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Background

Opver the past generation, from the peak of the late 1990s through
today, the manufacturing and logistics industries experienced dra-
matic volatility and growth. This period was further marked by the
Dot.com Boom and Bust, the Great Recession, and the expansion
of trade and automation. Over this time, industrial production rose
by more than 10 percent in constant dollar terms.

This brief review, written in the 10th year of the Conexus Indiana
Manufacturing and Logistics Report, describes these trends, focus-
ing on GDP, value-added growth, productivity and employment
changes in both industries. "' We begin with manufacturing and
logistics GDP.

Industry Health

The total value of manufactured goods produced in the United
States peaked (in inflation-adjusted dollars) in 2014, and again in
2015. This fact stands in stark contrast to the frequently stated belief
that US manufacturing is in decline. See Figures I and 2 for the long
and most recent views of manufacturing.

The very deep effects of the business cycle in 2001 and the Great
Recession of 2007-2009 are clear in these data. Because business
cycles predominately affect purchases of business capital investment
and consumer durables, manufacturing production saw significant
declines through 2000 and 2008 and 2009. Dips in manufacturing
GDP of 8-12 percent occurred over both business recessions, concen-
trated in durable goods sectors and geographically across the county.

In contrast, the logistics industry (predominantly transportation
and warehousing) is less cyclically sensitive. Growth in trade, along
with continued movement of non-durable goods and household
travel mitigated the effect of reduced demand for manufactured
goods on the logistics sector. Total GDP for transportation and
warehousing saw only about half the proportional decline than did
manufacturing over the Great Recession. Figure 3 uses data that are
available only from 2005 to the present, but this graph illustrates
the smaller dip in real GDP in these industries.

[1] For earlier studies, see Hicks and Devaraj (2016, 2015, 2014), Hicks, 2013, and
Hicks and Kuhlman, 2011.
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Figure 1. US Industrial Production Index, 1919-2016

Source: Federal Reserve and BEA
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Figure 2. Manufacturing Real GDP (in 2017 dollars)

Source: BEA, adjusted for inflation with the GDP Deflator
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Figure 4. US Manufacturing Value-Added, 2005-2016
Source: BEA, deflated with GDP Deflator, base 2017

Table 1. US Manufacturing Real GDP Growth,
1997 & 2014
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within manufacturing. Using the most recent comparable data
(NAICS, 1997-2014), we find that durable goods manufacturing
grew by an average of 0.4 percent per year (in inflation-adjusted
terms), while nondurable goods grew by 2.2 percent, on average.
This resulted in an increase of $67 billion in durable goods and
more than $248 billion in non-durable goods. See Zable 1.

Among durable goods, transportation equipment saw the fastest
growth rate, followed by machinery, miscellaneous goods, and com-
puter and electronic parts manufacturing. Among nondurable goods,
petroleum and chemical saw the largest growth in total value, while

food and beverage manufacturing also grew. Most other sectors within
non-durable manufacturing experienced much slower growth, while
textile and apparel manufacturing saw significant production declines.
Growth in the logistics industry was both larger and more
uniform than in manufacturing over the same period. All logistics
sectors grew, with the industry total experiencing a very robust 3.3
percent annualized growth rate from 1997 through 2014. Indi-
vidual subsector growth ranged from 1.6 percent for air transpor-
tation, to 7.1 percent for water transport, to 10.7 percent increase

[2] The North American Standard Industrial Classification was adopted between 1999 and 2000, and backdated to allow for comparison of Standard Industrial Classifica-

tion (SIC) of industries. Disaggregated data on industry GDP is usually available two full years after the end of a calendar year.
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Table 2. US Logistics Real GDP Growth, 1997 & 2014
Source: NAICS - Note: GDP adjusted to 2014 dollars

Industr 1997 GDP 2014 GDP Change Avg Annual
y ($Billion) ($Billion) ($Billion) Growth
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for pipeline services. While these data do not include all tangential
industries, e.g. business services related to warchousing and trans-
port, the overall growth in those sectors likely mirror the overall
transportation and logistics share of the economy. See Zable 2.

Regional Changes

The industrial variation in performance was also mimicked by dif-
ferences within regions. Though some of the differences in regional
performance could be attributed to differences in the composition
of industry, there are also regional differences in costs, which could
contribute to differential growth levels. To observe the large differ-
ences, we examine an index of manufacturing production in the
nation’s seven census regions from 1998 through 2015. From Figure
5, it is clear that the Far West is a standout in growth, while the
Rockies, New England, and the Southwest have also experienced
significant growth.

Indiana

To clarify the region, we examine Indiana, and comparable man-
ufacturing states of Wisconsin, Michigan, Ohio and Illinois, along
with the index of the nation as a whole. As is clear from Figure 6,
Indiana has enjoyed significant expansion of manufacturing, espe-
cially pronounced following the end of the Great Recession. In con-
trast, Michigan, Ohio and Illinois have returned to their pre-2000
manufacturing production levels following the Great Recession.

Manufacturing and logistics have been an especially critical
part of Indiana’s economy over the past generation. Indiana’s total
economy grew 29 percent over the period 1997 to 2015. Logistics
growth has kept pace, with total growth of 27 percent over the same
period. However, manufacturing GDP was a standout, rising by 50
percent in inflation-adjusted terms. See Figure 7.
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Figure 5. Regional Manufacturing Production Index,
1998-2015

Source: Federal Reserve and BEA « Note: Using BEA regions
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Figure 6. Indiana and Great Lakes States
Manufacturing Production Index, 1997-2015

Source: Federal Reserve and BEA
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Figure 7. Indiana Cumulative GDP Growth, 1997-2014
(in 2014 dollars)

Source: BEA
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M {Manufacturing and logistics have been
an especially critical part of Indiana’s
economy over the past generation.”
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Manufacturing Report Card

Importantly, manufacturing and logistics growth comprised 45
percent of Indiana’s GDP growth since 1997, and 52.5 percent since
the end of the Great Recession. More plainly, more than half of the
Indiana economic expansion since the end of the Great Recession
has come in the form of producing and moving goods.

The robust economic performance of Indiana’s manufacturing
and logistics sectors is reflected in the annual Manufacturing and
Logistics Report produced by the Ball State University Center for
Business and Economic Research. The first scorecard was released in
2008, and the first fully graded scorecard using familiar categories
was released in 2009. In comparing the 2009 scorecard to the most
recent iteration, we see manufacturing health remaining robust,
with Indiana continuing to score in the top five states. Logistics
health has also improved from a B- to an A, reflecting the growth of
this sector as well. Both productivity and worker benefit costs grades
have improved from a national average to a B ranking (among the
top 16 nationally).

Indiana has also done well in innovation, and remains in the
national averages with its sector diversification. Fiscally, Indiana
remains among the top states in which to live and do business, and
enjoys strong pension funding and tax climate.

summary

This year marks the 10th year of the Manufacturing and Logis-

tics Report, a partnership between Conexus Indiana and Ball

State University. This has been an especially turbulent time for the
economy in general, and for manufacturing and logistics in partic-
ular. As we grade Indiana and other states, we are mindful of public
policy efforts to preserve fiscal strength and to increase the quality
of human capital as an input to successful firms. The outsized
contribution of manufacturing and logistics to Indiana’s economy
attests to the importance of these sectors to the continued health of

Indiana’s economy.
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More Online
Visit the Manufacturing & Logistics Report Card website to view the performance history for each state and category since 2009, a
custom profile for Indiana, and an archive of past reports, including companion pieces with insight into the manufacturing industry:

http://conexus.cberdata.org

This report was produced for Conexus Indiana by the Ball State University Center for Business and Economic Research
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