
ESSAYS ON ISSUES THE FEDERAL RESERVE BANK JUNE 1996
OF CHICAGO NUMBER 106

Chicago Fed Letter

12.0

12.5

13.0

13.5

14.0

1977 ’80 ’83 ’86 ’89 ’92 ’95

percent

Sources: U.S. Bureau of Labor Statistics and individual
state employment services.

1. Midwest share of U.S. total employment
The Heartland keeps
beating
Following a period of strong growth
in the 1960s, the Midwest began a
protracted period of decline in the
1970s.  By the early 1980s, the terms
“Rust Belt” and “Midwest economy”
had became synonymous.  However,
based on its performance since the
mid-1980s, and especially during the
1990s, the Midwest is now better sym-
bolized as the “Heart of America.”1

Since 1990, the economic growth of
this industrial heartland has been
leading the nation in many sectors.

While many other U.S. regions have
experienced significant growth over
the past 15 years, this has usually
been followed by a notable economic
slowdown.  This has been observed in
the oil economy of the Southwest in
the early 1980s, the New England
miracle of the mid-1980s, and in
California, following the reduction
of military spending in the 1990s.

The relative economic strength of
the Midwest was in many ways most
visible in 1995—although an eco-
nomic slowdown early in the year
was concentrated in the Midwest,
the region posted stronger growth
than the nation in many sectors.

The early 1995 slump was caused
by an excess inventory correction,
which slowed production.  Except
in the construction and steel indus-
tries, the Midwest performed as well
as, or somewhat better than, the
nation for the year.  This Chicago
Fed Letter reviews the regional per-
formance of the Midwest economy
during 1995 and the extent to
which that performance reflects
the region’s renewed economic
strength.2

Labor market

The Midwest’s eco-
nomic strength is re-
flected in its growth
in employment.
Since 1988, Midwest
employment growth
has exceeded that of
the nation by 0.3%
per year.  In 1995,
total employment in-
creased by 2.6% in
the Midwest, com-
pared with only 2.3%
in the nation.  Since
1986, the Midwest’s
share of total employ-
ment has been edg-
ing up.  After falling
from almost 14% of total employ-
ment in 1977 to 12.2% in 1986, the
Midwest share moved up to 12.5% in
1995 (see figure 1).  Employment
growth in 1995 for Chicago and De-
troit was about the same as regional
growth, while Milwaukee’s employ-
ment growth lagged behind at 1.8%.

In manufacturing
employment, the dif-
ference between the
national rate and the
Midwest rate is even
more striking.  Mid-
west manufacturing
employment growth
has outpaced that of
the nation by more
than 1.3 percentage
points per year since
1988.  Last year, man-
ufacturingemploy-
ment in the region
grew 2.3%, compared
with national growth
of 0.6%.  Figure 2
shows the marked

increase in the Midwest’s share of
manufacturing employment since
1983.  After bottoming out at 16.9%
in 1983, the Midwest’s share grew to
18.9% in 1995.  While U.S. employ-
ment in manufacturing has been
virtually flat since 1983, the Midwest
has beenincreasing its employment
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2. Midwest share of manufacturing employment
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3. Relative umemployment rate 4. Small business indexes
Retail sector

In 1995, total retail
sales rose 5.7% in the
Midwest versus 5.4%
in the nation.  Mid-
west durable goods
sales were particularly
strong, growing 7.8%,
compared with 6.7%
for the nation.  While
Milwaukee’s retail
sales growth matched
that of the region,
Chicago and Detroit
experienced much
weaker growth in
1995—2.0% and
2.3%, respectively.

The Midwest’s strong retail sales are
reflected in higher levels of optimism
among small businesses (see figure
4).  In 1995, small businesses in the
Midwest had higher index-level
growth rates than their counterparts
across the nation.

Consumer confidence continued its
upward trend last year.  National
consumer confidence levels have
been rising since 1993, recording an
increase of 10.5% in 1995.  Midwest
consumer confidence levels have fol-
lowed a similar pattern, but with
somewhat stronger growth—13.1%
in 1995.

Manufacturing sector

The Midwest’s econ-
omic prospects are
highly sensitive to
the performance of
the manufacturing
sector.  Manufactur-
ing in the region
has been doing ex-
ceptionally well, as
is borne out by a
regional measure
of manufacturing
output, the Chicago
Fed’s Midwest Man-
ufacturing Index
(MMI).  The MMI
rose by 5.7% during
1995, while the Fed-
eral Reserve Board’s

industrial production index for the
U.S. manufacturing sector increased
by only 3.6%.  Since 1992, Midwest
manufacturing output has been
growing faster than national manu-
facturing output (see figure 5).
However, the differential narrowed
during 1995.

According to the Midwest purchasing
managers’ production index for
1995, industrial output in the region
outpaced the national average (see
figure 6), as it has every year since
1992.  Last year, the average level for
the index in the Midwest was 56.7%,
while the national average was
51.1%.  This indicates that the Mid-
west was experiencing continued ex-
pansion, while the nation, just above
the 50% expansion-contraction line,
was closer to a contractionary stance.
However, focusing on several key
industries in the Midwest reveals
some weakness in manufacturing.

in manufacturing by an average 1%
per year.

The Midwest’s relative strength in
employment has translated into very
tight labor markets.  While the na-
tional unemployment rate was 5.6%
for 1995, the Midwest unemployment
rate was 4.7%.  Unemployment rates
in the region’s major metropolitan
areas were also quite low relative to
the nation.  Chicago, Detroit, and
Milwaukee had 1995 unemployment
rates of 4.9%, 5.0%, and 3.4%, respec-
tively.  Figure 3 illustrates the strides
the Midwest has made toward shin-
ing up its Rust Belt image.  Between
1983 and 1992, the region went from
having an unemployment rate more
than 2% higher than the nation’s to
having an unemployment rate lower
than the nation’s (for the first time
since the middle of 1979).

Signs of tight labor markets in the
Midwest can be seen in other mea-
sures.  For example, the help-want-
ed index for the Midwest increased
by 2.2% in 1995, while the U.S. index
increased by only 1.7%.  Manpower,
Inc. hiring plan data also reflect
the strength of the Midwest labor
market.  The Midwest has had
stronger hiring plan numbers than
the nation since 1990.  In 1995, the
net percentage of companies re-
porting increases was 20.5% for
the Midwest, while the national
rate was 17.0%.
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5. Industrial output differentials

1995 growth rates

U.S. Midwest

Optimism index 1.8 3.8

Current status 1.4 1.8

General expectations 2.4 7.8

Spending plans 1.4 3.8

Source: National Federation of Independent

Business.
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6. Purchasing managers’ survey
Housing and
construction

The housing market
was the only Midwest
sector that underper-
formed overall in 1995
relative to the nation.
Mortgage rates had
risen more than 2% in
1994, peaking in De-
cember at 9.2%.  Al-
though rates declined
to early 1994 levels by
the end of 1995, the
high interest rates at
the beginning of the
year set the stage for a
very soft housing mar-
ket in 1995.  Housing

starts were off by more than 6% in
1995 for the nation, and by more
than 10% for the Midwest.  The Mid-
west’s share of total housing starts
has been declining since 1992 (see
figure 7).  Sales of existing single
family homes in the region declined
by just over 3%, which was in line
with the national trend.

The nonresidential and commercial
construction market was also weaker in
the Midwest than in the nation.  Mid-
west growth in nonresidential construc-
tion in 1995 was less than half that of
the nation, at 5.0% compared with
11.2%.  Commercial construction
growth was even more dismal, with the

nation growing by
15.2% and the Mid-
west actually experi-
encing a decline of
10.2%.  Only manufac-
turing construction in
the Midwest exceeded
the national level, in-
creasing by 23.3%
compared with 21.7%.

Conclusion

Even though some
sectors in the region
indicated some weak-
ness in 1995, for the
most part the Mid-
west appears to have
had an exceptional

year.  With some early data for 1996
available, it appears that the Midwest
economy is still growing and outper-
forming the nation in most of the
same sectors as last year.  For exam-
ple, for the first two months of 1996,
national manufacturing employment
averaged a decline of 1.4%, while
Midwest manufacturing employment
was unchanged.  The Midwest share
of manufacturing employment in-
creased to over 19%.  Midwest hous-
ing starts were up 15.1% for the first
three months of this year, compared
with the first three months of last
year.  National housing starts grew
only 12% for the comparable period.

Looking ahead, most analysts expect
the Midwest economy to continue to
grow, supported by strong growth in
the sectors in which the region has
some specialization (such as manufac-
tured goods).

—William A. Strauss
Senior economist

1The Midwest is defined as the states that
comprise the Seventh Federal Reserve
District, including parts of Illinois, Indi-
ana, Michigan, and Wisconsin and all
of Iowa.

2When individual state data are not avail-
able, the closest matching region is used.

For example, while auto produc-
tion nationwide declined by 1.4%
in 1995, in the Midwest it dropped
by nearly 2.3%.  Steel production
in the Midwest suffered more from
the inventory correction that took
place in 1995 than the nation as a
whole.  National steel production
increased 5.4% for the year, com-
pared with a 4.4% increase in the
Midwest.  National portland cement
shipments rose by 3.9% in 1995,
while in the Midwest the level of
shipments was virtually unchanged
from 1994.  Finally, while gypsum
wallboard shipments were flat for
the nation, they fell by nearly 1%
for the region.
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7. Midwest share of U.S. housing starts
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Motor vehicle production (millions, seasonally adj. annual rate)

Cars

Light trucks

Motor vehicle production
(millions, seasonally adj. annual rate)

Apr. Month ago Year ago

Cars 6.3 4.7 6.5

4.95.05.6Light trucks

1993 1995 1996

Manufacturing output indexes
(1987=100)

Mar. Month ago Year ago

MMI 143.4 146.4 142.3

124.1126.4125.4IP

Purchasing managers’ surveys:
net % reporting production growth

Apr. Month ago Year ago

MW 55.6 49.8 59.2

54.446.251.9U.S.

1994

Tracking Midwest manufacturing activity

Sources: The Midwest Manufacturing Index (MMI)
is a composite index of 15 industries, based on
monthly hours worked and kilowatt hours.   IP rep-
resents the Federal Reserve Board industrial pro-
duction index for the U.S. manufacturing sector.
Autos and light trucks are measured in annualized
units, using seasonal adjustments developed by the
Board.  The purchasing managers’ survey data
for the Midwest are weighted averages of the sea-
sonally adjusted production components from the
Chicago, Detroit, and Milwaukee Purchasing Man-
agers’ Association surveys, with assistance from
Bishop Associates, Comerica, and the University of
Wisconsin–Milwaukee.

Midwest manufacturing activity was boosted in April by a snapback in auto assem-
blies, following the 17-day GM strike.  Light-vehicle production jumped from 9.7
million units in March to 11.9 million units in April.  With roughly half of GM’s
production in Michigan and Wisconsin, the region received a disproportionate im-
pact from the strike.  The Midwest Manufacturing Index’s drop in March was over
twice that of the industrial production index for the nation.

Stronger manufacturing activity led to a sharp increase in the production component
of the national purchasing managers’ index in April, which returned to a level above
50 for the first time since mid-1995.  Purchasing managers’ surveys around the Mid-
west were much higher than the nation on average in April, but showed a similar pat-
tern of improvement from March; even the Chicago purchasing managers’ survey
returned to a level above 50 for the first time in three months.


