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Executive Summary

West Virginia’s seasonally-adjusted jobs have stabilized so far in 2004, which is a welcome
change from the 16,100 jobs lost from March 2001 to December 2003. However, while the losses
have largely stopped, the state job market has not strongly rebounded either.

Seasonally-adjusted West Virginia coal mining jobs are up 1,200 from January to May 2004,
reflecting high coal prices. EIA reports that spot prices for selected grades of Central Appalachian
coal are above $55 per ton and near $45 per ton for Northern Appalachian coal. High coal prices
are partly related to rising worldwide demand (including China), and also due to supply
constraints related to permitting issues. A recent judicial decision suggests that permitting
procedures will continue to be an issue for the industry.

West Virginia’s total job loss from March 2001, the beginning of the national recession, to March
2004 hit 15,000, which translates into a percentage loss of -0.7 percent per year. That was similar
to the national rate of job loss during the period (-0.5 percent per year).

Likewise, the state’s seasonally-adjusted unemployment rate dropped to 5.2 percent in May 2004,
after peaking at 6.2-6.3 percent during most of 2003. The state rate has remained near the national
rate during the last three years. The state’s falling unemployment rate is at least partly attributable
to an improving job market, but is also probably related to out-migration of unemployed residents.
West Virginia’s real personal income growth accelerated during the last two quarters (fourth
quarter of 2003 and first quarter of 2004), after posting little growth during the previous year.
Assuming that the national economy continues to grow during the next decade (see Table 1), the
West Virginia long-term forecast calls for state job growth to improve in late 2004, with solid job
gains through 2006. However, the forecast calls for overall job growth to average just 0.6 percent
per year during the 2004-2014 period. That’s half the expected rate of job growth for the nation
and it is significantly below the 1.1 percent per year rate that the state posted during the 1993-2003
period.

As summarized in Table 2, most of the net job growth in the state is expected in the service-
providing sectors, primarily health care; professional and business services; and leisure and
hospitality. The goods-producing sector (natural resources and mining; construction;
manufacturing) continues to lose jobs

Table 3 summarizes the outlook for population and real income growth. Note that the state’s
population is expected to stabilize around current levels (about 1.8 million residents). This sets the
stage for continued increases in the state’s median age, with population declines in the younger
age groups balanced by population increases in the older age groups.

The state’s real per capita personal income growth is expected to lag well behind the national
average. That pushes the per capita personal income gap up from 22.7 percent in 2004 to 26.2
percent by 2014.



Highlights of the West Virginia Long-Term Forecast

W.Va. And U.S. Job Growth
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West Virginia jobs are expected to rebound
during the last half of 2004, as they are
nationally.

However, it’s expected to take until 2006 for the
state to regain its 2000 peak level.

Job growth in the state is expected to lag well
behind the national rate, with state jobs rising
by 0.6 percent per year, compared to 1.2
percent nationally.

At 0.6 percent per year, the forecast calls for
growth during the next decade to be
significantly slower than growth during the
last decade (+1.1 percent per year).

e Coal mining jobs rebound strongly during the
next two years, as currently high coal and
natural gas prices spur coal production in the
state. Possible permitting delays may
complicate the near term outlook for coal
mining job growth.

e Manufacturing loses jobs, but at a slower rate, as
stronger U.S. and world demand and a
gradually weakening U.S. dollar help to slow,
but not stop, job losses in steel and chemicals.

o Service-providing sectors also face threats, with
regulation and international competition likely
to slow growth in call centers, state and federal
funding issues affecting health care, and
increased competition in the gaming sector
coming from Pennsylvania and eventually
from other states as well.

e Job losses in the goods-producing sector
combined with sluggish gains in the service-
providing sector set the stage for slow
growth in real per capita personal income in
West Virginia.

e At 2.0 percent per year, real per capita
personal income growth falls well behind
the expected national growth rate of 2.5
percent per year.

o With state income growth falling well behind
the national average, the income gap with
the nation is forecast to rise from 22.7
percent in 2004 to 26.2 percent by 2014.
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National Outlook

The national forecast calls for strong GDP growth in 2004 to gradually give way to slower, but
still positive, growth during the next ten years.

e  Gradual tightening by the Federal Reserve drives the federal funds rate up from 1.1 percent in
2004 to 3.0 percent by 2006, and then to 5.5 percent by the end of the forecast. This helps to drive
longer-term rates, like the 30-year fixed mortgage rate, up from 6.1 percent in 2004 to 7.9 percent
by 2014.

o Fiscal policy is also expected to tighten during the forecast, as the federal budget deficit is forecast
to drop from $481.6 billion in 2004 to $139.2 billion by 2014,

e  Overall, steady output growth drives gains in employment, which pushes the national
unemployment rate down from 5.6 percent in 2004 to 4.6 percent by the end of the forecast period.

e  Strengthening world economic growth, combined with a gradual depreciation in the trade-
weighted value of the U.S. dollar, begins the process of unwinding the large U.S. merchandise
trade deficit during the forecast.

Table 1
U.S. Long-Term Forecast
Global Insight May 2004
Years
Actual Forecast
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Annual Percent Change
Real Gross Domestic Product 3.1 4.8 3.6 34 33 25 27 3.1 3.1 2.9 32 3.1
Industrial Production 0.3 4.8 53 4.3 4.6 3.6 3.6 3.8 3.8 34 35 35
Nonfarm Employment -0.3 1.0 19 16 12 0.7 0.6 1.0 1.2 1.0 1.2 13
Nominal Personal Income 33 5.1 5.0 5.6 5.8 5.3 5.4 5.9 6.1 5.9 6.0 6.1
Personal Consumption Deflator 1.8 2.0 15 1.6 21 23 2.3 25 2.7 2.6 2.6 2.7
Total Population 1.0 1.0 0.9 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8
Population Age 16+ 1.2 1.2 11 1.0 0.9 0.9 0.9 0.9 0.8 0.8 0.8 0.8
Population Age 65+ 0.9 1.0 1.1 13 1.6 2.0 2.2 2.4 2.7 3.8 32 31
Unemployment and Interest Rates
Unemployment Rate 6.0 5.6 5.5 55 5.4 5.6 5.8 5.6 5.4 52 4.9 4.6
Federal Funds Rate 11 11 24 3.0 3.2 4.1 5.1 55 55 55 55 55
30-Year Fixed Mortgage Rate 5.8 6.1 6.5 6.6 6.7 7.3 7.9 8.0 8.0 79 79 79
Federal Government
Federal Budget Surplus -374.2 -481.6 -346.7 -263.8 -260.8 -264.4 -258.1 -230.2 -173.6 -127.4 -134.2 -139.2

(Unified, FY, $8il)

International Trade

Real Export Growth (GDP Basis) 20 10.4 12.2 10.0 8.8 8.0 7.6 73 7.1 6.8 6.7 6.6
Real Import Growth (GDP Basis) 4.0 7.4 5.5 5.3 5.7 3.8 4.2 5.6 57 53 5.9 6.4
Trd.wtd. Value of U.S. $ 0.916 0.841 0.807 0.796 0.782 0.776 0.767 0.760 0.754 0.749 0.745 0.741

vs Industrial Countries (2000=1.000)

Risks to the West Virginia Long-Term Forecast

As always, risks to the national and world economies translate into risks for the state economy as
well. If the national economy slips into recession during the forecast period, that will certainly
slow growth in West Virginia and will likely produce a statewide recession as well.

The coal mining sector remains an important part of the state economy. Strong worldwide growth
(including growth in China) has contributed to recent increases in coal prices. Should that growth
slow, pressure on coal prices will be reduced. Further, the industry still faces regulatory issues
related to clean air and water regulations. A recent judicial decision suggests that permitting will
continue to be an important issue affecting the industry in the state.

Steel and chemicals manufacturing will continue to face strong competitive pressures from both
domestic and international rivals. A gradually falling U.S. dollar exchange rate will help with
international competitiveness. However, restructuring in the steel sector is likely to continue
during the forecast period. In addition, increases in natural gas prices have the potential to put
further pressure on chemical producers, including those located in the state.

The state has the potential to add to its stock of professional and business services jobs, with the
biometrics sector, and more generally, homeland security related sectors likely to add jobs.

The forecast window now includes the beginnings of the transition of the baby-boom generation
from the 45-64 age group into the 65-and-older age group. This transition poses challenges for the
state in terms of funding retirement programs and in terms of restructuring government activities
to accommodate an increasing share of older residents.
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