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ECONOMIC PROSPECTS: Actual and pro-
jected seasonally adjusted quarterly data
at annual rates.
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Candidate Appeal in the 1988 Presidential Campaign

Michael W. Traugott*
Program Director, Center for Political Studies
The University of Michigan

Introduction

Midway through the 1988 presidential campaign, it looks
like there will be a close contest all the way to election day.
At this writing (early in October) George Bush has lost
some of the lead which he has held since late August, but
he seems to hold a strategic edge along a number of dimen-
sions as we enter the last six weeks of the campaign.

For a variety of reasons, this campaign has been structured
by the candidates as a choice between ensuring continuity
and managing change. Because this is the first election
since 1968 in which an incumbent has not been running,
there is an inevitable sense of change in knowing that a
new man will occupy the White House in 1989, The fact
that George Bush is the sitting vice-president from an ad-
ministration headed by a personally popular incumbent
and under which many Americans have prospered
economically means that he would inevitably campaign on
the basis of maintaining similarly successful policies.
With Michael Dukakis representing the party out of
power, he must inevitably argue aboul the need for change
and demonstraie how he will bring it about. And increas-
ing external economic pressures must also be dealt with by
whoever is inaugurated on January 20th.

In surveys conducted in the last several months, the public
has vacillated in its satisfaction with the way things are
going in the United States these days, with large numbers
expressing both optimistic and pessimistic views. In the
latest measure, the balance has tilied toward satisfaction
with the way things are going, giving 2 boost to Bush. This
happens at the same time that both personal and national
economic expectations have become somewhat more op-
timistic, and favorable evaluations of Ronald Reagan have
increased as well. Furthermore, the Bush strategisis have
been very successful in restructuring the public’s image of
Michael Dukakis, painting him as very liberal and outside
the mainstream of contemporary American political and
social values.

For Dukakis, on the other hand, the public clearly distin-
guishes him from Bush as a candidate who cares about
them. And he is seen as better able to deal with a variety
of social issues that fall under the heading of what is
known as a “compassionaile” role for government. He has
attempted to focus scrutiny on Bush’s role in the Iran-
Contra affair and on dealings with General Noriega in
Panama, as examples of both failed Reagan administra-
tion policies and poor judgment displayed by Bush. Sub-
stantial public doubt exists about the competence of
Senator Dan Quayle to serve as president, if necessary,
and this could be a deciding factor in a very close race.

*The author is currently at the Gallup Organization while on leave
from the Center for Political Studies.
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All of these factors are discussed below in terms of the
results of recent surveys conducted by the Gallup Or-
ganization under the sponsorship of the Times Mirror
Company. In particular, shifts in public perceptions of the
candidates between May and September, as well as con-
cerns about various issues, form the basis for these conclu-
sions about the nature of the race.

Evaluations of the Candidates

Favorable vs. Unfavorable Ratings. One major change
since the spring is that voters now have a more positive
opinion of George Bush than at any other time since he
announced his candidacy. In the September survey, 59
percent gave Bush a favorable rating while 37 percent
rated him unfavorably (see Table 1), Looking at the trend
line in these evaluations, it is clear that Bush has been able
to hold on to the boost in public favorability that he
achieved at the time of the Republican convention. In
contrast, Michael Dukakis was not only unable to main-
tain his post-convention lift in personal popularity; but he
also experienced a precipitous decline in favorability in
the first two weeks of September under a series of wither-
ing attacks from the Bush campaign. As a result, more
voters now have an unfavorable opinion of Dukakis (42
percent) than feel that way about Bush (37 percent).

These surveys have also consistently shown that George
Bush’s favorability ratings have closely tracked with
Ronald Reagan’s. In a related measure, the September
Gallup Poll found 57 percent approving of the president’s
job performance (see Table 2). Since the May Summit,
Reagan’s approval rating has consistently been in the mid-

TABLE 1. Trend in Favorability Ratings

of Bush and Dukakis
Favorability Rating
{Percent) Difference
(Percentage
Survey Date Bush  Dukakis Points)
April/May, 1987 68 — —
May 13-22, 1988 50 68 —18
June 10-12, 1988* 53 70 —17
July 8-10, 1988* 52 57 -5
August 18-19, 1988¢ 60 55
August 24-25, 1988 65 59
September 9-14, 1988 59 51

*Source: Gailup/Conus
TSource: Newsweek



TABLE 2. Trend in Ronald Reagan’s Approval Rating
(Percent of Registered Voters)

Survey Date (1988) | Approve Disapprove Daon't Know
January 22-24 47 36 17
March 10-12 52 39 9
May 13-15 46 42 12
June 10-12 55 38 7
June 24-26 54 37 9
July 8-10 56 39 3
August 5-7 52 40 8
August 19-21 60 35 5
September 9-11 57 36 7

Sample size ranged from 1000 10 1211 for the various surveys.

fifties, and it peaked at 60 percent after the Republican
convention.

Personal Image. As the campaign has progressed, the
voters have developed fuller images of each candidate.
However, George Bush has been able to improve his image
more substantially than has Michael Dukakis, while at the
same time he has successfully altered the public’s image of
his Democratic opponent. In earlier Times Mirror sur-
veys, the less well known Dukakis was more positively
evaluated on a variety of dimensions than was Bush.
Today neither candidate has a clear advantage in how he is
perceived by the public,

This conclusion is based upon an analysis of responses to a
question in which respondents were asked to indicate
whether or not they felt each of eight personal traits ap-
plied to George Bush and Michael Dukakis. For six of the
eight, a majority indicated they applied 10 Bush (see Table
3). At the top of the list, just as it has been for some time,
is “has the record and experience for the job of president”
(75 percent). Bush has consistently enjoyed an advantage
over Dukakis as a result of his service as vice-president,
and this is also reflected in the item “appears presidential”
(64 percent). About as many respondents feel he is “steady
and dependable” (68 percent).

For six of the eight issues, a majority also feel they apply 10
Michael Dukakis. He has consistently been rated highly
on the items “strong and forceful” (58 percent) and “con-
cerned about the needs of people like me” (66 percent).
He also receives high ratings for “steady and dependable™
(63 percent) and “can get things done” (62 percent).

Comparatively, there have been two significant shifts in
the electorate’s relative assessments of George Bush and
Michael Dukakis since the end of the conventions. The
first is that Bush is now as likely as Dukakis to be seen as
an agent of change, 45 percent compared to 46 percent
respectively. And while Dukakis remains the more likely
candidate to be seen by respondents as “concerned about
the needs of people like me,” the gap between the two has
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narrowed significantly, to a 66 percent to 53 percent ad-
vantage. Dukakis remains more likely to be seen as
“strong and forceful,” by a 58 percent to 43 percent mar-
gin, and he has closed the gap in terms of convincing the
public that he has the ability to serve as president.

The Mood of the Electorate

George Bush’s resurgence coincides with a generally more
positive mood in the American electorate. This optimism
can be credited to a shift to increasingly positive evalua-
tions of the Reagan administration, and Bush has been
successful in linking himself to them — especially eco-
nomic prosperity. In turn, the balance in the public’s
mood has now tipped slightly in the direction of continuity
and away from change. This has both hurt the Dukakis
campaign strategy and strengthened the Bush position.

The American electorate remains optimistic about eco-
nomic concerns — including both personal economic ex-
pectations and prospects for the national economy. While
there is somewhat greater concern about how the economy
will look one year from now compared to five years from
now, most of those surveyed expect 1o be at least as well off
in the future as they are now.

The major change since earlier in the year is that
Americans are now more likely 10 be satisfied with the way
things are going in the country than dissatisfied. Both of
these factors are working to diminish the electorate’s ap-
petite for change and to increase its interest in continuing
important elements of what are perceived to be the succes-
ses of the Reagan administration.

TABLE 3. Candidate Image
(Percent Mentioning that Each Item Applies}

George Michael
Image Factor Bush  Dukakis
Has the record and experience
for the job of president 75 40
Is steady and dependable 68 63
Appears presidential 64 53
Will be careful in the way he
brings about the changes
the couniry needs 62 57
Can get things done 57 62
Concerned about the needs of
people like me 53 66
Can bring about the changes
the country needs 45 46
Is strong and forceful 43 58

Sample size was 2001 registered voters.

The question was: | am going to read you a list of phrases to get your
views aboul George Bush. As I read cach phrase, please tell me
whether or not you feel it applies to Bush.... And what about Michael
Dukakis?
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Satisfaction with the Way Things Are Going. The most
significant change in the national mood since last May’s
survey is that more Americans (50 percent) are now satis-
fied with the way things are going in the country than are
dissatisfied (45 percent). Only four months ago, there were
more Americans dissatisfied than satisfied (55 percent to
40 percent). The latest reading represents a second impor-
tant reversal of a trend line for the Reagan administration.
By the end of his first term, Reagan was able to overcome
concerns about the state of the nation which he had in-
herited from the Carter administration. Americans then
remained optimistic until the time of the Iran-Contra dis-
closures, when their confidence in the Reagan administra-
tion was shaken by the questions raised about who was in
control in the White House and the manner in which
foreign policy decisions were being made. The latest sur-
vey shows that on balance a slim majority of Americans
are satisfied.

Outlook for One's Personal Financial Situation.
Americans are as optimistic about their personal economic
prospects for the next year as they were in May, and more
so than they were in January. Just over half (54 percent)
expect 10 be better off financially a year from now, while
only one in seven (14 percent) expects to be worse off; 29
percent volunteer thai they expect no change. In January,
only 44 percent expected to be better off one year from
then,

In the May survey, satisfaction with the way things are
going was a more significant predictor of support for
George Bush than the respondents’ expectations for their
personal financial situation one year from now. In this
survey, that relationship is even stronger. The major dif-
ference from May is that there are now more people who
are satisfied than dissatisfied, while the reverse was true
then.

Among those who are satisfied with the way things are
going now, Bush is preferred by 73 percent of those who
expect to be better off in one year, 77 percent of those who

expect 1o be the same, and 58 percent of those who expect
to be worse off. Among those who are dissatisfied, Bush is
preferred by 26 percent of those who expect 1o be beiter
off, 22 percent of those who expect to be the same, and 29
percent of those who expect to be worse off.

Outlook for the Country’s Economic Situation. Americans
remain reserved about the prospects for the nation's econ-
omy in the next year, but they are bullish on the long term.
Compared to last January (26, percent) and May (20 per-
cent), voters in the latest survey are less likely (16 percent)
to expect ecconomic conditions 1o be worse in one year.
Thinking about the national economic conditions five
years from now, over two in five {44 percent) expect them
to be better and only about one in five (19 percent) expects
them to be worse.

While there is no difference in the proportion of Demo-
crats and Republicans who expect to be better off one year
from now, Democrats are twice as likely to expect to be
worse off than Republicans (19 percent compared to 9 per-
cent). Independents are less optimistic than partisans.

Campaign Issues

The Significance of the Vice-Presidential Candidates. In a
Times Mirror survey conducted after the Republican con-
vention, the electorate evaluated Lloyd Bentsen much
more favorably than Dan Quayle on two counts. Bentsen
was more likely 1o be seen as qualified to serve as president
if necessary. And his choice increased the likelihood of
support for Dukakis, while Quayle’s selection decreased
the likelihood of support for Bush.

In later surveys, evaluations of Quayle have been even less
positive than they were following the convention. Only
one-third of the American public feel Quayle is qualified to
serve as president if necessary (34 percent), compared to
four in ten (41 percent) who felt that way three weeks ear-
lier. Respondents with the highest levels of education and

Percent Changes in Public Mood, Carter to Reagan Administration (1979-1988) Percent
100 100
Dissatistied
75 | l s
50 | 50
25 | ] =
Satisfied
0 i i 1 A 1 i 1 1 L A 1 0

1979 1960 1981 1982 1983

1984

1985 1986 1987 1988 1989

The question was: In general, are you satisfied or dissatisified with the way things are going in the U.S ai this time?
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those who are most likely to follow public affairs are the
most likely to think that Quayle is not qualified to serve as
president. While there are partisan differences in the as-
sessments of Quayle, only bare majorities of Republicans
believe he is qualified. On the other hand, a clear majority
of voters feel that Lloyd Bentsen is gualified to serve as
president if necessary.

Two out of three respondents indicate that the choice of
the running mates doesn’t make much difference in their
presidential choice. But by a three to one margin (27 per-
cent to 8 percent) voters say that the choice of Quayle
makes them less likely, rather than more likely, to vote for
Bush, while the choice of Bentsen makes them more likely
to support Dukakis (25 percent to 9 percent).

Two surveys conducted after the debate between the vice-
presidential candidates, by ABC News/The Washington
Post and CBS News/The New York Times, showed that a
majority felt that Lloyd Bentsen got the better of the con-
test and about one-quarter felt that Dan Quayle did.
While there were no “fatal gaffes” by either candidate, the
Dukakis campaign had commercials prepared to air im-
mediately afterwards that question Quayle’s qualifications
and competence. This will be an enduring theme for the
remainder of the campaign.

The Role of Ideology in the Campaign. While Michael Du-
kakis has declared that this campaign is about competence
and not ideology, George Bush has set about the task of
portraying his opponent as too liberal for the American
electorate. Bush has clearly been more successful here, as
successive surveys show that increased proportions of the
public perceive Dukakis to be a liberal and out of sync
with the mainstream of their ideological leanings (see
Table 4). At the present time, more Americans rate
Michael Dukakis as a liberal {46 percent) than perceived
Waiter Mondale in this fashion (39 percent) at the equiv-
alent point in the 1984 presidential campaign.

The problem for Dukakis is that the American electorate
has traditionally described itself as moderate to conserva-
tive. In the September survey, one-quarter of the respond-

TABLE 4. Political Ideology as Reported in
May and September 1988 (Percentage Distribution}

George Bush | Michael Dukakis Self
Category May Sept.| May Sept. | May Sept.
Liberal 16 9 31 46 18 21
Moderate 29 33 39 35 56 46
Conservative 37 47 10 9 18 27
Don’t know 18 9 20 10 B 6

Sample size was 1204 for the May survey and 2001 for the September
survey.

The question was: If “6™ represents someone who is very liberal in
politics and *1" represents someone who is very conservative, where on
this scale of 6 to 1 would you rate each of the presidential candidates
and yourself? First, where would you place Geerge Bush? Where would
you place Michacl Dukakis? Where would you place yourself?

ents (27 percent) placed themselves at the “conservative”
end of a scale and one-fifth (21 percent) at the “liberal”
end, while 46 percent placed themselves in the middle.
When asked to place Dukakis on the same scale, 46 per-
cent classified him as “liberal” and only 9 percent as “con-
servative”™; an additional one-third (35 percent) placed him
in the middle, and 10 percent said they could not place
him. For Bush, on the other hand, 47 percent placed him
at the “conservative” end and only 9 percent at the
“liberal” end. Nine percent did not know where to place
him.

Allowing for a tendency of partisans to see their own can-
didate in less exireme ideological terms and the opposition
party’s candidate in somewhat more extreme ideological
terms, there is a great deal of consistency in the public per-
ceptions of the ideological positions of the two candidates.
The significance of ideology is the relationship between
perceptions of where the candidates are in relation to how
the voters see themselves. While half the respondents (48
percent) see themselves as more conservative than Duka-
kis (including 35 percent who see themselves as much
more conservative), it is also true that four in ten (42 per-
cent) see themselves as more liberal than Bush (including
24 percent who see themselves as much more liberal).
These relative perceptions are important explanations of
both candidate support among partisans and defection
among those who identify with the other party.

The Role of Issues in the Campaign. On the issues about
which the public is most interested in hearing more, their
assessments of which candidate could best address them is
almost evenly divided. And those voter groups which the
survey identifies as most volatile are among those most
interested in hearing more discussion. This indicates con-
siderable potential for the candidates to add to their cur-
rent coalition by addressing these interests.

When offered a list of specific issues, at least three out of
four indicated they had not heard enough discussion and
wanted more (see Table 5). In one area — dealing with
Soviet Premier Gorbachev — almost as many say they
have heard enough as say they want to hear more. The
relative lack of significance of this issue is of course a
tribute to the Reagan administration’s improved relations
with the Soviet Union and a result of the atmosphere of
relative calm in these relations since last May’s Summit
Meeting.

Leading the list of concerns about which the public would
like to hear more are five important domestic issues — im-
proving the quality of education in the public schools (85
percent), providing a decent standard of living for the
elderly (85 percent), creating good economic conditions
for people like me (83 percent), dealing with the drug
problem (80 percent), and dealing with crime (79 percent).
For the first three 1ssues, both candidates have described
specific programs and policies which the public is current-
ly evaluating.

On the drug issue, Dukakis has put Bush somewhat on the
defensive because of his attacks on Reagan administration
policies in this area. On the crime issue, Bush has put Du-
kakis on the defensive because of references to the Mas-
sachusetts furlough program for convicted criminals.
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TABLE 5. Relative Ranking of Issues
Which the Public Wants Discussed More

TABLE 6. Perceptions of Which Candidate
Could Best Address Each Issue

Percent

Wanting More
Issue Discussion
Improving the quality of education
in the public schools 83
Providing a decent standard of living
for the elderly 85
Creating good economic conditions
for people like me 83
Dealing with the drug problem 80
Dealing with crime 79
Keeping the U.S. economy competitive
with Japan's and Western Europe’s 74
Dealing with the federal budget deficit 72
Dealing with Soviet Premier Gorbachev 54

Sampile size was 2001 registered voters.

The question was; 1 am going to read you a list of imponant issues
being discussed in this year's presidential campaign, For each one,
tell me whether you would like to hear more discussion of this issue
by the candidates, or whether you've heard enough from the can-
didates on this issue.

In terms of the relative rankings of which issues the voters
want 10 hear more about, which are essentially the most
important domestic issues, Michael Dukakis is now
generally judged as more likely to do the best job of ad-
dressing each. As for those issues about which the elec-
torate has heard relatively enough. Bush is judged 1o be
more likely to be effective in dealing with them — and by
a larger margin (sce Table 6).

The single most important issue explaining current voter
preference, taking all the others into account, is the voters’
perceptions of which candidate can best “create good eco-
nomic conditions for people like me.” And this is one of
the two issues on which the public is now evenly divided
about which candidate can better deal with it. Ensuring
personal economic prosperity ranks far above a second tier
of issues which includes “keeping the U.S. economy com-
petitive with Japan’s and Western Europe’s,” “improving
the quality of education in the public schools,” “dealing
with crime,” and “dealing with the drug problem.”

Conclusions

In general, one would have to say that George Bush has
been more effective in getting his message out to date, be-
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Candidate Who Could
Best Address Issue
(Percent)

George Michael Don't
Issue Bush Dukakis Know

Improving the
quality of education
in the public schools 38 18 14

Providing a
decent standard of living
for the clderly 37 52 11

Creating good
economic conditions

for people like me 46 44 10
Dealing with the drug problem | 41 43 16
Dealing with crime 49 36 15

Keeping the U.S. economy
competitive with

Japan’s and Western Europe’s 54 33 13
Dealing with the

federal budget deficit 49 37 14
Dealing with

Soviet Premier Gorbachev 64 25 11

Sample size was 2001 registered voters.

cause the public sees Bush as relatively more effective in
dealing with issues they are more likely to think they have
heard enough about. But there is also more of a chance for
Dukakis to appeal to Democratic-oriented voters to come
home and to attract defecting Republicans on those issues
about which they want 10 hear more,

As the level of political advertising by each candidate in-
creases, the voters will become more familiar with the par-
ticular elements of their personalities and their issue agen-
das which they choose to emphasize. The chances are
good that this element of the campaign will become in-
creasingly negative, as well.

While the election can be expecied to remain close in
popular vote terms, this does not easily translate into a
similar division of the electoral college. The candidates
will devote more of their time to a relatively few states
with large numbers of electoral votes at stake. The best
way 10 track the campaign near the end — with an eye
toward the eventual winner — is 10 look for statewide poll
results from these states.



The Political Economy Scoreboard: An Update

F. Thomas Juster
Research Scientist, Survey Research Center, and
Professor of Economics
The University of Michigan

In 1986 this publication carried an article titled “The
Political Economy Scoreboard,” which examined the
record of all six postwar administrations in the U.S., and
looked at the behavior of both real and financial variables
to assess differences in the outcomes achieved by various
administrations, as well as to determine the economic out-
comes that seemed most important to voters. This article
updates the information base, adds a few new measures
that relate to economic outcomes, and reexamings the
question of voter preferences.

Measuring Economic Performance

Using actual results during a particular political ad-
ministration to assess the success or failure of the econom-
ic policies associated with that administration is a chancy
business. Changes in the economy are often the result of
forces that have little to do with current economic policy,
and good outcomes or poor outcomes may be largely at-
tributable to the fortuitous consequences of forces that are
purely exogenous and thus entirely uncontrollable from
the point of view of current policy. Ideally, one should
judge the effectiveness of policy in the context of a fully
specified model of how the economy behaves. One would
take into account not only the economic conditions in-
herited from the past and therefore attributable to the
policies of prior administrations, but also the effects on
outcomes of exogenous shocks originating either domesti-
cally or internationally but which no policy-maker could
control. In that context, the effectiveness of policies would
be judged by comparing the results of simulating the be-
havior of the economy under actual Policy A, given cir-
cumstances that were either inherited or exogenous, com-
pared to the outcomes under Policy B, which was con-
sidered but rejected. Policy successes would be defined as
outcomes that were the best that could have been achieved
and (therefore) better than the alternatives, while policy
failures would be outcomes that were worse than could
have been achieved with alternative policies.

Needless to say, we lack sufficient understanding of the
economy to create comparisons of the appropriate sort.
Not only would we have difficulty in defining the conse-
quences of the set of conditions inherited from past ad-
ministrations on the actual path of economic develop-
ments during any given administration, but we would also
have to understand the consequences of exogenous chang-
es as well as to decide whether the changes were truly ex-
ogenous or were themselves a consequence of some current
or past policy.

The fact that policy successes or failures cannot be ac-
curately assessed will not prevent presumed successes or
failures from being important issues in an election cam-
paign. Voters will make their own judgments about why

successes or failures occurred, and those judgments might
or might not agree with judgments made by ¢conomists or
other presumably well-informed critics. In addition,
voters may well attach different weights 1o various eco-
nomic outcomes than economists or others, and the
weights attached by voters are the ones that count when it
comes to elections.

In this article, we pose two types of questions. First, for-
getting about the influence on outcomes of either initial
conditions inherited from the past or of exogenous shocks
(either favorable or unfavorable), how do different postwar
administrations compare on results? Who did best on
various criteria? Who did worst? And second, what policy
outcomes do consumers {voters) appear to consider most
important? An interesting subsidiary question is whether
the scoreboard on resufts shows the same pattern as the ap-
parent preferences of voters.

Table 1 displays various outcomes associated with the six
postwar administrations (Truman, Eisenhower, Kennedy-
Johnson, Nixon-Ford, Carter, and Reagan). With the ex-
ception of the first and last {Truman and Reagan), the
measures cover the complete span of each administration.
The readily available data do not extend far enough back
to provide a compiete record for Truman, hence we con-
sider only his complete term starting in 1949; and the Rea-
gan record is still slightly incomplete, since the last two
quarters of 1988 should be included in the estimates, given
the framework we are using for the calculations.

Table { essentially answers the question: Ignoring initial
conditions or exogenous shocks, how well did each of these
administrations do in terms of results? The top half of the
table contains the measures that are naturally computed as
compound growth rates over the time period during which
each administration was in office. These are largely real
growth measures — GNP, GNP per capita, etc. — except
for the Consumer Price Index. The bottom half of the
table contains measures that are best calculated as
averages over the relevant spans of time — the unemploy-
ment rate, the interest rate, the ratio of federal deficit to
GNP, etc.

Table 2 contains many of the same measures, but focuses
on estimates of change rather than average performance
on the grounds that these might be more salient to voters.
Thus we show the difference between the last year of any
given administration’s record (the most recent four
guarters for the Reagan administration) and the last year
of the prior administration’s record. Some of the numbers
look quite different when calculated that way than when
calculated as averages over the entire span of an ad-
ministration’s tenure. For example, Table 2 shows that
the unemployment rate was a bit lower at the end of the
Truman administration’s term than the unemployment
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TABLE 1. Patterns of Overall Economic Qutcomes Associated with Six Postwar Administrations

Kennedy- Nixon-
Indicator Truman Eisenhower Johnson Ford Carter Reagan
Annual Growth Rates (percent change)
Real GNP 5.7 2.0 4.7 2.3 2.9 3.0
Real GNP per Capita 4.0 03 33 1.2 1.7 20
Civilian Employment 0.9 1.0 1.9 2.0 2.7 1.9
Productivity* 3.0 1.9 3.0 £.2 0.2 1.4
Industrial Production 7.0 22 6.7 2.4 3.7 2.8
Consumer Price Index 2.5 1.4 2.2 6.4 10.2 4.3
Levels (average over administrations)
Corporate AA Bond Rate (percent) 2.9 4.0 5.1 8.5 10.0 12.2
Real Interest Ratet (percent) 0.0 1.9 2.2 0.0 -1.6 6.4
Federal Surplus or Deficit (NIPA)
as Percent of GNP +.74 —.29 —.55 —1.53 —1.63 —4.15
Unemployment Rate (percent) 4.4 4.9 4.8 58 6.5 7.7
Index of Consumer Sentiment (points} NAFt 91 96 79 74 86

*Calculated from the series output per worker, nonfarm business sector.

+Calculated as the difference between the average long-term government bond rate and the annualized inflation ratc (change in consumer prices)

during the administration.

*a

$The quarterly Index of Consumer Scotiment series began in November 1952,

rate inherited as an initial condition (which in this case
was the last year of the Truman administration that came
into office following the death of Franklin Roosevelt). A
similar calculation of differences shows that the unemploy-
ment rate rose substantially under Eisenhower, dropped
substantially under Kennedy-Johnson, rose even more
substantially under Nixon-Ford, dropped slightly under
Carter, and has dropped moderately under Reagan. This
is a very different perspective from that shown by the un-
employment data in Table 1, where unemployment was
about the same, on average, under Truman, Eisenhower,
and Kennedy-Johnson, was a point or so higher under
Nixon-Ford, higher still under Carter, and highest under
Reagan.

The bottom half of Table 2 is designed to focus on changes
in economic outcomes that are quite close to election
dates. Here we measure change during the last four
quarters of each administration — the type of outcome
measures that many political scientists have tended to find
useful in explaining voting behavior. Some of the outcome
measures are also plotted in Chan | — measures that have
some claim to possible political sensitivity — the unem-
ployment rate, changes in the Consumer Price Index, the
FHA secondary market mortgage rate, and the ratio of
federal deficits to GNP.

What Do the Measures Show?

The data in Table | — average performance over the full
span of each administration, ignoring initial conditions
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and good or bad luck, provide some reasonably clear
generalizations. The conclusion that would be most likely
to find broad agreement among economisis is that the
1950s and 1960s were easier periods for economic policy-
makers than the 1970s and the 1980s. Virtually all of the
measures in Table 1 show a tendency for economic.perfor-
mance to deteriorate in the last three administrations
(Nixon-Ford, Carter, and Reagan) compared to the first
three (Truman, Eisenhower, and Kennedy-Johnson).

While therc are exceptions, most of the real output
measures (real GNP, productivity growth, industrial
production, unemployment rates) show that tendency, and
the financial variables (assuming that low price inflation
rates and interest rates are “good”) have the same pattern.
Thus it might be judged that it was easier to produce good
results in the 1950s and 1960s than in the 19705 and 1980s
— presumably because exopgenous forces were more
benign then than they have been during recent decades.
This measurement of results is also clearly influenced both
by structural forces in the economy that have little to do
with policy and by the differential incidence of external
shocks, as well as by forces that are likely to be related to
policy. For example, growth in civilian employment has
been somewhat larger during the last several decades than
during the 1950s and 1960s, presumably due at least in
part to the size of the baby boom cohort and to rising labor
force participation rates for women. And industrial
production growth was typically stronger in the 1950s and
1960s than during the 1970s and 1980s, but that is again
due largely to changes in the structure of the economy
— away from goods and in the direction of services. Ex-
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ogenous shocks have clearly influenced these data — the
two OPEC oil price shocks in 1973 and 1978-79 show up
in substantially higher inflation rates under Nixon-Ford
and Carter, as well as much higher nominal interest rates,
than one finds in the record of prior administrations. Of
course, policy may have had some influence here — shocks
in particular prices do not have 10 affect the inflation rate,
and policy certainly could have some influence on the
degree to which a price shock is transmitted throughout
the economy.

Finally, differences in the Table | results are clearly in-
fluenced by the frequency and depth of recessions. That is
most evident in comparisons of the Eisenhower and
Kennedy-Johnson records. The Eisenhower administra-
tion included two full recessions, and the third was in
process in 1960 as Eisenhower’s second term was ending.
Kennedy-Johnson, in contrast, experienced only the end of
the 1960-61 recession plus the mini-recession of 1966-67
during their term of office. Overall, the Eisenhower record
shows the most recession periods of any postwar ad-
ministration, while Kennedy-Johnson shows the fewest
— a difference that shows up quite visibly in the com-
parisons of real growth records. And here, of course, out-
comes can be influenced by policy choices.

Partisan Interpretations

The data in Table 1 can be and have been used to support
politically partisan claims of superior economic perfor-
mance. How do the various claims that have been and are
being made stack up against the record? Several observa-
tions can be made — although the reader should be wary
of the fact that no one, inciuding this writer, is totally ob-
jective about interpretation of the record. Scoreboards of
the sort displayed in Table 1 can look different depending
on which aspects of performance are inciuded and which
excluded, and on how one assesses the role of luck as op-
posed to skill in producing outcomes.

Having said that, a number of differences show up quite
strongly in Table 1, and other differences look less sharp
than is often alleged. Looking at the data for the 1950s
and 1960s, Democratic politicians would be quite cheer-
ful: Both the Kennedy-Johnson and the Truman ad-
ministrations produced significantly better outcomes than
the Eisenhower administration. In terms of real growth
rates, both Kennedy-Johnson and Truman were very sub-
stantially higher than Eisenhower, and in terms of finan-
cial vanables (prices, interest rates), they were close al-
though a bit worse. In terms of one financial variable that
has been much discussed of late (the ratio of federal
deficits to GNP), the only administration that averaged
out with a budget surplus was Truman’s, although both
Kennedy-Johnson and Eisenhower had very small average
deficit/GNP ratios.

As noted earlier, the basic reason why both Kennedy-
Johnson and Truman, especially the former, showed much
stronger growth records than Eisenhower was the differen-
tial incidence of recessions. The two and a half recessions
that occurred during the Eisenhower administration sub-
stantially curtailed the average real growth rate and the
productivity growth rate, and that difference shows up
very strongly in the data.

10

Looking at more recent decades, what may be surprising to
many is the rather modest difference in performance on
real variables that shows up between the Carter ad-
ministration and either the Nixon-Ford or Reagan ad-
ministrations, In terms of growth in real GNP, real GNP
per capita, and employment, Carter and Reagan are quite
close and both tend to be better than Nixon-Ford. Reagan
and Nixon-Ford are much better than Carter on produc-
tivity growth, although all three are well below the levels of
productivity growth reached during the 1950s and 1960s
— the well-known productivity slowdown which began
around 1973 is very visible in these data.

The big difference between the Carter and the Reagan or
Nixon-Ford administrations shows up in prices, where the
Carter administration has by far the worst postwar record
— an average of over 10 percent inflation with the next
highest being the 6+ percent under Nixon-Ford.

Interestingly enough, interest rate performance is on
average much worse under the Reagan administration
than under any previous administration, whether
measured in nominal or in real terms. Nominal interest
rates have averaged several hundred basis points higher
under Reagan than under Carter, and both were substan-
tially higher than during any previous administration.
Real interest rates have been vastly higher under Reagan
than under any other postwar administration, and the
probable reason shows up in a policy variable — the
deficit/GNP ratio — which is much higher under Reagan
than under any prior administration, averaging over 4 per-
cent during the 1981-88 period.

One can find some reflection of what are often charac-
terized as typical differences between Democratic and Re-
publican policy preferences in the data. As a generaliza-
tion, Democratic administrations have better growth
records than Republican ones, and worse inflation records.
The Eisenhower growth record is much worse than either
Kennedy-Johnson or Truman, while the Carter growth
record is better than Nixon and about the same as Reagan.
But on inflation the Eisenhower record is best, the Nixon-
Ford record in reacting to the first OPEC price rise was
better than the Carter record in reacting to the second
OPEC episode, and the Reagan record is very good on
prices and quite good on nominal interest rates (taking ac-
count of the inherited inflation).

Finally, onc has to look long and hard to find any evidence
that supply-side economics has any empirical content ex-
cept for the size of the federal deficit and the level of real
interest rates.

If one moves beyond partisan claims, the data in Tabie 1
need 1o be carefully interpreted. For example, the Eisen-
hower record does not fare well in these results. But the
Eisenhower administration bequeathed a roughly one per-
cent inflation rate to the Kennedy-Johnson administra-
tion, along with a mild recession — a good jumping-off
position for a new administration. Kennedy-Johnson pro-
duced an excellent record during the 1960s, but left a sub-
stantially higher and escalating inflation rate 10 Nixon-
Ford. In turn, Nixon-Ford lefit Carter with the aftermath
of the first OPEC oil shock and the severe 1974-75 reces-
sion, while Carter in turn left Reagan with very high inter-
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est rates and price inflation rates, both stemming partially
from the second OPEC oil shock. And Reagan will leave
whoever inherits the presidency with a cumulative stock of
both domestic and foreign debt that is well beyond any
previous experience. And so on.

Voter Perceptions

The data in Table 2 are designed 10 provide a view of
policy ocutcomes focused more on performance close to an
election, on the grounds that voter perceptions may be
more closely related to recent outcomes than to either
more distant or average outcomes. The top part of the
1able is responsive 1o the question: How have you done
compared to where you started? The bottom part is
responsive to the question: What have you done for me
lately? The measures in this table are ones that tend to
enter into public discussions of economic policy issues
— inflation rates, real growth rates, unemployment rates,
interest rates, etc.

An interesting feature of Table 2 is that it often conveys a
very different impression of best and worst performance
than the data in Table |. For example, while the Reagan
record is fourth best on the average inflation rate over the
entire period in office, and worst on both nominal and real
interest rates, it is best on reducing its inherited inflation
rate and nominal interest rate. And the table shows very
clearly the problem that President Carter faced in the 1980
election. Not only was the inflation rate 7 percentage
points higher than when he started and the long-term
interest rate over 400 basis points higher, but during the
year prior to the election the Carter administration was as-
sociated with a negative real growth rate, an increase of
more than a point in the unemployment rate, an inflation

rate of over 12 percent, and an increase in interest rates of
more than 200 basis points.

Interestingly enough, if one looks at the bottom half of
Table 2 and asks which two administrations seem most
comparable in terms of how things were going during their
last year in office, the two that are most like each other are
the ending records of the Kennedy-Johnson and the Rea-
gan administrations. Both had about a 4 percent real GNP
growth rate during their last year, a slight reduction in the
unemployment rate, a modest increase in consumer prices,
a small increase in interest rates, and essentially no change
in consumer sentiment. Both administrations could be
charged with leaving negative legacies — the escalating in-
flation growing out of the Vietnam war in the case of the
Kennedy-Johnson administration, and the budget and
trade deficits accumulated by the Reagan administration.
And for those who like to stretch parallels even further, in
both cases one of the candidates was an incumbent vice-
president trying to establish an independent image, and
both elections were (or appear to be at present) closely
contested.

What Do Voters Weigh Most Heavily?

Not surprisingly, the evidence suggests that the public is
more apt to look at changes like those shown in Table 2
than at average results like those in Table |. Perhaps of
more interest and surprising to some, voters seem (o
evaluate economic changes in nominal rather than in real
terms, a sort of money illusion in public perceptions of
economic outcomes.

The best way to show the money illusion point is to note
public perceptions of interest rates. In the Michigan Sur-

TABLE 2. Patterns of Economic Outcomes Relating to Change
Associated with Six Postwar Administrations

Kennedy- Nixon-
Indicator Truman Eisenhower Johnson Ford Carter Reagan
Change from Beginning to End of Span
(last 4 gquarters compared to
tast 4 quarters of prior administration)
Uncmployment rate (percentage points) —0.7 25 —2.0 41 —05 —1.4
Inflation Rate (percentage points) —3.0 —0.2 33 0.4 7.5 —8.7
Corporate AA Bond Rate (basis points) 19 172 192 175 418 =271
Real Long-term Interest Rate (basis points) 320 149 —203 109 —346 686
Index of Consumer Sentiment (points) NA S —1 -7 —22 28
Change during Last Four Quarters
Real GNP (percent) 37 0.7 3.6 3.8 0.1 4.2
Unemployment Rate (percentage points) —0.5 0.7 —0.5 -0.5 1.4 —0.8
Consumer Prices (percent) 1.5 1.4 4.6 5.1 12.6 3.9
Corporate AA Bond Rate (basis points) —14 —42 28 —143 255 43
Index of Consumer Sentiment (points) NA —4 -1 1 10 2
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veys of Consumer Attitudes, consumers are always asked
about buying conditions for houses, cars, and durable
goods. During the last few years, a strong majority of con-
sumers have reported that this was a good time 1o buy a
house, and most of those respondents said that the reason
was financing conditions — interest rates were low and
money was plentiful. In the late 1970s and early 1980s,
the same kind of data showed exactly the opposite percep-
tion — that was seen as a bad time to buy a house because
interest rates were high and money was scarce.

The data in Table 2 {and in Chart 1) indicate the basis for
these perceptions. Compared to rates prevailing when the
Carter administration left office, the morigage interest rate

has been several hundred basis points lower in recent
years. Similar calculations for the prime rate would show
an even larger difference in the same direction.. But
Table 2 also shows (along with Chart 1) that real interest
rates (estimated as the nominal long-term government
bond rate less the inflation rate) have not declined at all
since the turn of the decade, but instead have risen to all-
time highs. While there has been a decline during the last
year or so, the real rate is higher today than at virtually
any time in the past 40 years.

Thus consumers (and voters) clearly assess the combina-
tion of a 16 percent mortgage interest rate and a 14 per-
cent inflation rate as a high interest rate environment,

CHART 1. Trends in Selected Economic Indicators, 1949-1988
A. Rates of Unemployment, Long-term Interest, and Inflation

Percent

Percent
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while the mixture of a 10 percent mortgage rate and a 2
percent inflation rate is seen as a low interest rate environ-
ment. Yet one computes to a 2 percent real interest rate,
the other to an 8 percent real interest rate. But what ap-
parently matters to consumers is that nominal rates have
declined from 16 percent to 10 percent, not that real rates
have risen from 2 percent to 8 percent,

Other data provide additional evidence that inflation rates
and interest rates enter strongly into consumer and voter
preference functions, quite independently of whatever is
happening to real economic outcomes. Responses to an
economic policy guestion (In terms of policies to combat
inflation and recession, is the administration doing a good
job, a fair job, a poor job, or what?) show relatively high
ratings for current administration policy, and that judg-
ment must be based on the current mix of low inflation
rates, low growth rates, low (in comparison to the early
1980s) nominal interest rates, and high real interest rates,
And throughout the 1970s, changes in the rate of price in-
flation dominated consumer perceptions of economic con-
ditions, ofien independently of the movement of real van-
ables. The best summary measure of this phenomenon is
the change in the Index of Consumer Sentiment during the
Carter and Reagan administrations — high and rising
rates of price inflation and nominal interest rates showed
up as a 22 point drop in the ICS during the Carter years,
while declining inflation rates and declining nominal inter-
est rates showed up as a 28 point rise in the ICS under
Reagan.

As a broad generalization, the data are consistent with the
notion that when financial variables (prices and interest
raies) are relatively well behaved and show only moderate
swings, real variables (output growth, employment, and
unemployment) determine consumer and voter percep-
tions of policy success or failure, But when monetary vari-
ables (inflation rates, nominal inlerest rates) show wide
swings, their movements will tend to dominate judgments
about policy success or failure,

Moreover, the data support the inference that consumers
have a strong preference for a low inflation rate and low
nominal interest rale environment, given the same real en-
vironment; that is, consumers strongly prefer the combina-
tion of 2 percent money income growth and zero inflation
to 12 percent money income growlh and 10 percent infla-
tion, even though both provide 2 percent real income
growth; and consumers would very likely prefer the com-
bination of zero money income growth and zero inflation,
thus no real growth, to combinations of high money in-
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come growth and high inflation rates that yield positive
real growth rates.

What accounts for this preference pattern? Probably three
factors. First, consumers have always seen nominal chang-
es in money income as related 1o their own efforts as
workers — a 10 percent pay increase is seen as a reward
for hard work — while price inflation is seen as an injury
done to them by others. Thus the combination of 1Q per-
cent money income increase and § percent inflation is as-
sessed as an unfair erosion of the gains from hard work,
and is judged negatively.

Second, high inflation raies create a good deal of uncer-
tainty. While the average consumer gains if average in-
come growth rates are 10 percent and average price in-
creases are 8 percent, quite a few consumers will lose, and
many more will be fearful that they might lose. The dis-
tribution of real income change probably has more
variability when it comes from a (+10, 48) combination of
income change and price change than when it comes from
a (+2, 0) combination. In shon, consumers don't like un-
certainty.

Third, consumers tend to judge high rates of price infla-
tion, and high nominal interest rates, as a forecast of fu-
ture economic difficulties — as indeed they should given
the U.S. economic policy-making process. In addition,
consumers seem to characterize a high interest rate/high
inflation environment as one in which policy-makers have
lost control and are unable to manage the system effective-

ly.

Are these preferences for well-behaved nominal variables,
and a down-weighting of real variables, a stabie feature of
the economic landscape? Probably but not necessanily.
The aversion to high inflation rates and high nominal
interest rates may be a simple consequence of the fact that
these environments have been associated with the poor
real economic performance of the 1970s and the early
[980s. If (relatively) low inflation and nominal interest
rates do not produce better performance in future, those
judgments could change. After all, history does not always
suppor the inference that low inflation rates and nominal
interest rates are a winning combination — the depression
of the 1930s was characterized by precisely that combina-
uon! To date, however, the current survey data continue
to support the nominal values idea. At present, consumers
are expecting no change in real income, with about the
same moderate growth in both income and prices, and are
reporting very positive overall sentiment,
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Introduction

Is it likely to make any difference to the performance of
the U.S. economy, and to the economic well-being of U.S.
citizens, whether Vice-President Bush or Governor Duka-
kis becomes president? If so, what would be different?

To examine thal issue, it is necessary to understand both
what the major economic policy issues facing the next
president will be, and then to specify (speculate on?) how a
Dukakis presidency would differ from a Bush presidency
in addressing those issues. And of course it is not just that
there may be differences between the policy views of a Re-
publican or Democratic president; whoever wins would be
working with the Senate and the House, hence any dif-
ference between Democratic and Republican parties in
economic philosophy would also play a role in the evolu-
tion of economic and social policies.

In this article, I first look at some basic differences between
Republicans and Democrats in both values and analytic
judgments that have an influence on the evolution of
policy, speculate about the probable policy differences be-
tween the two candidates, examine the economic policy is-
sues that seem most important over the next several years,
and conclude with some judgments about the way in which
a Bush or a Dukakis presidency would handle some of
those issues.

Basic Differences in Values and Approach

Although both Democrats and Republicans have been
edging toward the right over the last decade, there con-
tinue to be some basic differences in how the two are likely
to assess both macro- and microeconomic policy issues.
On macro policy, although everyone is willing to put up
with somewhat more unemployment if it can be associated
with a lower inflation rate, Democrats tend 1o see a bigger
cost to unemployment than Republicans and a smaller
cost 10 inflation, thus influencing the way in which the two
parties assess tradeoffs between the two. Democrats see
unemployment as involving a huge social waste — output
that could be obtained that isn’t, income that could be
earned that is forever lost, and hardship and inequity that
could be avoided but is not. In contrast, Republicans are
apt to think of unemployment as the price that must be
paid to achieve a more siable economic environment, and
perhaps to think of unemployment as resulting more from
individual unwillingness to work except at excessively high
wage rates and from individual preferences for a leisurely
life, rather than from inevitable fluctuations in the
demand for labor.

Democrats tend 1o see inflation as nowhere near as costly
10 society as it is often represented, In technical terms,
they argue that inflation produces distributional changes
because wages and prices rise at differential rates, with
some people winning and some losing; it produces uncer-
tainty, which most people dislike; and if it gets to be severe
enough, it may disrupt the real economy in terms of
employment, output and productivity. But except for dis-
ruption, none of these effects carry the same kind of social
cost as unemployment, and disruption doesn™ usually hap-
pen.

In contrast, Republicans see inflation as “Public Enemy
Number One.” They argue that it creates an insidious dis-
tortion of incentives working through tax effects, it causes
inefficiency in resource allocation working through misper-
ception of real prices, and that even moderate inflation has
the ever-present threat of escalaling to hyper-inflation,
threatening to bring on fundamental economic break-
down.

Tax and Expenditure Policy

Differences in tax and expenditure policy are probably the
most universally perceived differences between the two
political parties. The differences extend to both the level
and composition of taxes and expenditures.

On taxes, Republicans appear to believe that lower is al-
ways better, and, in particular, that lower tax rates on both
earned income and capital income are always better. That
is the extreme version of supply-side economics, and most
Republican politicians, for good or ill, appear to have
embraced it. Thus lower tax rates are presumed to en-
courage effort and risk-taking, thence lead to higher out-
put, saving, and investment. On expenditures, Republi-
cans lypically believe that less government is better than
more government (except for defense), and have cither
enacted or urged smaller social programs, less government
intervention, and more reliance on the free market. None
of those strictures apply to spending for national defense
or agriculture, where more appears to be largely
synonymous with better.

In contrast, the Democrats are more apt 10 see an impor-
tant role for the federal government in social programs,
and in correcting the inability of the market to produce
sufficient resources for education, health, child care, etc.
They are more protective of tax revenues and thus less in-
clined to reduce them, and more likely to regard tax in-
creases as a possible solution to intractable budget deficits.
They also see a much larger role for government on the ex-
penditure side, basically in providing goods and services
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that the free market will not supply enough of left 10 its
own devices, as well as in ameliorating the economic cir-
cumstances of those who cannot compete effectively in the
market. In addition, they are probably less impressed than
Republicans, on the average, with the ability of tax policy
to have a significant impact on incentives to work, save, or
invest, and are therefore less inclined to provide tax incen-
tives for those types of objectives.

Attitudes toward the federal deficit are also quite different
between Democrats and Republicans, although they are
very different now for both parties than has been true his-
torically. It used 1o be true that Republicans always wor-
ried about budget deficits, while Democrats thought that
budget deficits during recessions were a good thing, but
not necessarily at other times. But during the 1980s with
the advent of supply-side Reaganomics, it is the Demo-
crats who have focused more on the economic problems of
deficits, especially structural ones. Many Republicans are
uneasy about the deficit but don’t want to talk about it,
while the supply-side true believers view deficits with
equanimity — something that represents a temporary
problem that the e¢conomy will naturally grow out of if
only given enough time,

In addition, Republicans tend to argue publicly that the
only reason we have large structural deficits is that the
Democrats are unwilling to cut pork-barrel programs, and
that the profligacy of Democratic Congresses is responsible
for the deficit. Many — perhaps most — Republicans
don’t really believe that, since the numbers don't add up.
All in all, basic views on the deficit problem seem quite
different now than was true in the 1960s and 1970s, and
the mainstream views of both parties have shifted
dramatically during the 1980s.

Reliance on the Market

Differences here are deeply rooted, largely impervious to
empirical evidence or analytical insights, and have many
and important implications. To overstate the case some-
what, Republicans tend to think that the market always
functions perfectly and that tampering with it is bound to
lead to worse outcomes, while Democrats tend to believe
that the market can’t be trusted and that imposing legisla-
tive constraints or rewards is better than working entirely
through financial incentives.

This difference in reliance on the market shows up in the
treatment of a good many areas of economic policy. For
example, Republicans {at ieast the current crop) tend to be
strongly in favor of free trade, opposed 10 quotas or other
market limitations on imports, and insistent that foreign-
ers be responsible for their debts. Democrats, in contrast,
are more apt to be protectionist and to be concerned about
the cost of the adjustment process for U.S. workers in in-
dustries where imports have made major inroads, more in-
clined to favor quotas, and more inclined to favor debt re-
scheduling amounting to partial forgiveness for countries
with poor prospects of meeting their financial obligations.

On environmental policy, although nobody seems 10 favor
vigorous use of the market in the way economists would
prefer (effluent taxes instead of prohibitions, selling pollu-
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tion permits to ihe highest bidder, etc.), it still tends to be
true that Democratic politicians are adamant about
prohibiting sin rather than taxing it, while Republicans are
somewhat less adamant on that issue. And Republicans
are apt to be more relaxed about enforcement of existing
environmental provisions, probably because they feel that
many such restrictions are foolish and ineffective inva-
sions of private decisions, while Democrats would be more
inclined both to regard regulations as fair and effective and
to undertake vigorous enforcement to punish the sinners.
Both parties tend to be tolerant of environmental damage
done by small firms.

Much the same underlying set of vajues about reliance on
the market probably accounts for the marked difference
between Democrats and Republicans on income distribu-
tion issues. Republicans are apt to feel that the market is
not only efficient but fair, and that if some people are rich
while others are poor it's because the former have earned
it and the latter are only getting their just rewards for
being lazy and/or inefficient and/or improvident.
Moreover, Republicans are apt 1o take the view that trying
to equalize income by taxing the rich and giving to the
poor will impair the incentives of the rich, who are a major
source of saving, productive effort, and economic progress,
and that providing transfers to the poor will impair work
incentives, enabling them to live a life of ease in relative
luxury. The extreme version has welfare queens riding
around in Cadillacs and drinking vodka and tonic while
watching color television, all at the taxpayers’ expense.

In contrast, Democrats are more apt to feel that one of the
most important functions of government is to help make
life more tolerable for those who, largely by accidents of
birth, environment, and opportunity, do not fare well in a
market economy. They are also likely to judge that people
are rich at least as much because they are lucky as because
they are energetic and skillful, and that asking the better-
off to help maintain the consumption standards of the
worse-off is neither destructive of incentives nor in conflict
with basic principles of equity.

Attitudes toward the market and considerations of equity
also underpin imporiant differences in public policy views
about areas like education and health. Republicans are
less willing to subsidize public education, particularly
higher public education, because they think that the
money is not well targeted towards those who would
benefit from subsidies, and it is taken advantage of by
those who don’t really need the subsidy. Democrats, in
contrast, tend to feel that education is the principal vehicle
for unlocking the doors of opportunity for those who
would otherwise find them closed, and are willing to put
up with some inefficiency in order to ensure that oppor-
tunities are available 10 everyone, especially to those with
disadvantages of birth or environmeni. And much the
same is true for public policy regarding health care, where
the Republicans may be more cognizant of the costs of ef-
fective and widespread coverage than of the inequities
created by less generous programs, while Democrats are
more cognizant of the inequities and less concerned about
the costs.

Finally, there is an interesting difference between Demo-
crats and Republicans, at least in recent decades, regarding
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support for various kinds of research and development ac-
tivities. The differences here do not really relate to dif-
fercnt views of how well the market functions, or even to
different views about economic costs and benefits. Rather,
they seem to relate to differences in the priority to be given
to military spending, to different judgments about the
links between research and development outlays and
productivity, and to different perceptions about the links
between scientific research and public policy programs.
These differences can be seen most visibly during the
1980s, and may be more a reflection of Reaganomics than
of any longstanding difference between Democrats and Re-
publicans.

Since 1980, there has been a dramatic shift in the composi-
tion of federal R&D support, with little change in the
share of output going to R&D. Support for military R&D
has gone from something over a third of total R&D in the
1970s to almost two-thirds by the middle 1980s. Within
the civilian R&D sector, support for the physical and
natural sciences has been relatively well maintained while
support for the social and behavioral sciences has been cut
sharply. At the National Science Foundation, for example,
which is only a few percent of total R&D but an important
source of support for much basic scientific research, the
share of social and behavioral sciences has been cut almost
in half since 1980 (and would have been virtually
eliminated if the Reagan administration had been able to
implement its earliest budget plans).

The reason for the growing R&D effort going to the mili-
tary is simple enough. — defense has been a very high
priority of the current administration, and defense R&D
has grown correspondingly. The cuts in basic research in
the social and behavioral sciences appear to reflect both
the unhappiness of the Reagan administration with the ab-
sence of support for their economic program from within
the scientific community, and possibly a perception that
costly social programs are less likely to be mounted if less
is known about the economy and the society.

Incidentally, the latter view is not characteristic of conser-
vatives, who are quite likely to take a dim view of the wis-
dom of spending large amounts of money on untested,
untried, and unpredictable social programs, simply be-
cause they believe that resources ought to be used wisely
and not wasted. But conservatives are also likely to take
the view that research into understanding the economy
and the society has a high priority, since the best way 10
avoid putting money into programs that ultimately prove
wasteful is to have a better understanding of which
programs are likely to be effective and which not. Thus
the R&D pattern seems 10 be an idiosyncracy of the Rea-
gan administration, not a longstanding characteristic dif-
ference between Republicans and Democrats.

Policies, Candidates, and Issues

The first part of this article has sketched out some charac-
teristic differences between Democrats and Republicans
on economic policy issues. Such differences do not neces-
sarily attach to the views of either Vice-President Bush or
Governor Dukakis, since — like most generalizations
about differences — there are many exceptions, and both
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parties have 2 wide spectrum of views on all of the issues
discussed above. Still, one might expect to find some rela-
tionship between the traditional views of the two parties
and the views of the current candidates.

At the moment, it seems to this writer very hard to tell
what differences might be expected between a Dukakis
presidency and a Bush presidency on economic palicy is-
sues. So far, this seems to have been largely an image cam-
paign rather than an issue campaign, and the primary is-
sues that seem to have attracted the attention of voters
— perhaps because they have attracted the attention of the
media — are almost entirely non-economic (Vice-
President Bush’s judgment and leadership ability, Gover-
nor Dukakis’s lack of foreign policy experience and his
defense posture, who is is tougher on crime or drugs, who
can better recite the Pledge of Aliegiance, etc.). To the ex-
tent that economic policy issues have surfaced, they have
been largely nonspecific — Vice-President Bush has
focused on the economic track record of the Reagan ad-
ministration and essentially argued that the Democrats
can't be trusted not to repeat the economic performance of
the late 1970s, while Governor Dukakis has focused on his
track record in Massachusetts in creating jobs and
prosperity and has suggested that the same vision and in-
sight can be applied to the national scene. And the Gover-
nor has suggested that “Rcpublican prosperity” has
resulted in a vanishing middle class, the creation of large
numbers of bad jobs, and a need for families 10 have two
earners in order to reach an acceptable living standard.

Neither has said much about either the budget or the trade
deficit, or at least has not proposed a solution with any
specificity, Taxes have become a dirty word in the cam-
paign, with the vice-president pledging never under any
circumstances to raise them, and the governor suggesting
that taxes are an unlikely but possible last resort in the
event of real catastrophe on the budget.

Although the judgment that economic policy issues have
been totally ignored is a bit harsh, since the candidates
have talked about health care, job training programs, child
care issues, trade issues, and the environment, the public
impression is certainly one of image rather than substance.
And in a sense, the public may have only itself to blame:
The public opinion poll data seem to indicate that many of
the electorate do not care about issues, but instead are con-
cerned about general impressions and images. Of course,
there may be a chicken-and-egg preblem here — the can-
didates are being nonspecific aboul issues because they
think that the public isn't really interested in them, and
the public is concentrating on images because that is what
they are being offered by the candidates.

An alternative explanation is that the media are to blame
— they 1end to prefer snappy sound bites, and it’s easier to
do that on image (especially a negative one) than on sub-
stance. Finally, it may still be true that the campaign will
eventually address issues in some detail, but that the
evolution of campaign strategies has forced both can-
didates to focus initially on general impressions and per-
ceptions — a stage that will pass.
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Economic Policy Issues

Regardless of whether or not the campaign gets around 1o
an intensive discussion of economic policy issues, the in-
coming president will have to face up to these issues
sooner or later.

Everyone’s list of the relevant issues will look a bit dif-
ferent. Some of what seem to me the relevant ones are
short-term and probably urgent, while most are longer-
term and can temporarily be ignored, although eventually
they will have 1o be faced.

The Twin Deficits. The most visible problem, which has
been subject to continual discussion and commentary,
concerns the twin deficits in the federal budget and in the
merchandise trade account. Most economists think that
the two are causally related — the budget deficit pushed
up real interest rates, pushed up the dollar, sucked in
foreign capital from abroad, and deteriorated the U.S.
merchandise trade balance. The numbers, while they have
been improving, are still imposing: The national income
and product accounts (NIPA) version of the federal deficit
is currently running around $150 billion annually, while
the merchandise trade deficit has been running at about
the same level over the last four quarters.

The budget deficit is the easiest to understand, although
even that is clouded by dispute among economists about
whether the NIPA measure is an appropriate measure of
the deficit, and considerable dispute among politicians as
to what should be done about it.

As many economists see 1l, the basic problem with the
federal deficit is that it makes a major negative contribu-
tion to total national saving, and hence a major negative
contribution to total national investment. If foreign lend-
ing permits national investment to be higher than national
saving, as has clearly been true over the last several years,
then investment may not represent a problem. But returns
to that investment do not accrue to U.S, citizens, going in-
stead to the foreigners who have put up the money. That
may be fine for an undeveloped country with large
unexploited capital opportunities and little domestic
saving, but no one has characterized the U.S. as being an
underdeveloped country.

The basic problem with the budget deficit is not that
deficits are always bad for the economy: Economists of al-
most all political persuasions agree that deficits incurred to
cushion cyclical downturns have a benign influence — but
not many take that view with respect to deficits that occur
when the economy is (as now) at or close to full employ-
ment. Then, the deficits mean that we are consuming too
much collectively, and that private and corporate saving is
being largely used to finance federal government dissaving
rather than to finance net productive capital investment.
Thus most economists and politicians think that the deficit
ought to be reduced — preferably to zero — uniless there is
A recession 1n progress.

The arguments are about how 1o do that, and the battle
lines are clearly drawn. Republicans want to cut wasteful
domestic spending, while Democrats want either to cut
wasteful defense spending or to raise taxes or both. The
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problem with the Republican argument is that once you
exclude their untouchables — defense spending, Social
Security entitiements, and interest on the debt itself
— there isn't enough left to cut with any likelihood that
the cuts could equal the size of the deficit. The supply-
siders, of course, keep hoping that we will grow ourselves
out of the deficit, but that message has been repeated now
for aboul seven years without any evidence that it’s more
than wishful thinking. (As one distinguished Democratic
gconomist put it, “There's nothing wrong with supply-side
economics that dividing everything by ten won’t fix.”)

On the Democratic side, cuts in defense from an aiready
siowed rise in military spending won't plausibly do the job,
and unless both entitlements and other social programs are
to be cut drastically, there won’t be anything left to do but
find some way to generate more tax revenue. Closing
loopholes and taxing the underground economy won't do
it, s0 something else is required. But political perceptions
being what they are, everyone thinks that proposing to
raise taxes is the kiss of death — afier all, that’s why Mon-
dale lost so heavily in 1984, it is thought.

The net result is a standoff on policy discussions. The Re-
publicans are promising a smoke-and-mirrors solution,
while the Democrats are offering smoke alone. Everyone
is presumably hoping that some kind of miracle will bail
them out. And the recent contributions from the can-
didates haven’t helped much. Mr. Dukakis wants to move
people from welfare 1o productive work and thus save
money as well as generate tax revenues, in addition to clos-
ing tax loopholes. These are certainly desirable objectives
but won’t come close to solving the deficit problem. Mr.
Bush wants to solve the problem by lowering the capital
gains tax rate and thus generating lots of tax revenue, a
program that sounds like supply-side economics squared.

It is worth noting that the deficit problem is actually worse
than it looks. The conventional deficit numbers include
any surplus or deficit resulting from transactions in the So-
cial Security trust fund. In the late 1970s and early 1980s,
that trust fund didn’t make much net contribution either
way to the federal deficit. But after the 1983 legisiation
designed to fix the long-run Social Security problem, the
trust fund has been accumulating surpluses — as indeed it
ought to. In 1988, for example, the Social Security trust
fund had a surplus of almost $40 biilion, meaning that the
true deficit (if one defines that as the official deficit plus
any surplus contributed by the trust fund) was around
$190 billion instead of $150 billion. Congressional Budget
Office projections put the annuai Social Security trust fund
surplus at over $100 billion by the 1990s, and project the
federal deficit excluding all the trust funds as rising toward
$300 billion rather than falling.

Should we worry about the deficit excluding Social
Security trust fund accumulations, or is the right measure
the one that everybody uses? If we think of the Social
Security trust fund as representing a pool of saving needed
to finance the investrment necessary to produce the real
goods and services that will be transferred to Social
Security recipients in future, the answer seems to be that
the right number is the conventional deficit plus the Social
Security trust fund accumulations. If all the trust fund ac-
cumulations do is lend moncy to more profligate sectors of
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the government rather than facilitate investment in real
capital, there won’t be any added product with which to
pay the claims of future Social Security beneficiaries, and
those claims will have to come out of product available for
the rest of the society. Thus the problem is worse than it
looks, and neither smoke and mirrors nor avoidance is of
much help.

The trade deficit is more complicated. In the short run,
U.S. net investment and the capital stock have been auvg-
mented by the trade deficit, and the productivity of U.S.
workers is presumably enhanced just as if the investment
were financed from domestic saving rather than foreign
saving. But in the longer run the services side of the cur-
rent account deteriorates as earnings on foreign invest-
ments in the U.S. accumulate. That continues as long as
the deficit remains, since any annual deficit adds to the
cumulative stock of debt owed to foreigners. Thus even
when the deficit stops, it leaves behind the residue of a
large foreign debt that needs to be serviced, requiring in
one way or another a real transfer of resources from the
U.S. to the rest of the world.

Finally, the twin U.S, deficits are also closely related to the
behavior of the international economy. For example, our
current stance of relying solely on monetary policy to deal
with demand management in the U.S. has meant that real
interest rates (the nominal interest rate minus the inflation
ratc) have been extremely high in the U.S., given the need
to attract funds to cover our massive budget deficit. But
that pushes up interest rates generally, creating among
other problems serious dislocations for developing debtor
nations who must also pay those same high real interest
rates.

Productivity Growth. The second policy issue, more long-
term but equally urgent and also not new, is to find ways to
enhance productivity growth in the U.S. economy,
presumably in part by way of increasing the flow of saving
and invesiment. Fixing the budget deficit, which would in
an accounting sense dramatically increase the flow of net
saving if nothing e¢lse changed, would make a substantial
contribution 1o the productivity problem, but the problem
is almost certainly more deeply rooted than that.

It is well to keep in mind that, from the perspective of
national economic policy, finding ways to bring the rate of
productivity growth back up 1o the levels reached in the
1950s and 1960s is probably the single most important
issue. The trend of productivity growth is the most impor-
tant determinant of economic well-being in the society as a
whole, and even small differences in trend growth rates
add up to very large differences in output, consumption,
and well-being over longer spans of time. Improving the
productivity growth rate by as little as a half percent per
year adds tens of billions to output and potential con-
sumption each year, and adds hundreds of billions after a
decade — more than enough to pay for most of the social
programs thought to enhance quality of life in our society.
And other important societal objectives are far easier to
accomplish if real incomes are rising because productivity
is rising than if real incomes are stagnant because produc-
tivity is stagnant. For example, reducing income in-
equality by providing resources to those in the lower part
of the income distribution is politically much easier to ac-
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complish if people have 1o give up only part of their gains
to provide resources for the less fortunate, much harder if
people have to reduce their living standards to provide
such resources. Thus it is not accidental that social
programs had much easier going politically in the rapidly
growing period of the 1960s than during the more sluggish-
ly growing 1970s and 1980s.

Although the objective of improving productivity growth
would meet with universal acclaim by politicians of all
persuasions, finding out how to do it is not so simple. The
U.S. economy, along with other economies in the
developed world, has had a persistent and nagging slow-
down in productivity growth that dates from about the
early 1970s. Just why productivity has slowed down is in
considerable dispute: The possible explanations more
than exhaust the amount of slowdown to be explained.

Although solutions cannot be guaranteed, it does seem
clear that finding some way to promote a higher level of in-
vestment could only be helpful — it might not help much,
but it would certainly help some and could not possibly
hinder. That applies not only to investments of the con-
ventional type — tangible capital assets in the private sec-
tor — but also 10 investments in “human™ capital
— education, health, etc. If we are to believe recent
stories about the effectiveness of schooling in the U.S,, a
major solution to the present and future productivity
problem may be to find more effective ways to increase the
level of skills associated with years of schooling, either by
increasing the intensity of effort on the part of students or
by changing the curriculum mix between the mastery of
basic skills and everything else.

The problem does not lie solely in the effectiveness of
schools and teaching, A great deal of skill development
takes place in households, particularly in the early years of
child development. In a society where fewer and fewer
children will have exposure to both parents during their
developing vears, it seems likely that the contributions of
parents to child development will be declining, and an off-
set will have to be found elsewhere. That is presumably
why issues relating to daycare have surfaced in the present
campaign, and that focus seems to be fully warranted by
the available data and the likely future trends,

Demographic Shifts. The third economic policy issue that
needs to be addressed is even more distant in time, al-
though its appearance is a lot more certain than any of the
others. Everyone is aware of the fact that the U.S. popula-
tion, as well as almost all populations in the developed
world, will be undergoing a dramatic change in age com-
position over the next several decades. Given present fer-
tility trends, there will be a substantial shift over the next
half-century, reaching its peak around the year 2020, in
the proportion of the U.S. population that will be depend-
ent in the sense of consuming without producing — the
retired population plus the school-age and preschool
population. The retired population will increase substan-
tially as a percent of the total. This compositional change
is basically the after-cffect of the baby boom of the 1950s
and early 1960s, coupled with a general tendency for older
people to live longer. None of this is news — the relevant
population has already been born, and the only uncertain-
ties are retirement age and length of life.
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What are the policy implications of this demographic
shift? As a minimum, policies designed to influence retire-
ment decisions, policies designed to influence the utiliza-
tion of health care for the aged, and policies designed to
expand the productivity of the working population will be-
come central during the next several decades.

While these are a very important set of policy issues, they
can be avoided for a while since the consequences of these
shifts will not (except for medical care expenditures relat-
ing to the aged) begin to impact until the early part of the
next century. But if nothing has been done by then, it will
be too late.

Inequality. Finally, there is a distinct possibility that the
next president will have 1o face up 1o the facts of rising in-
come inequality among American households. The data
here are not entirely clear, but it does appear that the share
of the top 10 percent of the population has grown relative
to the total, while that of the bottom 10 percent has
declined. For example, the poverly population is now sub-
stantially higher, as a proportion of the total population,
than it was during most of the 1970s, despite the long eco-
nomic expansion during the 1980s. These issues are com-
plex, and the outcomes depend on a good many other
things besides economic policy. But policy during the
1980s has clearly moved in the direction of greater in-
equality, driven by a perception that lowering marginal tax
rates for the wealthy would result in an upsurge in output
and productivity and puli everybody up, including the bot-
tom. But the rising tide of the 1980s has not lifted all
boats equally, and some of them appear to be still mired in
the mud.

How Would Policy Differ?

The central question for the voters, to the extent that eco-
nomic policy issues are of concern, is: How would policy
differ under a Democratic or a Republican administra-
tion? One can make a plausible case for the proposition
that, given the constraints that will be faced by any incom-
ing administration, given the limited degrees of freedom
available 10 any administration as a consequence of the
need for political compromise to achieve any policy
change at all, and given the quite modest influence of
policy on the economy, one would not expect cutcomes
over the nexi four years to be very different under Presi-
dent Bush than under President Dukakis.

But that is probably too strong an assertion. While policy
may not be able 10 make more than very modest changes
over a span of time like four years, the direction of the
economy can be shified by policy, and the direction of the
shift will matter a good deal over the long run. An obvious
illustration 1s the influence of the Reagan administration
on the American economy over the last eight years, which
has undeniably shifted its direction compared to the 1960s
and 1970s and left any incoming president with limited
options with regard to domestic programs.
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Speculating on differences in economic policy between
possible administrations is hazardous, especially given the
very generalized nature of economic policy discussions in
the campaign so far. And speculation not only has to take
into account the views of the candidates, but also the
political reality that will influence the transiation of
presidential initiatives into policy decisions.

My speculations about differences are based more on im-
pressions and considerations of political process than on
assessments of detailed statements about position. Thus I
would expect that:

¢ A Dukakis administration would make more progress
on the budget deficit than a Bush administration
— that is partly because Vice-President Bush has
locked himself into a position where tax increases can-
not be used to help solve the problem, and it will be
easier for a Dukakis administration to blame previous
policy for the deficits and propose vigorous steps
toward a solution.

e A Dukakis administration would be more intrusive
than a Bush administration in areas where market for-
ces seem to be producing unpalatable outcomes. That
would apply, for example, to the provision of publicly
supported daycare and health care, environmental
policy, and trade policy.

& A Dukakis administration would do better on real
growth rates and on reducing the trade deficit, and
worse on inflation rates. than a Bush administration.
That judgment is based on the fact that a Dukakis ad-
ministration will try to use both fiscal and monetary
tools to influence the economy, while a Bush ad-
ministration won't use fiscal policy at all except for its
supply-side aspects. And a Dukakis administration
will be more ambitious on social programs, but is like-
ly to find that the costs will generate more demand
than they had hoped.

Possibly the most important difference between a Dukakis
or a Bush administration is in the degree to which the
president can set an economic policy agenda, inspire con-
fidence that the agenda is important and warrants being
supported, and implement that agenda. Differences be-
tween presidents in leadership style and effectiveness are
surely among the most important such differences, and
probably matter more 10 eventual outcomes than differen-
ces in detail or in particular policy preferences. At the
present writing, neither candidate seems to have captured
the imagination of the public — formulating a coherent
and consistent vision of the future and inspiring con-
fidence that the vision can be realized. And to the extent
that the election turns on issues at all, it is likely that the
intangible of creating a vision for the future will carry
more weight — deservedly so — than any of the other dif-
ferences.



Actual and Projected Economic Indicators

seasonally adjusted

SERIES FORECAST BY THE ASA-NBER PANEL

Quarterly Data Annual Data

ECONOMIC INDICATOR Actual Projecied Aclual Projected

1987:2 | 1987:3 | 1987:4 | 1988:1 | 1988:2 | 1988:3 | 1988:4 | 1989:1 | 1989:2 | 1989:3 | 1987 1988 1989

GROSS NATIONAL PRODUCT 4,484.2 | 4,568.0 | 4,662.8 | 4,724.5 | 4,823.8 | 4.891.0 | 4,972.8 | 5,056.1 | 5,129.6 | 5,204.3 | 4.526.7 | 4,850.0 | 5,173.3

GNP IMPLICIT PRICE DEFLATOR

R J . . . 27. 17 .
Gindex, 1982 = 100) 117.3 118.2 118.9 119.4 121.0 121.9 123.1 [24.4 1258 127.0 R 121.3 126 4

CORPORATE PROFITS AIFTER TAXES 141.1 149.5 1457 1494 162 7 157.5 162.0 i63.5 164.0 165.0 142.9 155.0 [64.0

UNEMPLOYMENT RATE (percent) 6.23 597 590 5.70 5.43 5,40 5.40 5.50 5.60 5.70 6.18 5.50 565

INDUSTRIAL PRODUCTION

(index., 1977 = 100} 128.2 130.9 133.2 134.5 136.0 138.0 139.0 140.0 141.0 142.0 1298 137.0 141.0

NEW PRIVATE HOUSING
UNITS STARTED (millions)

CONSUMER PRICE INDEX (annuglized
percent change from prior quarter or year)

1.606 1.619 1.533 1.477 1.481 1.500 1.470 1.420 1.410 1,400 1.634 1.481 1.427

494 3.94 3.59 3.40 4.79 4.80 4,90 5.00 5.10 4 90 370 4.20 5.00

3.MONTH TREASURY BILL RATE (%) 5.73 6.03 6.00 576 6.23 6.95 7.20 7.35 7.40 T.34 5.83 6.50 7.40

NEW HIGH-GRADE CORPORATE

BOND YIELD (percent) 9.65 10,14 10,37 964 10.08 10.20 10.40 10.60 10.80 10.70 9.69 10.03 10.68

GNP IN 1982 DOLLARS 3,823.0 | 3,865.3 | 3,921,0| 3,956.1 | 3.985.2 | 4,012.9 | 4,042.2 | 4,066.3 | 4,097.8; 4,117.5 | 3,847.0( 3,999.7 | 4,106.0

PERSONAL CONSUMPTION

EXPENDITURES (1982 dollars) 2.516.6 | 2.545.2 | 2,531.7 | 2,559.8 | 2,579.0  2,591.0 | 2,603.0 | 2,616.0 | 2,628.0} 2,641.0 | 2,520.9  2,582.3 | 2,633.5

NONRESIDENTIAL FIXED

INVESTMENT (1982 dollars) 434.8 4628 4648 4734 490.2 498.0| sS40 5100 515.0) 516.0| 4452 4912 517.5

RESIDENTIAL FIXED

INVESTMENT (1982 dollars) 197.6 192 4 192.7 189.5 189.6 191.0 1859.0 188.0 188.0 188.0 195.2 189.5 187.9
CHANGE [N BUSINESS

INVENTORIES (1952 dollars) 27.8 13.0 &7.1 65,0 353 35.0 300 30.0 27.1 26,0 344 44.0 27.4
NET EXPORTS (1982 doltars) -126.0( -130.7( -126.0( -109.0) -92.6{ -B4.0| -79.0( -740| -700( -650( -128.9 -90.0| -67.5

FEDERAL GOVERNMENT
PURCHASES (1982 dollars)

STATE AND LOCAL GOVERNMENT
PURCHASES (1982 dollars)

33z 342.1 34717 3218 33L.6 333.0| 3400 3398 3380 3400 339.0 3319 340.0

440.1 440.8| 4449 448.7 452.2 4540 457.0| 458.7 460.9 | 463.2| 441.2] 4527 461.5

SERIES FROM THE CURRENT-DOLLAR GNP ACCOUNTS

Quarterly Data Annuai Data

ECONOMIC [
Lo NDICATOR 1986:1| 1986:2{ 1986:3| 1986:4 | 1987:1| 1987:2| 1987:3 | 1987:4| 1988:)( 1988:2 1985 1986 1987

GROSS NATIONAL PRODUCT 4,180.4] 4,207.6| 4,268.4 | 4,304.6( 4,391.8| 4,484.2| 4,568.0| 4,662.8( 4,724.5| 4,823.8| 4.014.9| 4,240.3| 4.526.7

PERSONAL CONSUMPTION
EXPENDITURES

GROSS PRIVATE DOMESTIC

2,739.0| 2,772.1| 2,842.8| 2,876.0| 2.921.7] 2,992.2| 3,058.2 3,076.3| 3.128.1( 3,194.6| 2,629.0| 2,807.5| 3,012}

686.6 667.8 653.0) 636.4 685.5 698.5 702.8 764.9 763.4 758.1 6431 666.0 7129

INVESTMENT

NET EXPORTS -93.0( -101.2( -109.0] -1143| <1191 | -122.2| -i25.2]| -125.7) -1l2.1 -90.4 -718.0( -104.4( -123.0
GOVERNMENT PURCHASES 847.8 368.3 881.8 886.5 503.8 9157 932.2] 947.3 945.2 96L.6| 8208 871.2 924.8
DISPOSABLE PERSONAL INCOME 2,965.1| 3,006.3{ 3,032.4| 3,064.7| 3,143.9] 3,154.1| 3,224.9| 3.315.8¢ 3,375.6 3,421.5( 2,838.7( 3.019.6| 3,209.7

PERSONAL SAVING RATE

(percent of disposable income) 4.6 54 33 3.2 4.2 1.2 2.3 4.3 4.4 3.7 4.4 4.0 33

MNaote; (1) All data are at annual rates and in billions of current dollars unless otherwise indicated.

Sources: Projecuions; American Statistical Association — National Burcau of Economic Research panel of forecasters,
Actual Data: .S, Departments of Commerce and Labor, Board of Governors of the Federal Reserve System.

*Subsantial revision of the data for serics marked with an asterisk has occurred since the last printing.
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Understanding the evolution of regional
econonties and the growth or decline of business
organizations within them is an important step in
the formulation of state and local economic
development policies. Such an understanding is
also central to the progress of academic research
on husiness strategy and on the population ecology
of organizations, as well as to the creation and
development of new business.

This new ISR volume deseribes the research
design and preliminary findings of one of the first
comprehensive studies of the factors influencing
the development of business activity within a
specific regional economy—southeastern Michigan’s
Qakland County. Heavily tied to the economic ebbs
and flows of the auto industry, southeastern
Michigan is an area often associated with decline
and deindustrialization, yet Oakland County is one
of the most rapidly growing areas in the nation; it
is a region that offers an extremely interesting set
of dynamics for the study of business organizations
and their evolution.

The research described in this volume covers
the first year of a five-year longitudinal study. A
representative sample of firms was drawn from
the population of all businesses operating in the
county, using state unemployment insurance
records; this data source provided a particularly
effective sampling frame for new and small firms~
precisely those firms that conventional data bases
such as Dun & Bradstreet’s are poorest at
capturing,

The study measures a variety of firm
characteristics such as industrial sector, size,
origin and stage of development, level of
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