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INTRODUCTION

The Thurston Economic Development Council is proud to present the 2012 Thurston
Economic Vitality Index (EVI). As in previous years, this fifth anniversary EVI provides an
annual snapshot of local economic conditions, and a multi-year trend analysis for selected
industry sector activity, residential housing, labor and income, and local business and
consumer confidence. It also provides insights into our creative sector vitality and, for the
first time, current information and forecasts related to local income, occupations, business
establishments and exports. These new data points were derived from the recently-
completed Pacific Mountain Region Targeted Industry Cluster Analysis, now available on the
EDC website.

The Index is produced by the Thurston Economic Development Council in collaboration
with St. Martin’s University and ] Robertson and Company on behalf of local business and
community leaders, as well as those who may be considering Thurston County as a place to
call home in the future. The full annual report and quarterly updates for the leading index
indicators and consumer confidence levels can be viewed online at www.thurstonedc.com.

*Trend data are provided for the most recent year available at the time the EVI was assembled.

SO, HOW ARE WE DOING?

Overall, it appears local economic conditions are looking a bit rosier after several difficult years.
Results from the most recent Thurston Consumer Confidence Survey provide the strongest
indication that we’re moving in the right direction. Consumer confidence as we near the end
of 2012 is at the highest level we’ve seen since we began surveying residents in 2008. The small
business and CEO indices show equally compelling evidence of an economic resurgence; both
ticked up this most recent quarter and show cumulative upward trends since 2008.

Other data points give reason for cheer as well. Although the Thurston Composite Index of
leading indicators is ten points lower than its all-time high in 1999, it has steadily grown ten
points from its lowest point in 2009. The steep declines in overall taxable sales experienced
from 2007 through 2009 have either leveled or reversed course in most Thurston County
jurisdictions. Food and accommodation sales have picked up, as have sales related to arts,
entertainment and recreation. While construction and real estate have yet to turn the corner,
home values and building activity are “less bad” here than in most peer jurisdictions. Our
occupational analysis reveals a significant spike in the number of people employed as real
estate agents, suggesting we may be nearing recovery.

Unemployment rates have steadily declined and overall household incomes have stabilized.
Forecasts indicate strong conditions in the five year period ahead, with the rate of growth

in Thurston home ownership and median household income expected to outpace both the
statewide and national average. All told, Thurston County’s economic situation has steadily
improved over the past several years, consumer confidence is on the upswing and data
indicators point to increased vitality as we enter 2013.
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THANKS TO OUR INDEX SPONSORS

We would like to extend a special thanks to our 2012 EVI Co-Sponsors — Washington Business
Bank and the Port of Olympia. It is through these partnerships that we are able to provide this
valuable resource to assist you in making informed and strategic decisions that support and
enhance our local economy.

WASHINGTON BUSINESS BANK
Washington Business Bank serves the community
Busi ne s SB an k by offering a wide variety of financial services that
" enable their clients to become more successful. The

expert team at Washington Business Bank provides a fresh approach to commercial banking
with local decision making and customized solutions to unique business needs.

We are proud to partner with Washington Business Bank to support local businesses
throughout the region. For more information visit www.wabizbank.com.

PORT OF OLYMPIA

The Port of Olympia was formed by Thurston County voters in
1922. With the celebration of its 90th Birthday, the Port continues
to be a strong economic driver throughout Thurston County and
the surrounding region.

Port of Olympia , o
The 2009 data study, documented by Martin Associates, indicated

that the Port of Olympia is responsible for 7,249 direct, indirect and induced jobs and $350.7
million in total wages and salaries. In the coming year, the Port of Olympia plans to invest $13
million in capital projects for environmental stewardship, security and upgrades to the airport,
marina, properties and marine terminal facilities.

We continue to work together to recruit, retain and expand business and investment
opportunities throughout Thurston County. To view a complete Port of Olympia 2009 Economic
Impact report or get a copy of the Strategic Plan Vision 2025, visit www.portolympia.com.

We are confident you will find the EVI insightful and useful. Please look for quarterly updates
posted on the EDC website at www.thurstonedc.com.
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RETAIL

Taxable sales back on track?

In Thurston County, like most parts of the US, taxable sales experienced a bit of a rough
patch from 2007-2009. For most jurisdictions, the decline slowed or reversed over the
past two years. For this edition of the EVI, we opened the way-back machine to see how
current sales stand in comparison to past years. The good news: since 2000, taxable
sales have trended upward for all jurisdictions. Unincorporated Thurston County
experienced the greatest growth spurt between 2009 and 2011.
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Construction activity remains flat

Construction sales continue to lag 2007 highs. While the decline slowed in Tumwater and
Lacey, construction activity was down year over year in 2011 for Olympia and unincorporated
Thurston County.
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Lacey shows strongest growth in accommodation and food sales

Accommodation and food service sales have held steady over the past five years in all
jurisdictions. With another strong year in 2011, Lacey has seen nearly $20 million in
added sales since 2007.

$160,000,000 &
e
$140,000,000 =
$120,000,000 ES
Q
$100,000,000 gm
$80,000,000 e
o
$60,000,000 g
3
$40,000,000 %
$20,000,000 Y
o
$0 &
2007 2008 2009 2010 2011
- Olympia Lacey - Tumwater Unincorporated

Retail trade holds steady

Retail trade remained fairly stable in 2011 across all jurisdictions. Over the past four
years, sales in Lacey and Tumwater remained flat, while unincorporated Thurston
County has experienced a modest uptick and Olympia a slight decline.
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Tumwater manufacturing sales rebound

Manufacturing sales have fluctuated since 2007, but fortunately, the steep declines
experienced in Lacey and unincorporated Thurston County from 2007-2009 appear
to have stabilized. After several years of decline, Tumwater has experienced two
consecutive years of manufacturing sales growth.
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Arts, entertainment and recreation activity up again in Lacey

Arts, entertainment and recreation spending have remained relatively stable since 2007,
except in Lacey, where 2011 taxable sales nearly doubled 2007 levels.
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LABOR

Occupational snapshot, 2011

For this edition of the EVI, we chose to look at employment through an occupational lens.
This approach enables us to account for “1099” workers in addition to covered employees.

In other words, we’ve included sole-proprietors, one-person corporations and other

independent workers in the labor pool analysis. The chart below shows the most common

occupations in Thurston County as of 2011.
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Real estate, retail sales and health care occupations on the rise

This chart captures the most significant changes in occupation volume between 2010 and
2011. The most significant increase in sales and related occupations was driven by growth
in real estate agents, brokers and retail sales personnel. An additional 152 health care
occupations were added as well.
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Unemployment rate trending downward

Through a combination of added jobs and discouraged workers leaving the labor pool,

Thurston County’s unemployment has continued to drop since hitting nearly 10% in
February 2010. As of July 2012, the county unemployment rate had fallen to less than
8% and remains below the state average.
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Total Business Establishments and Total Employment: 2012
Over 40% local workers employed in service businesses

As of 2012, there are 10,779 businesses operating in Thurston County. Collectively, they
employ 113,641 individuals. The graphs below show the proportional representation
of those businesses by industry type (SIC Code) and total persons employed. In most
cases, the proportional representation of a business type is commensurate with its
corresponding share of total employment. Two notable exceptions are “service” and
“government” establishments, with the former employing fewer and the latter much
higher percentages of the population relative to their presence in the local economy.
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Creative sector employment continues to grow

Between 2006 and 2011, creative sector employment has grown by 900 jobs, about 200 of
which were added in 2011. The fastest growing creative occupations are: photography;
musicians and singers; and graphic designers. Declining occupations include public
relations specialists and media and communications workers, likely due to

a reduction in State employment.
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Overall creative industry revenue dips

Though creative industry revenue dropped slightly year over year in 2011, the decline is
the first in six years.
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Art sales driving creative industry revenue

While art gallery and individual artist sales have dropped off over the past two years, they
still account for the lion’s share of overall creative industry revenue. Book and record store
sales have fallen by nearly $2 million since 2006.
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Targeted opportunities to substitute industry imports

As part of a recently-completed industry cluster analysis, the EDC examined sales records

to quantify the amounts and sources of local industry imports. The findings reveal

opportunities to provide supply chain goods and services locally (import substitution), and
continue to build our local economic base.
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INCOME

Household income up following two years of decline

While Thurston County household incomes took a hit between 2008 and 2010, they
appear to have returned to an upward trend in 2011. Prior to the recent decline, local
household incomes had only dipped on one other occasion over the last two decades.
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Household, per capita income expected to rise

Thurston household incomes are forecast to grow over the next several years. The
proportion of households earning more than $75,000 annually is expected to grow from 36%
to 46% by 2016, while the proportion of households earning less than $50,000 annually is
projected to drop from 33% to 22%. This equates to a median household income growth of
more than $10,000 between 2011 and 2016.

Percentage of Households by Income Level: 2011 vs 2016
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Income Estimates by Type: 2011 vs 2016
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Thurston population and income growth forecast to outpace state, nation

Economic modeling suggests the annual rate of income growth in Thurston County will
outpace state — and nation-wide averages, along with the rate of growth in population
and home ownership.
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HOUSING

Building permits down; multi-family units up

The number of building permits issued in Thurston County declined for the 5th consecutive
year in 2011. While the total volume was down, the number of multi-family permits increased
from 103 units in 2010 to 169 units in 2011 (or, from 12 to 20 new multi-family structures).
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Home sales and values remain sluggish

Annual home sales also declined for the 5th year in-a-row in 2011. Even as fewer homes sell,
the County’s housing inventory continues to rise. The 1% increase in inventory from 2010-11
was the second largest rate of growth for any county in Washington State. The result: median
home prices dropped for a fourth consecutive year. The only silver lining is that Thurston
home values dropped less than neighboring Pierce County and the state as a whole.
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Thurston County Housing Inventory
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Affordability index continues to rise

As inventory grows, median home prices decline and people return to work, Thurston
County housing continues to become more affordable. For the first time since Q1,
2003, the Washington State Center for Real Estate Research Housing Affordability Index
revealed equilibrium for first-time buyers in Q4, 2012.
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Notes on WCRER-WSU Index Methodology:

The Housing Affordability Index measures the ability of a middle income family to carry the mortgage payments on a median
price home. When the index is "100," there is balance between the family's ability to pay and cost. Higher indices indicate
housing is more affordable. First-time buyer's index assumes the purchaser's income is 70% of the median household income.

Home purchased by first-time buyer is 85% of the area's median price. All loans are assumed to be 30-year terms at prevailing
interest rates. The "all buyer" index assumes down payment of 20%; the first-time buyer index, 10%. It is further assumed that
25% of income can be used for principal and interest payments.
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LEADING INDICATORS

The composite leading index for Thurston County is calculated on a monthly basis and
is composed of five indicators which include: total residential building permits, initial
unemployment claims, consumer sentiment, stocks of local interest, and U.S. securities
yield spread. The composite index has fluctuated over the 2000-2012 time period
mirroring national trends.

The index continues its upward trend reaching a value of 94.1. This index serves as a
useful forecasting tool and illustrates that Thurston County continues to move forward
and upward. Some factors that might contribute to this trend are businesses that
continue to find Thurston County an attractive place to operate, its close proximity to
Joint Base Lewis McChord (JBLM) and the resulting economic stimulus that spills over
into Thurston County.
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CONFIDENCE SURVEYS

Consumer confidence spending remains a major economic driver at the local, state and
national levels. A quarterly survey of Thurston County households provides invaluable
insights into the demand side of the local economic equation. The index serves as a leading
indicator by shedding light on possible future spending trends. Increasing confidence on
the part of households will translate into larger consumer purchases and serves as an
economic stimulus. Local consumer confidence reached a record high mark of 129 in the
fourth quarter of 2012, continuing its upward trend and mirroring national trends.
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CONFIDENCE SURVEYS

This index represents the perceptions of CEOs of larger firms in Thurston County. Their
perceptions of local business and economic conditions provide insights into the supply side
of the equation. Their access to detailed information on new orders, inventory, customers,
prices, suppliers and what kind of financing is available to businesses serves as a good
leading indicator for Thurston County’s economy. The CEO index continued its climb and
reached the 59 mark in fourth quarter of 2012, which indicates the number of positive
responses exceeded the number of negative responses. For those recently surveyed who
expect their profits to increase, 53% said they would come from an increase in market
demand and growth.
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If you expect profits to increase, Pl NEepees 320
Cost Reduction: 32%

New Technology: 11%
B Market/Demand: 53%

indicate which you foresee as the
prime source of improvement:

While the small business survey utilizes the same methods as those for the CEO survey,

it represents a different segment of the local business sector. Small Businesses are major
employers and key economic drivers in the economy. As a result, their perceptions are an
invaluable indicator for how strong the local economy is currently and how it will perform
in the future. Small business owners’ perceptions appear to mirror those of the CEOs, with
a turn upward in the index for the fourth quarter of 2012. The index currently stands at
60, meaning there are more positive responses than negative pertaining to local economic
conditions. Further, similar to the CEOs, 67% indicated that increased profits would come
from an increase in market demand.

*Results represent the summary of Thurston, Lacey and Tumwater Chambers of Commerce
and the Olympia Downtown Association responses.
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THURSTON COUNTY

THURSTON ECONOMIC DEVELOPMENT COUNCIL

665 Woodland Square Loop SE, Suite 201
Lacey, Washington 98503

360.754.6320

www.thurstonedc.com




