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LTRODUCTION
The record books for 1995 won't be closed for
several months, but there is enough information to assess recent economic developments and
to provide a mid-decade review.
There are many measures of the economy
and numerous ways to construe them. In this
article I will focus on the broad measuresemployment, income, and population-with
additional information about some sectors and
pecial issue .
The ye r 1995 was a good economic year
for Virginia ut not a spectacular one. Employment increased moderately and unemployment
stayed low. Real income edged upward, but by
the standards of the 1980s the gains were modest. The state's long-term economic outlook was
enhanced by announcements of manufacturing plans by Motorola and a joint venture by
Toshiba and International Business Machines.
The final report of the Defense Base Closure
and Realignment Commission called for only
the closing ofa few minor installations, not any
major bases as had been feared.

The year 1995 was a
good economic year
for Virginia but not
a spectacular one.

Because the Virginia economy is a "satellite" of the national economy, the 1996 outlook
for the nation is crucial in evaluating what is
likely to happen in the state. Most forecasters
anticipate slow growth in real gross domestic
product (GDP); the nation's output may rise
by only 2.4 percent instead of the 3.3 percent
gain expected for 1995. Consumers are likely
to be frugal in the face of mounting debt and
slow growth of real incomes. Business investment, which has been a major source of growth
in recent years, is forecast to slow. On the bright
side, inflation is likely to be very low, about
2.6 percent, and interest rates are expected to
decline. Unemployment is forecast to be about
5.8 percent.
The Virginia economy is likely to continue to behave similarly. In other words, the
Virginia economy is expected to be distinctly
average. Prior to the late 1980s when the
downsizing of the defense establishment began,
Virginia typically outperformed the nation. Real
gross state product (GSP), the state equivalent
of GDl?, grew faster than the national average.
In the fifteen year period for which GSP estimates are available, 1977-1992, Virginia
outperformed the nation in ten years, nine of
them prior to 1988.
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EPLOYMENT
Based on data for the first ten months of 1995 and
assumed growth for the remainder of the year,
Virginia's nonfarm payroll employment increased
by 79,100 or 2.6 percent. The absolute increase is
comparable to growth in the preceding two years
and far better than the experience at the beginning
of the decade (Figure 1). However, compared with
growth in the 1984-1987 period, the growth is
.
.
unlmpresslve.
Most of the net gain in 1995 came from private services and retail trade (Table 1). Together
they accounted for 62,400 jobs. Other growing sectors
were construction; transportation, communications,
and public utilities; wholesale trade; local government; and finance, insurance, and real estate. The
highest percentage growth occurred in construction
and in private services, a diverse group whose
major components are health services (e.g., hospitals, nursing homes, and offices of physicians and
dentists) and business services (e.g., computer and
data processing services and personnel supply services). Employment declined in state government,
federal government, mining, and manufacturing.
From the beginning ofthe expansion in March
1991 to October 1995, Virginia nonfarm payroll
employment increased by 9 percent, ranking the
state thirty-second among the 50 states and the
District of Columbia. The highest growth rates
occurred in the mountain states and some southern states. Among Virginia's neighbors, Tennessee
(15.3 percent), North Carolina (12.4 percent), and
West Virginia (10.2 percent) grew most rapidly. In
contrast, Maryland's employment showed only a
small 2.4 percent gain and the District ofColumbia's
employment declined 6 percent. For the nation as

a whole, employment grew by 8 percent. California
was a major drag on the national growth rate. It
accounts for 11 percent of total employment and
was greatly affected by downsizing of the aerospace
industry.
Because Virginia's eight metropolitan statistical areas (MSAs) account for four-fifths of nonfarm
payroll employment, developments in those areas
largely determine state outcomes. Furthermore,
among them, Northern Virginia, Norfolk-Virginia
Beach-Newport News (the Hampton Roads area)
and Richmond-Petersburg account for the lion's share
of employment.
The Northern Virginia MSA showed the largest
absolute increase-a net gain of 35,700 jobs-mainly
because ofimprovements in private services and retail
trade (Table 2). Several sectors decreased employment
in this formerly rapidly growing area. Those with lower
totals were federal civilian government, state government, and the finance sector. In terms of percentage
gain, the area tied with Roanoke for second place among
the state's metropolitan areas. The Hampton Roads
area added 17,400 jobs and ranked sixth in relative
growth. Gains were mainly in private services, trade,
and construction. Despite reduced employment in
shipbuilding, the area's manufacturing employment
rose slightly. Federal civilian government and state
government declined. The Richmond-Petersburg area,
the third largest labor market in the state, experienced
net growth of 19,400 jobs. Most of the increase was
in trade, services, and the finance sector. As the state's
capital, the area has a large concentration ofstate government employees. Their number decreased as a result
of the Allen Administration effort to downsize by
a hiring freeze and an early retirement incentive
program.

FIGURE 1

Annual Change in Virginia Nonfarm Payroll Employment, 1981-1995
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TABLE 1
Virginia Nonfarm Payroll Employment, 1994-1995
Employment (000)

Total

1994

1995

Number (000)

3,006.1

3,085.2

79.1

580.6
12.1
163.7
404.8

587.1
10.5
173.2
403.4

6.5
(1.6)
9.5
(1.4)

0.8
-13.5
5.8
-0.3

2,425.6

2,498.0

72.4

3.0

152.6
541.3
135.1
164.4
829.1
171.4
146.1
285.6

158.9
561.0
140.5
167.9
871.8
167.9
140.2
289.8

6.3
19.7
5.4
3.5
42.'7
(3.5)
(5.9)
4.2

4.1
3.6
4.0
2.1
-5.1
-2.0
-4.0
1.5

Goods producing
Mining
Construction
Manufacturing
Service producing
Transportation, communications,
and public utilities
Retail trade
Wholesale trade
Finance, insurqnc~, andJeal estate

Change

Private services
Federal government
State government
Local government

2.6

•
•
•
•

income was up
5.8 percent, close
to the national rate
of 6 percent.

SOURCE: 1994 data from the Virginia Employment Commission.
NOTE: The data for 1995 are projections.

Among the smaller metropolitan areas,
Roanoke gained 5,300 jobs with increases in all sectors
except for a modest numerical decrease in state government employment. Lynchburg experienced an
increase of 2,800 jobs; its growth in employment
was fueled by gains in trade, private services, and
construction. The area's important manufacturing
sector showed a modest increase. Charlottesville
employment grew by 3,000 mainly because ofgrowth
in private services, trade, and manufacturing. The
home of "J efferson's Village" led the metropolitan
areas in relative growth even though its mainstay,
the University of Virginia, reduced employment.
Danville, an area heavily dependent upon manufacturing, experienced a net loss of200 jobs because
a decrease in this sector swamped gains in others.
Bristol gained 800 jobs because of an increase in
the manufact ring sector.

LCOME

Estimates of personal income by state are available
through the second quarter of 1995. Compared to
the four quarter average of the previous year, Virginia personal income was up 5.8 percent, close to the
national rate of 6 percent. The South Atlantic region,
which contains Virginia and several of its neighbors,
grew by 6.5 percent and ranked fifth among the nine
Census regions. Georgia led the region with 7.5 percent growth. The East South Central region, the location
of nearby Kentucky and Tennessee, ranked fourth.
Another perspective on income is provided
by per capita income, which is derived by dividing
total personal income by population. Per capita data
are only available annually, and the most recent year
published is 1994. In that year, Virginia's per capita
income was $22,501. (Per capita disposable incomeincome adjusted to exclude federal, state, and local
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TABLE 2

MSA Nonfarm Payroll Employment, 1994-1995
Employment (000)

Bristol
Charlottesville
Danville
Lynchburg
Norfolk-Va. Beach-Newport News
Northern Virginia
Richmond-Petersburg
Roanoke

Change

1994

1995

Number (000)

35.2
74.1
43.5
94.5
616.6
898.1
492.0
134.3

36.0
77.1
43.3
97.3
634.0
933.8
511.4
139.6

0.8
3.0
(0.2)
2.8
17.4
35.7
19.4
5.3

SOURCE: 1994 data from the Virginia Employment Commission.
NOTE: The data for 1995 are projections.

0/0
2.4
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FIGURE 2
Virginia Per Capita Personal Income Relative to the U.S. Average, 1980-1994
Percent of
U.S. Average
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SOURCE: U.S. Departmaent of Commerce, Bureau of the Census.

personal taxes and certain nontax payments such as
fees and fines-was $19,452.) Within the South
Atlantic region, Virginia ranked fourth behind the
District of Columbia, Maryland, and Delaware in
per capita personal income. Among other South
Atlantic states, Florida was above the regional average of $21,219 while the Carolinas, Georgia, and
West Virginia were below it.
In recent years, Virginia's per capita income
has fallen relative to the nation (Figure 2). In 1989
it reached a peak of 106.1 percent of the u.S. average; since then it has slipped to 103.7 percent, the
lowest measure since 1986. Adjusted for price changes,
the state's per capita income increased by 1.8 percent from 1993 to 1994, the largest annual increase
since 1989. However, because ofsome declines and
slow growth in earlier years, real per capita income
in 1994 was only 1.3 percent above the previous
peak achieved five years earlier.
Additional information on income developments
comes from the Bureau of the Census annual series
on median household income. Measured in 1994
constant dollars, household income has been frozen
in a narrow band of $37,000 to $41,000 for eleven
years. In 1994 the estimated median value was $37,647,
slightly above the estimate for 1993 but well below
the peak of $40,900 achieved in 1988. Indexes used
to adjust for prices over a long span of years tend to
overstate inflation because ofthe introduction of new
products, the difficulty ofmeasuring quality improvements, and the fact that consumers substitute lower
priced goods for those that are higher priced. Also,
the Census estimates are subject to large statistical
error. But even making allowances for these factors
and the changing compositions of households, it is
unlikely that there has been much improvement in
household income.

The poverty rate in Virginia has stayed in a
narrow band of9 to 11 percent since 1982. In 1994,
when the poverty threshold for a family offour was
$15,141, the percentage of persons in poverty was
10.7 percent. This represented an increase from the
1993 poverty rate of9.7 percent. However, the Bureau
of the Census estimates of state poverty rates
between censuses are subject to large sampling variability so the increase may not be statistically
significant. At the national level, the poverty rate
has also been in a narrow band, but at a much higher
level. In 1994, the percentage of persons in poverty
in the u.S. was 14.5 percent.

UEMPLOYMENT
In October 1995 the count of unemployed Virginians was 163,000 out of a total civilian labor force
of3,517,700. The state's unemployment rate is typically well below the national average and this year is
no exception. The state's seasonally adj usted rate in
October was 4.6 percent compared to the national
average of 5.5 percent. Among the South Atlantic
states, only North Carolina (3.9 percent) and Delaware (4.3 percent) had lower rates. West Virginia,
with its natural-resource-based economy, has had
chronically high rates of unemployment. In October
its rate was 8 percent. The District ofColumbia, which
has the economic difficulties of most older central
cities exacerbated by a municipal government in
fiscal crisis, had a 8.8 percent unemployment rate.
Within the state the highest unemployment
rates are found in the Southwest region, where coalmining jobs have continued to decline. Areas with
concentrations of agriculture or fishing, such as the
Northern Neck, Southside, and the Eastern Shore,
show high unemployment rates as well. The lowest
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rates are in Northern Virginia and in a belt across
the center of the Commonwealth, running from the
Roanoke area through Lynchburg and Charlottesville
to Richmond.

RpUIATION
In 1994 Virginia's population grew by only 1.2 percent, tying with the recession year 1991 for the lowest
rate since 1982. Population growth has slowed, mainly
because of a downturn in net in-migration. "Net
in-migration" is the difference between gross
in-migration and gross out-migration. During the 1980s
net in-migration averaged 44,000 per year. Midway
into this decade the net figure has averaged 36,000.
In 1994 net igration was only 31,000, the smallest
number since 1991 and far below net in-flows occurring in many of the years during the 1980s.

RERAL GOVERNMENT
Federal government employment is very important
in Virginia. In recent years federal employment, both
civilian and military, has fallen. Federal employment,
which accounts for about 260,000 persons in Virginia, is being affected by the downsizing of military
forces following the collapse of the Soviet Empire
and efforts to reduce the federal deficit. 1
There has already been a significant reduction offederal employment in Virginia. In fiscal year
1989 there were 96,171 military personnel stationed
in Virginia and the Department of Defense (DoD)
employed 108,804 civilian workers in the state. Five
years later the totals had dropped by 6, 139 and 9,963,
respectively. These were relatively modest losses in
view of the reduction in overall armed forces. Virginia was not severely affected by the actions of the
Defense Base Closure and Realignment Commission. In fact, i some instances the state gained when
units were co solidated at the expense of smaller
bases outside Virginia.
Efforts to downsize the federal government have
already had a significant impact. Now, more reductions are expected as both the major political parties
push for a balanced budget by fiscal year 2002. Many
of the cuts will be in entitlement programs and other
cash transfers such as farm subsidies that may not have
a major impact on federal employment. On the other
hand, elimination or significant downsizing of
federal activities that are concentrated in the nation's
capital and that are labor intensive will result in
1 The estimate of federal employment uses station strength estimates of military employment which exclude National Guard and
Reserve forces. Including those persons and other military not

counted in station strength numbers would add about 107,000.

cutbacks. Northern Virginia may be particularly hard
hit. The effect on the area is difficult to estimate
because of widespread commuting to federal jobs in
the District ofColumbia. According to the 1990 Census,
about 39 percent of federal civilian job holders in the
Washington MSA live in Northern Virginia, far higher
than the 25 percent share of federal jobs located in
Northern Virginia.
The Federal Restructuring Act of 1994 sets
limits on federal civilian employment over the 19941999 period. These limits, which are stated in terms
offull-time equivalents (FTEs), cover 71 percent of •
federal employment with the vast majority of •
excluded workers in the Postal Service. Actual federal employment in 1994 was below the statutory
limit. Estimates for 1995 and the Administration's
budget for 1996 provide greater cuts than required.
Nonetheless, with both major political parties
promising to balance the budget in seven years
it is quite likely that future reductions will be
greater than those required by the 1994 law. This
means that federal employment will drop by at
least 129,500 (the difference between the estimated number ofFTE subject to the law in 1995
and the required level in 1999) and the reduction could be considerably more.
This has serious implications for Virginia given
the importance of federal employment to the state.
From 1985 to 1994 trends in federal civilian
employment in the Washington MSA and the state
of Virginia were similar though not identical to
national developments. The national employment
figure peaked in 1990 but the metropolitan and state
figures peaked two years later. In recent years
declines have been registered in all three areas. Over
the entire period, the shares of the national total
accounted for by the Washington area and the state
ofVirginia have been fairly stable with Washington's
share in the 12 to 13 percent range and the state's
share at about 6 percent. If these shares hold constant, and that is a big "if," then the Washington
area might experience a reduction of about 16,000
federal jobs over four years and the state ofVirginia's
reduction could number about 8,000.

Budget cuts have
serious implications
for Virginia given
the importance
of federal
employment
to the state.

LURISM
Tourism is an important industry for the Commonwealth. The Shenandoah National Park, historic sites
like Mount Vernon and Yorktown, two major theme
parks, and Virginia Beach, are representative of the
number and diversity of attractions. The traditional
industry classification system does not develop separate data on employment in the tourist industry
because it is counted as part of employment in
retail trade, services, transportation, and government.
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The Virginia Division ofTourism forecasts that 1995
travel-related employment will be 163,000 (up 0.3
percent from the previous year) and travel spendingwill total $9.64 billion (up 3.5 percent). In terms
ofinflation-adjusted dollars, travel spending has been
relatively flat since 1988; for the years that employment data are available (1988-1995), there has been
little net change since 1988. The travel industry is
optimistic about 1996 based on its expectations of
real growth in disposable income, a high level of
consumer confidence, and low inflation.

FARMING

Farming is an important activity in the state. In 1992,
when the latest agricultural census was taken, there
were 42,222 farms in Virginia. Farming was the
principal occupation of slightly less than half of the
farm operators. The economic impact of agriculture is not confined to operating farms. According
to estimates by Virginia Tech researchers, a significant number of workers are involved in providing
goods and services to farms, and in processing and
distributing farm products. For 1991 they estimate
that the sum of employment in all of these activities is 254,000 jobs.
About two-thirds of the cash value ofVirginia
agricultural production is in livestock and poultry,
with poultry, cattle and calves, and dairy products
predominating. Grains and tobacco are the major
field crops. Gross farm income rose in 1994 as did
net income (gross minus production expenses). Gross
income of $2,523.1 million was virtually the same
as the peak in 1990. Net farm income of $608.4

million was much higher than in the preceding year
but below the amounts earned in each year from
1989 through 1993. Adjusted for inflation, net farm
income in 1994 was 21 percent below the amount
received in the peak year of 1989.
For 1995 it appears that farmers will have
another difficult year. The growing season for many
crops was characterized by very high temperatures and
a lack of rain. Also, floods in early summer caused
severe damage mainly in the Staunton, Rapidan and
James river basins. Poultry, particularly turkeys, had a
relatively good year, but cattle and calves producers
were faced with a dry pasture season and low prices.

EpORTS
With the seaport at Hampton Roads and Dulles
International Airport outside the nation's capital,
Virginia enjoys the infrastructure for a major role
in international trade. In 1994 exports totaled $9.5
billion, up 6.9 percent from 1993 but below levels
achieved in 1991 and 1992. Also, since these values are expressed in current dollars, the recent growth
is overstated.
Western Europe is Virginia's leading regional
customer for exports, accounting for about a third of
the total in 1994. East Asia's share is 27 percent and
Canada's is 12 percent. In the future, East Asia, Eastern Europe, and Mexico are likely to become more
important trade partners. In 1994 tobacco was Virginia's
most important export product, accounting for over
one-third ofthe value ofexports. Other major exports
were transportation equipment, industrial machinery,
chemicals, crops, electronic components, and coal.

FIGURE 3
Northern Virginia's Share of Population, Employment, and Income, 1980-1994
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SOURCE: U.S. Department of Commerce, Bureau of Economic Analysis and the Weldon Cooper Center for Public Service.
NOTES: Personal income and employment data are not available for 1994. The employment series covers all employment by place-of-work including
farm, self-employed nonfarm, and military employment.
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NoRTHERN VIRGINIA-THE
SLOWING ENGINE OF THE VIRGINIA
ECONO.MY
One of the most enduring trends ofVirginia over the
past several decades has been the strong growth of
Northern Virginia. The area, which is defined to
include all ofthe Virginia portion ofthe Washington,
D.C.-Maryland-Virginia Metropolitan Statistical Area,
includes familiar suburban communities in Virginia
plus more distant localities like Fredricksburg City and
Culpeper and Warren counties. In 1993 Northern
Virginia accounted for 28.6 percent ofthe state's population, 30.7 percent of the employment by place of
work, and 37.9 percent of the personal income. The
area continu s to increase its shares of personal
income and population, though at a slowing rate
(Figure 3). In regard to employment, Northern
Virginia's share has slipped slightly since 1989.
It is likely that Northern Virginia will continue to be the leading growth area of the
Commonwealth, but it will not exceed the growth
in other metropolitan areas in Virginia by the relative margins of the past. The downsizing of the
federal government is the principal reason for the
anticipated slower growth. IfNorthern Virginia does
not have the vitality of the past, state government
revenues will feel the impact. Because Northern Virginia is a high income area-its per capita income in
1993 was 33 percent above the state average-this
affluent region accounts for 42 percent of state
individual income tax collections and 35 percent of
state sales tax collections.

LONG-TERM OUTLOOK
The Bureau ofEconomic Analysis (BEA) of the u.S.
Department of Commerce makes long-term

projections ofstate economies about every five years.
The latest series, released in August 1995, provides
interesting information on the past and what may
happen in the future. (Although BEA has made projections to 2045, I shall restrict my coverage to their
projections for 1998 and 2005.)
The historical data and projections can be
broken down to show how much growth is attributable to various factors. The factors measured are
productivity [gross state product (GSP) per worker],
total population, the proportion of the population
in the working ages 18-64, and the employment
rate (the ratio of total employment to the population 18-64). The measure of productivity is crude;
a preferable measure would be output per man-hour,
but BEA does not provide data on total man-hours.
From 1980 to 1986 GSP grew at an average
rate of 4.1 percent, with wide variations in year-toyear changes (Figure 4). The 1980s got off to a slow
start with back-to-back recessions, but then the state
economy boomed. In the late 1980s and early 1990s
the defense build down and the recession were
reasons for much slower growth; from 1986 to 1992
total output grew by only 2.4 percent annually. The
components of change were different in each
period. The high growth in the early 1980s was
fueled by large gains in productivity, rapid population growth, particularly of the working age
population, and a significant increase in the
employment rate. In the 1986-1992 period, population growth was high, but productivity growth
slowed, the working age share of the population was
stable, and there was only a small increase in the
employment rate.
According to Bureau of Economic Analysis
projections, the state's economy will grow at annual rate of 2.3 percent from 1992 to 1998, far less

If Northern Virginia
does not have the
vitality of the past,
state government
revenues will feel
the impact.

FIGURE 4
Growth of Vir inia Gross State Product, 1980-2005
Percent

-1

SOURCE: U.S. Department of Commerce, Bureau of Economic Analysis.
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than the high rate achieved in the early 1980s but
only slightly below the average growth rate of the
1986-1992 period. In the more distant, and hence
more uncertain future, BEA forecasts that GSP will
grow at a slow 1.9 percent rate. Gains in productivity make a major contribution to growth. Population
growth is also important, although less significant
than in the past. Increases in the ratio of employment to working-age population and the employment
rate will also make small contributions to growth.

~rSAHEAD

IN 1996?

In the near term, the Virginia economy is likely to
face some stormy weather as illustrated by developments in two leading indicators-new business
incorporations and residential building permits. The
growth of new businesses in Virginia has generally
mirrored the nation since 1990 (Figure 5). However
in many months the state index has been below the

FIGURE 5
Index of New Business Incorporations, 1990-1995
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SOURCE: Dunn and Bradstreet Corporation.
NOTE: Monthly data, not seasonally adjusted. Index, 1990 = 100.

Vol. 71, No. 10

December 1995

Editor: William Wood
Editorial Advisor: Sandra H. Wiley
Designer: Jayne Finkelstein
The University of Virginia NEWS
LETTER(ISSN 0042-0271) is published ten
times a year by the Weldon Cooper Center
for Public Service, University of Virginia,
918 Emmet Street North, Suite 300,
Charlottesville, Virginia 22903-4832;
804982-5704 (TDD:804 982-HEAR).
Copyright ©1995 by The Rector and
Visitors of the University of Virginia. The
views expressed are those of the authors and
not the official position of the Cooper
Center or the University.
To get on the NEWS LETTER mailing
list or to request reprints or reproduction permission, write or call the Weldon Cooper
Center for Public Service.
Second-class postage paid at Charlottesville, Virginia.
POSTMASTER: Send address changes to
the Weldon Cooper Center for Public Service, 918 Emmet Street North, Suite 300,
Charlottesville, Virginia 22903-4832.

University ofVirginia NEWS LETTER
WELDON COOPER
CENTER FOR PUBLIC SERVICE

University ofVirginia
918 Emmet Street North, Suite 300
Charlottesville, Virginia 22903-4832

FIGURE 6
Index of Residential Building Permits, 1990-95

SOURCE: U. S. Department of Commerce, Bureau of the Census.
NOTE: Quarterly Moving Average, Index, 1990 = 100.

national index. That was the case in April 1995, the
most recent month available, when the national index
was 112 and the Virginia index was 107. Residential
building permits for new privately owned housing units
authorized in permit-issuing places have dropped since
the first quarter of 1994 (Figure 6). There was a much
more modest decline at the national level.
The outlook for the Virginia economy in 1996
is that the state will continue to be grouped in the
middle, neither among the high performing states
nor among those at the bottom. As a satellite of the
national economy the Commonwealth will follow
the national trend which will be one of modest real
growth. The Virginia economy must continue to work
through the defense downsizing and it also faces adjustment to a smaller federal government. Starting
with the onset ofWorld War II, the federal government has been the foundation for much of the
growth that defines modern day Virginia. The
Commonwealth's challenge for the future will be to
capitalize on the human capital and infrastructure
that have been established to compete in a very competitive world economy. •
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