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Preface

The Institute for Public Policy and Business Research is Pleased to present this economic
forecast for 1990 for the United States and Kansas. The forecast was generated with the Kansas
Econometric Model and the Indiana University Econometric Model of the United States. This

The forecast and this report were prepared by Professor Norman Clifford, director of the
Kansas Econometric Model. The Kansas Econometric Model is a long-term project of the Institute;
Professor Clifford, Professor Mohamed El-Hodir, Dr. Gary Albrecht and Robert Glass, among
others, have been instrumental in its development. Professor Donald Lien and David Rearden have
been responsible for the development of a supporting ARIMA model.



Executive Summary

The National Economy

1l

The rate of growth of the national economy will slow considerably in 1990. Just as the 4.4
percent growth of GNP in 1988 surprised most forecasters with its strength, the 3.0 percent GNP
growth in 1989, boosted by an unexpectedly strong third Quarter, was greater than most forecasters
were predicting even as late as midyear. Nevertheless, the less than one percent growth during the
final quarter of the year was the beginning of a growth slowdown that will be felt in 1990. Wwe
are forecasting less than one percent growth for the first quarter of the year, with the economy
picking up some strength as time goes on, but we still expect GNP 1o grow only 1.5 percent for
the year.

The main reasons for slower growth in GNP in 1990 are significant reductions in the rate
of growth of two sectors that contributed strongly to output growth in both 1988 and 1989, exports
and investment in producers’ durable equipment. Although forecasted to grow 7.1 percent and 3.1
percent respectively, in 1990, these rates are less than half of the growth rates of these two sectors
during 1988 and the first half of 1989. Growth of the major category of spending on GNP,
consumption spending, will decline much less than growth in exports and investment in producers'
durable equipment, falling from 2.8 percent in 1989 to 2.1 percent in 1990, Among the major
categories of consumption spending, growth of spending on durable goods will fall from 2.8 percent
in 1989 to 2.1 percent in 1990, growth in spending on nondurable goods will fall from 1.4 percent
in 1989 to 0.7 percent in 1990, and growth of spending on services will fall from 3.6 percent
growth in 1989 to 2.9 percent in 1990.

Growth of spending on impons will be reduced sufficiently to keep import growth slightly
below export growth, and there will thercfore be a continued (but very slight) improvement in the
trade deficit.

Increases in the cost of federal govenment purchases, transfer payments, and federal net

interest payments, coupled with reduced growth in personal and corporate income tax receipts will
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cause an increase in the federal government’s budget deficit.

Inflationary pressures will be reduced but not removed by the slowdown in the economy in
1990.  Driven by upward pressures on wages, the rate of inflation as measured by the consumer
price index will be 5.3 percent, an increase from 1989°s 4.6 percent rate of inflation. The
weakening of the economy predicted for 1990 will also be seen in an increase in the unemployment
rate, from 5.2 percent in 1989 to 5.7 percent in 1990.

More liberal money growth by the Federal Reserve Board will lead to lower interest rates in
1990 than in 1989. However, most of the difference will be due to reductions in rates that took
place in the second half of 1989. On average, short-term rates will be only slightly below the level
that they achieved at the end of 1989, as the Fed walks the fine line between recession and

increased inflation.

\

Table 1
The National Forecast--Summary

1986 1987 1988 1989 1990

Real GNP (billions) 37179 3853.7 4024.4 41432 4206.1

Growth Rate 23 &7 44 3.0 1.5
Rate of Inflation 19 3.7 4.1 4.6 5.3
Civilian Employment

(millions) 109.7 112.5 1151 117.5 118.7
Growth Rate 23 2.6 2.2 21 1.0
Unemployment Rate 6.9 6.1 54 5.2 Fed
3-Month T-Bill Rate 6.0 5.8 6.7 8.1 7.3
Nominal Personal

Income (billions) 3526.2 3777.6 4064.5 4426.5 4704.6
Growth Rate 6.0 7.1 7.6 8.9 6.3

\



Slower growth in labor income, interest income, and proprietors’ income will push the rate
of growth of nominal personal income down to 6.3 percent in 1990 form 8.9 percent in 1989,
Corrected for inflation, personal income will grow only 1.6 percent in 1990, compared to 4.5
percent in 1989,

The national economic forecast, which is summarized in Table 1, above, is based on the
Indiana University Econometric Model of the United States. To arrive at the preceding forecast, the
following major assumptions were imposed on that model:

1. The Federal Reserve board will continue to follow the more liberal course that it began
in mid 1989. During the third quarter of 1989, the Fed reacted to signs of a downtum in
economic growth by relaxing its constraint on money supply growth, and M2 grew at an
annual rate of 7.5 percent. The forecast assumes that the new attitude will continuc
throughout the forecast period, with M2 growth averaging 6.1 percent during the second
half of 1989, and 7.6 percent for all of 1990. The 1990 growth will be stronger during the
first half of the year, with the Fed slowing money growth slightly during the second half of
the year as inflationary pressures reappear.

2. Fiscal policy will be characterized by modest restraint in government spending. Real

federal purchases will fall slightly, about 1.2 percent, in 1990. This will come aboul

because of a 1.9 percent decrease in federal defense purchases, which will be partly offset
by a 1.1 percent increase in nondefense spending.

3. The value of the dollar will weaken throughout the forecast period. A trade weighted
average of the exchange rate of the dollar will decline at a 3 percent annual rate.

4. Real gross national product of our major trading partners in the OECD will grow at a 3
percent annual rate,

5. Imported oil prices will increase modestly at a 1.5 percent annual rate.

The Kansas Economy

The Kansas forecast is summarized in Table 2, below. It is based on the national forecast
and the Kansas econometric model.

Reduced growth of the national economy in 1990 will be reflected in slower growth of the
Kansas economy. Total employment will grow only 0.2 percent in 1990 afier growing 0.9 percent
in 1989. Since the labor force will continue to grow at its 0.4 percent rate of 1989, there will be a

‘small increase in the unemployment rate, from 4.3 percent in 1989 to 4.5 percent in 1990,
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Table 2
The Kansas Forecast--Summary

1986 1987 1988 1989 1990
Civilian Labor
Force (thousands) 1236.0 1267.0 1277.0 1281.7 1286.4
Growth Rate -0.2 25 0.8 0.4 0.4
Total Employment
(thousands) 1169.0 1205.0 1216.0 1226.4 1229.0
Growth Rate -0.6 3.1 0.9 0.9 0.2
Wage and Salary
Employment (thousands) 984.7 1005.0 1033.2 1054.5 1062.8
Growth Rate 17 2.1 2.8 21 0.8
Unemployment Rate 54 49 4.8 4.3 4.5
Nominal Personal
Income (millions) 35600.5  37340.5 39320.0 417167  43999.2
Growth Rate 5.3 4.9 5.3 6.1 5.5

m

Nonfarm wage and salary employment, which does not include farm employment, self-employed
persons, or adjustments for residence, and which we feel that we can forecast more reliably than
total employment, is predicted to grow only 0.8 percent in 1990, compared to 2.1 percent in 1989.
In 1990, mining employment will continue to decrease, although at a slower rate than in
1989.  Lower interest rates and highway construction activity will lead to an increase in
construction employment for the first time in two years, although it will not retun to its 1987
level. Manufacturing employment, led by growth in employment in printing and publishing and the
manufacture of machinery, will grow slightly faster than employment in the state as a whole, about
1.3 percent. A reduction in railroad employment will be more than offset by growth in
employment in trucking and warehousing, leading to a 1.0 increase in employment in transportation,

communications, and public utiliies. Slower growth of personal income will be felt in the

“wholesale and retail trade sectors. Employment growth in these two sectors combined will be only



0.3 percent in 1990, compared to 1.7 percent in 1989. Employment in finance insurance and real
estatc will grow 1.8 percent, while employment in services will grow 3.1 percent. Federal
government employment will fall 2.9 percent, while state and local government employment will
fall 2.1 percent.

Reduction in the growth of property income, due to lower interest rates, and reduced growth
of labor income, due to the economic slowdown, will reduce the rate of growth of personal income
from 6.1 in 1990 to 5.5 percent in 1989. Corrected for inflation, Kansas personal income will

grow 0.7 percent in 1990, compared 1o 1.6 percent in 1989.



Introduction

After showing somewhat surprising strength in 1989, the national economy will weaken in
1990; although a recession appears unlikely, real GNP will grow only about 1.5 percent. Major
factors in the slowdown will be weaker growth of both exports and investment in producers’
durable equipment. Growth of consumer spending will be strong relative to income growth, and
will be an important factor in keeping the economy moving ahead. Slower growth will reduce
inflationary pressures, and the Federal Reserve Board will respond by relaxing its constraints on
money supply growth; as a resull, interest rates will be lower during 1990 than they were during
1989.  Slower economic growth will mean slower growth of personal income and a slight increase
in the unemployment rate.

During the 1980's the overall Kansas economic performance has reflected the national
economic experience, although on average the Kansas economy has grown more slowly than the
U.S. economy. The Kansas forecast for 1990 exhibits the same trend, with economic growth in the
state being smaller relative to both the state’s 1989 growth and the 1990 forecast for the nation.
An important factor in the Kansas employment level will be growth in the manufacturing sector,
which will actually be stronger than total employment growth in 1990, driven by growth in the
printing and publishing and machinery subsectors. Growth in employment in services will also be
above average, following recent trends. Although construction employment will end its decline in
response to lower interest rates and an increase in highway construction activity in Kansas, it will
not return to its 1987 level. Slow growth in employment in trade will be the result of slower
growth in personal income. Personal income growth in Kansas will slow, as lower employment
growth will lead 0 a lower rate of growth of income to labor, while lower interest rates will be
felt in a reduced rate of growth of dividend, interest, and rental income, -

These are the highlights of the national and Kansas forecasts developed at the Institute for

Public Policy and Business Research and presented below.!



The National Economy
The 1990 forecast is based on the following assumptions:

1. The Federal Reserve board will continue to follow the more liberal course that it began
in mid 1989. In 1987 the M2 measure of the money supply grew 6.6 percent and during
the first half of 1988 it grew at a 6.2 percent annual rate. The Fed began to react to signs
of impending inflation, however, during the second half of 1988 when the growth rate of
M2 was only 4.6 percent. The first half of 1989 was a period of even stricter control,
with money supply growth averaging only 1.6 percent and interest rates rising sharply.
However, during the third quarter of 1989, the Fed reacted to signs of a downtum in
economic growth by relaxing its constraint on money supply growth, and M2 grew at an
annual rate of 7.5 percent. The forecast assumes that the new attitude will continue
throughout the forecast period, with M2 growth averaging 6.1 percent during the second
half of 1989, and 7.6 percent for all of 1990. The 1990 growth will be stronger during the
first half of the year, with the Fed slowing money growth slightly during the second half of
the year as inflationary pressures reappear.

2. Fiscal policy will be characterized by modest restraint in government spending. Real
federal purchases will fall slighty, about 1.2 percent, in 1990. This will come about
because of a 1.9 percent decrease in federal defense purchases, which will be parly offsct
by a 1.1 percent increase in nondefense spending.

3. The value of the dollar will weaken throughout the forecast period. A trade weighted
average of the exchange rate of the dollar will decline at a 3 percent annual rate.

4. Real gross national product of our major trading partners in the OECD will grow at a 3
percent annual rate.?

S. Imported oil prices will increase modestly at a 1.5 percent annual rate.

Given these assumptions, the forecast for ﬁle national economy in 1990 is for slower
growth. Real gross national product will grow 1.5 percent, compared to 3.0 percent in 1989 and
4.4 percent in 1988. Although this is by no means a recession, it is a significant slowdown.
Figure 1 shows the quarterly pattern of the forecast for GNP growth. GNP growth will be slowest
during 1990’s first quarter, and will increase gradually during the rest of the year.

The reasons for slower 1990 growth can be found in the performance of the economy in
1989. In fact, in terms of the performance of the national economy, the first half of 1989 closely
resembles 1988, GNP growth averaged 3.2 percent compared to 1988's 4.4 percent. We find a

more important resemblance, however, if we look at the reasons for 1988 growth: growth in real



= o

Figure 1
Real GNP Growth 1988-1990

Percent Change

exports and growth in investment in producers’ durable equipment. In 1988, real exporns grew 17.6
percent; during the first half of 1989 they grew at a 14.1 percent annual rate. In 1988, investment
in producers’ durable equipment grew 11.5 percent; during the first half of 1989, it grew 6.5
percent.  During the third quarter of 1989, however, exports grew only 3.9 percent, and investment
in producers’ durable equipment grew 4.6 percent. OQur forecast calls for a continuation of curtailed
growth in these two categories. Real expons are forecasted to grow 7.1 percent in 1990, and
investment in producers’ durable equipment is forecasted to grow 3.1 percent,

Figure 2 atempts to capture the magnitude of the effects of slower growth of exports and
investment in producers’ durable equipment on the growth of the economy. The data are divided
into two time periods: the first period is the six quarters beginning with the first quarter of 1988,

and the second period is the six quarters beginning with the third quarter of 1989. The first



Figure 2
Contributions to GNP Growth
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cntc.gory is GNP growth; for each of the other expenditure categories, the growth rate associated
with that category is the rate at which GNP would have érown if the category had grown at its
actual historical (first period) or forecasted (second period) rate and no other expenditure component
had grown. Thus, export growth alone directly contributed 1.7 percentage points to GNP growth
during the earlier period, but is forecasted to contribute only 0.9 percentage points to GNP growth
during the later period. Similarly, growth of investment in producers’ durable equipment alone
directly accounted for 0.8 percentage points of GNP growth in the earlier period, and is forecasted
to account for only 0.3 percentage points of growth in GNP in the later period. Together, these
two categories are forecasted to contribute only 1.2 percentage points 10 GNP growth compared to
2.5 percentage points during the period from the beginning of 1988 to the middle of 1989.

Furthermore, the magnitude of the effects of the slowdown in growth of exports and investment in
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producers’ durablec equipment is understated by these results. Reduced growth of spending on
exports and producers’ durable equipment means that firms that produce these goods will experience
slower growth; therefore, incomes that depend on these firms will grow more slowly. Slower
growth of incomes means slower growth in consumption spending; thus, there is an indirect effect
in the form of reduced growth of consumption spending that is not accounted for in Figure 2.

The major category of demand for gross national product, consumption spending, will not
experience such an extreme slowdown in growth in 1990, Real consumption spending will increase
2.1 percent in 1990, compared to 2.8 percent in 1989. Here again one can see the shift in strength
away from investment in producers’ durables and exports; the 1989 growth rate of consumer
spending was slower than the overall rate of growth of the economy, indicating that the strength of
the economy was coming from other sectors, whereas the forecasted 1990 growth rate of
consumption spending is greater than the overall rate of growth of the economy, indicating that the
non-consumption sectors will no longer be the main force driving the economy.

Among the consumption categories, growth in consumer spending on durable goods will
decline from 2.8 percent in 1989 to 2.1 percent in 1990. Spending on motor vehicles and parts
will grow 1.2 percent, compared to 0.6 percent in 1989, but growth in spending on furniture and
household equipment will continue the trend begun during the third quarter of 1989, and grow only
3.2 percent in 1990 compared to 7.7 percent for all of 1989, Consumption of all other categories
of durable goods will grow 5.6 percent, compared to 0.6 percent in 1989,

Consumer expenditures on nondurable goods will grow 0.7 percent in 1990, down from 1.4
percent in the previous year. Consumption of food will grow 0.7 percent, compared to 0.8 percent
in 1989, while consumer expenditures on apparel will grow 3.2 percent compared to 5.0 percent in
1989. Consumption of gasoline and oil will fall 0.9 percent, after falling 0.4 percent in 1989, and
consumer spending on fuel oil and coal will decline 0.4 percent following a decline of 3.6 percent
last year. Consumer expenditures on services, which amount to more than half of total spending by

consumers, will grow 2.9 percent, down slightly from 1989's 3.6 percent growth rate.
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Growth of spending on imports will decline due to reduced growth of consumer spending
and a continued modest fall in the value of the dollar. This reduction in the growth of imports
will be great enough that export growth will continue to exceed import growth, resulting in some
improvement in the trade deficit. Measured on the national income and products account basis, the
real trade deficit will fall from $55 billion in 1989 to $53 billion in 1990,

Government purchases of goods and services will increase 0.4 percent in 1990, compared 1o
2.7 percent in 1989, The 1.2 percent decrease in federal purchases will be more than offset by a
1.5 percent increase in purchases by state and local governments. In nominal terms, however, total
federal government outlays will grow 6.4 percent, compared to 7.3 percent in 1989. The main
reasons for this growth are a 3.5 percent increase in the average price level of government
purchases, a 10.3 percent increase in transfer payments, at least part of which is attributable to the
slowdown in economic growth, and an 8.4 percent increase in federal net interest payments. On
the other hand, total federal govemnment receipts will grow only 5.0 percent in 1990, compared to
7.9 percent in 1989. The reasons for this reduced growth are slower growth of personal income tax
receipts attributable to reduced growth of personal income, and a significant reduction in corporate
. profits tax accruals attributable to reduced corporate profits associated with the slowing economy.
Since outlays will grow a bit more rapidly than receipts, there will be an increase in the federal
government's budget deficit.

The forecasted dampening of economic growth for 1990 will cause some reduction of
inflationary pressures, especially during the first half of the year. The quarterly path of the forecast
of the inflation rate as measured by the change in the consumer price index for all urban consumers
1s shown in Figure 3. One salient feature of Figure 3 is the big drop in the rate of inflation during
the third quarter of 1989, a major part of which was due to a large drop in the transportation price
index. The price index for motor fuel fell 19 percent, while the prices of new cars fell 4 percent,
leading to a 6.8 percent decline in the transportation price index. Even if we look at the rate of

inflation excluding transportation prices, however, we find that during that quarter the price level
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Figure 3

Inflation Rate - Consumer Price Index

Percent Change

increased at a modest 3.9 percent annual rate, but as Figure 3 indicates, we do mot foresee this
relatively low rate as representative of the underlying inﬂatfonary pressures in the economy. Our
forecast is for the rate of inflation to increase beginning in the last quarter of 1989 and to continue
increasing throughout 1990, although never quite returning to the levels reached during the first half
of 1989. The inflation rate will average 5.3 percent for the year, compared to 4.6 percent for
1989.

Among items that will have higher than average rates of inflation during 1990 are medical
care (9.2 percent), services (9.7 percent), entertainment (6.3 percent), and housing (6.5 percent).
Major items that will have lower than average inflation rates during the year are apparel and
upkeep (1.3 percent), food and beverages (4.8 percent), and transportation (2.5 percent).

The weakening of the economy predicted for 1990 will also be seen in a modest increase in

12



~ Figure 4
Employment Growth - KS and US

Percent Change
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Nonfarm Wage and Salary Employment

the unemployment rate. In 1988 and early 1989 the rate of growth of employment exceeded that
* of the labor force and there was a gradual decline in the unemployment rate throughout the period.
In the second quarter of 1989, although labor force growth was at about the average for the
previous five quarters, the growth rate of employment fell below the growth rate of the labor force
and the unemployment rate increased. A gradual increase in the unemployment rate is expected to
continue throughout 1990, with the unemployment rate for the year expected to average 5.7 percent
compared to 5.2 percent during 1989. The recent history and forecast for nonfarm wage and salary
employment growth is shown in Figure 4.

A combination of a slowdown in economic growth and signs of reduced inflationary
pressures has led the Federal Reserve Board to adjust its policies somewhat, as evidenced by the

fact that M2 grew 7.5 percent in the third quarter of 1989, compared to 1.6 percent during the first

13
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Figure 5
Interest Rates
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half of the year. As a result, interest rates, which had risen steadily throughout 1988 and early
1989, dropped significantly during that quarter. Since we' assume that the Fed will continue to
respond to a lessening of inflationary pressures and a weaker economy by relaxing its restraints on
money supply growth, we forecast lower interest rates for 1990 than 1989. The three month
treasury bill rate, at 7.3 percent, will on average be almost 1 percentage point lower than it was in
1989. The prime rate will be about 0.9 percentage points below 1989's 10.9 percent, while
Moody's AAA bond rate will average 8.1 percent compared to 9.2 percent in 1989. Figure 5
illustrates the quarterly path of the interest rate forecasts. As the figure indicates, as the economy
begins to gain strength and inflationary pressures intensify toward the end of the year, interest rates
are expected to end their decline and even increase slightly.

As economic growth slows, so does the growth of nominal personal income, from 8.9

14



Figure 6

Personal Income U.S. and KS

0 _Percent Change EEE United States
| [77] Kansas

1985 1986 1987 1988 1989 1990

percent in 1989 to 6.3 percent in 1990. This decline is seen mostly in three areas: labor income,
both wages and salaries and other labor income, will grow 6.4 percent compared to 8.2 percent in
1989; interest income will grow 6.5 percent compared to 15.2 percent in 1989, because of lower
interest rates; and proprietors’ income will grow 2.6 percent compared to 7.8 percent in 1989, If
we correct for inflation we get real personal income growth of 1.6 percent in 1990, compared to
4.5 percent in 1989. It is notable that real personal income growth in 1989 was significantly
greater than the growth rate of real gross national product. This is explained by the fact that
corporate profits (the relevant measure of the income to owners of corporations when calculating

GNP) fell in 1989 (and are expected to fall again in 1990), while corporations maintained (and are

15
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expected to continue to maintain) dividends (the relevant measure of income to owners of

corporations when calculating personal income). The recent history and forecast of personal income

growth is presented in Figure 6.

16



The Kansas Economy

The slowdown in national economic growth will be reflected in a slowdown in the growth
of the Kansas economy. The overall picture for Kansas is shown in Table 3, Employment will
grow only 0.2 percent in 1990, compared to its 0.9 percent growth in 1989. Since the labor force
will continue to grow at about a 0.4 percent annual rate, the average unemployment rate will

increase from 4.3 percent to 4.5 percent. Nonfarm wage and salary employment, which does not

%

Table 3
The Kansas Forecast--Overview

1986 1987 1988 1989 1990

Civilian Labor

Force (thousands) 1236.0 1267.0 1277.0 1281.7 1286.4
Growth Rate -0.2 2.5 0.8 0.4 0.4
Total Employment

(thousands) 1169.0 1205.0 1216.0 1226.4 1229.0
Growth Rate -0.6 3.1 0.9 0.9 0.2
Wage and Salary

Employment (thousands) 984.7 1005.0 1033.2 1054.5 1062.8
Growth Rate 1.7 2.1 2.8 2.1 0.8
Unemployment Rate 54 4.9 4.8 4.3 4.5
Nominal Personal

Income (millions) 35600.5 37340.5 39320.0 41716.7 439992
Growth Rate 5.3 49 5.3 6.1 5.5
Real Personal

Income (millions) 311323 31177.7 31581.4  32081.7 323035
Growth Rate 2.8 0.1 1.3 1.6 0.7

“
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include farm employment, self-employed persons, or adjustments for those with more than one job,
is also forecasted to £row more slowly in 1990 than in 1989, 0.8 percent compared to 2.1 percent.
Figure 4 compares the recent history and forecast of nonfarm wage and salary employment for
Kansas with that of the nation. Finally, growth of personal income in current dollars is expected 1o
be 5.5 percent compared to 6.1 percent in 1989,

The growth rate of employment in subsectors of the Kansas economy is shown in Table 4.
Mining employment will continue to fall, although not as drastically as in the previous two years,
as imported oil prices fail to reach a level that will call forth substantial new activity. After falling
for two consecutive years, construction employment will grow slightly, as a result of lower interest
rates and some increased level of activity in highway construction; the 1990 level of construction
employment, however, will still be more than 5 percent below the 1987 level.

Employment growth in the manufacturing sector of the Kansas economy will be slighuy
stronger than the trend for the rest of the state cconomy. The growth rates for employment in
durable and nondurable goods manufacturing shown in Table 2 translate into a 1.3 percent growth
in manufacturing employment in 1990, about the same as the 1989 growth rate for this sector. The
forecasted 1990 growth in employment in the durable goods portion of the manufacturing sector is
due to growth in the machinery, including electrical, subsector. Employment in manufacturing of
machinery, including electrical, is expected to grow 4.9 percent in 1990, compared to 3.4 percent in
1989.  The forecasted growth of this subsector contributes the full 1.3 percentage points of the
forecasted growth in durable goods employment. Employment in the transportation equipment
manufacturing sector is forecasted to grow only 0.6 percent in 1990, compared to 3.4 percent in
1989. Tuming to the nondurable goods portion of manufacturing employment we find that two-
thirds of the forecasted growth is accounted for by growth in the printing and bublishing subsector.
Employment in printing and publishing, which is becoming an industry of growing importance for
Kansas, is forecasted to grow 3.9 percent in 1990, after growing 2.1 percent in 1989.

The 1.0 percent rate of growth in employment in transportation, communications, and public

18
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Kansas Employment Growth Breakdown

1988 1989 1990
Mining -7.5 -6.2 -1.0
Construction -7.0 -0.9 3.0
Durable Goods Manufacturing 4.7 24 1.3
Nondurable Goods Manufacturing 0.6 0.5 1.4
Transportation and Utilities 3.3 1.3 1.0
Wholesale Trade -2.9 4.3 0.6
Retail Trade 3.6 0.8 0.2
Finance, Insurance and Real Estate 2.3 0.6 1.8
Services 4.8 4.2 3.1
State and Local Government 3.3 3.3 -2.1
Federal Government 3.4 4.0 -2.9
Farm 1.3 1.3 -2.2

\

utilities reflects a decrease in railroad employment for the sixth consecutive year. The forecasted
4.9 percent decrease in railroad employment is more than offset by the forecasted 2.6 percent
increase in trucking and warehousing employment. The slowdown in economic growth will be felt
directly in slow growth of employment in wholesale and retail trade, as personal income growth
slows. The forecast calls for growth of only 0.5 percent in employment in general merchandise

stores and 2.0 percent in employment in apparel and accessory stores, while employment in

19



foodstores is unchanged and employment in automobile dealers and gas stations will fall 0.7
percent.  The forecasted increase in employment growth in finance, insurance, and real estate will

include a 1.1 percent increase in banking employment and a 0.4 percent increase in employment in

insurance.
i
Table 5
Kansas Personal Income Growth Breakdown
1988 1989 1990
Personal Income 33 6.1 e
Wages and Salaries 59 6.3 5.9
Nonfarm Proprietors’ Income 4.5 4.3 34
Farm Proprietors’ Income -12.6 -23.5 -5.6
Dividends Interest and Rent 7.8 10.4 3.7
Personal Contributions for
Social Insurance 11.0 10.0 Fi3
Transfer Payments 6.1 7.3 9.2
Other Labor Income 6.0 8.6 7.0

m

Following recent state and national trends, employment in services will continue to grow.
Government employment in Kansas is expected to fall 2.2 percent in 1990, as both the federal and
state and local governments face tighter budget constraints. Federal government employment will
decline 2.9 percent, while state and local employment will decline 2.1 percent.

The detailed breakdown of the Kansas nominal personal income forecast is shown in
Table 5. The major factors leading to reduced income growth are reduced growth of income to

labor, both wages and salaries and other labor income, and reduced growth in dividends interest and

20



rents. The reduced growth in total income to labor, from 6.5 percent in 1989 to 6.0 percent in
1990, is due 1o the slowdown in economic growth in general, and the slowdown in employment
growth in particular. The reduction in growth of property income is due almost entirely to the
reduction in interest income growth that follows from lower interest rates. Because of inflation, the
growth of personal income in real (purchasing power) terms will be much smaller than its growth
in nominal terms. There is no price index for Kansas, but we can get some idea of the size of real
personal income growth by deflating by the GNP personal consumption deflator for the U.S. When
we do so we find that real personal income in Kansas is forecasted to grow only 0.7 percent in
1990, compared to 1.6 percent in 1989. Figure 6 compares the recent history and forecast of

personal income growth for Kansas with that of the nation.
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Conclusions

Although growth of both the national and Kansas economies will slow significantly in 1990,
the probability of a recession is fell to be relatively low. There are two main ways in which the
economy could enter a recession: policy makers could, either intentionally or unintentionally, push
the economy into a recession, or some shock to the economy could move it into a recession.

The chances that the economy will move into a policy-induced recession during 1990 seem
remote. The presence of extreme inflationary pressures would seem to be the only stimulus that
would cause the Fed to intentionally move the economy inte a recession, but there is no reason to
expect such extreme inflationary pressures to surface in the near future. Intemnally, such pressures
could be a result of strong aggregate demand, or very high expectations of inflation, or both, but
aggregate demand appears to be softening, and the recent history of only moderate inflation coupled
with what appears 10 be the Fed's recent successes in limiting inflation suggest that economic
agents will expect future inflation to be moderate. Extemnally, inflationary pressures could be
aggravated by, for example, a big increase in imported oil prices, but again, there is no reason to
think that the likelihood of such an event is great.

It does not appear likely that an external shock will force the economy into a recession.
We must keep in mind, of course, that as growth of the economy slows, it takes less of a shock to
push the economy into a recession; however, our forecast of 1.5 percent growth, though not robust,
suggests enough strength that moderate shocks will not be sufficient 10 lead 10 recession. Thus,
although we cannot completely discount the possibility of recession in 1990, we conclude that the

likelihood of such an occurrence is small.

22



Notes

1. The forecasts of the national economy are produced by the Econometric Model of the United
States using assumptions generated at the Institute. This model was developed at the Center for
Econometric Model Research at the University of Indiana, R. Jeffery Green and Morton J. Marcus,
directors. The Kansas forecasts are produced by the Kansas Econometric Model, which is a product
of the Institute for Public Policy and Business Research at the University of Kansas.

2. Organization for Economic Cooperation and Development. Member nations are Australia, Austria,
Belgium, Canada, Denmark, Finland, France, West Germany, Greece, Holland, Iceland, Ireland,
Ttaly, Japan, Luxembourg, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, Turkey, the
United Kingdom, and the United States.
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