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WEST MICHIGAN VIEWPOINT

A Midyear Review

The west Michigan economy was slow coming out of the
starting blocks in January, and there is little evidence to sug-
gest that its pace will pick up during the year’s second half.
During the first six months of 2007, employment in the six
metropolitan areas in west Michigan fell by a slight 0.1 per-
cent from the same period last year. Battle Creek, Muskegon—
Norton Shores, and Niles—Benton Harbor experienced notable
employment losses during the period. The larger Grand Rap-
ids—Wyoming MSA was the sole area to record a gain in
employment for the period, a modest 0.3 percent increase.

As the table below shows, employment declines in the
region are restricted primarily to its goods-producing sec-
tors—manufacturing and construction activity. The decline in
the construction industry is clearly associated with the
nationwide plummet in the residential housing market. The
number of new dwelling units put under contract for con-
struction in west Michigan fell by more than 40 percent during
the period. The region’s decline in manufacturing is strongly
tied to the state’s struggling auto industry.

In January, we forecasted that the west Michigan economy
would have a mediocre year in 2007, with employment up
only 0.5 percent. We foresaw employment declines in manu-
facturing; however, we thought that sector would not fall as
steeply as it has. The largest error in our forecast so far is that
we predicted employment would remain flat in the region’s
governmental sector, whereas it has fallen by 2.0 percent.
Finally, the combination of job losses in the goods-producing
and government sectors negatively affected the region’s
private service—providing sector, slowing its growth to below
expectations as well.

Unfortunately, most economic forecasters are predicting
that the national economy will slow in the latter half of the
2007. Many forecasters fear that the nation’s housing industry
has not yet reached bottom, and economists worry about the
potential negative impact it may have on the nation’s credit
markets.

Looking to the short term, clearly the recent opening of the
Four Winds Casino and its addition of 2,000 jobs in the Niles—
Benton Harbor area will give a welcome boost to that area. In
addition, the region’s health-care sector continues to add new
capacity and abilities; this has the potential for keeping more
and more of the region’s health-care dollars inside the region.
Fewer west Michiganders are finding it necessary to travel
outside the region to obtain first-rate medical care for a
growing number of treatments. A dollar that is retained in the
region has the same impact as one attracted into the region.

Nevertheless, general regional economic indicators suggest
that employment conditions will remain unchanged or even
soften in the coming months in west Michigan. First, as the re-
gion’s manufacturers retain their competitiveness by adopting
lean manufacturing practices that boost productivity, they
lower their demand for additional workers. Second, similar to
the nation’s, the region’s residential construction industry is
still struggling and may continue to do so for the rest of the
year. Finally, while there are an increasing number of service
firms that are expanding their national customer base, most of
the region’s private service providers serve the local customer
base, which is growing at about half the national rate. From
2000 to 2006, the region’s population grew at a 0.5 percent
average annual rate, compared to a 1.0 percent annual rate for
the nation.

2007 Midyear Growth Compared to 2007 Forecast

January—June

% growth

2006—2007 Forecast 2007
Battle Creek MSA
Total -1.0 0.4
Goods-producing -1.7 -0.7
Service-providing -0.6 1.0
Government -1.1 0.0
Grand Rapids—Wyoming MSA
Total 0.3 0.7
Goods-producing -1.1 -0.9
Service-providing 1.3 1.3
Government -2.3 0.2
Holland—Grand Haven MSA
Total -0.1 0.5
Goods-producing -0.8 —0.5
Service-providing 0.3 1.3
Government 0.5 -0.1
Kalamazoo-Portage MSA
Total 0.0 0.3
Goods-producing -3.1 -1.5
Service-providing 1.6 0.8
Government -2.1 0.3
Muskegon—Norton Shores MSA
Total -1.3 0.6
Goods-producing -2.3 -1.0
Service-providing 0.3 1.2
Government -6.3 0.1
Niles—Benton Harbor MSA
Total -0.7 0.7
Goods-producing 2.4 -1.0
Service-providing 0.1 1.6
Government -0.8 —0.2
West Michigan
Total -0.1 0.5
Goods-producing -1.6 —0.9
Service-providing 0.9 1.2

Government -2.0 0.1




NATIONAL ECONOMY

Change in the Weather

The national economic climate is very volatile at this time.
On the plus side, the national output of goods and services
(Gross Domestic Product) grew at an unexpectedly strong 4.0
percent annualized rate during the second quarter. The strong
performance was broad-based and powered by business
investment spending, exports, and government spending. Con-
sumer spending was also up, but at a much slower annual
pace—1.4 percent—than in previous quarters.

Gross Domestic Product and Nonfarm Employment
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In addition, inflation remained fairly quiet. The price index
for gross domestic purchases increased by a 3.8 percent
annualized rate during the quarter, which matches the 3.8
percent rise recorded in the first quarter. However, if food and
energy prices are removed from this quarter’s mix, prices rose
by only 1.6 percent. The nation’s consumer price index (CPI)
was up 2.7 percent over the 12-month period ending in June,
but when energy and food are taken out of the mix to create
the so-called core rate, it was up only 2.2 percent.

The latest report of the Bureau of Economic Analysis on the
nation’s output also included significant revisions in personal
income growth and the nation’s personal saving rates for the
past several years. The revisions show that households are
more financially stable than previously reported. The average
annual rate of growth of real disposable personal income from
2003 to 2006 has been revised to 2.8 percent, 0.3 percentage
points higher than previously published.

Finally, additional indicators suggest that the nation’s manu-
facturing sector is doing fine. The ISM purchasing managers’
index stood at 53.8 in July, well above the 50 mark which
historically reflects a growing manufacturing sector. June
factory orders rose by 0.6 percent.

An Approaching Storm?

Despite these positive signs, the second quarter was the
worst of times for households, homebuilders, and mortgage
lenders facing bankruptcy, or for those who have been unable
to sell their homes. Moreover, the impact of the troubled hous-
ing market is starting to be felt throughout the economy.

The five-year run-up in home prices, combined with the
belief that the bull housing market would continue for several
more years, pushed many households into unsound and risky
subprime mortgage arrangements. Mortgage companies and
banks were bending if not breaking long-established lending
rules, and homebuyers were counting on continued rising
home values. As long as housing prices continued to rise and
the economy remained strong, the risk facing households in
buying houses that they could not afford remained manage-
able.

But as of July, existing single-family home prices have
fallen for 18 straight months, according to Standard and
Poor’s S&P/Case-Shiller Home Price Indices. Moreover,
fewer homes are being sold. For the month of June, new
homes sold at an annual pace of 834,000 units, down 6.6
percent from May and down 22.3 percent from a year ago.
According to the National Association of Realtors, sales of
existing homes slowed to an annual pace of 5.75 million in
June, the slowest pace since November 2002. As of June,
there were 4.2 million existing homes on the market, nearly a
nine-month supply and up 12 percent from last year. In a
normal market, there is between a four-and-a-half- and a six-
month supply.

The nation’s mortgage companies and mortgage-backed
hedge funds are reeling from the collapse of the subprime resi-
dential mortgage market. American Home Mortgage went
bankrupt, laying off 7,000 workers; its bankruptcy followed
the demise of dozens of other, smaller mortgage companies
nationwide. These include Melville, one of the largest inde-
pendent U.S. home loan providrs, and New Century Financial
Corporation. Finally, Bear Stearns and Company suffered the
collapse of two of its managed mortgage funds.

Not surprisingly, the August polling of consumers by the
Conference Board found them to be less confident about their
financial situation, as the index took its greatest plunge in the
past two years during the month. The board’s confidence
index stood at 105.0 in August, down from 111.9 in July.



Collateral Damage

Surprisingly, the real estate crisis is not yet affecting con-
sumer spending on appliances and furniture, which rose at a
9.2 percent annualized rate during the second quarter after
increasing at a 10 percent rate during the first quarter.

However, it is having a disturbing impact on the nation’s
credit markets. Lenders are tightening their credit standards,
and investors are shying away from all mortgage-backed secu-
rities. While mortgage rates have stabilized or actually fallen,
lenders are tightening their standards, shutting some house-
holds out of the market. The availability of Alt-A loans, which
fall somewhere between standard prime loans and subprime
loans, has been cut back. Countrywide Financial, the nation’s
largest mortgage lender, suffered a drop in profits because of a
spike in prime borrowers of second-lien loans, including equi-
ty loans.

The fear of many analysts is that investors and banks will
tighten credit and create a credit crunch that will affect pro-
jects and companies that are totally unrelated to the housing
industry. The stock market during the first week of August
took a beating as investors scurried to find more secure invest-
ments. In particular, several analysts fear that the increase in
private equity buyouts, which have played a strong role in
supporting stock prices, may be hit hard by the credit
uncertainty.

The Fed’s Response

While the Federal Reserve Board’s Open Market Com-
mittee (the Fed) is staying the course and keeping its target for
the federal funds rate at 5.25 percent, the Fed has also lowered
its lesser-known discount rate from 6.25 percent to 5.75
percent. The federal funds rate, which has been parked at 5.25
percent since August 2006, is the rate banks charge each other
for overnight loans. The discount rate is what the Fed charges
borrowing banks. The lower rate triggered an upsurge in
borrowing of $1.2 billion a day during the week of August 22,
the highest level since 2001. The average borrowing rate was
$250 million during the previous month. Moreover, the Fed
bent the rule by allowing two banks, Citigroup and Bank of
America, to lend more to their brokerage affiliates who have
been hit by the fall in mortgaged-backed securities.

Three factors are giving the Fed room to move. The first is
the weak July job report—only 92,000 jobs were created and
the nation’s unemployment rate inched up to 4.6 percent. The
second is the latest reading of the CPI, which shows that the
core inflation rate is still mild. Finally, long-term interest rates
are still low relative to short-term rates. This suggests that
long-term inflation expectations will remain low.

In its August report, the Fed noted the rising volatility of the
stock market and the possible tightening of credit. However,
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inflation is still a risk because of the Fed’s forecast for the
economy to expand at a moderate rate.

At the same time, productivity growth of 1.4 percent during
the second quarter was below analysts’ expectations. More
troubling is that oil prices are near record levels and milk and
wheat prices are high. The two are connected, as high oil
prices are encouraging the construction of corn-fed ethanol
plants, which are driving up agricultural prices.

Finally, while it is good news that the nation’s exports are
growing, their growth is due in large part to the fall of the dol-
lar against other major currencies. The dollar has fallen by
18.6 percent since August of 2000 and by 3.8 percent in the
past 12 months. A declining dollar can generate its own infla-
tion threat as it pushes up the cost of imports, which make up
a growing share of the standard household’s supermarket cart
full of goods. So if the Fed moved to lower interest rates, it
could push the demand for the dollar lower and generate
greater inflationary pressure.

Penciling Down the Outlook

The economic forecasters polled by the Federal Reserve
Bank of Philadelphia during the second quarter have cut their
estimate for GDP growth in 2007 from 2.8 percent to 2.1 per-
cent. However, the forecasters see growth returning to 2.9 per-
cent in 2008. They also see inflation holding steady and the
core rate increasing by only 2.1 percent in 2007 and 2008. In
August, the University of Michigan posted a GDP forecast for
2007 of 1.8 percent, rising to 3.1 percent in 2008. The univer-
sity’s measure of inflation stands at 2.9 percent in 2007, falling
to 2.4 percent in 2008.



REGIONAL ECONOMY

In their July examination of business conditions in the Great
Lakes states, economists at the Federal Reserve Bank of
Chicago found the region’s economy to be growing at a
“modest pace.” Manufacturing employment held steady
during the past several months. Manufacturers of agricultural
machinery, medical instruments, and military equipment re-
ported the strongest employment gains.

Not surprisingly, residential construction activity continues
to decline in most areas in the region, and contacted realtors
reported burgeoning inventories of unsold houses. Foreclo-
sures rose in Michigan and Wisconsin during the past two
months. Surveyors found that regional lenders were tightening
their credit standards for mortgage loans. One unnamed bank
in west Michigan revealed that “a significant portion of its
nonperforming loans were to a single homebuilder.” On the
business side, the analysts found that lending was flat in
Michigan while it had grown modestly in the region’s other
states.

During the 12-month period ending in June, total employ-
ment in the five-state Great Lakes region rose less than 0.1
percent, while it increased by 1.7 percent outside the region.
Within the region, Illinois reported the greatest gains, followed
by Wisconsin. Michigan employers reduced their workforces
by 1.3 percent during the quarter. The region’s manufacturers
cut 2.2 percent of workers from their payrolls, and manu-

facturing employment was down in all five states. Michigan
suffered the largest manufacturing employment decline, a drop
of 4.1 percent, or 26,900 jobs.

Working Faster and Still Losing Share

Car and light truck sales fell slightly in June, from an aver-
age annual rate of 16.4 million units posted in the first five
months of the year to an average of 15.6 million units through
the first six months. The University of Michigan is forecasting
that sales will reach 16.5 million units in 2007 and 16.6 mil-
lion units in 2008. In short, the nation’s auto market is forecast
to hold steady at the same level of sales that it has maintained
for the past eight years. In such a market, the battle is for mar-
ket share and, unfortunately, it is a battle that the Big Three—
Ford, GM, and Chrysler—are losing.

The traditional Big Three’s sales volumes for the first seven
months of the year fell by 8.7 percent from the same period
last year, while total sales for all carmakers declined by 3.2
percent. The Big Three’s market share fell from 55.7 percent
to 52.5 percent during the period, as Toyota, Honda, and
Nissan all reported sales gains in the period. In fact, Toyota’s
sales surpassed Ford’s during the first seven months this year
as Toyota expanded its share of the market from 14.9 to 16.3
percent.

Employment and Earnings®

June June Percent June June Percent
Great Lakes region 2007 2006 change Great Lakes region 2007 2006 change
Ilinois Ohio
Total employment 6,000,000 5,940,100 1.0 Total employment 5,439,500 5,447,400 -0.1
Mfg. employment 679,300 682,800 -0.5 Mfg. employment 781,900 799,900 -2.3
Avg. weekly hours 41.2 41.3 -0.2 Avg. weekly hours 41.8 41.6 0.5
Avg. hourly earnings $16.54 $16.00 34 Avg. hourly earnings $19.42 $19.16 14
Indiana Wisconsin
Total employment 2,980,100 2,976,600 0.1 Total employment 2,874,600 2,865,700 0.3
Mfg. employment 556,700 568,600 -2.1 Mfg. employment 496,500 506,900 -2.1
Avg. weekly hours 41.8 41.9 -0.2 Avg. weekly hours 39.9 40.9 -24
Avg. hourly earnings $18.62 $18.62 0.0 Avg. hourly earnings $17.44 $16.42 6.2
Michigan United States
Total employment 4,290,600 4,345,000 -1.3 Total employment (000) 138,038 136,030 15
Mfg. employment 627,700 654,600 -4.1 Mfg. employment (000) 14,047 14,238 -1.3
Avg. weekly hours 42.6 434 -1.8 Avg. weekly hours 41.3 41.2 0.2
Avg. hourly earnings $22.03 $22.11 -0.4 Avg. hourly earnings $17.24 $16.78 2.7

NOTE: June 2007 lists preliminary numbers.

*Employment numbers are seasonally adjusted for both the U.S. and the states. Average weekly hours and earnings are seasonally adjusted for the U.S. only.

SOURCE: U.S. Bureau of Labor Statistics (BLS).



NILES-BENTON HARBOR MSA

Total employment fell by 0.2 percent during the second
quarter in Berrien County, a loss of 120 jobs. Employment
declines were reported across all of the major economic
sectors. Despite the modest drop in employment, the county’s
unemployment rate remained at 6.8 percent. The area’s limited
set of economic indicators suggests that employment condi-
tions could improve slightly in the coming months.

Niles-Benton Harbor MSA Employment Growth
Change (%) (seasonally adjusted)
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Employment in the county’s goods-producing sector was
off 0.2 percent during the quarter, solely because of em-
ployment layoffs in manufacturing. Construction employment
held steady. In fact, the number of new dwelling units put
under contract for construction was up 4.5 percent during the
quarter, breaking from national trends.

Indeed, the latest business reports on the county’s manu-
facturers are negative. Simplicity Pattern Company, which
once employed 2,500 workers, is closing its Niles plant and
moving the business to a plant in Wisconsin. The move will
eliminate 125 jobs and comes because of a continued decline
in sales of fabrics, sewing supplies, and patterns. Also in Niles,
United Fixtures announced that it would close one of its area
plants in August, eliminating more than 100 jobs. The com-
pany made metal storage and display rack systems for large
retailers like Wal-Mart and Home Depot. United Fixtures’
South Bend headquarters as well as a facility in Niles in the
old National Standard Company complex will stay open.
PME, or Precision Mold and Engineering Company, a mold
maker for the manufacture of die-cast metal parts for the auto
industry, closed. The company employed fewer than 40
workers.

Still, linois-based Indeck Energy Services announced that
it would break ground on a $200 million ethanol plant in
Niles’ industrial park next spring. When in full operation in the
fall of 2009, it will produce 100 million gallons of ethanol a

20

year. The plant is expected to employ 50 workers when it
reaches full capacity.

Employment in the county’s service-providing sector fell a
scant 0.1 percent during the quarter. Gains were reported in
educational and health services with a pick-up of nearly 100
jobs, in retail trade with 60 new hires, and in information and
other services with more modest gains. However, these gains
were more than offset by employment declines in the county’s
leisure and hospitality sector with a loss of 90 jobs, in
professional and business services with a loss of 60 jobs, and
in trade (wholesale), transportation, and utilities with a loss of
60 jobs. Government employment was down as well, by 0.6
percent.

The area’s unemployment rate remained at 6.8 percent,
although the number of persons unemployed dropped by 1.7
percent.

On August 2, the $400 million Four Winds Casino opened.
The 130,000-square-foot casino features more than 100
gaming tables, 3,000 slot machines, and six restaurants. The
facility employs approximately 2,000 workers. It will be the
county’s second largest employer, behind only Whirlpool. The
second phase of the casino includes a hotel and special-events
center. If the job estimates prove to be correct, the casino
alone will push the county’s employment up by 3.1 percent. In
addition, if just 50 percent of the casino’s gambling activity
comes from outside the county, it is likely that another 400
jobs could be generated in the county indirectly.

In addition to the expected bump in employment from the
Four Winds Casino, the county’s limited number of economic
indicators suggests that general employment conditions are
improving. The number of new claims for unemployment
insurance fell by 3.3 percent and, as mentioned earlier, the
number of housing starts is up. However, Manpower’s survey
of area employment found that 37 percent of those polled are
expecting to hire in the third quarter. This is down from the 50
percent that had hiring plans in the same quarter last year.











