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The Virginia Economy:
A So-So Performance in 1996
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By John L. Knapp

The author is a professor at the Weldon Cooper
Center for Public Service, where he is director of
business and economic research.

LTRODUCTION
This is the fourth in a series of year-end articles
on developments in the Virginia economy. Now
is a favorite time to review the recent past and
to speculate about the future. There are many
measures of the economy and numerous ways
to interpret them. In this article I will focus on
the broad measures-employment, income, and
population-with additional information about
orne sector and special issues. Not all of the
statistics for 1996 have been recorded: orne of
them are preliminary and subject to possible
major revisions. Nonetheless, enough information exists to establish a good idea of recent and
near-term future developments.
The year 1996 was a mediocre one for the
Virginia economy. Two events contributed to
the state's unimpressive performance: the
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federal shutdown over the budget impasse and
the Blizzard of '96. A more fundamental factor
was the continued downsizing of the federal
government, particularly in its national defense
activities. Virginia's employment growth was
modest. Even so, unemployment stayed low.
Real income edged upward, but by the standards of the 1980s the gains were modest.
Optimism remains for development of a silicon chip industry in the state. Two chip
manufacturing plants will open in 1997, but
another has delayed construction for an indefinite
period due to market conditions.
Because the Virginia economy is subordinate to the national economy, national
developments are the major predictor of state
economic performance in 1997. The nation's
current expansion started in March 1991. As
of December 1996 it was nearly six years old.
It will be the third longest of the ten expanions since World War II and nearly two years
longer than the average of the nine completed
expanSIons.
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Arecession
is not expected
in 1997.

Even though the current expan ion has had a
long run, most forecasters do not expect a recession
in 1997. Despite low unemployment, wage pre sures are not great. Inflation is mild, capacity is not
overstretched, and monetary policy has been well
received by the financial markets. Stiffforeign competition further constrains inflation and promotes
efforts to increase efficiency. Federal budget policy,
despite failure to address future costs of entitlement
programs, is not roiling financial markets as it did
when the deficit was ballooning. Most forecaster
expect real gross domestic product (GDP) to grow
by about 2.1 percent in calendar year 1997 versus
2.3 percent in 1996. U.S. nonfarm payroll employment is expected to increase by 1.7 percent, somewhat
slower than the 2.0 percent growth in 1996. The
national unemployment rate is expected to remain
at about 5.5 percent. Inflation as measured by the
consumer price index (CPI) is forecast to be about
2.8 percent, similar to the rise in prices in 1996.
Virginia's economy is likely to grow at about the
same rate as the nation's. The Virginia unemployment rate is typically below the national rate, and
this condition will persist. In 1997 the state unemployment rate will be about 4.4 percent.

EPLOYMENT
Based on data for the first ten months of 1996 and
assumed growth for the remainder of the year,
Virginia's nonfarm payroll employment increased
by 47, 100 or 1.5 percent. The absolute increase was

far below the average gain in the preceding three
years of about 73,000 (Figure 1). Most of the net
gain in 1996 came from private service which
accounted for 34,200 jobs, with the increases concentrated in business services (e.g., computer and
data processing services and personnel supply services), management and engineering service, and
private health services (Table 1). Other growing
sectors were retail trade; transportation communications, and public utilities; local government;
construction; wholesale trade; and finance, insurance, and real estate. State government employment
was virtually static, increasing by only 400. Employment declined in manufacturing, the federal
government, and mining.
Several new and well ublicized manufacturing facilities will not start operations until 1997.
They include Gateway 2000; White Oak, a joint
venture between Motorola Inc. and Siemens AG;
and IBM-Toshiba. The Motorola facility planned
for Goochland County is currently on hold in the
face ofa difficult computer chip market. Most manufacturing sectors lost employment \vith the largest
absolute losses in electrical equipment, transportation equipment, textiles, and apparel.
From the beginning ofthe expansion in March
1991 until October 1996, Virginia nonfarm payroll employment increased by 10.4 percent. The state
matched the national rate and ranked thirty-sixth
among the 50 state and the District of Columbia.
The highest growth rates occurred in the mountain
states. Among Virginia's neighbors, Tennessee

FIGURE 1
Annual Change in Virginia Nonfarm Payroll Employment, 1986-1996
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TABLE 1
Virginia Nonfarm Payroll Employment, 1993-1996
Percent Change

Employment
1993
Total
2,918,900
Mining
12,700
153,800
Construction
405,100
Manufacturing
Transportation, communications,
and public utilities
149,100
Wholesale
30,300
Retail
518,900
Finance, insurance, and real estate 157,100
Private services
793,700
Federal government
176,100
143,300
State government
278,400
Local government

93-94

94-95

95-96

3,003,600
12,100
162,700
404,300

3,068,200
11,200
167,700
402,000

3,115,300
10,200
171,300
394,500

2.9
-4.7
5.8
-0.2

2.2
-7.4
3.1
-0.6

1.5
-8.9
2.1
-1.9

151,700
135,800
540,900
163,700
829,200
171,300
146,200
285,800

156,800
141,700
558,100
161,100
872,200
167,000
140,700
289,600

162,000
145,300
568,200
161,900
906,400
160,900
141,100
293,500

1.7
4.2
4.2
4.2
4.5
-2.7
2.0
2.7

3.4
4.3
3.2
-1.6
5.2
-2.5
-3.8
1.3

3.3
2.5
1.8

1994

1995

1996*

0.5
3.9
-3.7
0.3
1.3

SOURCE: Historica data from the U.S. Department of Labor, Bureau of Labor Statistics.
*NOTES: Details may not add to totals due to rounding. The number for 1996 is a forecast based on data through October.

(18.4 percent), North Carolina (15.1 percent), Kentucky (14.7 percent), and West Virginia (10.9 percent)
grew most rapidly. In contrast, Maryland's employment showed only a 3.8 percent gain, and the District
of Columbia' employment declined 7.8 percent.
Because Virginia's eight metropolitan statistical areas (M As) 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 major
share of empl yment (Table 2). In all areas except
Charlottesville, percentage growth in 1996 was
below growth in the two preceding years.
The Northern Virginia MSA showed the largest
absolute increase and ranked second in relative growth.
Nonetheless, he area's net job gain of 22,800 was
paltry compared to gains in 1994 and 1995. Several ectors owed decreased employment in this
Formerly rapidly growing area. A decline in federal
civilian employment was a setback for this area.

Hampton Roads, another area vulnerable to federal
cutbacks, experienced only a small net increase in
jobs as federal civilian employment and shipbuilding employment declined. The Richmond-Petersburg
MSA ranked second in absolute growth and third
in percentage gain. Increases were mainly in private
services, retail trade, and construction. State government, an important employer in the area, reduced
employment by 1,400. Roanoke gained 1,600 jobs
with increases in most sectors.
Among the smaller metropolitan areas,
Charlottesville ranked first in relative growth for all
Virginia MSAs and had a net increase of2,200 jobs
with gains in most sectors except manufacturing.
Lynchburg eked out a net increase of 800 jobs in
spite ofa decline of 500 manufacturing jobs. Danville,
an area heavily dependent upon manufacturing, had
virtually no change in employment because a
decrease in this sector was offset by gains in others.
Bristol, the state's smalle t MSA, experienced a small
net decrease in jobs be ause of a large decline in
manufacturing employment.

•
•
•
•
•
•
•
•
•

•
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•
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TABLE 2

MSA Nonfarm Payroll Employment, 1993-1996
Employment
Bristol
Charlottesville
Danville
Lynchburg
Norfolk-Va. Beach-Newport News
Northern Virginia
Richmond-Petersburg
Roanoke

Percent Change

1993

1994

1995

1996*

93-94

94-95

95-96

34,200
71,800
42,900
92,400
604,700
862,700
474,300
129,700

35,400
74,000
44,000
94,500
617,000
899,300
491,200
133,900

37,100
75,500
44,300
96,100
628,900
928,800
502,200
137,100

37,000
77,700
44,400
96,900
631,400
951,600
509,200
138,700

3.5
3.1
2.6
2.3
2.0
4.2
3.6
3.2

4.8
2.0
0.7
1.7
1.9
3.3
2.2
2.4

-0.3
2.9
0.2
0.8
0.4
2.5
1.4
1.2

SOURCE: Historical data from the U.S. Department of Labor, Bureau of Labor Statistics.
*NOTES: Details may not add to totals due to rounding. The number for 1996 is a forecast based on data through October.
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Sluggish growth
in Virginia's
per capita income.

The employmen growth rat in th nonmetropolitan area of the state wa 1. percent, a
higher rate than achieved in the preceding two year .
Also the nonmetropolitan areas slightly outperform d
the metropolitan area in 1996, in tead of lagging
a they did in 1994· and 1995.

LCOME

The latest availabl estimates of per onal income ar
for the econd quart r of 1996. Compared. to the four
quarter average of the previou year irginia personal
incom. mea ured in current dollar wa up .0 percent, well below the national rate of5.5 percent. The
stat's rank was thirty-fourth among the 50 state.. and
th District ofColumbi . Th outhAtlantic r gion
which contain Virginia and
eral of its neighbor ,
grew by 6.1 percent and ranked econd among the
nine Censu region. orth Carolina and Georgia led
the region with growth rate of7.4 per ent and 7.3
percent respectivel . Virginia Maryland, and th
District of Columbia, all heavily impacted by r du tions in the federal ector, trailed the growth rateu of
their neighbors to the south.
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 1995.1n thaty ar, Virginia's per capita
income was $23 974; the state ranked fourteenth
in the nation. (Per capita di po able incom income adjusted to exclude federal, state, and local
personal taxes and certain nontax payments such as

fee and fine -wa 20,702.) Within the out
Atlantic region, VirgInia ranked fourth, behind the
District of Columbia Maryland, and Delaware.
Among other outhAtlantic states, Florida was abov
the regional averag of 22,684 while Georgia, the
arolina , and West VirgInia were below it.
In recent year, irginia' per capita income
ha fallen relative to the nation s (Figure 2). In 1989
it reached a peak of 106.1 percent of the U.S. average; sinc then it ha lipped to 103.3 percent the
lowest m asure since 1984. The major reason for
the relativ decline was cutbacks in total earning
of federal Civilian and military per onnelliving in
the Commonwealth. Contributing to the declin
were relative reduction in transfer payments and
slow growth ofprivate arnin s. These developments
more than offset an improvement in dividend,
Interest, and rent. Adjusted for price changes, th
tate' p r capita income increa ed by 2.4 percent
from 1994 to 1995, the large t annual percentage
gain ince 1989. However, because of omedecline
and slow growth in earlier years, real per capita
income in 1995 was only slightly above the previou peak achieved six years earlier.
Another measure of income is median household income. If all households' income were sorted
from highest to lowest, half would be above the
median and half would be below it. In 1995, th
irginia median was $36 222 compared to 34,076
for the nation. Despite the Commonwealth's good
showing relative to the nation 1995 median income was the lowest in the last four years (Figure
3). The Censu Bureau also adjusts its series to doJ-

FIGURE 2
Virginia's Per Capita Income Relative to the U.S. Average, 1985-1995
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FIGURE 3
Virginia's Median Household Income, 1985-1995
Percent of
U.S. Average
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lars of constant purchasing power, using the conumer price index. After adjusting for price changes,
Virginia's realhousehold income reached a new low
for the 10-year period ending in 1995. In relation
to the national figure, state median income slipped
considerably, from a high of 124.7 percent in 1992
to a low of 106.3 percent in 1995.
There are several caveats about these data: the
en u Bureau e timates are based on sample data
that are subject to large statistical error; Census
measurement techniques have been changed over
the years; the adjustment for constant dollars overstate inflation and therefore understates real income;
and the comp ition ofhouseholds has been changing.
According to a blue-ribbon panel ofeconomists that
reported to the U.S. Senate Finance Committee in
early December, the consumer price index overstates
inflation by about 1.1 percent annually. If the Virginia constant dollar estimates are adjusted for the
purported ov rstatement of inflation, then real
income has been static rather than dropping.
In 1995, when the poverty threshold for a
family of four was $15,569, the percentage of persons living in poverty in Virginia was 10.2 percent,
about the same as in the four preceding years. Bureau of the Census estimates of state poverty rates
between censuses are subject to large sampling variability, so small year-to-year changes are not
statistically significant. In recent years Virginia's
poverty rate has been well below the national average. In 1995 it was 74 percent of the national average
of 13.8 percent. After reaching a low of 64 percent

of the national average in 1992 and 1993, the ratio
has moved upward.

UEMPLOYMENT
There were 147,100 unemployed Virginians out of :
a total civilian labor force of 3,469,900 in October
1996. The 4.2 percent easonally adjusted rate was
the lowest October measure in seven years. The state's
unemployment rate is typically well below the national average and 1996 was no exception. The state's
rate was about four-fifths of the national average.
However, the ratio of the state's unemployment rate
to the national average has crept upward over the
last decade. A major reason for this development is •
that Virginia's economic growth rate is now close :
to the national rate, unlike the past when it was
higher.
Among the South Atlantic states, Virginia and •
North Carolina tied for the lowest unemployment •
rate. The region's two problem areas were West Virginia (7.4 percent) and the District of Columbia •
(8.4 percent).
Within the state the highest unemployment
rates are found in the rugged Southwest, the manufacturing centers in Southside, and in the Northern
Neck and Eastern Shore-Chesapeake Bay areas where
farms and fishing are important. The lowest rates
are in a broad area bounded by Northern Virginia,
the Shenandoah Valley, and the metropolitan
areas of Roanoke, Lynchburg, Charlottesville, and •
Richmond.
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Downsizing
of the military

RpULATION
Virginia's population growth rate has been decreasing since 1987 (Figure 4). Natural increase (births
minus deaths) and net migration (the difference
between gross in-migration and gross out-migration)
are the two components of population growth. The
natural increase number has been decreasing since 1990,
but net migration has dropped by more. In 1995 net
migration was only 25,000, the lowest figure since
1991. This latest information shows that net migration accounts for 37 percent of population growth,
while in the late 1980s, it accounted for more than
half. Although other factors, such as retirement decisions, affect migration, the primary determinant for
the Commonwealth is slowing job growth.

is likely
to continue.

RDERAL GOVERNMENT
The federal government is a major force in the Virginia economy. In 1995 federal civilian and military
earnings accounted for 12.5 percent of total earnings, three times the national average. This measure
is based on earnings by place of work; allowance
for the large number ofVirginia residents who commute to federal jobs in the District of Columbia
would raise the percentage even higher. The federal government is also an important contractor in
the state. In federal fiscal year 1995 Virginia
accounted for 8.2 percent of federal procurement
dollars and ranked second among all states and the
District of Columbia in dollar awards per capita.
In recent years federal employment, both civilian

and military, has fallen because of the downsizing
of armed forces following the collapse of the Soviet
empire and efforts to reduce the federal deficit. Office of Management and Budget (OMB) budget
projections for fiscal year 1997 assume further reductions in federal employment.
Downsizing of the national defense establishment is likely to continue, with a major review of
defense policy by the administration scheduled for
completion by May 15, 1997. The review is expected
to examine the current practice of maintaining sufficient armed forces to fight two wars simultaneously.
Dropping that policy could result in major cuts in
procurement and military troops. Such a change would
have little impact on developments in 1997 but would
be a negative factor for the Virginia economy in
future years.

~GINL4'S

CHANGING ECONOMY

A modern economy constantly changes in response
to market developments and new technology.
Virginia's economy is no exception. Nonetheless,
perception may lag behind reality. In the eyes of
many, Virginia is still associated with the manufacture of tobacco products, textiles, apparel, furniture,
and war ships; with the mining of coal; and as the
location of many federal civilian workers and military personnel. Although these sectors are important,
their relative size as a share of wage and salary and
proprietor earnings has dropped significantly over
the last decade. In 1985 the "traditional industries"

FIGURE 4
Virginia's Population Change, 1986-1995
Number

Percent

90,000 80,000 -

,A ~~

70,000
60,000
50,000

-2.5

~

C

I!
....

40,000

Ii
Ii

-2.0

~

~

~

1':1

L

= -'"

'-"~

~ 1i'iu~1il

,...~

I~~ lI~

~ ....

-1.5

r.

~ ~ .~~

~

IJ':

,.

-1.0

30,000
20,000
10,000

o

It

1986

-I--

1987

1988

~ Natural Increase

6-

_~

1989

-0.5

1f

_: 1:--t-L.i.J_:-.r1990' 1991

~ Net Migration

SOURCE: U.S. Department of Commerce, Bureau of the Census.

1992

....

1993

0--0

1

,-- 1994 1995
Growth Rate

0.0

Weldon Cooper Center for Public Service • December 1996

accounted for 21.8 percent of total earnings; ten
ears later their share had dropped to 16.2 percent
a 25.7 percent decline (Table 3). These were not
the only ectors that lost share over the decade, but
I emphasize them because of the perception of their
overwhelming importance to the Virginia economy.
Other imponant declining sectors were general building contractor, electronic and electrical equipment
manufacturin , and chemicals and alli d products
manufacturing. Fast-growing sectors that accounted
for at least 1 percent of earnings in the initial year
included finance, insurance, and real estate; private
health service ; and business services. Their combined share of arnings increased from 16.8 percent
to 19.9 percent, an 18.5 percent rise.
Thi dis ussion has been in terms of earnings,
an important measure of economic activity, but not
an exclusive one. A capital-intensive sector like manufacturing can exhibit growth in investment,
productivity, and earnings per worker yet show only

mode t growth in total earnings because of declining or slow-growing employment.

CNCLUSION
Although the state economy sho\iVed only modest growth in 1996, the story was not all bad.
Unemployment was very low and inflation was
mild. pessimist would focus on the slow growth
relative to the glory days of the 1980s when
Northern Virginia was booming and the state was
growing rapidly. An optimist would emphasize
the resilience of the Virginia economy in adapting to a much smaller federal presence and the
state's anticipated growth in new fields such as
silicon chips and bio-medical engineering. For
1997 the state's economic outlook is good. With
no national recession in sight, the prospect is for
continued growth though it will likely be at the
modest rate experienced in 1996. •
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Economic Data Available from the Cooper Center
For current information throughout the year on the Virginia and national economies, visit 'VaStat," the Cooper Center's business, demographic, and economic
statistics web page on the Internet. At this site you will find original data and
numerous links to federal statistical agencies as well as to the Center's ftp site, a
collection of downloadable files, many in spreadsheet format.
To reach "VaStat," click on its logo after you have reached the Center's home
page at http://www.virginia.edu/"'-cpserv/.
The Center's most recent publication on a Virginia economic topic is 1994

Virginia AGL Distribution ofVirginia Adjusted Gross Income by Income Class and
Locality. The publication, which is based on tax records, contains detailed income
information for each city and county. The price is $8.00 + tax (if applicable)
+ $2.50 shipping and handling. Send in your order by mail or call 804/982-5704.
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