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bt The greatest threat to Indiana’s future is the continued decline in personal

Indiana’s Share of U.S. Personal Income
Continues to Slide

Whales and Minnows: Indiana’s
Employment by Size

Bankruptcies and Foreclosures in Indiana
Indiana’s Income by Race

The South Bend-Mishawaka Metro Area
Inside the Data Center

Household vs. Payroll Surveys: Which is
More Reliable?

Indiana is one of 27 states that fell behind

the nation in the percent change in personal
income from 2004:2 to 2005:2. The graph below
shows that most of those states were located in
the midwest region of the nation.

United States = 6.5%
™ @ Less than U.S (27 states)
a @ Same as U.S. (3 states)

O More than U.S. (21 states)

Source: IBRC, using U.S. Census Bureau data

Indiana’s unemployment rate rose to 4.9
percent for September 2005, up 0.2 percentage
points from the same time last year.

income. The situation is urgent. 17 _Governor Mitch Daniels

Indiana’s Share of U.S. Personal
Income Continues to Slide
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ata released at the end of

September by the U.S. Bureau

of Economic Analysis show
that Indiana's share of U.S. personal
income fell to 1.9 percent. Thisis the
lowest level since 1948, the earliest year
for which the bureau has such data.

From a peak of 2.8 percent in the
third quarter of 1953, during the Korean
War, Indiana has fallen with some
regularity to its current low of 1.9
percent (see Figure 1). In 229 quarters,
Indiana has grown slower than the
nation 58 percent of the time.

The reasons are well known. The
state’s population and economy have
not kept pace with national trends as
transportation and water improvements,
plus air conditioning, made other parts

of the nation relatively more attractive
than they previously had been.

But why has Indiana failed to keep
pace with the nation during the past
year? From the second quarter of 2004
through the same quarter this year,
Indiana has fallen short of the nation’s
rate of growth in personal income (see
Figure 2). For the year as a whole,
Indiana grew by 4.3 percent (48th of the
50 states) while the nation advanced by
6.5 percent.

Yes, we are part of the Great Lake
states, which together grew by only 4.7
percent in the past year, but what are
the specific, detailed factors behind our
slower growth?

(continued on page 2)

FIGURE 1: INDIANA’S QUARTERLY SHARE OF U.S. PERSONAL INCOME, 1948 THROUGH 2005
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FIGURE 2: PERCENT CHANGE IN PERSONAL INCOME AT ANNUAL RATES

FIGURE 3: GRowTH RATES BY COMPONENTS, 2004:2 10 2005:2
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Source: IBRC, using U.S. Census Bureau data

Sources of Growth
Deficiency

Personal income is composed of three
elements:

1. Earnings (returns to labor)

2. Dividends, interest and rent
(returns to capital)

3. Transfer payments (largely Social
Security and unemployment
compensation)

Indiana’s lagging performance in

the past year was mainly due to a
deficiency in the growth of earnings

2005:2

Place of Residence

and Rent Transfer Receipts

Source: IBRC, using U.S. Census Bureau data

(see Figure 3). We were virtually even

with the nation in two of the three
components of personal income, but
our earnings grew by only 4.3 percent,
while the United States enjoyed a
7.4 percent increase. With earnings
accounting for 70 percent of all
personal income in both Indiana and
the nation, this component carries a
very high weight.

Thus, we have to look more deeply
into earnings to find out why Indiana
did not keep pace with the nation.

TABLE 1: INDIANA SHARE OF INDUSTRY EARNINGS, 2004:2 10 2005:2

To understand how the changes
occur, it is necessary to see these two
elements:

1. The importance of the sector in the

economy

2. The percent change of that sector

A sector of little importance may
experience a large percent change
and the consequences for the whole
economy are small. Consider farm
earnings in Table 1, where sectors are
listed in rank order of importance in
Indiana. At 1 percent of the Indiana

Indiana

United States

Share of Earnings

Percent Change = Weighted Percent

Share of Earnings = Percent Change

Weighted Percent

Sector 2004:2 2004:2 to 2005:2 Change 2004:2 2004:2 to 2005:2 Change
Durable Goods Manufacturing 19.9 25 0.5 8.3 6.3 0.5
| State and Local Government \ 111 | 46 \ 0.5 11.8 4.0 0.5
Health Care and Social Assistance 9.8 7.2 0.7 9.3 8.5 0.8
\ Nondurable Goods Manufacturing \ 6.9 5.3 \ 0.4 4.6 5.4 0.3
Retail Trade 6.5 5.4 0.3 6.6 6.5 0.4
| Construction 6.5 1.4 | 0.1 6.2 9.2 0.6
Wholesale Trade 4.9 7.8 0.4 5.1 8.5 0.4
\ Professional and Technical Services 10.2 [ 0.5 8.9 11.8 1.0
Finance and Insurance 4.7 -0.7 0.0 7.5 8.6 0.6
‘Transponation and Warehousing 3.9 7.0 [ 0.3 853 7.2 0.2
Administrative and Waste Services 3.1 10.7 0.3 3.7 10.8 0.4
\Other Services (Except Public Administration) \ 3.1 \ 4.8 \ 0.1 3.0 7.1 0.2
Accommodation and Food Services 2.4 5.2 0.1 2.8 8.2 0.2
|Federal, Civilian Government \ 2.0 | 5.1 \ 0.1 3.2 4.0 0.1
Real Estate, Rental and Leasing 1.9 7.6 0.1 2.6 9.5 0.2
| Information \ 16 18 \ 0.0 37 5.4 0.2
Management of Companies and Enterprises 15 4.2 0.1 2.1 13.2 0.3
\Arts, Entertainment and Recreation 1.2 8.7 | 0.1 Ll 6.6 0.1
Educational Services (Private Sector) 1.1 5.3 0.1 1.3 5.2 0.1
| Utilities 11 26 | 0.0 11 3.7 0.0
Farm Earnings 1.0 -58.0 -0.6 0.9 -10.6 -0.1
| Federal Military 05 -0.8 [ 0.0 16 37 0.1
Mining 0.4 9.7 0.0 0.9 15.1 0.1
\Forestry, Fishing and Related Activities \ 0.2 \ 4.0 \ 0.0 0.4 5.6 0.0
All Sectors 100 61.5 4.24 100 163.2 7.38

Source: IBRC, using Burea of Economic Analysis data
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TABLE 2: INDIANA'S EARNINGS COMPARED TO THE NATION

Indiana had an

Difference in (Weighted) Percent Change of Earnings | Indiana minus United increase of 7.2

by Sector States ercent in earnings
Finance and Insurance -0.68 p 9
Professional and Technical Services -0.56 from health
Construction -0.48 care and social
Farm Earnings -0.47

Management of Companies and Enterprises -0.22 assistance, while
Information -0.17 .

Real Estate, Rental and Leasing -0.10 the nation grew by
Accommodation and Food Services -0.10 8.5 percent. Yet,
Mining -0.10

Health Care and Social Assistance -0.09 because that sector
Retail Trade -0.08 is more important
Other Services (Except Public Administration) -0.07 . .

Federal Military -0.06 to earnings In
Administrative and Waste Services -0.06 Indiana than in
Wholesale Trade -0.06 .

Federal, Civilian Government -0.02 the nation (9'8
Durable Goods Manufacturing -0.02 percent compared
Educational Services (Private Sector) -0.01

Forestry, Fishing and Related Activities -0.01 093 percent)'
Utilities -0.01 the growth rate
Transportation and Warehousing 0.04 .

Arts, Entertainment and Recreation 0.04 d?fference was
State and Local Government 0.05 virtually eliminated
Nondurable Goods Manufacturing 0.12 . .

Al Seciors =14 in the_fl nal results.
Source: Bureau of Economic Analysis I ndl ana graN

faster than the

economy, the dramatic decline of 58
percent in farm earnings accounted

for a change of 0.6 percent in total
Hoosier earnings. If farm earnings were
of greater consequence, such a decline
would have been catastrophic.

Similarly, what happens to major
sectors is of great significance in the
performance of the overall economy.
Durable goods manufacturing
constitutes nearly 20 percent of Hoosier
earnings. However, the growth of
merely 2.5 percent in that sector added
only 0.5 percent to the total advance of
earnings.

It is not the difference between
percent changes of individual sectors
alone that should occupy our attention.
It is the product of the importance of
the sector multiplied by its percent
change that determines the contribution
to change.

The strongest growth rate in the
nation’s economy was the 15 percent
increase in earnings from mining
activities. But, because mining
constitutes less than 1 percent of the
national economy, the total effect was
only 0.1 percent.
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nation in arts, entertainment and
recreation. Yet, the difference in share
of earnings was so small it wiped out
any meaningful conseguences for total
earnings.

Now we can answer the question:
What caused the deficiency in Indiana’s
growth of earnings compared to the
United States between the second
quarters of 2004 and 2005?

The chief problem was in finance
and insurance (-0.68 percent). The
nation had strong growth at 8.6
percent while Indiana suffered a
0.7 percent decline in earnings
(probably due to consolidations). This
positive differential for the nation
was accentuated by the difference in
importance of the sector in the nation
(7.5 percent) compared to a lower 4.7
percent in Indiana.

The contributions of each of the 24
sectors under consideration are shown
in rank order in Table 2. The total for
all sectorsis -3.14 percent, which is the
difference between Indiana’s growth of
4.24 percent and the nation’s growth in
earnings of 7.38 percent. After finance
and insurance, the leading negative
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sectors were professional and technical
services, construction and farming.
Together, these four most negative
sectors accounted for -2.19 percent of
the -3.14 percent differential between
Indiana and the United States

The greatest differential positive
contributions to Indiana’s growth came
from nondurable manufacturing, state
and local government, arts, recreation
and entertainment, plus transportation
and warehousing.

Note that durable goods
manufacturing had a very small
negative value associated with it. This
is contrary to the popular view that
the troubles with Indiana are primarily
in this industry. In fact, if one looks
at the four leading sectorsin Table 1,
they account for half (2.1 percent) of
the state’s total earnings growth of 4.2
percent.

Indiana lagged the nation in the past
year because of a sharp decline in
farm earnings that was accompanied
by a decline in finance and insurance
earnings. Perhaps the state’s efforts to
attract firms in the insurance industry
will be of future benefit. We also had
weak performance in professiona and
technical services because that sector
was not large enough to generate
significant earnings despite its rapid
rate of growth. Finally, it seems that
Indiana did not participate in the
construction boom that the nation
enjoyed during the past year.

Not all of these conditions are
subjects for state policy. Some may
reflect temporary conditions. Others
will correct themselves without
intervention. The art of economic
development is to know the trends
and to identify where action can be
effective.

—Morton J. Marcus, Director Emeritus,
Indiana Business Research Center, Kelley
School of Business, Indiana University
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