
The Economy in P q e c t i v e  

Close calls ... The Federal Reserve's Ope11 Mar- 
ket Co~lnmittee n~ill meet on Septe~nber 24 to re- 
view the state of the econonly and to consicler 
rnaliing changes in its chief lnonetary policy in- 
strument, the feclesal funds rate. Financial ruar- 
ket participants have been poised for a Septem- 
ber rate increase fol- nearly six months, but their 
expectations continue to rise and fall with the 
tide of information about near-term econo~lnic 
activity. In August, for example, an upwarcl revi- 
sion of seconcl-quarter real GDI', coupled with 
stro~lger-than-expected data about housing 
starts and durable-goods orders, pers~~aclecl in- 
vestors to retract their prectiction of an imminent 
econolnic sloudo-iin. 

Despite last month's vibrant economic nen~s, 
financial ~narlcet participants clid not react simi- 
larly to August's labor n~arliet situation. The Bu- 
reau of Labor Statistics reported on Friday, Sep- 
tenlber 6, that net new jobs increased by 
2 j0,000, hourly earnings jurnpecl sharply, ancl 
the ~lnemploynlent rate fell to 5.1 percent-its 
lowest point (on a comparable basis) since early 
1973. What prevented a sharp sell-off in the na- 
tion's financial tnarltets? 

For one thing, the markets had alreacly cle- 
clined the previous clay on  expectations of a 
strong report. Just as important, perhaps, was 
analysts' recognition that the unemployn~ent 
rate fell prinlarily because of a steep decline in 
the labor force! not because elnploy~uent 
surged. Since rnany observers are convincecl 
that the econoiny is operating at, or beyond, its 
ability to generate output without boosting in- 
flation, such distinctions are regarcled as highly 
relevant to the outlook. 

I'reoccupation with the ebb ancl flow of daily 
economic news tends to obscure policy~nakers' 
longer-term objectives and downplays the prob- 
lems they face along the way. So~ne  people ex- 
pect the Federal Reserve to carefi~lly control 
short-term movements in econon~ic activity and, 
at the sarne time, to elnploy these fluctuations 
to regulate the pace of inflation. Although rnon- 
etary policy 111ay affect real economic activity in 
the short run, it has no ability to nlove real out- 
put systematically along a predetermined 
growth 1~1th. Over tirrle, the average rate of real 
economic growth stems from productivity gains 
and from the amount ancl quality of labor and 
capital employeel in production. 

Sinlilarly, inonetaly policy probably has little 
influence over short-1x111 price-level fluctuations, 
but it plays the cleternlinative role in estahlish- 
ing the inflation trend through control of the 

money supply. The Federal Reserve dicl not es- 
tablish a numerical objective or time path when 
it took strong actions in 1979 ancl 1980 to halt 
the prevailing inflation spiral. It was sufficient 
then to recognize that double-digit inflation mias 
too high ancl had to be stemn~ecl. 

As it happened, the inflation rate fell more 
q~lickly ancl remained lower tha11 the public ini- 
tially expected. By the mid-1980s, the Consun~er 
Price Inclex (CPI) was fluctuating around a trend 
rate of 4.5 percent. Once it became clear that in- 
flation had stabilizecl, the Fed ullclertoolc a pro- 
gram of further elisinflation. Again, there were 
no nu~nerical goals or time frames, but there 
was a puhlic conlmitment to achieve price sta- 
bility (commonly defined as inflation so low 
that it does not affect economic clecisions). 

During the approxirnately 10 years that the 
Federal Reserve has been comrnitted to this 
course, it has both tightened and eased its pol- 
icy stance. It is not liltely that every policy ac- 
tion has been perfect: At tinles steps may have 
been taken too quickly or too late, and some 
rnay have b e e l  either too large or too small. 
Nevertlleless, both inflation ancl inflation expec- 
tations have ~novecl onto a lower track. Since 
1991, the CPI has been hovering around3 per- 
cent, and real output has expandecl in every 
year but one. Capital formation rates have 
strengthened notably, raising hopes of faster 
productivity growth. 

So~ne  economists consider a 3 percent infla- 
tion rate to be close enough for government 
worli, while others think that 0 or 1 percent is 
Inore appropriate. Operating within the narrow 
range of 0 to 3 percent, ancl recognizing that 
some measurement biases are present in all in- 
flation indexes, policylnakers must proceecl 
carefully. However, the experience of the last 
10 years should leave little doubt about the 
Fecleral Reserve's ability to achieve a new, 
lower inflation trend over tirne. Perhaps Inore 
explicit inflation targets will prove useful in 
tlarrowing the price-stability range. 

For the moment, financial ~narkets clo not ap- 
pear to be focused on price stability per se. In- 
stead, they seem more concerned about the 
prospect of inflation breaking out above its 3 
percent trencl. The federal funds futures srxarliets 
ancl the degree of upward slope built into the 
U.S. Treasury yielcl curve clearly reflect the mar- 
ket's view that the Fecleral Rese~ve will tighten 
monetary policy at its September meeting. The 
truth is close at llancl. 
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Monetary Policy 
Percent weekly averages 

I RESERVE MARKET RATES I 

Eifective federal funds rate 

Intended iederal funds rate 

Percent, weekly averaaes 

Percent Percent 

Contract month 

SOURCES: Board of Governors of the Federal Reserve System; the Chicago Board of Trade; and Bank Rate Monitor, various issues 

Since 11s Felx L I , ~  meeting the Feclel- 
.iI Open hl,t~kct Conim~ttee (I'OXIC) 
h,i\ c hewn to rn,tlnt,iln tile Iccle~~il 
fund5 ~,tte ne,u .tn ~ntenclecl le\el of 
5'/i(H) I'lle tiinel\ 1,tte ( the interest 
rate h,tnb\ p,i) o n  o\ ernlght lo,ins 
to c'tch othcl) 15 .in .inclio~ to1 otller 
shot t-te~m I ,tte\ t3etu een June 1995 
.inel Fclx u,~r \ L996 the FOMC I oted 
to Ion er the ~ntencletl f~lncls r'tte in 
t h ~ e e  ~ ~ ~ c r e n ~ c n t s  of 25 I>,i\~s points 
e,lcl~ 7 hc y lelcl o n  one-\ c,lr 'I'I e'ls- 
ur le5 fell ,111out tn o perccnt'tge 

points fro111 its January 1995 peak, 
while the yielcl on the three-rnonth 
7'reasut-y hill clropped to 1~1o\ \ -  5%. 
That these yields h;icl fallen l~c low 
the overnight sate suggesteel an ex- 
pect:ttion of fi~rther Il~ncls-sate cuts. 

E:u.ly this year, however. the one- 
yeiir yielcl changed clirection cluickly 
as m:irliet sentiment revessccl. By 
miclyear, money marliet yieltls im- 
partecl an expectation that the next 
cleliberate policy action would result 
in a funds-sate increase. Such :in es- 
pect:ltion \\-as also evident in the feel 

funds futures market. The inlplicit 
yields on  these instruments in late 
June inclicated an  expectation that 
the funds rate wo~i ld  increase at 
least 25 basis points by early fall. 
As the summer progressed, how- 
ever, the expected trajector-y shiftecl 
out by more than two months. 

Interest rates paid on certificates 
o f  deposit (CDs) :tncl nloney marliet 
cleposit accounts (MMDAs) respond 
sluggishly to marliet conditions. As a 

( c o ~ ~ ~ ~ I ~ L ~ c c I o ~ ~  17extpu~yeJ 
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Monetary Policy (cant,) 
Billions of dollars Billions of dollars 

770 I COMMERCIAL BANK LOANS 530 

B~ll~ons of collars 

'v300 ITHE MI AGGREGATE 

Billions of dollars 

3'950 ITHE M2 AGGREGATE I 

B~ll~ons of collars 
3,300 ITHE MZM  AGGREGATE^ 

a. Growth rates are calculated on a fourth-quarter over fourth-quarter basis. Annualized growth rate for 1996 is calculated on an estimated August over 
1995: IVQ basis. 
b. MZM is an alternative measure of money that includes M2 plus institutional money market mutual funds less small time deposits. 
NOTE: All data are seasonally adjusted. Last plot is estimated for August 1996. Dotted llnes tepresent growth ranges and are for reference only. 
SOURCE: Board of Governors of the Federal R e s e ~ e  System. 

coIlseclLlence. the opporti~nity cost 
of a gi\.en cleposit (typic;ill\- mc2is- 
~ ~ s e c l  as the spseacl I)et\\.cen the in- 
terest I.;lte p;~icl o n  ;I '1're:lsiiry l ~ i l l  
ancl that [xiicl o n  the clcposil) tencls 
to risc :111cl kill n.itli m~irliet Kites. 

Conimercial I~anli loxn gro\\-tll 
has slo\vetl in recent months. News- 
theless. both consumer nncl com- 
~nerci;il anel inclusirial creclit con- 
tinue to csp:lncl :lt :i rnoclcl-ate pace. 
lVitll lesscnecl creclit clem:incls. I~anlis 
:Ire c~nliliely to I.;iise clcposit Kites 
(l~iclil \ .  in response to a firming in 

rnarliet conclitions. Any risc in 017- 

porti111ity cost woi~lcl psol~:il~ly in- 
cli~ce a fiirther slo\vclon.n in the 
nionetary aggregates. - .  I he rcsponse ol rnonej- grot\-th to 
interest-sate c1i;lnges typi~illy occurs 
\\.ith ;I lag. Indeecl, h1L gro\vth 
slo\\.ecl in the second clilarter onl). 
after tile effects of the pse\-ious rate 
reductions \vore off. The :Lggrcg:lte 
zi[~~x;~ssto he sesj~o~iding more con- 
sistent[). wit11 its historical p;kttesn, 
afier heha\.ing :~ty[)ic:ilIy in the early 
1990s. Fcclerc~l Reserve Chais~nan 

Alan Greenspan notecl in his recent 
Congressio~~:~l tcstirnon!. tllal the re- 
lationsilip linking 312, to its opportu- 
nity cost h~is ',reasserted itself." 

hll contirlcles t o  f:~ll. I t  is n-iclely 
~inderstootl that \\.ealiness in this 
;~ggreg:ite is largely relatecl to 111c 
implementatio~i of s\\.eep accounts, 
n.hicli ;~utomaticall\. transfer funcls 
fro111 otlier checlial7le cleposils 
(OCIls) to VIh~lI)As. \\.lien I7:ilances 
allo\\.. It is helie\.ecl that &I I n.oi~l<i 
I7e increasing uwe it not for the pro- 
life~ltion of st\.eep accollnrs. 

( C O I ~ / ~ I ~ I [ L Y /  oti  I I O S I ~ > L I ~ C )  
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Monetary Policy (cont.) 

Percent cl ian~e, annual rate 
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a. Handy and Harman base price, New York. 
b. Survey of Professional Forecasters, Federal Reserve Bank of Philadelphia. 
c. Horizontal lines represent trends. 
SOURCES: DRI/McG~~w-HI~I;  the Federal Reserve Bank of Philadelphia: and the Federal Reserve Bank of Cleveland. 

GOLD PRICES~  

- 

The hl%!~I me:isLlrc o f  inone)- com- 
prises inststlmenls that I1al.e zero 
matusit). ancl Ilence ;u.c reclecrn;tl>le 
:tt par o n  clemanci. liecailsc tllis :ig- 
gregate inclucles I>oth OC1)s anel 
hIPII3As. it is i rn~n~ine  to the efkcts 
of su.ee[> ;tccoLints. hIZM gro\\.th 
has mocleratecl from its r:ipicl pace 
earlier this )-ear. 'l'he recent moclcst 
increase in m;irkcl interest rates is 
expected to slo.i\. MZAlI's pace even 
fustlier. 

Since early 1991. core inl1;ttion (as 
rnezts~~recl 1>v the mecli~un C1'1) 112s 

I~cen  in the neighI>orhoocl o f  3x1. 
Iktcing signs of inflatio~xuy pressures 
in e~irly 1994. the FOW'LC: heacled 
off '  the threat \vith a series o f  ;ictions 
that iiiiti;illy lecl to a periocl of rising 
interest sates 2tncl sion.ing money 
gro\\~tIl. 

As inflationrrl-y pressures s~lbsiclecl 
in 1995, the I'OMC took actions that 
lecl to falling interest sates. The series 
of luncls-sate reductions, altllo~lgh 
inclucing an accelesation in money 
growth. were modest. Consecl~~cntly. 
neither h12 nor PlZbl growth h:ts 
l>ersistecl at excessive rates. 

The price of' golcl Ilas historically 
heen one of the most sensitive incli- 
cators of' inflation. Altho~lgh golcl es- 
ceedetl 3400 per oillice in FeI>l.i~;i~-y, 
its price has receclecl sul~stanti~tlly 
since then. suggesting that inllation 
fe:irs are containeel. I\/loreo\.es, SLIS- 

vey clnt;t on inflation expectations 
corrol>orate a st:il~le outlooli for the 
price level. This stal~ility. however, 
hinges o1-1 tile I~elief that the FOMC 
\i:ill act sn-iftly to heacl off :my po- 
tential f'or accelerating inflation. 
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Percent weekly averdges 

7 5 

Percent weekly averages 

1 CAPITAL MARKET RATES I 

a. All instruments are constant-maturlty series. 
b. Estimate of the yleld on a recently offered. A-rated utility bond with a maturity of 30 years and call protection of five years. 
c. Bond Buyer Index, general obligation. 20 years to maturity, m~xed quality. 
d. The real interest rate and expected inflation rate are from the Survey of Professional Forecasters and are calculated using the 30-day T-bill rate. 
SOURCES: Board of Governors of the Federal Reserve System; the Federal Reserve Bank of Philadelphia. Survey of Professional Forecasters; and The Wall 
Street Journal, various issues. 

After lia\.ing spent niost of' Aiigrist :it 

loxver le\.els. the yieicl cui-1.c lias re- 
cently shiftecl u p  to \vilere i t  stoocl 
at t h e  encl of Iril!.. 7'he j-),e:ir, 3- 
~ t i o n t h  spreacl ;inel tile I O->.e:is. 3- 
rtlonth sprc;~cl 1l;rx.e l>otli \viclcnecl 
slightl>.. moving to I IS :inel 10 1 I,, CISIS .' . points. still \\.ell :iI)o\.e ilieir 

30-year a\.er;iges o f  SO zinc1 120. 
Capit;ll 11l:irket Kites 11m.e also fill- 

lo~v-eel this pattern. I X I ~  n.llile 30-year. . . I t eas i~r ies  ancl mr~nicipal I>oncls 
11:tve movecl n.itllin one  Ix~sis point 
o f  thcir Jr11). \ Y I ~ L I ~ S .  inortgagc sates 
hztve 1101 kept pzice. I.tiiil!. rates 
i1:1vc ~no\.eci a l ~ o \ - e  mortgage rates 

li)r tile first tiille since the .i\.celi encl- 
ing Jr~l). 5. 

Interest rates are  L I S L I ~ ~ ~ ) .  clr~otecl 
in nominal terms, h t  it is sometimes 
Ixtter to  iooli at them f'rom ;I se;rl. or 
inflzition-:icijr~std pefipecti\.e. Infla- 
tion acljustments come in two 
s1i:ipes After :I I,oncl has rn:itr~recl. 
its return can h e  aclj~lstecl e s  post for 
the inflation that ;ict~iall!. occrisreci. 
I'rior to inatrisity, a I~ond ' s  ).ielcl can 
I)e adjusteci e x  ante for espectecl in- 
flation. l 'ile I~ottoni chart silo\vs one  
sr~cil e s  ante  acljustnlent tll;it :LC- 
counts For the risk of inflation ancl 
tile correlation between inflation 

:uicl real interest sates. 
Since tile Ixginning ol' last year. 

rc;il rates li;i\.e ax.eragecl :irounci 2'ib. 
rising from negative le\-cis in early 
1991t to niose than j(!/i! in tile first li:\x- 
nionths of' 1 9 5 .  Expected inflation 
rates ha\.e slio\\.n a siniil:i~- tine\-en 
clecline. edging clown f r o n ~  2.7%1 in 
Pel,sl~xry 1995 to jrist I)elo\v 2..'r("i! 
last month. 'l'liese mo\-ements seem 
sel~iti\.ei). minor co11ipa1-ecl to  tile 
1:isge shifts of tile early 19SOs. \\-hen 
the SO-cia). 'I'-bill \vent al,o\-e 15'% 
ancl re211 Kites c l ro~~l~cc l  11). more tllztn 
?'!dl in less th:in a )-ear. 
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Inflation and Prices 

I July Price Statistics I 
Annualized ~ e r c e n t  I 

change, last: 1995 1 
I mo. 7 mo. 12 mo. 5 yr. avg. 

Consumer Prices - I  
All items 3.1 3.5 2.9 2.9 2.6 

Less food 
and energy 3.7 3.0 2.7 3.1 3.0 

Mediana 4.2 3.1 3.0 3.1 3.2 

Producer Prices 

Finished goods -0.2 2.0 2.6 1.6 2.1 

Less food 
and energy 0.4 0.7 1.5 1.6 2.6 

Commodity futures 
pricesb -16.7 1 .I 5.8 3.3 5.4 

Perceni of forecasts 

12-month percent change 

3 8  1 TRENDS IN THE CPI I 

Diflusioii index, iiet percent rising 

 PURCHASING MANAGERS' PRICE SURVEY 

Annualized perceni change 

a. Calculated by the Federal Reserve Bank of Cleveland. 
b. As measured by the KR-CRB composite futures index, all commodities. Data reprinted with permission of the Commodity Research Bureau, a Knight-Ridder 
Business Information Service. 
c. Upper and lower bounds for CPI inflation path as implied by the central tendency growth ranges issued by the FOMC and nonvoting Reserve Bank presidents. 
d. Forecast of the Blue Chip panel of economists. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; the Federal Reserve Bank of Cleveland; National Assoc~at~on of Pu~chasing Management; the 
Commodity Research Bureau; and Blue Chip Economic indicators, January 16 and August 10, 1996. 

t\fter dropping sharpl?. in , i t~ne .  rc- 
tail pr ices  r e s ~ i ~ i l ~ c l  the  strong up- 
\v\larcl trend th:~t I)eg:in 1:ist [)CCCITI- 
11er. T h e  C o n s ~ ~ m c r  I'rice Incles 
(CPI) increaseel at ;in ;inn~ializctl 
rate o f  3. 1'!i1 in JLI~!., :inti has risen 
3.5% since the  l ,egi~lni~ig of the 
year, almost a pcxscent;rge point 
highcr tlian 1')C)i's :i\.cxige incre:ise. 
The  core iiiflation intliraiors i ~ ~ o \ , e c l  
LII) e v e n  1i1o1-c in JLII).: +l'hc mccli:~n 
Cl'l, ;inel the Ct'l esclucling foocl 
:inel energ).. rose a n  aili1~1:11 izccl 
.4.2M1 and 3.70/11. respecti\.ei>.. 

\\iliilc the current 12-montii trcncl 
in the CI'1 is ;I bit below the central 
tericlency range projecteel 11). the  
f:ecler;il O p e n  i\farket Conimittee 
(FOSIC) for 1996, year-to-elate esti- 
mates s ~ ~ g g e s t  that C1'1 gro\v~Ii for 
the reniaincler of the  year l-nilst avcr- 
age  slightly less than 3% if the incles 
is to stay \vithin the lipper. bouricl o f  
thxt 131-ojcction. For 1997, tile I;OhllC 
sees ret:iil price incre:ises sio\\'ing to 
less t11:un 3(X). The Blue Chip projec- 
tions fol- the  CPI a re  not  m:iteri:ill}. 
tlifferent. For 1997, roughl). two- 

thircls of tlie economists surveyecl 
see  the i n c h  i~lcreasing ;iround j%). 

T h e  responclents \v-lio anticipate 
r n ~ ~ c h  liigher. c)r lo\ver, inflation 
n t e s  :ippe:ir t o  Ile el-enly- l>:il:incccl 
anel ten- in number. 

1ie~x)rtsfrom incl~lstry cou t in~le  to  
s I ~ o \ v  mucli less infi:ltiona~-y pres- 
sure t h i n  \\-:ls notecl zit the  retail 
level. Y-e'c:lr to  ciate, the  l- 'rocl~~cer 
I'ricc Incics (PI'I) hns risen :~t  an an- 
ni~alizccl Kite of only 3.0%1. ancl 
much o f  that ~i11\i.:ird cl i~nl)  h:is 

/co1lli~7rlec/ oil i ~ c ~ l p ~ ~ g c )  
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Inflation and Prices (cont.) 
Number oi countries 

l3  IINFLATION IN OECD COUNTRIES I 

Average annual inllat~on, percent 

Annual percent change 

Annual percent change 

) INFLATION IN SELECTED EUROPEAN COUNTRIES 1 

SOURCE: Organisation for Economic Co-operation and Development (OECD), Main Economic Indicators, January 1986 through May 1996. 

come from energy commoclities. Ex- 
cluding foocl ancl energy. tlle 1'1'1 is 
up  less than l(>O this \.ear. Intlustrial 
p ~ ~ r d i a s i n g  n1an:lgei.s :tre a l ~ o ~ ~ t  
evenl). cliviclecl l>et\\.ecn tilose 011- 
serving price i~icre:lses :lilt1 those 
noting price cleclines. 

Compared \\.it11 other nations, the 
IJ.S. inflation perforrn:u~~ce has been 
aI>o~lt average in recent years. In the 
past fi\.e years, the :t\.er.age U.S. in- 
flation rate has been j ~ ~ s t  l>elo\v the 
3(2/i, 111ark. 01' 25 countries 1)elonging 
to the 0rganis:ition lor Economic 
Co-oper;~tion ancl 1)evelopment 
(OECI)). nine hacl Ixtter inf1:ltion 

recorcls over the 1991-9 5 periocl. 12 
were similar or slightly higher. and 
only four were substantially n-orse. . . I his is a marl<ecl clifferencc from the 
late 1930s ancl reflects a strong clisin- 
flationary sentiment among a grow- 
ing n~lrnl~er  of nations. 

111 Europe, Inany major countries 
have lowerecl their inflation rates to 
3% or less-for some, nezuly :L 50% 
recluction over the last dec:lcle. I'art 
of this improvement can probably 
be ticcl to the "convergence criteria" 
imposed lhy the European Monetary 
LJnion. Even nations that tenclecl to 
suffer from persistent cloul~le-cligit 

infl:ltion in the 19HOs, such :IS I-'ortu- 
g d .  Greece, ancl Iceland, have heen 
able to engineer ciramatic improve- 
ments in their inflation rates this 
c1ec;lcle. Mexico appe:~recl to be (ol- 
lowing sucli a path, :~lthough a 
sharp cle~11~1:ltion o f  the peso in Ile- 
ceml~er 1994 reverseel this trencl. . . I lie clisinf1ation:lry trcncl arouncl 
mucli of the \vorld has, in some 
cxses. been s~~pportecl  hy legislatccl 
commitments for cen t~11  l>anl<s to 
achie1.e specifiecl i11fl;ltion targets. 
Four sc~cli nations-Pe\v %e:ll:ind. 
Sn-eclen, the IJ.I<., zinc1 Canacl:1- 
have recently I,rouglit their inf1:~tion 
rates clotvn to 2%) or less per year. 
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Economic Activig 

Real GBP and Components, '1996:llQa 
(Preliminary estimate, s.a.axb) 

change, Percent change, last: 
billions Four 
of 1992 $ Quarter quarters 

Real GDP 80.2 4.8 2.7 
Consumer spending 39.0 3.4 2.6 
Durables 16.9 11.8 6.9 
Nondurables 5.9 1.7 1.3 
Services 16.5 2.5 2.3 

Business fixed 
investment 7.4 4.0 5.7 
Equipment 8.2 6.0 6.5 
Structures -0.5 -1.1 3.4 

Residential investment 10.2 15.9 9.7 
Government spendlng 25.1 8.2 1.2 
National defense 8.6 11.5 -1.5 

Net exports -1 1.2 - - 
Exports 9.5 4.8 6.9 
Imports 20.7 9.4 5.3 

Change in busmess 
~nventor~es 10.2 - - 

Percent change iron- corresponding month oi previous year I PERSONAL INCOME AND SPENDING TRENDSa 

- Real d~sposable 
personal income I \ 

Percent change from preceding quarter, ~ . a . a . r . ~  

5'5 [ GDP AND BLUE CHIP FORECAST 1 

a. Chain-weighted data in 1992 dollars, seasonally adjusted. 
b. Seasonally adjusted annual rate. 
c. Seasonally adjusted. 
SOURCES: U.S. Department of Commerce. Bureau of the Census and Bureau of Economic Analysis: and Blue Chip Economic Indicators, August 10,1996 

'The (;ominercc I)el~artmenr in- 
creasccl its seconcl-c1~i:istcr CrllI' esti- 
nlate 111. S9.4 l>illion. lifting tlic ~[u:II-- 

terly gro\\-tli n t e  from 4.2% to .t.S?/ci. 
Up\~~\;;~rcI acljiistn~ents to Ix~siness 
fixed in\-estment :incl go\.erntnent 
spcncling. ancl a clo\\~n\\~:~rcl se- 
:ippr:~is:il of inlports. clo~ninatcd the 
revisions. Tlie Ilepartment :ilso low- 
creel its estimates of consumes 
slxmcling :i~id the rate : ~ t  \\.hiell I~~is i -  
nesses acldecl to their in\.entorics. 

'f'he seconcl-cliiaster gron.th Kite 

marlteclly better than the 2.0% 
1x)stccI in tlic first three mo~i ths  of 
r h c  ).ear. Much of the irnpro\.elnent 
resulteel frorn a rebuilcling of ziuto- 
~nohile inventories, government 
spending :it all levels, cons~imer 
spending on durables, and invest- 
ment in resiclential structures. 

>lost economists d o  not see the 
seconcl-cliiarter growth spilrt contin- 
uing. 'l'hose responding to the 131ue 
Chip survey, for example, expect 
the ecoilomy to expa~ ld  approxi- 
rn;itely 2.OO/ir in the thircl clilarter, 

l.l"/i, in the final cluarten ancl 1.9%) in 
1997. Accorcling to Inany econo- 
mists. a long-term growth [.ate of 2(% 
(or slightly klster) is consistent with 
trencls in U.S. investriient. work 
hoilrs. :lncl productivity over the last 
cleczicle or so. 

He\;;il pesx)~x" cconsc~rnption spencl- 
ing increaseel zipproximatel). 2%) in 
June anel July on a year-over-year 
fxisis, slon.ing from a 2.60/1 average 
clip over tlic first five months of the 

fcoirtir~~ied 0 1 2  i1cJ.x/ / ) L I ~ c ~ )  
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Economic Activiy (cont.) 
Index, 1987 = 1 

Percent 
l 4  1 NONRESIDENTIAL FIXED INVESTMENT AS 1 

U.S. Housing lndicatorsa 

July Percent change since 
1996 level, June JUIY 
thousands 1996~ 1995 

Housing starts, 
total 1,455 -1.3 0.3 

Housing starts, 
single unit 1,133 -5.7 0.7 

Permits, 
total 1,457 3.0 7.3 

Permits, 
single unit 1,073 -1.1 5.5 

New homes sold, 
single unit 783 7.9 0.1 

Existing homes sold, 
s~ngle unit 4,140 -0.5 4.3 

a. Seasonally adjusted. 
b. Not annualized. 
c. Chain-weighted data in 1992 dollars. seasonally adjusted. 
d. Includes inventory valuation and capital consumption adjustment. 
e. Excludes inventory vali~ation and capital consumption adjustment. 
SOURCES: U.S. Department of Commerce. Bureau of the Census and Bureau of Economic Analysis; Board of Governors of the Federal ReSe~e  System; and 
the National Association of Realtors. 

)-ear. Re~tl clisposal>lc income gro\\-th 
continiles to hole1 ste;lciy near YK. 
The cliflerence i7etween consump- 
tion ancl income gro\\.th silggesls 
that consumers ma). he aLteml,ting to 
2ttlj~lst tlleir clel,t positions. 

In\-entories \\.ere also \\.e;~ker tllan 
cxpec.tecl in June. hut in\-entor!.-to- 
sales ~ t t i o s  looliecl f ; lvo~~l, le  zit :tII 

icvcls. Retailers n w e  holeling only 
1.49 montlis' \\-orth o f  stocl\: in June. 
:tnd mxnul~~ctill~er:.;' iil\.cntoi-).-to- 
stlipnlcnts ratio reacheel a lo\\. of I .59 
in July. F~~rt l ler  in\.entor). trilnniing is 

~lnliliel\.; in fact, Illany economists 
:Ire expecting some rel,uilcling. 

Althoi~gh housing starts fell 1.3?4 
in July. tot;tl starts remaineel at a 
rcspcct:~t~lc 1.46 million units anci 
1)eniiits incre;tsed. Sales of ne\\- ancl 
existing homes in recent montlis 
suggest some moclerate slacl ieni~~g 
in elemanel. but consumer :~ttituclcs 
a1,out llome buying :tre holding 
steaclj.. 

IJ~lsiness fixed investment has ac- 
coilntecl for 10.()(% of Gf31' this  ye:^^; 

the highest sh:tre since at Ic:~st 1980. 

hlucii of this investment ~.eflects ac- 
quisition of information ccjuip~nent, 
inainl!; c o ~ i i p ~ ~ t e r s .  In \~cs t~nent  in 
I,usir~css s t r i~c t~~res  has slo\vecl since 
the e:trl). 1980s. 

1)espite slackening in the seconcl 
c1u:~ter. :tfter-tax corporate profits 
li:t\-e clemonsti.atecl rcl:ttively strong 
grorvth o\.er the last ).car. Corpor.ate 
cash l'lo\v, u.Iiic.11 exerts ;I stronger. 
inf'lilence on ne:tr-term in\.estment 
civcisions. has shonm e\.en higiie~. 
gron.th. 
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Consumer Bankruptcies 
Thousands o i  iilings per quarter Percent of loans outstanding 

260 U.S. BANKRUPTCIES AND DELINQUENCIES 
1 5  

240 - 4 

220 - 3 

200 - 2 
loan 

less 

Thousands of iilings per quarter Percent of loans outstand~ng 
15 5 

13 4 

11 3 

9 2 

7 1 

a. Based on the "summary of accounts (closed-end only)" data reported in the American Bankers Association's Consumer Credit Delinquency Bulletin. 
SOURCES: American Bankruptcy Institute; American Bankers Association, Consumer Credit Delinquency Bulletin; and Mortgage Bankers Assoc~ation of 
America, National Del~nquency Survey. 

Miicln attention hns [wen gi\.en to 
the recent rise in I>anl<ri~l~tcies. In- 
cleed, in the first cluarter of this 
y e w  there \yere 252.761 person;~l 
l>anltriiptc)- filings in the I; .S. .  the 
highest cluarterly posting in liistor\. 
and a n  incr-e:ise of 27').;1 since 
199j:IQ. I1ersorr:~l I,anliruptcics in 
Ohio hzi\.c mirrorecl nation211 tscncls, 
:~lthough Ohio's current Ic\-els are 
still suhst:~ntially l>elo\x- the high oS 
11 ,326 filecl cl~iring the secoricl 
qi~zirter of 1991. 

I>cspite these recent concerns. 
consilmer delincluencies o11 1,otll in- 
stallment loatns ancl credit c:ircl clel,t 
h;i\.e I>ecn falling since the hegin- 
~i ing of the year. While sue11 casing 
might foresll:lclo\v :I reduction in the 
ni~mt,er of consumer banlir~iptcies 
througll the encl of the yean many fi- 
niinciai institutions are reporting 2111 

increase in the number of "surprise 
lx~nlir~iptcies." or banltruptc). filings 
\vitl~ n o  prior clelincluencies. 'I'il~is. 

rnzin). :tnalysts reinain cautious 
ni>oi~t the 0iitl001i for 1 Ilc future. 

hfortgage clelinquencies have also 
risen in the I.r.S. over the last year. 
from 2.3 1% o f  a11 con\-entional 11nort- 
gages o~itst:tncling in June I995 to 
2.h7?6 i in June 1996. The highest 
clelincli~elicy rates zip1x;u to he in 
thc South :mcl East, ~vhi le  those in 
tllc blicl\\.est, the Great 1'1:iitns. 2nd 
the $~Io~int:iin st:ltes gener:llly re.n:lin 
l)elo\\. E.5?41. 

http://clevelandfed.org/research/trends
September 1996

Best available copy



Change, thousands of  worker^'^ 
600 

-200 
1990 1991 1992 1993 1994 1995 1996 IIQ June July Aug. 

lo  dale 1996 

Percent Percent 
61 5 8 5 I LABOR MARKET INDICATORS"~~ : 

a. Seasonally adjusted. 
b. Vertical line indicates break in data series due to survey redesign. 
SOURCE: U.S. Department of Labor, Bureau of Labor Statistics. 

I Labor Market Conditionsa 
Average monthly change 
(thousands of employees) 

1995 1996 
Year 110 June July August 

Payroll employment 
Goods-produc~ng 
Manufacturing 
Construction 

Service-producing 
Services 
Retail trade 

Government 
Local 

Household 
employment 

Average for period 

Civilian unem~lovment 
G ' 

rate (%) 5.6 5.4 5.3 5.4 5.1 

Co~ltinc~ing this ).e:u's string of srrong 
lal)or marltet reports. August i)ro~~glit 
250,000 net neu. jolx ancl a drop in 
uneniployment to a seven-year lo\v 
of 5. I%,. This ~~nemployrncnt mte re- 
flects adj~~stments to the household 
survey methods. stastecl in Janur~l-). 
1994. that rvere espectecl to raise tile 
rneas~~recl r~nemployrnent rate 21s 
mucll as 0.5%). If t l~esc  acljustmcnts 
are taken into accoil~it. u.e ]lave to 
looli Ixtcli to e;lrl~. 1973 to finel :111 

eclu:~lly low? (4.6%) joldess rxte. 
Imploy~nent growth \\.as wicle- 

spreacl, with rnost narronriy clelinecl 
incli~stries repo~ling increases. Strong 
gains in 1)oth manufact~~ring and 
local g o ~ ~ r n ~ i ~ e n t  employment were 
p:irtIl. due to ~~naccustomeci sen- 
son:il pxtterns: the return of manu- 
klrturing ~vorkers fro111 unusu:llly 
long v:ication clowntirnes, along with 
exlier  starting dates for schools. 
;\;c>ither of these factors can esplain 
a\\.;ly A ~ ~ g ~ l s t ' s  strong employinent 

sliowing, i x ~ t  they may dampen jolx 
growth in the comiilg months. 

L\lthough the unemployment s:ttc 
is onr  ofthe most carefully compileci 
1:ibor statistics. it  cloes not allow us 
lo ill-a\\. inferences ~11,out the effects 
of unemployme~~t on worliers' xvcll- 
being. II turns o ~ ~ t  th:lt 111:111y .'unem- 
ployeel" n-orliers lvere not firecl or  
1:lici om: 55% >ire nen. entrants, re- 
entrants, :incl \\.orkers n.ho volunt;~r- 
ily left their- jolx. 

( c o i r t i ~ l ~ r e c /  012 IIC.Y/[)L!S~) 
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Labor Markets (cant.) 

REASON FOR JOB LOSS, FEBRUARY 1996 

administrative support 

65 70 75 ao 
Percent oi total re-employed 

Teciinical, sales. and 

00 0.5 1.0 15 2.0 2.5 3.0 3.5 4.0 45 5.0 
Approxin~ate displacement ratea 

Percent of Iota1 re-employed 

30 IMPACT OF DISPLACEMENT ON FORMERLY FULL-TIME 
WAGE AND SALARY WORKERS I 

Earnings change for viorkers 
re-employed full time 

Change in work status 

(2056 ?20% 120% 22096 Self- Pail-time 
~ecrease increase employed 

a. Total workers displaced between January 1993 and December 1995 as a percentage of total workers employed in July 1994. 
NOTE: All data refer to workers with three or more years of tenure who were displaced between January 1993 and December 1995. Data are not 
seasonally adjusted. 
SOURCE: U.S. De~artment of Labor, Bureau of Labor Statistics. 

L;ticl-off' \ \ - o ~ l i ~ ~ . s  ;Ire fiirt~ier stucl- 
iccl in the t<I.S's I>isl,l:~c~ecl \Vorlicrs 
Sur-vcy. I\-hicli :tslis :ll)o~it :In! jot, 
loss in tlic' pre\.ioiis three ).e;ir,s. Lo- 
cnsing on the ef'li.cts of iol7lessncss 
:tncl cl:irif>.irlg i:Iic i~i icr i iplo~\~mm 
piitterns tii:ll Ii:t\.e lee1 to sson.ing 
reportwof jol~ insec~~rity. :\i)oiit 11:tlf 
o f  clis[,l:icecl \\-orlicl.s \\.ere let go 
~vhile their pl:int or site continiiccl 
to fclnction. inclic:ltiiig th:tt t:ir.getccl 
1:iyoffs are ail irii~~ost;int soi1sc.e of 
clisplaccrnent. 

O\-es tirne. white-collar occ~ip:i- 
tiolis 1l:il.e come to account for :t 

sigriificar~t cIiunl< of layoffs. In the 
sur-\-ey's early years (1079-93). re- 
cessions pi~sliecl the overall clis- 
pl:icenlent Kite up to 8. j(H1. 11crt left 
nixnagers ancl professiorlal spcc,i:tl- 
ties relatively ~rnsc;~thecl (-i .- i(!O). 
\\.bile 11lue-collar specialties' rates 
\\-er-e \\-cll into double cligits. 

Re-er~i~)loyriient rates arc as impor- 
tarit as c1ispl:tcernent I'ates, :inel tllc 

1996 \LILT ek \lie\\ s '1 \ rt'tl ecc)rio~ii) It 
repor ts the iirgliest re-ernplo) ment 
r,ite\ since the siir\e) I~eg,tn .tncl 
\lio~~ltl co~iiloi t 1,lrcl-off nor hers, 
~ . I I  trc L I ~ , I I  I \  tlio\e 111 the rr101e sl\rllccl 
I~lue- .tncl \\ 1i1i:c-coll,tr occiij~~~trons 
On .t\ cr,tge r c-eri~plo) eel I\ or her 
contrliiie lo lose 'tgex. 1 1 ~ 1 1  the I,it- 
cst cl,lt,i \hov th'tt tlicrr ch,tnce\ of ,I 
\\ .lgc incr c,t\e ne,ul) ecju,tl tlio\e of 
.I \\ .lge ~ctli~ctron 
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Skills and Unemployment 
Percent of total 

l5  EDUCATION OF UNEMPLOYED AND EMPLOYED WORKERS I 
Unemployed 

61 Employed 

No high High school Some college Baclielors Postgraduate 
school dipionla diplonia degree degree 

Perceni of iolal 
35 

30 

25 

20 

15 

10 

5 

Percent of total 
1 8  

Executives, Proiessional Technicians Sales Administrative Services Machine Production, Transportation, Handlers, Farming, 
managers specialty support operaiors, craft, repair inaierial cleaners, forestry. 

inspectors. rnovirlg helpers, fishing 
asseniblers laborers 

NOTE: Employed refers to full-time workers as def~ned by the Bureau of Labor Statistics. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; U.S. Department of Commerce, Bureau of the Census; atid the Federal Reserve Bank of 
Cleveland. 

\~~l lel l  tl11111\11lg ' i1)O~it  I'i1,Ol lll'11l\et 
1x)lrc tes for ~ecliicrng i incr~i l~lo~ - 

mcnt rt  15 rrnpoit,int to con\~cier 
\\ l ~ l t  s1\111s the pool ol 1ol)less pco- 
ple po\\e\\ \Iorc spec~lrc '1111 lieu 
tlo tllerr s1\111s corllp'lie n rth tho\c 
ot the erilplo\ ecl) 

h1l,uc 11 1992 \\ ,is .I per locl of Iirgh 
i~nerliplo\ inent \\ lien r ouglll\ 9 7 

111l1lt011 ~'.tl~ellcLills \I ere Oltt  of I\ Oil\ 

'ltlc~ '1llOlit 93 l111l l10 l1  ll'lel llill-tii11e 
101,s I lle c I i ,~ r t \  <il>o\ e use three 
I)loclcl 111C'i\llle\ to C0111[>'IlC tile 

\ l , r i l \  ol 1,coplc n 110 mere unern- 
plo\ecl t h ~ t  tnonth wit11 the \I \ t11 \  ol 
full-tirile n or b c ~ s  ctluc,~tron .lge 
( \ \  Iircli  15 stiongl) ~orrel~~tecl rth 
I\ or I\ e\1xrrcn~e), 1i11d ~ C C L I ~ ~ I ~ I O I I  

4ltliocig11 people \\~thout .I Iiigh- 
scliool cl~~>Iorii~i rnacle up o111\ 1 1 S0cr 
ol full-trme \\ orberi, the) .~ccoiintccl 
lor o x  cr jOiYo of the urlemplo! ecl In 
contr ,I\[. college gr.~clu,~tes lor rnecl 
LO 5"O ol tlie cmplo) etl, bcit on11 9"/o 
of the jo1,less 

Lotrc c,il>lc. clifferencc\ \\ eic ,11so 
tot~ncl in the .~gcs ol tlic t\\ o grocipi 
I ho\e L oiinger tIl,~n 25 m,~dc tip 
,111ont 10(lo of the crnl>lo~ eel I x i t  

28 Se'o of the iincn~plo\ eel In conl- 
p,~r lion pc.olde in tlicu lxrrne \\ oi I\- 
tng \e,iis (35 tiirotrgll 54) foimccl 
.iho~tt I O ~ ' O  01 the ftt11) emploj ecl. 
ixit onl\ .~roiincl 3 kc).;] ot the uncnl- 
[>lo\ eel Lot 5111 [>I rsi11g1\. )ol>le\\ 
people tcnciecl to Ilc otinger ,inti 

le\\ ecliic,~tecl tl1'1n tIio\e n 01 l\rng 
f i t 1 1  time 

~ C O / I I I I ~ ~ / ~ ' L I  Oil IIC?Yi p l < q ~ )  
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C Q B a e e  0 1 6 B  

Skills and Unemployment (cont.) 
Perceni oi unemployed v~i i i i in caiegory Percent of unemployed within category 

70 /LONG-TERM UNEMPLOYMENT, BY EDUCATION 70 ILONG-TERM UNEMPLOYMENT, BY AGE 

No liiah Hioh school Some colleue Bachelor's Posiuraduate 
school diiloma &plorna degree degree 

Percent oi unemployed viiihin category 

Executives. Proiessional Technicians Sales Administrative Services Production, Machine Transporiation, Handlers, Farming, 
managers specialty support craft, repair operaiors, material cleaners, forestry, 

inspectors, fnoving helpers, i ishlng 
assemblers laborers 

NOTE: Long-term tinemployment is def~ned as 13 weeks or more of continuous unemployment. All data are for March 1992. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statlstlcs; U.S. Department of Commerce. Bureau of the Census; and the Federal Reserve Bank 
of Cleveland. 

IAool\irig '11 o c c u p , ~ t ~ o n \  \ \ c  f~ncl 
\c\ er'il tIi,it coiiiplr\c .I r n ~ ~ c l i  I,irge~ 
sh'lic ol tlic ~ ~ n e i i i p l o \  eel tIi,ln of 
t h e  emplo\ eel 1 oi e\,iriiplc I1,in- 
cller s cclLiiplncnr c le,inei \ llelpci s 
,mcl I,lhoier\ .icco~lntccl lor or11\ 1 S('0 
of emplo\  eel \\ or l,c.~\ I~iit  9 t'?41 ol 
the  ~ineml,lo\ eel 1h1\ 15 con\l\rcnt 
\\ ILII the rc1,111\ el\ Iiigli lol)le\\ I'I[C\ 

e \pei~uicc.cl  I ) \  p ~ ~ ) p l c  in nl,tn\ 
lo\\ -sl\~llccl ot  cup,ition\ In conir ,i\t. 
cxecu t l \ e \  ni,in,igeii .inel piole\- 
sionnli .~rcoilntecI fol 8 ( ? 4 1  of full- 
trme \! or l \ c ~  \ I)ut le\\ th,in 10(40 of 
the uncnil,lo\ eel 

, \ l ,~n\ ol)\cr\ e r i  con\icler unem- 
plo\ iiient to IIe especrCill) pi ol)lern- 
.itic foi those \\ lio g o  1o1 long y ~ e l l s  
\\ itliont ,I lol,. \o rt 1s iriteleit~ng to 
\ ee  \\ l i , ~ t  \ll,lrc of the ~ ine inp lo \  eel 
Ii,i\e hecn o ~ r t  of \\ollr lor .in ox- 
rcnclccl 1 x 1  iocl ,mcl ho\\ 11115 peicent- 
'igc cl~fler\ . ic~o\ \  group\ n ~ t h  ell\ er- 
gent \I\111\ 

I.ool\~~ig . ~ t  ccliic,~tron. \ \ e  hncl tli'lt 
tlic f i ' i r  tloli \\ h o  hrid espe i~encec l  
long-tci in ~ ~ n c m p l o )  ment genei.111) 
lnc ic,i\ecI I\ 1i11 ille le\ el of cd~ic,i- 
tion 5i11111,111\ olcle~ g ~ o ~ i p \  I~ ic l  ,I 
I,irger I IVI  ~ e ~ l t ' i g e  of l o n g - t e ~  ni un-  

en ip lo)  c ~ l  tli'ln clicl 1 oungci on?\  
I i~rnlng to occiip,ttlon\ \ \ e  ~ C C  i11~1t 

e\eccltr\ e \  m,in,igcr 5 'incl p io le \ -  
\ lOll ' l I \  Il'lcl lel'ltl\ el\  l11gl1 ILl1?\ of 
long-lei ni ~incniplo\ mcnt cori ip .~~ eel 
to  thaw In the \e l \  ice occup,ltion\ 
.inel s,ile\ 

In s ~ i ~ i i .  lol~lc\ i  people tenclccl t o  
Ile \ oungci , ~ n d  II,I\ c le\\ \cilool~ng 
th,un f ~ ~ l l - t ~ ~ l i c ~  \\ or l\el\ F Io\\ el el, the 
\ ocingel lei\-ccli~c,itecl iinern11lo\ eel 
.ilso tcnclccl to Ilc o c ~ t  ol n or I\ f o r  ,i 
s h o ~  ter iinlc. tli'in thclr olcler mor c, 
ccli~c~ltccl coutitei 11'1r t \  
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Regional Conditions 

Metropolitan Area Employment Growth 
Estimates, 1 993-2005a 

Percent change 

Cinc~nnati 19 

Cleveland-Lorain-Elyria 9 

Columbus 23 

Mansf~eld 9 

Pittsburgh 13 

Steubenville-Weirton 4 

Wheeling 5 

U.S. average 

OHIO EMPLOYMENT BY INDUSTRY, 1994 I 

-15 -10 -5 0 5 10 15 20 25 30 35 
Percent change 

a. Est~mates for 2005 are from the Commerce Department's Survey of Current Business, June 1996. 
b. Data are for 1994-2005. Estimate for 2005 is from tlie Ohio Bureau of Employment Services. 
c. Finance, insurance, and real estate. 
d. Estimates are from the Ohio Bureau of Employment Services. 
SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; U.S. Department of Labor, Bureau of Labor Statistics; and Ohio Bureau of 
Employment Services, Labor Market Information Div~s~on. 

Over ti~lie. an econorri). not only 
gro\\.s. 11i1t also experiences secto~xl 
rctl1oc;~tions. l'licsc~ re:tlloc:~tions af- 
k c t  hot11 ernploynlent in specific in- 
clustric~s ancl the n:itional :inel re- 
gional mis of occulxitions. 

Co~iimerce I)cp:~rt~nent projec- 
tions slio\\. tli:tt 1,)- tile ).ear 2005. 
t he  t'.S. \vill li:i\.c ]')'HI more jo11s 
than ii clici in 1993. \\-llich tl.anslates 
into :in a\-eKigc ann~~:tl gro\vth rate 
of :llx)rit i .5(!41, In contixst. the antic- 
ip;itecl incre:~se for Ollio I>et\veen 
199-4 ancl 2005 is on[?- ljiX). :l gro\\-th 

rate of 1. liXi per year. Fur t l ie r~~~ore ,  
of the 10 I.1.S. metropolitan are:is 
espected to have the weal\test 
employment growth, four :ire in 
Ohio. Onl). Cincinn~lti ancl Col~im- 
11us are at or ahove the anticipateel 
li.S. gson-th rate. 

Altliough it is tlil'ficult to rincier- 
stanel the causes of the cliffcrence 
I~et\veen Ohio's :lr~d the n;ition's 
expected performance. some in- 
sight can I,e gainecl by es;umining 
\\.hicll incl~~stries and occ~~p;l t ions 
arc chnnging, ancl Lvllat 1.o1e these 

cllanges nAI pl:i)- in cleter~nining 
~vhetlier C>hio \\-ill looli inore or less 
like tlie I1.S. in the ).e:u. 2005. 

(;~irrentl)., incl~~stry ernploymcnt 
pattel.ns in Ohio ;ire similar to thosc. 
of the I;.S. :is a \\-hole. \vith ;i f c ~ v  
notc\vorth). clillcrences. 111 1994. thc 
~nancifncturing sector acco~intecl for  
19.1(!.ii ol' Ohio's total employment, 
co111p:~ed ..\.it11 l-t.4Ot1 :,nationally. 
Service's sh:ire of employment, how- 
e\.er; \\.as onl?, slightly l onw in Ohio, 
23.700 \.ersiis 24.2'H/o. Furthermore, 

( ~ ~ o ~ / l i ~ ~ / [ c ~ c /  011 I I L L Y ~ ~ I L I ~ C )  
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e m a s 3  e r e  

Regional Conditions (cant.) 

Fastest-Growing Occupations in Ohio and U.S., 
3994-2005 

Percent change 

Ohio U.S. 

Systems analysts 9 1 92 
Personal care aides 85 119 
Computer engineers 84 90 
Physical therapy assistants 76 83 
Home health aides 74 102 
Physical therapists 70 80 
Occupational therapists 67 72 
Residential counselors 62 77 
Human services workers 58 75 
Medical assistants 54 59 

Percent 

Occupations with Largest Projected Job 
Declines, 1994-2005 

Percent change 

Central office operators -70 
Telephone installerslrepairers -70 
Directory assistance operators -70 
Billing, posting, and calculating 

machine operators -67 
Central office1PBX installers 

and repairers -39 
Computer operators, except 

peripheral equipment -38 
Typistslword processors -33 
Lathe and turning machine tool 

setters and setup operators, 
metals and plastics -31 

Managerial Proiessional, Marketing Administrative support, Service Agriculture. Precis~on production, Operators, 
paraprofessional, and sales clerical forestry, iishing crait, repair labricators, 

and techn~cal laborers 

NOTE: Projections for 2005 are from the Bureau of Labor Statistics and the Ohio Bureau of Employment Services. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; and Ohio Bureau of Employment Services, Labor Market Information Division 

only i.S'k, of Ohio's \\-o~liI'o~ce is 
em~>lo)~ecl in :~griciiliiire. \viiile the 
11;1tio11:1l z~ t e  is ;iI>oi~t 2.90t1. 

Over the nest clcc.acle, Oliio is es- 
17ec'tetl to see crnplo).ment clcclines 
in agriciilt~ire. mining, :~ncl rn;inLl- 
k~ct~~ring.  'l'hc 1:lrgest g:~in ( 32.7%1) is 
espectetl in the ser\-ice sector. N o  
other esp:mding incltistr-!. xvill gro\\. 
ncasl). ;IS k~st. . . I lie cspcc~tecl c,li:~nge in occiipa- 
tions tells a simil:tr stor!,-that the 
1T.S. 2nd Oliio sli:~re some similari- 
ties I,tlt ;~l,so li ;~\-e sorne 3l;iring 
tliffesenccs. Some of the largest clif- 
fvrences a ~ : ~ i n  rcllcct the importance 
of m;~ncli';~ctilring in Ohio. More 

th:tn 10?41 of F.S.  e~nployment is in 
the m;in:rgcri:ll professions. \.ersiis 
0111). ;ihoiit 7'%1 in Ohio, n.ith 110th 
esl>ecting slight gains over the nest 
clec.:icle. fSy contl;ist, ;lhoiit 17'1.0 of 
Ohio n.orliers k~ll into the opc~itors, 
I;il,ricators. ;tncl l;~l,orers category. 
comp;ired to less th;ln li').;~ nation- 
\\.icle. \vith 1,oth expecting cleclines 
in the nest I0 ).e:irs. 

In the L.S.. the f;isting-grou.i~ig 
occupations :ire person;~l care ~licles 
zinc1 ho~uc  tlealtli :iicIes. Ohio's 
f'istest-gron.ing jol? c:itegol-y is sys- 
[ems an;lIysts. follo\\~ecl closely 1,). 
perx)~n;ll c;lr,e ;iiclcs z~ncl conlpiiter 
engineers. 

011 the nation;il scene. ;tn:~l!-sts 
foresee cll.astic re<liictions i r i  se\-elxl 
:Ireas. The largest espectecl cleclilics 
-ro~~glil). 70".i1-\\-ill z~ffect tele- 
phone ope'.;itorx:~icl i~istallers. a11cl 
I~illing. posting. ancl calc~ll:~ting ma- 
chine ope~itors; l-\.lanuf;~ct~lring ma- 
clii~ie opczttors \\-ill  also Lice su11- 
st:tnti;ll ci~tlx~clis, as will l).pists :uicl 
\vortl ~~rocessors. 

Althoiigh it is prol,al~le tlizit Ohio's 
si1;ire of ~ i ~ a ~ i ~ ~ k i c t ~ r i i g  employment 
lvill still I>e a1xn.e the I'.S. :l\-el.agc 
. , In 2005. the state is slo\\-ly- secli~ci~ig 
its re1i:ince or1 this sector ;IS jobs in 
the ser\.ice incli~stries zl~icl technic:il 
oc.culx~tions espancl. 
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Housing Finance 
Percent 

I MORTGAGE RATES 

Billions oi dollars 

80 I MORTGAGE ORIGINATION BY TYPE OF LENDER 
n 
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F~xediadjustable rate spread 
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10 
1990 1991 1992 1993 1994 1995 1996 

Share of niortgages Percentage points 

Index, March 16, 1990 = 1 

70 

SOURCES: U.S. Department of Housing and Urban Development; Mortgage Bankers Associat~on of America; and Bank Rate Monito,: 

ADJUSTABLE MORTGAGE RATE SHARE 

Alt l lo~~gh one  ruiglit expect tlie 
general risc* in long-term mortgage 
rates (up over 100 basis points 
since [lie I)egi~i~iing of tlie year) to 
liave clampeneel the demancl for 
n e w  home 1o:lns. mortgage origina- 
tions Ii:l\-c eshil~itecl stcacly, if un- 
spectacular, growth over the last 
sever:tl months. I3y contlxst, mort- 
g:lgc refin~incing :ictivit). has re- 
s1>c>ndecl cir.a~ii;~tic:~lly to the sate in- 
crease. dropping 70% since the 
beginnirlg of'tlle ye:lr. 

4.0 

h1~1ch of this may be explained I I ~  
the fact thxt acljustahle mortgage 
rates have risen inore don-ly than 
fisecl sates (adjusta1,le rates n o x  
stand at less than 6%) ancl thus are 
still fairly :Ittractive to ne\v home 
I>LIJ.cs:~. Altli0~1gh ~~lort,: cr I g L rates nre 
not espectccl to clrop significantly 
over the nest several months. there 
is a gener:Il feeling in the marliet 
that rates \\-ill be so1uew11:lt lo~ver in 
1997. This espectation may make 
tlie risli of aclj~rstal~le-mte mortgages 

seem more palatable ancl, if correct. 
could 1e:icl m;lny recent I,orro\~;ers 
to refin:unce ant1 s\~itcli to fisetl-rate 
~nortg;lges nest year. 

Surprisingly, tlie increased attsac- 
ti\.eness of  acljustal~le-rate mortg:lges 
h:is h:ld little effect on  the composi- 
tion of mortgage originations. Corn- 
merci:ll I,anlcs 11a1.e piclcecl L I ~  only 
21 slighrly larger marlcet share over 
the last fe\\- months. while savings 
arlcl loans ;Ire llolciing steady. 
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Billions of U S dollars 

50 1 U.S. CURRENT ACCOUNT 1 

Billions of U.S dollars Index, 1973 = 100 

loo  U.S. NET EXPORTS AND ECONOMIC GROVVTH 
110 

Billions of U.S. dollars 

' "  I U.S. TRADE IN GOODS AND SERVICES I 

a. Ratio of foreign real GDP or GNP to U.S. real GDP Foreign countries and trade weights are those used to construct the Board of Governors' trade-weighted 
dollar index. 1996 and 1997 projections are from The Economist, August 10-16, 1996. 
b. 1996 plot is an average of the first two quariers of the year. 
c. 1996 plot is an average of the first seven months of the year. 
SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; Board of Governors of the Federal Reserve System; International Monetary Fund, 
Financial Statistics; and The Economist, August 10-1 6, 1996. 

The IT.S. current account cleficit 
grew 11): $20.6 I~illion (:inn~ial rate) 
in the first cl~lartcr. reaching S 14L:i 
billion. A \\,icier t~ i c l c  cleficit ancl 
larger ~1nil:lter:~l t~.ansf'ers ofket a 
slight cleclinc in nct L:.S. interest 
p;lyinents to foreignel-s. htlonthly 
data on  t ~ ~ c l c  in gootls :~ncl services 
suggest th:lt tile 11-aclc clel'icit. the 
largest comlx'nent o f  (lie current ac- 
count 11:ilance. \\.ill \\-iclen I ' L I S I ~ ~ S  in 
the seconcl clu:u.ter. . - I h e  t1ctcrior:ltion i l l  Ir.S. net es- 

ports since the 1991-92 recession 
can he  traced to subst;lntially higher 
econo~nic groxvth here than al~ro;tcl. 
Foreign economies have Ixen picli- 
ing L I ~ ,  ho\\~ever, anci with tracle- 
weighteel gro~vth projectecl at 1.7(% 
this year and 2.5% in 1007. the 
prospect"or :I f~trther sharp clecline 
in IJ.S. net esports seer11 remote. 

The connection between rcl:tti\ie 
g r o ~ v t l ~  ;u1d the traclc cleficit is incli- 
rect ;mcl thercforc solnen-llat tenu- 
ous. 'l'lie relationship u1tinn;ltel)- cle- 

pencls oil ho\v g m ~ v t h  influences 
tlecisions to save ancl invest. A 
cleficit country. 1>y clefinition, con- 
sulnes and invests more than it 17~0- 

cluces ancl hence must I,orrow sav- 
ings from abroacl. ?'he connection 
I~et\\-een mo\-enllents in the real clol- 
1:tl- esclixnge rate :mtl net esports  
also r ~ l n s  t l~ ro~ lgh  s:l\.ings ancl in- 
\.estment clecisions ancl seems even 
\\-eaker than that 1,etween relative 
gro\vth rates anel net exports. 
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US. 1ntey.nal-a"onaI Debt 
Billions of U.S dollars 
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U.S. INTERNATIONAL INVESTMENT POSITIONa 
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a. Direct investment recorded at market value. 
SOURCE: U.S. Department of Commerce, Bureau of Economic Analysis. 
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As a r e s ~ ~ l t  of persistent current ac- 
count cleficits, the 1J.S. international 
investment position has shifted from 
a net  credit of S265 billion in 1782 
to a net debt of S775 1)illion in 1375. 
T h e  biggest shift has taken pl:lce in 
portfolio investments. Since 1782, 
foreigners have accl~~irecl 5906 bil- 
lion in private lJ.S. securities and 
$360 billion in U.S. Treas~~r-y obliga- 
tions. Over this same period, U.S. 
holdings of foreign securities have 
increased by a h o ~ ~ t  S650 billion. 

The U.S. owes a substantial por- 
tion of its international debt to for- 
eign governments, which have aclclecl 
tlollar assets to their foreign ex- 
change reserves. These governments 
often buy dollars to forestall a dollar 
depreci;~tion against their own cur- 
rencies, then hold the111 to thwart 
ally un~\.-antecl f~lture appreciation. 
Official U.S. holclings of foreign cur- 
rencies have not grown since 1782. 

In contrast to our overall invest- 
ment ~osi t ion ,  Americans' direct ill- 

vestnients abroad continue to ex- 
ceecl foreigners' direct invest~nents 
here. Direct foreign invest~nellts im- 
ply a controlling interest in the man- 
agement of a foreign business. 

OLIS international indebtedness 
represents a foreign clai~n on f~iture 
U.S. output. This claim need not 
have implications for our f u t ~ ~ r e  
stanclarcl of living, provided that the 
u~lderlying foreign capital inflo~vs 
enhance our procluctive capacity. 
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