 35 105
1995 fest) 1.2 1.7 34
1996 (proj) 1.2 38 47

Composite

Transportation Finance Employment index
101.04 105.51 104.03 104.70
104.31 108.88 105.98 106.92
104 51 107.70 105.26 - 107.85
105.01 108.75 105.12 104.85
100.84 189.18 105.19 106.33
101.84 111.89 105.30 108.12
101.27 117.30 105.86 108.23
102.00 110.00 108.18 109.37
105.50 96.17 97 86 98.88
100.26 98.81 - 9816 97.78
9945 - 99.71 100.08 100.04
100.40 106.20 101.72 102.68
103.72 107.96 105.10 106.10
101.49 114.34 106.28 107.79
103.72 117.00 109.00 111.00
5.0 27 0.3 -1.2
-0.3 0.8 T 20 2.3
0.5 85 1.8 28
33 1.7 3.3 33
-2.1 58 1.1 16
22 K b 28 39

and moderately strong third and fourth quarters. The
manufacturing sector posted a growth rate of 1.2%,
below the rates of the previous three years. Manufac-
turing employment maintained the same levei as in
1994, but the share of durable goods production
declined while the share of nondurables production
gained. The current employment in primary metal
production shows a decline of 18% from its 1392
levels, and the employment in electrical equipment is
14% lower than its peak in 1993. In nondurable
goods production, plastic production employment
rose by 800 from 1993 levels.

In 1995, the region showed a continuing ten-
dency toward becoming increasingly service-oriented
and less goods-production oriented. Trade and ser-
vices posted a 1.7% growth in 1995, which is beiow
1993 and 1994 levels. During 1995, retail and whole-
sale trade added 500 to 700 workers to their payroils.
The medical sector added 1,400 empioyees in 1994
and another 200 in 1895. Activities in the trade and
services sector will really begin to surge in December
1885, as the riverboat gambling industry opens its
doors.

Another growing industry in this area in 1995
was construction. The construction index registered a
10.5% growth in 1994 and another estimated 3.4% in
1995, Residential constructicn was below the 1894

12

level for the first half of the year, but regained that
tevel in the second half. Business construction has
been stronger than in 1994 from the beginning of the
year.

Finance was also strong in 1995, The finance
index rose by an impressive 5.8% and financial em-
ployment gained 3.2%, including all finance, insur-
ance, and real estate. Activities in transportation de-
clined by 2.1% in 1995. Employment in this sector
rose 14% from 1992 to 1934, then remained at this
level in 1985, Air transportation activity has been
fower in 1995 than in previous years.

The regional employment index in 1985 posted a
1.1% growth compared to 1694’s 3.3%. Slow growth
in employment was coupled with a low unempioy-
ment rale, which averaged 5.4% for the first five
months before falling to 4.6% in August. Tightening
of the labor market may be comirg to Evansville in
the near future. :

Gutlook for 1845

The outlook for 1996 is quite bright, probably the
hrightest in recent years. Riverboat gambling began
its oparation on December 8, 1995. This new industry
is a shot in the arm for the Evansville economy, espe-
cially 1o the growth-thirsty downtown area. One thou-
sand workers will begin their work in December and
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Figure
Fort Wayne Metropolilan Area and U.S. Payoll Employment

another 800 workers will be added in December 1996
when the 44,000 square-foot pavilion, 250-room
hotel, and 1,660-space parking garage go into opera-
tion. Not only will substantial employment and in-
come gains benefit the community, but a large
amount of revenue will flow into state and local gov-
ernment coffers, which can be used for the improve-
ment of structures in the Jowntown area and other
related services.

in 1896, the construction of a Super Wal-Mart
on the east side of Evansville wili be completed,
bringing another increase in employment and income
{o the community. Aithough some of these gains may
be partially offset by losses of existing firms, Toyota
has announced that it is locating ifs new truck plant in
Gibson County, near the Evansville area. The decision,
announced on November 30, will have a significant
aconomic impact on the area, creating far greater
benefits fo the regional economy than the riverboat
operations. in short, the near fufure of the Evansvilie
economy is very promising. Investmenis in the new
airport, transportation netwaorks, and living environ-
ments in the past years will soon be rewarded hand-
somely.
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Fort Wayne

Thomas L. Guihrie

Associate Professor of Business and Economics,
Indiana University-Purdue University at Fort Wayne

For the six years between 1983 and the end of 198,
payroli employment in the six-county Fort Wayne
‘metropolitan area grew at a compounded annual rate
of 6.3% (see the Figure). National payroll employ-
ment growth for the comparable period was 3.7%
annually. After a two-year hiatus, empioyment growth
in the Fort Wayne area resumed at a 1.9% annualized
rate between 1991 and the end of 1994. National
employment growth for the comparable period was
1.6% annually.

There is no economic law that restricts a particu-
lar geographic region from consistently growing
faster than the national economy. Fort Wayne has
done it for more than 20 years.” Howsver, evidence is
growing that the area ecanomy is bumping up against
capacity constraints. This is especially true with re-
spect to iabor. in the just concluded annual policy
survey conducted by the Greater Fort Wayne Chamber
of Commerce, 65% of *he respondents identified 2
“shortage of adequately qualified fabor” as the most
important business-refaed problem currently facing
northeast indiana. That is up from 19% two vears
ago. Furthermore, 102 of the 170 responding compa-
nies indicated they planned to increase employment
in 1996. Only nine companies indicated a planned
decrease.

The upper limit of the Fort Wayne area econ-
omy's growth rate is likely determined now oy its
ability to add capacity—both physical and human. To
that end, it rmay be well to remember the 1.9% annu-
alized growth rate in employment experienced be-
tween 1991 and 1994. Given the capacity constraints
discussed above, it is extremely unlikely that the area
eCconomy can grow faster than the 1.9% for a sus-
fained period of time. More likely, it will approach the
.8, potential of 1.6%. Of course, a necessary condi-

tion to an increase in the Fort Wayne area economy in
1908 is an increase in demand. Again, the outlook is
modest at best.

Employment in the health industry—a traditional

growth market in the Fort Wayne area—is likely 1o

=1t shouid be noted that from 1579 10 1982, the Fort
Wayne area economy declined precipifously compared 1o the
national ecenomy; therefore, the area economy ungoubtedly
hat more excess capacity {e.g., laboy) than did the U.5.
economy in 1983,



shrink in 1996, given the pressures for cost contain-
meant emanating from Washington, D.C. It is esti-
mated that HMOs (heaith maintenance organizations)
have only 25% of the local market. This suggests
substantial potential for downsizing.

National downsizing in the financial and insur-
ance industries will probably continue unabated in
1996. Both are important segments of the Fort Wayne
area economy. Whether the area wins or loses de-
pends on individual company decisions. To the extent
that government spending at all levels is under attack,
it is difficult to envision the government sector grow-
ing in 1996.

Construction employment is likely to increase in
1996 given the need to add physical capacity and the
relatively low interest rates (compared to the last 10
to 15 years). But the estimated 20% increase in em-
ployment in 1995 is not likely to be duplicated. Fur-
thermore, the sector isn’t large to begin with, so even
a 20% increase equates to only 2,000 jobs. Develop-
ment of the Steel Dynamics, Inc. compiex near Butler
continues, and the recent announcement by General
Motors to build a sheet metal plant adjacent fo its
assembly plant should be noted. The completion—
finally—of a bypass around Fort Wayne offers new
opportunities for business-related development.

The 1996 outlook for manufacturing (which
employs one of every four people in the Fori Wayne
area) is mixed. Auto and light-truck sales—the bread-
and-butter industry—wili be extremely lucky in 1996
to match 1995 sales of what now looks like 14.7 mil-
fion units, inciuding both domestic and import sales.
Although the opportunity exists to continue to in-
crease penetration of the original equipment market
of the transplanted auto companies, the extreme
pressure on the transplants has subsided, at least
temporarily, because of a strengthening doilar.

The two sources of strength in manufacturing in
1996 are likely to be business equipment manufactur-
ing and exports. Equipment spending wilt continue to
be strong, though probably not at the double-digit
growth rate that has prevailed. The case for improved
export growth is made in the national forecast related
earlier.

in conclusion, the Fort Wayne area economy will
be fortunate to experience a 1 to 2% increase in area
employment in 1996, with one percentage point
equaling about 2,600 jobs currently. Such a forscast
is much more in line with the national forecast {as-
suming it materializes). This is not a relationship to
which we are now accustomed, but it is one that is
likely o prevail.

indianapolis

Robert Kirk

Professor of Economics, Indiana University-Purdue
University Indianapolis (JUPUI)

The performance of the Indianapolis metropolitan
area economy has been relatively strong over the past
year and is expected to continue, though at a some-
what lesser rate, in 1996. (Nine counties—Boone,
Hamilton, Hancock, Hendricks, Johnson, Madison,
Marion, Morgan, and Shelby—comprise the India-
napolis Metropolitan Statistical Area, as defined by
the U.S. Office of Management and Budget.) Employ-
ment is expected to increase 1.5 to 2%, with real
personal income increasing at 3%.

Compared to other large metropolitan areas in
the region, Indianapolis’ employment growth ranked
second, as indicated in Table 1. Its performance was
balanced, with strength in both the manufacturing and
nonmanufacturing sectors. The Detroit metropolitan
area has be:sfited from the automobile cycle and the
shift to lean manufacturing, which encourages close
relationships between the assemidic: i Her ane
suppliers.

When the Indianapolis employiic., :
disaggregated by industry, the primary contribusur.,
are nondurable goods (especially printing and pub-
lishing) and retailing {especially building materials,
general merchandise, and restaurants). Part of the
retailing strength has been driven by strong popula-
tion growth. Table 2 presents the percent change in
population between 1990 and 1994 for the same set
of metropolitan areas in Table 1.

indianapolis’ change exceeded that of indiana
and the United States. Estimates of population change
are based on natural increase (births minus deaths)
plus net migration. Net migration is positive when
more people move to an area than away and negative
when more move away than to the area. In the case of
Indianapolis, it was positive. Employment change and
net migration are interrelated. For example, it has
been sstimated that two extra jobs attract about one
additional net migrant; and one additional net migrant
has a direct effect on area employment of almost 1.4
jobs. Apparently Detroit met most of its increased
employment by an increass in its labor force partici-
pation rate rather than in migration.

Populiation Projections

Will area businesses find it easier to attract {abor?
What will be the expanding market for goods and
services? These questions “.:ii be answered, in part, -
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through population projections by age group. Table 3
provides population projections for 1995 and 2000 by
specific age groups for the Indianapolis metropolitan
area. A few observations based on Table 3 include:

» Retailers looking for new employees can expect
a small increase in the 15-19 and 20~24 age groups.

= Home builders can expact a little contraction in
the 2534, first-time home buyer age group.

« The vanguard of the Baby Boomers enters the
Nifty Fifties. o

Of course, other factors will affect the labor sup-
ply available to focal businesses, such as the wage
rate offered and efforts to facilitate the movement of
peopie from welfare to work. Similarly, mortgage rates
will play a key rofe in determining housing demand.

How well off are Baby Boomers? A national
study of their economic position in 1989 compared to
that of their parents’ generation when their parents
were the same age in the early 1960s has found that
the Baby Boomers had accumulated more wealth
relative to income. The exceptions to this pattern were
single people and those in the lowest income group.
The comparison of before-tax incomes indicates that
Boomers’ real incomes were significantly higher
(55%) than those of their parents’ generation 30

Table 1
Percent Change, 201994 to 201995, inTotal and
Manutacturing Employment by Salssiad Dities

Total Manufacturing
ebrmofitan Area Employment Employment
Detroit 3.0 34
indianapolis 24 1.9
Louisville 2.3 0.6
Chicago 1.8 0.9
St. Louis 1.7 1.8
Columbus, OH 1.4 0.5
Cincinnati 1.2 1.7

Source: Area state employment agencies.

Tabie 2
Percent Ghange in Population 1980 to 1994 by Selected
Cities, the State of Indiana, and the Uniled States

Area Percent Change
indianapolis 5.9
Columbus, OH 58
Gincinnati 3.8
Chicago . 3.5
Louisville 3.3
St. Louis 1.8
Detroit 0.9
Indiana 3.8
United States 47

Source: U.S. Bureau of the Census

years earlier, whereas consumption was only 27%
higher. Some reasons for the difference between the
increases in hefore-tax income and consumption
{55% vs. 27%) include: (1) the more than doubling of
the payroll tax to finance Social Security and Medi-
care; (2) higher expenditures for owner-occupied
housing services in 1989 compared to 1960; and (3)
an increasing proportion of compensation in the form
of benefits other than wages and salaries.

This last reason has been affected recently by
efforts to reduce the expenditures for health care.
Through managed care and larger deductibles and co-
payments, the rate of annual increase in the benefits
component of employee compensation has declined
significantly. This means more out-of-pocket expendi-
tures on health care and thus reduced expenditures
for other goods and services—or reduced savings.
With Medicare beneficiaries expected to pay higher
premiums and the rate of increase in the eared in-
come tax credit expected to be reduced, some house-
holds may find themselves in a more challenging
position to maintain their level of consumpticn.

What does this mean for Indianapolis? First,
retailing (building materials, general merchandise,
and restaurants) has made a disproportionately large
contribution to employment growth—growth fueled

y strong overali employment and population growth,
as mentioned earlier. Secand, the first of the Baby
Boomers are entering their 50s, a period of life when
one’s budget allocations tend to shift somewhat from
consumption toward saving. Third, some of the pro-
posed federal tax law changes attempt to encourage
saving wi'h maore attractive IRAs, a new savings ac-
count, and a capitai gains tax cut. To create new busi-
nesses, the entrepreneur needs financial capital.
“Startup” companies refy heavily on equity finance
from families, friends, and other informal sources.

Tahie 3
Population Projections by Age, 1995-2008, for the
Indianapolis Melropolitan Area

Age Group Percent Change, 1995 to 2000
Otod -10.8
5014 33
15t0 19 3.2
20t0 24 3.0
251034 -2.0
35t0 39 7.2
40t0 48 8.8
501059 20.4
60-69 -0.1
0t 84 1.8
85 and older 4.2

Source: {BARC, indiana County Population Projections: 1995 to 2030
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Individuals who provide startup financial capital pay
capital gains taxes and are sensitive to the capital
gains tax rate. So we have many ways to spend our
money with the new retail opportunities, as well as on
the lottery and off-track betting. On the other hand,
we are being encouraged to save more. It is hoped
that a continually growing economy will support both
the expanded focal retai! industry as well as the local
pool of entrepreneurs.

The Automotive Industry

The good news is that the motor vehicle share of
consumer expenditures has increased at a slower rate
in the current recovery than previously. This means
the current recovery may be more sustainable. On the
other hand, some analysts wonder if the long-term
trend line for new auto sales has shifted permanently
in a downward direction. Two possible reasons for
this are suggested: (1) the quality and durability of
autos and light trucks have improved, so constumers
are not in the market as frequently as before; and (2)
there are more high-quality used cars on the market
in two-year lease programs that substitute for new
cars. Although employment in the Indianapolis auto-
mobile manufacturing industry has declined, it contin-
ues to be important in terms of earnings generated
and finkages with other locat industries. Retailing
could be affected if auto sales and workers’ earnings
weaken.

A dynamic economy is one that is continually
developing new goods, services and production pro-
cesses. In this light, IUPUT is a key participant in
Electricore, the Mid-America Electric Vehicle Consor-
tium and one of seven congressionally mandated
consortia dedicated to public-private partnerships in
developing advanced electric vehicle technologies.
Etectricore is responsible for more than 20 million
dollars of advanced research and development (R&D)
applications, primarily in Indianapolis.

Weliare Reform

in June 1994, the State of Indiana submitted its list of
waiver applications to the U.S. Department of Health
and Human Services, and received the waivers in
December. A waiver means that a federal regulation
does not have to be followed. Thus, Indiana joined
several other states in being able to make significant
changes in its welfare system. The Indiana waivers
were classified in four areas: persenal responsibility,
accountability, work, and partnerships. For example,
under personal responsibility, a welfare recigient must
sign an agreement to accept any reasonable employ-
ment as soon as it Decomes availabie. Under account-
ability, there are sanctions, including the termination
of AFDC assistance, for a recipient who refuses to
participate in an employment or job training opportu-
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nity. As a result, there is now some evidence that the
size of the caseload and the number of food stamp
recipients declined in 1995.

Challenges in moving people off welfare include
the need for child care, transportation, and heaith
care. It has been estimated that a private sector job
paying $7.50 to $8.00 per hour, plus health insurance,
is necessary to replace the value of the various wel-
fare benefits. On the demand side, the chalienge is to
produce jobs that pay at least this level of compensa-
tion. On the supply side, workers need to have the
skills and work habits to meet the job requirements. A
recent study determined that basic cognitive skills (as
distinct from formal schooling) are becoming more
important in determining wages because of the
changing pattern of demand for labor. In a related
study, analysis of a 1992 eighth-grade national math-
ematics test showed that variation in scores across
states can be assaciated with readiness to learn in
kindergarten (rather than school characteristics).
Readiness to learn was predicted primarily by the
mother’s education—the higher her educational level,
the greater the child’s degree of readiness. The policy
implication is that-the preschool nurturing years are
important for later labor market prodictivity and the
economic viability of the communit s the twig is
bent, so the tree will grow.

Louisvilie-Jeffersonville-
New Albany

Fay Ross Grecks!
Frofessor of Economics, Indiana University Southeast

The Louisville metropolitan area economy fared quite
well in 1995 and the outlook for 1896 is also good. in
both of the past two years, the seven-county matro-
politan statistical area (Clark, Floyd, Harrison, and
Scott counties in Indiana and Jefferson, Oldham, and
Builitt counties in Kentucky) generaily outperformed
both the Indiara and national economies.

Empleyment

Employment continues to expand at a healthy rate,
despite the still-occurring layoffs at larger firms as
they attempt to cut costs through work farce redus-
tions. On the basis of preliminary third quarter data, it
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appears that metropolitan area employment increased
by about 11,000 jobs, concentrated in the nonmanu-
facturing sectors (see Figure 1). Overall manufactur-
ing employment remained about the same. Gains in
some industries were offset by job losses in others.

The nonmanufacturing sector with the greatest
increase was retailing, which added more than 3,000
employees. Construction, with more than 2,000 new
jobs, was also strong. Three other sectors—trucking
and warehousing, wholesale trade, and services—
each grew by more than 1,000 jobs.

A note of caution about locat employment statis-
tics is in order here. Each year the state agencies that
gather and report these statistics revise their reports
for the preceding two ears, based on new population
data and other factors. Sometimes these revisions
result in dramatic changes. For example, the “new”
1994 statistics that were reported in the spring of
1995 showed the metro area employment level grow-
ing by 24,000 jobs, instead of by the 12,000 that had
been indicated in their monthiy reports during 1994.

Figure 1
Louisville Area Employment (Seasonally Adjusted)
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Figure 2
Residential Building Permits: Clark, Floyd, Harrison, and Scott Counties
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The 1995 employment picture will probably look dif-
ferent when the revised numbers appear a few months
hence—but | do not anticipate nearly as great a
change as that which occurred for 1994,

Current data for the Indiana portion of the metro-
politan area show a rather different pattern. Overall
employment appears to have been fairly stable for the
fast half of 1994 and the first half of 1995, and below
the level reached in the first half of 1994. These offi-
cial statistics are probably misleading, though, and |
hope future revisions will show what | think is the
more accurate picture of growth parallel to the rest of
the Louisville area.

Even current statistics, on closer examination,
show a strong private economy in the four indiana
counties. Manufacturing, wholesale and retail trade,
and services together added more than 3,000 em-
ployees. Some net job losses occurred in transporta-
tion and utilities. However, most of the reported
losses were concentrated in the government sector,
particularly public education, where the reported
declines are of a magnitude difficult to substantiate.

Throughout the metropolitan area, employmeng
growth wilt face two hurdles in the months ahead.
Corporafe downsizing will continue to create prob-
lems for workers in isolated areas. Some banks are
stili consolidating; layoffs announced at Colgate and
some other companies will materialize. But overall,
demand for workers remains very strong. Jeffboat,
LIPS, Beach Mald, Discount Labels, and many other
companies are expanding. Unemployment is quite low
and the calculated local unemployment rate is well
below the relatively low national rate. Labor supply
problems are widespread. Manufacturers and con-
struction firms complain about the difficulty of finding
and keeping good workers. Signs in the windows of a
great many retailers and service providers testify to
shortages of both enuy level and experienced work-
ers. And as economics teaches us to expect under
such circumstances, wages in these areas are rising.

Consgtryction and Home Sales

Single-farnily home construction has been strong in
the southern Indiana portion of the MSA for more
than two years. Though not as low as in 1994, inter-
est rates have remained favorable to the housing
sector as a whole, and the growing number of Ken-
tuckians deciding to settle north of the Ohio River has
added to the demand here. As Figure 2 shows, an
unusually high number of building permits were is-
sued in third quarter 1995, indicating a healthy ievel
of construction activity into the beginning of 1396,
Jefferson County, Kentucky, which had seen a slow-
down in single-family housing permits in late 1994
and early 1995 (after adjusting for seasonal factors),
also had a very strong third quarter.




Figure 3

Home Sales: Glark, Fioyd, Harrison, and Crawford Counties
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Figure 4

New Car and Light Truck Sales, Louisville Area
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The other component of the real estate market,
sales of existing homes, has enjoyed a steady in-
crease for the last four years. Multiple listing sales in
four southern indiana counties, for example, rose
from 1,170 homes in the first nine months of 1991
(the y=ar of the last recession) 1o 1,750 homes in the
first mine months of 1995 (see Figure 3). Sales in
1885 are running 12% (nearly 200 homes) ahead of
1994, and average prices are also higher.

Automobiie Market
A similar pattern is evident in the automotive market.
As can be seen in Figure 4, sales of new cars and
light trucks for the first nine months of the year have
risen steadily since 1991. In 1995, for the first time,
major gains occurred in southern indiana. Through
October, new car dealerships in Floyd and Clark coun-
ties sold about 2,000 more vehicles than in the same
period of 1994-—an increase of nearly 40%. In Jeffer-
son County, Kentucky, sales of new cars actually
deciined by about 800 vehicles, while light truck sales
increased by a little more than 1,000.

That last fact highlights one trend that is not
visible in Fig. 4: the changing composition of the
market. While new car sales have risen modestly
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since 1991, light truck sales have almost doubled. in
1991, light trucks accounted for one out of four new
vehicles sold; today it is one out of every three.

Outiook for 1996

As we move into 1996, the Louisville area economy
still looks basically quite solid. Corporate belt-tighten-
ing will continue to resuit in some job losses, creating
hardships for affected families and casting a broader
shadow over consumer confidence. Nevertheless,
expansion or holding one's own will be far more
prevalent, despite the picture all too often conveyed
by the local media. Area firms are increasingly finding
new markets abroad. Many are also becoming more
and more technologically sophisticated and able to
develop or maintain niche markets domestically.

The relatively low interest rate scenario is likely
to continue, encouraging investment and spending on
durable goods. Consumers are likely, however, to be
somewhat conservative about many of their retail
purchases. The possibility always exists of some
major negative developments on the national or inter-
national sceng, but that seems less likely in an elec-
tion year. Labor shortages will continue o be a drag
on expansion for many firms, a problem that will
likely become somewhat more widespread as the year
progresses. All in all, though, we appear to be headed
for another year of moderate growth.

Northwest Indiana

Leslie P. Singer and Gary Lynch
Professors of Economics, Indiana University Narthwest

The Northwest Indiana economy has been growing a
little more stowly in the high-wage manufacturing and
steel sectors, where employment was just a tad beiow
our predicted 12-month moving averages (see the
Table). However, the nonmanufacturing sector of
service-producing firms hired more employees than
we have anticipated. The increases were mainly in the
volatile construction industry, which had experienced
a boom. We anticipate a slowdown in this sector, with
employment moving closer to the long-run trend as
both the rate of inflation and interest rates show a
slight upward tick in the second half of 19986.

One may ask how long the disparity can last
between the slow growth or decline in the manufac-
turing sectors and the more rapid growth in the ser-




Table

Lake and Porter County Employment: 12-month Moving Averages

ACTUAL EMPLOYMENT 12-MONTH MOVING AVERAGES
1095 2095 3a95 4095 1Q96 2096 30¢6
TOTAL 248,400 247,888 = 252,800 250,905 249,874 249,439 ° 249,043
Manufacturing 52,800 52954  52,700* 52,580 52,664 52,689 52,643
Steel 30,700 30,810 30,600" 30,393 30,389 30,370 30,280
Non-Steel 22,100 22144 22,100 22,187 222715 22,319 22,363
Non-Mig. 195,600 194934  200,100" 198,325 197,210 196,750 196,400
Trade 57,800 58,262 61,000 60,197 58,670 60,146 60,627
Service 59,300 58,966 59,100 60,102 58372 59,643 59,815
Health 24,000 24,118 24,700 24,356 24475 24,596 24,716
Government 35,700 35,705 36,400 35,713 35718 35,722 35,727
Local Govt. 29,700 29,698 30,500 29,694 29692 29,690 29,687
Education 17,200  16915* 18,100 17,744 17,758 17,773 17,787

* Denotes 12-month moving average, rather than actual employment.

vice and retail sectors. Much of the growth in retail
employment was made possible by low prices of
imported consumer goods. The high-wage industrial
firms were able to pump a rising payroll into the local
gconomy. Consequently, the mounting nominal dol-
lars emerging from a shrinking employment base
afforded a larger real flow of varied consumer goods.
This in turn generated an internal multiplier effect.
Lower-paying retfail and service jobs were created
throughout the southern fringe of Lake and Porter
counties, south and east of the urban centers.

The non-steel manufacturing sector has held
steady and is expected to register a modest increase
in 1996. Most new firms entering the region tend to
move into this sector.

The 12-month moving average of the nominal
industrial payrolt showed an increase of 3.5% for
January 1994 to January 1995, rising from $2.09
billion to $2.18 billion. This rise was higher than the
long-run trend and was due mainly to bonuses and
lang weekly hours in the steel industry. We expect
weekly hours to decline in 1996 and the nominal
manufacturing payroli to advance about 2.8% to
2.9%, below the anticipated rate of inflation.

The Sieel industry

The U.S. steel industry had a spectacular upswing in
production from 1983 to 1994. In January 1993 Indi-
ana-Chicago mills poured an average of 471 net tons
of raw steel per week. By the and of 1994 average
weekly production had reached 521 net tons, an in-
crease of 12% in two years. The rate of capacity use
grew from 83% at the beginning of 1893 to 95% by
the beginning of 1995. However, productive capacity
has hardly increased at all, going from an average of
27.2 million tons in first quarter 1993 to 27.3 million
tons in fourth quarter 1994. For Indiana, most of the
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expansion in productive capacity was in the minimills,
particularly Nucor in Crawfordsville. In 1996 there will
be some reduction in integrated steel production and
corresponding losses in steel employment.

The high rate of capacity use by local integrated
mills along with innovations in productive technolo-
gies has raised productivity and improved profits.
Comparing 12-month moving averages, we note that
in January 1993 it took almost 3.5 hours to produce
one net ton of steel, whereas in December 1994 it
took under 2.8 hours. This is almost a 25% increase
in productivity in a two-year period, from the least to
the most productive weeks. We expect local plants to
maintain these high levels of productivity in the re-
mainder of 1995; however, the spectacular increases
witnessed in 1993-94 are no longer attainable. We
expect productivity gains io level out in 1996, or even
slip a bit, toward the end of the year.

Steel employment has continued its slide each
year since 1989. That was the last year it heid steady
at about 35,200 emplovees. In 1289 productivity
gains, which reduce employment, were offset by
gains in output. In subsequent years 12-month mov-
ing average stee! employment dropped to 34,758 in
January 1990, 32,308 in January 1991, 32,191 in
January 1893, 31,217 in January 1994, and 30,992 in
January 1995; and we project a decline to 30,280
steel workers by third quarter 1996.

Globally, Japanese steel production is expected
to fall from 112 million metric tons in 1995 to 106
million tons by 2000. European production is ex-
pected to decline from 157 million to 149 million tons
by 2000. However, the emerging countries are ex-
nected to increase steel output from 151 million o
193 million tons in 2000, and the former communist
countries will raise output from 225 million to 261
million tons by 2000. The growth in third world steel
output may dampen loca! steel production as we
approach the year 2000. We predict drastic changes
in global stee! markets.

The 12-month moving average of noeminal hourly
wages in steel rose 3.7% in 1894-—higher than the
total manufacturing wage. We expect the nominal
steel wage to rise at about 3.5% in 1995-95 as over-
time and incentive pay bonuses level off. In the past,
hourly wages in steel kept abreast of the rate of infia-
tion; however, we anticipate the real hourly wage will
fall slightly in 1895-96 on account of a somewhat
higher rate of inflation. Nominal steel wages average
about $20.00, which is triple the average hourly wage
in the service-producing sector. Moreover, rising
fringe benefits exceed 70%. it follows that it will be
increasingly more difficult to offset continuous losses
in manufacturing employment by new jobs created in
the expanding service sector due to these wage differ-
entials.



Richmond-Corinersville-
New Castle

Ashion Veramallay

Professor of Economics and Director, Center for
Economic Education, indiana University East

The Richmond-Connersville-New Castle (RCNC) area
economy is poised for a repeat performance of con-
tinuing growth in 1996. This forecast hinges on the
national economy, given the region’s interdependence
with it. The current expansion still has steam in the
fifth year and the key macroeconomic indicators are
favorable. The expected 2.5% growth in real gross
domestic product, a 3% inflation rate, an unemploy-
ment rate of 5.6%, and a modest 2.3% increase in
real disposable income bode well for the economy.

RCNC’s unemployment rate will fluctuate be-
tween 5 and 7.5%. The manufacturing sector will
experience a significant increase in employment as
locai firms, particularly in Richmond, complete their
expansion projects. Also, the entry of new firms into
the local area will add to the employment roster by
providing high-paying jobs. Because of a shortage of
skilled workers, employers are seeking people from
outside RCNG to meet the growing need for workers.
As the manufacturing cylinder clicks, it means stable
employment and increased sales for lccal firms, espe-
cially those supplying valuable inputs to the transpor-
tation, housing, and information industries. It seems
as if happy days, reminiscent of the late 1970s, are
here again under the current growth mode. Creative
diversification of the local economy is paying off; now
the task is to sustain it.

Like manufacturing, employment growth in the
service sector will increase as the transformation of
RCNC's economy continues. The increasing demand
for various services—financial, health care, profes-
sional, recreational, fast food, tourism—means more
jobs, which are an integral part of the overall growth
trend. If Richmond gets the new state prison—an-
other service frontier—it will have af least 500
recession-proof, high-paying jobs because of a cap-
tive clientele. There will also be multiplier effects on
the knowledge, housing, and health care industries,
helping to dispel the negative image of a prison in the
community. Further, the types of food cansumed
often serve as indices of per capita income, {ocation
features, agricultural production, and other societal
conditions. The local growth in eating and drinking
establishments partly reflects this phenomenon.

Related to employment is construction activify.
in Richmond, the number of building permits issued
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through the first ten months of 1995 totaled 985, of
which 44 were residential. Their total investment  °
value is an estimated $26.5 million, reflecting a de-
crease of $8.5 million compared fo the first ten
months of 1994, In 1395, the total estimated cost of
construction in the fringe and non-frings areas of
Wayne County is $11.7 miilion. Together, such invest-
ment spending creates jobs and positively affects the
local economy, considering the sales doliar volume.
The outlook for the housing market is very favor-
able because of high employment, low inflation, at-
tractive rates of interest, and in-migration of new
workers. Newcerners find housing here relatively
cheap; the median home price is $56,500, and activity
in the $60,000 to $150,000 market continues to be
brisk. However, it is anemic for homes priced above
$150,000, though there is some upscale movement
araong homeowners.
Apart from housing, the retail trads sector can
expect a good holiday season. Censumers are opti-
mistic about their jobs and the future course of the
national economy. The expected rise in their real dis-
posable income will translate into more consumption
activity, though at a less robust pace than last year's.
Early sales, discounts, and other promotions can hait
shopper retrenchment. Local cash registers should be
ringing a jolly tune in spite of the national prognosti-
cation of poor retail sales.
Finally, if the dollar remains at its present ex-
change level in international markets, the manufactur-
ing sector will rebound from some pockets of soft-
ness. As the EU, Japan, Canada, and Mexico recover
from their economic doidrums, there would be posi-
tive effects for both the iocal and national conomies
in terms of output, employment, and income. Barring
any adverse external shocks, the clicking of all RCNC’s
cylinders ensure sustained economic growth in 1936.

South Bend/Mishawaka
and Elkhart/Goshen

David Voliralh and Paul Joray

Associate Professor of Management and Professor of
Economics. Indiana University Soutf Band (IUSB}

This year-end assessment of the economic condition
of the South Bend/Mishawaka and Elkhart/Goshen
communities is based on analysis of the latest avail-
able economic indicators for the area, tracked by
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Table
South Bend Area Economic Indicators

{USB’s Bureau of Business and Economic Research
{BBER). The Table below summarizes various indica-
tors of locai economic activity compiled by the BBER.
These figures, with the exception of unemployment
rates and real estate data, are seasonally adjusted
index numbers expressed as a percentage of base
year 1986 values. The latest month for which aii indi-
cators were availabie was August 1995. Note that the
table includes comparabie figures for July 1985 and
August 1994, along with percent changes 1o indicate
possible trends.

South Bend/Mishawaka

Employment indices for the South Bend/Mishawaka
area maintained their pattern of the last several
months. August employment showed little change
from the prior month, but was ahead of a year earlier.
Unemployment rates were below those of July 1995,
August 1994, and the nation for August 1995. In
August, the help wanted advertising index was below
its levels of the year before and 1986. A longer view

shows that total employment has grown about 20%
beyond its 1986 level. Though manufacturing employ-
ment declined siightly over those years, nonmanu-
facturing employment has increased substantially.
Most other August indicators remained in their
ranges of the recent past. Figures for energy sales
again showed a mixed pattern of changes. Indices of
new car and truck registrations for the county de-
clined from July to August, but were well above their
August 1994 trough. The nonbusiness bankruptcy
index increased markedly frem July to August, rising
above its previous high of January 1995. Housing
construction indicators for August were down from
the previous month and from a year earlier. Average
market price for residential real estate increased to a
new high in August. The number of active listings
remained well below the level of a year earlier.

Elkhart/Goshen
Employment indicators for the Elkhart County area
increased very stightly frem July to August and re-

SOUTH BEND/MISHAWAKA
% Change From

Aug 95 July 95 Aug 94 July 95 Aug 94
EMPLOYMENT INDICATCRS
Nonagricultural Employment * 1205 120.5 116.9 0.1% 3.2%
Manufacturing Employment 96.4 86.0 g2.0 0.4% 4.8%
Nonmanufacturing Emptoyment 127.6 127.6 123.9 0.0% 3.0%
Unemployment Rate 4.1% 4.7% 42%
Help Wanted Advertising Index? 94.2 88.0 1125 7.0% -16.3%
UTILITIES?
Industrial Electricity Sales 116.8 106.2 1134 10.0% 3.0%
Commercial Gas Sales 811 100.4 103.0 -9.3% -11.6%
Industrial Gas Sales 54.3 61.0 46.8 -11.0% 16.0%
CAR & TRUCK REGISTRATION!
New Passenger Cars 62.2 64.7 49.4 -3.9% 25.9%
New Trucks 934 ' 1404 773 -33.5% 20.8%
BANKRUPTCIES—SQOUTH BEND DIVISION?
Business 416 25.9 34.4 60.6% 20.9%
Nonbusiness 223.4 184.3 1835 21.2% 21.7%
HOUSING CONSTRUGTION DATA®
Estimated Value of Permits 116.2 1410 169.1 -17.6% ~31.3%
Number of Permits Issued 89.1 105.1 127.5 -15.2% ~30.1%
Average Value per Permit 132.6 135.8 131.7 -2.4% 0.7%
RESIDENTIAL REAL ESTATE DATA
Number of Active Listings 1,117 1.176 1,813 -5.0% -38.4%
Average Days Listed 98 119 66 -17.6% 48.5%
Average Market Price $90,478 384,423 380,629 7.2% 12.2%
% of Sale to List Price 95.3 96.0 106.0

1St Joseph and Eikhart Counties.
2Sputh Bend Tribune and Etkhart Truth.

NOTE: All figures except Unemployment Rate and residential Real Estate Data are seasonally adjusted index numbers with base year 1986 = 100.

3Electricity Sales are cities of south Bend and Elkhart. Gas Sales are St. Joseph and Elkhart Counties.
“South Bend Division comprises Cass. Elkhart, Fulton, Kosciusko, La Porte, Marshall, Miami, Pulaski, St. Joseph, Starke, and Wabash Counties.

ELKHART/GOSHEN

% Change From
Aug 95 July 95 Aug 94 July 95 Aug 94
128.8 127.8 120.8 0.8% 6.6%
1183 1178 1165 0.4% 1.5%
141.2 139.6 1257 1.1% 12.3%
4.3% 4.9% 3.9%
114.4 1146 150.3 ~0.2% -23.9%
131.4 1193 128.2 3.6% 2.5%
979 92.5 110.5 58% -114%
432 75.5 59.4 -348% -17.2%
55.2 54.3 50.8 -14.2% 8.7%
101.8 130.0 815 -21.7% 11.3%

(included in South Bend Division)
(Mot available}

1,143 1.142 1,300 01% -121%
76 88 90 -136%  -156%
$83,371 879,042 $79,880 5.5% 4.4%

96.0 96.0 96.0

55t Joseph County, excluding cities of South Bend, Mishawaka, Osceoia, Walkerton, and New Carlisle. Elkhart County, excluding cities of Elkhart, Goshen, Nappanee, and Millersburg.

21



mained above levels of a year earier. Foliowing
marked increases in January of this year, manufactur-
ing empioyment has smoothly declined to 1994 lev-
els, while nonmanufacturing employment has re-
mained very strong. Compared to 19886, this area’s
total employment has risen approximately 30%,
manufacturing employment has increased 15 to 20%,
and nonmanufacturing employment has grown by
more than 40%. The unemployment rate decreased
from July to August, but was still above the August
1994 rate. The help wanted advertising index declined
negligibly from July to August, remaining well below
its level of a year earfier.

Other August indicators remained within the
ranges of the last year and a half. Utilities indicators
remained ievel. New car and truck registrations in
Elkhart County decreased from July to August, but
were still above levels of a year earlier. The market
price for residential real estate in the Elkhart/Goshen
area also reached a record high in August. The num-
ber of active listings remained steady, at a level below
that of a year earlier.

Outlook

Both the South Bend and Elkhart economies have
prospered during the past year, with unemployment
rates in the 4-5% range. Employment growth has
been slower than in 1994, especially in Elkhart. The
national forecast for slow growth in GDP and slightly
lower interest rates suggest that we should see slow
but positive growth in both the South Bend and
Elkhart economies. Lower interest rates should help
the demand for consumer durables, which are very
important o both local economies, though we expect
slight declines in recreational vehicle sales. Total
employment should grow slowly, but we expect some
weakness in manufacturing employment. Finally,
vnemployment rates in both economies should re-
main at the relatively low levels of the last two years.

Terre Haute

Marvin Fischbaum
Professor of Economics, Indiana State University

A candidate for the Terre Haute City Council recently
moved to Figrida. His replacement works for Reuben
H. Donnelley. Donnelley is raoving to North Carolina.
It's been that kind of year in the Terre Haute area.
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While the loss of Donneliey, a publisher of tele-
phone directories that had employed more than 500,
clearly hurt, it is the cumulative mass of closings,
relocations, and reorganizations that has been most
disquieting. Pilisbury shuttered a relatively modern
facility located in a suburb east of Terre Haute and
terminated the employment of 160 hourly workers.
Both product lines coming out of Seelyville continug
to be successful; production of Hungry Jack Pancake
Mixes moved to Ohio, and frozen pizza crust produc-
tion was transferred to Minneapolis. Hulman and
Company, which dates back to 1850, started in Terre
Haute as a wholesale grocery business. Today, family
holdings are quite diverse and include the Indianapo-
lis Speedway. But the wholesale grocery business,
which at the end still employed 65, is no more. The
Pfizer pharmaceutical company is not leaving town,
but is negotiating the sale of its food products divi-
sion to Culvert Ltd., hoping that most of the 135 jobs
will remain in the community. Rcadway Services sold
most of the assets of Roadway Global Air to Burling-
ton Air Express. That company is not interested in
operating out of Terre Haute, so upwards of 400
mostly part-time jobs wilt be lost {o the community.

Three firms associated with Terre Haute entered
into receivership. Elder Berman is headquariered in
Dayton, Ghio, but it operates one of the two tradi-
tional full-line department stores in the city. Hilman
Jewelers is a locally owned family enterprise that had
branches throughout west central indiana and eastern
lilinois. Applied Computing Devices (AGD) supplies
esoteric equipment to the telecommunications indus-
try. Since its beginning in 1974 it had grown rapidly
and had established a position at the very vortex of
the technological revolution. Locally owned, it became
a focus of civic pride. Citing cash flow problems
stemming from difficulties with accounts receivable,
ACD cut back its highly trained work force from 125
to 35. Internaticnai Centers for Telecommunications
Technology, Inc., a joint venture of ACD and Rose
Hulman Institute of Technology, also had to retrench.

Though not quite a match in numbers affected
by the retrenchments and closings, startups and
expansions also occurred at a faster than normat
pace. The Vigo County industrial Park has its first
tenant: Futurex, a plastics extruder, will start small but
hopes to employ 200 people by the year 2001, The
airport is gnece again home o a scheduled commuter
service, United Express. Roadway Glcbal Air attracted
a complementary firm, American International Freight,
to what has become a very busy airport. icon, a truck-
ing firm whose presence in Vigo County has grown
rapidly, purchased the oid Pillsbury factory in down-
town Terre Haute and is using much of its 287,000
square feet for warehousing. Pfizer has built a num-
ber of relatively modest structures on its property,




and Specialty Blanks, needing more room, took over
the building that had previously housed the making of
Chesty Potato Chips.

Great Dane, which had enjoyed strong business
and healthy backlogs at its truck trailer fabrication
piant in Brazil, was the source of both good and bad
news. Thermo King, which produces refrigeration
units for trailers, set up a small facility in the new
‘Brazii Industrial Park iccated just behind Great Dane.
Great Dane, in turn, started up a new fine for making
trailers in a farge factory in northern Vigoe County that
had been vacant for a number of years. Initially, the
Terre Haute factory employed 385 people. However, a
once robust order backiog evaporated and the Brazil
plant recently laid off 100 of its 1,600 employees.

A number of retail establishments also moved
into the community or expanded. Super Wal-Mart,
Ryan's Steak House, Thornton Gas, and Aidi Super-
markets moved into new buildings. Walgreen Drugs
and MCL Cafeteria are under construction. Steinmart,
Electric Avenue and More, and Office Max moved into
existing structures. Faced with increasing competi-
tion, Safeway supermarket closed.

Statistics on employment and real estate activity
he!d up well through August and September. How-
ever, one sholld caution that most positive develop-
ments occurred early in the year, while the impact of
negative developments was feit and will be felt during
a period for which data were not yet available. The
September unemployment rate of 4.7% compared
favorably with the 6% rate of much of 1984, the 5.5%
rate typical of much of 1995, and the national rate of
5%. Although Terre Haute had the highest unemploy-
ment rate of any MSA in Indiana, employment mar-
kets in.most regions of the state may be overly tight.
Place of residence-based survey employment data,
which form the basis for the unempioyment esti-
mates, indicate that a sharp jump in year-to-year
empioyment levels occurred in January. Though they
backed off some, September employment estimates
still stood almost 6.8% higher than the year before.

Establishment employment data also indicated a
sharp increase from October 1994 through January
1995, but has experienced steady attrition since then.
The place of employment-based establishment data
indicated a September 1995 levei just 0.4% higher
than the level 12 months earlier. If survey and estab-
lishment data are both accurate—a big IF—many
workers found jobs in 1995, but not in the region.

Year-to-year third quarter comparisons of exist-
ing home real estate transactions in Vigo County
placed the number of homes sold up by 4.3%; the
average sales price was up 2.8%, but average time on
the market was aiso up, by 15.3%. New construction
activity clearly slowed during the year and resale
activity appears to have slowed starting in September.
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Judging from data available for the first eight
months of 1995, Terre Haute had a relatively good
year. The last quarter may not ook so good, however,
and there is reason to be concerned about 1996.

Wabash County

Richard B. Harshbarger
Professor of Economics, Manchester College

Rising economic growth began in 1994 in Wabash
County, and has increased 13.5% in the past two
years. In 1995, the economic level grew 6.3% in just
the first nine months. This expansion has been con-
tinuous, with minimal seasonal interruptions during
the winter of 1994-85. The Index of Economic Indica-
tors for Wabash County rose to 123.4 (1985=100) in
the third quarter—a racord level since the start of
data collection in 1982. The driving forces for this
expansion have been employment and bank deposits
{adjusted for inflation).

Job creation has been the driving force in
Wabash County. The peak in employment came in
July 1995, with 19,820 people employed. This is an
increase of 30% in job holders since December 1993.
in the first nine months of 1995, employment grew by
16.2%. This growth is in contrast to the period from
1988 to 1993, when almest no jobs were created.
income generation has been supported with this ma-
jor increase in employment for the past two vears.

Bank deposits (adjusted for inflation) showed
slower growth rates of 1.2% in the first nine months
of 1995—comparable to 2.5% in 1994. But while the
growth in deposits has supported economic expan-
sion in the county, this potential spending power has
not been the driving force.

Industrial electricity sales, used as a proxy for
manufacturing production, have shown limited
growth in the past nine months. This indicator has
had a 0.3% growth rate for the three quarters of
1995. There was a 14% growth rate in industrial elec-
tricity usage for Wabash County in 1993-94. Since
then, demand for electricity in the industrial sector
has been stable with no growth. This would imply that
the major growth rate in jobs was not driven by the
manufacturing sector.

New home construction is showing impressive
growth, but there are not large numbers of permits
being issued for new homes. The average number of




new permits for the third quarter was 14.6 starts per
month in 1995, compared to eight in 1994. This is not
a major economic force for Wabash County, but these
new home permits underline a growing economy.
Despite a late start coming out of the 1990-91
recession, Wabash County has had good expansion
since 1993. Future growth will be dependent on the

growing northern Indiana economy, which has ex-
ceeded national and state levels. Unigue to this two-
year expansion has heen the lack of seasonal declines
during the previous two winters. The winter of 1995-
96 may see a decline in employment and output;
however, 1996 should show continued expansion in
Wabash County.

" The 50th Annual IU

‘Business Conference

~_inIndianapolis

Since its inception in
1946 as a small gathering
on campus for iU busi-
ness facylty and alumni,
the conference has ex-
panded to a program for
alt men and women in the
business community.

The conference fee,
including registration and
lunch, is $85 per person.
Company-sponsored
table registration for 10
people is §750, including
junch at a reserved table.
Company-sponsored
table registration for five
people is $400. Registra-
tion deadline is February
18. For more information
about the Annual Busi-
ness Conference, call the
Business School at (812)
855-8010.

Moving Up & Moving On:

Make plans now to aftend the 50th Annual Indiana

University Business Conference March 5 at the ndi-
ana Convention Center and hear what four top-notch
speakers-have to say about business moves for the
21st century.

Former Bush Cabinet Member Wicks (3{f Confarence
Sam Skinner, an expert on business and government

- relations; will share his insights about how increas-

ingly important it has become for business to work
effectively with government. Prior to taking office as
president of Commonwealth Edison, one of the
nation’s largest electric utilities serving more than 3.3
million customers in northern illineis, Skinner served
as chief of staff to former President George Bush.
Skinner is the first to hold the Harold A. “Red” Peling
Chair of Business and Government at the 1U School of
Business. In this capacity he will be on campus
throughout the year to address how successful firms
are effectively managing organizational change in the
1960s.

Serviceiaster: A Story of Quality and Truth

Bill Pollard, chairman of the $4.2 billion market leader,
ioined ServiceMaster in 1977 and served as CEQ from
1983 through 1992. On average, ServiceMaster
touches a life every six seconds. Mast of the time, the
millions of people in ail 50 states-and 28 countries
around the world who benefit from its services are
not even aware of the corporation that was recognized
by the Wall Street Journal in its 1989 centennial issue
asa “star of the future.” Some of the firm’s most
recognizable subsidiaries inciude Terminix, TruGreen-
Chemlawn, and Merry Maids.

 Best Business Moves for the 21st Century

Entrepreneuriai idea Based On instingt ,

Like most entrepreneurs; Paul Orfalea founded Kinko’s
Copy Centers in 1970 with a simple idea based on -
instinet: provide college students with produsts and
services they need at a competitive price. The space
he rented for his copying business was so small the
copy machine had to be wheeled-onto the sidewalk.
Today Orfalea is chairparson for Kinko's inc., head-
guarters for more than 800 Kinko's Copy Centers in
the U.S,, Canada, Japan and the Netherlands.

The Art of Caring Leadership

James A. Autry, a nationally recognized author, con-
sultant and successful Forfune 500 executive, will
provide insight relevant to humane management and
caring leadership. The author of four books; Autry fas
had significant influence on leadership thinking. Dur-
ing times of change and upheaval, he is known for
daring to be different by providing guidelines for
leaders who want to rebuild a sense of trust within
their firms. Before taking early retirement in 1991 to
pursue his current career; Autry was senior vice presi-
dent of Meredith Corporation and president of its
magazine group:

Warkshops ~

A special feature of the day is four concurrent work-

shops on topics led by business specialists:

« Surfing the Information Highway

» How Businesses are Using the Internet: Personal
Investing

= Managing the Human Side of Organizational Change

« Career Management in a “What Have you Done for
Me Lately?” Economy
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