The Bad News

® - The motor vehicle industry continued depressed in
February and into early March: U.S. passenger car sales
declined 14.7 percent from the year-ago mark (the lowest
February in 12 years), and import sales fell 20.8 percent.
Motor vehicle production was down 25 percent. Chrysler
produced no cars during one week of February, a first-ever
event among major producers.

» The auto industry continued its abysmal showing
into the first ten days of March. Adjusted for one less
selling day, total car and truck sales fell 17.4 percent from
the same time last year. Actual sales of autos were down
24.8 percent, sales of domestics fell 21.9 percent, and
imports dropped 34.4 percent.

® The nation’s unemployment rate rose to a seasonally
adjusted 6.5 percent in February, up from January’s revised
6.2 percent mark. In Michigan, the February rate was 9.8
percent, up from January’s 7.2 percent rate.

® Although producer prices declined 0.6 percent over-
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was 0.4 percent. This could cause the Federal Reserve to
reconsider its current credit-easing policy.

® Nationally, state claims for unemployment in-
surance rose to their highest level in more than eight years.
For the week ended March 9, 519,000 claims were filed,
up 9.5 percent from the previous week’s 474,000.

MICHIGAN ECONOMIC INDICATORS

The Good News

® Spurred by an increase in auto purchases, retail sales
rose 0.8 percent in February. January’s figure was revised
downward to 1.4 percent (originally reported as a drop of
0.9 percent).

® Privately owned housing starts rose by a whopping
16 percent annual rate in February—to 989,000 units-—up
from January’s revised mark of 850,000 units. Starts of
single-family units, which rose 18 percent, accounted for
most of the increase. (All figures are adjusted for seasonal
variation.)

® After adjusting for seasonal variation, consumer
prices rose at an annual rate of only 0.2 percent in February,
half the rate of increase recorded in January. Energy prices
declined by 4 percent, while food costs fell by 0.2 percent.
The Detroit~Ann Arbor CPI rose by 0.8 percent over
December’s figure (sce graph below).

» A preliminary report from the University of
Michigan’s Institute for Social Research shows that con-
sumer confidence rose to 88 percent during the beginning
of March, up from 70.4 percent in February and nearly as
high as its pre-Gulf War level.
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AA: Ann Arbor; BC: Battle Creek; BH: Benton Harbor; DET:
Detroit; FT: Flint; GR: Grand Rapids; JK: Jackson; KZ:
Kalamazoo; LEL: Lansing-East Lansing; MSK; Muskegon;
SBM: Saginaw-Bay City-Midland.

SOURCES: Federal Home Loan Bank of Indianapolis and Bureau of Labor Statistics, U.S. Department of Commerce.
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MONTHLY FOCUS

Michigan Sectoral Employment in 1990

The recession in the Michigan economy was largely
unacknowledged by economists until the fourth quarter of
1990. The reason? Through the early summer, the labor
market—usually the first to weaken during a downturn—
remained relatively stable through the third quarter. Close
examination of the data, however, reveals that trouble spots
existed as early as last spring, albeit in a somewhat different
form than we are used to observing.

One indicator of recession was the services sector.
Although it posted the greatest job gains among sectors
during the year (see exhibit), most of the increase occurred
in the first six months of the year. The rise in the first half
of 1990 was 3.9 percent over the same period in 1989, but
a final half comparison shows only a 1.9 percent increase
over 1989. This is especially worrisome in Michigan,
where the shift from a manufacturing-dominated economy
has meant increasing dependence on the scrvices sector for
employment.

A second warning sign was the decline in construction
jobs, which had been relatively stable until mid-year.
Employment in the first half of 1990 rose by 4.9 percent
over the same period in 1989, but there was a decline of
0.4 percent in the final six months as compared to 1989.

At the same time wage growth was weakening. Tax
revenues indicated that income was not rising rapidly
enough to keep pace with inflation, which resulted in
reduced spending (indicated by diminished sales tax col-
lections). Also, since businesses leamned in the previous
recession to keep inventories lean, they did not have to cut
production and lay off workers as early as they had during
the last downturn. (Single Business Tax revenues, down
during the second quarter from the same period in 1989,
indicated that demand was indeed declining.) The result?
Low and falling real wages caused demand to drop and
eventually led to an employment decline.

The recession now has hit the labor market full force.
Michigan unemployment rose from a seasonally adjusted
rate of 7.2 percent in January to 9.8 percent in February.
Total nonagricultural employment rose by just less than
27,000 jobs, or 0.7 percent, for the entire year (see exhibit).
The manufacturing sector experienced the greatest decline
in jobs lost (31,100, or 3.2 percent from the previous year),
due to a significant drop-off in durable goods production
employment. There were more trade jobs available (an
increase of 21,800, or 2.4 percent) than in 1989, but 85.5
percent of the growth was due to increases in traditionally
low-paying jobs at retail trade firms.
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NEWS FROM THE STATE CAPITOL

Overview of Michigan Budget Appropriations, Fiscal Year 1991-92

k’ The 1991-92 Executive Budget follows through on
John Engler’s pledges to downsize state government,
reduce property taxes, and make education the highest
budget priority. The general fund/general purpose
(GF/GP) recommendation for FY 1991-92 is $8,056.7
million, 4.4 percent above projected spending for the cur-
rent fiscal year. The budget, however, includes $525 mil-
lion for property tax relief; net of this amount, spending is
2.4 percent below FY 1990-91. In reality, comparisons
with the previous fiscal year are meaningless because the
FY 1990-91 budget is far from complete. The legislature
and govemor still need to reach agreement on actions to
eliminate a potential deficit of $820 million (of which $310
million is a carryover from FY 1989-90).

The FY 1991-92 budget is based on the economic
assumptions that the current recession will be mild and
short lived, with the recovery beginning in the second
quarter of 1991; interest rates will be lower and inflation
slightly lower in 1991 than in 1990; real GNP will decline
by 0.2 percent in 1991 (with all of the decrease occurring
in the first half of the year) and then will rise by 2.9 percent
in 1992; and motor vehicle sales will slump 8.5 percent in
1991 and then rise in 1992 by 7.8 percent.

L With regard to spending, the Engler budget assumes

that his recommendations to balance the FY 1990-91
budget, including the January 14 Executive Order rejected
by the legislature, will be approved. His proposal also
assumes that the remaining budget gap will be closed by
(1) changing the treatment of income tax credits for a
one-time revenue gain of $366 million; (2) savings of $32
million in property tax credits resulting from the property
tax relief program; and (3) transferring $213 million from
the Budget Stabilization Fund (BSF).

With respect to revenues, the governor’s budget as-
sumes that GF/GP and School Aid Fund (SAF) revenues
for FY 1991-92 will increase 4.9 percent, to $10,033
million. After accounting and accrual adjustments, GF/GP
and SAF revenues for FY 1991-92 are estimated at
$10,918 million.

This is an education and property tax budget. Educa-
tion is allocated an additional $296.4 million (64 percent
of the new money in the budget), and $525 million is
allocated for property tax relief ($278 million net of reduc-
tions in homestead property tax credits). The only other
areas receiving increases are capital outlay, debt service,
and health. The large additions for education and property
tax relief are financed by a $335 million reduction in

pending on social services and a $47.8 million decline in
egulatory spending.

The largest recommended increases (in percentage
terms) are: Treasury, 15.5 percent; Library of Michigan, 9.4

3

percent; capital outlay, 6.3 percent; and community colleges,
4.9 percent. The large increase in Treasury is due (o the
proposed transfer of the $10.7 million Senior Citizens
Cooperative Housing Tax Exemption program from the
Department of Management and Budget. The largest recom-
mended reductions are; Commerce, 50.5 percent; Labor,
50.1 percent; Civil Rights, 20.5 percent; Agriculture, 13.9
percent; and Social Services, 13.7 percent.

Total state spending for FY 1991-92 is recommended
at $19,365 million, 6.9 percent above the projected level
for FY 1990-91. Excluding property tax relief, the
proposed increase is 4 percent. Federal aid is estimated at
$4.78 billion, a rise of 4.6 percent.

Several major issues face the governor and the legis-
lature. (1) What form will property tax relief take and how
should it be funded? (2) How deep should the spending
cuts for social programs be, and should the General Assis-
tance program be eliminated? (3) Will state employees
receive the 4 percent increase approved by the Civil Ser-
vice Commission? (4) What actions should be taken to
climinate the large deficit in the FY 1990-91 budget? (5)
How deep should the cuts be in arts and economic develop-
ment programs?
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Michigan Revenue Report

Asexpected, revenue collections in February (January
activity) were very weak.

Sales and use tax collections declined 1.3 percent, due
largely to a 20.8 percent decline in motor vehicle collec-
tions. Excluding motor vehicles, collections increased 2.4
percent.

Single Business Tax collections declined 11.3 percent
in February and are down 8.7 percent in the last three
months. This weakness reflects, in large part, the losses
suffered by the auto manufacturers. Little improvement is
likely for the next few months.

The only major revenue source that showed some
strength was personal income tax withholding, as collec-
tions rose 4.6 percent above the year-ago level. Part of this
strength, however, was due to three state paydays in
January, rather than the normal two.

Lottery sales increased 5.3 percent in February
(preliminary data), the first rise in sevcral months, but
year-to-date collections are 3.3 percent below a year ago.

We expect January and February to be the weakest
months of the fiscal year. With the war in the Persian Gulf

over and interest rates falling, the consumer is likely to
spend a little more freely. Economic problems remain,
however, particularly in the financial and motor vehicle
sectors, and the recession is not yet over.

In its latest financial report to the legislature (and in
the recently released FY 1991-92 budget), the Department
of Management and Budget reduced its FY 1990-91
general fund/general purpose and school aid fund estimate
by about $100 million, due mainly to a $105 million
reduction in estimated Single Business Tax collections. A
$33 million drop in the estimate for income tax collections
was offset by increases in several other revenue sources.
The revised figure is about 2 percent above FY 1989-90
collections, adjusted for one-time revenue items. PSC has
been assuming a 2 percent increase in FY 1990-91
revenues for several months. As indicated in the March
Bulletin, our view is that most of the risks are on the
downside, and a further revenue shortfall of $100 million
would not be a surprise.

The administration currently is projecting a budget
deficit of $820 million (after 9.2 percent cuts). This includes
a carryover deficit from FY 1989-90 of $310 million.
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