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New England
•	 New	England’s	economy	is	expected	to	grow	by	an	average	of	1.6%	over	the	next	two	years,	but	this	will	mask	di-

vergence	within	the	region.	Mass.	will	lead,	with	R.I.,	Conn.	and	N.H.	forming	the	middle	of	the	pack,	and	Me.,	and	
Vt.	lagging	yet	again	but	accelerating	from	a	very	weak	year	on	the	back	of	stronger	wage	gains	and	consumption.

Middle Atlantic
•	 Expansion	will	remain	modest	in	the	Middle	Atlantic	with	growth	averaging	1.8%	over	the	next	two	years.	After	several	

lackluster	years,	growth	has	finally	picked	up	in	N.J.	Weaker	performance	of	tourism,	trade	and	finance	industries	will	
restrain	growth	in	N.Y.,	while	the	expansion	in	Pa.	will	be	held	back	by	the	slowdown	in	the	mining	sector.

  Upper South Atlantic
•	 After	years	of	underperformance,	the	Upper	South	Atlantic	will	outperform	the	nation	this	year	and	next	with	growth	

averaging	2.4%.	The	D.C.-Md.-Va.	economy	stands	to	benefit	from	some	rebound	in	federal	spending	over	the	next	
two	years,	while	N.C.	will	continue	to	truck	along	despite	the	impact	of	the	higher	dollar	on	state	manufacturers.

  Lower South Atlantic
•	 The	Lower	South	Atlantic	will	maintain	the	pole	position	in	TD’s	footprint,	with	growth	averaging	2.8%	this	year	and	

next.	Fla.	will	lead,	but	its	economy	faces	risks	stemming	from	the	lofty	greenback.	S.C.	will	keep	pace	with	the	nation	
with	its	high	export	dependence	balanced	by	strong	demand	for	transportation	and	domestic	elements.	
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U.S. Macro Themes	
•	 Weak	global	 growth	and	an	elevated	greenback	 remain	

headwinds	for	the	U.S.	economy,	but	this	is	more	than	offset	
by	robust	labor	market	and	domestic	demand	fundamentals.

•		 This	divergence	 in	drivers	will	 result	 in	an	economy	that	
will	continue	to	expand	within	a	range	of	2.0-2.5%	over	the	
next	two	years.

•		 The	jobless	rate	should	continue	to	drift	 lower	alongside	
firming	underlying	inflation	pressures.	The	combination	will	
prompt	the	Fed	to	continue	to		normalize	policy.	We	expect	
the	fed	funds	target	rate	to	rise	two	more	times	this	year.

•		 For	additional	national	details,	see	TD	Economics’	Quarterly	
Economic	Forecast.

@TD_Economics

2016 REAL GROSS DOMESTIC PRODUCT FORECAST 

Source:	TD	Economics.	Forecast	as	of	March	2016.	

National 2.4 2.0 2.3 2.1 1.8 1.5 5.3 4.8 4.6 1,106 1,200 1,357 5.0 5.2 4.5

New	England 1.4 1.6 1.5 1.3 1.2 1.1 4.9 4.5 4.0 29 32 34 3.1 3.4 3.1

Middle	Atlantic 1.5 1.7 1.9 1.4 1.3 1.2 5.3 4.6 4.4 104 92 102 3.3 4.8 3.7

Upper	South	Atlantic 2.2 2.3 2.5 1.8 2.1 1.8 5.3 5.0 4.7 111 120 133 2.4 4.1 4.5

Lower	South	Atlantic 3.2 2.9 2.9 3.2 3.0 2.5 5.6 5.0 4.8 174 210 237 6.9 7.5 5.9
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NEW ENGLAND (CT, MA, ME, NH, RI, VT)

Connecticut: Economic engine remains lukewarm  

The economic recovery has been anemic in Connecticut, 
with both employment and GDP still below pre-recession 
levels. After starting last year on a solid footing, employ-
ment growth slowed in the second half of 2015, averaging 
0.7% for the year as a whole (see Chart). Slower job growth 
has led to some upward pressure on the jobless rate, but we 
do not expect this trend to continue. In fact, we are more 
optimistic on economic growth for the state, which should 
average 1.3% in 2016 and 1.5% in 2017. This is well short 
of the national metric, but more than triple the pace of the 
recovery thus far.  

The outperformance of GDP vis-à-vis payrolls is related 
to improvement amongst several high-value-added indus-
tries. Hiring has accelerated in areas such as information, 
real estate & leasing and financial services. Moreover, while 
still relatively small, the biotech sector continues to expand. 
These dynamics are helping push wages higher. In fact, after 
remaining virtually flat since 2008, wage growth was up 
4.1% y/y at the end of last year, well ahead of the national 
gain. Wages are up an even more impressive 7% in private 
service industries. Alongside lower energy costs, improved 
wage growth will support consumer spending, giving a much 
needed boost to the economy and the housing market. 

While some green shoots are appearing, the legacy of the 
protracted labor market recovery, particularly within higher-
paying industries, continues to weigh on the housing market 
and state finances. Despite raising taxes, the state has been 
running structural deficits for the past several years. This 
year, the state’s budget is estimated to be $260 million in the 
red, prompting spending cuts to social and health care and 

education services. The budgetary shortfall for FY2016-17 
is expected to be even larger, and will lead to additional 
cuts to program spending and reductions in state & local 
government payrolls. Making matters worse, Connecticut’s 
financial troubles extend to long-term obligations. The state 
pension fund has the third lowest ratio of assets-to-liabilities 
in the nation. This precarious state of Connecticut’s public 
finances is casting a dark shadow over its economy, given 
the higher risk of tax hikes in the future. This has prompted 
both corporate and personal relocations. For the first time 
since 1992, state population has declined for two consecu-
tive years now. A few weeks ago, the state also lost a key 
corporate resident, with General Electric soon moving its 
headquarters from Fairfield to nearby Boston. 

Massachusetts: Growth backed by solid fundamentals 

Massachusetts economy remains one of the best per-
forming in the Northeast, and will continue to outshine 
its New England peers over the forecast horizon, thanks 
to its well-diversified economy, growing tech sector and 
relatively faster population growth. That being said, given 
its earlier start to the recovery, the Mass. economic cycle is 
beginning to move to a more mature stage. The labor market 
has tightened substantially with the jobless rate dropping 
to just 4.7% in January. The lack of labor market slack is 
pressuring wages higher, which are up 3.7% y/y.  This will 
make it more costly for employers. As such, we expect the 
pace of hiring to slow from 2% towards a 1.5% average over 
the next two years. Economic growth will also tick down 
to 1.9% this year and 1.7% in 2017 – below the national 
average but still healthy given fundamentals.

Massachusetts’ well educated workforce and dynamic 
high-tech and bio-tech sectors continue to attract both 
startups and established companies wanting to be closer to 
the talent pool, venture capital and government incentives. 
While the recent wave of corporate relocations has been con-
centrated primarily among pharmaceutical and life sciences 
companies, it is spreading to other technology-intensive 
sectors. Earlier this year General Electric announced plans 
to move its headquarters and 800 employees to Boston. Last 
year was also a banner one in terms of venture capital invest-
ment, which was up 23% relative to a year earlier. Expan-
sion in the high-tech sector provides significant spillovers 
for the rest of the economy. As a result, job gains remain 
broad-based, spanning most industries.

That being said, the outlook is not without uncertainty. 
Key risks include fiscal restraint  at the state level as well as 
a potential slowdown in venture capital flow. Last year ended 
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with a whimper, with the venture capital raised in Q4 of 2015 
down 45% relative to a year ago.  And, financial markets 
kicked off the year on a shaky footing, particularly in high-
tech and pharmaceutical segments. Flows can be volatile, 
but the downshift in funding underscores the potential risks 
to the sector. Another risk to technology jobs stems from the 
recent acquisition of Hopkinton-based EMC by Dell, which 
could result in cost-savings and layoffs. 

Tighter state fiscal conditions may also pose a direct 
headwind to job creation (see Chart). Mass. is facing a 
budget gap in FY2016-17, and the governor has proposed 
freezing spending on most programs, with total spending to 
advance by 3.5% - considerably lower than the 5.7% average 
over the last four fiscal years. If adopted, these measures will 
likely restrain job creation in the public sector, and could also 
slow hiring in health care, social assistance and education. 

Maine, Vermont, New Hampshire: Consumers to open 
the purse strings  

Economies of Maine, Vermont and New Hampshire 
stalled last year. Economic activity was unchanged in 
Vermont, and contacted by 0.3% and 0.1% in Maine and 
New Hampshire, respectively. Severe winter weather in 
early-2015 was the main culprit, with real GDP contracting 
by nearly 10% (annualized) in 2015Q1. The soaring U.S. 
dollar did not help, resulting in a relatively muted rebound 
in the subsequent quarters. All three states have significant 
trade linkages with Canada, with a sizeable depreciation of 
the Canadian dollar weighing heavily on exports of goods, 
as well as services, such as tourism. 

The Canadian trade exposure is particularly large for 
Maine and Vermont, where merchandise exports north (and 

east) of the border account for 47% and 36% of exports, 
respectively. In Vermont, goods exports represent 12.4% 
of state GDP – the highest share in the Northeast – mak-
ing the economy quite exposed to trade. As such, the 13% 
decline in nominal exports, related to a one-third decline 
in Canadian shipments have undoubtedly weighed on the 
Vermont economy. Maine’s exposure is smaller as far as 
merchandise exports, with most of the currency headwinds 
manifesting on tourism activity.

The dollar-related adjustment is likely to persist, but the 
worst of the impact should fade as the year rolls forward.  
Additionally, the region will have a tailwind from stronger 
consumer spending. Labor markets have tightened sub-
stantially, as even moderate job gains are enough to absorb 
slack in a shrinking labor force. This has put pressure on 
wages across the three states (see Chart). Additionally, lower 
gasoline and heating costs will provide a boost to household 
finances. Savings will be especially pronounced in Me., 
where over 70% of households rely on oil as their primary 
source of heat. On average, such households were expected 
to spend $459 less on heating during this past winter. Rising 
disposable incomes will underpin stronger growth in con-
sumer spending, and help to support local housing markets. 
Housing will also benefit from rising demand for vacation 
homes as the national economy continues to strengthen. 
Moreover, the slowdown in international visitors will be 
partially offset by rising demand from domestic travelers, 
supporting local retail and leisure & hospitality industries. 
All told, we expect growth to strengthen moderately in 2016, 
with real GDP advancing by 0.6% in Me, 0.8% in Vt. and 
1.3% in N.H.
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MIDDLE ATLANTIC (NJ, NY, PA)

New Jersey: Skies finally clearing 
After several lackluster years, the pace of economic 

expansion appears to be picking up in the Garden State. 
The economy grew by the fastest pace since 2012 last year, 
with GDP growth clocking in at 2%. Job creation has also 
strengthened considerably last year, with payrolls advanc-
ing by 1.4% – the best annual gain in 15 years. That being 
said, not everything is hunky-dory. Many of the state’s 
numerous challenges, including strained public finances, 
shrunken pharmaceutical and securities industries, as well 
as a substantial foreclosure inventory still loom over the 
economy. Fortunately, the worst is in the rearview. As a 
result, the economy is expected to maintain its near-2% pace 
of expansion over the next two years, advancing by 2.1% 
this year and 1.9% in 2017. 

Improving economic conditions are helping to accelerate 
the state’s protracted housing recovery. The seriously delin-
quent mortgage rate remains more than double the national 
metric, but is down 2.2 percentage points as strengthen-
ing demand reduces the foreclosed inventory. In January, 
single-family home sales were up by an impressive 20% 
y/y. Some of the strength could be related to a very mild 
winter vis-à-vis last year. But, fundamentals are moving in 
the right direction and conditions in the single-family mar-
ket are expected to tighten further in the coming months. 
Meanwhile, conditions are already quite tight in the multi-
family segment. Inventory is currently some 5.9 months 
of current sales, or slightly tighter than a balanced market. 
With homes in nearby NYC increasingly out of reach, de-
mand for affordable housing near the Big Apple continues 
to grow, bolstering sales and new construction projects in 

the multi-family segment, particularly in northern NJ. As a 
result, construction and the related real estate industries are 
expected to contribute strongly to economic growth. 

Construction is also benefiting from rising demand for 
industrial real estate, such as warehouses and data centers, 
which is expanding thanks to the boom in online sales, 
electronic trading, and proximity to major urban centers. 
N.J. is within a day’s drive from 40% of the U.S. population, 
prompting many retailers to set up distribution centers in the 
state. As a result, while growth in nationwide transportation 
& warehousing payrolls has slowed, hiring has held up better 
in the Garden State (see Chart). Going forward, trade and 
transportation industries are expected to remain important 
engines of jobs and growth, helped along by the increasing 
volume of online sales and rising demand for imports. 

New York: External headwinds cool growth  
After some setbacks last year, the Empire State’s eco-

nomic expansion continues at a moderate pace. But growth 
is becoming increasingly bifurcated. Domestically oriented 
industries, such as construction, healthcare, and professional 
& business services, should continue to fare well (see Chart). 
On the other hand, through New York City’s role as a major 
transportation, tourism and financial hub, the economy will 
continue to face international headwinds. The impact of a 
strong greenback, slowing global growth and underwhelm-
ing financial market performance already materialized last 
year, slowing growth to 1.1%. These trends will continue in 
the near term, keeping this year’s expansion modest at 1.8%. 

The Big Apple remains the most visited U.S. city by 
international travelers, but a strong dollar and economic 
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malaise in a number of key countries is taking a bite out 
of spending. This will weigh on hiring in retail and leisure 
& hospitality, as well as hotel occupancy and room rates, 
particularly in the luxury segment. This reflects both weaker 
demand from international travelers, as well as the substan-
tial increase in supply in recent quarters. Easing demand 
from international buyers and rising for-sale inventory are 
also weighing on activity in New York’s high-end real estate 
market, with prices and sales of the top-20% Manhattan 
homes down from a year ago. On the bright side, domestic 
tourism is picking up. However, domestic travelers tend to 
spend less per visit and will provide only a partial offset to 
the weakness in international tourism revenues. 

Arguable, a bigger risk stems from its large financial sec-
tor. Global financial markets have been increasingly rocky, 
impacting Wall Street profitability. Profits and bonuses in 
NYC’s securities industry both declined last year, and could 
disappoint again in 2016. A number of major banks have 
already announced layoffs, with Morgan Stanley expected to 
cut a quarter of its fixed income and currency trading staff. 
Importantly, bank profits remain under pressure due to the 
low interest rate environment. 

Notwithstanding these soft spots, the N.Y. labor market 
continues to fare well. The jobless rate has fallen below the 
national metric despite faster labor force growth. Hourly 
wage growth has also picked up. Most of the strength has 
been found in more domestically-oriented sectors. Health-
care is in the midst of the strongest expansion on record, and 
office-using occupations, such as professional & business 
services and TAMI (technology, advertising, media and in-
formation) continue to add jobs at a robust pace. Meanwhile, 
the construction and real estate & leasing industries will con-
tinue to benefit from a broad expansion in commercial real 
estate. Multi-family permits have nearly doubled since last 
year, as builders rushed to secure them ahead of expiration 
of a tax abatement program in NYC. A repeat performance 
is unlikely, but there are enough projects in the pipeline to 
support activity for some time. The economy could get an 
additional boost should Gov. Cuomo’s $100 billion infra-
structure proposal get approved by the Legislature. 

Pennsylvania: Goods sector blues
The Keystone State economy will chug along at a modest 

1.4% pace this year. Weak demographic fundamentals and 
strained public finances continue to weigh on the economy’s 
running pace. Additionally, growth will be increasingly 
limited by dwindling support from natural gas extraction. 
Mining sector output has grown by 150% during the recov-
ery, directly generating about one-fifth of economic growth. 
However, the industry has become a victim of its own suc-

cess, as rapidly rising production and a warm winter have 
weighed on prices, stalling natural gas investment and lead-
ing to job cuts. Industry payrolls are 25% lower than they 
were a year ago, and, for the first time since 2008, output is 
expected to contract by about 12% this year. 

Slower drilling activity could soon begin to hit state and 
local government revenues. This may compound an already 
challenging environment whereby a six month budget stale-
mate has only recently been partially dealt with through a 
stopgap plan last December . The measure is a relief to many 
public sector agencies, which previously relied on borrowed 
funds, but will still only partially fund government spending 
during the current fiscal year. Moreover, the key issues of 
state pension liabilities and potential tax hikes have not been 
resolved, with talks and uncertainty extending into 2016. 

Despite the headwinds emanating from the mining and 
public sectors, private service providers should fare better, 
keeping the economic engine warm. Health care and edu-
cation will remain the backbone of the state economy. The 
office-using occupations, such as professional & technical 
services, real estate rental & leasing, information and man-
agement of companies & enterprises will be other key con-
tributors to growth. The leisure & hospitality sector should 
also lend a hand. Lonely Planet has named Philadelphia 
the top U.S. destination to visit in 2016.  And, low gasoline 
prices and rising incomes will also help attract more domes-
tic travelers to a downtown that is undergoing a renaissance. 
Tourist dollars will help support a building boom that has 
manifested in recent quarters in the Center City. The pace 
of construction lags behind New York or Boston, but it will 
nonetheless continue to provide a welcome tailwind for the 
metro economy. 
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UPPER SOUTH ATLANTIC (DC, DE, MD, NC, VA, WV)

North Carolina: Keep on trucking
The North Carolina economy continues to advance at a 

good clip, outpacing the nation for over two years. This trend 
is expected to continue this year and next. The unemploy-
ment rate has been trending lower, but will likely remain 
above the pre-recession sub-5% trough due to a steady influx 
of entrants into the labor force that is twice the national pace. 
Nonetheless, the labor market is tight, and this is manifesting 
in higher wages. After remaining flat in the 2013 to 2014 
period, hourly earnings are up 4.5% from last year.

Nonfarm payrolls are growing by a robust 2.5% y/y with 
strength especially pronounced in several high value-added 
service sectors. Strong hiring in professional and technical 
services has increased payrolls in the state by 5.6% rela-
tive to last year. This is well above the 3.5% y/y gain seen 
nationally and the state continues to successfully attract 
new innovative businesses to its growing high-tech sector 
(see chart). Data analytics firm, LexisNexis, is the latest 
to announce staff additions at its new “Software Center of 
Excellence” in the heart of N.C. State University’s Centen-
nial Campus in Raleigh.

Another high value-added sector that’s outperforming 
is finance & insurance. Hiring in the sector is up 3.2%, or 
nearly double the national growth. It is up an even more 
impressive 5% y/y around the Charlotte area, where much 
of the industry is concentrated. Finance in the Tar Heel State 
is more leveraged to the credit cycle, unlike New York’s 
more securities-exposed industry. As such, the state has 
benefited from improving credit growth amongst households 
and businesses. 

The one soft spot in the North Carolina economy is the 

manufacturing sector. The sector appeared resilient for most 
of last year despite the high-flying dollar and lukewarm 
global growth, but has slowed substantially at the end of 
2015. To make matters worse, several employers recently 
announced layoffs with Daimler Trucks’ expected to cut 
more than 1,200 jobs in Gaston and Rowan. The manufac-
turing sector is still contributing to the overall jobs tally, but 
the external environment will likely continue to weigh on 
sectoral hiring over the coming months. All told, any weak-
ness in manufacturing should be more than offset by North 
Carolina’s high-skilled services sectors, allowing the state 
economy to continue to outpace the national, with growth of 
2.6% and 2.5% projected for 2016 and 2017, respectively.

Delaware: Tourism boosts local economy
The Delaware economy expanded at a healthy 2.1% pace 

last year, on the back of a strong performance in nondurable 
manufacturing, finance & insurance, and real estate indus-
tries. The outlook for the First State remains optimistic. 
Nonfarm payrolls kicked off the year on a strong note and 
are up a robust 2.8% y/y in January, led by hiring in leisure 
& hospitality and construction sectors. Importantly, the 
gains are broad-based with all but retail and government 
exhibiting robust growth. 

Leisure and hospitality sector payrolls have risen by 7.3% 
y/y in January, the fastest pace of growth in nearly five years 
(see chart). The industry is benefiting from increased tour-
ist arrivals, which are reaching new heights. Rising visitor 
numbers are shoring up activity across the state’s strug-
gling casinos, helping provide some stabilization in casino 
winnings. Despite rapidly increasing competition from the 
online gaming industry and brick-and-mortar casinos across 
the Northeast, Delaware’s Dover Downs finally turned a 
profit in 2015 after reporting losses in the prior two years. 
Developers are taking cue from these developments with 
plans for two new large hotels to be built in Wilmington’s 
Riverfront area. 

Residential construction activity is also increasing. 
Homebuilders broke ground on nearly 6,000 homes at the 
end of last year – the highest level since late 2007. Also, the 
start of construction on the new U.S. Route 301 this month 
should spur growth, particularly in New Castle County. 
Shorter commute times may also attract new residents to the 
fastest growing region in the First State. Still, Delaware’s 
economic knight in shining armor is its large financial sec-
tor. Revolving credit growth continues to accelerate, boding 
well for credit card issuers that have made the state home. 
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All told, we expect economic growth to average 2.5% over 
the 2016/17 period, reflecting a slight outperformance to  
the national pace.

D.C.-Md.-Va.: On to greener pastures
The economies surrounding the national capital region 

are showing signs of improvement, as adverse effects from 
past federal spending cuts abate. Abundance of high-skilled 
labor has proven a boon, attracting firms looking to utilize 
the region’s human capital and take advantage of relatively 
low office rents. This is translating into robust job growth, 
particularly in the professional, technical, and scientific 
service sector. In stark contrast to the declines of recent 
years, the sector is growing by over 3% across the region, 
with strength particularly apparent in Va. The direct effects 
of this rebound, coupled with secondary impacts of rising 
incomes, have lifted overall job growth to 2.0%, with the 
region outpacing national gains for the first time in five 
years (see chart).

In an effort to champion these developments, diversify 
their economies, and reduce dependence on the federal gov-
ernment, Va. and Md. are making strides in establishing more 
business-friendly environments. Gov. McAuliffe’s recently 
proposed biennial budget includes an outright corporate 
income tax cut of 0.25% to 5.75%. Similarly, Gov. Hogan’s 
annual budget includes provisions for a tax credit of $14mn 
for the flourishing biotechnology and cybersecurity sectors. 
Cybersecurity companies are already taking well to these 
developments with Md.’s Tenable Network Security an-
nouncing plans to increase its staff by 25% this year. Venture 
capitalists are also taking notice and investment will likely 
ramp up in both these sectors over the forecast horizon.

Furthermore, the region stands to benefit from recent 

developments on the federal spending front. The omnibus 
appropriations bill that was passed in Congress just before 
Christmas added an additional $50 billion in federal spend-
ing to FY2016 as a result of the bi-partisan budget deal. 
Spread equally between defense and nondefense spending, 
the additional dollars are expected to have a positive im-
pact given that the federal government remains the largest 
employer in the region. 

Improving prospects in the labor market bode well for 
housing. Slowly, but steadily, demand for housing is increas-
ing and this is starting to flow through to prices. Home prices 
are rising by over 3% in D.C. and about 2% in Va. Prices in 
Md., up just 1% y/y, are lagging, but mark an improvement 
over the declines experienced last year. New construction is 
also looking up, with real estate and construction payrolls 
growing by 6.5% and 2.2%, respectively, suggesting that 
activity in this sector is improving. 

All told, after several difficult years, the outlook for the 
region is bright. After five years as a laggard, the DMV 
economy is expected to keep pace with the nation this year, 
growing by about 2.1%. Looking further out, while there re-
mains some uncertainty as to the allocation of the additional 
$30 billion in federal spending in FY2017, we believe the 
funds will further benefit the region and expect growth in 
2017 to accelerate to around 2.5% across the region.
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LOWER SOUTH ATLANTIC (FL, GA, SC)

Florida: Domestic strength dominates

The Sunshine State continues to expand at a strong clip. 
For the past three years, economic growth has consistently 
outpaced that of the nation, and this pattern will persist with 
a 3% pace expected for this year and next. 

Robust hiring within the private sector is to credit for 
total nonfarm payrolls rising by 3.5% over the past year.The 
strong job growth is pulling people back into the workforce. 
Labor force growth accelerated to 1.7% y/y in January, its 
fastest pace in nearly five years. Nonetheless, the unemploy-
ment rate has continued on its downward descent, falling to 
just 5% in January. We anticipate the jobless rate will fall 
even lower, averaging 4.7% by 2017 as broad-based employ-
ment gains continue on the back of solid domestic demand. 

Favorable labor market dynamics are finally manifesting 
into solid wage gains. Average hourly earnings are up 3% 
y/y. This is the fastest pace in six years (see chart). Strong 
wage and job gains will lead to increased spending, while 
also supporting a housing market that has yet to claw back 
from the downturn. Home price are still 25% below peak 
levels, but this gap should narrow on continued price gains 
(see chart). Prices are increasing in near double-digit terri-
tory, and are motivating home-builders to ramp up produc-
tion. Permitting activity is nearing 130,000 annualized, with 
more to come as population growth accelerates. Still, further 
supply should cause price growth to decelerate, ensuring 
affordability metrics remain good.

In order to cope with higher activity, construction firms 
are hiring en masse with payrolls rising by 7.3% from last 
year (see chart). The real estate and the finance sectors are 

also receiving a boost, as housing market activity improves. 
Payrolls are growing by 3.6% and 2.1%, respectively, and 
these sectors will continue to support overall jobs growth 
as the housing recovery proceeds. Most recently, Ernst 
and Young announced that it will be adding 450 jobs to its 
Jacksonville offices, while online lending firm, CircleBack 
Lending, tripled its office-space in Boca-Raton earlier this 
year, indicating that the firm may be planning to increase 
its workforce in the near-term. 

The one real risk that Florida will continue to face stems 
from the elevated greenback and economic malaise in 
countries that originate many of its visitors. Together these 
may manifest negatively on the tourism industry. Overseas 
arrivals were down by 1% last year, while Canadian arriv-
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als were 1.5% lower, with more pain likely to come still. 
Nonetheless, domestic arrivals account for close to 90% of 
the overall visitor tally and should increasingly offset the 
losses resulting from fewer international tourists. As a result, 
leisure and hospitality payrolls remain robust, growing by 
4.5% y/y, and there are no signs of slowing with several 
major theme parks announcing plans for further expansion 
over the medium term. All told, the economy should continue 
to handsomely outpace national growth this year and next, 
averaging 3.2% and 3.1% in 2016 and 2017, respectively. 

South Carolina: Planes and tourism to the rescue

The Palmetto State economy continues to speed along. 
Employment gains are averaging 2.3% y/y – outpacing the 
national – and are more than enough to reduce slack in the 
labor force. The jobless rate has already fallen to 5.5%, a 
15 year low (see chart). Unemployment should continue to 
push lower over the coming quarters despite the decelerating 
payroll growth. Job gains have slowed somewhat as red-hot 
gains in externally exposed sectors, including manufacturing 
and transport, cooled in recent months.

The South Carolina economy is the fourth most export-
exposed nationally. As such, external developments play an 
outsized role in determining activity in the tradable goods 
sector in the state. Recent global weakness coupled with a 
highflying dollar have taken a toll on the external sector. In 
January, goods exports declined on a year-over-year basis 
for the first time in nearly three years (see chart). Some 
near-term weakness may persist, but overall merchandise 
exports should remain supported by strength in transport 
equipment. Shipments of these are up nearly 27% on the 
year, with Boeing’s long passenger order book keeping S.C. 
factories humming for years to come.  

More domestically oriented sectors such as tourism and 
retail are faring much better. They are getting a boost from 
lower gas prices, as well as falling unemployment. Leisure 
and hospitality payrolls have risen by nearly 4% on aver-
age over the past year as domestic tourism activity ramped 
up. This has spurred on more tourism-related investments 
which totaled over $1 billion last year, roughly in line with 
that of the prior year. Importantly, gauges of tourism activ-
ity such as hotel occupancy and revenue per available room 
(RevPAR), as well as fees collected at state parks are all on 
the rise. These trends should continue as higher incomes 
boost American consumers’ discretionary spending.

The state housing market is also exhibiting a fair bit of 
strength. Home prices are rising by 8% y/y and have re-
cently reached their pre-recession nadir. Homebuilders are 
ramping up construction on the back of stronger demand, 
with S.C. population growth accelerating to an eight-year 
high last year. Housing permits have continued to improve, 
particularly in the single family segment, and should top 
30,000 units this year. The increased activity is supportive 
of construction payrolls, which are growing by a robust 6%. 
These positive trends in housing will continue as the state 
attracts an increasing number of migrants and the labor 
market heals further. 

There is no doubt that S.C. faces external challenges 
as the most export-exposed state in the East Coast. Manu-
facturers will not be immune to the global slowdown but 
will nonetheless be supported by a good mix of high-value 
products and strong domestic demand. The latter will also 
manifest in the non-tradable sectors of the Palmetto State 
economy. Overall, we expect growth to slow from the 2.6% 
pace in 2015 to a still-solid 2.3% and 2.2% pace over 2016 
and 2017, respectively. 
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