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With pressure from a softening housing 
market and tightening credit condi-

tions, the national economy is at greater risk for 
recession than it has been since 2001.  The Texas 
economy could have been expected to show signs 
of fatigue this year, especially after relatively 
robust growth in 2005 and 2006.  Yet despite 
the gloomy national economic situation, Texas 
economic growth remains resilient.  The follow-
ing outlook of the state's economic recent past 
and future prospects highlights leading sectors 
and identifies areas that might produce a drag 
on economic growth into 2008. 

Jobs

The Texas economy created jobs in fiscal 2007 
(year ending August 31, 2007) at nearly twice 
the rate of the national economy.    Nonfarm 
employment in the state advanced by 2.3 percent 
or 229,000 jobs, reaching a year-end total 
of 10.3 million (Table 1).  As the number of 
workers increased for the fourth consecutive year, 
joblessness dropped to its lowest rate in six years, 
closing the fiscal year with an unemployment rate 

of 4.2 percent (see Figure 1, p. 2).  Texas' rate 
edged below the nation's unemployment rate 
for the first time since fiscal 2001. 

As evidence of the state's relative economic 
health, Texas added more jobs than any other 
state in 2007, with second-place California 
gaining 65,700 fewer jobs than Texas.  Texas 
ranked 11th among the fifty states in the rate 
of job growth, exceeded mostly by states in the 
mountain west.  As the state's fiscal year closed, 
the rate of job growth nationally was 1.2 percent 
for the year.  

While much of the job growth in the previous 
fiscal year (2006) had been spurred on by 
the healthy construction and energy sectors, 
mortgage lending and housing starts withered as 
the 2007 fiscal year unfolded, causing a reversal 
of fortunes for the state's construction industry.  
Oil prices in fiscal 2007 stabilized somewhat 
after a three-year run-up, still providing job 
opportunities in the energy sector.  Although 
higher energy prices have negative effects on Texas 
consumers, they still have a modestly positive 
effect on the state's overall economy, and the oil 
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Table 1
Nonfarm Employment in Texas

Aug '03 Aug '04 Aug '05 Aug '06 Aug '07

Trade, Trans'n, & Util. 1,912,500 1,953,000 2,004,300 2,049,900 2,065,100

Government 1,639,600 1,656,000 1,689,400 1,715,300 1,744,400

Prof. & Business Svcs. 1,052,200 1,103,600 1,160,800 1,229,100 1,291,200

Edu. & Health Svcs. 1,121,800 1,151,000 1,189,400 1,221,700 1,250,200

Leisure & Hospitality 160,200 890,000 909,100 944,500 985,800

Manufacturing 892,900 892,100 898,700 932,100 928,700

Financial Activities 587,200 596,600 612,100 626,000 640,400

Construction 551,400 543,600 570,100 605,000 621,500

Nat. Resources & Mining 148,400 153,600 168,000 187,800 204,300

TOTAL 9,353,800 9,516,000 9,774,000 10,077,900 10,306,900

Source:  Texas Workforce Commission, Nonagricultural Employment Estimates
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Figure 1
Unemployment Rates:  U.S. and Texas

The fastest growing 
major industry, with 8.8 

percent employment 
growth and an 

increase of 16,500 
jobs over the year, was 
natural resources and 
mining, supplanting 

construction, which led 
in 2005 and 2006.   

and natural gas industry provides Texas with a 
large number of relatively high paying jobs. 

Industrial Performance 
Of Texas’ 11 major nonfarm industries, all 

but two (information and manufacturing) 
added employment during fiscal 2007. The 
fastest growing major industry, with 8.8 percent 
employment growth and an increase of 16,500 
jobs over the year, was natural resources and 
mining, supplanting construction, which led in 
2005 and 2006. The industry losing the most jobs 
was manufacturing, with a 0.4 percent decline.

Manufacturing Losing Jobs, Not Production
Texas manufacturers are producing more 

with fewer workers, fueled by steady advances 
in technology that increase productivity. During 
fiscal 2007, Texas manufacturing's inflation-
adjusted contribution to the state's gross 
domestic product rose by 2.4 percent, even 
though industry employment dipped following 
two years of gains.

Texas exports, boosted by a weak dollar, give a 
shot in the arm to Texas manufacturing.  Texas 
exports increased by 12.5 percent in fiscal 2007, 
to a value of $163 billion, making 2007 the 
fourth consecutive year of double-digit percent 
increases.  Most export growth occurred in 
petrochemicals and industrial machinery.  Texas 
exports now account for nearly 15 percent of the 
state’s gross domestic product, up from less than 
10 percent in 1990.  Texas has led all other states 
in export trade since 2002 and is widening that 
lead.  The state’s international shipments now 
comprise more than one seventh of total U.S. 
exports, according to the World Institute of Social 
and Economic Research (WISER).   

Total manufacturing employment in Texas fell 

by 3,400 jobs in fiscal 2007.  Even with the job 
losses, though, Texas’ manufacturing industry 
fared better than the nation’s, which declined 
by 1.5 percent during the year.

Energy Prices Boost Natural Resources/Mining
In fiscal 2007, employment in Texas' natural 

resources and mining industry rose by 16,500 
jobs.  The state has gained a net 56,000 jobs over 
the last four fiscal years, representing a substantial 
38 percent increase.

The part of Texas’ oil and gas industry that 
has benefited the most from higher oil and gas 
prices is the sector defined as "support activities 
for exploration and development." For the fifth 
year, support activities in mining added jobs, 
with an additional 7,600 jobs in fiscal 2007. Its 
7.2 percent increase in jobs overshadowed the 
increase of 2,500 jobs (2.5 percent) added in the 
oil and gas extraction sector.  Natural resources 
and mining employment growth was spurred by 
crude oil prices, which have doubled over the 
past three years and remained mostly well above 
a taxable price of $60 per barrel. 

Demand increases from China—where fuel 
prices are kept artificially low—and other parts 
of Asia have diminished the world's buffer oil 
capacity.  Increased demand has coalesced with 
political and weather-related supply disruptions 
to keep energy prices higher than their long-
term averages.  Although domestic production 
of oil and gas in Texas is in decline, the fortunes 
of the energy industry still have a substantial 
impact on the Texas economy, since Texas is 
headquarters for many of the world's major oil 
and gas industry players.  The natural resources 
and mining industry’s proportional contribution 
to the state's earnings is more than five times the 
national average. 

U.S. Unemployment Rate                         Texas Unemployment Rate
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Even while the 
manufacturing arm 
of the Texas high 
technology industry 
was in the doldrums, 
the computer systems 
design sector had 
another stellar year.  
After topping the list 
as the fastest growing 
sector of any industry 
in Texas in fiscal 2006, 
it added another 5,200 
jobs in fiscal 2007, for a 
6.2 percent growth rate.  

Service Industries Lead in Job Growth
Texas’ service-providing sectors, which comprise 

more than 83 percent of the state’s total nonfarm 
employment, typically add jobs at a faster pace 
than the goods-producing sectors.1  Fiscal 2006 
saw a reversal of this pattern for the first time in 
eight years, due in part to the strength of oil and 
gas and construction. In fiscal 2007, however, 
the more typical pattern resumed, and service-
providing industries are again in the forefront of 
new jobs creation.  Services added 199,400 jobs 
during the year and accounted for a collective 2.4 
percent increase in jobs during fiscal 2007.  The 
goods-producing industries grew at 1.7 percent, 
substantially down from their combined barn-
burner rate of 5.4 percent in fiscal 2006. Even 
though the information industry continued to 
contract, the other seven service industries grew, 
giving the service industries 87 percent of the 
state's net job growth during fiscal 2007.

Professional & Business Services: New Jobs
The fastest growing Texas service industry in 

fiscal 2007 again was professional and business 
services. Growing at 5.1 percent, the industry 
added 62,100 jobs, more than one-fourth of total 
nonfarm job growth in the state. All major sectors 
of the industry generated net job gains, with the 
most jobs added in administrative and support 
services and the fastest growth rate in manage-
ment jobs.  The "management of companies 
and enterprises" category was the state's second 
fastest growing sector in fiscal 2007, advancing 
10.3 percent and representing 5,800 manage-
ment jobs.  Administrative and support services 
grew by 5.6 percent, and the mostly high-wage 
category of professional, scientific, and technical 
services grew by 4.1 percent.  

Even while the manufacturing arm of the Texas 
high technology industry was in the doldrums, 
the computer systems design sector had another 
stellar year.  After topping the list as the fastest 
growing sector of any industry in Texas in fiscal 
2006, it added another 5,200 jobs in fiscal 2007, 
for a 6.2 percent growth rate. Employment 
services, including temporary jobs, grew by 
3.1 percent, and accounting, tax preparation, 
bookkeeping, and payroll services tacked on 2.2 
percent. Legal services grew the slowest but still 
tallied up a 1.1 percent job increase. 

Trade, Transportation, & Utilities – Ups & Downs
The trade, transportation, and utilities industry 

accounts for one-fifth of all nonfarm jobs in 
Texas and includes under its wide umbrella, 
curiously enough, some of the fastest growing 
and mostly rapidly declining industries in the 
state.  For example, employment in the natural 
gas distribution sector grew by 10 percent during 

the year, while non-store retailers, including some 
Internet retailers, forfeited over 15 percent of 
their jobs in fiscal 2007.  

The same high energy prices that propelled 
energy exploration and rig suppliers caused a 
substantial drop in retail employment in gasoline 
stations (down 3.7 percent) and courier and 
messenger services (down 4.6 percent).  Food 
and beverage stores, clothing stores, general 
merchandise stores, and department stores each 
gave up employees, but health and personal care 
stores and clothing accessory stores added jobs, 
as did automobile dealers, retailers of motor 
vehicle parts, furniture stores, and electronic and 
appliance stores.  

State sales tax collections, which are a proxy for 
retail sales of taxable goods, were 10.9 percent 
above collections in fiscal 2006, but the near-
term outlook is for a more subdued retail sales 
market (see Table 2, p. 4).  One reason is that 
sales have outpaced income growth nationally 
since 2000, and according to Global Insight, 
Inc, the nation's savings rate is at its lowest rate 
of saving since 1933, at 0.4 percent of income.  
There are initial signs that consumer spending 
has slowed nationally, with Texas showing signs 
of following this trend.

In most years, the utilities component is the 
poor stepsister of the trade, transportation, and 
utilities industry, but in fiscal 2007, utilities 
employment rode a wave of rapid growth in 
electric power generation and transmission, 
as well as natural gas distribution services, to 
outpace the other sectors of the industry. Overall 
utilities employment grew by 2.3 percent, for a 
faster rate than retail trade, wholesale trade, or 
transportation. 

Information Industry
A hemorrhaging in the state's information 

industry mostly stopped about three years ago, 
but a small number of jobs continue to seep away 
each year.  For example, during the three fiscal 
years following the "dot com" bust (fiscal years 
2002, 2003, and 2004), the Texas information 
industry averaged losses of 5.8 percent per year.  
In the most recent three years (2005, 2006, and 
2007), losses have averaged only 0.4 percent.  
Still, the industry has not seen an up year since 
2000.  On the bright side, while no information 
sector added jobs during the previous fiscal year, 
the Texas publishing sector added 1,300 jobs in 
fiscal 2007, for a 2.6 percent increase.  These 
gains were counterbalanced by continued losses 
in telecommunications (down 2,200 jobs, or -2.5 
percent) and Internet services (down 500 jobs, 
or -1.4 percent).  

Information  is  a  conglomerate  of several 
industries, some old-economy (printing, 
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Housing remains 
the biggest drag on 

economic growth in 
the U.S., and although 

the problem is far less 
pronounced in Texas, 

the steep declines in 
the housing arena have 
the potential to derail 

the national economy, 
which would certainly 

be felt in Texas.   

publishing, data processing, television 
broadcasting, and wired telephone services) 
and some newer (cellular telephone providers, 
Internet providers, DSL, and software 
services).  About three-fourths of Texas 
telecommunications employment is in wired 
and cellular providers of telephone services, 
although there is also substantial employment in 
satellite and cable providers, paging services, and 

telecommunications reselling services.  In fiscal 
2007, the state's Information industry gave up 
another 700 jobs, a 0.3 percent drop.

Financial Services Outpace National Counterparts
The financial activities industry grew in tandem 

with the overall Texas economy, expanding 
employment by 2.3 percent in fiscal 2007, with 
the fastest growth in financial investments and 
securities, which were helped by a relatively 
robust stock market.  Texas banks and savings 
institutions are healthier than national averages, 
reflecting the comparatively intact Texas housing 
market and strength in the overall economy.  
More than 61 percent of Texas’ commercial banks 
posted earnings gains in the summer of 2007, 
compared to just 53 percent nationwide.  For 
savings institutions, Texas’ relative advantage was 
even wider, with 50 percent of Texas institutions 
posting earnings gains compared to 32 percent 
nationwide.  

Real estate also flourished during most of fiscal 
2007, with 2.7 percent job growth.  Average Texas 
house prices increased, rising by 4.6 percent 
and topping $200,000 for the first time ever 
($200,200 in August 2007).  Comparatively 
healthy real estate markets in Texas contrasted 
sharply with severe price declines in much of 
the nation.

Looking Forward--Some Concerns 
Housing remains the biggest drag on economic 

growth in the U.S., and although the problem is 
far less pronounced in Texas (see Figure 2, p. 5), 
the steep declines in the housing arena have the 
potential to derail the national economy, which 
would certainly be felt in Texas.  Global Insight, 
Inc. expects housing starts to fall 31 percent 
nationally during fiscal 2008. The housing 
downturn spills into the consumer sector and 
has the potential to cause a contraction in retail 
sales. With the low savings rate and several years 
of consumer spending fueled by home equity 
loans, spending has outstripped income growth. 
This pattern inevitably will turn around, and 
when it does, there will be a substantial drag on 
wholesale and retail sales activity.

Another potential roadblock for economic 
growth in Texas and the U.S. is that long-term 
productivity growth--the level of output per 
hour of work--appears to be slowing, and this 
has the potential to cause inflation to heat up.  
Inflation is under control so far, giving the Federal 
Reserve ample room to maneuver to forestall a 
recession.  Another wild card is the price of oil.  If it 
continues to spiral upward, the national economy 
could easily slide into recession.  Although Texas 
would be somewhat insulated from a recession's 
pernicious effects because of its energy industry, 
a national recession would nonetheless be felt 
in Texas.

While growth in the global economy and a 
declining dollar have boosted U.S. export growth, 
there are signs the European economy is losing 
steam. Although economic growth in Asia looks 
solid, any slowdown in U.S. exports will be felt in 
Texas, particularly since Texas is the nation’s largest 

Table 2
Texas Taxable Retail Sales

Source: U.S. Census Bureau, North American Industry Classification System

Quarter, 
Year Gross Sales

Amount Subject to 
State Tax Outlets

Q1, 2005 $221,348,124,434 $51,379,932,670 492,674

Q2, 2005 $244,719,163,990 $55,437,365,145 500,114

Q3, 2005 $248,432,055,372 $55,396,050,663 503,513

Q4, 2005 $380,724,029,062 $62,478,356,827 803,370

Total $1,095,223,372,858 $224,691,705,305

Q1, 2006 $242,712,690,967 $58,456,440,431 501,249

Q2, 2006 $260,884,352,491 $62,296,714,906 513,004

Q3, 2006 $265,652,401,569 $62,428,708,184 520,042

Q4, 2006 $386,894,412,260 $67,317,051,708 787,613

Total $1,156,143,857,287 $250,498,915,229

Q1, 2007 $250,755,967,084 $62,788,490,907 518,035
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Figure 2
Texas Single-Family Housing Permits, 2001-Sept. 2007

Source:  U.S. Census Bureau

For the 2008-2009 
biennium, the Texas 
economy should 
outpace the U.S. 
economy for the 
same reasons that it 
is outperforming the 
national economy 
today.  These 
include continued 
net migration... an 
experienced workforce, 
a comparatively healthy 
housing market, a 
strategic geographic 
location for Latin 
American Trade, an oil 
and gas industry serving 
as a buffer for high fuel 
prices, and a relatively 
low cost of doing 
business.    



exporting state.   A bright side of a continuing 
decline in the value of the U. S. dollar is that 
Texas-made products and service could be priced 
more competitively overseas, allowing exports to 
add fuel to economic growth. 

The Next Two Years
Economic indicators show that Texas can 

expect continued job growth, but headwinds to 
the economy will keep it from reaching 2007's 
growth in 2008 or 2009.  The Texas economy 
is forecasted to expand more slowly than its 
long-range trend but still remain well ahead 
of the nation's rate of economic growth.  The 
Comptroller’s Texas Index of Leading Economic 
Indicators at the end of fiscal 2007 was 2.2 
percent above its level one year earlier, with seven 
of the 10 leading indicator components pointing 
toward continued moderate economic growth in 
the near future.  

For the 2008-09 biennium, the Texas economy 
should outpace the U.S. economy for the same 
reasons that it is outperforming the national 
economy today.  These include continued net 
migration into the state, a central Sunbelt 
location at the buckle of the nation's burgeoning 
southern and western regions, an experienced 
workforce, a comparatively healthy housing 
market, a strategic geographic location for Latin 
American trade, an oil and gas industry serving 
as a buffer for high fuel prices, and a relatively 
low cost of doing business.  Texas' nonfarm 
employment is projected to increase by 1.9 
percent per year over the next two fiscal years, 
while the nation’s employment will grow by an 
annual average of 0.9 percent.

Texas benefited from the impact of high energy 
prices on the state’s oil and gas production, 
manufacturing, and services sectors over the 

past three years. However, relatively high energy 
prices and shaky housing markets are likely to 
cause state and national rates of unemployment 
to trend upward during 2008-09, with Texas 
averaging 4.8 percent unemployment for the 
biennium, compared to 4.9 percent nationally. 

Personal income growth was healthy in Texas 
over the last four years and is expected to remain 
so, albeit at a more restrained level of growth. Job 
growth helped nominal personal income increase 
by an average 8.4 percent annually in 2006-07, 
but slower job growth and reduced corporate 
profits should temper this to a still-healthy 5.9 
percent annual rate in 2008-09.

Just over 60 percent of Texas’ population 
growth in the 2008-09 biennium will be driven 
by natural increase, while slightly less than 40 
percent will be due to net migration. Population 
growth will step back from its 2006-07 growth 
rate, which was unusually high due to the large 
number of migrants displaced by Hurricane 
Katrina. Even so, Texas population will increase 
by 761,000 during the 2008-09 biennium, an 
average annual increase of 1.6 percent, to reach 
a total of 24,536,000 Texans in fiscal 2009. The 
baseline expectation is that the Texas economy 
will continue to grow during the 2008-09 
biennium, although at a somewhat slower pace 
than during 2006-07.  

References
1.  Service-providing industry sectors include:  1) 

trade, transportation, and utilities, 2) information, 3) 
financial activities, 4) professional and business services, 
5) education and health services, 6) leisure and hospitality 
services, 7) other services, and 8) government, including 
public education.  Goods-producing industry sectors 
include: 1) natural resources and mining 2) construction, 
and 3) manufacturing; it also includes agriculture, but in 
discussing employment, nonfarm employment statistics 
are cited.
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Figure 3
Nonfarm Employment Growth, United States and Texas 

Percent Change from Previous Year 1990 to 2007

Source:  U. S. Bureau of Labor Statistics and Texas Workforce Commission.  Quarterized by 
the Texas Comptroller's Office.  
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