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-I-he U.S. and South Atlantic economieshave
clearly embarked on asolid economic
expansion. Thejobless phase of therecovery
has ended asthe nation and the region have been
posting strong rates of new job creation, particularly
sincethesummer of 2003. The current economic
growthisbroad-based with gainsbeing fueled by
consumer spending, businessinvestment, and
exports. Although asurgein federa defense spend-
ing early in 2003 isrippling through the economy
and hel ping to boost growth, the current economic
expansionisprimarily dueto growthintheprivate
sector. Because householdsand businessesare
driving the recent growth of the economy, theyoung
economic expans on should be sustainable.

Themetropolitan areas served by The South
Financial Group acrossF orida, North Carolina,
and South Carolina—many of which managedtodo
very well throughout the national recessionand
duggish recovery—are expected to continueto
attract new residentsand businesses. Asisconsis-
tently the case, theselocal marketssaw rapid gains
inpopulation, incomes, and congtruction activity
generaly beyond national and regional averages.
ThisEconomic Update provides somedetailson
therecent performance of theseloca economies,
but beginswith an overview of therecent trendsand
forecastsfor the U.S. and South Atlantic econo-
mies.

It took the United States less than 2
quarters to recover from the recession.

(http://research.moore.sc.edu)
Donald L. Schunk
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The U.S. Expansion Solidifies
Thereislittleroom for debate on the strength of the
current economic expansion. Following thereces-
sionthat ended inthethird quarter of 2001, the
U.S. economy hasgrown nearly 9 percent as
measured by real grossdomestic product (GDP). It
took the U.S. lessthan 2 quartersto recover from
therecession. That is, by thefirst quarter of 2002,
real GDP had already surpassed its previous peak
set during thefourth quarter of 2000. Betweenthe

Figure 2. U.S. Change in Payroll
Employment
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first quarter of 2003 and thefirst quarter of 2004,
real GDP grew by 4.9 percent. Thiswasthefastest
year-over-year rate of growth sincethefourth
quarter of 1984.

Theknock on therecovery, of course, has
been thelack of jobsto accompany thisrapid
growth. Thestatistics provideafairly clear explana
tion. Between 2001 and 2003, total productivity, or
output per worker hour, intheU.S. grew by 9.6
percent—the fastest two-year period of growth
since 1949 and 1950. Well, if output per worker is
outpacing total production, it makes sensethat the
economy would have been shedding jobs.

However, businessescan only rely on produc-
tivity gainsfor solong inthefaceof rising demand.
Thestrong growthinreal GDP, and sustained
growth inmanufacturing productionin particular, has
givenway to areversal of the negative employment
trendsthat previously characterized thejobless
recovery. TheU.S. lost atotal of 2.7 millionjobs
between March 2001 and August 2003 for a
declineof nearly 2.1 percent. However, since
August 2003, the national economy hasposted a
net employment gain of morethan 1.1 million jobs
(throughApril 2004). Thisjob creation hasbrought
the unemployment rate down from ahigh of 6.3
percent in June 2003 to stand at 5.6 percent in
April.

The current forecast for the nationa economy
showsseveral morequartersof aboveaveragerea
GDP growth, before growth beginsto moderate
toward theend of 2004 and into 2005. Overall, redl
GDPisexpected to advanceroughly 4.5 percent for
all of 2004 with growth slowing to about 4.0
percent in 2005. In part, the expected slower
growthwill bedueto Federal Reserveinterest rate
hikes. Interest rateincreasesare now widely antici-

Slower growth can also be partly caused by
thesharp runup in energy prices. With gasoline
pricesat record high levels, spending on other items
couldwell be affected. However, for gaspricesto
causeadramatic reversa inthe economy, they
wouldlikely haveto continueto rise sharply and
remain highfor aconsiderabletime, both of which
appear unlikely giventhat thereareaready indica-
tionsthat oil output may get aboost beforetoo long.
Remember, oil exporting countrieshaveanincentive
tokeep ail pricesfrom rising too much, for they do
not want to trigger aglobal economic sowdown
and anensuing dropinoil demand.

A Turnaround for the

Entire South Atlantic Region

The South Atlantic Region, including Florida, North
Carolina, and South Carolina, iscurrently seeingits
economy expand at afaster pacethantheU.S. In
termsof total employment, theregion hasseen
positiveand rising ratesof job growth sincethefall
of 2002. Thelatest availablefiguresfromApril 2004
show that regional employment increased 1.8
percent fromitslevel oneyear ago. For theU.S,,
employment over the sameperiod grew by 0.8
percent.

A smilar strength for theregiona economy
wasaready evident inthelast edition of thisEco-
nomic Updatein the spring of 2003. At that time,
however, theregion’sgrowthwasprimarily dueto
thestrength of Florida'slabor markets. Thistime
around, all three states are posting positive employ-
ment growth that currently isoutpacing the national
average.

All three states are posting positive
employment growth that currently is out-
pacing the national average.

pated beginning thissummer. Thefedera fundsrate
target—at 1.0 percent asof May—isexpected to
riseto about 2.0 percent by the end of theyear.
Fed-engineered increasesin short-term rateswill
boost long-term ratesto some degree; however,
longer-term rates have a ready surged in advance of
rising short-term rates. For example, the 10-year
Treasury raterosefrom 3.75 percent during late
March to about 4.8 percent after therelease of the
April employment numbersinearly May.

Themagjor differencefor the Carolinasin
recent monthshasbeen theimprovementinthe
manufacturing sector. Sincethe summer of 2003,
manufacturing production nationwide has seen
resurgence. For example, the Federa Reserve's
industria productionindex hasrisen nearly 5 per-
cent sincelast June. Theseincreasesin output have
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Figure 3. U.S. and Regional
Employment Growth

Source: Bureau of Labor Statistics, and Moore School of Business.

findly started to trand ateinto somemanufacturing
employment gains.

The U.S. manufacturing sector began posting
net job lossesin August 2000 ascapita investment
began to dry up. Between August 2000 and January
2004, the manufacturing sector saw an average net
lossof nearly 72 thousand jobs each month. After
42 consecutive months of declines, U.S. manufac-
turers posted three straight monthly gainsfrom
February to April 2004, adding atotal of 37 thou-
sand net new jobssince January. Thishasbeen
trandating into stability and evendight gainsin
manufacturing employment inthe Carolinas.

Eventhoughindustrial employment makesup
asmaller shareof theeconomy inthe Carolinasthan
itdidinthepast, swingsin manufacturing employ-
ment continueto beimportant in determining the
overdl direction of employment inthearea. Further
gability inindustria employment will helptheoveral
trends because these states can generally expect to
continueto seestrongjob growthinfiedsincluding
hedlth care, financia services, leisureand hospitdity,
and professiona and businessservices.

Many of these markets have seen popula-
tion growth more than double the 3.1
percent pace set by the United States
since 2000.

Local Market Population and
Economic Growth
Atamorelocal level, themarketsserved by The
South Financia Group throughout the South Atlantic
Region continueto post solid population gains.
These markets are attractive destinationsfor new
businessesand new residentsin part because of
their natural amenitiesand a so because of their
generally strong economies. To besure, theseareas
felt theeffectsof thenational recessionto varying
degrees. Yet, even areasthat have been dower to
recover—such as Columbiaand Greenville, South
Carolina—arestill seeing population increasesthat
are helping boost the trade and service sectors of
thosecities.

Overdl, themarketsof The South Financial
Group have seentotal populationincreaseby 5.9
percent between 2000 and 2003. Thefastest

e Figure 4. Local Market Population, 2003
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Source: Census Bureau, Moore School of Business.

growth hasbeenin the Floridamarketsof Orlando
(8.9%), West PaAlm Beach (7.1%), Jacksonville
(6.8%) and Fort Lauderdale (6.1%), along with
York County inthe Charlotteareaat 7.5 percent.
The coastal Carolinasaso have seenvery rapid
growth since 2000, including 6.4 percent growthin
both Myrtle Beach and Wilmington, anda3.9
percent increasein Charleston. Many of these
markets have seen popul ation growth morethan
doublethe 3.1 percent pace set by the United
States since 2000.

Itisnoteworthy that many of thesefast
growing marketsareaready large areas. When
looking at population growth acrossthe country,

The South Financial Group Economic Update, 3



Figure 5. Local Market Population
Growth, 2000-2003
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many of thefastest growing areasarerelatively small
and asthey start to attract new residentsitisrela
tively easy to seehigh growth rates. However, the
fast growing Floridamarketsin particular, arelarge
popul ation centersthat continueto grow. For
example, the second largest market served by The
South Financia Group isOrlandowitha2003
population of 1.8 million. TheOrlando area’s
population hasgrown by nearly 150 thousand just
since 2000—avery rapid rate of growth for a
relatively largearea.

Strong income growth isaccompanying the
rapid population gainsintheseloca markets.
Overdl, total personal incomeinal of thelocal
markets expanded 7.1 percent between 2000 and
2002. Thefastest growth in both total income and
per capitaincome occurred in Charleston, South
Carolina. Other areas posting particularly large
incomegainsinthisperiod were Orlando, Fort

Figure 6. Single Family Building
Permits Issued, 2003
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Figure 7. Residential Construction
Growth, 2002 - 2003
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Lauderdae, and Wilmington.

Another important indicator at thelocd level
isnew home congtruction. Gainsinhousing activity
correlatewith both population and economic
growth, and thelocal marketsturnedin another very
strong residential construction performancein 2003.
Intotd, thelocd marketssaw singlefamily building
permitsincrease 14.6 percent in 2003 compared
with an 8.4 percent advancefor all metropolitan
areasnationwide. Thefastest growthwasseenin

. . . the local markets saw single family
building permits increase 14.6 percent in
2003, compared with an 8.4 percent
advance for all metropolitan areas
nationwide.

Myrtle Beach, Orlando, West PAlm Beach and
Wilmington. All together, nearly 100 thousand single
family permitswereissuedinthelocal markets
during 2003. Businesscongtruction activity aso
improved inmany of themarketsin 2003, with the
fastest growth intermsof theval ue of business
construction occurringin Columbia, Myrtle Beach,
Jacksonvilleand Greenville.

Overdl, thevirtuouscycleof population
growth and economic growth showsno sign of
stopping intheselocal markets. Further, theim-
proved national economy will only work to further
strengthen conditionsof the metropolitan areas
acrossthe South Atlantic Region.

Moore School of Business, University of South Carolina

The South Financial Group, www.thesouthgroup.com

Joel A. Smith Ill, Dean For information, please contact William S. Hummers Ill, Chief Financial
Douglas P. Woodward, Director, Division of Research Officer, at (864) 255-7913 or william.hummers@thesouthgroup.com



