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ExecutiveSummary

= Employment growth in the District has con-
tinued to outpace the remainder of the na-
tion in this period of rapid U.S. economic
growth.

m  Although there have been additional losses
of a significant number of aerospace manu-
facturing jobs in Washington and Califor-
nia, District manufacturing employment out-
side of aerospace has begun to rebound.

= Construction activity has been relatively
strong in the District as a whole, despite
slowing in some areas.

= California has been a source of strength in
the District economy recently, owing partly
to the state’s leading role in the use of
venture capital and publicly-traded equity
to finance growth of young, technology-
oriented firms.
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District Update

Thecurrentlevel of economicactivityintheTwelfth
Districtisvery high, and fast growth continued in
recent months. Overall District payroll employ-
ment increased at about a 2Y4 percent average
annual rate in September and October, following
similar-sized gainsin thefirst eight months of the
year. Given also the solid increases in District
employmentinthefinal twomonthsof 1998, overall
District employment has increased 2% percent
over thetwelvemonthsendingin October, about ¥4
percentagepoint faster thanthenational rate of job
growth.

District job growth hasoutpaced therate of expan-
sioninthelabor force. TheDistrict unemployment
ratefell from 5 percentin August to 4.8 percent in
September and October. The District unemploy-
ment rate also fell noticeably in the first eight
monthsof theyear, bringingthecumul ativedecline
intheunemployment rateto 0.6 percentagepoint so
far this year.

Almost one-half million jobshave been created in
the District so far thisyear. About half of this net
gain isin the services sector, where growth has
been at a rapid 4 percent annual pace. The con-
struction sector also has been expanding rapidly
and has accounted for about 15 percent of District
job growth this year. In contrast, manufacturing
employmentfell 1 percent at anannual ratethusfar
in 1999, in a contraction that persisted into the
beginning of thefourth quarter.

Declinesin aerospace employment in Washington
and Californiaaccount for almost all of the 26,000
jobslostintheDistrict manufacturing sector sofar
thisyear. InWashington17,000jobswerecutinthe
aircraftindustry, andin California8,000jobswere
lost at manufacturers of aircraft, missiles, and
space equipment. Excluding aerospace, the Dis-
trict’s manufacturing sector began to pick up in
mid-1999, asareboundin Californiamanufacturing
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employment wasonly partly offset by dlight further
declines elsewhere.

Most of thisyear’ sweaknessin District aerospace
employment can be traced to cutbacks at Boeing.
The company cut about 33,000 jobs this year
worldwide, including 17,540 in Washington state
and 4,270 in California. Boeing’ s space and com-
munications business|ost money in 1998 and was
only alittlebetterin 1999, and profitsfrommilitary
aircraft and missile production are down recently
relativeto last year. Also, production of commer-
cia aircraft has come down and is scheduled to
drop further; production is scheduled to slow to
accomodatedeliveriesof 480 planesin 2000, down
from 620 deliveriesin 1999.

Excluding aerospace, manufacturing employment
in the District is relatively flat for the year as a

District Employment by Industry

Annualized %

Total

Mining
Construction
Manufacturing
Transportation
Trade

FI.RE.
Services
Government

Number Employed

(thousands)

Oct-99

Sep-99

Oct-98

% Change
From
Previous
Month

Change
From
Previous
Year

23,893.3
69.7
1,298.8
3,047.9
1,254.2
5,523.8
1,379.0
7,394.6
3,925.3

23,822.4
69.7
1,288.8
3,054.6
1,251.8
5,507.9
1,374.9
7,362.6
39121

Seasonally adjusted payroll employment data

23,305.2
7.2
1,2195
3,084.6
1,214.4
5419.9
1,355.3
7,108.7
3,825.6

3.6
0.0
9.7
-2.6
23
35
36
53
4.1

25
-9.7
6.5
-1.2
33
19
17
4.0
26

District Employment by State

Annualized

%

Seasonally adjusted payroll employment data

Number Employed % Change Change
(thousands) From From
Previous Previous
Oct-99 Sep-99 Oct-98 Month Year
Alaska 278.3 2775 276.8 35 0.5
Arizona 2,178.2 2,165.5 2,101.3 7.3 37
Cadlifornia 14,067.9 14,039.6 13,717.2 24 2.6
Hawaii 5315 537.3 530.7 -12.2 0.2
Idaho 532.0 529.2 525.9 6.5 12
Nevada 989.8 982.5 943.3 9.3 4.9
Oregon 1,593.1 1,581.2 1,565.7 9.4 18
Utah 1,061.0 1,057.4 1,030.6 42 29
Washington 2,661.5 2,652.2 2,613.7 43 18
District 23,893.3 23,822.4 23,305.2 36 25
us. 129,311.0 129,048.0 126,567.0 25 22

whole, but there have been some signsin recent
monthsthat thissector might bepickingup. Califor-
nianon-aerospace manufacturing empl oyment be-
ganto rebound inthe second quarter of 1999, after
slowingin1998anddeclininginthefirst quarter of
thisyear. Much of theweaknessin 1998 and early
1999 owed to a drop in exports from the state,
which fell about 4 percent last year and remained
weak in early 1999. However, exports from Cali-
forniahave stabilized over the course of thisyear,
largely owing to a recent pickup in shipments to
East Asia. Exports from the California industry
groupsmaking computer equipment and el ectronic
components have increased so far in 1999, after
falling sharply last year. In the District excluding
California and Washington, there also has been a
noticeable pickup in nominal exports this year.
Overall exports from these states fell about 6
percentinnominal termslast year, but shipmentsto
foreign customersinthefirst three quartersof this
year are up 11 percent relative to the same period
ayear earlier.

Construction activity hasbeenrelatively strongin
the District as a whole, despite slowing in some
areas. Over the first ten months of the year, about
67,000 constructionjobswereaddedintheDistrict.
More than two-thirds of these new construction
jobswereinCalifornia, whereresidential building
activity increased significantly in early 1999 and
was strong in the summer before dropping back in
recent months. For theDistrict asawhol e, residen-
tial permit issuance hasdeclinedinrecent months.
Overall permitissuanceinthethreemonthsending
in October isdown about 7 percent from the same
period a year earlier, as the moderate 2 percent
decline in California was accompanied by larger
declinesin most other District states.

With about one-half of District jobs and a 2%
percent employment growth rate so far this year,
California has been a source of strength in the
District economy. Job growth has been even more
rapid in Nevadaand Arizona, which werethefirst
and third fastest growing states in the nation this
past twelve months. Utah's economy also has
grownfast, whileinthePacific Northwest states of
Washington and Oregon employment growth has
been at a moderate 1% percent pace. The econo-
miesof Alaskaand Hawaii have expanded slowly,
and Idaho stopped adding jobs thisyear.
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Theregional concentration of financing
viaventurecapital and | POs

V enturecapital investmentsand the proceedsfrom
initial public offerings (IPOs) of equity areimpor-
tant sourcesof financingtotheDistrict’ sinnovative
firms, whichhavecontributed alottojob growthin
recent years. Also, the aftermarket performance
of many firms with recent IPOs has been very
strongthisyear, contributingtotheoverall increase
in stock market wealth that has been sustaining
rapid consumer spending. Media reports suggest
that thisweal th effect hasbeen particularly largein
Cdlifornia, where many people have directly par-
ticipated in the run-up in market value of young
technol ogy-oriented firmsby acquiring stock mar-
ket options as early employees of these firms.
These options can be cashed out to finance con-
sumption if the firms make successful IPOs of
equity and sustain high market valuationsin after-
market performance.

Summary of findings

Relativetoearlier periodsinhistory, 1999truly has
been remarkable in terms of the amount of capital
being attracted to firms via venture capital and
IPOs, and California’s share of this activity has
remained disproportionately largein 1999. M ost of
this recent surge in financing probably is very
fragile, inthe sensethat it has been boosted by the
prospect that strong aftermarket performance of
IPOs will continue, and a downturn in the equity
market could change these expectations. How-
ever, the financing pipeline for young California
firmshasseenaflood of money comeinat theinitial
(venturecapital) stagerecently, soif equity market
valuationscontinueto providerichpricestoprivate
owners, we are likely to continue to see a large
number of |POs from Californiafirmsin the next
year or two.

Sources of funds: venture capital

This year has been remarkable in terms of the
amount of capital being disbursedto U.S. firmshby
venturecapital funds. The National Venture Capi-
tal Association’s research group, Venture Eco-
nomics, reported that about $30 billion was dis-
bursed by venture capital fundsto U.S. firmsinthe
first three quarters of thisyear. If this pace keeps
upinthefourthquarter, therecord-breakingamount
of venturecapital disbursedthisyear will amount to

about $40billion. Thisisdoubletheamountinvested
in 1997, quadruplethelevel of 1996, and an eight-
fold increase from 1994.

California s share of venture capital activity has
been disproportionately large in recent decades,
andthestateretainedthislead positionin1999. This
year, ventureinvestmentinthestatewasrunning at
about a$16billionpace, 41 percent of theU.S. total.
About one-third of 1999 U.S. venture capital in-
vestment was disbursed to firmsin Northern Cali-
fornia, aslightly larger fraction than last year.

In 1998, about two-thirds of Northern California
venture investment was in computer and commu-
nications-related industries, including about one-
quarter tofirmsdevel oping computer softwareand
services and 15 percent to firms devel oping other
Internet-specific applications. This year, venture
investments have tilted more toward the Internet-
specific applications and consumer and biotech
firms, away from other computer software and
communications.

A separate source, asurvey by Price Waterhouse
Coopers, providesadditional detail onthedistribu-
tion of venture capital investments across District
states. For the third quarter, the District captured
about 50 percent of U.S. venture investments.
Californiaaone captured 45 percent of U.S. ven-
ture investmentsin the third quarter. Washington
wasthe other District state with anoticeable share
of U.S. venture investment, 3 percent.

These statistics on the history of venture capital
investment by region providequantitativeevidence
that thisyear the Districtisat thecenter of aunique
devel opment inthefinancing of innovation. Private
firmshavebeen ableto attract quiteal ot of venture
investment this year, especidly private firms in
Northern California developing Internet-specific
applications.

Sources of funds. proceeds from IPOs

A commongoal of venturefundsisto shepherdthe
most successful of their reci pient compani esthrough
the process of making aninitial public offering of
equity. Thisyear alsohasbeenremarkableinterms
of the large number of firms making initial public
offerings and in terms of the level of direct pro-
ceeds from these offerings.

Initial proceedsfrom U.S. IPOs (the product of the
number of shares offered and the offering price)
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were about $65 billion at an annual ratein thefirst
eleven months of this year, compared with the
previous peak of $50 billion in 1996. In 1999, the
pace of issuancewasstrong (about 450issues), but
well below previouspeaks; thejumpinthelevel of
proceeds reflects a large increase in the average
proceeds per issue, which was boosted by the $5Y2
billion in proceeds from the I1PO for UPS, and the
$3%billionin proceedsfromthel POfor Goldman,
Sachs.

Firmsheadquarteredin Californiarai sed about $14
billion at anannual ratethisyear, whichisabout 21
percent of overall proceedsinU.S. markets, includ-
ing the proceeds from some foreign-based firms
that issued initial ADRs here. About one-third of
overall issues were by firms headquartered in
California, up substantially from prior years. The
number of California firms with proceeds from
IPOs increased to 138 this year, up from 100 in
1998 and 63in 1997. Cumulatively, wetrack 301
California firms with proceeds from IPOs in the
past three years. Their total direct proceeds from
IPOs were about $21 billion, which is about two-
thirds of the amount of venture capital invested in
Cadliforniafirmsover thisthree-year period.

Aftermarket performance of 1POs

When firms “go public,” they typically distribute
through the 1PO offering only a noncontrolling
fraction of the total shares in the company and
retain the right to issue additional shares to the
public. The success or failure of an IPO from the
perspectiveof theinitial privateownersof thefirm,
including empl oyeeswith stock and stock options,
probably depends less on the initial proceeds and
more on whether high market valuations are sus-
tained in aftermarket performance. This year the
aftermarket performance of 1POs has been phe-
nomenally strong.

Thebeginning of the aftermarket periodisthefirst
day of tradinginthenewly issued stock. From 1990
to 1998, the average return on the first day of
trading of 1PO stocksgenerally remainedinthe 10
percent to 20 percent range (Figure 1). However,
inlate 1998 and continuinginto 1999, averagefirst-
day returns on many IPO stocks exceeded 50
percent.

Over longer periods, firm operating performance
beginsto haveamorenoticeableeffect onrealized

Figure 1
Aftermarket performance of IPOsin U.S. markets
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aftermarket returns. Many newly issued stocks
suffer large negative returnsin thefirst few years
of trading, but afew stocksrealizesuchlargegains
that the average aftermarket return over longer
periods often is positive (at least in bull market
years). A capitalization-weighted index of first-
year aftermarket performance posted gains of
about 90 percent in 1995, 40 to 50 percent in 1996
and 1997, beforeslippingto 15percentin 1998. As
of early December 1999, stocks that had gone
public over the past twelve months increased in
price an average of 235 percent.

Data on individual companies shows that about
one-third of the roughly 300 Californiafirmsthat
went public in the past three years have seen a
declineintheir stock pricesincethel PO (fromthe
I PO dateto thebeginning of December 1999), even
though this has been a period of record perfor-
mance. Also, theaverageisboosted by afew firms
that experienced gains of several thousand per-
cent. That said, given that about two-thirds of the
IPOfirmsdidincreasein price, the gainswere not
narrowly based.

The current market capitalization of theseroughly
300 Cdliforniafirmswithrecent | POsisabout $450
billion. Most of thismarket capitalization hasbeen
“created” in the last few years; i.e,, it represents
increased valuation, not just theinitial valuation of
afirm spun off from a larger, existing corporate
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entity. To put this$450 billion in perspective, itis
about 7%z percent of the increase since the begin-
ningof 1997 inthemarket capitalizationof thefirms
in the November 1999 S& P 500.

Equity option wealth in California IPOs

Media reports suggest that a sizable number of
California employees have accumulated a large
amount of wealth by receiving stock market options
asearly employeesof firmswith recent |POs, with
the value of these optionsincreasing substantially
this year. Although the exact magnitude of this
wealth effect cannot be estimated precisely, we
can and do take a stab at estimating the order-of-
magnitudeby drawing onvarioussurvey andstatis-
tical evidence.

Tabulations of individual firm datareveal that the
301 Californiafirms with recent | POs have about
158,000 employees. Themgj ority of theseemploy-
eeslikely have an equity interest in their firms. In
fact, if one uses the result of the 1998 National
Center for Employee Ownership (NCEO) study,
which showed that about 80 percent of employees
insurveyed firmsreceive somestock options, then
thiswould imply that about 125,000 employees of
California-headquartered firms with recent 1POs
have stock optionson their firms.

One plausible estimate suggests that about 15
percent of thevalue of thefirmsisheld by employ-
ees. Specificaly, the 1998 NCEO Broad-Based
Stock Option Survey found that West Coast firms
had an average overhang (total number of options
granted and unexercised as a percentage of out-
standing shares) of about 15 percent. On amarket
capitalization of $450billionforthe301 California
IPOfirms, 15 percentisabout $67 billion. Spread-
ing$67 billionover 125,000 employeeswithoptions
implies an average ownership interest of about
$500,000 per employee. The net option value to
employees is less than this to the extent that the
options can only be exercised at a price; the
exercisepriceusually isthe (market or imputed, if
still private) priceof thestock at thetimetheoption
grants were awarded.

Given that 1PO firm first-year aftermarket stock
priceshavemorethan doubledinthe past year, the
average exercise price probably is less than one-
thirdthecurrent market price. Withexerciseprices
at one-third the current market prices, the net

optionvaluetoemployeesinrecent Californial PO
firmswoul d averageabout $330,000 per employee
for 125,000 employees. Other survey results sug-
gest that underneaththisaveragethedistributionis
likely tobeskewed, withtherelatively few manag-
ersand other key employeesof IPOfirmstypically
holding optionsworth morethanamilliondollars,
and most of the remaining employees holding op-
tionsworth substantially less than the average.

Financial Conditions

Twelfth District commercial banksenjoyed contin-
ued strong profitability in the third quarter, while
thrift profitability was more moderate. Aggregate
annualized third-quarter return on average assets
(ROAA) for al banksheadquarteredintheDistrict
was 1.8 percent, thesameasinthepreviousquarter
andupvery dlightly fromthepreviousyear. Aggre-
gate annualized return on equity (ROE) was 15.9
percent, upslightly fromthepreviousquarter, more
so from the previous year. Third-quarter ROAA
forlargethriftsheadquarteredintheDistrict (those
withassetsover $1 billion) held steady at 1 percent.

Banks headquartered in California showed lower
profit ratesthanin the District asawhole. Califor-
nia banks overall reported ROAA of 1.2 percent
and ROE of 10.8 percent, both essentially un-
changed fromthepreviousquarter, but down mod-
estly from the year prior. Small California bank
profitability remainedlacklusterinthethird quarter,
with ROAA at 1 percent and ROE at 9.5 percent,
roughly the same as the previous quarter and
previousyear. Third-quarter resultsat small banks
insouthern Californiawereparticul arly weak, with
ROAA at 0.9 percent and ROE at 7.4 percent.

Theaggregate capital positionfor banksof all sizes
across the District was strong in the third quarter.
Asset quality in the District was good, with the
aggregate past-due total loan ratio just below the
national average. Asinthenation, thepast-duetotal
loanratio held steady betweenthesecondandthird
quarters. However, District banks showed adlight
increasein the share of outstanding businessloans
that are past due, from 2 percent to 2.3 percent in
thethird quarter, somewhat abovethenational rate.
The District business|oan past-due ratio has been
climbing since the fourth quarter of last year, and
the third-quarter ratio was the highest since the
spring of 1997.
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ALASKA, OREGON, AND WASHINGTON

Overall conditions improved in the Alaskan
economy. Total payroll employment growth was
2.3 percent at an annua rate during the three
monthsendingin October. Therecent paceisabout
2 percentage points faster than during the first 7
months of the year, and this recent acceleration
owes primarily to job gains in Alaska's export-
orientedindustries; themining andfood processing
sectors combined added 900 jobs between August
and October, and thetouri sm-dependent hotel sec-
tor expanded by 45.5 percent at an average annual
rate, contributing about 600 new jobs to state
payrolls. In contrast, employment growth in many
of the state's population-based sectors remained
duggish.

Despite slower employment growth in 1999,
Alaska's unemployment rate remains near a 20-
year low. Net out migration over the past several
yearsaswell assignificant declinesin the number
of seasonal workersfrom thelower 48 states have
damped |abor forcegrowthin Alaskaand havekept
thelocal joblessrate stable.

Oregon’s pace of economic growth has been
moderate thisyear. Although employment is esti-
mated to have jumped sharply in October, this
follows dight declines in the second and third
guarters of theyear. For thefirst ten months of the
year asawhol e, employment growth hasaveraged
amoderate 1% percent at an annual rate.

Nonagricultural Payroll Employment
(percent change over year earlier)
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Statemanufacturing employmentfell abitthisyear,
construction employment has been flat, and most
other maj or sectorsposted only moderatejob growth.
Theprimary exceptionisthetransportation sector,
where employment increased 9 percent at an an-
nual rate. Part of the strength in transportation
sector employment likely owes to a rebound in
export activity thisyear. Datathrough September
show that the value of state exports increased by
about 15 percent during thefirst nine monthsof the
year. However, for Oregon manufacturing, re-
newed export demand has not yet offset other
sources of weakness. Manufacturing payrolls are
down about 2,000 jobs this year, as increased
employment at makersof transportation equipment
only partly offset declinesat manufacturersof food
and other nondurable and durable goods.

Washington’seconomy stalled in recent months,
asjob cutsamong manufacturersoffset solid gains
in other sectors. Payroll employment increased at
a0.25 percent annual pace during thethreemonths
endinginOctober, bringingemployment growthfor
theyear to 1.6 percent, well-bel ow the 2Y% percent
paceof 1998. Most of theslowdownisattributable
to additional job cuts in the aircraft and parts
manufacturing sector. During thefirst 10monthsof
thisyear, Washington’ s manufacturing sector has
shed more than 16,000 jobs, asthe loss of 17,000
jobsintheaircraft sector waspartly offset by slight
gainsat other manufacturers. Outside of themanu-
facturing sector, job growth has remained strong;
employers in other sectors of Washington’'s
economy have added jobs at a2.8 percent average
annual pace, about thesamerateof job growththey
experiencedin 1998.

Despiteslower economicexpansioninthestatethis
year, personal income for Washington residents
grew by about 6 percent during the first half of
1999. Rapid personal income growth has fueled
expansions in retail trade and in residential real
estateand construction markets. Strong demand at
retail outlets has kept retail vacancies low and
averageretail rental pricesclimbing.
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CONSTRUCTION

Non-Residential Construction Awards Residential Construction Permits
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EMPLOYMENT
Annualized % Annualized %
Number Employed % Change  Change Number Employed % Change  Change
(thousands) From From (thousands) From From
Previous ~ Previous Previous  Previous
Oct-99  Sep-99  Oct-98 Month Year Oct-99  Sep-99  Oct-98 Month Y ear
Alaska Washington
Total 278.3 2775 276.8 35 0.5 Total 26615 26522 2613.7 4.3 18
Mining 8.9 85 10.5 73.6 -15.2 Mining 33 33 34 0.0 -2.9
Construction 134 13.2 13.2 19.8 15 Construction 152.7 151.2 1435 12.6 6.4
Manufacturing 15.1 15.8 15.1 -41.9 0.0 Manufacturing 3585 360.2 376.4 -55 -4.8
T.CPU. 26.7 26.7 25.8 0.0 35 T.CPU. 140.9 141.9 137.6 -8.1 24
Trade 57.5 57.5 57.0 0.0 0.9 Trade 648.9 644.9 631.4 7.7 28
F.I.RE. 12.6 12.7 125 -9.1 0.8 F.I.RE. 141.9 141.8 137.2 0.8 34
Services 70.8 70.2 69.4 10.8 2.0 Services 7435 740.3 718.2 53 35
Government 733 72.9 733 6.8 0.0 Government 471.8 468.6 466.0 85 12
Oregon Unemployment Rates (%)
Total 1593.1  1581.2  1565.7 9.4 18
Mining 19 20 18 -46.0 5.6 Oct-99  Sep-99 Aug-99 Oct-98 Sep-98
Construction 845 82.8 83.7 276 1.0
Manufacturing 239.9 237.4 241.5 13.4 -0.7 Alaska 5.7 5.6 6.1 56 5.6
T.CPU. 81.2 80.9 76.7 45 5.9 Oregon 55 5.8 57 57 5.7
Trade 389.8 387.7 385.6 6.7 11 Washington 4.8 5.0 47 49 5.0
F.I.RE. 97.1 97.1 95.6 0.0 16
Services 434.7 431.5 423.2 9.3 2.7 u.s. 4.1 4.2 42 45 45
Government 264.0 261.8 257.6 10.6 25

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

All data are seasonally adjusted.
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ARIZONA,CALIFORNIA, AND HAWAII

Arizona’'s economy continued to grow rapidly in
recent months. Payroll employment increased 3%
percent at an averageannual ratein September and
October, followingsimilar-sizedgainsearlierinthe
year. Much of the recent strength has been in the
government and finance, insurance, andreal estate
sectors. Construction employment also increased
rapidly earlierintheyear but hasdropped back abit
in recent months, largely reflecting an up-and-
downswinginresidential buildingactivity.

Evenwith therecent slowing, residential building
activity in Arizonaremains at ahigh level. About
50,000 homeswerebuiltinthefirst eight monthsof
the year, which is 5 percent more than the same
period a year earlier. Several years of rapid em-
ployment gainsand attendant popul ationincreases
have increased housing demand. Employment in-
creased more than 5 percent in each of 1996 and
1997, 4 percent in 1998, and 3¥2percent sofar this
year. Over theselast four yearsthe state hasadded
almost 350,000 jobs, which werefilled largely by
growing the size of the state labor force. State
population isestimated to beincreasing at about a
3 percent rate thisyear, bringing in about 140,000
new residents. Thus, demand for additional housing
has remained high, and even with the sizeable
additions to housing supply, the median price of
existinghomeshasincreased significantly, about 6
percent in the past year. Population growth and
income gains also have helped boost state retail

Nonagricultural Payroll Employment
(percent change over year earlier)
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sales, which in the first eight months of the year
were 9 percent higher than a year earlier.

California’'s pace of economic growth continued
to be rapid in recent months. Employment in-
creased about 2 percent at an annua rate in
September and October, and the preliminary esti-
mates for November show an additional gain of 4
percent at an annual rate. Excluding substantial
layoffsby aerospacemanufacturers, thestatemanu-
facturing sector began to add jobs again in the
second quarter of this year, after contracting in
1998 andthefirst quarter of 1999. Constructionjob
growth has remained strong throughout this year,
and the rapid 4% percent pace of employment
gainsintheservicessector hasaccountedfor about
175,000 additional jobsinthestate.

With a resurgence of population growth and a
pickupinpersonal incomeand stock market wealth,
retail salesin Californiaal sohavebeenvery strong
this year. Data on taxable sales at retail outlets
through the first half of the year show again of 9
percent relative to the same period ayear earlier,
andintheperiodfrom July to October stategovern-
ment retail sales and usetax receiptswere strong.
Despitethe increased retail demand, employment
intheretail trade sector hasbeen sluggishthisyear,
perhapsduetothelow level of prevailingwagesfor
retail jobs and high demand for labor from other
sectors. In the state asawhole, retail employment
isestimatedto haveincreased only about ¥z percent
at an annual rate so far in 1999, but morerapid job
growthin other sectorshas pushed the state unem-
ployment rate down to 4.8 percent.

Hawaii’ s economy has shown additional signs of
renewed life in recent months. Employment in-
creased dlightly in the September-October period
andisup 1 percent at anannual ratesofar thisyear.
Recently, some of the job growth has been in
visitor-related industries, such as retail trade and
the hotel industry. For the first nine months of the
year visitor arrivals were up about 1% percent
relative to a year earlier, and October reportedly
wasavery strong month for visitor arrivals, owing
partly to strong business at the new convention
center inHonolulu.
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EMPLOYMENT
Annualized % Annualized %
Number Employed % Change  Change Number Employed % Change  Change
(thousands) From From (thousands) From From
Previous  Previous Previous  Previous
Oct-99  Sep-99  Oct-98 Month Year Oct-99  Sep-99  Oct-98 Month Year
Arizona Hawaii
Total 21782 21655 21013 7.3 3.7 Tota 5315 537.3 530.7 -12.2 0.2
Mining 9.9 9.8 12.7 13.0 -22.0 Mining . . . . .
Construction 157.1 158.2 147.3 -8.0 6.7 Construction 20.0 20.1 20.5 -5.8 -24
Manufacturing 218.3 218.3 218.1 0.0 0.1 Manufacturing 16.3 16.2 16.2 7.7 0.6
T.CPU. 107.0 107.2 102.8 -2.2 4.1 T.CP.U. 40.3 40.3 40.7 0.0 -1.0
Trade 520.9 520.1 504.0 19 3.4 Trade 1315 131.6 1317 -0.9 -0.2
FI.RE. 148.7 147.4 142.1 111 4.6 F.I.RE. 34.9 35.0 35.6 -34 -2.0
Services 657.5 654.3 637.5 6.0 31 Services 1755 175.8 1734 -2.0 12
Government 358.8 350.2 336.8 33.8 6.5 Government 113.0 118.3 1126 -42.3 0.4
Nov-99  Oct-99  Nov-98
California Unemployment Rates (%)
Total 141135 14067.9 13748.8 4.0 2.7
Mining 23.7 23.7 24.6 0.0 -3.7 Oct-99  Sep-99  Aug-99 Oct-98 Sep-98
Construction 678.6 672.1 625.2 122 85
Manufacturing 1949.7 19475  1960.6 14 -0.6 Arizona 4.0 4 45 4 41
T.CRU. 724.1 720.5 699.2 6.2 3.6 Hawaii 53 54 53 6.2 6.3
Trade 3205.1 31885  3148.8 6.4 18 us. 41 42 4.2 45 45
FI.RE. 814.6 815.0 807.6 -0.6 0.9
Services 44764 44645  4289.9 32 43 Nov-99 Oct-99  Sep-99 Nov-98 Oct-98
Government 22413 22361 21929 2.8 22 Cdifornia 48 49 49 | 5.9 | 59

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 has expanded little in recent
months. Since April, the state’ sjob count isdown
about 4,500jobs, or just over 1 percent onanannual
basis. Among key sectors, performance in manu-
facturing hasbeen mixedrecently. High-techmanu-
facturers in the Boise area have been expanding
their payrollsin responseto strengthened demand
for semiconductors and related products, but this
hasbeen offset by lossesin thelumber andlogging
sector in other parts of the state. Construction
employment had been falling this year, but about
1,000 new jobswerecreated in October, morethan
offsetting earlier losses. Underlying therecent job
gainswas a pickup in nonresidential construction
awards in September and October.

A key indicator of slower growth this year is
declining employment in the state’s retail trade
sector, as slower growth in personal income has
reduced consumer spending. New vehicleregistra-
tionsin September and October were below their
year-earlier levels, and sales tax collections in
October werebel ow the state’ sbudgetary forecast
for thefirsttimethisyear. Since April, about 2,000
retail jobs have been lost, which represents nearly
half of the total employment decline in the state
duringthisperiod.

Nevada’'s economic expansion has accelerated
sincethe middle of thisyear. Following an annual
growth rate of around 3% percent during the first
half of theyear, total nonfarm employment grew at

Nonagricultural Payroll Employment
(percent change over year earlier)

9.0 1

0.0 t t t d
Oct-95 Oct-96 Oct-97 Oct-98 Oct-99

about an 8 percent paceduring thethird quarter and
a9 percent pacein October. The recent surgewas
propelled by rapid gainsin Las Vegas' hotel and
amusement sector. Employment at state and local
government agencies also has surged in recent
months, with growth enabled by rising tax revenues
and spurred by infrastructure and service needs
associatedwiththestate’ srapid popul ationgrowth.

Although the higher level of activity inthe state’s
gaming industry might be maintained, the pace of
growth isexpected to slow asthe number of hotel-
casino openingsin LasV egasisreduced. Plansfor
new nonresidential construction statewide have
beenwell below their levelsfromrecent years, and
growthinconstructionemployment hasbeend ower
than in past years. Construction of other commer-
cial buildings besides hotel-casinosislikely to be
held down by relatively high vacancy rates; for
example, measured vacancy ratesfor office build-
ingsin LasVegasrosein thethird quarter and are
high compared to the national average.

Utah’ seconomy hasbeen growing at asolid pace,
with atemporary surge evident in recent months.
Nonfarm employment grew by over 4 percent on
an annual basisin September and October, com-
pared to a trend growth rate of 242-3 percent in
1998 and most of 1999. The surgein the last two
months largely was confined to a few sectors,
including the state government in September and
the construction sector in October. The rate of
growthinconstructionemployment hasbeenrapid
thisyear, but it has been slower than last year and
islikely tofall further in coming months. Reduced
in-migrationhascontributedtocoolinginthestate’ s
housing market, with the pace of residential con-
structionactivity and homepriceappreciation both
declining. Thepaceof nonresidential andnonbuilding
construction also have declined this year, in the
wakeof earlier rapidhotel andinfrastructurebuild-
inginanticipation of the 2002 Winter Olympics.

Inthe Salt Lake City metro area, the compl etion of
several infrastructure projects (light rail and free-
way ramps) is helping to reinvigorate downtown
commercial activity. Retail activity downtown has
been aprime beneficiary, with recent reportsfrom
retailersintheSalt L akeCity areaindicating double-
digit growth in Thanksgiving weekend sales com-
pared to last year.
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EMPLOYMENT
Annualized % Annualized %
Number Employed % Change  Change Number Employed % Change  Change
(thousands) From From (thousands) From From
Previous  Previous Previous  Previous
Oct-99  Sep-99  Oct-98 Month Y ear Oct-99 Sep-99 Oct-98 Month Y ear
Idaho Utah
Total 532.0 529.2 525.9 6.5 12 Total 1061.0 1057.4 1030.6 4.2 29
Mining 28 29 3.0 -34.4 -6.7 Mining 74 7.6 7.7 -274 -3.9
Construction 34.6 33.6 334 422 3.6 Construction 75.3 734 70.1 359 7.4
Manufacturing 76.4 76.9 75.9 -75 0.7 Manufacturing 132.5 132.8 133.2 -2.7 -0.5
T.CPU. 26.3 26.1 26.0 9.6 12 T.CPU. 60.3 59.8 59.3 10.5 17
Trade 133.0 133.8 1335 -6.9 -04 Trade 249.5 248.1 243.2 7.0 2.6
F.I.RE. 236 23.6 232 0.0 17 F.I.RE. 59.3 58.7 56.6 13.0 4.8
Services 129.9 128.7 127.4 118 2.0 Services 294.5 293.1 282.6 59 4.2
Government 105.4 103.6 103.5 23.0 18 Government 182.2 183.9 177.9 -10.5 2.4
Nevada Unemployment Rates (%)
Total 989.8 982.5 943.3 9.3 49
Mining 118 119 13.2 -9.6 -10.6 Oct-99  Sep-99 Aug-99 Oct-98 Sep-98
Construction 89.1 88.9 86.3 2.7 32
Manufacturing 434 434 425 0.0 21 Idaho 51 49 49 5.0 5.0
T.CPU. 51.0 51.1 48.2 -2.3 5.8 Nevada 44 4.2 4.2 3.7 39
Trade 204.2 203.1 192.1 6.7 6.3 Utah 34 35 34 3.6 3.7
F.I.RE. 45.9 45.8 442 2.7 38
Services 4237 421.7 403.6 5.8 5.0 us 4.1 4.2 4.2 45 4.5
Government 120.7 116.6 113.2 51.4 6.6

Unemployment rates are from the household employment survey, al other data are for nonagricultural payroll employment.
All data are seasonally adjusted.
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