








and government support payments for
crops will continue to fall.

Construction

Across the Southwest, overbuilding
has led to large declines in construction
activity. While other sectors of the
economy have turned around, con-
struction remains weak. In most of the
Southwest, contract values continue to
decline, and vacancy rates remain high
(Table 2). Construction employment
continues to drop—but more slowly—
in most of the Southwest (Chart 5).
The exception is Louisiana, where con-
struction employment began growing
in March 1988. In 1989, construction is
likely to remain the weakest sector in
much of the Southwest, but it should
no longer act as a significant brake on
economic growth.

Conclusion

Throughout most of the Southwest,
economic growth accelerated in 1988,
Although manufacturing slowed in that
year, it remained a source of strength
for most states in the Southwest.
Energy, construction, and finance,

insurance, and real estate all remained
drags on the Southwest in 1988, but
their declines diminished.

The Southwest should see stronger
growth in 1989 and beyond. High ca-
pacity utilization elsewhere should
benefit manufacturing in the Southwest.

Table 2
Metropolitan Office Vacancy Rates

Percent
National Average 19.7
Albuquerque 19.2
Austin 34.5
Dallas 27.0
Houston 28.2
New Orleans 26.6
Oklahoma City 30.4
Phoenix 24.7
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Map 1
Palmer Drought Severity Index
May 6, 1989

Moist to narmal
[] Moderate
B Severe

B Extreme

NOTE: The Palmer Index is used to monitor subsoil moisture conditions and is useful for

longer range forecasting.

Map 2
Crop Moisture Index
May 6, 1989

Wet to normal
[[]  Abnormally dry
B Excessively dry

B Severely dry

NOTE: The Crop Moisture Index measures soil moisture down to 5 feet below the surface
and is used to monitor current soil moisture conditions.




Chart 6
Total Nonagricultural Employment
in Texas
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Total Nonagricultural Employment
in New Mexico
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In addition, the unexpected strength of
the energy sector will give most of the
region a boost. Growth in manufactur-
ing and energy should further stimulate
recovery in the service-producing
industries. In most of the Southwest,
continued declines in construction will
hinder growth, but to a lesser extent.

Texas is leading the economic re-
covery in the Southwest (Chart 6). In
1988, non-farm employment in Texas
grew by 2.9 percent. Growth in the
service-producing sector was the main
factor in the Texas expansion, but
moderating declines in construction
also helped boost the economy. With
problems in the financial sector rapidly
falling behind, Texas should see
stronger growth in 1989 and 1990.

In New Mexico, the economic re-
covery accelerated last year (Chart 7).
Total non-farm employment increased
by 2.5 percent in 1988, boosted by a

strong manufacturing sector. Industries
manufacturing electronics and transpor-
tation equipment led the 3.5 percent

increase in manufacturing employment.
Unless defense spending in the state is

dramatically cut, New Mexico should

continue healthy expansion into 1990,

The Oklahoma economy grew only
moderately in 1988 (Chart 8). But, the
1.7 percent increase in employment
more than doubled 1987's growth rate.
Recent strength in Oklahoma has come
from manufacturing and services, As
construction and construction-related
industries improve, the Oklahoma
economy should begin to see accelerat-
ing growth.

The Louisiana economy continues 1o
expand slowly (Chart 9). A boom in
petrochemicals has given the economy
a boost. And unlike the situation in the
rest of the Southwest, construction is
contributing to economic growth. Con-
struction employment, which began to
rise last March, jumped nearly 5 percent
in the first quarter of this year. In 1988,
however, a stagnant service sector kept
overall employment growth at 1.5
percent. In 1989 and 1990, an improv-
ing energy sector should contribute to
increased economic expansion in Lou-
isiana.

In 1988, employment in Arizona
grew by less than 1 percent (Chart 9).
A real estate slump led to three years of
declining construction activity and still
threatens the solvency of some financial
institutions in the state. Growth of em-

ployment in services and manufacturing
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in Louisiana and Arizona
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was also weak in 1988. Nonetheless,
the Arizona economy appears to have
turned around. Growth will be slow in
1989, but it should strengthen by the
end of the vear. Somewhat stronger
growth is likely in 1990,

Over the longer run, most states in
the Southwest are poised for higher
growth, The demographics, business
climate, weather, and mix of industries
should mean growth rates above the
national average in the next decade.?
In the meantime, the Southwest
continues its steady expansion.

—Lea Anderson

' These estimates are based upon analysis
by S.P.A. Brown and John K. Hill, "Lower
Oil Prices and State Employment,” Contem-
porary Policy Issues, July 1988,

* See Stephen P.A. Brown and Lea
Anderson, "The Future of the Southwest
Economy." Federal Reserve Bank of Dallas
The Southwest Economy, November 1988,
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