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Virginias Economy in the 1990s:
Some Caution is Warranted

By John L. Knapp

Virginia's  economic  performance  inthe 1990s has been marked by several
key developments.
• After recovering from the recession at the

beginning  of  the  decade,  the  Virginia
economy has performed well.

•  Buoyed  by  capital  gains  in  a  bull  mar
ket,  the  state  government's  individual
income  tax  collections  in  recent  years
convey the impression of more economic
growth  than  has  occurred.

•  Unlike  the  two  previous  decades  when
Virginia's  economy grew faster  than the
nation's,  the  state's  growth  tracked  the
nation's.

John L Knapp

• Northern Virginia's share of total employ
ment  in  the  Commonwealth  continues
to swell.

•  Most  forecasters  agree that  the national
economy will  slow in 1999 due to stag
nant  profits,  flat  exports,  and  slower
growth  in  consumer  spending.

•  There  are  still  risks  of  a  meltdown  in
international  markets  and  a  major
correction  in  the  U.S.  stock  market,
developments  that  would  have negative
economic effects  on the nation and the
Commonwealth.

* * ** ^ *
* ¥ *
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Introduction

This  newslet ter  chronic les  economicdevelopments in Virginia during the 1990s and
examines the relationship of state and local gov
ernment  revenues to the economy. Emphasis  is
placed on four measures: employment, unemploy
ment, income, and population. During the decade,
the state weathered a severe national recession that
bottomed in 1991, followed by a record-breaking
economic expansion. The Virginia economic expe
rience mirrored that  of  the nation.  Becent  years
have been marked by good news about employ
ment,  unemployment,  inflation-adjusted  wages,
and prices. Like most states, Virginia is diverse, so
not every part of the state participated equally in
the good times. The area with the fastest growth
has been the Virginia portion of the Washington
Metropolitan Statistical Area (MSA), a huge area
that now reaches west to the Shenandoah Valley
and  south  to  Fredericksburg.  The  slow  growth
areas have included Southwest Virginia, much of
Southside, and the Eastern Shore.

Employment
Information on the number of jobs is the best cur
rent  economic  indicator  for  the  state.  The  net
growth in 1998 was 91,100, a number close to the
95,100 gain in the previous year. Following the bot
tom of the recession in 1991, employment grew in
every year (Figure 1). By historical standards, the
gains have been good but not spectacular. During
the mid-1980s, for example, annual gains exceeded
120,000 in several years.

During the 1990s there were many changes
in  Virginia's  employment  picture.  Table  1  shows
industry  detail  for  changes  in  employment  from
1990 to 1997 and in 1998. The 1990-1997 average
annual rate of growth was 1.8 percent, only slightly
less than the national rate of 1.9 percent. The larg
est absolute gain over the seven-years was in ser
vices with business services in the lead. Business
services includes many computer related high-tech
industries. Betail trade and local government were
also major sources of jobs. Manufacturing and the
federal government had large decreases in number
of jobs. This was a particularly significant develop
ment because in the past those sectors were con
sidered to be the basic sources of growth in the
Virginia  economy.  Losses in  manufacturing were
widespread with the largest absolute reductions in
apparel,  chemicals,  transportation  equipment
(mainly  shipbuilding),  and textiles.

In the most recent period, from 1997 to 1998,
employment in the Commonwealth grew by 2.8 per
cent, slightly above the national rate of 2.6 percent.
Services continued to account for the largest share
of jobs. Other major sources of growth were retail
trade, construction, and local government. Federal
employment continued to drop, while manufactur
ing  eked  out  a  small  net  gain  with  declines  in
apparel  and textiles  offset  by  increases  in  other
manufacturing  sectors.

When the employment data are broken down
geographically, it is clear that growth from 1990 to
1997 was concentrated in the state's three largest
metropolitan  areas:  Northern  Virginia,  Norfolk-
Virginia Beach-Newport  News (Hampton Boads),

FIGURE 1 Annual  Change in Virginia Nonfarm Payroll  Employment
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Source: U.S. Department of Labor, Bureau of Labor Statistics.
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TABLE  1  Virginia Nonfarm Payroll Employment

1990-1997 1997-1998

Average Annual Growth
INDUSTRY 1990 1997 1998 Change Growth Rate (%)* Change Rate (%)

U.S. 1.9 2.6

Virginia 2,896,300 3,231,100 3,322,200 334,800 1.8 91,100 2.8

Mining 15,200 11,200 11,100 -4,000 -4.7 -100 -0.9
Construction 181,900 186,000 195,400 4,100 1.6 9,400 5.1

Manufacturing 426,400 403,800 405,400 -22,600 -0.7 1,600 0.4

Transportation &
public utilities 149,600 167,500 172,700 17,900 1.8 5,200 3.1

Wholesale trade 134,500 144,100 147,200 9,600 1.5 3,100 2.2
Retail trade 523,200 580,300 591,700 57,100 2.0 11,400 2.0

Eating and drinkin
places 160,900 193,300 194,700 32,400 3.2 1,400 -0.7

All other retail 362,300 387,000 397,000 24,700 1.4 10,000 2.6
Finance, insurance,

& real estate 154,900 167,900 172,000 13,000 1.4 4,100 2.4
Services 732,200 973,900 1,026,500 241,700 4.3 52,600 5.4

Business services 162,000 257,700 284,500 95,700 7.4 26,800 10.4
Health services 166,100 210,400 218,800 44,300 3.2 8,400 4.0
Engineering &

management 95,600 122,200 129,500 26,600 3.9 7,300 6.0
All other services 308,500 383,600 393,700 75,100 3.3 10,100 2.6

Federal government 177,400 156,500 152,800 -20,900 -1.8 -3,700 -2.4
State government 138,400 136,500 136,800 -1,900 300 0.2
Local government 262,600 303,400 310,800 40,800 2.1 7,400 2.4

*  Growth  rate  based  on  least  squares  trend  line.
f  Negative,  but  less  than  (0.1)  percent.
Note:  Details  may  not  add  to  totals  due  to  rounding.
Source:  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics.

TABLE  2  Nonfarm Payroll Employment in Metropolitan Areas and Balance of State1

1990-1997 1997-1998
Average Annual Growth

Area 1990 1997 1998 Change Growth Rate (%)* Change Rate(%)

Virginia 2,896,300 3,231,100 3,322,200 334,800 1.8 91,100 2.8

MSAs
Bristol 34,000 37,300 36,800 3,300 1.8 -500 -1.3
Charlottesville 71,500 80,400 83,200 8,900 2.1 2,800 3.5
Danville 42,200 45,500 46,100 3,300 1.4 600 1.3
Lynchburg 90,100 96,800 97,300 6,700 1.3 500 0.5
Hampton Roads 602,100 664,900 674,500 62,800 1.5 9,600 1.4
Northern Virginia 850,100 999,700 1,040,200 149,600 2.7 40,500 4.1
Richmond-Petersburg  474,700 523,800 537,000 49,100 1.7 13,200 2.5
Roanoke 127,400 140,300 140,800 12,900 1.8 500 0.4

Balance of State 604,200 642,400 666,300 38,200 1.2 23,900 3.7
*  Growth  rate  based  on  least  squares  trend  line.

Source:  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics.
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Virginia's
growth rate has

mirrored the
nations during

the 1990s.

and Richmond-Petersburg (Table 2). Together they
accounted for  nearly four-fifths of  the states net
increase from 1990 to 1997, while Northern Virginia
alone accounted for 45 percent of the state increase.
In 1998, the three large metropolitan areas contin
ued to account for much of the growth, but their
share was down to slightly more than two-thirds of
the total increase. Northern Virginia remained the
engine of growth, accounting for 44 percent of the
state gain from 1997 to 1998. Growth in the bal
ance of the state was strong as a result of added
jobs in the Northern Shenandoah Valley, along U.S.
Boute 29 north of Charlottesville, and close to the
North Carolina border.

Unemployment
After reaching a high of 6.4 percent in 1992, the
state's unemployment rate began a continuous fall,
reaching 3.1 percent in 1998. For most of the years
shown in Figure 2, Virginia's unemployment rate
was about four-fifths of the national rate. In 1998,
the Virginia unemployment rate was two-thirds of
the national average. The reason for the lower rate
in Virginia is somewhat of a mystery. The lower level
of unemployment benefits and the smaller relative
importance of  the troubled manufacturing sector
are  two  reasons,  but  they  seem  inadequate  to
explain it entirely.

Income
The best available measure of the Virginia economy
is personal income measured in inflation-adjusted
dollars. The longest time period available is for fis
cal years 1970 to 1998. During the 1970s and the
1980s growth in personal income in Virginia out
paced the nation (Figure 3). This situation changed

FIGURE  3  Annual  Growth  of  Constant  Dollar
Personal Income, Virginia and the U.S.
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Source:  U.S.  Department  of  commerce,  Bureau  of  Economic
analysis.  The  chain-type  price  index  for  PCE  was  used  to  convert
current  dollars  to  1987  constant  dollars.

drastically in the 1990s when both the state and
the nation grew at an average annual rate of 2.5
percent.

The  downsizing  of  the  military  beginning
with the end of the Cold War in the late 1980s hurt
the  Virginia  economy.  Since  then,  the  state's
economy has  performed  much  like  the  nation's,
although in the most recent fiscal year it did per
form better. How will  Virginia's economy perform
in the next few years? Optimists will point out that
because  Virginia  is  retooling  itself  to  become  a
leader  in  telecommunications,  semi-conductor
manufacturing,  and  biochemicals,  it  will  outper
form the nation. Pessimists will stress the difficulty
of competing in a rapidly changing world economy.

Dividing total personal income by population
derives per  capita income. After  this  adjustment,
income can be compared among areas of different

FIGURE 2 Unemployment Rate,  Virginia and the U.S.

8%-

U.S.

Virginia

0 ll  Mill
1990  1991  1992  1993  1994  1995  1996  1997  1998

Source: U.S. Department of Labor, Bureau of Labor Statistics.



Weldon Cooper Center for Public Service ■ February 1999

FIGURE 4 Virginia's Per Capita Income Relative to the U.S. Average
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size.  Virginia's  per  capita  income  has  remained
above the national average during the 1990s, but it
did not rise as fast as the national average. As a con
sequence, the ratio of Virginia per capita income to
the national figure fell from 104.5 percent to 103.5
percent (Figure 4), and its ranking among all states
and the  District  of  Columbia  fell  one  place  from
fourteenth  to  fifteenth.  The decline,  although not
large, represented the continuation of a downward
trend. Earlier, in 1988 and 1989, Virginia's income
had peaked at 106 percent of the national average.
A major reason for the slide was the downsizing of
the defense establishment in Northern Virginia and
Hampton Boads following the end of the Cold War.

Median household income, the amount that
half of households are below and half above, rose
from $35,073 in 1990 to $42,957 in 1997. However,
after adjusting for inflation, the income level in 1997

was  nearly  the  same as  in  1990.  As  shown in
Figure 5, constant dollar household income rose
sharply in 1996 and 1997 after dropping in earlier
years. Given the favorable developments in 1998
(increases in wages with low inflation), the mea
sure is likely to show continued improvement when
the Census Bureau updates its estimates.

Population
Population  growth  is  intertwined  with  economic
development. An increase in the number of jobs
can stimulate net migration as potential  workers
stream  into  the  state.  Betirees  can  be  another
source of net migration. Also, growth of popula
tion from natural increase (the excess of births over
deaths) expands the potential labor force and the
size of the market, factors that may draw employ
ers to the state. Virginia's population growth has

FIGURE 5 Virginia Median Household Income in 1997 Constant  Dollars
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from $9,954 in 1980
to $26,172 in 1997,
Virginia's figure fell
relative to the
national average.

Source: U.S. Department of Commerce, Bureau of the Census.
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the nation.

FIGURE 6 Annual Growth Rate of Population, Virginia and the U.S.
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slowed  during  the  1990s,  dropping  below  the
national rate in 1998 (Figure 6). Except Georgia,
all of the rapidly growing states were in the West.
Net  migration,  a  major  determinant  of  Virginia's
population  growth  in  the  previous  two  decades,
diminished in importance. In the 1980s net migra
tion  accounted  for  more  than half  of  the  state's
population growth with the balance due to natu
ral  increase.  From 1990  to  1998,  net  migration
accounted for only one-third of the increase. The
slowing  of  Virginia  economic  growth  to  the
national pace is probably the principal reason for
the reduced importance of net migration.

Virginia  State  and  Local
Government  Revenues

The states general fund revenues, fueled by largeincreases in individual income tax collections,
are growing faster than the economy as measured
by  personal  income.  It  is  natural  for  individual
income taxes to grow faster than personal income
in  good  times  when  a  larger  share  of  personal
income is taxable and as more income is subject to
higher marginal  rates. Nonetheless, the gains in
income tax collections are very large by historical
standards. The reason for this appears to be a boom
ing stock market.  Unfortunately,  good up-to-date
information does not exist on capital gains either
from the federal government or state government.

There is indirect evidence of the large growth
of capital gains. On federal returns for the nation,
adjusted gross income (AGI) from net capital gains

accounted for nearly one-fourth of the increase in
AGI in 1996, the most recent year for which figures
are available. Capital gains' share of AGI rose from
4.1 percent in 1995 to 5.6 percent. With the strong
stock markets in 1997 and 1998 and the lowering
of the federal tax rate on capital gains effective in
May 1997, it is likely that the share is even larger
today. Since nearly all taxpayers who report capital
gains are in high income brackets, most of the capi
tal gains reported on Virginia tax returns are taxed
at the highest marginal tax rate (5.75 percent).

In its January 1999 federal revenue forecast,
the Congressional Budget Office emphasized the
importance of the tax on capital gains.

During the past five years, federal revenues
have increased at an average rate of 8.3 per
cent a year, well in excess of the growth in
total  output....  Individual  income  tax
receipts—bolstered primarily by higher capi
tal  gains  realizations  and  increases  in  the
effective tax rate—were the main source of
that rapid growth. The higher realizations of
capital  gains have resulted partly  from the
sharp rise in equity prices. Increases in the
effective  tax  rate  have  resulted  from  the
especially  rapid  growth  in  income  among
high-income taxpayers, who are taxed at high
marginal  rates.  Neither  phenomenon  is
expected to persist indefinitely, but how long
each persists is uncertain.

The  revised  forecast  for  state  government
general fund in the 1998-2000 biennium does not
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FIGURE 7 Annual Growth of Constant Dollar Personal Income, Virginia and the U.S.
Billions of Dollars
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Sources:  Auditor  of  Public  Accounts,  Comparative  Report  of  Local  Government  Revenues  and  Expenditures,  Selected  Years  and  Department
of  Accounts,  Report  of  the  Comptroller,  Selected  Years.  Note:  local  sales  and  use  tax  collections  in  FY  1998  were  estimated  based  on  the
historical  ratio  of  state  sales  and  use  tax  collections  to  the  total.

assume a continuation of the recent rapid growth
in nonwithholding income tax collections, the tax
category that is heavily influenced by capital gains.
Annual increases of 8.4 percent and 4.2 percent are
forecast for fiscal years 1999 and 2000, respectively.
Such rates are well  below the 23.3 percent gain
recorded in FY 1998. However, the revised forecast
does not assume a major market downturn with a
long period before recovery. Such an outcome would
have a major negative impact on general fund rev
enues, not only because of lower income tax receipts
from  capital  gains,  but  also  because  a  market
decline would be likely to reduce consumer and
business confidence and this would be reflected in
lower consumption and business investment.

Beceipts  from  other  major  taxes  have  not
grown as rapidly as the individual income tax. From
1990 to 1996 individual income tax collections rose
by 53 percent. In contrast, local real property tax
collections rose by 32 percent and combined state
and local sales tax collections rose by 33 percent.
Figure 7 shows this information as well as obser
vations for 1998 for the income and sales tax. More
current data for the real property tax are not avail
able. The growth in sales tax revenue was attribut
able entirely to a larger tax base since there was no
rate change.  The base reflected growth in  retail
trade, but with the exception of hotels and motels
it did not pick up the growth of services, the fasted
growing  part  of  consumption.  Also,  individual
income  tax  collections  were  augmented  by  the
gradual increase in the average income tax rate, as
more taxpayer income crossed into the top bracket

(5.75  percent  on  taxable  income  greater  than
$17,000).  Even  without  this  kicker,  the  increase
would have been large. Beal property tax revenue
was  buoyed  by  a  slightly  higher  average  rate.
In  recent  years  existing house sales  have been
strong,  residential  construction  has been robust,
and office and commercial  real  estate has pros
pered. Thus, it is likely that real property revenues
will improve, although they will not match growth
in state income tax collections.

The state  government's  favorable  finances
have heavily influenced articles in the press about
the  Virginia  economy.  Adjectives  like  "booming,"
"flush," "raging," and "robust" have been used to
describe it. Although the economy has performed
well,  such  terms  overstate  the  growth  of  the
economy. Furthermore, the Governor and the Gen
eral  Assembly  are  now dealing with  a  projected
surplus of close to $1 billion. Currently, only $158
million  of  this  surplus  is  in  the  bank.  The  rest
depends on assumptions of a fairly good economy
in the remaining 16 months of the biennium and
the absence of a sustained correction in financial
markets. These are reasonable assumptions, but
there is also a significant risk that they will not be
fully  realized.  ■
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