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The Outlook for the National Economy in 1990

Bluce L.JaJfee

Prolessor and Clabperson. Business Eco-
not ics anl Public Polic!, Inliana Unioer
sity School of Businas

As we predictcd last yeat thc national
economy in 1989 cxpedenced positivc
real growth in CNP but at substantially
slowcr ratcs than trctwccn 1987and
1988. Spccifically, we cxpcct 1989 to
havc a real growth in CNP on a year-
ovcr-ycar basis of approximatcly 2.87..
Thc rclatively strong scctors arcbusi-
ncss investment. cspccially for equip-
mcnt, and exports. However, even
thcs€ scctors in 1989 grew morc slowly
ihan in thc pievious year.

Our gcneral outlook for 1990 is for
continuing positivc rcal Srowth in
GNP, but at an cven slower rate than
for 1989. Spccifically, we expc{t rcal
CNP to grow at a 27d avcragc annual
rate. We do not scc 1990 as being a year
of recession, However. we do cxpcct
thc fourth qua er of 1989 and the first
quarter of 1990 to be cspecirlly wcak,
wiih real Srowth at annual rates of lcss
than 17.. The leading grcwlh scctors of
thc econonly in 1990 are expcctcd to bc
business invcstmcnt for capital equip_
ment, cxports, and state and local gov-
crnmcnt spending. But in thc fitst two
cases we cxpcct growth mtes to bc sig-
niiicantly less thanin 1989. The modest
increase in thc growth rate lor state and
local government spcnding is due to
increases in spending on infrastructure,
partly due to Hurricane Hugo and the
earthquake in San Francisco, and in-
creases in spending tor social programs
and education.

Pcrsonal consumption spending
(PCS), which has been a strontly grow-
ing sector of thc {rconomy since the end
of the recession in 1982, is expected to
grow at only a 27o annual rate. With
PCS comprising approximately 65% of
CNl, it is virtually inevitable that slow
growth in consumption means modcst

growth in overall r€al CN?. The con-
sumption sector is likcly to be weak
bccaus€ of modest incrcases in toth
disposable personal income and em-
ployment, and a decline in intierest
eamings because of our predicted dc-
creas€ in interest rates between 1989
and 1990.

Total car sales are expected to reach
only 9.Tmillion units in 1990, down

from the 10 million-plus lcvels of thc
last few years- lmports, howevel, arc
cxpected to t€ constant. whereas sales
from foreign transplants are forecasted
to rise significantly. The Bi8 Three,
thercfore, will expcrience the full brunt
of the d€'clinc.

We expect no majorchanges in the
value of the dollarb€tween 1989 and
1990. At best, therc may te continucd
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Annual Growth in Real GNP
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Figur€ 2
Annual Change in CPI
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