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Region’s Economy Grew Moderately in Recent Months

*  Region’s Economy Grew, but Less
Rapidly Than the Nation’s

*  Little Upward Pressure Seen on
Prices and Wages

*  Region’s Growth Expected to
Continue to Lag Nation's

The tri-statearea’s economy
continued to expand in the fourth
quarter, butataless rapid pace than the
nation’s. Delaware has experienced
faster growth than Pennsylvaniaand
New Jersey. Still, theregion’s economy
is operating near capacity, atleastas
reflected in thelabor market.

Even though the pace of growth in
the region lags the pace of growth in
the nation, the level of activity in the
regionis healthy. Employmentin the
regionimproved moderately during
the first two months of the fourth
quarter,and theunemploymentrate
fell. The pace of growth in the region’s
manufacturingsector has slowed in
recentmonths. Manufacturingem-
ploymentwas mostly flatin October
and November, followingamodest
decline in the third quarter. The pace

of growth in the construction industry
continued to slow in the fourth quarter,
butthelevel of activity remains rela-
tively high. Retailersreporthealthy
sales for the holiday season, and
employmentin theretailindustry
continues to expand. Banklending, led
by consumerloans, hasincreased
somewhatinrecent months.

Consistent with the modest pace of
activity, thereislittle upward pressure
on wages and prices in the region,
although some area manufacturers have
reported increases in input prices in
recentmonths. The outlooksuggests
that the pace of growth of the regional
economy will continue to lag growth
nationally.

EmploymentIncreased Modestly and
The UnemploymentRate Fell

Early payrollemployment figures
for the fourth quarter show continua-
tion of moderate growthin the tri-state
area’slabor market. Payrollemploy-
mentin theregionincreased 0.2
percent during the first two months of
the fourth quarter, the same paceasin
the third quarter (Figure 1). These
employment growthrates arelower
than the national growth rate of 0.5
percentin the third quarter and 0.4
percentin the fourth quarter of 1999.
Theregion’semployment growthrate
averaged roughly 55 percent of the
nation’s over the last year and a half.

All three states in the region
experienced employment growthin the

fourth quarter. Payrollemploymentin
Pennsylvania grew ascant 0.1 percent
in the fourth quarter, following a flat
third quarter. Jobs in New Jersey rose
0.3 percentin both the third and fourth
quarters of the year. Delaware, which
typically has the fastest job growth in
theregion, saw employmentrisea
strong 0.9 percentin the fourth quarter,
after rising only 0.3 percent in the third
quarter. Only three of the Third
District’s 17 labor markets (Doverat3.5
percent, Wilmington at2.8 percent,and
Monmouth/Oceanat2.3 percent)
essentially matched or exceeded
national employment growth of 2.2
percent for the three-month period
endingin November 1999 compared
with the same period in 1998 (Figure 2).

Theregion’sunemploymentrate
fell to 4.3 percent during the first two
months of the fourth quarter—the same
rate that prevailed during the first half
of this year and down from 4.5 percent
in the third quarter. The unemploy-
mentrate fell 0.1 percentage pointin
Pennsylvaniaand 0.3 percentage point
in New Jersey butincreased 0.3 per-
centage pointin Delaware during the
fourth quarter.
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Figure 1

UNEMPLOYMENT RATES AND EMPLOYMENT GROWTH*

Seasonally Adjusted

1998 1999

III v I II III Iv**
3-STATE TOTAL
Unemployment Rate 4.6 4.4 4.3 4.3 4.5 4.3
Payroll Employment Growth 0.4 0.3 0.3 0.3 0.2 0.2
Resident Employment Growth 0.1 0.5 1.0 0.3 -0.2 -0.1
PENNSYLVANIA
Unemployment Rate 4.6 4.5 4.4 4.1 44 43
Payroll Employment Growth 0.4 0.1 0.2 0.2 0.0 0.1
Resident Employment Growth 0.0 0.1 0.9 0.5 -0.5 -0.2
NEW JERSEY
Unemployment Rate 4.6 4.5 4.3 4.7 4.7 4.4
Payroll Employment Growth 0.4 0.4 0.4 0.5 0.3 0.3
Resident Employment Growth 0.1 0.9 1.1 0.1 0.1 0.2
DELAWARE
Unemployment Rate 3.8 3.4 3.1 3.5 3.0 3.3
Payroll Employment Growth 0.7 0.9 1.1 0.5 0.3 0.9
Resident Employment Growth 1.1 14 0.6 -0.8 0.4 -0.3
PHILADELPHIA MSA
Unemployment Rate 4.3 4.0 4.0 4.0 4.3 4.0
Payroll Employment Growth 0.5 0.2 0.4 0.0 0.1 0.4
Resident Employment Growth 0.5 0.3 0.5 0.6 -0.1 0.1
UNITED STATES
Unemployment Rate 4.5 4.4 4.3 4.3 42 41
Payroll Employment Growth 0.5 0.6 0.6 0.5 0.5 0.4
Resident Employment Growth 0.1 0.6 0.7 0.1 0.2 0.4

* Percent change from previous quarter.
** Percent change based on two months of data.




Figure 2
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Pricesand Wages Remainedin Check
The Philadelphia-area Consumer
Price Index (CPI), the Northeast
Employment CostIndex,and the
Philadelphia Fed’s Business Outlook
Survey (BOS) suggest thatinflationin
theregion continues tobe moderate.
Consumer prices in the Philadelphia
areaadvanced 2.3 percentin 1999, less
than the 2.7 percentincrease for the
nation. Wages and salariesin the
Northeastincreased atarate of 3.3
percent for the 12 months endingin

September, slightly faster than the 3.2
percentincrease for the nation. Ben-
efitsin the Northeast rose ata slightly
slower pace than wages and salaries;
total employment costsincreased ata
rate of 3.2 percent compared withan
increase of 3.1 percentnationally.
Thus, despite relatively low unemploy-
mentrates, thereislittle evidence of
rapid increases in compensation costs.
The January BOS continues to
yield a mixed picture for industrial
prices (Figure 3). The diffusionindex

for input prices, which is the difference
between the percentage of firms
reporting priceincreasesand those
reporting price declines, stood at 22in
January, essentially unchanged for the
pastfour months. The diffusionindex
for prices paid, which started the year
innegative territory, hasbeen at
double-digitlevels since June. Thereis,
however, less evidence of upward
pressure onoutput prices. The prices
received indexdecreased notably from
10.0in November to 2.5in December




and increased only slightly to 5.2in
January. With the exception of Novem-
ber, theindexhasremained atrelatively
low levels since turning positive in
August. Alarge number of firms that
responded to theJanuary survey
reported no increase in prices for either
inputs (68 percent) or outputs (86
percent), providing further evidence
thatincreases inindustrial prices are
moderate.

Growth Continued in Most Sectors,
Butata Slower Pace

The District'smanufacturing
outputcontinued to grow in January,
butataslower pace than at the end of
1999, and manufacturingemployment
was unchanged in October and
November. Afterincreasing to 19.5in
November, the BOS’s mainindex of
current activity slipped to 15.1in
Decemberand to9.1inJanuary,
suggesting a slowdown in growth in
the sector. Consistent with the lower
level of the general activity index, the
index for new orders declined in
Decemberand January, and theindexes
for orderbacklogs and delivery times
havebeen negativeinrecent months.
Although theindex for manufacturing
employmentdeclined from12.9in
December to10.2inJanuary, ithasbeen
atdouble-digitlevels in four of the past
fivemonths.

The BOS presents amore positive
picture of manufacturing employment
than do payrollemploymentfigures.
Employmentin the tri-stateregion’s
manufacturingsector was flatduring
the first two months of the fourth
quarter, following six consecutive
quarterly declines. Manufacturing
employmentin theregiondeclined 1.4
percent (about21,000jobs) during the
first 11 months of this year, about the
same rate of decline as in the nation.

The pace of residential and non-
residential construction slowed
considerably from their first-quarter
peaks. Despite this decline, residential
and nonresidential construction

remain atrelatively high levels. Re-
flecting the slower pace of growth and
atighter labor marketin the sector,
construction employmentin the tri-
state area has been mostly flat following
astrongincreasein the first quarter of
1999. Still, construction employmentis
atarelatively high level with builders
reportingshortages of skilled crafts-
men.

Afterincreasing4.3 percentin the
firstquarter of 1999, housing permits
fell 8.2 percent during the second and
third quarters. For the three months
endingin November, housing permits
inthe tri-state area were down 6.6
percentcompared with thesame
period in 1998. Nationally, permits
declined 4.2 percentover thesame
period. Permits were down in all three
states for the three months ending
November compared with thesame
period lastyear (Figure 4).

For the first 11 months 0of 1999, the
value of residential construction
contractsin the tri-stateareawasup 7.7
percentcompared with thesame 11
monthsinthe previous year. Of course,
thisincrease is the result of a strong first
quarter. Theregion’s growth slightly
exceeded thenation’s growth of 7.5
percent. Residential construction was
strongestin Delaware (up 11.9 percent),
followed by New Jersey (up 10.4
percent)and Pennsylvania (up 5.1
percent).

Tri-state nonresidential construc-
tion, as reflected in the value of new
contracts, was up 3.1 percentin the first
11monthsof the year compared with
the same period in 1998. Nationally,
nonresidential constructionrose5.1
percentover the period. As with
residential construction, thisincreaseis
theresultofastrongfirst quarter.
Nonetheless, on ayear-over-year basis,
New Jersey and Pennsylvania experi-
enced gains of 5.2 percentand 3.2
percent, respectively. The value of
contractsin Delaware, on the other
hand, declined 19.7 percentin the first
11monthsof the year compared with

the same period in the previous year.

The demand for office spacein the
regionremainsstrong, although
constructionactivity has eased. The
office vacancy ratein Philadelphia’s
central business districtwas 11.1
percentin the third quarter, down 5.3
percentage points from the same period
oneyear ago. This decreaseis remark-
able considering the effects of mergers
and consolidations, such as First
Union’s merger with CoreStatesin 1998.
The Pennsylvania suburban office
markethad an overall vacancy rate of
10.3 percent at the end of the third
quarter. Construction of office build-
ings, which had been particularly
strong in Delaware and in the Pennsyl-
vaniasuburbs, hasslowed, and a
further decline is expected in 2000.
Recentincreases in new space and the
renting of subleased space appear to
havebroughtsupply and demand for
spaceintobalance.

Retail sales in the region remain
healthy, registering strongincreases for
theholiday shopping season. Retailers’
reported year-over-year salesincreases
of around 6 percentin nominal terms
for the holiday season. Discountand
clubstores reported even greater
increases. Retailers benefited fromthe
strong stock market, high consumer
confidence, and tightlabor markets this
holiday season. Employmentin the
retail sector continues to expand. Tri-
stateemploymentin theretail sector
wasup 1.0 percent (16,700 jobs) during
the first 11 months of 1999 compared
with 1.6 percent for the nation.

Areabanksreport generally modest
growth in loan demand, led by con-
sumer lending. Consistentwith the
slowing of residential and nonresiden-
tial construction, real estatelending has
eased, accordingtoareabankers.
Bankers indicated that the decline in
real estate lendingis partly related to a
drop in the demand for residential
mortgages and partly due to the
implementation of more stringent
standards for commercial real estate



Figure 3
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HOUSING PERMITS
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loans. Thelevel of commercial and
industrial lending was described as
mostly flat. Areabankersbelieve many
business borrowers arranged bank
financing earlier in the year to avoid
delays that might occur if Y2K prob-
lems materialized. Bankers expect
business lending to improve by the end
of the first quarter of 2000.

Outlook: Region’s Economy Will
Continue to Grow ata Moderate Pace
The tri-state economy should
continue to grow atamoderate pace,
butslower than the national economy
in the first half of 2000. The Philadel-
phia Fed’s regional forecasts call for job
growth of around 2 percent or less in
all three states. From the third quarter

1999 to the third quarter 2000, employ-
mentis forecast to grow 1.1 percentin
Pennsylvania, 1.2 percentin New
Jersey,and 2.2 percentin Delaware.
Unemploymentrates are expected to
remainnear their currentlevels.
Despite the recentslowdownin
currentactivity, the manufacturers’
outlook about the near future has
generallyimproved inrecent months.
The BOS index for future activity
increased from 18.9in November to 26.7
in December, the third consecutive
monthly increase. Although theindex
declined to 19.7 in January, ithas been
atdouble-digitlevels since October. On
balance, manufacturers plantoadd to
their payrolls sixmonths out, although
they wereless optimisticregarding

future employment growth in Decem-
berand January than they had beenin
earlier months. Theindex for future
employmentrose from 6.8in December
to9.9inJanuary; the index stood at 20.2
inNovember. Otherindicators also
suggestmoderate growthin the first
half of2000. Initial unemployment
claims, another indicator of future
employment, have declined inrecent
months. Ourleadingindexes for
November for Pennsylvaniaand New
Jersey alsosuggest moderate toweak
growth: Pennsylvania’s indexis
weakestat(.1,suggesting onlyslight
near-term growth, and New Jersey’s
indexissomewhatstrongerat0.7.

Gerald Carlino



Federal Reserve Bank of Philadelphia

Economic Research 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.

TheFedin Print
An index of articles published by the Federal Reserve System. Semiannually.

The 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 Economic Research publicationscall (215) 574-6428.
All ofthese publications can be found on the Federal Reserve Bank of Philadelphia’s web site,
http://www.phil frb.org.
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