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The Outlook for the National Economy in 1990

Bruce L. Jaffee

Professor and Chairperson, Business Eco-
nomics and Public Policy, Indiana Univer-
sity School of Business

As we predicted last year, the national
economy in 1989 experienced positive
real growth in GNP but at substantially
slower rates than between 1987 and
1988. Specifically, we expect 1989 to
have a real growth in GNP on a year-
over-year basis of approximately 2.8%.
The relatively strong sectors are busi-
ness investment, especially for equip-
ment, and exports. However, even
these sectors in 1989 grew more slowly
than in the previous year.

Our general outlook for 1990 is for
continuing positive real growth in
GNP, but at an even slower rate than
for 1989. Specifically, we expect real
GNP to grow at a 2% average annual
rate. We do not see 1990 as being a year
of recession. However, we do expect
the fourth quarter of 1989 and the first
quarter of 1990 to be especially weak,
with real growth at annual rates of less
than 1%. The leading growth sectors of
the economy in 1990 are expected to be
business investment for capital equip-
ment, exports, and state and local gov-
ernment spending. But in the first two
cases we expect growth rates to be sig-
nificantly less than in 1989. The modest
increase in the growth rate for state and
local government spending is due to
increases in spending on infrastructure,
partly due to Hurricane Hugo and the
earthquake in San Francisco, and in-
creases in spending for social programs
and education.

Personal consumption spending
- (PCS), which has been a strongly grow-
ing sector of the economy since the end
of the recession in 1982, is expected to
grow at only a 2% annual rate. With
PCS comprising approximately 65% of
GNP, it is virtually inevitable that slow
growth in consumption means modest

growth in overall real GNP. The con-
sumption sector is likely to be weak
because of modest increases in both
disposable personal income and em-
ployment, and a decline in interest
earnings because of our predicted de-
crease in interest rates between 1989
and 1990.

Total car sales are expected to reach
only 9.7 million units in 1990, down

from the 10 million-plus levels of the
last few years. Imports, however, are
expected to be constant, whereas sales
from foreign transplants are forecasted
to rise significantly. The Big Three,
therefore, will experience the full brunt
of the decline.

We expect no major changes in the
value of the dollar between 1989 and
1990. At best, there may be continued
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Annual Change in CPI
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