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Preface

The Institute for Public Policy and Business Research is pleased to present this midyear update
of its 1990 economic forecast 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
report includes an executive summary, an explanation of the assumptions used in making the forecasts,
forecasts for the U.S. and Kansas economies for 1990, and an appendix with detailed quarter by quarter
forecasts for each sector.

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 FEl-Hodiri, 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

National economic growth will be slower in 1990 than it has been for the past 5 years; real gross
national product will grow only 2.3 percent. Although much of the slow growth this year can be
attributed to a weak 1.1 percent rate of growth during the first quarter, the economy will remain somewhat
sluggish during the rest of the year, growing at only a 2.6 percent annual rate over that period.

The major strength of the economy will continue to be found in the export sector, with real export
growth above 9 percent for the year. The consumption sector, on the other hand, will provide much less
of a buffer for the economy than it has in recent years, as real consumption spending will grow only 2.0
percent this year. The slowdown in the growth of consumer spending this year is directly attributable to
a slowdown in the growth of real disposable income, which will grow only 2.1 percent this year compared
to 4.1 percent in 1989. The strongest consumption growth will continue to be in the service sector, where
real spending will increase 3.5 percent. Spending on durable goods will also be strong, increasing 2.8
percent, in spite of a 1.5 percent decrease in spending on new cars. Consumer spending on non-durable
goods will be weak, decreasing 0.6 percent in real terms.

One benefit of weaker consumer spending growth will be a reduction in the rate of growth of
imports, which will grow only 4.7 percent. Thus, the U.S. economy should see a reduction in its trade
deficit from $53 billion to $28 billion, measured in the national income and products accounts basis.

Business investment spending will grow 3.8 percent, slightly faster than in 1989, due to a 5.3
percent increase in spending on structures. Spending on structures decreased 1.8 percent in 1989. Growth
of government purchases of goods and services, at 1.4 percent, will be only about half of what it was in
1989, dueto a 1.8 pércent decline in federal government spending that will be brought about by a 2.2
percent decline in defense purchases. The federal government’s total outlays, however, will increase

significantly due to a 9.7 percent increase in transfer payments and an 8.5 percent increase in interest



payments. Total federal receipts will not keep pace with the increase in total outlays due to a decrease

in corporate tax collections; thus, the government’s budget deficit will increase from $149 billion in 1989

to $162 billion in 1990.

—

Table 1
The National Forecast--Summary

1986
Real GNP (billions) 3717.9
Growth Rate 2.7
Rate of Inflation 1.9
Civilian Employment
(millions) 109.7
Growth Rate 2.3
Unemployment Rate 6.9
3-Month T-Bill Rate 6.0
Nominal Personal
Income (billions) 3526.2
Growth Rate 6.0

1987

3853.7
3.7

3.7

112.5

2.6

6.1

5.8

37717.6
7.1

1988 1989 1990
4024.4 4144.1 4238.7
4.4 3.0 2.3
4.1 4.8 6.2
115.1 117.4 118.6
2.3 2.0 1.0
54 52 53
6.7 8.1 8.0

4064.5 4427.3 4768.1
7.6 8.9 7.7

—

Slower growth of the national economy will not immediately dissipate inflationary pressures.

Inflation, as measured by the rate of increase of the consumer price index, will increase from 4.8 percent

in 1989 to 6.2 percent in 1990, although reduced price increases will be seen in the second half of the

year. Among the goods and services with the fastest price increases this year will be medical care, food

and beverages, and apparel.

The Fed will take a middle road in 1990, increasing the rate of growth of the money supply in

order to avoid a recession, but moderating the rate of increase so as not to fuel inflation. As a result

interest rates will remain at about the same level as last year, although they will increase slightly

throughout the year.



Personal income will also grow more slowly in 1990 than it did in 1989. Interestingly, both
1989’s 8.9 percent growth in personal income and 1990’s forecasts 7.7 percent increase in personal income
are greater than the increase in nominal GNP in the corresponding years, due to corporations’ decisions
to increase dividend payments even though corporate profits were falling.

Total employment by place of work will increase 2.6 percent in 1990 compared to 2.8 percent
in 1989. Total civilian employment will increase only 1.0 percent this year compared to 2.0 percent last
year. The national unemployment rate will increase from 5.2 percent in 1989 to 5.4 percent in 1990.

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

1. The Federal Reserve Board will keep money supply growth (measured as the rate of change
of M2) at about 6.0 percent during 1990. M2 growth was 6.3 percent during the first quarter of the year,
and it will grow about 5.5 percent during the last three quarters of the year. This growth rate represents
an attempt by the Fed to tread a narrow corridor between resisting new inflationary pressures and avoiding
a downtum in an economy in which output growth will be very weak during the second half of the year.

2. On the fiscal side, corporate profits tax receipts will be lower than expected by the
administration, and the budget deficit will increase. Real defense spending will decline at a 5 percent
annual rate. There will be no major changes in other spending or transfer payments.

3. Real economic growth in the OECD countries, our major trading partners, will average 3.5
percent. The rate of inflation for these countries will average 5.2 percent. No adjustments were made to
account for developments in Eastern Europe.

4. Oil prices will stabilize soon and then begin to rise at a 4 percent annual rate.

5. The exchange rate of the dollar, after falling at a 16 percent annual rate during the first quarter
of 1990, will fall slightly throughout the rest of the year, dropping 5.8 percent for the year.



The Kansas Economy

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

The Kansas Economy will also exhibit slower growth in 1990. Total nonfarm wage and salary
employment will increase only 1.8 percent this year, compared to 3.1 percent in 1989. Total Kansas
employment is forecasted to increase 1.4 percent. The unemployment rate will increase from 4.0 percent
in 1989 to 4.1 percent in 1990.

Three sectors will contribute most of the Kansas employment growth in 1990. Half of the growth
in employment will be accounted for by a 3.8 percent growth in employment in services. Another fourth
of the increase in Kansas employment will be accounted for by a 2.0 percent growth in employment in
wholesale and retail trade. Finally, construction employment will partly rebound from two declining years
with an 8.7 percent increase.

Employment in nondurable goods manufacturing (3.0 percent), finance insurance and real estate
(2.1 percent) and transportation and public utilities (1.9 percent) will also grow at above the average rate
of employment growth for the year. Employment in durable goods manufacturing (-1.4 percent), mining
(1.6 percent), and government (-0.9 percent) will grow at below the average rate of employment growth
for the year.

Kansas personal income will grow 8.3 percent in 1990 compared to 3.5 percent in 1989. This big
increase in personal income growth is almost entirely accounted for, however, by a big rebound in farm
proprietor’s income, which fell from $1.2 billion in 1988 to $0.2 billion in 1989. The forecast is for
Kansas farm income to be about 0.9 billion in 1990. Kansas personal income net of farm proprietor’s
income is expected to increase 6.6 percent in 1990 compare to 6.3 percent in 1989. Kansas personal
income net of farm proprietor’s income and adjusted for inflation is expected to increase 1.0 percent in

1990, compared to 1.9 percent in 1989.



Table 2
The Kansas Forecast--Summary

1986 1987 1988 1989 1990

Civilian Labor
Force (thousands) 1236.0 1268.0 1282.0 1285.0 1303.8
Growth Rate -0.2 2.6 1.1 0.2 1.5
Total Employment
(thousands) 1169.0 1205.0 1221.0 1233.0 1249.8
Growth Rate -0.6 31 1.3 1.0 1.4
Wage and Salary
Employment (thousands) 984.7 1005.0 10354 1067.5 1086.3
Growth Rate 1.7 2.1 3.0 3.1 1.8
Unemployment Rate 54 5.0 4.7 4.0 4.1
Nominal Personal
Income (thousands) 35595.8 37334.5 39279.8 40657.5 44047.0

53 4.9 52 3.5 8.3



Introduction

In 1990 the national economy will record its slowest rate of growth in 6 years. After two very
weak quarters--1989:1V and 1990:1--the economy will gain some overall strength, but growth will still be
slow in relation to growth in the previous 5 years. The fastest growing sector of the economy during the
year will be exports, due to a lower exchange rate of the dollar and strong economic growth among our
major trading partners. Consumer spending, which has been a strength of the economy during the last two
years, will soften in 1990 and is expected to be especially weak during the second half of the year,
providing very little cushion for shocks that the economy may receive during that period. For the year,
growth in consumption of services and durable goods will be relatively strong, but consumer spending on
nondurable goods will actually decline slightly. Slower consumer spending growth and the weaker dollar
will slow the rate of imports and improve the trade deficit considerably.

Although business spending on equipment will grow more slowly this year than last, the rate of
growth of business spending on structures will increase; therefore, nonresidential fixed investment
spending will grow at about the same rate as last year. Residential investment will grow slightly after
falling last year. The decline of federal government purchases due to a substantial decrease in defense
spending, and an increase in state and local government purchases will result in slight growth of total
government purchases. Substantial increases in transfer and interest payments will cause total federal
expenditures to grow more than total federal receipts, which will be constrained by falling corporate profits
tax receipts; the federal deficit will therefore worsen this year.

Inflation will be higher in 1990 as inflationary pressures peak during the early part of the year,
although lower wholesale price increases and weaker consumer spending will reduce inflation during the
second half of 1990. Prices will increase most rapidly for medical care, services, food and beverages, and
apparel; housing and transportation price increases will be moderate. Interest rates will be about the same

on average for the year as they were in 1989; however, interest rates fell gradually in 1989, hitting their



lowest levels at the end of the year. They are expected to rise gradually during 1990 and reach their highs
for the year in the fourth quarter. Because of higher inflation, real returns will be lower this year than last
on average.

Personal income will grow more slowly than last year. Because corporations continue to increase
dividends in spite of falling corporate profits and since transfer payments will increase due to the
sluggishness of the economy, personal income will grow more than GNP, as it did in 1989; however,
personal income adjusted for inflation will grow only half as much this year as it did in 1989. The slower
personal income growth is one cause of the weakness in consumer spending that is forecasted for the last
half of the year. Slower employment growth in 1990 will result in an increase in the national
unemployment rate.

Kansas, too, will experience slower growth this year than last. The rate of increase in the number
of jobs in Kansas will be only about half of what it was in the last two years and almost all of the growth
will come from three sectors: construction, trade, and services. The civilian labor force will grow slightly
more rapidly than employment, resulting in a small increase in the Kansas unemployment rate in 1990.

Kansas personal income will jump significantly in 1990, due to a big increase in farm income
following the severely depressed year for the Kansas farm economy in 1989. Personal income net of farm
proprietors’ income will grow at about the same rate as it did in 1989, but adjusted for inflation it will
grow only about half as fast as it did that year.

These are the qualitative features of the national and Kansas forecasts developed at the Institute
for Public Policy and Business Research and presented below.!

The national and state forecasts are generated from the following assumptions:

1. The Federal Reserve Board will keep money supply growth (measured as the rate of change
of M2) at about 6.0 percent during 1990. M2 growth was 6.3 percent during the first quarter of the year,
and it will grow about 5.5 percent during the last three quarters of the year. This growth rate represents

an attempt by the Fed to tread a narrow corridor between resisting new inflationary pressures and avoiding
a downturn in an economy in which output growth will be very weak during the second half of the year.



2. On the fiscal side, corporate profits tax receipts will be lower than expected by the
administration, and the budget deficit will increase. Real defense spending will decline at a 5 percent
annual rate. There will be no major changes in other spending or transfer payments.

3. Real economic growth in the OECD* countries, our major trading partners, will average 3.5
percent. The rate of inflation for these countries will average 5.2 percent. No adjustments were made to
account for developments in Eastern Europe.

4. Oil prices will stabilize soon and then begin to rise at a 4 percent annual rate.

5. The exchange rate of the dollar,’ after falling at a 16 percent annual rate during the first quarter
of 1990, will fall slightly throughout the rest of the year, dropping 5.8 percent for the year.



The National Economy

Real Output Growth
1988-1990

Percent

| 1988 1 1989 | 1990 |
Growth rate of Real Gross National
Product
Figure 1

National economic growth will be slower in 1990 than it has been for the past 5 years: the forecast
is for real gross national product to grow 2.3 percent this year. During the period 1985-1989 the average
rate of growth of real GNP was 3.4 percent, with 1986 beiﬁg the only year during that period when real
output grew less than 3 percent (2 percent). However, as the quarterly breakdown of the forecast in Figure
1 shows, the big dip in economic growth took place during the fourth quarter of 1989 and the first quarter
of this year, when GNP growth averaged only 1.2 percent. The average growth rate of forecasted real GNP
for the last three quarters of the year is 2.6 percent which, while not robust, shows signs of some strength
returning to the economy.

The major strength of the economy in 1990 will be export growth. Figure 2 shows the growth of
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Real Export Growth
1984-1990
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Figure 2

real U.S. exports from 1984 through 1990. Although the forecasted 9.3 percent rate of growth of exports
for 1990 is not as high as the rate of export growth for the previous four years, it will still be the fastest
growing major sector of the economy this year, due to a lower exchange rate of the dollar against the
currencies of most of our major trading partners, whose own economic growth is strong.

During 1990, the consumption sector of the economy will be just strong enough so that it will
not be a brake on the economy. The forecasted rate of growth of real consumption expenditure in 1990
is 2.0 percent--down from 2.7 percent in 1989 and 3.4 percent in 1988--owing to a smaller rate of growth
of real disposable income; real disposable income will grow 2.1 percent this year compared to 4.1 percent
last year. As Figure 3 shows, one disturbing feature of the forecast of disposable income and consumption

spending is that growth in these two areas will weaken during the second half of the year, causing the
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Income and Consumption Growth
1988-1990

Percent

N WA OO N

Disposable Income Consumption

Growth rates of real disposable personal
income and consumption-U.S.

Figure 3

economy to be in a vulnerable position during that period, since growth in consumer spending will provide
very little buffer for shocks to other areas of the economy.

The strongest consumption growth will occur in the services sector, where real consumer spending
will increase 3.5 percent and account for about five-sixths of the growth in consumer spending. Real
consumer spending on durable goods will also be strong in 1990, growing 2.8 percent. Consumer spending
on motor vehicles and parts will increase 1.4 percent, despite a 1.5 percent drop in sales of new
automobiles, while consumer spending on furniture and household equipment will be the strongest area
of spending on durable goods, growing 4.6 percent. Real consumer spending on nondurable goods will
decrease by 0.6 percent in 1990, and expenditures in food (-1.0 percent), gasoline and oil (-2.4) percent,

and fuel oil and coal (-13.4 percent) will all decline during the year. Consumer expenditures on clothing
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will increase 1.2 percent.
One of the effects of the slower growth of consumer spending in 1990, reinforced by a weakening
of the dollar, will be a reduced rate of growth of imports. Real U.S. imports will grow only 4.7 percent

this year, compared to 6.1 percent in 1989 and an average 8.2 percent annual growth during the years

Real Net Exports
1984-1990

Billions of 1982 dollars

140

120

100

80

60

40

20

1984 1985 1986 1987 1988 1989 1990

Imports less exports, 1982 dollars,
NIPA basis.

Figure 4

1984 to 1989. With exports growing about 4.5 percentage points faster than imports in 1990, there will
be a significant improvement in the U.S. balance of trade for the fourth consecutive year. The forecasted
trade deficit using the national income and product accounts basis is expected to fall from $53 billion in
1989 to $28 billion; Figure 4 shows that measure of the trade deficit from 1984 to 1990.

Business investment spending, like consumer spending, will grow only slightly faster than the
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economy as a whole; its 3.8 percent growth in 1990 will be slightly greater than in 1988 when a large part
of the 4.4 percent growth of the national economy was due to the 8.4 percent rate of growth in business
investment spending. Unlike 1989, when all of the growth in business investment was due to growth in
spending on equipment (spending on structures actually declined by 1.8 percent), 1990 growth in business
investment spending will be balanced, with spending on equipment growing 3.3 percent and spending on
structures growing 5.2 percent. Residential investment spending, on the other hand, will grow only 1.0
percent, after declining 2.9 percent last year.

The final major category of spending on gross national product--government purchases of goods
and services--will grow only 1.4 percent, following a 2.7 percent rate of growth in 1989, due to a 1.8
percent decline in total federal government purchases which grew 2.5 percent in 1989. This decline will
largely be due to a second straight year of substantial decreases in defense spending. Real defense
spending fell 1.9 percent in 1989 and will fall another 2.2 percent this year, while nondefense purchases
will fall a modest 0.3 percent after growing nearly 20 percent last year. State and local government
purchases will grow 3.7 percent, up from 1989’s 2.9 percent growth.

The federal government’s budget deficit will increase in 1990, as increases in expenditures, due
to a 9.7 percent increase in transfer payments and an 8.5 percent increase in interest payments, will not
be fully covered by the increase in receipts. Total federal government receipts will increase 6.0 percent
as personal tax collections increase 6.9 percent, but corporate profits tax collections will decrease 5.5
percent. The federal government’s budget deficit will grow from $149 billion in calendar year 1989 to
$162 billion in calendar year 1990.

In spite of slower economic growth, the effects of strong inflationary pressures will continue to
be felt. By any of the three price measures that we forecast--Gross National Product, consumption
spending, and the consumer price index--inflation will be higher in 1990 than it was in 1989. The rate of

inflation as measured by the change in the implicit GNP deflator will be 4.4 percent, compared to 4.1
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percent in 1989; as measured by the implicit deflator for consumption spending it will be 5.4 percent,
compared to 4.4 percent in 1989; and as measured by the consumer price index for all urban consumers
it will be 6.2 percent, compared to 4.8 percent in 1989. The consumer price index increase will be above
8 percent at annual rates in each of the first two quarters of this year; the rate of increase will slow
somewhat during the last half of the year, as lower wholesale price increases and weaker consumer
spending reduce inflationary pressures.

Among the fastest growing areas of consumer prices will be medical care (8.8 percent), services
other than entertainment (7.7 percent) food and beverages (7.4 percent), and apparel and upkeep (6.5
percent). Smaller than average price increases will be seen in the cost of housing (5.5 percent) with the
cost of shelter increasing 5.6 percent, fuel and utilities prices increasing 3.3 percent, and the cost of
household furnishings and operations increasing 2.1 percent. Transportation costs will also increase less
than average at 5.3 percent, in spite of a 7.3 percent increase in the price of motor fuel; new car prices
will increase 4.0 percent. Entertainment prices will increase 5.1 percent.

On the one hand, continuing evidence of inflationary pressures will cause the Fed to continue its
commitment to monetary restraint; on the other hand, the lack of strength in the economy, especially the
weakness in consumer spending during the latter half of the year, means that the Fed will be reluctant to
apply the brakes to the economy. We expect the M2 measure of the money supply to average 6.0 percent
growth for the &ear, slightly less than the average over the last three quarters. Although this is significantly
faster than last year’s 3.7 percent M2 growth, interest rates in 1990 will be very close to their 1989 levels
as increased inflation works to keep nominal interest rates high; for example the three-month treasury bill
rate will average 8.0 percent for the year, compared to 8.1 percent during 1989. If we define the real
interest rate to be the nominal interest rate less the rate of inflation, we find that the real interest rate on
three-month treasury bills averaged about 3.9 percent in 1989 and is forecasted to average only 1.8 percent

in 1990; therefore, the increased rate of money growth will work to bring down real, but not nominal,
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Interest Rates
1988-1990

Percent

—— Prime Rate
——  Moody’s AAA Bonds
—*%— 3-Month Treas. Bills

Figure 5

rates. Figure 5 indicates that the treasury bill rate declined throughout 1989, to a low of 7.6 percent in the
fourth quarter, and the forecast is for that rate to increase throughout 1990, ending the year at 8.2 percent,
about 0.6 percentage points higher than it ended 1989. As Figure 5 also indicates, the prime rate will also
increase during 1990: it will average 10.3 percent for the year, compared to 10.9 percent in 1989. Moody’s
AAA bond rate will average 9.4 percent, compared to 9.3 percent in 1989.

Given the forecast of sluggish output growth for 1990, it is not surprising that the forecast for
personal income growth is for a significant reduction in the rate of growth. Personal income in current
dollars will grow 7.7 percent in 1990 compared to 8.9 percent in 1989; given the expected increase in the
rate of inflation in 1990, however, the contrast is more severe if we compare real personal income growth.

Using the implicit deflator for the consumption sector of GNP to deflate the personal income figures, we
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U.S. and Kansas Real Personal Income
1984-1990

Percent

1984 1985 1986 1987 1988 1989 1990

Growth rate of U.S. and Kansas personal
income (net of farm proprietor's income)
deflated by the GNP consumption deflator

Figure 6

find that real personal income grew 4.4 percent in 1989 compared to a forecasted growth of only 2.1

percent in 1990. Real personal disposable income, the income measure that is most directly related to

consumer spending, is expected to grow 2.1 percent in 1990, compared to 4.1 percent in 1989.

It is interesting to note that personal income will grow more rapidly than GNP in 1990, just as

it did in 1989. The 8.9 percent growth rate in 1989 was about 1.7 percentage points more than the growth

rate of nominal GNP; in 1990 the growth rate of personal income will be about 1.0 percentage points

greater than the 6.8 percent rate of growth in nominal GNP. Most of the difference in both years can be

explained by falling corporate profits coupled with growing dividend payments. Corporate profits fell 8.3

percent in 1989 and are forecasted to fall another 6.1 percent in 1990; personal dividend income grew 10.1

percent in 1989 and is expected to grow 8.0 percent this year. Since corporate profits are included in
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calculating GNP and personal dividend income is included in calculating personal income, personal income
is seen to grow more quickly than GNP in the two years. A second reason for faster personal income
growth in 1990 is that as the economy slows down transfer income grows: the forecast calls for a 9.7
percent increase in transfer payments, which also adds to the discrepancy between output growth and
personal income growth. Figure 6 shows the growth path of U.S. and Kansas personal income growth, net
of farm proprietors’ income and adjusted for inflation.

The weaker economy in 1990 will also be reflected in a softening of labor markets. Total nonfarm
establishment employment will increase 2.6 percent in 1990, compared to 2.8 percent in 1989;

employment growth will be greatest during the first half of the year, slowing somewhat in the third and

Employment Growth 1984-1990

U.S. and Kansas

Percent

1084 1985 1986 1987 1088 1989 1990

1 Kansas

Nonfarm employment by place of work.
Figure 7
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fourth quarters. Total civilian employment will grow only 1.0 percent this year, compared to 2.0 percent
last year, but since the civilian labor force will grow 1.2 percent this year, the unemployment rate will
increase from 5.2 percent in 1989 to 5.4 percent in 1990. Private nonfarm wage rates are expected to
increase 5.4 percent, slightly less than the 1989 increase of 5.8 percent. Figure 7 shows U.S. and Kansas

nonfarm wage and salary employment growth.
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The Kansas Economy

The Kansas economy will also grow more slowly in 1990 than it did in 1989. Total nonfarm wage
and salary employment, which we believe that we forecast more accurately than total employment,* will
grow 1.8 percent this year compared to roughly 3.0 percent per year during the last two years. The total
number of Kansans employed is expected to increase 1.4 percent, roughly the same rate of increase as in
the past two years, but well below the 3.1 percent increase in 1987. The civilian labor force is expected
to grow 1.5 percent this year; as a result, the unemployment rate will increase slightly, from 4.0 percent
to 4.1 percent.

Most of the growth in Kansas employment will come from three sectors: construction, trade, and
services. Construction employment is expected to grow 8.7 percent from its depressed 1989 level; despite
this impressive rebound, however, construction employment will still be 3.1 percent below its 1987 level.
Employment in wholesale and retail trade will grow 2.0 percent, accounting for more than one-fourth of
the growth in Kansas employment, while employment in services will increase 3.8 percent, accounting for
nearly half of the total growth in Kansas employment.

Among other sectors of the Kansas economy that will show employment growth during the year
are nondurable goods, F.LLR.E. (finance, insurance, and real estate), and transportation and public utilities.
Employment in nondurable goods is expected to grow 3.0 percent after growing only 1.0 percent last year;
most of this growth will come from employment growth in food and kindred products (3.1 percent) and
printing and publishing (4.1 percent). Employment in F.IR.E. will grow 2.1 percent, compared to 0.7
percent in 1989. Employment in transportation and utilities will grow 1.9 percent compared to 3.0 percent
in 1989; a 5.3 percent decrease in railroad employment will be more than offset by a 4.6 percent increase
in employment in trucking and warehousing.

Among the weaker sectors of the Kansas economy in terms of 1990 employment growth will be

durable goods, mining, and government. Employment in durable goods manufacturing is expected to
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decrease 1.4 percent during 1990, with much of the decrease coming from an expected 3.6 percent
decrease in employment in the manufacture of transportation equipment and a 2.5 percent decrease in
employment in fabricated metals; these employment reductions will be partly offset by a 2.1 percent
increase in employment in the manufacture of machinery. Mining employment will increase a modest 1.6
percent, as the outlook for the oil and gas industry continues to be uncertain. State and local government
employment will fall slightly (1.0 percent) following a 3.6 percent increase in 1989, while federal
government employment in Kansas will fall 1.1 percent, after increasing 0.9 percent last year. Table 3

shows the forecasted growth rates in employment for several major Kansas sectors.
R R e I R N PO OO T MR

Table 3
Kansas Employment Growth

1988 1989 1990
Mining -8.1 -10.0 1.6
Construction -8.2 -2.7 8.6
Durable goods manufacturing 3.8 2.2 -1.5
Nondurable goods manufacturing 2.1 1.0 3.0
Transportation and Utilitites 2.3 3.0 1.9
Wholesale trade 2.3 0.7 2.0
Retail trade 4.1 32 1.9
Finance insurance and real estate 1.7 0.7 2.0
Services 6.2 7.4 3.8
Federal government 4.0 0.9 -1.1
State and local government 2.5 3.6 -1.0
Farm 1.6 3.1 7.3

B ]

Kansas personal income in current dollars is expected to grow 8.3 percent in 1990, substantially
faster than the meager 3.5 percent rate of growth in 1989. Adjusted for inflation, the 1990 rate of growth
becomes 2.8 percent, compared to a decrease of 0.9 percent in 1989. This contrast between 1990 and the
previous year, however, is not so much a reflection of an improved state of health for the overall Kansas
economy, but rather a reflection of a rebound of farm personal income from its drastic fall in 1989. In

nominal terms, farm income fell from $1.2 billion in 1988 to just over $0.2 billion in 1989 and is expected
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to increase to just over $0.9 billion in 1990. If we look at personal income net of farm proprie'tors’
income, we find that the expected increase in current dollars is 6.6 percent, compared to 6.3 percent in
1989; if we go further and adjust for inflation, we find that nonfarm personal income is expected to grow
only 1.0 percent in 1990, compared to 1.9 percent in 1989. Figure 6 shows Kansas and U.S. nonfarm

personal income growth adjusted for inflation.

Conclusion

Although the forecast for the national and Kansas economies calls for curtailed growth in 1990,
- we do not expect a recession this year. National economic growth depends upon continued healthy export
growth, as well as reasonably strong growth in business expenditures on plant and equipment, but weaker
growth of consumer spending during the second half of the year will put the economy in a somewhat
vulnerable position, for there will be a very small buffer zone to absorb negative shocks to either exports
or business investment spending. The Federal Reserve Board’s cautious approach in the face of continuing
inflationary pressures will also contribute to slow growth during the second half of the year. As to the
state, any shock that would cause the national economy to falter would be transmitted to a Kansas
economy that is also growing slowly; on the other hand, the Kansas economy will be buoyed by a rebound
in fanﬁ income during 1989. Although a severe downturn is not our choice as the most likely scenario,

there is some possibility that such a downtumn could occur.
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Notes

1. The forecasts for the national economy are produced by the Econometric Model of the United
States developed using assumptions generated at the Institute. This model was developed at the Center for
Econometric Model Research at the University of Indiana. The directors of the CEMR are R. Jeffery
Green and Morton J. Marcus. 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,
Italy, Japan, Luxembourg, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, Turkey, the
United Kingdom, and the United States.

3. Trade weighted average of the dollar’s exchange rate.

4. Total nonfarm wage and salary employment is a measure of jobs in Kansas firms; total
employment is a measure of the number of Kansas residents who are employed. The latter measure is
constructed from the former by estimating the adjustments needed to correct for people who are self-
employed, for people who hold more than one job, and for those who live in Kansas and work out of state
as well as those who live out of state and work in Kansas. For this reason, we feel that the measure of
total jobs in Kansas is more accurate than the measure of total number of Kansans employed, and that we
can forecast the total number of jobs better than we can forecast the number employed.
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