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Aong the traditions at the start ofa new

year is the annual economic forecast. The haze

that obscures the future is just as dense now as
at any other time of the year, but forecasters

still are called upon to render their opinions

concerning the health of the economy.
How will the economy do in the new year?

This News Letter takes a broa look at this pe
rennial question by first looking back to 1970,
when half of today's state population was ei
ther unborn or less than 10 years old. Three
summary measures-personal income, employ

ment, and population-are examined. After

covering several special topics important to the
Virginia economy, the article concludes with a
brief section on the outlook for 1994. In mak
ing this forecast, the author is aware of the
wisdom shown by British economist John
Maynard Keynes when he observed, "The
inevitable never happens. It is the unexpected
always."

The Virginia

economy is

becoming more

like the national

economy, primarily

because the federal

government's share

is decreasing.

RRSONAL INCOME

Personal income is the sum of income from

wages and salaries, proprietorships, dividends,
interest, rent, and transfer payments. Major
components of transfer payments are social
security benefits, unemployment compensation,
public assistance, and public employee retire

ment benefits. Although personal income is
initially measured in current dollars, historical
series are more meaningful if adjusted to real

dollars by using the implicit price deflator for
personal consumption expenditures.

Real personal income is available quar
terly (Figure 1). It does not grow at a constant
rate, but instead shows large variations from

quarter to quarter and sensitivity to business
cycles. In the 1970s Virginia's real personal in
come grew at an average annual rate of 4.1 %,

despite a serious recession in 1973-75. The early
1980s saw two recessions, but the economy grew
slightly faster for the decade, at an annual rate
of 4.5%. The 1990s have been disappointing
to date. A recession in 1990-91 has been fol
lowed by lackluster performance. Growth since
the start of the decade has averaged only 1.20/0
annually.
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From 1980 to 1991

goods-producing

employment

increased by only

1.4% annually,

one-third of the

4.2% increase in

service-producing

employment.

Per capita income (total income divided by
population) provides a broad measure of economic
welfare. In 1992 Virginia's per capita income in
current dollars was $21,170, ranking 14th from the
top among the 50 states and the District of Colum
bia. From 1970 to 1989 real per capita income growth
outpaced the nation in every year except 1977
(Figure 2). The state followed the national pattern
in recessions but was less affected. Since 1989,
however, the state has sometimes fared worse than
the nation.

Measured in relation to the national average,
Virginia's per capita income showed almost steady
improvement from 1970 to 1989, rising from 93%
in the initial year to 107% in the terminal year. Since
hen Lh tate h lost-gro-tlfi, lling 1:0-1O~° -in
1992. A comparison ofVirginia with its two largest
adjoining state economies shows that North Caro
lina has had a consistently lower per capita income,
but it is gaining relative to the nation after no gain
in the 1970s. Maryland, sharing Virginia's vulner
ability to defense cuts, has maintained its high level
of income, but growth has been weak since the late
1980s. In 1992 the per capita incomes of North
Carolina and Maryland were 89% and 116% of the
U.S. average, respectively.

FIGURE 1
Growth of Virginia Real Personal Income
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EPL0 YMENT
From 1970 to 1991 Virginia's total employment
increased from 2.2 million to 3.7 million. Employ
ment growth, which averaged 2.4% annually for
the full period, was slightly higher from 1980 to
1991, the most recent year available from the U.S.
Department of Commerce's Bureau of Economic
Analysis (Figure 3).1

Gains in service-producing employment were
much higher than in the goods-producing sector.
From 1980 to 1991 goods-producing employment
increased by only 1.4% annually, one-third of the
4.2% increase in service-producing employment.
The principal goods-producing industries are farming,
mining, manufacturing, and construction. Manu
facturing-gained some workers in the 1980s but has
been flat since then. Farm employment fell in most
years throughout the 21-year period. Mining em
ployment benefited from the restriction ofoil supplies
in the 1970s but then dropped sharply. Construc
tion showed erratic growth; now it is recovering from

1 The Bureau of Economic Analysis tracks the entire economy,

including the military and farm sectors. Its measure of employ

ment is based on place of work and includes part-time as well as

full-time workers.

-4 --L. ----J

Year 70.2 71.2 72.2 73.2 74.2 75.2 76.2 77.2 78.2 79.2 80.2 81.2 82.2 83.2 84.2 85.2 86.2 87.2 88.2 89.2 90.2 91.2 92.2 93.2

SOURCE: U.S. Department of Commerce, Bureau of Economic Analysis.

NOTE: Data points are by calendar year quarter.
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FIGURE 2
Growth of Real PerCapita Personal Income
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OURCE: U.S. Bureau of Commerce, Bureau of Economic Analysis.

the recession and the over-building of commercial
structures in the 1980s.

This slower growth in goods-producing em
ployment has been caused by greater gains in
productivity, more import competition, and a shifting
ofmany functions to the service sector. Many goods
producing firms, rather than hiring their own workers,
now outsource services to handle custodial, trans
port, temporary employee, and computer needs. The
federal government (civilian and military) finished

the 21-year period with about the same number of
service-producing jobs it began with. The other service
industries-transportation/public utilities; finance/
insurance/real estate; state and local government,
retail and wholesale trade; and private services-all
experienced major increases, with the largest abso
lute and relative gains in private services.

More current data on nonagricultural wage
and salary employment are available from the u.s.
Department of Labor's Bureau of Labor Statistics

FIGURE 3
Virginia Employment by Major Sector
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Source: U.S. Department of Commerce, Bureau of the Census,

County Business Patterns, Virginia (1980 and 1990 editions).

0/0 Growth
Percent from Net

Year Number Change In- Migration

1980 5,346,818 15.0 50.6
1990 6,187,358 15.7 51.1
2000 6,896,557 11.5 45.0

The principal reason for slower growth is re
duced birth rates after the baby boom that ended
in the mid 1960s and the failure of the baby boom
echo (the children of the baby boomers) to be as
large as their parents' generation. A secondary fac
tor is that net in-migration, although still positive,
will contribute a smaller proportion of growth.

The population in the 20-44 years age co
hort, an important part of the labor force, will grow
by a very small number (Figure 4). In the 1980s it
gained 531,000 compared to a forecast increase of
only 16,000 in the 1990s.

sized establishments with 10 to 99 workers In con
trast, employment in the giant establishments with
500 or more workers grew at the slowest rate. Em
ployment growth in small establishments with 1
to 9 workers was below average, as was growth in
large establishments with 100 to 249 workers.

Although these data support the premise that
small business is an important source of growth,
they belie the notion that it is the sole source of
growth. In fact, from 1980 to 1990 small and me
dium-sized establishments accounted for less than
half of the net increase in jobs.

2,321,517 47.8

246,386 42.2
958,159 53.9
358,258 45.7
223,093 58.3
434,955 37.0

Employment
1990 % Change1980

1,570,974

244,071
622,664
245,837
140,896
317,506

Total

Employment
Size Class

1 to 9 (small)
10 to 99 (medium)
100 to 249 (large)
250 to 499 (very large)
500 or more (giant)

PoPULATION GROWTH
Population changes are both a cause and effect of
economic development. A growing economy is a
magnet for in-migrants attracted by job opportu
nities. Population growth can also stem from changes
in fertility and from retiree in-migrants.

Demographic developments will be a major
cause of slower economic growth in this decade.
After two decades ofstrong population growth, the
Virginia Employment Commission projects a slower
growth rate in the 1990s.

2 Steven Pearlstein, "Small Isn't All When It Comes to CreatingJobs,"

The Washington Post auly 28, 1993). For additional insights see

" 'The Job Generation Process' Revisited, An Interview with author

David L. Birch," International Council for Small Business Bulletin,

Vol. XXV, No.4 (Fall 1993), pp. 6-7.

3 An establishment is not the same as a firm or company since an

establishment may be the sole place of business of a company or it

may be one of multiple places of business owned by a company.

Small companies are included among the establishments. None

theless, we can assume that a number of the small establishments

are small businesses.

(BLS). (The Virginia Employment Commission
produces a state series in cooperation with BLS.)
Those data show that in November 1993 Virginia's
nonagricultural wage and salary employment was
2,901,700-up 23,200 from the year before. This
was a very weak performance by historical stan
dards. In the seven years from 1983 to 1990, the
average annual gain was 98,500. But from 1990 to
1993 (II-month averages) there was a net loss of
37,000 jobs, mainly due to a large decline in 1991
that has yet to be fully recouped. Underscoring this
development, Virginia ranked 39th in the nation
in relative employment growth from 1990 to mid
1993. Neighboring Maryland, Pennsylvania, and
the District of Columbia also fared poorly.

Since the trough of the national recession in
March 1991, most of the employment gains have
been in private services, with modest increases in
construction, trade, and local government. Other
sectors have continued to decline. The weak economy
struck all geographic areas of the Commonwealth;
each ofthe eight metropolitan statistical areas (MSAs)
sustained employment losses in 1991. The Rich
mond-Petersburg MSA was the only one in Virginia
to lose employment in 1992 as manufacturing, con
struction, transportation/public utilities, and finance
showed continued weakness. All of the MSAs ex
cept Bristol eked out small gains in 1993 based on
II-month averages.

A popular topic today is the role ofsmall busi
ness in economic development. Claims are made
that this sector is the main source ofgrowth for the
economy.2 Empirical testing is difficult for two
main reasons: (1) there is no uniform definition of
small business and (2) measurement over time is
difficult since firms may grow into a different size
class, reorganize, merge, or go through many other
changes that are hard to track. 0 ne clue to pos
sible changes in the relative importance of small
businesses comes from data on the growth of em
ployment by establishment size.3 During the 1980s
employment grew for every establishment size, with
the largest relative gains in the very large establish
ments with 250 to 499 workers. Above-average
employment growth was also achieved by medium-
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FIGURE 4
Virginia Population Change by Age Group
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OURCE: U. ureau of the Census, Census ofPopulation, and

Virginia Employment Commission, Virginia Population Projec

tions, 2010 (Richmond, June 1993).

OTHER DEVELOPMENTS
Several important developments in the Virginia
economy will have a strong bearing on its future.
• Foreign Trade. Exports are an important part of
the Virginia economy, accounting for about 6 per
cent ofthe gross state product. In 1992 exports totaled
$10 billion. Western Europe, with 45% of the to
tal, accounts for the largest share (Figure 5). Other
important markets are East Asia, Canada, and Latin
America. Mexico, the focus of attention in the
NAFTA debate, accounts for only 1.5% ofexports,
but its share has grown rapidly in recent years. T 0

bacco, coal, and industrial machinery dominate
Virginia exports, accounting for more than half of
the total in 1992 .

Even th ugh 1992 was a poor year for Virginia's
exports, the trend over the past five years (the pe
riod for whi h comparable data exist) has been
impressive. Exports have expanded rapidly, grow
ing at an average annual rate of 9.6% in current
dollars. Among the top five trading regions, double
digit growth occurred for East Asia, Canada, and
the Middle East. The important Western European
market grew at a 7.7% rate.

Another facet of international economics is
direct foreign investment within Virginia. In 1990
foreign-owned manufacturing establishments em
ployed 47,873 workers, 11.3% of the state's
manufacturing total.4 The foreign share ofvalue added
was even higher, accounting for 14%. Chemicals
and allied products represented the lion's share of

4 U.S. Department of Commerce, Economics and Statistics Ad

ministration, Foreign Direct Investment in the United States,

Establishment Data for Manufacturing, 1990 (Washington, D. C.:

GPO, August 1993).

employment and value added, with 30% and 52%,
respectively. Ownership comes from all over the •
world, but Europe and Canada are the dominant •
foreign investors, accounting together for 87% of •
employment.
• Tourism. Even though tourism is an important •
industry for Virginia, it is difficult to measure be
cause the usual way ofgrouping industries does not •
treat tourism as a separate industry. Instead, its com
ponents are included in retail trade (restaurants, gas
stations), services (motels, hotels, and private amuse
ment attractions), and government (National Park •
Service and other government agencies involved with •
tourism). According to the U.S. Travel Data Cen
ter, domestic travel spending in Virginia totaled $8.6 •
billion in 1992. Tourism spending in constant dol- •
lars grew vigorously after the 1981-82 recession,
reaching a peak in 1988. Since then real spending •
has dropped, with a slight recovery in 1992.

Virginia's importance as a tourist state was •
emphasized by the Walt Disney Corporation's re- •
cent announcement of a new historical theme park •
to be built in western Prince William County. Other •
tourism developments include three attractions that •
will open in the spring-Nauticus, the National Mari
time Center, located in Norfolk; Valentine Riverside,
a living-history museum of 19th-century Richmond;
and the Blue Ridge Settlement, a living-history ex- •
hibit of the 1750-1850 era that is the first phase of •
Virginia's Explore Park in the Roanoke area.
• Retailing. Retail trade is going through major •
changes as it switches to giant discounters in the •
form of warehouse clubs and superstores specializ-

FIGURE 5
Geography of Virginia's Exports, 1992
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Southeast Asia 3.2%

Central & Eastern
Europe 3.8%

SOURCE: Virginia Deprtment of Economic Development.

* Denotes Australia, New Zealand, Oceania. and the Carribean.
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ing in appliances, office supplies, books, toys, and
building supplies. Main Street has moved to the sub
urbs, as retailers seek large sites and follow population
growth. One measure of the shifting location of re
tailing is that in 1992 Virginia's counties accounted
for 57.6 percent of taxable sales, up from 51.3 per
cent in 1980. At the same time, major gains have
been experienced by mail-order houses, several of
which have phone banks or supply centers in Vir
ginia. Hanover Direct, one of the nation's largest
direct mail retailers, recently announced plans for
warehouse facilities in Roanoke that will eventually
provide 700 full-time jobs.Wholesaling is being ab
sorbed by manufacturers because ofvolume buying
and computerized reordering and inventories.
• Defense. Virginia has been a leading defense state
ever since the Battle ofYorktown. In 1992 the Com
monwealth accounted for 7.6% of national defense
expenditures. California was the only state with a
larger share.5

Defense outlays during the last decade peaked
during federal fiscal year (FFY) 1986 when outlays
were 6.5% of the gross domestic product (CDP).
Since then outlays have trended downward, except
for a blip probably attributable to Operation Desert
Storm. In FFY 1993 defense outlays are estimated
to be only 4.7 percent of CDP, and in a few years
they are likely to fall to about 3.5 percent. Cuts in
defense are only one cause of Virginia's lackluster
economic performance in recent years. The national
recession, Northern Virginia's overheated construc
tion market, and the restructuring of the banking
industry have also contributed to the state's prob
lems.

Within Virginia, the combined military and
civilian employment of the Department of Defense
(DoD) has been fairly stable in recent fiscal years.
In FFY 1992 that employment numbered 198,561,
only 3.1 % below the level in FFY 1989.6 In the
private sector some of the more notable defense cuts
in recent years have been approximately 4,000 em
ployees at the Newport News Shipbuilding and
Drydock Company and perhaps another 1,000 at
other Hampton Roads shipyards. The Radford Ar
senal, operated by Hercules Incorporated, cut about
2,200 workers. ITT Corporation in Roanoke cut
about 300, including some engaged in non-defense
activities. Cuts at IBM also included non-defense
positions, while Sperry Marine, Incorporated in Char
lottesville cut a few hundred.

5 Virginia Employment Commission, DoD Expenditures, 1992

(unpublished draft, January 1993).

6 Virginia Employment Commission, Department ofDefense Em

ployment, Military and Civilian, by Service Branch, Region, and

Installation in Virginia (Richmond, September 1993).

A Virginia Employment Commission (VEC)
analysis of large prime contractors shows a net loss
of about 9,000 employees from 1987 to 1992, but
that includes non-defense work-which is a sub
stantial part of the work for many defense prime
contractors. The VEC estimates that 570/0 of the
1991 employment of prime contractors in Virgin
ia involved non-defense work.? Further layoffs are
expected at Newport News Shipbuilding and
Drydock as it completes its backlog of 5 LA-class
submarines, 2 Nimitz-class carriers (the John C.
Stennis and the United States), and the overhaul
and refueling of the aircraft carrier Enterprise. The
decision to essentially suspend submarine construc
tion during the mid-1990s may lead to further
reductions. Electric Boat in Groton, Connecticut
is offering strong economic and political competi
tion for the few submarines to be built. On the
bright side, a Nimitz-class carrier is scheduled to
be started in 1996. Nevertheless, more employment
reductions at the shipyard are likely in the next few
years. The yard may eventually reach employment
of about 15,000-its level in 1979.

Actions by the 1993 federal Base Closure and
Realignment Commission will result in a statewide
net loss of7,800 DoD jobs, or 3.90/0 of total DoD
employment in Virginia. While the number ofmili
tary jobs will increase by 4,800, this will be more
than offset by the loss of 12,600 civilian DoD jobs.
Northern Virginia will experience the largest im
pact-a loss of 11,100 military and defense jobs,
with particularly large cuts at the Navy's Crystal City
installations.

Hampton Roads will experience a net gain of
3,500 jobs because of increases in military person
nel. Civilian cuts, led by the closing of the Naval
Aviation Depot, will result in a loss of 4, 100 civil
ian jobs. These changes are expected to take six years,
and the exact timing has not been determined. A
slight possibility exists that the Navy might recon
sider the Crystal City closings in return for private
office space at lower rates. Although the Portsmouth
Naval Shipyard was spared, it still faced reducing
its workforce by 1,300 of its 10,000 workers by
September 1993. Further DoD cuts are anticipated
when the Commission completes its work in 1995.

The Pentagon's new strategy for use of mili
tary forces will have a large impact on Virginia. The
effect on various industries will be determined by
how procurement and R&D (research and devel
opment) dollars are spent. For example, eliminating
one carrier group from the currently planned twelve

7 Robert Griffis and William Reid, "An Analysis of the Industrial

Structure of Virginia's Defense Industry," Virginia Economic In

dicators, Vol. 25, No.2 (2nd Quarter 1993), p. 22.



• jobs in 1994, as the state benefits from the improv-
• ing national economy. The Crestar leading index is
• showing an overall upward trend and provides sup-
• port for optimism despite a moderate decline in the
: index for October 1993, the latest month available. 10

• Unemployment, which averaged about 5.5% in 1993
• will fall to about 5.3% in 1994. Personal income is
• likely to increase by about 6.5% in current dollars

• 10 "Virginia's Economy Strengthens in October," Crestar Bank

• release dated December 23, 1993.
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and 3% in constant dollars. Inflation as measured
by the Consumer Price Index will continue to be
moderate at about 3.5%.

The current expansion, although 34 months
old, has been anemic. In addition to being affected
by the defense build-down and the problems with
commercial real estate, Virginia has participated in
the nationwide corporate restructuring and
downsizing. The quest for efficiency will continue
throughout the decade~ but the flip side-lower
inflation and improved competitiveness in global
markets-is likely to help the Virginia economy.•
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FIGURE 6
Defense Purchases' Share of Virginia Output

SOURCE: U.S. Department of Defense and Virginia Employ

ment Commission.

groups would have a negative impact on Virginia.
The condition ofthe u.s. economy will make a major
difference in how well the state adj usts to the de
fense cutbacks-adjustment is always easier with a
growing national economy. Even under the most
favorable circumstances, Virginia's economy will
require major adjustments. According to DoD and
VEC estimates and projections, the share of output
and employment attributable to defense purchases
will fall between 1991 and 1997 (Figure 6).
• Employment Trends. The u.s. Department of
Labor's Bureau of Labor Statistics makes periodic
long-term employment projections. The new series
for 1992-2005 contains no surprises:

Service-producing industries will continue to
account for virtually all job growth. Within
the goods-producing sector, only construction
will add jobs due to employment growth.
Manufacturing's share of total jobs is expected
to continue to ebb despite projected growth
in output. Manufacturing will still remain a
dominant force in the economy, accounting
for one of every seven jobs in the year 2005.
Health, business, and social services will ac
count for one out ofevery three jobs added to
the economy from 1992 to 2005. These groups
also include eight of the 10 fastest growing
industries [residential care; computer and data
processing services; health services, n.e.c. (not
elsewhere classified); business services, n.e.c.;
management and public relations; miscella
neous equipment rental and leasing; individual
and miscellaneous social services; and account
ing, auditing, and services, n.e.c.]. 8
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The Virginia economy is becoming more like
the national economy, primarily because the fed
eral government's share is decreasing. Also, the shares
of manufacturing and retail employment are now
more like the national pattern. In the past, the fed
eral presence made the state's economy less volatile,
particularly during national recessions. In the fu
ture, the federal cushion will playa smaller role.
• Interstate Competition. The recent decision by
Mercedes-Benz AG to build a motor vehicle plant
in Alabama after many financial inducements by
the state underscores a major problem. Alabama
promised the company over $300 million in incen
tives, a record package for a foreign company.9 In
an economy with meager job growth, states are ea
ger to attract new facilities. Companies realize this
and play the states off against one another. Despite
efforts to discourage such competition, the practice
persists.

Virginia's recent experience in trying to win
Mercedes, BMW, a United Airlines maintenance
facility, the Redskins stadium, Lego, and other com
panies shows the state is not immune to such pressures.
Since this competition will remain, there are two
basic ways to deal with it: either (1) offer gifts and
incentives to prospective firms or (2) create a low
business tax environment for all firms, so it can be
argued that the Commonwealth is friendly to busi
ness and all companies are treated the same way.
While neither policy option is cost-free, the second
one would be less subject to abuse.

~T'SAHEADIN1994?
Most forecasters believe that 1994 will be a good
year for the national economy-but not a great one.
This is good news for Virginia, because the state's
economy is a 'satellite' of the national economy. If •
the nation is doing fairly well, the prospects for Vir
ginia are improved. The major pluses are improved
consumer spending, more housing starts in response
to low mortgage rates, low inflation, and healthy
business spending for new equipment. Negatives
include uncertainty about the effects of a national
health plan on business profitability, the unresolved
national deficit problem, and weak economies in
Japan and Europe.

Virginia's special cloud is the defense build
down. This will dampen growth in the state for the
next several years. Nonetheless, it is quite likely that
nonagricultural employment will grow by 50,000

8 News: United States Department ofLabor, Bureau ofLabor Statis

tics. USDL: 93-513 (November 24, 1993), p.2.

9 See £.S. Browning and Helene Cooper, "States' Bidding War

Over Mercedes Plant Made for Costly Chase," The Wall Street •

Journal (November 24, 1993). 7




