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The Midyear 1994 Business and Economic 0utlook:
An Economy Full ol Surprises

quarler, evenlhis rate is above rend-and it wou d
have been higher butforthe eflects of extraord nary
evenls sLrch as the seveTe wealher in the Easl and the
Caliiornia eanhquake. Not only were we sunrsed by
this robust performance, but so wasthe FederalRe-
serve. Tolrylo sustain moderate groMh and nip !!hat
il considercd 10 be incip ent signs ol inllaton,lhe Fed
pushed !p short lernr ntercst rates. The Fed's moves
surprised markel parlicipanls, who s€nl intercst rates
up sioniJcanllyforallmaturities wh le the stock mar-
kettooka s zab e move downwad. The Fed now
seems to be satsfied wth the cufient econornic pace
and rates of inllation, so we see litlle movementfrom
current leves n financialmarkeh forlhe rest ol the
year,

Consumerand busingss spend ng have been key
d versJorthe ecofomy in the ast sr months. Cof-
sumer spending has, in iact been oulpacin0 tho
groMh ln personalincome, We see consum€t spend-
ng moderaiinq a bt forthe resl oithe y8ar dus 1o
highef iflefest lales, near record lows n savings
rates, and h gh debt lovols-ospecia ly if automobile
eases are coLrnted as debt. Noafly onrtolrrth ol all
new car salds ar€ now oasos,

Businoss invostmoni tor equipmenl, especial y
compulers, w l lremain slrong throughoutthe yoat
The pace, though, may slow lrorn ihe spectaculaf rale
ach oved in the ast 12 months. Cornmercial and in-
dusl a roal eslaie pfices havo stabilzed and even
b€qun to increaso s ighllylor most olihe country,
with tho notabo oxception ofCalitornia. Hollever,
vacancy mtes arc st ll rclativ€ly high in mosi parts of
the country, so nonresidenlialinvoslment in slruc-
tures will wait uftil 1995 to show any lmprovement
As business coniid€nce improves and capaclty lirniis
are approached in more sectors olthe economy,
investment if capacity expanslon can be expecl€d to
prcv de a s gnllcafl boosttothe economy in the nexi
year ortwo and pfolong econornic expansion.

l-1.S. growth has exceeded ihat o1mosl of ts
rnajortnd ng partners, This is good news inlerms of
incofire growth and empoymenl gains, butthe down-
side isihe detedoaiion in ourcurrenl accounl bal-
ance. The internatonalseclorw lbe a drag of the
economy ior the rest of 1994. HoweveT We see a
signilcanl mpmvementforl995-signif icantbe
cause netexports are likelyio be the key drver
neededio sustain the expansion nto1995.

The otherweak sectorofthe economy is govern-
mentspend ng. Downsizing olthe miliiary establish-
ment is continuing apace, iheiederalbudgel deficlt is

l

he economyended T993 with a stellarperfor-
mance. Rea GDP groMh inlhelourth quarter
was al a 7.0% ainualrate,lhe best qlarterly
groMh rate since first quader 1988. Altholgh
the growth rate declned to 3.4% in the tirsl

decljning, and the groMh of state and localsperding
is not popu ar amofg volers and taxpayers regardless
olthe purpose. The chance of passage in 1994 ofa
major heath reform package is dec nirg, and lhere
certa nly willbe no dircct elfect on qovemment or
prvale spending this year.

As a resu t of lhe events ol the last six months
we have revsed ourlorecast upward. RealGDP
growlh h l ikelyto be 3.1'3 3% forthe year Busifess
inveslmentw l lbe th€ leadifg groMh sector as i twas
in 1993. Inf lat ion, as measured bylhe CPl,  wi l rcmain
in check bul move close to a 3.0% annralrate bythe
end ofthe yearas more sectors oflh"o ecororny near
capacity, The unemp oyment ate wil move down a
bi l  but s l i l lend lheyeaf above 6 0%.

Bruce [. Jallee

P rcf es sa r an d C h atrpe r son,
Depadnent al Business,
Econonics and Public Policy,
lndiana Univetsity Schoai af

Consumer Spending
and Nonresidenl ial
lnvestmenl

R. Jellery Green

Prct'essar of Business Ecanonics and Public Po|cy
and Ca-diectot, Cenler for Ecanonetric Madej
Research, lndiana Universily Schaol af Bustness

Inlhe outlook issue last December, we lorecast lhat
consurnor spending growth wou d slow from the h gh
growth ralos observed during much 011993. The
reasons forlhe expected slowdown ifcl!ded only
modest growlh in realdisposable ncome and a stable
orevea rising sav ng fate. There was very liltle evi-
dence of lhe expected slowing n firsl quarter 1994,
butat mrdyeatthe consurner spend ng boom appears
io be os ng steam,

Reald sposable personal income gfewal an
annua rate 012.7% in i rci quader 1994 and was
3.9% above iis levelol a yearearlier. Fueling the in-
crease in ncome were sgn ficantgarns in employ-
ment. [,4ore lhan 2 mil on nonlarm ]obs have been
added to the €conomy in the lastyear, The pelsonal
saving raie in first quarier 1994 tellio 3.7 p€rcent, ihe
owest lev€lin morethan a decade. Consurners have
been earning h gher ncomes and spending as rauch
otthe increases as possib e. Can it last? Probably not.

The FederalResetue, worried lhalthe economy
was growing too raprdlyafd setlinq the stagefor
fulure inflalion, moved agqressivey overlhe past
severalmonths to ncrease nterest rates. This policy
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chance wj have mporlant ellects lor consumer
spendino n lhree ways

FiIst, tlre ncreases in shorl-term inlerest rates
willmake it more expenslve for consumersto b0Trow
to purchase durable 0oods. The 1993 consumer
spending boom was concentnied in spending for
durables.overa l rea consurner spendino rose 3.3%
n 1993, but spend ng on durables increased 7.3%
Among durab e goods, spendino on motorvehicles
ncreased 51% and spending lor iLrmiture and appl i
ances rose l1 1%. Consumers rely heav y on cred I
to finance lhese lypes of purchases,

Second ncreases in short-lerm interesl rales
oiten ead lo incrcases in longer rates nc ud ng
mongage rales In the past severalyea$, as nterest
rates fel, consumers rel nanced exist n0 m0rtgages
al lowef rales lhercby rcducing lhe r mortgage pay-
menls.often those same consurners wou d use th8
money ireed up in their  budqels lo purchase durable
goods. Thus the relinancing b itz contrbuled to the
c0nsurner spendrng b0om

\?i l l  I  ke i  caus.:- : -  : :  ! : , :  ' . :a-.  ^1' .  ztqel

slov/dovn in lha l ' : t r l '  :  i r  : : -4,- : '  : : :_r _:
pa. l icular l i  lor rJ '?r a l : :  r :  t ' l . . ' ,a ' .  -1 aa-
s u m e r  s p e n d r n , r  i c  _ : ' . : s . : , : : : :  - : -  : , _ -
q u a n e r l 9 9 3 t o l o u n . r , : i i -  ? l :  : : :  : : _ : , - : -

l h e  s a m e  p e r  o d  w h L ! .  i n  s  : , . :  : : ' : , : _  ' : :  : - .
nble goods spendif  ,0 rosr i , : ' .  "  a- ' : - ,"  a, ' . '  r '
1992 thrcugh iour lh qLad:r ' t3

N o n r e s i d e n l a l  I n v e s i m e  I  I
h our oul look lasl  \?inter f , r  :oracrs: s: ' :_L: ' :  r , : .
in nonresrdenl ial  investmenl 9xperc, iJr:s r . '  :aL a
ment, and litte !rc\'r'lh rn n,,,eslmefl arcala iuras !n
fonresidental  structurcsorJorrf  renlorr:s ihat
earlierlorecasl appeaG t0 be 0n track

Real nofresdef l ia l  in!eslmenl in equ pmenl
rose a phenomena 16 3% n 1993 makrnq I  3 onq
wilh consLrmerdurablespending the pnncpa source
ol the reatively strofg performance turned in asl
year. The equipmenl investmenl boom conlrnued
unchecked in i rst quader i994 as spendifq rose al a
13.5% annual late.

Within equ pment spending two seclors seem lo
be parihu a.ly slrong The lirst s compulers and
nfofmai ion process ng equipmenl Firms conl inue lo
seafclr aggressive y lor etlicrences lhal can reduce
costs, and investmenl n compulers and rnformatiorl
process ng techfolooy is a pari of lhal search.l\4olor
vehic es, paniculary l rrcks, have also been remark'
ably strong. The improving economy has produced a
feed to move more goods, which lras led lo an rn-
cfease n spend ng ior new trucks

The feed ior new equipment rs expected lo con-
t inuethroughoui ihis year Techno og calchange
rema ns rapid if computers and intormalion process-
ing equipment,  and lhe dr ive Ior ei lc iency cont nues
lor m0sl f i rms For i ruck producers, backlcOs remarn
substantal overall we expect rea nvestJrent speno'
ing tor equipmenl lo r ise by morethan 14"" In 199.1
Wlh spendinq on cofsurner durables expecled lo
slou equipmefl  spendlng wl I  be lhe malor en,a na'r '
contifued econom c groMh

It mighl be expecled ihaithe recent increasis r
interesl rates would have a dampening eilect on n
veslment in equipmeni. Nowever.lhe prolil pictura f€.
mostiirms is expecled to be brght if 1994. oilsatlin-o
lhe increase jn I inancing cosls

The oullook lor investmeni in stTUctures remains
bleak. Fea inveslrnent in slruclures grev/ only0.6'r
n 1993 aiter poslinO dec ines for severalyears ll lell
sharply acain n lilst quarler 1994, altholgh parl of
ihat can be att buted lo severe winterweather. No
shorlages ol comfirerclalor industria space areap

"Now that shoftlerm
interest rates are rising,
mortgage rates have turned
up as well and are now more
than a full percentage point
above their lowest level
(reached late last yea!."

Nowthal short-i€rm nteresl Tates are ris ng,
mortgage rales have turned up as welland are fow
more than aful percenlage pointabove their lowesl
evel(reached aie lastyear).lr,4ortgage refinanc nq is
drying up and wlh i t the extra si imulus t0 consumer
spen0rng

Tlrird, increases in jnterest rales w llhave a posi-
live income ellect on some consumers. This ellect
will work ln the opposite d rect on ofihe first two and
williend to cush on ih€ slowdown in consurJrer
spendifg. Consurnerc are nei savers Althouohlhey
borrow, in the agoreoatetlrey save even more.lnter-
esl  incorne is lhe second laqesi componenl0lcon-
sumer incorne.I\llany olderconsumers derive a sig-
niiicant pad ofthek incofire from nteresl on CDs and
olher nierest-bearino assels The recent ncrease n
interest rales w lraise the ircornes olihese ndlvidu-
as and helpthem sustain their spend ng, altlrough it
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parent, and rising interest rales make slructures more
expensive. we expect realinvestm€nl rn stnrctures t0
show no groMh in 1994.

Inventory iiveslment has been smallduing
recertyears as more companies wo* harderand
harderto maintain lean inveniories. That pattern
changed sliglrlly in filst quarter 1994 as invenlory
irvestment j! mped. ll appearsihatthe increase was
!nplanned afd may have been related to severe win-
terweather The sitlation bears watching, but we
anticipatethatl irmswil lworkdownlheseexcessNe
inventories, andihat by year end irvenlory invest-
mert will be back down io 1993 levels.

ln summary, feal inv€slment spend ng on equ p_
ment wil be the bio story in 1994, followed by a
strong but less speclacular grovih in spending on
consumer duabes Atthe otherend ofthe speclrurn,
lnvestmenl spendin0 on nontesidential str!ctures w ll
0e siagnanl

moderale levels in the face of a grow ng demand lor
goods and services However, there are recenl sLgns
lhat inflalion could ncrease n theluture.

Monelary Policy
The Federal Reserve Board and ls F0t\,4C, which loF
mu ates monetary policy, deliberale on the ablity of
the economylo suslain both vigorous growth rates
and low inflaton ral€s. An addilional factor the Fed
mLrstdealwith s lhe nervous bond markel.l\,larket
participanls have seemed to take each piece oJ eco_
nomic good fews as bad nllation news, pushing
down bond prices and raising yields.

As a dose of precaulionary medicine, the Fedeml
Reserve has engineeredlhree interesl rate hikesihh
year ln February, April, and ['lay, the Federa Reserue
incrcased shofi-term interest rates by 0.25% the first
twolimes and 0.5% tlre lhird lifire. ll s probably less
cosllyto prevent irflation Jrom occurrin0lhan lo try
to loweril once prices begin to accoerale. Though
soms have argued lhal the Fed's actions afe loo weak
to combat incipient intlaton, others contend thatthe
Fed s fighting a ghostand should notweaken lhe
currenl r€covsTy, The pace ofeconolnic 0roMh could
be impeded bythe fecenl rise n ong-tem iitsfest
rares

However, the Fed dirccty inl uences only shori-
hTm interesl rates, wher€as ong-tem raies are detet-
min€d by lhe markets. tappsarc thal laders are stil
woried about intation oranlicipate addilional fuiure
short-lerm rate incfeases, because long-larm lates
have risen shamly n lhe I rst part ot 1994. For€x-
ample, home moftgage rates botiomed out in octo-
bor dippino below 7%. Currently,30-year conven-
tiofalmortgage rates have roached 8.5%.

FiscalPolicy
The adm nistrat on has been unableto use liscal
polcy as a short-term policylool. lnslead, the empha-
sh continues io be on budoet Teduclion and on0-
lelln r€form measures, The passaoe oJ a heallh cate
reiorm brllcerlain y hasthe potenlialto generate
considerable economic consequencest ll0wever, it is
highly unlikey lhai a package willbe presented in
limeto have much oi an mpact duriro19g4. Lookinq
lurther down th€ road, bolh h€alh care and wellare
reform's efiects on the economy willdepend on iwo
thinqsrthe method oif inancing addliofal expendi-
tures and the ablily to cr€ate long-term savings,

At present, ihe admiristration does noi seem lo
be vigorously opposed tolhe FedealReserve's nteF
esl rate manipu ations.lfthe Fed proves to have coF
rectlyjudged the degreeto which interesl rates
shou d be uised, then the chances are betierlofa
healthy noninl ationary environment if 1995.

Economic Performance
and Fiscal and Monetary
Po l icy

CarclA. Lehr
Assislant Prafessor al Business Ecanomics and
Public Palicy lndiana University Schaolot Business

Founh quarier i993 went oul with an oconomic bang.
R€al0DP growth hit 7.0%, comparcd to an aveBge
of lessihaf 2% since 1990. Althotlgh the numbers f0r
J rci quarler 1994 were not as spectacular (3.4% rea
0roMh), the economy stil shows many sionsthat
recovery from lhe 1990-91 rccession hasllnaly
arrived wilh some strengih.In fact, lirst-quartof
groMh probablywould have been higher had not
severc winter weaiher p0l aclaftrp on some spendifg.

Economic periormance has be€n particularly
strong in the areas ofconsumer spending and busi-
ness spendinq on eq!ipmeni. Also, accordrng t0 a
Cieveland F€deral Reserve repod, many purchasing
managers repofted an increase in newexpofi orders
in Apri l . I l leanwhile, indust alproduclon and em-
ployment ar€ growing, capacity llilDation in manular
turing is increasing, unemployrnenl ln Aprilf€llto
6.4%, and the jndex ol leadinO lndicaiors is risinq.
Finally, it must be noted lhal inflalior has remain€d al



0onponate Fnutits, !nterest
ffiates, amd {he Stoek
IVIarket

l ,4 ichaelSimkowilz

Pr'ridssrr oItr.Iral, Irdiena Urnptst!,

0urforecasl for inlerest rales lastla tuared out to be
terrib e Witlrout spendiig an inord nate amount ol
tirne expla nin! our m stakes, it may be \\ronhwhih to
exam ne what d d happen.

The economy n Iour lh quarler l993lurned out
lo be far more roblsl and acce eraling lhan anyone
thou0ht and though the pace diminished somewhat,
first quarter 1994 slil had a so id growth rate. This
resulted in the Federa Beserve lighlen ng rnonelary
po icy sooner afd lo a greaterextentthan expected.

The long-term bond market reacted to this tight'
en ng lar more lhan we anlic pated and iudg ng from
recent slatemenis made by Chairman Greenspan
more tlran the Federa Feserve antcipaled as we .
The result is thal ong'terrn bonds have laken a sub-
stanua bealing s nce ast octob€t Slocks have cor-
recled to sorne extent The slock market has been
cauOhi n a lug oi-war belng pu ed down bythe r se
n ittefesl ates afd buoyed by lhe strengtr oi corpo-
.ate Prol ls

Look ng ahead, ii appears lhal most oltlre dam-
ageio of0-ierm bonds s now beh nd us. Long-lerm
rales may corne down a b t, and lhere rnay be a m ld
rally n on0 ierm bonds. Shorl lerm rates shou d
continue lo edge up, bul mther slovly. N neiy-day T-
b lh are in ih€ viclnity ol aboui 4 3%, and they may
edge up closerto 5% by the end 011994. lr ,4oneiary
policy should be mildly constrain ng on lhe economy.
one way oi  v€w ng the out ook lsthatthe r ise n
short ierm ratos irom ih s po ni on will be a res! I of
ihe siren0th ol ihe economy directy, as opposed io
the rise overthe ast six months lhal has beef more a
result  c i  the FederalReserve aci ior.

The strength olthe economy in ihe first parl of
1994 shou d lranslate nto operating earnifgs be ng
gfeaterthan we ihought back in lhe lal lo l1993, and
divdends for 1994 wi mosl ke y iurn outto be
sl iqht ly h qh€r ihan lhe $13 40 on the S&P 500 we
were ca ng lorat lhe end of astyear Th s strenqth
n div dends and operat ng earn ngs wi l lbetugg ng

the rnarket higher, whje the lack of accomrnodalion
frorn the Federa Reserve constrains any rallies.

The second part of 1994 \i/ill most I kely be
dom nated by pol i tcalevents as opposed to eco-

4

n0mic or rnonelary ofes ll s becoming ncreas ngly
possib e lhat heath care rciom, if ii is accomp ished
dur ng 1994. wl be ess lar reach ng than m ght have
been expected six or e qhl monlhs aqo There is an
ncreas ng chance thatthe m dterm eiect lons 01199.1
may prov de a laqer change in the makeup ol  Con-
qress lhan any m dterrn e ect of s nce 1974. Tlrer.
still lends to be a high degree of hesilancy if the
bus ness cornmunityto make long-tertn bus ness
p afs lvh e execltvestryto dec pher how nierven-
t  on sl  lhe Cl i i ton adm nistrat on real ly w l lbe. i lhe
anidterrn elecl ions do resu I  n a Congress thatwi l  be
conslra nirg on C nton the ecoromy co! d respond
lavoraby lo a relurn to qfdlock

n summary v,re expecl shorl'term rates to rse
an0ther 50lo 60 bas s po nls by the end 011994 and
on!-lerm rates to essenlially fema n about where
lhey are The slock market \ ' r i l lbe subiected to a1!g-
o1-waf, wilh the lack of accommodat on from the
Federal Reserve lugcin0 the rnarkel downward whie
the s ghty improved ecofom c performance wil be
pull ng it Lrpward The uncertainty ol lhe pollt ca c -
mate wil be a mid negalive. ll we add 5% to lhe
cufient mark€ts h gh forlhe year and subtract 5'/o
liorn fhe markels low lorthe yeaf, we have most
keiy def ned the range wilh n wh ch the ma*el will

remain lor lhe fesi  of the year

The Internat ional
Ecomonny

l i ] l ichele Fral ianni

Al ACA Ptaie:::::, : . . .,:,)rtflits ltrtl Public
Pali)/. hlt.tj:t ), : -'r,irSrihrss

Econornic Orofih aroufd lhe v/orld remains below
lrend groMlr.  moslt /  becalse of lackl ls lereconom c
perforrnance by nduslralcountr ies nTact asa
!roup lhese counlr  es rra.? been underperlorrning"
Iorfouryears Wil l r  n r l ra group ihe Englsh speakif0
U.S.,  UK. and Canad! i : .  ! rof /n0 more rapidlythan
Japan and the thr: i  i r t .  . rnl  nental  European couf-
tres (France Germ:^. 3-:  tai)

The bLrslnrss a :  :  ! ' i r  i fom being uniform
aroufd the vrorlc -^. -. i.r Slates rl'ent inlo a re-
c e s s i o n i n l 9 9 0 i i a :  : s : : r : r ' n u g h p a r t o l 1 9 9 1 .
Durin!  that t€ar:_: ;  : .  : -  : '  -  S aa GDP was
about4' ,  be o, rr :_:  : :_: : : : rd the UK had a



"The large accumulated
deficits of the 1980s are
making gavernments of
the industrial countries
very cautious in using
fiscal policy to boost
aggregate spending."

sim larexpeience. Conlinenta Europe sld into a
downswing n 1990, whle Japan did so in 1992. Be-
ng lale to move inlo a rec€ssion, contifentalEurope
and Japan will be ate in recoveting There aTe sorne
signs, howeveI thatthis recovery islakrng place.

Japan is undergo ng deep strucluraladjust-
m enls, lollowino the deflalion oflhe realeslate
bubble,lhe deleroralion of lhe qualily oi bankassets,
ard the realapprecialion oflhe yen. TheJapanese

talnment ofthe government deblt yet it is under pres
sure lo reduce unempoymefl. The nel effect on lhe
budget delicitand the ratio of debl to GDP is farlrom
clear. Tlre cal for fiscal conservativeness go€s beyord
Italy. In fact, Gemany France, and lhe llK have em-
barked on polcies aimed ai reducing debt relatve to
G D P

Forecasl
The G7 countres-u S.,  Canada, Japan, l iK, France
Gerrnany, and ta y-as a group arc in "extema "

balance. Th s means thattheir cuffentaccount imba-
ances sum io virtualy zero. The problem however, is
in the composi lon ol the imbaances with Japan
having a surplus approx maiely equa to the combined
defhlts olthe other G7 counlries. Although weforc-
see an improvemeni of lhe U.S. currentacco!nt in the
shodtem,lherc h nolhing in the horzon to suggesl
afundamerlal restructuring of lheaforementioned
tmoatances,

Cyclical conditionslavoran apprecialion of ihe
doiat Thsre aro two ctlica tactors at work. Th e firsl
s lhal ihe U.S. business cycle leadsihat ofother
countfles The second is thai U S monetary policy
lras become more restTct ive and wi l lcont nueto b€
so rslativeto lhat ofother countdss.

Real Eslale

Jelhey 0. Fisher

Assaciate Prafess1r ol Finance an.l Real Eskle and
Director, Center far RealEstate Slu(lies

The bad news s lhal nter€si rales have risen since
the beg nnlng 011994, when iheywere ala 2s-year
low. The good news s lhal nterest fates are si llat a
2O-year ow and wrlprobaby remain at lhis evel i f
ihe neff lu lure. Econom sts atthe Nat ionalAssoci-
ation of Home Builders if Wash ngton, DC, expecl
ionq-term mortqageyelds io remair n lhe 8-8 5%
fange lor the rest ofihe yeari however, they could r se
to 9% by mid-1995 iJ longlem rates conlinue lo rise.

Horne sales are expected lo be in the 3.9i0 3.8
m llion rano€ thls yeaL Warren Lasko, executive vice-
president olthe l,4odqage Bankers Associaliof, ex-
pecls the receni increase in inleresi rates io reduce
home sa es by 300,000 to 400 000 unlls thls year
Similary, tlre NalioialAssociatron ol Home Buiders
lras reduced its housing starls forecast by 3o/o for

government has iniected funds into lhe economy
thrcugh lax reduclions afd spending increases. The
fiscal st muliso far have had limited mpact on global
spend ng. [4onatary policy has moyed in the sarf€
direction asliscaipolicy. Short-tsrm ratos havo de-
clined siead y and aro now hovorlng attho 2% levo.

The wolstappears lo be ove r ior G".rmany,
which has paid th€ front-oaded costs ofGerman
nronetary unification. Since lhe September 1992
currency criss, German sltod-leTm interesl raies
have stead lyfalen, and the same has taken place in
other Europeaf countrles The irlerest rale declines
were driver by expansive monetary po cies, which in
lurn airned ai reducing the gap between lrend and
curr€nl output groMh. These dec ines have viriually
corn€ to an end, Astlte economies recover lhe pres-
sure willbe lor monetary policy lo movel rstirom an
expans ve to a neutralstance, and aterirorn a neuiral
to a conlraclive slance. Shortierm and long-term
inlefest raies w lbe risinq. The yield curve-ihe oap
belween long- and short-term nteresl rates-is ikey
to be posl ive and r is inq durrng the expanson phase
of the business cycle.

The large accurnulaled deficls oithe 1980s are
making 0ovemmenls of ihe industrial countriesvery
cautious in usrngfiscal policyto boosiaogregate
spending. This is padcularly so for a counlry such as
llaly, whose 0overnnrenl debi by far exceedsthe value
ofrorninalGDP The new Berlusconi adminisiration is
philosophically comrnitted to pivatzauon aird coir-

5



1994, National housing starts are curl€ntly at a sea-
sonally adjusled annual rate of almost 1.5 million
units. Houslng starts peaked at 1,972.000 in January
1972 and reached a low ol837,000 uits in Nov€m-
ber 1981.

The Midwest continues to outporfom the rest 0t
the nation. Housino slads Iniho l4idwost rose 30% In
March veGus 7-8% elsowheB. Similart exisling
homo 6ales wee up almost 10% in March in the sido
of lndlana. Filsl Chicago attdbutes much of lho
Oro$ih in the ft,lldwesl to ilro strsno h of lhe auto
Induslry.

Tlo medlan homo pdco in Indi.rna was i75,000
durino fksl qlarter 1 994, whlch was an incl6a$ of
10.370 {rom lllst quartor 1993, The modlM homo
pric6 is stlll considorably less than thd for lh. rcst 0f
the nalion, whlch was $106,900 for filst q0att r

199rFup 3.4% from a year ago. The gap botwoon
home prices in lndiana lelalive to the rust ot tie na_
tion suggests muci room lor gro$n, ospoclally if fio
Midlltlsst oconomy rcmalns strott! oomparedlo tie
rost ol the coontry.

The Dpalclng of conmorcial real estato:appeds
to be comol€b- Ma*et valuos tor most lncoms_PnF
duciio flal €6tde arc woll bolow replac€m
\t cancy ratos are linally staning to drop,
conslructon ls not necessary in most ma*ets.

Watl Slreet has rodisoovered commorcial
66hte, and many oompanie6 have taken
of ho availabllity of capitallrcm lho publlc maftsbl
R.alEshte Investm€nl Trusts {RElTs) should con-
tn0s to be the dominant sourco oi squiiy capital.
Commorcial modoage-bdckod socuritieg will b
a slgnific{nt souoo of debl capilal.



A Reconsideration of Employment Gains in Indiana

lvlo on J. lvlarcus

Dhecto r, I nd i ana Bus i tYs s
Rese arch Ce nle t, I n dian a
University School af Business

ur slate's rccent record inlhe compelilion ior
j0bs has been well document€d. ndiana has
been ollperioming the nation, as wellas three
o{ our four neiqhbors. In Figure 1, ior example,
we consider a comparison of firsl quarter 1990

with the same quarterihis year using data lrom the
U.S. Bureau of LaborSlatistics. lndiana had an in-
crease 0f4.5% compared to a paltry 1.3% nationaly.
Aion0 with allof ourneighbors, we exceededth€
nationalrale ofj0b gain in thallour-yefi period.

0fspecialnote is the factihal Indiana exceeded
ev€n our larger neighbofs (0hio, Nlichigan, and lll!
nois) in lhe numberof jobs oainsd (s€eTablol) .
Percenlage poinls arel ne, but people hold jobs. With

nearly 112,000j0bs gained, Indjana outpaced lllinois
and lllichigan, each ol which achieved 100,000 job
lncreases.

Another wel-eslab ished aspecl ofthis record is
Indiana'ssuperiorperformance,comparcdlothe
ration, in manulactrrino. The lJnited Stales dropped
7.6"/" ol ils manulacturinc lobstrom 1990101994, a
ioss off irorelhan 1.4 mil l ion jobs l l l inois, M chigan,
and 0hio fo lowed this nalionaltrend,lhough the loss
rates were notas severe as theywere across the
nation (see Figurc 2). But ndiaia, along wilh Ken-
lucky, wenl against the trend and added jobs n manu-
factunng.

In fact, Indianawas cortrarytothe nation n
several employment sectors. As seen in Figuto 3, out
state went againstthe rationa lrend not only in
lllan!facluriig bui aho in Constr!ction, Finance,
lnsurance, & RealEstate (FIRE), wholesale & Retail
Trade, and Transportation & Public Utililios (TPll).

What We Should Know
These data have been part olthe stah's "f€olgood"

campaigr. We conqntulate ourselves becalse we
make ourcompafuons wlh the nauon, which is
growing very slowly, and wilh nelghboring states that
are not in positons of natonal eadership.

h allthe data cil€d thusfarws havo se€n Ken-
luckyasihe regionalleader But Kentlclry ranked 29th
in the fation in iis rate ol employmsntgroMh be-

Figure 1
Percent ciange in tmploymenl by stale, 1990.1994 (10 Dala)

lllinois Indiana Kenlucky Miclriqan 0hl0 U,S.

Fiquie 2
Percenl Change in Man0laclurinq Employment, 1990"1994 (10 Dala)
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Change in Employmenl, lgg0.1s94 (Filst ouader Data)

Figure 3
Percenl Change in Employnenl by Sector, 1990-1ss4 (10 Dala)
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lvr'een f rst quarter 1990 and firsi quader 1994. Ind -
ana, second in our re0 of,  ranked 31sl n lhe nal ion n
percent change if emp oyfnefl (see Table 2). A 0f

Table 2
Employmenl l ry Slate (Firsl0ua er 0ala, in 000s)

ihe iaslest grow ng siaies dur nq lh s period wefe if
the West. Wilh the except on ol Calilorn a, allol the
declning slates were on tlre Atantic coast (see Figur€
4). lvermont had no chafge in emp oymefl . )

Tab e 2 also lrelps us see that Indiana added
ierver lobs (111.800)t l rai  d d seven other states
(Washinqlon. W sconsln, Minnesota, Tennessee
Arizona. Co ofado aid Ll lalr) ,  a lofwhich are sr:  i
than Ind ana

Seen in th s broad nalionalperspectlve, Indrar'i!
pedormance is not qu le as 0ood as we mighl have
lhouglrl. A compaf son to the nalion s nevitably
biased by lhe b g slates Ne\,r York and Calilorn a.
bolh hed up onLy by Connect cl t  f rom cairnin! ast
place ii tlre grovr'llr derby.lemd lo dom nate llre slats_
tics. (The way Nevr York has been os ng jobs I vrill
soon be rep aced by Texas as lhe second mosl popu-
lous $ah in the nat on.)

A Slpplemenlary Way t0 View Ernnloymenl Chanqe
When we ta k about stale labor markels we folrnally
ook atthe change n ernployment belween two peri-
ods for example. 1990 to 1994. We measure the
d fference between lhetwo pe ods ollime to gei lhe
numericchafge (p us or minus)and lhe percent
change (t l re n!mer c chanoe divded by lhe base
perlod va ue.)Bui this does nolte us ho\\r  much
turbulence or chufning et is ls in the abor markel ol
the stale.

Cons def,  as an example, lwo sialesiA lsw€l land
Noisogood. Bolh may have had an increase in em-
ployment 01100 000 people. Bul n Al lswe l ,  fo one
ost alob ihefe were on y iob qains. By contrasl, in
Notsogood thefe may lrave beef 300,000 iobs added
whl e 200,000 were lost The net ga n was 100,000,
l lut there was a cons derable amount ol  dis ocat on in
lhe economy oi Notsogood.

i  we divjde lhe ne1clrange n Noisogoods em-
ploymenl (100 000) bylhe srm oi lhe iobs gained
and losi  (500 000) vre gel a i igure of 0.2, whhh for
conven ence vJe mult  ply by 100 and ca 20 For
Al lswe t l re nLrmbervJould be 100 (100,000 nel
change d vided by lhe ncrease of 100,000 and mult i -
p ied by 100)

Cleaiy A ls\rel has had ess d slocat on in jts
abor anarkel: ls emp oyees have not faced unemp oy-
rnefl and lob search Notsoqood. however, has s!l-
lered the usua cosls ci ne\r hires and the lraumas of
ayolfs Labor rnarket t ransi lons are neither c0stess
n0I pa nless

The val!e 01100 i0r A srrel l te ls us that lhis
siate has had a abor aarket that can be called more
profcient lhan the lab0f markel in Nolsogood, wher€
the compuled lndex , , :s 20 l /e propose cal l  ng lh s
nurnber a Lab0r i , larkel  Pr0i , .  ency ndex (L[r ]Pl) ,
uni i la better nam€.om:: a c. !

1990
u s 108 722.0
daho 368.4
lrah 7Q2 Q
Nevada 000.1
soulh Dakota 271.4
Moxana 285.7
Co orado 1.490.6
Nev Mexco 560.4
A aska 2241
NDirlr Dakora 251 B
Nlssssjpp 921 6
Arkafsas 903 0
Ar izona 14744
Teras 6 9397
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Tarnessee 2157I
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oreqor 1213 4
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nois 5 188 6
0h o 4176.1
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DC 6827
l4assac]useits 2982 A
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11Q,1177
444.9
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Figure 4
Percenl Change in Employmenl by State,1990.1994

j :

Employmonl GnMh Eala
U.S. = 1.28% 6towk
E crcvlh otualertlran l
E Gro!1/th oi5% to 10%
@ Growlh oi less lhan 5%
I Decl ineor nochangs

Now Indianacan lake h€anonc€ agaln. As soon
in Flguro 5, the Ll l4Plfor Ind anatrom 1990t01994,
96.7, was the highest in the rcgion and iarabove the
nation's 22.4.

Thesevalues wefe obtainod by usino mofe of lhe
details in the daia publlshod monthly byth€ u.S.
Bureau oi LaborSlatistics. Elghl fonfam ssctors ar€
repoded. The sum ofiho losses and gains shown
ther€ir are tho basls fortho LlVPlconstruclod hers.

Flolr. 5
Labor Ma*el Proliciency Inder, '1990-1994
(Fnd0uaderDaia)

Wo would prclerto have dala fof individualflrms
showinq lob gains and losses. Eutlhey are notavail-
able ioreach staie. Work now in progress atthe Indi-
ana Un versity Schoolot Business, in cooperalion
wilh the Indiana Department ofCommerce and lhs
lndiana Dgpartmonl ofWo lorce Dov€lopment, will
provide such nlomalion for th is stalo and lts coun'
llss ai a latof dato.

Tho LN4P will run Jfom +100 to -100. A value of
zero willoccurwhon thofe has beon no net change in
eriploymenl (as in tho case oiVsrmoit). Table 3
showslho L[,4Plvalues foreach slate lor the p€r]od ol
1990 to 1994. Four slates had index values ot +100,
although more detailed dalawould surely indicaie
ess than perfecton,

Indiana had an LMPlot 96.7, which was good
enough for 15th place in the nation. California, wiih
an Li,4Pl of 82.4, was last in the nation. The detailed
dala behind ihese index numbers can also be found if
Table 3.

The LlllPlmayotfera new way oiconsiderifg
labor mafkets. Jusias w€ do noi declare lhalloday is
wonderfui on the basis oflhe thermometer alon€, but
wish io look atother ind cators, so too we should nol
makejLdgments about economrc pedormance on the
basis ol a limited sei of data. Netchanqes farllo re-
flectlhelullrange ol activ ty in a market. The L[,4P1
attempls to reflectthe pain as wellas the ga n.
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'3.2
0.6
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0.9
0.6
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0.0 -6.4 -1.8 1.5 -tQ.2
0.0 -18.4 '61.3 -15.0 42-4
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Ind ianapol is

Rote Kirk

P rof e s sa r a f EcD tfi n ics. I n d ie n a U n i\te r s ltj'- Pu r d ue
U n i\te r s il, at I n d i enap a I i s

Ernployment lor lhe lndianapolis metTopolitan area
(n ne counles now wlh the recentadditon ol lvladi-
son)is expected to ncrease 1.5-27" for 1994 and a
litlle less than 2% in 1995 dueto a moderale increase
in interest ral€s atlect ng lnlerest-rate senslive ndus_
tres Realwa0e and salary d sbursements aTe ex_
pected lo increase 2% n 1994 and a itUe nofe lhan
thatfor 1995. Inlerest income, ref lect ing the higher
leve ol nteTest talos, wl I resu I in the ncrease n real
persona lncome be nq somewhat more than the n-
crease in realwag€ and salary income lflhe Federal
Reserve cont nues to tghten monetary po cy thef
growlh ral€s foremploymenl and ncome wou d be
reduced lrorn the above and the probab Lity ol a de-
c ine n the levelol  econom c actvi ly n 1995 would
lncrease a l l le,

Becenl EmplDymenl Growlh
TheTable shows lhe change in smp oyment using
ndex numbers Thetrough ofthe bus noss cyc e ior

the metropo lan economy wasthird quarler 1991, so
emp oymenl s set to 100 n that quarlef. Tlre lab e
ndlcaies lhattota emp oymonl lras increased 3.3%
s nce lhe recession, h terms oi omployment grcwlh
the leadifg seciors have been rela tnde (8.7%) and
I nance, insurance, and rea eslate (5 1!%) The con'
traclion ln lransporlat on, communlcation and publc

utilities relectsthe reslructurin0 that has occurred in
utilities The emp oynreil expans on occurrin! atlhe
lJnited Air ines [/]a ntenance Center bythe end ol
1994 will appear n thrs sectoL

Manulacluf ing
It rs encouragirq lo see lhe ncrease n manuiaclLrrin0
during the past year-especia y at aijme when some
rnetropo itan areas such as St, Louis, have losl sig
n ficant emp oyment. A oca d ese engine prcduceI,
Navstar plans lo h rc more wo*erc as a response lo
the strong demand lortrucks. The relinanc ng ol
morlgages by households in 1993 resulted if lower
monlh y paymenl schedules and rnade more dispos-
able ncome avai lableto support  ncTeased consumer
durable 0oods purchases, inc ud ng automobi les. An
ncrease in mortgage rates takes away lhal so!rce ol
dufable goods purchasing power.

As the number ol weeks of incorne required to
purchase a new car has increased overthe pasl ten
years Detroit has souglrl ways lo keep tlre month y
payment manaOeable Leasing s lhe mosl recent
strateOy. Wil leaslng have an eliecl similarto the
pfogram cars lhal dampened few car sa es? llthoTe
ate comparable monlh y paymonls belween a leased
used luxury car and a less expensve new car, many
may pfelerto lease the used luxury car. GM has been
the rnosl venca y integraled ol lhe Big Three The
consequenc-o ol  this has been h ghercosl,  because in
parls operalions GNI musl compeie wlth nonun on
independents and lorei0n prod!cers, The domeslic
auto matkel s matur n0 so developmonl n overseas
markels wrth growing p0pulalions and disposable
incomes becoanes mofe altractiv€. NAFTA shou d
provide ncreas ng access to an expand ng aulo mar-
ket.  ndianapol is busjnesses thal  se l lo Germany and
Japan can expect some incrcased exporls asthese
lwo economies are expecled t0 show s0me recovery
durino the resl011994.

Conslrucl ion
ln 1993, commercia / induslr ia,  spec al  use, and
mu li-lam ly construct on, measured by squarel00t-
age rn [,4arof Counly returned lo 1990 (pre{eces-
sion) levels. I ! , leasured by do arva ue, thesetypes ol
constTuct on were st I be ow 1990 leve s. The number
of pem is forfirult iamiy units has lncreased slowly
overlhe pastthree yeafs, As reported n th s rcvew
six rnonths ago, the number olyoung people a
prirne markel Ior apadments-has declined bui
should begin to lurn around sowyandsupporlcon-
t nued expansion n apartment activity.

Relai lTrade
TheTabh iidicalesthat relai trade has been the ead
ng sectof n employment growth, although many of

Table
Employmenl Chanqe l0r lndianapol is l l le lr0p0l i lan
Area, Fi fs l  ouarler lg$ l0 f i rst  0[arter lg94
lThnd Auadet 1991 - 1U)

TOTAL

Transp Cornm & Publc U1 iljes

Fnance, nsurane & Real Eslalo

1493
1 0 1 . 6
99.5

100.5
9 8 2
99.8

102.2
103.0
103.5
102 2

1494
103.3
1 0 1 . 8
98.6
97.A

103.1
108.7
105.1
103.1
102.6

sDUtE lndiaE DEpannent 0f Wa*lotte Develapnent ann aukaft
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these jobs are lessthan full-time. Although retailtrade
was 1g% of totalemployment in 1993, it genemt€d
48% ofthe increase overthe peiod lrcmJilsl quarter
1993 to first quarter 1994. overthe past few years,
rea petsonal ncome per relail employee in India-
napolis was aboul $17,000.In 1994the opening of
four megaslores willadd signilicanily to the retail
employment tolal; in september 1995 ihe opening ol
lhe Circle Centre I!4allwill add 1 500 more. So a
h€althy expansion in real personal incom€ will be
needed to supportlhe increased employment in r€tail-
ing. The shoppers in tho Circlo C€dre lllallarc ex-
p€cted to lnclude convenlioneels and visitors attend-
ing trade shows in the expanded lndianapolis Conven-
lior Cenieras wellas evefts in the Hoosiet Dom€ and
other downtown localions,

lndianapolis appeals to reoionaland nalional
franchisofs because ofa r€latively strong economy.
Newlrarlchis€os open ln new commercialareas that
are serv ng new housing devslopmenls. lvlany'help
wanted"signs arc seen al rctall establishments. Again,
d€mooraphlcs is a tactor-the numb€r of people aged
15-19 and 20-24 declined from 1980 to 1990. The
children of lhe baby boomers willbegin to enterlhese
age cohorts, butthatwon'l help businesses needino
labor n lhe shorl run. Ashoriage h a situaiion in
which the quantity domand€d is greaterthan the
quantity suppllod ata 4/v8, prlce or wage nte.we
would expecl higherwao€ lal€s to incroasothe quan-
utysupplled aid docrcas€ the quanllty demanded.

Wh€n subaru.lsuzu was rccririting people in
Lafay€tto, we saw lon0lines on ourTV6creen.0nlhe
olhsrhand,thesmall-businessownersays, " lcanl
atford lo pay a higherwago and stay in business."
Ait€rnatives iic[rd€ substiluting caplta] tor labor
wh€never possible and incr6asiigtho produclivity of
the existin0 worktorce. Wo*fofce d€velopmont is
one oithe ssues being addressed bythe l!4oiropoliian
A$ociaiion otGrcaierlndianapolis Communities
([4AGlC), a group that includes areachambers ol
commerce, localeconomicdevelopmontorganiza-
lions and regional employe$.

Services
S€rvices (busiress, health,and personal)wasthe
seciorthat, along with construction and rctaillrade,
ed the Indianapolls economy in employmenloroMh
during the 1980s. As the Table indicates, services
have not contrlbuted to the localeconomy during the
past year as nright be expected. Thercare sevetal
reasons forihis. For example, one component ol
business seruices ls the building services industry
(custodialseruices). During the 1980s, many new
otfice buildings were constr!cted. Th€ building ser
vices induslry qrew as bullding manageB contracted
oul maintenance services. However, with lew new
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office buildings an recenl years. epallt'|| n htr!
services has slowed. Addilionally. tlle 'r€Eiis
over heafth care Biorn have encturaged hostilah
and other health carcag€ncieslo incrcase labor pro-
ductivily to oain better controlover cosls. The resull
has been reduced rales ol employmenl grcuth,

Govemmenl
Dlrino the fa!|, state and local governmenl oflicials
willbe inlerested in lhe outcome ofihe legal chal-
lenge to lhe constitutionality of Indiana's melhod of
assessino realproperty- The cha leng€ willpres€nl
evidence lhat tie melhod is arbiirary and lreats
households in similar economic siluaiions ditferently.
Thus, it is argued lhal lh€ method vio ates lhe equal
pmtection clause ol lhe 14lh Amendmenttothe lJ.S.
ConstiMion as vEll as lhe lndiana Constitution.

Indiampolis received Oood news when it was
announced tll.l Ue Army Finance Center will remain
open. Aldrough Fo.t B€njamin Harrison willnol b€
closed u|ItlJut 1(X)7. troops willbe moving out
during fiscal ylar 1SS5. options forihs land include a
Tocicre star. pafi and light indust alandeduca-
tonalt,ses.

Produclirit 6mdl
S€wral local !$6rries have been looking for omploy-
ees. Trudhg.lo. emple, needs driv€rs. 0n€ way lo
get mole b to dlr hoh€l wages, but that has a
negaliw sffacl m Fofils.

AndEr m.@dr to dealang wilh the lack 0f
labor al fr lriE qe rele as lo incrcase labor po-
dudn y. ltlM a'e lhe cooseluences oJ produc{vity
groyJth? Hialoriry. tra p.ices ol goods or s€Nicos
produced in h(|tBtris xith apid productivity growlh
(such as daatrris) lra,i hllen relative to those in
indudries wrtn sban Oro*th. The periods oi rapid
productivity 0ror$ 16,r baen associat€d with in-
creases in net qE3 rr, ghies and low inflation.
Nationalt, rec qEs trd thries have nol increased
lor 20 years. lloGrr. a!.npensation has increased
because tl|e p|ldrdily gBlrB have been laken in the
,orm ot trir{p b.|rdB.

In some andusu|as- n|e3sudng produciivity
groMh is dilfioil b.ta6. o{ lfie problem ol defining
outpul. In a m€u srlp-g plant. s|lch as lhe North
American Trud Pdornri GMC IndianaDo is llant.
oulpul (door par|eb) c'| be counled. Bui how do we
measurc oulDul in Itp Fsrc€l servrces induslry?

As the Tabl€ iflLeE. t te finance, insu iance.
and real ostate s€clo( h6 beer a leading sectot Fi-
nancial instilrrlions cdrsd ol de9osilory instituiions
(such as commend rts)- codraclual intermediaF
jes (such as life insurtE cofiDanis), investmeni
intermediaries {such 6 muuc funG), and financial
brokers (such as br*lfagB ho0s€s).



"The processes of restructuring
and increasing productivity that
began in the manufacturing
sector during and immediately
following the 1980-82
recession have spread to every
major sector of the economy."

Sorire observers lrave described bankirg as a
declin ng induslry. t istrue tlrat as a percent ofassets
ola 1 nancia institutions. commercia banks'slrare
has beef dec ning. But is share ofassets the appro-
priale measLrre? ll assels are deiined mofe brcadlylo
nclude "off-balance sheet' assels, such as trust
seruices,lhe downward lrend is reduced somewhal.
Recenty, comrnercialbanks have enlered such new
arcas as securt es brokera0e, underuiting mutual
iunds btokerage and 0enerat ng fee ncomelrom
originaUon and servic ng ol oan packages.

Economists use value added as a measure ol
oulpul.  Va ue added s the value otthe goods orser-
vices sold by an ndustry m nusthe va ue olthe inter
mediale goods and raw malerrals purchased by t.

Northwest lndiana

Lesl ie P Singer

Prafessar af Econanics. htliana Un\jercity Nafthwest

The ndustralseclor ol the northwesl lnd ana
economy is respond ng t0 nat ionaltrends.Outpul ol
s leeland slee-relaled nduslTes is grow ng al  a rela-
tivey rap d rate. Nationaly, slee cutput rose from
91 605,00010ns10 96 077 000 tons l rom 199210
1993 an increase 014.88%. Steel purchases by the
automobi le induslry ncreased from 10,697,000 lons
to 12 219,000 tons, or T4.23"/" .  This unprecedenled
increase, which was large y generated bythe steep
fse in the automobile replacemenl cyce-as we had
predicted-gave a sgn lhant boostto the loca steel
industry Localsteelp ants fely prnc pa y on the auto
industry The argesi increase in stee outputwas,
however,  i f  the generalpurpose commercia sloel
sector, shaped products, ard so of, which lhe Deparl.
menl oi Comrnerce sumrnarizes underlhe category ol'other. 'Th 9 seclof 's sa€s increased trom 35130,000
tons in 1992 to 45 510,000 tons in 1993-a whopping
29.55%. The segment ol the steel indLrslry that ben-
et i led mosl l rom the increase in shipmenls in thh
calegory were lhe 87 so-cal led mif  i -mi l ls or mel
m lh wh ch are dispersed al oveTthe contifental
ljn led Slates and Nawaii inc ud ng the soulhen lier
ofthe slate oi nd ana.

Loca stee oulpul increased morethan 11.9%-
lo 23,340 000lons per yearfrom 20,846,000-wlh
almost no ncTease n steelemployment Local inte-
Orated mt s had subslanlia unused pfoducUve capac-
rly, ifcl!ding excess labor, as we had noled earler.
Steei prcductron lh s year may come close though it
may nol exceed the 1988 peak oi 24,196,000 tons per
annuri or lhe pre-recession peak oi 23,565,000 an-
nua lons olcrude steelproduced by norlhwest Indi
ana ni l ls,

The lentative plans iorthe auto industry if
1994-95, both domestic and iorelgn-owfed produc-
ers, cal l loran increase in the producl ion ofcars bya
weighled average 0116.4% and ln the producton ol
trucks by 20.7% G[4, norlhwest Indiana siee s major
customer, plans lo incrcase the product on ofcars by
10.3% and the produci ion of t rucks by 21.5%
Chrys er plans the aro€st expansion amono dofiestc
producers namely, af rncrease of37.8o/o forcars afd
33.0% lortrucks. The aroest increases are p anfed
by Japanese transp ants, padlculany Honda (44.7"/")
and Nissan. We firay conc ude, then lhal nodhwest
ndiafa ntegraled rn lls w llcontinue to produce cose

to fu lcapacity for ihe remainder of 1994 and most of

App ied to linancial nst lut ons, it can be deiined as
the d tloTence b€tweer tota rece pts, including irler
est received and iflerest paid Eylh s meas!re, both
the totalfinanclal insliluliois ndusiry afd ls com-
mercia bankinO componeni ltave ifcleased as a per-
cent of GDP overl ime

Indianapol is has wlnessed the entry ofa wide
range ol  I  nafcial insttut ions in fecentyears Thls
entry has forced exstifg firms lo develop markelino
and productviiy-rasing slralegies. The price ollhe
persona computer,  a capitalgood, has declned fea-
tve io the pice ol  labor Frorn 1989-92, l t  has been
estimaied lhalilre prce ol PCs aiterlak ng inlo ac-
couni speed, rnernoly, slorage, and expandabj ly,
decreased al an averaoe annua rate ot more lhan
30%. As a consequence, the compuier has been sub
stituled lor laborafd increased the productivrly ol
abor n financial setuices,

The processes o1 restructuring and lncreasing
productvitythal began n lhe manufaclur nq sectof
during and rmmedialely lollowing lhe 1980-82 reces-
sion have spr€ad to every majorsector olthe
economy Howeflective lhe prival€, pub ic and non-
profii sectors oi ndiafapolis are rn pursurng these
processes wi l lbe a pimary determiuanl ofour eco-
nornic well-beino lor the rcsl ofthis century,
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caniE eeddibtes lflill come lrom exports of
blor b 0p C[ia0o metropolilan region, and the
bbE ra come f.om rjsing wages in tho service
sacbr. In d|oa sords, the se in income and employ_
mdi h tlE sanic+9rcducing sector will be endog_
anoosly qs|efded and will nol, as beforc, depend on
risirg indusfti mges.

Concluilos
Ihe nortlrr€st Indiana economy will conijnue lo show
moder# grcwli in the service and relail tmde sector
and in Esidential construdion. The indu*fialsector
may shorv no employmenl gains;howovei lhe secular
decline ln lobs is likely to tomporarily su bsid€. We€kly
hours may doclinefrom thoh record highs of 45 2
ho!6 in steolin 1993.Ths roalindust alpayrol l i6
likely to show a modest docline, in spile ota prcdictsd
modeute dso in nominalwagos asaconsequonce 0f
reviled collectlvs bargainin0 contracb (notably LTV).

Evansville

Maurlc6Tsal

Professor af Econonics, Unlvorsv of Evansville

Th6 Evansville economy grew in 1993 at3.170, in-
stoad olthe 4.2% estimatod in the last repod (s6€lh8
Tabla). The manufactudn0 sector conlinu€d t0 0r0w
in tho lllsl hali 011993, but lt became staonant In the
third and foudh quartors;lhus, il grew dl only 3.0%
forth€ €nllreyear. Th€ construclion sector's 0rowlh
rato was actually only 2.1%, not the 5.4% ostimatod
eadi€r Thotmde and seruic€s index rose 2.5%, tho
financo index rose 6.2%, andthe ompioymentindox
rose 1.6%, as estimated earllot The tEnsportation
index showod 1.2% groMh compafed to the originally
eslimat€d 0.1%.overall, 1993 was a better year ihan
1992, witll concurrcni growth in allsectors.

In 1994, ihe Evansville economy will maintain
the groMh nte it has achieved in the pasl iwo years.
The groMh mt€ forihe year will be 2.5% or bettel
This revision is based onlwo dovelopments. First, the
rise in inteGst rates in the firsl haff oJ 1994 willslow
down the construction secto r somewhat and pfobably
have an adve$e etteci on the linancial seciol forthe
remainder ofihe year. Second, the riveftoat casino
induslry will not bring much ot an impacttolhe local
€conomy until 1995.
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24.4
35.7
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1995. As shown intheT,bl6, dospito continled hioh
oulpul, we predictalmost no ds€ In manufaclu n0
€mpt0ymenr,

For6casl
Wo hav6 rosot the local employmont time reriesto
oofiospond tothe Deparimentof Labods downward
revilions. Thus, ourtrond line willbs sot low€r than
was the lrcnd llno in our 1993lorocast torlhis year
The rovlslons do not indicate a loss olsmployment,
onlythat€rrols in measuremont hav€ boen corroct€d.

Tho annualized nominal manulactu ng payrcll
slood at $2.078 billion in lhkd quart€r 1993 and will
be identicalln thid quader 1994, Ths payroll0tsteel
millswas$1.388 bllllon ln third quarter 1993 and will
ris€ minimallyto $1.394 billlon in ihird quad€r'1994.
In real terms, local industry has iailed io givo ad-
oquate supportto tho s€rvlco"pnducing s6ctors of
th€ localeconomy. ws had nol oxpectedlhis sltualion
in ouf previous iorocast. Wth higheriaxes and olher
charo€s, the industrial soctor's roal disposablo In-
come has deteriorated. W6 oxpoctaslight rev€rsalol
th€ previous tfend in real induslialwages in 1995
and 1996. Nominal manulacluring payrolls may dse,
possibly byan accelerated nle, as shortages ot
skilled personnel, extended usoof overiime, and p€t-
tormance incentive waoos swelllhe payrolls. The
auto-driven increase in steeloutput hasfailed to aise
employees' realdisposable income; ralher, lhe mini
boom ln steelhas onlyiemporarily haltedthe long-
rundownslideln industdal employmonl.

Where, then, willthe impetus forjob croation jn
iheseruice-producingsectora se?Someof lhe
stimulus willcome ircm an increase in federaland
locallansfef paymenls. Some ofthe rise in local
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Table
[valsvi l le Area Business Index (1977 = 100)

101993
241993
341993
401993
101994

19S0
1991
I992
1993
1994 (proi.)

1990
1991
1992
1993
I994 (prcj.)

12685 135 41
130.43 133.84
T29.81 132.39
121.79 t36.00
127.36 134.77

128.82
129 08
1 3 1 1 0
134 41
1 3 9 8 0

5.8
0.2
1 . 6
2.5
4.0

104.84
104.40
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106 86
106 62
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l t 0  8 0

-4.8
'4.2
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2.7
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122 66 128 64
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0 4
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3.0
2.5
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11262
9 8 1 9

11224
114.65
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' 5 2
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14.3
2 1
6 0

137.12
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13216

12164
127 54
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130.48
133.75

-1.0
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0.8
6.2
' 2 4

l t 8  3 5
t 1 8  8 5
1 2 1 . 1 3
123.10
125.50

1 . 5
0.4
t 9
t 6
2 A

12211
121.18
124.5A
128.46
131.60

2 8
3 1
2 5

Saut@: Schaol ol RtsiEss Ad]tirisltaliar Urivetsill al Erarsqlls

Given lhese deve opments, the manutacturing
seclorwil lgrow al2.5%,lrade and seruices at4 0"/"
construct on at 6.0% employmentat 2.0% and ihe
finance sectorw dec ine by 2.0%. Therelore,1994
wi be anolher0rowth yeat The localunemployment
rate was 5.3% lor 1993;thal rate cou d be repealed
lor 1994.

Fort Wayne

Thomas Gulf i r ie

Prolessor ol Econanics. ln(liana Unive6ity-Purdue
Universitjl al Fan WaJtne

The or ginal iorecasl for 1g94lor the Fort  Wayne
meiro area rema ns primarily ntacl at mrdyear As
lorecasi lhe aulo/ ghitrucksector probably has been
the primary so!rce of strength in the Forl Wayne area
economythus far in 1994. Domestrc producl ion of
autos and ight trucks is likely to iJrcrease 10.2% irl
1994, i rom 11.8 mi l  on actua units lo 13.0 mi l l lon
forecast units. Domestic productron has been aided
by overall strono sales ncreases, market share 0ains
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by domesl ic producerc, and producton shi i ts tothe
l l .S. by lhetransplanls

However, daily sellifg rates ol new aLtlos and
l iohttrucks have probaby al feady poaked lor lhe year
This sectof will nol be a source ol cont nued employ-
ment gains ln the lasl hal ol lhe year. LarOe lrans-
plant inventorles, rsin! nteresl raies, and a predicled
surge in tlre nrmber of oil-lease vehic es enleT ng the
used-vehic e markel willcombine to put downward
pressuTe on domestic few auto afd lightlruck sa es
and product ion

Alihouch dltlicu tlo documenl because area
defense-relaled ernp oyirenl rs not reporled sepa
raiely, recent local publc announcetnenls ol dowf-
siz ng are consisient with ihe forecasl oi conirnued
shr nk ng in this sector

As in ihe past lhe ubiqui ious personaland busi '
ness services sector ol the economy cont nues lo
grow byl  300 beiweenAprl  l993and Apr1 1994
(prelmifary daia) n an ernp oymenl base 0i55,100.
Howeve! rn siark conlrastlo ihe pasi, health services
conlributed nothin! lo the ncrease. ln lact, as pre-
dicted heallh serv ces employmeft is likelyto de-
crease glven th€ recent announcement by one ol the
tlrree community lrospitas ol plans 1o downsrze
l\/larkeiforces (lfally)and coflinued urcerlaifly
Ieative to nalionalhealih care legis ation have com-
bined to lraltthe health care indusiry iJr both emp oy-
meni ga ns afd prce increases.

The one s€ctor not mentioned in the origiral
forecast butworthy of menton at midyear is the capi



lalgoods secior As unused capacity cont nues lo
shr nk and profits cont nue to grow businesses have
bothihe desire and the wherewithalto incrcase capi-
talspending p ans. Th s is good newsforlhe indus-
t al rnachinery sectoroflhe area economy. Tlre sec-
toralready grew 7.4%, or 600 jobs, between Aprl
1S93 and April 19S4 (prel minary data) in an enrploy-
ment base of 8,100. And given the lavorable capital
spending outook, thal groMh wil lcontirue.

The orig nalforecast was fot area employmentto
increase 1% (approximate y 2,000jobs) n1994.
G ven the viewat m dyear, tlre direction olihe fore-
castappeats assured, butthe amount appears low
An increase of between 1.5% and 2% seems more
likeyatthis juncture.

Addit onally t should be noted tlratas a result of
lhe 1990 census,lhe number ol counlies ln lhe olf i
cialFortWayne metropoli tan area was doubed atthe
beg nnlng oltlris year Adams, Hunt nglon, and Wells
counties have been added to A len, De Kalb, and Wh l-
leycounies Thrs ncTeased lhe emp oymefl base by
approximately 50,000 As a result, onlythe lorecasl
percenlaoe gain n jobs r€mains relevant.

The origlnal for€cast noled the likely closing of
the ocall ln rcyalGoodrlch l ire panl nApri l1994
and ils adverse impact on lhe area economy, How-
ever, in an extfaordinary wook n February in the eco-
nomic Ite olthe roglon not only was the abor'man-
agemont impasso at lJniroyal Goodrich reso ved, bul
plafs t0 bulld a $514 million steel mini.nrill in De Kalb
County were announced Translated into jobs, the
llniroya Goodrich annoufcemefl saved most olthe
2,000 curfentjobs, and ihe stee min -mil l is pfojecled
t0 provide aboul600 high y pald (around $40,000)
jobs wh0n iully developed (zonin! lssues st remain
wlh rospocl lo the mill's ocalion).

Terrc Haute was tempered byan expecled net loss ol
we l-payirg jobs, possibly ollset by gains n employ-

To date, 1994 has been marked by an absence oi
developments that wou d maleially a ter that oullo0k_
The closure ol the Breed power plant in Sullivan
County (wit l r  a oss of66 jobs)and cont i fui ig cut-
backs at vy Hil Packaging have been moretlran otl-
set by expansion elsewlrere. Roadway Express, which
ess llran ayear aoo establshed h air packaqe ex-
press network with Teffe Haute as lhe hub, added
new routes lhal n lurn added 175 mostly paft-tirne
lobs locally. With a burgeonin0 demand lor CD-Roli,4s,
Sony's DADC is expandlng again. When compleied,
i ts newest $8 mi l ion,77,000 squareJoot bui ld ng
shou d result in the addition of 125 workers lo the
currenl force of 1,225.

The aclua slate of ocalemploymentand unem-
ployment levels overloudh quader 1993 and I rst
quarter 1994 s not al allclear. lJnernployment esti'
males for third quarter 1993 were suspiclous y low
lhroughoul Indrana. Siafting in January, l\4SAs were
redefined based on lhe 1990 census so alleT aien-
year h atus, Vermillion County aga n became pari of
the Terre Haute l\4SA. Also starling n January lhe
Current Popir aiion S!rvey (CPS)was thorouglrly
revamped. Ths quest ons and quesliof sequencing to
delermire employment unemp oyrnert, partlime
employment, ard discouraged workers have been
revised lhorouohly and lundamenta ly. Natonally lhe
new melhodology has resulted in larger fumbsrs of
women recorded as ur€mployed and has boosted lhe
unempoymenl mie betweef 0.1% and 1 00/0. The
mpact ot the chanoe of employment and unemploy-
menl estimates fora sma I ocalaTea s anyone's
guess,

For whatever reason some ralherdramatc
moves occurred irom oecemberlo Jmuary in CPS-
eslimaled emp oymenl in counties adjacentio Vigo.
Eslimaled emp oyrnefl n S! livan County eaped from
7 450lo 8,580. In Vermil l ion County, emp oymefl  as
est maied bythe househo d survey plufged 15 4%,
from 8,410ln December to 7,115 in January. Between
December af d January, esiimated unemploymeni
rates soared throughoutthe reg on-from 4.7% to
7.2% in Clay 8.0% to 10 5% in Su livan, 6.4% io
12.6% in Verm l ion, and 5 7% to I  0% in Vlgo coun-
tes.

Forlhe 12-monlh period end ng in fi]larch 1994,
movenent in CPS daia was relaively mod€st. Esli-
mated employment rose 1,000 in Vgo,330 in Clay,
and 1,555 in Sul l ivan counl ies, and t fel l1,280 in
Vermlliof Co!niy. Area CPS employmentwould have
r sen underlhe fouFcounty SI\rlSA used pr or io 1984,
or underlhe two-county l\ISA used between 1984 and
1993 [Jnderthe newlhree-coufly detinition, [,lSA

Terre Haute

Ivlarvin Fischhaum

Prafessar af Ecanonics. lndiana State Un|ercftJl

Followifg lhree years ol relatvely strong perfoF
rnance,lhe Terr€ Haute economy sullered several
selbacks in 1993. A number ofenierprsesterm nated
operalions, and thrce rnajorempoyers E Lilly
ff zer, and Donnelley Directory-announced sionif -
cafl retrenchments. Despl€ an ircreasingly buoyant
natona economy, the 1994 economic out ook ior
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employment was I at, The unemploymenl raie if
March was 7.00/0 forVigo Couftyand 7 5% torthe
three-county [,1sA. with unemployment estimates of
a ypar ago 'rdv ro been pvi5ed upwr'd. rhe treld was
toward lewer people out olwork if the county and
itie changelorlhe l\lSA. n contrasi, estab ishanenl
empoymentf iguresJorthelhree-county I l ,4SAde-
c ined moderalely.0verthe 12 months ending in
I \4arch, empioyment lel l700, or 1.1%, whi le forthe
year endino nApi l the dec ine was I400,0r2.1%.

Conslruclion and Tealeslate activily remaln
strong. ForVigo County the value of housing permits
lorthe 12 months ending ln l,larch lotalled $46 mif
llon an increase ot 51% oveTthe previous year I!,luch
olthe aclivily s at modestto modsnte price poinls,
and lhe number ol slructufes incrcased by 77%,ovel
lhe same l ime the value ol  nonresident ial  bui ldlng
oe'-its rr'eaced by 6500 to $42 n'rlhon Vigo CoLlty
sales by realtofs using multilstalso showed some
strengih. Comparifg firsl quarler 1994 \\]ith the sarne
q-arterayearago. lhe lu-be olun tg sod nc.edsed
2l %tt ime on ma*ol le l lTo%tand average se l ing
p ce rose 8, i%.

The Terre Haute economy seems lo have been
0ut 0l sync in recenl yearc ll expanded throlgh a
recossiorary perod and probably contracied duf ng
1993 Any erpansion in 1994 has been modest. Ro-
gionallortunes may div€rge because ofthe cornposi"
ti0n 0f 0cal ndLrstry (shift), and bocause oi chang ng
compeUlivenoss with ndusires (share). Though ar
oversimplification, shilt nray be view€d as chanco and
share,lo some degfe€, as earned dess€rt.

Atal€ ofiwo industrhs nray provde insighl on
the divefgenl pedorfirance olTerr€ Haute. During the
late 1980s and thrcugh 19S2,lhe loca ecofomy was
powered by growth in boih the phamaceuUcalindus-
try, h gh y profitable in a benion rcgulatory climate,
and compacl disc producton, a young product ef joy-
ifg rapid ditfusion. n 1993, while compact disc pro-
duciion contifued to grow the pharmacsulica irdus-
lry nitated a slaged coniracuon. Industry,wide re-
duclions in staff to exceed 34,000 were announced,
and virtually every malorcompany participated While
ihe shape ol  a possibleluture natonalheath pian
may have been aconcern, sharply lower profils stem-
miJrg from managed care at home and slringent price
c0n1r0ls abroad werevery fituch a pres€ni reailty.
C €ary, shitltactors played a pad if the localbusi-

But share elements raise troubling questions.
0ne pharmac€ulical producer-PiitmaJr-l\4oore
moved mosi ofits Terre Hatie opeairons out. Pfker,
wlh three major manufacluring facililies (ln Brooklyn,
Puerto Rico, ard Terre Haute), thoroughly mod€rnized
facilities in Brooklyn duringlhefai years, ieav ng its
Terre Haute plafl rclaiivey old and vulnerable.
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Terre Haute wasihe site of lhe I rst CD manutac,
lurlng facility in lhe United States. Sony slillaccounts
for half of al CDs prcduced n the U.S., bul it is pur-
suing a polcy ot decentra izing production. Produc-
tion bolh at Ptman, New Jerseyand Carro lou, Geor
gia now fearly equalstlrat at Terre Haute, and a new
plant is beinq erected near ELrgene,oregon, Loss ol
share in thesetwo induslries miqht have nothing atal
lo do wth t l re localbusiness clmate. Sl i l l ,  one may
wonder

South Bend/Mishawaka-
Elkharl/Goshen

John E. Pec*

Ptoless1r ol Econanns and Directa, Bureau of
Business and Econannc Research, lndiena Univcrsity
Saulh Ben(l

Thh m idyear assessment ol the economlc condilion
olthe Souih Bend/l\4shawakaard Elkhart/ooshen
commun lies is based on an analysls olthe atest
ava lab e economic indicators forthe arealrackod by
Indiana lJniverslly South Bend's Bureau oi Businoss
and Economic Research (BBER). A lookatth€ indica-
tors suggests that lhrouoh the early months of 1994
the area econom es ol South Bend/Mishawaka and
Elkhad/Goshen werc periormlng about as expected in
ilre yearend arealorecast (/88, W nter 1993-94).
Employmenl gaifs coflinued to sug0esl lhatthe area
economies, as with lhe nation as a whole, w€re ad-
vancino but al a relativey slow pace. The s owness n
lhis area olihe stale was particulary evldenl n the
Soulh Befd/Mishawaka economy.

TheT,ble sumrnarzesihe var ious indicatofs of
localeconomic act iv ly compi led by lhe BBER. These
figr.rres ar€ seasorally adjusted and, wlh the excep-
1i0n olthe ufemploymeni rales afd realestate dala,
are index numbers expressed as a percenlaqe of base
year 1986 va ues. t is noted lhal comparaUve indica-
10Is along with perceniaoe changes ar€ given for
February and t\,4arch 1994. To highlighi lorgeFterm
trends, the samefigures are aho provided for March
19S3

Sl. Joseph Coanly
Emp oymenl conditions in ihe SouUr Bend/lvlishawaka
area improved marqina ly in l\,4arch, although the
improvementwas l imitedlothe nonmanufactur ing



Table
S0uth Bend/Mishav/aka-Elkharl/Goshen Ic0nomic Indicalols

1994 1W

115.7 115.2
91.8 92.4
122.7 122.0
5.4% 5.2%
129.5 1261

110.9 99.2
113.3 141.3
75.6 724

47.0 61 1
88.4 95.4

41.3 24.0
179.2 168.9

130.3 141.4
120.4 108.8
115.2 124.9

1,567 1 424
9 1  1 1 3

$72,356 $64,479
96.0 94.6

1993 lW

113.9 0.4%
89.3 -0.€%
121.1 0.6%
6.2%
79.9 2.7%

104.3 11.8%
114.9 -19.8%
81.6 5.0%

45.8 -23.1%
73.4 -7.3v.

56.0 721%
183.5 6.1%

151.8 .7.9%
1296 10.7%
1235 -7.8./a

1,381 10.0%
108 t9.5%

$77,613 12.2%
95.0 15%

Elkhart/Goshen

19U 1993 19U 1993

-0.2% 2.6v.
-0.11" 2.0v,
00% 3.4%

-3.3% 65.6%

10.6% .2.3%
"14% -2.6%
2.2% 2.9v"

10.1% -5.1%
-31.4r/. -7.4%

75.3% .38.0%
39.5% t8.6%
351% -223%

0.8% '14.5Y"
3.2% '8 6%
'0.2'k 4.210
0.0% 2.1Y.

1994

120.1 120.4  7.0
114 8 114.9 112.5
126.7 126.7 122.5
4.2r/r 43% 5.4%
183.0 189.3 110 5

118.5 107.1 121.3
130.2 132.1 133.7
85.2 83.4 828

50.0 4s.4 527
78.5 114 5 S48

98.0 55.9
90.4 648
110.8 82.0

158.0
1 1 1 . 1
142.6

South Bend/l,lishawai\a

Nonaoricultualr
Manulacturing
Nonmanulaclurin0

ljnemploymenl Rale
llelp wanred Advertisin0,

lndusldal Elscrriclry sales
Commercial Gas Sales
Industria GasSales

Cat and fruck Registrationd

Eanku ptc ie s - S o uth tu nd D i'/i s I oi
Buslnegs

Hausing Consttuc an Datd
Eslimated valus oi Perffils
Numb6rol Permils lssued
Average Value per Perm t

Residenlial Real Estale Dah
Number ol Aclivo Lisiings
Averaoe Days L slod

% ol Sale lo Lsl Prks

1993

1.6%
2.81"
1.3%

62.1%

6.3%
-1.4%
.7.4%

2.6%
24.41"

'26.31"
-2.3%

-14.2%
-7.1%
-6.7%

13.5%
-15.7%
.6.8%
1 . 1 %

(lndudsd in South Bend Divlsion)

1,281 1,271 1498
96 93 105

$78,905 $79,061 $75,i06
96.0 96.0 94.0

llate: AI lbuss axcqt uAnplaw\nt Rats aN Besltlendal Raal Esfuts Dah aft saasonall adlusEd kd* nunbaB wtth base vtut 1986 = 140
'st. Josa1h and Elkhan catnt,Iss.
,Souk &4d ftibune md Ekhad hulh.
3Ebcthilv Salas lnclude diuas ol Soulh Bsnd and Ekhall; 6as sales ineluda Sl Josaph aN Elklvn ctuntiqs
.South Eand Dtublon canDtisss Cass, ElklBi Fulton, KFciusko, La Potle, ltatshall, Mlanl, Puhski, St. Josaph, Sla e and Wabash canliss
's|.Josaohcow'6xcludin0ci|]a'o|sou ,E6nd'Mi5hawakA'oscgola'walMnon'Md||ewca i5hiElk|Bdcanu'ucludkgcilhsa|Eknan'6ashf'|\hW||eg'aIiMihBfQ

sedor. lvlanufactuflng omployment,which had beon
gaining strength sl€adily s nce mid+all1g93, tooka
breather in [4arch-droppin0 0.60/0 from February's
posl-fec€ssior high. 0v€rall, nearly 1,000 more
pooplewere employed in St. Jos€ph County in March
1994lhan in L.4arch 1993. The !nemployrnenl rate
remained relatively high, howovor, asthe supply of
labor-new entrants 10 the labor force-contlnued t0
rise.0n ihedemand sid€,lhe help wanted advertising
index in l\4arch (129.5) reached ils high€sl leve since
1978. This encouraging sign was supported by the
iatest quanerly l\4anpower,lnc. suruey, which re-
porled thatsome 37% of respondenls expected to be
addjng workerc d!ringlhe spring months oithis year,
versus 10% expecting declines.

0nihewhole, remajningSouth Bend/ll,4ishawaka
indicators gave mlxed signals in l\llarch.0nihe ore
hand, new carand truck registrations were down, and
both buslness and personalbankuptcies rose.0n the
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other hand, housing indicators woro quilo positive.
The new holsing permits lssued ind€x rose 10.7%,
and the avomgo number of days exisling housinq
remalned listed dropped by 19.5%. The oveallp c"
tLrre was one of an oconomy advancing, but al a rn0d-
esl pace.

Elkhad Co||nty
IVarch employmenl indicators in the ElkharUGoshen
area wer€ flal. The manufacluring index drcpped
0.1% whih the nonmanuJacturing indexwas un-
chanqed. The unemployment nte in Elkhart Counly
remalned low, andthe helpwanled adverlisirg index
recorded a readlng ol morelhan 180lor the second
monih in a row-lherc werc 80% moG job lhtings in
Ivarch 1994than were posled on avenge duringthe
base year 1986, Therc continueto be many repons
thatworkers available to be placed in the county's
dominani recreaiiona vehicle induslry arc scarce.



As in neighbo ng St. Joseph County, rema ning
l,4arch indicalors in Elkhad/Goshen painted a mixed
piclure. New caf regrstralions rose 10,1% flom a six-
month low recorded in February.0n the other hand,
newtruck reg strations dropped 31.4"/". The new
housing perrnits issued index rose signilicarlly in
March, but residenlia real estate drilted lalerally.
Again, the overal picture was one ofa localeconomy
that is rnoving forward, bul al a relaliveyslow pace.

0ullook
Forlhe last severa monlhs, il has been apparentthat
thetwo localeconomtes ttacked here have been per-
forming in a mannervery similarto lhal of lhe l l .S.
econofny oveta . That is, we have been experiefcing
growth in emp oymenl, output and consumption ata
modest pace. Ffom the natona perspective, this is an
environment thattoihe person on the street masks
the underyino pos live movement*particula y in the
face ol cont nuing corpomte downsiz ng.0n the other
hand, i t  is aiso an enviTonrnsnlthattends notto be
proneto unacceplaby hiqh intation. Thsvagt major-
ity ot nationa y published econom c ind cators con-
linue lo be positive, The corsensus opin on ofthose
ihatJotocastthe course oflhe economy, and one lhat
rs sharcd here, is that we can expecl a continualion ol
the pallern we havo oxpof€nc€d recert lythrough the
rema nder of 1994 afd into 1995-that is, slow but
sure

growth ratesthan th€ state sincethe recesslon low of
1991. Tolalwage and sa ary employment iof the
Bloomington economy (N/lonroe County) was 61,500
in Aprl ,which s up near y 6,000lrom lhe 1991 level.

Services and miscelaneous weTelhe major
contr butorsto employment groMh n1993.The
average increase foreach month overthe same
months of 1992 was over 13% The moflhly n
creases n jobs over 1992levels averaged 1,400. The
groMh n services employmenl, however, seems to
be slowing down. The firsllhree months of 1994
ncreased overthe same months of 1993 by an aver
age 0llust 5.4"/". Employment io r Apr l9g4actually
declned slighllyfrom the year belore. Healtlr care
provders are underslrong pressureto reduce costs,
Empioynrenl by health care provders has grown
substantal ly lorseveraly€ars. Thatslrong growlh
appears lo be at an end and dec ines may actually
occut in the nearfutute, Bloonringlor Hospita has
anroufced plans lo grad!ally reduce its employmsft
by 180 overlhe next severalmonths,Ih!s,  the ser-
vico sector ofthe ocaleconomy is nol likelyto con-
tr ibule much, i l  any, to i0b gr0wlh in 1994.

So far, ernployment in retailing is showing stron'
gergrowth than ii did in 1993. Forlhe rnonlhs of
Jafuaryio Apr , relailng employ.nenl ncreased by
an averaoe 0112.3% oveTthe same months ot 1993,
which fanslates nto an ncrease oJabout 1,100jobs
over 1993. Thh h gh growlh rate will not likely con'
t nueiorlhe rest ofthe year, howeveL Fourth quarter
1993 showed sirong groMh overthe levels of lhe
Jirstthree qlairers. Wal-fi/lartand Sam's Club opened
during that quader, which certainly boosted toial
employmeni in the lrade sector The levelofemploy-
menl in this seclor has nol changed much duringthe
t rsifour months olthis year. n fact, it is abouithe
same as lhe levelif the octob€r-Dec€mberpeiod oi
1993. The employmeni total io r retailinq as of April
was 12 700, whlch exceeds ihe eve forservcesand
miscellaneous byabout 1,000 employees. Lasl winter

"BIoomington's gtowth rate
exceeded the comparable
average rate of 2.2% for the
state. Thus the city continues
to show higher growth rates
than the state since the
recession low of 1991."Bloomington

Richard L. Plister

Professar Eneritus af Eusiness Econanjicsand
Public Pollcy, lndiana Univetsity Sch1olal Business

Lasl winler, we were cautiously optimistic aboutthe
outook forthe Bloomington economy in 1994. Daia
lorthe f i rst lour rnonlhs o1the yearare nowiust i ly in0
ihat optirnhnr NofagricLr turalwage and salary em-
ployfienl was up overyeaFago lev€ls byan average
013.9% iorJanuary-Apri l .  Employment leveis were up
by aboul2,300jobs overihe f i rst lo!r  mofths of
1993. Thes€ employment tolais exdude agricult!ral
workers, the self-employed, unpald fanrily workers,
and domestic empoyees. The 0rowth rate Jor Bloom-
ington exceeded the companble average rate 0f2.2%
forlhe state. Thus the city conUnues lo show h gher
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we expressed concern lhai consumerspending might
sow down and atfecl Bloomington's fetaiing activrly.
So far afyslowdown in consumer spendin0 has not
yet affected localemployment in relailing.

0ne encouraging development has been in
manlfacluring employment, wh ch has shown sign fi-
cant grov/ih so farthis year comparedlo lhe same
months lasl year The average monthly increase for
January-Aprilwas4.7%, 0r400 jobs, overyear-aqo
levels, These arelheJilst increases ofany magnitude
sincea siow downward spiralbegan in 1991.

Government empoymenl has isen sowy over
year-ago levels, contifuing thetrend so farin 1994.
The leve ofgovernmenl employment in the Bloom-
nqlon economy has now reached 20,000. The leve
has rot changed much if the lasl eight months, so
this s ow rse may nol cont inue.

Ernployment has been steady if wholesalin0;
tnnsportalion,communication, and publc utilllies;
and financ€ nsurance, and real eslate, Th€ total
rumbsr ofjobs ii these lhree seclors s nsarly 5,500
The steady ligurc forwhoesa ing is rather surprising
because oflhe closing ol Weilerau Food Seruices if
early 1994, whhh conslitlled a loss oJ more than 300
jobs l l  could bethatthose lobs have been made up
ols€whefe n lhis soctor ofthatthe data wi l lsubse-
q!ently be revhed.

Emp oyriont lorthe constrlction industry is no
lofgsrprovided by lhe State Departnrenl of Labot
Data on bui ld ng pem ls showthe lotalvalue ol  per
mits fof residential hoLrses to be up a healthy 50%
over 1993 levels fortho first four months of 1994.
The value of nonrcsdsrl l ia lbui lding pemlts h down
trom 1993leves, butihe aggreoate value of permits
tor all conslruciion appearsto be stronqerthan in
1993.

Reported unemploymenl remaifs low. Inlho last
12 mofthsthe unemployment late has ranged fiom
2 6% to 5.5%. The jump to higher l€vels was caused
in part by a new method ol estimating the laboftorce.
The ratelorApri lwas 3.8%, wh ch is wel lbelow ihe
raie for the entire stale.

The on y sour noie nlhe indicators is a rise in
lni t ia lc la mslor unempoymenl nsurance in four ot
the last five nronihs. The sharpesl ncreases were in
January and February olthls year most ol which was
probably the resuli ofthe ciosing of Welterau Food
Services.

The Centerfor Economelic lvlodel Research at
the lU Schoo of Business haslorecasl ratherstronq
groMh in the siate economy lor 1994. Bloominglon
has been morelhaf keepinq up with state groMh if
recent years, Consequently, good growlh forihe Indi-
ana economy augurs wel l fof  Bloominoton in 1994.

Muncie

Patrick lvl. Ba*ey

Director, Bureau of Business Research,
Ball Slate University

The east centfallnd ana economy has wealhered the
recession of 1991 afd nowappears lo be claiminQ lh
shareof theJruilsof thepost-recession expanslon
Thanks pr mailyto high leves of prodlction in the
motorveh cle ifduslry, manufaclut ng emp oymenl
and hoursworked in 1994 have held th€irown with
the resl of lhe slate. There are also a numberol major
developments underway, the most sgn ficant bern0
the Daleville 0utet lllall, wh ch could dlanratically
€nhanco the atea's sialure as a regionalrelailing cen-

Muncio's Growth Since 1982
The Nluncie economy did nol fare as wellas the resi
of lndiana n the 1980-82 recession afd in the subse-
quent recovery. The Floure shows Indiana and N/luf-
c€ lt4SA eslab ishmeft employmentiorlheyears
1980-94, irldsx€d s0ihat 1980 employment equals
100. The oraph shows that th€ trough oi the rcc6s-
slon was deeper, in terms of€mployment, for [/]uncie
than it was iorlhs stats. [41]nce's 0mploynonl evs
rema nod bolowthe slaie lorthe rernainderoflhe
docade dueto its relaiively high concentrailon in ihe
dumb € manuJactufi n0 industrigs ihai were shedding
payro s durino thh pe od.

S nce 1991, th€ gap between i,4uncle and the
resl of lhe slate has closed considerably. As the Fig-
ure shows, this came about prlmarilydue to a slow-
down in the growth if statewldo employmenl and
cannoi be attributed to ff upuck in localaroa 0rowlh.
Neverthehss, the relative stability oithe area's €co-
nomlc base has enabl€d it essentiallyto catch up wllh
the resl of lhe slate overthe lasl ihfee years.

As theTable shows the seciors ihat have hd ihe
way in lllunce employmeni grou/ih hav€ been trans-
portaton, communications, and public uliliues, con-
struciion, and services. Since 1993, 500 new lobs
have been added in trucking dueto relocaiions and
expansrons ofafew majorfirms. The services secior
rs nowlhe largesl n the Muncie IVISA and has ac-
counted 10r4,600 new jobs appmxlmalely one-third
otthe groMh since 1982.

In coftnst, the manlfacluing sector's share ol
tolal €mployment has shrunk, with manuiacturing
employment essentialy flat overthe 11-year period
1983-93. During this sameumethe state added aboLl
60,000 manufacturing jobs.
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lvluncie and Indiana Emp loymenl, 1980-1994
lndex Numbels:1980 = 100
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Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan
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Siorl-Term Growlh Prospecls
The shod-tem qrowth otthe [4!ncie [,4SA wil de-
pend or al  easl three thingsi lhe health of lhe domes'
th rnotorv€h ch induslry, the tin cialviab liiy 0f
some olihe area's majoT manufacluT ng concerns,
which hav€ recenty reorganized, and the success or
lail!re olihe Dalevile 0utlet I\4allin the soulhwesi
coater ol Delaware counly

Table
Muncie Eslablishment Employmenl Grorrth Sinco 1982

Wh le thero afe a nuriborofothor majof nanu"
lactu nq concems n l,4uncle, rnost notablythe ABB
(iormerly West nghouse)facility produc ng e ectr c
iTanslormers and ndiana Steeland Wire, the bulkof
industrialactivlly in the area s auiomolive-relaied.
Since the fallol lasiyear, when sales oidomestic
veh cles began to acce erale, producton levels have
been high at localfaclories, and ov€riime-induced
ncfeases in weekly earninqs have pumped a consid-
erabe amoufl ofcash into lhe localeconomy. As the
automolve induslry begrns to cool,lhrs eKrastiitu-
lus wi l lbe reduced and spending wi l l iaperotf .

Inlhe lastiew years, three oithe area's eight
laroesl manuiacturing empoyers have reoroanized
There is every reason 1o expectthem to be successful
financrally. Nevedheless, were any ofthelhree lo ruf
into diificulty, there would be a signilicant impacl on
the localeconomy,

Finally, there isthe quesilon oithe $40 milion
Daleville 0uilel l,4a lcurrenty under construclior near
Interstate 69 in the southw€sl coner olthe county.
Its backels proleciions of 500 new iobs and a $10
m lion payrcllwould be a shoi in ihe arrn forihat
communily. ltihis rnalland iis associaied develop-
ments do succeed rn attract ng shoppersfrom the

Tmnsp., Comm. & Public LJtillies
Conslruclion

Rela | & Whohsa e Trade

Toral Employn€nl

65.6
17.9
6.7

8.2
5.1
3.7

Percentase Grcvth Bates, 1983-93

6.7
7.3
1 . 6

0 0
-2.J
-2.8

-!.7

7.1
3.8

231

3.2
21.4
22.1
19.0

100.0

1.7

0 9
0.1
1 . 9

7.8

7.0
3.6
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northeastem portior ofthe Indianapolis MSA, then it
maylulf!llhese hopes and bring newdo lals il'lto the
area.

0lher Developmenls
A number oi developrnenls hold promise forfulule
economic growth in ivluncie and lhe surroundin!
counlies ot east centrallndiana. Tyson Foods rccenty
announced itwould conslructa food processrno planl
in Portlandlhat could eventua lyadd as manyas 600
new jobs to econom cal y hafd_h I Jay Counly.

New Venture Gear's $96.6 million inveslment
currenty underway in its Muncie transmission planl
s projecled to add morelhan 300 newjobs. Th€
plant, lorrierly owned by General Nlotors' Chevrolet
Division, shoLr d also rctain about 150 iobs as a resu I
ol the ovefiaul,

The growth in retailaclivity ln lhe rorthwest pan
oi l\/luncie along Siate Road 332 conUnues lo flourish.
Ground wi b€ bioken on a $10 mill0n Nleiieis st0r0
in July. l tsoon wrlbe lo owed by a $6 mi l ion Sam's
C ub.

Conclusaon
The llluncie I!4SA€conomy has grow|r shadily fnot
spoctaculafly through ths oaiy 1990s. t is currently
benefitlng from the high eves ol pfodlction n au10_
mobile-relahd industries and could conlinue t0 sxp0-
rierce growth fiho car industry prospors, and fa
numberof malordeveloprnentscufienl lyundalway
produce the resuits their inv€stors articlpate.

Richmond-Connersvi l le-
New Castle

Ashlon l .  Vetamal lay

Prcfessar0f Ecananics and Diector, Center far
Econontc Edtnation, ln(liana Univercity East

The m dyear economic ouilookior Richmond-Con-
nersville'New Castle (RCNC) is for conlinued growlh
in ihe next hl/o quarters of 1994 Thsassessment
hinges on national economlc performance.Alihough
the national economy is slow ng down, it Tema ns
suflciently slrcnglo prodLrce sustained job groMh,
which wil lnfluencelhe local economy,

The r€cent drop in the RCNC un€otployment raie
lnioth€ singl-dig t range, afier a proiracled period oJ
high unemploymenl, is exhilarat ng. Firms arc reh ring
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laid-otf employees and recruiiing newworkers. Cu"
rently, there are ai easl 12 business expansions at
vaious stages in th€ regior. As more wolkels arc
gainfully employed, tlrey contribute positivelyto both
theit commun ties and ihe stale's coffers. In dojng so,
they help stlmu ate business activlyand reduce gov-
ernrnent transf er payrnents, particularly unenrploy_
menl compersaton. comparedto a yearago, there
has been a 25% decrease in unemp oymenl clairns. lf
thistrend cont nues, barf ng any major planl closings,
I s likelythat RCNC could experience an unemploy'
ment rate of belween 5.5-6.5% duringlhe rema ning
quartels 011994, the lowest since 1989.

Furthefinore, the dec ine ii the BCNC unenrploy'
ment rat€ is parlly altributable to localecouomic
developmentir i t iat ives.The exist irg prvate"public
sector parlnefships at alllevels are beginninglo pay
olfihroughlhe aggressiv€ markeling of RCNC as an
aitractive bus ness area. The business c imale here is
iavorable. The laboriorco h adaptabletolechno ogi'
calchanges and abor'management reations are in a
prcgressive mode. The infraslruclure Ls imploving as
wel. A ofthoso ingred ents arevi lal ly mportantto
enhanced oconomic developmont.

Eutthetask ol revitalk ng the area's economy
has just begun, g ver the skewed income distribltiof.
About 40 percent ot RCNC households have an annua
incomo of less lhan $20,000, wh le 5% 0i housoholds
have an annlal ncome of$75,000 or more. The pov'
ady mte, which relales cuffent income lo the minlma
needs ofa larnily, s also ncreas ng.ll4ost oithe jobs
cfeaied are low-pay ng jobs, wh ch in iurn will in'
cfease ncomedisparity-withtar-roachingconse-
quoncosioreconomic stabi lyand groMh. Thus, ono
olthstasks ol ecororn c dovelopment is to ensurs an
equitable dhtribution of income along with iull em"
p 0ymenr.

Related io employment h consumelspending.
Consumers ar€ becoming more conlident about the
tuture course ol ihe economy, despiie corporate re-
slructudng, Local merchantscanthereloreexpecl
saleslo folow a ong seasonalpatlerns. The lllemorial
Day weskend, highllghted bythe Indy 500 and Pacers
mafia, has a ready given RCNC merchanls agood
starl, The Rose Festivaland louTsm buslness will
provide addil ionalfue lo lhe retai lengine, which
genetales a slgniicant proporlion ofOross localptod-
uct. Also, to reassure consumers, the Fed's recent
hikes of short-telrn interesl raies wefe preemptive
strikesto dampen nflaliofary expectalions or pres_
sures due lo the robust growlh in fourth quarler
1993. The national economy ls fundamentally str0ng,
and lpred ci i t  is in loranother period oleconom c
expansion providedlhere is a ight mix offiscaland
monetary policy and an absence oi adveGe exog-
€nous condti0ns.
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The Co umbusempoyment base has expefenced
lremendous 0rowth lorthe past year and especia y
for the pasi quarler The nufirber emp oyed has grown
25% between firsl quarler 1993 and f rslquarter
1994 and 11.6% s nce lour lh quarter 1993. To dem
onslraie how much faslerthan usua emp oyrnent has
grown during this perlod €1us exam nethe hislorcal

Table 1
Colurnbus Afea Enploymenl Growlh: 1974 1s94

However,lhe recefl observance ofthe 50th
anniversary ol  D Day s a gr m reminder ol the vo at ie
po tical landscape both at home and abroad. Demor
ncy nl cis a heavy price. t is not in micallo eco-
nomic deve oprnent.  n the absence of an dea word
of democrat c institut ons lhere s n0 reason foT com-
placeicy Accord ngiy, vgilance is ol qu ntessential
importance. Togeiheras Amedcans we can ensure it.
By understandlng lhe correaton belween peace and
prosperity. we underccore the nterdependefce pf n-
cip e-and RCNC s not mmuneto L

averages (see Table 1). Forlhe pastlwo decades
(l rst quarter 1974 | rst quarler 1994), enrploynrent
growth has averaged 0.2% per rnonth. Frorn 1974 80,
enrployrnent grcw 0.25% per month on average. The
1980s averaged 0.1% per montlr .  From 1990 to f i fs l
quarter 1994, the growtlr nte phked up dramatcaliy,
grow ng at 0.4% per monlh However,  fof the pasl
year employment growlh has averaged 2.1% per
month Jorthe past year and 3 9% pef month since
fourth quartef 1993.

L kewise,lhe unemp oyrnent rale has fa en from
5 6% a year aqo to a 4,3% avera0e rate lorl rst quar
ter 1994. However, the unemployment rate n the i rst
qLarteredged up frorn a very ow 3,8% in foudh
quarter 1993. Thh was due lo lhe 24.2% ncrease n
lhe number ol  unemp oyed between lour lh quafter
1993 and I  rst  quartef 1994. Th s iump seems to be
sornewhat seasona, ast l re numlrer unemp oyed in
lhe I  rst  quader ol lh s year s on y 5.4% greater lhan
a year aqo Severa oca bus ness people have said
thatthe ocalunemp oymenl rate lee s" lowert l ran
4.3% and gave evdence of many fasl food eslab sh-
nrents paying h qherlhan lhe rnin rnum wa!e lo at
tract suf lc ief l  abor,  Aso there seem lo be many
'Help Wanted'  s gns posted in windows throughout
the city thai rema n lor long periods ol t me.

Thetheorythal lhe i  uctuat on in the numberof
unemployed and the unenrp oyment rale belween the
end of lasl  yearand the beginn ng ol  this year was
atlribulab e lo seasona faclors is lurlher evidenced
byt l te belrav or of !nemplcyment i rsurance clalms
Wltile cont nued unernp oymenl nsurance claims
increased 62.1% from the end ol  ast yearto the be-
0innin0 of lh s year they actual ly te I  almosi 15%
irom a yearago, Likew 9e ni talunemployment in-
surance clairns grew almosl 11% Irorn lhe end oi lasl
year bul are virtually unclranOed irom tlre sarne period
a year 400

Residenlia conslruction starled this yearwlh a
banq. The est maied value ol permits rssued in the
l lst  quaderaveraged $4.3 mi l ion per nronlh and
$118,900 perpermit  [ ,4onih y construct on is up
16.7% from lhe end ol ast year and 52.3% from a
yearag0

The realestale markel has cont nued lo appreci
ate.0l those houses that so d in the l i lst  quarler the
averaqe sale !rice was $92 805, which is up more
lhan 6% from ayear ago. The number oi  houses so d
s up a heahlrv 13.3%, and th€ averaqe numberot
days on lhe nrarket is 11% lower Selers cont nueto
rece ve lop dolar,  havino received 96% of lhe ls i
pdce if the first quaders of both th s yearand ast
During lhist  me, hous nq in Colurnbus has remained
qu te a{fordable. Tlre Hous ng Alfordab ily fdex
(HA )dropped s qhtyfrorn 207 n f i |s l  quarter 1993
to 204lh s year st i l  above ihe siaie average ol193

unenlpr.ytnenr

(Mean)

1974-1979 523
1980t989 824
1990-1S94 526
r0r9s4 428

19741994 6.72

fotalNunbet AvetageMonthly
Enpla)red Enqtallnent
(ttun) Gnwth Fate

25.461 0 25%
21.662 010%
30,415 040%
36,673 3 88%

27 588 4.20f"

Table 2
Columbrs Area Financial  Pe omance

Sa s:% chanqe 1093 1094
Prolts: % clrange 1093 1094

Pr ce ".an nss mtio (4/2294)

33 49
26.8 -5 0
I  1 5

$5 21 $0 63

1 6
1 2 5
1 9

$1 84

228
1 8 0
1 9

$2.63

6
-9
9 3
1 5

$1.78
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Table 2 showsthattlre NewAruin haspeF
fomed aboullhe sameaslhe overal "allinduslry"

avemge if mosl categories-the main exception
being prolitgroMh. Arvin outperfofmed the arlo
parts industry with respect to return on equity and 12
monlhs'earnings persharc, but it has nol done as
wellin eiiherqroMh ol sales orprotits between firct
quarter 1993 and lirst quarler 1994. Arvin continues
to restruct!re itself, selllng otf ts non-corc dlvhions.
In the process, it continuesl0 incrcase production
with less space and lewer abor nputs. lts Europear

Fiqurc
Colurnbus Area ve6us Nalional ljnefiployrnent: 1974-1993

acquisltiors should boostArvins nurnbers a{ter Eu-
rope r€sumes fasler growlh.

Cummins has 0utpedormed both the "allindus-
lry average and its reference group, speclal machin-
ery," ii rcturn on equilyand 12 months'average
eanings p€r share. Cumrnins ls slightly belowthe
overallaveage and well below its industry average
with respectto sal€s groMh. Allhough Cummins'
growlh in prolils is d0ublethat of th€ overa laveage,
it is only a lraction olthe industryaverage. (Thouqh
the "special machinery" group's 22890 increase in
profits is affected byvery larue increases lor a few
firms, more than 40% olthe firms in this calegory
€xperienced profit grcMh in excess of 140%.)

The Forccasl
ljsing asifi]ple ecorometalc model, we can trylo
predirl changes in th€ localufomployment rale asso-
ciated with changes in the national!nemploynreni
rate. As we caf see in the Floure, sirce 1974 a 1%
inctease in lhe naliofalufemployment raie is associ-
aled wllh a 1.890 incrcase in the oca Lrnsmploymeni
rale. Since the fational rate j!stfelltrom 6.4% to
6.0%, we can expectthe localrateto fallby approxi-
mately 0.75%. lt should be foted lhat becauselh€
local unomploymont ate rs alroady quite iow, thls
rolatlonshlp may not hold lorsuch ow rates. How-
ever, the overallrelationship belween localand na-
lional unemployment rates does relectthe pfocyc ical
natur€ otth€ Co umbus economy, h otherwords,
much oftho localomploymsrt base ls dop€ndent on
dunblo goods manufactu ng, soth€ localoconomy
tendsto mov€ In the san€ dirccton asthe overal
economy, only in a more pronoufced fashion,

Because so much olthe economy is driven by
the demand lordurable goods, the localeconomy ls
also more sensiilve lo fiuciuations in intereti mtos,
Anolhereconometric model ioundihat ircreases in
lhefederalfund nte are assocated with smallbui
signlficant increases in lhe localunemploymeni rale
and decreases ln localemployment (initia unomploy'
ment insurance claims nationally is also a good pre-
dictoroflhe locallaborriarket). Sinc€ the Fed has
jusl raised inlerest rates fo!rlimes in the pastfour
months, we can expect some oflhe localgrowlhto be
attenualed bylhe increased nteresl rates.

overall, lam forecasling aconlinuation olthe
curreni recovery, which is 39 months old. lanticlpate
an 80% probability lhat the economywil conlinuelo
experi€nce modente,sustainabe groMh oiabouiS%
iorlhe rest oithis yearas wellas next. This implies
continu€d downward pressureonlhenationaland
localunemploymeft raies bui very little !pward pres-
sure on intlation.

There is a small (10%) chance lhai lhe economy
willignore the inlerest rate increases and grow mor€
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Tabl.3
Columbus Area Economlc 0ata

NumborEmployod
N umber Unemployed

Conld Unemp. lns. Claims (000s)
lnilial Unemp. Ins. Cams (0009

Residenlial Construction/Beal Eshle
Esi. Value ol Permils ($000)
Number ol Perm ls lssued
Number o l  Nomes Sod
Avg. Numberoi Days L sied
Avq. Maftet Price (so d)

1094

36673
1,640
4.3%
3,880
533

4,279
36
196
t 1 9

$92,805

4493

32,847
1,320
3.8%
2394
482

ta$-94

25.01%
-5.s/%
-2321%
-14.93%

52.26%
12.50%
13.29%
-11.19V"
620%

3,668
34

40%1494 1493

11.65% 29,337
24.24% 1.733
13.16% 56%
62.08% 4,560
1A.n% 531

16.68% 2,811
5.88% 32

^ 173
nla 134
n/a $87,389

caunE lndi.tu Bu i"asB"panhCqta.tndiaadUni- ry rhpqept5tL MUI:ptF L.snng <e^t.?

y.-t.708r+r.8073x N'=0.007 ! "4,
" E
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rap dlyUran expecled. lth s happens, the bond maF
ketw llreact unlavorab y, and long run inlerest rates
willbe driven higlrerfairly quicklyas ifveslors brace
foran increase in irflat on. thus choking ofifurther
excessive groMh,

Fina ly there rcmains a sma | (10%) probabillly
thal lhe inlerest-rate sensilive sectors, which have
provided almosl80% oflhe growlh th s pastyear wil
reactvioentylo the current oranylulure nterest rate
ncreases. Thjs wou d create ' recessionary qrowth"
(rea qrowlh belween 0 2%)oraful-blown recession.
Such a scenario world see the nal ionalunemploy-
m€nt rate moving back up and the ocalunemp oy-
ment rale worsening atalmosttwice the speed of lhe
naliofal employment tale.

Table 3 provdes a more detailed look at various
Co umbus area economlc data.

swel ledlo 43,018 c0mpared with 41,303 in 1993,
39,603 in 1992, and 39 368 in 1991. 0n the averaqe,
2,303 people renrained jobless per month during
January-Apri ,  compared with 3,680 ayear a00,3,185
n 1992, and 4.625 in 1991.

In atechn calsense, Kokomo is virt!ally al a 'ful

employm€nl" stage. Average unemployment durin0
January Aprilplunged lo 5.4%. The average rale is
1 1 2.6, and 6.3 percentage po nts belowlhe rale
reached during tlr€ sarne period n1993 1992, and
1991 rcspectvely. Through the firul foLr months of
1994, Howard County's unemp oyrnenl rate Tema ned
below naliofaland state evels

Kokonro's iob mach ne is ro ling n high gear In
Apri ,49,400 peop e rcrnaiied of payrolls n lhe
greater Kokoiro area-600 more lhan a yearago and
2 800 more than lwo yeaB ago. During the 12
months ended if Apr , the goods-producing sector
rcg stered a oain ol700jobs, whereas the seryice
sector posted a loss of i00 jobs. I\4anufaclur ng,
which acco!ntsfor42% of nonlarm jobs poshd a
Oain 0i900 few jobs-4.5o/o higherthan in 1993.

Kokomo is ceebrat ing lhe booming housino
sectoras well. The value of 387 permits issued d!f ng
January-[4ay lotal0d $35.1 million. Res dentia con-
si fucton pem h accounted lor 86% ot al lpermits
hsuod durirg lhe I  rst four months of the year.  The
numberof permits ssued to build sinole-tam ly
homes tolaled 131 dur ng January-April 1993, just 20
perfirils slrort oflhe peak reached duing lho same
period n 1978 To put lt diiierently permiis lor single-
family hones were issued aia rapid clp olalmost 30
a month (one per day) The home-building sector,
long dominaled by local bu ders, is now soe ng more
competi l ion. The boom n lhe s ngle- lamiy horne
conslruction seclor has dlawn buildefslrom India-
fapolis I\,4arion, afd Lalayelte

Unl kethe festdent ial  sector, lhefonresdeni ial
seclor remained inactive. Among the major nonresi-
dentia prolectsthat got under way durino the iirsl
five rilonlhs of I994 were hospital expansion, a com-
post building, a chem calslorage compex, a reslau-
rant and bus ness-office expansons.

The localrealeslate market remained busy dur-
ing lirst quart€r 1994. According to lhe Cenierior
RealEstate Studles at Bloofnington, Kokomo realtors
sold 207 homes va ued at $52 milllon. The p€rlod oi
January-l\/larch was the lhird besl firsi-quarter perfoF
Iiance since 1987

Aslheeconomyentersth€second hal lof  1994,
what do lse€? As I  p€erat lhe econom c horizon, I
see cear skies-f o darkclouds, no hazy atmosphere,
no wisp oi smoke. The glitteroJ good economic news
willremaln, Ecofom c changes registered dur ng the
early rnonlhs 011994 have made me revise my winter
/8ff forecastupward.The payro fumberwill cross

Kokomo

Dil ip Pendse

Assoclafu Prafessar of Econantcs
I n d ian a U n jve r s jtjl Kakotn o

Kokomoans doserve applause Boih l'lol/1/ard and
Tipton countes turned 150 i f  June. And Kokomo is
celebrating tho ceftennia ofone of ls manyl rsts-
tlre nalion's firsl automobile, designed by Haynes and
built by Apperson Erothers Since 1894 Kokomo's
love ailairwllh lhe auto industry has withstood reces-
sion, restructuring, downsizin0, and foreign competi
lion, t has s!ruiv€d and thrived on the econornic
rol lercoaster Theyear1994 wl l  perhaps beone oi
the glorious years in Kokomo's economy

Kokomo is celebtalinO ls humming factories.
Localpants are churninq out goods al a pace un-
heard ofln r€ceniyears,I\4anutacturers are push ng
workers nto long houfs of overtirne Through thel rst
lour monlhs of 1994, the average englh ofa laciory
work week remained at47.9 hours- 4.2 and 8.6
hours ongerthan durinq the same period n1993and
1992 respectivey.In Apr l, the averaoe weekly earn-
inOs n the durabh goods seclor stood at $940.38
compared wth $844.20ln 1993 and $709.53 in 1992.

The city is aso celebrating its growino labor
rnarketandlhe ro ling job mach ne. Signs such as"Now Hiring" and "He p Wafted'have becorne a
common sroht in the area. Howard Countys labor
l0rce has reached a new peak. Through the firstfour
nrofths of 1994, the aveage size olthe labofforce
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the 50,000 firark, averag€ unemp oymentshould
rernain at or below 5 5%, and the averagelactory
work weekwi rema n at 45.5 hours Thelaborforce
willcont nue to swe L

The boom w lconl inue in lhe resldentalsector
of lhe housino markelas wel l .  Jusl  about300 sin0le-
family build ng perm ls wl be issued lor 1994 Tola!
bu difg permits ssued shou d reach 875. The nurn-
l ler of  houses sold w l lcross the 1,150 mark.

In a nutshel,  the spectacularpe ormance ol
economicl  reworks wi l ldazz e econotnic sk esforthe
resl of the sesquicentenn alyear

mltinO patierns, afirong otheriaclors, determin€ [4SA
boundaries.) So the Lo! svl e lllsA now consists o{
four Ind ana counlhs (Clark, Floyd, Harrson, and
Scott)and three Kenl!cky counties (Jellerson, B!litt,
and oldham)-with Clark, Floyd, and Jetlerson ac-
count ng for much oithe populalion and emp oyment.

Witlr the decade nearly haf over, employment
dalaarei  na y be ng revised lo be consistentwlh the
new l,4SA delinltion.0n this new basis, totalnonagri-
cultural ernployment topped 500,000 durlng fourth
qualrer 1993 (see Figure 1). The sevsir-counly
economy has grown by morethan 10,00010bs ln the
past 12 morlhs. Allhough mosl of lhe netjob growth
has been in various nonmanirlacturifg sectors, manu-
Iact!ring emp oymenl has a so expanded, with du_
rable Ooods pfodrction gainin0 aboul I 000 jobs.
Some of lh s expans on is altr butableto lhe Ford
heavy lruck plant where oulpul n Aprilwas more
thm double thal  of  Apri l  1993.

When the nd ana portion otthe NISA is cons d'
ered by tself both manufactu ng and nonmanufac-
lu ng employment aso appearlo have increasod,
although lhe fonmanufaclur n! lains arc more mod-
estthan in the Kentucky porton olthe l!4SA (see
tig0rc 2). Unfonunatey, the nonmanulacluf ng (of
"servrce producinS") iob slatistics reported by the
nd ana slate ofiice conlain a seTous error and unlil

that problem can be resolved I wil b€ difihu I lo get
an accuTate p cture of employmeniirends in thh

Lou isvi I leiJeflersonvi lle/
New Albany

lI0lrssar ol l:coiarttiL!. hnlIi1ttr U i,!||sIy Sau rcusl

The Louisville metropolitan area economy has beon
mov ng ahead ratherwe I n the paslt\,Vo orthree
quarlers. The 1990 censls data Tesu led n a change
n ihe olt icalboundaies oflhe Loulsvi le L4SA. (com_

Fi0ure 1
Louis! i l le f i le lr0[0l i lan Area tmpl0ymenl:
Seven C0unly tuea Establ ishmerl  Dala (Seas0nal ly Adiustedi

Fig l | |e  2
Cla*/F loyd/Haf i is0n Count ies Eml l0ymenl  0ala (Seas0nal ly  Adius led)
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Fiqure 3
Residenl ial  Bui lding Permils:  Jel fers0n County. Kenlucky

Figrre 4
Residenl ial  Bui lding Pernr i ls:  Clark/FloVd/l larr is0n Corni ies, Indiana
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The unemp oyrnent rale reporled forlhe Louis-
v lh afea in April was 4 l%, a full pefcentage point
below the rale repoded a yearago-and wel lbe ow
the 5.1% reporled ior nd ana and 6.2% ior the th ted
Siales ln Apr .  (None oi lhese rates is seasonaly
adlusied.) The improved employmenl situat on is
r€ilecied n lhe decreased need ior emergencyfood
supp ies irom Dare To Care F/rsl-quarler emergency
food d slrbuions were down aboul4% Irom I rst
qualrer 1993, despile the severe weatlrer experenced
here lhis winter

Tlre mproved enployment sttuat on has boosted
rnc0me and c0nSUrner opt irnisrn. That,  c0mb ned With
nortoage relrnancing-which has left more d scre-
lionary money n many bankaccouJrls each month
and an ag ng molor vehrcle stock have boosted aulo
purcfases. Newcarsaiesin Jefferson C0untywere
10.8% lr  gherlhan a yearagoisaes oi  new |rOht
trucks were 5.8% h gher. Newcar dealerslrips if Clark
and Floyd count es reporled a 2.5% ga n in carsales
and a 5.7% ifcrease in sales of ight trucks

I\,4oney has aso been flovr'in0 nto the houstng
markei durino the past sev€ra quarlers. Demand for
new sirgle-family homes has kept most build€rs and
subconlraciOrs extremely busy Th s has been espe-
cialy l r le n lhe south€rf  Ind ana count ies. wherethe
rnarketlor more expensve homes has beef very
strofg. F rst quarter buildinO permits, shown n Fiq-
ures 3 ard 4, do not ndrcatethe curreft strength of
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lhts sector,large y because lhe severe winlef delayed
many pr0jects.

Saes oi  exisl  ng homes are aso cont inuin! ata
strong pace, with fol much dampenlng ev denl as yel
from llre 1% ofso increase in inlerest rales By h s-
lor ca siandalds, curfent rales are stil aliracllve.
flowever, morlgage ref nancifg has d€clned rather
sharply parUy because so many homeowners have
a ready done th s and party because lhe higher inier-
esl raies reduce the advantage ol doinO th s now.

Banks repod sirong demand tor comrnercia
loans lo frnance expansion and new bu lding There
are also indicat ons oian ifcreased nierest on the
pad ol  outsde i l rms to ocale lhe r  plants and ol tces
if the ndiafa port on ofihe l\/lSA espec ally F oyd
and clarkcountres. The long-awated, soon lo,occur
openinq of lhe l -265 spufeastto the Cark N/ar l ime
Cefterw ladd to ihis ai l racl ion.

The rest ol1994 ooks very posit ive forthe area
economy. with lhe current pace ol moderately strong
activity conlinu ng The Lou svrle area has succeeded
in ma ntainmg moderate growlh ior severalyears
now, avoldinq the boom afd bust paltern of olher
aTeas, afd most sectors seem strong. f inierest rates
rlse signifjcanty or ilthe prophesied s owdown in
nat onaleconornic growth occurs tn the second haf
and ls ofsome depth, lhen the ecofomy here wi l
kely be sornewhat restrained But it shou d continue

to outperforrn lhat ol lhe nation.




