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Chart 2
Net Cash Income for Texas Farmers,
1985-90

m:J.nufacturing and the service
prodUcing sectors of the economy will
more than offset modest improvements
in energy and construction. Agriculture
will remain nal.

Economic
Outlook

for the
Southwest

The economy of the Southwest
lx"Came more like that of the nation

during the 1980s. (In this article,
SOl/lbwesl refers to Louisiana, New
Mexico and Texas.) The region's
economic performance last year
renected this similariry to the national
economy, and will do so again in 1990.
As growth of the national economy
slows this year. so too will economic
growth slow in the Southwest.

Employment in the Southwest rose
by an estimated l.8 percent in 1989
(Chan I). This growth was quite dose
to that experienced :J.t the nation:J.1
level. [n 1990, employment growth in
the Southwest is likely to be about 1.5
percent.

This year the Southwest economy
will reneet the weaknesses of the
national economy. Declining growth in

E.EsUmat9 F. Forecast

Chart 1
Employment Growth lor the Southwest,
1985-90

Effects of Freeze May Keep
Agricultural Income Flat

.• '-;0......-,..,,,""',,=...,. - 1985 1986 1981 1988 1989E 1990F

,
,, Overall. farmers in the Southwest

had a poor year in 1989, Drought and
reduced cotlon llcreage de<:reased
production. Higher prices held farm
receipts stable, but increased expendi
tures and reduced government pay
ments decreased net cash income by
nearly 20 percent (Chart 2).

The severe freeze in SoUlh Texas
3ggr:1v:lled the poor year. The freeze
damaged or killed many unharvested
vegetable crops. The nursery industryF. ForecastE. E5~mate
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..... Iwlllral gas prices (Ire /lkel)' 10 rise more mpid(l' Iball oilprices
Ol'er the Hext fell' years.

Gas and OU Price lncrcascs likely

Chart 3
InUation·Adjusted Oil Price and
the U.S. Rig Count

chemical plant construaion, as well as
modest increases in home and apart
ment building, started a turnaround
during the summer. TIle upswing was
not l:lrge. but it is promising.

As Chart 5 shows, construction

employment increased during most of
the year, blll estimated fourth-quarter

1989 employment numbers fell slightly
below those of a ye:lr e:lrlier. Growth
in the region's construction employ
ment should continue throughout 1m.

The industry f:tces some neg:ltive
f:lctof5. Vac.lllcy rates for office
b\lildings remain quite high. New
regulations for thrifts increase the

natuml gas should more than offset
these cUlbacks. Energy extr-.lction
employment in the Southwest should
grow slightly with the rig count.

",
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Construction Shows Gains in 1989

Although construction contract
values and employment remain far
below their highs of the mid-l980s,

Southwest construction showed gains
in 1989 (Chart 4). Gulf Coast petro-

Chan 4
Construction Contract Values
in the Southwest,
Five-Month Moving Average
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percent lower than it was in early 1988
when oil prices were lower. As the
United States depletes its oil resources,
major oil companies are divening their
exploration and development effons to

oil overseas.
As domestic drilling for oil declines,

drilling for natur:d gas shows increases.
Abundant resources and expea:ltions
of rising natuml g:lS prices are stimulat

ing domestic drilling for mlluml gas.
Last summer, the 1l3turJl gas rig count
exceeded the oil rig count for the first

time in history.
Despite sharply increased OPEC

production. oil prices were fairly steady
in 1989. 1ne price of West Texas
Intem1edi:lle crude oil r,lllged from $18

to $21 per b3rrel. 3nd the :mnual
avcrnge price exceeded the 1988

;1\'emge by more than 20 percent.
Prices were higher :lnd mort· Sl:1ble in

1989 because world oil demand
increased sharply and non-OPEC

production declined. Given foreC:lsts of
continued growth in world oil demand
and a new OPEC accord, oil prices 3re

likely 10 be slightly higher in 1990.
Natural gas prices are :llso likely to

be higher this yeHr. And. with the
gr:ldu:ll demise of the gas bubble,
natur:l! gas prices are likely to rise more
r:lpidly than oil prices over the next
few years. (Gas bubble refers to the

natural &:Is surplus that h:ls depressed
natural gas prices.)

Increased prices for oil and natural

gas. combined with expeaations of
future incre:lscs in the price of natural
gas. should result in :I modest increase
in rot:ny rig counts in 1990. Diminish
ing resources and slight price increases
imply continued cutbacks in domestic
drilling for oil. Increased drilling for'82 '84 '86 '68'"o '74 '76 '78

Index. 1974. lifsl quane,. 100

also reponed losses. Damage to about
half the citrus crop resulted in a pro
duction loss of about 550 million. Fruit
trees sustained damage. which indicmes
subst:mtial future losses. Reports
already suggest that citnls trees may be
unable to produce marketable fruil next
season.

L1rgely :1.5 :1 r~suh of the freeze, nel
cash income will likely remain al 1989
levels in \990. llad there lx-cn no
fr£.--eze, increased production of beef.
COllon :lnd most other crops. combined
with sOlllcwh:u lower prices. would
have brought some gains in nel farm
receipts. Stable expenses and further
reducti~ms in government payments

also would Imvc contribUlcd to a

modest g:Jin in net cash income,

The strength of the cnergy-extrJ.c
tion industry has traditionally depended
on oil prices. As Ch:m 3 illustmtes,
however, this relationship became less
evident in the paSt few years, Although
the rig count increased throughout
much of 1989, it is now about 10
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"Declining interest rates sU...f!,g(!st lUi e.xpallsioll in homebuilding.
77Je SOllthll'estll'ill erell see a fell' oDi"ce bllildillg projects begill ill 1990.

Chart 5
Construction Employment in the Southwest.
1980-90

difficulty of obt:lining COl15tnlction
loans for some homebuilders. Contracts
for building petrochemiGlI pl:l1ltS
peaked in 1989 and will decline in
1990, although eXisting contr:.ICts will
sustain growth through the year.

i\lore positive than negative factors
are eVident. louisiana will increase its
state expenditure on highway construc
tion. In some largc Southwest cities.
falling apaltment vacancy rates and
increasing rents signal a possible
increase in constmclion of multifamily
housing. Declining interest r:.ltes
suggest an expansion in homebUilding.
The Southwest will even see :l few
office building projects begin in 1990.

will occur in capital-intensive indus
tries. Hence, manur:ICluring employ
ment is likely to fall by 0.3 percent.

111e service-producing sectors are
quite divcrse; they include finance,
insur:mcc and real estate (FIRE);
gOI'ernmcnt; transportation, communi
cations :tnd public militics (TCPU);

business, professiorl<11 and personal
services: and retail and wholeS3le tmde.
flluch of the income :lnd employment
in the .servicL'-producing industries of

the Southwest depends on sales to and
income generated in other areas of the
region's economy. Even so, the

Southwest expons a grOWing ponion of
the services produced in the region to
other ,lreas of the United States and to

foreign countries.
Until 1985 when lower oil prices

and the constnlt1ion bust dampened
the region's service-sector growth,
service-producing employment in (he
Southwest grew at about the same ['<lte

SCrvice-Producing Industries
Weaken Slightly

Chan 7
Service-Producing Employment in the
United States and in the Southwest,
1982-90
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Chan 6
Manufacturing Perlormance in the
Southwest, 1982-90
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durable goods industries.
During 1990 growth in several

m:l1lufaCluring industries will slow. The
electronic and semiconductor industries
will remain weak. Decre:lsed growth in
defense spending could :ldd to weak
ness in high-tech industries :l1ld soften
the dem:tnd for transportation equip
ment. Slower growth in business
investment :1\ the national level should
reduce the demand for many IYpeS of
business machinery produced in the
Southwest. Slowo.::r growth in expons
:l1ld domestic consumer spending also
could weaken the dem:l1ld for many
consumer goods, such as textiles :lnd

apparel.
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A few industries will exp,l1ld this
year. Although growth in petrochemi
Glis m,ly slow, the industry will

continue to Ix' a strength in the
region's m:lnUfaCluring sector. Rublx'r

and plastics products and oil field
equipment also should grow in Output

and employment.
On the whole. manuf:ICluring

growth will slow somewhat. Re:ll
output should increase about 2 percent
in 1990. i\luch of the growth in output

For the past several years. manufac
turing growth contributed greatly to the
Southwest's economic recovery. In the
firs! half of 1989, both manuf:lt1Uring
outpW and employment acceler:lted
(Chan 6). In the second half of the
year, manufacturing weakened. largely
as a result of a sh:lrp decline in the

Manufacturing Will Slow Despite
Some Gains
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The Year Ahead
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The ol11look for the U.S. economy in

1990 is more of the same. Growth in
gross national product will fall slighlly
from a drought-adjusted 1.9-percent
annual rate in 1989 to a 1.7-percent
annual rate in 1990. Consumption,
nonresidential investment and govern
ment purchases will slow somewhat.

Only residential construction is likely to
improve. Progress in the fight against
inflation will be difficult.

Net exports are a wild card.

Ordinarily, net exports would stall at
this stage in the business cycle. But
political developments in Europe may
promote an investment boom there--a
boom that would put downward
pressure on the dollar and fuel demand
for U.s. exports.

in the dollar are possible if investment
opportunities in Europe develop more
rapidly than expected. An acceleration
of the move toward more restriaive
monetary policy overseas would also
put downward pressure on the dollar.

-Evan F. Koenig

Tbe Southwest Economy IS pub
lished six times annually by the Federal
Reserve Bank of Dallas. The views
expressed are those of the aUlhors and
should not be attributed to the Federal
Reserve Bank of Dallas or the Federal
Reserve System.

Articles may be reprinted on the
condition that the source is credited
and a copy is provided to the Research
Department of the Federal Reserve
Bank of Dallas.

The Southwest Economy is avail
able without charge by writing the
Public Affairs Department, Federal
Reserve Bank of Dallas. Station K,
Dallas, Texas 75222, or by telephoning
(214) 651-6289.
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availability of domestic credit forces
U.s. borrowers to turn to foreign
sources of funds. In the international
trade accounts. a deteriorntion of the
trnde balance implies increased
overseas borrOWing.

TIle real value of the dollar is likely
to remain roughly constant in the early
part of 1990. Later in the year, as real
interest rates overseas rise again relative
to real interest nul'S in the United

Stmes, the dollar may begin to drift
do\'vnward.

Exchange·rate movements in the
coming year, like adjustments in the
trade balance, are subject to a great
deal of uncertainty. Improvement in the
politic-,ll situation in Europe put
downward pressure on the dollar in the
fourth quarter of 1989. Further declines

economy relalive to those of its trading
partners should slow growth in demand
for imports of materials and supplies. In
addition, Ihe relatively weaker U.S.
economy. the looming economic
unification of Western Europe and the
relaxation of trade barriers between
Eastern Europe and the West suggest
that the investment climate in Europe
will become increasingly favorable
compared to that in the United States,
U.S. impons of capital goods may

decline, and U.S. exports of capital
goods may increase.

But there are other indications that
the t".de deficit will deteriorate.
Domestic 5.wings tcnd to fall when the
U.S. economy slows. The reduced

Chart 5
Real Interest-Rate Spread and the Real
Trade-Weighted Value of the Dollar
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Economic growth will continue in
1990, but at a somewhat slower annual
rate of 1.7 percent (Table 1). Consum
ers will increase their purchases more
moderately than in 1989. For busi
nesses, slower growth in $..1les and
narrowing profit margins will reduce
both the incentive and the ability of

finns 10 undertake new investment
projects, reversing last year's trend. Also

in contrast to 1989, lower mortgage
rates will encourage a partial recovery
in residential construction. The recent
reduction of international tensions,
combined with political pressure to
meet Gramm-Rudman deficit limits, will
result in a further slOWing of growth in
government purchases, Growth in net
expons is likely to stalL Weak growth
in the overall demand for u.s. products
should translate into a modest easing of
the upward pressure on prices. Conse
quently, Ihe rate of inflation should fall
to 4.1 percent in 1990,

Considerable uncertainty surrounds
the trade outlook. Several faclon;
suggest continued improvement in the
trade deficit. The weakening of the U.s.

Chart 4
Inflation

(collti1/ued from the inside pallel)
adjusted interest rates in the United
States and real interest rates abroad
(Chart 5). During the third quarter, a
much narrower interest-rate differential
accompanied a stable dollar. [n the
fourth quarter, as u.s. interest rates
dropped below intereSI rates available
overseas, the dollar fell.
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