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Preface

The Office of the Forecast Council is required by Chapter 231, Section 34, Laws of 1992
(RCW 82.33.020) to prepare a quarterly state economic and revenue forecast and submit it to the
Forecast Council. This report presents the state’s economic and General Fund-State revenue
forecast. It is issued four times a year.

Copies on Compact Disc are available to Washington State businesses and residents for $4.50
per copy, and to those out-of-state for $9.00 per copy. You may contact our office for more subscrip-
tion information at (360) 570-6100 or by writing the Office of the Forecast Council, Post Office
Box 40912, Olympia, WA 98504-0912.

You may also access this report on our website at www.wa.gov/ofc/.
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Executive Summary

U.S. Economic Forecast

he November 2002 economic and revenue forecast was produced prior to the release of the

I advance GDP estimate for the third quarter of 2002. According to the forecast, real GDP rose

ata 2.7 percent rate in the quarter, slightly lower than the 3.1 percent in the advance estimate.

The forecast assumed that final sales of domestic product rose at a 3.3 percent rate indicating that the

inventory cycle, which boosted growth in the first half of the year, was a slight drag in the third quarter.

Consumers were once again responsible for nearly all the GDP growth in the third quarter forecast, in-

creasing their spending at a 4.1 percent rate. Consumer spending on durable goods shot up ata 20.2

percent rate mainly on the strength of another surge of vehicle purchases. Government was the only other

source of strength in the forecast for the third quarter with a 2.8 percent growth rate due mainly to 12.7
percent increase in military spending.

According to the forecast, the third quarter saw the first increase in payroll employment in a year and
a halfthough the rate of growth was only 0.4 percent. At the same time the unemployment rate dipped from
5.9 percent to 5.7 percent. The Consumer Price Index fell from 3.4 percent in the second quarter to 2.2
percent in the third quarter but the apparent improvement in inflation was due to a spike in energy costs in
the second quarter. Core inflation (excluding food and energy) was 2.2 percent in both quarters. The
September housing data were not available in time for this forecast which assumed that housing starts fell
ata 15.7 percent rate in the third quarter to 1.597 million units. September activity was so strong that starts
actually increased 10.1 percent to 1.707 million units. The mortgage rate fell from 6.81 percent in the
second quarter to 6.29 percent in the third. The forecast had assumed that there would be no further cuts
in the fed funds rate but on November 6th the Fed reduced its target rate by 50 basis points to 1.25
percent.

Consumers have stretched about as far as they can, taking on large amounts of debt in the process.
Consumers are still surprisingly upbeat, but the fact is that spending is becoming more income-constrained.
The housing market is also showing signs of softness. Starts are slipping, as are sales of existing homes.
Fortunately, the federal government continues to spend as fast as Congress can enact emergency spending
bills. Strong growth awaits a revival of investment spending, though. At the present time, a considerable
amount of capital sits idle; more is not being used to capacity. Bankruptcies, liquidations, and layoffs have
created a glut of underutilized capital that must be absorbed before orders for new equipment and con-
struction can take off. Nonresidential construction spending has plunged in recent quarters and an early
recovery is not in the cards, given the rising office vacancy rate, slow pace of hiring, and sluggish spending
at hotels and restaurants. The next few quarters should see little drag from trade since import growth is
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expected to slow markedly but state governments are wrestling with the mismatch between the cost of
maintaining service levels and available revenues.

On a calendar year basis, the forecast expects GDP growth to improve from 0.3 percent in 2001 to
2.4 percent in 2002, 3.0 percent in 2003, and 4.0 percent in 2004 before settling back to 3.3 percent in
2005. Though the economy is growing again, it is not creating enough jobs to keep up with labor force
growth. The unemployment rate, which has already increased from 3.97 percent at the end of 2000 to
5.73 percent in the third quarter of 2002, is expected to reach 6.10 percent by the second quarter of
2003. The unemployment rate is expected to decline through the remainder of 2003, 2004, and 2005 as
the economy recovers, reaching 4.97 percent by the end of 2005. Inflation, as measured by the implicit
price deflator for personal consumption expenditures, is expected to decline from 2.0 percent in 2001 to
1.5 percent in 2002. The improvement in 2002 is mainly the result of lower energy costs, but the slumping
economy should keep inflation moderate for the next few years. The forecast expects inflation rates of 2.6
percent in 2003 and 2.7 percent per year in 2004 and 2005. The forecast assumes that there will be no
further cuts in the federal funds rate during this cycle. However, the Fed will not begin tightening until earty
next summer.

Washington State Economic Forecast

Washington payroll employment fell at a 0.9 percent rate in the third quarter of 2002 following a 0.4
percent increase in the second quarter. The monthly data through September suggests another decline in
the fourth quarter producing a two-year drop of 3.2 percent. Nationally the peak-to-trough decline was
only 1.3 percent. Only twice in the last forty years has Washington seen a more precipitous decline: during
the recessions of 1969-71 and 1981-82. Manufacturing employment fell at an 8.1 percent annual rate in
the third quarter, the seventeenth consecutive decline in overall manufacturing employment excluding the
impact of the February 2000 aerospace labor dispute. Aerospace employment fell at a 17.5 percent
annual rate in the third quarter. The cumulative decline since September 11 now stands at 16.1 percent.
The declines in manufacturing outside of aerospace are continuing in 2002 though at a more moderate rate
than in 2001. Non-aerospace manufacturing employment fell at a 4.8 percent rate in the third quarter
following declines of 5.6 percent and 4.1 percent in the first two quarters of the year. Nonmanufacturing
employment edged up at a 0.1 percent rate in the third quarter of 2002 but we believe the increase was
due to a seasonal anomaly in local education employment. Excluding this anomaly, nonmanufacturing em-
ployment would have declined at a 0.4 percent rate. Nonmanufacturing employment growth was a mixed
bag in the third quarter with some sectors showing growth led by construction at 4.3 percent and both
trade and finance, insurance, and real estate at 0.5 percent. Government employment grew at a 0.2 per-
cent rate but, after adjusting for the local education problem, was down at a 2.0 percent rate in the third
quarter. Transportation, communications, and public utilities employment fell at a 2.9 percent rate in the
third quarter and services employment sank at a 0.6 percent rate after two quarterly increases.

Washington’s personal income in the second quarter of 2002 was $4.423 billion (2.3 percent) higher
than expected in the September forecast. Second quarter wages were $2.256 billion (2.1 percent) higher
than expected in September. Software wages were on target, only $0.004 billion (0.1 percent) lower, but
non-software wages were $2.260 billion (2.2 percent) higher. Nonwage personal income was $2.167
billion (2.6 percent) higher than expected in September due almost entirely to a $2.164 billion an upward
revision to the historical data resulting from the incorporation of the annual NIPA revisions. In September
we added $2.615 billion in anticipation of the revision, but Washington’s received a disproportionate share
of the national revision.
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The number of housing units authorized by building permit fell 2,900 to 40,900 in the third quarter of
2002 after rising in the second quarter to 43,800 which was the highest level in three years. Single family
permits increased 900 to 33,100 but the number of multi-family units authorized fell 3,800 to 7,800. Still,
the pace of housing activity remains very high considering the dismal state of the overall economy.

The disconnect between Washington’s economy and the national economy appears to be continuing in
the second half of 2002. U.S. employment bottomed out in the second quarter of 2002 though there has
been little growth since. It now appears that the bottom for the state will be the fourth quarter, however.
The near-term aerospace forecast for Washington remains similar to the forecast adopted in September
but we now believe that the reductions will continue throughout 2004 and that the growth in 2005 will be
weaker than assumed in September. By the end of 2005 the current aerospace employment forecast
(excluding contract employees) is 6,900 lower than assumed in September. We have also reduced the
forecast for lumber and wood products employment in response to recent layoff announcements by
Weyerhauser. This adjustment reduces employment in this sector by about 1,100 by the end 0f2004. The
software wage assumption is higher due to an improved outlook for Microsoft stock option income. As in
September, the forecast assumes there will be no major fluctuations in Microsoft stock option activity. In
2002 we are experiencing the first ever year-over-year declines in software employment. The forecast
assumes a resumption of positive growth of about 350 per quarter beginning in the first quarter of 2003,
accelerating to 650 per quarter by the end of the year. As in September, the forecast assumes an increase
in employment related to the construction of the nuclear waste vitrification plant at Hanford from about
2,500 earlier this year to a peak of'4,500. Employment is expected to drop off sharply after the peak in
mid-2004, reaching 2,500 by the end of 2005.

Washington wage and salary employment fell 0.6 percent in 2001 following a 2.4 percent increase in
2000. The combination of the national recession and severe cutbacks in aircraft manufacturing is expected
toresultina 1.9 percent decline in 2002. The recovery in Washington is expected to be unusually slow.
The forecast expects only a weak national recovery and no Boeing upturn is expected until 2005. Popula-
tion growth has slowed to a crawl and both wage growth and price growth have been dampened by the
prolonged contraction. The forecast calls for an employment growth rate of 0.7 percent in 2003, improv-
ing to 2.4 percent and 2.1 percent in 2004 and 2005. Washington personal income growth slowed sharply
in 2001 to 2.6 percent from 7.2 percent in 2000. Excluding the volatile software sector the slowdown was
even more dramatic, from 8.7 percent to 3.3 percent. Personal income growth is expected to remain weak
in 2002 and 2003 due to the weak national economy and Boeing layoffs. The forecast expects personal
income to grow 3.5 percent in 2002 and 3.6 percent in 2003. Income growth picks up in the final two
yearsto 5.5 percent and 6.1 percent as the U.S. recovery takes hold and the aerospace cuts subside. The
forecast expects housing permits to increase from 38,300 in 2001 to 39,900 in 2002 mainly as a result of
the very strong second quarter activity. Housing will be relatively flat for the next two years as weak
population growth is offset by low interest rates. The forecast expects housing permits of 38,400 in 2003
and 40,500 in 2004. A stronger economy in 2005 will be countered by rising mortgage rates resulting in a
slight decline to 39,700 in the final year of the forecast.

Washington State Revenue Forecast

The economic outlook has changed very little since the last forecast, which was released just two
months ago. Payroll employment and revenue collections are both close to our September forecast. While
the national recovery is expected to be slightly stronger in this forecast, the benefit is offset in Washington
by weaker forecasts for both aerospace employment and forest products employment. As a result, there is

Executive Summary 3 November 2002



very little change in the revenue forecasts for both the current biennium and the 2003-05 biennium. The
November 2002 General Fund-State revenue forecast for the 2001-03 biennium is $21,126.2 million.
While this is $19.9 million higher than the forecast adopted in September, most of the upward revision is
due to non-recurring special factors. The November revenue forecast for the 2003-05 biennium of $22,689.8
million is $10.4 million lower than the September forecast. The bottom line is a net increase of $9.5 million
for the two biennia combined.

As required by law, optimistic and pessimistic alternative forecasts were developed for the 2001-03
and 2003-05 biennia. The forecast based on more optimistic economic assumptions netted $214 million
(1.0 percent) more revenue than did the baseline forecast in the current biennium while the pessimistic
scenario was $212 million (1.0 percent) lower. The optimistic forecast for the upcoming biennium was
$1,126 million (5.0 percent) higher than the baseline forecast while the pessimistic alternative was $1,189
million (5.2 percent) lower. An alternative forecast based on the average view of the Governor’s Council
of Economic Advisors yielded $18 million (0.1 percent) less revenue than did the baseline forecast in the
2001-03 biennium and $197 million (0.9 percent) less in the 2003-05 biennium.
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Chapter 1

Washington State and U.S. Economic
Forecasts

Recent U.S. Economic Activity

The November 2002 economic and revenue forecast was produced prior to the release of
the advance GDP estimate for the third quarter of 2002. According to the forecast, real
GDP rose at a 2.7 percent rate in the quarter, slightly lower than the 3.1 percent in the
advance estimate. The forecast assumed that final sales of domestic product rose at a 3.3 percent
rate indicating that the inventory cycle, which boosted growth in the first half of the year, was a
slight drag in the third quarter. Consumers were once again responsible for nearly all the GDP
growth in the third quarter forecast, increasing their spending at a 4.1 percent rate. Consumer spending
on durable goods shot up at a 20.2 percent rate mainly on the strength of another surge of vehicle
purchases. Purchases of nondurable goods rose 2.4 percent and purchases of services increased 1.9
percent. Government was the only other source of strength in the forecast for the third quarter with

a 2.8 percent growth rate due mainly to 12.7 percent increase in military spending. Federal nonde-
fense spending fell at a 2.6 percent rate while state and local government spending inched up at a
0.5 percent rate. The forecast assumed that the foreign sector would be a slight positive factor in the
third quarter with a 3.5 percent increase in exports and a 0.3 percent decrease in imports but the
advance GDP estimate showed it to be a slight drag. Finally, the forecast for fixed investment fell at

a 2.8 percent rate in the third quarter. Business purchases of equipment and software rose at a 3.1
percent rate in the third quarter but nonresidential construction plunged 13.5 percent and residential
fixed investment fell 6.5 percent.

According to the forecast, the third quarter saw the first increase in payroll employment in a
year and a half though the rate of growth was only 0.4 percent. At the same time the unemployment
rate dipped from 5.9 percent to 5.7 percent. The Consumer Price Index fell from 3.4 percent in the
second quarter to 2.2 percent in the third quarter but the apparent improvement in inflation was due
to a spike in energy costs in the second quarter. Core inflation (excluding food and energy) was 2.2
percent in both quarters. The September housing data were not available in time for this forecast
which assumed that housing starts fell at a 15.7 percent rate in the third quarter to 1.597 million
units. September activity was so strong that starts actually increased 10.1 percent to 1.707 million
units. The mortgage rate fell from 6.81 percent in the second quarter to 6.29 percent in the third.
The forecast had assumed that there would be no further cuts in the fed funds rate but on November
6th the Fed reduced its target rate by 50 basis points to 1.25 percent.
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U.S. Forecast Highlights

Consumers have stretched about as far as they can, taking on large amounts of debt in the
process. Consumers are still surprisingly upbeat, but the fact is that spending is becoming more
income-constrained. The housing market is also showing signs of softness. Starts are slipping, as
are sales of existing homes. Fortunately, the federal government continues to spend as fast as Con-
gress can enact emergency spending bills. Strong growth awaits a revival of investment spending,
though. At the present time, a considerable amount of capital sits idle; more is not being used to
capacity. Bankruptcies, liquidations, and layoffs have created a glut of underutilized capital that
must be absorbed before orders for new equipment and construction can take off. Nonresidential
construction spending has plunged in recent quarters and an early recovery is not in the cards, given
the rising office vacancy rate, slow pace of hiring, and sluggish spending at hotels and restaurants.
The next few quarters should see little drag from trade since import growth is expected to slow
markedly but state governments are wrestling with the mismatch between the cost of maintaining
service levels and available revenues.

On a calendar year basis, the forecast expects GDP growth to improve from 0.3 percent in 2001
to 2.4 percent in 2002, 3.0 percent in 2003, and 4.0 percent in 2004 before settling back to 3.3
percent in 2005. Though the economy is growing again, it is not creating enough jobs to keep up
with labor force growth. The unemployment rate, which has already increased from 3.97 percent at
the end of 2000 to 5.73 percent in the third quarter of 2002, is expected to reach 6.10 percent by the
second quarter of 2003. The unemployment rate is expected to decline through the remainder of
2003, 2004, and 2005 as the economy recovers, reaching 4.97 percent by the end of 2005. Inflation,
as measured by the implicit price deflator for personal consumption expenditures, is expected to
decline from 2.0 percent in 2001 to 1.5 percent in 2002. The improvement in 2002 is mainly the
result of lower energy costs, but the slumping economy should keep inflation moderate for the next
few years. The forecast expects inflation rates of 2.6 percent in 2003 and 2.7 percent per year in
2004 and 2005. The forecast assumes that there will be no further cuts in the federal funds rate
during this cycle. However, the Fed will not begin tightening until early next summer.

1. The recession is probably over but the recovery is expected to be unusually weak in part
because the recession was unusually mild. Consumer spending and housing activity re-
mained strong throughout the recession so not much of a rebound is expected from the
household sector. Business investment continues to suffer from excess capacity, the trade
imbalance continues to grow, and state and local governments are already suffering from
large operating deficits. The only source of unusual strength in the immediate future is
federal defense spending. Real GDP grew only 0.8 percent in fiscal 2002, down from 1.8
percent in 2001 and more than 4 percent in each of the previous four years. Real GDP
growth is expected to improve to 2.7 percent in 2003 and 3.7 percent per year in 2004 and
2005.

2. Inflation, as measured by the implicit price deflator for personal consumption expenditures,
fell to 1.3 percent in fiscal 2002 from 2.5 percent in 2001. Most of the improvement was
from a transitory reduction in energy costs. Also, benefits costs have begun to accelerate
again, putting upward pressure on prices. Still, the slack created by the recession and weak
recovery should help keep inflation in check during the next three years. The forecast as-
sumes that inflation will increase moderately to 2.3 percent in 2003, 2.7 percent in 2004,
and 2.8 percent in 2005.
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3. The Federal Reserve began easing interest rates well in advance of the recession, cutting the
federal funds rate a total of 300 basis points from January to August of 2001. After Septem-
ber 11 the Fed lowered its target rate another 175 basis points to just 1.75 percent by Decem-
ber 11. The forecast assumed no further reductions in this cycle though the fed cut the funds
rate 50 basis points to 1.25 percent on November 6, 2002. The Fed is expected to begin
raising rates again in the second half of 2003 when the recovery is firmly established. As a
result of the aggressive Fed easing, the three-month Treasury bill rate fell to 2.15 percent in
fiscal 2002 from 5.14 percent in 2001. The T-bill rate is expected to decline even further to
1.59 percent in fiscal 2003. The forecast expects an increase in the T-bill rate to 2.69 percent
in fiscal 2004 and 3.62 percent in 2005 as the Fed begins tightening again. Mortgage rates
also continued to decline in fiscal 2002 to 6.88 percent from 7.45 percent in 2001 as a result
of the easier monetary policy as well as the slumping economy. The forecast expects the
mortgage rate to decline further to 6.16 percent this year, rising to 6.41 percent and 6.83
percent in 2004 and 2005.

4. Housing starts increased 4.5 percent in fiscal 2002 to 1.642 million units. The resilient
housing market has helped stabilize the economy during the recession. Since there was no
housing slump during the recession, there is little pent-up demand and therefore no reason
to expect a strong rebound during the recovery. The forecast expects housing starts to de-
cline 5.1 percent in fiscal 2003 to 1.558 million units. Arecovery is expected in the next two
years as the economy improves and mortgage rates remain relatively low. The forecast calls
for a 6.0 percent increase to 1.652 million units in 2004 followed by a 4.1 percent increase
to 1.721 million units in 2005.

5. Though the recession was relatively mild in terms of the decline in GDP, the rise in unem-
ployment has been much more typical. On a quarterly basis the unemployment rate has
already risen from 3.97 percent in the fourth quarter of 2000 to 5.73 percent in the third
quarter of 2002. Though the forecast assumes the recession is over, the unemployment rate
is expected to continue to rise as labor force growth continues to exceed job growth. By the
second quarter of next year it is expected to reach a peak of 6.10 percent. Because the
starting rate was so low, this peak is among the lowest in postwar history. On a fiscal year
basis, the forecast expects the unemployment rate to climb from 4.19 percent in 2001 to
5.48 percent in 2002 and 5.88 percent in 2003 before declining to 5.63 percent and 5.07
percent in 2004 and 2005.

6. From fiscal 2001 to fiscal 2002 the federal budget went from a record $181.3 billion surplus
(national income and product accounts basis) to a $91.6 billion deficit. The recently enacted
tax cuts and the recession cut sharply into revenue. On top of this, the forecast assumes
additional military and homeland security spending. The deficit is expected to swell to $259.9
billion in 2003 before an expanding economy cuts the deficit to $239.6 billion in 2004 and
$167.0 billion in 2005.

7. The trade deficit has been, and will continue to be, a huge drag on GDP growth though
nominal net exports (national income and product accounts basis) temporarily improved in
fiscal 2002 to $360.7 billion from $379.1 billion in 2001. Weak growth abroad and the
strong dollar caused exports to decline in 2002 but the U.S. recession resulted in an even
larger drop in imports. Since the U.S. recovery is expected to lead recoveries abroad, the
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trade gap is expected to resume its upward trend during the next three years. The forecast
expects a trade deficit of $422.0 billion in 2003, $428.1 billion in 2004, and $444.9 billion
in 2005.

Table 1.1provides a fiscal year summary of the U.S. economic indicators.

Recent Economic Activity in Washington

The Employment Security Department has released preliminary employment estimates through
September 2002. This forecast is based on adjusted employment estimates as deAdijinse in
ments to Economic DataWashington payroll employment fell at a 0.9 percent rate in the third
quarter of 2002 following a 0.4 percent increase in the second quarter. The monthly data through
September suggests another decline in the fourth quarter producing a two-year drop of 3.2 percent.
Nationally the peak-to-trough decline was only 1.3 percent. Only twice in the last forty years has
Washington seen a more precipitous decline: during the recessions of 1969-71 and 1981-82. Manu-
facturing employment fell at an 8.1 percent annual rate in the third quarter, the seventeenth con-
secutive decline in overall manufacturing employment excluding the impact of the February 2000
aerospace labor dispute. Aerospace employment fell at a 17.5 percent annual rate in the third quar-
ter. The cumulative decline since September 11 now stands at 16.1 percent. The declines in manu-
facturing outside of aerospace are continuing in 2002 though at a more moderate rate than in 2001.
Non-aerospace manufacturing employment fell at a 4.8 percent rate in the third quarter following
declines of 5.6 percent and 4.1 percent in the first two quarters of the year. Nonmanufacturing
employment edged up at a 0.1 percent rate in the third quarter of 2002 but we believe the increase
was due to a seasonal anomaly in local education employment. Excluding this anomaly,
nonmanufacturing employment would have declined at a 0.4 percent rate. Nonmanufacturing em-
ployment growth was a mixed bag in the third quarter with some sectors showing growth led by
construction at 4.3 percent and both trade and finance, insurance, and real estate at 0.5 percent.
Government employment grew at a 0.2 percent rate but, after adjusting for the local education
problem, was down at a 2.0 percent rate in the third quarter. Transportation, communications, and
public utilities employment fell at a 2.9 percent rate in the third quarter and services employment
sank at a 0.6 percent rate after two quarterly increases.

In October 2002 the U.S. Department of Commerce, Bureau of Economic Analysis (BEA)
revised its quarterly state personal income estimates through the first quarter of 2002 and released
preliminary estimates for the second quarter. In addition, the wage estimates for the second quarter
of 2002 have been adjusted to reflect the Covered Employment and Payrolls data produced by the
Department of Employment Security (S&@justments to Economic Datd. According to the ad-
justed estimate$Vashington’s personal income in the second quarter of 2002 was $4.423 billion
(2.3 percent) higher than expected in the September forecast. Second quarter wages were $2.256
billion (2.1 percent) higher than expected in September. Software wages were on target, only $0.004
billion (0.1 percent) lower, but non-software wages were $2.260 billion (2.2 percent) higher. Nonwage
personal income was $2.167 billion (2.6 percent) higher than expected in September due almost
entirely to a $2.164 billion an upward revision to the historical data resulting from the incorpora-
tion of the annual NIPA revisions. In September we added $2.615 billion in anticipation of the
revision, but Washington’s received a disproportionate share of the national revision.

The number of housing units authorized by building permit fell 2,900 to 40,900 in the third
quarter of 2002 after rising in the second quarter to 43,800 which was the highest level in three
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years. Single family permits increased 900 to 33,100 but the number of multi-family units autho-
rized fell 3,800 to 7,800. Still, the pace of housing activity remains very high considering the
dismal state of the overall economy.

Adjustments to Economic Data

This forecast utilized an alternative employment estimate developed by the Department of
Employment Security and the Office of the Forecast Council. The alternative employment estimate
incorporated the covered employment and payrolls data through the second quarter of 2002 which
added 3,400 (0.1 percent) to the Current Employment Statistics (CES) estimate for June 2002. In
addition, the growth pattern from June 2002 through September 2002 was adjusted to reflect the
average historical revision between the preliminary (sample based) estimates and the final (covered
employment and payrolls based) estimates subtracting 600 (0.0 percent). The net effect of the ad-
justments was to increase the September 2002 employment estimate by 2,700 (0.1 percent).

The BEA will eventually benchmark its 2002 estimates for wage and salary disbursements to
the covered employment and payrolls (ES202) data for all sectors except agriculture and federal
government. Since we have one more quarter of ES202 data than was available to the BEA at the
time of its most recent release, we derived wage estimates for these sectors for the second quarter of
2002 based on the ES202 data. Unadjusted BEA estimates were used for farm, federal civilian, and
military wages as well as for all nonwage components of personal income. Our adjustments in-
creased the fourth quarter wage estimate by $1.148 billion (1.0 percent) adding 0.6 percent to total
personal income in that quarter.

Washington State Forecast Highlights

The disconnect between Washington’s economy and the national economy appears to be con-
tinuing in the second half of 2002. U.S. employment bottomed out in the second quarter of 2002
though there has been little growth since. It now appears that the bottom for the state will be the
fourth quarter, however. The near-term aerospace forecast for Washington remains similar to the
forecast adopted in September but we now believe that the reductions will continue throughout
2004 and that the growth in 2005 will be weaker than assumed in September. By the end of 2005
the current aerospace employment forecast (excluding contract employees) is 6,900 lower than
assumed in September. We have also reduced the forecast for lumber and wood products employ-
ment in response to recent layoff announcements by Weyerhauser. This adjustment reduces em-
ployment in this sector by about 1,100 by the end of 2004. The software wage assumption is higher
due to an improved outlook for Microsoft stock option income. As in September, the forecast as-
sumes there will be no major fluctuations in Microsoft stock option activity. In 2002 we are expe-
riencing the first ever year-over-year declines in software employment. The forecast assumes a
resumption of positive growth of about 350 per quarter beginning in the first quarter of 2003,
accelerating to 650 per quarter by the end of the year. As in September, the forecast assumes an
increase in employment related to the construction of the nuclear waste vitrification plant at Hanford
from about 2,500 earlier this year to a peak of 4,500. Employment is expected to drop off sharply
after the peak in mid-2004, reaching 2,500 by the end of 2005.

Washington wage and salary employment fell 0.6 percent in 2001 following a 2.4 percent in-
crease in 2000. The combination of the national recession and severe cutbacks in aircraft manufac-
turing is expected to result in a 1.9 percent decline in 2002. The recovery in Washington is expected
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to be unusually slow. The forecast expects only a weak national recovery and no Boeing upturn is
expected until 2005. Population growth has slowed to a crawl and both wage growth and price
growth have been dampened by the prolonged contraction. The forecast calls for an employment
growth rate of 0.7 percent in 2003, improving to 2.4 percent and 2.1 percent in 2004 and 2005.
Washington personal income growth slowed sharply in 2001 to 2.6 percent from 7.2 percent in
2000. Excluding the volatile software sector the slowdown was even more dramatic, from 8.7
percent to 3.3 percent. Personal income growth is expected to remain weak in 2002 and 2003 due to
the weak national economy and Boeing layoffs. The forecast expects personal income to grow 3.5
percent in 2002 and 3.6 percent in 2003. Income growth picks up in the final two years to 5.5
percent and 6.1 percent as the U.S. recovery takes hold and the aerospace cuts subside. The forecast
expects housing permits to increase from 38,300 in 2001 to 39,900 in 2002 mainly as a result of the
very strong second quarter activity. Housing will be relatively flat for the next two years as weak
population growth is offset by low interest rates. The forecast expects housing permits of 38,400 in
2003 and 40,500 in 2004. A stronger economy in 2005 will be countered by rising mortgage rates
resulting in a slight decline to 39,700 in the final year of the forecast.

1. Nominal personal income growth continued to slow to 2.5 percent in fiscal 2002 from 4.1
percent in 2001 and 8.2 percent in 2000. Declining employment in fiscal 2002 was largely
responsible for the slowdown but average wage growth, outside of the software sector, was
cut almost in half, from 4.7 percent in 2001 to 2.8 percent in 2002 (the collapse of software
wages occurred a year earlier). The forecast assumes that changes in software stock option
income will not be a major factor in personal income growth during the remainder of the
forecast. Nonwage income growth also slowed from 8.2 percent to 5.4 percent due to the
impact of lower interest rates. Fiscal 2002 was the low point in the cycle. Income growth
should gradually improve during the next three years due to a variety of factors including
the resumption of positive employment growth, stronger population growth, and higher
interest rates. Washington personal income growth is expected to accelerate to 3.8 percent in
2003, 4.5 percent in 2004, and 6.1 percent in 2005.

2. Washington real personal income growth fell to just 1.2 percent in fiscal 2002 from 1.6
percentin 2001 and 5.8 percent in 2000. The decline in growth in 2002 came in spite of a dip
in inflation, which usually translates into higher real income growth. In addition to the
obvious impact of the recession on employment, the poor performance of real income growth
in recent years is probably due to the collapse of stock option and bonus income, which had
ballooned in the late 1990s, rather than reflecting the trend of ordinary wages. Real income
growth is expected to improve to 1.4 percent in 2003, 1.8 percent in 2004, and 3.2 percent in
2005.

3. The recession has had a disproportionate impact on Washington employment growth. Total
payroll employment in Washington fell 2.0 percent in fiscal 2002 compared to just 0.8 per-
cent for the nation as a whole. The events of September 11 have been particularly hard on
Washington employment growth due to the devastating impact on air transportation. The
dot-com collapse and correction in the construction sector were also exceptionally severe in
Washington. While we believe the construction and IT related corrections are largely com-
plete, the continuing drag from aerospace sector means that Washington will continue to lag
the U.S. in the near future. The forecast expects an employment decline of 0.7 percent in
2003. Positive employment growth is expected to resume in the next biennium with growth
rates of 1.8 percent in fiscal 2004 and 2.4 percent in 2005.
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Lumber and wood products employment fell 500 in the third quarter of 2002 to 29,400.
A total of 4,500 jobs have been lost in this sector since the beginning of 2000. The
forecast incorporates recent layoff announcements by Weyerhauser as well as a weak
national outlook for the industry. By the end of 2003 another 1,600 jobs are expected to
vanish for a total of 6,200 during the current downturn. A very modest recovery is ex-
pected in the final two years of the forecast adding back a total of 900 jobs.

Prior to September 11, it appeared that the aerospace downturn, which resulted in the
loss of 27,700 jobs between the second quarter of 1998 and the end of 2000, was over.
Washington aerospace employment actually rose 1,600 during the first three quarters of
2001. In the wake of the attacks, Boeing announced that it intended to cut 20,000 to
30,000 jobs company-wide. The majority of the reductions will be in Washington State,
the home of the commercial airplane unit. A total of 14,100 aerospace jobs were cut
between the third quarter of 2001 and third quarter of 2002 not counting contract em-
ployees. Overall, the forecast assumes a decline of 23,200 aerospace workers and thou-
sands more Boeing contract employees in Washington between the third quarter 2001
and the end of 2004. Measured from the second quarter of 1998 peak, the overall de-
cline will reach 49,300 not counting the contract employees. A gradual upturn in the
final year of the forecast is expected to add 1,700 aerospace employees in Washington
by the end of 2005.

The last half of the 1990s saw a huge expansion of Washington’s construction industry.
The 6.0 percent decline during 2001 was even more precipitous. In contrast, the decline
in U.S. construction employment over the year was only 0.6 percent. We believe we
have reached the bottom in the construction cycle. The first half of 2002 was essentially
flat and employment in the third quarter rose at a 4.3 percent rate. Though a modest
upturn in the economy is expected beginning in the second half of 2002, weaker hous-
ing activity and slow population and employment growth will stave off any recovery in
construction employment until 2004. The forecast expects employment to decline at an
average rate of 0.8 percent through the end of 2003 recovering to a positive average
growth rate of 2.8 percent per year in 2004 and 2005

Until recently, the finance, insurance, and real estate sector has been a rare bright spot in
Washington’s economy. Employment in this sector rose at a 3.6 percent during 2001
while total payroll employment declined 2.2 percent. The growth was mostly in fi-
nance, which has clearly benefited by a refinancing boom brought on by low mortgage
interest rates. This source of stimulus has probably pretty much played itself out. Em-
ployment declined at an average annual rate of 0.5 percent during the first three quarters
of this year and the monthly data through September suggest only a slight 0.9 percent
increase in the fourth quarter. Stronger growth is expected to resume beginning in the
first quarter of 2003. The forecast assumes an average growth rate of 3.1 percent per
year during the remainder of the forecast.

Washington retail trade employment resumed its downward trend, falling 0.1 percent in
the third quarter following a 1.7 percent uptick in the second quarter. The monthly data
indicate 1.8 percent decline in the fourth quarter. If so, the year-over-year growth for
2002 will be -0.4 percent which, while still negative, is far better than the 2.2 percent
drop during 2001. The drop in consumer confidence, slow population growth, and weak
economy have been particularly hard on retail trade employment. In addition, many
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struggling e-tailing firms such as Amazon.com are classified as retailers. Employment
growth is expected to turn positive again in 2003. The expected growth rate during 2003
is 2.2 percent slowing to an average of 0.5 percent per year in 2004 and 2005.

4 Services employment fell at a 0.6 percent rate in the third quarter and appears poised for
a 0.4 percent slump in the fourth quarter. Year-over-year employment growth should
come in at about 0.6 percent compared to a 2.2 percent decline last year (after adjusting
for a noneconomic reclassification of tribal employees who had previously been con-
sidered private sector employees but are now considered local government employees).
The weakness in 2001 was concentrated in business services where employment fell
12.3 percent over the year. Prepackaged software actually grew 11.9 percent during
2001 but other computer and data processing services, the home of many information
technology companies, plunged 29.5 percent. The rest of business services fell 12.8
percent over the year mainly as a result of a 23.6 percent drop in personnel supply
services. These areas of weakness appear to be turning around. Computer services other
than software declined at a more moderate rate of 8.2 percent in the first three quarters
of 2002 and personnel supply services rose at a 3.0 percent rate. The forecast assumes
that the shakeout in these areas is complete and that software employment growth will
pick up. Without these negative cyclical factors, services employment is expected to
resume its above average trend growth rate. Growth is expected to pick up to an average
rate of 3.6 percent per year in 2003, 2004, and 2005.

4 State and local government employment fell at a 0.7 percent annual rate in the third
quarter and is expected to fall at a 3.6 percent rate in the fourth quarter. Excluding a
seasonal anomaly in the third quarter, the declines would have been 3.2 percentand 1.1
percent. In any case, the declines in the second half of 2002 are enough to produce the
first year-over-year reductions in state and local government employment since 1982.
Though state and local government employment has been a source of strength during
the recession, the slowdown in the state’s economy is putting pressure on state and local
governments’ budgets and is expected to affect employment in this sector with a lag.
The forecast assumes that state and local government employment will decline through
the first quarter of 2004 at an average annual rate of 0.5 percent. The weak nature of the
recovery coupled with essentially no growth in the school age population is expected to
restrain state and local government employment growth to just 1.0 percent per year
during the final seven quarters of the forecast.

4. Declining mortgage rates were unable to overcome the depressing impact of lower con-
sumer confidence, rising unemployment, weak income growth, and slow population growth
on housing activity in fiscal 2002. The number of housing units authorized by building
permit fell 5.4 percent to 38,200 from 40,400 in 2001. The absence of pent-up demand
means that not much of a rebound in housing can be expected. The forecast expects only a
1.6 percent increase in fiscal 2003 to 38,800. When the economic recovery finally gets on
track in the next biennium, higher mortgage rates will largely offset the positive impact of
stronger job, income, and population growth. The forecast expects a 2.2 percent increase in
fiscal 2004 to 39,700 and a 2.0 percent increase to 40,500 in 2005.

5. Inflation in the Seattle metropolitan area, as measured by the consumer price index for all
urban consumers, slowed in fiscal 2002 to 2.7 percent from 4.0 percent in 2001. The compa-
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rable U.S. inflation rate declined from 3.4 percent to 1.8 percent during the same period.
Both the U.S. and Seattle indices benefited from declining energy costs in 2002. Excluding
food and energy, the decline in Seattle’s CPI inflation would have been much smaller, from
3.1 percent to 2.8 percent, while the national index would have held steady at 2.6 percent.
Seattle inflation is expected to drop below U.S. inflation in during the remainder of the
forecast due to the much weaker local economy. The forecast expects inflation rates of 2.3
percent, 2.2 percent, and 2.6 percent in Seattle compared to 2.5 percent, 2.8 percent, and 3.0
percent for the U.S. city average.

Table 1.2provides a fiscal year summary of the state economic indicators.

Alternative Forecasts

As required by statute, the Forecast Council has also adopted two alternatives to the baseline
forecast. One of these was based on more optimistic economic assumptions than the baseline and
one was based on more pessimistic assumptions. These alternatives are summiaided i@

Pessimistic ForecastDespite rapid first-quarter GDP growth and solid increases in productiv-
ity, companies are having trouble generating profits. In an effort to improve the bottom line despite
lagging revenues, businesses are likely to delay investment and postpone hiring to an even greater
extent than in the baseline forecast. The end of the inventory cycle carries the economy through the
second half, but final demand lags as investment stagnates and consumers become more cautious.
Fearful that the volatile stock market will drag the economy back into recession, the FOMC lowers
the federal funds rate to 1.25%. The lower rates keep the economy afloat, but barely. When the
United States moves into Irag next spring to topple Saddam Hussein, oil prices spike and consumer
confidence plunges. The situation never deteriorates enough to cause a “double-dip” recession,
largely because of a steady increase in federal spending, not only to fight the war and beef up
domestic security, but also to ferret out and punish corporate wrongdoing. After the first-quarter
surge, real GDP growth stumbles along in the 0.0-1.6% range through summer 2003. The unem-
ployment rate rises to 6.8% because most of the growth is achieved through productivity gains,
leaving little to absorb the new workers entering the labor force. By mid-2003, with the Middle
East quiet and oil prices back down, pent-up demand kicks the economy into a strong recovery
mode. At the state level, aerospace production and employment cuts are even more severe and
protracted than assumed in the baseline forecast with only a very modest upturn beginning in 2005.
Washington’s wage growth and inflation are lower than in the baseline and the initial level of
Washington personal income is lower. Population growth is also slower in this scenario and the
downturn in construction employment extends through the first quarter of 2004. By the end of the
2003-05 biennium, Washington nonagricultural employment is lower by 64,600 jobs than in the
baseline forecast and Washington personal income is $11.9 billion lower. The pessimistic scenario
produced $212 million (1.0 percent) less General Fund-State revenue in the 2001-03 biennium than
did the baseline forecast and $1,189 million (5.2 percent).less revenue in the 2003-05 biennium.

Optimistic Forecast Despite a slowdown in the second quarter and only a moderate pickup in
the third, the economy’s fundamentals remain solid. What is lacking, though, is confidence. In the
optimistic scenario, consumer and business confidence returns to more normal levels, resulting in a
stronger rise in the stock market than in the baseline, and an earlier pickup in business investment.
Growth registers 3.1% in the fourth quarter of 2002, then accelerates to 4.5-5.5% in 2003. The year
comes in at 3.9%, compared with 3.0% in the baseline. The stronger economy gives producers a
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little breathing room on the price front, resulting in higher inflation in the out years and hence a
higher federal funds rate starting in 2004. Investors have lost confidence in the integrity of corpo-
rate financial statements, and further Fed interest rate cuts or cheerleading by the Bush administra-
tion will do little to cheer them up. American institutions need to change. Fortunately, U.S. institu-
tions are malleable when money is at stake. Congress, the Bush administration, the Financial Ac-
counting Standards Board, and the Securities and Exchange Commission are all working furiously
to tighten and fine-tune the laws; corporate boards and CEOs are opening up the books and work-
ing just as hard to convince stockholders that all is aboveboard. And the Justice Department is
stocking up on handcuffs. The optimistic forecast assumes that confidence is restored sooner rather
than later. Growth is higher than in the baseline, simply because the economy returns to trend
growth a few quarters sooner. Locally, the decline in Washington aerospace employment is less
severe than in the baseline forecast and the recovery is more robust. Washington’s wages grow
faster than in the baseline and the Seattle CPI grows faster relative to the U.S. CPI. The initial level
of Washington personal income is also higher in the optimistic scenario. Population growth is
stronger in the optimistic scenario and construction employment turns up earlier and more vigor-
ously than in the baseline. By the end of the 2003-05 biennium, Washington nonagricultural em-
ployment is higher by 56,500 jobs than in the baseline forecast and Washington personal income is
$10.0 billion higher. The optimistic scenario generated $214 million (1.0 percent) more revenue in
the 2001-03 biennium than did the baseline forecast and $1,126 million (5.0 percent) more in the
2003-05 biennium.

Governor’s Council of Economic Advisors Scenario

In addition to the optimistic and pessimistic forecasts, the staff has prepared a forecast based on
the opinions of the Governor’s Council of Economic Advisors (GCEA) as summariZedblis
1.3 In the GCEA scenario, the U.S. and state forecasts were adjusted to match the average view of
the Council members. Nationally, the most significant difference in the Governor’s Council view is
a much lower expected inflation rate throughout the forecast. The GCEA real GDP forecast was
very similar to the baseline forecast in fiscal 2003 and 2004 but weaker in 2005. The Council
members expected higher long term and short term interest rates in all three years. The GCEA
forecast for Washington State showed stronger real personal income growth in fiscal 2003 and
2004 but slightly lower growth in 2005. Though their real personal income forecast was stronger
overall, nominal personal income growth was weaker throughout the forecast as a result of the
much lower inflation assumption in the GCEA scenario. The Council members’ employment fore-
cast was very close to the baseline forecast in fiscal 2003 and 2004 but weaker in 2005. Their
housing forecast was also similar to the baseline forecast with slightly higher activity in fiscal 2003
and slightly lower activity in 2004 and 2005. At the end of the 2003-05 biennium, Washington
nonagricultural employment was 17,300 lower in the GCEA forecast than in the baseline forecast
and their Washington personal income forecast was $3.6 billion lower. The Governor’s Council
scenario generated $18 million (0.1 percent) less revenue than did the baseline forecast in the 2001-
03 biennium and $197 million (0.9 percent) less in the 2003-05 biennium.
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Table 1.1 Fiscal Years

U.S. Economic Forecast Summary

Forecast 2003 to 2005

1998 1999 2000 2001 2002 2003 2004 2005

Real National Income Accounts (Billions of Chained 1996 Dollars)

Real Gross Domestic Product 8,332.2 8,676.3 9,057.5 9,221.4 9,297.7 9,551.7 9,907.410,272.2
% Ch 4.4 41 4.4 1.8 0.8 2.7 3.7 3.7
Real Consumption 5,5651.4 5820.7 6,105.9 6,304.9 6,472.8 6,648.8 6,862.0 7,076.3

% Ch 4.4 49 49 3.3 2.7 27 3.2 3.1
Real Nonresidential Fixed Investment 1,078.9 1,182.5 1,280.5 1,310.8 1,204.4 1,197.8 1,291.7 1,4354
% Ch 13.5 9.6 8.3 24 -8.1 -0.5 7.8 11.1
Real Residential Fixed Investment 329.7 3599 3740 3707 378.8 3740 3806 399.8
% Ch 43 9.2 3.9 -0.9 22 -1.2 1.8 5.0

Real Personal Income 7,004.8 7,336.2 76199 79129 7,973.7 8,145.3 8,367.4 8,657.4
% Ch 5.1 47 3.9 3.8 0.8 2.2 2.7 3.5

Real Per Capita Income ($/Person) 25,473 26,376 27,086 27,857 27,815 28,161 28,677 29,417
% Ch 3.9 3.5 27 2.8 -0.2 1.2 1.8 26

Price and Wage Indexes

U.S. Implicit Price Deflator (1996=1.0) 1.025 1.037 1.061 1.087 1101 1.127 1157 1.189
% Ch 1.4 12 2.2 25 1.3 2.3 2.7 2.8

U.S. Consumer Price Index (1982-84=1.0) 1618 1646 1693 1.751 1782 1827 1878 1.935
% Ch 1.8 1.7 29 3.4 1.8 25 2.8 3.0

Employment Cost Index (June 1989=1.0) 1.330 1.380 1.431 1487 1541 1596 1.655 1.728
% Ch 3.9 3.7 3.8 3.9 3.6 3.6 3.7 4.4

Current Dollar National Income (Billions of Dollars)

Gross Domestic Product 8,5648.6 9,016.4 9,575.8 9,976.6 10,235.2 10,725.8 11,426.1 12,187.8
% Ch 6.0 55 6.2 4.2 26 4.8 6.5 6.7

Personal Income 7,178.5 7,611.1 8,082.4 8,599.7 8,781.1 9,178.4 9,679.7 10,295.8
% Ch 6.6 6.0 6.2 6.4 2.1 45 5.5 6.4

Employment (Millions)

U.S. Civilian Labor Force 139.9 1417 1437 1450 1458 1471 1486 150.9
Total U.S. Employment 1334 1355 1378 1389 1378 1384 1402 1433

Unemployment Rate (%) 4.65 4.38 4.09 419 5.48 5.88 5.63 5.07

Wage and Salary Employment 124.31 127.36 130.54 13217 131.13 131.34 13436 137.37
% Ch 27 25 25 1.3 -0.8 0.2 2.3 22
Manufacturing 18.81 1867 1851 1824 1709 1663 1652 16.83

% Ch 1.4 -0.8 -0.8 -1.5 -6.3 2.7 -0.7 1.9
Durable Manufacturing 1116 115 1112  11.02 1019 9.79 9.66 9.88
% Ch 2.7 -0.2 -0.3 -0.9 -75 -3.9 -1.3 2.2
Nondurable Manufacturing 7.64 7.52 7.39 7.22 6.90 6.84 6.85 6.95
% Ch -0.5 -1.6 -1.7 -2.3 -4.4 -0.9 0.2 1.5
Nonmanufacturing 105.50 108.69 112.03 113.93 114.04 114.71 117.84 120.54
% Ch 29 3.0 3.1 1.7 0.1 0.6 27 2.3
Services 36.81 38.27 3982 40.86 40.98 4172 4336 4484
% Ch 45 4.0 4.0 26 0.3 1.8 3.9 3.4

Miscellaneous Indicators

Credit Outstanding/Disp. Income 20.3 20.5 20.9 21.6 221 21.3 20.6 20.4

Auto Sales (Millions) 8.2 8.3 9.0 8.5 8.2 8.1 8.2 7.9
% Ch -2.1 20 8.0 -5.0 -4.4 -0.9 1.7 -4.1

Housing Starts (Millions) 1530 1.659 1638 1.571 1642 1558 1652 1.721
% Ch 5.0 8.4 -1.3 -4.1 4.5 -5.1 6.0 4.1

Federal Budget Surplus (Billions) -1.5 811 166.6 1813 -91.6 -2599 -239.6 -167.0

Net Exports (Billions) -117.7 1919 -311.3 -379.1 -360.7 -422.0 -428.1 -4449

3-Month Treasury Bill Rate (%) 5.04 4.49 5.23 5.14 215 1.59 2.69 3.62

30-Year U.S. Govt. Bond Rate (%) 6.10 5.44 6.14 5.66 5.49 4.83 5.32 5.86

Bond Index of 20 G.O. Munis. (%) 5.24 5.08 5.82 5.35 5.14 478 5.13 5.35

Mortgage Rate (%) 7.20 6.93 8.05 7.45 6.88 6.16 6.41 6.83
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Table 1.2 Fiscal Years

Washington Economic Forecast Summary

Forecast 2003 to 2005

1998 1999 2000 2001 2002 2003 2004 2005

Real Income (Billions of Chained 1996 Dollars)

Real Personal Income 152.625 162.382 171.796 174.479 176.494 179.018 182.208 188.076
% Ch 6.4 6.4 5.8 1.6 1.2 1.4 1.8 3.2
Real Wage and Salary Disb. 87.471 95.211 102.706 101.487 100.603 100.114 102.376 106.508

% Ch 8.5 8.8 7.9 -1.2 -0.9 -0.5 23 4.0
Real Nonwage Income 65.154 67.171 69.090 72991 75.891 78904 79.832 81.567
% Ch 3.6 3.1 29 5.6 4.0 4.0 1.2 2.2

Real Per Capita Income ($/Person) 26,593 27,902 29,180 29,255 29,255 29,387 29,609 30,211
% Ch 438 4.9 46 0.3 0.0 0.4 0.8 2.0

Price and Wage Indexes

U.S. Implicit Price Deflator (1996=1.0) 1.025 1.037 1.061 1.087 1101 1.127 1157 1.189
% Ch 1.4 12 2.2 25 1.3 23 2.7 2.8

Seattle Cons. Price Index (1982-84=1.0) 1653 1.702 1757 1.828 1876 1920 1963 2.014
% Ch 29 3.0 3.2 4.0 27 23 22 26

Avg. Hourly Earnings-Mfg. ($/Hour) 1543 1597 1642 1716 1795 1821 1845 18.78
% Ch 3.1 3.5 28 4.5 4.6 1.5 1.3 1.8

Current Dollar Income (Billions of Dollars)

Nonfarm Personal Income 155.940 168.161 182.049 189.481 194.159 201.181 210.103 222.923
% Ch 8.0 7.8 8.3 4.1 25 3.6 4.4 6.1

Personal Income 156.415 168.471 182.220 189.626 194.364 201.706 210.771 223.657
% Ch 7.9 7.7 8.2 4.1 25 3.8 45 6.1

Disposable Personal Income 134.218 143.792 154.612 160.448 168.061 177.082 185.392 195.915
% Ch 71 71 7.5 3.8 4.7 5.4 4.7 5.7

Per Capita Income ($/Person) 27,253 28,948 30,949 31,794 32,217 33,111 34,250 35,925
% Ch 6.2 6.2 6.9 27 1.3 238 3.4 49

Employment (Thousands)

Washington Civilian Labor Force 3,016.4 3,063.5 3,065.7 3,021.9 3,006.7 3,085.0 3,138.8 3,193.6
Total Washington Employment 28775 29165 29171 2,850.8 2,797.1 2,856.8 2,916.7 2,984.2

Unemployment Rate (%) 4.61 4.80 485 5.67 6.97 7.40 7.07 6.56

Wage and Salary Employment 2,658.2 2,621.3 2,6844 2,717.1 2,663.8 2,6455 2,693.9 2,757.3
% Ch 3.8 25 2.4 1.2 -2.0 -0.7 1.8 2.4
Manufacturing 3785 3730 356.7 3489 3232 3016 2973 3025

% Ch 5.9 -1.5 -4.4 -2.2 -7.3 -6.7 -1.4 1.7
Durable Manufacturing 270.0 2647 2479 2421 2223 2032 198.2 200.9
% Ch 8.7 -2.0 -6.4 2.3 -8.2 -8.6 2.5 1.4
Aerospace 1M11.2  107.7 90.0 86.6 82.7 70.5 65.5 64.6
% Ch 16.1 -3.1 -16.4 -3.8 -45  -147 =71 -1.4
Nondurable Manufacturing 108.5 108.3 108.9 106.8 100.9 98.4 99.2 1016
% Ch -0.7 -0.2 0.5 -1.9 -55 -25 0.8 25
Nonmanufacturing 2,179.7 2,248.4 2,327.6 2,368.2 2,340.6 2,343.9 2,396.6 2,454.8
% Ch 3.4 3.2 3.5 1.7 -1.2 0.1 22 24
Construction 139.2 1488 1584 1589 1515 1518 1511 1555
% Ch 4.9 6.9 6.4 0.4 -4.7 0.2 -0.5 3.0
Services 695.0 7231 7614 7849 767.0 7739 8054 8345
% Ch 49 4.0 53 3.1 -2.3 0.9 41 3.6

Housing Indicators (Thousands)

Housing Units Authorized by Bldg. Permit 45127 44954 39.065 40.384 38.221 38.829 39.664 40.464
% Ch 18.6 -04  -13.1 3.4 -5.4 1.6 22 2.0
Single-Family 29.346 28.252 26.372 26.761 28.029 29.088 28.189 28.942
% Ch 12.8 -3.7 -6.7 1.5 47 3.8 -3.1 2.7
Multi-Family 15.780 16.702 12.693 13.623 10.192 9.742 11.475 11.521
% Ch 311 58 -24.0 73 252 -4.4 17.8 0.4
Mortgage Rate (%) 7.20 6.93 8.05 7.45 6.88 6.16 6.41 6.83
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Table 1.3

Comparison of Alternative Forecasts

uU.s.

Real GDP
%Ch

Implicit Price Deflator
%Ch

Mortgage Rate

3 Month T-Bill Rate

Washington

Real Personal Income
%Ch

Personal Income
%Ch

Employment
%Ch

Housing Permits
%Ch

Fiscal Year 2003

O B P G

9585.3 9551.7 94927 9546.7
3.1 2.7 2.1 2.7
1126 1127 1125 1122
23 23 2.2 1.9
6.15 6.16 6.02 6.21
1.61 1.59 1.35 1.83

181.320 179.018 176.674 179.465
2.7 1.4 0.1 1.7
204.264 201.706 198.860 201.448
5.1 3.8 2.3 3.6
2655.1 26455 2632.7 2646.7
-0.3 -0.7 -1.2 -0.6
40.906 38.829 36.676 39.013
7.0 1.6 -4.0 2.1

Fiscal Year 2004

O B P G

10028.5 9907.4 9735.7 9903.8
46 3.7 26 3.7
1.158 1157 1.152 1.143
2.8 2.7 23 1.9
6.41 6.41 5.67 6.66
2.72 2.69 1.42 3.61

187.898 182.208 176.127 183.292
3.6 1.8 -0.3 2.1
217.667 210.771 202.832 209.570
6.6 4.5 2.0 4.0
27316 26939 2651.2 2690.6
29 1.8 0.7 1.7
45.327 39.664 35.670 39.120
10.8 22 -2.7 0.3

(O) Optimistic; (B) Baseline; (P) Pessimistic; (G) Governor’s Council of Economic Advisors

Fiscal Year 2005

O B P G

10352.6 10272.2 10163.7 10227.5
3.2 3.7 4.4 3.3
1.192 1189 1181 1.169
2.9 2.8 25 22
6.79 6.83 6.22 7.08
3.62 3.62 2.48 4.53

195.518 188.076 180.030 188.752
4.1 3.2 22 3.0
233.003 223.657 212.557 220.608
7.0 6.1 4.8 53
2810.0 2757.3 2698.1 2739.5
29 24 1.8 1.8
46.054 40.464 36.385 39.266
1.6 2.0 2.0 0.4
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Table 1.4
Forecast Analysis
Comparison of Forecasts for 2001-03

Forecast Date 2000 2001 2002 2003
Feb. June Sept. Nov Mar. June Sept. Now Feb. June Sept. Nowv Mar. June
U.S.
Percent Growth, 2001:2-2003:2
Real GDP 59 6.7 6.8 7.0 7.4 7.0 59 4.2 43 57 57 5.0
Implicit Price Deflator 4.3 4.9 4.8 4.8 46 46 4.4 3.5 2.8 3.2 3.8 3.8
Average Rate, 2001:3 to 2003:2
3 Month T-Bill Rate 543 587 562 546 467 375 368 275 242 230 191 1.87
Mortgage Rate 761 789 790 742 723 722 712 6.81 708 712 6.63 6.52
Washington
Percent Growth, 2001:2-2003:2
Employment 3.3 4.0 3.7 3.7 3.4 3.3 2.8 0.0 06 -12 -18 =-20
Personal Income 101 14 113 118 116 113 9.7 55 4.2 41 46 52
Real Personal Income 56 6.3 6.1 6.7 6.7 6.4 51 1.9 1.4 0.9 0.8 1.3
Total (Thousands of units), 2001:3 to 2003:2
Housing Units Authorized 821 843 827 84.8 843 788 832 729 745 736 766 77.1




Table 1.5 Fiscal Years
Forecast Comparison

Forecast 2003 to 2005
2001 2002 2003 2004 2005
U.S.
Real GDP
November Baseline 9221.4 9297.7 9551.7 9907.4 10272.2
% Ch 1.8 0.8 2.7 3.7 3.7
September Baseline 9221.4 9296.6 9594.9 9930.7 10228.6
% Ch 1.8 0.8 3.2 3.5 3.0
Implicit Price Deflator
November Baseline 1.087 1.101 1.127 1.157 1.189
% Ch 2.5 1.3 2.3 2.7 2.8
September Baseline 1.087 1.101 1.126 1.157 1.186
% Ch 2.5 1.3 2.3 2.7 2.5
U.S. Unemployment Rate
November Baseline 419 5.48 5.88 5.63 5.07
September Baseline 419 5.48 6.05 5.63 5.07
Mortgage Rate
November Baseline 7.45 6.88 6.16 6.41 6.83
September Baseline 7.45 6.88 6.39 7.45 8.26
3 Month T-Bill Rate
November Baseline 5.14 215 1.59 2.69 3.62
September Baseline 5.13 213 1.70 2.64 4.31
Washington
Real Personal Income
November Baseline 174.479 176.494 179.018 182.208 188.076
% Ch 1.6 1.2 1.4 1.8 3.2
September Baseline 174.046 174.956 176.622 179.649 184.944
% Ch 1.4 0.5 1.0 1.7 2.9
Personal Income
November Baseline 189.626 194.364 201.706 210.771 223.657
% Ch 41 2.5 3.8 4.5 6.1
September Baseline 189.149 192.641 198.918 207.840 219.266
% Ch 3.9 1.8 3.3 4.5 5.5
Employment
November Baseline 2717 1 2663.8 2645.5 2693.9 2757.3
% Ch 1.2 -2.0 -0.7 1.8 2.4
September Baseline 27171 2658.8 2646.5 2694.5 2756.0
% Ch 1.2 -2.1 -0.5 1.8 2.3
Housing Permits
November Baseline 40.384 38.221 38.829 39.664 40.464
% Ch 34 -5.4 1.6 2.2 2.0
September Baseline 40.384 38.221 38.414 37.615 38.346
% Ch 34 -5.4 0.5 -2.1 1.9
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Table 1.6
Long Range Economic Outlook
Forecast 2002 to 2011

T J4o1deyd

u.s.*
Real GDP, %Ch

Implicit Price Deflator, %Ch
3 Month T-Bill Rate

Mortgage Rate

State**

o Real Personal Income, %Ch
Personal Income, %Ch

Employment, %Ch

2002

2.4

15

1.66

6.53

2.0

3.5

-1.9

2003

3.0

2.6

1.96

6.27

0.9

3.6

0.7

2004

4.0

2.7

3.25

6.50

2.7

55

2.4

2005

3.3

2.7

3.95

7.54

3.4

6.1

21

* November 2002 Baseline (2001-2005) extended with the DRI November 2002 Trendlong Forecast.
** November 2002 Baseline (2001-2005) judgmentally extended through 2012.

2006

2.9

2.3

4.62

7.99

2.5

4.9

2.0

2007

3.0

21

4.68

7.86

2.5

4.7

2.0

2008

3.0

21

4.67

7.80

2.5

4.6

2.0

2009

3.2

2.1

4.64

7.75

2.5

4.6

2.0

2010

3.5

2.1

4.65

7.74

2.5

4.7

2.0

Calendar Years
2011 2012
3.2 3.0
2.2 2.2
4.64 4.62
7.77 7.79
25 2.5
4.8 4.7
2.0 2.0
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Comparison of Washington and U.S. Economic Forecasts
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Comparison of Washington and U.S. Economic Forecasts
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Comparison of Washington and U.S. Economic Forecasts

Chart 1.9
Real Personal Income

10.0

Washington e (]S,

90 |
8o |
70 |
6.0 |
50 |
40 |
30 |
20 |
10 |

Percent Change

0.0 | | | |

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Chart 1.11
Population

2.0

Washington e ) S,

1.8

-
[e)]
i T

V

Percent Change
S
i

—_
o
I

o
©

1994 1996
1995 1997

1998

1999

2000

2001

2002

2003

2004

2005

Chart 1.10
Consumer Price Indices

5.0

Seattle e ) S,

4.0 -

Percent Change
w
[}
I

20 |
1.0
1994 1996 1998 2000 2002 2004
1995 1997 1999 2001 2003 2005

Chart 1.12
Per Capita Housing Units

0.9

| Washington e |).S.

c 08 B
S
&
807 |
o
k]
€ 06
[0
o B
5 N
% 05|

04 l l l l l l

1994 1996 1998 2000 2002 2004
1995 1997 1999 2001 2003 2005



T J4o1deyd

ve

c00¢ 19quisnoN

Comparison of Alternative U.S. F