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There is more reason to be optimistic about the U.S. economy today than at any time over the past three years.  But, after promising better times for nearly three years, only to be disappointed, even the most optimistic economists are approaching the near future with caution. Perhaps the most logical reason to finally expect stronger economic recovery this time around is that the incredible string of unpredictable shocks that derailed past optimistic forecasts—including the September 11, 2001 terrorist attacks, the accounting scandals, and the war with Iraq—can’t get any worse.  The greatest concerns are the relatively slow growth in employment and the acute shortfall of domestic savings as the combined savings of individuals, businesses, and governments adjusted for depreciation fell to 0.7 percent of GDP in the first half of 2003.  
Slow employment growth with little inflation risk has caused the Fed to increase the rate of growth in domestic liquidity.  Asset prices are rebounding, helping to encourage consumer spending, but a large amount of this liquidity has flowed abroad.   With the lack of domestically generated savings, the U.S. has no choice other than to import surplus capital from abroad in order to fund domestic investment and economic growth.  Hence, America must run massive trade deficits to attract foreign savings.  For now, Asian and oil producing countries are using dollars generated from trade to buy U.S. bonds primarily because foreign central banks that do not want their currencies to appreciate against the dollar.
  The August scare that increased bond rates, due to higher announced U.S. Treasury deficits and an increase in world crude oil prices that fueled inflationary expectations, appears to be over as oil prices have fallen and bond prices stabilized.  With U.S. households projected to have an additional $47 billion in cash to spend following the tax cut, child tax credits, and “marriage penalty” relief passed by Congress, and a rising stock market expected to nudge consumer confidence upward, consumer spending should remain strong as we enter the important holiday sales period.  

A conservative forecast is for the economy to reach a growth rate of at least 3.5 percent by year’s end.  But a 3.5 percent growth rate is only the level necessary to keep the unemployment rate from rising, rather than lowering the unemployment rate.  Hopefully, we can do better than 3.5 percent and begin to create positive job growth.  Now is the time for the private sector of the economy to respond with more spending.  If this spending does not occur, then the economy is in big trouble, as policy makers have used up much of their traditional stabilization tools.

Growth Trends for Waco and McLennan County

  Table 1: Total Population and Percent Change, Waco MSA 

	Total Population
	Waco, TX MSA
	Central city of:
Waco, TX
	Suburbs*

	1970
	147,553
	95,326
	52,227

	1980
	170,755
	101,261
	69,494

	1990
	189,123
	103,590
	85,533

	2000
	213,517
	113,726
	99,791

	
 Percent Change
	Waco, TX MSA
	Central city of:
Waco, TX
	Suburbs*

	1970 to 1980
	15.7
	6.2
	33.1

	1980 to 1990
	10.8
	2.3
	23.1

	1990 to 2000
	12.9
	9.8
	16.7

	
	
	
	

	1970 to 2000
	44.7
	19.3
	91.1


*Suburb data are defined as the total for the Waco, TX MSA less the sum of data for these cities: Waco, TX.  Source: U.S. Bureau of the Census


The average growth in Waco MSA (McLennan County) population amounted was 1.2 percent annually during the decade of the 1990s.  Annexation policy by the City of Waco reversed the slower growth rate in the City of Waco from the previous decade, but growth in other suburban communities still outpaced growth in the city of Waco.

Population from July 1 estimates by the Bureau of the Census on July 1 totaled 214,047 in 2000 (up from 213,517 on the April 1 census date), 215,801 in 2001, and 217,713 in 2002.  This amounts to an annual average of 0.8 percent in 2001 and 0.9 percent in 2002.  The slower growth in population coincides with the business cycle downturn that reversed the strong growth in employment during the latter 1990s.  Projected growth in population over the next year is to be approximately 1 percent.  

Table 2 shows that while population from 1970-2000 grew 44.7 percent the Waco MSA housing stock increased 62.9 percent, reflecting smaller average household size.  An encouraging trend in the 1990s was the increase in owner occupied housing in McLennan County, reversing the downward trend from 1970-1990.  Also, the percent of owner occupied housing in the City of Waco (compared to the county) stabilized from its rapid rate of reduction during the previous two decades.  A goal of the city of Waco that is being realized is to increase the rate of owner occupied housing among its population.

  Table 2:  Trends in Housing Units, and Percent Owner Occupied, Waco MSA

	
	Waco, TX MSA
	Central city of:
Waco, TX
	Suburbs*

	
	
	
	
	

	Total Units
Excluding Seasonal
and Migrant Housing
	1970
	52,523
	34,408
	18,115

	
	1980
	65,824
	39,976
	25,848

	
	1990
	78,502
	44,955
	33,547

	
	2000
	84,325
	45,682
	38,643

	Owner Occupied
	1970
	31,535
	18,993
	12,542

	
	1980
	38,948
	19,993
	18,955

	
	1990
	41,442
	18,363
	23,079

	
	2000
	47,497
	19,608
	27,889

	Homeownership Rates
	Waco, TX MSA
	Central city of:
Waco, TX
	Suburbs*

	
	
	
	
	

	Owner Occupied
as percent of
All Occupied Units
	1970
	65.6
	60.3
	75.7

	
	1980
	63.3
	53.2
	79.0

	
	1990
	59.0
	46.5
	75.1

	
	2000
	60.2
	46.4
	76.2


*Suburb data are defined as the total for the Waco, TX MSA less the sum of data for these cities: Waco, TX .  Source:  U.S. Bureau of the Census
     Table 3  Median Family Income in 1999 Dollars, Waco MSA

	
	Waco, TX MSA
	Central city of:
Waco, TX
	Suburbs*

	1969
	$35,789 
	$35,667
	$35,944

	1979
	$38,972
	$35,406
	$44,193

	1989
	$38,900 
	$32,323
	$45,174

	1999
	$41,414 
	$33,919
	$48,907


*Suburb data are defined as the total for the Waco, TX MSA less the sum of data for these cities: Waco, TX .  Source:  U.S. Bureau of the Census


Table 3 shows growth trends in Waco median family income in 1999 dollars based on the Census of Population.  Real family income (dollar income adjusted for inflation) increased at an average 0.6 percent annual rate in the Waco MSA during the 1990s after decreasing in real terms during the previous decade.  During the 1990s City of Waco residents’ average real family income increased 4.9 percent while suburban family real income increased 8.3 percent, further widening the gap between central city versus suburban dwellers.

Table 4: Poverty Rate (Percent) in Waco MSA

	
	Waco, TX MSA
	Central city of:
Waco, TX
	Suburbs*

	1969
	19.2
	20.7
	16.5

	1979
	17.2
	21.6
	11.2

	1989
	20.6
	28.7
	11.3

	1993 Estimated*
	21.3
	29.2
	11.9

	1995 Estimated*
	19.8
	27.3
	11.0

	1997 Estimated*
	18.3
	25.5
	10.1

	1998 Estimated*
	17.0
	23.8
	9.3

	1999
	17.6
	26.3
	8.3


Source:  U.S. Bureau of the Census


Growth in real family income lowered the poverty rate in both the Central City of Waco and Suburbs, but the rate remained over three times greater for central city residents.  The economic recession that officially ended in March 1991 increased the poverty rate before the benefits of economic recovery spread to lower income residents.  The 2001 economic recession is also creating a widening disparity of income with significantly higher unemployment rates among lower income central city residents. 

Recent Central Texas Performance

Many of the influences affecting the national economy continue to affect Central Texas.  Strong growth in the information technology sector during the latter 1990s, partly in response to concerns over Y2K, resulted in a widening in average per capita incomes in intermediate-sized metro areas compared with larger metropolitan areas, including Dallas and Austin.  As a result, the Waco Metro Area’s per capita income failed to keep pace with the average for the State of Texas.  On the other hand, the business cycle downturn that began in the information technology sector impacted less severely in Waco than in Dallas and Austin.    
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Source: U.S. Department of Commerce

Figure 1 compares the trend in Waco MSA per capita income compared with the State of Texas.  The greater impact of the 2001 recession on larger Texas metro areas slightly narrowed the gap in relative per capita incomes between the Texas average and the Waco Metro Area that had widened during the latter nineties.  Still, the universal influences of the national recession, lost investor and consumer confidence due to the declining stock market, higher energy prices, and uncertainty surrounding the War on Terrorism and Invasion of Iraq slowed local spending.  

Waco MSA Employment and Unemployment Rate
The most frequently used measure of economic performance in a local area is the number of jobs generated—partly because data is more recent and is gathered from both household and establishments surveys each month.  But, using employment data to measure recent business cycle performance is less reflective of business activity because rising labor productivity has enabled business firms to increase their output without added to the number of workers.  If labor productivity is rising, then the percentage change in employment is not fully reflective of the percentage change in employer output.
Table 5 shows recent employment, employment growth, and the unemployment rate in the Waco MSA.   The unemployment rate lags the growth in employment, falling to 3.2% in 2000 and rising to 4.7% in 2002 in response to slow recovery from the 2001 recession.  

[image: image2.wmf]Figure 2:  Waco Quarterly Manufacturing Sales 
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In early 2002 Waco employment stabilized and began to increase.   Employment growth is projected to continue to expand over the next several quarters as employers become even more convinced that sustainable economic growth is occurring.


Despite the increase in job growth, the unemployment rate will remain relatively high compared with two years ago.  While employment growth will be sufficient to reverse the cyclical increase in the unemployment rate, it will be midyear 2004 before local job growth is reflected in a significant decrease in the Waco MSA unemployment rate. 

Employment data in Table 5 are based on a household survey by the Bureau of Labor Statistics that includes self employed contract workers, agricultural workers, and domestics in private households along with wage and salary earners, while employment data in 

Waco Compared with Peer Metro Areas

Table 6 reports nonagricultural wage and salary employment from establishments classified by NAICS industry.  The annual growth rate in employment over the past year based on the household survey is greater than the rate based on establishment data, reflecting a higher incidence of self employed household workers.
Table 6:  Nonagricultural Employment for Texas MSAs

August 2003

(Not Seasonally Adjusted)

	Metro Area
	Total NAICS Employment
	Percent Change from

Previous Year

	Texas Total
	         9,425,600
	 0.2

	Abilene
	  55,300
	 0.2

	Amarillo
	  96,900
	           -0.3

	Austin-San Marcos
	664,600
	 1.0

	Beaumont-Port Arthur
	156,200
	 0.6

	Brazoria
	  77,700
	 0.1

	Brownsville-Harlingen
	116,500
	 1.0

	Bryan-College Station
	  75,800
	 2.4

	Corpus Christi
	161,200
	 1.2

	Dallas
	         1,914,100
	           -1.1

	El Paso
	258,000
	 0.6

	Fort Worth-Arlington
	784,000
	-0.6

	Galveston-Texas City
	  87,100
	-0.7

	Houston
	         2,101,000
	-0.4

	Killeen-Temple
	104,700
	-0.1

	Laredo
	  72,900
	-0.4

	Longview-Marshall
	  91,900
	 0.1

	Lubbock
	120,900
	-0.2

	McAllen-Edinburg-Mission
	169,200
	 2.7

	Odessa-Midland
	104,800
	 0.7

	San Angelo
	  43,300
	           -2.0

	San Antonio
	737,200
	 1.5

	Sherman-Denison
	  43,600
	-1.1

	Texarkana
	  53,500
	-0.9

	Tyler
	  85,200
	-0.9

	Victoria
	  37,300
	-0.8

	Waco
	101,000
	  0.8

	Wichita Falls
	  58,900
	-0.8


Source: U.S. Bureau of Labor Statistics

Table 6 shows total NAICS industry employment for August 2003 and the growth rate from the previous year for all 27 Texas Metropolitan Statistical Areas.  Three of the largest metropolitan areas in Texas—Dallas, Fort worth-Arlington, and Houston—continued to experience negative growth in employment, serving to offset gains in many intermediate sized metro area.   San Antonio is the brightest spot among the five largest metro areas, and Austin-San Marcos is beginning to show enough improvement in the service-producing sector to offset significant losses in the goods producing sector (primarily IT manufacturing).  

Waco’s annual wage and salary employment growth in August of 0.8% is well below its 1990-2000 average annual rate of employment growth of 2.2%, but it does represent improvement from average decreases in wage and salary employment of 0.5 percent in 2001 and 0.1 percent in 2002 in response to the business cycle downturn.  Waco is also doing very well compared with ten other peer metro areas (shown as shaded rows in Table 6), ranking second among eleven selected Metro Areas, behind only Bryan-College Station.  Only five of the eleven peer metro areas had positive growth in employment in August 2003 compared with August 2003.
The Central Texas Inflation Rate

Table 7 shows that slower demand growth and excess capacity worldwide has lowered the Central Texas inflation rate.  The primary source of fluctuation in prices has been in food and energy with the core inflation rate less than one percent over the past two years.  

	
	
	
	
	
	
	
	

	           Table 7: Estimated Central Texas Consumer Price Index
	

	
	
	
	
	Annual

	 Year
	Jan
	Mar
	May
	Jul
	Sep
	Nov
	Average

	2000
	162.7
	165.3
	165.5
	168.2
	169.1
	169.3
	166.7

	2001
	169.3
	171.5
	171.5
	174.4
	174.8
	173.9
	172.5

	2002
	172.7
	174.7
	175.7
	176.4
	176.0
	176.4
	175.3

	2003
	176.6
	178.7
	179.2
	 179.9
	 
	 
	 

	Percent Change from Same Period of Previous Year
	 
	 

	2000
	3.4
	4.3
	3.8
	4.7
	4.3
	4.2
	4.1

	2001
	4.0
	3.8
	3.6
	3.2
	3.4
	2.7
	3.5

	2002
	2.0
	1.9
	2.4
	1.1
	0.7
	1.4
	1.6

	2003
	2.3
	2.3
	2.0
	2.0
	 
	 
	 


Source:  Baylor Center for Business and Economic Research

The relatively slow pace of economic recovery will have little effect on the core rate of inflation over the next year.  In fact, oil reserves in Russia and Africa are projected non-OPEC sources are projected to keep downward pressure on oil prices, although natural gas prices will remain relative high.  As the U.S. inflation rate goes, so will Central Texas with no expected local shocks affecting housing, food, or energy prices differently from national averages. 

Central Texas Industry Outlook

Manufacturing  
Like many parts of the country the accelerated globalization of the economy has changed the composition of Waco’s economic away from goods manufacturing toward services, including medical care, education, and many outsourced business services.  Figure 2 shows that the positive growth trend in Waco manufacturing sales leveled off in the latter 1990s and with more erratic quarterly performance has trended downward over the past several years.  Waco is in the process of redefining its manufacturing base toward higher value added industries, such as aerospace technology that promotes higher average wage income.  Hence, manufacturing jobs will continue to be a significant contributor to local income.  But, unless a major new employer decides to locate in Waco, employment in manufacturing is unlikely to grow significantly in the near future.  
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Source:  Texas Comptroller of Public Accounts

Construction  
The primary bright spot in the local economy has been in construction—both private residential, commercial, and non-profit institutional—that has responded to falling interest rates and higher real estate asset values.  

[image: image4.wmf]Figure 3:  Waco MSA Construction Sales
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Figure 3 shows that quarterly seasonally adjusted sales by Waco MSA construction firms have trended upward with population growth since the middle of 1991, following the national recession.  Although construction sales performance fell off during the last two quarters of 2002, Table 8 shows that building permits increased significantly during the first months of 2003.  Low mortgage interest rates and improved household confidence fueled early year housing demand that remains relatively strong.
	Table 8:  Waco Single-Family Building Permits

	 

	Date
	Number of Dwelling Units
	Average Value per Dwelling Unit ($)

	
	Units
	12 Month
	Average
	12 Month

	
	
	Total
	Percent
	Value
	Average
	Percent

	
	
	
	Change
	 
	
	Change

	2001-Jan
	43
	468
	12
	140,500
	135,500
	17

	Feb
	74
	488
	12
	88,700
	129,000
	9

	Mar
	56
	501
	14
	107,500
	127,700
	8

	Apr
	55
	518
	20
	103,600
	126,200
	7

	May
	53
	529
	22
	122,400
	120,900
	-2

	Jun
	27
	495
	10
	126,600
	119,500
	-5

	Jul
	24
	489
	9
	110,700
	117,900
	-8

	
	
	
	
	
	
	

	Table 8 
	 continued
	
	
	
	
	

	
	
	
	
	
	
	

	Date
	Number 
	of Dwelling
	Units
	Average
	$ Value per
	Unit 

	
	Month
	12-month
	12-month
	Average
	12 Month
	Percent

	
	Units
	Total
	% Change
	Value
	Average
	Change

	Aug
	52
	506
	15
	125,800
	117,000
	-10

	Sep
	42
	512
	19
	117,300
	117,300
	-11

	Oct
	22
	500
	11
	111,400
	115,700
	-12

	Nov
	19
	487
	5
	134,100
	114,200
	-14

	Dec
	16
	483
	6
	121,500
	114,500
	-14

	2002-Jan
	36
	476
	2
	109,800
	111,800
	-17

	Feb
	41
	443
	-9
	134,700
	117,800
	-9

	Mar
	23
	410
	-18
	139,900
	120,400
	-6

	Apr
	45
	400
	-23
	125,800
	123,300
	-2

	May
	46
	393
	-26
	119,500
	123,000
	2

	Jun
	33
	399
	-19
	155,700
	125,500
	5

	Jul
	49
	424
	-13
	129,400
	126,800
	8

	Aug
	52
	424
	-16
	161,500
	131,100
	12

	Sep
	41
	423
	-17
	138,500
	133,200
	14

	Oct
	42
	443
	-11
	148,200
	135,700
	17

	Nov
	30
	454
	-7
	135,200
	135,800
	19

	Dec
	24
	462
	-4
	136,100
	136,300
	19

	2003-Jan
	44
	470
	-1
	159,600
	140,500
	26

	Feb
	37
	466
	5
	130,600
	140,200
	19

	Mar
	59
	502
	22
	101,700
	135,700
	13

	Apr
	42
	499
	25
	156,400
	138,300
	12

	May
	41
	494
	26
	138,800
	140,100
	14

	Jun
	58
	519
	30
	147,900
	140,000
	12

	Jul
	40
	510
	20
	153,900
	142,100
	12

	Aug
	52
	510
	20
	137,000
	139,600
	6


Source:  Texas A&M Real Estate Research Center


The outlook for home construction remains positive with no indication of that supply is outstripping demand, or vice versa.  A few months ago there was talk of a housing asset pricing “bubble” similar to the stock market bubble a few years ago.  But, such talk is not supported by local evidence that shows housing prices reflecting gains in real income and affordability. 

A key factor that may influence the demand for housing is the likelihood that mortgage rates could creep upward with economic recovery.  Also, at least as important as marginally higher mortgage rates, is the likelihood for continued future hikes in property taxes and home insurance rates.  Property tax hikes are expected to slow in the near future following recent substantial increases in property taxes following new assessments required for state education funding.  Insurance rates are also expected to stabilize following the mold scare and new terms affecting future property liabilities.  Although housing affordability may fall slightly over the next several quarters, gains in employment and income should be adequate to maintain present rates of new and existing housing demand.

In addition to homebuilding, commercial construction on the Central Texas Marketplace will continue to boost construction spending.  Also, spending by nonprofit investors, including Baylor, local governments, and school districts will continue to create construction jobs over the next year.  

Retail Sales  
In addition to construction spending, lower interest rates have encouraged consumer spending through equity refinancing and “zero-interest” automobile sales promotions.  At the same time, however, lower interest rates have forced many retirees to pinch pennies as returns have fallen on their traditional investments of choice—certificates of deposits, money-market accounts, and other interest bearing securities.  Consumption spending has also been vulnerable to relatively high consumer credit card debt and an inability to sustain consumer confidence.  

[image: image5.wmf]Figure 5:  Annual Percent Change in Waco MSA 
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Figure 4 shows quarterly seasonally adjusted retail sales in the Waco MSA from 1989.1 through 2002.4.  Retail sales have trended upward with population and income growth.  Fourth quarter 2001 retail sales were strong despite the September 11 terrorist attack.  But, after a strong first quarter in 2002, retail sales over the last three quarters in 2002 failed to keep pace with its long-run trend.

The downturn in retail sales has resulted in slower growth in unit sales tax receipts than projected at the beginning of the 2003 fiscal year.  Table 9 shows cumulative unit sales tax receipts received by municipal jurisdictions in McLennan County from January through September, 2003 compared with the same period in 2002.  Since monthly receipts are based on taxable sales two months prior to rebates, these data reflect sales from November 2002 through July 2003.  


The slump in retail sales resulted unit sales tax receipts that were 0.59 percent lower for all county jurisdictions in 2003 than for the same period of the previous year.  The City of Waco, which accounts for 76.9 percent of area taxable sales, experienced a 0.82 percent decrease in sales tax receipts.  

Table 9:  September 2003 Year-to-Date Unit Sales Tax Receipts for 
McLennan County Municipal Governments 
Compared with the Same Period in 2002

	   County/City          
	 Current  
	 Sept. 2003 Payments
	Sept. 2002 Payments
	2002-03
	% Share of

	 
	 Rate 
	To Date
	To Date
	% Change
	County

	 Bellmead                    
	1.5%
	1,690,192
	1,600,770
	5.58
	7.53

	 Beverly Hills                
	1.5%
	348,587
	409,108
	-14.79
	1.55

	 Bruceville Eddy                  
	1.5%
	38,541
	37,738
	2.12
	0.17

	 Crawford                   
	1.0%
	26,236
	23,210
	13.03
	0.12

	 Gholson    
	1.5%
	14,348
	12,590
	13.96
	0.06

	 Hallsburg              
	1.0%
	2,964
	1,771
	67.34
	0.01

	 Hewitt                
	1.5%
	612,366
	626,758
	-2.29
	2.73

	 Lacy Lakeview            
	1.5%
	385,734
	415,346
	-7.12
	1.72

	 Leroy                     
	1.0%
	3,115
	2,709
	14.98
	0.01

	 Lorena                   
	1.5%
	121,837
	122,644
	-0.65
	0.54

	 Mart                      
	1.0%
	46,265
	49,160
	-5.89
	0.21

	 McGregor                
	1.5%
	281,791
	274,343
	2.71
	1.26

	 Moody                    
	1.0%
	33,569
	30,594
	9.72
	0.15

	 Riesel                    
	1.0%
	18,795
	18,798
	- 0.01
	0.08

	 Robinson                   
	1.5%
	375,950
	362,666
	3.66
	1.68

	 Ross                 
	1.0%
	2,827
	2,563
	10.33
	0.01

	 Waco                       
	1.5%
	17,249,794
	17,392,958
	- 0.82
	76.89

	 West                       
	1.5%
	224,488
	225,677
	- 0.52
	1.00

	 Woodway                   
	1.5%
	957,547
	960,919
	-0.35
	4.27

	    County Total                  
	22,434,947
	22,570,324
	- 0.59
	100.00

	Source:  Texas Comptroller of Public Accounts
	
	
	



Slower spending by consumers in early 2003 was expected following zero interest rate incentives on automobile sales in late model year 2000 and the increase in credit card debt to support high rates of consumption as employment growth stalled.  The uncertainty of the Iraq War, the increase in gasoline prices, and erratic movement of stock prices also damaged consumer confidence significantly.  Lower interest rates initiated by the Federal Reserve and tax cuts passed by Congress are expected to gradually turn the tide toward stronger consumer spending during the last quarter of this year with momentum gathering early next year.

Services  
Service employment is a broad category that includes information, financial, business and professional, leisure and hospitality, healthcare, and education services.  Although relatively stable compared with the goods sector, service employment has demonstrated more cyclical instability during the recent business cycle than during previous cycles.  One reason is gains in labor productivity by service workers, as employers discover new ways of organization and utilization of information processing computers and software.  Businesses have also increasingly used contract workers and outsourcing to meet temporary demands, often avoiding the rising costs of worker healthcare and other benefits. 

[image: image6.wmf]Figure 6:  Annual Percent Change in Waco MSA 
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Figure 5 shows the percent change in monthly employment in education and health services compared with the same month of the previous year.  Until the last few months the healthcare and education sectors accounted for a substantial increase in area employment.  Recently, however, budget limitations have caused area employers in healthcare especially to slow and even to reduce the rate of employment.  Uncertainty still exists at the time of this report on the future of 800 jobs at the VA hospital.  Still, demand continues to increase for both healthcare and education services.  Education service employment is projected to increase 2 percent next year, but health service employment (omitting the potential effect of the VA hospital) will only increase about 0.5 percent.

[image: image7.wmf]Figure 7:  Annual Percent Change in Waco MSA 
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The 2001 economic recession had as significant impact on the demand for professional and business services, with most of the impact on business services.  Figure 6 shows, however, that the Waco downturn in professional and business service employment stabilized in the fourth quarter of 2002, and it is projected to increase gradually next year. 


Figure 7 shows that Waco has experience remarkable gains in hospitality and leisure service employment over the past three quarters.  These gains are due to the increase in local facilities to house statewide visitor events as well as to service local leisure and recreation demands.  While the convention and trade show market has been in a slump it is now showing signs of recovery that will also increase the demand for local hotel and other lodging services next year.  The demand for convention services is on the rise statewide, but new facilities in Austin are expected to compete with Waco for regional demand.  The demand for drive in conventions is expected to continue to increase faster than air transport driven conventions, so that central locations along Interstate 35 will be Waco’s greatest competitors.  

Museums, botanical, and zoological gardens are major attractions to leisure time travelers, including “snowbirds” in transition to and from the upper mid west and Texas.  Waco is also a prime location for athletic events, such as the Starburst golf tournament, that attract statewide participants. 

The hospitality industry may receive a significant boost from construction of the Marriot Conference Center Hotel on the Brazos River.  The initial 19-month construction period would have an economic impact of $51.5 million on McLennan County.   Ongoing operations of the hotel and additional designation spending by overnight visitors attributed to the hotel will create additional local income over the life of the hotel with a present value of $435.9 million.  It would also serve as a catalyst for development of other properties along the river walk and enable Waco to increase its share of statewide destination spending from its current level of only 1.1 percent of the state total.
Summary and Conclusions


Recent GDP, the total value of national output of goods and services, for the second quarter of the year were revised upward to 3.3 percent, well above the consensus forecast of 1.6 percent that had predicted more sluggish performance due to the Iraq War.  The 3.3 percent rate of growth represents a significant acceleration from the 1.4 percent rate of the previous six months.


But, much of the growth in second quarter GDP was due to growth in defense spending that soared at a 44 percent annual rate.  However, consumer spending also increased faster than expected, fueled by equity refinancing and zero interest rate borrowing on automobiles, duplicating car sales performance that had previously been achieved with zero financing promotions in the third quarter of 2002.  And households have not yet received the full benefits from the tax cut on disposable income.  Although 3.3 percent is still too slow to add significantly to the national rate of employment, the economy is beginning to accelerate from a significant period of stagnation and slow recovery from the 2001 economic recession and is projected grow faster  next year. 


The Waco economy is outperforming the Texas economy in terms of employment and income growth.  An annual growth rate in employment from the household survey of over 3 percent during the past nine months has stabilized the unemployment rate despite an increase in the labor force of over 4 thousand potential workers.  Growth in population, employment, per capita income, and low interest rates have enabled Waco to achieve steady growth while other parts of the state, including Houston and Dallas, have experienced suffered.  These gains have fueled steady growth in single family housing starts and existing housing sales that will continue at much the same pace as currently exists next year.  It has also encouraged outside investment projects, such as Central Texas Marketplace.   Baylor University will to provide momentum to the construction sector as it completes present Vision 2012 projects and initiates new investments that will increase on-campus student housing. 
Household consumer confidence continues to fluctuate, but retail sales are expected to increase next year as growth momentum expands.  Inflation is unlikely to increase significantly as long as energy prices are manageable.  While higher property taxes and insurance costs have lowered disposable income, lower federal income taxes will add to real disposable household income next year.  The growing sense of optimism is most observable in recent gains in stock prices.  Higher stock prices could reinforce recovery by adding to the confidence of business investors and increase the rate of real capital spending in the economy.   The recovery is already gathering momentum locally, and I expect that it will continue to increase next year as the state and national economies expand.
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Table 5:  Waco MSA Employment and


Unemployment Rate�
�
�
�
Date�
Employment�
Unemployment�
�
�
Total�
% Change�
Rate�
Unit Change�
�
�
�
Year Ago�
�
Year Ago�
�
Monthly Data�
�
2001-Jan�
96,859�
-1.1�
3.9�
0.5�
�
Feb�
97,379�
-1.1�
3.5�
0.4�
�
Mar�
98,175�
-0.7�
3.5�
0.5�
�
Apr�
97,928�
-1.0�
3.4�
0.6�
�
May�
97,465�
-0.6�
3.5�
0.5�
�
Jun�
98,300�
-0.5�
4.6�
0.7�
�
Jul�
99,115�
0.6�
4.5�
0.9�
�
Aug�
98,269�
0.0�
4.0�
0.6�
�
Sep�
98,555�
-0.5�
3.9�
0.5�
�
Oct�
98,531�
-0.4�
3.9�
0.8�
�
Nov�
98,248�
-0.4�
4.0�
0.8�
�
Dec�
98,456�
-0.2�
3.9�
1.0�
�
2002-Jan�
96,820�
0.0�
4.7�
0.8�
�
Feb�
97,381�
0.0�
4.7�
1.1�
�
Mar�
98,350�
0.2�
4.6�
1.1�
�
Apr�
98,390�
0.5�
4.6�
1.1�
�
May�
98,426�
1.0�
4.7�
1.2�
�
Jun�
98,823�
0.5�
5.6�
0.9�
�
Jul�
99,627�
0.5�
5.3�
0.8�
�
Aug�
99,231�
1.0�
4.9�
0.9�
�
Sep�
99,807�
1.3�
4.6�
0.7�
�
Oct�
100,569�
2.1�
4.2�
0.3�
�
Nov�
100,276�
2.1�
4.2�
0.2�
�
Dec�
100,555�
2.1�
4.0�
0.1�
�
2003-Jan�
101,046�
4.4�
4.7�
0.0�
�
Feb�
100,630�
3.3�
4.7�
0.0�
�
Mar�
101,068�
2.8�
4.8�
0.2�
�
Apr�
102,011�
3.7�
4.5�
0.0�
�
May�
101,148�
3.0�
4.8�
0.1�
�
Jun�
101,933�
3.1�
5.6�
0.0�
�
Jul�
103,126�
3.5�
5.6�
0.3�
�
Aug�
102,259�
3.1�
5.4�
0.5�
�
Source:  U.S. Bureau of Labor Statistics
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Figure 4:  Waco MSA Seasonally Adjusted Quarterly Retail Sales,
 $ Millions, 1989.1- 2002.4
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Figure 3:  Waco MSA Construction Sales
$ Millions, Seasonally-adjusted
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Figure 3:  Waco MSA Construction Sales
$ Millions, Seasonally-adjusted
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Figure 2:  Waco Quarterly Manufacturing Sales 
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				447.941195039		447,941,195		436204590		447,941,195		0.9737987817

				409.923999861		409,924,000		456968750		409,924,000		1.1147645665

		2001		396.466632162		396,466,632		362891228		396,466,632		0.9153134175

				370.208773929		370,208,774		372584253		370,208,774		1.0064165931

				376.567213775		376,567,214		366700694		376,567,214		0.9737987817

				463.218336428		463,218,336		516379388		463,218,336		1.1147645665

		2002		362.766156007		362,766,156		332044730		362,766,156		0.9153134175

				393.017405222		393,017,405		395539238		393,017,405		1.0064165931

				319.275546288		319,275,546		310910138		319,275,546		0.9737987817

				381.112684929		381,112,685		424850917		381,112,685		1.1147645665
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Figure 2:  Waco Quarterly Manufacturing Sales 
$millions, 1989.1 -2002.4
Seasonally-adjusted
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