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1999 ECONOMIC OUTLOOK

General Trends - National and North Carolina
National Economy

M.L. Walden, Professor and Extension Economist

Economic Fundamentals Several measures of worker production and
« . . " compensation showed that workers benefited
The “economic gOOd times” rolled from the good economy in 1998. Labor pro-

. . . ductivity (output-per-hour) increased a strong
on in 1998. GrOWth’ little infla- 2.3% in 1998, faster than the 1.4% improve-

: i : ent in 1997. Real (inflation-adjusted) com-
thﬂ, and rsing wages and InCOme%]ensation-per-hour jumped 2.7% in 1998, al-

mark the “good times.” It doesn’t most twice 1997’s rate. Last, and probably the
) best measure of income change, real dispos-

get much better than this! able personal income-per-capita, which looks
at income change after subtracting taxes and
the effect of inflation, increased a strong 2.5%
in 1998, much better than 1997’s increase.
Business inventories show no indication of
eing out of line with sales, with the business
inventory/salesratio holding steady at 1.4. The
. . consumer debt situation actually improved in
Perhaps the biggest surprise in the economy Was 998, as the ratio of consumer installment debt

j[he gontlnumg low lnflatloq rate. Retall level to consumer income fell slightly from 1997 to
inflation (the Consumer Price Index) rose only 1998

1.5% in 1998, significantly lower than the 2.3%
rise in 1997.

Partially responsible for the slower increase in
average prices was the fall in the prices of imports,
especially imported oil.

Lower interest rates also contributed to the good
economy of 1998. Both short- and long-term
interest rates fell during the year. Lower interest
rates lowered the cost of borrowing and created
more spending and economic activity.

Specifically, the data show the national economy
as measured by real (inflation-adjusted) Gross Do-
mestic Product (GDP) grew 3.8% in 1998, almost
as strong as in 1997 (Table 1). There was a 2.6%0
increase in jobs, and the national unemployment
rate fell to an exceptionally low 4.5%.

Much news has been made about the im-
proved federal fiscal situation; indeed, the num-
bers reflect this. Federal tax revenues in-
creased more than twice as fast as federal
spending in 1998, and the federal budget, in-
cluding the balance on the Social Security
Trust Fund, recorded a surplus of $63 billionin
the year.

Continued on Page 2
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Table 1. Key U.S. Economic Statistics

1997 1998 1999 Forecastp

Real U.S. GDP, % Chg. 3.9% 3.898 3.0%
Unemployment Rate 5.0% 4.59% 4.9%
Labor Force, % Chg. 2.6% 2.6900 1.8%
Inflation, Rate, CPI 2.3% 1.5%b 2.0%
90-day T-bill Rate 5.2% 4.89 4.9%
30-year T-bond Rate 6.6% 5.69% 5.7%
Real Compensation Per Hour, % Chg. 1.4% 2.7% 2.4%
Output Per Hour, % Chg. 1.4% 2.3%a 2.0%
Real Disposable Personal Income

Per Capita 1.9% 2.5%a 2.0%
Business Inventory/Sales Ratio 1.4 b4 1.4
Consumer Installment Debt/Income  17.9% 17.7% 17.8%
% Change in Fed. Tax Revenues 8.5% 8.7% 4.9%
% Change in Fed. Spending 2.7% 3.3% 4.0%
Federal Budget Balance -$21 billion +$63 billioa +$80 billion
M2 Growth Rate 5.0% 2.0%a 3.5%
Net Exports/GDP -1.7% -2.6% -2.3%

a Annualized rate based on January - July.

b.Annualized rate based on January - September.

Sources: U.S. Dept. of Commerce, Federal Reserve Bank, Congressional Budget Office,
forecasts by Mike Walden

The Federal Reserve reduced some key intereswill cause job growth to slow and the unem-
rates in 1998. However, the Fed maintained its ployment rate to move slightly higher. Without
tight reins on the money supply during the year, bigdrops inimport prices, the inflation rate will
with the “M2” measure of the money supply edge up to 2%, but interest rates will only be
rising only 2% in 1998. marginally higher.

On a negative note, the country's trade balance There are two reasons behind this forecasted
fell further into negative territory in 1998. Net economic slowdown. One is the current prob-
exports, as a percentage of Gross Domestic lem in several East Asian economies. These
Product was -2.6% in 1998, compared to -1.7% incountries, including Japan, will purchase fewer
1997. This means the trade deficit grew relative products from American companies, which, in
to the economy in 1998. A probable reason is a turn, will cause these companies to slow their

reduction in exports to financially troubled East  operations. The second reason is the tight labor
Asian countries. market, which will inhibit the ability of firms to

Outlook expand and increase their output.
The “economic good times” should continue in The measures of worker production and com-

1999, although at a slightly slower pace. Table 1p333at'0£ V\;'” also 'mp;f"’e moLe slowlyt mt
gives the 1999 forecasts. Real Gross Domestic-222- Real compensation-per-hour, output-
Product (GDP) is expected to increase 3%, dow er-hour, andreal disposable income-per-capita

, o . are all projected to improve at healthy rates in
from 1998’s rate of 3.8%. Slower economic growth 1999, yet the rates will not be as high as in 1998.
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The business inventory and consumer debt medf the productivity improvements stop or slow
sures will change little in 1999, and the federal fiscalconsiderably. In this event, business costs and
position will continue to improve. In response to thegeneral inflation would rise and economic perfor-
slow economy, the Federal Reserve will boost moneynance would deteriorate.
growth. Altogether, the economic outlook is bright for

What are the biggest threats to continued eco1999. Although economic growth will slow, no
nomic growth? There are two. One is the evertecession, which means shrinkage in the economy,
present threat from the unknown. A foreign finan-is on the horizon. Most people and businesses
cial collapse, the outbreak of armed conflict in theshould continue to see their economic situation
Middle East, or political instability in a major coun- improve in the new year.
try could cause a major drop in the stock market an .
spending curtailment by consumers. These threaf}lorth Carolina Economy
are virtually impossible to predict, and there is no  Table 2 summarizes the performance and
reason to expect their probability to be greater inforecasts for the North Carolina economy.

1999 than in previous years. Yet, they cannot beOverall, in 1998, the North Carolina economy
dismissed. grew faster and the unemployment rate fell to a

The second threat comes from the major privatelower rate than for the nation. Real Gross State

sector contribution to the economic expansion, theProduct increased a very robust 4.5 %, and the

significant improvement in labor productivity. unemployment rate fell to 3.3 %, more than a
The threat is the negative impact on the economy full percentage point lower than the national
joblessrate.
Table 2. Key North Carolina Economic Statistics
1999
1997 1998 Forecasts
Real N.C. GSP, % Chg. 5.3% 4.5% 4.0%
Unemployment Rate 3.6% 3.3% 3.3%
Total Employment, % Chg. 3.4% 2.3% 1.5%
% Chg., Employment, by Sector:
Durable Goods Manuf. 3.1% -2.0% 2.0%
Nondurable Goods Manuf. -1.8% -4.0% -3.0%
Transportation and Utilities 7.5% -3.3% 4.0%
Wholesale Trade -1.0% 8.0% 4.0%
Retail Trade 2.0% 4.0% 2.0%
Financial Services 6.3% 11.1% 5.0%
Services 13.2% 3.0% 3.0%
Government 1.0% 3.2% 2.0%

a Analyzed rate based on January-September.
Sources: Employment Security Commission of North Carolina, North Carolina Economic Forecast,
forecasts by Mike Walden

Continued on Page 4



. North Carolina 1999 Outlook

Looking at sectoral employment performance in
the state in 1998, there are some noticeable differ-
ences. Employment increased in the trade, ser-
vices, and government sectors, but jobs fell in both
durable and non-durable manufacturing and in
transportation and utilities.

The fall in non-durable manufacturing jobs re-
sulted from the downsizing in the textile, apparel,
and tobacco industries. Losses in durable manu-
facturing jobs likely occurred from the loss in
exports to East Asian countries and strong produc-

The N.C. State Economist is now on-line at:

tivity improvements in this sector. The drop in jobs
in transportation and utilities was surprising, but
probably occurred from restructuring in these firms.

In 1999, the North Carolina economy, like the
national economy, will again grow, but at a slower
pace (see Table 2). Both overall growth and em-
ployment growth will be slower. Most regions of
the state, including the metropolitan counties, will
experience the slowdown. Within sectors, manu-
facturing will again lose jobs but other sectors will
add jobs.

http://mww2.ncsu.edu/ncsu/cals/ag_rec/virtual_library.html
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