
INTRODUCTION 

All signs appear to be pointing to a recession in the second 
half of the year. Real GNP increased only 1.2 percent in 1990 
I1 (see Exhibit 1). and all the growth was in inventories. Final 
demand-spending by consumers, business, government, 
and foreigners-fell 1.5 percent, the fust decline since the last 
recession. The bad news continued in July as auto sales 
dropped 3.3 percent; housing starts fell 2.6 percent, to their 
lowest level since 1982; U.S. employment fell 220,000; and 
the unemployment rate jumped 0.3 percentage points (to 5.5 
percent, the highest since August 1988). The Conference 
Board's consumer confidence index declined 0.6 percent, to 
the lowest level since the 1987 stock market crash. 

Then came the Iraqi invasion of Kuwait, which sent energy 
prices skyrocketing and threatens to raise inflation and further 
dampen economic growth. No major sector is doing well, 
although there is hope that exports will continue to provide 
some stimulus. The best chance for avoiding a recession is 
lower interest rates, but the Federal Resene Board is still 
concerned about inflation, particularly with the prospect of 
higher energy prices. Nevertheless, the Fed may have little 

, choice, and interest rates are likely to be quite a bit lower by 
yearend This may not be enough to stave off a recession, 
however, given the widespread weakness, particularly in the 
all-important consumer sector. Even if there is no recession, 
we can look for very slow growth over the next twelve 
months, possibly longer. It appears that the IOUs fiom the 
overspending, overborrowing, and overpromising of the 
1980s are coming due. 

As the dd saying goes when the nation catches a cdd, 
~ c a t c h e s ~  Thisislessbuetoday,because 
manufacturing has declined sharply in relative importance to the 
state's economy, but we are still heavily dependent on the auto 
industry. Our view is that Michigan W y  is experiencing a 
recessiOn,thecontinuedslumpinautosa!eswilldeepenit,and 
higher gas prices will further dampen motor vehicle sales. 
Employment has not grown in the past year, and manufacturing 
employment is off 27 percent. The unemployment rate has 
remained Eairly steady (7.7 percent in July), but a signifkant jump 
is likely m the next few mthr 

l l i s  recession probably will not be nearly as bad as the last, 
but a conflict in the Middle East could result in a sustained 
period of economic decline. At best, the downturn will be 
short and mild if the Persian Gulf crisis is resolved peacefully, 
the Fed drives down interest rates, and progress is made in 

, , reducing the federal deficit. As Business Week said in the 
August 13 issue: Vasten your seat belts, it's going to be a 
bumpy second half." 

THE NATIONAL ECONOMY 

GNP, Income, and Employment 

Review 

The national economy continued to weaken in 1990 11, 
turning in one of the poorest performances since the expan- 
sion began in 1982. Real GNP rose only 1.2 percent, down 
from a revised 1.7 percent increase in 1990 I (see Exhibit 2). 
(The 1.1 percent growth rate in 1989 IV was revised to 0.4 
percent) Only a buildup in business inventories and a rise in 
government spending kept the economy from contracting. 
After dropping $2.2 billion in 1990 I, inventories in the 
second quarter increased an unhealthy $26.2 billion. Exclud- 
ing these, real GNP declined at an annual rate of 1.5 percent; 
excluding government spending as well, real GNP fell 3.4 
percent. The continued caution in consumer spending 
resulted in an annual rate of decline of 0.3 percent. Housing 
and business investment have been major contributors to 
growth during the current expansion, but in the second quarter 
of 1990, residential fmed investment dropped at an annual 
rate of 13.5 percent, and the nonresidential category fell 6.1 
percent. 

U.S. personal income rose at an annual rate of 4 percent 
(seasonally adjusted), down sharply from a 9.6 percent in- 
crease in the fust quarter. 

Wage and salary employment growth slowed nationally in 
1990 11. The job gain of 43 1,000 was well below the gain of 
743,000 in the f i t  quarter and slightly below the 1989 IV 
increase of 473,000 (see Exhibit 3). Government employ- 
ment rose 347,000 in the second quarter, due mainly to the 
hiring of temporary census workers, but private sector jobs 
increased at an annual rate of only 0.4 percent. Manufactur- 
ing employment continued to drop, although the 1990 I1 
decrease of 0.8 percent was an improvement over the 2 
percent decline in the fust quarter. Employment in the ser- 
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vices sector slowed sharply, to an annual growth rate of 2.5 
percent. In July, nonfarm employment fell 220,000, due 
mainly to a 175,000 decline in federal government employ- 
ment as temporary census jobs were eliminated. Private 
employment declined 45,000, due to a 51,000 job decline in 
construction. 

The U.S. civilian unemployment rate averaged 5.2 percent 
in 1990 11, unchanged from the fnst quarter (see Exhibit 4). 
The rate for adult men, a leading indicator of changes in the 
economy, increased 0.2 percentage points, to 4.8 percent, in 
the second quarter of 1990. In July, the unemployment rate 
jumped to 5.5 percent. Another negative indicator in the 
second quarter was an increase of 150,000 (to 900,000) in the 
number of discouraged workerspersons who report they 
want work but no longer are looking because they believe no 
jobs are available. This was the largest quarterly jump since 
the government began keeping records in 1970. 
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Outlook 

A recession is probable in the second half. Government 
spending, one of the few sources of growth in 1990 II, is likely 
to slow as the president and Congress agree on a deficit 
reduction plan, and inventories will not increase as fast as in 
the second quarter. The consumer has contributed little to 
economic growth this year, and there is no sign of a turn- 
around. Exports, which declined at an annual rate of 3.7 
percent in 1990 I1 after two years of steady growth, may be a 
source of growth in the second half. The big hope is that the 
Fed will push interest rates down, thereby stimulating con- 
sumption, housing, and business investment. The steady in- 
flation rate (the GNP deflator rose 3.9 percent in 1990 11) 
should make the Fed more willing to loosen credit. In our last 
forecast we estimated that real GNP would rise 2 percent in 
1990. Given the downward revisions for recent quarters and 
the weakness in 1990 11, we now project an increase of only 
1.2 percent (annual average). 

The labor markets are sending out a recession warning. Job 
gains in the private sector averaged only 112,000 per month 
in the first half of 1990, compared with 136,000 in the second 
half of 1989 and 218,000 in the first half of last year. The 
unemployment rate has been held down by slow growth in 
the labor force, but more people are expected to enter the 
labor market (seasonally adjusted) in the next few months.' 
As a result, the unemployment rate should rise in the second 
half, possibly reaching 6 percent by year-end. In our last 
forecast we estimated that the rate would average 5.6 percent 
in 1990, and our forecast is unchanged. 

i 

The. slow growth of the labor face  is thought to be the result, in part, d a 
statistical aberratim within the seasonal adjustment factor, which should 
be. corrected by July or August. 

Leading Indicators 

The index of leading economic indicators recorded a 
revised 0.2 percent decline in April, gained 0.7 percent in 
May, and remained flat in June. The index is designed to 
foretell the direction of the economy during the coming six 
to nine months. During the first half of 1990 it increased 0.5 
percent, which the Bureau of Economic Analysis of the U.S. 
Department of Commerce notes is consistent with the 
administration's forecast of 2 percent growth for the national 
economy in 1990. 

In April and June, negative or zero contributions were 
recorded for seven of the index's eleven components, while 
seven were positive in May. The index seemed to give mixed 
economic signals in 1990 11, with its rise or fall contingent 
upon rather large changes in one or two elements. In April 
there were considerable declines in the number of building 
permits issued and in plant and equipment orders (somewhat 
offset by a rise in materials' prices), and the May increase was 
spurred by a substantial gain in the average workweek. 
Despite a cut in manufacturers' unfilled orders, the June index 
was unchanged. Only two elements--materials' prices and 
delivery times-mntributed positively to the index in each of 
the three months, and one-manufacturers' unfilled order* 
declined throughout the quarter. 

Despite some good signals, the index seems to point to a 
weakening economy. The workweek gain in May followed 
a large decline the previous month, and the May increase in 
materials' prices is likely the result of tight credit rather than 
greater demand. In addition, the gain recorded that month in 
orders for consumer goods was offset by an almost equal 
decline in June. 

Monetary Policy 

Review 

Federal Reserve Chairman Alan Greenspan has been at- 
tempting a very delicate balancing act, trying to allow interest 
rates to decline without fanning inflationary fears. The Fed 
eased monetary policy in May but tightened it in June, result- 
ing in a federal funds rate that changed little over the quarter 
(8.33 percent at the beginning of April and 8.27 percent at the 
end of June; see Exhibit 5). 

It was in July that Greenspan began his high wire act. 
Stating its concern about tight credit, the Fed eased up, which 
resulted in a general decline in interest rates. At the same 
time, to dispel inflation anxiety, Greenspan denied that the 
move was in response to a softening economy and reiterated 
that controlling inflation was still the Fed's primary concern. 
He conceded, however, that additional adjustments may be 
necessary if credit conditions worsen, and further loosening 
could occur if budget negotiations result in a substantial 
deficit reduction. 
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Outlook 

Although Chairman Greenspan initially may have been 
successful in dampening inflationary fears, events in the 
Middle East very likely will be his undoing. Energy prices 
had been declining slightly but suddenly skyrocketed; more 
increases are almost assured as oil stockpiles are gobbled up 
in anticipation of shortages and additional price hikes. The 
Fed, poised to loosen its grip on credit even further in order 
to kindle a weak economy, now faces the dilemma of doing 
so and possibly igniting inflation or maintaining monetary 
restraint and allowing the economy to sag into recession. 

Fkcal Policy 
Review 

President Bush finally conceded mounting difficulties with 
the federal budget deficit by permitting the "T word" to cross 
his reluctant lips. Through June of this fiscal year (which 
ends in September), the deficit totalled $163.1 billion, up 
from $105.4 billion (54.7 percent) from the same period in 
1989. Estimates are that from $85-101 billion in additional 
spending cuts will be needed to stave off automatic, across- 
the-board reductions (or sequester) mandated by Gramm- 
Rudman. In light of the problems with the current budget and 
setbacks in the negotiations for the coming fiscal year, the 
president admitted the need for "tax revenue enhancements" 
in order to meet FY 1991 targets. 

The question now seems to be which taxes will be hiked. 
The number of plans put forward thus far conceivably may 
exceed the number of politicians in Washington. Nearly 
every existing levy has been mentioned as a potential can- 
didate. Proposals include higher taxes on energy (such as the 
BTU and carbon tax, which would place and/or increase 

assessments on selected farms of energy), stock market trans- 
actions, the personal income of wealthy individuals, and 
"sin." Ihe administration earlier had indicated that a budget 
package must include a reduction in the capital gains tax in 
exchange for increases in other assessments, and this stipula- 
tion may be one cause of the stalled negotiations. 

Compounding existing deficit problems is the savings and 
loan disaster, already estimated to have cost $100 billion. 
William Seidman, president of the Resolution Trust Corpora- 
tion (the agency in charge of the bailout), recently testified 
that an additional $100 billion will be required in the coming 
year alone. While some of the expense will be recovered by 
the government's sale of assets purchased or seized, losses 
are likely to be substantial due to declines in real estate values 
and the collapse of the junk bond market (two major forms of 
assets held by many of the failed savings and loans). 

Outlook 

Although the president's concession on taxes appeared to 
pave the way for an early compromise on the M 1991 budget, 
political maneuvering by all concerned has created an im- 
passe. Agreement must be reached soon, however, or Con- 
gress risks triggering sequester. The national debt ceiling was 
raised in late July, making it possible for the government to 
continue operations through September. It will take more 
than tax enhancements, however, to deal with what could be 
the largest budget deficit in U.S. history. Both the administra- 
tion and the Congressional Budget Office (CBO) have in- 
creased their projections for the FY 199 1 deficit by about $1 
billion, bringing the total deficit to between $149.4 billion 
(the administration's estimate) and $230 billion (the CBO's 
figure, which exceeds the 1986 record deficit of $221.2 
billion). Both projections include the on-budget items as- 
sociated with the savings and loan bailout and some of the 
effects from the Iraqi invasion of Kuwait. Neither, however, 
accounts for an increase in the cost of oil and the economic 
consequences of such an event; the administration estimates 
that a $10 per barrel increase in the cost of oil could result in 
a decline in GNP of 1.2 percentage points, thus reducing 
government revenues even more than previously predicted. 
If oil prices were to rise this dramatically, it is likely that 
Congress would pass legislation allowing the Gramm-Rud- 
man mandates to be exceeded, or at least decrease the size of 
the cuts necessary to meet the 199 1 target of $64 billion. 

International Trade 
Review 

From the March figure of $8.4 billion, the merchandise 
trade deficit declined by nearly 13 percent in April, to $7.3 
billion. The slight rise in May-to $7.77 billion (an increase 
of 0.6 percenttwas no cause for alarm, and the decline in 
the value of the dollar appeared to bode well for future U.S. 
exports (see Exhibit 6). The June figure bore this out, falling 
to $5.07 billion, 35 percent below the figure posted in May, 
and was attributable to a record level of exports. (Exports in 
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June climbed 4.6 percent, to $34.3 billion, while imports 
declined 29 percent, to $394 billion.) The trade situation is 
very likely to be short-lived, however, in light of events in the 
Middle East. 

In April there were declines in both exports and imports, 
the latter led by a drop of more than 20 percent in the dollar 
value of energy-related petroleum products; imports of such 
products shrank from P daily average of 8.4 million barrels in 
March to 7.5 million barrels in April. A drop in oil prices of 
$1 per barrel in May (to $15.57) could not offset the effect of 
a larger import volume, an average of 8.9 million barrels per 
day. (The May rise in oil imports was tempered by export 
growth in motor vehicles, parts, and engines as well as capital 
goods.) June's decline in imports was primarily a result of a 
$63 1 million decrease in the value of oil imports; volume in 
June averaged 8.4 million barrels per day at an average price 
of $14.64 per barrel. 

On a current dollar basis, unadjusted, the year-to-date trade 
deficit is 17.1 percent below the figure for the first six months 
of 1989. The deficit with developed countries narrowed by 
more than 42 percent compared to last year (from $26.7 
billion to $15.4 billion), led by an expansion in our surplus 
with Western Europe, which exceeded $4.3 billion during 
January to June (versus $7.4 million during the same period 
in 1989). The U.S. trade deficit with the developing world, 
including the OPEC countries, grew by only 3.2 percent 
during the first half of 1990 compared to the first six months 
of 1989. 

Outlook 

I 

L 
For several quarters, foreign trade has been the only con- 

sistently bright spot in the U.S. economic picture, but the 
invasion of Kuwait could change that. Although the value of 
the dollar probably will continue to decline, the trade deficit 

is likely to worsen during the next several quarters; by late 
August oil prices were more than $30 per barrel. Therefore, 
the value of oil imports likely will outweigh any effects on 
exports of relatively lower U.S. goods prices. 

Motor Vehicle Sales and Production 

Review 

Motor vehicle sales slumped in the second quarter, falling 
7 percent below the year-ago level; the decline for passenger 
cars was 8.9 percent. Domestic sales dropped 7.5 percent, 
and imports fell 12.6 percent. The import share was 26.3 
percent in 1990 11, compared with 27.3 percent a year ago, 
due partly to a 17.8 percent increase in sales of vehicles 
produced here by foreign manufacturers (transplants). Com- 
pared to last year, truck sales declined only 3.3 percent in the 
second quarter (see Exhibit 7). 

Motor vehicle production was down 6.1 percent in 1990 I1 
from the year-ago level. Unlike the last few quarters, produc- 
tion and sales were closely matched in the second quarter, 
which meant little change in inventory levels. The 62-day 
supply of domestic passenger cars on hand as of July 1 
compares with 64 days on April 1 and 92 days on January 1 
(which prompted the 20 percent production decline in the first 
q-1. 

As shown in Exhibit 8, the best-selling domestic passenger 
cars in the first half were Lincoln and Chevrolet, although 
sales of the latter declined in 1990 11. The losers were Dodge, 
Mercury, Oldsmobile, Ford, and Plymouth. Pontiac sales 
were off 9.8 percent from the first half of 1989, but an 
improvement in the second quarter increased market share 
from 6.3 percent in 1990 I to 6.9 percent in the first half. 
Among imports, the winners were Mitsubishi, Toyota, and 
Honda, the latter increasing its market share from 8.2 percent 
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in 1990 I to 9 percent in the first half. Subaru, Hyundai, and 
Nissan continued to do poorly. 

Outlook 

There is no sign of an imminent improvement in motor 
vehicle sales. The economy continues to weaken, and pas- 
senger car sales fell 3.3 percent in July. The uncertainty in 
the Middle East will dampen motor vehicle sales in the next 
few months, as evidenced by the 17 percent decline in domes- 
tic sales in August. We are reducing our forecast for pas- 
senger car sales (from 9.45 million to 9.4 million units) and 
for trucks (from 4.9 million to 4.85 million units). We thus 
project a total of 14.3 million units in 1990,4 percent below 
the 1989 level. 

Housing and Construction 
Review 

The general decline in the economy was evidenced in 
housing and construction. Starts of new privately owned 
housing declined in each month of 1990 11, totalling only 3.6 
million (seasonally adjusted rate) (see Exhibit 9). This was 
down 17.5 percent from 1990 I and 11.4 percent from 1989 
11. Permits for privately owned housing, an indicator of future 
trends, experienced even more significant declines. Permits 
totalled 3.28 million for the quarter, down 23.1 percent from 
1990 1 and 17.8 percent Erom 1989 11. 

Construction figures remained flat in the second quarter. 
The Bureau of the Census reported that the value of construc- 

tion put into place rose at an annual rate (seasonally adjusted) 
of only 0.4 percent, to $1,343.9 billion, from the 1990 I mark 
of $1,337.9 billion. Gains were recorded in nonresidential 
and public sector construction (up 1.2 and 2.6 percent, respec- 
tively), but the residential category declined by 0.8 percent, 
led by a significant decrease (4.5 percent) in the value of new 
single-family housing units. 
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The fall-off in this sector compared to the first quarter can 
be attributed in part to the stimulation provided by un- 
seasonably mild weather in 1990 I. In addition, trepidation 
on the part of lenders resulted in unusually tight credit and 
rising mortgage rates in 1990 11. Although the Fed has been 
easing credit of late, mortgage rates (as reported by the 
Federal Home Loan Mortgage Company) rose in each of the 
first five months of the year (from 9.9 percent in January to 
10.48 percent in May). A decline finally came in June, 
however, to an average of 10.16 percent, the lowest rate 
recorded since January and a significant decrease from the 
previous month's peak. 

Outlook 

It likely will require more than a fall in interest rates to prop 
up the sagging housing and construction sector. Consumer 
confidence has been shaky since March, which could mean 
delays in spending for new homes and big ticket items. In 
addition, many regions in which construction had been boom- 
ing (especially the Northeast and Southwest) are now faced 
with gluts of commercial properties and are in the midst of 
recession. Events in the Middle East probably will prevent 
rates from declining very much (see "Monetary Policy" 
above), leading us to expect that housing will continue soft 
through the end of the year. 

Prices 

Review 

The U.S. consumer price index (CPI) increased at an 
annual rate of 4 percent in 1990 11, down from a rate of 8.5 
percent in the fust quarter (see Exhibit 10). The reason was a 
sharp turnaround in prices for food, down 0.4 percent in 1990 
I1 (compared to a 10.8 percent increase in 1990 I), and energy, 
which rose only 0.8 percent (compared with a 14.4 percent 
hike in 1990 I). Apparel and medical care prices again rose 
at rates well above average in the second quarter. The 1990 
I1 CPI was 4.5 percent above a year ago; medical care (8.9 
percent) and other goods and services (7.7 percent) rose at 
above-average rates. Transportation prices were only 1.9 
percent above 1989 11, due largely to a decline of 2.2 percent 
in motor fuel prices. 

The producer price index (PPI), which foreshadows in- 
creases in the CPI, rose at an annual rate of only 2.5 percent 
(seasonally adjusted) in 1990 11, down from 6.4 percent in the 
first quarter. Excluding food and energy goods, which fell 1.6 
percent and 14.4 percent, respectively, the PPI increased at 
an annual rate of 4 percent, up from 3.2 percent in 1990 I. 
After falling 0.3 percent in April, the PPI rose 0.3 percent in 
May and 0.2 percent in June; excluding food and energy, 
increases were 0.2 percent in April and May and 0.6 percent 
in June. The index fell 0.1 percent in July but is likely to 
increase sharply in the next month or two due to energy prices. 
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Outlook 

In the last forecast we projected prices would rise at an 
annual rate of 4 percent during the last three quarters of the 
year. The 1990 I1 increase was right on the mark, but the Iraqi 
invasion changes the picture. Energy prices have jumped but 
could settle down if the situation in Kuwait is resolved 
peaceably. A higher rate of inflation appears likely, but we 
are not changing our forecast until events become clearer. 
Assuming a 4 percent rate in the second half, the average 
annual pice increase for 1990 will be 4.8 percent. The 
weakness of the economy is likely to exert downward pres- 
sure on inflation. 

THE MICHIGAN ECONOMY 

Employment and Income 
Review 

The condition of the state's economy is reflected in the 
employment data: Nonagricultural wage and salary jobs in 
1990 I1 were only 0.1 percent above the year-ago quarter, the 

poorest performance since 1982. As shown in Exhibit 1 1, the 
weakness was widespread. Manufacturing employment 
declined 3.3 percent, a smaller drop than in the first quarter 
as workers laid off by large auto production cuts were called 
back. (See Exhibit 12.) Particularly troubling are the 2 per- 
cent p b  decline in construction and the weak 1.3 percent 
increase in the services sector, both of which have provided 
a large share of the employment growth in recent years (refer 
to Exhibit 11). The fastest growing sector was govemment 
(2.8 percent), due partly to temporary census workers, but a 
sharp slowdown can be expected in the coming months, given 
the budget problems at all levels of govemment. 

The Michigan unemployment rate averaged 7.2 percent in 
1990 11, down from 8.2 percent in 1990 I. (Seasonally ad- 
justed, the rate declined from 7.8 percent to 7.4 percent.) The 
July unemployment rate was 7.7 percent, up from 7.3 percent 
in July 1989. Michigan had the highest unemployment rate 
among 11 large states in 1990 I1 (see Exhibit 13). 

Personal income data for 1990 I (the latest available) 
confm that Michigan is in a mild recession (see Exhibit 14). 
Total personal income did not change (seasonally adjusted) 
from 1989 IV to 1990 I, and the wages and salaries component 
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declined 1.6 percent; on the national level this compares with 
increases of 1.9 percent and 1.1 percent, respectively. In 
Michigan, wages in manufacturing and in finance, insurance, 
and real estate were particularly weak, declining 6.8 percent 
and 5.2 percent, respectively. The strongest sectors were 

L, construction, services, and government. The increase in con- 
struction wages probably was due to the unseasonably mild 
wearher and not to real economic strength. The large jump 

in the "other" category was owing to a 42.8 percent rise in 
farm earnings. Total personal income was boosted by a 
robust 3.6 percent increase in transfer payments (such as 
Social Security and unemployment). Michigan personal in- 
come in 1990 I was 5.1 percent above the year-ago quarter, 
and wages and salaries were 3 percent above 1989 I. Ad- 
justed for inflation, wages and salaries were down about 1.5 
percent from the first quarter of 1989. 
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Outlook 

It now appears that employment will be flat to slightly 
down in the second half of the year. We are revising our jobs 
forecast from an annual increase of 0.8 percent to 0.5 percent. 
The unemployment rate is likely to rise significantly in the 
next few months and may reach 8.5-9 percent by the end of 
the year. 

Personalincomegrowthalsowillslowinthesecondhalfof 
1990, to about 3.5-4 percent, slightly below the rate of inflation. 
Omestimatefor1990hasbeenreducedh5percentto4.5 
pemmt,theslowestrateofinxeasesince 1982 

Consumer Prices 

Review 

After jumping sharply in February, Michigan consumer 
prices (as measured by the Detroit-Ann Arbor CPI, released 
every two months) moderated in April and June, increasing 
at an annual rate of 3.6 percent in both periods (see Exhibit 
15). In April, the small rise in food and beverage prices and 
a decline in transportation prices offset above-average hikes 
in apparel, medical care, and housing. In June, declines in the 
apparel and entertainment indices offset large increases in the 
other goods and services, medical care, housing, and 
transportation categories. The June CPI was 4.6 percent 
above the year-ago level. Medical care cost 8.7 percent more 
than in June 1989, while apparel was up only 1.5 percent and 
transportation prices only 2.3 percent (motor fuel was down 
1.8 percent). 

Outlook 

The rate of inflation is not likely to exceed 4 percent for 
the remainder of this year and at least the fmt half of the next. 
The economy is too weak to support high pices for an 
extended period. We forecast an inflation rate of about 4 
percent in 1990 and 1991. As mentioned above, higher 
energy prices likely will spur inflation, but we are not chang- 
ing our projection until the Middle East situation becomes 
clearer. 

Housing and Construction 

Review 

Despite a decent statewide showing in April, Michigan's 
housing and construction sector continued to exhibit weak- 
ness during 1990 11. For the first month of the quarter, 
planned construction activity (measured by the number of 
residential permits) was only 1.4 percent off last year's pace, 
but then came rising mortgage rates and a slowing economy. 
Furthermore, there had been an upswing in 1990 I generated 
by the mild weather. Permits issued in Michigan in May 
(4,124) and June (4,620) were 16.1 and 11.2 percent, respec- 
tively, below the levels recorded in 1989. 

The picture was worse in the Detroit area, where permits 
issued in April (1,493) were down a whopping 25.2 percent 
from a year ago. The story was somewhat better in May and 
June, when declines were similar in that area to those ex- 
perienced statewide (1 1.1 percent and 12.1 percent, respec- 
tively). 
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The good statewide showing in April was likely caused (at 
least in part) by the decline in home mortgage rates that 
month; the average effective rate of 10.6 percent was one- 

(. - tenth of a percentage point below the rate recorded in March 
and the first decline since January (see Exhibit 16). In May, 
however, rates rose an average of four-tenths of a percentage 
point, the largest one-month increase since June 1989. Con- 
tinued signs of statewide economic recession and the activity 
early in the year likely contributed to the decline in plans for 
new home construction in 1990 11. 

Outlook 

The housing market is forecast to remain soft through the 
end of the year. Uncertainty generated by events in the 
Middle East (and the effect on interest rates-see "Monetary 
Policyn) as well as the possibility of a major autoworker strike 
are likely to dampen plans for future construction. 

Regional Economies 

Review 

Unlike the first quarter, when employment growth was 
sluggish in most labor markets, there were some bright spots 
in 1990 I1 despite a statewide slowdown. Again, the Upper 
Peninsula led with a 4.9 percent increase above the year-ago 
quarter. The main growth sectors there have been construc- 
tion and services, and the small amount of manufacturing jobs 
(only 14 percent of the total) is too minor to have a dampening 
effect. Job growth improved sharply over 1990 I in Saginaw- 
Bay-Midland, Ann Arbor, Grand Rapids, and Flint, due in 
part to callbacks in the motor vehicle industry. The weakest 
labor market was the Detroit MSA, where employment 
declined 0.5 percent from the year-ago quarter. This poor 
performance affected statewide employment growth, as the 
Detroit MSA accounts for about half the jobs in Michigan. 
Jobless rates in 1990 I1 increased above 1990 I levels in all 
labor markets except Flint, where the rate declined 0.8 per- 
cent (see Exhibit 17). In the past year Flint has rebounded 
modestly from the deep cutbacks at General Motors. The 
largest unemployment increases were in Jackson (1.3 per- 
cent), Grand Rapids (1.2 percent), and Muskegon (1 percent). 
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The latter replaced Flint as the labor market with the highest 
unemployment rate, 9 percent. At 4.1 percent, Ann Arbor 
continued to have the lowest. 

Outlook 

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

- -- 

There will be little employment growth in any of 
Michigan's labor markets in the second half of the year. 
Those least &pendent on the auto industry-Ann Arbor, 
Grand Rapids, and the Upper Peninsula-should do the best. 
The weakest areas are expected to be Detroit, Muskegon, and 
Lansing-East Lansing; the latter will be affected by problems 
in both the auto industry and the state budget. 

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