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Economic Forecast -Fall 1986 
OVERVIEW 

While the United States economy is expected to 
grow faster in 1987 than in 1986, the Michigan 
economy likely will fall a little short of the 1986 
performance. One area in which the Michigan econ- 
omy is expected to perform better than that of the 
nation as a whole is in reducing unemployment. 
Because the state labor force is growing more slowly 
than the national labor force-meaning that fewer 
people are competing for available jobs-fewer people 
will be unemployed. Michigan's unemployment rate 
is forecast to decline by one-half percentage point, 
to 8.5 percent, whereas the jobless rate for the United 
States will decline only by 0.2 percent, down to 7.0 
percent from the 1986 average of 7.2 percent. 

During the second quarter, nonfarm earnings 
of persons employed in Michigan experienced a 
decline of 0.5 percent, the first quarterly drop since 
1982. Nationally, nonfarm second-quarter earnings 
were up by 1.1 percent. In contrast, during the first 

quarter of 1986, nonfarm earnings here grew by 2.4 
percent compared with 1.7 percent nationally (see 
Table 1). 

Second-quarter earnings of durable goods work- 
ers declined by 5.0 percent in Michigan compared 
with a 0.7 percent dip nationally. The Michigan figure 
is heavily influenced by motor vehicles and equip- 
ment, which account for over half of earnings in 
durable goods manufacturing. By comparison, na- 
tionally only about 10.0 percent of durable goods 
manufacturing earnings are derived from motor 
vehicles and equipment. 

Although until recently, vehicle assembly in 
Michigan has been running ahead of the 1985 level 
since the beginning of the year, our automotive sector 
has been hurt by declining production nationally 
because Michigan producers manufacture a great 
many of the components that are used by assembly 
plants in other states and Canada. 

- 
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Third-quarter earnings, when reported, are ex- 
pected to show a gain in the neighborhood of 1.0 
percent compared with about 0.8 percent for the 
nation. This is because third-quarter employment 
data for the state indicate some pickup from the 
depressed second quarter. During the final quarter 
of 1986, Michigan earnings are expected to grow by 
1.5 percent, the same as the national growth rate. 

Overall economic growth, as measured by earn- 
ings growth adjusted for inflation, shows Michigan's 
1986 performance marginally better than in 1985, 
but worse than the 1986 results for the nation as 
a whole. 

Real Earnings Growth 
(percentage) 

Year Michigan United States 
1984 7.2% 6.3% 
1985 2.0 3.8 
1986 (est.) 2.5 3.2 

On a per capita basis, Michigan's personal in- 
come is expected to increase by about 4.9 percent 
in 1986 compared with 5.1 percent for the nation. 
For 1985, the comparable figures were 4.8 percent 
and 5.7 percent. 

Civilian employment growth and the unemploy- 
ment rate record of the last three years are shown 
below. 

Employment Growth and  the  
Unemployment Rate 

Employment Unemployment 
Growth Rate 

United United 
Year Michigan States Michigan States 
1984 4.9% 4.1% 14.2% 7.4% 
1985 1.6 2.0 9.9 7.2 
1986 (est.) 1.5 1.8 8.9 7.2 

The gap between Michigan's unemployment rate and 
that for the nation has narrowed considerably during 
the past three years, largely as a result of slower 
growth in the state labor force. 

INTERNATIONAL TRADE AND 
THE WORLD ECONOMY 

In September, for the second month running, 
the U.S. trade deficit narrowed. For the manufac- 

turing sector, the September trade deficit was $10.5 
billion compared with $12.5 billion in August and*' 
$16.1 billion in July. The improvement resulted 
mostly from reduced imports, although there have 
been slight increases in exports during the past two 
months. For 1986 as a whole, the overall trade deficit 
(manufactured goods plus agriculture and mineral 
trade) is expected to total more than $170 billion 
compared with less than $150 billion in 1985. For 
1987, the trade gap will be in the $130 billion to 
$140 billion range. This turnaround will translate 
into an increase of about 1.2 percent in gross national 
product. 

In its latest review of the economic performance 
in capitalist countries, the International Monetary 
Fund projects economic growth during 1987 to be 
3.5 percent for the United States, 3.6 percent for 
Canada, 3 percent for West Germany, and 2.9 percent 
for Japan. Average 1987 growth for all industrial 
countries is forecast to be 3.1 percent compared with 
2.7 percent for 1986 and 3.0 percent for 1985. The 
developing countries in Asia and Latin America are 
expected to grow by 4.6 percent and 3.5 percent, 
respectively, during 1987 compared with virtually 
no growth in the Middle East and 1.3 percent in 
Africa. As 1987 wears on, Americans will find fewer J imported goods in this country. Eventually, more of 
our goods will be exported, especially to our major 
trading partners among the developed countries. 

The dollar has fallen most rapidly against the 
Japanese yen, the West German mark, and certain 
other currencies. I t  has not fallen against the cur- 
rencies of a number of less-developed countries or 
the Canadian dollar. This means that American goods 
are still relatively expensive in those countries, and 
imports from these countries are still relatively 
cheap; thus, the trade balance is likely to remain 
negative. Japan has initiated expansionist fiscal and 
monetary programs to spur its own domestic demand, 
actions which will reduce the pressure to export and 
encourage imports to Japan. 

While improving slightly, the U.S. trade balance 
promises to be a source of difficulty for our economy 
in the foreseeable future. 

U.S. MONETARY POLICY 

The Federal Reserve Board has been a strong 
contributor to the length of the current expansion 
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with its "easy money" policy; the money supply (MI) 
has increased about 14.0 percent during the past year. 

w 

The Fed has considerable flexibility to continue 
this generous policy because of easier money in Japan, 
an improving balance of trade, and low inflation. The 
overall rate of inflation, as measured by the GNP 
price deflator, has been less than 3.0 percent in the 
first nine months of 1986 and should remain low due, 
in large part, to an expectation of stable energy prices 
for a t  least the next year. 

The economy has been sluggish in recent months 
and the Federal Reserve Board can be expected to 
continue its stimulative policies as long as inflation 
remains under control. The weak demand for busi- 
ness loans to finance nonresidential investment also 
gives the Fed room to maneuver without fear of 
overstimulating the economy and rekindling infla- 
tion. 

BUSINESS INVESTMENT 

The long-term outlook for business investment 
in nonresidential endeavors is not clear because the 

ts of federal tax reform are not yet known. 
ough tax reform will reduce investment incen- 

tives for business, it is expected to provide a short- 
term, moderate economic stimulus. This is because 
some businesses that were hesitant to make decisions 
until the package became law may now decide to 
go ahead with replacement or expansionary capital 
plans. 

Because of tax reform, business now can plan 
more on the basis of real demand and less on the 
basis of loopholes in the revenue code. For small 
business, which is generally less able to cope with 
the paperwork and procedures entailed in govern- 
ment incentive programs, the new tax code is good 
news. The effect of the generally reduced level of 
taxation on small business is a stimulus to investment 
since this sector will have more after-tax dollars to 
spend on buildings and equipment. For big business, 
the tax changes are an inducement to pay higher 
dividends now that capital gains will be taxed a t  the 
same rate as ordinary income. Previously, it made 
sense for a company to reinvest a large proportion 
of earnings in order to produce long-term capital 
gains for its stock holders because capital gains were 
taxed a t  a far lower rate than dividends. 
5 
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Currently, the greatest drag on business invest- 
ment in this country is the general level of over- 
capacity in most industries. If business becomes 
convinced that economic growth prospects are favor- 
able for 1987 and 1988, investment will be triggered 
by the need to increase capacity to meet the higher 
demand for goods and services. 

LEADING INDICATORS 

In September, the index of leading indicators 
limped ahead by 0.4 percent, following a 0.1 percent 
decline in August and 1.0 percent gain in July. 

The size of the September increase is modest, 
suggesting modest growth in the months ahead as 
well. The composition of the increase is broad-based: 
seven of the eleven indicators showed improvement. 
Only the number of building permits, common stock 
prices, and prices of sensitive raw materials went 
down during September. (The September figure for 
inventories was not available a t  the time the index 
was prepared.) The composite index of leading in- 
dicators also does not have a component that reflects 
changes in the balance of trade with other countries. 
If it did, the overall index would be signalling 
stronger growth. 

CONSUMER AND BUSINESS EXPECTATIONS 

The Conference Board, an independent research 
organization in New York City, conducts surveys of 
consumer attitudes and buying plans. The September 
survey reports a modest rise in consumer optimism 
after a summer in the doldrums, with "plans to buy 
cars and homes.. .up [whereas] interest in major 
appliances has weakened." The survey reflects a 
greater consumer confidence in the ability of the 
American economy to provide jobs. Modest improve- 
ments in job availability and business conditions are 
expected during the next six months. 

Manpower Incorporated, a temporary employ- 
ment agency, periodically surveys the employment 
outlook among some 12,000 U.S. companies. The most 
recent survey, conducted during the last two weeks 
of August, suggests "steady, modest growth in hiring 
plans." On the basis of this survey, slow job growth 
is projected for the western United States in the 
months ahead. The outlook is best in the Northeast 
and South, with modest gains expected in the Mid- 
west. 

PU3UC bECEO? COnbULCdniX inc. 
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PERSONAL INCOME AND OUTLAYS 

September was an especially depressed month 
for U.S. manufacturers, with the result that their 
payrolls decreased by $0.4 billion, after a $3.1 billion 
increase in August. 

Overall, total U S .  personal income grew by 0.3 
percent in September and 0.2 percent in August. If 
the effects of the August subsidy increases to farmers 
and July retroactive payments of Social Security 
benefits are removed, personal income increased by 
0.2 percent in September and 0.3 percent in August. 

Buying was mixed. Reflecting a burst of auto- 
motive buying, personal consumption expenditures 
increased by 1.6 percent in September. The August 
increase was 0.6 percent. 

September retail sales for Michigan retailers are 
not available a t  this writing. The August results were 
a disappointing 2.2 percent above August 1985 (see 
Table 2). Nationally, the August gain was a bit better, 
2.6 percent over the 1985 figure. For the first 8 
months of 1986, Michigan retailers experienced a 7.5 
percent improvement over the 1985 figure in the face 
of a national gain of only 4.3 percent. 

Figures on Michigan sales tax collections for the 
first eight months of the year indicate that building 
and hardware dealers are having a banner year as 

are furniture dealers. New car dealers have also done 
exceptionally well. The best increases are being 3 recorded for beer and liquor stores, with taverns and 
clubs also showing good gains. Family restaurants 
are having a so-so year. Gasoline service stations also 
report lagging sales tax collections, no doubt a result 
of cheaper fuel prices this year compared with last. 

According to surveys by the public accounting 
firm Laventhol & Horwath, the August occupancy 
rate for Michigan lodgings was 75.5 percent, or a 
1.2 percent decrease from August 1985. These figures 
are not adjusted to reflect the fact that Michigan 
has added to its lodgings industry capacity since 
August 1985. Overall, the hospitality industry in 
Michigan is experiencing a very good year. 

EMPLOYMENT 

The latest readings on Michigan's economy are 
provided by employment data released by the Mich- 
igan Employment Security Commission and its Wash- 
ington counterpart, the Bureau of Labor Statistics 
(Table 3). These figures show the continued depres- 
sing effect of the automotive slump on the Michigan 
economy. They also reveal surprising strength in 
mining, nondurable goods manufacturing, wholesale 
trade, and in transportation and public utilities in- 
dustries. Services and finance, insurance, and real 

J 
estate also posted good gains here, but at  less than 
the national average. 
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Michigan's stellar performer continues to be its 
construction industry. Third-quarter construction 
permits suggested continued growth in construction 
activity, but a t  a less frenetic pace than earlier this 
year (see Table 4). 

Table 5 shows the condition of the various econ- 
omies within Michigan. Ontonagon County in the 
northwest Upper Peninsula is the growth leader this 
year only because an infusion of new capital has 
revived the fortunes of its major industry, the White 
Pine Copper Mine. 

Generally, the resource-rich Upper Peninsula is 
depressed relative to Michigan as a whole. The 
northern lower peninsula, particularly on the western 
side, contains a disproportionate share of the state's 
troubled economies. Manistee and Mason counties in 
particular have been hit hard; their manufacturing 
jobs have dwindled as their older factories closed. 
Petroleum or natural gas extraction is an important 
industry in a few mid-Michigan counties and in 
Kalkaska, where the slump in drilling activity is 
having a pronounced effect. 

Ann Arbor and Lansing-East Lansing, which, 
because of their universities, are two of the state's 
better-known "high tech" areas, have the healthiest 
of the state's economies. Job growth in the Detroit 
area has been spurred by high technology growth 
in Oakland County and by manufacturing growth 
in Macomb County and western Wayne County. 

Employment data for the City of Detroit are not 
regularly available during the year because of the 
size of the household survey necessary to compile 
these figures. The most recent annual averages, for 
1985, show that the city has experienced little if any 
recovery from the 1982 recession. Whereas the rest 
of the six-county Detroit region has shown an em- 
ployment gain of nearly 200,000 jobs among its 
residents, Detroit households report employment lev- 
els that fluctuated in the 325,000 to 340,000 range 
for the 1982-85 period. The rate of unemployment 
in the city has remained at  about 25.0 percent, while 
in the rest of the area, it has declined from about 
13.0 percent to 6.0 percent. Detroit's poverty rate 
seems stuck at  a rate about three times that for the 
rest of the region and more than double that for the 
nation as a whole. 
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The Detroit experience is likely mirrored in 
Flint, Pontiac, and Jackson as well as in a number 
of small, declining industrial cities, such as the steel 
centers downriver of Detroit. 

OUTLOOK 

Michigan's economy continues to be encumbered 
by changes taking place in the automotive industry. 
Earlier in the decade, downsizing, imports of finished 
vehicles, improved productivity in vehicle production, 
and the weak condition of the U.S. economy exacted 

a heavy toll on employment in Michigan. As a 
consequence, employment devoted to the assembly 
of vehicles and to the manufacture of auto materials 
and components dropped from about 750,000 in early 
1979 to about 525,000 during late 1982. Between 1982 
and early 1985 there was a gain of about 100,000. 
Currently, employment in this sector is about 600,000. 

U.S. producers continue to try to improve pro- 
ductivity and to reduce costs by buying components 
from outside suppliers, here and abroad. Reducing 
costs these days also means eliminating capacity no 
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longer needed. Michigan has several new assembly 
plants, which were built with the intention of closing 
more antiquated capacity. As a result, several Mich- 
igan factories have been living on borrowed time. 
At the white-collar level, increasing productivity 
affects Michigan more than other places because we 
are the headquarters state. 

Outsourcing is having a disproportionately neg- 
ative effect on Michigan because our vehicle industry 
is most heavily integrated; that is, many of the parts 
used in the vehicles are manufactured in Michigan. 
We also have an unusually large share of General 
Motors, Ford, and Chrysler plants that manufacture 
parts for assembly into vehicles in out-of-state plants. 
More and more, such parts are being manufactured 
overseas and in Mexico rather than in Michigan. 

3 

During 1987, these automotive adjustments will 
continue to nip at  Michigan's economy, meaning that 
our performance will not be as good as that for the 
nation as a whole in terms of job and income growth. 

Because of the slow growth of our population 
and work force, the unemployment rate here will 
decline more than for the nation. For 1987 as a whole, 
the spread between Michigan and U.S. unemploy- 
ment rates will stand a t  about 1.5 percent, compared 
with 1.7 percent in 1986 and 2.7 percent in 1985. 
Overall civilian employment in Michigan is expected 
to average 4,050,000 for 1987, an increase of 1.8 
percent from the 1986 level. The rate of unemploy- 
ment will decline to 8.5 percent. Earnings will post 
a gain of 2.0 percent in terms of dollars adjusted 
for inflation (see Table 6). 
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U.S. total vehicle production will be 11.2 million 
for 1986, a 4.3 percent decline from the 1985 level. 
Currently, the industry is expected to assemble about 
11,450,000 units in this country during 1987, the same 
number it did during 1986. The U.S. will gain some 
production a t  the expense of Canada, whose high- 
flying automotive sector has prospered at the expense 
of U S .  workers during the last two years. For 1987, 
Michigan production will be about 100,000 units 
higher. 

assembly, blue-collar jobs in Michigan. As a result 
of the direct and spin-off effects of the plant closings, 4 
the state stands ultimately to lose around 50,000 jobs. 
It is possible, of course, that not all 17,000 GM jobs 
will be lost permanently. Perhaps other production 
will replace that being cancelled or transferred to 
other plants in the United States and Canada. But 
assuming the worst, after the full effects have worked 
through the Michigan economy, we will have about 
$1.5 billion less in spending power here than would 
otherwise have been the case. The drive for more 

Total manufacturing employment here likely productivity and outsourcing will persist. Michigan 

will be unchanged from the 1986 figure of 975,000. still will have excess capacity and, therefore, plant 

Construction will add 5,000 jobs. The other broad closings in this state beyond 1987 are possible. 

sectors of the state economy are also expected to grow, 
adding over 45,000 wage and salary jobs. The GM cutbacks will affect Flint more than 

any other area, although Pontiac, Detroit, and Sag- 
h a w  also will experience severe dislocation. The 

As matters now stand, prospects for the Mich- effects will be felt beyond the manufacturing sector; 
igan economy beyond the summer of 1987 are grim for example, in Michigan's vacationland as well as 
because of General Motors' planned plant closings, by public schools and colleges as the state budget 
which will do away with some 17,000 automotive tightens due to slower revenue growth. 
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The GM cutback and the loss of spin-off jobs does 
unot mean that economic growth will cease. It means 

that growth will be sluggish compared with the 
nation as a whole. Growth prospects are excellent 
for areas of the state where there has been a high 
level of nonresidential construction. The new office 
buildings, factories, and stores being built in the 
suburbs north and west of Detroit and in outstate 
areas such as Grand Rapids, Lansing, and Ann Arbor 
represent new jobs when they become occupied. 
Downtown Detroit also is being revitalized, mostly 
by way of rehabilitating existing buildings. 

Michigan's biggest problem during the re- 
mainder of the 1980s will be not so much a lack of 
economic growth as the selective regional effect of 
that growth, not just in the southern industrial cities, 
but also in the resource-rich north. 

@ 1986 
Public Sector Consultants, Inc. 
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