Fconomic Update

Update on economic issues affecting Seattle’s tax revenue performance
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February State Employment Report

Overview. The economy continued its down-
ward slide in February, with employment falling
and unemployment rising throughout the state.
The Seattle Metro Area (King and Snohomish
Counties), which is home to half of the state’s
employment, lost 10,000 jobs in February while
the state lost 28,200. The state’s unemployment
rate increased to 8.4%, its highest level since
1985, while Seattle’s rate increased to 7.8% from
6.7% in January. The state’s unemployment rate
is now higher than the national rate of 8.1%.
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*King & Snohomish Counties. Source WA Employment Security Dept.

Seattle’s unemployment rate tends to run lower
than the statewide rate in part because Seattle has
a relatively low proportion of seasonal jobs, such
as those in wood products and agriculture. In
February, unemployment rates were highest in
timber dependent areas of southwest Washington
and in parts of eastern Washington.

Seattle Metro Area Labor Market Conditions.
The Seattle Metro Area succumbed to the reces-
sion later than the state and the nation. Employ-
ment in the Seattle area did not reach its pre-
recession peak until August 2008, nine months
later than the nation and seven months later than
the state. However, Seattle’s descent into reces-

sion has been steep, with 53,400 jobs lost in the
six months since August, a 3.6% decline. This

compares to 97,100 jobs lost statewide over the
past 12 months, a 3.3% decline.
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*King & Snohomish Counties. Data are seasonally adjusted.

Despite the severity of the current decline, job
losses thus far are well below the numbers seen in
the 2001-03 recession, when over a 30 month
period the Seattle Metro Area lost 99,500 jobs, a
7.0% decline. During the 2001-03 downturn the
unemployment rate peaked at 6.8%, well below
the current rate of 7.8%. One reason is that in
2001-03 local workers were able to migrate to
other regions to find employment because condi-
tions were much worse in Seattle than in most
areas of the U.S. That is not true in the current
recession.

Employment Loss by Industry. Since employ-
ment reached its peak in August 2008, all major
industry groups have experienced a drop in em-
ployment (see figure below). Worst hit have been
construction and manufacturing outside of aero-
space, which have seen employment decline by
8.0% and 8.6%, respectively. The other industry
with a steep decline (-7.7%) is other business ser-
vices, which includes temporary employment
firms. Most service industries had declines in the
1% to 4% range, with education and health ser-
vices registering the smallest drop at 0.8%.
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Seattle Metro Area Employment Change by Industry
August 2008 - February 2009

Employment Change from  Percent

Feb. 2009 Aug. 2008  Change

Total nonfarm 1,432,600 63,400 -3.6%
Manufaceturing less aerospace 81,400 7,700 -8.6%
Aerospace 80,800 -800 -1.0%
Construction 88,300 7,700 -8.0%
Trade, transportation, utilities 262,100 8,900 -3.3%
Information 84,700 -2,800 =3.2%
Financial activites 86,300 -2,000 -2.3%
Professional services 106,100 -2,800 -2.6%
Other business services 100,200 -8,400 T7.7%
Education & health services 162,600 =1,200 -0.8%
Other services 186,200 -3,200 A1.7%
Government* 203,100 7,800 =3.7%

*August 2008 government employment was inflated by election workers.
Source: WA Employment Seeurity Department.

February Consumer Price Index

U.S. Consumer Prices. Consumer prices posted
their second monthly increase in February follow-
ing three months of decline during the fourth
quarter of 2008. The increase was led by energy
prices, which increased modestly in January and
February following a steep drop in the second
half of 2008. As illustrated in the chart below,
the all items consumer price index (CPI) had a
spurt of growth in May through July, when en-
ergy prices rose to their peak, then a sharp decline
in October through December when energy prices
plummeted.

U.S. Consumer Price Index: Month-to-Month Change
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Note: Data are for CP-U (all urban consumers). Source: U.S. Bureau of Labor Statistics.

falling. The last time that the U.S. economy ex-
perienced a sustained period of deflation was dur-
ing the great depression, when prices fell 25%
between 1929 and 1933. Deflation harms the
economy by reducing consumer spending, as con-
sumers put off making purchases because they
expect prices to be lower in the future. It is diffi-
cult for the economy to recover from a recession
if consumers are reluctant to spend.

Seattle Consumer Prices. Seattle’s consumer
price movements have followed the nation’s, as a
modest rise in local energy prices in February
arrested a recent fall in prices. In February, the
Seattle CPI-U, which measures prices for all ur-
ban consumers, was up 1.4% from February
2008, while the corresponding increase for the
Seattle CPI-W, which measures prices for urban
wage and clerical workers, was 1.1%. We look at
Seattle consumer prices on a year-over-year basis
because Seattle CPI data are not adjusted for sea-
sonal variations, as are the U.S. CPI figures.

The following graph shows historical growth
rates for the Seattle CPI-W, which the City of
Seattle uses to make cost-of-living adjustments
for its workers. Shown are year-over-year growth
rates for each month as well as the average of
those growth rates over the preceding 12 months.

As illustrated below, the Seattle CPI fell during
the severe recession of 2001-03, as the rate of
price increase slowed. Following that recession
inflation accelerated as the economy improved
and energy prices increased rapidly, reaching a
peak in mid-2008. Since then, the onset of an-
other recession and a steep drop in energy prices
has led to a sharp decline in the Seattle CPI.

Seattle CPI-W: Growth Rates
7%

Core consumer prices, which exclude volatile
food and energy prices, were flat in October and
December of last year, but bounced up to register
0.2% month-to-month growth in both January and
February. This has helped to reduce fears of de-
flation, which has been a major concern of econo-
mists since the current recession began. Defla-
tion occurs when the general level of prices is
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Note: The CPI-W is measures price changes for urban wage & clerical workers.
Source: U.S. Bureau of Labor Statistics.
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