
MICHIGAN LOCAL GOVERNMENT OUTLOOK 

 

 

Presentation delivered a conference of 

the Michigan Local Government Benchmarking Consortium 

Lansing, Michigan 

December 3, 2013 

 

 

David B. Schweikhardt 

Department of Agricultural, Food & Resource Economics 

Michigan State University 

© 2013 



OVERVIEW OF ECONOMIC AND POLICY 

OUTLOOK FOR 2014 AND BEYOND 

 

Outlook for the general economy 

 

 

Outlook for Michigan local governments 

 

 

Outlook for health care and economic development 

 

Conclusions 



OVERVIEW OF ECONOMIC AND POLICY 

OUTLOOK FOR 2013 

 

Outlook for the general economy 

• This is not your father’s recession 

• The threat of inflation and the “tapering” issue 







THE CREDIT CRISIS & RECOVERY OUTLOOK: 

THIS IS NOT YOUR FATHER’S RECESSION 

 

 

The technical definition of recession: A significant decline 

in economic activity spread across the economy, lasting 

more than a few months, normally visible in production, 

employment, real income, and other indicators.  

A recession begins when the economy reaches a peak 

of activity and ends when the economy reaches its 

trough. 







THE CREDIT CRISIS & RECOVERY OUTLOOK: 

THIS IS NOT YOUR FATHER’S RECESSION 

 

The key part of the definition: A recession begins when 

the economy reaches a peak of activity and ends when 

the economy reaches its trough. 

 

–Is it over yet? 

• Peak of economic activity: 4Q of 2007. 

• Trough of economic activity: 3Q of 2009. 

• So is the recession over? Technically, yes. 

• But why doesn’t it feel like it? 















THE CREDIT CRISIS & RECOVERY OUTLOOK: 

THIS IS NOT YOUR FATHER’S RECESSION 

 

 

 

 

But we are not now and never have been   

in a recession. 



THE CREDIT CRISIS & RECOVERY OUTLOOK: 

THIS IS NOT YOUR FATHER’S RECESSION 

 

 

 

We are in a banking crisis. 

 

And banking crises are much longer and 

much deeper than recessions and do not 

respond to the policy tools that work in a 

recession. 



THIS IS NOT YOUR FATHER’S RECESSION 

 

 Recession: A significant decline in economic 

activity… lasting more than a few months. 

 

 Banking crisis: A country’s corporate and financial 

sectors experience a large number of defaults… 

great difficulties repaying contracts…non-

performing loans increase sharply and all or most 

of the aggregate banking system capital is 

exhausted. This situation may be accompanied by 

depressed asset prices…on the heels of run-ups 

before the crisis (see Laeven and Valencia). 



THIS IS NOT YOUR FATHER’S RECESSION 

  Recession: 

– Bank stress/failures follow the beginning of the 

recession. 

– Bank capital remains adequate to maintain banking 

system liquidity, does not pose systemic threat to 

banking system. 

 

 Banking crisis: 

– Bank stress/failures and a credit crisis precede the 

recession. 

– Bank capital is inadequate to maintain banking system 

liquidity, creating a systemic threat to banking system. 

– Bank lending/economic growth are affected for a much 

longer period of time. 







WEAKEST RECOVERIES SINCE 1970 EACH 

RESULTED FROM A BANKING CRISIS 



























WHERE ARE WE NOW? UNDERSTANDING 

THE INFLATION ISSUE AND “TAPERING” 

The fundamental equation of monetary economics 

M * V = P * Y, where: 

 M = Monetary base 

 V = Velocity of money 

 P = Price level 

 Y = Output of goods and services in the economy 

 

 If V and Y are constant (Y at full employment), then 

an increase in M will result in an increase in P 

(inflation). 



WHERE ARE WE NOW? UNDERSTANDING 

THE INFLATION ISSUE AND “TAPERING” 

The fundamental equation of monetary economics 

M * V = P * Y, where: 

 M = Monetary base 

 V = Velocity of money 

 P = Price level 

 Y = Output of goods and services in the economy 

 

 But what if V is not constant (decreases)?  Then P 

will decrease if the M does not increase. 

 What determines V?  Two factors: (1)Firm/consumer 

cash holding habits and (2) bank lending practices. 





WHERE ARE WE NOW? UNDERSTANDING 

THE INFLATION ISSUE AND “TAPERING” 

The fundamental equation of monetary economics 

M * V = P * Y, where: 

 M = Monetary base 

 V = Velocity of money 

 P = Price level 

 Y = Real output of good and services 

 But if Y (output) is not at full capacity, then P will 

not increase if the M increases. 

 

What is happening with Y relative to capacity? 









WHERE ARE WE NOW? UNDERSTANDING 

THE INFLATION ISSUE AND “TAPERING” 

The fundamental equation of monetary economics 

M * V = P * Y, where: 

 M = Monetary base 

 V = Velocity of money 

 P = Price level 

 Y = Real output of good and services 

 

Summary: 

 V is DECREASING. 

 Y is BELOW CAPACITY. 

 Where is the inflationary threat from M? 





OVERVIEW OF ECONOMIC AND POLICY 

OUTLOOK FOR 2014 AND BEYOND 

 

Outlook for the general economy 

• This is not your father’s recession – income 

growth will remain slow 

• Employment growth is will remain slow 

• We remain focused on the wrong issue (inflation 

being right around the corner) 

• This is a global phenomenon 



OVERVIEW OF ECONOMIC AND POLICY 

OUTLOOK FOR 2014 AND BEYOND 

 

Outlook for the general economy 

 

 

Outlook for Michigan local governments 









OVERVIEW OF ECONOMIC AND POLICY 

OUTLOOK FOR 2014 AND BEYOND 

 

Outlook for the general economy 

 

 

Outlook for Michigan local governments 

• Once again, this is not your father’s recession – 

state and local tax revenue growth will remain 

slow 



OVERVIEW OF ECONOMIC AND POLICY 

OUTLOOK FOR 2014 AND BEYOND 

 

Outlook for the general economy 

 

 

Outlook for Michigan local governments 

 

 

Outlook for health care and economic development 

 



HEALTH CARE AND STATE/LOCAL 

ECONOMIC DEVELOPMENT 

Health care will become a source of competitive 

advantage among states just as much as taxes, 

utility costs, work force quality, etc. 

 

Forces driving the issue of health care and 

economic development will be stronger ideological 

preferences 

• Health Insurance Marketplaces (Exchanges),  

transparency, and business recruitment 

• “Job lock”, the entrepreneur, and business 

development 

• Provisions of the ACA 
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HEALTH CARE AND STATE/LOCAL 

ECONOMIC DEVELOPMENT 

Provisions of the ACA that will affect the economic 

development issue among states 
 

• Small Business Options Program (SHOP) 

• Employers with less than 50 employees can 

purchase group insurance on the Health 

Insurance Marketplace in 2014  

• SHOP open to employers with less than 100 

employees in 2016 

• States’ option to open SHOP for all employers 

after 2016 

• 2017: States have option of multistate compacts  

 

 

 



ECONOMIC OUTLOOK FOR 2014 AND 

BEYOND: SOME CONCLUSIONS 

 

Slow economic growth is likely to continue and 

exacerbate federal, state and local government 

budget issues 

 

Tax revenue growth at state and local levels is 

likely to continue to be limited 

 

The health care issue will continue to affect state 

and local governments as employers and as 

competitors in the economic development game 


