
FY 2010-FY 2011 Biennial Budget Forecast  June 11, 2009 
 
 

Legislative Service Commission  Page 1 

 

ECONOMIC CONDITIONS AND OUTLOOK 

State of the Economy 

The national economy has been in recession since December 2007.  This recession 

appears to have continued through May, based on the information available at this 

time, making it the longest recession of the post-World War II period.  Despite steep 

declines in inflation-adjusted gross domestic product (real GDP) in last year's fourth 

quarter and this year's first quarter, the decline in economic activity is not yet, by this 

broad measure of economic activity, the deepest recession since the Great Depression of 

the 1930s.  However, when statistics on real GDP are available for the current quarter, 

this recession will likely reach this dubious distinction, with a larger peak-to-trough 

decline than the 3.7% drop in 1957-1958. 
 

Though credit market strains were evident in 2007, the U.S. economic downturn 

steepened abruptly following the collapse of Lehman Brothers in September 2008.  

Uncertainty regarding the value of housing-related assets on the balance sheets of 

financial institutions, as home prices fell from unsustainably high levels, brought the 

credit markets to a virtual standstill.  The slowdown spread around the globe.  Prices 

for energy and other commodities, which were pushed upward by world demand 

earlier in 2008, fell abruptly in the latter part of the year and into early 2009.  

U.S. consumer prices fell, as shown in Chart 2. 
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Chart 1:  United States Real Gross Domestic Product
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In Ohio, economic weakness has been evident for a longer period of time.  

Recently released estimates of Ohio's real GDP for 2008, and revised figures for earlier 

years, show that Ohio real GDP reached a peak in 2005.  Chart 3 shows year-to-year 

changes in Ohio real GDP, which declined in 2006 and 2008, following increases in 2002 

through 2005. 
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Chart 2:  Consumer Price Index

All Items Excluding Food and Energy
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Chart 3:  Real Gross Domestic Product

United States Ohio
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The recession pushed nationwide employment down in 2008 from an all-time 

peak in December 2007.  The peak for Ohio nonfarm payroll employment was much 

earlier, in 2000.  Job losses nationwide and in Ohio accelerated in late 2008 and early 

2009, as shown in Chart 4.  Cutbacks were widespread across industries and areas of the 

country.  

 

Consequently, unemployment shot upward, as indicated in Chart 5.  The 

nationwide unemployment rate was 9.4% in May.  Ohio's statewide unemployment rate 

was 10.2% in April.  
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Chart 4:  Total Nonfarm Payroll Employment
Millions, Seasonally Adjusted

United States (left scale) Ohio (right scale)
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Chart 5:  Unemployment Rate

United States Ohio
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Personal income, adjusted for inflation, has declined from recent peaks.  Higher 

transfer payments under stimulus programs and lower prices have helped to support 

the purchasing power of consumers' incomes.  As is evident in Chart 6, personal income 

of Ohio residents has grown much more slowly in the current decade than has that in 

other parts of the country.   

 

Recent Developments 

In response to the exceptional financial market difficulties and the economic 

downturn, the federal government under the current and the previous administrations 

undertook very large-scale fiscal stimulus programs.  The Federal Reserve Bank 

adopted a highly expansionary monetary policy, cutting short-term interest rates 

virtually to zero and taking additional steps to support financial institutions and 

markets.  Governments and central banks of other countries, to varying extents, 

initiated similar stimulus programs.   

These initiatives appear in recent months to be bearing fruit.  The national 

economy still appears to be contracting but not as sharply as earlier.  Credit market 

functioning has improved, though in part because of the continued support from the 

government programs.  Fear in financial markets has been reduced and the willingness 

of participants to take on risk has increased.  Consumer spending rose in the first 

quarter, though it appears to be slipping again in the second quarter.  Housing markets 

are showing signs of bottoming, in part because of elevated sales of homes in 

foreclosure and other distressed sales.  The sharp production cuts in the first quarter 

reduced, but did not eliminate, the overhang of excess inventories.  However, with 

substantial excess capacity, business investment in plant and equipment has fallen 

sharply and will likely remain weak for some time.  Slowdowns abroad are constraining 

demand for U.S. exports. 
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With overall business activity still slowing but not as sharply as earlier, the pace 

of layoffs appears to have eased somewhat.  This trend is evident in Chart 7, which 

shows smaller month-to-month reductions of nonfarm payroll employment in recent 

months.  Nevertheless, the number of employees on nonfarm payrolls fell 345,000 in 

May nationwide, historically a large month-to-month decline, and the unemployment 

rate rose in May to 9.4%, highest since 1983. 

 

Industrial production has continued to decline but not as sharply as earlier.1  

Factory orders, volatile from month to month, show indications of bottoming out in 

recent months.  Month-to-month changes in industrial production and manufacturers' 

new orders are shown in Chart 8. 

  

                                                 

1 The steep drop in industrial production in September 2008 and the rise in October resulted in part from 

the effects on production of two hurricanes and a strike. 
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Chart 7:  United States Nonfarm Payroll Employment 
Change from Previous Month
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Even if the national economic downturn is less precipitous than earlier, the 

outlook for Ohio depends also on the state's mix of industries and on prospects for 

those industries with sizable shares of the state's economy.  Upheavals in the American 

auto industry particularly affect Ohio, because of the large role of that industry and its 

suppliers in this state's economy.  The General Motors and Chrysler bankruptcies, plant 

closings, and franchised dealer eliminations can be expected to have substantial effects 

on this state.  More broadly, Ohio's greater reliance than many other states on 

manufacturing, particularly of durable goods, increases this state's exposure to sharp 

swings in economic activity.  Durable goods production historically has been subject to 

larger fluctuations in output, employment, and incomes than much of the service sector. 

Economic Forecasts 

Predictions for the national and Ohio economies from forecasting firm Global 

Insight are shown in the following tables.  These forecasts were released in May.  The 

tables below show both Global Insight's baseline forecast and that organization's 

pessimistic forecast.  The baseline for the national economy has the current recession 

ending in the third quarter of the current calendar year, as indicated by an upturn in 

real GDP.  Ohio's economy lags behind, but the state's real GDP stops falling and begins 

to grow again in the first quarter of CY 2010.  The pessimistic forecast delays the upturn 

until the second quarter of CY 2010 for both the U.S. and Ohio.   

Quarterly changes (the first line of each section of the tables) shown below are 

from the preceding quarter of the calendar year indicated.  Annual changes (the second 

line of each section) are based on the annual average for the fiscal year ending in the 

second quarter of each calendar year indicated, from the preceding fiscal year's annual 

average.  Annual unemployment rates are for the fiscal year.  Where actual data 

released subsequent to the forecasts differ from predictions, the actual data were 

substituted in the tables. 

U.S. Gross Domestic Product 

Global Insight's baseline recession scenario shows the national economy reaching 

a low point in the second half of the current calendar year and beginning to grow.  The 

pace of recovery in economic activity is projected to be slow compared with past post-

World War II economic recoveries.  In the pessimistic scenario, protracted credit market 

difficulties continue to constrain consumer and business spending, causing the 

economy to contract until the first half of calendar year 2010. 

U.S. Real GDP Growth

Global Insight 2009 2010 2011

Forecast Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

-----------------------------------------------------------------------------------------------------percent change at annual rate-----------------------------------------------------------------------------------------------------

  Baseline -5.7 -2.5 0.2 0.7 1.3 2.9 2.7 3.9 2.8 3.9 3.8 3.7

-1.7 -1.2 2.8

  Pessimistic -5.7 -4.0 -2.6 -2.7 -1.4 0.2 1.1 3.6 2.6 3.5 3.5 3.0

-1.8 -3.3 1.2
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Ohio Gross Domestic Product 

Real GDP in Ohio is projected to fall through the end of calendar year 2009 in 

Global Insight's baseline forecast before beginning a recovery in 2010.  In the pessimistic 

scenario, the state's recovery begins later in 2010 and is slower than in the baseline 

forecast.  

 

U.S. Inflation 

Global Insight's baseline forecast for inflation shows the fall in the general price 

level, as measured by the consumer price index, coming to an end this year.  Inflation 

remains restrained by substantial excess capacity in the U.S. and abroad.  In the 

pessimistic scenario, deflation (a fall in the general price level) continues into this year's 

second half, but inflation begins to pick up once the economy starts to recover. 

 

U.S. Personal Income 

Nationwide personal income in the baseline scenario begins a sustained upturn 

later this year.  In the pessimistic scenario, however, the resumption of growth in 

personal income is delayed until 2010. 

U.S. Consumer Price Index Inflation

Global Insight 2009 2010 2011

Forecast Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

-----------------------------------------------------------------------------------------------------percent change at annual rate-----------------------------------------------------------------------------------------------------

  Baseline -2.4 -0.4 0.2 1.4 1.8 2.3 2.0 2.1 2.1 2.6 2.6 2.4

1.3 -0.3 2.1

  Pessimistic -2.4 -1.5 -1.9 1.3 0.8 2.4 2.3 2.9 3.6 4.0 4.3 4.4

1.2 -1.1 2.5

U.S. Personal Income Growth

Global Insight 2009 2010 2011

Forecast Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

-----------------------------------------------------------------------------------------------------percent change at annual rate-----------------------------------------------------------------------------------------------------

  Baseline -1.9 1.7 -2.5 1.3 2.5 2.7 3.3 3.5 4.1 4.1 4.8 4.6

1.6 0.1 3.2

  Pessimistic -1.9 0.9 -3.6 -0.9 -0.1 -0.1 0.8 1.9 3.2 3.9 5.1 4.8

1.6 -1.3 1.1

Ohio Real GDP Growth

Global Insight 2009 2010 2011

Forecast Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

-----------------------------------------------------------------------------------------------------percent change at annual rate-----------------------------------------------------------------------------------------------------

  Baseline -8.3 -1.6 -0.4 -0.2 0.7 2.4 2.4 3.2 2.2 3.3 3.0 3.2

-2.5 -1.7 2.2

  Pessimistic -8.3 -3.1 -2.8 -2.9 -1.4 0.4 1.2 2.9 1.8 2.9 2.6 2.6

-2.6 -3.5 0.9
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Ohio Personal Income 

Income to persons who reside in Ohio, in the baseline scenario, begins sustained 

growth later this year.  In the pessimistic scenario, the recovery in Ohio personal income 

is delayed until next year.  Growth of incomes in Ohio, in both forecasts, is slower than 

in the nation as a whole. 

 

U.S. Unemployment Rate 

Nationwide unemployment peaks next year at more than 10% of the labor force, 

in Global Insight's baseline forecast.  In the pessimistic scenario, the U.S. unemployment 

rate rises to more than 11% in 2010 and 2011 before beginning to decline. 

 

Ohio Unemployment Rate 

The unemployment rate in Ohio, already over 10%, rises above 11% next year in 

Global Insight's baseline scenario before starting to fall.  In the pessimistic forecast, 

Ohio's unemployment rate peaks above 12% next year and is still more than 11% at the 

end of 2011.   

 

Ohio Personal Income Growth

Global Insight 2009 2010 2011

Forecast Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

-----------------------------------------------------------------------------------------------------percent change at annual rate-----------------------------------------------------------------------------------------------------

  Baseline -3.7 1.3 -3.1 0.8 1.4 2.0 2.5 2.3 2.9 3.1 4.2 4.1

1.4 -0.6 2.2

  Pessimistic -3.7 0.5 -4.2 -0.9 -0.8 -0.3 0.2 0.7 1.9 2.8 4.4 4.3

1.3 -1.7 0.4

Ohio Unemployment Rate

Global Insight 2009 2010 2011

Forecast Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

-----------------------------------------------------------------------------------------------------percent of the labor force-----------------------------------------------------------------------------------------------------

  Baseline 9.3 10.5 10.9 11.2 11.6 11.4 11.2 10.9 10.5 10.3 10.0 9.8

8.4 11.3 10.7

  Pessimistic 9.3 10.6 11.2 11.8 12.4 12.6 12.6 12.4 12.1 11.9 11.6 11.4

8.5 12.0 12.3

U.S. Unemployment Rate

Global Insight 2009 2010 2011

Forecast Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

-----------------------------------------------------------------------------------------------------percent of the labor force-----------------------------------------------------------------------------------------------------

  Baseline 8.1 9.2 9.6 9.9 10.1 10.2 10.2 10.0 9.9 9.7 9.4 9.2

7.5 9.9 9.9

  Pessimistic 8.1 9.2 9.8 10.4 10.9 11.2 11.4 11.4 11.3 11.1 10.9 10.7

7.6 10.6 11.3
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Global Insight's baseline forecasts have been overly optimistic for months as the 

recession developed and deepened.  Given the recent revisions downward, however, 

LSC economists think it is possible that Global Insight has caught up with events.  Due 

to the severity of risks to the economy that remain, and recent revenue experience, 

however, LSC economists have based forecasts of revenue from the major taxes on a 

blend of the Global Insight baseline and pessimistic forecasts. 
  




