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The Midwest economy:Still a swan
T he Midwest has a long-standing 
repu ta tio n  as an ugly duckling d u r
ing national econom ic slowdowns.1 
This repu ta tio n  was acquired  and  
richly deserved as a resu lt o f the 
reg io n ’s perform ance in the 1970, 
1973-75, 1980, and  1981-82 reces
sions. D uring these episodes m anu
facturing activity, housing, retail 
sales, and  em ploym ent all posted 
sharply greater declines in the Mid
west than  the national average.
Early this year, hints o f slowing 
grow th in interest-rate-sensitive in
dustries raised questions in some 
quarters about the M idwest’s ability 
to sustain the high rates o f growth 
established in 1994. Given histori
cal patterns, it m ight have seem ed 
reasonable to look to the Midwest 
for an early signal o f any change in 
national econom ic perform ance.
But is the Midwest econom y still the 
ugly duckling? If the region always 
suffers worse than  the nation  d u r
ing periods of econom ic slowing, 
why did the gap betw een the Mid
west and  U.S. unem ploym ent rates 
con tinue to move in the reg io n ’s 
favor from  1989 to 1991? Why did 
the reg io n ’s share o f U.S. em ploy
m en t con tinue to rise over these 
years, despite a long-run trend  of 
faster popu lation  growth in the 
nation  as a whole, and  despite the 
fact th a t the region has a h igher 
share o f cyclically sensitive m anu
facturing em ploym ent than  the 
national average?
Midwest econom ic activity has con
tinued  to ou tperform  the national 
average in recen t years, with partic
ularly vigorous gains in 1994. Has 
the region transform ed itself from

an ugly duckling to a swan? This Fed 
Letter will exam ine the perform ance 
o f the Midwest econom y in 1994, 
placing it in the con tex t o f a rem ark
able regional tu rnabout.

Demand for Midwest workers 
strengthens further
T he Midwest econom y g en era ted  
jo b s at a faster ra te  in 1994 th an  in 
1993, an d  m any ind icators dep ic t 
tigh ter labor m arkets in the M id
west th an  the n a tio n .2 Payroll sur
vey em ploym ent estim ates for 1993 
and  1994 were recently  revised 
upw ard d u ring  the ann ual b en ch 
m ark ing process. This reg io n ’s 
em ploym ent is now estim ated to 
have increased  2.2% in 1993 and  
3.0% in 1994, up  from  the  1.7% 
and  2.1% originally estim ated for 
those years, respectively. T he re 
vised data  still suggest th a t em ploy
m en t grew slightly m ore rapidly in 
the Midwest in 1994 th an  in the 
nation , as it has every year since 
1986. T he M idwest’s slowly in 
creasing em ploym ent share over 
this pe rio d  has n o t yet proven 
strong eno ug h  to erase the p ic tu re  
o f a longer-term  dow ntrend , how
ever, prim arily  because o f faster 
po pu la tion  grow th in the South 
and  West. N onetheless, the payroll 
survey data  suggest th a t the M id
west has now posted  n ine  consecu
tive years o f  g rea te r em ploym ent 
grow th th an  the na tional average, 
easily the longest such streak since 
W orld W ar II.
U nem ploym ent rates provide an 
alternative ind icator for com paring 
longer-term  changes in welfare and  
jo b  opportun ities (on a per capita 
basis) across regions, as they can 
con tro l for the im pact o f popu la
tion growth. T he aggregate un em 

ploym ent rate for the Midwest states 
fell from  6.3% in 1993 to 5.2% in 
1994. These figures may actually 
understate the degree of im prove
m ent, as new survey m ethods proba
bly showed a h igher rate in 1994 
than the earlier m ethod. The Mid
west unem ploym ent rate continued 
to decline within 1994, falling by 
year-end to the lowest level since at 
least 1977. Nationally, the unem 
ploym ent rate averaged 6.1% in 
1994, and the gap between the Mid
west and U.S. rates w idened fu rther 
in the reg ion’s favor (see figure 1). 
Previous recessions had a clearly 
concentrated  im pact on labor m ar
kets in this region, and the Midwest 
unem ploym ent rate clim bed fully 
2.5 percentage points above the 
national average in 1982. Since 
then, however, the gap between the 
Midwest and the U.S. rates has con
sistently trended  in the Midwest’s 
favor, even in the recessionary years 
o f 1990 and 1991.
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Privately p rod uced  labor m arket 
indicators con tinued  to dep ict rela
tively strong em ploym ent gains in 
the region. For exam ple, M anpow
e r ’s h iring  plans survey showed that 
the n e t percen tage o f Midwest em 
ployers p lann ing  to add workers 
rose from  15% in 1993 to 20% in 
1994, rem aining above its national 
cou n te rp art for the sixth consecu
tive year. (This survey produces a 
diffusion index, and  an increase in 
the index is consistent n o t simply 
with increased em ploym ent, bu t 
with increased em ploym ent 
growth.) T rends in help-wanted 
advertising also po in ted  to a sub
stantial increase in the dem and  for 
labor in the Midwest du ring  1994. 
A ccording to the C onference Board 
survey, recru itm en t advertising 
con tinued  to increase at a faster 
pace in the East N orth  C entral cen
sus region than  the national aver
age. Advertising initially responded  
sluggishly to the recovery from  the 
1990-91 recession, as em ployers first 
used word-of-m outh and  o th e r less 
costly form s o f rec ru itm en t while 
expand ing  their labor force. As the 
supply of readily available workers 
grew increasingly lean in 1993 and  
1994, however, help-w anted adver
tising and similar form s o f recru it
m en t gained g reater strength. If 
help-wanted ads are a good leading 
indicator going in to a slowdown (as 
they were in 1989 and  1990), recen t 
developm ents do n o t p o in t to any 
near-term  slowing. R ecruitm ent 
advertising surged in the final quar
ter o f 1994, bo th  nationally and  in 
the Midwest.
Some o f the m ost difficult issues 
involved in estim ating econom ic 
statistics lie in m easuring the aggre
gate con tribu tion  o f activity gen er
a ted  by small firms. In this regard, 
the N ational Federation  o f Inde
p en d en t Business (NFIB) provides 
an ongoing m easure of cu rren t 
business conditions, fu tu re  spend
ing plans, and  general expectations. 
T he NFIB overall “optim ism  in d ex ” 
for the Midwest has been moving in 
line with its national co u n te rp art in 
recen t years, bu t the com ponen t 
called “jo b  openings you canno t

fill” accounted  for a substantial 
share o f the overall increase, rising 
sharply in 1993 and  1994.
Labor m arket s treng then ing  finally 
showed some headway in the Con
ference B oard’s survey of consum er 
confidence du ring  1994. The East 
N orth  C entral census region recen t
ly posted the highest overall index 
(along with the M ountain states) 
am ong the n ine census regions. It 
also showed the greatest im prove
m en t (along with the Pacific states) 
over the past year. A ccording to 
this survey, consum ers’ appraisals o f 
jo b  opportun ities rem ained  rela
tively depressed in 1992 and  1993, 
even as em ploym ent growth gained 
g reater m om entum . C ontinuing, 
highly visible layoff announcem ents 
by large firms con tribu ted  to the 
general app rehension . Job  cutback 
announcem ents fell considerably by 
early 1995, however, according to a 
study by an ou tp lacem ent consult
ing firm. A nother recen t survey 
showed tha t h iring  plans for the 
relatively hard-hit m iddle m anager 
class clim bed to the ir highest levels 
since 1984, with the N orth  Central 
region showing the strongest condi
tions. In tu rn , the consum er confi
dence survey showed th a t appraisals 
o f Midwest labor m arkets have 
streng then ed  considerably over the 
past year.

Region’s success due to factors 
within and without
N ational econom ic patterns provid
ed a favorable backdrop for Mid
west growth in recen t years, while 
p roduction  in the region seems to 
have gained share o f national ou t
p u t in several im p ortan t sectors. 
Nationally, real GDP increased at a 
faster pace in 1994 than in 1993, 
partly because recoveries ga thered  
greater m om entum  in several re
gions tha t had previously lagged the 
national average. T heir tardy bu t 
welcome expansion he lped  to re in 
force growth in dem and  for goods 
p rod uced  in the Midwest.
The com position of national eco
nom ic growth by spending category

also rem ained favorable from  a Mid
west perspective. Real personal 
spending on durable goods rose 9% 
in 1994, in line with its increase in 
1993 and m ore than twice the rate 
o f overall GDP growth. Similarly, 
real business investm ent on produc
ers’ durable equ ipm ent rose 18%, in 
line with its gain in 1993 and about 
four times the rate of GDP growth. 
M erchandise exports rose 11% in 
1994, m ore than twice as fast as in 
1993 and about twice as fast as over
all GDP. These spending categories 
are especially im portan t to the Mid
west, as m anufacturing production  
in these categories yields a dispro
portionate share of personal incom e 
in the region.
Midwest m anu fac tu ring  activity 
closed o u t 1994 on a high no te  
and  generally  rem ain ed  vigorous 
in early 1995. P urchasing m anag
e rs ’ surveys provide timely and  
com prehensive insights in to  re 
gional m anu fac tu ring  trends, and  
surveys are co n d u c ted  in Chicago, 
D etro it, M ilwaukee, and  w estern 
M ichigan. T he com posite p ro d u c
tion co m p o n en t o f  these surveys 
po in ted  to accelera ting  o u tp u t 
grow th (and faster grow th th an  the 
na tional average) from  1992 to 
1994. In tu rn , payroll data  suggest 
th a t Midwest m anu fac tu ring  em 
ploym ent posted  its largest ann ua l 
increase in 1994 since 1977, while 
the reg io n ’s share o f U.S. m anufac
tu ring  em ploym ent clim bed at an 
accelerating  pace over the past 
th ree  years.
Payroll survey data suggest tha t 
national m anufacturing  em ploy
m en t showed little if any recovery 
from  the 1990-91 recession un til the 
latter half o f 1994. However, the 
growing use o f tem porary workers 
in m anufacturing  occupations, ef
forts to place em ploym ent m ore 
accurately at the establishm ent level, 
and related industry code reclassifi
cations may have significantly affect
ed estimates o f “m anufacturing” 
em ploym ent (as well as un it labor 
costs and productivity) in recen t 
years. Interestingly, M anpow er’s 
survey suggests that m anufacturers’



hiring plans actually posted a stron
ger recovery than those o f o ther 
employers in 1992, 1993, and 1994, 
bo th  nationally and regionally. The 
M anpower survey has also shown 
that hiring plans am ong midwestern 
m anufacturers have been signifi
cantly stronger than their national 
counterparts since 1990. Purchasing 
m anagers’ surveys also po in ted  to 
faster growth in Midwest m anufac
turing em ploym ent in 1994 than in 
1993, and continued faster growth 
than the national average.
T he Midwest con tinued  to gain 
share o f ou tp u t in 1994 in m otor 
vehicle assemblies. Nationally, the 
production  o f m otor vehicles and 
parts increased at roughly the same 
pace in 1994 as in 1993, and  about 
twice as fast as overall m anufactur
ing ou tpu t. We lack a good m ea
sure o f parts o u tp u t for the region, 
b u t ligh t vehicle assemblies in the 
Midwest increased twice as fast in 
1994 as they did in 1993, and  alm ost 
twice as fast as the national average. 
In sharp contrast to the early 1980s’ 
recessions, the reg io n ’s share o f 
U.S. car and  light truck assemblies 
clim bed relatively strongly in the 
late 1980s, th ro ug h  the 1990-91 
recession, and  on in to the early 
1990s. Rising ou tp u t in C anada and 
Mexico do n o t help  account for the 
increase in the Midwest’s share o f 
national assemblies, as the Mid
west’s share o f N orth  Am erican 
assemblies has posted similar gains 
in recen t years.
T he grow ing com petitiveness o f 
Midwest m anufac tu rers in in te rn a 
tional m arkets has been  a m uch- 
discussed b u t difficult-to-pin-down 
source o f s treng th  for the region. 
State-level ex p o rt data  suffer from  
a variety o f delicate and  perhap s 
in trac tab le  estim ation challenges.3 
T he latest available C om m erce 
D ep artm en t data  suggest, however, 
th a t in 1994, ex p o rt sh ipm ents 
from  m anufac tu rers in the Midwest 
grew th ree  tim es as fast as those o f 
th e ir  na tio nal cou n terp arts.
Im provem ent in em ploym ent op
portun ities and  personal incom e 
con tinued  to boost housing activity

and  su p po rting  industries in the 
reg ion  d u ring  1994, a ltho ugh  hous
ing activity m o d era ted  in late 1994 
and  early 1995. H ousing  starts 
grew m ore rapidly in the  Midwest 
in 1994 th an  in 1993, reach ing  
th e ir  h ighest annualized  level since 
1979. From  this longer-term  p e r
spective, housing  starts provide 
som e o f the  m ost dram atic  evi
dence o f the tu rn ab o u t in the re la
tive perfo rm an ce  o f the re g io n ’s 
econom y. From  1976 to 1983, the 
M idwest’s share o f na tio nal single
family housing  starts was steadily 
cu t in ha lf  (from  26% to 13% ), b u t 
it gained  back nearly  all the lost 
g ro u n d  by 1992, clim bing to 24% 
in spite o f faster p o pu la tion  grow th 
in the na tio n  as a whole. T he M id
w est’s share d id decline slightly in 
1993 and  1994, however, as recov
eries g a th e red  g rea te r m om entum  
in o th e r previously weak regions. 
Existing single-family hom e sales in 
the reg ion  also grew faster than  
the  na tio nal average from  1989 to 
1992, b u t th en  slightly u n d e rp e r
fo rm ed  the na tio n  in 1993 and  
1994. A slowdown in hom e sales in 
the second h a lf  o f 1994 was far 
m ore eviden t in the na tio nal data 
than in the  Midwest, however.

Are we this good, or just this lucky?
T he Midwest econom y ou tp er
form ed the national average in 
1994, as it often does w hen the na
tional econom y is do ing well. Over 
the past few years, however, the 
region seems to have profited  from  
productivity im provem ent and  an 
increased share of national ou tp u t 
in cyclically sensitive industries.
This helps explain why the Mid
west’s legendary and  still-feared 
sensitivity to national slowdowns 
failed to m aterialize in 1990 and  
1991. T he region certainly did n o t 
escape the m ost recen t recession, 
b u t the im proved com petitiveness 
o f Midwest p roducers stood the 
region in good stead. In tu rn , im 
proved productivity he lped  the 
region m ake the m ost o f its concen
tration  in cyclically sensitive indus
tries du ring  1992, 1993, and  1994.

T he Midwest econom y has also 
benefited  from  a set o f fo rtunate  
external conditions since the early 
1980s, however, including declin ing 
long-term  in terest rates, an increas
ingly favorable env ironm ent for 
in ternational trade, and  perhaps 
m ost im portan t, the fact tha t en e r
gy prices have declined to some o f 
the ir lowest levels (in real term s) in 
the past th ree  decades. U nder 
these conditions, the M idwest’s 
prospects for growth in 1995 re
m ain bright.

— Bill Bergm an and 
William Strauss
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Tracking Midwest manufacturing activity
80

Manufacturing output indexes (1987=100)
Jan. Month ago Year ago

MMI 142.5 141.4 128.9
IP 124.2 123.8 115.8 70

Motor vehicle production (millions, seasonally adj. annual rate)
Jan. Month ago Year ago 60

Cars 7.2 7.0 6.9
Light trucks 5.5 5.6 5.2

Purchasing managers’ surveys: net % reporting production growth 50

Feb. Month ago Year ago

MW
U.S.

67.3
54.8

69.4
62.7

72.2
58.7

Purchasing managers’ surveys (production index)

Midwest

U.S.

40

1992 1993 1994 1995

Midwest m anufacturing activity con tinued  to expand at a m oderate to vigor
ous pace in recen t m onths. T he com posite index of production  com ponents 
in purchasing m anagers’ surveys for Chicago, Detroit, and Milwaukee 
showed con tinued  robust expansion in ou tput, in contrast to the slower 
growth indicated in the national data.
A utom akers’ plans currently call for a slight decline in assemblies in the sec
ond  quarter. If targets are achieved, however, assemblies would still reach 
one of their highest quarterly ou tp u t levels in the past eight years.

Sources: The Midwest Manufacturing Index (MMI) 
is a composite index of 15 industries, based on 
monthly hours worked and kilowatt hours. IP rep
resents the Federal Reserve Board industrial pro
duction index for the U.S. manufacturing sector. 
Autos and light trucks are measured in annualized 
units, using seasonal adjustments developed by the 
Board. The purchasing managers’ survey data 
for the Midwest are weighted averages of the sea
sonally adjusted production components from the 
Chicago, Detroit, and Milwaukee Purchasing Man
agers’ Association surveys, with assistance from 
Bishop Associates, Comerica, and the University of 
Wisconsin—Milwaukee.
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