ESSAYS ON ISSUES

Chicago Fed

h? Midwest economy:
till a swan

The Midwest has a Ion%-stan,dmg
reputation as an ugly duckling dur-
ing national economic slowdowns.1
This reputation was acquired and
richly deserved as a result of the
region’s performance in the 1970,
1973-75, 1980, and 1981-82 reces-
sions. Durmg_these episodes manu-
facturing activity, housm(ﬁ, retail
sales, and employment all posted.
sharpIK greater declines in the Mid-
west than the national average.

Early this year, hints of slowing
growth in interest-rate-sensitive in-
ustries raised questions in some.
quarters about the Midwest’s ability
to sustain the high rates of %r,owth
established in 1994. Given histori-
cal patterns, it might have seemed
reasonable to looK to the Midwest
for an early signal of any change in
national econdmic performanCe.

But is the Midwest economy still the
ugly duckling? 1f the region always
suffers worsé than the nation dur-
Ing periods of economic slowing,
why did the gap between the Mid-
west and U.S. unemployment rates
continue to move in the region’s
favor from 1989 to 19917 Why did
the region’s share of U.S. employ-
ment Continue to rise over these
¥ears, despite a long-run trend of
aster population growth in the
nation as a whole, and despite the
fact that the ,re?mn has a higher
share of cyclically sensitive manu-
facturing émployment than the
national” average?

Midwest economic activity has con-
tinued to outperform the national
average. in recent years, with partic-
ularly’vigorous gains in 1994. " Has
the region transformed itself from
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an ugly duckling to a swan? This Fed
Letterwill examine the performance
of the M,|d,westecon0m){ in 1994,
placing it in the contex

able regional turnabout.

Demand for Midwest workers
strengthens further

The Midwest economy 8enerated,
jobs at a faster rate in" 1994 than in
1993, and many indicators depict
tighter labor markets in the Mid-
west than the nation.2 Payroll sur-
vey emgloyment estimates for 1993
and 1994 were recently revised
upward during the_annual bench-
marking process. This region’s
employment is now estimated to
have increased 2.2% in 1993 and
3.0% in 1994, up from the 1.7%
and 2.1% originally estimated
those years, respectively, The
vised data still suggest that employ-
ment grew shghtlg more rapidly in
the Midwest i 1994 than in the
nation,_as it has every ){ear since
1986.. The Midwest’s slowly in-
creasing employment share over
this period has not yet proven
stronP enoufqh to erase the picture
of a fonger-term downtrend, how-
ever, primarily because of faster
population growth in the South
and West. Nonetheless, the payroll
surve% data suggest that the Mia-
west has now posted nine consecu-
tive years of ?reater employment
growth than the natignal average,
ea5|IY the longest such streak since
World War I1.

Unemployment rates provide an,
alternativé indicator for comparln%
longer-term changes in welfare an

job opportunities™(on a Per capita

basis) across regions, as they can
control for the impact of popula-
tion growth. The aggregate unem-
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Ployment rate for the Midwest states
el from 6.3%_in 1993 to 5.2% in
1994, These figures may actually
understate the degree of improve-
ment, as new survey methods proba-
bly showed a higher rate in 1994
than the earlier'method. The Mid-
west unemployment rate continued
to decline within 1994, falling by
Year-end to the lowest level since at
east 1977. Nationally, the unem-
plta/ment rate averaged 6.1% in
1994, and the gap between the Mid-
west and U.S. fates widened further
in the region’s favor (see leure 1).
Previous Tecessions had a clearly
concentrated impact on labor mar-
kets in this region, and the Midwest
unemployment rate climbed fully
2.5 percentage points above the
national average in 1982. Since
then, however: the gap between the
Midwest and the U.S, Tates has con-
sistently trended in the Midwest’s
favor, éven in the recessionary years
of 1990 and 1991.

1. Relative unemployment rate
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Sources: U.S. Department of Labor, Bureau of Labor
Statistics; state employment agencies; and Federal
Reserve Bank of Chicago.



Privately produced labor market
indicators continued to depict rela-
tively strong employment %\é}lms in
the tegion.” For example, Manpow-
er’s hiring plans survey showed that
the net percentage of Midwest em-
ployers planningto add workers
rosé from 15% in 1993 to 20% in
1994, remaining above its national
counterpart for the sixth consecu-
tive year. (This survey produces a
diffusion index, and an increase in
the index is consistent not simply
with increased employment, but
with increased employment
growth.) Trends in help-wanted
advertising also pointed to a sup-
stantial increase in the demand for
labor in the Midwest during 1994,
According to_the Conference Board
survey, recruitment adverhsmg
continued to increase at a fasfer
pace in the East North Central cen-
Sus reglon than the_ national aver-
aPe. Advertising initially responded
sfuggishly to the recovery from the
1990-91 recession, as empIoKers first
used word-of-mouth and other less
costly forms of recruitment while
expanding their labor force. As the
supply of readily available workers
%rew Increasing K lean in 1993 and
1994, however, help-wanted adver-
tlsm% and similar forms of recruit-
ment gained greater strength. If
help-wanted ads are a good leading
indicator gomg into a Slowdown (ds
they were In 1989 and 1990), recent
developments do not poinf to any
near-term slowm%. _Recruitment
advertisin sur(I;e in, the final quar-
ter of 1992 both nationally and'in
the Midwest.

Some of the most difficult issues
involved in estimating economic
statistics lie in measufing the aggre-
gate contribution of activity gener-
ated by small firms. In this regard,
the National Federation of Inde-
pendent Business (NFIB) provides
an ongoing measure of current
busingss conditions, future spend-
Ing plans, and general expectations.
The NFIB overall “ogtlmlsm index”
for the Midwest has been movm? in
line with its national counterpart in
recent years, but the component
called ‘Yob openings you cannot

fill" accounted for a substantial
share of the overall increase, rising
sharply in 1993 and 1994,

Labor market strengthening finally
showed some headway in the Con-
ference Board’s surveg of consumer
confidence dyring 1994, The East

North Central cepsus region recent-

I loosted,the highest oveérall index
along with the Mountain states)
amon% the nine census regions.” It
also showed the greatest improve-
ment (along with the Pacific states)
over the past year. According to

this survey, cgnsumers’ appraisals of
job op

) ortunities remained rela-
tively depressed in 1992 and 1993,
ever as employment growth gained
%_reater momentum. “Continuing,
ighly visible layoff announcements
bylarge firms contributed to the
general apprehension. Jab cutback

announcements fell considerably by

earéy 1995, however, according {0 a
stu }/,by an outplacement consult-
Ing firm. Another recent survey
showed that hiring plans for the
relatively hard-hit'middle manager
class climbed to their hlg%hest levels
since 1984, with the North Central
region showing the strongest congi-
tions. In turn,"the consumer confi-
dence surver showed that appraisals
of Midwest fabor markets have
strengthened considerably over the
past year.

Region’s success due to factors
within and without

National economic patterns provid-
ed a favorable backdrop for Mid-
west growth in recent years, while
ﬁroductjon in the region, seems to
ave_gained share ofnational out-
R}utlln several important sectors.
ationally, real GDP increased at a
faster pace in 1994 than in 1993,
partly because recoveries gathered
greafer momentum in several re-
gions that had previously lagged the
National average, Their tardy but
welcome expansion helped fo rein-
force growth in demand for goods
produced in the Midwest.

The composition of national eco-
nomic growth by spending category

also remained favorable from a Mid-
west perspective. Real personal
spending, on. durable_goods rose 9%
in 1994,"in line with ifS increase in
1993 and more than twice the rate
of overall GDP growth. Similarly,
real business investment on produc-
ers” durable equipment rose 18%, in
line with its gain in 1993 and about
four times the rate of GDP growth.
Merchandise exports rose 11% in
1994, more than twice as fast as in
1993 and about twice as fast as over-
all GDP. These spendlnq categories
are especially important o the” Mid-
West, as manufa_cturl_n;i production
in these categories yields a dispro-
portionate share of personal income
In the region.

Midwest manufacturing activity
closed out 1994 on a hégh_note
and generally remained vigorous
in early 1995, Purchasmlg manag-
ers’ surveys provide timefy and
comprehensive insights into re-
gional manufacturing trends, and
surveys are_conducted in Chicago,
Detrait, Milwaukee, and western
Michigan. The comﬂosne produc-
tion component of these surveys
pointed to accelerating outﬁu
growth (and faster growth than the
national average) from 1992 to
1994. In turn,”payroll data suggest
that Midwest mariufacturing em-
ployment posted ifs Iar%est annual
Inciease in 1994 since 1977, while
the_region’s share of U.S. manufac-
turing“employment climbed at an
accelerating pace over the past
three years:

Pa}/,roll survey data suggest that
national manufacturing employ-
ment showed little if any recovery
from the 1990-91 recession until the
latter half of 1994, However, the
growing use of temporary workers
in manufacturing occupations, ef-
forts to Place employment more
accurately at the establishment level,
and related industry code reclassifi-
cations may have significantly affect-
ed estimatés of “manufacturln%”
emPonment as well as unit labor
costs and productivity) in recent
years. Interestln%Iy, Manpower’s
Survey suggests that manufacturers’



hiring plans actuallx posted a stron-
ger recovery than those of other
employers in 1992, 1993, and 1994,
both nationally and regjonally. The
Manpower survey has also shown
that hiring plans among midwestern
manufactlrers have been signifi-
cantly stronger than their nationa
counterparts since 1990. Purchasing
managers’ surveys also pointed to
faster'growth in"Midwest manufac-
turing ‘employment in 1994 than in
1993 and continued faster growth
than the national average.

The Midwest continued to gain
share of output.in 1994 in motor
vehicle assemblies. Nationally, the
production of motor vehicles and
parts increased at roughly the same
Pape in 1994 as in 1993, and about
twice as fast as overall manufactur-
ing output. We lack a good mea-
sure of parts output for the region,
but light vehicle assemblies in’the
Midwest increased twice as fast in
1994 as theY did in 1993, and almost
twice as fast as the national average.
In sharp contrast to the early 1980s’
recessions, the region’s share of
U.S. car and light'truck assemblies
climbed relatively stronglg in the
late 1980s, through the 1990-91
recession, and on into, the early
1990s. Rising outi)ut in Canada and
Mexico do not help account for the
increase in the Midwest’s share of
national assemblies, as the Mid-
west’s share of North American |
assemblies has posted similar gains
In recent years.

The growing competitiveness of
Midwest manufacturers in interna-
tional markets has been a much-
discussed but difficult-to-pin-down
source of strength for the region.
State-level export data sufferfrom
a variety of delicate and perhaps
Intractable estimation challenges.3
The latest available Commercé
Department data suggest, however,
that in 1994, export’s |Pments
from manufacturers in the Midwest
(t]rew three times as fast as those of
heir national counterparts.

Improvement in employment op-
portunities and personal_income.
continued to hoost housing activity

and supJ)ortlng industries in the
region ]

ing activity moderated in late 1994
and early "1995, Housing starts
grew more rapidly in the Midwest
in 1994 than in 1993, reaching .
their highest annualized level since
1979, From this longer-term, per-
spective, housing starts proviae
some of the most dramatic evi-
dence of the turnabout in the rela-
tive performance of the reéuon’s
economz/. From 1976 to 1983, the
Midwest's share of national smPIe-
family housing starts was steadi

cut in half (from 26% to 13%), but
it gained back nearly all the lost
ground by 1992, climbing to 24%
in spite of faster poP]uIatlon growth
In the nation as a whole. Thé Mid-
west’s share did decline slightly in
1993 and 1994, however, as recov-
eries gathered greater momentum
in other previously weak regions. .
Existing single-family home"sales in
the re%gon also grew faster than
the naltional average from 1989 to
1992, but then slightly underper-
formed the nation”in"1993 and
1994. A slowdown in home sales in
the second half of 1994 was far
more evident in the national data
than in the Midwest, however.

Are we this good, or just this lucky?

The Midwest economy outper-
formed the national dverage in
1994, as it often does when the na-
tional economy is doing well. Over
the past few yéars, however, the
region seems; to have profited from
productivity improvement and an
Increased share of national output
in cyclically sensitive industries.
This helps explain why the Mid-
west’s legendary and Still-feared
sensitivity to ngtional slowdowns
failed to’materialize in 1990 and
1991, The region certainly did not
escaPe the most recent recession,
but the improved competitiveness
of Midwest producers stood the
region in good stead, In turn, im-
proved productivity helped the
region make the most of its concen-
tration in cyclically sensitive indus-
tries during”1992,71993, and 1994,

uring "1994, althouqh hous-

The Midwest economy has also
benefited from a set 0f fortunate
external conditions since the early
1980s, however, including declining
lonP-term interest rates, an increas-
!n([; y favorable environment for
International trade, and Eerhaps
most important, the fact that ener-
y prices have declined to some of

eir lowest levels (in real terms) in
the past three decades. Under
these conditions, the Midwest’s
prospects for growth in 1995 re-
main bright.

—Bill Bergman and
William Strauss
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Tracking Midwest manufacturing activity

Purchasing managers’ surveys (production index)

I(\{Iéaé]}rzf%giring output indexes

Jan. Month ago  Year ago
MMI 1425 141.4 128.9
P 124.2 123.8 115.8

rvehlcle (P o| uct on
mr ons seasonally adj. annual rate)

Jan. Month ago Year ago
Cars 7.2 7.0 6.9
Light trucks 5.5 5.6 5.2

Purchasing managers’ surve
net % repgrtrng p? dﬁuctron érowth

Feb. Month ago  Year ago

MW 67.3 69.4 72.2
U.S. 54.8 62.7 58.7

Midwest manufacturing actrvrtx continued to expand at a moderate to vigor-
The composite rndex ofproductrrin c?(mponents

ous pace In recent months
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In purchasing managers’ surveys for Chicago, D

showed contiued robust expansion in output, in contrast to the slower

growth indicated in the national data.

Automakers’ plans currently call for a slight decline in assemblies in the sec-
ond quarter. Iftargiets are achieved, however, assemblies would
one of their highest quarterly output levels in'the past eight years.

Midwest

us.

1994 1995

Sources: The Mrdwestp/lanu?cturmg Inde %MMI
154 m osrternde of 15 Industries; hased
monthl ourswor ed an ow tthours rep
resents the Fed eserve Board in ustrra
duction m?ex or the US. manu acturrn se
Autos and ght trucks re measured [
UNIts, usin easona ustments eveo
Board. T} purchasin mana ers’ sUrve a
fort eMrdweséare e(I; Brages 0 t B Se3-
sonally adjusted productjon components romte
Chicago, Detrajt, and Milwaukee Purchasm Man-
Briers ASsociation surveys with s istance from
Associates, Comerica, and the University of
Wrsconsrn—M Wallkee,
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