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The Economy Was Stronger in December
But ItsOutlook for Expansion Weakened

The Fairfax County Coincident Index,
which representsthe current state of the County’s
economy, increased to 121.8 in December for a
gainof 1.3 percent. Thisincrease wasthe second
in three months and assured a positive
performancefor thefourth quarter off-setting the
uniformly negativethird quarter. Still, for theyesr,
the Coincident Index was down 1.9 percent and
continues to under-perform its twelve-month
growthtrend. In December, three of the Index’s
four componentswere positive.

Total employment increased for the third
consecutive month following three monthly
declines,

Transient occupancy tax collections, adjusted
for inflation and seasonal variation, increased for
afourth consecutive month; and,

Sales tax collections, adjusted for inflation
and seasonal variation, registered a strong gain
after being down for three months; while,

Consumer confidence (in the present) fell for
a second month and for the fifth time in six
months.

Fairfax County Coincident Index
Monthly Over-The-Year Changes
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Fairfax County L eading I ndex
Monthly-Over-The-Year Changes
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The Fairfax County Leading Index,
which isdesigned to forecast the performance of
the County’ s economy nine to twelve monthsin
advance, declined in December to 102.2, for a
decrease of 2.3 percent and itslargest one-month
loss of the year. This sharp decline reverses a
positivetrend that had recorded ninemonthly over-
the-year gainsdating from March and resulted in
itfaling 2.7 percent below itsDecember 2001 leve.
Until its December’ sdecline, the L eading Index
wasaboveits historic growth trend and had been
providing aclear signal of future expansion. In
December, four of the Index’ s five components
contributed to itsdecline.

Initial claims for unemployment insurance
increased (worsened) in December after
trending down (improving) sincemid-year;

Residential building permits fell after
registering atriple-digit gainin November;

Consumer expectationsdeclined for thefifth
timeinsix months; and,

Thetota valueof residentia building permits
decreased for a second month and for the
fifthtimein six months; while,

New automobile registrations increased
reversing November’ slargedecline.

TheFairfax County economy accelerated
in December in spite of continuing uncertainty and
declining consumer confidence. The County’s
employment base continued to expand and
consumer spending was strong. Still, the
economy’s future growth path has become
clouded by continuing concerns regarding the
anemic performance of the economy, further
erosoninthefinancial markets, and theincreased
threat of terrorism and of war withIrag. Thesharp
declinein the Leading Index following its slow
but positive progression over thelast six months
was probably not the signal of a new slowdown
but rather asign of growing uncertainty that will
continueto retard the expansion until thethresat of
war isclarified.

CURRENT CONDITIONS

The drivers of the economy’s current
performancewereall positivein December. The
labor market indicators showed continuing
strength with one minor exception. Job growth
remained positivereflecting both expansioninthe
economy and seasonal hiring with gains for the
year up 1.9 percent, or 10,600 jobs. This job
growth has resulted in lower unemployment.
December’ sunemployment rate was 2.3 percent
down from 3.2 percent in December 2001 and
well below the 3.1 percent for the Washington
metropolitan area, and thelowest among all mgjor
metropolitan areas.

Still, initial claims for unemployment
insurance were higher in December reflecting
increasesinlay offsin November. Thisyear-end
gainininitial claims may have been seasonal or
reflective of some further downsizing in the
technology sector but in either case it did not
generate as many newly unemployed persons as
werereported in December 2001 when the labor
market effectsof September 11 wereat their peak.
Theoverall labor market outlook isgood and the
growth of jobs and the reduction of unemployed
persons provide a strong measure of the
economy’ smerging strength.

Consumer spending isthe second major
source of the economy’s strength. In spite of
continuing decreasesin consumer confidencein
face of growing geopolitical uncertainty and
weaknessin thefinancial markets, spending was
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Business Cycle Indicators -- Fair fax County, Virginia
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up inthe County in December after several weak
months. Retail sales rebounded in December
following three weak months and were up
12.3 percent from same-month sales in 2001,
adjusted for inflation and seasonal variation.
Consumers also bought more automobiles in
December. Additionally, the hospitality industry
appears to be recovering from the impacts of
September 11 and thedowdownin businesstravel
with transient occupancy tax revenues up for a
fourth month, although they remain down for the
yedr.

Thisincreased consumer spending along
with gainsin employment providethe foundation
for future economic growth. The economy’s
performancein December reflectsitsresiliencein
theface of continuing and increasing uncertainty
and declining consumer confidence while job
growth will enable and fuel future consumer
spending.

NEAR-TERM OuUTLOOK

The Leading Index had been pointing to
accd erating growthin 2003. Theeconomy’sgains
in December could be the beginning of this
renewed expansi on athough one month does not
constitute a trend. However, with the leading
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indicatorsweakeningin December, itismorelikely
that the economy’ s near-term performanceswill
remain mixed well into 2003 asconsumersweigh
their spending requirements against their moods.

Evenwiththekey economicindicators—
job and income growth and unemployment
decline—confirming the economy’s strong
fundamentals, the uncertainty and threats
associated with concerns of terrorism and war
weigh heavily on the County’ seconomy and the
economies of the region and nation. Until this
uncertainty isclarified and thereare clear signsof
diminished geopolitical risk, theeconomy will not
sustain itsimpending rebound.

The inherent signs are good for an
improving economic performance in 2003.
However, the externalities, especially consumer
confidence, are not yet supporting the expansion.
The controlling influence (geopolitical risk) over
these externditiesshould diminish by mid-year but
until that time the economy’s momentum and
direction will reflect these uncertainties and
continueto under-performitspotential. If these
uncertainties result in substantial slowing of
consumer spending, the modest gains achieved
over thelast quarter of 2002 could be easily lost
during thefirst quarter of 2003.
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Fairfax County, Virginia Economic Indicators
Current and Previous Months

Economic Indicator Estimates Percent Change
Dec-02 Nov-02 Dec-01 Nov-02 Dec-01
Prelim. Final Final to to
Dec-02 Dec-02

Fairfax County Business Cycle Indicators
Coincident Index (1987 = 100) 121.78 120.23 124.19 1.29 -1.94
Leading Index (1987 = 100) 102.19 104.61 104.98 -2.32 -2.66

Fairfax County Coincident Index Components

Total Covered Employment (Seasonally Adjusted) 565,833 565,237 555,247 0.11 191
Total Covered Employment (Unadjusted) 574,570 569,092 563,820 0.96 1.91
Transient Occupancy Tax ($'000="87, Smoothed, Seasonally Adjusted) 334 316 399 5.59 -16.30
Transient Occupancy Tax ($'000=Current, Smoothed Only) 523 523 602 -0.05 -13.11
Sales Tax Receipts ($'000='87, Seasonally Adjusted) 9,050 6,863 8,060 31.88 12.29
Sales Tax Receipts ($'000=Current, Unadjusted) 16,445 8,838 14,597 86.07 12.66
South Atlantic Consumer Confidence 91.2 98.1 104.1 -7.03 -12.39

Fairfax County Leading Index Components

New Automobile Registrations (Seasonally Adjusted) 5,557 5,134 6,496 8.23 -14.46
Automobile Registrations (Unadjusted) 4,840 4,566 5,658 6.00 -14.46
Initial Unemployment Claims (Seasonally Adjusted) 1,879 1,755 1,910 7.03 -1.66
Initial Unemployment Claims (Unadjusted) 1,832 1,580 1,863 15.95 -1.66
South Atlantic Consumer Expectations (Unadjusted) 91.1 97.2 98.9 -6.28 -7.89
Residential Building Permits (Number of Units, Seasonally Adjusted) 191 1,034 1,291 -81.58 -85.25
Residential Building Permits (Number of Units, Unadjusted) 144 913 976 -84.23 -85.25
Residential Building Permit Value ($'000='87, Seasonally Adjusted) 17,762 29,808 38,326 -40.41 -53.66
Residential Building Permit Value ($=Current, Unadjusted) 23,506 43,873 48,857 -46.42 -51.89

Fairfax County Labor Force

Total Labor Force (Seasonally Adjusted) 587,756 591,196 578,235 -0.58 1.65
Total Labor Force (Unadjusted, Revised By BLS) 584,077 587,211 574,615 -0.53 1.65
Unemployment Rate (Percent, Seasonally Adjusted) 251 2.54 3.39 -- --
Unemployment Rate (Percent, Unadjusted, Revised By BLS) 2.31 2.44 3.19 -- --

Notes: Where available, seasonally adjusted estimates are used in the indices. In addition, those expressed in dollar value

(Building Permit Value, Transient Occupancy Tax, and Sales Tax) are expressed in constant 1987 dollars. Initial Claims are

inverted prior to inclusion in the Leading Index; that is, an increase in claims results in a decrease in the index and visa versa.

Because of its quarterly collection schedule, the Transient Occupancy Tax is smoothed. Unadjusted data (italics ) and Fairfax

County Labor Force data are not included in either index, but are shown for informational purposes. All percent changes are

calculated from unrounded data.
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Department of Management and Budget
12000 Government Center Parkway, Suite 561

We areontheweb at: Fairfax, Virginia 22035-0074
www.co.fairfax.va.us/comm/
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