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Frugality is a key word for 1991

Economy is becoming
leaner and meaner
as we pay for the '80s

By Rick Gladstone
The Associated Press

I ike a party reveler sprawled on

the dancé floor after Loo many

drinks. the American economy
awoke to a sobering skull-thumper in
1990 from the indulgent 1980s.

An addiction to foreign imports,
corporate takeovers and debt finally
took its toll on the longest peacetime
expansion in U.S. history.

The downturn, now official by
almost any measurement, has put a
million people out of work since June
and caused thousands of companies
to fail or seek shelter from creditors
in bankruptcy court.

- Home buy-
ing and con-
struction -have
fallen to levels
not seen since
the last reces-
sion eight years
ago. Banks are

RN! weak. the stock
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ently spent spar-
ngly for
Christmas.
“People are
postponing the
postponable,”

lean financial

; said Jerry Jor-
times.

dan. chief econ-
omist at First
Interstate Bancorp in Los Angeles.
"All over the place, people are just
sitting on their hands.”

The U.S. economy, built on the
free enterprise forces of supply and
demand, is accustomed to cycles of
boom and bust. But this time, things
are different. External shocks to the
economy - f(rom the Persian Gulf
crisis and the savings-and-ioan bail-
out, for example — are exacerbating
the slide.

The gulf standoff has added a
“war premium” to oil prices and
stoked the cmbers of inflation. The
thrift bailout has added to the al-
ready enormous debt burdens of the
federal government and increased
the ultimate bill to taxpayers. Some
experts worry that the pressures are
too severe for the economy to bounce
back quickly. A few expect the worst
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is yet to come.

“If somebody asked me not too
many years ago whether we would
have a major downturn similar to the
Great Depression of the 1930s, [
would have said no.” said James
Barth. a finance professor at Auburn
University in Alabama and a former
economist at the government's Office
of Thrift Supervision.

“But now it's to the point where
people are talking about it." Barth
said. “That registers on the economic
Richter scale. I'm not willing to say it
just won't occur.”

The hard times have inspired an
aggressive hunt for scapegoats. The
highest flyers of the '80s — Donaid
Trump. "Michael Milken and S&L

fraud defendant Charles Kcating —
have become targets of editoridls and
the butt of late-night TV monologues.
The young baby-boomers on Wall
Street have been generally cursed for
sapping the productive energies of
American businesses by weighing
them down with excessive debt.

~ “There's a fixation on trying to
blame some people, some institutions
for excesses in which many of us
shared,” said Jerry Sterner, author of
an off-Broadway hit play about a
hostile takeover called “Other Peo-
plc's Money.”

“I think Trump, Keating and the
boys were-a reflection of what we
were, taken to a much larger level."
Sterner sdid. “It’s easier to blame
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‘them bums.” ™

The question for 1991 is not who's
to blame. but where will it end.
What's going to happen to pull the
economy out of its nose dive?

Amid the gloom, some suggest the
comparisons to.the 1830s are mis-
placed.

For one thing. the economy is
more diversified and efficient than it
was 60 years ago, strengthened by an
array of systems to transmit goods.
services. knowledge and ideas that:
are the envy of the world.

For another, the Federal Reserve
Bank recently has taken steps to
loosen credit, rather than tighten as

See ECONOMY, Page B4
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say a recession
can be averted
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the Fed of the 1930s did. That classic blunder
precipitated an avalanche of failures because even
healthy businesses couldn't borrow to pay their bills.
“The Fed is keenly aware we're in' a recession
now,” said David.Bostian, chief economist at Jesup,
Josephthal & Co.. a New York investnient firm. “The
Fed has woken up to the realization that it needs to
aggressively ease.” .

Some ‘studies indicate. the. present downturn

could be shallow and.short The University of -

Michigan's forecasters predicted at their recent
vconomic outlook conference that growth would
show a modest decline in the final quarter of 1990
but revive in early 1891,

The Far.s-based Organization of Economic Coop-
eralion : nd Development released a surprisingly
optimisti : assessment in late November that said the
United States is facing a period of slow growth, but
not a downturn.

Some economists suggest the national perception
hus been skewed by heavy reporting of bad news on
the East Coast. where the economy is slowest.

Meanwhile, Texas and Its neighbors are rebound-
ing. the West Coast remains relatively. healthy and
an export boom is strengthening vast parts of the
‘Lidwest, notably around the Greal Lakes, which
cvuld become the catalyst for the next national
~conomic resurgence.

Milwaukee, for example, devastated by d'loss of

- manufacturing jobs during the 1981-82, regessian, s
thriving because factories have since rétagied:with
modern-‘equipment. It is now one of the:znauon's
Icading job producers.

In Cleveland, once a recession-scarred industrial
hutk and ‘now a model American city, companies
learned the hard way to cutcosts through automa-
tion and smaller work forces during the 1980s..

“Running lean and mean, running scared, has
become a way of life,” said Adrian Dillon of Eaton
Corp.. an electrical and automotive companent
manufacturer that is one of Cleveland's k:-v, indus-
tries.

A recent study by American’ Express:Co, .01 the
outlook for,smali-and mid-sized businesses, thesmain
generatQrs! o1 new jobs{.,.-_showed companies:in the
Pacific gtates should faré’well in g_":recessxon‘,‘jvhlle
those. Lg;me Northendt Bind"Middit.itlgntic: regions
would be.nit-hafdest: )

Some- economistq have dismissad. regesiiaw talk
altogether -and.arguethat the Unngdidmtgaisabout
tn embark onua periad-ofstunning grqrz&wmasc
this outiQok:partly on:the premise: that?miy U.S.
companigs-are mu:h'tougher than they were.just a
few years ago; battlg-hardened by foreign competi-
tion and recent cost-cutting.

‘John Rutledge. senjor economist at the:Clare-
mont. Econdmicsilnstitute, a forecasting oeurdérn in
Claremeont, Calif., contends the yawning trade defi-

" cits American munufacturers agonized over last
decade musked a critical advantage they enjoyed:
the availability of affordable foreign machinery to
modernize and get back into the game of making
money.

“A lot of turnaround stories of the 1080s were
businesses using imported machines to retool,” he
said. “If you look at what we imported, it wasn't all:

. Hershey bars and Hondas. It was things we used to

Existing debt has expanded during the past decade
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Street investment bank. “This means there is lest
- X “ _ money available for new investment, It also means
' companies are very vulnerable to interest rate
A very substantial portion of increases or declines in earnings.”

corporate cash flow . . . goes
into servicing existing debt.
. = « This means there is less
money available for new
investment.
— Robert Hormats,
Goldman, Sachs & Co.

build other things.”

" Now, Rutledge said, “We have survivof’;manag-
ers, good managers. The capital stock has been
groomed and rebuilt. We're all dressed up and ready
for a party, if there’s enough money to make that
happen.” ) -

Whether there’s enough money is the key
question,

Federal government debt, driven by repeated
budget deficits, has risen more than 60 percent in

“the past five years to $3.25 trillion, or more than

$13,000 for every American.
Business debt has swollen just as dramatically,
largely because of the mergers, buyouts andyestruc-

turings of the last decade. DRI-McGraw Hill'Inc., an .
economic forecasting firm in Lexington, Mass., said.
corporate liabilities total~d. $2.2 trillion /in- 1990,
about double the.figure oi [ive years ago apgd triple.

the total in 1980. :

“A very substantial portion of corpor'ﬂe.-r_.cash .
flow, 35 to 45 percent, goes into servicing existing -

debt, a historic postwar high,” said. Robert Hormats,
chief gconomist at Goldman, Sachs & Co., a Wall

On the personal level, debts have been inflated
by the proliferation of plastic to finance credit-card
purchases. By DRI-McGraw Hill's estimate, total
consumer debt exceeded $735 billion in 1990, 42
percent more than.the level in 1985 and 146 percent
more than the leve! a decade ago.

But the debt pileup has led to some natura!
corrections. Businesses are increasingly using bunk-
ruptey court to reorganize. Federal figures snow
more than 725,000 bankruptcy cases flooded into the
system for the yeur ended June 30, doubie the
number of 1981.

A Morgan Stanicy Group analysis of comparnies
that borrowed heavily in the 1980s shows a majeri
were stabie businesses like public utilities and toon
processors. Cyclical industries hke retailers in-
creased their debt only modestly.

That means the United States may be abic .
battic its debt hangover "much better than -
merchants of gloom believe,” the Economist magg-
zine receritly speculated.

Debt accumulation by consumers also is slowing
along with spending, suggesting Americans may be
making healthy adjustments in their personal fi-
nances, . ) .

Major banks, by putting billions of dollars aside
as reserves 'against loan Josses. are demonstrating
the discipline needed to return to profitability.

_Even on Wall Streel, which has been mired in &
- slump sinee the crash- of 1987, some say prices have
fallen so: far; they could be poised for a rebound as
ivestors-look for bargains.
"-.A forecast from Jesup.'Josephthal & Co. says the
Dow Jones industrial average could double to 5.000
as early as mid-decade.






