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Pennsylvania

After three consecutive years of job losses, Pennsylvania’s job growth turned positive in second quarter 2004.
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Job gains were relatively widespread across industries, though manufacturing remained weak.

¢ Despite turning positive in second quarter 2004 (See
Chart 1), Pennsylvania’s 0.2 percent job growth rate still
trailed the nation, placing it 40th among the 50 states
and the District of Columbia. The state’s retail trade,
professional and business services, education, health,
leisure and hospitality industries expanded, while
statewide job losses in manufacturing eased.

¢ Employment growth across the state’s 14 metro areas was
mixed, with eight areas adding jobs, five losing jobs, and

one remaining flat (See Chart 2).1 Williamsport led the
state in job growth, reflecting a rebound in its
manufacturing sector. The state’s two largest cities,
Philadelphia and Pittsburgh, straddled the break-even
line. Philadelphia was supported primarily by growth in
professional, health and education services, while
Pittsburgh was weighed down by weakness in business
services, transportation, and warehousing.

Home appreciation is below the nation in most parts of the
state.

e Home price growth in most of Pennsylvania’s cities
underperformed the nation in second quarter 2004 (See
Chart 3). Though Philadelphia and Allentown continued
to exceed the national average, all others grew more
slowly. Appreciation rates in both Altoona and
Johnstown slowed from first quarter, and along with Erie,
are under four percent growth per year. Not only are these
areas less densely populated, they are also adding jobs very
slowly, if at all.

FDIC-insured institutions headquartered in Pennsylvania
reported stable profitability.

¢ Pennsylvania’s median return-on-assets was essentially
unchanged in second quarter 2004, largely the result of a

flat net interest margin.”

1Pennsylvania MSAs are abbreviated as follows: Allentown, ALL; Altoona, ALT; Erie, ERI;
Harrisburg, HAR; Johnstown, JHN; Lancaster, LAN; Philadelphia, PHI; Pittsburgh, PIT; Reading,
REA,; Scranton--Wilkes-Barre, SWB; Sharon, SHR; State College, SCL; Williamsport, WMT, York,
YRK.

%ncludes FDIC-insured institutions headquartered in Pennsylvania excluding banks less than three
years old and credit card banks, unless otherwise noted.

Chart 1: Aggregate Job Growth in Pennsylvania
Turned Positive for the First Time in Three Years
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Data are three month moving average year-over-year growth.
Source: Bureau of Labor Statistics/Haver Analytics

Chart 2: Second Quarter Job Growth Varies
Across PA Metro Areas
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Red bars denote job growth deceleration from 1Q 2004, blue bars denote
acceleration from 1Q 2004.
Source: Bureau of Labor Statistics/Haver Analytics

Chart 3: Philadelphia Home Price Growth Leads
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Note: Data as of second quarter 2004.
Source: Office of Federal Housing Entrprise Oversight.
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Funding costs may rise from record lows in coming
quarters.

Funding costs declined for the 14 straight quarter, and
at 1.86 percent, reached their lowest point on record in

second quarter 2004.% However, the pace of reduction
slowed, consistent with the rise in short-term interest
rates that began in April 2004. In fact, an increasing share
of FDIC-insured institutions headquartered in
Pennsylvania reported higher funding costs during this
quarter (See Chart 4). Depending on the degree of
sensitivity of bank deposit rates to increases in market
interest rates, more insured institutions likely will report
higher funding costs in future quarters.

Credit quality improved in second quarter 2004.

¢ The median loan delinquency ratio declined in second
quarter 2004, hitting a multi-year low of 1.42 percent and
remaining below the national ratio of 1.59 percent.
However, credit quality in western Pennsylvania is less

favorable than that in the rest of the state (See Chart 5).4
Generally softer employment trends in western
Pennsylvania, the manufacturing-dependent part of the
state, may contribute to weaker credit quality trends.

Small business lending may be poised to grow.

¢ Consistent with national trends, growth in small
commercial and industrial (C&I) loans among
Pennsylvania’s community banks has been modest for the

past several years.” An overall favorable housing market
in the state has translated into comparatively higher
growth in loan categories such as construction and home
equity loans (See Chart 6). However, prospects for
increased C&l lending may be aided by business formation
trends. The business formation rate in Pennsylvania was
11.6 percent in 2003, compared with 10.1 percent for the
nation.

e Nationwide, prospects for C&I loan growth also may be
improving evidenced by growing business investment and
the positive view by small business owners of future
operating conditions. For discussion of C&l lending trends

nationwide, see FDIC Outlook, Fall 2004.

3Data collected since first quarter 1984.

4\Vestem Pennsylvania” is defined in this article as the metropolitan statistical areas (MSAs)
of Altoona, Erie, Johnstown, Pittsburgh, and Sharon, and counties surrounding these MSAs.
“Eastern/Central Pennsylvania” is defined as the MSAs of Allentown, Harrisburg, Lancaster,
Philadelphia, Reading, Scranton, State College, Williamsport, and York and surrounding counties.
5"Community banks” are defined as insured institutions that hold less than $1 billion in total
assets. This definition excludes credit card banks and banks less than three years old.

Chart 4: An Increasing Share of Pennsylvania's
Insured Institutions Report Higher Cost of Funds
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Note: Data excludes banks less than three years old and credit card specialists.
Source: FDIC

Chart 5: Credit Quality Improves in Second Quarter
2004, but Remains Weaker in the West
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Source: FDIC

Chart 6: Small Business Loan Growth Has Moderated
as Housing Has Taken Center Stage
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Note: Data as of June 30th for insured institutions with total assets less than $1
billion, excluding credit card banks and banks less than three years old. Small C&I
loans are loans with original amounts below $250 thousand.

Source: FDIC
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Pennsylvania at a Glance

General Information Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Institutions (#) 263 216 288 298 310
Total Assets (in thousands) 313,541,829 297,421,292 274,395,831 258,358,177 274,295,338
New Institutions (# < 3 years) 9 10 14 19 16
New Institutions (# < 9 years) 28 28 30 2 26
Capital Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Tier 1 Leverage (median) 9.14 8.94 8.97 9.21 9.41
Asset Quality Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Past-Due and Nonaccrual (median %) 1.34% 1.50% 1.53% 161% 141%
Past-Due and Nonaccrual >= 5% 17 25 2 21 2
ALLL/Total Loans (median %) 1.12% 1.14% 1.10% 1.05% 1.05%
ALLL/Noncurrent Loans (median mulfiple) 1.51 143 1.38 143 1.75
Net Loan Losses/Loans (aggregate) 0.30% 0.32% 0.41% 0.40% 0.22%
Earnings Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Unprofitable Institutions (#) 18 16 25 26 21
Percent Unprofitable 6.84% 5.80% 8.68% 8.72% 6.77%
Refurn on Assets (median %) 0.83 0.93 0.97 0.8 091
25th Percentile 0.58 0.64 0.59 0.56 0.63
Net Interest Margin (median %) 3.41% 3.4% 3.63% 351% 3.1%
Yield on Earning Assets (median) 5.24% 5.71% 6.58% 7.50% 7.59%
Cost of Funding Earning Assets (median) 1.87% 2.32% 2.97% 4.03% 3.92%
Provisions to Avg. Assets (median) 0.07% 0.08% 0.10% 0.08% 0.09%
Noninterest Income to Avg. Assets (median) 0.48% 0.48% 0.46% 0.46% 0.43%
Overhead to Avg. Assets (median) 2.52% 2.48% 2.53% 2.56% 2.55%
Liquidity/Sensitivity Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Loans to Deposits (median %) 71.21% 75.01% 7841% 80.47% 83.45%
Loans to Assets (median %) 59.83% 58.22% 62.62% 63.27% 65.60%
Brokered Deposits (# of Institutions) 4 4 34 28 31
Bro. Deps./Assets (median for above inst.) 1.69% 1.22% 2.09% 1.64% 257%
Noncore Funding to Assets (median) 18.56% 18.00% 17.33% 16.68% 17.00%
Core Funding to Assets (median) 69.54% 70.35% 70.74% 70.70% 71.31%
Bank Class Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
State Nonmember 64 63 67 64 66
National 75 80 80 87 9%
State Member 25 29 29 31 32
S&lL 25 31 34 35 36
Savings Bank 22 23 2 3 2
Stock and Mutual SB 52 50 51 50 50
MSA Distribution # of Inst. Assets % Inst. % Assets
Philadelphia PA-NJ PMSA 68 61,454,182 25.86% 19.60%
No MSA 65 32,400,214 24.11% 10.33%
Pih‘sburgh PA 42 121,026,535 15.97% 38.60%
Harrisburg-Lebanon-Carlisle PA 19 12,109,687 1.22% 3.86%
Scranton--Wilkes-Barre--Hazelton PA 14 5,269,747 5.32% 1.68%
Allentown-Bethlehem-Easton PA-NJ 13 6,450,074 4.94% 2.06%
Lancaster PA 8 9,889,969 3.04% 3.15%
Johnstown PA 8 2,361,240 3.04% 0.75%
Reading City PA 7 53,760,792 266% 17.15%
York PA 4 1,170,508 1.52% 0.37%
Williamsport PA 4 1,146,033 1.52% 0.37%
Altoona PA 4 642,166 1.52% 0.20%
Sharon PA 3 4,966,084 1.14% 1.58%
Erie PA 3 617,663 1.14% 0.20%
State College PA 1 276,935 0.38% 0.09%
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