Vol. 64, No.8

LETTER

NEWS

University of Virginia • Center for Public Service
MAY 1988

THE ROLE OF THE FEDERAL GOVERNMENT IN VIRGINIA
By Robert W. Cox

The author is a research analyst in the
Business and Economics Section of the
Center for Public Service. This News Letter is takenfrom a longer study, The Federal Government in Virginia: Analysis of
a Major Industry, published in March
1988 by the Center.

A

decisive element in Virginia's presentday economy is a simple fact of geography-two miles across the Potomac River
from Arlington stands the national Capitol.
Throughout this century, the expansion of
the federal government in the Washington
area and the related growth of military installations in Tidewater Virginia have
brought an increasing flow of money into
the Commonwealth, to the point where
Virginia now ranks near the top of the
states in federal expenditures received.
e federal government is Virginia's
fourth largest industry, accounting for
$13.4 billion of the gross state product in
1986. 1 While the federal government is
not usually thought of as an industry, by all
commonly used measures the word applies
to the federal government in Virginia.
Even so, gross state product figures
understate the real magnitude of federal
involvement in the Commonwealth.
Through its large payroll, extensive contracts, grants to state and local
governments, and payments to individuals,
the federal government is the largest single
consumer of much of the state's output.
1. Robert W. Cox, Virginia Annual Gross State
Product, 1958-1986 (Charlottesville, Virginia: Center for Public Service, 1987). The three larger industries in Virginia are manufacturing, wholesale
and retail trade, and services.

AREAS OF
FEDERAL INVOLVEMENT
The federal government influences the
economy of the Commonwealth in several
ways: as an employer; as a major purchaser of Virginia goods and services; as a
provider of public assistance and income
maintenance programs; as a source or
guarantor of loans and insurance; and as a
major landowner. In fiscal year (FY) 1986
direct federal spending in Virginia totaled
over $28 billion (see Figure 1 and Table
1). Only seven states received a larger
share of federal expenditures than this, and
these seven all had far greater populations
than Virginia.

Employment
About one of every ten Virginians employed in calendar year 1985 worked for
the federal government either as a civilian
or in the military. Moreover, in 1985 these
federal civilian and military workers
earned one-sixth of the wages and salaries
paid in the state. Most of these civilians
(108,100) were employed in the Defense
Department, while over 98,000 people in
Virginia were uniformed, full-time members of the armed services. The next largest group (15,900) worked in the U.S.
Postal Service. In addition, thousands of
workers were employed by companies
with extensive contractual arrangements
with the federal government.

Purchases of Goods and Services
Purchases by the federal government, led
by the Department of Defense, totaled $7.3

billion in FY 1986. These purchases significantly bolster employment in the state,
since thousands of Virginia workers are
employed by companies that have extensive contractual arrangements with the
federal government (including the state's
largest private employer, Newport News
Shipbuilding and Drydock Company).

Transfer Payments
In FY 1986 transfer payments to individuals for public assistance and income maintenance programs like Social Security and
Aid to Dependent Children totaled almost
$9.4 billion, or about 10.8 percent of Virginia personal income. In addition, grants
to state and local governments for a variety
of programs like the Highway Trust Fund,
Medicaid, and social services amounted to
$2.0 billion.

Other Federal Involvement
Other categories of federal spending in the
state, totaling $709 million for FY 1986,
included programs such as research and
development grants to universities and
research institutions, farm price support
payments, and federal employee life and
health insurance payments.
In addition to direct spending and employment, federal activity in Virginia includes provision of loans, loan guarantees,
and insurance protection. The volume of
assistance rendered in this category
amounted to over $5.1 billion in FY 1986.
Other federal involvement can be measured by the 2.4 million acres in Virginia
owned by the federal government. This
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amounts to over 9 percent of the total land
area in the state, making the federal government by far the largest landowner.

IMPACT OF THE DEPARTMENT
OF DEFENSE
If only one point could be made here, it
should be that federal activity in Virginia is
largely centered on the military. No other
government agency comes near to matching the impact of the Department of Defense (DOD) in terms ofeither cash outlays
'or employment. In fiscal year 1986, $13.6
billion, or 48.4 percent, of all federal
spending in Virginia was from this one
government department. In that same year
DOD emp oyciI 106,088 civilian ederal
employees, and to these must be added the
98,324 full-time, active-duty military
members stationed in the Commonwealth.
This last number does not even count the
personnel stationed aboard ships with
Norfolk as their home port. Of all the
states, Virginia ranked third in number of
active-duty military personnel, exceeded
only by California and Texas.
Much of the defense spending in Virginia goes to wages and salaries of personnel. Not counting retirement pay, $7.1
billion was spent for active-duty, civilian,
and reserve and National Guard pay. The
Navy by far had the largest portion, with
$4.1 billion in wages and salaries. The
Army was second, with a payroll in Virginia of $2.1 billion. This disparity in part
reflects a difference in the collection of
data. Although the DOD does not count
servicemen afloat when it counts numbers
of active-duty personnel in a state, their
payroll is recorded at their home port. This
explains why although there are 1.4 Navy
and Marine Corps active-duty members for
every soldier assigned to an Army post in
Virginia, the active-duty payroll for the
Navy and Marine Corps is 2.4 times as
large as that of the Army. The Air Force
came in third among the military branches
in payroll, with $518 million. Reflecting
their strong presence in the state, military
retirees received $1.3 billion in FY 1986.
The story is very similar in terms of
employment. The Navy and Marine Corps
employed 106,929 civilian and military
(not counting reserves and National
Guard), the Army 64,793, and the Air
Force, 19,389. The main locations of personnel are in Arlington, Norfolk, Portmouth, Virginia Beach, and Alexandria.

FIGURE 1
Distribution of Federal Spending In Virginia by Function, FY 1986
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SOURCE: U.S. Department of Commerce, Bureau of the Census, Federal Expenditures by State for
Fiscal Year 1986 (Washington, D.C.: GPO, 1987).

Outside of Northern Virginia and the
Norfolk area, the major installations are
few, and most of them are located on the
Peninsula. In fact, the entire Tidewater
area fairly bristles with military installations. Data for the Norfolk-Virginia
Beach-Newport News Metropolitan Statistical Area (MSA) as a unit indicates that
in 1984, the military component of earnings by place of work was over 20 percent,
without even including civilian employees
of the Department of Defense. That makes
the military the largest single industry in
the area. The Norfolk Virginian-PiloL' was
not exaggerating when, in a special section
to its February 2, 1986 edition, it referred
to the military as "the backbone" of Hampton Road's economy.
In Northern Virginia, military wages
and salaries accounted for 6.8 percent of
earnings by place of work in 1984. In
Arlington County, home of the Pentagon,
military earnings were 14.5 percent of
earnings, and they were below the level
only for federal civilian employees (which
includes a large number of DOD civilian
employees in the total) and the services
sector.
In one other place the military has a
strong local impact. In Prince George
County, site of Fort Lee, military earnings
are 35.0 percent of total earnings by place
of work. When combined with the

earnings of federal civilian employees, almost all of whom work at Fort Lee, the
earnings generated at this post exceed 85
percent of the total earnings for Prince
George County. But because of workers
commuting from adjacent localities, the
earnings are more geographically dispersed in the figures for personal income.
In addition to being a major employer,
the Department of Defense is the largest
purchaser of goods and services in Virginia. In FY 1986 DOD contracted for almost $5.4 billion; this equaled 74 percent
of all federal purchases in Virginia. The
Navy again was the largest purchasing
department, with contracts of $2.8 billion.
Most contracts in all branches are for sup-'
ply or service. Other categories of contracts include research and development,
construction, and civil functions.
Perennially, the largest contractor in the
state is the Newport News Shipbuilding
and Drydock Company, a subsidiary of
Tenneco. In FY 1986 $466 million was
awarded the company. Nevertheless, this
could not be considered an outstanding
year for the fIrm compared to FY 1983,
when it was awarded almost $3.7 billion
for construction and maintenance.
Newport News Shipbuilding and Drydock
is the reason the City of Newport News,
with almost $515 million in contracts, is
one of the leading communities in terms of
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Wildlife Servic ); recreation and preservation (national parks); military (defense);
and flood control (Corps of Engineers).
Almost all other land is used for administrative purposes.
Federal land ownership varies greatly
by county. Areas particularly affected by
federal land ownership include counties
that contain part of the George Washington
and Jefferson National Forests. Even areas
that show less significant federal acreage,
however, may be affected by the influx of
tourism if the property is primarily a recreation or tourist attraction (e.g., Shenandoah National Park or the Blue Ridge Parkway). Although the economic impact of
rom the e facilities is
not measured in this report, tourist dollars
may represent an important source of income in a local economy.
COMPARISONS
WITH OTHER STATES

Per capita comparisons can best provide
insight into how Virginia compares to
other states. The reader should be aware
that a relatively low or high per capita
amount does not necessarily signify neglect, on the one hand, or favoritism, on the
other. Many outlays are tied to conditions
beyond the control of the federal government. For example, per capita spending for
retirement and Social Security programs
can be expected to be higher in areas with a
greater concentration of elderly people.
Similarly, per capita social insurance payments for railroad workers will be lower in
areas with few or no railroads, such as
Alaska or Hawaii.
Virginia does quite well in obtaining
federal funds; with only 2.4 percent of the
U.S. population, the state garners 3.4 percent of federal funds distributed on a geographical basis (see Table 2). A closer
look also reveals that the high per capita
ranking is due to high levels of salaries and
wages, procurement contracts, and retirement and disability payments to federal
workers.
In most other programs Virginians rank
below average when compared to per capita amounts in other states. This situation is
particularly noticeable in federal grants to
state and local governments, where Virginia ranks 49th out of the 50 states and the
District of Columbia. In many cases where

TABLE 2
Comparison of Federal Expenditures In Virginia to Other States,
FY 1986 (dollars)
Per Capita Amount

Program
Total

Va.
as%
Va. of U.S.
Rank Total

Virginia

U.S.
Avg.

$4,845.23

$3,391.94

3

3.4%

344.65

460.00
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1.8

Salaries and wages, total
Department of Defense
Military
Civilian
All other federal including Postal Service

1,504.16

492.81

3

7.2

678.59
517.11
308.46

148.09

3

104.80

10.8
11.7

239.92

2
8

Direct payments to individuals, total
Federal retirement and disability payments
Military
Civilian

1,619.38

1,489.90

9

2.6

216.69
281.19

72.59
98.77

1
2

7.1
6.7

Procurement Contract Awards, total
Defense
All other federal including Postal Service

1,254.61
933.56
321.05

840.25
613.04
227.21

9
7
12

3.5
3.6
3.3

122.43

108.98

16

2.7

Grants to state and local governments

Other

3.0

SOURCE: U.S. Department of Commerce, Bureau of the Census, Federal Expenditures by State, FY
1986 (Washington, D.C.: GPO, 1981).
NOTE: Per capita amounts were computed based on 1985 population estimates. Virginia's per
capita ranking was based on per capita amounts for the 50 states.

Virginia ranks low in comparison to other
states, however, it is a difference of only a
few dollars. In areas where the state ranks
high, the difference is often great.
It is also useful to compare per capita
figures to the U.S. average. In terms of
wages and salaries, the Virginia figure is
three times the U.S. average. Only Hawaii
and Alaska have higher per capita
amounts. In terms of procurement contracts, Virginiais49 percent above the U.S.
average and ranks 9th among the states.
TRENDS

A look at the role of the federal government in Virginia in past years helps to put
the current situation in perspective. Although the federal government remains an
important part of the Virginia economy, as
a part of gross state product (GSP), it has
fallen from about 20 percent of GSP in the
1960s to about 13 percent in 1986. A large
part of this decline has to do with the

relative importance of the federal payroll,
which has not expanded so rapidly as that
of other industries.
The increase in federal civilian employment has occurred more slowly than in
other sectors, and employment of military
personnel actually dropped in the 1970s.
From 1967 to 1984, civilian federal employment rose from 121,866 to 177,125.
At latest count, the number of military
personnel stationed in Virginia was almost
back to the level of the late 196Os; there
were 200,100 military members in 1984,
compared to 207,463 in 1967. (This measure of military employment, which is
different from the one reported earlier,
includes active-duty, reserve, and National
Guard personnel, as well as personnel
stationed at sea whose home port is in
Virginia.)
Federal spending in Virginia rose rapidly in the 1970s and, except for a slight
reduction in FY 1984, has continued rising.
In FY 1986 federal spending in Virginia
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services block grants, and compensatory
education for the disadvantaged. Revenue-sharing paymentS, which totaled $110
million in Virginia in FY 1986, were discontinued at the end of that fiscal year.

Direct Payments to Individuals
Payments made directly to individuals, at
almost $9.4 billion in FY 1986, accounted
for the largest category of federal expenditures in Virginia. This was equal to
10.5 percent of Virginia personal income.
Social Security retirement payments
composed one-fourth of this amount.
Federal military and civilian retirement
and disability payments made up another
30 percent.
Because Virginia is the home of many
federal civilian and military retirees, retirement payments to these groups significantly boost the amount paid directly to
individuals. Other large categories include
Medicare and Social Security survivors
and disability payments.

mentioned earlier, DOD contracts account
for the majority. Postal Service contracts
amounted to $63 million, and contracts
from other departments totaled about $1.8
billion. Most contracts were either to purchase new equipment or to service existing
equipment.

1986 the federal government provided
$165 million in direct loans, but far more,
$2.7 billion, in loan guarantees. The
amount of insurance coverage provided
was $2.2 billion, mostly for flood
insurance.

Virginia ranked 6th out of the 50 states
in FY 1986 in the dollar volume of federal
contracts awarded.

LAND OWNERSHIP

EXPENDITURES
FOR OTHER PROGRAMS.
In fiscal year 1986 federal expenditures for
other programs in Virginia totaled $708.5
million. Most funds included in this category are for research grants and payments
other than direct payments to individuals
and represent a small part of overall federal
spending in Virginia. Most of the grants
are awarded for basic research, promotion
of the humanities, and other miscellaneous
projects. The direct payments typically go
to private nonprofit organizations or
businesses.

DIRECT LOANS, LOAN
GUARANTEES, AND INSURANCE

The major federal land holdings in Virginia are owned by the Department of
Agriculture. About two-thirds of federally
titled land lies within the George Washington National Forest (953,866 acres) and
Jefferson National Forest (673,364 acres).
Other large landowners include the National Park Service (primarily the Shenandoah National Park with 194,275 acres);
the Fish and Wildlife Service; the Army;
and, separately, the Army Corps of Engineers.

In recent years the practice of providing
federal aid in the form of loans, loan guarantees, and insurance has grown. In FY

Most federal land can be categorized
under one of five uses: timber (national
forests); wildlife management (Fish and

FEDERAL GOVERNMENT
CONTRACTS
Government purchases of goods and services from private contractors account for a
large amount of the federal funds spent in
Virginia. In FY 1986 almost $7.3 billion in
contracts were awarded in Virginia. As

The federal government plays a major role
in the state as its largest landowner. The
federal government owns 2.4 million
acres, or 9.5 percent of the land in Virginia
(see Figure 2). This makes Virginia the
19th state in terms of acreage owned by the
federal government. Of states east of the
Mississi i River,_Vir inia rank 3ld_
(behind Michigan and Florida).

FIGURE 2
Major Areas of Federal Land Ownership
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SOURCE:

u.s. Separtrnent of Interior, Bureau of Land Management, Public Land Statistics, 1984 (Washington, D.C.: GPO, 1985).
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TABLE 1
Summary of Federal Government Impact on Virginia
Total spending, FY 1986 (millions)
Wages and salaries
Transfer payments
Grants to state and local government
Direct payments to individuals
Contracts for goods and services
Expenditures for other programs

·

Federal loans, guarantees and insurance, FY 1986 (millions)
Direct and guaranteed loans
Insurance
Federal employment (number of workers)
·vi .an, Y 985
Military, Y 1986
Land ownership (acres)

.
.

$28,039
8,705

.
.
.
.

1,995
9,371
7,260
708

.
.

2,892
2,200

3. Many trade associations have
168,100
98,324
2,429,066

SOUR~ES: Spending and loans: U.S. Department of Commerce, Bureau of the Census, Federal ExpenditUres by State, FY 1986 (Washington, D.C.: GPO, 1987); Employment: U.S. Department of
Defense, Directorate. for Infonnation Operations and Reports, AtlaslState Data Abstract for tM
United States, FY 1986 (Washington, D.C.: GPO, 1987); and the Virginia Employment Commission
Trends in Employment, Hours and Earnings (Richmond: Virginia Employment Commission, 1986);
Land Ownership: U.S. Department of the Interior, Bureau of Land Management, Public Land Statistics 1984 (Washington, D.C.: GPO, 1985).

defense contracting. Even so, it could not
top Fairfax County, with contracts of $1.6
billion. Other localities with significant
defense contracting included Arlington
County ($555 million), Alexandria ($297
million), and Norfolk ($526 million).

BENEFITS TO
NORTHERN VIRGINIA

part rom ing f e recipient of much
military spending, Virginia receives a
large portion of federal spending because
of its proximity to the nation's capital.
This benefits the Northern Virginia region
primarily in three ways.
1. The region offers numerous
employment opportunities In the
feeral government. According to the
Viginia Employment Commission's 1985
estimates, the federal government employed some 72,300 civilian workers in the
Virginia portion of the Washington, D.C.,
MSA. This amounted to 43 percent of
federal civilian employnlent in the state.
Wages and salaries of federal workers
(military and civilian) in Northern Virginia
amounted to $3.7 billion in 1984, the latest
year figures are availabl~. Without the

many goods and services that can only be
provided locally. The provision of food
and laundry, or office supplies, are tasks
best carried out locally. Furthermore,
many contractors choose to locate in
Northern Virginia to gain a competitive
advantage in dealing with the federal government. Thus it is that a majority of federal contracts in Virginia are awarded to
establishments in Northern Virginia. In
FY 1986, $4.5 billion went to Northern
Virginia firms; of this amount, $3.2 billion
was from the Department of Defense. It is
this level of activity, no doubt, that has
spurred the growth in this region.

located In the regIon to be near the
seat 0 power. Northern Virginia is the
home of many trade, professional, and
political organizations that seek to influence decisions made in Washington. The
Northern Virginia Yellow Pages lists hundreds of such organizations, from the Association of Old Crows, a trade organization representing electronics experts involved in defense surveillance, to the National Pasta Association. The impact of
these organizations on the region and the
state is significant, but not possible to
quantify.

Department of Defense component, they
would have been $864 million.

FEDERAL TRANSFER PAYMENTS
However, merely counting the workers
employed by the federal government in
Virginia ignores a large source of the federal government's impact. Northern Virginians who commute from their homes to
jobs with the federal government in the
District of Columbia and Maryland bring
additional income into the state. According to the 1980 Census of Population,
88,033 federal workers commuted from
Virginia to work in either Washington,
D.C. or Maryland, compared to 20,453
federal workers living in those areas who
commuted to Northern Virginia. A crude
estimate of the income brought into Virginia can be made by multiplying the
average annual salary of federal employees
in Washington, D.C. ($23,056 in 1980) by
the net number of commuters. According
to this calculation, these 67,580 commuters were responsible for approximately
$1.6 billion in earnings brought into the
state.

2. Numerous businesses located In
the region have contracts with the
federal government. The operations of
the federal government require purchasing

Federal transfer payments include not only
direct payments to individuals but also
financial aid to state and local governments. Nationally, these two categories
accounted for 57.5 percent of all federal
funds distributed on a geographic basis in
FY 1986. In Virginia, even though their
relative importance is diminished by the
presence of a large federal payroll and a
large volume of federal contracts, transfer
payments still accounted for 40.5 percent
of federal expenditures.

Aid to State and
Local Governments
Federal aid to state and local governments
in Virginia has been concentrated mainly
in the traditional areas of public assistance,
highway construction, and general revenue
sharing. In FY 1986 Virginia ranked 18th
in aid to state and local governments, with
$2.0 billion distributed. The largest assistance programs administered by these
governments included Medicaid, Aid to
Dependent Children, general revenue sharing, low-income housing payments, social
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stood at just over $28 billion. This was 451
percent of the $6.2 billion in federal spending in Virginia that took place in FY 1972;
if inflation is accounted for, the FY 1986
figure was still 177 percent of the total for
FY 1972.

ments. In FY 1986 the level was$I.31 paid
in taxes for every dollar of aid. Only four
states paid more per dollar of federal aid.

CONCLUSION
The figures for defense contracts, a
subset of total spending that accounts for
the vast majority of federal contracts in
Virginia, also show a rise over the period.
From FY 1973 to FY 1986, DOD contracts
rose from $783 million to $5.4 billion, a
rise of 690 percent. Mter adjusting for
inflation, the rise was 200 percent.

Enough has been said elsewhere about the
Gramm-Rudman-Hollings Act and its effect on federal spending that a reiteration
here of possible spending cuts would yield
little new information. In a few areas where
Virginia holds a unique position, however,
the effects of proposed budgets and administrative changes are worth considering.

The same is not true for federal aid to

state and local governments. After experiencing ten years of steady growth, the level
of aid peaked in 1981, at nearly $1.9 billion. Only five years later, in FY 1986, did
federal aid top the 1981 mark, with $2.0
billion in aid. When adjustments for inflation are made, real federal aid to state and
local governments peaked in FY 1977.
It is interesting to compare the federal
aid received by Virginia to the Virginia tax
burden for the overall federal grants-in-aid
programs. On a dollar-for-dollar basis,
Virginians have been paying more in taxes
to support these programs than they have
received for at least the last ten years. According to data from the Tax Foundation,
the tax burden increased steadily from
1979 to 1984 to the point where Virginians
were paying $1.38 for every dollar received in aid to state and local govern-
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Oneyoint to bear in mind is that Virginia, with heavy federal involvement by
the Department of Defense, will prosper or
suffer accordingly with any change in defense spending. Approximately two-thirds
of the federal civilian employment in Virginia is in DOD. This is a higher ratio than
in any other state where the federal government is a major employer. Virginia also
has a disproportionate share of military
personnel. By virtue of this, shifts in
personnel could have a profound effect on
the state. Also, the heavy concentration of
DOD contractors in certain areas of
Virginia leaves those areas vulnerable to
cutbacks.
The involvement of the federal government in Virginia is a mixed blessing.
Policymakers should note that certain
areas of the state are more vulnerable to

downturns due to federal cutbacks than
other areas. Although the state as a whole
has a 'well-diversified economy, in some
areas, most notably Hampton Roads, the
growth and sustenance have come directly
from the federal government These regions of the state can expect their fortunes
to rise and fall according to changes in
federal spending. In times when overall
federal spending is directed in those areas
that benefit the region, the region and the
state will prosper. When cutbacks occur,
the state will suffer accordingly.
This is not meant to imply that tlte state
is in a 'boom and bust' cycle. Previous
cutbacks following World War II and the
Vietnam War did not result in a statew· de
depression. Over the years, the federal
government has tried to act as a stabilizing
influence on the nation's economy. One
can make a point that an economy based on
federal activity will be more stable than
one based on, say t manufacturing or
mining.
To a large exten4 federal involvement
in Virginia will mirror federal activity
overall. The American public, while disturbed over the magnitude of the recurrent
federal budget deficits, has not translated
this mood into congressional action paring
back the size of the federal government.
When meaningful cutbacks occur, they
will most likely reduce the rate of growth
of the federal government, not actually
reduce its size.
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