"REGIONAL HIGHLIGHTS

First Quarter2002

Signs of an Upturn in the Region’s Economy

Thefirstquarter broughtsomesigns ofimprovementin the
region’s economy amid an ongoing decline in employment.
Conditionsin themanufacturingsectorimproved inJanuaryand
continued to advance through the first quarter. Residential
construction and existing home sales have been strong. Retail
saleshavebeenrising. Somenegativeinfluences persist,however.
Commercial real estate markets have eased since last fall.
Employmentcontinued to decline,and theunemploymentrate
hasrisen.

Theoutlookisimproving. Manufacturers expect business
to increase in the months ahead, and they have raised capital
spendingplans. Homebuildersand residentialreal estateagents
expect a continuing high rate of home sales. Commercial real
estate companies look for firming markets by midyear. But
employment growthis likely to beslow,and the unemployment
rateis forecast toincreasea bitmoreinall threestates of theregion.

Manufacturing Is Rebounding

Therecession thatbegan in March 2001 was preceded by a
sharp drop inmanufacturingactivityin the nation as wellas the
region. SinceJanuary of this year, the manufacturingsector has
been improving in both the nation and the region. The
Philadelphia Fed’s Business Outlook Survey of manufacturing
companiesindicated a turnaround in theregion’s manufacturing
sectorinJanuary. Surveysinsubsequent months through March
show continuing gains (Chart 1). Although the level of the
survey’sindexof currentactivity eased abitin March, the positive
reading continues to signal improvement in the region’s
manufacturing sector. At the national level, the Industrial
Production Index for manufacturingalso turned upin January,
as did the overall Industrial Production Index, which includes
mining and utilities in addition to manufacturing. Both the
manufacturingcomponentand theoverallindexhave continued
toincreasein themonthssinceJanuary.

Theindicators covered by the Business Outlook Survey suggest
that the region’s manufacturing firms are getting increases in

orders, and they are stepping up shipments in response. But order
backlogs havenotincreased,and employmentand workinghoursare
still trending down. It is likely that local firms will wait for solid
evidence of increased demand for their products before hiring more
workers. The time for this hiring might notbe too faraway, however.
Thirty-six percent of the manufacturing firms polled in March expect
to increase working hours, and 30 percent plan to hire additional
workers within the next sixmonths.

Business Investment Is Turning Up

Theregion’s manufacturers have been boosting their plans for
capitalspending. Theindexof capitalspending plansin our Business
Outlook Survey of area manufacturing companies rose sharply in
January. Although the index retraced some of the January gain in
February,itroseagainslightlyin March (Chart2). The currentlevel
of the index is above any monthly reading in 2001. Nationally,
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nonresidentialfixed investmentand investmentinequipment
and softwarefellsteeply throughout2001. Thesharp decline
in business investment was a major factor in the recession.
Forecasts for the national economy this year are crucially
dependenton the course of business capitalspendingin the
months ahead. Ifactual capital spending follows the plans
indicated in the Business Outlook Survey, there will be a
noticeablebut modestincreaseininvestmentoutlaysamong
manufacturers.

Residential Real Estate Markets Are Strong

Demand for housing has been strongin theregion, asit
has in most parts of the country. The number of building
permits for new homesissued in the threestates of theregion
hasincreased sharplysincelastfall. Alarge gaininJanuary
brought permitissuancein thethreestates to the highestlevels
sincelate2000,and the gain continued into February. Housing
contractorsin theregion haveseen generally steadysales of
newhomesso far this year. Sales of existing homes havealso
beenstrong. Accordingtoresidentialrealestateagentsin the
region, sales picked up late last year and continued at the
higher rate during the first quarter of this year. Amid the
continuing high rateof overallhomesales,demand appears
tohaveeased somewhatforhomesin thetop pricerangebut
increased in lower price ranges.

Strongdemand for housingis reflected in rising house
prices. Data from the Office of Federal Housing Enterprise
Oversight (OFHEO) show that price increases for existing
housesin theregionin 2001 matched orexceeded thenational
averageof6.9percent(Chart3). In Delawareand Pennsylvania
theincrease was 7.1 percent; in New Jersey the increase was
9.6 percent. The increase in New Jersey was the seventh
highestamongallstates,and theincreases in Delawareand
Pennsylvania were tied at 16th among all states. Among
metropolitan areas in the region, Monmouth-Ocean, NJ
ranked amongthe20metropolitanareasin thenation with the
fastestrates of house priceappreciationin 2001. Theincrease
inMonmouth-Ocean was 11.2percent, placingit 16th out of
the top 20.

Nominalhouse priceappreciationin theregionand the
nation eased in the fourth quarter of 2001, but the real price
increase (above theinflation rate ofallitems except housing)
was quitecomparable to the high rate of priceappreciationin
thesecond halfofthe 1990s,according to OFHEO. Therecord
highsalesofexistinghomesinJanuary of this yearsuggestthat
demand for homes remains high and price appreciation
could accelerateas economicconditions improve.

Commercial Real Estate Has Weakened

In contrast to strong residential real estate markets,
commercialmarkets have weakened. Commercialrealestate
agentsin theregion estimated that the vacancyrate for office
buildings in Delaware Valley markets increased around 2
percentage points during the fourth quarter of 2001 toaround
12 percentin the Philadelphia centralbusiness districtand 15



percentin thesuburbs. Thevacancyrate for Wilmington was
estimated to be even higher, around 18 percent. A large
amountofspacebecameavailableforsubleaseas companies
trimmed operationsduring 2001. Demand for officespacein
theregion is expected to remain juststeady atleast until the
middle of this year, then grow slowly as the national and
regionaleconomies gainstrength and businesses begin toadd
employees.

Employment]Is Still Moving Down

Totalemploymentin thethree-stateregion continued to
decline in the first quarter. For January and February,
employment fell in Pennsylvania and Delaware but was
steady in New Jersey. (See Table 1 on page 4.) The
unemployment rate increased in all three states in the first
quarter. Pennsylvania’s unemployment rate matches the
nation’s,but Delawareand New Jersey havelowerrates. In
Pennsylvania and New Jersey the greatest proportional
declinesinemploymentover thelastfour quarters havebeen
in the manufacturing and the transportation and utilities
sectors. Transportationand utilitiesemploymentdeclined in
Delaware,and thestatealso had alarge percentage decrease
inconstructionemployment (Charts4a-4c). Manufacturersin
the region as well as the nation experienced a significant
falloffin demand for their products in late 2000 that persisted
into 2001, and they reduced employment in response. The
transportation sector has suffered from two sources of
weakness. Inaddition to the decline in business traveland
shippingactivity thathasaccompanied the recession, there
hasbeenadropinleisuretravelin the wake of the September
2001 terroristattacks.

Employmentis likely to growslowly through the rest of
this year. Manufacturing appears to be rebounding, and
recentreports from companiesin thetraveland transportation
industries indicate that they are seeing some increases in
business. Improvement in these sectors as well as rising
overalleconomicactivityshould eventuallybringanend to
the region’s and the nation’s employment decline. Some
furtherincreasesintheregion’sunemploymentrateisexpected,
however, as the increase in jobs falls behind growth in the
laborforce. Ourforecastmodels predict growthinemployment
inthethreestatesduringthe yearbutincreasesineachstate’s
unemploymentrate. (See Table2on page4.)
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Table 1
Unemployment Rates and Employment Growth*

Seasonally Adjusted
2000 2001 2002
\ 1l 11} Y |**
3-STATE TOTAL
Unemployment Rate 4.0 4.1 4.4 45 4.9 53
Payroll Employment Growth 0.2 0.2 0.0 -0.2 -0.3 -0.1
PENNSYLVANIA
Unemployment Rate 4.3 4.5 4.6 4.8 5.0 5.6
Payroll Employment Growth 0.1 0.2 -0.1 -0.1 -0.7 -0.2
NEW JERSEY
Unemployment Rate 37 3.6 4.1 4.3 4.8 5.1
Payroll Employment Growth 0.3 0.3 0.1 -0.4 0.1 0.0
DELAWARE
Unemployment Rate 4.0 3.9 34 33 33 3.6
Payroll Employment Growth 0.1 0.0 0.0 -0.7 0.0 -0.8
UNITED STATES
Unemployment Rate 4.0 4.2 4.5 438 5.6 5.6
Payroll Employment Growth 0.3 0.2 -0.1 -0.1 -0.6 -0.2

*

Percent change from previous quarter.
Based on two months of data.

*%

Table 2
Employment Growth and
Unemployment Rate Forecasts

PA NJ DE
Job Growth (2001:1V to 2002:1V) 0.7% 1.0% 0.8%
Unemployment Rate 2002:1V 6.1% 5.4% 4.0%




