Winthrop University’s Economic Roundtable

On October 20, 2010, six local business leaders came to Winthrop University for an Economic Roundtable discussion about the economy. The objectives were to obtain information about the local economy through the eyes of the business community and to understand how economic shocks and state and national policies influence York County establishments. The guests included two representatives from manufacturing, one from government, one from health care, one from real estate law, and one from banking.  

The first speaker is employed at an international firm whose North American headquarters are in York County. The company supplies parts to auto and aerospace manufacturers. According to the speaker, the auto industry is recovering at a fairly strong pace. After a peak of over 16 million units (cars and trucks) sold three years ago, the 2010 numbers appear to be up 25 percent over their low of about 8 million units sold in 2008. 
Over the last two years, the industry trough forced many companies who supplied parts to major auto manufacturers to leave the industry. This left fewer firms to supply a smaller pie. These surviving suppliers, which include steel producers, are swamped with demand which is forcing input prices to rise. Steel is being imported not because the foreign producers have lower prices, but because the foreign producers have product available while domestic suppliers can not fill all of their orders. If U.S. suppliers, including those in York County, could develop the desired product, their businesses could be expanded. After a few years of decreasing its work force by nearly 33 percent, this company is hiring aggressively in its corporate office as well as in its production plants. Some operations that were elsewhere in the world are moving to S.C. to manage currency risks, and localize supply to get closer to the end customer. 
The second manufacturing company has not witnessed such an impressive rebound in sales. Three quarters of its business feeds off the residential housing market. After losing over thirty percent of its revenue from a peak in 2006, the company projects a slow improvement in sales over the next five years. Since new home sales are witnessing anemic growth, the suppliers of the products that furnish the new homes are struggling to survive. This manufacturer also has watched many of its suppliers and competitors go out of business. Furthermore, they too have witnessed industry operations moving back to the United States to take advantage of the supply of available labor and projected weaker US currency. The slow housing market coupled with more environmental regulation leads the company’s forecast to be cautiously optimistic at best. 
The government agency representative at the Roundtable said his agency has watched its funding for staff and operations drop year after year since 2007. It is being asked to do just as much or more with 40 percent less money. Programs that were previously funded are no longer available for the public. These programs helped families and children. The government agency is holding on as it prepares for another rough year. With the federal stimulus money expected to dry up, it is likely that cost cutting will continue to take place. The opportunity for job creation appears to be years out. The productivity of agency’s staff is quite impressive. Some workers have been trained in multiple areas and are asked to perform tasks beyond their original job description in an effort to help serve the community.  
The banking representative also painted a dire picture. The industry is ladened with federal regulations in hopes of derailing another financial meltdown. The new regulations are increasing compliance costs at a time when revenues are declining. One such example is FDIC premiums, which have increased ten fold over the past three years. There is almost no demand for loans. Consumers are saving at rates higher than they have in years, and low employment levels have negatively impacted income. Perhaps the most telling statement was the extremely high number of available prepared lots for new home construction. It is estimated that there is enough supply to cover the next six years of demand. Furthermore, small businesses are not coming through the bank’s door. Either there are not adequate opportunities to expand their business or they expect the bank to turn down their request for funds. 

To estimate the breadth of the banking woes, another banker was contacted outside the Roundtable. The second banker confirmed the lack of new home sales, glut of existing homes, and difficulty in adhering to the more stringent regulations recently implemented by Fannie Mae and Freddie Mac. It was stated that nearly two thirds of the loan activity is refinancing business. 
Even though low demand for small business loans was also witnessed, there are signs of life among the small niche businesses. Consistent with the information supplied by the first manufacturing representative, about one third of the small businesses are showing either increases in year-over-year sales and/or profits. These businesses tend to be niche oriented, from small manufacturing firms which produce specific parts to builders of churches. About half the small firms showed flat sales since 2009, while the remaining one sixth is on the verge of shutting down. These businesses were well run and typically related to the construction industry, but two years of slow activity has depleted their cash reserves. There are enough of these businesses to cause some to believe that another wave of small business closures is imminent.  

The real estate attorney at the Roundtable added insight into the negative ramifications of the housing market bust. The construction boom has turned into a construction litigation boom. Developers are struggling to compensate general contractors. General contractors are copping out of the wages they owe their workers for services rendered. SC Act 388 shifted taxes from owner-occupied residences to commercial and rental property. This and other factors, such as available capital, are inhibiting small businesses from growing.      

The final business leader represented the health care industry. Clearly, this business is surrounded with uncertainty. Health care spending makes up around 18 percent of the gross domestic product. With the aging of the population and the new health care legislation to cover the uninsured, the percentage is projected to rise. The local hospital is already preparing for the increased costs associated with the impending health care bill. These costs have forced the hospital to analyze methods to reduce expenses while maintaining quality. In essence, they are doing more with less. There is limited hiring. But the proposed $150 million, 100 bed hospital in Fort Mill will add plenty of construction jobs after the contract is awarded to either Piedmont (S.C.), Presbyterian Healthcare (N.C.), or Carolinas HealthCare System (N.C.).
Summary, (1) the decreasing value of the dollar is helping US manufacturers compete specifically against European companies. Operations that were being performed in other countries are moving back home. Uncertainty in Mexico is starting to have an effect as well. (2) Low interest rates are not stimulating an increase in borrowing. (3) Government regulations are impacting industries by increasing their costs to comply. (4) Companies that survived the recession are in better positions to gain business in the future. While the pie is smaller, there are far fewer firms to share with. Niche firms are growing. (5) In some industries, input prices are rising as fewer suppliers scurry to accommodate the pent up demand for durable goods.  (6) Residential real estate is stagnant and supply surpluses will persist. (7) Small businesses are slow to grow – issues with capital, taxes, and uncertainty continue affect hiring and expansion. Small manufacturing firms with a desired niche are doing well.
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