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The 1995 Qutlook

Consumer Spending and Business Investment

R. Jeffery Green

Professor of Businegss Economics
and Public Policy and Co~
director, Center for Econometric
Model Research. Indiana
University School of Business

he total demestic demand for goeds and ser-
vices in the economy is the sum of consumesr
spending on goods and services and gross
private domestic investment. In real terms. after
adjusting for infiation. total domestic demand in
1993 amounted to more than 80% of real gross do-
mestic product {real GOP). Over the last four guarters
for which we have data. real total domestic demand
has risen 5.9% while real GDP has grovin by 4.3%
Clearly. the recent strength in the economy 1S being
led by consumer and investment spending. Why the
strength? Can it Iast?

Real Consumer Spending
Real consumer spending has increasaed by 3.6% 10
the past 12 months led by an 8.5% inc
spending on durable consumer goods. Reflecting the
strength in the nevs housing market. reat s gon
furniture and household appliances has peen nsing at
more than a 10% annual rate. The
Sumer sppnd ing. particularty on durable
result ¢f good emplovment and incam
relatively lov interest rates Employment has -
creased by more than 3 miflion 1005 1 the o
producmg a rise of more than 3% in

2ai gisposabie personal income
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frong?h

goods are durabie. once consumers buy them they
will not need to replace them for some time. so at
least the growth in demand should slow

Qur forecast is for real consumer spending to
rise at about 2.2% 1 1995 That is a considerable
slewdowin from its recent performance but still repre-
sents a continuation of the recovery. In fact. a slower
rate of growth for consumer spending in 1995 wili

ctually increase the likelihcod that the recovery will

continue for an extended period. Slower growth in
consumer expenditures will enable consumers to
control borrowing and prevent excessive debt bur-
dens from strangling the recovery

Investment Spending
Real gress private investment spending can be disag-
gregated into four maior compenents: real business
wd ing on equipment. real business spending on
tures. real residential investment spending. and
)angp in business inventories. These four
ew*s usuaity exhibit very different cyclical
s. and this year has been no exception. in the
ranarters real gross private domestic invest-
ninas increasad by an impressive 17.2%. Broken
d into the four compeonents.
this transtates intc an increase of
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Ia dittoral ncome is the prime de-
erminant of consumer spending
The growth in employment has an

added stimulative effect neyong

Cylh

“Clearly. the recent |
strength in the !

| 15.5% for real equipment spend-
mg. 0.9% for real spending on
structures. 8.8% for real residential
investment spending. and more

increasing income As empicyment | €CONOMY IS being led . than triple the rate of real inventory
expands and the unemgicyn nent rate by consumer and | investment.
dechines. the risk of layoff Prt nes investment spending ’ More than nalf of total investment
This reduction in uncertainty en- ! "0 spen ding goes for nonresidential
. Why the st ? ; A
courages consumers i expanﬂ lj’/hy the Szfﬁ'ﬁgﬁ?. | eguipment. Within that sector, by
i

their purchases of durable goods
Interest rates ﬂa "i

Can it fast?”

far the fastest growing component
;s spending for computing and

favorable for spendi

consumer gocds v“
rose during 1994 3
rsing rates may he the most stim
cumstances for durabie goods g
Cause mterest costs remam me
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int c, Talion processing equipment,
most 20% in the last vear. Thus,
the acceleration of economic
the boom in computer and

w. and why is it so strong?

ecgvery in profits and
ronices Corporate profits
5% in the past year, and
me has risen more than 8%.
ource of funds with which
nd computer prices have
with 1o end in sight.
co ofits and declining
pr:ces utios f:rms o ahqur@ arge quantities of new
compiters and information processing equipment.

he price declines for computers and informa-
ocgstma eguipment will likely continue over
xt tvith ’he eCONCIMY Growing more
owth will also slow. As a result, real




spending on business enuipment will grow. but at a
siower rate than 1994. We expect that gro: vlr 10 ben
the 7-9% range.

Real investment in structures has been weak
since the end of the construction boom in the 19805
and the subsequent savings and loan scanda!. Al-
though the large declines appear to be over. there is
litthe chance of significant growth in the coming year.
particutarly in light of our forecast of rising interest
rates. We predict real investment in structures 1o
show little or no grovth. Residential investment has
been very strong this past year. but with nsing inter-
est rates and slower income grovith we expect the
housing sector to show little or ng growth n 1995

Inventory accumulation has been spectacuiar
this year. We have not seen this rate of stock buitding
since the early days of the recovery from the 1981-82
recessien. This rate is not sustamable. so we expect
inventory accumulation to be lower this vear

Putting all these component forecasts together
yields a picture of continuing grovah i total real
domestic demand to average 2-2 5% this year. but af
a rate that is considerably slower than we saw last
year Nevertheless. this is a very iavorable forecast
because the econamy is currenty very near full em-
ployment. Consequently. a slowdown in growth next
year will lower the likeiihood of higher inflation rates
while allowing economic recovery to continue

A finai note of caution is in order: Spending on
durable consumer goods. business plants and equip-
ment. and housing is interest-sensitive. 1f the Federal
Reserve decides it must raise interest rates even
higher than we expect in order to siov the eco onomy
and prevent a rise in inflation. it is precisely thas
interest-sensitive sectors that vill feel the pinch

that case. the rate of growth of total real domestic
demand may be lower than we foracast
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Monetary and Fiscal
Policy

Carol &, Lehr

Current trends in output growth. unemployment and

tion are quite )a“f‘ruhio Singe 189:
vu h ha“ a ge«" 3.4%. ccmp“

W

Moreover. the unemployment rate. after hitting a peak
of 7.7 1 mid-1992. has dropped steadily and is
now below the 6% rate.

It should be noted that there was a break in the
unemployment series in January 1994 due to changes
1 the survey technique. The a‘terations raised the
measured unemployment rate by 0.5%. so current
unemployment may be even lower relative to 1993
rates Typical estimates for the “natural rate” of un-
amployment (that is. the rate of unempioyment helow
which inflationary pressures accelerate) fall into the
6°0 range. The dip in the unamployment rate below
this level. along with rising factory orders. ncreasing
incomes. strong retait sales. reiatively high-capacity

utifization numbers. and a myriad of cther strong
signals. has made macket participants nervous that
mflation vall soon pick up.

However. the most recent inflation numbers
show no current tendency toward accelerating infla-
tien. In fact. the CPIinflation rate for third quarter
1994 vias 3.2%—virtually unchanged from the previ-
ous guarter. But the markets lock forward and current
third guarter numbers only reflect activity prior to
September 30. Future inflationary pressures will de-
pend on the Federal Reserve’s decisions concerning
interest rate movements as well as the enonomy’'s
ability to increase productivity ang capacity.

Monetary Policy
With this scenario in mind. the Fed made several
maves this vear to raise short-term interest rates. As
15 usually the case. the rate changes have been small
and gradual as monetary policy attempts ta balance
possible future inflation costs against a slowdown in
cusrent growth ansing from a higher cost of funds. At
the last meeting of the Federai Open Market Commit-
tee (FOMC) in Movember. the committee voted to
aise short-term interast rates yet again. by three
quariers of a percentage point.
Although the Fed does not directly control nomi-
nal long-term interest rates. it can influence them
indirectty through the vield curve and. more impor-
tant. won,ch its effects on expected inflation. The
entiy kr’m'r““eﬂ output growth rates are undoubt-
ke LO fower long-term interest rates. which
0ura ge the investment-led growth spurt. More-
n vestment in new mdc‘wmprv and equipment
a:!tf which in turn helps keep inflationary
pressures 10w in the long run.
erefore. in an effort to keep currency spending
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nt capacity and to restrain axpectations of
inflation, ‘*eF era :{ eserve will probably continue
10 raise short-term interast rates gradually into 1995,
The »U!q 0k o:'oj ci:on s that short-term rates. such
: th Treasury bill rate. will increase




Fiscal Paolicy

As of March 1994, the federal debt totaled close to
$4.6 trillion. which 1s 68% of GOP. In 1989 the federal
debt was 55% of GDP. The 1992 elections brought the
1ssue of the federal budget deficit and debt to the
farefront of poputar debate. High levels of govern-
ment spending relative to revenue have limited fiscal
authorities in their ability to manipulate spending and
taxes to influence the business cycle. Therefore. the
thrust of fiscal policy in this decade has not been tg
use the budget deficit to smooth out business cycle
fluctuations. Instead. emphasis has been placed on
budget recuction. The implementation of the 1993
budget pian reduces the deficit by $500 billion over a
five-year period. These measures—along with a
growing economy and. hence. growing tax rev-
enues—helped bring down the deficit in 1993 and
1994, The government's fiscal year ended on Septem-
ber 30. and reports show that the deficit declined
from the previous fiscal year, which is the second
year-to-year drop.

The outlook for calendar vear 1995 is for the
deficit to increase slightly The projection is based on
slowing economic growth. However. the failure of
heaiih care reform this year helped keep the projected
deficit lower than otherwise thought. if health care
reform returns to the agenda. it is again unlikely that
major initiatives could be put into place next year
thus delaying the initial increased cest to government
O the other hand, one of the major reasons for the
explosion of the deficit in the 1980s was the sharp
increase in health care costs. This drove spending on
Medicare and Medicaid to unprecedented ievels and
reductions in the deficit are inextricably tied to lower-
ing the grovsth of heaith care expenditures.

Growth of World OQuiput, 1875-1694 (%)

The International
Economy

Michele Fratianni

AMOCO Professcr of Business Economics and Pubiic
FPolicy. Indiana University School of Business

Economic growth around the world improved in 1994,
Tabie 1. based on data available in May 1994 indi-
cates that world output is growing at 3%—still below
the long-term trend. This performance. in turn, re-
Hlects the fact that several industrial countries are in a
down phase of the business cycle. Qver the period of
1975-1989. world output of goods and services grew
at an average annual rate of 3.5 %. Industrial coun-
tries. which account for the lion's share of world out-
put. grew at an average of 2.8 % Of the so-called G7
countries—the elite of the industrial countries group-
ing—only Japan and Canada grew faster than the
industrial average. Developing countries. which ac-
count for a relativeiy small share of world output,
grevi almost twice as fast as industrial countries.
Asian countries grew faster than that. and Pacific
Basin countries even faster.

In 1990 the United States went into a recession
that fasted through part of 1991 During that year the
growth of U.S. gross domestic product was approxi-
mately 4 percentage points below trend. Canada and
the United Kingdom mimicked quite closely the U.S.
business downturn. Continental Western Europe slid
nto hard times in 1991 and Japan in 1992.

Germany paid the front-loaded costs of German
monetary unification. The policy goal of raising al-
maost overnight the standards of living of the former
East Germany put pressure on gavernment spending
and reaf rates of interest in the country. The Bundes-
pank. the German central bank. tightened monetary
policy 1o offset the inflationary effect of the higher
expenditures. interest rates rose and stayed high as a
conseguence.

age 1990 1997 189z Countries participating in the European Monetary
W?rﬁ . } ? g h ﬂ : i o System had a choice of either maintaining existing
noustnal Gounries o ol Ve i, exchange rate parities and thus importing the high
:asoan iz :; 71? Z interest rates. or adjusting the parities. Political lead-
ermany o oy 10 6 g 3 ers and central bankers opted for the credibility of the
. ‘ R 272 ‘1 15 a7 12 European Monetary System and had to tighten mon-
raty 57 24 13 g% 07 etary poiicy. This was not a good choice, because of
JK 23 55 -22 -05 18 25 its deflationary implications.
Canada 34 05 17 0.9 24 3 In mid-September 1992 there was a currency
Developing Courtres 47 3 42 &1 51 53 crisis. the result of which was forced parity adjust-
Asiz 87 57 58 R 84 75

ments by some couniries and the decision of italy and
the United Kingdom to abandon the exchange rate
mechanmism that kept exchange rates within a narrow
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bant of fluctuations. Neither of these two countries
nas returned to the system At the end of August
1993 a second currency crisis centered zround the
French franc. The French authorities were uny willing 1o

adjust the par value of their currency. and the coilapse

of the exchange-rate mechanism was averted by a
compromise of widening the bands from plus or
minus 2.5% to plus or minus 15°%.

The September 1992 and August 1993 events
provided the impetus for a more expansionary pohicy
i Western Europe. Short and fong-term mteresr rale
fell and stock market prices hoomed in antici paticn of
the business recovery Germany. France. and laly by
were at the bottom of the recession: in comrasl ?he
United States. Canada. and the United Kingdo are
enjoyng business expansion. Most recent ¢ ata sug~
gest that economic activity has picked up cons«dar-
ably in Permam {estimates of real GDP growth are
around 2.5% on an annual dasis;. France (2 0°.
ltaly Thusv busmess cycles are converging an
G7 countries

monetary policy «n the United States will ighten rela-
tive to monetary policy elsewhere in the G7 group.

Foracast
The forecast for the current-account balances of se-
zcted countries is shown in Table 3. Beginning with
1889. U S trade and current-account balances have
been improving markedly in response to T declining
value of zhe U.S. dollar in the exchange markets and
loveer economic grovin in the U.S. relative to.that of
cur zraomg partners. This trend seems to have
stopped in second quarter 1992, when both trade and
current-account deficits rose refative to the vaiues in
the first guarter. The reason fies in the slowdown of
utput growth abroad reiative to output growth in the
S —thus reducing the growth of our exports while
raising that of our imports. The noted higher eco-
noimc growth abroad wili mean higher growth of U.S.
exports Qur assumption is that U.S. exporis and
D”-rts 0 1987 dollars will be rising at an average
rate of 8% per annum. Despite these developments,

Japan continues to expenience it net ex aﬂrts in 1987 dollars will ge from -$1086 billion
nemic perigrmance since World War 1 vihe e i f9 84 10 -S133 hitlion in 1995,
ception of 1973 The factors at work are the geflabion sirucme to reflect on the prospects of the
of the real estate price bubbie: the deterie rat;c:: cithe i‘mm S tes for eliminating 1ts trade deficits. Since
quahty of bank assets. which has fed to 7 credit U'S. government. both alone and in coop-
i Table_2 crunch: the sharp sicwdown of Japa s N the other members of the G7 group. has
4 Infiation Rates (%) following an appreciating ven: degiinin ‘ v poiicy of doflar denreciation \,*.»rth the aim of
S cel Esim CT growtn rates in the rast of the world Shes G 15 external imbaiance. Furthermore. the
1994 /’93 0n Japan to reduce Ifs current-accou 5 in rnment kas progressively engaged in an
; Industrial Countries 2 5 25 February 1994, the Japanese government announced i de poiicy. particularly with respect to Japan.
' us o 17 its fourth fiscal stimulus package since 1992 Despie The motivation underlying this policy is the belief that
= Japan 09 6o these measures. economic perfarmance so iar ri- the U.S has a trade defict because other countries.
Germany a0 29 mains very disappointing Economic grovah. on gspacially Japan. do not play “fairly.” This is a mis-
France 14 21 other hand 1s proceeding at a “hooming qu concept. Qur trade deficit has bittle to do with
ftaly 38 31 Pacific Basin countries le practices and a great deal to do with the
UK 3z 3.9 Matters have turned around in inited States saves teo little relative to
Canada 45 17

which as a whele is now recording §
2conomic grovath rates since the breakdown of com-

Source: IMF May 190

- - munism. 0f ncca! ou'wt Pa'mwuo-s ite

former USSR, a

F

be noted that offm3§ oufpm und an excass of i vesm Pnt ove
Tabie 3 bnmm/n output because o biflion. which was financed b> the
Current-account Baiances Average inflation rates in : : t exze a! financing implies a net
(In billions of doliars) remain at historically low ievels—neaigw 3%, (ges ov of a deficit in the curren taccaun’ of the
Table 2; Inflation rates 11 the g /Gri nts T d“ deficiis will persist
1993 1984 1995 oo o v . perst
Aotoa! > h which have been much higher hus -investment imbalance remains,
{Actual (E5t ] fest : i N
k . - dewn in the fast-growing of the doflar and a more res-
us -109.2  -1403 1855 o v a ore aggres
Japan 1314 1334 1957 averages approximatety a2 minor ferce in rectifying our
Germén\/ 421 ) ;15'0 ;:;, A Market rates of interest are .rismg i the 4
France 105 103 134 States. both in abso;v.c value and S doliarin the exchange
italy 06 267 W7 est rates i the G7 countries. Whet : ai factors move in opposite
UK -150 -194  -187 of interest are also rising me ends o e 2xpecied improvement in the German
Canada -195 -145 138 tion rates. The U.S. bond market s | icn refative 1o that in the U.S. favors an
WF Ma 100 not seem to behieve that low inflatic of the German mark. or a depreciation of
Source MF. May 1994 in the future. We shall assums in th more restrictive monetary policy in the

A




aas

v

areq

‘Forecast

637
830~

U8, refativeto monetary policy in Germany.and Ja-
pan-favors:an appreciation-ofthe-gollar The large
Japanesetradesurplus favors anappreciation of the
yen-itistheyend our knowledge todetermine which
of these: forces will prevail. Hence - we call-for an ap-
proximately-constantvalie of the dollar,

Thessummary of ourinternational forecast is
showin inJable 4.

Corporate Profits, Interest
‘Rates, and the Stock
‘Market

«Mic'hae'l Simkowitz-

Professor of Finasoe. indiana Hmversity
Schoal of Business

Another yearisipassed-and My metier
is again sitting down towmicke a foreca
cral-markets: ‘he pastvedrhasibesn ¢l
anumberof surprises. The economy vas
strongerthanm expected at the end of 1085, rest
rates-went: ‘up' much more than.expetiedat m *} 2G -
RiNg 0F 7994 ndhe 2cenomy staved strongerthan
expectedin the face ofthisrise ininterastirates The
short-termn finantial scens is dominated by ‘wo Sirh-
bornforces: Chairman Greenspan's indistence on
getung nfigtiondown under 2.5%. and-ihe sCoNomy’s
stubborn refiisal to siov down significantiyin the face
orsisinginterest rates This tug of war's mi continue at
leastinto the firstpar 'of1995 1 betin ngimy monsy
on.Greenspan - Anybody vho ¢an spend 45 much time
as-hedoesinidront of Senate committees without
cracking a smite has govmare than enough foritude
to defeat inflation. After all’ Pkéep geting confused
betwean C-Span and thé Comedy Channel.

Corporate profits bagan to expand rapidly:as
1893 progressed. and continliad to expandin 1994 at
a:reasonably good-fate of aproximarely 18%. This
kind-et:profit expansionis expectedio continue at

figbrsingte-digit rate- My 2stimates forths gperating
earnings-onthe S&P500 are shovin in Tahis 1! These
earningsawill be above what are reported.-hecanse
reporiectearnings include wite-oifs whereas operat-
ing eardings reflect-the grofitability of current opéers-
tions:

;a

Dividends-have begtin to mcreas‘e Arter remain-
ing nearly constant from 1990101993 they e
panded hy about 5%n. 1:194 (see TahIe 2). Sipilar
growth in 1995 should be expected:

Autos, metals:and computprnq mentshould
be the-relatively stronger sectors; Toba CO! beverage
and persgrat proaduct firms are begi ning 10 Benefit
fromv the exgawdn‘” econ "me in Emope A new
conservative CongressinWash gton mmcates thatif
fiealth care is revisited: any ré g ;egzs.‘anon will
Be more mea ectorthanwhat

raté 1o about 6% MosT o| the
: OuG end hasbeendene; anc asi write
freasury gondidsiyielgi ing Oo % and
t Rave mughimoresh
t6°go: Our exppbtatvon is that the
likely peaksut somptme In-sec=
ond guarter -995 !n fact 'long ratesimay be on their
wiay down by theend 1995
The-equity mark etc presenta d»‘emma As i
Mentioned a vedr age. since World War il the tops-of
bull markets have:-been extended plateaus :and this
e appears.to-be noexceptior By any reasonable
measure the stock market IS currﬂml) /alleast fufl,/
valved. The currenfdradend: /noxd on the S&P 500005
ai’Od 1 2:83%. Thisiis arather: fofty: Jeve| frem whigh:
o expecta significant Jpward pr:ce movement.~ nis
past year has Deencharacterized b,y an equity markst
i wihich the S&P 500 hds been botinded by 440 on

Igng rateni

Tabig 1 ,
S&P 500 Operating Earaings
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Table:2
S&P 500 Dividends




the:low:side'and-490.onthe highside. Itis 4 rare year
in which'th‘e‘total'swing of the'market is'less than
10%: 1t would be: extrao'dmary if e had tko:such
years:back to:back:Theconcern we should have for
the‘market i is that by the time'inierest rates:top out,
nvestorsimay be'looking ahead into'late 1995 and
1996 and seeing a weakening'economy.

Itwould appear thatithe eq'-ﬁy markets will'have
real dlfhculty appreciating by more than the 5-6%
growthin dividends: The currént yield of 2:83% plus
ahopefdl:6% apprecratlon ‘totalsito fess-than'9%:
With U.S: treastiny bonds‘at 8.05% itisa sanguine
observer who views equities as the dommant risk-
adjuistedrinvestment vehicle: St belisve that in‘the
shortrunithe downside riskis greater than the upside

patentiakin the'market: But for-the fong=term investor,

selling:equities carbe trap: it takes:quite:a bit of
courageito get backin‘the market.

In-summary, shord-term-investors maywant to
benimble: re'd,ucmgthei"r gquity exposureas:the S&P
index-climbs:gver480:dnd ncreasingtit-the S&P
index falls belov 450 Fordongar-termunvestors. 1 am
hesitant to'recommend heavy:selling o &quities be-
cause of the:difficulty otigetting backin at'the right
time: Still; fordong-termiinvestors who-are quité mer-
vous-inthis'markétit may:be ime toreduce their
equity exposure-by20.01:30%.

Housing

Jeffrey D Fisher

Assovidte Professor of Financeand Real Estate
and Director, Genterfor Real Estate Studies.
Indiana University School of Business

The risein morigage interest rates-during 1994
fabout 200'basis points higher than a-yeardgo. whan
mortgage rates hit-a 28-year low) has had:a'dampen-
ing effect-on housing activity Pent=up demand from
the recession of the early 19905 had helped prope!

single-family housing aver the million-unit mark dur-
ing-1993-94 but it will have:only a neghglble pres—«
encein 1995's more restramed economic. cllmate
Tha good news:is that the prmupal home:-
group—those-35. to 54 years old— has expanded by
10 million people durmg thefirst half of the 19903
implying continged demographsc suppo f rthls
market. :

On-balance; smgle»famny constructlo shoul'
remain fairly flat: durmg 1995 and may XPEerl=v
ence.a slight'decling: Multlfamliy hous Ng.is hkely to
continue to benefit-fromithe increased avallabllity of
capital from banks and other sources:fornew .cons:
structian. Totalhousing starts (smgle and mulmamily)
are likely'to remain.flat durmg 1995 atan annual rate
ot about .4 millionsunits Housing starts peaked at
1.972.9000n Januarv 1972 and reached a low of
837,000 units’in'Novernber 1 81 :

To mitigate the rise in the rafe fof fixed-rate ‘
mortgages. many borrowers have taken advantage of
the steep yield cirve by 'choo mg adjustable-rate
mortgages-{ARMS) ratherthan fixed-rate’ mongage
in recent months. About 43% ot loans closed m.re-
cent monthswere ARMs: compare 10.16% 2 year
ago. This:is the highest share since June 1989 O
course -the.price these eople must pav is Inc sed ;
uncertainty as.to: what their payments will be in the
future if irterest rates espeClaHy shorl term rates
0sed to index the ARMS . commue t0 Tise,

Sales ofexisting homes rose nexpectedly in:
recent months.despite: the chimbing | smerest rates. Ini:
the Midwest. sales rose about 8% 1n: August The i
Nationat Association of Pattors nxpects 3.97 million.
existing homés to seH thn year——almost ashighas
the record fevelat3.98'm on, sol 1978 Th
pace will probablynot contmue on int
gver. because of the:rising | teyrest rates. :

The median‘home price i Indiana was $75.000 .
during second quarter 1994 which was an increase
0of 2.88% fram second quaner 1993 The median
home price is still onaderablv less than that for the
rest-of the nation;which was $109.800 for second
quarter 1994; The'gap, between home prices in !n
ana and those of the restof the nanon sugdests muc
room-for growth especially:if the Midwest econo ‘y
remains strong compared to t‘h‘e, rest of the‘count‘r‘/.




Editor: Director, Indiana Business
f esearch Center Co—d/rectOr
Indiana Center for Economemc
Modelﬁesearch /nd/ang .
Un/versn‘y Schoo/’of Busingss

hen one examines the record of charige in
personal income in ol gcoriomy since
1969 it is clear that Indiana has had two
 dramatic recessions. Itis more difficult to
observethat same distressin thenational

'zeconomy(s‘e Flgure 1) in'theimid-1970s Indiana

. experienced:a sharp drop.in:real personalincome
‘aSsociated with the first Qil'Shocksthe second decline
“began inthe late 1970s and extendediweli into'the
1980s: This was Oil-Shock {1 follgwed by major

restructiiring ofindustry, pattictilarly-steel.
Ar examination of thexdata’shows seven after-
nating-phases of expansion-afid contraction:inthe

dndiana-and WS, economies from first:quarter 1969

through-second quarter 1994 4 Figure 2 the humber

“of quarters foreachigt these phases s represented:
“The-most abvious feature of tHese: phases is that

Indiana has experiented-longer contractians and

Figure'2

shorter expansions than the: natlon Hence it we try to
date these coritractions and expansnons a quesnon
arises: Should'they be dated in terms of Indiana’s
experiences-orin-terms of the nation's?

‘Table 1-offers both mterpretat[ons Butfirst, -
note'thatin't he penod fromfrrst quarter 1969 through

three qLJarters of apercentage: po t b ow the

nation’'s-growth rate forthe same d. ]

50:states; plusithe District of: Coiumbxa |nd|ana
ranked-44th inthe nation‘in growth -

This comparatively. poor record | isthe result of
the first two-contractionsaund in Tab!e 1. Whether
measured-interms of Indiana or thie nation: ¢ontrac:
tionshave been strongerin‘this state :asiwell as
fonger, than'in the nation'as:a whole.

Duration of Expansions and Contractions:in Indiana

andthe U.S:

Trilions of 1"987 Dollars:

1069-2094

PHASES

Contraction |

Caonwractgn 1

STATES:

UNITED -

Expansion i

Contraction i

Expansion 1V

63

P
1972

T
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,‘Ik
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T T

1984 1987

B Indianas i

LUs,
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CONTRACTIONS

30 20 -
Number.of Quariers
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Table1 | A positive featlire of his analy 5is:foun
. Average Annual Rates of Chang in Real Personal Incnme During most recent'phase of the business cycl° Both the i
- Expansmn/Contractmn Phases indianaand.the U.S ; -1069-2094 nation and ‘our state’have had 13 quartﬂrs of expan-
: sion between first guarter 1991 and. second quarter:
RATE OF CHANGE 1894 During that:period .Indiana has ranked higher i in

L R Wumber of Ingiana us Dyiference its growth rate (17th in the country) than in-any:oth

Ouaﬁer'Year | iorgycle Quarters Rank inl).5:2 (IN-US) expansion period In addition. the positive difference

between Indianaand the rest of the nation.is greate :

: thanin.any:previous expanscon penod : :

: tNDlA'\.A-BAS‘ D CYCLES Figlre:3 illustrates the rates of growth for the .
Expansion 4 - 44 604 U-S.. Indiana; and our nerghbonng states dunng the!'
Contracticn | 5.6 5 5 ~3799 phases of recent'business cycles (.neasured nmna- .

: Expansion i y ) 4.35 055 tioral terms). Il bt the current expansron Mich
1079 3083 Conttaction: || Bl 18 1:45 -3.05 gan has had stronger: responses:to expansrons and: i
Q83 1090 Expansion:i i 7 315 -0.38 centractions than|ndiana: Kentucky shows Iess re=i
090-1Q91"  Contraction i ' ~0.89 sponse-on the down side than the nation in each

Expansion 1V 0:80 contraction
One-reason we would:expect to'see strong re-
sponses in-the Indiana:M rcnlgan and Ohro econo-

miesis the dependence of these statesion: earnm S

from the manufactire of gir goods These three

states occupy the'top three positions:in the natIOﬂ N

percent of earnings derived from durable goods (see' i

Table2). Thus. when® mterest ratesiise and consums

ers and businesses cut back on goods financed by

borrowed-funds. thesé states fend 0 feel the effects ;

This year'is-expected 1o'be that kindiof year

. 1069—2094 ; )3 199 44 7 =075

s

U.S~BASED=CYCLES
Q69- Expansion]
069-4073 - Contrastion’!
2075-1Q797 " Expansion i
(079-3083" - Contraction {1
13083-1080" Expanision i
1000= 1Q9%. . Contraztion
1 91 2094 Exgansion 1V
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Indiana’s realpersonal income. which is ex- a'gain 0f-50,090:jobs in 1994, that advance could be
pectrd toiincrease by nearty 3:5%in 1994: colild-have reduced-to-about40,000/jobs gained.in.1995.
difficulty realizinig a 2% growth in“1995 This isnot a Justasthe: dn‘rerences among:the: states are
rece sion;butia definite slowing of the'state’s growth particularly strong:so too within Indiana. Each area
rate. Employment gains ‘strong in1994: should ve ‘has-a different setof expectatlons ‘or 1995 as the
trimemedin1995; Where the:state will probably: record following. articles demonstrate

Table 2
1993 Earnings in Diirablé Goods Manutaciunng asia'Percentigf Total Earnings.any Rank in U S

Percent Rank Percent
NORTHEAST 9:87 - MIDWEST 16146
New Ergland 13.79 - Great Lakes 1852
Maine 914 Ohip 19.09
New Hampshire 16:42 Indiana 22.84
Vermaont 15.32 tlinois 171
Massaghtisetts 12.70 17 Michigan 2543
Rhade: Isldng 14.01 10 Wisconsin . 17.33
Connecticut 15.84 Plains 11.29
Mid=Atlantic 8:49 - Minnesota 13.05
Newi Jersey 6.36 / fowa 13:54
New York 725 Missour 1134
Pennsylvania 12.54 North Dakota 3.96
South Dakota 7:34
SOUTH 8.56 Nebraska 6:60
Solth-Atiantic 7.25 Kansas 11:08
Defaware 7:48
Maryiand 543 WEST 10:24
DistofCol 0.39 Mauntain :
Virginia 701 Mentana
West Virginia 9.00 idahe
Naorth Carolina 11.72 2 Wyoming
South:Garotina 1£.05 Coigrado
Georgia 736 New Mexico
Florida 5.97 Arizona
East-South-Central 12:98 Utah
Kentucky 12.73 Nevada
Tennessee 13.00 ! Pacific
Alabama 12.02 Washington
Mississippi 1516 Oregon
Wast South:Central 8:55 - Galifornia
Arkansas 12.49 Ajaska
Louisiana 548 Hawail
Okiahoma g7
Texas 8.55 3 UNITED STATES




Indianapolis

Bob Kirk

Prafessor of Economics: lidiana University-Purdue
University atindianapolis

Employmentfar.the economy of the Indianapolis
metropolitaniarea’{Marion County-dand thessarround-
ing eight counties)is expected toincredse 1:25-
1.75% in1995. Thistis downfrom the shghtly more
than 2% rate-ofincredse for 1994, Nofminalipersonal
income'is expected {0 increase 4+5%. or-1-2% 4d-
justed:forinflation.

Unicertaintigs

The Federal Reserveiisiusing higherinterest rates to
slovithe rate:of grawth. The interest rate-sensitive
sectors expected 1o be most affected are'consumer
durable‘goods:(dutosiand anpliances). resideatial
construction and business gquipmentispending.
Historically - increasés:in shortsterm interest rates
have resuited:in smalkincreasesin the ten=year trea-
sury vield and flattensd ths vield curve: However,
since 1985 the ten-yearyield has responded mors
strenglyto increasesin the federal funds:rate with
less flattening occurring: If. this pattern continues. the
riseindonger-term interest rates could be:greater than
expetcted anditheforecast may be optimistic.

Comparative Performance

The Table shows how Indianapolis hias performed
compared torother:metropoiitan-areas iniths Midwest
in‘terms of employment. The:Midwest tias:been highs
tightedsnationally foritsirelativessirengthiin this recov-
ery: However.as'the Table indicates: there have been
differences in‘employment growth within'the region.

Tahle
Percent Change in 'Em‘p‘ioy‘menttor Selected
‘Metropolitan Arga;3093-3094

(3(
&

Manulacturing
Ared

St.-Louls
Detroit”
INDIANAPOLIS
Ghicage
Cincinnati
Caiumbus: OH

~{.1

O O N T S
LS AR e P I ¥ e e ]

Source-Establishinent tata from state depanmiects of eripigyrent
“July and Augustonty

At the metropolrtan tevel, specmc ﬂvents have stimus
lated employmient growth. such as the construct on ofg
a new downtown Tootball stadium and. the arrivalof
TWA's corporate headquarters in.St. Lours ‘The e
strength in‘the-aitomotive sector! benettted Detrort In:
the 1980s, Indianapolis and. Columbus competed
neck and neck; récently. howevei. in anapolrs has:
beenthe stronger ecoriomy , :

Acloser emmmatron of the Ind napolis. employ o
ment data indicates that the l‘ dlng sectors this pa
year-were.general oonstructrcn primary. metais
chemicals: wholesalenznd. retar ‘burldmg materrals :
and.general merchandise)’ d \
metals reflect the'strengthiin reardenuat housmg and
the autemobile industry However, these sectors are
sensitive to interest rates 1n 19957 housrng perm
issued are expected o decline from'a very -high 1994
level.

Many new membersiof Congress'and the state?
legislature have-beenrelected to reduce the size of
government if financial markets see. srgnmcant fed-:
eral deficit-reducing etforts then long-ter
rates may.fall, with'the housm‘gihdus’t y

ductions infederal, State: and iocal government em?
ployment in indianapolis:dug {6 cost contamment
cT‘Ol’tS

GrSedur mg the year: Wrth factory outlet
clubs. category Kiilers home centers drscount stores‘ 1
catalogues; and TV:$hopping networ 18
sector Nas becomeineréasingly con‘p‘etrtrve

Big Employment Impacts : :
There will be some major emotovmer‘t |mpacts in:
1995 Functions of Fort Benj amin Harrison are being
shifted to other sites 51350 people will no ionger
be employed thereAtthis time, an undetermmed o
number may remdin‘in the tndranapolrs area as the
takejobs watnother govern ent agencres or the'prt- :
vate sector. An‘additional 1; OO Umted Airlings.em:
ployees wilkbe employed at the UAL marntenanee
center by the end 0f 1995, hrs‘should give some
suppert to the housing sector'atthough the. mechan i
ics will come in with'a 15 7% pay cut due to the new
UAL employee-ownership arranoement With the:
opening of the Circle Centre Mallin Septe’nber ap-
proximately 1,500 retail jobs il be: created-———though
at the'same time many. ft‘ the constructron workers on
the project will have: eompleted the vark

How will:the Circle Cent.e Mc” be on‘terent from
suturbanmalls? Accordlng to the 'narketrrg peop!e
it will be “upscale” with a ‘mixof goods and: services
not found in other'shopping locations. and it will be
architecturaily unigie with a"Europsan” amble'tc .




narrowerwalkways. and a sense of the verticalrdi-
mension:

Market analyses of the malk call-foritto capture
4:6% ofthe metropolitanretail market. Downtown
hotels-which are‘expecting a strong: 1985:¢onvention
schedule: Won't have te:usesbusesito-take their con-
vention guests to:suburbanmalls. Downtown office
workers will have:a'place to:spend their money during
the:funch:hour:For othersiwha live inthe metropdli-
tan-area-and throuchout Indiana the Circle:Centre
Malinwill- become a’shopping and entertainment center
thet il complement other downtovin atiractions.
siich as the professiona’ football basketbal. ang
baseball venues:the symptony, the zoo: Eiteljorg
Museum: White River Park: Union'Station: ‘and-the
Children's'Museurn. nather words; the mallis an-
otherelementinachieving the rcriticalimass’ ior
reviving the downtown‘area’ New dovntown housing
is being-built: other investmientis-expectedto'be
stimulated-tog.

Thefinancing'of the matlinvolves the: Cirgle
Centre:Development Corporation. a gintp 617 tocal
firms:that have'shown their support'via 2 $65 miilion
equity investment that inclides the daveloper Melvin
Simon and-Associates: inc. a touple v turopean
bankloans-totaling S45'millioh: and S187 rithon of
City of Indidnapolis Taxdncrement Revanus Bonds,

Onthe supply side. then:aforatness etaiers
have been-entering the marketplace: What abotit the
demand side? Retailing has been'supported by rels-
tively strong employmenit and incomégrovith. hous-
ing starts, and'the benefits from mongage refindnc-
ing.-These-stimuli are expected to weaken-somewhat
i 1995, ‘

In'thesdonger run, what are the implications of

“the baby beomigeneration for consumption: and say-
ing? Average annual household income 1s fughsast for
the 35-44 and 45-54'age groups: Much has been
writterabout the low saving rate: tha new Congrass
will pay atiention to ways ofinereasing saving: Be-
cause high-income hodseholds zccount for 3 dispro-
portionate share of total savings, the “typical’ house-
foidis hetter represented by the sifedian personal
saving rate:‘This rate increases:by about 1 percentags
point forthe 45-54.age group compared 16 the 35-44
age group. In 1990 the baby boomers {25-44 ags
group)y-headed 50% mare househelds thandid the
preceding generation: (those wWho wiere 25-44.1
1970).-As they age; there-wilibe somedncrease in the
dggregate savings.-but it will be modest-because of
‘the growing.importance demagraphically of tvio older
generations that"have {ower saving rates.

Spatially. Indianapolis promotes #s many inter-
statesthat pass through 'the ¢ity. They have miage
indy an atiractive wholesale-distibution center fas
svidenced by the'employment grovwth in wholesaling

mentioned above), but'they have also made it-easy for
households {o live inlower-populatior-density com-
munities {the:suburbs). -Many of the residents of
these-recently constructed-communities are'baby
boomers who experienced their adolescence by jump-
ing into a car-and traveling:to-the nearby suburban
mall located near an‘interstate: One such place is The
Fashign Mall/Keystone atithe Crossing—anather
“upscale” mall on the narth side. in addition, with
two-earner households, timehas:become increasingly
valued.which meansthat pedplerhave:becoms more
focused in their shapping trips by pairanizing special-
ized stores that provide a wide: rarige of choices—
Qtfice Depot. Toys R Us, andthe like. A reading on the
success of the-Circle Centre Matl:will not come untit
after we see hovs competing:malls respond to try to
maintdin market share. and whether the mall can
continue to'attract customers dfter its first birthday.

Automabile/Industry:

Indianapolis has benafited from the strong sales in
automobiles: lighttriicks : and sports utility vehicles.
How will theindustry do-in 19952 Leading indicators
can be classified intg Wwo categories: ability to buy. as
measured by disposableincome. household deht
burden.interest rates. and-price pressures: and will- -
ingnessto-buy. as-medsured by consumer attitudes,
unemployment claims. iength.of work week, and.the
stock market: Higherinterest rates. reduced dvertime.
and stock market-uncertainties are three cautionary
flags waving for 1995, ln-addition. this year we will
see it leased cars coming-back to dealers-coild make
teasing maore costly-and-reduce’the value of used
cars tfthe retyrn of these cars puts downward pres-
sure on used-carvaives: then pavments on future
feases could be forced upward bécalise the monthly
lease-payment is based:-on-the difference between the
car's seliing price and its projected value at'the end of
the lease. The maintenance of high resaie value'is
particularly criticar in the luxury carend of the market,

Health Care

The Indianapolis health-care industry began making
agjustments prior 1o last year's heaith care debate in
Congress. With changes-inMedicare and Medicaid
reimbursernent schemes. hospitals have downsized,
shifted to outpatient.care; and formed cooperative
relationships. Healih care was a major source of em-
ployment grovath for Indianapolis in'the 1980s; inthe
past year, its contribution wasvery small.

Productivity

Wehave hieard much about the rate of growth infaber
productivity being higherinthe -manufacturing sector
than in the service sector. Some have expressed con-
cern because if more of the faborforce is shifting to




 Table 1=

Recategonzatron Some of the growth in-busi-

iess servrces has been due 10 outsourcrng in mafius

as accounﬂng Iegal advort'srng custodral and land-
scaping: have been: outsourceu to speCiahzed service
companres ‘Thus. some of the measur“d productrvrty
grewth rn manufacturrn flects the recategonzahon
of:some jc Oductrvxty growthfrom

‘mdnufacturing toa s'erv ce industry.

: Unmeasu ed produ\ ty gmwlh An.alternative
wav'to think.about the drfference in-labor productivity
growth isithdt service output iS. undercounted-We can
count'the cutput ofithe alto mdustr/ but hcwico we
countthe output of the frnanua' service mdustrv7 i
we haverdifficilty defining and: ‘Counting oiitput then
perhaps olir meastire of pr oductwrt/ growthin'ser
vieesis inaccurater Another wayto measure growth
of prodr,cfrvrt/ IS0 usetheincome pa“rnenrs gener-
ated by the factors-of prodictionas 4 measire of

“Northwes Indiana Employment: 12-manth Moving Averages

Quarter
3094
4044
1095
2095
3085

4095

1096

Total

. 243.067
243:6%9

244189
244680
245172
245:665
246159

Manuiacturing Steef
53210 30:808
53:254
53,297
53:341
53.385
53.429
53.472

Naonsiee!
22.208
22.244
22287
22331
22:375
22:419
22.463

Nonmanufactiring
190333
190:445
180.891
181:339
191.787
192236
192.687

31010
31.010
31.010
31010
31.610
31,010

Note 3054 iglirs are actusi numbers: e others are forerasts

Table 2

Northwest Indiana Employment by Sector: 12-month Moving Averages

Quarier

Trade
57,900

58073

58.247
58:421
58596
58771
58947

Service
58.000
58260
58,522
58784
58048
59.313
59.578

Local-Govt
28670
28679
28689 16,898

24:616 34,543 28,698 16,912

24,742 34,543 28708 16,926

24.869 34:552 28,717 16,939

24.997 34,556 28,727 16.953

Heaith Government
24240 34.530
24.365 34534
24,349 34.539

Education
16.870
16:684

Note: 3094 ligures.are actyal numbers:theothers are forecasts

output The assumpuon 1S that rhe aource of growth
inreallabor compensahon overthe dong rum'is: o
growthin labor productrv.t/ ‘When, measuring: oulpu, o
By:income denerated. ane researcher gets a different
plcture—namely that productlvrty in‘services-has =
increased tastert‘ran in-manufacturing. If-we are. ‘
undercoumrng serwce output. then (a) the shift aof
employmentio he servrce sector.does not necessar-
ily-mieanthat our nomrc well- berng isbeing. under— :
mined-and \b\ the Cﬂa' enge isto deve!pp better. . ‘
measuresof output

Northwest Indi

+L:eslie P.-Singer.»

Protessor of EcOnon'r

which still romarnsth o e'conom‘ s principal
driving force; was Dbuoyed by the rapldly rising auto
mebile ad transp: ion cycle, causing jocal shee
and:stnlines to”operate at a!most full capacrty dur
ing:mast of'the rurrent cycllcal upswing. meeshc* .
autos sold 6.7 million: carsin first quarter 1 992 and
7.1 miilion:n second quar*er 1994

Lo interest rates.and COﬂtlﬂU‘—“d demographrc
immigration from: Ilhn’ is spurred residential con-
strucuon i "rumerous suburban and semrrural

und ‘Porter countles cortrnued 10 expenence retail
expanston:This: expansron |s likelyto continue. albe

casted—for the regron are:detailed in Tables -
Both manufacturing nonmanufacturmg payroHQ
are'growing and:are ik iy,to;,advance atasteady
pace. Thefatterwill fuel sales at-the commercial cen
ters dotting the'retail. service. and health care cor
dorthatexiends south of Hrghway 30: We donot.
foresee rmuch: chdnge in:the:logal £CoNomy in 199
there.could possibly bea slightly slower expansion i
residential construction and a modest rediiction in
outputs ot some manufactunnq sectors: We are HOV‘

at a.very-high piateau n prachcaily all segments of
the economy: The' omphrie cycle has-atieast one.,
more-yeario go and ‘may start winding down in 1996
Somie segmentsiofthe automobrle market subh as
luxury cars, will begrn to recede
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Productivity in I6cabmills which
over.the 1592 94 periodiise

-adnibutedtoincreased useof capitaland abodr 1.9%

o improved technﬁﬁdgv and better floor maragémé ¢
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in'today’s global econo
favorabiy located'io attract expos mg rnmﬁdn S
particularty manufaciun ng firms. This witl e obir
creasing imporiance insust ammg 1he sconomic vis
abifity of gur industrial base /mch is currem!"' c,n
closely tied 10 the automobile ‘

S rvice Sesmrs S '
e pricing 5y scveral iﬂL‘c depaﬂmem stores !
19‘34 saies mrer those i in 1993 by about
inthe discount deﬂéft—
icant rr;C(aases inele
S and rnddesz i jases in fnad's, and restau-
ramts of aboub 7% The. fmre':z !exv! of retait sales




which was boostéd. by the recovery: from the 1993
slump-and by-credit: expansmn will'expand atadi-
mmlshmq rate m 1995; except forfood electromcs
angd: apphances The Iatter retail; sectors arelikely to
rémain close 1o their 1994 Ievets

Local retail stores:have soitie excess ‘capatity:
thus:the: growth iniretail employmem came mostly
from new entrants:and. will bé moderatein 1995.0n
the ather hand the financial’ personal service; and
health care sectors will'shaw moderate but steady
growth in employment in 1995 as new entrants be-
cormie better established | in their respective markets.
Somejob lossesawill ocur in the trbanized: regions
northof Interstate 94 however we see no-accelera-
tioninigrban jobilossesiin: 1993

On:thenegative'sida: we do notforecas! any
rejuvenation of the aging: housmg stockirithe trban
neighborhoods Asiin the past; 93% of«a(l, néw resi-
dential dwielling bnits-andi84% eficommercial con-
struction:occurred inthe predominantly Whie: non-
urban-regigns ot Northwastindiana.

Figure

Fort Wayne

ThomasL. Guthrie:

pears from the F\gure that the 1994 employment data

have a good chance'of bemg rewsed quard when

the-annual rewsmn oecurc m l\/! rch-ApnI :
sectorof the‘n <

Giventhe interest' te mcreq ready engmee_red
by the Federal Reserve in 1994t is‘hfficult to envi-

Fort Wayne M.,Iropol' an‘Area: Payroll Emp!ovmen! and indusirial Yse of Electricily
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sign‘a thirds! vear ofincreased diito angd: I|ght trick
sales lnfact total domeshc ales a, forecast to be

ng growth of trans-
|kety for the numerous
ortheast Indiana;
Because of mterest rate sensiti ty, area housxng
constriction 1995 wrlt prohably 1ag behlnd 1994
at‘tivtty Ho’w |

Allen County |s I|ke|y 10 be ‘major benehc ary ofthe
steel:minizmil ntly under constrictionin-DeKalb
Lounty. The'size the constructron pro;ect is‘ota
magnrtude S|m|lar to the GM light truck: assembly
plantiprojectin 1985

The areas ot forecasted strength for'the'national
gconormyin: 1995 include caprtal goods and EXPOFts:
Increased capital goods spendingis being: driven by
both theineed to expand-capacity and the: wherewrthat
‘toffinance: 1t int nall" —strong profrt growth.overthe
lastitwo; years ‘ expor‘s are beirg driven by
what'is:quickly becommg arest-of-the: world blisi-
riess:expansion-Note that thoth’ ofithese. sources of
strength are( a) fairly immune—at lgast i the shont

interest rate fikes jnthe U:Stand (b) areas in

which Northe,ut, Indiana participates disprapartion-

orecastingithe fFort Wayne afea
uddenly has become more difficult be-
causelitis no longer just @ question of.projéctinga
natfenal forecast onto the local scene: he problemis

straints do exist rt makes l|ttie drfferenc
actual growth rate of the national econo

Much anecdotat inforn suogests thatarea
companies currently are exper'enomg physma! {ma-
chinefand plant)’ constralnts {hese are being ag-
.-dressed (as suggested above): bt theyare notdisap-

pearing rnstantaneously ;

The"reater probtem in‘terms of auFaniityito
solvetis ncreasmg!v evident labgriconstraint—
.griprobablyimore: premsety a constramt onad:

‘equately educated or trasned Iabor Itmay-he foolish

*Nortneast Indrana {and most ot the' Greet Lakes:

- i states) well foralmosta century btthatrs what l-am

i defined: Second, the new world of manufactunng
puts ds much'ormo emphasrs on numencal sk|lls
as.on.me¢hanical skills: g

In-conclusion, the. area economy Is forecast 1o
oontinue o expand oy995~—the fourth consecut

Evansville

Maiirice Tsai
Professor of Fconomics: |

The Evansvills economy grew by |

lowing 2.8 and 2.7% grovth;r : : ‘
spectively. This growth rate was betow the national
and‘state rates. The slowdown was caused byno
growth in trade and: servrces and dechn ‘lﬂ flnano I

: constructxon activities were rohg enough,to otfse

detlinesiin other: seetors

In 1994 “indust oroductron Contmued rts ‘
growth*forthethird yearwrth a3.5% rate. The Wntrt
poolplantwentithrough lts retooung process fornew
product models; but it readv far productron forthe:
coming.year: Sifice the alummum price ceasedits +
downward’slide the focal Alcoa plant should be ready
to'move torward:again Othermajormanufacturers in:
the area‘have been row, g steadlly Continued:
growth in-pérsonal rncomes and a Iow inflation-rate
have sustained the'demand 0] '
duced in‘thisiregio r :

Trades:and serwces have been a sohd base fo
regional growthformany years Buti in:1994. for the.
first-time; this:sector: showed no growth From August
1993 to-August 1994 retail employment fell:by 400
and:service-employment by 200. One possible’ cause
could-bs restructurmg and ad] ustments in retail trade
The Health=care'sector. however maintained: its stead:
activities: Carsale were: also bnskthroughout the ‘
year. Thus: no:growth in the trade and serwce secto
provides:noireal concern-for atarm ‘

Despite slowly‘ singinterest rates constructron
activities registered 9:3% growth in 1994, Housmg
constructionwas active at least in tt”e ftrst hatf af the:




Tohle
‘Evansville Area Busmess !ndex

Iadustrial Trade: & :
Period Production Services Constriction - Transportation Financ

Quatterly Index .
1Q93 12684 135141 12074 104.84 137112
2093 130430 133184 120:89 104:40. 136115
3093 12696 13239 11278 109.76 13612
4093 12776 13600 11465 107.88 13648
1094 127:36 13477 129:81 107.65 13276
2094 13128 133:20 125.88 105.45 132:52
3094 ) 134.92 129:20 127:52 109.32 133:34°

Anriualindex ;

1996 12406 12882
1991 12132 129:08
1992 3.01 131,10
1993 28.00 ©L 844
1994 (est.) 132:34 13313

Annugl Growth Ratés (%)

1990 0:4 S 58
1991 ‘ =23 32
1992 3.1 T8
1993 52:4 25
1994 (st} - 3.4 =0
1995 {pioj) 350 22

Souree: Schoolof Business. University of Evansinile

year: Busmess CONStrUCHon Was very active:inithe The national'growth rate in 1‘395 has been far
third quarter. Construcnon employment roseimore castat 2-2.5% The Evansville economy should be :
than 8% during the yvear. : ableto growat.2:4%; follo asiow 1994, Uncertain. -
The transportat an sector mcreased its aotlvrt/ factors may:modify this oro echon For example, ifthe
Yared to riverboat cdsino activ es,should begm in late'1995 .

) Evansvillewould receve 4 new economic.boostin
months This. momerntum should contmue in the com- terms ofincome ‘oltput: and taxesto the 1otal:gov
ingyear. - grnment. The Repubhcan Iegrslators in Washmgton :

Fmanc'ai and Indianapolis will likely affect fiscal conditions:i in.
JTov thelocal-economy:and goverhmeht fmance v

f TS terest 1 In:1995: the industrial sector will again playthe
also fell , (afte r inflati leading role‘in regional economic growth. Most ofthe
19901 Are ‘ major manufacturing firms in Evansville are posi:

Local emplo /ment tioned:- torgrow for another year. Construchon activi

:19 4. butl f din r.From ties will maintainigrowth’ though at a stowerrateof
8 ng 3% orbetter Trades and services will regain stability

and-growat:2:2% or better The:financial sector wil

grow even though the mterest rates.are expecled to

riseranother 0,5 or 1% Reg|ona| emp!oymem wilk..
| } £ ( grow oratleast be sfabullzed and. most'sectars in the

ro‘hably fall hder 5% n 199 i regionarereadyito oxpenence,myoderate growth.




_ Anderson:

- Barry Ritchey -

ASsGeidre Pr&es;or ofEcbnomics,
“Andersonlniversity

The past
Madison Co

“tignitodaliconstruttio
ncoma.
Local construction

* Figure

Madisen County Share of State Income

iltion dollars i pemu S were zssued Thls'|s more ‘

‘ man the yearly totals § forthe past seven years: co

bined. Major nmjem such-as the Meljer store: the
Andersonirace track. the Paylssc supermarket.on the .
north sude and expa s;on at Arderson Uni ersxty

of $73 mition-dolars in permlfs was issued in ;Jst the
first eight' menihs ﬂ“e vear. This acuvntv hasbeen
animpotiantboost to the local ez:unsmy becau
consiruction tengs *o be hightin valte added It aiso

comes atatime when the Iabor marketi showmg -

much daliar stréngth :
e unemiployment fi gures fﬂr N‘adlson County
geod or 19\,., and the first Dlght months of

“‘Ge»iifiﬁ emp!@ym
In "hﬁ naamai

acturmg sector, Althouah i
ch to.{he docal Pccnom,/ thss

ntome:
Pn{s&nuﬁ ncom

15935 ' nanuiaciuring pay
ralis Temain The m mﬂst s! grcal expianauons ‘
e ow emrﬂe ard mgher nommal Wage rate khe

| turn out to be a votai
ohe seﬂr The strong: constmctmn
offset the job.jossesin,
jobs tiimately created by
ppear 10 be hugh i va:ue




1n 1995 see’littls roomi for rmprovemem inthe
un°rnpfoymenf figures: There appears to-he verv:little
Slackinthe: Ioca‘ fabar:market’ The situdtion in manu-
factiring: may well be aniissug of demographrcs with
reuremenfs sétata pace: uetermrned by the mix of
workerQ ages: Locdl | incame 15 likely to remainhigh,
withiovertime contmurng atithe two GM plantsand
Gonstruction achvrfy showrng no rmmedrafe signs of
slowing. For local'construction it would Seeim we
Have been folfowrng the-national trend of i ignoring
higherinterestrates. The comingivear maywell turn
outto:beanothar good one, since the deire to invest
andlivelin Anderson appears to'besstronger than the
rising costof fundingrepresented by figher interest
rates,

Kokomo

‘Dilip Pendse’
Pretessorof-Economics. Indiana UniversityKokomo

Kokom..'s:economy deserves ansh+ forits overal

. Derforrnance during.its'sesquicentennial vear As the
150th birthday. celebration Wound dow ‘aparage of
economit statistics was calling forloud applause:'the
rebirthiof the manutactir g sector b: zingfactories:
the‘nation's moést affordabie housmg markef. Surging
single: famriy home const aperkyjabimarket,
agrowing:retailsector nsr, ‘mcomes ‘andabeveall.
the smiling facesof lols hold

hevearjust gone‘b fwas tne best since 1978
The economrc rogress egisterediwad pheremenai in
ar¢ity thathit depress,on like.canditionsiin the. garly
1980s During the. Severe downtur: which lasted 425
years.;some pessimistsieven predictedithe deatn of
‘Kokomo's manufacturing:machine: NGw:the manufacs
tuting-sector Hasireasserted itselt as therlocarmative
Ofthe:area economy Dedpite communityefforts to
diversify-theiscoromic biase: manufacturingremains
Kokomo's.core sector aceolinting:for 42% of payroll
jobs=the se‘cond highestirindiana:

furmg Sector

( 0 rargesf .,rnployers the:Chirysier Corpo-
rafron and.GM siDe!co Electronlcs provided a'much-
: needed bac lo theidrea economy The most uplifting
“news. came £as h Chrysler whieh unveiled
: p!ans 10 pour: 600 mrlhon mto modernrzahon and
fexpansior its fwolocaf pla tsand.| injected’ ngarly
‘S4O mrlhon Into:the Kokomo e onomy in.the form of

-the largest percenta

profit-sharing bonuses to1ts employee —the bes
ever in-anyone’s memorv And-there | is more. Ch sler
not only hired-200-300 workers at its. transmls ron
and ¢asting plants but also promxeed fo refarn more

than 1.000:high: payrng jobs and add afew hundred

more i the immiediate fiiture. Forfhe first trme“

combined-work forg atthe huge Chrys ercomple

exceeded Delco'silocal work:force.
For it part, Delco operated in hrgh gear-and.
provided positive news. In February 1994 1t unverled
plans to spend.$24. mrlhon 0 convemng and. upgrfd
ing-its circuit board: fabrrcafron oper } [
he p retarn 360 hrgh wage | obsh add ron fhe e

downsrzed or closed
was.avery good year

gams in.non: G’Vl busrness. Ite
headway intransforming itselt

Perked-up'Joh Market : i
Kokomo's job machine'created OO new JObS durrng
the first 11 months of 1994=#the fhrrd consecuhve
vearof payroll growth /Although the i
broad-based. the ser
[0BS with'the rest¢
sector Withinthe sg

! e goods producrng
secfor government'oosfed
ain: ohowed by retail .Buoyed .
by the rising demand the goods producrng sectar :

hired 80 workers per month and beefed UD pa/rolls
by 700-during Jandary-Octo ‘

Uniike-in the'garly 19805 when rrany people bid
goodbye to-Kokome, more peopfe now seemito be
flocking to-the City'in'search of ]ObS The-faber force

swelledto a'new hrgh 64523000 Octooer—the best.

since 1979 On the average 3,858 people per month'
rermained i Howard: Coumy's tabor force.during Ja
ary-October. This'was 3°'hrgher than the same 8y
riod in 1993:.and 11:5% above: the levelreached
1990. A-net addition of: seyeral hundred new jobs
certainly helped fidge the nemployment rate down:
to'a new monthiy-low of 54 compared With 5.7%
in1993.and 8:7% durmg the’ recessron year of 1991
The low unemployment is especra!ly noxeworfhy given.
the:-ballooning labor: t bodes well far Kokoma's
revved-up jobmachine Wxth the average rate below
the-6% level Kokomo S econorny certarnfy opera tedin:
the full-empioy menuonem 1994 r
n-the-early 19805, layoff nohces were routz el

~setved-for fack ofwork. In the 19903 however, more.

people-are getting jObb and factory workers are'log:-
ging'record: overtrme AprrL the ayer’age factory
work wieek in'Kokomo was 491 Hours, which répre-




- 81% above thewstat

sentedia new alltime hight both Iocallv and:statewide:
Instead:ofico ning about lack of work: factory
workers: complam d about excessrve work Local
factories

demand for proc , ;

anew peak of ‘4 3.hours during nuary November
1994 iCompared with 44 T hours during the same
period in 1993 -

With nearly ten-hours of overtime. wee

factorvaworkers: prled up.a buckettul of mon W
Howard County factory workers earned $1.188 per
week during first quarter 1994 the hrdhest in the
Hoosrerland nd the bestever in the counrv‘ i

The countys first quarter Kly earnrngs rernainad
interesting is
that at'the current istale the average factary
workerin Howard County could pocket §57.G00 in
1994 "And some employees: working seven days a
week could earnin excess: of‘StOO 000

Soeaklng fincome: the average anntalipay in

HowardCountystood at $305 vhich was

30% higher than in 19847 The gap between thetaver-

“Good t/mes in manufacz‘ur/ng in
“recent days ha ve sparked grovvz‘h
inK okomo S retar/ secto chh
‘of which is located in
sz‘rez‘eh of U.s. 31"

ade annual earnrngs rn mamfacturrng and retau trade

ide. Although Kokomos State Fank-
ingremained: unchanged from:ia'yedr 4go-the'mational

anking moved Up 15 places. Households n'Kekomo

~earning atieast $150.0001n spendable incomerin-
.-Creased'by:1001n-1993: t0:300.

‘ to SSO 2 mdhon inl 93‘,Among the ma;or consttuc—

tionplansthat got under way were 286 single-fa
dwellings: 40 ngw: busmesses of additions to exrstrng
businesses,; 30 commercral storage units; 30 multi
uniit housing: complexes. and:-10.restaurants:
Singlezfamily:home constraction weather
nearstampedeias the number of permits issue
throughNovember surged 31% above the 1993 total i
and remained the second htghest since. the boom
periodin-1979. The const.uctron vatue regrstered on
thesegermits averaged 5123 574—a new h|gh Ce
tainly-upscaleand roomrer houses are betng built in,

below: tre peak: ,/ear of 1978
Kokorno agarn recerved natronwrde

Home Builders® ouartert ¢ :
market was ranked the third most af‘ordable in the
country in-the first:quarier and:the most affordable in.
the'second ‘quarter: The market for ex.sttng homes ;
held up.pretty weli because of the strong economy
lowersprices-and'the prol ~adjust
mortgages: The'resale: df home s‘,du‘ng the first nine
months of 1994 totaled 766. just a shade hrgherthan
theivearbefore. The dollar olume of exi strng home
sales totaled: S50 million ‘which was the same asa
yearago. About 60% of homes sotd were priced be
Iow S70:000. and the medran price rose contrnuous
fram $52:000 inthe first quarter to 86 250 in the
third-quarter for a:gain of, 18" :

Growing Retail Trade SECLOT .

Good timesin rranufactunng in recent days have
sparked growth in‘Kokomo's retarl sector.much o
which is:[ocated'in'the 15 mile stretch of US. 31.:The
retail tradersector with.more than 600 establrshments
and-employing 9:200. peopte posted atofalsales
volume 0t$920:million | 1993 Last year's-retail.
sales perhouseholdiin Kokomo ranked:-fourth among
the'state’s 11 metropohtan areas and 107th nd ‘dn-
wide:

- The occupancy rate in the exisiing: shooprng
malls has increasedin recent years Not only that,
new ralls have begn built Kokomo now has.a vari
of mationally-known rétail and: wholesale stares, along
with well-known fast-food chains and restaurants ‘

Meijer broke ground forits 225 000-square-foot.
megastore—roughly halt the size of Chrysle Cast:
ing:plantt-And after rehabrlrtatmg and refurbrshrng o|d~
burldrngs uptown.-widening thoroughfares, and -
soruc:ng upthearea the City bagged. Walgreen's, the ‘
nation's biggest 93 -year-young discount store: Em-

ploying about 25 pegple. Wa!green s opened: for bu5|-r L

ness in-Novemberin. the heart of uptovvn Kokomo




Leareas with ‘new branches: i

“Along with ali kinds of merchandise the new store
1as aduced Kokoma's first dnve i pharmacy
servrce Wrth thrs acq Kokomo s uptown area

o dbyes and Dth rDevelopmenls
Whrle businesses’ such as the South Side Feed Store,
l-‘ynd S Phamacy Ponderosa and Hardees n the

service center actually ¢
,depart in 1995 others

shopp.ng cente wrl' open on the raprdlv d veloping
‘ngrtheast si iday Inn which bid farewell to
' Kokomornth rly l980s IS'so0n to: relom the
“crowded fie '

L.gel erators unvei iled plans
to move rts Elr(hart based operatron to Kokomo But

Base: Gone are the-active- dut per nnel along with
thenoisyKe: 1355 and their trarrs of white smoke in
biug skies
The bankrng and frnanoe Sectar-which'empioys

Iabout’550 people, regrstered several: changes inthe
and acqursrtlons
- Thethealth+care sector prov ed mixed news St Jo-
SephiHospital laid off 120ie yees earlyin the year,
- and Howard' ommtnity. Hos ital-later announced
“plans toitrimisits statfroster by about 10%. Howevar
both hosprtals unveiled: caprtal rmprovement plans
totaling $10 millien:

What's in the Karma for 19952
: erl the boom tlmes roll-for et anotheryear inKe-
koMo Tie economic radar shows ngimminent signs
- ofadownturn On the contrary, thé safrie factors that
i spurred growth 1994 will alsoHelp the local areasin
71995 The L) economy rs ,nlrkely toruniout of steam
: oAUt productlon levels are not apt to deciine
The retarl sectar will | remarn peppy oe— .

jwrll lrkely feel thp
adverse rmpact of rlsmg rnterest rates;

The local atito parts plants wrll add to thelr em
_ployment rosters and share.their riches with therr
employees:Forthe third consecutive year, Chrysler
workers will-éarn profit: sharing: bonuses which

should'total $33.5 million, or dn average of about
S5:000 per employee~16 Yo more than.what they
garnedini January 1894, Like last year, Delco EmD

ees-should also earn’average. bonus amounts in the

range. of 4-6% ot ther base salary :
Meijer-mariia will. dawn in Kokomo early thr

year. The megastore will emple ‘

more than twicethe wor ,force att

Fwill replace Haywes Internatronal K

oidest manufactunng operauons asthe area s thrrd

largestemplayer. With an strmated payroil of at Ieast

510 million; Meijer wrll be the brrghtest and brggest

jewelin'Kokomo's-retail crowi
a 20-to 25-riile radius’area:

For the firsttime, Kokomgos Iabor market w
remain‘tight, with” Help wanted
simifar-signsa common: sight.Small bu rnesses
offeringminimurn wage will face drﬁ‘rcultres in. marn-
taininga stable wrk force of good emp'oyees in
order to luregood warkers some businesses. will
likety-end upioffaring such: rncentrves as asign-Up
bonus flexible hotirs: and hourly wage rates:inthe
range of'$6.00~$7. OO Local manufacturmg opera-
t.ons wrllcreate 100< OO newrobs A‘Itold about.

fthem i inthe. retarl sector
be fill ed in 1995 The fourth cansecutive year: ofJob
growth shouid:nudge the: unemployment rate.down:
into'the rangeof4.5:6 5% The average unemploy-
ment rate in'Howard Colinty: in 1995 wilkhi 1
low ot 4.7% Overtim .
to about six-hours per: wee‘

. Thethousing market sh Id show srgns ofbuck-
ling underthe préssure.of hrgher rnterest rates: The
buoyant'singlesfamily home. constructron market of
1994 will show-signs of slowrng down The number of
bulldrng permitsissued for srngle family dwellmgs
should:fall-15:46:20% below tne 1994 level: Permrts
issuedforremodeling homes wrll remain hrgh The
number o permits issued for miilticunit homes
should decline consrderably Altooether the tatal
number of permits issied should: remarn 10-15%.
below the 1994 levell The market for exrstmg homes
1995 will post a:b= 10% declrne over 1994,

To sum it up. the economi tr.eworks that -
dazzled*Kokomodliring its sesqurpentennral year wrlI ',
continug to'dg'so in1995. bt with less gittei and.zip..
thanthe yeargone by ie groundwork hassbeen Iard',
fora'strong,stable: and vrbrant economy in‘the. latter
haltof the:1990s: The message from the busiest 15-
mile streteh oF U:S. 31 running through Kokomo is
bold: clear, and upbear No.more bump/ rrde S




’ S@uth B&nd/ﬁ\mghawaka" The Ta'bl.e s“um" xrlzes the var|ousmd|catorssc‘)’

: local'econgmic activity complled by the BBER. ,
. Eikhaﬁ/ﬁ@shen ‘ figures are'seasonally adjusted and, with the exce
R ‘ tion of the inemployment rates and real estate data,
‘ are index:numbers: expressedas.a pércentage of base
year 1986 valies! he latest manth for which afl.in
cators were available qt the time of wrmng was Sep
tember 1994 Note that comparative. mdlcators along:
with: percéntage changes are given for Augusf and
Septemiber.1994.'To h|ghl|ght longer-term trends: the.
samefigliresiaretalso glven for Septembe ‘

Professor of Economics and D;fecfor ‘Bureau
of Busingss:and Econom/c Research indiana
University South Bend

. This /ear-end assessment. of the sconomiic: condition :
S the Sout Bend/r\mshawaka‘and EIkhart/Gosﬁen South Bend/Mmhawaka
: based o an analysis of the latest September employment in the South Bend/l\/‘nsha‘
ic |nd|cators forthe.area tracked by waka arfe1a r;sse loa nearhrecr?rd \f;v%h ; L -
rsity South Bend s Bureau of Business :ggg:rowe;/ bachkalsni)oeige elngees pas(tantr?ger;soszry ‘m
and Econornic Research (BBER). the mid-1960s from the demise of Studebaker the 7

South Bend/Mlshawak - Ikh‘;‘)ﬁrt/Gds&ﬁen Area Economic Indicators:

SOUTHBEND/NISHAWAKA - ELKHART/GOSHEN o o
o ©% Ghange From : 3% Change.Fro ~
 September - Apgust- September — August ~ Septimber September . August  Septemper Laust - September:
1994 1994~ L1093 1994 1993 1994 1994 1993 1994 1993

Emp/oymem /nd/cafOfs : : k .

Nonagncdltural emplo Ji 116.9 ‘ 9.3% 2:6%

-Manufacturing 50 ; oyt 92:0 89 1:0% 1:8%

Non'mamj'fac'tu‘ring Dol 1239~ 1942 54 27%
Unemployment Rate .- YT 40% 4% 0%

' J.A0\ ‘ 1125 : 3i6% 39.0%

120:8 100
1165 11244
1257 122:5
3:9% 510%
1503 1824

PRPERE
POty

L Y

S

)

oG,
o

oy S

“Industrial E1ecmc1ry Sales 1054 1134 ‘ 40% 1282 1127
: Commercxal (Gas Sales 032 108.0 4 2% 9:8% 1105 66.0
Gas Sales L 85 488 3 4% 6.9% 3:2 58.4 587

52%
21149

Business L s g 1000 % AT 0% i
Nonbusmess e 1738 5 1835 ~5.3% =53%

ited of:-P : 2837 2% 29.7% , 1856 2639
Number of PermJts issted Bl 1275 1704 10:0% ~177% 5 245.4 1489
Average \/alue per Fcrmft . 1317 LT ATy 9.1% 782 1608

1.813 1415 A5 A% 214 1.300 1:533
66 78 6% 8% 90 105
5801629 576,142 -5:3% % $79.623 579.880 $78.603 -

96.0 985 0% 5% 87.9 96.0 96.0

‘p[ fort Jnarm;ovmenr fa{e and resldevf/a/ realestate data-dre seaonaity agjusted mdex niimbers with base year 1986 = 100.
Coum/es. :

| St:Jpseph Starke- and Wabash Gounties. :
Elkhart County: excluding.cities of Eikhart, Goshen, Napgan




communrty S then Iargest employer shows asteady
“igainin overall employment tosthe present. Like this
Septembers pertormance however when. the.gainvin
nonmanufactunng outpaced the lossiin manufactur-
‘ing. the structure ot thearea. economy in1994:is
much drfterent trom what itwasin 1964 Today we
seemuch: less. heavy |ndustry and mich more ser-
vice- onented busrness
From September 1993 fo. September 1994 the

absolite numbers show: anincrease in overallem:
ployment of.3, IDUJODS Four hindred of these came
i manutactunng 400.in constructlon and there-
maining 2.300.in service- producrng occupatlons
Other South Bend/l\/llshawaka rndlcators for Septem-
‘berwere generally qurte favorable l‘vew carand-truck
regist ratlons rebounded from atwo- month slide.the
number-of new housing permits: |ssued rose 10% o
140 3 and residentiaireal estatéiindicators wre
encouraglngt :

':Elkhart/Goshen

‘Asias-the case in nerghbonng St Josept County
Elkhart/Goshen employment recorded asolid gainiin
September. Thisiwas partlcularly triein Elkhart
"ountys manutacturrng sector Abolit 69% of the
4200 jobs that.were: added in.the countv from Sep-
tember’ 1993 to September 1994 came in manufaetur-
ing. and'a srgnltlcant proportlon of these wergtin-thes
tranisportation equrpment subsector which:includes
theiareas: domlnant recreatronal vehicle: industry. 1tis
clearnow that 1994 willtdrnioGt 1o be the best year
for the RV lndustry since 1978 .

This strong labor.mdrket is-alst: reslected inthe
help:wanted: advertlsmg lndex wihich reached 168 6
in'September In that month £8.6% more help
wanted.ads ivere counted. than in‘an‘avérage month of
the base’year 1986 Nearly everyicther September
Eikhart/Gosheniindicator: could alsp:he viewed:in.a
positivelight. Energy salesiwers upandnewcarand
truck reglstratrons Tose; Exrstmg housing salesactiv-
ity:was favorable: Only:the: numberiof new housing
permlts issued:dropped: and that was froniiaiphe:
nomenal reading:of 2454 in Aligustto 175.2in Sep-
termber; -

Dunook
Both area economies-logked quite stiongias they
[ | strength
- was obviously being owered: byithe persisting
strength of the natlonal econor V. whrcn has exceeded

anti‘ci‘pation‘ot re‘su‘lting/ ‘tlatlonarv pressures We
-expect these moves 1o ultimately slow the pace of
t,growth but not to the extent whrch_the economyis

. The coming year should be .
anetherone-of posrtlve growth, with notable ]ob
growth-resuiting as well In St Joseph County that
should+ranslateinto about 4 2% gain'in employment
In Elkhart County we expect the galn to be in the 3

Terre ‘l-le‘ute j

‘Marvin Fischbaum:

Professor of Economics. /hd:'ana Stata Unl‘ ‘

't may be utterly unsclentmc but Terre Haute has the
fegl of-a-community. enloylng fincreased prospe ity

‘Packed parkingots greetvi itors.to the rapidly ex:

panding:assortment of family taurant chains,.which
provideanoteh:hi gher quality ata notch ortwo hlgher
price‘than-do:fast: tood estabhshme"ts Those in turnf :
have largely replaced banners proclaiming “Val -
menl with signs decla 1 Help wanted” —som
times-at (perish'the. thoughtl Competitive wages -
the newspaper, heip wanted salicitations-are clearly
morenumerels-and mo /a 'ed In middle: class
neightigrhoods. “For s ns have all but drsap- -
peared. replaced in‘'some measure by srgns of home
Improvement contract FSi

Ona slightiy more:!
conducted by William M ,
for Researchand. Servlces dlana State Unrversrty
dlso-pointedtoian lmprovmg economy with-a.con
comitanttightening of the labor farket. Respondlng
firms were fullytw as kely to have increased em
ploymentin-the past yea tohave cut back Em-
ployment-plans-and sales ex ectatlons for the coming
vear were'even more: expansronary Accordlng tor i
Minnis; they were the most optr‘nsstrc seen in the ten
years he has conducted the istrvey. Inithe past'the :
business leaders: surveyed expressed concer rth ,
the regative imageof Terre Haute and with percerv d
fragmented-leadershi conomrc development :
efforts: This year the cus.of concern shifted:to drtf
culty'in-securing qua ied employees

What'makes thisiinterasting is that data com-
piledforthe U:iS. Department of Labor fail to:confirm ;
that'the-lozal labor: market has trghtened oreven that
employment has mcreased While the MSA unem: .
ployment rate has trended downward duringithe yea
itessentially repeated the pattern of 1993 afd year-
to=year-comparisons Have. been tlat For much ot the k

L a recent survey.




year, Terre Haute—«wrth an: unemployment rate:aver-
aglng in.excess of 6%—recorded the nighest rate of
any ot Indlana S 13 metropohtan areas. This coritrasts
With the. srtuahon during muchof 1990 and 1997,
when Terre Haule MSA unemployment was the fourth
‘lowest in.the state. Year: to year compansons ofies:
tabllshment employment have been steadily negative
for two years Wllh Septemberfl 994 employment
2,100, or32°o below Septem e. 1993 Year—to syear
employment compansons usrng oPS data turned
negativein March with rhe erlember to- Seprember
decline regrslenng 3 100 ord.8%: -

Whlch s lt? s the Terre Hadte area facrng a
growing shortage of qualmed labor’) Or.is the supply
ofjobs: shnnklng7 Pegg Wessol Reglon 7:abor
market analyst. was able to provrde some insightin
recent yearsthe: client llst for'the. regiona atthestate
vmotovmenr efficethas been flat at approxrmately
5850 thisiysarthe nimber droppedito. about3:000;
:'npla JErS increasingly complalnlhatlob candidates
arero fcll q4al llled——rmprwng that unemploy‘nenl
g y Strieturali This Qercepflon hewever

‘GrinisenExpectations. Where emiploy-
DRDLAINER b training. they have
he educanonal system:or PIC.
anz willprovide that training:
Aty and real'esiate markets also
igralsaste lre statesof thelocal

A/mough educafed /nd/wdua/s
do find jobs here they. do solin
numbers that are far smal/er

. fhan fhose who leave.”

gconomy.lnitherface of nsrng interestrates-housing
demandrémained-rohust: T he numberiof Multilist
hom‘esfajvailable‘ forsalerinVigo County declined. as
did the:average number.of days'onfthe market-Aver-
age seliing:price in third quarter 1994 was 6% percent
highet than the'corresponding period in 1993 How-
sver. building permit data presage a fiecline in con-
Strction activitys Year to-year comparlsons of cumu-
lative: permlts |ssued over the: precedlng 19 months
peaked:ir

lower Fortr

h mosl of lhe rr\dus*ry
ruck tra ers fulltiltat

its Brail lacrllly And lhe company has announced
that-it will renovate the long-idle JiI Case plant: |n'
Terre'Hauteand ploy 400 workers there Applled
Extrision Technology Which recently purchased the
plastic packag '
S45 millionan mploy.an additional 45 workers n:
the production of polypropyleneflm T
Someqobshave left the region, and some are’
aboutto-teave: lndlana Spartswear.in Clinton an:
nounced-a teduction lﬂ force from 475:t0 12 lt lost
s twa-major contracls 1o supplrers elsewhere in
4.5, and-announced. that apparel firms employl(
union faber canno ongercompete Reuben
Donneliey: the la
phone‘diréctories: will open a'ne facility.in Ralergh

‘Norfh Carolinain l\lovember 1995

South in Search of Cheap Lab

@ booming metropclis

there: Donnelley President Frank R. Noonan mdlcated
that the busrness is changmg and thal the new. facrlr

fewer but more technically quallhed personnel b

‘required: Donnelley crted prox

When local employers complarn abom the de~
clining quality of the [ocal.work force and cite possxble
deficiencies in-gducatior the focus of rhelr concer

quickly drops:out of, ;Iege These people constltute
the great'mass:of.the |ocal laborforce Fdiicators:
argue; quite plausrbly that lhe quallty of this: group:
has been falling: but srmply because anincredsing

percentage of high school: gradUates do-go.an to

college “Fhose termrnatlng educatron with'a high
schoot diptomahave. become more-and.maore concen-
trated-in‘the middle to lower reaches of the barre|.
The Bonnelley move spotllghts amore troubllng '
concern. Terre'Haute has long exporled the bulk of i
children with: college educatlons Jobs using th
skills.and abilities w ot and are not avallable
cally. Although educated individuals do find jobs here,
theydo soidnnumbers that are far smaller than those:
who leave: Why are employers of hrghly educated
workers not-sufficiently attracted to:the Terre Haute
region? Gontinued prospenty in lhe lor‘g un: Tequires:
an.answer.

Reférences

William Minnis: D; rector of lhe Center ror Research and

Services. ISU. quoted he (T
“Dacermber 41994 . 8

aute) Tnbune St ‘

business from Hercules: will lnvest_ 5

sundependent roduceroftele- 3



Columbus

Patrick Michael Rooney

Aswcrate Protessor of-Economics:indiana
Un//ersrty Purdue Un/versrry Columbus

The Coiumbus area emplomenf base has experi-
‘enced, tremendous growth for the past four years.
espeoraH,f for the first three:guarters of-1994 (seethe
Tablej ‘The number of people employed greys 21%
~guring. ﬁose quarters: ccmpared to.the same period

1993 Emp!ovmenf in thrrd quaner 1994 was16%
~greaterthan:the employrr*ent average forthird gudrter

1993

To demonstrate how much-fasterithan usual
“ermployment has:grown durmg this period: et us
examingithe historical averages Forthe past twe
decades (1974~ 94) employrnem growih has-aver-
aged 2.4% peryear’ From 19742 80 employment
grew 3% pervearon average The 19805 averaged

1.2% per year.From 1990 to 1993 the growth rate

pickediup dramatrcally to, 4 8“ pervedr

Whiie the: unemoroymewt rateduring:the third

quarter averaged averylow 3 5% <=dovinfrom 43%

n‘the frrst quarter and froim 4% inithe second quar-

ter—it was. updlmostone-halfota gercentagepoint

fromithe yearbefore’ Thisis becatse of the 35%

increase over third quaner 1993:a the nusmber of

workers-unemployedifor July-August 7994 This is

Columbus Area Employment Data

Unemplovment - Nimber
Rate Emploved

SariOnarter (Mean) tMean)

6.7 27600
5.2 25,500
82 27.790
53 30:400

5.6 28:300
4.9 31,400
34 33.200
45 31.300
36:700
38100

358500
37800

d-ang ynemploved's assy on touaty

Average Annuat

somewhatsurpnsmg grverthe oD growth ndthe
fow Lnemploy ment rate. Several local business
people have sard that the Ioc L.t empioymem rate
Hieels’ Iowerrhan 3

slrghﬂy (1.2%])4ro
datd-vere QO/O fo)

continued cldimsiin Ihird‘ nerd 94 (1586 was
down 27% fromthird'quarter 1993 angd 42 % rower
than inthe second quarter of 1994,

The 3.5%15¢al Lnemp'O/m tirate though
higher than zyear. age; compares very fav,orakbiy 1o:
the 6.0% national unempm/ trate for the-third
guarter and the 4.7% average in July-August for the
state:unemploymentiate 1t shotild be noted thatithe
National rate feil fromi6.7% 2 gAT g0 b‘ut,tlae state!
unemploymentrateisiinchanged.

The effectsiof the. Fed'Sipresmptive strrke agdinst :
incipientinflationary pressire ctatior
clearly seen in thglocal e dential construcnon mai-
ket Res»dertraluonstructron star’red 1994 with ,bang
Estimated valie of per mns rssued i the frrst q aner

averaged $4.3:million per rronth and S118 900 per
permit. Monthiy construction was up 1
end of last.yearand 54% from. a /ear ago: Whrle resi:
dential construction continued to average an rmpr's- r
sive 54.5 milion permonthin the second quan‘er the ‘
pacefell to §2:8 rmi'ron pe |

This regresents a:42%
and a 45% decline fro‘m

The siowdown in‘resid !
been more than oifset uge‘junﬂp in nonresrden—
tial.construction this VEar Forthe firsteight momhs
of the vear. nonresrdenual corstructron averaged
$1.98 million permont on’pared to 5650 000 per
manth for *he Same perrod }ast vear

*he third'qu aner wasy281y and the a“erage number of
days-onthe market was 107:

second quarterdnd s¢ mew at Iower than a year ago :
Sellers COT‘TI 1ue to get top doHar thev rec ‘

shi ghtl\r from an unsus—

tamab!e 100°o sa!es\to list price ratio a vearaco,
~Daring this time. housing: in Golumbus has re
mained-quits affordablo ine Hoasmg A\\‘fordabrl ity

sindex (HAT droppedrﬂ 5%.from.-207:inthe first:

quarterto 1691n:the 58008 Thrs faH was due to both .




an-inerease in'mofgage intersst rates-and-a:16% rise
inthe medianhameprice from $73.00016:584:900.
Thestate's HAl as a wiiole alsg'declined from197 40
184'in'the same:periad: Though Columbis is no
lenger miore affordable thah the rest ot thestate itis
stit'more an‘ordab»ﬂ than the rest of the: cotintry. The
national HAT in the second: Quarteraveraged 131—
down 11:points:

- Thirty- yearfixed: mortgage interest rates are
currently more' than' two: gaints higherthan they were
a year agoswhich'would iean an-additionar $150-per
month ora'S100.000 mortgage Given'thatlocal
housingivaluesihave been apprematmg at-approxi-
mately 1:5% per-month fofthe: pastyear. afamily able
torafford ahome Worth - $100.000°a year ago‘could
purchase-grilyan $85:000 homestoday. which tvould
have sold:for $74.000or less)-aryearago.

Both Cummins and Arvin hag strong third quar-
1ers: Arvin's total net salesin third quarter 1994 were
12%, abovethose of third: qliarter1993:andnet'earn-
ings-were up 32% Forthe firstnine:monthe of 1994,
total-net'sales were up: more thian 8% over1693. and
netearnings were 3% lower Cummins boostad its net
€arnings:52% from third quarter to'third guarterona
7% incredsedninet salss Likewise: its nar ﬂammgs
for the first nine:months were upmorethan 40% cver
the'same period.in- 1993 on-sales growth of slightly
maorethan 10%,

Forecast
-Using a-simple-econgmetric model we cantrvto
predict changes.in thelocal unemplayment rate asso-
clated:with changes'in'the nannai unemployirent
rate. Singe 1974 anincréaselot 1% inthe mational
unemployment rateis.associated with'a- 1.8% in-
crease-n:the |ocal-unemployment rate: on average:
- -Because the national rate 8l from an avera ageof 6:.7%
cimthird:quarter 199340 6% forthe same: quarter this
vear we-can expect the Iocalirate to-fall by approxi-
mately 1:25% comparéd’to-ayeardgo. It should.be
noted. however that because thesjocal unemployment
rate is aireddy: quiterlow this refationship may not
. holdfor such low rates especially since the focal rate
was hovering around:3% a vear ago: Onthe other
hand: this overall relationship:betiveer theddcal and
= nationalunemployment rates dées reflect the
progyelicalnatore’of ouriocal economy: This-means
~thatbecauseimuch-of thedocal emiployment baseis

~r-dependent ondurable goods manufactdring. thelocal

economy.tends to moverinthessame directiomas the

L overall economv on!v in-g maore pronounced fashion.

‘ initiabunermploymentinstirance ciaj ims nationally

18:a1SC A statistically Sighificant predsctor oftheidoedl

labar market: Because theune mplo,/mant insurance

claims: nauonaH/ are down 1% from a year ago and
Were 59 lowerinthe third: quaner fhan inthe second

quarter. this predictor suggests a:downward move-
ment ofthe local unemployment rate and an increase
inlocal employment:

Because so-much of ourfocal economyis driven
by the-demand for durable:gobds it is-also Sensitive
tofluctuations in interest rafes” Ansther econgmetric
model found‘thatincreases in“the federar funds rate is
associated with smalf*but significant increases in-the
tocal unemployment rate-and decreasesin local em-
ployment. Because the Fedhas raised interestrates
several times this year we:can expect that some of
thelocal growth will be weakened:

Overall I am forecasting a contindation of the
current recovery Iannmpate & 75% probability that
the gconomy will cantinue'to experiance moderate.
sustainable-growth of about 3% for the next year or
se. This impiies continued downward pressure on the
national and locat unemployment rates but relatively
little-pressure on.infiation:

There is-a small-chance (10% o) that the economy
wiil ignore the interestrate increases and grow more
rapidly than expected. 1f*hig happens: the:band mar-
ket wilf react unfavorably, and longsterm interest rates
witk be driven: higher fairly quickly asinvastors brace
foranincrease in inflation. This.would saen choke off
further excessive growth:

Finally. there remains a-small probability{15%)
that the interest rate-sensitive-sectors. which have
provided almost 80% of the grovithy this pastyear, will
react violently to thP currentor any future interest rate
increases. Thiswould oreate recessionary. growth”
{thatis, realgrowth between 0 and 2% orareces-
sion (negative real growth), ). pushingthe national
unempleyment rate tack up. In-this case. the Iggal
dnempioyment rate-would worsen at almost twice the
speed of the national unemploymient rate.

Lafayetie

A.Chariene Sullivan

Associate Professor of Management
Purdue Univérsity

The econamies of Lafayette and Tippecanoe County
experienced-above-average growth during 1994 as
the nation continued tg fight back from the last eco-
nomic downturn: -But the'area reflscted gl the tugs
andstrains on the natignal ‘economy-as-industries
restructured and reengingersd: sedrching for strate-
giesthat would ensure their long-term wviability in the




face af-an increasingly global:marketplace for gocds
andiservices:

As thetingessofrust faded from the Midwest
manufacturing sector fabor-market conditions be-
cameitightin the local-ecofiomy: The oopulatron grew
as‘more peoplemigratedito Tippecanoe Colinty from
thessurrounding'communities to take: advantage of
employment cpportunitiessand sacial'services: Ser-
vicersector emoloymem expandedyand-iotal provid-
ers ot Health Service restructured themseves'to im-
prove thelrcost'structures: Hospital: otcupancyrates
declined asidemand forhome healihicare and heds in
refabilitation centersmcreased. The ability:to provide
health care services at rates‘that wenld atttact- more
stich business toithe'comminity was at the heart of
an:attemptito merge focalhospitais-and wasthe driv-
ing-force behind:many statewide cooperatives of
healthi service praviders.

Nursing homes:and: restairants competed fusi-
ously for low=skKilled-and entry-level employees. But -
new restaurants—and signsannouncing more 1o
come—linedthe majorroads lgading’inta-and-out of
town. Construction spending.ivas strangifor:beth
residential and commercial structures: causing-ocal
prices for concreteand: burldrng mategials to climb
Employees with skills in‘the burldmg trades saw.com-
petitars sweeten their henefit ackages Atthe same
time. the expanding number afilarge natignal retall
and giscount'outietsiestablishing factities inithe focal
communitysputicontinied pressure to Sutvive on
small.{gcally-owred establishmerits And Suppliers to

mejor manufacturing-faciities experiencéd enormious
pressure-to-sgueezeicosts gutiof their operations.

The agriculturalsécidrivas weak' in1994 The
harvestwas so:bountitulandilivestackinerds so:arge
that-prices-paid 1o farmers-for corn; soybeans: and

~meathitlows that-had notbeen expsriencad in years
Although the financiaithealth of most family farms in
Indiana-hasmproved greatlyinithe last five years. the
pressureon margrns garned:by.farmers s enormous.
‘These pressuresiarathe-culmination ¢tincraased
requlatory-burdens. envircnmental concemns,; compe-
- tition from-larger:fow-cost national prodicers. and
nereasingly-expensive inputs suth'as machinery,
Hertifizersand labor

The:econaimic.outiook forithe Latayette area’in
1995wl be-attected bydhe extentto which higher
interest rates:slow:consumeridemand fordirabls
1goods:. especraHv cars:and trucks  Higherinterast:
-rates adjustable: rate contraétssand an alreaoy Signiti<
cant:debtpayment oblrganon are.fikely to’combine to

5loW theirate:ofiincrease in ‘consymer: soendmg inthe
“entirenation, However straniger. state budgets for
ﬂhrgher educationand positive trendsiin the. numberof
. people graduatmg from. hrgh schaokare expected o
-haved positivesimpacton Iocal educatronaf institu:

tions, which reoresent some, of the Sargest employers
inthe-local:economy: And strong international demand

- foragrictltdral products farge and small trucks. !arge

engings, and aliminy products iS-expectedtooff-
set gl least partially: the eﬁects on the Jocal eoonomv
ofa slowdownin: domestic sconomic growth

Although econo'mc growth was strong and has
beenso in'the:local Pommunrty forsometrme there :
are:Still challengesithat sesm not to respond to eoo-
namic stimuli. One such condition is. he availability of ;
affordable housing forlow: rncomefam s Asthe oo
supply of sueh structures has declrned demand has -
increased: Cooperative ventures between Jlocal frnan— :
clakinstitutions:andsocial service agencres have been
organized to mest the wery omplrcated demand for
rerital assistance:; financial e ucation: angd mformatron
an:repair and upkeep of«resrdemral reabestate. Other
challenges to the health-and viability of the local
economy come from demdgraphrc rends relatrve o
therage of the population trends: ‘005|ers educa—
tignal attainment andithe continu g structural 2volu-.
tiomof the Indiana family: :

‘New ﬁesﬂe»

“Ashton . :Veramallay:

Pro‘ecsor of Econamics and Directo
for-Economic Edication® /nd/ana
casr Richmiond

There'is'geod nevis on tne home front The Rlch .
mend-Connersville-New: Cas e (RCNCj area'economy
can‘expect-continuing growth ir 1995 This forecast
depends on-national economic performance As'the
current economrc expansio contmues with anex-
pected:real gross-domestic product (GDP) ot 2.7%,
aninflation rate:of-3:2% an unempioyment rateof
5.8%and consumerspendrng 12.2% it will mﬂu-
ence local economic activity. - :

Empldyment growth in.the manufactunng sector :
will ingrease significantly as. local firms. pamcularly in
Richrmond..complete their busrness expansions. The
latter are:atariali-time high' as predlcted fast year
Thairing ofwarkers for high-paying jobs willpro-"
ceed despiteithe current shonage of skilled workers.
For theifirst: time since 1988 l:can:say that theriskof
manufaorurlng layottsis ex[remelv low: Thus firms. =
supplying valuable input to the transportation, hous-




ing: and tnformanon |ndustnes WIH benen1 from rr~

ment plctu‘ e Tne unemolovment rate IS expected o
rémiainin the smgie d|gzt range of b7

businessic mpentrvene s C/cles in unemployment
Lemdnate from the scale:of:hiring,
ting:relative to the ﬂuctuaoons in real'GDP and the
pace of technologlcal change:
Empiovrnent gr Owth in theiservice ‘sector will

alsoregisteragain due to th increased demand for
variolis'servicessuch:as fi neial: healtn care pro-
fessional : difa tfood :Stch demand is
anofishgotof ecowo’mc growth: Morgover itisim-
“portantito: note that the area’s uoou!aﬂon af190,000.
is becon‘m older, wth adeclinein the voutnful co-
ho: The median‘age s34, 4.years whichis higher
than'thatofiindiani and the natlo Asia tonsequence,
*esources are reaHocated Io meel tﬂe needs and vants

natnonal trend;One out T every seven: dollars spent
enfinal goods:and: services mthe . S ecooom/ goes
to'the-health sector Pedple regdrd héalth:care as an
integral-part-of their-econamic bl of rights and are
willingto-paymorefor: be‘der quialty: The value of
better:healthis an mdmator of corsumption and pro-
duction-activity: whichiis:aisolirce 'of employment |t
the derriographic trerd holds: the health sectorwil
aecountforal !arger share of GOPin coming years:
Gross fiXed capital formation-—thatis. invest-
mient spending on eguipment. commercial construc-
tion. and residential.constriction=<sholld:grow at a
less-robust:pace than it diaast vear This insludes
fmprovements on-existing homes. Total investment in

RCNC is likely to exceed S40 million.in 1995, How=
ever.afthe Federal Reserve pursues a tight monetary:
policy to restrain: economlc growth and dampen mﬂa-
tignary-expectations: it wnl trigger-an.increasein
interest rates: ‘Such-an xnc:ease will have concom|tam
effects on:interest: nsmve sectors of the natxonal
econemy. to-which our: Ioca! economy isnot |mmune
The:grossloeal product (GLP)——the totat market
value-offinal goods. and serwces produced mna
year—wouldgrow at areal :

With this GLP consun er pendlng IS expected o
increase. Because of low inflation and attractive rates
ofunterest: real consuy 'spendxng willrise by at
least 2% ip- 1995, °This'm ‘ *long wnh empIO\
mignt creation; local ag'iregate demand for goods and*
services will risg ata modest rate. Consumers are stilk
optimistic about tte future colirse of the'econ m
Local merchants-should! therefore have had a very
gond fourth guarteras the. houdav spmt per cated:
eur.consumer culture. There was no Grinch toisteal’
Christmas from the. retail sect v1ayb° Fresident
Clinton's-proposed taxicit fo the: middle class her-
alded the early-arrivaliot Santa Claus 1o sustam the
Ccufrent economic expansion: :

Finally, the implementation of JAFTA(Norlh
American Frge Trade Ag eemenf) ang: GATT (General
Agreement on: Tariffs;and: Traoe) mcrease busi-
ness actwu +in RONC. The removal or reducoon .of

wider chon:es of goods and servnces Trade 1|bera!|za-
Lion notonrly createsaew mzrkets but also generates
more oulput. employment: and |n‘come ror both t g
national anc tecal economiss. ‘
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