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Executive Summary District Update

The Twelfth District economy grew at a The Twelfth District economy contin-
solid pace in recent months, although ued to expand at a solid pace in recent months,
growth has slowed from earlier in the year. although growth has slowed since the first quar-

ter. District nonfarm payroll employment ex-
panded by 2.3 percent at an annual rate during
Junethrough August, slightly off the 2.7 percent
annual pace for 1998. Despite the recent slow-
down, employment growth in most District states
continues to outpace growth for the nation as a
whole. As measured by growth in employment
over the past 12 months, only Alaska, Idaho, and
Hawaii are expanding at a pace below the na-
tional rate of 2.3 percent. Four District states—

Payroll employment expanded by 2.3 per-
cent at an annual rate during June through
August, well below the 3.7 percent annual
pace for 1997.

Despite the recent slowdown, employment
inthe district is growing more rapidly than
nationally. In addition, the District con-
tains four of the eight fastest growing
states in the nation.

Slackening demand for exports and a Arizona, Nevada, Washington, and California—
downturn in high-tech manufacturing have are among the eight fastest growing statesin the
combined to damp growth in manufactur- nation.

ing employment in many District states.
However, rapid growth in construction
and services employment have helped keep
the District's expansion on track.

Leading the District’s expansion are the
construction, finance, insurance, and real estate,
and services sectors. Employment in the con-
struction sector surged between June and Au-
gust, growing by 10.5 percent at annual rate.
Although slower manufacturing growth has put
somenon-residential buildingonhold, residential
construction awards remain at very high levels.
Nonagricultural Payroll Employment The finance, insurance, and real estate sector

(percent changeover year earlier) added jobs at a rapid pace during June through
August, boosting annualized empl oyment growth
407 in the sector to 4.4 percent for 1998, a full

percentage point higher than the 1997 rate.
Diarict Employment growth in the services sector also
remained strong, as slower growth in tourism-
related sectors was more than offset by rapid
growth in business and personal services.
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Incontrast, other sectorsof theDistrict’'s
| economy weakened in recent months. The manu-
104 facturing sector shed jobs, while employment
growth in the transportation and communica-
tions, and trade sectors was flat. Slowing in
these sectors owes in part to weakness in East
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Asiaand adownturnin high-tech manufacturing.

INn 1996 and 1997 strong growth in manu-
facturing employment hel ped the District expand
more rapidly than the nation. In 1998, slackening
demand for exports and a more general slow-
down in high-tech manufacturing have combined
to damp employment growth in manufacturingin
many District states. As aresult, District manu-
facturing employment growth has fallen from
3.7 percent last year to -0.2 percent for the first
8 months of 1998. The decline in the District’s
manufacturing sector has reduced overall pay-
roll employment growth by about %2 percentage
point, and narrowed the gap between the District
and the U.S. pace of expansion.

District Employment by State

Annualized %
Number Employed % Change Change
(thousands) From From
Previous  Previous
Aug-98 Jul-98 Aug-97  Month Year

Alaska 274.8 276.1 269.5 -5.5 2.0
Arizona 2,075.2 2,064.2 1,983.3 6.6 4.6
Cadlifornia 13,623.3 13,586.2 13,2245 33 3.0
Hawaii 526.7 522.6 533.0 9.8 -1.2
Idaho 520.8 519.4 511.5 33 18
Nevada 934.3 931.8 893.8 33 45
Oregon 1,568.0 1,564.5 1,527.0 2.7 2.7
Utah 1,024.3 1,022.0 997.4 2.7 2.7
Washington 2,616.4 2,606.1 2,522.8 4.8 3.7
District 23,1638 23,0929 22,462.8 3.7 31
us. 126,184.0 125,819.0 122,894.0 35 2.7

Seasonally adjusted payroll employment data

District Employment by I ndustry

Annualized %
Number Employed % Change Change
(thousands) From From
Previous Previous

Aug-98  Jul-98 Aug-97 Month Year

Total 23,163.8 23,0929 22,462.8 3.7 31
Mining 82.3 82.3 84.8 0.0 -2.9
Construction 12039 1,201.1 11,1279 2.8 6.7
Manufacturing  3,039.8 3,059.3 3,029.3 -1.4 0.3
Transportation  1,189.0 1,187.2 1,126.4 18 5.6

Trade 5,404.2 53948 52774 21 24
F.IL.RE. 1,328.7 1,326.0 1,280.2 25 3.8
Services 7,070.3 7,036.4 6,790.4 59 4.1

Government 3,829.7 3,805.8 3,746.4 7.8 2.2

Seasonally adjusted payroll employment data

Financial Conditions

District bank earningswere strongin the
second quarter. Banks headquartered in the Dis-
trict reported average return on assets (ROA) of
1.5 percent and average return on equity (ROE)
of 14.3 percent. District ROA wasslightly higher
thanthenational average, whileROE wasslightly
lower. Banks headquartered in California re-
corded average ROA equal to the nation; ROE
was lower than the national average. For small
banksin California, second-quarter resultsshared
an average ROA was 1.1 percent and average
ROE was 10.5 percent, an improvement from
the second quarter. Performance of small banks
varied across the state, with small banks in the
Central Valley and Southern Californiaperform-
ing worse than small banksin Northern Califor-
nia

Asset quality across the District im-
proved in the second quarter, as the average
past-due loan ratio continued on a downward
trend. The District’s average past-due credit
card loan ratio also declined, but, asin the nation
as a whole, remained high.

A survey of large District banks showed
basically unchanged demand for business loans
over the past three months. Overall, demand for
home mortgages strengthened, while demand for
consumer loans and home equity loans weak-
ened somewhat. Demand for commercial real
estate loans picked up dlightly.

Slowing Growth in California: The Role of
M anufacturing

Over the past few yearsrobust growthin
manufacturing employment has helped Califor-
nia expand more rapidly than the nation. Re-
cently, however, the East Asian financial crisis
and excess supply and manufacturing overca-
pacity in some high-tech sectors have combined
to damp growth in the state’s manufacturing
sector. As a result, total payroll employment
growthin Californiaisslowing, drawingcloser to
the national rate. Within California, the San
Francisco Bay Area has experienced the largest
deceleration. Thisis serving to equalize regional
growth rates across California, although at a
slower overall growth rate than last year.
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Manufacturing’s Contribution to California’s
Slowing Economy

After growing by 3.5 percent during the
12 months ending August 1997, payroll employ-
ment growth in California slowed to just 3.0
percent over the past 12 months ending in Au-
gust. Although a number of sectorsin the state’s
economy decelerated, the bulk of the downturn
owes to large and ongoing declines in manufac-
turing employment growth. Figure 1 shows 12
month growth rates for manufacturing employ-
ment and for total employment less manufactur-
ing in California. Growth in manufacturing em-
ployment began to slow in the third quarter of
1997, a period when most other sectors of
California’s economy were expanding. By Sep-
tember 1997, 12 month growth in manufacturing
employment had dipped below the average rate
of employment growth for the state’s other sec-
tors. Sincethat time, manufacturing employment
growthin Californiahasdeclined almost steadily,
and as of August (on a 12 month basis) was well
below the 3.5 percent rate of the remaining
sectors of the state’s economy.

To understand the direct effect of the
downturnin manufacturing on Californiapayroll
employment growth, it is useful to consider how
rapidly the state would have grown if manufac-
turing had continued to expand at itsearlier pace.
Between August 1996 and August 1997 manu-
facturing growth in California averaged 3.6 per-
cent. If manufacturing employment had contin-
ued to expand at this pace during the 12 months

Figure 1
Califor nia Employment Growth
(12 month per cent change)

Percent
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ending in August 1998, California's total non-
agricultural employment would be growing 3.5
percent per year, rather than the actual 3.0
percent realized. Thus, the slowdown in manu-
facturing has shaved nearly 0.5 percentage point
off growth in the state.

Factors Damping Manufacturing Employ-
ment Growth

East Asia. The slowdown in manufac-
turing, in part, reflects California’s exposure to
developmentsin East Asia. California merchan-
dise exports represent about 11 percent of state
GSP and nearly 50 percent of those exports are
shipped to countriesin East Asia(WED, August
1997). Merchandise exports from Californiato
East Asia have fallen rapidly in 1998 (Tablel).
During the first half year of 1998 California’s
exports to East Asiafell 17.5 percent compared
to the first half year of 1997. The largest con-
tractions were to the ASEAN(4) and South
Korea, but exports to the other NIEs and Japan
al so declined significantly.

Exacerbating California’s vulnerability
to East Asia is the fact that state exports are
dominated by three industry categories. indus-
trial machinery and equipment (SIC 35), elec-
tronic and electrical equipment (SIC 36), and
instrumentsand related products (SIC 38), which
contain most of the state’s high-tech manufac-
turers. Collectively, these three industry catego-

Table 1l
M er chandise Export Growth, California
by Destination Country
(year to date, percent changerelative to same period a year ago)

through December through June

1997 1998

Total, to world 4.8 -0.1
Western Europe 6.1 12.0
Canada 2.9 12.5
Mexico 32.6 222
East Asia® -2.5 -17.5
Japan 7.7 -15.2
ASEAN(4)® -1.3 -26.9
China 17.4 28.7
South Korea -19.8 -40.5
Other NIE® 11.0 -10.7

?East Asia: Japan, China, ASEAN(4), and the NIE(4)

°A SEAN(4): Malaysia, Thailand, Philippines, Indonesia

‘Other NIE: Taiwan, Singapore, Hong Kong

Source: Census FT900 and M1 SER Series 1(includes re-exports).
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ries account for more than 60 percent of
California s total exports to East Asia.

In 1995 and 1996, while Asiawasinvest-
ing heavily in high-tech capital equipment, com-
puters, and telecommunications products, ex-
ports from these three manufacturing categories
grew rapidly. However, ongoing weakness in
many Asian nations has significantly damped
demand for these exports. Compared to last
year, 1998 numbers reveal a 2.1 percent decline
in total exports of industrial machinery, a 2.3
percent decline in exports of electrical machin-
ery, and a substantial slowing in total export
growth of instruments and related products.®
State exports of these products to East Asia
declined by much more, 17.0, 18.4, and 5.3
percent, respectively.

Sowing High-tech. Weakening East
Asian demand for manufactured high-tech prod-
ucts has aggravated a more general imbalance
in supply and demand growth in the industry. By
most measures the high-tech manufacturing in-
dustry never fully recovered from the product-
cycle downturn in 1996. This left the industry
particularly vulnerable to market disruptions
brought on by East Asia. These circumstances
have combined to produce anindustry-wideslump
at least as severe as the decline experienced in
1996.

Indicators of industry-wide trends show
ongoing weakness in both the semiconductor and
equi pment manufacturing sectors. In July, world-
wide semiconductor sales fell to about $9.8 bil-
lion, down 17 percent (nearly $2 billion) from
year ago levels. Although sales in all regions
declined, the Asian market experienced the great-
est weakness. July 1998 sales to Asia were 23
percent lower than July 1997 sales. Inthe Ameri-
cas, sales fell by 17 percent, while in Europe,
sales dropped by 4 percent. Declining sales
figures have resulted in manufacturing overca-
pacity problems.

Declining sales and worsening overca-
pacity problems have significantly affected the
industry’s investment in new plant and equip-
ment. Indicative of the decline in purchases of
new equipment is the monthly North American
Semiconductor Equipment Industry’s “ book-to-

L California sexportsof these productsbegantoweakenin
1997 (WED, August 1997).

bill” ratio. The semiconductor equipment “ book-
to-bill” isthe ratio of semiconductor equipment
orders to shipments, from U.S. based semicon-
ductor equipment manufacturers. After making
apartial recovery from the 1996 industry down-
turn, the equipment “ book-to-bill” began to de-
clinesteadilyin July of last year. In January 1998
it fell below 1 and currently rests at 0.69, repre-
senting $69 of new orders for every $100 of
shipments.

Effects on Manufacturing in California

As East Asian devel opmets and the high-
tech slowdown have softened demand for manu-
factured products, California’'s employment
growth in this sector has decel erated. While the
decel eration has been broad-based, producers of
high-tech products have been particularly hard
hit. Figure 2 illustrates the disproportionate de-
clinein high-tech manufacturing growth (defined
as SIC categories 35, 36, and 38) relativetoother
manufacturing sectors. Figure 2 compares 12
month growth for three categories: high-tech,
transportation, and all other, which includes a
variety of non-high-tech durable manufacturing
sectors such as primary and fabricated metals
and furniture and fixtures.? Figure 2 shows that
all manufacturing sectors slowed in recent quar-
ters, but the deceleration in high-tech was par-
ticularlylarge. Twelvemonth employment growth
in high-tech fell from an average of about 5

Figure 2
Califor nia Employment Growth
by Manufacturing Sectors
(12 month percent change)

Other
x -, Manufacturing

........

“Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul
1996 1997 1998

2Specifically, the” other” categoryincludesthe2-digit SIC
groups: Furniture and Fixtures; Stone, Clay, and Glass
products; Primary Metal Industries; Fabricated Metal
Industries; and Miscellaneous M anufacturing Industries.
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percent in 1997 tojust 0.1 percent in August. In
contrast, the slowdown in most other areas of
manufacturing, the exceptions being transporta-
tion and lumber and wood products (not shown),
was more modest, falling only about one percent-
age point, from 3.5 percent on averagein 1997 to
2.8 percent in August.

Effects on Employment Growth in California

As noted earlier, California’'s slowing
manufacturing sector shaved approximately 0.5
percentage point off state payroll employment
growth over the past 12 months ending in Au-
gust. To better understand which sectors con-
tributed to this slowing, Table 2 compares the
employment shares of various manufacturing
sectors with their contributions to the 0.5 per-
centage point reduction attributable to manufac-
turing. Calculation of these contributions ac-
countsfor changesin the growth rates of various
sectors and differences in their share of total
employment.

Within manufacturing, both the durable
and non-durable sectors slowed, with each re-
ducing growth nearly proportional toits employ-
ment share. Durable manufacturing, which con-
stitutes about 60 percent of total manufacturing
employment, accounted for about 75 percent of
the total decline in employment growth, or 0.37
percentage point. Non-durable manufacturing
accounted for the remaining 0.13 percentage
point, or about 25 percent of the total decline.

A more detailed look at durable manu-
facturing reveals that the vast majority of the
durable manufacturing decline is attributable to

Table 2
Sector Contributions to Slowing Manufacturing
Employment Growth in California
(August 1997-August 1998)

Employment Share
of Manufacturing

Percentage Point
Contribution to Slowing Growth

Manufacturing 100.0 0.50
Durable Sector 62.0 0.37
Non-Durable Sector 38.0 0.13

Selected Subsectors of
Durable Manufacturing

High-Tech 35.0 0.28
Transportation 8.5 0.02
Lumber and Wood Products 3.0 0.02

Other Durables 155 0.05

Other durables include the 2-digit SIC categories Furniture and Fixtures; Stone, Clay, and
Glass Products; Primary Metal Industries; Fabricated Metal Industries; and Miscellaneous
Manufacturing Industries.

industries containing high-tech manufacturers,
namely industrial machinery and equipment, el ec-
tronic and electrical components, and instru-
ments and related products. Taken together these
sectors account for nearly 80 percent of the
slowdown in durable manufacturing and 56 per-
cent of the deceleration in total manufacturing.
In contrast, these high-tech sectors make up only
35 percent of manufacturing employment. The
remaining sectors of durable manufacturing ac-
count for a much smaller share of the total
decline and account for less of the slowdown
than their employment shares would predict.

Effects on Growth by Region

The disproportionate slowdown in high-
tech ischanging regional pattern of growthinthe
state. Employment growth in the San Francisco
Bay Area fell from 4.8 percent between July
1996 and July 1997 to 2.1 percent over the 12
subsequent months. Both San Jose and San
Francisco experienced the sharpest slowing. San
Jose’ sjob growth fell from 5.9 percent on ayear-
over -year basis during the 12 months ending in
July 1997 to 2.4 percent over the 12 months
ending in July 1998. In San Francisco, growth
dropped from 4.5 percent in July 1997 to 1.5
percent in July 1998. This slackening in the Bay
Area reflects its high-tech specialization and
strong ties to East Asia. In contrast, the decel-
erationingrowthin Southern Californiahasbeen
much smaller. Growthin Southern Californiafell
from 3.5 percent to 3.1 percent on a year ago
basis. Growth in the Los Angeles-Long Beach
area actually accelerated, climbing from 2.6
percent over the 12 months ending in July 1997
to 2.8 percent over the 12 months ending in July
1998.

Summary

After being a leading contributor to
California’s rapid payroll employment growth,
the state’s manufacturing sector has weakened.
M anufacturing empl oyment growth has declined,
and many of the state’s manufacturers are shed-
dingjabs. Although manufacturing declines have
been broad-based, producers of high-tech prod-
ucts have been particularly hard hit. Regionally,
the Bay Areahasfelt alarger share of theimpact
than other parts of the state. This is equalizing
growth acrossCalifornia, although overall growth

FEDERAL RESERVE BANK OF SAN FRANCISCO
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ALASKA, OREGON, AND WASHINGTON

The Alaskan economy continued its on again off
again performance in recent months. Payroll
employment was little changed in June, grew
rapidlyinJuly, and contracted in August. Despite
these monthly swings, total payroll employment
grew 3.7 percent at an annual rate over the eight
months ending in August, nearly 2% percentage
points faster than growth in 1997. Solid job
growth has tightened state labor markets. As of
August the state unemployment rate was 5.9
percent, down more than a percentage point
from last year.

Robust growth in Alaska's construction, trade,
and servicesindustriesishel pingthe stateweather
low oil prices, shrinking exports, and a second
year of below average salmon harvests. In the
past, when oil prices declined or fishing deterio-
rated, so did the state’'s economy. This time,
however, Alaska's economy is accelerating,
demonstrating that the state is no longer strictly
a resource-based economy.

Economic growth in Oregon remained sluggish
inrecent months. Total nonfarm payroll employ-
ment grew by less than 1 percent at an annual
rate during June through August, slightly slower
than the 1.6 percent annual rate so far this year.
Growth slowed in many sectors during the past
three months. Manufacturing and trade estab-
lishments shed jobs, and employment in con-
struction, and transportation was little changed.
Only the finance, insurance, and real estate and

Nonagricultural Payroll Employment
(percent change over year earlier)
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services sectors added jobs at their 1997 pace.
Slowing growth has pushed the state unemploy-
ment rate to 5.7 percent, a 0.8 percentage point
increase over the first quarter of this year.

Economic difficulties in East Asia are affecting
Oregon’s exports. During the first half of 1998,
nominal exports from the state declined by 5.7
percent compared to the same period in 1997.
Among the state’s most important export com-
modities, whichincludeindustrial machinery and
computing equipment, electrical and electronic
equipment, lumber and wood products, and pro-
cessed foods, nominal export declines were even
larger. Asaresult, employment in these indus-
tries has contracted steadily. Combined, manu-
facturersin these industries have trimmed 2,500
jobs from their payrolls this year.

W ashington’s economy grew rapidly during the
past three months. Total nonfarm payroll em-
ployment increased at an annual rate of 4.5
percent during the three months ending in Au-
gust, above the 4 percent pace for the first half
of the year. Recent strength owes to expansions
intheconstruction, transportation, trade, finance,
insurance, and real estate, and services sectors.
Despite rapid employment growth, the state's
labor market has |loosened this year; the state
unemployment rate in August was 4.7 percent,
0.3 percentage point higher than last year.

Although Washington’ s diversified manufactur-
ing sector and booming software industry have
damped theimpact of East Asiaon state employ-
ment growth, state export numbers have weak-
ened. During the first half of 1998, exports to
East Asia declined by nearly 11% percent. The
largest declines were for agricultural, forestry,
fishing, and processed food commodities, aswel
as industrial machinery and computing equip-
ment. Exports of transportation equipment con-
tinued to increase, although the pace of growth
has slowed since last year. Declining export
demand is affecting Washington's manufactur-
ing sector. Employment growth in manufactur-
ing grew by lessthan 1 percent at an annual rate
during the 8 months ending in August, signifi-
cantly decline below the 5.1 percent rate for
1997.
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Data are seasonally adjusted three month moving averages Data are seasonally adjusted three month moving averages
Annualized % Annualized %

Number Employed

% Change Change

(thousands) From From
Previous Previous
Aug-98 Jul-98 Aug-97 Month Y ear
Alaska
Total 2748 2761 2695 | -55 2.0
Mining 10.6 105 101 | 120 5.0
Construction 13.2 132 128 0.0 31
Manufacturing  14.7 159 148 | -61.0 -0.7
T.C.R.U. 255 253 242 9.9 54
Trade 57.1 571 56.4 0.0 12
F.LRE. 12.7 126 124 | 10.0 24
Services 68.0 679 658 18 33
Government 73.0 736 730 9.4 0.0
Oregon

Total 1568.0 1564.5 1527.0 2.7 2.7
Mining 18 18 1.9 0.0 -5.3
Construction 829 820 825 ]| 140 0.5
Manufacturing 2445 246.8 242.1 | -10.6 1.0
T.C.R.U. 75.7 753 712 6.6 6.3
Trade 386.2 3834 3788 | -6.6 2.0
F.LR.E. 98.0 97.3 955 9.0 2.6
Services 4209 4172 4038 | 112 4.2
Government 2580 2557 251.2 | 11.3 2.7

Number Employed % Change Change

(thousands) From From
Previous Previous
Aug-98 Jul-98 Aug-97 Month Year
W ashington
Total 2616.4 2606.1 2522.8 4.8 3.7
Mining 34 34 35 0.0 -2.9
Construction 1431 1432 1370 | -0.8 4.5
Manufacturing 378.2 379.8 3732 | -49 13
T.C.P.U. 138.2 137.3 131.0 8.2 55
Trade 630.5 628.5 609.0 3.9 35
F.L.RE. 136.6 135.6 129.6 9.2 5.4
Services 7172 7128 680.2 7.7 5.4
Government 469.2 4655 459.3 | 10.0 2.2
Unemployment Rates (%)
Aug-98 Jul-98 Jun-98 Aug-97  Jul-97
Alaska 5.9 6.2 6.4 7.9 8.0
Oregon 5.7 5.4 5.4 5.7 5.8
Washington 4.7 4.7 4.7 4.6 4.7
us 4.5 4.5 45 4.9 4.9

Unemployment rates are from the household employment survey, all other data are for nonagricultural payroll employment.

All data are seasonally adjusted.
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ARIzoONA, CALIFORNIA, AND HAawAII

Arizona’s economy slowed naticeably in recent
months, following a very strong second quarter.
Although payroll employment waslittle changed
in July and August, employment is up 4 percent
at an annual rate for the first eight months of
1998. The pace sofar in 1998 isabout %2 percent-
age point less than in 1997, owing in part to a
slowdown in manufacturing job growth. Re-
cently the weakness in Arizona manufacturing
has been in the electrical and non-electrical
machi nery group, where employment fell about 8
percent at an annual rate in July and August.

Nominal exports from the state weakened sub-
stantiallyinrecent months. For first half of 1998,
exports were up only 3 percent from a year
earlier, after growing by 17 percent during the
first quarter. Japan is Arizona's second largest
export market, following Mexico. About two-
thirds of Arizona’' s exportsto Japan have been of
electrical equipment and components. The elec-
trical equipment and components industry ac-
counts for about one-half of Arizona's overall
exports. The largest private employer in the
state, the electronic component manufacturer
Motorola, is in the midst of an announced 10
percent reduction in worldwide employment and
has cited the Asian economic situation as a
significant dragonits profitability.

The pace of economic growth in California
slowed in recent months. Payroll employment
increased about 1% percent at an annual ratein
July and August, followingasecond-quarter gain

Nonagricultural Payroll Employment

(percent change over year earlier)
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of about 3 percent at an annual rate. State
manufacturing employment is declining, and the
pace of job lossthere worsened in recent months;
the second-quarter decline of about ¥z percent at
an annual rate in manufacturing jobs was fol-
lowed by adrop of about 3%z percent at an annual
rate in July and August. Among other sectors,
construction, real estate, and business services
continued to experiencerapid job growth through
August.

The recent declines in California manufacturing
employment have been broad-based. Among
durable manufacturers, some of the most notice-
able job losses have been in the aerospace,
lumber and wood products, computing equip-
ment, and electronic components industries.
Within nondurable manufacturing, large job de-
clines in the food, paper, and petroleum-related
industries have been only partly offset by moder-
ate growth elsewhere.

The underlying contraction of the economy in
Hawaii wasvery apparent in the payroll employ-
ment datathrough July; however, the preliminary
report on labor market conditionsin August was
more favorable. Taken together, the reported
increase in jobs in August more than offset the
lossin July. However, over thefirst eight months
of the year, employment in Hawaii has fallen
about 1 percent at an annual rate. Recent
weakness is in sectors serving a declining num-
ber of visitors. Employment at hotelsfell about 9
percent at an annual rate in July and August,
following a decline of 3 percent at an annual rate
in the second quarter. Retail trade employment
alsoisdown. Employment at air transportation
firms fell 6 percent at an annual rate in the
second quarter, was little changed in July, and
rebounded a bit in August.

Moredeclinesin air transportati on sector appear
imminent, as several airlines have announced
plans to reduce staffing levels this fall. Airlines
are reducing traffic capacity quickly; eastbound
lift capacity has declined 10 percent so far this
year. Eastbound arrrivals for the first half of
1998 are are down 8 percent. Despite a pickup
in westbound traffic, as of June, total visitor
arrivals were down 3 percent from a year ear-
lier.
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Data are seasonally adjusted three month moving averages Data are seasonally adjusted three month moving averages
EM PL OYM ENT Annualized % Annualized %
Number Employed % Change Change Number Employed % Change  Change
(thousands) From From (thousands) From From
Previous Previous Previous Previous
Aug-98 Jul-98 Aug-97 Month Year Aug-98 Jul-98 Aug-97 Month Year
Arizona Hawaii
Total 2075.2 2064.2 1983.3 6.6 4.6 Total 526.7 522.6 533.0 9.8 -1.2
Mining 13.2 13.2 14.1 0.0 -6.4 Mining . . . . .
Construction 136.7 1377 1312 -8.4 4.2 Construction 21.3 209 220 255 -3.2
Manufacturing 216.7 216.3 208.1 22 4.1 Manufacturing 15.9 16.0 16.7 -7.2 -4.8
T.CP.U. 99.5 98.9 92.5 7.5 7.6 T.CPU. 40.5 40.5 41.5 0.0 -2.4
Trade 501.0 4965 480.8 114 4.2 Trade 1315 1306 134.3 8.6 2.1
F.I.RE. 135.7 1351 127.6 55 6.3 F.IL.RE. 35.0 35.2 36.1 -6.6 -3.0
Services 637.0 6326 603.3 8.7 5.6 Services 169.6 1683 169.7 9.7 -0.1
Government 3354 3339 3257 5.5 3.0 Government 1129 1111 1127 21.3 0.2
California Unemployment Rates (%)
Total 13623.3 13586.2 13224.5 3.3 3.0
Mining 28.3 28.4 29.3 -4.1 -34 Aug-98 Jul-98 Jun-98 Aug-97 Jul-97
Construction 614.8 6131 5621 34 9.4
Manufacturing 1933.3 1931.6 1925.8 11 0.4 Arizona 4.2 3.8 4 4.4 45
T.CP.U. 679.0 679.7 6428 -1.2 5.6 Hawaii 5.7 5.8 6.0 6.4 6.5
Trade 3136.4 3132.3 3070.3 1.6 2.2 Cdifornia 5.8 5.7 5.8 6.2 6.2
F.I.R.E. 786.5 786.0 760.0 0.8 35
Services 4258.3 4241.8 4089.0 4.8 4.1 uU.s. 4.5 4.5 4.5 4.9 4.9
Government 2186.7 2173.3 2145.2 7.7 19

Unemployment rates are from the household employment survey, all other data are for nonagricultural payroll employment.
All data are seasonally adjusted.
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Idaho’s economy grew at solid pace in recent
months. Total nonfarm payroll employment ex-
panded by about 3.7 percent at an annual rate
during the months of Junethrough August; onthe
same basis, employment thus far in 1998 has
expanded by 2 percent. Growth during the last
three months was led by a surge in services
sector employment, which morethan offset sharp
losses earlier thisyear. Employment growth also
has remained strong lately in the finance, insur-
ance, and real estate sector, and among local
government agencies. Overall employment
growth has been adequate to hold the state
unemployment rate around 5 percent this year.

Followingexpansi on of 3 percent annual ly during
1996-97, manufacturing employment in Idaho
has fallen by nearly 1 percent at an annual rate
thusfar in 1998, with particularly sharp lossesin
the last several months. The slowdown has been
concentrated in the durable manufacturing sec-
tor and has been especial ly pronounced for wood
products, metal products, and industrial machin-
ery. Weak export demand appears to be playing
a role; for the first half of 1998, total state
exports were below their 1997 level.

Economic growth in Nevada has been rapid in
recent months, and the state is listed second in
the national employment growth ranking. Total
nonfarm payroll employment expanded by 5%
percent at an annual rate during June through
August, which is above the pace from earlier in

Nonagricultural Payroll Employment
(percent change over year earlier)

0.0 + + + 4
Aug-94 Aug-95 Aug-96 Aug-97 Aug-98

the year. Growth was broad based, but it was
particularly rapid in the construction, finance,
insurance, and real estate, and local government
sectors. In contrast, the state’s key hotels and
amusement sector on net lost a substantial num-
ber of jobs in recent months, although rapid
expansion of hotel and casino capacity has con-
tinued in Las Vegas. Overall rapid job growth
hastightened statelabor marketssincethespring;
as of August the state unemployment rate was
4.2 percent, nearly downtoitslow point fromlast
year.

The state’s durable manufacturing sector has
performed very well thisyear. Job growth during
thefirst eight months of 1998 was 4.7 percent at
an annual rate, about 2/3 of a percentage point
above last year’'s pace. In the key subsectors,
producers of stone, clay, and glass products and
metal products appear to be benefitting from
rapid construction activity in the state. The state
is somewhat insulated from the economic down-
turn in East Asia by the small share of its output
that is exported to that region.

Utah’s expansion slowed further in recent
months. Total nonfarm payroll employment fell
by nearly one percentage point at an annual rate
during Junethrough August, and growth for 1998
has been 1.5 percent on the same basis. On the
plusside, construction jobshave grown at asolid
pace this year, to help meet the demands of
substantial nonresidential building plans. More-
over, state and local governments continue to
post strong job gains. However, growth has
slowed substantially in all major sectors except
the government this year. The slowdown has
loosened |abor markets slightly; the state unem-
ployment rate has risen to 3.3 percent, from a
low of just below 3 percent at the end of 1997.

Employment in the state’s durable manufactur-
ing sector hasfallen abit thisyear, and on net the
job losses became more pronounced in recent
months. Job |osses were most rapid among mak-
ers of primary metal products and electronics
manufacturers. Exports do not yet appear to be
playing akey rolein this slowdown; Utah' stotal
exports have grown so far this year.
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Non-Residential Construction Awards
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Data are seasonally adjusted three month moving averages Data are seasonally adjusted three month moving averages

EM PL OYM ENT Annualized % Annualized %
Number Employed % Change Change Number Employed % Change Change
(thousands) From From (thousands) From From
Previous Previous Previous Previous
Aug-98 Jul-98 Aug-97 Month Y ear Aug-98 Jul-98 Aug-97 Month Y ear
Idaho Utah
Total 520.8 519.4 5115 33 1.8 Total 1024.3 1022.0 997.4 2.7 2.7
Mining 31 3.2 31| -317 0.0 Mining 8.0 8.0 8.3 0.0 -3.6
Construction 328 322 324 24.8 1.2 Construction 68.3 68.3 65.4 0.0 4.4
Manufacturing 75.4 75.7 74.5 -4.7 1.2 Manufacturing 134.1 134.3 1334 -1.8 0.5
T.C.P.U. 24.4 24.3 23.9 51 21 T.C.P.U. 58.5 58.3 54.4 4.2 7.5
Trade 130.5 130.6 128.1 -0.9 1.9 Trade 2433 2431 239.3 1.0 1.7
F.I.R.E. 26.9 26.9 25.7 0.0 4.7 F.I.R.E. 54.5 54.4 52.9 2.2 3.0
Services 1255 1241 1237 14.4 15 Services 279.3 277.7 2717 7.1 2.8
Government 102.2 102.4 100.1 -2.3 21 Government 178.3 1779 1720 2.7 3.7
Nevada Unemployment Rates (%)
Total 934.3 931.8 893.8 33 45
Mining 139 138 145 9.1 -4.1 Aug-98 Jul-98 Jun-98 Aug-97  Jul-97
Construction 90.8 905 825 4.1 10.1
Manufacturing 42.9 42.9 40.7 0.0 54 Idaho 4.9 4.9 5.0 54 5.3
T.C.P.U. 47.7 47.6 44.9 2.6 6.2 Nevada 4.2 4.2 4.4 3.9 4.0
Trade 187.7 187.7 180.4 0.0 4.0 Utah 33 3.6 3.2 31 31
F.I.R.E. 42.8 42.9 40.4 -2.8 5.9
Services 3945 394.0 383.2 15 29 u.s. 45 45 45 4.9 4.9
Government 1140 1124 107.2 18.5 6.3

Unemployment rates are from the household employment survey, all other data are for nonagricultural payroll employment.

All data are seasonally adjusted.
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