
INTRODUCTION 
National economic growth continued sluggish in the first 

quarter of 1990, although real gross national product (GNP) 
increased 2.1 percent (annual rate), compared with 1.1 per- 
cent in 1989 IV. The higher growth rate was mainly related 
to weather and does not indicate additional economic 
strength. One encouraging sign was a 2.5 percent increase in 
consumption expenditures, despite weakness in the motor 
vehicle sector. 

. The major concerns in 1990 I were inflation and interest 
rates. The U.S. consumer price index (CPI) grew at an annual 
rate of 8.5 percent in the first quarter, the largest quarterly 
increase since 1982 11. Again, however, much of the rise was 
related to the effect of cold weather on food and energy prices. 
Short-term interest rates remained relatively stable, as the 
Federal Reserve Board continues to expand the money supply 
at a rate of 5-6 percent, but long-term rates, which reflect 
future price expectations, rose significantly. For example, 
five-year Treasury securities rose from just under 8 percent 
at the beginning of the year to more than 9 percent in early 

L May. Both inflation and interest rates have begun to 
moderate in recent weeks, however. The Producer Price 
Index (PPI), which foreshadows increases in consumer 
prices, was unchanged in February and declined in the next 
two months; the April CPI grew at an annual rate of only 0.2 
percent. Both long- and short-term rates have declined 
moderately in the last few weeks. 

In Michigan, economic growth continues slower than na- 
tionally due mainly to weakness in motor vehicle sales, which 
declined 12 percent in April. Employment in the state in- 
creased only 0.4 percent in 1990 I (above the year-ago level), 
despite mild weather in January and February, as temporary 
auto layoffs contributed to a 5.3 percent decline in manufac- 
turing employment. 

First-quarter economic data do not materially change our 
1990 forecast. We continue to expect sluggish growth and a 
slowing rate of inflation. Our forecast for a stronger second 
half holds, but the improvement will be modest. We still 
expect an annual increase of about 2 percent in GNP and of 
4.5-5 percent in inflation. The Michigan economy will con- 
tinue to grow more slowly than the national economy, as we 
expect a decline of about 5 percent in motor vehicle sales. 
We are forecasting an increase of only 0.8 percent in employ- 
ment, which will require some pickup in growth in the second 
half of 1990. The unemployment rate averaged 8.2 percent 

\ in the first quarter, and we are projecting an average of 8 
percent for the year. 

The U.S. and Michigan forecasts are summarized in Ex- 
hibit 1. 

THE NATIONAL ECONOMY 

GNP, Income, and Employment 
Review 

The national economy showed some improvement in the 
first quarter. As noted above, real GNP increased at a 
seasonally adjusted annual rate of 2.1 percent (see Exhibit 2), 
but the strength was more apparent than real; growth in 1989 
IV was dampened by bitter cold in December and was boosted 
in 1990 I by mild weather in January and February. This was 
particularly evident in the 7.6 percent increase in fixed invest- 
ment (spending on business investment and residential con- 
struction). 

Consumption expenditures, which account for about 65 
percent of GNP, jumped 2.5 percent in the first quarter, 
following a weak 0.5 percent increase in 1989 IV. Net exports 
contributed $6 billion to the $21.7 billion rise in real GNP; 
exports increased slightly, and imports declined almost 3 
percent. The growth in GNP was held back by a decrease of 
$19.6 billion in business inventories; automotive inventories 
declined $21.5 billion. If inventories had remained un- 
changed from the 1989 IV level, real GNP would have been 
up 4 percent. The GNP price deflator, which measures infla- 
tion in the economy, increased at an annual rate of 6.5 percent, 
the largest gain since 1982 11. 

U.S. personal income rose at an annual rate of 9.6 percent 
in the first quarter of 1990 (seasonally adjusted), compared 
with 7.1 percent in 1989 IV. Adjusted for inflation and taxes, 
the 1990 I increase was 3.6 percent (annual rate). Most 
income categories recorded robust gains, with the largest 
being in farm income and transfer payments. Earnings in 
manufacturing were up only 1.2 percent (annual rate). 
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U.S. wage and salary employment was surprisingly strong 
in the first quarter. The 743,000 jobs added compare to only 
473,000 in 1989 IV. The growth continues to be in services, 
up 5.2 percent (annual rate). Other employment (mainly 
construction, but also transportation and public utilities) and 
government also made above-average gains, the latter due in 
part to hiring for the Census. Manufacturing employment 
continued weak, declining at an annual rate of 2 percent, but 
it rose in February for the first time since March 1989. A 
cautionary note: The March 1990 increase was only 26,000 
(excluding government, employment fell by 49,000 jobs.), 
and employment declined 218,000 in April, a likely harbinger 
of slower growth. (see Exhibit 3). 

The U.S. civilian unemployment rate averaged 5.2 percent 
in 1990 I, down from 5.3 percent in the previous quarter (see 
Exhibit 4). The rate for adult men, a leading indicator of 
changes in the economy, remained at 4.6 percent. The un- 
employment rates for minorities and teenagers declined sig- 
nificantly in the first quarter. 
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Outlook 

GNP growth in the first quarter was not as strong as it 
appeared and is likely to be slower in 1990 11. The motor 
vehicle and housing sectors will continue to be a drag on the 
economy until interest rates begin to decline; most long-term 
rates have increased nearly one percent in the last few months. 
Among the positive signs, the index of leading indicators rose 
0.9 percent in March; U.S. personal income continued to 
record strong increases; and new factory orders were up 
sharply in March. We still anticipate a rise of 2 percent in 
GNP in 1990, but the expected gain in the second half may 
be threatened if interest rates move much higher. 

The employment figures for 1990 1 also were misleading, 
as aberrant weather and other factors contributed to the strong 
showing in January and February. The weakness in March 
employment likely foreshadows much slower growth in the 
second quarter. We forecast a rise in jobs of less than 2 
percent in 1990, compared with 2.8 percent in 1989, and we 
believe the unemployment rate will average 5.6 percent, up 
from 5.3 percent in 1989. 

Leading Indicators 

The U.S. Department of Commerce index of leading in- 
dicators posted a third consecutive monthly increase in 
January (up 0.14 percent) before declining in February (by 
0.96 percent). The rise of 0.9 percent in March, however, 
seems to demonstrate that the economy will continue to chug 
along through at least 1990 11, albeit slowly. The index is 
designed to forecast the direction of the economy over the 
next six to nine months. 

The March increase was significant in that six of the 
index's eleven factors were positive, and two showed no 

change. Only three contributed negatively to the index 
during the final month of 1990 I, whereas the index had only 
four positive elements in January and just three in February. 
Unseasonably warm weather in January sparked a large rise 
in building permits (the primary factor in the index gain that 
month), but this sector always is volatile; its decline by an 
even greater amount in February largely accounts for the drop 
,in the index that month. 

Surprisingly, the index seems to indicate that the recent 
slump in manufacturing may be over. The average produc- 
tion workweek rose in January and remained steady during 
the rest of the quarter, manufacturers' orders increased in 
February and March, and slower vendor deliveries were 
experienced in two of the three months of 1990 I. Possibly 
the most favorable sign for this sector, however, was the 
healthy rise in orders for plant and equipment in March, 
following substantial declines in January and February. 

Monetary Policy 
Review 

Although the bellwether federal funds rate remained stable 
throughout the first quarter and into April, rising long-term 
interest rates (see Exhibit 5) have led many to conclude that 
the time is ripe for another round of monetary tightening. 

The rise in long-term rates probably is due to a number of 
factors, including the economy's strong performance in 1990 
I, higher than expected domestic inflation and fears of con- 
tinued inflation abroad (see International Trade), rising 
defaults on long-term debt (primarily involving junk bonds 
used to finance corporate takeovers), and increasingly large 
issuances of long-term Treasury securities (more than $30 
billion was slated for the May 7 auction alone). 
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Why the distress over long-tern rates? The Federal 
Reserve (Fed) usually is concerned with the federal funds rate 
(the interest member banks charge on overnight loans to one 
another), since it influences other short-term market rates. 
But it generally is thought that theFed looks to long-term rates 
in evaluating inflationary expectations in the marketplace.' 
Indeed, attention began to focus on these (such as long-term 
Treasury securities) in late January, when they rose above 
short-term rates. Not until mid-March, when the spread 
between the federal funds rate and long-term rates began to 
widen rapidly, did expectations grow that the Fed would 
tighten credit. If this occurs during the second quarter, long- 
term rates likely will continue to increase, hampering growth 
in the already unsteady housing sector (because the mortgage 
rate is tied to that on long-term Treasury securities) as well as 
in manufacturing. 

Outlook 

Will they or won't they? Only the Fed knows for sure. It 
is possible that another round of credit tightening will depend 
on further economic data (such as May and June CPI statis- 
tics) indicating the strength of the inflationary trend and 
whether the economy has begun to cool after the expansion 
in 1990 I. It is likely that current price increases and the 
expectation of more will force the Fed to constrict credit 
gradually, although the administration and Congress probab- 
ly will press for a delay until after the November elections. 

Fiscal Policy 
Review 

In a recently released report, the General Accounting Of- 
fice (GAO) revised its cost estimate of the 30-year bailout of 
the savings and loan industry from $257 billion to $325 
billion. Reasons cited include more insolvencies, better in- 
formation (based on current experience) on actual bailout 
costs, and higher interest and administrative expenses. The 
GAO projects a ten-year figure of $243 billion, which differs 
sharply from the administration's estimate of $166 billion2; 
the latter, according to the GAO, is based on such unrealistic 
assumptions as no inflation, no recession for the next ten 
years, and an expansion of 7 percent in savings and loan 
deposits at a time when they have been declining. 

As a result of the economic slowdown in 1989 IV, the 
administration has revised its projection of the budget reduc- 
tion necessary to meet the FY 1991 Grarnm-Rudrnan target 
of $64 billion. Budget Director Richard Darman estimates 
that from $8.5 billion to $12 billion more in combined spend- 
ing cuts and tax increases must be implemented in order to 

- 

' A rise in Long-term rates supposedly implies that inflation will continue; 
bonds therefore require a greater return (interest) in order to compensate 
holders for any loss on their investment caused by inflation. 

The administration generally cites only a ten-year estimate of bailout 
costs. 

avoid the across-the-board cuts (referred to as sequester) 
mandated by the law. Congress and the administration are 
negotiating a jackage that probably will contain both tax 
increases and spending cuts. 

Outlook 

President "Read-My-Lips" Bush likely will have to accept 
higher taxes in return for a lower tax rate on capital gains and 
in order to restore some of the large cuts in defense spending 
proposed by the House and Senate. ( Both chambers have 
suggested military outlays ranging from $6-7.5 billion less 
than pposed by the administration.) Budget maneuvering 
will intensify as the summer recess and the campaign season 
draw nearer. It remains to be seen, however, whether the 
savings and loan bailout will remain in the budget (the ad- 
ministration prefers that it be taken out). 

International Trade 

Review 

The dollar's value continued to decline through February 
but rose slightly in March (see Exhibit 6). The five consecu- 
tive months of decline for U.S. currency contributed greatly 
to improving the trade deficit over the last year.3 Rising 
domestic long-term rates (which increase demand for U.S. 
interest-bearing securities) and climbing inflation in Japan 
may have renewed interest in the dollar briefly, as its value 
began to rise during March, but by late April it had returned 
to the pre-January level. 

When the dollar declines relative to other currencies, U.S. goods become 
less mstly relative to those produced elsewhere. 
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Japan's recent inflation (which seemed to be peaking at 
quarter's end) has been exacerbated by the central bank's 
refusal to allow any corresponding increase in Japanese in- 
terest rates. These problems, coupled with the rise in U.S. 
long-term interest rates (see Monetary Policy), have per- 
mitted improvements in the U.S. current account status: and 
foreign capital, needed to finance the national deficit, con- 
tinues to be attracted. 

The value of the dollar was not the only factor contributing 
to the merchandise trade deficit during 1990 I; the weather 
played a major role. The deep freeze in December 1989 
resulted in record oil imports in January (291.3 million bar- 
rels), as providers scurried to top up supplies. Milder weather 
and slightly lower prices ($19.39 per barrel versus $20.19 per 
barrel in January) reduced oil imports in February (243 mil- 
lion barrels, a decline of 16.6 percent). In March, the value 
of oil imports remained unchanged from February levels 
($4.7 billion); 261 million barrels were imported at an 
average price of $18.18 per barrel. 

The 44 percent rise in oil imports in January was the 
predominant reason for the $1.64 billion expansion in the 
trade deficit that month, to a revised $9.32 billion, up from 
$7.68 billion in December 1989 (both figures are seasonally 
adjusted). Otherwise, the trade figures were very encourag- 
ing; exports of consumer goods, food, manufacturing 
materials, and capital equipment increased. The picture was 
reversed in February; although the trade deficit was the lowest 

\- monthly figure posted since 1983 ($6.49 billion, a decline of 
30.4 percent) and oil imports fell, the figures were viewed 
with mixed feelings at best. The January gains were nearly 
erased, as exports declined by one percent. Only aircraft 
continued to sell well, due solely to Boeing catching up on 
backorders created by last year's strike. The pessimism 
stemmed from February's drastic across-the-board drop in 
imports, viewed as evidence of a slowing U.S. economy. But 
these fears abated with the March figures, which showed 
increases in both imports and exports, with the rise in imports 
sufficient to raise the deficit to a seasonally adjusted $8.4 
billion, for a 1990 I total of $23.9 billion. Also posting 
increases in the last month of the quarter were exports and 
imports of automotive vehicles, parts, and engines; industrial 
supplies and materials; food; and other materials. Imports of 
capital goods and consumer goods also rose during the month. 

Outlook 

Despite gloom in some quarters, the trade picture is not all 
bad; the figures for each month of 1990 I were better than 
those recorded a year ago. Whether the situation continues 
to improve depends on several factors. One is the extent to 
which U.S. dependence on foreign oil increases (currently, 
we import more than half the total oil we consume) and how 

L well OPEC can control prices; more imports at high prices 

The current a-nt measures exports of goods and services relative to 
imports. The merchandise trade deficit measures goods imports and ex- 
ports only. 

could cause the total value of oil imports (and therefore total 
U.S. imports) to continue to swell. Another factor is the 
economic strength of both the United States and our various 
trading partners; a slowdown overseas could mean less 
demand for U.S. goods and services, which would reduce 
exports. 

Motor Vehicle Sales and Production 

Review 

Motor vehicle sales in 1990 I showed marked improvement 
over the sharp decline in 1989 IV but still fell 0.4 percent 
below the year-ago quarter. Passenger car sales dropped one 
percent; domestics gained 0.4 percent, and imports fell 4.2 
percent. In 1990 I the import share was 27.1 percent, com- 
pared with 28 percent a year ago. Truck sales increased 0.5 
percent in the first quarter (see Exhibit 7). As shown in 
Exhibit 8, the winners among all types of domestic passenger 
cars in the first quarter were Lincoln and Chevrolet. The big 
losers were Chrysler, Mercury, Dodge, Pontiac, Oldsmobile, 
and Ford. Among imports, market share gains were 
registered by Mitsubshi (which more than doubled sales), 
Toyota, and Hon&. Those losing share were Subaru, Hyun- 
dai, and Nissan. 

Motor vehicle production slumped 20.5 percent in 1990 I 
from the year-ago level, as manufacturers reduced excess 
inventories. There was a 64-day supply of domestic pas- 
senger cars on hand as of April 1, compared with 92 days on 
January 1,1990, and 77 days on April 1,1989. Passenger car 
production was off 22.5 percent, and truck production was 
down 17.1 percent. 
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Outlook 

Although motor vehicle sales were stronger than we ex- 
pected in the first quarter, they are likely to be weak 
throughout 1990; April sales fell 12 percent below a year ago. 
We are revising our annual projection from a decline of 5 
percent to 3 percent, and we forecast a total of 14.45 million 
vehicles. Passenger car sales are estimated at 9.45 million 
units (compared to 9.9 million in 1989), and truck sales are 
projected at 4.9 million units (5 million in 1989). The import 
share for passenger cars is likely to increase from 28 percent 
in 1989 to 28.5 percent in 1990. Passenger car production 
probably will decline more than sales this year, as inventories 
were very high in January. 

Housing and Construction 
Review 

Stimulated by the early mild weather, the housing market 
experienced gains in January, but rising long-term interest 
rates and a slowing economy began to take their toll by the 
end of 1990 I. Total starts of new, privately owned housing 
units rose in January to a seasonally adjusted 1.568 million 
units, up 23.2 percent from December 1989 (1.273 million). 
Starts declined in February (to 1.457 million units, a drop of 
7.1 percent) and again in March (to 1.321 million units), for 
an average of 1.449 million starts in 1990 I, up 7.5 percent 
from the revised figures for 1989 IV. There were 292,400 
actual starts during the first quarter, a 3.3 percent decline from 

the previous quarter and 3.7 percent less than in 1989 I (see 
Exhibit 9). 

Authorizations for privately owned housing units followed 
the same pattern as for starts. In January, 1.745 million 
permits (annual rate, seasonally adjusted) were issued, up 21 
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percent from the previous month, but this gain was 
counteracted by corresponding declines in February (1.305 
million permits) and March (1.206 million permits). Unad- 
justed for seasonal variations, 299,200 permits were 
authorized during 1990 I, compared to 29 1,800 in 1989 I, an 
increase of 3 percent. 

Construction data were somewhat more encouraging than 
the housing figures. The value of new construction put into 
place in January was $425 billion, up $9.9 billion (2.4 per- 
cent) from December's revised figures, and there was another 
rise in February, to $438.6 billion (up 3.2 percent). In March, 
construction dropped slightly, by $6.1 billion (1.4 percent), 
to $432.5 billion. The latter showing was not too discourag- 
ing, however, as the decline was small, and after adjusting for 
price variations the figure was 3.6 percent above the March 
1989 posting. 

Most of the first-quarter construction gains were at- 
tributable to the residential housing market. February gains 
were stimulated by private nonresidential commercial build- 
ing and by public construction of highways and streets. 

Outlook 

The unseasonably warm weather accounts for much of any 
gain in the housing and construction sector. Another reason 
may be expectations that long-term rates will continue to rise 
through the next two quarters, taking mortgage rates along 

I, 
with them. The good news is that the Fed has not considered 
inflation sufficiently threatening to implement policy aimed 
at squeezing credit, which could raise both long-term and 

mortgage rates. If no such move occurs, the housing market, 
already suffering from general cooling of the economy, 
should remain weak but stable through mid-year. 

Prices 
Review 

U.S. consumer prices increased at an annual rate of 8.5 
percent in 1990 I, the highest quarterly rate since spring 1982 
(see Exhibit 10). Most of the surge can be attributed to the 
bitter cold in December 1989, which ruined crops and created 
fuel shortages, pushing the annual rate to 13.2 percent in 
January. In February and March prices increased at a more 
moderate, but still disturbing, 6 percent. The components 
contributing most to the sharp runup in firstquarter prices 
were apparel, 19.6 percent; food and beverages, 10.8 percent; 
transportation, 9.2 percent; and medical care, 8.8 percent. 
Housing, which comprises about 42 percent of the index, 
grew at a relatively modest 5.6 percent. The 1990 I CPI was 
5.2 percent above a year ago; medical care (8.6 percent), food 
and beverages(6.5 percent), and other goods and services (7.4 
percent) rose at rates above average. 

The Producer Price Index (PPI), which foreshadows in- 
creases in the CPI, grew at an annual rate of 6.4 percent 
(seasonally adjusted) in the first quarter. Excluding food and 
energy goods, which experienced sharp price rises in January, 
the PPI increased at an annual rate of 3.2 percent. Un- 
changed in February, the PPI declined 0.2 percent in March 
and 0.3 percent in April; excluding food and energy prices, 
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the index was up 0.4 percent in February, 0.3 percent in 
March, and 0.2 percent in April. 

Outlook 

The rate of inflation is almost certain to slow from the first 
quarter pace, due mainly to moderating price increases for 
food and fuel, and the continued weakness of the economy. 
One positive sign is the slowdown in the PPI in February and 
March. We project that prices will rise at an annual rate of 4 
percent for the remainder of the year, resulting in average 
annual increase for 1990 of 4.8 percent (up from our previous 
estimate of 4.5 percent). 

THE MICHIGAN ECONOMY 

Employment and Income 
Review 

Michigan nonagricultural wage and salary employment 
continued to slow in 1990 I, increasing only 0.4 percent above 
a year ago. As Exhibit 11 shows, the fust quarter was even 

weaker than appears, as relatively mild weather in January 
and February boosted employment, particularly in construc- 
tion (up 4.2 percent). Above-average growth also was 
recorded in the services (2.8 percent) and the finance, in- 
surance, and real estate (2.5 percent) sectors. Services con- 
tinued to lead despite slower growth in the business services 
category. The manufacturing sector weakened even further 
(see Exhibit 12), due mainly to temporary layoffs in the 
automobile industry in order to reduce excess inventories. 
Manufacturing employment fell 5.3 percent below the year- 
ago level; for motor vehicles the drop was a sharp 11.5 
percent, and the only large manufacturing category to record 
an increase was printing and publishing. 

The Michigan unemployment rate averaged 8.2 percent in 
the first quarter, up b m  7.2 percent in 1989 I, although the 
rate declined to 7.2 percent in March. The figure for April 
was 7.3 percent, as autoworkers returned to the job. Michigan 
had the highest unemployment rate among 11 large states in 
1990 I (see Exhibit 13). 

Michigan personal income (seasonally adjusted) rose one 
percent between the third and fourth quarters of 1989 (the 
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latest data available), down from a revised 2.3 percent gain 
between 1989 I1 and I11 (see Exhibit 14). The national 
increase was 2 percent The U.S. Department of Commerce 
revised 1989 I11 personal income in Michigan from $165,919 
million to $166,608 million. The fastest growing sectors in 

lL 
1989 IV were finance, insurance, and real estate (3.9 percent) 
and services (1.8 percent). Earnings in manufacturing 

declined 1.1 percent and rose only 0.1 percent in construction, 
which was a strong growth sector until recently. Wages and 
salaries in Michigan were up only 0.4 percent during this 
period, compared with 1.7 percent nationally. Personal in- 
come in 1989 IV was 7.2 percent above a year ago, and wages 
and salaries were 5.4 percent higher than the previous year. 
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For all of 1989, the growth in Michigan personal income 
was 7.6 percent and in wages and salaries was 6 percent. 
These numbers compare with gains of 6.6 percent and 7.3 
percent, respectively, in 1988. 

Outlook 

Employment in 1990 I1 may be somewhat stronger than in 
the fmt quarter, despite a return to more normal weather, 
since motor vehicle employment will not be as depressed. 
Although sales continue weak, inventories are under control, 
and significant layoffs are not likely. We still expect a slow 
year for employment, with job growth of less than one percent 
and an average unemployment rate of 8 percent. 

Personal income may not reach our forecast growth of 5 
percent. Based on first-quarter income tax collections, it 
appears that wages and salaries did not increase above 1989 
I, and total income growth in 1990 I probably will be less than 
2 percent. We will not adjust our forecast until actual data 
become available, but a downward revision is likely. 

Consumer Prices 
Review 

Michigan consumer prices (as measured by the Detroit- 
Ann Arbor CPI, released every two months) surged in 
February after declining in December. The February index 
was 8.4 percent above the December 1989 figure and 5 
percent higher than a year ago (see Exhibit 15). There were 
large increases in almost every major category, with enter- 
tainment, apparel, medical care, and transportation rising at 
double-digit rates. Motor fuel prices grew at an annual rate 
of 40.1 percent. The overall price increase was held back by 
a rise of only 1.5 percent in housing, which comprises more 
than 40 percent of the computation. 

Outlook 

The recent price surge has caused concern, but the large 
increases are likely to be temporary. Energy prices already 
are falling, and food prices should moderate by summer. 
Some of the other increases, such as for apparel, are seasonal 
and also should slow in the next few months. The economy 
is still too weak to support high prices for an extended period. 
We continue to forecast an inflation rate of about 4 percent in 
1990, slightly lower than expected nationally. 

Housing and Construction 
Review 

Construction activity was up in the first quarter, due in 
large part to mild weather. Relatively low mortgage rates 
contributed to an upswing in planned housing (measured by 
the number of residential permits), as prospective home 
builders rushed to lock in rates before any increase might 
occur. The effective mortgage rate posted for Michigan in 
January (10.27 percent) was the lowest since April 1987.' 
The rate-which has declined every month except one since 
April 1989+ose in both February (to 10.63 percent) and 
March (to 10.7 percent), reaching its highest level since June 
1989. In April 1990 the rate declined to 10.6 percent. 

Residential building permits issued in January, both in 
Detroit and statewide, were above the levels posted the pre- 
vious year. Permits fell along with temperatures in February 
but rose again in March, ending the quarter above the 1989 I 

' Indusuy Analysis Depa~tment. Federal Home Loan Bank of Indianapolis, 
"Michigan and Indiana Effective Mortgage Rates" (Indianapolis: April 
1990). Data are from a Bank Board s w e y  of 6th District savings and 
loan institutions regarding mortgage activity during the first five business 
days of the month. Rates are on 25-year maturity loans with a 75 percent 
loan-to-value ratio. 
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level. In the Detroit area, 1,539 permits were issued in 
January, up 52.4 percent from the previous month and 101 
percent above the previous year. Detroit area permits 

L declined by 44 pucent in February (to 859) but ended the 
quarter on a high note, rising 83.6 percent in March (to 1,577). 
The fitst-quarter total was 3,975 permits for the metro area, 
20.7 percent above 1989 I. A similar pattern was experienced 
statewide: Residential building permits issued in January 
totalled 2,823, up 19 percent from December; there was a 
drop of 30.1 percent in February (to 1,972), then a rise of 77.6 
percent in March (3,502 permits). Residential permits issued 
statewide in 1990 I amounted to 8,297, up 24.6 percent from 
1989 I. 

The mild weather spurred not only early planned starts but 
also actual construction, especially in the metro Detroit area. 
The value of residential construction put into place in metro 
Detroit through February 1990 (the latest data available) 
totalled $273 million, 59.9 percent more than the same period 
in 1989. Nonresidential construction amounted to $199.1 
million, 14.7 percent above the period a year ago. Statewide 
residential construction during the first two months of the 
year was up 38.7 percent from 1989, to $472 million. Non- 
residential construction was the only category experiencing 
a decline from last year, amounting to $418.7 million, 5.4 
percent below the year-ago level. 

Outlook 

L 
The February and March climb in mortgage rates was 

likely in response to higher rates on long-term government 
securities (see Monetary Policy), but unless the Fed tightens 

credit in the near future, housing (at least in the residential 
market) should remain stable through the second quarter. 
Strength in public sector construction also should help keep 
the construction industry on an even keel. 

Regional Economies 
Review 

First-quarter employment growth was slow in most of the 
state's major labor markets. The Upper Peninsula continues 
to buck the trend, posting an employment increase 4.3 percent 
higher than 1989 I. The main growth sectors there have been 
construction and services. The metropolitan areas recording 
the fastest job growth were those less dependent on the 
automobile industry, such as Grand Rapids and Battle Creek. 
The three most dependent-Flint, Detroit, and Saginaw-Bay- 
Midland-4 recorded employment declines. In 1990 I the 
automotive sector in Detroit declined by 18,800 jobs (down 
10.3 percent from 1989 I) and in Flint by 3,300 jobs (9.3 
percent less than 1989 I). 

Unemployment rates in 1990 I increased above the year- 
ago quarter in al l  labor markets except the U.P., where the 
rate declined 0.7 percent (see Exhibit 16). The largest jumps 
were 2.5 percent in Saginaw-Bay-Midland and 2.1 percent in 
Lansing and East Lansing; the range was from 12.1 percent 
in Flint to 5 percent in Ann Arbor. Auto layoffs in January 
skewed the first-quarter average for some labor markets, 
however. For example, the rate in Flint was 17.9 percent in 
January and only 8.9 percent in March. In Saginaw-Bay- 
Midland the rate fell from 13.3 percent in January to 7.7 
percent in March. 
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Outlook 

The pattern of regional economic growth is likely to favor 
automobile-dependent labor markets (Flint, Detroit, and 
Saginaw-Bay-Midland) in 1990 I1 as workers return from 
firstquarter layoffs intended to bring inventories into line. 
For all of 1990, however, these labor markets will experience 
the slowest employment growth. The Upper Peninsula 
should continue to do well, although the pace will slow. 
Above-average growth in Grand Rapids and Battle Creek 
should continue, and the rate of growth in Ann Arbor should 
increase from current levels. 

ROBERT KLEINE, Senior Economist and editor of PSC's 
Public Sector Reports, formerly was senior analyst in public 
finance at the Advisory Commission on Intergovernmental Rela- 
tions in Washington, D.C., and director of Michigan's Office of 
Revenue and Tax Analysis. 

FRANCES SPRING, Economist, assists in preparing PSC's 
revenue and economic forecasts as well as issue papers on tax 
and economic matters. She is the w-author, with Mr. Kleine, of 
PSC's recently published study on K-12 education, Profiling 
Michigan's School Districts. 
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