The New York City Recession

by David Brauer and Mark Flaherty

The New York City economy is now mired in its deepest
slump since the mid-1970s. In the first quarter the city
unemployment rate reached 10.5 percent, the highest
rate in fifteen years, and substantially above the
national average. Between April 1989 and March 1992,
payroll employment declined by 9.9 percent, reversing
all of the progress made during the 1980s." This article
examines the origins, scope, and sectoral profile of the
New York City recession. In addition, we document the
buildup of imbalances in the economy before the down-
turn and discuss the extent to which these imbalances
have been alleviated.

Although the city's recession originated in the
finance, insurance, and real estate (FIRE) sector, it
subsequently spread to every major sector except
health care. The local recession began in the spring of
1989 and intensified when the national economy slipped
into recession in July 1990. After city employment
lagged significantly behind both suburban and national
employment even during the period of expansion, job
losses during the recession greatly exceeded those
experienced by the rest of the nation but were only
slightly worse than those of the suburbs. Our analysis
suggests that roughly two-thirds of New York’s employ-
ment loss in the recession reflects city- and area-spe-
cific factors, with the national recession accounting for
the remaining one-third. Finally, we find that imbalances
generated during the expansion of the 1980s, including
high and rising labor costs and excess office capacity,
were only partially corrected as of the end of 1991.

1All employment figures In this article are seasonally adjusted by the
authors See the appendix for details
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The scope of the current recession

To understand the origins and scope of the New York
City recession, one must examine developments in the
preceding decade. Between 1977 and 1987, employ-
ment in the city grew at an average annual rate of 1.2
percent, with much of this growth fueled by expansion
in the financial sector. The recessions of the early 1980s
had only minor and short-lived effects on employment
in the city. Until 1987, it appeared that the boom would
continue indefinitely.

The city's prospects, however, changed dramatically
with the October 1987 stock market crash. The subse-
quent slump can be divided into four phases (Chart 1).
Employment grew very slowly for a year and a halif
following the crash. In the second phase, beginning in
April 1989, employment in the city turned down, falling
by 1.5 percent. The downturn reflected declines in con-
struction, FIRE, trade, and manufacturing. The decline
in the New York City economy, however, was somewhat
milder than that of the surrounding region. The third
phase is defined by the national recession, which began
in the summer of 1990 and apparently ended in the
spring of 1991. During this period, employment in the
city fell a further 4.7 percent. The most recent phase is
characterized by a continuing slide in city employment
despite a stabilization in national employment. Overall,
since April 1989, total employment in the city has fallen
9.9 percent, with weakness in every major sector
except health services (Table 1).

Notwithstanding the sharp decline in employment
during the current recession, at this time comparisons
with the recession of the mid-1970s are overdrawn.
Between 1973 and 1976, employment fell by roughly the




same amount as in the current recession, but in 1973
employment was already about 7 percent below its 1969
peak. Thus the total decline durning the city’s long slump In
the 1970s was nearly twice as large as in the current reces-
sion to date Nevertheless, while the earlier recession was
indeed much longer and deeper, the rate of job loss has
been significantly faster in the current recession.

Sectoral effects

A look at the recession’s impact on employment by
sector I1s Instructive. In the 1969-77 downturn, manufac-
turing accounted for nearly half of New York City’s
employment losses, while in the current recession it I1s
responsible for only about 20 percent of the decline in
employment. This difference reflects not only a smaller
percentage decline 1n manufacturing output i1n the cur-
rent period, but also the much smaller role of manufac-
turing in the local economy. Manufacturing’s current
share of total New York City employment i1s less than
half that of 1969, with only printing and pubhishing and
apparel maintaining a significant local presence (Table
2). The decline in manufacturing’s importance mirrors
broad national trends, but the structural changes in the
New York City economy are also related to such city-
and region-specific factors as high taxes, land and labor

costs, and a deteriorating infrastructure

Another significant difference between the current
and earher downturns concerns the performance of the
service sector Total service employment (excluding
financial services) in the city has fallen by 5 4 percent
since April 1989, with business services accounting for
virtually all of the decline Compared with other sectors,
services have declined modestly in percentage terms,
but because services now account for nearly a third of
total employment in New York City, the weakness in this
sector has been an important contributor to the overall
employment decline. By contrast, during the 1970s
recession, services were the only pocket of strength.
between 1969 and 1977, services employment was vir-
tually unchanged

The FIRE sector accounts for about 15 percent of city
employment, a figure more than double the national
share. FIRE’s overall role in the New York City economy,
however, is even greater Financial services accounted
for about a third of the 400,000 new jobs created in the
city between 1977 and 1987 In addition, growth In the
financial sector indirectly boosted city employment in
several ways. Business and other services catering to
the financial sector benefited Incomes generated in the
financial sector also spilled over into consumer spend-

Chart 1
Employment Trends since the Stock Market Crash
index April 1989 = 100

Note All data are seasonally adjusted
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Ing, helping to arrest a long decline in retail trade
employment. Likewise, much of the revival of construc-
tion activity can be linked directly or indirectly to finan-
cial services.

The close relationship between financial services and
the health of the New York City economy explains why
the October 1987 stock market crash was such a critical
turning point. Over the next year and a half, FIRE
employment fell sharply, the growth of business and
related services and retail trade slowed sigmficantly,
and no major new construction projects were under-
taken. Even though the pace of layoffs on Wall Street
slowed by 1989, these ripple effects, together with the
slowdown in national economic growth, helped push the
local economy Into recession.

Industnal composition and employment growth

Despite the local recession’s severity, there is no evi-
dence that the city suffers from a mix of industries that
have experienced weaker than average long-term
growth. On the contrary, a favorable industrial composi-
tion partially explains the city’s strong performance
between 1977 and 1987 In particular, services and
FIRE, which during this period grew more rapidly than
other sectors nationally, constituted more than a third of
1977 city employment, compared with only a fourth of
national employment. At the same time, the shrinking
manufacturing sector represented a much smaller frac-
tion of employment locally than nationally. In fact, had
the 1977 New York City economy shown the same
employment shares as the national economy, city

Table 1 '
Employment Growth by Sector, New York City
Percent Change
April 1989-
1969-77  1977-87  March 1892t
Total* -16 1 126 -99
Construction -393 850 -284
Manufacturing -348 -295 -189
FIRES -108 327 -90
Services 04 415 -53
Business NA 526 ~-226
Health NA 26 8 108
Trade -172 28 -166
Transport and utilities -203 -167 -78
Government -71 143 -36
tValues are seasonally adjusted, except for business and
health services
*Total employment in New York City declined by 610 thousand
between 1969 and 1977, increased by 402 thousand between
1977 and 1987, and deciined by 357 thousand between April |
1989 and March 1892 .
SFinance, insurance, and real estate l}

employment during this period would have grown at an
annual rate of only 0.7 percent, a figure just over half
the actual 1.2 percent growth rate.2 Furthermore, the
underrepresentation of cyclically sensitive industries in
the New York City economy suggests that sectoral com-
position alone cannot explain the city’s recession.

Table 3 provides a rough accounting of the employ-
ment declines during the New York City recession.
Since the start of the local recession, employment in
the city has declined at a 3.5 percent annual rate,
representing a 4.7 percentage point decline .in growth
relative to the 1977-87 expansion. The suburbs have
also suffered a great deal, with employment falling at a
3.2 percent rate since April 1989. Thus, uniike the
1969-77 downturn, when the suburbs grew during the
city’s recession, the current downturn seems to reflect
regional rather than purely city-specific difficulties
Because growth in both the city and the region has
fallen roughly 3 percent more than at the national level,
we Infer that region-specific problems account for about
two-thirds of New York City’s employment decline The
national slowdown 1s also partly responsible: employ-
ment growth nationally (excluding the New York metro-
politan area) has slowed 17 percentage points,
accounting for roughly a third of the city’s employment
losses relative to the 1977-87 trend.

Continuing economic imbalances
The city’s rapid growth during the 1980s brought with it

13
2The exact calculation 1s Zw,e, where w, 1s defined as the

=1
proportion of the nation's employment accounted for by sector 1 in
1977, and e, is the rate of employment growth in sector 1 In New
York City between 1977 and 1987 The calculation includes the
sectors shown in Table 1 as well as mining Trade is divided nto
wholesale and retail, and manufacturing 1s divided into apparel,
printing and publishing, and all other

Table 2
Employment Shares
Percent
New York Cily Nation
1977 1991 1977 1991
Construction 20 29 47 43
Manufacturing 169 91 239 169
FIRET 130 147 54 62
Services 246 326 186 26 4
Business 61 65 24 49
Heaith 58 79 56 76
Trade 195 16 6 225 233
Transport and utilities 81 65 57 53
Government 159 175 183 169
tFinance, insurance, and real estate
- —
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high rates of price and wage inflation and a buildup of
overcapacity in the real estate sector. These side
effects of prosperity helped put a brake on the expan-
sion and contributed to the length and severity of the
current recession. As of the end of 1991, these
imbalances appeared to have been only partially cor-
rected, thus impeding a quick resumption of income and
employment growth.

Table 3
Accounting for the Decline in New York City

Employment Growth
Percent Change, Annual Rate

April 1989-
1977-87  Jan. 1992  Difference
(A) New York City 12 ~35 ~4.7
(B) Suburbst 22 ~32 ~54
(C) Rest ot nation 2.2 05 ~1.7
Oy = (A)-(C)
City versus nation -1.0 ~40 -3.0
(E) = (B)-(C)
Suburbs versus
nation 0 ~-3.7 ~-3.7
Memo: New York City
compositional
advantage 0.5 0.8+ 0.3

tincludes Nassau, Suffolk, Putnam, Rockland, and Westchester
Counties in New York State; and Bergen, Essex, Hudson,
Morris, Passaic, Sussex, and Union Counties in New Jersey.

$1989-91 full year.

Wages and the cost of living

Despite the longer, deeper recession in the New York
area, wage and price inflation here has not eased to the
extent that it has nationally. In the past two decades,
inflation in New York has exhibited two distinct trends
(Chart 2). From 1972 to 1982, the area’s slower than
average growth was accompanied by a rate of inflation
lower than that of the rest of the nation. After 1982, the
trend was reversed. As the New York economy grew,
inflation was consistently higher locaily than nationally.
Although the city entered the most recent recession
earlier and fell deeper, its inflation has remained stub-
bornly higher. There are signs, however, that this trend
may be ending. The gap in rates has narrowed from a
high of 1.4 percentage points in 1987 to only 0.3 per-
centage points in the fourth quarter of 1991.

The link between wage and cost-of-living inflation has
been evident in the pattern of local wages. Wages in
New York City have for a long time been higher than
those paid to comparable workers in the rest of the
country. During the expansion of the 1980s, local wages
rose even further relative to national averages. Between
1981 and 1991, manufacturing workers' average hourly
earnings rose at an annual rate of 4.6 percent, com-
pared with the national average of 3.4 percent. To be
sure, the annual growth in local manufacturing wages
has slowed to 2.8 percent, as against 3.1 percent
nationally, since the end of the city’s boom in 1987. But
available data on various white-collar occupations in
nonmanufacturing industries show no slowdown in labor

Chart 2

Consumer Price Inflation Differential: New York Area Compared with the United States
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cost inflation. For example, from 1987 to 1991, New York
computer operators’ wages grew 55 percent annually
Wages for clerical positions, including file clerks, word
processors, and secretaries, rose even faster, at annual
rates above 8 percent.®

Real estate markets
The real estate market clearly illustrates the boom and
bust experience of New York. Home prices, commercial
rents, and construction costs rose at rates considerably
above the national average during the 1980s. Although
significant progress has been made in unwinding the
excesses caused by the boom, imbalances persist.
Residential home prices exploded during the early
1980s. The median single-family home in the New York
metropolitan area sold for as much as $194,000 in 1988,
more than double the national average and almost triple
the median price in 1981 (Chart 3). Since then, prices
have fallen considerably, dropping to $170,800 In the
fourth quarter of 1991 Still, despite nsing prices nation-
ally, New York home prices remain about 70 percent
above the national average As a consequence, In the
fourth quarter of 1991 the median family income in the
New York area was only 64 3 percent of the income
necessary to afford the mortgage on a median-priced

3Manufacturing wage data come from the New York State
Department of Labor The source of occupational wage data s the
US Department of Labor's Area Wage Survey
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home in the area. Although this “affordability index"”
shows an improvement over the mid-1990 level of 44 5,
it remains far below the national average of 122 5.

After reaching high levels 1n 1988, commercial rents,
too, have moderated. As of the fourth quarter of 1991,
asking rents in the downtown and midtown areas have
dropped 16 percent and 7 percent, respectively, since
early 1988. Anecdotal evidence on effective rental
rates, moreover, suggests even more marked drops In
rental costs Official statistics on rental rates likely
mask the pattern of newly negotated contracts, which
would be expected to show a greater response to the
depressed market Despite falling rents, the vacancy
rate for downtown office space has grown from just over
10 percent in 1987 to over 20 percent in the last quarter
of 1991 (Chart 4) Such high and increasing levels point
to excess capacity that has yet to be worked off

The boom in building during the 1980s was accom-
panied by accelerating construction costs. From 1977 to
1987, city construction costs rose at an annual rate of
6 8 percent.® Although construction cost Inflation has
slowed to a 4 5§ percent rate since 1987, this decelera-
tion has not matched the slowdown in the rest of the
country. During 1991, city construction costs rose 3.0
percent, compared with 2 3 percent nationally, leaving
the city's cost index 31 percent above the national
average

4The cost measure I1s a weighted average of matenal costs, labor
rates, and equipment rental rates indexed to a thirty-city average
calculated by RS Means Inc, a private engineering consulting

firm
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Conclusion

Because FIRE sector firms are heavily represented in
New York, the city benefited greatly from explosive
growth In that sector during the 1980s The stock mar-
ket crash of 1987 sapped this sector of much of its
strength and signaled coming economic difficulties.
Financial sector weakness subsequently spread
throughout the local economy. The local downturn has
been exacerbated by the national recession and by the

continuing decline 1n manufacturing employment

The boom brought on economic imbalances such as
high cost inflation and speculative real estate markets.
These imbalances have aggravated the recession and
posed obstacles to recovery. Although the downturn to
date has not matched the recession of the 1970s in its
duration or seventy, ongoing job losses and persistent”
economic imbalances mean that New York City's eco-
nomic recovery 1s likely to be gradual.

Appendix: The Use of Seasonally Adjusted Data

Seasonal adjustment removes from a data series the
effects of events that follow a regular seasonal pattern
This correction makes underlying trends and cychcal
fluctuations in the data more apparent In this article, we
use the X-11 method, which assumes that the unadjusted
series is the product of trend/cycle, seasonal, and irreg-
ular components T The procedure 1s appled to employ-
ment totals to determine seasonal adjustment factors.
The adjusted senes 1s then calculated by dividing each
month’s unadjusted figure by the adjustment factor For
New York City and its suburbs, total employment is
calculated by seasonally adjusting employment sepa-
rately by industry and then aggregating *

To understand the value of such adjustments, consider
New York City employment in retail trade Employment
tends to peak in December, then drop sharply in January,
with a smaller dip typically taking place in July and
August (see chart) Without seasonal adjustment, only
comparisons betweén identical months in separate years
would be meaningful But by correcting for seasonal
patterns, we can identify cyclical fluctuations or changes
in the trend much more quickly. For instance, the

tFor most of its seasonally adjusted series, such as the
national unemployment rate and payroll employment, the
Bureau of Labor Statistics applies the slightly more
sophisticated X-11 ARIMA (autoregressive integrated moving
average)} model

#The industries are construction, manufacturing, transportation
and utihties, wholesale trade, retail trade, FIRE, services,
and government Wholesale and retail trade are combined In
the suburbs

adjusted data reveal that retail employment began to
decline in the spring of 1989, but with unadjusted data a
clear change in the trend cannot be detected until the fall
of that year
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