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ABSTRACT
INDUSTRIAL STRUCTURE AND REGIONAL EMPLOYMENT CHANGE
A SHIFT-SHARE ANALYSIS OF MICHIGAN’S SMSA’S
1962-1982
By

Lasford E. Douglas

Industrial activity haas long been associated with the
concept of development ever since the initial stages of the
industrial revolution. @“@?§9{“QQPSGQUQHCO,Qf"}hG
iqﬂpgtrial»grqwth is the creation -of a significant number. of
new employment opportunities in a region. Therefore, a
reéion’s growth can be interpreted in terms of its
industrial structure.

The attention of this research is directed towards the
examination and analysis of the patterns of change within
the economic structure of Michigan’s Standard Metropolitan
Statistical Areas over the period 1962-1982. The study
shows how each SMSA exhibited various degrees of cyclical
sensitivity, and which local economic activities appear to
be most sensitive to national economic trends.

The results of the analysis suggests that areas
specializing in auto-related industries, experienced greater
than average relative employment loss, during periods of
slow economic growth. Typically the effects of the national

recessions have been deeper and more prolonged in Michigan



than nationally. Clearly, the state’s heavy reliance on the
auto industry has been the principal factor responsible for
the large declines in employment opportunities. In part,
the cyclical nature of employment in the region during the
movement towards a more diversified industrial composition,
results from a basic connection between manufacturing and
non-manufacturing employment.

This study provides an excellent take-off point for
identifying industries in terms of competitiveness and
growth. It pinpoints, in a general way, industries that are
growing in the region or in specific areas faster than
similar industries in the nation, and those that have
enjoyed a relatively competitive advantage compared to

national standards.
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CHAPTER ONE
INTRODUCTION

The purpose of this research is directed towards the
examination and analysis of the patterns of change within
the economic structure of Michigan’s Standard Metropolitan
Statistical Areas over the period 1962-1982. This study will
also show how each SMSA exhibited various degrees of
cyclical sensitivity, and which local economic activities
appear to be most sensitive to the national economic trend.

The concept of developmeht emphasizes some aspect of
improvement and growth. When applied to a nation, region, or
community, there is an implication that the improvement is
not only good and desirable but necessary.

For most economic geographers, development and growth are
seen as comparable goals for the area to which their
energies are directed. However, Friedmann distinguishes
between development and growth. He suggests that development
is _"an innovative process leading to the structural
transformation of social systems,” while growth,” refers to

an expansion of the system_in one or more dimensions without

- . — e e -

a change in its structure " (Friedmann, 1964).

Ihdﬁéttial activ;ty ﬁas long been associated with the
concept of development ever since the initial stages of the
industrial revolution in Great Britain in the second half of
the eighteenth century. The industrial revolution brought
not only an intensification of production, but also an

expanded distribution of the benefits of such innovations.



Through simultaneous improvements in transportation
facilities, new locational possibilities for industrial
expansion in manufacturing were created, strengthening even
more the association between industrial growth and regional
economic development. This happens when a new manufacturing
plant enters a city and its region because the location
provides cost related advantages for the firm to operate and
obtain reasonable profits (Moriarty, 1980).

A major consequence of the industrial growth is the
creation of a significant number of new employment
opportunities in the community, through what is known as
(1) circular and cumulative process (Pred 1966) and (2)
the multiplier effect” both of which produce a need for
additional enterprises in business, services, construction,
and transportation This will lead.to an enlarged labor
force. Industrial growth creates basic sectors and non-
basic or service activities in the community. In order for a
community to sustain its development, it must manufacture
and export goods and services to regions beyond its own area
or in some way engage in activities that will bring "new
money” into its own economy (Isard, 1960).

A region’s growth can be interpreted in terms of the
dynamics of its industrial structure. For the purpose of
this study economic structure will be defined " as the
economic organization of a community in which each sector’s
behavior is influenced by national economic forces"”. In

consequence, growth performance of an individual region or



community can be assessed against the background of

developments in national economy.

A. STATEMENT OF THE PROBLEM

For many years Michigan has enjoyed economic growth
well above the national average. Currently, as shown by the
U.S. census, personal income in Michigan exceeds thirty
other states. Average hourly earnings of production workers
is the highest in the country. In addition, production per
worker is higher than the U.S. average. The developmental
advantages of Michigan may be largely attributed to its
automotive industry, which dominates all other activities in
the State.

Michigan, however, has had two traditional problems:
(1) higher than national average unemployment and (2)

extreme economic cyclical fluctuations. One of the most

persistent problems to arise from Michigan’s economic
instability is the exceedingly high percentage of labor
force of the state that is unemployed as a result of the
closings or relocation of manufacturing plants. Table 1
shows that Michigan as a whole experienced a loss of 232,000

manufacturing jobs, a percentage decline of 26.2 percent

during the period 1977-1982.



Table 1

Michigan Manufacturing

1977-1982
Item 1977 1982 %change
Number of establishments: 15,627 15,158 -3.1
Total Employment: 1,115,900 883,900 -26.2

Source: U.S. Census of manufacturers,Michigan 1977 & 1982

Every state is affected by the fluctuations and swings
of the national economy. Generally, a state which has a
diversified industrial structure will be less affected by
national fluctuations than a state which has a more
specialized pattern of activity. Qi?y?ggg, which relies
heavily on the automobile industry, is affected by national
fluctuations in demand for cars and related products.

The automotive industry is subject to the effects of
what is known as the product life cycle: introduction,
growth, maturation, saturation, and decline. Each stage of
the life cycle contains its inherent unstable
characteristics. In the initial stages, the automotive
industry gives rise to considerable productivity and growth
as it did to the U.S. in the 1940’s and currently for Japan
and Korea. When it enters the maturation/saturation stage it
becomes a slow growth/no growth industry. Currently,

M;chigan is showing signs of maturation and saturation with

plant closings and rising unemployment. One of the most



persistent problems to arise as a result of Michigan’s
economic instability is the exceedingly high percentage of
labor force of the state that is unemployed. This is mostly
caused by closings or out-of-state relocation of
manufacturing plants. All regions in the state have felt the
effects of industrial unemployment, particularly those with
a high percentage of their labor force employed in the auto

related industry.

B QPJECTIVES OF THE STUDY

This study is intended to examine the patterns of
change of the economic structure within Michigan’'s SMSA, as
reflected by the patterns of change in industrial employment
levels.

Under this main objective, this thesis will focus on the
economic activity in the metropolitan areas over a twenty-
year period, from 1962 to 1982. This period was marked with
a fairly high degree of cyclical instability. Inflationary
pressures, four recessions, and the energy crisis, made
this period a particularly trying one for all sectors of
the economy. Michigan has nearly always been a "feast-or-
famine"” state and one of the reasons of this is its heavy
dependence on the volatile automobile industry which is
concentrated in the metropolitan areas.

In order to contribute to the understanding on the

effects of these cyclical swings in the economy of the



state’s metropolitan areas, this study will focus its

attention on the following research questions:

(1) What were the changes that occurred in employment and in
the economic structure in Michigan’s SMSA’s during the

twenty-year period ?

(2) What industrial sector in the local economy of each
SMSA’s economic structure appears to be the most sensitive

to the swings in the national economy?

(3) What characterizes those SMSA’s which exhibit the

greatest degree of cyclical sensitivity?

(4) How did the degree of concentration or industrial
specialization of an area correlate with differences in

performance in a cyclical economy?

C. THE STUDY REGION

In 1985, Michigan’s population was estimated at 9.1
million. About 81 percent of Michigan residents live in the
states 12 metropolitan areas. All of Michigan’s SMSA’s are
located in the southern half of the lower peninsula
(see Map 1). These areas, as defined by the Bureau of
Management and budget are "areas comprising a county
containing a central city (or twin cities) of 50,000
inhabitants or more, plus contiguous counties that are

socially and economically integrated with the central city".



These 12 metropolitan areas can be viewed as small, open,
regional economies which vary in size, industrial structure,
and rates of growth. The Detroit SMSA, which includes six
counties, had in 1985 a population of 4,187,800, more than
seven times the size of the second largest SMSA, Grand
Rapids. As shown in Table 2, the other metropolitan areas
have relatively small populations with each having less than
half-million residents.

Industrial activity in Michigan is concentrated in these
twelve metropolitan areas. In 1982, 88 percent of total
manufacturing jobs were located in these areas. The Detroit
SMSA, as the dominant industrial area accounts for 49.9
percent of total wage and salary employment in the state,
48.8 percent of manufacturing, 52.3 percent of non-
manufacturing, and 38 percent of total government
employment. The Detroit SMSA also accounted for 50.1 percent
of all jobs in durable goods industries.

The concentration of industrial activity in the
metropolitan areas, therefore , suggests that the state’s
cyclical behavior emanates from swings in business activity

within those areas.

D. DATA COLLECTION AND METHOD OF ANALYSIS

The data used by this study were obtained from
publications and reports of the Bureau of Research and
statistics, Michigan Employment Security commission,

Business employment patterns statistics, and the U.S. Bureau



of the Census. The data are available in two-digit SIC
(Standard Industrial Classification) aggregation by SMSA for
Michigan as well as for the U.S. Data for the period 1962-
1982 was used for the analysis. For the purpose of this
study it was judged that the two-digit level of aggregation
would best suit the input requirements, although it was
recognized that a higher level of disaggregation will be
required for manufacturing.

The method used in the analysis is known as Shift-Share
Analysis. This technique has been widely used in the study
of Regional economic growth. ( Ashby 1968, Floyd 1975,
Bendavid-val 1983) This method divides the growth of a
regional variable, such as employment, into three
components. The first is referred to has the Nationalp
Growth Effect Component (NGE). It may be regarded as the
amount by which total employment in the region would have
grown during the period studied if it grew at precisely the
same rate as total employment in the nation as a whole. The

equation for the NGE is as follows:

22Ei j %
i3
NGE= 2Eij X ------ - 2ZEij
i 22Ei i
ij
where:
Eij = base year employment in industry i and region J

Ei j* = employment in terminal period ¥

ZEi j national employment in i industry (Ei)
J

2Ei j total regional employment (E.;)



%fEij = total national employment in all industries.

The national growth component will measure the
potential change in local (SMSA’'s) employment as compared
with national levels. This component is calculated by
multiplying the base year employment, by the national rate
of growth and then summing over all sectors. The results

will show how many jobs were created or lost in each of

Michigan’s SMSA’s due to national economic trends.

The second measure is the Industrial Mix Component (IM) or
(Proportionality Shift). This may be thought of as the
degree by which employment in the region has grown or
declined as a result of the region specializing in
nationally fast-growing or slow-growing industries. The
industry mix (IM) will be positive for regions specializing
in fast-growing industries and negative for regions
specializing in slow-growing industries. The equation for IM

is as follows:

SEijx* 22Ei j %
i iJ
IM= 3 (~----- ) = ( ====-- ) X Eij)
2Ei j 22Ei j
i i4

Symbols as defined above.
The industrial mix will help determine whether the 1local
economy is concentrated in industries that are growing
slower or faster than the national average. The industry mix

component is determine by multiplying the local employment
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of each economic sector by the difference in the national
growth rate for the sector and the growth rate for the whole

economy .

The third measure is the Competitive Share Component
(CS) (or Differential Share) This item reflects the relative
shift in employment growth in the region resulting from
industries in the region that grow at a faster or slower
rate than the national growth rate. A region in which
employment grew faster than its industrial mix would suggest
a positive competitive share , while the share would be
negative in the case of a region in which employment grew
more slowly than‘its industrial mix would suggest. The

equation for the Competitive Share (CS) is as follows:

CS= Z(Eijx - —-=-=-——- X Eij)
i

Symbols as defined above.
This third component will measure the ability of each SMSA
to capture an increasing or decreasing share of a particular
sector’s growth. It is computed by multiplying the local
employment in each economic sector by the difference in the
growth rate of that sector nationally and locally.

The three components, therefore, are exhaustive of the
actual regional growth of total employment. In summary, this
technique will attempt to: measure how many new jobs were

created locally due to national economic trends, determine
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whether the local economy is concentrated in industries that
are slower or faster than the national average, and
determine whether local businesses are growing faster or
slower than similar businesses in the nation, i.e., more

competitive or less competitive.

E. RELEVANCE OF STUDY

There are literally thousands of organizations of
different sizes working at various levels (national,
regional, state, and local) engaged in community development
activities who would be interested in the relative
performance of various regions in industrial employment.
Urban and economic geographers also are aware of the need of
examining patterns of change of the economic structure
within urban areas as reflected by the patterns of change in
employment in specific industries (Perloff 1861, Ashby 1968,
Hale 1871, Stokes 1974, Floyd 1975).

At a time when it is crucial for Michigan in general,
and the southeastern region in particular to stabilize its
economy and become more competitive, this study will help
explore the regional and sectoral patterns of decline in
employment and provide some clues about past trends of
economic performance which in terms may enable planners to
prepare for the challenges of tomorrow. Understanding the
structural weaknesses of a community’s industrial

organization will assist those interested in its development
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to correct them by improving the economic well-being of the

community they serve.



CHAPTER TWO
PATTERNS OF EMPLOYMENT CHANGE IN MICHIGAN_ 1962-1982.

The purpose of this chapter is to examine the
structure of the Michigan economy and changes it has gone
through over the period of 18962-1982. The first part of this
chapter will focus on the composition of employment in
Michigan with emphasis on manufacturing. The study will also
compare employment patterns in the state during the three
major recessions of 1973-1975, 1979-80, and 1982.

In the second part, this chapter will focus on
sectorial employment changes by sector that have occurred in
Michigan SMSA’s (hereafter called Michigan Industrial
Region) with special attention on long term employment

trends in the region.

1. The Michigan Trend in Wage and Salary Emplovment.

The main reference point throughout the analysis of
Michigan’s total employment change pattern and its change
will be the national economic trends. Employment in
manufacturing has experienced a steady decline at the
national level as well as in Michigan. This can be seen from
Table 2.1 which presents a breakdown of total employment
between manufacturing, non-manufacturing, and government
sectors for selected years. During the study period,

employment in the state has been more concentrated in

13
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sectors for selected years. During the study period,
employment in the state has been more concentrated in
manufacturing industries than the national average. In 1882,
27 percent of total wage and salary employment of the state
was in manufacturing, the lowest proportion in over forty
years, yet it was still six percent higher than the
corresponding national proportion. The relatively high
concentration of Michigan’s employment in slow-growing
manufacturing sector contributed significantly to the
state’s slow growth in total employment. The breakdown of
total manufacturing employment into durable and non-durable
goods shows that both the national and state patterns have
been stable over the study period. However, there have been
significant differences between the national and the state
shares. Manufacturing employment_in Michigan, is muqhvgorg
concentrated in durable goods. Indeed, in 1982, Michigan's
share in durable manufacturing employment was approximately
20 percentage points higher than the U.S. An even more
dramatic illustration of the relatively low degree of
diversification in Michigan’'s economy is obtained by
comparing the national/state levels in the manufacture of
motor vehicles (SIC 371) (Table 2.1). The single most
important fact that characterizes the state’s economy and

the one that underlies employment instabilities in the state
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Table 2.1

Percent Distribution of Total Wage and Salary Employment
in the Michigan and the U.S. Selected Years.

1962-1982
Region Sector Percent of Total % Change
Employment 1962-1972
1962 64 66 68 70 1972
U.s
MANUFACTURING 30 29 30 29 27 25 -16.6
Durable 56 57 59 59 58 58
-Motor Vehicle 17 17 18 18 16 16
Non Durable 44 43 41 41 42 42
NON-MANUFACTURING 54 55 54 54 56 57 5.6
GOVERNMENT 16 16 16 17 17 18 12.5
Michigan
MANUFACTURING 41 41 41 39 36 35 -14.6
Durable 79 80 81 81 80 80
-Motor Vehicle 42 42 41 43 41 43
Non Durable 21 20 19 19 20 20
NON-MANUFACTURING 44 44 43 45 47 48 9.1
GOVERNMENT 15 15 16 16 17 17 13.3
Region Sectors Percent of Total % Change
Employment 1972-1982
1972 74 76 78 80 1982
U.S.
MANUFACTURING 25 25 23 23 22 21 -16.0
Durable 58 59 58 60 60 59
-Motor Vehicle 16 15 16 16 16 16
Non Durable 42 41 42 40 40 41
NON-MANUFACTURING 57 57 59 59 61 61 7.0
GOVERNMENT 18 18 18 18 17 18 0.0
Michigan
MANUFACTURING 35 34 32 33 29 27 -23.0
Durable 80 80 80 81 80 78
-Motor Vehicle 43 42 43 45 43 44
Non Durable 20 20 20 19 20 22
NON-MANUFACTURING 48 49 50 50 53 54 12.5
GOVERNMENT 17 17 18 17 18 25 47.1

T M gy - —————— - ————— - = - - = = - — - - - —— - em - = - ar = = .- - -
= e e e - - - e e _ e —— e, c e —————-

jSource;*U.S. Department of Labor and Michigan Employment
~--<~" Security Commission.
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is that Michigan had in 1982 three times more in share of
employment concentrated in motor vehicles production than
the nation as a whole.

Although the manufacturing sector in Michigan’s economy
accounts for no more than one third of total employment, its
importance lies in its sensitivity to cyclical changes of
the business climate. This is clearly demonstrated by the
drastic drop in manufacturing employment relative to total
employment during the recession years. In the 1973-1975
recession, while total wage and salary employment dropped by
only 4.5 percent, manufacturing employment fell 17.5
percent, 13 percentage points higher than the drop in total

employment.

B. Relative Differences in Emplovment Patterns Between
Manufacturing and Non manufacturing Sectors.

Much of the growth in National employment during the
period 1962-1982 is attributable to the private non-
manufacturing sector. During this period, the average annual
growth rate in private non-manufacturing employment was 3.2
percent, 0.6 percentage points above the growth rate for
wage and salary employment. Over the same period, Michigan’s
annual average growth in this sector was 2.7 percent, which
is considerably lower than the national figure, but 1.2
percentage points higher than the state’s average rate of

growth in total wage and salary employment. The number of
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new jobs created by non-manufacturing industries during
these 20 years reflected an increase of 13.6 percent
nationally and 22.7 for the state of Michig;n.

In addition, to enjoying stronger growth than their
respective manufacturing counterparts, employment in non-
manufacturing industries for the state has been generally
less sensitive to fluctuations in business climate. During
the recession of 1982 while the state’s employment in
manufacturing fell by 10.4 percent, non-manufacturing
industries fell by only 2.7 percent. A more striking
difference was experienced during the severe 1973-1975
recession. In that recession, employment in manufacturing
declined by 16.8 percent while non-manufacturing employment
experienced only less than one percent decline.

During the study period, both state and national
employment rates in government have experienced the most
rapid growth. When state/national levels in all three
employment categories, manufacturing, non-manufacturing and
government are compared, only in government employment has
the state kept pace with that of the nation ( see Table
2.1). An examination of government employment figures during
the three recession periods mentioned above, reveals that
the government employment sector is remarkably "insensitive”
to the fluctuations in economic activity. In fact, during
the 1973-1975 and 1980 recessions, while all other sectors

experienced decline in employment the government sector
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experienced a relative gain by 9.1 and 3.2 percent
respectively.

The Michigan economy has experienced slowAg;owpb in
total employment during the 1962-1982 period. The most
important problem in the state’s employment has been its
sensitivity to fluctuations in economic activity along the
business cycle largely due to its relative concentration of
employment in durable goods manufactures especially in motor
vehicles and related industries. Much of Michigan’s
variation in total employment can be accounted for by the

swings in employment in the durable goods sector.
C. Differential Impact of Recessions on Michigan Employment
Behavior.
In 1982, Michigan experienced unemployment rate in excess
of 10 percent while the national rate remained below 10
percent (Table 2.2). This was the third time in twenty years
(others are 1975 and 1980) in which state unemployment rates
exceeded of the nation. The nature of Michigan’s economic
structure and why its manufacturing sector is oversensitive,
causing it to sustain a high degree of downturn whenever the
national economy experiences anything more than a mild
recession (see Table 2.2), has been of interest to

regearchers and policy makersf
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Table 2.2
Civilian Unemployment Rate in Michigan and the U.S.

1962-1982
Years Michigan U.S Years Michigan U.s
1962 7.0 5.5 1973 5.9 4.9
1963 5.6 5.7 1974 7.4 5.6
1964 4.8 5.2 1975%x 12.5 8.5
1965 3.9 4.5 1976 9.4 7.7
1966 3.5 3.8 1977 8.2 7.1
1967 4.5 3.8 1978 6.9 6.1
1968 4.3 3.6 1979 7.8 5.8
1969 4.0 3.5 1980%x 12.4 7.1
1970 6.7 4.9 1981 12.3 7.6
1971 7.6 5.9 1982%x 15.5 9.7
1972 7.0 5.6 T

%% Recession Year.

'S§urcé: Michigan SfatisticalNAbspract, ;934:

Although the 1980 recession was declared "the briefest on
record” by the National Bureau of Economic Research, the
unemployment rate in Michigan averaged to 12.4 percent, more
than double the average national rate. This disparity
between the state and the nation within just one year,
indicates the rapidity in which Michigan manufacturing
responds to national trends. The longer recessions of 1973-
1975 and 1979-80 produced the same patterns, with
employment in manufacturing suffering substantial losses

(see Table 2.3).
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Table 2.3
Percent Change of Employment in Michigan During

Recessions
(1973-1975, 1979-80 and 1982)

Sector 1973-75 1979-80 1982
MANUFACTURING -16.5 -15.3 -10.4
Durable Goods -18.4 -16.6 -12.0
Motor Vehicle -20.0 -19.7 -10.1
Non-Durable Goods -9.4 -10.1 -4.2
NON-MANUFACTURING -.08 -.1 -2.7
Construction -19.1 -16.0 -16.2
Transportation -6.2 -2.4 -3.1
Wholesale .3 -2.1 -3.0
GOVERNMENT 9.1 3.2 -3.4

Source: Michigan Employment Security Commission. 1984

Employment in motor vehicle and transportation
equipment (SIC 3700) suffered the highest rate of declipe in
1973-1975(anq }?gq. Losses in motor vehicle employment
accounted in 1873-1975 for 48.1 percent, 53.1 percent in
1980 and 34.4 percent in 1982. Table 2.3 clearly shows that
non-manufacturing activities and the government sector have
remained the least sensitive to cyclical downturns in
economic activity. Although the aggregate non-manufacturing
sector was less affected by the economic recessions some
subsectors exhibited significant declines in employment
(Table 2.3). Construction (SIC 15-17) declined by 19.1
percent during the largest recession (1973-1975) and 16.2

percent during the shortest recession (1980).



21

Transportation and Public Utilities (SIC 40-42,44-49)
declined in all three periods with 6.2, 2.4 and 3.1 percent
respectively. Employment in the government sector
experienced growth during the longest and worst recession
(1973-1975) (9.1 percent) the following 1979-80 recession
(3.2 percent), but it also suffered a decline in the latest
recession by 3.4 percent.

Even though some sectors of the state’s economy fared
better in the 1979-80 and 1982 recessions than in the 1973-
1975 crisis, the decline in total employment was somewhat
worse in the more recent period (Table 2.3). As a result,
the growth rate in personal income in 1982 at only 2.3
percent, was significantly léss than the growth in 1980 at

6.2 percent and 1975 5.6 percent.

D. Sectoral Employment Changes in Michigan Industrial
Region.

Michigan industrial activity is largely concentrated in
ips.mepropolitagmgrgga. In 1982, for example, 86 percent of
total wage and salary workers were located in the state’s
twelve met:opolitap areas, accounting for 85 percent of all
Jobs in durable goods industries. As a result, these areas
are considered the economic hearth of the state. For the
purpose of this study, Michigan SMSA’s, as described in
Chapter 1, will be referred to as Michigan Industrial Region
(M.I.R.).
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During the twenty years covered by this analysis, the
total salary and wage earning employment in the industrial
region increased from 1,997,500 workers in 1962 to
2,728,600 workers in 1982. This constituted a total
employment gain of 37.0 percent during this period (Table
2.5). This was about the same rate of growth experienced by
the state as a whole (36.9 percent). However, it is lower
than the nationwide total employment gain of 77.7 percent.
When sectorial patterns are examined more closely, several
significant and differential developments have occurred.

First, the total employment growth rate of the region
(MIR) during the first ten years (1962-1972), was 34.3
percent (Table 2.4), almost the same as the 35.7 percent for
the nation. On the other hand, the employment rate during
the 1972-1982 decade experienced a dramatic change
registering a slight increase of only 1.6 percent. As shown
on Table 2.4 the change was more than 30 percentage points
lower than the growth experienced during the previous
decade. The nation, on the other hand, increased its

employment by 31 percent.
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Table 2.4

Absolute Employment and Percent Change in
Michigan Industrial Region: 1962-72 and 1972-82

Sectors (Employment in thousands) %Change %Change
1962 1972 1982 1962-72 1972-82
MANUFACTURING 848.1 969.3 766.4 14.3 -20.9
-Durable Goods 692.3 797.8 617.8 15.2 -22.6
-Non-durable 155.6 171.5 148.3 10.2 -13.5
NON
MANUFACTURING 874.7 1283.5 1498.8 46.7 17.4
-Construction 74.0 104.7 71.2 41 .4 -32.9
-Transportation 110.8 126.4 123.9 14.1 -1.9
-Wholesale Trade 366.8 509.4 600.4 38.9 17.8
-Finance 78.5 139.8 136.6 78.1 -2.3
-Services&Mining 244.6 403.2 566.7 65.0 40.5
GOVERNMENT 274.7 430.7 463.4 56.7 7.6
TOTAL EMPLOYMENT 1997.5 2683.5 2728.6 34.3 1.6

Sourcé) Michigan Employment Security Commission.

Second, looking at the results produced by the
shift/share method, two important developments seem to have
been partially responsible for the differential between MIR
and the national patterns. These are --the industrial
composition and the competitive position of the region.
During the 1962-1972 decade the favorable competitive
position was not enough to offset the unfavorable industrial
structure of the region. Manufacturing, for example, lost
166,373 jobs by itself, indicating that the concentration of
employment in this slow growth sector did not help the
region in its overall economic performance. The total net

effect for this period was a loss of 23,859 jobs. However
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during the 1972-82 decade the employment situation worsened
primarily by the effects of the recessions. As it was
mentioned before, manufacturing activities, especially the
durable goods production is the most sensitive sector to
economic downturns. Michigan industrial region with one
third (34.5 percent) of its employment located in
manufacturing suffered severally. Between 1972 and 1982 the
region experienced a net loss of more than 1 million jobs
(1,185,750), more than it would if it had a more diversified
employment.

Now let us examine some of the significant employment
changes that occurred among the various.1299§t;;§L_qeq;gzé
of the rqgipg, In terms of cﬁaﬁées in absolute numbers of
employees between 1962 and 1982, the most affected sector
was durable goods manufacturing, particularly the motor
vehicle and transportation equipment subsector. However, the
employment growth rates for these industry sectors were
significantly different (see Table 2.4). While professional
and related services employment expanded by 131.6 percent
during the 1962-1982 period; wholesale trade and finance
increased by 64 percent and 74 percent respectively,
manufacturing as a whole shrank by 9.6 percent. Within
manufacturing, the durable goods employment declined by 10.8
percent, particularly in motor vehicles and transportation
equipment sector (SIC 371) were employment declined by 22.5
percent. Furthermore, Textile, and mill products (SIC 220)

decline by 61.2 . Chemical and allied products suffered a
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loss of 45 percent. Contract construction employment showed
a high degree of sensitivity particularly during the 1972-
1982 decade. During this period construction employment fell
by 33 percent, more than 70 percentage points below its
performance during the previous decade (Table 2.4).

In summary, Growth in employment in the Michigan
Industrial Region during the twenty years period was
significantly influenced by the high concentration of
employment in durable goods manufacturing, particularly in
the motor vehicle and equipment manufacturing. The
unfavorable employment situation of the region during the
periods analyzed was largely a result of the drop in demand
for automobiles, partioulgfly during recession, coupled with

a trend towards decentralization in that industry.



CHAPTER THREE
INDUSTRIAL COMPOSITION AND EMPLOYMENT BEHAVIOR

INTRODUCTION

The content of this chapter will focus on the
industrial composition and its impact on employment growth
in the Michigan Industrial Region over the period 1962-1982.
In the first section, this chapter will examine the region’s
industrial mix component as well as the patterns of
employment in specific sectors. Special attention will be
given to the influence that manufacturing activities have
had over the region’'s performance. In the second part, the
study will look at each subregion (each SMSA) to establish
differences in performance related to:

(1) concentration of employment in fast or slow

growing industries,

(2) employment behavior during economic crises

and cyclical sensitivity and

(3) economic recuperation process.

The economic growth of a region is the resqlt_of_a
complex interaction of various forces. One of the variables
that will influence the region’s performance in both short
and long terms is the distribution of, in this case,
employment in either slow or fast growing industries.
Regions that are highly concentrated in industries
experiencing a slower growth than the national average will

suffer higher than average unemployment and overall economic

decline, particularly, during economic slowdowns and

26
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will have the opposite outcome of increasing employment
opportunities.

However, it is important to understand that shifts in
demand for certain products affected by price, taste,
technology and economic restraints, can transform industries
considered fast growing in one period of time into slow
growing and declining in another. Therefore,
diversification as opposed to concentration seems to be in

the best interest of a region’s economic vell-pging.

A. MIR INDUSTRIAL MIX AND PATTERNS OF EMPLOYMENT.

Looking at the MIR’s distribution of employment among
industrial sectors, Table 3.1 shows the distribution of
employment between manufacturing, non-manufacturing and
government sectors for 1962, 1972, and 1982. Throughout the
period, we can observe steady patterns of growth or decline
in terms of employment distribution among the sectors
presented. In the MIR, manufacturing experienced a steady

decline throughout thg_{?§2:1?82 period from 42 percent to

less than 30_percent (28 percent)_of_tq}glmyase and ;g}g;y

employment, a decline of 33.3 percent. The overall decline

in manufacturing was largely offset by increases in non-

manufacturing employment, which increased from 44 percent of

total employment in 1962 to 55 percent in 1982. Government
employment remained relatively constant. This sector
registered a 21.4 percent increase from the 1962 employment

levels.
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TABLE 3.1
Percent Distribution of total Wage and Salary Employment

Michigan Industrial Region
1962-1982

Percent Distribution of Employment

Sector 1962 1972 1982
ﬁ;ﬁﬁf&ééﬁ}iﬁé ................ ié ..... éé ..... éé ...............
-Durable Goods (82) (82) (81)

-Non Durable (18) (18) (19)

Non Manufacturing 44 48 55

Government 14 16 17

Source: Michigan Employment Security Commission. 1984

A fundamental question is, how has the region’s economic
structure or industrial mix affected its employment behavior
throughout the period 1962-19827 Also, which sectors of the
economic structure of the region are responsible for either
its growth or decline in employment. These questions can be
addressed by measuring the proportional shift or mix effects
of the shift-share analysis. As stated earlier in this
study, the mix effect component of the analysis shows how
regional or local growth or decline in employment has been
stimulated because of a regional concentration of industrial
activities in relatively faster or slower economic sectors.

The industry mix factor of MIR over the period 1962-
1982 was negative (Table 3.2a and Table 3.2b). This
negative mix result suggests that the region’s economy had
186,059 less jobs than it would that if its economic

structure was identical to that of the nation. Independent
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from national influences or national effect, the local
sectors, on balance, grew slower than the national average
causing a decline in local employment. The unfavorable
industry mix deteriorated drastically during the period of
1972-1982. The effects of two recessions (13980 and 1982)
were accentuated in the region’'s performance primarily
because of the high concentrations of employment in slow
growth industries. The unfavorable elements of the region’s
industry mix evolved around the reduction of over 86,000 job
opportunities. As noted in Table 3.2b, all sectors of the
region’s economy did not register a negative mix effect. .
However, the concentration of employment in fast growing
sectors like services and mining, finance and wholesale
trade were not enough to offset the poor performance of
manufacturing, contract construction and transportation.
These three sectors together accounted for a reduction of
303,942 job opportunities. However, interesting enough, 75
percent (277,229 jobs) of the decline in jobs was primarily
the result of the MIR concentration in manufacturing
activities, particularly in the highly recession-sensitive,
durable goods manufacturing. The leading position of
durable goods and manufacturing, in general, has been

reduced over the years as noted from Table 3.1.
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Table 3.2A

Industry Mix Factor

Michigan Industrial Regions

Between 1962-1972

Manftg.

A.Arbor
B. Creek
Bay City
B. Harbor
Detroit
Flint
Jackson
G. Rapids
Kalamazoo
Lansing
Muskegon

Saginaw

Transp. Fin. Sve
-147 100 1629
-147 191 1474
-102 41 8563
-102 91 1241
-4568 4637 41550
-333 241 2973
-250 83 1008
-615 448 4913
-154 149 1784
-237 299 3051
-135 100 1189
-269 133 1877
-6440 7719 60364

Source:

Michigan Employment

Security Commission,
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As mentioned earlier, through the 1962-1982 period,
employment located in manufacturing activities declined over
33 percent. During the same twenty-year period, durable
goods manufacturing employment also experienced decline,
while on the other hand, non-manufacturing employment
increased its size. However, it seems that the relative
decline in durable goods manufacturing and the consequent
increase share of employment by other sectors did not reduce
the tendency for the region to experience an overall
negative proportional shift (industry mix effect) and
greater than average cyclical unemployment. A relative
decline in the employment share in durable goods activities
in the region has been observed as a potential cure for the
well known cyclical nature of the states employment;
however, the rate at which diversification is taking place,
is not fast enough to correct the susceptibility of the
region and the state to cyclical downturns. In addition,
part of the reason for the cyclical character of the
region’s poor performance in relation to employment growth,
during the movement towards a more diversified wage and
salary structure, probably results from a basic connection

between manufacturing and non-manufac<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>