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Oregon Forecast Highlights 2011 Q4

Dan Hamilton
October 24, 2011

Recent Oregon economic indicators have not been encouraging. Oregon’s non-farm job growth
turned negative in the third quarter. Real wage and salary income growth turned negative in
2011 quarter 2. Estimates of real retail sales growth also turned negative in the second
quarter. The percentage of loans in foreclosure jumped more than ten percent in the second
qguarter. Median home prices fell a cumulative ten percent during 2010 Q4 to 2011 Q1. New
construction activity remains at historic lows.

The national economic situation is better, but not much better. United States third quarter job
growth was close to one percent. However, second quarter productivity growth was a negative
0.7 percent. Unchanged third quarter productivity growth would imply third quarter GDP
growth will be less than one percent. In fact, it would be close to zero.

The world economy is not much better. The September World Economic Outlook, released by
the IMF, predicts that world economic growth, which was over five percent in 2010, will slow to
four percent through 2012. However, this prediction was based on the assumption of no
changes to the Euro Area. Greece’s departure from the Euro Area appears inevitable. It also
appears probable that it will not be an orderly departure, which will create a financial crisis.

Oregon is a relatively small economy, compared to the United States and the World. Therefore,
it has, and will, exhibit greater business cycle volatility. Early in 2011 Oregon grew much more
quickly than the United States, and since then, has slowed dramatically. We forecast that
during the second half of 2011 and for all of 2012, Oregon’s economy will under-perform that
of the United States. But, by the second quarter of 2013, Oregon economic growth will exceed
that of the United States.

Our Oregon forecast, alongside the United States forecast is here:
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Oregon Forecast Highlights 2011 Q4

Economic Growth Rates: Oregon vs. United States

2011 Quarter 1 - 2013 quarter 2

2011 | Qtr 1 | | Qtr 2 | | Qtr 3 | | Qtr 4 |
Oregon 3.5 1.1 0.1 -0.7
u.s. 0.4 13 0.6 0.8
2012 | Qtr 1 | | Qtr 2 | | Qtr 3 | | Qtr 4 |
Oregon 0.0 0.6 1.7 1.9
u.S. 1.2 1.9 24 2.5
2013 | Qtr 1 | | Qtr 2 |

Oregon 2.7 3.2

u.S. 2.7 2.9

Units: seasonally-adjusted quarter-on-quarter annualized growth rates
Sources: U.S. Bureau of Economic Analysis, Center for Economic Research & Forecasting
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Oregon’s Economy 2011 Q4

Bill Watkins
October 23, 2011

Oregon's recovery, the recovery that's not quite a recovery, continues, but at an
agonizingly slow pace. Jobs are probably the most distressing economic indicator.

Oregon has more jobs than it had a year ago, but not many more, and recent jobs data
have been volatile and of small magnitude. The jobs gains, when they come have small,
much smaller than those of about a year ago. Even worse, we've seen job losses in
three of the past seven months.

Much of Oregon's economic doldrums are a result of an anemic national recovery and
the uncertainty associated with the Middle East and Europe. Most of the rest is
explained by still-weak real estate markets nationwide and California's persistent sub-
par performance.

Oregon's weak economic performance is reflected in all aspects of the data. The State's
government sector is shrinking, particularly at the local level. Total Oregon jobs since
the recession's beginning are down over 113,000 jobs. Consequently, Oregon's
unemployment rate remains stubbornly above that of the United States. Only the
healthcare sector has grown over the recession.

Retail sales, after a brief pickup, have since softened. In fact, the most recent data show
Oregon's retail sales have even declined again.

Weak job growth has been reflected in population data. International immigration,
never a huge number for Oregon, has slipped a bit. Oregon's net domestic in-migration,
however, is usually orders a magnitude greater than the State's international migration,
but it has fallen dramatically. Recently, Oregon's net domestic in-migration has been
barely above zero. The State is at risk of net domestic out-migration.

These trends have resulted in Oregon's population growth falling to among the lowest
rates we've seen in the past 20+ years.

Real estate markets remain depressed. Prices may have not yet reached their bottom.
Foreclosures and delinquency remain high, and demand remains very soft. It is not
surprising that in this market new construction is almost non-existent.

All of this is consistent with an economy that is bouncing along the bottom. Absent
some new shock, significant new declines are unlikely. However, significant new gains
are almost as unlikely. Expect to see volatile data reflecting an economy having trouble
generating its own recovery and receiving precious little outside strength.
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Oregon’s Economic Forecast 2011 Q4

Bill Watkins
October 23, 2011

Oregon's economy appears to be in a real soft spot. While we believe the State will barely avoid a double-
dip, the difference is not likely to be much appreciated.

The next few quarters are likely to feel like a recession. Job growth will be negative for several quarters,
only turning positive late next year. Unemployment will reflect the job situation and remain elevated
throughout the forecast horizon. In fact most of the forecasted decline in unemployment will reflect
discouraged workers leaving workforce, rather than any underlying strength.

Economic output, because of increasing productivity, will increase more reliably than jobs. Gross product
will mostly be flat in the short run, and will likely even decline for at least one quarter. However, after the
immediate weakness, we expect Oregon's economy to then start growing steadily, but slowly. We don't
expect to see Oregon's gross product growth reaching 3 percent until the last quarter of our forecast
horizon, two years out.

Anemic economic growth implies continued weak real estate markets. We see no reason to anticipate
any significant changes in Oregon's real estate markets throughout the forecast horizon.

Unfortunately, there are significant risks to the forecast, and they are predominantly on the downside.
Europe is the most pressing risk. We believe the Eurozone must breakup, and when it does, a new
financial crisis is almost certain.

Credit swaps and other financial instruments turn out to be very good at sharing risk. The result is that
Europe's problems will become our problems. Credit markets are likely to freeze up, just as they did after
Lehman's collapse in September 2008. The result will likely be a new worldwide recession that could be
worse than the past recession, because institutions worldwide are still much weaker than they were in
September 2008.

The Middle East is the other major source of forecast risk. Our economy is still hostage to Middle Eastern
oil. In fact, the day that a significant supply interruption occurs is the day the recession starts. Current
Middle Eastern instability makes a supply interruption that much more likely.

There is some risk that our forecast is too pessimistic. Events could unfold in a far better sequence than
we or our models predict. While we like to be correct, we would welcome outcomes significantly better
than our forecast. This has been a long painful period, and we are as tired of it as anyone. Let's hope
we're wrong.
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