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Region’s Growth Stalled in the Third Quarter

*  Employment Declined Slightly in the
Third Quarter

e Slowdown Is Most Pronounced in
Construction

*  Upward Pressure on Industrial
Prices Weakens

Growth in the tri-state economy ap-
pears to have stalled in the third quar-
ter. Preliminary data for the third quar-
ter of 2000 indicate that job growth in
the region declined and the unemploy-
ment rate held steady. The region’s
manufacturing sector declined slightly
in October, after a general trend of slow-
ing growth over the last five months,
and manufacturing employment de-
creased slightly this year. After exhibit-
ing strong growth earlier this year, both
residentialand nonresidential construc-
tion declined in the second and third
quarters. Despite reports of labor short-
ages in the sector, construction employ-
ment has declined in recent months.
Retail sales, which were flatin June and
July, were boosted during the back-to-
schoolshopping period. Year-over-year
increasesin sales, however, were some-
whatbelow retailers” expectations. Con-
sistent with slower growth, bank lend-
ing has slowed in recent months. Re-
flecting the slowing economy, there
appears to be somewhat less upward
pressure on industrial prices in recent
months than earlier this year. Looking
ahead, growth of the regional economy

is likely to rebound over the next six
months but will probably be less rapid
than that experienced during the first
half of this year.

Employment Decreased Modestly;
Unemployment Rate Held Steady
Early payroll employment figures for
the third quarter show weakness in the
tri-state area’s labor market. Payroll
employment in the region decreased
0.3 percent during the first two months
of the third quarter, after increasing 0.3
percent in the second quarter (Figure
1). Part of the decline in employment
is temporary. The August strike by
Verizon communication workers shows
up as a decline in establishment em-
ployment. Because these workers all
returned to their jobs before the end of
August, employmentin September will
show an increase. Resident employ-
ment, however, counts people as em-
ployedif they are on strike but expected
to return to work. At this time, the resi-
dent employment series is most likely a
better indicator of job growth in the
third quarter than is the establishment
series. Resident employment fell 0.1
percent in the region in the third quar-
ter. Resident employment fell 0.1 per-
centin Pennsylvania and 0.2 percentin
New Jersey butincreased 0.4 percent in
Delaware. Employment growth was
held down in both the establishment
and the household surveys by layoffs of
temporary Census Bureau workers in
August, which represent the last large
group of workers who have finished
work on the decennial census. If we

disregard the Verizon workers who
were temporarily onstrike and the tem-
porary census workers, employmentde-
clines were recorded in construction,
wholesale trade, retail trade, and the
fire, insurance, and real estate sector in
the third quarter.

The unemployment rate in Pennsyl-
vania has been steady at 4.0 percent all
year. The rate in both New Jersey and
Delaware increased to 3.9 percent dur-
ing the first two months of the third
quarter. Only four of the Third District’s
17 labor markets (Dover at 6.0 percent,
and State College, Williamsport, and
Wilmington at 2.5 percent) exceeded
national employment growth of 2.1
percent for the three months ending in
August 2000 compared with the same
period last year.

Signs of Less Upward Pressure on
Industrial Prices in Recent Months
The region, like the nation, has seen
anaccelerationin CPIinflation this year.
After increasing at an annual rate of 2.4
percent during 1999, consumer price
inflation in the Philadelphia area in-
creased 3.3 percent on an annualized
basis during the first eight months of
the year, compared with 3.5 percent for
the nation. The upward pressure on
prices this year is related to higher en-
ergy prices. For the nation, core mea-
sures of inflation that exclude the vola-
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Figure 1

UNEMPLOYMENT RATES AND EMPLOYMENT GROWTH*

3-STATE TOTAL
Unemployment Rate

Payroll Employment Growth
Resident Employment Growth

PENNSYLVANIA
Unemployment Rate

Payroll Employment Growth
Resident Employment Growth

NEW JERSEY

Unemployment Rate

Payroll Employment Growth
Resident Employment Growth

DELAWARE

Unemployment Rate

Payroll Employment Growth
Resident Employment Growth

PHILADELPHIA MSA
Unemployment Rate

Payroll Employment Growth
Resident Employment Growth

UNITED STATES
Unemployment Rate

Payroll Employment Growth
Resident Employment Growth

Seasonally Adjusted
1999 2000
II I v I II I+
45 45 43 4.0 3.9 3.9
0.4 0.2 0.2 0.5 0.3 -0.3
0.3 0.3 0.4 0.4 0.1 -0.1
44 44 4.2 4.0 4.0 4.0
0.4 0.1 0.0 0.7 0.0 -0.4
0.3 0.1 0.1 0.4 -0.3 -0.1
4.7 4.7 4.4 3.9 3.7 3.9
0.5 0.3 0.5 0.4 0.6 -0.3
0.4 0.5 0.7 0.3 0.5 -0.2
3.6 3.4 3.5 3.3 3.6 3.9
0.5 0.5 1.0 0.6 1.1 0.1
-04 0.6 1.6 1.3 1.5 0.4
4.0 4.3 4.0 4.0 3.8 3.8
0.4 0.2 0.4 0.9 0.3 0.0
0.5 -0.2 0.1 1.5 0.0 0.1
4.3 4.2 4.1 4.1 4.0 4.1
0.5 0.5 0.6 0.6 0.7 0.0
0.1 0.2 0.5 0.8 0.0 -0.3

* Employment growth is percent change from previous quarter.

** Based on two months of data.
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Figure 2

BUSINESS OUTLOOK SURVEY
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* Index represents percentage of respondents reporting an increase minus percentage reporting a decrease.

tile food and energy components have
accelerated only modestly.

Wages and salaries in the Northeast
increased at a rate of 4.0 percent in the
previous 12 months through June,
slightly less than the increase of 4.1
percent for the nation. In the Northeast,
employment costs including benefits
increased at a rate of 4.3 percent, com-
pared with an increase of 4.6 percent
nationally. In the Northeast, as in the
nation, the 12-month increases for total
compensation and wages and salaries
were somewhat higher in the first half
of 2000 than the second half of 1999.
Although employment costs have ac-
celerated this year, gains in productiv-
ity have largely offset these increases in

compensation costs. Therefore, labor
costs have not had a net inflationary
impact.

According to the Business Outlook Sur-
vey (BOS), upward pressure on indus-
trial prices appears to have weakened
inrecent months (Figure 2). Twenty-six
percent of firms responding to the Oc-
tober survey reported increases in in-
put prices, about the same number re-
porting increases in September. Even
though the input price readings are
relatively high, they have declined in
five of the last six months, offering hope
that input price pressures are moderat-
ing. Eighty-four percent of firms re-
ported no change in prices received in
October. The diffusion index for prices

received, which measures the differ-
ence in the percentage of firms experi-
encing increases in output prices and
the percentage experiencing declines,
has decreased from 18.2 in March (the
highest reading since January 1995) to
1.5 in October. This index has hovered
around zero for the past three months.
Taken together, theindexes suggestless
upward pressure on industrial prices.

Manufacturing Output Weakened in
October, and Employment Continued
To Decline

After a sharp increase in the spring,
growth in the District's manufacturing
sector weakened considerably in recent
months, and manufacturing employ-
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Figure 3
BUSINESS OUTLOOK SURVEY
Current Activity and Employment
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ment continued to decline. After in-
creasing to a high of 20.2 in May (the
highest level in a year), the BOS’s main
indexof currenteconomicactivity stood
at -3.8 in October, down from 7.9 in
September. The index has generally
declined over the past five months (Fig-
ure 3). Consistent with the decrease in
overall activity, the indexes for new
orders and shipments also declined in
October.

The demand for manufacturing
workers showed some weakness in
October. The index for current employ-
ment was flat in October, following a
modestincrease in September. Accord-
ing to payroll employment figures,
manufacturing employment in the tri-

state region declined 0.7 percent (1100
jobs) during the first eight months of
this year, compared with an increase of
0.1 percent nationally.

Construction Activity Edged Down,
But Levels Are Healthy

After an exceptionally strong first
quarter, the pace of both residentialand
nonresidential construction has slowed
considerably. Issuance of housing per-
mits for buildings with 1 to 4 units has
declined substantially from the first
quarter and is now considerably lower
than the average rate of issuance that
prevailed over the past three years (Fig-
ure 4). Permits are down in all three
states for the three months ending in

August, compared with the same pe-
riod last year. Permits are down 13.6
percent in New Jersey, 9.3 percent in
Pennsylvania, and 8.6 percent in Dela-
ware.

The value of residential contracts in
the tri-state region also fell substantially
from its first-quarter peak, although it
remains at relatively high levels. After
increasing 16 percentin the first quarter,
the value of residential construction
contracts declined almost 9.0 percent in
the tri-state region in the second quarter
and fell 1.0 percent in the first two
months of the third quarter. Still, the
value of new residential contracts was
up about 6.0 percent in the first eight
months of the year compared with the
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Figure 4
HOUSING PERMITS
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Housing units authorized by building permits; based on a three-month moving average.

same period last year. Residential
contracts were strongest in
Pennsylvania, increasing 9.2 percent in
the first eight months of this year over
the same period last year, while New
Jersey’s contracts increased 3.6 percent,
and Delaware’s increased 0.2 percent.
Tri-state nonresidential construction,
asreflected in the value of new contracts,
rose sharply in the first four months of
the year but has retreated considerably
since May. Compared with the same
period last year, nonresidential
construction contracts in the tri-state
area increased 0.2 percent in the first
eight months of 2000. In New Jersey
nonresidential contracts fell 7.9 percent,
and Pennsylvania managed a gain of

4.5 percent. Contracts in Delaware
increased 139 percent, but because
Delaware’s nonresidential construction
industry is so small, individual projects
can have large effects on the numbers.
Even though there has been some
slowing in nonresidential construction
in the second and third quarters of this
year, the demand for office space
remains strong in the region. The office
vacancy rate for the Philadelphia area
dropped from 10.3 percentin the second
quarter of last year to 8.8 percentduring
the second quarter of this year. Office
vacancy rates in the Philadelphia CBD
havefallen tojustunder 10 percent,and
the suburban office market now has
vacancy rates just over 8 percent.

The slowing in the residential and
nonresidential sectors has resulted in a
decline of 1.3 percent in construction
jobs between April and August. This
drop, however, followed very rapid
growth of 2.8 percentin the first quarter,
so overall the construction sector in the
tri-state area gained 6000 jobs since the
beginning of the year.

Retail Sales Improve

After being mostly flat in June and
July, retail sales in the region registered
gains in August and September.
According to the Federal Reserve
System’s Beige Book, retail sales got a
boost during the back-to-school
shopping period, but some retail



contacts indicated that year-over-year
gains were somewhat below their
expectations. Auto sales in the region
have been easing, although sales of
luxury models are strong. Area dealers
are expecting sales to be steady for the
remainder of the year but below the
relatively high pace set last year and
earlier this year.

Area bankers report slow growth in
loans. Growth in both commercial and
consumer lending has slowed since
June. Commercial real estate lending
increased slightly in August and early
September. On balance, residential
mortgage lending appears to be declin-
ing. Area bankers expect the current
pace of economic activity to persist for
the balance of the year, and they do not
anticipate significant changes in credit
conditions. But some bankers indicated
they would consider implementing
more restrictive credit standards in the
fourth quarter, especially for commer-

cial real estateloans, if the region’s busi-
ness conditions show any signs of weak-
ening,.

Region’s Growth Will Rebound

Growth of the regional economy is
likely to rebound over the next six
months but will probably be less rapid
than that experienced during the first
half of this year. Our regional forecasts
indicate that growth in the three states
as a whole will rebound in the near
term. Growth in employment and in-
comeis forecasted to increase ata some-
what slower pace through the first half
of next year than during the first half of
2000, however, and the declines seen
recently in issuance of housing permits
will continue.

Despite the recent slowdown in cur-
rent activity, the manufacturers’ out-
lookabout the near future remains posi-
tive, although their expectations dimin-
ished somewhat in October. The BOS

index for future activity fell from 24.7 in
September to 14.0 in October. On bal-
ance, manufacturers plan toadd to their
payrolls six months out, although they
were less optimistic regarding future
employment growth in October than
they had been in earlier months. The
index for future employment fell from
11.1 in September to 3.7 in October.

Other indicators also suggest slower
growth in the near term than that expe-
rienced during the first half of this year.
Initial unemployment claims, another
indicator of future employment, have
moved up in recent months. Our lead-
ing indexes for both Pennsylvania and
New Jersey turned lower in recent
months. The index for Pennsylvania
has been negative for the past six
months, marking the longest series of
negative readings since early 1991. Al-
though the index for New Jersey re-
mains positive, it's registering the low-
est levels since early 1996.

Gerald A. Carlino
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Research Department Publications

Banking Brief
Analyzes recent trends in the tri-state region of Pennsylvania, New Jersey, and Delaware.
Quarterly.

Banking Legislation & Policy
Summarizes and updates pending banking and financial legislation, regulation, and judicial
activity at the federal level and for the Third District states. Published four times a year.

Business Outlook Survey
A survey of manufacturers located in the Third Federal Reserve District and having 100
employees or more. Monthly.

Business Review
Presents articles written by staff economists and dealing with economic policy, financial
economics, banking, and regional economic issues. Bi-monthly.

Livingston Survey
A summary of forecasts from business, government, and academic economists. Published in June
and December.

Regional Highlights
Analyzes recent economic activity in the Third Federal Reserve District. Quarterly.

Research Rap
Presents summaries of recent Philadelphia Federal Reserve Bank Working Papers. Published
several times a year.

South Jersey Business Survey
A survey of business establishments located in the South Jersey region. Quarterly.

Survey of Professional Forecasters
Contains short-term forecasts of major macroeconomic data, plus long-term forecasts of
inflation. Quarterly.

For subscriptions to Research Department publications call (215) 574-6428.
All of these publications can be found on the Federal Reserve Bank of Philadelphia’s web site,
http://www.phil.frb.org.




FEDERAL
RESERVE BANK OF
PHILADELPHIA




