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Executive Summary

The state jobs recession is finally dead. After losing 8,300 seasonally-adjusted jobs from the first
quarter of 2001 to the fourth quarter of 2003, the state has subsequently added 12,400 jobs by the
first quarter of 2005. In other words, the state is once again breaking new ground in employment.
The state’s employment gains since the fourth quarter of 2003 translate into an annualized growth
rate of 1.4 percent, which is just below the national rate of 1.6 percent.

West Virginia’s seasonally adjusted unemployment rate stabilized at 5.0 percent in the first quarter
of 2005, after falling steadily from a high of 6.2 percent in the second quarter of 2003. The
national unemployment rate hit 5.3 percent in the first quarter of 2005.

The mining sector has added 3,000 jobs since the fourth quarter of 2003, as high energy prices
translate into additional production activity in the state. Spot market prices for selected grades of
Northern and Central Appalachian coals remain about double their 2002 levels (both over $55 per
ton).

Job losses in manufacturing have slowed, as wood products, fabricated metals, and other durables
generated net job gains. However, chemicals and primary metals continued to lose employment.
Construction employment has risen by 3,400 since the last quarter of 2003, as surging residential
and infrastructure building drive demand for additional workers. Residential construction in the
state is responding to low mortgage interest rates. Thirty-year fixed mortgage rates hit 5.84 percent
in 2004, well below their 2000 level of 8.06 percent.

West Virginia single family home prices surged by 6.9 percent in 2004, but that increase was well
below the national average of 10.8 percent.

West Virginia’s real GSP rose by 2.7 percent in 2004, up from its 1.1 percent growth rate in 2003.
However, the state lagged national growth, which hit 4.2 percent.

The outlook calls for the state to add 5,600 jobs per year during the next five years, which
translates into an average annual growth rate of 0.7 percent. This is far better than the 0.3 percent
per year rate of the 1999-2004 period, but is below the expected national job growth rate of 1.1
percent. Tables 1 and 2 (below) summarize the state outlook.

Most of the net job growth is forecast to come in health care; leisure and hospitality; and
professional and business services. Mining jobs are forecast to grow, as energy prices remain high.
Manufacturing employment losses continue, with chemicals accounting for the bulk of the
expected job loss. Wood products, fabricated metals, transportation equipment, other durables, and
plastics add jobs.

State per capita personal income growth (after adjustment for inflation) averages 2.3 percent per
year during the forecast. This is below the growth rate expected for the nation (2.6 percent), which
implies that the state’s income gap with the nation will rise from 20.9 percent in 2005 to 21.8
percent by 2009.

Continued job and income growth sets the stage for the state’s population to stabilize in the
neighborhood of 1.8 million residents. The forecast calls for the state to continue to post
population losses in the younger age groups (birth-17 and 18-44), while adding residents in the 45-
64 and 65-and-older age groups.



Highlights of the West Virginia Forecast
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F.W. Dodge data was acquired with funding support from Bruceton Banks,
as part of the Morgantown MSA Economic Monitor Project.
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e The state jobs recession ended in 2003, with the
state dropping 8,300 seasonally-adjusted jobs
from the first quarter of 2001 to the fourth
quarter of 2003.

o From the fourth quarter of 2003 to the first
quarter of 2005, the state added 12,400 jobs,
which translates into an average annual growth
rate of 1.4 percent.

e West Virginia’s job growth since the beginning
of 2004 has been just below the national growth
rate of 1.6 percent.

o West Virginia’s seasonally adjusted
unemployment rate was 5.0 percent in the first
quarter of 2005, well below its average of 6.1
percent in 2003.

e Mining added 3,000 jobs since the fourth quarter
of 2003, as the energy sector has ramped up
production in response to high prices.

e Spot coal prices for selected grades of Northern
and Central Appalachian coals remain about
double their 2002 levels.

o Job losses in manufacturing have moderated,
with wood products, fabricated metals, and other
durables contributing net job gains.

e Chemicals (-1,000) and primary metals (-900)
continued to post large job losses.

o Health care and leisure and hospitality have
added 3,900 jobs since the end of 2003.

Construction employment is up 3,400 jobs since
the fourth quarter of 2003.

The value of construction contracts, measured
by F.W. Dodge, rose from $1.699 billion in
2003 to $2.053 billion in 2004.

The increase in construction contracts in 2004
was driven by strong increases in residential
building and non-building (infrastructure)
activity.

Residential activity accounted for the majority
of activity in 2004, with 39 percent of the value
concentrated in Berkeley and Jefferson counties.

Strong residential activity reflects low mortgage
interest rates. Thirty-year mortgage rates hit
5.84 percent in 2004, well below their 2000
level of 8.06 percent.

West Virginia single family home prices surged
by 6.9 percent in 2004, but that increase was
well below the national average of 10.8 percent.
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The state economy is forecast to continue to
expand during the next five years, assuming the
national economy avoids recession.

The forecast calls for job growth to average 0.7
percent per year, which translates into 5,600 net
new jobs per year.

State job growth during the forecast is expected
to fall short of the national rate (1.1 percent), but
to exceed average growth during the 1999-2004
period.

Most of the net job growth is forecast to come in
health care; leisure and hospitality; and
professional and business services.

Mining jobs continue to grow during the
forecast as energy prices remain high.

Manufacturing job losses slow, with the
chemicals sector forecast to continue to lose
jobs.

® Rebounding job gains set the stage for continued
per capita personal income growth, although the
forecast calls for state growth to lag behind the
national average.

® The percentage income gap between the state
and the nation is forecast to stabilize in the
vicinity of 22 percent.

® That’s significantly below income gaps posted
during the 1990s, when it averaged 23.8 percent.

® \With solid job gains and steady income growth,
the forecast calls for the state’s population to
stabilize near 1.8 million.

® Population stability, however, is associated with
demographic aging of the state’s population.

® The state is forecast to continue losing residents
in the younger age groups (birth-17 and 18-44
age groups) and to gain residents in the older
age groups (45-64 and 65+ age groups).

® \West Virginia remains the only state in the
nation to record more deaths than births each
year.
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National Outlook

Table 3 summarizes the June 2005 national forecast by Global Insight, a global economic
forecasting and consulting firm. The U.S. outlook calls for real GDP growth to fall to 3.5 percent
in 2005 from 4.4 percent in 2004, as the economy slows to its long-term growth rate of 3.0 percent
by 2009.

Global Insight believes the Federal Reserve Board will remain undeterred by recent slowdown in
growth. Federal Reserve rate hikes are expected to bring the federal funds rate to 4.0 percent by
2006, which will drive other long-term rates, such as the 30-year fixed mortgage rate, higher
throughout the forecast. Despite recent drops, mortgage rates are forecast to increase steadily from
a 5.95 percent in 2005 to 7.42 percent in 2009.

The foreign exchange value of the U.S. dollar fell by -19.4 percent from 2002 to 2004. The
forecast calls for the continued depreciation of the dollar against major trading partners by an
additional 7.8 percent by 2009. As the U.S. dollar depreciates, foreign goods and services tend to
become more expensive in the U.S., while U.S. produced goods and services tend to become
cheaper abroad.

Oil prices are expected to climb over $50/barrel (West Texas Intermediate), and are expected to
remain close to that level in 2006. Thereafter, the forecast calls for prices to trend down to $43.87
in 2009.

Global Insight expects Congress to respond to political pressure by stemming fiscal stimulus in
order to gradually reduce the federal budget deficit to 2.0 percent of GDP by 2009 from 3.8
percent in 2004.

Consumer spending slows but remains a key driver of the economy, fueled by strong income and
employment growth. Nominal personal income is expected to grow at 6.5 percent this year and
remain above 5.0 percent through 2009.

Manufacturing growth has slowed due to high oil prices, an early-year slowdown in capital
spending, a stronger dollar, and poor growth in overseas markets. Industrial production growth is
expected to dip over 2005 and 2006 to 2.4 percent before rebounding over the latter half of the
forecast.

Risks to the Outlook

One risk to the state forecast is the risk of significantly slower national growth. This might arise
from accelerating inflationary pressures, if oil prices spike higher, if Congress pursues a looser
fiscal policy, and if strong productivity growth fails to materialize. Also a continued weakening of
the dollar could further contribute to inflation. Accelerating inflation would force the Federal
Reserve to ratchet up interest rates, pulling the rug out from under business investment and
construction activity. This, in turn would significantly slow national economic growth.

Slower national growth would contribute to slower state growth, since many of our major
industries sell goods and services outside of the state. This would impact the energy sector as well
as major goods producing sectors and professional and business services.

In addition, significantly higher interest rates would slow growth in residential and non-residential
construction activity in the state, just they would nationally.

The energy sector continues to face competitive pressures from domestic and foreign producers, as
well as regulatory risks related to long-term clean air and water concerns.

The chemicals sector is subject to intense international competitive pressures, coupled with strong
increases in input prices (oil and gas). Large plant closures and layoffs remain a risk in chemicals,
as well as the steel sector.

Gaming activity has contributed to strong growth in the leisure and hospitality sector recently. As
our neighboring states move to legalize and expand activity in this sector, competitive pressures
will come to bear on establishments located in West Virginia. This has the potential to slow job
gains.
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Table 3
U.S. Forecast
Global Insight June 2005

Years
Actual Forecast
2004 2005 2006 2007 2008 2009
Annual Percent Change
Real GDP 4.4 35 3.0 3.1 3.3 3.0
Industrial Production 4.1 3.4 2.4 3.6 4.2 3.1
Nonfarm Employment 1.1 1.7 15 1.0 1.0 0.8
Nominal Personal Income 5.8 6.5 5.7 5.3 5.9 5.7
Personal Consumption Deflator 2.2 2.3 1.9 1.9 2.2 2.3
Real Export Growth (GDP Basis) 8.6 6.1 6.7 10.3 10.6 8.6
Real Import Growth (GDP Basis) 9.9 7.2 45 4.9 5.7 5.0
Percent
Unemployment Rate 5.5 5.2 5.1 5.2 5.0 49
Federal Funds Rate 1.35 3.18 4.00 4.17 4.52 4.88
30-Year Fixed Mortgage Rate 5.84 5.95 6.39 6.63 6.97 7.42
Billions of Dollars (FY)
Federal Budget Surplus -413 -348 -323 -274 -273 -251
(Unified Basis)
Key Prices
Trd.Wtd. Value of U.S. Dollar 0.841 0.809 0.757 0.729 0.739 0.746
vs Major Trading Partners (2000=1.000)
Oil - West Texas Intermediate 41.47 50.45 48.27 46.25 45.17 43.87

($ per barrel)
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