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poverty. Then I explore the growth of state
government general fund tax revenue and
consider why it grew so much faster than
other measures of the economy for a few years
and why the reverse is true now. Finally, I
speculate about the future course of the state
economy and state government tax revenue.

Virginia's economy performed well, but
In like
thethefirst
economy
year of the
of nation
the millennium,
as a whole,
began to show a few signs of weakness. State
general fund tax revenues slipped severely,
much more than would have been expected by
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looking at state economic data. In this article
I trace recent economic developments starting
with the remarkable expansion that began
after the 1990-1991 recession. To measure

The 2000
Virginia
as economy
non-farm did
payroll
well employment
in the year
increased by 94,800. This was more than in
the previous two years and exceeded the gain
in 1997, the best year in the previous decade.
The job increase in 2000 was part of the pat
tern of strong gains in every year since the
1990-1991 recession (Figure 1).

performance I cite statistics on employment,
personal income, per capita personal income,
the unemployment rate, and the incidence of
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this change. Manufacturing employment,
which dropped by 6,900, also declined in most

Figure 1. Annual Change in Virginia Nonfarm
Payroll Employment, 1991 - 2000

years in the 1990s in response to productivity
gains and severe foreign competition in the tex
tile and apparel industries.
Information on regional employment trends
is provided by data on wage and salary employment
in Virginia's twenty-one planning districts.1
From 1991 to 1999 the Commonwealth's total
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employment increased by 546,594 (equivalent to a
2.1 percent average annual rate), and Northern

Source: Bureau of Labor Statistic

As in every year since 1991, the sector
that had the largest increase in jobs was pri
vate services. The sector provided 46,700 new

Virginia with a net increase of 219,211 workers
accounted for the lion's share (40.1 percent)
of the state's total increase. Richmond Regional,

jobs in 2000. This performance was in keeping
with developments since 1991. Many of the
new service jobs were in business services and
medical services. In addition to a large num
ber of high tech jobs the business service sec
tor includes temporary help firms that grew

(+79,275 jobs) and Hampton Roads (+72,693 jobs)
were the other major job locations. Most of the
remaining new jobs were in the areas of
Fredericksburg, Central Shenandoah, Roanoke,
Charlottesville and Winchester. In terms of
average annual percentage growth, the
Fredericksburg area outperformed all other areas

rapidly in the tight labor market. Although

Figure 2. Average Annual Growth Rate of Wage and Salary Employment, 1991 - 1999
Average Annual Growth Rate (%)
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there have been some mergers and consolida
tions in general merchandise and grocery
stores, the retail trade sector still added 14,100
jobs. The other major sources of new jobs in
2000 were local government, construction,
transportation and public utilities, and
finance, insurance, and real estate. The federal
government, long a mainstay of the Virginia
economy, was responsible for only 2,700 new
jobs and this was all related to the taking of
the 2000 Census. In fact, since 1991 the num
ber of federal jobs in Virginia has decreased.
Federal outsourcing to private service
providers in Northern Virginia offset part of

by a large margin (Figure 2). The area's sizzling
growth rate was 5.3 percent. There are also many
residents of the Fredericksburg area who com
mute to jobs in the Washington area. Such jobs
are not included in the wage and salary series
because it is based on jobs by place of work, not
the residence of the workers. Other fast-growing
areas were Winchester as well as Northern
Virginia and all of the planning districts in its
orbit. The New River Valley, home of Virginia
Tech and Radford universities, also experienced
strong growth. Slow growth areas included the
planning districts in the southwest, Southside,
and the Eastern Shore.
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Personal Income
Personal
1990s income
following growth
the recession
was strong
at the in
begin
the
ning of the decade. Growth slowed slightly in
2000 but still exceeded growth in all years in the
1990s except 1998 and 1999. Wages and salaries,
the major component of personal income, grew

growth. Leading the region were Georgia (+7.3
percent) and North Carolina (+ 6.5 percent).
Personal income data for planning districts
are available through 1998. In that year, the
Northern Virginia Planning District accounted
for 36.4 percent of Virginia personal income.
The region's share eclipsed those of the other

rapidly in an era epitomized by "help wanted"
signs. Of particular importance was the growth
of real income. Annual gains exceeded 2.2 per
cent in every year after 1996. To put that growth
in perspective, if real income increased by 2.2

planning districts. Second was Hampton Roads
with 18.9 percent and Richmond Regional was
third was with 12.8 percent. None of the remain

percent every year, it would take only a decade
for real income to increase by a fourth.
The strong growth of personal income in

greatly, ranging from 3 percent to 7.9 percent
annually. The Fredericksburg area experienced
the highest growth of current dollar personal
income. Other high growth areas were Northern

Virginia was matched by many other states. In
fact, one of the hallmarks of the expansion was
that most regions of the nation shared in the
growth. From 1991 to 1999 Virginia's average
annual growth of income in current dollars (+ 5.5
percent) was the same as the national rate.
Compared to its neighbors in the South Atlantic
region, Virginia ranked fifth in average annual

ing eighteen districts accounted for more than
3.6 percent. Growth from 1991 to 1998 varied

Vi r g i n i a , t h e W i n c h e s t e r a r e a , t h e
Charlottesville area, and the RappahannockRapidan area. Together these areas form a single
region connecting Charlottesville, Winchester,
Arlington, and Fredericksburg. The areas with
the slowest growth were the two planning dis
tricts in the far southwest.

Figure 3. Virginia Per Capita Personal lncome,1980 - 1999
Virginia Annual Real Growth Rate

1980
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1984

Source: Bureau of Economic Analysis

Real Growth Rate (%)

Growth in income
matches the
national rate.
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Per Capita Personal Income
Abroad
measure
of economic
welfarepersonal
is per
capita
personal
income—total
income divided by population. During the
1990s, per capita income adjusted for inflation
rose briskly, achieving a rate of 3.3 percent in
1999, the most recent year available (see Figure
3, right axis). Growth in 2000 probably was a
little slower, but still strong. When compared to
the 20-year record, the recent growth of
Virginia per capita income was good but not
spectacular. In fact, major gains occurred after
recovery from the two recessions in the early
part of the 1980s. The left axis of Figure 3
shows Virginia per capita income relative to the
U.S. average. In 1988 Virginia's per capita
income was 107 percent of the comparable
national figure, an all-time high since the series
started in 1929. After 1988, Virginia's per capita
income fell to 103 percent of the U.S. average in
1996 before rising to 104 percent in 1999. A
major reason for the relative decline from 1988
to 1996 was the cutback in federal defense out
lays, a major blow for Virginia because of its

concentration of federal civilian defense person
nel, the military, and defense contractors.
From 1991 to 1999 Virginia's current dol
lar per capita income grew at a 4.3 percent
annual rate. This was slightly below the 4.5 per
cent national rate. Within the South Atlantic,
the Commonwealth's per capita income in 1999
ranked it fourth behind the District of
Columbia, Maryland, and Delaware. From 1991
to 1999 relative growth in per capita income was
greatest in Georgia (+5.2 percent). North
Carolina (+4.8 percent) and South Carolina (4.6
percent) also exceeded Virginia's growth.
Per capita income by planning district is
available for 1998. In that year, Northern Virginia,
with a per capita income 1.5 times the national
average, exceeded all other areas in Virginia by a
wide margin. Only two other areas had incomes
greater than the national average, Richmond
Regional (8 percent greater) and RappahannockRapidan (3 percent greater). From 1991 to 1998,
average annual growth rates of per capita
income ranged from 3.1 percent in the Farmville
area to 4.9 percent in the Roanoke area.

Table 1. Average Wage Per Worker, 1991 - 1999
1999
Area

Amount ($)

%of
National Average

Average Annual %
Change
1990-1999

U.S.

32,711

100.0

3.7

Virginia

32,582

99.6

3.8

Planning District
1. LENOWISCO (Norton Area)

2.1

23,643

72.3

2. Cumberland Plateau

22,736

69.5

1.4

3. Mount Rogers

22,508

68.8

3.1

4. New River Valley

24,673

75.4

3.1

5. Fifth (Roanoke Area)

28,248

86.4

3.4

6. Central Shenandoah

24,898

76.1

3.0

7. Lord Fairfax (Winchester Area)

24,928

76.2

3.2

8. Northern Virginia

44,786

136.9

4.6

9. Rappahannock-Rapidan

25,009

76.5

3.4

10. Thomas Jefferson (Charlottesville Area)

27,879

85.2

3.5

11. Central Virginia (Lynchburg Area)

26,219

80.2

3.4

12. West Piedmont (Danville

23,194

70.9

2.8

13. Southside (Danville Area)

21,178

64.7

3.7

14. Piedmont (Farmville Area)

20,981

64.1

3.6

15. Richmond Regional

33,238

101.6

3.7

16. RADCO (Fredericksburg Area)

27,079

82.8

3.3

17. Northern Neck

20,819

63.6

3.0

18. Middle Peninsula

20,876

63.8

2.7

19. Crater (Petersburg Area)

26,569

81.2

2.9

22. Accomack-Northampton (Eastern Shore)

20,974

64.1

3.4

23. Hampton Roads

27,772

84.9

2.8

Source: Bureau of Economic Analysis data on wages and salaries.
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Wage Per Worker
The $32,582
average inwage
Virginia very
worker
1999, per
an amount
closewas
to
the U.S. average of $32,711 (Table l).The 19911999 average annual growth rate of 3.8 percent
was also very similar to the national rate. There
was a large variation in wages within the
Commonwealth, ranging from $44,786 in
Northern Virginia to $20,974 in the Eastern
Shore. The Northern Virginia average was more
than a third higher than the national average.
The only other Virginia area exceeding the
national average was Richmond Regional that
was slightly above the U.S. figure. The large
intrastate wage variation is a reflection of local
industry composition and the skills required, as
well as local labor market conditions. Northern
Virginia's growth rate of 4.6 percent led the state.
The slowest growth rate was in the Cumberland
Plateau where wages grew at a 1.4 percent rate.

unemployment compensation benefits are below
average and Virginia has a lower share of
employment in manufacturing, a sector with
above-average unemployment.
Within the state, there is large variation in
unemployment rates. As one might expect, rates
are very low in Northern Virginia. The planning
district's rate in 2000 was 1.4 percent, a rate
close to the minimum possible since there is
always some frictional unemployment as a result
of job changes. Other areas with rates below 2
percent were Central Shenandoah,
Rappahannock-Rapidan, the Fredericksburg
area, the Charlottesville area, and the Roanoke
area. The highest rates, all exceeding 6 percent,
were in the Cumberland Plateau, the Northern
Neck, and the Danville area.

Poverty
An average
below the
of poverty
9.8 percent
levelofinVirginians
the three-year
were

Unemployment
One years
of thehas
most
favorable
statistics inrate.
recent
been
the unemployment
In
2000, Virginia's unemployment rate averaged
only 2.5 percent. At the end of the year Virginia's
seasonally adjusted rate was second lowest in the
nation. The Commonwealth's annual rate was
the lowest ever recorded in Virginia, with data

period, 1997-1999, when the federal poverty
threshold for a family of four was $16,696. This
was an improvement from the previous two
years, but about the same as in 1991-1993, the
Figure 5. Poverty Rate, Three-Year Average,
1991 -1993 to 1997-1999
%
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going back through 1950.
After reaching a peak of 6.4 percent fol
lowing the 1990-1991 recession, the unemploy
ment rate moved downward in every year (Figure
4). The same trend occurred nationally but was
Figure 4. Unemployment Rate, 1991 - 2000
Source: U. S. Bureau of the Census.
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Source: Bureau of Labor Statistics.

not as pronounced. Consequently, the ratio of the
state rate to the national rate declined markedly.
The 2000 rate was 63 percent of the national
rate, much lower than the 85 percent ratio in
1991. The reason for this outcome is somewhat
of a mystery because the Virginia and national
economies grew at similar rates. Two partial
explanations are that Virginia's unemployed
workers are motivated to find jobs because

period, Virginia's poverty rate was consistently
below the national average, but by a decreasing
margin. The Bureau of the Census state esti
mates are subject to much greater statistical error
than the national estimates. Thus, any conclu
sion about a trend is precarious. The safest con
clusion is that the poverty rate in Virginia
remains below the national average and that dur
ing the 1990s there was little change in the
state's poverty rate.

State Government Revenues
Virginia's
ent onstate
economic
government
developments
is vitally within
dependits
boundaries. In contrast, businesses operating in
the Commonwealth frequently have a different
perspective based on local, interstate, or global

Within the state,
a large variation
in unemployment
rates.

The Virginia News Letter
business conditions. This has not always
been true. Not too long ago before the merger
movement among banks, the large banking insti
tutions were primarily intrastate. There were also
the Virginia-based department stores (Miller 8c
Rhoads andThalhimers), and the electric utilities
and railroads, although interstate, had much
smaller service areas than today. Security dealers
and large law firms also had more of a Virginia
perspective than the large, multi-state organiza
tions that have replaced them.
Unlike the business community, the
state government's entire economic focus is on
conditions within the Commonwealth's bound
aries since the state's economy is the tax base.
Until recently, general fund revenue tracked per
sonal income, a broad measure of economic
activity, fairly closely. Figure 6 shows the annual
Figure 6. Percentage Change in Virginia Personal
Income and General Fund Tax Revenue,
FY 1991 - 2000
■ Personal Income
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Source: Bureau of Economic Analysis and 2001 Executive Budget.

percentage change in personal income and gen
eral fund tax collections in each fiscal year since
FY 1991. In the early years the trwo series moved
in tandem, but beginning in FY 1996 and lasting
through FY 2000 tax collections grew much
faster than personal income. According to pro
jections in Governor Gilmore's 2001 Executive
Budget Document, that situation is not expected
to continue. In the current fiscal year and in the
next year, growth of tax revenue is forecast to be
about the same as personal income. Personal
income is forecast to grow by 6.2 percent in FY
2001 and by 5.9 percent in FY 2002. Moreover,
those growth rates will be hard to achieve in a
slowing economy.
Why did general fund collections grow so
much faster than personal income for several
years? The major reason appears to be that the
buoyant stock market caused many taxpayers to
realize taxable capital gains. Such capital gains,
although part of the tax base, are not included in
the measure of personal income which is based
on current income flows and does not count
changes in the value of personal assets. Unlike

the federal government, Virginia does not tax
long-term gains at a lower rate than ordinary
income. Capital gains were a major source of
growth for the Virginia individual income tax.
Based on Internal Revenue Service data for fed
eral taxpayers in Virginia, the share of taxable
income from net realized capital gains was 6.8
percent in 1998, more than double the 3 percent
share in 1995. If information were available for
tax years 1999 and 2000, it probably would show
even higher shares for those years.
Another factor related to the run-up in
stock prices was the wealth effect. That refers to
the tendency of households to spend more if
their net wealth increases because of higher val
ues for equities, houses, and other assets. The big
increase in stock values from 1995 to late 1999
was obviously a factor in the growth of taxable
retail sales as consumption rose. Rising stock val
ues also contributed to motor vehicle sales, a tax
base not included in the general fund but one
very important for the transportation fund.
There are no reliable measures of the mag
nitude of the wealth effect. Some studies have
shown that for every dollar added to net worth,
about 3 to 4 cents is added to spending, but rev
enue forecasters do not have precise estimates.
The wealth effect cuts both ways. When wealth
goes down, it can dampen consumer confidence
and result in less economic activity.
The recent poor performance of general
fund revenue is an indication of the role of
diminished capital gains and a negative wealth
effect. These conditions make the already formi
dable task of revenue forecasting even more dif
ficult. In addition to forecasting broad measures
of the national and state economies, revenue
forecasters must also factor in a possible negative
wealth effect and make allowances for capital
gains in a turbulent equities market.

The Changing Virginia Economy
Virginia's
is part
of the
econ
omy" economy
so widely
covered
in "new
the press.
Governor Gilmore has named his web site "The
Digital Dominion," and by all accounts the
Commonwealth is at the forefront of the many
changes involving the Internet and other aspects
of information technology.
The composition of the Virginia economy
is becoming more like the national economy.
Unique attributes such as the importance of
defense spending, the proximity to the nation's
capital, and the trade associated with a world class
seaport persist, but in general, the composition
of the economy is becoming much more like the
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U.S. economy. Consequently, in the future the

The Future

Virginia economy will show about the same
volatility as the national economy whereas in ear
lier years Virginia's economy suffered less in
recessions and grew more in expansions.
A major development has been the grow

The aquestion
recession?"
of the
Most
moment
economists
is "Will
believe
there
thatbe
a
recession will be averted. The slowdown will
continue through the first half of 2001 with a

ing concentration of economic activity in
Northern Virginia. Its share of wage and salary
employment rose from 27.1 percent in 1991 to
29 percent in 1999, and its share of personal
income rose from 34.1 percent in 1991 to 36.4
percent in 1998. The share of personal income is
higher than the employment share because the
employment figure is restricted to jobs located in
Northern Virginia. The job count does not
include Northern Virginia residents who hold
jobs in the District of Columbia and Maryland.
Also, the very high incomes in Northern Virginia
drive up its share of personal income.
The statistics I have quoted are based on a
narrow definition of the area, comprised of the
nine localities that are in the Northern Virginia
Planning District. Use of the more broadly
defined Northern Virginia Metropolitan
Statistical Area (MSA) provides an even larger
estimate of the area's dominance. The MSA con
tains all of the localities in the planning districtplus eight more that extend the area's boundaries
west to Clarke County and south to Spotsylvania
County. In 1998 the MSA accounted for
41.1 percent of the state's personal income, a share
nearly 5 percentage points higher than obtained by
using the narrow planning district definition.
Not only are the shares of economic activ
ity changing, but also there is greater disparity
among regions. During the 1990s disparity
measures for per capita income, average wage
per worker, and
all increased.2

the

unemployment

rate,

pickup later this year. However, forecasters have
a difficult time calling turning points in the busi
ness cycle so the possibility of a more severe and
protracted downturn cannot be ruled out.
Particularly troubling is mounting household
debt. Efforts to stimulate the economy via lower
interest rates and tax cuts could be offset by
increased saving as households attempt to
improve their balance sheets.
The Virginia economy is likely to mirror
the national economy. A major uncertainty is the

A growing
concentration

performance of areas of the state outside of the
Northern Virginia domain. If areas such as

of economic activity
in Northern

Hampton Roads, Roanoke, and Richmond
exhibit stronger growth, this will raise the overall

Virginia

performance of the state economy. •

'This employment series, produced by
the Bureau of Economic Analysis, includes the mili
tary and farm workers, categories not included in the
nonfarm payroll series published by the Bureau of
Labor Statistics.
2 The disparity measure used was the coefficient
of variation (CV) which is the standard deviation
divided by the mean. For the twenty-one planning dis
tricts the CV was as follows for the three variables: per
capita income (0.227 in 1991 and 0.243 in 1998);
average wage (0.172 in 1991 and 0.211 in 1999); and
unemployment rate (0.322 in 1991 and 0.556
in 2000).

2000 Virginia News Letter Index

Past issues of
The Virginia
News Letter are
available in the
publications section
of the Cooper
Centers Web site:
otw. Virginia, edu
/coopercenter/

Forcing Drivers Off the Road Won't Solve
Virginia's Traffic Woes
Alan E. Pisarski
January/February 2000 (Vol. 76, No. 1)

Politics and Moral Leadership
Laurin L. Henry
July 2000 (Vol. 76, No. 5)
The Legacy of Governor Dalton

Protecting Virginia Wetlands:
Good for the Environment—and Business
L. Preston Bryant, Jr.
April 2000 (Vol. 76, No. 2)
Does Campaign Advertising Depress
Voter Turnout?
Paul Freedman and L. Dale Lawton
May 2000 (Vol. 76, No. 3)
The New News Media and Public Trust
Sandra Mims Rowe

John H. Chichester
August 2000 (Vol. 76, No. 6)
Science and Technology, and Our Commonwealth
Anita K. Jones
November 2000 (Vol. 76, No. 7)
Virginia's Slow Progress on
Finance Reform
David M. Poole
December 2000 (Vol. 76, No.

June 2000 (Vol. 76, No. 4)

VOL.77

NO.2

MARCH

2001

Editor: William H. Wood
Graphic Design: David Borszich
The Virginia News Letter (ISSN 00420271) is published by the Weldon Cooper
Center for Public Service, University of
Virginia, P.O. Box 400206, Charlottesville,
Virginia 22904-4206; (804)982-5704,
TDD: (804) 982-HEAR.
Copyright ©2001 by the Rector and
Visitors of the University of Virginia. The
views expressed are those of the author and
not the official position of the Cooper
Center or the University.
To get on The Virginia News Letter
mailing list or to request reprints or repro
duction permission, write or call the Weldon
Cooper Center for Public Service.
Periodical postage paid at Charlottesville,
Virginia.
Postmaster: Send address changes to the
Weldon Cooper Center for Public Service,
P.O. Box 400206, Charlottesville, Virginia
22904-4206.

The Virginia NEWS LETTER
WELDON COOPER
CENTER FOR PUBLIC SERVICE
University of Virginia

ENTERED

AS

PERIODICAL
Charlottesville,

Virginia

