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How Bad Is It; When Will It Get Better?
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economy is in the midst of at least an economic slowdown. The downward trend
can be seen in Figure 1, which tracks non-farm employment (seasonally-adjusted)
in the nation and North Carolina. National employment peaked at the end of
2007 and has dropped sincethen. b 2 NI K / F NRf Ayl Qa4 SYLX 28Y
month later and, with the exception of the latest reading for June, has also edged
lower in 2008.
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June. This is a much better job performance in North Carolina than the state

experienced during a comparable period during the last recession in 2001. In

2001, both national and North Carolina employment peaked in January. From
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employment dropped 1.1%, over three times more.

One reason for the relatively better job performance in North Carolina in
2008 compared to 2001 is the slower reduction in manufacturing jobs. In the


mailto:michael_walden@ncsu.edu

Figure 1. U.S. and N.C. Employment Trends
(nonfarm employment, millions, seas.-adjusted)
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Source: U.S. Department of Commerce, Employment Security Commission of North Carolina

first six months of 2001, North Carolina lost 5% of her manufacturing jobs. In the
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2001 rate. Cigarette manufacturing jobs have fallen one-fourth as much, apparel

jobs one-third as much, and furniture jobs one-half as much during the first half of

2008 compared to the first half of 2001.

There are three possible explanations for this relative good news. One is
that North Carolina manufacturers have had seven years to adjust to the realities
of globalization and enhanced international trade. A second is that North
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cigarettes) have downsized to the point that their current employment levels
represent a long-run equilibrium. Third is that the lower valued dollar against
foreign currencies has caused a domestic export boom among manufacturers and
has helped maintain employment levels.

Nonetheless, there are other indicators of a slowing economy in the state.
One broad measure is retail sales, excluding the sales of gasoline. In the first four
months of 2008, real (inflation-adjusted) non-gasoline retail sales in North
Carolina were down 3.9% from the January-April period of 2007. This was slightly
more than the comparable reduction in the nation (2.8%) but was less than the



comparable reduction for the same period in the 2001 recession. There is the
same pattern for real personal income.

Clearly the current economic slowdown is being driven by the collapse in
the residential housing market and the reductions in wealth caused by falling
housing prices. Nationally, household wealth has already fallen for two
consecutive quarters (fourth quarter of 2007 and first quarter of 2008), with a
further drop in the second quarter of 2008 expected. Aggregate household
wealth losses will approach S3 trillion by the end of the second quarter.

Figure 2. Existing Home Sales as a Proportion of Previous Year's
Sales
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Figure 2 shows the ratio of existing home sales in the current month to
existing home sales in the same month of the previous year for both the nation
and North Carolina. The downward trend in both series represents the
deterioration of residential housing sales during the past two years. Note,
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drop. This may be evidence of a typical pattern of North Carolina during
economic cycles. The state enters the cycle later than the nation, but also
recovers later.

YR V

| @At o0fS RFEGFE adza3asSad b2NOK /| NREAY

better than national prices. Data from repeat sales of homes tabulated by the
Office of Federal Housing Enterprise Oversight (OFHEO) show the prices of homes
nationally fell 0.03% from the first quarter of 2007 to the first quarter of 2008,
while rising 4% in North Carolina. Both these values were lower than for the
previous year (first quarter 2006 to first quarter 2007) when prices nationally rose
4.4% and increased 7.8% in North Carolina.

Figure 3 shows how house prices have changed for regions within North
Carolina. The regions are limited to those metropolitan areas for which data are
collected by OFHEO. Nonetheless, there does appear to be a regional pattern to
house price changes in the last year. House prices have either gained or had
modest declines in the middle (Piedmont) section of the state. In contrast, house
price declines have been steeper in mountain and coastal regions.

This geographic pattern has some supporting logic. Consumers purchase
homes on the coast or in the mountains in part to be near water or to enjoy
mountain views. However, such locations are limited in supply. Therefore, when
there is a major jump in home purchases in those areas, the simple economic fact
of demand increasing faster than supply results in large price hikes. Conversely,
when the market reverses C as it has in the past year - and purchases (demand)
decline, there is a corresponding large drop in price.

In contrast, the Piedmont section of the state is not constrained by physical
barriers or major natural amenities. Hence, price jumps during the boom period
of the housing market were not as great as at the coast or mountains, and so the
price pullback has likewise not been as steep once the housing market slumped.



Figure 3. OFHEO House Price Change, |, 2007 - |, 2008 (Available Metropolitan
Regions)
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Carolina in the past year, there are also geographic differences in the wider
economy of the state. Figure 4 displays these variations, as represented by the
employment market, by showing the increase in the county unemployment rate
from June 2007 to June 2008. The greatest increases were in a cluster of
counties around Rocky Mount in the east and near Wilkesboro in the west, plus
an assortment of other counties scattered throughout the state. Notably, the
smallest increases included all the major urban counties ¢ New Hanover
(Wilmington), Wake (Raleigh), Durham (Durham), Guilford (Greensboro), Forsyth
(Winston-Salem), and Buncombe (Asheville) ¢ except one ¢ Mecklenburg
(Charlotte). The significant increase in unemployment in the Charlotte economy
is likely related to the turbulence and resulting downsizing in the financial services
sector, which is the leading economic component of the Charlotte region.



Figure 4. Changes in County Unemployment Rates, June 2007 - June 2008
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So where do we go from here? For the economy to recover to solid
footing, the current imbalances in the housing market must be corrected. This
means the excess inventory of homes for sale must be reduced and prices must
be stabilized. Nationally, there have been some movements in this direction,
with sales increasing slightly, inventories declining some, and price declines
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before the housing market begins to make a positive contribution to economic
growth. As a result, home prices will continue to soften.

In the meantime, most national forecasts suggest a sluggish economic
growth path for the rest of 2008 and well in to 2009. Economic growth in the
second half of 2008 will hover near zero, with growth heading back into positive
territory in 2009 and making modest improvement during that year.
Consequently, the national unemployment rate will continue to rise in 2008 and
2009, with perhaps a slight decline only occurring at the end of 2009.



One bright spot in the national forecast is inflation. Although inflation
outside of food and fuel (theso-Ol f f SR aO2NB NI} G§S¢0 KI & NE
2.5% annually, significant rises in food and fuel prices have pulled the total
O aKSI Rf A Yr3tétdnear 3%F The godd Reyis is that many forecasters
expect oil and gas prices as well as the commodity prices that influence food to
drop in the near term. If this happens, it should mean a total inflation rate of
closer to 3% for the end of 2008 and all of 2009.

The forecasts for North Carolina (Table 1) follow these expectations for the
national economy. Average employment in 2008 will be down 0.5%fNR Y H A n T Qa
average level, and consequently the average state unemployment rate will

Table 1. North Carolina Forecasts

2007 2008 forecast | 2009 forecast
Employment, % change 1.4% -0.5% 0.3%
Unemployment rate, chg. in % points | 0.0% pts. | 1.5% pts. 0.6% pts.
Real retail sales, % change 1.1% -4.5% 3.0%
Real wages per employee, % change | 1.1% -2.0% 0.5%
Housing permits, % change -18% -35% 10.0%

(see notes at end for definitions of the measures)

rise by 1.5 percentage points. Real (inflation-adjusted) retail sales and real wages
per employee will also drop during the year, and housing permits are expected to
beoffby35: FNBY HAnTQa f SOSt P

A somewhat better ¢ although certainly not stellar ¢ forecast is posted for
2009. There will be a very modest increase in employment ¢ mainly in the second
half ¢ but not enough to prevent the average unemployment rate for the year
from rising a further 0.6 percentage points. Real retail sales and real wages will
both have modest increases. But the most notable change will be in housing
permits which, after two years of declines, will register a 10% gain. This will
signal the end of the housing bust!



Regional Forecasts

Advantage West (Alleghany, Ashe, Avery, Buncombe, Burke, Caldwell, Cherokee,
Clay, Graham, Haywood, Henderson, Jackson, McDowell, Macon, Madison,

Mitchell, Polk, Rutherford, Swain, Transylvania, Watauga, Wilkes, and Yancey

counties)

2007 2008 forecast | 2009 forecast
Employment, % change 1.7% -0.8% 0.0%
Unemployment rate, chg. in % pts. -0.2% pts. | 1.7% pts. 1.0% pts.
Real retail sales, % change 3.7% -8.0% 2.0%
Real wages per employee, % change | 0.5% -2.3% 0.5%
Housing permits, % change -18% -40% 5.0%

Led by a 40% reduction in housing permits, the Advantage West economy
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state. The curtailment in construction will be seen in a sharper rise in

unemployment, a deeper cut in retail sales, and a larger decline in real wages.

The turnaround in 2009 will also be modest. No change in employment

will mean no net new jobs for entrants to the labor market, and hence the

unemployment rate will rise. However, there will the beginning of a climb from

the bottom of the housing sector, and this will be enough to provide modest

boosts to real retail sales and real wages. Nevertheless, the regional economy in
2009 will still not be fully recovered from the slide it took in 2007 and 2008.
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Charlotte Region (Alexander, Anson, Cabarrus, Catawba, Cleveland, Gaston,
Iredell, Lincoln, Mecklenburg, Rowan, Stanly, and Union counties)

2007 2008 forecast | 2009 forecast
Employment, % change 1.5% -1.0% 0.2%
Unemployment rate, chg. in % pts. 0.1% pts. | 1.6% pts. 0.5% pts.
Real retail sales, % change 1.9% -3.5% 3.5%
Real wages per employee, % change | 0.2% -1.7% 0.5%
Housing permits, % change -11% -35% 10.0%

The Charlotte regional economy presents a mixed picture. It weathered

the beginning of the housing bust relatively well in 2007, with housing permits

down only 11% and jobs up 1.5% (although the latter number was certainly sub-

par for Charlotte in recent years). But two negatives hit the regional economy in

2008: an acceleration in the slowdown in the residential housing market, and

substantial financial losses to the large national banks headquartered in the

region. Consequently, total jobs are forecasted to drop for the full year and the

regional unemployment rate is projected to rise by 1.6 percentage points.

Yet the Charlotte economy has too many attractive features to be down for

long. As the national economy begins to recover in 2009, Charlotte again will be a

destination for new households and companies. These gains will increase

employment ¢ although not enough to reduce the annual unemployment rate ¢

boost retail sales and real wages, and produce a nice rebound in residential

construction.
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Piedmont Triad (Alamance, Caswell, Davidson, Davie, Forsyth, Guilford,
Montgomery, Randolph, Rockingham, Stokes, Surry, and Yadkin counties)

2007 2008 forecast | 2009 forecast
Employment, % change -1.0% -1.2% 0.0%
Unemployment rate, chg. in % pts. 0.0% pts. | 1.6% pts. 0.4% pts.
Real retail sales, % change 2.6% -4.0% 1.5%
Real wages per employee, % change | 0.3% -1.7% 0.0%
Housing permits, % change -19% -25% 7.5%
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greatest challenges in shifting its manufacturing-based 20™ century economy to
the technology and service driven economy of the 21* century. Any downturn in
the national and state economies tends to exaggerate these challenges.

Hence, while the state was still adding jobs in 2007 at the start of the
current economic slowdown, the Piedmont Triad lost jobs. Real wages also grew
more modestly in the region than in the state that year. On the positive side,
housing permits slipped at about the state average.

The economic downsizing is continuing in the Piedmont Triad in 2008, with
an even greater decline in jobs and bigger rise in unemployment than in 2007.
Retailers and workers will also feel the pain of a reduced volume of sales and
lower real wages, but the dip in housing construction will be less than the state
average. The cyclical bottom should be hit in 2009, but improvements will be

modest, and the regional unemployment rate will post a further increase.
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Research Triangle (Chatham, Durham, Franklin, Granville, Harnett, Johnston, Lee,
Moore, Orange, Person, Vance, Wake, and Warren counties)

2007 2008 forecast | 2009 forecast
Employment, % change 1.9% 0.3% 0.8%
Unemployment rate, chg. in % pts. -0.1% pts. | 1.3% pts. 0.5% pts.
Real retail sales, % change 11.4% -5.0% 3.5%
Real wages per employee, % change | 1.7% -1.7% 0.5%
Housing permits, % change -12% -30% 15.0%
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modest. Job growth and real wage grown were under 2% and there was virtually

adal

no decline in the average unemployment rate. The most robust number was the
11.4% increase in real retail sales. On the negative side, the region experienced a
very unusual double-digit drop in housing permits.

The sub-par performance of the Triangle will continue for 2008. The
economic slowdown will be evident in three areas: a major jump in the regional
unemployment rate, a reduction in real retail sales, and a 30% drop in housing
permits. However, a positive ¢ although not outstanding ¢ performance will
return in 2009. Employment will rise just shy of 1%, real retail sales and real
wages per employee will again grow, and housing permits will rise at a double-
digit rate. Still, averaged over the entire year, the unemployment rate will be up
in 2009 compared to 2008.
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Southeast (Bladen, Brunswick, Columbus, Cumberland, Hoke, New Hanover,

Pender, Richmond, Robeson, Sampson, and Scotland counties)

2007 2008 forecast | 2009 forecast
Employment, % change 2.0% -0.5% 1.0%
Unemployment rate, chg. in % pts. 0.0% pts. | 1.2% pts. 0.4% pts.
Real retail sales, % change 0.0% -10.0% 4.5%
Real wages per employee, % change | 1.8% -2.0% 0.5%
Housing permits, % change -19% -22% 8.0%

The Southeast economy has clearly been hurt by the pullback in the
residential housing market, with back-to-back near 20% declines in housing
permits in 2007 and projected for 2008. Since the region is more dependent than
others on construction in the second-home and vacation markets, the national
housing decline has been the main economic driver in the region. Additionally,
NSGIFAE alfSa NS SELISOGSF g2 oS |
vacation plans in 2008 as a response to high gas prices.
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With a rebound in the housing market expected in the second half of 2009,
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are projected to turn around that year and post an 8% gain. Likewise, real retail

sales and real wages per employee will show gains. The job market should also
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from rising 0.4 percentage points.
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Eastern (Carteret, Craven, Duplin, Edgecombe, Greene, Jones, Lenoir, Nash,

Onslow, Pamlico, Pitt, Wayne, and Wilson counties)

2007 2008 forecast | 2009 forecast
Employment, % change 2.8% -0.7% 0.5%
Unemployment rate, chg. in % pts. -0.3% pts. | 1.6% pts. 0.5% pts.
Real retail sales, % change 1.7% -5.0% 2.5%
Real wages per employee, % change | 1.3% -2.0% 0.5%
Housing permits, % change -9.6% -45% 10.0%

Strong job growth was almost 3% and the unemployment rate declined by

0.3 percentage points in the Eastern region during 2007. A major reason was the
GKS NBIAZ2YQa
smallest percentage of any region. Moderate increases were also realized in
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retail sales and real wages during 2007.

However, the reality of the economic slump has hit the region in 2008.

Housing permits are expected to be down 45% during the year. Jobs will also

decline, and the unemployment rate will rise at a yearly average of 1.6

percentage points. Retail sales and real wages will also tumble.

Yet better ¢ although not completely sunny ¢ days are forecasted for 2009.

A small gain will be seen in jobs, yet not enough to prevent the unemployment

rate from rising. Both retail sales and real wages will eke out small gains. And
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back to 2007 levels.
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Northeast (Beaufort, Bertie, Camden, Chowan, Currituck, Dare, Gates, Halifax,
Hertford, Hyde, Martin, Northampton, Pasquotank, Perquimans, Tyrrell, and
Washington counties)

2007 2008 forecast | 2009 forecast
Employment, % change 3.6% -1.5% 0.7%
Unemployment rate, chg. in % pts. -0.1% pts. | 1.7% pts. 0.6% pts.
Real retail sales, % change 0.1% -5.5% 1.5%
Real wages per employee, % change | 0.4% -2.5% 0.3%
Housing permits, % change -16.3% -55% 12.0%

The fasting growing job market in North Carolina in 2007 was in the
Northeast region, where employment jumped a robust 3.6%. However, with job
seekers moving to the area, the average annual unemployment rate changed very
little. Similarly, retail sales and real wages gained at modest rates. Although
housing permits were off in 2007, they were down from their torrid past pace.

This relatively good performance all dramatically changed in 2008. Housing
permits are on track to plunge a state-leading 55% during the year. As a result,
employment, the unemployment rate, retail sales and real wages will all also
deteriorate.

An improvement in the regional economic numbers is expected for 2009.
Jobs will be added, and retail sales and real wages will both gain. The residential

housing market will also move off its low point in 2008. Yet the increases will be
avylrtts a GKS NBIA2Y O2ydAydzSa G2 | Redz
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Measures and Sources

Employment: percentage change in household employment, from the
Employment Security Commission of North Carolina

Unemployment rate: change in the unemployment rate (percentage points) from
the Employment Security Commission of North Carolina

Real retail sales: percentage change in taxable retail sales adjusted for retail
inflation, from the North Carolina Department of Revenue and the
U.S. Bureau of Labor Statistics

Real wages per employee: percentage change in wages per employee adjusted
for retail inflation, from the Employment Security Commission of North
Carolina and the U.S. Bureau of Labor Statistics

Housing permits: percentage change in residential housing permits from the

U.S. Department of Commerce
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