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The Washington Economy Watch is a monthly report issuedInstitute that is intended to inform its readers regarding the  by The Stephen S. Fullercurrent and nea r-termperformance         
 of the Washington region’s economy. The Leading and Coincident Indices 

were first reported in February 1991 and have been calculated each month since thatfirst release and reflect an underlying da ta base th at dates fro m 1978 covering five 

complete business cycles in addition to the current  cycle that b egan  i   
 n mid-2009. 
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The Washington Region’s EconomyContinued to Expand in August 
The Washington Leadingperformance in 2017 than  and Coincident Indices continue pointing to a stronger

  in 2016 with    
 this growth trend carrying fo rward  

ne  intoxt year.   

March and The performance of the Coincident Index has improved each month since
  registered its str ong est  gains sinc e January  in July and Aug ust. Au gust  was the fifth ecuti e  cons v  month in which all fo ur of th e I ndex’s co mponents werepositive underscoring the breadth       

 of the economy’s expansion. The Leading  Index  has increased each month since January. This perform ance is forecas ting conti nuedeconomic expansion through the t  
 firs quarter of 2018 with  the region’s economy on  track to achieving its strongest perfor mance si nc e 201 0 next y e ar.   
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The Washington Coincident Index, which represents the current state of themetropolitan area economy, de clined 0.3 perc ent in Augus t (fr om July) with th re e of the Index’s four components decreasing on a month-to-month basis. Only d omesti cAirport Boardings were higher in August than in July. This one-month slow ing of the 

economy’s xpans 
 e ion (fo llowing  gains  four strong monthly ) when Con gress w as not  in session and many residents were out-of-town on  vacatio n is not sugges tive  of afundamental shift in the economy’s growth path as reflected in its  long -term trend .  

Compared to August 2016, the Coincident Index’s August monthly over-the-yearperformance increased 3.59 percent and now has increa sed for 4 1 consecutive 

months. The Index started the year with one of  
     its strongest  gain s s ince turning 

positive in April 2014 but then slowed through the first quarter. In the second 

quarter,  it gained treng 
 s th each month and now in th e third quarter, in J uly and 

August, it registered ts     
 i  

 strongest gains since January. Fo r the  fifth month in a  row,  and sixth time this year, all four of the Co incid ent Inde    x’s co mpo nents  
 were positiveon a monthly over-the-year basis.   

• Wage and salary employment growth in the Washington region increased2.1% between August 2016 and August 2017;  
 

• Consumer confidence (in the present) continued its positive trend, increasingby 23.4% from August 2016 for its fo urth conse cuti ve double -digit gain;  
 

• Domestic passenger volume at Reagan National and Dulles Airports increased6.3% in August compared to August 2016 and has now increased i    n seven of this year’s first eight months on a monthly over-the-year  basis; and ,  

• Non-durable goods retail sales increased 2.1% from August 2016, growing forthe sixth consecutive month after declining   
 in February. 

Washington Coincident Index, Monthly Over-the-Year Changes 
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               Source: The Stephen S. Fuller Institute at the Schar School, GMU 

The Washington Leading Index, which is designed to forecast the performance ofthegain metropolitan area economy six to eight months in advance, increased in August, ing 2.21 percent from Augu st 2 01 6.    

gains each month in 2017 since register The Leading Index has now registered solid
      ing no gain (0.05%) in J anuar y. This upw ard 

trend represents the strongest sustained perf ormance      

2014. The Leading Index’s continuing  strong performanc for the Leading Index sincee points to sustained 

economic   
 growth during th e   

 remainder of 2017 and through at le as t the first  quarter of 2018.  
 

On a month-to-month basis, however, the Leading Index decreased from July withtwo of its four components growing and two declining. This month ly slowd own 

reflects seasonal patterns and not a shift in the trajectory of the r egion’s e conomy.  
 

In August, three of the Leading Index’s four components contributed to its gain from August 2016.        

• Durable goods retail sales increased 5.0% in August from August 2016continuing its positive trend from 2016;  
 

• Consumer expectations (consumer confidence six months hence) extended itsupward trend for an eleventh month gaining 27.0% and   

digit gains for a ninth consecutive month; and,   registering double-
 

• Initial claims for unemployment insurance decreased (improved)second time in three months reversing an upward trend dati for the
  ng f rom 

November 2016; while,         

• Total residential building permits declined 13.8% from August 2016 after48.6% increase .   
 in July 

Washington Leading Index, Monthly Over-the-Year Changes 
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The Washington region’strajectory to a 41 month economic performance in August extended its growth
  st  and showed that the m omentum established in  the first half of the year is continuing. Each o   

 f the four components of the Coinc ident Ind ex  was stronger in August than a year ago conf irming the po siti ve direction andbreadth of the region’s current economic performance.     
  

Thestro performance ofnger growth six  the region’s forward-looking indicators continues to suggest
  to eight months ahead. Sev en strong  monthly g ains since 

January present a clear signal that the region’s e conomy should  registe red a 

stronger year overall in 2017 than in 2016 and  that this    

carried into 2018. While the economy’s mont hly  performanc upward trend will be 
ome no rmal  e in August r eflected 

s  seaso nal slo wing   
 in comparison to July’s metrics, o verall the economy 

continued to support above-average levels of net jo b growth; the lei sure and 

hospitality sector registered strong gains, an d 
 consumer spend 

   ing c ontinue d togrow, all pointing to gains in the region’s core summer business—tourism, gains in 

personal earnings —jo b gr owth  
 and wag es  

 gains, and  continued consume r a ndbusiness confidence   
 going forward. 

The outlier in thisFY 2018 bud get co forecast remains the uncertainty of federal fiscal policy. With the
 ming up for  

 approva l—the curre nt  budget agreement expires on 

December 8th—and with the status of Admini stration  proposals for tax reform and  

policies relating to immigration and health care uncertain, not to m 
      ention the Debt Ceiling extension coming due in January, the wildcards are many and could e asily 

alter the trajectory of the Was h ingto n region’s  economy.      
 

Forecasts for the national economy’s performance for 2017 and 2018 were revisedlower in October by IHS Markit to reflect the impac ts of Hur ric anes  Harve y, Irma  and Maria and the likelihood that tax reform  will no t af  fect the 20  18 economy.These revised assumptions lowered the GDP forecast for 2018 from 2.8% to 2.4%. While some form of fiscal s timulus i s        

its impacts, whateve r these might  be still expected, current thinking now points to
   , being realized in 201 9 rather than  2018.  As 

the Washington region’s economic performance has    
 become more clo sely linked to 

the performance of the national economy with its declining dependency o n feder al spending, changes in the performance of e ither or  both the nat ional econo my and in 

federal spending  
 within the Washingto n regi on’s eco nomy 

  could compoun d th emagnitude of these effects within the region’s q 
 economy and uickly  ts 

dire tion.   alter ic 
Current Performance 

This year’s job growth through September continues to20-year ave rage and als o has exc eeded this year’s pro jec increase at well above the 

on an annuali zed jo ba  tion averaging 57,378 bssis. W hile  these job e stim ates w ill be subje ct to revision afte r the 

end of the year and reissued in March 2018, and should be expected to be lowered, they still are ns  th  co istent wi  other in dicato rs        
 pointing to this year’s performance 
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being one of the strongest since 2010 when the region’s economy wasfrom the Great Recession and GRP grew 3.8%.    rebounding
 

September’s job growth provides the most recent measure of the region’s economicperformance. The 44,500 new jobs added between September 2016 and 2017 were 

the second smallest number ad ded in any month th is year an d onl y sli ghtly  

than one-half the peak job gai  moren of 85,0 
   00 in  July and only tw o-th irds o f the job  gain 

registered in August (67,100).        

This rapid slowing of job growth in the third quarter can be attributable to a mix offactors, none of which can be considered  enting 
 repres  a sig nal that the ec ono my’sgrowth has peaked. Beyond the seasonal factors at play during the third quarter—first the peaking and then the slowing of the leisure and     

  hospitality sector, the  
 local government hiringimpact of an early L surge associated with the beginning of the school year, the

  abor Day weekend exte nded vacation t ime into the first week of September—there are some continuing performanc e difference s am ong the region’ ssub-state portions that suggest meth odological d ifferences  in esti mati ng job  changes that will result in larger   
 than normal revisions after the end of the year.Estimates for Suburban Maryland are running far greater than its historical share of the region’s  

 employme nt base  le  whi  estimat es  for the  District  of Columbia and 

Northern Virginia are lower—DC and Northern Vi rgi nia’s job growth in September 

were nt and  
 down 46 perce  57 percent respectively from these sub-st ate area’s job 

growth averages for January-August.     

The September jobs report does include several notable findings. All but two sectorshad fewer jobs in Se ptembe r th an in Aug ust.  
     Transpo rtation and   

total of 67,800  utilities, with a 

governme nt, w jobs in the region, added 600 jobs in September and state and localith a total of 334,100 jobs , rep orted an  increase o f 21 ,700 jo bs.  Thisgain is a reflection  of hiring patterns by the region’s public scho ol  systems and theirrecreation departme nts an d is not  a  true   r  
 measure of any majo  change in  theeconomy. The largest decline came in the leisure and hospitality sector, wh ich lost  12,900 jobs.  This is a normal seasonal pattern.     

 

The decrease ofregion’s largest s 7,100 jobs in the professional and business services sector, the
 ector, could repres ent  the e 

 a sign of a shift in conomy.  The Aug ust to September is typically negative in the Was hington r egio n, reflecting s easonal patterns; in the e  five years before the Rec ssion it averaged -2,620 jobs.  Since the 

Sequester, the change has been increasingly negative (aver aging -7 ,460) and  has 

been driven by declines in Northern Virginia. In September 2017, 8      5 perce nt of this 

decrease was reported in Northern Virginia. Most federal contractor jobs areincluded in the s 
 profe sional and business services sector. Because b usine sses 

located in Northern Virginia    
 account for almost one-half of the regio n’s federal contracting outlays, they are also more vulnerable to chan ge s    

spending. September was the end of the fiscal year. Therefore in federal contract , it is possible that these job losses resulte d fr om  weak er fede r    
   al contracting at the close of FY 2017 or 
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expected slowing of contracting during the coming fiscal year, at least under theprovisions of the Conti nuing Budg et Reso luti on that r uns until December 8   
th. 

As has been noted in previous Washington Economic Watch reports, the mix of theregion’s job growth is also important; that is, it is not only the number o f jobs th at 

matters but whether these jobs are export-based or local-serving, wheth er they are 

high-value added with above-average salaries or no t,  and whether they are  feder ally 

dependent or compete in national and global markets. T he regio n’s patte rn of job  growth has shifted sin ce 2010 with d ecline s in federal go vernment  and f  
  gro ederalcontractor jobs and the wth o f local-s erving,  low er-value added jobs.     

The job increase in September was disproportionately concentrated in foursectors—professional and business services, education and health services, leisure 

and hospitality services, and retail tr ade—that together acco unted for 81.0 percent  of the total job gain  
 from September 2016. This job grow th concentr ati on c onfirmsboth the concentrated strength    

 of the Washington region’s economy and its lack of diversification, at least across the breadth of the economy . Within th ese four coresectors, professional and business services  rep res ents the jo bs with the hi ghest  GRP 

value per worker; this is the sector, as te  no d previous ly, wh ere mo st o f the federal  contractor jobs are counted. This sector,  which is the larg est in  th e r egion’seconomy and upon which the r     
 egion’s economic sustainability  depends,  experienced strong gains over the September  

 2016-2017 period, accounting for 37.3percent of all job gains, well above its 23.0 percent share within the overall  employment base. This ’    
 sector s pattern of growing at above its long-term  averagegrowth     

 rate isprofessional and reflected in the economy’s recovery since the Sequester when the
  business e  

 s rvices  los  sector actually t jobs for 16 months  

the May 2013-May 2014 period.       spanning 
  

Still, the other three core sectors—these are largely local-serving and lower-valueadded jobs—account for a  greater percen tage of the 
    job growth in  the 

  region each 

month than the professional and business services sector; in September these three 

sectors accounted for 43.7 percent of the total job gain.   

October jobs data will be revealing. The economy during October is less affected byseasonal factors than the summer and winter months and also is  l  
       ess affected  by 

holidays. Also, Congress is in session and it is the first month of the new fiscal ye ar. As such, job growth in October will provide an important symptomatic measure of the economy’s true performance  at this stage  of th e business cycle.   
 

Near-Term Outlook 

The 41 consecutive monthly over-the-year gains in the Coincident Index and thecontinuing strong positive performance of th e   
     Washington region’s forward-look ing 

indicators comprising the Leading Index are pointing to continuing  economic gains 

extending through   
 the first quarter of 2018. These gains will be measured in 
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continuing greater-than-expected job growth, even if the mix is not as favorable aspreferred, low  abor fo e  
 unemployment and rising l rc parti cipatio n rate s, continui ng 

personal income growth, and hig her    
 labor costs in sectors experiencing s  

 trong growth trends. 
The Washington region’s current economic growth trajectory has its gross regionalproduct (GRP) growing for the full year in 2017 at double      

increasing to a projected 2.2% from 1.1%. If the region is theto  rate it did in 2016, 
 achie ve thi s r ate ofgrowth (this as sumes that  feder al spending dur ing 2017 wi ll n ot be inte rru 

o  pted orseri usly threatened), the   
 region’s economy would match    the curren t U.S. econom y 

projected growth rate for the first time since   
 2010 (IHS Markit’s US Executive 

Summary, October 2017).  
 

The GDP growth rate will be subject to further revision as fe  the ull value of the costsof Hurricane Harv y and Irma are measured as well as the off -set ting m ag nitud e of reconstruction spending becomes known and how much of this occ urs in the 4 th 
quarter and how much is shifted into 2018. Maria’s costs and reco nstruct ion 

 

benefits may not be  a facto r i n the GD P pe rformanc e as Pue rto Ri co’s  economy is notincluded in the U.S. GDP calculation. Still, much of the reconstruction benefit ma y be 

registered within the U.S. economy as the source   

transferred to Puerto Rico. Few of these e ffects will di of the goods and services 

region’s eco no rectly impact the Washington
 my, s  t    

 o for s   
 now i  projected growth of 2.2% is not expecte d to change 

unless there is an abrupt change in federal spending during the last quart er  
 of thisyear.    

While a major or an abrupt change in federal spending is not expected in 2017, it ispossible that the final budget for   

federal s pending  patte rns in the Was FY 2018 and forhingto n reg ion.  future federal budgets will alter
  It has happened befor e, us ually 

following the end of a major w ar but federal spend ing  patterns h ave also beenaltered by legislative change, mo st r ecently by the Budget Control Ac t  
 of 2011.   

 

The Stephen S. Fuller Institute has recently assessed the impacts of the federal spending reductions o n the pe rfor mance o f the Was hing ton reg ion’s e conomyduring the 2010-2    
  016 period (    http://sfullerinstitute.gmu.edu/consequences-federal-reduction/). This assessment provides a baseline for projecting the possibleimpacts of a future federal spending reduction  (or increas e)  as potentia lly  reflectedin the FY  2 018 fede ral budget and other      

magnitude and  mix of federal contr acting federal policy flows within th changes that may change thee regio n.      

The findings of the above-referred assessment are that the Washington region’seconomy, its GRP, w ould have been  7.3 percent gre ate r if the  region’s economy has 

just performed as well    the 2  as the U.S. economy during 011 -2016 p eriod; that  is, had its federal job base not been cut by    th  
 approximately 6 percent and e value of federal procurement contracting not reduced by 15.5 pe  rcent betwee n mi d-20 10and 2015. This reduction in direct federal spending—3.8 percent of GRP—was 
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found to have a 7.3 percent negative impact on the region’s GRP growth formultiplier effect of 1.92.  a 
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Washington Area Economic Indicators 
Current and Previous Months 

Economic Indicator 

Washington Area Business Cycle Indicators 
Coincident Index (1996 = 100) 
Leading Index (1996 = 100) 

Washington Area Coincident Index Components 
Total Wage & Salary Employment ('000)a 
Consumer Confidence (South Atlantic)a 

Domestic Airport Passengers ('000)b
Nondurable Goods Retail Sales ($000,000)c 

Washington Area Leading Index Components 
Total Residential Building Permitsa 

Consumer Expectations (South Atlantic)a 

b Initial Unemployment Claims
Durable Goods Retail Sales ($000,000)c 

Aug-17 
Prelim. 

137.6 
112.3 

3,294.9 
160.5 

2,289.2 
3,136.6 

2,008.0 
111.1 

1,385.4 
3,534.1 

Estimates 
Jul-17 
Final 

138.0 
112.2 

3,323.4 
161.4 

2,240.1 
3,139.2 

2,314.0 
113.7 

1,452.4 
3,489.9 

Aug-16 
Final 

132.8 
109.9 

3,227.3 
13 .10  

2,153.1 
3,072.7 

2,329.0 
87.5 

1,551.5 
3,364.3 

Percent Change 
Jul-17 

to 
Aug-17 

-0.34% 
0.16% 

-0.86% 
-0.56% 
2.19% 

-0.08% 

-13.22% 
-2.29% 
-4.61% 
1.27% 

Aug-16 
to 

Aug-17 

3.59% 
2.21% 

2.09% 
23.37% 

6.32% 
2.08% 

-13.78% 
26.97% 

-10.71% 
5.05% 

Washington Area Labor Forcea 

Total Labor Force ( 000) 
Employed Labor Force ( 000) 
Unemployed Labor Force ( 000) 
Unemployment Rate 

3,405.9 
3,278.4 

127.5 
3.7% 

3,452.9 
3,318.9 

134.0 
3.9% 

3,299.0 
3,168.4 

130.6 
4.0% 

-1.36% 
-1.22% 
-4.85% 

--

3.24% 
3.47% 

-2.37% 
--

Washington Area Wage and Salary Employmenta 

Total ( 000) 
Construction ( 000) 
Manufacturing ( 000) 
Transportation & Public Utilities ( 000) 
Wholesale & Retail Trade ( 000) 
Services ( 000) 
Total Government ( 000) 

Federal Government ( 000) 

3,294.9 
165.0 

54.7 
67.8 

344.9 
1,984.2 

678.3 
365.9 

3,323.4 
163.9 

54.4 
66.8 

346.4 
1,991.2 

700.7 
368.4 

3,227.3 
159.2 

54.2 
64.3 

341.7 
1,933.8 

674.1 
366.8 

-0.86% 
0.67% 
0.55% 
1.50% 

-0.43% 
-0.35% 
-3.20% 
-0.68% 

2.09% 
3.64% 
0.92% 
5.44% 
0.94% 
2.61% 
0.62% 

-0.25% 

aUnadjusted data
bSeasonally adjusted data
cSeasonally adjusted cons

 
tant (1996) dollars 
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