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'The F ISCAL  AWARENESS SERVICE (FAS)  incorpora tes  t h e  fo l lowing 
components: 

Month ly  news le t te rs  wh i ch  t r e a t  top ics  o f  special i n t e r e s t  a n d  f isca l  
impor tance such  as school a i d  funding, t ranspor ta t ion ,  a n d  fundinq - 
o f  state-managed pub l i c  employee re t i rement  systems. O n  a 
q u a r t e r l y  bas is  t h e  newslet ter  assesses t h e  cond i t ion  o f  t h e  state 's 
budge t ,  i nc l ud ing  a d iscuss ion o f  t h e  s t r e n g t h s  a n d  weaknesses o f  
t h e  g o v e r n o r ' s  p roposed b u d g e t  a n d  t h e  one subsequent l y  enacted 
b y  t h e  leg is la ture.  S ign i f i can t  l ine- i  tem vetoes a r e  d iscussed a n d  
evaluated.  

Q u a r t e r l y  economic forecasts  f o r  M ich igan  a n d  t h e  U.S. 

T h e  weekly  "Mich igan Roundup," a pub l i ca t ion  rev iew ing  leg is la t ive 
act ions o f  t h e  week a n d  pol i t ica l  news f r om t h e  State Capitol .  

A p r i v a t e  l e t t e r  o f  po l i t i ca l  a n d  social comment p r o v i d i n g  addi t ional  
i n s i g h t  i n t o  a n d  analys is  of  t h e  complicated a n d  chang ing  scene f o r  
subsc r i be rs  t o  use  in fo rmu la t ing  t h e i r  own s t ra teg i c  plans. 

Special ized research monographs cove r i ng  top ics such  as Mich igan 's  
labor  force, c u r r e n t  populat ion pro ject ions,  taxat ion,  a n d  educat ion. 

The  month ly  "Mich igan Revenue Report ,"  t r a c k i n g  s ign i f i can t  
changes a n d  rev is ions  in state revenue  f lows as p ro jec ted  by o u r  
economic models a n d  estimates. 

A documentat ion serv ice  p r o v i d i n g  copies o f  pub l i c  documents o f  
c u r r e n t  in te res t ,  such  as b u d g e t  messages, app rop r i a t i ons  acts,  
po l i cy  b r i e f i ngs ,  agency repo r t s ,  leg is la t ive comrni t tee  assignments,  
phone l i s ts ,  execu t i ve  o rde rs ,  a n d  a comprehensive l i s t  o f  b u d g e t  
ad justments  f o r  t he  p resen t  a n d  fo l lowing f iscal  years.  

Serv ices o f  t he  B ib l iog raph ic  Search D iv is ion  wh i ch  p rov ides  
b i b l i og raph i c  research  a n d  access t o  computer ized databases, 
p r i n t e d  indexes, a n d  regional ,  nat ional ,  a n d  in te rna t iona l  
re fe rence  sources . 

A s  a serv ice  t o  o u r  subscr ibers ,  a tape cassette o f  t he  month ly  
newslet ter ,  q u a r t e r l y  economic forecasts,  a n d  monographs w i l l  b e  
supp l ied  o n  reques t  in add i t i on  t o  t h e  p r i n t e d  copy.  B u s y  readers  
w i l l  have  t h e  o p p o r t u n i t y  t o  l i s ten  t o  FAS in fo rmat ion  a t  t h e i r  
convenience o n  t h e  road, in t h e i r  homes, o r  a t  t h e  of f ice.  
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T h e  i ndex  o f  leading economic 
ind ica to rs  p rov ides  a r o u g h  gauge o f  
f u t u r e  economic g r o w t h .  Increases in 
t h e  i ndex  sugges t  t he  economy w i l l  
con t inue  t o  g r o w  f o r  a t  least t h e  n e x t  
yea r  o r  so, whi le  con t inued  decreases in 
the  index  genera l l y  ind icate the  economy 
is  exper ienc ing  weakness a n d  cou ld  fa l l  
back  i n t o  a recession. Recent ly  released 
f i gu res  showed the  economy made s t r o n g  
ga ins  d u r i n g  t h e  month o f  F e b r u a r y  and  
ind icated t h a t  t he  economy shou ld  con- 
t i n u e  t o  g r o w  a t  least t h r o u g h  t he  f i r s t  
h a l f  o f  1985.  

'\ 
'u 

Acco rd ing  t o  t he  index ,  consumer 
demand remained s t r o n g  in Feb rua ry .  
Businesses s ta r t ed  rebu i l d i ng  inven to r ies  
a n d  investment  spend ing  increased. 
Economic per formance i s  con t i nu ing  t o  
outpace t h e  p ro jec t ions  o f  most major 
forecast ing f i rms .  O f  t h e  t en  avai lable 
ind icators ,  f i v e  showed improvement :  t h e  
average number  o f  claims f o r  unemploy- 
ment insurance  dec l ined,  new b u i l d i n g  
permi ts  increased, more new businesses 
were s ta r ted ,  t h e  money s u p p l y  g rew ,  
a n d  vendo r  de l i ve r ies  slowed, i nd i ca t i ng  
t h a t  vendo rs  were  unable t o  keep up 
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w i t h  t h e  b r i s k  r a t e  o f  o rde rs .  One 
ind ica to r ,  l e n g t h  o f  t h e  average  wo rk -  
week, remained unchanged.  Focr r 
i nd i ca to r s  r eg i s te red  a decl ine: new 
o r d e r s  f o r  consumer goods a n d  mater ials,  
new o r d e r s  f o r  p l a n t  a n d  equipment,  
s tock  pr ices,  a n d  p r i ces  o f  raw 
materials. 

T h e  p a t h  o f  i n t e r e s t  ra tes  remains 
c ruc ia l  t o  t h e  s t r e n g t h  a n d  d u r a t i o n  o f  
con t inued  economic g r o w t h .  A s  t h e  
recove ry  has ma tu red  a n d  consumer 
spend ing  increases have  s ta r t ed  t o  t ape r  
o f f ,  businesses have  assumed a more 
impor tan t  ro le  in s t imu la t ing  economic 
g r o w t h  a n d  p r o d u c t  demand. H i g h e r  
bus iness p r o f i t s  i n i t i a l l y  p r o v i d e d  f i r m s  
w i t h  su f f i c i en t  f u n d s  t o  se l f - f inance 
equipment  purchases  a n d  cons t ruc t i on  
p lans.  However,  these resources have  
been spent ,  a n d  businesses a r e  now 
s t a r t i n g  t o  turn t o  t h e  c r e d i t  marke ts  t o  
f inance i n v e n t o r y  rebu i l d i ng  a n d  capi ta l  
ou t l ay  p rograms.  W i t h  consumers s t i l l  
v e r y  ac t i ve  in t h e  c r e d i t  marke ts  a n d  
t h e  federa l  government  r e q u i r i n g  massive 
quant i t i es  o f  f u n d s  t o  f inance i t s  de f i c i t ,  
c r e d i t  demand f r o m  a l l  sectors  o f  t h e  
economy has been i n tens i f y i ng .  

l n t e r e s t  r a tes  a r e  now s t a r t i n g  t o  
r i se .  O n  March  19, major b a n k s  
increased t h e  p r ime r a t e  ( t h e  i n te res t  
r a te  charged  t o  t h e i r  b e s t  co rpora te  
c r e d i t  customers)  t o  11.5% f rom 11.0%. 
T h i s  was fol lowed on  A p r i l  5 w i t h  a 
second h i k e  in t h e  p r ime rate,  t o  12.0%, 
a n d  b r o u g h t  t h e  p r ime ra te  t o  i t s  
h i ghes t  leve l  s ince November 1982. 
O t h e r  ra tes  have  also d r i f t e d  up in 
response t o  t h i s  increase. On  A p r i l  6, 
t h e  Federa l  Reserve Boa rd  (Fed )  in- 
creased i t s  d iscoun t  ra te ,  t h e  fee it 
charges  o n  loans t o  banks  a n d  sav ings  
i ns t i t u t i ons ,  b y  J po in t  t o  9%. l n t e r e s t  
charges  o n  au to  loans a n d  home mor t -  
gages have  s ince edged upward .  

l n t e r e s t  ra tes  have  been rece i v i ng  
mixed  rev iews.  Ea r l y  in t h e  recove ry  

many po l icymakers a n d  economists were 
wa rn ing  t h a t  h i g h  i n t e r e s t  ra tes  would 
make f o r  a n  anemic recovery .  These  '-/ 
d i r e  wa rn ings  were dismissed when t h e  
economy expanded a t  a n  ex t reme ly  r a p i d  
ra te ,  but now t h a t  i n t e r e s t  r a tes  a r e  
s t a r t i n g  t o  r i s e  again,  these same g r o u p s  
a r e  wa rn ing  abou t  high in te res t  ra tes  
dera i l i ng  t h e  recovery .  

T h i s  cha rge  recen t l y  has  been 
coun te red  by o t h e r  e x p e r t s  who have  
claimed t h a t  high in te res t  ra tes  a n d  a 
low i n f l a t i on  leve l  a r e  p rec ise ly  t h e  
reason t he  economy was able to  stage 
such  a s t r o n g  recove ry :  t h e  h i g h  real  
( in f la t ion -ad jus ted)  r a t e  o f  r e t u r n  in t h e  
U.S. f inanc ia l  marke ts  a t t r ac ted  f o re i gn  
investment  a n d  p r o v i d e d  a l a rge  pool  of  
f u n d s  avai lab le  f o r  loans. T h i s  pe rm i t t ed  
t h e  c r e d i t  marke ts  t o  accommodate t h e  
c r e d i t  demands o f  consumers, bus i -  
nesses, a n d  t h e  federa l  government  
w i t hou t  d r i v i n g  t h e  cost  o f  c r e d i t  t o  
p r o h i b i t i v e l y  high ievels. With in f la t ion  
s t a r t i n g  t o  increase, t he  r a t e  o f  r e t u r n  
t o  f o re i gn  i nves to r s  i s  dec l in ing.  These 
au tho r i t i es  a r g u e  t h a t  un less  i n te res t  4 
r a tes  s t a r t  t o  r ise,  t h e r e b y  o f f s e t t i n g  
t h e  e f fec ts  o f  in f la t ion ,  f o re i gn  i nves to r s  
w i l l  w i t hd raw  t h e i r  f u n d s  f r om t h e  U.S. 
c r e d i t  markets ,  sha rp l y  r e d u c i n g  t h e  
s u p p l y  o f  f u n d s  avai lable f o r  c r e d i t  
purchases.  Unless demand also fa l ls  
sha rp l y ,  compet i t ion f o r  loans would 
fo rce  up c r e d i t  p r i ces ,  wh i ch  in turn 
wou ld  ra t i on  c red i t .  Since most con- 
sumers a n d  businesses cou ld  n o t  a f f o r d  
t h e  h i g h e r  f inanc ing  costs imposed by 
r i s i n g  i n t e r e s t  ra tes,  purchase  a c t i v i t y  
would p lunge ,  t h r o w i n g  t h e  U.S. 
economy back  i n t o  a p r o f o u n d  recession. 
Hence, whi le  some au thor i t i es  a r e  
a r g u i n g  t h a t  h i g h  i n te res t  ra tes  w i l l  kill 
t he  recove ry ,  o the rs  a r e  a r g u i n g  t h a t  
h i g h  ra tes  a r e  a p re requ i s i t e  f o r  con- 
t i nued  economic expansion.  

B o t h  pos i t ions con ta in  a ke rne l  o f  
truth. I f  demand f o r  c r e d i t  o u t s t r i p s  
t h e  supp l y ,  i n t e r e s t  ra tes,  wh i ch  a r e  t h e  
p r i c e  o f  c red i t ,  w i l l  r ise.  In a f r ee  a n d  
open market ,  f u n d s  w i l l  f low t o  whatever  

4 
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area o r  a c t i v i t y  p rov ides  t h e  h i ghes t  
r a te  o f  r e t u r n .  However,  t he  r a t e  o f  

\- r e t u r n  i s  a r e l a t i ve  concept.  I f  t h e  
- in f la t ion -ad jus ted  r a t e  o f  r e t u r n  o n  

investment  in t h e  Un i t ed  States is  c u r -  
r e n t l y  8% a n d  it decl ines to  690, t h e r e  
w i l l  s t i l l  b e  n o  flight f r om t h e  U.S. 
f inanc ia l  ma rke t  i f  t h a t  6% i s  a t  least as 
good as t h a t  ava i lab le  in o t h e r  f inanc ia l  
marke ts .  Moreover ,  t h e  massive flight- 
o f - f u n d s  a rgumen t  imp l i c i t l y  assumes t h a t  
f o re i gn  investment  in the  U n i t e d  States 
i s  compr ised o f  eas i ly  t r ans fe rab le  
[ p a p e r ]  assets.  However ,  f o re i gn  
deposi ts  p r o v i d e  o n l y  abou t  8% o f  a l l  
d i r e c t  a n d  i n d i r e c t  sources o f  f u n d s  t o  
t h e  U.S. c r e d i t  markets ,  a level  well 
below t h e  1'2% share  o f  1977-80. 

T h i s  does n o t  mean t h a t  f o re i gn  
inves tment  has no  in f luence  o n  t he  U.S. 
c r e d i t  marke t  a n d  i n t e r e s t  ra tes,  mere ly  
t h a t  it i s  n o t  t h e  most u r g e n t  fac to r  in 
t h e  determinat ion o f  i n t e res t  r a t e  levels.  
O f  f a r  g r e a t e r  immediate concern  i s  t h e  
potent ia l  f o r  a c r e d i t  c r u n c h .  I f  t h e  
federa l  government  con t inues  t o  absorb  
a n  e v e r  l a rge r  share  o f  avai lable c r e d i t  

L funds ,  businesses a n d  consumers w i l l  
have  t o  reduce  t h e i r  c r e d i t  demands 
a n d / o r  c o n f r o n t  h i g h e r  i n t e r e s t  ra tes.  
Since much o f  c u r r e n t  economic a c t i v i t y  
depends  o n  ready  ava i lab i l i t y  o f  c red i t ,  
e i t h e r  o f  these approaches cou ld  slow o r  
c u r t a i l  f u t u r e  economic g r o w t h .  

A c r e d i t  c r u n c h  i s  a v e r y  rea l  
poss ib i l i t y  f o r  1985. F o r  t he  remainder  
o f  t h i s  year ,  however ,  we expec t  
monetary  g r o w t h  t o  remain w i t h i n  Fed 
guide l ines.  l n te res t  ra tes  w i l l  g radua l l y  
c reep  up, w i t h  t he  p r ime r a t e  reach ing  
13.0% t o  13.5% by year-end,  but i n te res t  
r a tes  w i l l  n o t  demonstrate t h e  ext reme 
vo la t i l i t y  shown in 1980 a n d  1981 . 

Personal income cons is ts  o f  income 
f rom wage a n d  sa lary  employment, r en ta l  
income, i n te res t  a n d  d i v i d e n d  earn ings ,  
government  t r a n s f e r  payments f r om 
p rog rams  such  as Social Secu r i t y ,  unem- 

'L 

p loyment  compensation a n d  AFDC, a n d  
p r o p r i e t o r ' s  income. Personal income has 
g r o w n  s t r o n g l y  d u r i n g  t h i s  pe r i od  o f  
economic expansion, p r i m a r i l y  because o f  
ga ins  in employment and, hence, in wage 
a n d  sa la ry  income. Wages have 
accounted f o r  almost h a l f  o f  t he  to ta l  
increase in personal  income, w i t h  
d i v i d e n d  a n d  i n t e r e s t  earn ings  
c o n t r i b u t i n g  ano ther  10% t o  15% share  o f  
ga ins  in personal  income. 

D u r i n g  a l l  o f  1983, personal  income 
g r e w  a t  a n  average month ly  r a t e  o f  9.5%. 
Led  most ly  by increases in wage a n d  
sa lary  earn ings ,  personal  income g r e w  a t  
a n  unusua l l y  s t r o n g  r a t e  o f  1.5% in 
Janua ry  a n d  by a r o b u s t  0.78 r a t e  i n  
F e b r u a r y .  Since personal  income p ro -  
v i des  t he  means for  consumer spending,  
these la rge  increases ind icate t h a t  con- 
sumer spending i s  l i k e l y  t o  remain 
s t r ong  t h r o u g h o u t  1984. In combinat ion 
w i t h  con t inued  moderat ion i n  p r i c e  
in f la t ion,  t h i s  v i go rous  g r o w t h  in p e r -  
sonal income i s  expec ted  t o  c o n t r i b u t e  t o  
a 5% increase i n  in f la t ion-adjusted p e r -  
sonal income in Mich igan d u r i n g  1984 a n d  
a 4.5% increase in 1985. 

Consumer p r i ces ,  as measured by 
t h e  U.S. consumer p r i ce  i ndex  ( C P I ) ,  
a r e  4.6% above t he  level  o f  12 months 
ago. Consumer p r i ces  rose 0.4% d u r i n g  
Feb rua ry ,  fo l lowing a 0.6% increase in 
January .  T h e  D e t r o i t  CPI,  wh i ch  
measures changes in p r i ces  in Mich igan,  
showed a l a rge r  increase t han  t he  
nat ional  i ndex .  De t ro i t  p r i ces  were up 
by 0.5% in Feb rua ry .  

Food p r i ces  con t inued  t o  account  
f o r  a major share  o f  t h e  increase in t h e  
p r i c e  index ,  r e f l ec t i ng  t h e  impact o f  t he  
severe weather  condi t ions o f  las t  year .  
Household e n e r g y  costs  also rose in 
Feb rua ry ,  whi le  c l o th i ng  p r i ces  dec l ined 
s l i g h t l y  a n d  t r anspo r ta t i on  costs 
remained unchanged.  However,  in a 
b r e a k  f r om t h e  re l a t i ve l y  modest 

- - - 
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increases o f  las t  year ,  medical ca re  
p r i ces  have  s t a r t e d  t o  accelerate again.  

Consumer a n d  p r o d u c e r  p r i ces  have  
shown few immediate s i gns  o f  r ega in i ng  
t h e i r  doub le -d ig i t  ra tes  o f  increase, but 
t h e r e  a r e  some s i gns  o f  u n d e r l y i n g  p r i c e  
p ressu re .  T h e  p r i ces  o f  r aw  mater ia ls  
a r e  q u i t e  sens i t i ve  t o  increases o r  
reduc t ions  in demand, a n d  t h e y  a r e  
s t a r t i n g  t o  r i s e  more r a p i d l y  now t h a n  in 
1983. Since these raw  mater ia ls  a r e  
used  in a v a r i e t y  o f  manufac tu red  goods, 
increases in t h e  p r i ces  o f  r aw  mater ia ls  
w i l l  b e g i n  to  be  re f lec ted  in t h e  p r i ces  
o f  f i n i shed  goods la te r  t h i s  yea r .  

Factor ies a r e  also s t a r t i n g  t o  
opera te  at o v e r  80% o f  manu fac tu r i ng  
capac i ty .  T h i s  is  a th resho ld  beyond  
wh i ch  p r i ces  s t a r t  t o  r i se  a n d  some 
shor tages b e g i n  t o  occur .  F ina l l y ,  a few 
major labor  con t rac ts ,  most no tab ly  f o r  
t h e  au to  i n d u s t r y ,  w i l l  b e  opened f o r  
negot ia t ion t h i s  fa l l .  A major increase in 
con t rac t  costs  wou ld  n o t  s i gn i f i can t l y  
a f fec t  t he  p r i ce  level  t h i s  year ,  but it 
cou ld  build a h i g h e r  f loo r  u n d e r  t h e  
p r i c e  level  f o r  1985. We look f o r  
consumer p r i ces  t o  increase nat ional ly  by 
approx imate ly  4.98 in 1984 a n d  by 5.6% 
in 1985. 

T h e  unemployment r a t e  con t inues  t o  
decl ine, but i s  d r o p p i n g  more s lowly  
t h a n  it did in the  e a r l y  stages o f  t he  
recove ry .  T h e  U.S. unemployment r a te  
was 7 .7% in March .  Employment ga ins  
were  o f f se t  by a n  increase i n  the  number  
o f  job-seekers.  M ich igan 's  u r~cmployment  
r a t e  o f  11.3% in March  s t i l l  exceeded t h a t  
o f  t h e  o t h e r  n i n e  major i n d u s t r i a l  states. 
It nonetheless reg i s te red  a s l i gh t  
improvement  o v e r  t he  11.4% ra te  o f  
F e b r u a r y  a n d  was marked l y  b e t t e r  t h a n  
t h e  15.78 unemployment r a t e  o f  March  
1983. Despi te  t h e  fac t  t h a t  
approx imate ly  4,000 more persons  sought  
employment in March  t han  i n  Feb rua ry ,  
a n  even  g r e a t e r  number  ob ta ined  

employment, t h e r e b y  caus ing t h e  unem- 
p loyment  r a t e  t o  decl ine. T h e  number  o f  
~ e o ~ l e  ac tua l l y  employed rose t o  3.9 4 
h i l l i on ,  up f rom 3 . 8  mil l ion in Feb rua ry .  
A s  a t  t h e  nat ional  level, most o f  t h e  
employment ga ins  were scored in t h e  
re ta i l  a n d  serv ice  i ndus t r i es .  

D i f f e r e n t  g r o u p s  have  i n t e r p r e t e d  
t h i s  employment in fo rmat ion  d i f f e r e n t l y .  
Some pol i t ic ians,  ne rvous l y  mount ing  
ree lect ion campaigns f o r  November, a r e  
f ea r f u l  t h a t  t h e  f la t ten ing  ou t  o f  employ- 
ment  levels a n d  unemployment reduc t ions  
p o r t e n d  a n  impending r e t u r n  t o  economic 
recession. T h e  f inanc ia l  markets ,  on  t h e  
o t h e r  hand,  g ree ted  t he  news w i t h  some 
re l ie f ;  t h e i r  fear  has  been t h a t  t h e  
economy improved  too much too soon a n d  
t h a t  t h e  recove ry  would soon sel f -  
ex t i ngu i sh .  A s lowing o f  employment 
ga ins  wou ld  sugges t  t h a t  economic 
g r o w t h  was moderat ing t o  a more sus- 
ta inable level  o f  increase. Thus ,  whi le  
b o t h  camps agree t h a t  employment ga ins  
a r e  slowing, t h e y  ho ld  rad ica l l y  d i f f e r e n t  
v iews  as t o  t h e  l i ke l y  impact o f  t h a t  
s lowdown o n  t he  s ta te  a n d  U.S. '-/ 
economies. 

Much  of t h e  slowdown in t h e  ra te  o f  
dec l ine o f  unemployment i s  n o t  d i r e c t l y  
re la ted  t o  t he  s t r e n g t h  o r  weakness o f  
t he  economy p e r  se. D u r i n g  the  i n i t i a l  
stages of  t he  recovery ,  t he  unemploy- 
ment r a t e  dec l ined q u i c k l y  because t h e  
size o f  t h e  labor  fo rce  remained app rox i -  
mately t he  same. Unemployed wo rke rs  
who had  despai red o f  f i n d i n g  a job did 
n o t  renew t h e i r  job search e f f o r t s  and,  
hence, were exc luded  f r om t h e  
unemployment a n d  labor  fo rce  s ta t is t ics .  
New e n t r a n t s  t o  t he  labor  marke t  were 
almost balanced o u t  exac t l y  by 
unemployed wo rke rs  d r o p p i n g  o u t  o f  t h e  
labor  marke t .  With t h e  size o f  t h e  labor  
fo rce  unchanged,  a n y  increases in 
employment were d i r e c t l y  re f lec ted  in the  
unemployment s ta t i s t i cs  a n d  c o n t r i b u t e d  
t o  l a rge  decl ines in t h e  unemployment 
ra te .  

A s  t h e  economy has shown renewed 
s t r e n g t h  a n d  v i g o r ,  many of 
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d iscouraged unemployed a r e  now s t a r t i n g  
t o  r een te r  t h e  labor  force. Even  t h o u g h  
employment ga ins  a r e  remain ing f a i r l y  
stable,  t h e  unemployment r a t e  i s  n o t  
showing a co r respond ing  reduc t ion .  T h e  
labor  fo rce  i s  l a r g e r  so t h a t  new 
employment represen ts  a smaller share  o f  
t h e  to ta l  pool  o f  avai lable labor .  
Consequent ly ,  wh i le  t h e  unemployment 
r a t e  has fal len more s h a r p l y  t h a n  
expec ted  o v e r  t h e  pas t  s i x  months, 
unemployment ra tes  w i l l  s tab i l ize o v e r  
t h e  n e x t  few months as t h e  labor  f o r ce  
cont inues t o  g row .  Unemployment 
nat ionwide w i l l  average abou t  7.8% in 
1984 and  fa l l  t o  7.6% in 1985. Mich igan 's  
unemployment r a t e  w i l l  d r o p  t o  10.7% 
during 1984 a n d  dec l ine t o  approx imate ly  
9.5% i n  1985. 

T h e  au to  i n d u s t r y  has con t inued  t o  
cha l k  up impress ive sales ga ins.  D u r i n g  
t he  f i r s t  q u a r t e r  o f  1984, domestic '-- automobile sales s u r g e d  t o  1.995 mi l l ion 
u n i t s ,  t h e i r  h i ghes t  level  i n  f o u r  yea rs  
a n d  a 36.9% increase o v e r  t h e  sales 
leve ls  ach ieved d u r i n g  t h e  f i r s t  q u a r t e r  
o f  1983. March  sales were up 26% f rom 
last  year ,  ma rk i ng  t h e  bes t  sales level  
f o r  a March  since 1979. 

Impo r t  sales ba re l y  managed t o  keep 
pace w i t h  f i r s t  q u a r t e r  sales levels o f  
1983. T h i s  was l a rge l y  a t t r i bu tab le  t o  
impo r t  r e s t r a i n t s  on  Japanese motor  
vehic les.  Ma rch  impo r t  sales were down 
5.8% f rom 1983. T h e i r  share  o f  t h e  U.S. 
marke t  dec l ined t o  21.58, down sha rp l y  
f r om t h e i r  26.9% share o f  a yea r  ago. 

A t  c u r r e n t  sales ra tes,  1984 au to  
sales would reach  approx imate ly  10.3 
mi l l ion un i t s ,  t h e i r  bes t  level  s ince 1979. 
However,  t h e  f i r s t  q u a r t e r  o f  t h e  yea r  i s  
t yp i ca l l y  t h e  s t ronges t  sales per iod .  I f  
demand remained as s t r o n g  as i n  t h e  
f i r s t  q u a r t e r ,  manufac tu re rs  wou ld  s t i l l  
have  d i f f i c u l t y  inc reas ing  p roduc t i on  

i o v e r  c u r r e n t  levels.  Most  p l an t s  a r e  
'r- 

ope ra t i ng  a t  o r  near  capaci ty :  p l an t s  
ope ra t i ng  wel l  below full capaci ty  a r e  
those wh i ch  manu fac tu re r  s lower-sel l ing 
compact a n d  subcompact vehic les.  
Because o f  impo r t  r es t r i c t i ons ,  f o re i gn  
au to  manufac tu re rs  also a r e  unable t o  
t ake  full advantage o f  t h i s  up-surge  in 
au to  b u y i n g .  Consequent ly ,  whi le  au to  
sales a r e  running s t r o n g e r  t han  i n i t i a l l y  
expected, sales levels a r e  l i ke l y  t o  b e  
cons t ra ined  t o  approx imate ly  10.2 mi l l ion 
u n i t s  t h i s  yea r  a n d  10.7 mi l l ion u n i t s  
nex t .  

Even  t h o u g h  mor tgage  ra tes  have  
hove red  a round  13.5-1 4.0'20, 1984 hous ing  
s t a r t s  a n d  hous ing  sales have  remained 
ex t reme ly  s t r ong .  Hous ing  s t a r t s  in 
F e b r u a r y  s u r g e d  t o  a n  annual ized con- 
s t r u c t i o n  r a t e  o f  2.2 mi l l ion u n i t s  a n d  
was t h e  h i ghes t  level  s ince the  1978 
b u i l d i n g  boom. Hous ing  s t a r t s  jumped 
11.2% in F e b r u a r y  a n d  fol lowed a n  
increase o f  16.7% in January .  Apa r tmen t  
cons t ruc t i on  accounted f o r  a major share 
o f  t h e  building ac t i v i t y ;  p r i v a t e  res i -  
den t ia l  hous ing  s t a r t s  increased on l y  
4.1% f rom January .  

Warmer weather  s t imulated a p o r t i o n  
o f  these hous ing  s ta r t s .  Some sect ions 
o f  t h e  c o u n t r y  exper ienced  s p r i n g  
weather  in Feb rua ry ,  pe rm i t t i ng  devel-  
ope rs  a n d  con t rac to r s  t o  s t a r t  foundat ion  
w o r k  ear l ie r  t h a n  usual .  Because hous- 
ing s t a r t s  a n d  cons t ruc t i on  a c t i v i t y  a r e  
seasonally ad justed,  t h e  unseasonably 
warm weather  in F e b r u a r y  d i s t o r t e d  t h e  
f igu res  o n  cons t ruc t i on  a c t i v i t y .  

T h e r e  a r e  also some ind icat ions t h a t  
t h e  s t r o n g  increases i n  hous ing  s t a r t s  
a n d  sales have  been p rompted  by recen t  
increases in mortgage a n d  i n t e r e s t  ra tes.  
Consumers a r e  ac t i ng  now t o  lock in t h e  
lowest ava i lab le  ra tes  a n d  avo id  t h e  
f inanc ia l  b u r d e n  t h a t  wou ld  b e  imposed if 
t h e y  secure mor tgages a t  a h i g h e r  r a te  
la te r  t h i s  yea r .  S t r e n g t h  in c u r r e n t  
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housing s ta r t s  and sales may conse- 
quent ly  be  coming a t  the  expense o f  
resident ial  construct ion later  th is  year., 
Even so, 1984 promises t o  be  a bet te r  
year  fo r  housing construct ion than the  
past  fou r  o r  f ive years have been. We 
ant icipate housing s ta r t s  nationwide wi l l  
reach 1 . 8  mil l ion un i t s  during 1984 and 
1 .7  mill ion un i t s  in 1985. 
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