Institute for Public Policy and Business Research
The University of Kansas

The 1992 Outlook
for Kansas and the Nation

by
Norm Clifford
Director of Forecasting

Anthony L. Redwood, Professor of Business and Executive Director

December 1991
Report No. 197

Funding for the Kansas Econometric Modeling Program at the Institute is provided by the State
of Kansas.



The 1992 Outlook for Kansas and the Nation

by
Norman Clifford
Director of Forecasting

Institute for Public Policy and Business Research
University of Kansas
Anthony Redwood
Professor of Business
Executive Director

December 1991

Funding for the Kansas Econometric Modeling Program at the Institute is provided by the State
of Kansas.



Introduction

A recessionary phase of the U.S. economy began sometime during the third quarter of
1990, and appears to have ended late in the second quarter or early in the third quarter of 1991.
The recession was characterized by weak spending by consumers and a significant episode of
inventory reductions by firms. Consumers, whose confidence was eroded by uncertainty about
the situation in the Middle East during the early part of the recession, and uncertainty about the
faltering economy during the latter stage, reduced their real spending in the last quarter of 1990
and again in the first quarter of 1991. A small increase in the second quarter of 1991 still left
consumer spending below the level that it had attained before the recession began. Consumption
of durable goods was particularly hard hit by the recession; real consumer spending on durable
goods during the second quarter of 1991 was 6.5 percent below its pre-recession peak. During
the same quarter, real consumer spending on nondurable goods was 1.5 percent below its pre-
recession peak, while real consumer spending on services was just 2.0 percent above its pre-
recession peak.

The inventory reductions by firms were at least as dramatic as the weakness in consumer
spending. During the three quarters beginning with the last quarter of 1990, nonfarm firms
reduced their inventories by over $21 billion. By the third quarter of 1991, the inventory to sales
ratio of firms had dropped below 1.5. Investment spending by firms was also weak during the
recession. Firms spending on equipment was 3.0 percent less in the second quarter of 1991 than
before the recession began, while firms spending on new plant was 10.5 percent less. Residential
investment was 16.4 percent less than it was before the recession.

The poor performance of the consumption and investment sectors of the economy during
the recession was at least partly offset by the foreign sector; for the half year beginning with the
fourth quarter of 1990, exports grew at a 5.6 percent annual rate while imports declined at a 10.4
percent annual rate. Thus the gap between exports and imports measured on the national income
and products accounts basis grew at nearly a $54 billion annual rate. Furthermore, government
spending grew moderately during the recession, spurred by a 12 percent increase in defense
spending in the last quarter of 1990.

The recovery should begin sometime during the third quarter of 1991 and continue
through 1992, with GNP growing 2.0 percent for the year. The recovery will not be strong,
however, as the rate of output of the economy does not reach its pre-recession level until
sometime in the first quarter of 1992. The recovery will be led ny stronger consumption spending
and a movement by firms to replenish the inventories that they drew down during the recession.
Increased investment by firms in new plant and equipment will contribute to the recovery to a
lesser extent. On the other hand, the recovery will see the return of strong import growth, which,
coupled with moderate growth in exports, will lead to a worsening of the deficit in net exports
and weaken the recovery. Government spending will also decline in 1992, providing no direct
stimulus to the recovery. However, large increases in transfer payments coupled with small
increases in tax receipts will cause the budget deficit to increase, providing some indirect
stimulus on the income side of the economy.

The recovery will also be seen in stronger personal income growth in 1992. One
important component of personal income, dividends, will increase significantly as corporate
profits rebound both because of the recovery and the fact that firms pared down their
organizations during the recession. The recovery will not be strong enough to unleash inflation,



as the inflation rate as measured by the Consumer Price Index is expected to be about 4.0 percent
in 1992 lower than its 1990 and 1991 rates. The recovery also will not be strong enough to
reduce the unemployment rate, as employment growth just about keeps up with growth in the
labor force. The recovery will cause short-term interest rates to rise slightly throughout 1992,
but long-term rates should remain relatively flat.

The Kansas economy appears at this point to have avoided many of the worst effects of
the recession. Employment growth in 1990 was greater in Kansas than it was in the U.S. and
the same is forecasted for 1991 and 1992. In 1991, Kansas employment is forecasted to increase
0.9 percent compared to a 0.9 percent drop in U.S. employment. By the time the recovery is
well underway in 1992, however, the difference between the two economies will be much less
pronounced. Personal income in Kansas will also grow more in 1992. Kansas personal income
net of farm proprietors’ income and adjusted for inflation will grow 1.2 percent, more than it
grew in either 1990 or 1991.

The National Outlook
The national forecast presented below is based on the following major assumptions':

1. Imported oil prices will increase sharply in the third quarter of 1991 (at an 18 percent
annual rate) from their very low levels during the spring. Thereafter they will increase gradually
at about a one percent annual rate throughout the forecast period.

2. No new tax or spending initiatives are foreseen. There will, however, be a so-called
peace dividend; real federal defense expenditures will decline sharply over the last three quarters
of 1991, and will then level out in 1992. Federal defense expenditures will be 3.9 percent lower
in 1992 than they were in 1991. Federal nondefense expenditures will decline sharply in the
third quarter of 1991 as crop purchases fall, and then increase at a one percent annual rate over
the forecast period. State and local government spending will remain level throughout 1991 and
increase only slightly in 1992,

3. The growth rate of M2 will be right in the middle of the Fed’s 2.5 percent to 6.5
percent target range during the second half of 1991, and increase slightly to 5.0 percent in 1992.
Although the Fed appears willing finally to relax its staunch anti-inflationary stance, lingering
concerns about inflation coupled with banks” cautious lending policies and a lack of enthusiasm
by borrowers means that a more liberal Federal Reserve Board will have a smaller effect on the
recovery, at least in the early stages, than policy makers expect.

4. The dollar has appreciated sharply since February, in spite of lower interest rates in the
U.S. and higher rates in may foreign economies. This reflects, in part, a feeling that there is a
great deal of uncertainty about the near future in many of these economies and that the dollar
represents a relatively safe haven. The assumption is that the exchange rate? of the dollar will
remain constant over the forecast period. The stronger dollar and expected poor performance of
the economies of many of the U.S.’s major trading partners, leads to an assumption of slow
export growth (less than three percent) during the last half of 1991, with only modest
improvement throughout 1992, as illustrated in Figure 1.
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The recovery that appears to have begun near the end of the second quarter or the
beginning of the third quarter of 1991 will in some ways be the mirror image of the recession.
Just as the recession was not especially deep, the recovery will not be especially strong. Just as
slow consumer spending and a rapid rate of inventory reduction by firms were the weak links
in the economy during the recession, so an increase in consumer spending and a reduction in the
rate of inventory reduction will be the main forces for recovery. Just as a strong performance by
the foreign sector and a modest increase in government spending tended to mitigate the decline
during the recession, so a weaker foreign sector and a reduction in the rate of government
spending will detract from the strength of the recovery.

The contribution of the consumer sector to the recovery can be seen from the forecasted
2.8 percent increase in real consumer spending over the last three quarters of 1991 and 2.3
percent increase in 1992. The weakness of the recovery is illustrated by the fact that consumer
spending will not return to its pre-recession peak until the third quarter of 1991, and even by the
third quarter of 1992 will be only 2.4 percent above what it was two years before, representing
an average annual growth rate of only 1.1 percent over the two year period. Spending on
consumer durables will make the strongest rebound among the major consumption categories.
Real consumer spending on durable goods is expected to fall 5 percent for all of 1991, due to
large drops at the end of 1990 and the first half of 1991; much of the decline was due to a large
decline in consumer auto purchases. However, consumer purchases of durables are expected to
increase substantially in the third quarter of 1991 and 2.5 percent for all of 1992. Much of the



increase is due to an increase in automobile purchases, although 1992°s 11.5 percent increase will
still leave spending on autos well below its 1990 level.

Consumer spending on nondurable goods declined 6.5 percent in the last quarter of 1990,
but made a quicker turnaround than consumer spending on durable goods; for all of 1991, real
consumer spending on nondurable goods declined only 0.6 percent. Major areas of weakness in
1991 were spending on clothing and shoes, which declined 1.1 percent, and spending on fuel oil
and coal, which declined nearly 7 percent. For 1992, most major categories of spending on
consumer durables are expected to go up. Spending on food is expected to increase 2.8 percent,
clothing and shoes 1.7 percent, and gasoline and oil 3.0 percent. The main exception is spending
on fuel oil and coal, which is expected to decline a further 8.8 percent. The last of the three
major categories of consumption spending, consumer spending on services, suffered the least
erosion during the recession and will show the smallest improvement during the recovery.
Consumer spending on services grew 2.6 percent in 1990, and is predicted to grow 2.8 percent
in both 1991 and 1992.

Figure 2
Changes in Business Inventories
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The second factor that will contribute significantly to the recovery is the fact that firms
will begin to rebuild inventories. During the recession, firms cut deeply into their inventories.
In fact changes in the rate at which firms added to inventories accounted for about 72 percent
of the decrease in GNP over the three quarters during which real GNP declined. Similarly, during
the last half of 1991, a reduced rate of inventory reduction in the third quarter, and the beginning
of a buildup of inventories in the fourth quarter, account for about 76 percent of the increase in



real GNP forecasted for the period. For 1992, further increases in the rate of inventory buildup
are forecasted to account for about 34 percent of the forecasted increase in GNP. The forecast
and recent history of the change in business inventories is shown in Figure 2.

Increases in firm spending on plant and equipment, although it will not have as big an
effect as the first two factors, will also contribute somewhat to the recovery, especially after the
initial stages. Firms reduced their spending on plant and equipment by 18.4 percent in the first
quarter of 1991, and investment in equipment remained near this new, lower level in the
following quarter. Firm spending on structures, however, exhibited double digit drops in all three
recessionary quarters. For 1992, firms’ spending on equipment is expected to increase 4.5
percent, as they regain some of their confidence about the near future of the economy. Firm
spending on structures, however, is expected to increase only 0.4 percent in 1992. Residential
investment, which experienced quarterly declines of 11, 20, 21, and 25 percent beginning in the
second quarter of 1990, began a modest comeback in the second quarter of 1991, increasing 2.6
percent. Lower mortgage rates and the exercise of some deferred demand lead to a forecast of
an average increase of 8 percent in residential investment spending over the forecast period.
Even so, the forecasted level of residential investment for 1992 is nearly 18 percent below its
1987 peak level. The forecast for housing starts paints a similar picture. Total housing starts
are expected to increase 22 percent in 1992. However, after a long period of decline in new
housing starts, which decreased an average 11 percent a year from 1986 until 1991, the level of
new housing starts in 1992 will be 32 percent below the level in the peak year of 1986. For new
starts of single family dwellings the picture is similar, but not as pronounced; new starts for
single family dwellings will increase 21 percent in 1992, but the 1992 level will remain 15
percent below the 1986 peak. The case of new starts for multi-family dwellings is the most
extreme, with new starts increasing 27 percent in 1992, but remaining nearly 65 percent below
the level of new starts in 1986.

The dramatic reduction in the deficit in net exports that was experienced during the
recession will not continue into the recovery. Although exports grew significantly during the
recession, the major reason for the decline in the net export deficit was the decline in imports
during the period; the decline in imports during the last quarter of 1990 and the first quarter of
1991 accounted for two-thirds of the $53.6 billion increase in net exports. Another way to see
just how dramatically imports fell during the recession is to note that imports actually declined
more than total consumer spending declined during the period. However, most of the decline in
imports during the fourth quarter was due to a big drop in oil imports, and as the recovery
progresses and special factors disappear, import growth will begin to outstrip export growth and
the deficit in net exports will worsen. Real imports are expected to grow 8.5 percent in 1992
compared to only 4.1 percent growth of real exports, and thus the deficit in real net exports is
expected to climb from $16.6 billion in 1991 to $47.4 billion in 1992. The forecasted growth of
exports and imports is illustrated in Figure 1.

Surprisingly, given the magnitude of the Desert Shield and Desert Storm operations,
government spending did not do much to mitigate the severity of the recession. Although Federal
defense spending jumped over 12 percent in the last quarter of 1990, it grew only 2.7 percent in
the following quarter, during the actual Desert Storm operation, and fell 8.7 percent in the second
quarter of 1991. Furthermore, total Federal purchases of goods and services grew only 4.6 percent
during the last quarter of 1990, when the large increase in defense expenditures was partly offset



by a more than 15 percent decrease in non-defense expenditures. During the first quarter of 1991,
total federal expenditures fell, as the modest increase in defense expenditures was more than
offset by a further 10 percent decrease in nondefense expenditures. Of the three quarters of the
recession, only in the second quarter of 1991 did Federal spending increase significantly, growing
8.1 percent as a big increase in nondefense spending offset the large drop in defense spending.
Even in this quarter, however, a drop in state and local government spending meant that total
government spending increased only 3.0 percent. The forecast is for the realization of a peace
dividend from both the end of the war in the Middle East and the end of the Cold War, with
Federal defense spending falling 4.0 percent in 1992. Furthermore, Federal nondefense spending
is expected to decrease 0.4 percent, so that total Federal spending will decrease 3.1 percent.
With state and local government spending increasing only 0.5 percent for the year, total
government spending will decrease 1.0 percent, contributing no stimulus to aggregate demand
during the year. In spite of this restraint in Federal government purchases of goods and services,
large increases in transfer payments and interest payments, coupled with modest increases in tax
revenues, mean that the Federal budget deficit will increase in 1992. That deficit, which had
been reduced to $134 billion in 1989, has increased every year since then, and is expected to
reach $230 billion in 1992.

Figure 3
Rate of Inflation
Consumer Price Index
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The recovery also means that there will be some increase in the rate of growth of personal
income in 1992. As a result of the recession personal income in the U.S. is predicted to grow
only 3.6 percent for all of 1991, compared to 7.7 percent in 1989 and 6.0 percent in 1990, but



is forecasted to grow 5.7 percent in 1992. A 5.5 percent growth in wages and salaries, a 5.3
percent growth in other labor income, a 6.4 percent growth in nonfarm proprietors’ income, a 3.3
percent increase in interest income and an 8.6 percent increase in transfer payments contribute
to the 1992 growth in personal income. In addition, dividend income is expected to increase 7.7
percent after increasing only 2.8 percent in the previous year, reflecting an increase in corporate
profits. Corporate before tax profits are expected to increase 20 percent in 1992 after increasing
only 1.4 percent in 1991, partly due to the recovery and partly due to the fact that firms trimmed
costs in response to the recession. After-tax income of consumers is forecasted to grow 5.8
percent, compared to 3.7 percent in 1991; adjusted for inflation after-tax income of consumers
is expected to grow 2.0 percent after declining 0.6 percent in 1991.

Further evidence of the forecasted weakness of the recovery is the fact that the rate of
inflation rate is expected to decline further in 1992. The forecast of the inflation rate as
measured by the consumer price index for all urban consumers is shown in Figure 3. The rate
of inflation is expected to be 4.0 percent in 1992, compared to 5.4 percent in 1989 and 4.5
percent in 1990.

Goods and services that are expected to have reduced rates of price increase in 1992 compared
to 1991 are food and beverages (3.4 compared 4.3 percent), new cars (2.3 compared to 3.8
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compared to 4.4 percent) are expected to be about the same in 1992 as in 1991, as 1992 price
increases in shelter, fuel and utilities, and household furnishings and equipment nearly match the
previous year’s increases. Motor fuel costs, on the other hand, are expected to increase 2.1
percent in 1992 after declining 0.4 percent in 1991.

The forecast for the labor market also points out the weakness of the recovery. From
1986 until 1990, nonfarm employment” in the U.S. grew at an average annual rate of 2.5 percent,
@®total employment grew at an average annual rate of 1.8 percent, and the unemployment rate
declined from 7 percent in 1986 to 5.5 percent in 1990. In 1991, however, nonfarm employment
and total employment are expected to decrease by 0.9 percent, and the unemployment rate is
expected to jump to 6.8 percent for the year. For 1992, nonfarm employment is expected to
grow 1.2 percent and total employment is expected to grow 0.8 percent, but this will not be
sufficient employment growth to bring the unemployment rate down; the unemployment rate for
1992 is forecasted to increase slightly to 6.9 percent. The forecasted rates of growth of the
civilian labor force and employment are illustrated in Figure 4, which shows that employment
growth will not exceed labor force growth until the last half of 1992, and then by only a narrow
margin. Private nonfarm manhours, which grew at an average annual rate of 2.3 percent from
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1986 through 1990, are forecasted to fall 1.7 percent in 1991 and to grow 0.6 percent in 1992,
Finally the average wage rate in private nonfarm employment, which grew at an average annual



rate of 4.2 percent from 1986 until 1990, is forecasted to increase only 3.5 percent in 1991 and
4.3 percent in 1992, causing only moderate inflationary pressures from the cost side.

On the financial side of the economy, there should be little upward pressure on interest
rates throughout the forecast period. The forecast for interest rates is shown in Figure 5. During
the year beginning in the third quarter of 1990 and ending with the second quarter of 1991, the
M2 measure of the money supply grew at an annual rate of only 3.3 percent. Nevertheless, the
interest rate on three-month Treasury bills fell by more than two full percentage points over the
period, as one effect of the recession was to substantially reduce the demand for money.
Although the growth rate of M2 is expected to increase to 3.9 percent over the last half of 1991
and 4.8 percent in 1992, short-run rates will not decrease further; the three-month Treasury bill
rate is expected to bottom out at about 5.4 percent in the third quarter of 1991, and increase
gradually to 6.2 percent by the end of 1992 as the recovery strengthens. The prime lending rate
charged by banks is expected to get down to 7.8 percent in the second quarter of 1992 and
gradually increase to 8.3 percent by the end of the year. Longer term rates, as represented in the
forecast by Moody’s AAA bond rate, are expected to remain relatively flat over the forecast
period.

The Kansas Economy

Figure 6
Nonfarm Wage and Salary
Employment Growth, U.S. and Kansas
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The Kansas economy appears to have escaped some of the worst effects of the recession.
A comparison of U.S. and Kansas employment growth is shown in Figure 6. For 1990, nonfarm
wage and salary employment* grew 1.9 percent in Kansas, compared to 1.5 percent in the U.S.
In the same year, total employment in Kansas grew 0.8 percent compared to 0.5 percent in the
U.S. Thus, by either measure of employment, employment growth appears to have held up better
in Kansas than in the nation as a whole over the early part of the recession. Interestingly
enough, this pattern did not hold if we look at unemployment rates over the same period, as the
unemployment rate in the U.S. and the unemployment rate in Kansas both increased 0.3 of a
percentage point in 1990. To compare the U.S. and Kansas over the latter part of the recession
and the early stages of the recovery, we can look at employment growth in 1991, for which we
have historical data over the first half of the year and a forecast in the second half. We see that
nonfarm wage and salary employment in 1991 is expected to grow 0.9 percent in Kansas and
decline 0.9 percent in the U.S., whereas total employment is expected to grow 0.8 percent in
Kansas and decline 0.9 percent in the U.S. For 1991, a comparison of unemployment rates tells
the same story, the unemployment rate in Kansas is expected to increase by a further 0.3 of a
percentage point, while the U.S. unemployment rate is expected to increase by 1.2 percentage
points. The forecast for 1992 suggests that the discrepancy between the U.S. and Kansas will
nearly disappear, with nonfarm wage and salary employment growing 1.3 percent in Kansas
compared to 1.2 percent in the U.S., total employment growing 1.0 percent in Kansas compared
to 0.6 percent in the U.S., and the unemployment rate falling 0.1 of a percentage point in Kansas
and increasing 0.1 of a percentage point in the U.S.

A breakdown of Kansas employment growth by major subsectors is given in Table 1.

“

Table 1
Kansas Employment Growth by Sector

1990 1991 1992
Mining 5.5 1.0 47
Construction 33 1.3 {1
Durable Goods Manufacturing -0.1 -1.4 03
Nondurable Goods Manufacturing 1.5 1.8 10
Transportation and Utilities -0.1 2.3 16
Wholesale and Retail Trade 0.4 0.2 09
Finance, Insurance, and Real Estate 0.2 0.4 -13
Services 4.9 2.9 35
Government 2.6 0.1 08
Farm -4.6 -39 -15

“

Mining employment, which increased during the last half of 1990 and the early part of 1991
because of expectations of higher oil prices due to the situation in the Persian Gulf, is forecasted
to decline at the end of 1991 and in 1992, as oil prices level off over the forecast period.
Construction employment will remain at about the same level in 1992 as it was in 1991. A trend
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of modest increases in construction employment will be interrupted during the last quarter of
1991 and the first quarter of 1992 as the tenuous nature of the early recovery puts a damper on
new construction. Employment in nondurable goods manufacturing will increase only 1.0 percent
in 1992 compared to 1.8 percent in 1991. Employment increases in the two major areas of
nondurable goods manufacturing, food and kindred products and printing and publishing, will be
as great in 1992 as they were in 1991. Thus the slower growth in employment in nondurable
goods manufacturing will come from some weakness in two smaller areas, chemicals and allied
products and petroleum and coal, which together account for about one-fourth of employment in
nondurable goods manufacturing.

Employment in durable goods manufacturing is expected to grow slightly in 1992, after
declining 1.4 percent in 1991. Most of the subsectors of durable goods manufacturing are
expected to continue to exhibit the weakness in 1992 that was shown in 1991. Stone glass and
clay, primary metals, fabricated metals, and machinery are among the subsectors of durable goods
manufacturing that are expected to experience moderate employment declines. The strength in
durable goods manufacturing comes mostly from the transportation equipment subsector, which
accounts for nearly half of the employment in durable goods manufacturing. Employment in
manufacturing of transportation equipment is expected to increase 3.9 percent in 1992, following
a 2.2 percent decline in 1991.

Employment in the transportation, communications, and utilities subsector is expected to
grow 1.6 percent in 1992
compared with 2.3 percent in 1991. This growth comes almost completely from a forecast of
continued growth in the trucking and warehousing area, as employment in electric, gas and
sanitary services is expected to remain flat while railroad employment continues to decline.
Employment in wholesale and retail trade is expected to increase moderately, in response to
increased consumer spending as the recovery continues. Growth in employment in wholesale and
retail trade comes mostly from a forecasted 1992 growth of 1.1 percent in retail trade
employment, while employment in wholesale trade is forecasted to grow only 0.2 percent. The
biggest growth in employment in retail trade will be in general merchandise stores, where
employment is expected to grow 2.9 percent after declining 3.1 percent in 1991, and auto dealers
and gas stations, where employment is expected to grow 1.1 percent after declining 1.0 percent
in 1991.

The 1.3 percent decrease in employment in finance, insurance and real estate is generated
by a forecasted 2.5 percent decrease in banking employment in 1992. Employment in insurance
is expected to increase a modest 0.7 percent. Employment in services is forecasted to increase
3.5 percent, after growing 2.9 percent in 1991, with employment in hotels and lodging growing
1.8 percent in 1992 and employment in personal services growing 1.3 percent. Federal
government employment is forecasted to decline 0.3 percent in 1992, as decreases in real Federal
government spending take hold, while state and local government employment is expected to
grow 1.0 percent.

Table 2 illustrates the forecast for Kansas personal income growth. As the table shows,
Kansas personal income is expected to grow 4.9 percent in 1992 compared to only 3.3 percent
for 1991 and 7.3 percent in 1990. As the table also illustrates, there are fairly large fluctuations
in farm proprietors’ income forecasted over the period. For 1990, the historical data show farm
proprietors’ income growing more than 71 percent over the previous year’s level, while the
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Table II
“

Table 2
Kansas Personal Income Breakdown
Growth Rates
1990 1991 1992

Personal Income 1.3 3.3 49
Wages and Salaries 5.8 4.4 49
Nonfarm Proprictors’ Income 5.6 4.0 5
Farm Proprietors’ Income 1.3 -10.7 12
Dividends , Interest, and Rents 5.2 -0.1 40
Personal Contributions to Social Insurance 7.8 9.5 83
Transfer Payments 8.0 8.9 80
Other Labor Income 75 | 6.6 55

B e e e T ——
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forecast for 1991 and 1992 has farm proprietors’ income declining 10.7 percent and 1.2 percent
respectively. Because farm proprietors’ income is very difficult to measure, and even more
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difficult to forecast, it may be useful to look at the growth rate of Kansas personal income net
of farm proprietors’ income. After making this adjustment, we find that Kansas personal income
grew 5.9 percent in 1990, and is forecasted to grow 3.8 percent in 1991 and 5.0 percent in 1992,
Thus, Kansas personal income was probably not hit as hard by the recession as the figures on
total personal income in the table might seem to indicate. Adjusted for inflation, Kansas personal
income grew 2.2 percent in 1990, and is forecasted to fall 0.9 percent in 1991 and grow 1.1
percent in 1992. Kansas personal income net of farm proprietors’ income and adjusted for
inflation grew 0.8 percent in 1990 and is forecasted to fall 0.4 percent in 1991 and grow 1.2
percent in 1992. As can be seen from Table 2, the forecast is for a modest increase in the growth
of wages and salaries and nonfarm proprietors’ income. Dividends, interest, and rents will
increase 4.0 percent after falling 0.1 percent, reflecting larger dividend payments and rental
income. Growth in transfer payments will be near its 1990 rate, while other labor income will
grow more slowly in 1991 and 1992 than it did in 1990. A comparison of U.S. and Kansas
personal income growth is shown in Figure 7.

Conclusion

The recession that began during the third quarter of 1990 will be succeeded by a recovery
beginning in the third quarter of 1991, but the recovery will be moderate at best. To see that the
forecast is far from optimistic, one merely needs to observe that the forecast does not have output
returning to its pre-recovery peak until sometime during the first quarter of 1992. What strength
the recovery does have will be centered on consumer spending and the buildup of inventories by
firms. With employment growth sluggish at best, there is some danger that consumers will
simply not have enough disposable income to sustain a recovery. Similarly, if firms find the
evidence for a recovery unconvincing, they may well hold off on replenishing inventories.
Although the Fed has shown some willingness to lower interest rates in the early fourth quarter
of 1991, its recent history of being more concerned about inflation than growth suggests that we
should be wary of expected too much in the way of a monetary stimulus to the recovery.
Similarly, the reduction in Federal defense spending that one would expect to result from the end
of Cold War suggests that there will be no great fiscal stimulus to the recovery.

Although Kansas appears to have weathered the recession better than the nation, the
forecast for the recovery period in Kansas is also for rather weak growth. It appears that the
differentials by which Kansas outperformed the nation during the recession will have all but
disappeared in 1992. There is nothing in the near future for either the U.S. or Kansas that one
can point to as being a factor that will generate a shift to rapid growth.

Notes

1. The forecasts for the national economy are produced by the Econometric Model of the
United States developed at the Center for Econometric Model Research at the University of
Indiana, using assumptions generated at the Institute. 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.
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2. Trade weighted average of the dollar’s exchange rate.

3. Employment by place of work is the same as nonfarm wage and salary employment.
See note 4.

4. Employment refers to total number of Kansas residents employed in civilian (including
nonmilitary government) jobs. Nonfarm wage and salary employment refers to total nonfarm
civilian (including nonmilitary government) jobs in Kansas. Thus, to go from nonfarm wage and
salary employment to employment, one must correct for farm employment, Kansans who have
more than one job, Kansans who work out of state, and non-Kansas residents who work in
Kansas.
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