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Overview: Economic Update

" State of the national economy
» Slowing but on “firm footing”
= Consumers continue to spend

* Interest rate rise begins to slow at short end
» “Soft Patch” from oil prices

* Virginia has been growing faster than
nation

= Significant variation by region

* Education is important . . . think globally
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Real GDP Remains Healthy

Real Gross Domestic Product
Quarterly Annualized Percent Change

g+ Recession

Regession

1990 1992 1994 1996 1998 2000 2002 2004

Data through 3™ Quarter 2005.
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The Fed’s Goal: 3.5% Real GDP

Growth?

/nemployment Falls

Capacity Utilization Rises
Slower Deliveries

3.0% - 3.5%
Noninflationary
Economic
Growth
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Inflation
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Inflation, Excluding Food and Energy,
Remains Contained

Consumer Price Index
% Change From Year Ago
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Data through September 2004.




Impact of Hurricanes will be Short-
Lived

Initial Unemployment Claims
Thousands, 4-week Moving Average
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Data through October 2005.




Impact of Hurricanes will be Short-
Lived

Total Capacity Utilization Rate

86

841

827

807

787

767

747

72 : } f f } } } } } f f f } } }
Jan-90 Jan-92 Jan-94 Jan-96 Jan-98 Jan-00 Jan-02 Jan-04

z

CHMURAECONOMICS&ANALYTICS

Data through September 2004.




Impact of Hurricanes will be Short-
Lived

Total Capacity Utilization Rate
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Data through September 2004.




Interest Rate Forecast:

Federal Funds

Rate Rises at a ‘Measured’ Pace

Interest Rate
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Historical data through 15t quarter 2005.
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National Forecast

2004-05 Actual 2005-06 Forecast
Qtr3 Qtr4 Qtrl Qtr 2 Qtr3 Qtr4 Qtr1 Qtr 2
Quarterly Annualized Rates

Real Gross Domestic Product 4.0 3.3 3.8 3.4 3.8 2.5 3.0 3.2
Consumptions Expenditures 4.4 4.3 3.5 3.3 3.9 15 2.5 1.8
Residential Investment 2.6 1.6 9.4 9.8 4.8 1.0 2.5 2.6
Nonresidential Investment 11.8 10.4 5.7 9.0 6.2 10.1 11.5 10.5

Equipment and Software  15.5 12.4 8.3 11.0 8.9 11.1 13.2 12.0
Government Expenditure 1.8 0.9 1.9 2.0 3.2 1.0 1.6 3.0
Net Exports, Goods & Service$05.8 -633.3 -644.7 -600.5 -582.7 -576 -582.4 -555.6

(Billions of 2000 Dollars)
Percentage Change from a Year Ago (%)

Consumer Price Index 2.7 3.4 3 2.9 3.1 2.9 2.4 1.8
Yields (%)

Federal Funds Rate 1.4 2.0 2.5 2.9 3.4 3.9 4.4 4.5

Prime Rate 4.4 4.9 54 5.9 6.4 6.9 7.4 7.5

10-Year Treasury 4.3 4.2 4.3 4.2 4.5 4.8 4.9 5.0

30-Year Conventional Mortgage 5.9 5.7 5.8 5.7 5.9 6.1 6.3 6.4

Source: Chmura Economics & Analytics
Note: Yields reported for the average of the quarter
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Recession Probability

Probability of Recession
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Employment Growth By State,
August 2005

Virginia, #23, 1.5%
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Nevada 6.2%0, 72,300 jobs South Carolina 0.0%6, 900 jobs
Arizona 4.1%b, 98,800 jobs '! Michigan -1.1%6, -48,700 jobss
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Employment Growth By State,
September 2005

3
° Virginia, #28, 1.3%, 45,800
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Nevada 6.1%0, 71,200 jobs Mississippi -4.4%0, -49,100 jobs

Arizona 4.0%0, 96,000 jobs

" Louisiana -12.0%, -288,900 jgbs
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Ranking Virginia’s Metropolitan Areas
IN the Nation, Employment Growth Rate

1-Yr Change, September 2005
Total Jobs Number Percent Rank

St. George. .. .. e e e e 47.60 3.60 8.20 1
11 = 51.8 3.8 7.9 2
Coeur d"Alene. ... ... .. ... ... .... 55.1 4 7.8 3
ElI Centro. ... ... .. .. o aaaann 43.8 3 7.4 4
Las Vegas-Paradise.............. 887.9 60.8 7.4 5
Winchester. .. ... .. .. ... ... ..... 56.9 2.5 4.6 16
Harrisonburg. . ... ... ... ... ...... 63.2 1.9 3.1 55
Richmond. .. ... ... . ... ... ..... 619.3 15.5 2.6 78
Blacksburg-Christiansburg-Radfor: 73.1 1.4 2 116
Lynchburg. .. ... ... ... 104.3 1.2 1.2 181
Virginia Beach-Norfolk-Newport Ni 763.2 8 1.1 195
Charlottesville. ... ... ... ._....... 93.1 0.4 0.4 275
Danville. . ... .. ... .. ... ... ..., 43 -1.5 -3.4 363
Hattiesburg. ... ... ... .. ... ... 52.7 -2.7 -4.9 364
Pascagoula. ... .. ... .. ... ........ 48 -6 -11.1 365
Gulfport-Biloxi. ... ... ... ....... 83.8 -30.5 -26.7 366
New Orleans-Metairie-Kenner..... 378.40 -232 -38 367

Number of Jobs

' in Thousands
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Virginia Had Been Outpacing the Nation

Employment Growth
Percentage Change From a Year Ago

Virginia
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Data through September 2005 :
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Employment Growth by Sector

Pgbcentage Change From a Year Ago, September 2005
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Employment Growth by Sector

Pk_()ebcentage Chay(gg From a Year Ago, Septem bé\XOOS
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Employment in Professional Business
Services

Employment Growth - Professional and Business Services
Percentage Change From a Year Ago
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Data through September 2005




Professional Business Services

Employment Growth - Professional and Business Services
Percentage Change From a Year Ago
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Average Wages per Worker is $40,883
In the State
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Annual Avg. Wages per Worker for Northern Virginia MSA
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Manufacturing Declined Through 15t

Quarter 2005

Employment for Southside Tobacco Region
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Average Wages per Worker is $40,883
In the State

Annual Avg. Wages per Worker for Southside Tobacco Region
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Manufacturing Pays Much Better than
Average Wages in Rural Areas

Annual Avg. Wages per Worker for Southside Tobacco Region
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Employment Growth, 2005 Qtr 1

Percentage Change in Employment From Last Year

Mara than -6.00%
Between -6.00 and -3.01%
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Initial Unemployment Claims in VA Point to
Further Improvement in the Labor Market

Virginia: Initial Unemployment Claims
6-Month Moving Average
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Data through September 2005




Virginia Retall Sales are Supporting
Revenue Growth

Virginia: Retail Sales
Percentage Change From a Year Ago, 6-Month Moving Average
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Data through September 2005




Virginia Single-Family Building Permits

Virginia: Single-Family Building Permits

6-Month Moving Average

4,000

3,500

3,000 1

2,500 1

2,000 1

1,500 1

1,000 ‘ ‘ ‘ , ‘ , ‘
Jan-90 Jan-92 Jan-94 Jan-96 Jan-98 Jan-00 Jan-02 Jan-04

z 28

CHMURAECONOMICS&ANALYTICS

Data through September 2005




Home Appreciation Will Slow....Has
Been Contributing to State Revenues

Year-Over Year Change
30.0%

|

Washington MSA r/
20.0% l

Y / \ /i

25.0%

10.0%

5.0% 7

0.0% N A

-5.0%
1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004

Source: Office of Federal Housing Enterprise Oversight (OFHEO) Home Price Index
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Employment Forecasts

States

2004 2005 2006
Virginia 2.5% 1.9% 1.6%
United 1.1% 1.7% 1.4%

CHMURAECONOMICS&ANALYTICS
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Human Capital Trends

o
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Skill Level Changes

1930 1997

National Summit on 215t Century Skills for 21t Century Jobs
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Broad Relationships Between Education and

Economic Well-Being Are Clear

Meda'ﬂﬂeekiy Earnings of Full-Time Workers
by Detailed Educational Attainment

Dollars per Week
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00 M
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-"-I-.
iy
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Source: Katharine Bradbury, “Education and Wages in the 1980s and 1990s: Are All the Groups

Moving Together?” Boston Fed. 'l
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Broad Relationships Between Education and
Economic Well-Being Are Clear

Meda'ﬂﬂeekiy Earnings of Full-Time Workers
by Detailed Educational Attainment

Dollars per Week

1000
a00
a00 Colege Degrae, No Maore
00
g0 -
-"..-_"ll—l-._pl—l"-'?_ Some EI:IIEHE
——— — >
B0 -
e

iy, —p

400 High School, Mo College

Less than High Schoo|
3|:||:| M| | L 1 1 1 1 1 1 1 1 1 1 1

T
1880 1982 19B4 1988 19RE 18990 19492 1884 1996 1888 2000

Source: Katharine Bradbury, “Education and Wages in the 1980s and 1990s: Are All the Groups
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PISA 2003: Mathematics Literacy
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PISA 2003: Mathematics Literacy

Figures 4. Distribution of comlbimned mathematics iteracy scores of 15—ywear-cld studemnt=s, by
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International Competition

Students Enrolled in Postsecondary

(in millions)
1990 2000 | % Change
U.S. 13.7 15.7 +15%
China 3.8 13.6 +258%
India 4.9 9.4 +92%

;g;
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UNESCO, 2003
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International Competition

New Participants in the World Economy

 China, India and Russia = 3 billion people
e 10% highly educated = 300 million people
e USA = 300 million people

e 25% highly educated = 75 million

o Competition for jobs = 375 million people

« USA students/adults will face greater
competition in the future than anytime in
history

Craig Barrett, INTEL CEO 2004
o

t /| 38
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These Students Will Be Underpinning
Growth in 4 to 8 Years . . .

% of 8th Grade Students Passing Mathematics By School Division, Spring 2004
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Source: Virginia Dept. of Education.
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These Students Will Be Underpinning
Growth in 4 to 8 Years . . .

% of 8th Grade Students Passing Mathematics By School Division, Spring 2004
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Rate Rank
HIGHLAND 96.0 1
RICHMOND 93.9 2
LEXINGTON CITY 92.7 3
FALLS CHURCH CITY 91.2 4
SALEM CITY 90.4 5
POQUOSON CITY 89.7 6
GLOUCESTER 89.1 7
YORK 87.4 8
WEST POINT 87.3 9
SHENANDOAH 86.8 0
T
BRISTOL SOUTHAMPTON
CITY

40



These Students Will Be Underpinning
Growth in 4 to 8 Years . . .

% of 8th Grade Students Passing Mathematics By School Division, Spring 2004

Bottom 1

O

BRUNSWICK 602 122
100.0 PORTSMOUTH CITY 60.1 123
TAZEWELL 56.5 124
90.0 SUSSEX 54.9 125
LEE 54.4 126
80.0 BUCKINGHAM 54.0 127
SCOTT 50.6 128
70.0 CHARLOTTESVILLE CITY47.1 129
COVINGTON CITY 433 130
60.0 BUCHANAN 408 131
PETERSBURG CITY 405 132
50.0 |
40.0
30.0
20.0
10.0
.0 T T T
HIGHLAND ISLE OF WEST- KING WILLIAM AMELIA BRISTOL SOUTHAMPTON

WIGHT MORELAND

Source: Virginia Dept. of Education.
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Higher Skills Needed for Fast Growing
Services than Declining Mfg Industries

Occupational Skill of Fastest Growing and Declining Industries, Virginia, 2002-2012

Average Mfg Skill :
2.7
Average Serv. Skill _
2.9
~ I | | | I
2.0 2.2 2.4 2.6 2.8 3.0 3.2
Source: JobsEQ™ Skill Measure of Occupations in Industries
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Higher Skills Needed for Fast Growing
Services than Declining Mfg Industries

Occupational Skill of Fastest Growing and Declining Industries, Virginia, 2002-2012

Average Mfg Skill |
Computer/Electronic Prod. Mfg.
Chemical Mfg.

Petro./Coal Prod. Mfg

Paper Mfg.

Leather/Allied Prod. Mfqg.
Apparel Mfg.

Textile Prod. Mills

Textile Mills
Beverage/Tobacco Prod. Mfg.
Minin

e
Loss
Biggest

Job

Loss
v =>

Average Serv. Skill

2.9

2.0 2.2 2.4 2.6 2.8 3.0 3.2
Source: JobsEQ™ Skill Measure of Occupations in Industries
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Higher Skills Needed for Fast Growing
Services than Declining Mfg Industries

Occupational Skill of Fastest Growing and Declining Industries, Virginia, 2002-2012

Average Mfg Skill

Computer/Electronic Prod. Mfg.

Chemical Mfg.

Petro./Coal Prod. Mfg

Paper Mfg.

Leather/Allied Prod. Mfqg.

Apparel Mfg.

Textile Prod. Mills

Textile Mills

Beverage/Tobacco Prod. Mfg.
Minin

Job
oss

Average Serv. Skill _

Food Serv./Drinking Places
Amusement, Gambling/Recreation Ind.

Social Assist.
Nursing/Res. Care Facilities
Hospitals

Ambulatory Health Care Serv.
Ed. Ser

Admin./Support Serv
Profess., Scientific, and Tech. Serv. ¥ 3.0
Internet Serv. /Data Process. Serv. 3.1

2.0 2.2 2.4 2.6 2.8 3.0 3.2
Source: JobsEQ™ Skill Measure of Occupations in Industries
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Higher Skills Needed for Fast Growing
Services than Declining Mfg Industries

Occupational Skill of Fastest Growing and Declining Industries, Virginia, 2002-2012

Average Mfg Skill

Computer/Electronic Prod. Mfg.

Chemical Mfg.

Petro./Coal Prod. Mfg

Paper Mfg.

Leather/Allied Prod. Mfqg.

Apparel Mfg.

Textile Prod. Mills

Textile Mills

Beverage/Tobacco Prod. Mfg.
Minin

Biggest
Job
Loss

Average Serv. Skill
Food Serv./Drinking Places
Amusement, Gambling/Recreation Ind.
Social Assist.
Nursing/Res. Care Facilities

Hospitals

Ambulatory Health Care Serv.
Ed. Ser

y 3.1
J 3.0

J 3.1 Biggest

Admin./Support Serv 3 2.9 Job
Profess., Scientific, and Tech. Serv. J 3.0 N8
Internet Serv. /Data Process. Serv. 3.1 Gain

2.0 2.2 2.4 2.6 2.8 3.0 3.2
Source: JobsEQ™ Skill Measure of Occupations in Industries
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Conclusions: Economic Update

O Education/skills are important to our
national and regional long-term growth

O Katrina/high oll prices will slow but not
stop expansion

O Virginia grows about national pace

O Northern Virginia continues to outpace the
state; rural areas slower than average
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Housing Bubbles

House Price Appreciation
Percent Change From A Year Ago
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