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Regulation and the Corporate Environment
Strategies for Business

Duane Windsor
Until quite recently , the Southwest region of the country has been perceived as a relatively safe haven for business
and industry. State and local governments, together with
their electorates, are thought to be still largely oriented to
economic growth. In many respects, the Southwest is a
center for an entrepreneurial spirit of freewheeling business
that views the free enterprise system as precluding government interference, regards political and legal changes
occurring in other parts of the country as increased government regulation, and sees politics (and hence political
strategy) as something practiced by professional politicians,
generally to the detriment of business.
The environment that shaped those views, however, may
well be changing since policy innovations often start in one
part of the federal system and then gradually percolate to
other parts. In addition, while the Sunbelt is a place to
which both business and population are rapidly moving,
growth and industrialization bring new policy pro bl ems
and, as a result, they probably will speed up the percolation
process. A harbinger of this possible change is the fact that
in the 1981 mayoral election in Houston, one candidate
filed suit against the property tax appraisals on business
property ; the court ruling added offshore equipment and
vessels to the tax rolls. In addition , the Houston Chamber
of Commerce has issued a Regional Mobility Plan for th e
Houston Region calling for major highway and public
transit improvements to address that city 's growing transportation crisis. A study by the West Houston Association
found that of the twenty most-populated metropolitan
areas Houston and Denver ranked at the bottom in limitedaccess divided highways for every one hundred square
miles. 1 Even in the Southwest, business must begin to
consider political, as well as market, strategy.
Politicizatiorl,of the Business Environment

The enactment of the National Environmental Policy
Act in 1969 seems to have marked a major watershed in the
Duane Windsor is Assistant Professor of A dministrative Science,
Rice University.
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politicization of the U.S. business environment. The statute
coincided with the beginning of a new political era characterized by political turbulence and volatility and by sustained economic stagflation. The Vietnam War, the Watergate scandal, and the Arab oil embargo created upheavals in
both major political parties and shook public confidence in
our major social institutions, including large corporations.
During the 1970s, an enormous and largely unanticipated flood of regulatory legislation at all levels of government imposed new restrictions on business activity in emissions, effluents, workplace safety , employment, credit
operations, and so on. In 1936 the Federal Register contained 2,619 pages; the 1975 volume had more than 60,000
pages-these figures providing a rough index of the expansion of administrative and regulatory activity in the federal
government. While the number of pages of public bills
enacted by Congress has not increased appreciably since the
end of World War II, a large number of organized interest
groups-public interest lobbies, ethical investors, corporate
governance reformers, and environmentalists-have mobilized to influence the policy-making process of government
on issues affecting business.
These developments have proceeded far enough that the
chief executive officer of a large corporation has of necessity become a lobbyist, public spokesman, and political
strategist-what Thomas A. Murphy, former chairman of
both General Motors and the Business Roundtable , rather
euphemistically called a "public figure . " 2 Reginald Jones,
former chairman of General Electric, calculated that he had
to spend one working day in five in Washington, D.C. "It
is no exaggeration to say that for most managers, their main
problems-the main obstacles to achieving their business
objectives-are external to the company .. .. The main
problems of business these days are ... determined in
the arena of public policy . " 3
The Question of Public Confidence

A 1976 survey of 6 ,200 households by U.S. N ews and
World Report rated twenty-six types of institutions on their
integrity and ability to get things done . Corporations and

business executives were rated high on ability but, together
with labor leaders, lawyers, and the media, low on honesty.
In a 1977 Gallup survey concerning twenty occupational
groups, business executives, labor leaders, and politicians
were the lowest rated. By contrast, the free enterprise system received general support, despite the perception that it
works largely by self-interest. 4 A survey conducted in 1975
for the Business Roundtable found that 43 percent of respondents believed that big corporations could get away
with anything, 61 percent regarded excessive profits as the
most important cause of inflation, 67 percent thought most
advertising false, and 58 percent felt that consumers did not
get fair prices in the marketplace. Business was generally
condemned for shoddy products, excessive prices, and low
wages, while the respondents again showed widespread
support for the free enterprise system in principle. Profiteering, not profit making, was seen as the driving mechanism of business misconduct. 5 What these survey results
indicate is that, in a crucial sense, "the fundamental issue is
the level of public confidence in private initiative as a social
force. " 6
Regulation by government has been promoted in part by
illegal and unethical business conduct. In 1961 twenty-nine
firms and forty-four executives were fined in an electrical
equipment conspiracy, with seven executives sentenced to
jail. By early 1978, over one hundred antitrust suits were
pending against the paper products industry; in 1976, fortyseven executives in the folding-box segment of that industry had been convicted. The Foreign Corrupt Practices Act
of 1977 was provoked by revelations of corporate bribery
overseas that may have involved as many as four hundred
firms.
The Reaction of Business

The rise of public policy issues as a critical component
of business decisions can be seen in a number of significant
indicators. The first is the increasing use of political action
committees (PACs), authorized by the Federal Election
Campaign Act of 1971 and subject to strict regulation by
the Federal Election Commission. PACs aggregate individual contributions from employees (limited to $100 each by
law); corporations and labor unions can pay for management of a fund. Corporate PACs are permitted to make unlimited solicitations of executives and stockholders and to
contact employees in writing at their homes twice a year. 7
In 1974, eighty-nine corporate PACs spent $2.5 million. 8
In the 1980 election there were many more PA Cs not affiliated with labor unions than there had been in the 1978
and 197 6 elections. 9 In 19 78, 8 21 business and trade
association PACs spent $9.8 million, while 281 national
union PACs spent $10 million. In 1980 there were over
1, 750 corporate andltrade association PA Cs spending $35 .3
million; in 1982 the number of such PACs rose to 1,935. 10
The average business PAC spent only $12,000 in 1978 and
under $500 on each candidate. Business PACs appear to be
most common in government-dependent and regulated
industries like transportation, timber and paper, utilities,
energy, and pharmaceuticals. 11
2

The second indicator of business response to politicization is the internal restructuring of large corporations to
cope with public affairs problems. In 1980, at least 80 percent of the Fortune 500 firms had a formally organized
public affairs function. 12 A survey of the largest 1,000
corporations (with 401 responses) found that 361 had public affairs offices; 3 2 were formed before 19 5 0, 3 7 in the
1950s, 80 in the 1960s, and 212 in the 1970s. 13 These
departments engage in managing issues, forecasting social
and political trends, promoting mass communications in the
form of issues advertising, running speakers bureaus and
economic education programs, and supervising PACs and
direct lobbying. In addition they will work in community
and customer relations, corporate philanthropy, media
relations, shareholder and institutional investor relations,
the coordination of plant visits, employee newsletters, and
regular correspondence. About one-third operated only at
the federal level, another third at the state and local level,
and another third at all levels of government. The survey
found that most regulated firms operated largely at the
state and local level. Firms operating at the federal or multiple levels tended to be in manufacturing industries, members of the Public Affairs Council headquartered in Washington, D.C., and practitioners of sophisticated strategic
planning efforts. About seventy firms (especially large oil,
banking, and insurance companies) have issues management
or sociopolitical forecasting functions. 14
The New Stakeholders

Stakeholders are those who are affected by the activities
of a particular firm. They traditionally comprised owners,
managers, employees, customers, regulators, suppliers, and
lenders. A marked feature of the politicization of the business environment has been the considerable expansion in
the number of stakeholders who regard themselves as interested in corporate decisions. These new stakeholders are
a principal force behind the increased government intervention in business activities. The social responsibility stance
and ethical conduct of major firms are being scrutinized by
groups interested in ethical investment and willing to test
management and board policies in this regard at annual
meetings or in court. (Institutional investors held more than
one-third of total stock in 1977, according to SEC data. 15 )
In 1979, at least 130 public interest resolutions were introduced before 112 corporations; of these, 102 were brought
to a vote at the annual meeting. Although these resolutions
are rarely, if ever, accepted, they put pressure on companies
and are aimed at public opinion as much as at management
decisions. They may ultimately bear fruit indirectly.
The largest monitor of corporate conduct is the Interfaith Center on Corporate Responsibility (affiliated with
the National Council of Churches), which files shareholder
proposals on behalf of church endowment programs and
pension funds and provides information to institutional
investors. 16 Church groups have widely adopted ethical
investment guidelines and as a body are very significant
institutional investors. The Interfaith Center sponsored a
majority of the 1979 public interest resolutions. In 1981,
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resolutions dealt with South Africa, nuclear plants, Chile,
nuclear weapons produ1:tion , affirmative action , genetic
engineering, plant closings, and the use of baby formula in
Third World countries.
In 1970 and 1971, the Project for Corporate Responsibility , a nonprofit corporation, conducted Campaign GM .
Its proposed resolutions called for amendment of the incorporation certificate to limit General Motor's business purposes to those legal and consistent with public health ,
safety, or welfare; expansion of the General Motors board
to add public or special interest directors ; creation of a
shareholders' committee to report on social responsibilities, corporate governance, and the design of a proper automobile; support for mass transit ; a crash standard for passenger safety ; compliance with vehicle emission standards
and research into the effects of au to pollution ; a five-year
or 50,000-mile warranty; plant safety; allotment of dealerships and employment to minorities; stockholder nominations; director nominations by employees, vehicle purchasers, and auto dealers; and disclosures in the annual report
about auto pollution control , auto safety, and minority
hiring. 17 None of the resolutions were adopted.

Changing Perceptions of the Role of Business

Most businessmen tend naturally to lump the political
and legal changes that are occurring under the rubric of
increased government regulation. The term regulation
tends, however, to obscure the true scope of the problem.
Regulation simply reflects the underlying social forces that
have resulted in a steady politicization of the business environment. Basic business decisions have become politically
and legally structured as much as they are guided by market
conditions because of fundamental changes in businessgovernment relations and the perceived role of business in
our economy and society . What is required of business
firms is not solely market performance (which is of primary
interest to managements, boards, employees, and stockholders) but also social goals increasingly determined by
government and other stakeholders. While these social goals
are necessarily subject to some performance constraint, that
constraint is now economic Uobs and production for society) and not a market constraint (profitability). Profit is
viewed as irrelevant to social performance. The modern
firm faces at least five possibly conflicting goals: profitability (market performance), jobs and production (economic
performance) , social performance (such considerations as
affirmative action and environmental protection) , stakeholder satisfaction, and legal compliance. The modern firm
faces "a new social contract for business," implicit in character, that recognizes that society acting through government and law sets the rules of market competition . 18 Much
of the increase in government regulation is social , not
economic, in character. In areas like affirmative action,
environmental protection, occupational safety and health ,
or the Foreign Corrupt Practices Act , corporations serve as
the proconsuls of government for the achievement of noneconomic goals. Social and economic regulation is simply
JANUARY-FEBRUARY 1983

one aspect of the broader movement toward the social
responsibility of business.
This change in the conception of the corporation's social
role results, not from government regulation , which is simply one dimension reflecting the change, but from the rise
during the 1970s of the organized intervention of stake-

Much of the increase
in government regulation
of business is essentially
social, not economic,
in character.
holders in what were previously thought to be private business decisions. Those decisions have become subject to the
public interest and involve a weighing of social benefits and
costs. Firms must act in the public interest, undertake
ethical investments, and adhere to legal and moral codes of
conduct. Many stakeholders simply do not associate free
enterprise with large corporations-often quite the contrary. Consumers are concerned about high prices and high
taxes, not government regulation of big business. The traditional defense of the large corporation has been the obvious wealth , jobs, and good s generated for the nation on
the one hand and the traditional property rights of shareholders on the other. This defense is increasingly defective ,
because it is the very source o f the corporate accountability
movement. Wealth has raised the expectations of consum ers
and employees regarding the conduct and performance of
business. The separation of management and ownership
fosters the perception that managers control enormou s
assets not really owned by anyone. These factors make
large corporations politically vulnerable to the corporate
accountability movement . Recognition of this vulnerability
is the foundation upon which corporate strategies for
business-government relations must be formulated .
Under the corporate accountability concept , business
arises out of a social franchise, not out of constitutionally
protected or natural property rights. 19 The central issue in
corporate accountability is the power of society over business decisions rather than economic regulation. The question is corporate governance : who is to control the large
corporation and how and for what purposes. Thus corporate accountability concerns the control , conduct , and
performance of large corp orations.
At root , the corporate accountability movement argues
that there are important stakeholders beyond the owners
and employees of a corporation. These stakeholders should
be legally (and in any case are politically ) entitled to an
important voice in corp orate decisions. Moreover , such
3

decisions should be subject to both "corporate constitutionalism" (due process for stakeholders so as to ensure
social responsibility and place checks on corporate conduct) and "corporate democracy" (the active participation
particularly of stockholders in corporate governance so as
to ensure ethical investment behavior).

Formulating a Political Strategy

The principal lesson of the 1970s is that the economic
system involves a governing process directed by politicsthe interaction of people and institutions. 20 Businesses
must learn how to conduct strategic management in a politicized environment. Business executives must avoid the
assumption, prevalent in this entrepreneurially oriented
region of the country, that business strategy can ignore the
governmental process. On the contrary, political and legal
strategy is becoming an integral aspect of business management. Businesses have traditionally pursued a political
strategy of combining direct and trade association lobbying
with erecting such buffers between firms and government
as philanthropy, public relations, and urban affairs programs. The collapse of this strategy in the politicization of
the 1970s leaves three questions. Since diagnosis of a changing environment is the first step in designing an effective
strategy, what political and legal trends should corporations
look for? How should businesses organize themselves to
handle political and legal factors affecting their activities?
Third, what practical plans of action are available for affecting the governmental process?
Those formulating a political strategy for business must
understand how the public policy process functions and
must anticipate issues that may dominate governments and
stakeholder groups. Since governments respond to active
constituencies and interest groups (rather than to unorganized, inactive interests such as business has been until
recently), political strategy must be active, constructive,
and nonpartisan; in addition it must be restricted to areas
of competence, conducted in a spirit of compromise, and
directed by the chief executive officer with the support of
the board of directors. While each firm will determine its
exact strategy, each must also create an internal structure
to systematize strategy and will employ many channels besides the traditional lobbying. These can include not only
PACs but also testimony before congressional and other
hearings, negotiations with affected stakeholders, advertising, and legal intervention on a public interest basis.
Political strategy must often be legal in nature, since the
government has a variety of legal tools that it can use for
intervening in business decisions : not only statutes, ordinances, and regulations, but also common law franchises
licenses, certificates, taxes, subsidies, contract~, investiga~
tions, and emergency controls. In using these legal tools,
the government may not even be a direct actor. Private
parties may act through legal structures created by government to encourage such interventions; for example, antitrust, environmental, and securities laws operate in this
way.
4

In formulating political strategies, businesses have also
failed, until recently, to organize potential constituencies.
Employee families, merchants, suppliers, banks, and communities in which firms are located are all potential sources
of voter support. 21
Stakeholders, constituencies, and clienteles affected by
and interested in corporate decisions have greatly multiplied over the years. The politicization involved as these
interested bodies intervene in corporate decision making by
using governmental, legal, and social processes and relations
will imply significant, even dramatic, consequences for the
formulation of political strategy. Performance evaluations
will expand to include clientele satisfaction and social impact as well as the traditional indicators of market performance. The political strategies of businesses will have to incorporate environmental scanning and sociopolitical forecasting to serve as a basis for political and legal, as well as
market, strategy formulation. 22
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BBR Publications on Latin America
Atlas of Central America
Arbingast, Stanley A., et. al. 1979. 70 pp. 11" x 14" spiral
bound. $18.00. ISBN 87755-262-2.
An economic atlas with maps of Central America and the
individual countries-Guatemala, Belize, Honduras, El Salvador, Nicaragua, Costa Rica, and Panama.

Atlas of Mexico
Arbingast, Stanley A., et. al. 1975. 164 pp . 11" x 14" spiral
bound. $20.00. ISBN 87755-187-1.
An economic atlas of Mexico, including political, physical,
social, and historical data.

Economic Integration in Latin America: The
Progress and Problems of LAFTA
Mathis, F. John. 1969. 112 pp. $4.00. ISBN 87755-076-X .
Studies in Latin American Business No. 8. The study is concerned primarily with the Latin American Free Trade Association as the organization expected to determine the success or failure of the common market in Latin America. A
Spanish edition is available from Editorial Diana, Mexico.

Industrial Polarization under Economic Integration in Latin America
Garbacz, Christopher. 1971. 101 pp. $4 .00. ISBN 87755138-3.
Studies in Latin American Business No. 11. The focus is the
tendency for an economic union of countries with widely
divergent levels of development to result in further extreme
concentration of economic activity at a few industrial poles.

Industrialization and Employment in Puerto
Rico, 1950-1972
Holbik, Karel, and Philip L. Swan . 1975. 82 pp. $4.00. ISBN
87755-208-8.
Studies in Latin American Business No. 16. Although development programs dating from the 1940s have made possible the emergence of Puerto Rico as an industrialized
economy, the economic changes have resulted in certain
problems, problems that are a major focus in the book.

International Tourism and Latin American
Development
Krause, Walter, and G. Donald Jud. 1973 . 74 pp. $5.00.
ISBN 87755-176-6 .
Studies in Latin American Business No. 15. The central questions in the work are (1) What is the potential for tourism
in Latin America? and (2) What must Latin America do to
realize the potential?

Mexican Migration and the U.S. Labor Market:
A Mounting Issue for the Seventies
Briggs, Vernon M., Jr. 1975 . 37 pp . $4.00. ISBN 87755214-2.
Studies in Human Resource Development No. 3. An analysis
o_f the effects of U.S. labor, immigration, and border policies on employment and labor problems of the seventies.
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The Mexican Migration Numbers Game: An
Analysis of the Lesko Estimate of Undocumented Migration from Mexico to the United
States
Roberts, Kenneth, Michael E. Conroy, Allan G. King, and
Jorge Rizo-Patron. 1978. 33 pp. $4.00. ISBN 87755228-2.
Research Report 1978-1. A detailed account of methods used
to enumerate illegal aliens in this country and a critical
assessment of this approach.

The Mexico-United States Border: Public Policy and Chicano Economic Welfare
Briggs, Vernon M., Jr. 1974. 28 pp. $4.00. ISBN 87755200-2.
Studies in Human Resource Development No. 2. A discussion of the effects of U.S. immigration policies.

Monetary Accommodation of Regional Integration in Latin America
Ziegler, Lawrence F. 1971. 83 pp. $4.00. ISBN 87755154-5.
Studies in Latin American Business No. 12. The author's
focus is the monetary side of the Latin American movement toward market integration.

Social Class and Consumption Behavior in Sao
Paulo, Brazil
Cunningham, Isabella C.M., et al. 1976. 177 pp. $4.00. ISBN
87755-2584.
Studies in Marketing No. 23. The authors examined the
shopping and consumption behavior of individuals in various social classes in Sao Paulo.

Trade and Industrialization in the Central
American Common Market: The First Decade
Holbik, Karel, and Philip L. Swan. 1972. 67 pp. $4.00. ISBN
87755-167-7.
Studies in Latin American Business No. 13. The authors trace
the development of the Central American Common Market
and evaluate its results.

The United States and Latin America: The
Alliance for Progress Program
Krause, Walter. 1963. 35 pp. $4.00. ISBN 87755-070-0.
Studies in Latin American Business No. 2. A discussion of the
political and economic involvement of the United States
with Latin America through the Alliance for Progress.

Wage Differences between United States and
Guatemalan Industrial Firms in Guatemala
Maddox, Robert Casey. 1971. 57 pp. $4.00. ISBN 87755143-X.
Studies in Latin American Business No. 10. The wage levels
and factors accounting for differences are analyzed.

TEXAS BUSINESS REVIEW

Offshore Energy Development
and the Texas Gulf Coast

Ian R. Manners

The Gulf of Mexico is probably the most intensively
developed offshore area producing oil and gas in the world.
In the three decades since Congress and the courts finally
resolved the issue of jurisdiction over the outer continental
shelf, offshore activity in the Gulf has steadily expanded,
limited only by the geological characteristics of the shelf
itself, by the acreage available for leasing, and by the technology and investment required to locate and recover oil
and gas from submerged land. By any conceivable criteria,
the Gulf now constitutes a mature oil and gas region with
all that this fact entails in onshore infrastructure and support facilities (see tables 1 and 2). Communities in the
coastal area, however, often have serious questions about
who is paying the costs of offshore development and who is
reaping the benefits.
The intensity of activity in the Gulf of Mexico is, of
course, the product of geologic structures, particularly salt
domes, favorable to hydrocarbon formation and entrapment, but it is also attributable to the experience gained in
developing the onshore fields of East Texas and Louisiana.
Exploration activity progressed almost naturally from the
wildcats that brought in the fields of Spindletop, East
Texas, and Conroe to the coastal tidelands and bayous and,
later, to the Gulf of Mexico itself. As marine drilling technology has improved, exploration has moved from the
Ian R. Manners is Associate Professor of Geography, University of
Texas at Austin. A version of this article was presented as a paper at
the International Conference on Oil and the Environment, Halifax,
Nova Scotia, August 16-19, 1982. The author thanks the Center for
Energy Studies at the University of Texas at Austin for a grant that
·assisted him in this research. While a number of individuals, agencies, and corporations were most helpful in providing material for
this article, the author particularly acknowledges the assistance of
the Port Arthur Planning Department, Exxon USA, Kerr-McGee
Corporation, Shell Oil Company, Texas Energy and Natural Resources Advisory Council, Texas Coastal and Marine Council, and
Texas Natural Resources Information System.
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shallow waters near the shores of the Texas and Louisiana
shelf out toward the edge of the continental slope. 1
The Gulf of Mexico remains a very active offshore area.
Oil production will undoubtedly continue its gradual decline and, while the depletion of gas reserves is not so far
advanced, all indications are that l 981 will prove to have
been the peak year for gas production from the Gulf outer
continental shelf. 2 Neither trend, however, necessarily
portends any reduction in the overall level of offshore
activity. Indeed, a surge of exploration and development
drilling in the Gulf of Mexico has occurred recently; the
ninety-three platform installations in 1981 were the highest
ever recorded in a single year. 3 If 1982 was a period of
marking time in the Gulf, the short-term prognosis is for an
increase in the pace of exploration and development activity over the next few years as operators seek to maintain
production levels and as additional acreage is made available
under the U.S. Department of Interior's accelerated leasing
program. Much of this future activity will probably take
place in deep waters, where environmental conditions and
the logistics of supply and transportation will pose a formidable challenge, and in such areas as South Texas and
Southwest Florida, which are far removed from the present
focus of offshore activity in the Gulf. Clearly, any major
hydrocarbon discovery in these frontier areas will have a
much greater effect than will increased oil and gas operations in proven areas where onshore support facilities are
already in place .
For planners, therefore, the challenge along the Gulf
Coast is complex. Regionally, the existing support base,
including processing facilities, would appear to be adequate
to accommodate present and future outer continental shelf
activity with little additional strain; as Gulf production continues to decline, the major preoccupation will be with the
long-term future of coastal communities that are highly
dependent upon outer continental shelf activities. At the
local level, however, the situation is likely to vary enor7

sibility of federal, state, and local authorities in regulating
offshore activity ; the adequacy of forward planning strategies for the coastal zone; and the allocation of the costs and
benefits of offshore development. Despite nearly half a
century of offshore activity and the establishment of a vast
onshore network of supply bases, platform fabrication
yards, pipe-coating facilities, refineries, and petrochemical
plants, these issues remain as troublesome and contentious
along the Texas Gulf Coast as they are in today's frontier
areas.

mously depending on the location, circumstances, and experience of individual communities. Unfortunately, the
Department of the Interior's accelerated leasing program
occurs as federal support for programs assisting coastal
communities with infrastructure problems and other effects
of development is diminishing. Even where an extensive
onshore infrastructure exists and there is considerable experience in servicing and supplying the offshore sector,
communities are increasingly apprehensive about the costs
of offshore activity. Debates over the way in which the
costs and benefits of Gulf outer continental shelf development are being distributed are becoming increasingly acrimonious. In Texas this acrimony has taken the form of
litigation and legislative action over the way in which one
particular community, Port Arthur, has reacted to the
prospect of persistent fiscal deficits, but the issues are of
broader significance and raise important policy questions
that are relevant to the management and development of
all offshore lands.
It is, of course, tempting to look to the Gulf Coast for
lessons that can be applied by planners elsewhere. Unfortunately, the particular circumstances and history of the
Gulf and the complexity of the issues associated with outer
continental shelf exploration and development suggest that
one should be very cautious about using the Gulf Coast as
a model for other areas.4 Moreover, perhaps the most interesting aspect of production development along the Gulf,
at least along the Texas portion, has been the continuing
argument over such key issues as jurisdiction over the
continental shelf; the appropriate role for and respon-

A Question of Jurisdiction
All early exploration and development in the Gulf of
Mexico took place under state jurisdiction. Beginning in
the mid-l 930s both Texas and Louisiana made offshore
acreage available for exploration to individual operators
on an ad hoc basis. The first general lease sale involving
competitive bidding was held in 1945, with much of the
initiative in the postwar period being taken by Louisiana,
which pursued a particularly aggressive leasing policy.
During 1945 and 1946, for example, Louisiana leased
nearly 1.8 million acres (equivalent to 12 percent of the
total offshore acreage lying within the territorial limits
claimed by the state) to some fourteen major companies.
In 1947 the Kerr McGee Oil Company struck oil on Ship
Shoal 32, one of the blocks leased from Louisiana, and,
thus, precipitated a rush of leasing and exploration activity
along the Gulf Coast. Within six months of the Ship Shoal

Table 1
Oil and Gas Reserves in Gulf of Mexico Outer Continental Shelf and Slope, December 31 , 1981
(In millions of barrels of oil and billions of cubic feet of gas)

Active fields
Area
Mustang Island and Padre Island
Matagorda Island
Brazos
Ga lveston
High Island and Sabine Pass (Tex.)
West Ca meron and Sabine Pass (La.)
East Ca merori
Vermil io n
So uth Marsh Island
E ugene Island
Ship Shoal
South Timbalier and Bay Marchand
South Pelto
Grand Isle
West Delta
South Pass
Main Pass and Breton Sound
Continenta l Slope
Tot al

Depleted
fields

Total

In production

9
8
8
8
61
59
35
47
35

0
0
2
0
0
2
3
3

35
18
5
9
16
8
22
12

0
5
7
6
47
58
33
43
33
43
33
18
4
9
15
8
18
4

1
0
1
0
0
1
0

445

384

16

so

Fields n ot
studied*
4
2
2
0
3
5
0
6
5
3
3

Original
recoverable
reserves
Oil

Gas

Cumul ative
production
through 1981
Oil

Gas

2
0
1
3
3

0
0
4
25
180
200
180
360
570
1, 170
920
1,050
100
820
1, 130
620
620
220

440
310
720
830
7, 60 0
15,500
6,800
11 ,300
10,000
12,300
8,700
4,600
410
3,800
4 , 100
1,600
2,600
1,800

0
0
2
20
30
80
90
200
300
740
640
860
60
650
800
390
390
15

0
30
350
660
2,600
8,100
4 ,600
7 , 300
5, 800
7,900
9,5 00
2,900
200
2 ,400
2,600
920
1,7 00
20

44

8,169

93,410

5,267

53,580

Remaining
recoverable
reserves
Oil
0
0
2
5
150
120
90
160
270
430
280
190
40
170
330
230
230
205

Gas
440
280
370
170
5,000
7 ,400
2,200
4 ,000
4 ,200
4 ,400
3,200
1,7 00
210
1,400
1,500
680
900
1,78 0

2,902 39,830

*These fields have not been suf~ciently developed to permit a reasonably accu rate estima te of reserves.
Note : Demonstrated .reserves include .t~e sum of measured and indicated reserves. Oil includes crude oil and condensate;gas includ es associ·
ated and nonassoc1ated gas. Remaining reserves are estim ated as of December 31 , 1981. Of the 461 fields for which the U.S. Geological
Survey has calculate.ct reserves , 362 are primarily gas producing and 99 are primarily oil producing.
Source: Ja ck E. H ew~tt et al., Estimated Oil and Gas Reserves, Gulf of Mexico Outer Continental Shelf and Continental Slope, Open-File
Report 82-34 (Metame, La.: U.S. Geological Survey , 1982).
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Lands Act. The former act assigned responsibility for
managing and leasing the subsurface resources of all lands
of the continental shelf seaward of a state's territorial
waters to the Department of the Interior and became, in
effect, the basic policy instrument for outer continental
shelf development. The Submerged Lands Act modified
the effect of the Truman Proclamation by giving states
jurisdiction over submerged lands from the low watermark
to a three-mile limit or further if a state could demonstrate
that a different boundary had been historically recognized
and enforced. In 1960 the U.S. Supreme Court held that
Texas and Florida had satisfactorily demonstrated a historical boundary in the Gulf of Mexico extending three
marine leagues from the shoreline. 5
The distinction between the outer continental shelf,
exclusively owned and administered by the federal government, and a state's territorial waters has important ramifications today. In particular, conflicting claims and interests
have emerged along the Texas Gulf Coast where local governments have annexed and taxed oil and gas operations on
state-owned submerged lands. Further uncertainties regarding leasing and exploration have resulted , and there is a disincentive to production, particularly from marginal fields in
the state's territorial waters.
The current situation is directly attributable to the increasing level of outer continental shelf activity off the
Texas Gulf Coast and to the concerns of local communities
over the costs and risks involved in offshore development .
In these circumstances local governments see a need to annex offshore lands in the interests of protecting the resources of the coastal environment, of particular significance along the Texas Gulf Coast in view of the economic
importance of tourism and fishing ; ensuring appropriate
measures to minimize adverse effects onshore ; and financing the provision of municipal services required to sustain
offshore exploration and development. There is, moreover,
considerable precedent in Texas for local government annexation, involving regulation and taxation, of state-owned
submerged land. 6 Nevertheless, controversy continues to
surround those cases that have led to the incorporation of
tracts leased by the state for oil and gas exploration and the
application of ad valorem taxes on oil and gas platforms
within newly annexed areas. The state fears that any additional city tax on offshore development would result in
lower bids in future state lease sales and early abandonment
of, or failure to develop, marginal fields with reduced revenues for the Permanent School
Fund, the exclusive beneficiary
Table 2
of proceeds from mineral leases
on state-owned land.
Gulf Sales by A rea, 1954-1981
Much of the current conAcres
Acres
Bonus paid
Platforms Platforms
Tracts Tracts
troversy
surrounds Port Arthur,
(in milli o ns o f dollars) installed
Area
offered leased
o ffered
leased
active
a city with a population of
4 ,869, 484
8,604.8
Texas
982 11 ,222,528
ISO
147
2, 178
approximately 61 ,000 located
4, 7 84 2,681 20,601 , 362 11,694,696
20, J 35.1
1,164
Louisiana
1,0 18
on the Sabine River close to the
Mississipp i,
Louisiana border. Port Arthur
Alabama ,
1,089 ,814
l , 782.7
193
3 ,025 ,050
2
536
2
and Florida
has a long-standing policy of
30, 522.6
7,498
3, 856 34, 848,940 17 ,6 53,99 4
1,316
1, 167
Total
annexing submerged lands and
So urce: Offsh ore, June 20 , 1982 , p. 96.
navigable waters adjacent to its

strike, exploration drilling, rigging up, or platform construction was underway at twenty-one different locations
from Breton Sound in the east (near New Orleans) to Galveston Island in the west, although most activity remained
concentrated off the Louisiana coastline. The success of
this exploration effort- twenty field discoveries during
1948 and 1949-clearly identified the Gulf of Mexico as a
major producer of oil and gas.
Unfortunately this early impetus was not sustained and
the failure of coastal states and the federal government to
resolve the question of ownership of the resources of the
continental shelf had a dampening effect on exploration.
Only four new fields were discovered in 1950, three in
1951 , and none in either 195 2 or 1953, when exploration
and development was at a virtual standstill following a
directive from the Secretary of the Interior that no new
drilling could be started until jurisdictional disputes had
been resolved .
The issue of jurisdiction came to a head in 1945 when
the Truman Proclamation declared that the " resources of
the subsoil and seabed of the continental shelf" were the
exclusive property of the U.S. government. There had been
several earlier efforts to assert federal title to the submerged
lands of the continental shelf. Congress, for example, had
debated the issue on a number of occasions before World
War II and had even adopted resolutions urging the federal
government to establish and exercise its claim as a first step
toward implementing a national petroleum policy. The
Navy Department also had repeatedly sought congressional
support for setting aside California's submarine fields as
a naval petroleum reserve . Decisions by the U.S. Supreme
Court upheld the Truman Proclamation ; a 1950 ruling
against Louisiana and Texas, for example, found that the
federal government had paramount rights to the resources
of all submerged lands in the Gulf of Mexico extending
from the low watermark to the limits of the continental
shelf.
Efforts by Congress to enact compromise legislation became hopelessly bogged down in arguments over the precise limits to be assigned to state and federal jurisdiction,
over the formula to be used to distribute royalties and
revenues derived
from offshore development, over the
I
validity of leases already issued by the states, and over the
conflicting claims of the individual states. Not until 1953
did President Dwight D. Eisenhower finally sign into law
the Outer Continental Shelf Lands Act and the Submerged
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gulfwards annexation powers to a maximum of one-mile
offshore and to retract the boundaries of those cities that
have gone beyond that limit. In all probability this effort to
limit the gulfward boundary of coastal cities will succeed.
Already the state legislature has restricted the annexation
powers of general-law cities and approved a two-year moratorium on offshore annexations by home-rule cities. 8 These
actions signify major changes in the traditional relationship
between state and local governments along the Gulf Coast
and in the regulation of offshore oil and gas operations in
state-owned waters.
Quite apart from the taxation issue, Gulf Coast cities
have been actively regulating oil and gas development
through zoning ordinances for several decades. Very often
such regulations deal with aspects of offshore development
that are primarily of local significance. For example, several
cities, including Galveston and Corpus Christi, regulate the
location, spacing, and design of offshore drilling structures
as a means of protecting the visual integrity of the coastline for tourism. Other local regulations relate to the safety
of offshore installations, to the conduct of drilling and
production operations, to the use of pollution control
measures, and to the location and use of pipeline corridors.

incorporated territory dating back to the turn of the
century. 7 This policy had, by 1978, extended the city's
boundaries southwards along the shore of Sabine Lake to
include Sabine Pass, a small unincorporated fishing village
growing rapidly as a result of offshore service facilities. In
1979 Port Arthur began a series of annexations into the
Gulf of Mexico to the three-league line that included a tract
(approximately 9.5 miles off Sabine Pass) on which Superior Oil Company had made a major gas discovery earlier in
the year. In 1981 the city levied ad valorem taxes on
Superior's offshore well to the tune of $77 5,000.
Not surprisingly, Port Arthur's actions have been challenged in court. Superior Oil filed several suits in state and
federal courts variously contending that the annexation was
arbitrary, unreasonable, in violation of the company's constitutional right to due process, and undertaken solely for
purposes of taxation. The company was joined by the
Texas General Land Office, which argued that the city's
actions would harm the Permanent School Fund. So far
all judgments have gone in favor of Port Arthur. In view
of these judicial rebuffs, the state and other affected oil
companies have sought amendments to the state's Municipal Annexation Act and Natural Resources Code to restrict
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In some cases local regulations appear to have been enacted
out of frustration at a perceived lack of state action in
developing or enforcing regulations governing these issues.
To coastal cities the issues are minimizing environmental
losses and ensuring an equitable return from the operations
for which they provide the services. Some local communities regard the state's present course as purely punitive,
noting that other administrative entities (such as counties
that, lacking ordinance-making powers, have been only
minimally involved in regulating offshore oil and gas operations) retain offshore boundaries coterminous with those
of the state. A more charitable interpretation perhaps is
that the unusual nature of offshore activity and its onshore
consequences is not fully appreciated by state legislators,
who simultaneously overestimate the effect of city actions
on financing of the public school system. While both the
home-rule cities and the state government have interests
in state-owned submerged lands, the conflict over these
interests should not be perceived as a zero-sum game. 9

The Fiscal Impact of Offshore Development
While the precise nature and severity of onshore effects
of offshore drilling are almost impossible to predict given
the uncertainties of exploration and the different circumstances of each affected community, the most adverse and
long-lasting effect of offshore development at the local level
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may well be fiscaI. 10 The major fiscal problems confronting
local communities involve the timing of revenue flows relative to expenditure on services and capital improvements,
the distribution of costs and benefits between communities,
and the magnitude and duration of local demand for new or
expanded services. 11
The Texas General Land Office has analyzed the economic, fiscal, infrastructural, environmental, and social
implications of outer continental shelf development for the
Texas Gulf Coast and concluded that pronounced fiscal
deficits could be expected in local governments of all regions of the Texas Gulf Coast. 12 These deficits will most
likely be ongoing rather than short lived because "There is
not going to be sufficient onshore construction associated
with this unique activity to cover the government's service
costs." 13 The study conducted by Research and Planning
Consultants concluded that outer continental shelf activity
along the Texas Gulf Coast in and of itself was extremely
unlikely to lead to the construction of additional capitalintensive installations that would produce significant new
long-term revenues for local communities.
Coastal communities, thus, see offshore annexation as
a legitimate mechanism for redressing fiscal deficits incurred in the course of servicing offshore development.
Although their actions are frequently depicted as opportunistic, local officials argue that in the absence of some
redistributive mechanism the community's residents and
businesses must ultimately make up the deficit and, there-
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by, subsidize offshore development. This imbalance in the
distribution of costs and benefits of offshore activity has
been particularly well documented for Port Arthur. According to recent testimony presented to the Texas Senate
Committee on Natural Resources, Port Arthur provided
$1.1 million in services-police, fire, traffic control, road
and bridge improvements-to the Sabine Pass area (where
the offshore service industry is located) in fiscal year
1981 . 14 In return Port Arthur received in tax levies (real
estate, personal property, industrial taxes) approximately
$250,000, leaving a substantial deficit to be met at least in
part through ad valorem taxes imposed on Superior's offshore gas well.
Yet, in addressing one set of inequities, Port Arthur's
action in annexing to the state boundary creates further
inequities. While a significant portion of the onshore effects are associated with outer continental shelf activity,
the costs of these services are passed on in the form of
taxes to operators in a very restricted portion of the state's
territorial waters. Moreover, there will be communities that
incur fiscal deficits as a result of offshore activity without
having the good fortune of a major gas-producing well within their prospective jurisdictions.

The Coastal Energy Impact Program

Avoiding this type of conflict was one of the primary
objectives of the Coastal Energy Impact Program established by the U.S. Congress in 1976. This program offered
various kinds of assistance to communities affected by
development on the outer continental shelf, including
planning grants intended to assist a coastal state or local
government identify and mitigate the effects of energy
development; loans and loan guarantees for public facilities
and services required as a result of new or expanded energy
activity in the coastal zone; repayment assistance for governments unable to meet obligations when revenues from
energy activity did not materialize as anticipated; and
environmental or recreational grants to prevent, reduce, or
ameliorate any damage to valuable environmental or recreational resources. Later, Congress also established a grant
program designed to encourage state involvement in outer
continental shelf policy making and management by covering the administrative costs of such participation.
As enacted, the Coastal Energy Impact Program incorporated two approaches toward federal assistance. On the one
hand, such states as Louisiana and Texas had argued for an
outer continental shelf revenue-sharing program to cover
incurred losses and externalities in states most affected by
offshore development. In this way revenues obtained
through federal leasing could be channeled back to the
affected states. With proven offshore resources, Texas and
Louisiana had the most to gain if federal funds were allocated on the basis of outer continental shelf activity. Moreover, these states perceived a political and economic inequity when their situation was compared with that of inland
states. Under the Mineral Leasing Act of 1920, inland
states received a share of the receipts derived from mineral
12

extraction activities on federal lands located within the
state. 15 While outer continental shelf oil and gas resources
obviously do not fall within the boundaries of coastal
states, many of the effects associated with their recovery
do . In these circumstances there seemed not only justification but precedent for some form of revenue-sharing
directed toward impact mitigation. Coastal states and communities along the Atlantic Seaboard, however, were less
enthusiastic about a revenue-sharing approach based on a
formula related to the intensity of outer continental shelf
activity and argued that federal assistance should be allocated on the basis of need. In particular, they regarded
front-end financing as essential to provide for service
facilities with loan guarantees should future projects not
generate the expected increase in revenue.
The language and funding provisions of the Coastal Energy Impact Program reflected an awkward compromise between these two approaches. The program was authorized
at $1. 2 billion over ten years, but this amount involved
two different sources of funding. In the first instance
Congress authorized a sum of $400 million to be distributed as formula grants, with automatic allocations to states
based on the amount of outer continental shelf acreage
leased, the volume of oil and gas produced or landed from
the outer continental shelf, and the number of people employed in energy-related activities. A further sum of $800
million was authorized through direct congressional appropriation for what was called the Coastal Energy Impact
Fund, intended primarily for planning grants, loans and
bond guarantees, and all energy-related activity in the coastal zone . Unfortunately this method of financing greatly
complicated implementation of the program. In particular,
the regulations promulgated by the Office of Coastal Zone
Management involved primary and secondary sources of
funding and restricted the type of activity that could be
funded from each source, restrictions that, conceptually,
failed to recognize the problems inherent in separating and
attributing the cumulative effects of energy development in
such areas as the Gulf Coast.
Despite its limitations, the Coastal Energy Impact Program clearly emphasized responding to local government
needs and concerns. In effect, since rapid energy development was perceived to be in the national interest, but to
have significant local and regional effects, the federal
government through the Coastal Energy Impact Program
sought to assume a larger share of the risks and greater
responsibility for mitigating the more adverse consequences
of energy development in the coastal zone. A program of
financial assistance and compensation for affected com·
munities was thought to go some way toward offsetting
the perceived inequities arising from outer continental shelf
development and, thereby, to avoid the sort of adversary
relationship between planners, developers, environmen·
talists, and regulators that all too often delays exploration
and development.
By far the largest share of funds from the Coastal
Energy Impact Program has gone to states already experiencing a high level of outer continental shelf activity (see
table 3). Texas and Louisiana, for example, received over
TEXAS BUSINESS REVIEW

$53 million in assistance, about 54 percent of all funds
actually disbursed. By and large, Texas has had a favorable
experience with the Coastal Energy Impact Program. It
must be admitted, however, that in the initial stages of the
program some requests submitted by local governments
appeared to be marginal and unrelated to energy activity.
As local communities became more familiar with the nature
and scope of the program, the quality of the proposals
submitted to the Governor's Budget and Planning Office
showed a marked improvement. 16 Projects that received
funding in Texas ranged from the acquisition of wetlands
that would otherwise have been lost to urban encroachment
and energy-related development to protection of coastal
properties from erosion caused by an increase in energy
transportation activity. Support for the program was
tempered only by frustration over the burdensome regulations and the long delays frequently experienced in receiving final federal approval, by disappointment over the low
level of funding in relation to the apparent need, and by
skepticism about the duration of the federal commitment.
Table 3
Grants from Coastal Energy Impact Program,
Fiscal Years 1977-1981
(In thousands of dollars)
State or t erritor y
Alabama
Alaska
Ame rican Samoa
Ca lifornia
Co nnectic ut
De laware
. Flori da
Georgia
Guam
Hawaii
Indiana
Louisiana
Ma in e
Marianas
Mary lan d
Massach usetts
Michigan
Mississippi
New Ham pshire
New Je rsey
New York
No rth Caroli n a
Ohio
Oregon
Pennsylvania
Pue rto Rico
Rhode Island
So u th Carolin a
Texas
Virginia
Virgin Islands
Washington
Wisco nsin
Tota l

Amo unt •
1, 547
5,959
75
6,263
1, 549
1,348
3,214
157
190
225
306
43,669
1,791
1 56
1,368
2, 135
908
2,248
1,140
2,996
1,903
1, 538
743
726
242
32
2 ,025
1,403
9 ,453
159
174
1,925
351
97,908 t

*Does n ot include Coasta l Ene rgy Impact Program loans amounting
to $128 million d u ring the life of the program .
tAp propriations for formula grants under Coastal Energy Impact
Program never approached congressionally authorized leve l of
$ 130 million a year.
So urce : Data from Office of Coastal Zone Management.
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Unfortunately this last fear proved to be only too well
founded: funding for the Coastal Energy Impact Program
has been a major casualty of recent efforts to reduce the
size of the federal budget deficit . The Coastal Energy Impact Fund received no congressional appropriation in fiscal
years 1979, 1980, and 1981 . Although $28 million in formula grants was allotted in fiscal year 1979, distribution
of these funds was deferred . As a result , subsequent appropriation requests by the administration have been drastically cut . These cutbacks have been strongly criticized, particularly in view of the administration's commitment to an
accelerated leasing program on the outer continental shelf.
Recently the House of Representatives Committee on
Merchant Marine and Fisheries reported out a bill (HR
5543) to establish an Ocean and Coastal Resources Management and Development Fund that would set aside 10 percent of the growth in outer continental shelf revenues (over
and above those received in fiscal year 1982) up to a maximum of $300 million. This money would be distributed to
coastal states in the form of block grants to fund activities
authorized under the Coastal Zone Management Act, and
states would have much greater latitude and discretion in
the use of the funds than they did formerly . The administration, however, has strongly opposed this effort on the
grounds of budgetary constraint, and the enactment of any
revenue-sharing proposal seems unlikely at this time. For
those with a sense of history there is some irony in current
efforts to revive revenue sharing as a way of restoring funds
for the Coastal Energy Impact Program : among the compromise proposals opposed by the state of Texas during
the tidelands controversy in the early 1950s was one that
would have allowed coastal states to retain 50 percent of
all revenues derived from federal outer continental shelf
leases.

Conclusion

While it would be wrong to convey the impression that
outer continental shelf activity has created nothing but
problems for communities along the Texas Gulf Coast,
many communities are obviously still struggling to find an
acceptable way of dealing with the onshore effects of offshore development. Balancing competing interests and resolving conflicts over the use of coastal resources has
proved to be as problematic along the Texas Gulf Coast as
Table 4
Outer Conti nental Sh elf Recei pts
(In m illi ons of d o llars)
Fiscal year

Amount•

1980
1981
1982 (projected)
1953-1981

4.1
10.3
11.0
45. l

*Includes all bonuses, rents, and royalties.
Source : Data fr om ational Advisory Com mittee on Oceans and
Atmospher e.
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anywhere else . Efforts to develop an appropriate institutional mechanism for dealing with the effects of coastal
energy development have been seriously compromised by
the state's decision to withdraw from the federal coastal
management program. By and large, Texas has been reactive
and after the fact in its planning. There is, for example, little enthusiasm for the sort of planning strategies attempted
in the United Kingdom in relation to North Sea oil, with
their effort to guide energy-related facilities toward preferred development zones and away from preferred conservation zones. Planning decisions affecting energy development along the Texas Gulf Coast will in all probability
continue to be made on an ad hoc, project-by-project basis
without a regional context and regulated through a complex permitting process involving numerous state agencies
and local authorities. Prospects for an extensive program
to minimize the loss of other coastal resources or to compensate adversely affected communities and interests appear to be dependent upon federal initiatives. Given the history of energy development along the Texas Gulf Coast, it
seems unlikely that this situation will ever lead to any deeprooted or concerted opposition to offshore activity; nevertheless in those communities most immediately and directly
affected there is an undercurrent of dissatisfaction that is
perhaps related less to the presence or desirability of
energy-related development than it is to the way in which
the costs and benefits are distributed and the manner in
which decisions are made.
Notes
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Geological Survey Open-File Report 81-620 (Reston, Va.: Rogers,
Golden and Halpern, Inc., 1981).
3. Offshore 42 (1982) : 96.
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as worthless. Instead, the U.S. Congress proposed, and the Texas
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unappropriated lands lying within its limits, to be applied to the
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direct" (Texas S Stat. 797).
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power to control many aspects of municipal government, home-rule
cities are considered to be relatively "sovereign" within their own
boundaries.)
7. Offshore Oil and Gas Development and Coastal Home Rule Cities
in Texas: The Case against S. B. 100, prepared for the city of Port
Arthur (San Francisco: MKGK Incorporated, 1981).
8. The annexation powers of general-law cities were limited by the
legislature in 1979 when Crystal Beach had, like Port Arthur, tried
to annex to the state boundary and to tax oil and gas operations
in the newly annexed area.
9. Offshore Oil and Gas Development and Coastal Home Rule Cities,
p. 18. "Even if all revenues currently flowing to the school system
from state-owned submerged lands were cut off entirely, state funding of the school system would be reduced by less than 3 percent"
(ibid., p. 84). The onshore consequences of offshore development
are clearly not limited to the visual effects of drilling and are not
only a function of distance from the shoreline; yet, these perceptions play a major role in setting the gulfward boundaries of generallaw cities at one mile.
10. Although current data on wetlands and the rate of their loss
along the Texas Gulf Coast are deficient, indications are that channel dredging, waste disposal, and reclamation have already led to a
substantial loss of wetlands, even though such losses cannot all be
attributed to activities on the outer continental shelf. In addition,
the environmental quality of onshore areas is affected by offshore
activity. Of the 243 major chemical plants and industrial facilities
found by the National Clean Air Coalition to emit unregulated air
pollutants that are under review as potentially hazardous pollutants,
45 are located on the Texas Gulf Coast.
11. David C. Williams and Jeffrey A. Zinn, eds., Onshore Impacts
of Outer Continental Shelf Oil and Gas Development: Source Book,
prepared for the American Society of Planning Officials (Washing·
ton, D.C.: Conservation Foundation, 1977), p. 89.
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1977).
13. Frank J. Sturz!, Offshore Oil: Dialogue toward Undemanding
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14. This figure does not include the costs of expanding water treat·
ment capabilities or of constructing a new water line to resolve
problems of water pressure caused by heavy unscheduled demands
of offshore suppliers.
15. Under the original act, 37.S percent of federal receipts from
mineral extraction leases on federal lands were shared with states
in which these lands were located. In 1976 the act was amended to
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16. Ian R. Manners, The Coastal Energy Impact Program in Texas
(Austin : Bureau of Business Research, University of Texas at Aus•
tin, 1980).
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The Texas Economy
Current Status and Short-Term Outlook

Thomas R. Plaut
Most economists agree that the U.S. economic recession
has bottomed out and that some signs of an upswing are
evident. Recovery is expected to be led largely by increased
construction activity and consumer spending-spending
fueled by the 1981 tax cut and cost-of-living increase in
social security benefits. The strength of the economic
recovery, however, is debatable. The consensus forecast is
that the recovery will be weak by historical standards, but,
if interest rates continue to decline and then stay low
(relative to the rate of inflation) for at least a year, a strong
recovery, with a surge in automobile sales and housing construction, is possible. The likelihood of a strong recovery,
however, is fairly low.

active drilling rigs in Texas to fall from a high of 1,449 in
December 1981 to 784 in September 1982-a 46 percent
decline. The drop in drilling activity has reversed the
growth of Texas oil and gas fields, oil and gas services, and
oil-drilling equipment industries-industries that allowed
as to maintain a relatively high growth rate in 1981 .
he third factor adversely affecting the Texas economy
been the Mexican _peso deva!Jrntio~first in February
2 and again:rnore sharply, in August. The peso devalua-

The Texas Economy in the Current Recession

led largely by increased

Since March 1982, the Texas economy has been adversely affected by the U.S . recession that began in July 1981.
Texas industrial productivity is down sharply from its level
one year ago. Texas retail sales, personal income, and employment have not maintained the high growth rates established in recent years, and the state's unemployment rate is
up from 5.2 percent in October 1981 to 8.3 percent in
October 1982; the rate peaked at 8.4 percent in September
1982 (see table 1).
~~brupt decline in the rate of Texas economic growth
in 1982 can be attributed to three factors, the first of
which was a general slowdown in Texas economic growth
since 1979 because of high interest rates and slow national
growth. Residential construction activity in Texas , for example, has been weak since late 1980.
~cond and most important factor adversely affectiifg ~ economic growth has been the sparp eeclioe i&oil-drilling activity sin~8 l Weak world oil prices
and low national demands for energy caused the number of
Thomas R. Plaut is an economist at the Bureau of Business Research,
University of Texas at Austin.
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The economic recovery
in Texas is expected to be

construction activity
and consumer spending.
tions have seriously cut trade with Mexico, especially in the
border communities of Laredo, Brownsville, McAllen, and
El Paso.
Despite the decline in employment growth and rising
unemployment, the growth rates of the Texas labor force
and population have remained relatively high because of the
continued in-migration of people from other parts of the
country. In-migration apparently accelerated in the early
stages of the current recession (as it did in the recession of
1974-1975), but it may have slackened off in recent
months.
Even though the rate of Texas economic growth has
slowed, people continue to migrate to Texas because the
state economy continues to outperform that of the nation .
In nonrecessionary periods, Texas economic growth usually
outpaces its population and labor force growth; so unem15

recession, but in other ways this downturn is worse. During
the six-month period from March 1982 to September 1982,
Texas nonagricultural employment fell about the same
amount- 1.3 percent-as it did in the earlier recession. The
fall in Texas industrial production in this recession (10.5
percent from August 1981 to September 1982), however,
has been more than the 5.2
percent decline from June 1974
Table 1
to February 1975.
Finally, the increase in Texas
Comparison of Econom ic Indicat ors for Texas and the United States, 1981 and 1982
unemployment in this recession
Per centage
has been more than that in the
In d ica to r
Period
1982
change
1981
1974-1975 recession. Texas enPro du cti o n and sa les
tered the earlier recession with
Industri al produ cti o n ( 196 7 = 100.0)
September to
an unemployment rate of 4.1
Texas
September
146.9
162 .7
9.7
percent in July 1974 and the
Unit ed Sta tes
151.6
137.3
9 .4
Re tail sa les (milli o ns of current
June-August to
rate peaked at 6.5 percent, 59
d o llars)
June-August
percent higher, in June 1976.
Texas
82 , 560
84,280
2.1
Unit ed Stat es
Texas entered the 1981-1982
1,058 ,412
1,072 , 844
1.4
Valu e of co nstru cti o n (millio ns
third quarter to
recession with a 5 .1 percent
of c urrent do ll ars)
third qu arter
unemployment rate in July
Texas
15 ,676
17,533
11.9
Unit ed Sta tes
155 ,232
170,699
10.0
1981, and so far the rate has
In co me
peaked
at 8.4 percent in SeptemPerso nal in co me ( millio ns of
seco nd quarter to
current d o llars)
ber 1982-a 65 percent increase.
seco nd quarter
T ex as
155,196
171,283
10.4
One important benefit of the
Unit ed States
2 , 370 ,938
2,541,536
7 .2
current recession, both in Texas
Employment and unemplo yment
No nagri c ultural e mpl o yment
September to
and in the nation as a whole, has
( th o usands, est ablishment su rvey)
September
been a sharp decline in inflation
Texas
6 ,205
6,216
0.2
and interest rates. From August
Unit ed St a tes
91,600
89 ,300
2.5
Emp lo ym e nt ( th o usa nd s, ho useOcto ber to
1981 to August 1982, the Texas
ho ld survey)
Oct o ber
inflation
rate (the average of the
Texas
6,759
6,710
0 .7
Unit ed Sta tes
Dallas-Fort Worth and Houston
100,343
99 ,093
1.3
Une mploy ment rat e ( pe rcent age)
Oc to ber to
rates) was 6.7 percent; in 1981
Texas
October
5.2
8. 3
60.0
the inflation rate was 10.6 perUnit ed States
8.0
10.4
30.0
Po pul a ti o n and labor fo rce
cent and in 1980 14.1 percent.
Resid e nt po pul ati o n (th o usand s)
September to
In November 1982, the prime
Texas
September
14,840
15,285
3.0
Unit ed Sta tes
rate
stood at 12.0 percent,
230,259
232,446
0 .9
La bo r fo rce (th o usand s)
October to
compared
to 17 .5 percent one
Texas
Oct o ber
7, 133
7,32 1
2.6
year
earlier,
and from November
Unit ed States
109 ,0 12
1 10,644
1.5
Co nsum er pri ces
1981 to November 1982 the
Co nsumer pri ce ind ex ( 19 67= 100.0) August to
conventional thirty-year mortDa ll as-Fo rt Wo rth SMSA
August
288 .2
304 . 3
5. 3
Ho usto n SMSA
gage
rate declined from 17.8
294 .7
318.6
8.1
Unit ed Sta tes
276.5
292 . 8
to 13.5 percent.
percent
5.8
Fina nce and int e res t ra tes
The
recent
decline in interest
Ba n k depos its (bi lli o ns of c urrent
Jun e 30 to
do ll ars)
June 30
rates parallels the usual pattern
Texas
93 , 337
110,130
18.0
during a recession. First, inflaUnit ed Sta tes
1,217 ,201
1,298,768
6.7
Pri me ra te (per ce ntage)
tion subsides as the downturn
November 1 to
Un it ed S ta tes
November 1
17 .5
begins. Then, short-term interest
12 .0
-31.4
New hi gh-grade corp o rate bo nd rate
Novemb er 1 to
rates
come down because of
(perce nt age )
Nove mb er 1
United States
weak
loan
demands and a reduc16 .3
12 . 1
-25 . 8
Conve nti o nal thirt y-year mo rtgage
No vember 1 to
tion
in
inflationary
expectations.
ra te (pe rce ntage)
Novemb er 1
United States
Finally,
long-term
rates come
17.8
13. 5
-24 .2
down. In the fall of 1982, the
So urces: Indu stri al produ cti o n fr o m the Fe deral Reserve banks of Was hington and Dallas · re tail sales
break in interest rates was acU.S. Bure.a u of th e Ce nsus; value of constru ctio n, F.W. Dodge Division of McGraw HiJI Compa n /
celerated by a looser Federal
p e~son a l in co me, U.S. Bureau of Eco no mi c Analysis; nonagric ult ural employme n t emp loyment'
an . une m ployme nt , U.S. Burea u of La bor Statisti cs and Texas Employment Com:nission . 0 u '
Reserve monetary policy. As
la t1 o n, U.S'. B.urea u of th e Ce nsus and Tex as Empl o yment Commission · labor force us B ' p p f
mortgage
rates decline, Texas
~abor . St a tisti cs ; co nsumer pri ce inde x, U.S. Bureau o f Labor Statistics · bank d'e p~sits u;:~~r~l
e pos1t In suran ce Co rp ora tio n ; and interest ra tes, Board of Governors' of the Fe deral' R
construction activity, especially
System.
eserve
residential construction, will ac16
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ployment falls . During national recessions like the current
period , however, high in-migration and rapid population
and labor force growth continue, while employment growth
slows ; so the state's unemployment rate increases.
In some ways, the severity of the current Texas economic downturn is about equivalent to that of the 1974-1975

celerate. Already, these effects are becoming evident. Texas
construction activity in the third quarter of 1982 was 11.9
percent above that of one year ago.
The Texas Economy and the U.S. Economy

Even though the Texas economy is not as strong as it
was one year ago, it remains stronger than the U.S. economy. Over the last year, industrial production has declined
about the· same in Texas as in the United States, but retail
Figure 1
Total Employment (Household Survey) in Texas
and the United States, July 1981 to October 1982
Ind ex : J anu ary 19 8 1= 100 (seaso nall y ad justed)
104

sales, construction activity, personal income , and bank
deposits have grown faster in the state than in the nation.
Nonagricultural employment has grown slightly in Texas
since the recession began , while it has fallen in the United
States. The number of people working in Texas has fallen
slightly over the last year, but the decline has not been as
great as it has been in the nation . The state unemployment
rate has risen substantially during the recession , but it has
remained well below the national rate .
Month-to-month comparisons of Texas and U.S. employment and unemployment figures indicate that while the
U.S. economy has been weak since the recession began in
July 1981 , the Texas economy began to be affected only in
March 1982. In fact , in March 1982 , Texas employment
was up 3.1 percent from employment in July 1981, while
U.S. employment was down 1.4 percent (see figure 1).
Since March, Texas employment has declined 2.8 percent,
while U.S . employment has declined 0.4 percent .
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Unemployment Rates for Texas and the United States,
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unemployment rate was 12.3 percent in Illinois, 13.8 percent in Ohio, and 11.5 percent in Pennsylvania.

Trends in Texas and U.S. unemployment are the reverse
of those in employment. In March 1982, the Texas unemployment rate stood at 5.9 percent, a slight increase over
the 5 .l percent rate in July 1981. Over the same period, the
U.S. unemployment rate increased sharply from 7.2 percent
to 9 .0 percent (see figure 2). Since March, the Texas unemployment rate has increased to 8.3 percent, while the U.S.
unemployment rate has increased to 10.4 percent.
Throughout most of the recession, the gap between the
Texas and U.S. unemployment rates increased. During the
first half of 1981 (January to June), the Texas unemployment rate averaged 2.1 percentage points below the U.S.
rate. During the second half of 1981 (July to December),
this gap increased to 2.6 percentage points, and during the
first half of 1982 the gap increased to 2.9 percentage
points. During August, September, and October, the gap
between the two closed to 2.3 percentage points.

Texas Economic Performance by Sector and Industry

The slowdown in Texas employment growth in 1982, as
compared to 1981, has been concentrated in four major
economic sectors-mining, construction, manufacturing, and
transportation and public utilities (see table 4). Employment in these four sectors grew by 142,300 people in 1981
but declined 108,500 in 1982. On the other hand, employment in four other sectors-trade, services, government,
and finance, insurance, and real estate-grew only slightly
less in 1982 (120,200) than in 1981 (145 ,700).
The sharpest reverse in employment growth rates has
been in mining. In 1981, Texas mining employment, which
is dominated by oil and gas extraction, grew by 20.1 percent, but in 198 2 it dropped by 4.0 percent. The negative
growth rate in mining employment in 1982 reflects the
cooling of the oil-drilling boom in Texas.
The sharpest reversal in absolute employment growth
has been in manufacturing. In 1981, Texas manufacturing
employment grew by 52,500, but in 1982 it declined by
94,500. Most of the 1982 decline has been concentrated in
durable-goods manufacturing, with nonelectrical machinery, primary metal industries, transportation equipment,
and fabricated metal industries losing the most jobs (see
table 5). Texas employment in nonelectrical machinery
alone was down 43,300 in 1982, with 28,000 of this job
loss in the production of oil-field machinery. Much of the
job loss in other Texas manufacturing industries, particularly in primary metal industries and fabricated metal products, is also tied to the drilling slowdown and the attendant
decline in demand for oil-drilling pipes and rigs.
Although a large part of the loss of Texas jobs in durablegoods manufacturing in 1982 can be attributed to the oil·
drilling slowdown, most of the loss is probably a result of
the downturn in national demand for Texas manufactured
products during the recession. In general, durable-goods
manufacturing is the most adversely affected sector of an
economy during a recession. It is, therefore, not surprising
that Texas durable-goods manufacturing has suffered a job
loss in this recession as it did during the 1974-1975 reces·

The Texas Economy and the Economies
of Other Large Industrial States

Texas has one of the stronger economies among the
more populous states. Other large state economies that are
showing economic strength during the current recession are
Florida, New York, New Jersey, and Massachusetts.
Texas leads the ten largest states in the growth in personal income over last year. Texas is tied with Florida for
the top spot in population growth and is second to Florida
in employment growth (see table 2).
When the recession began in July 1981 , Texas had the
lowest unemployment rate among the ten largest states,
but, with the increase in Texas unemployment over the past
year, this is no longer the case (see table 3).
In October 1982, the unemployment rate in Massachusetts was 7. 7 percent, lower than the 8.3 percent rate in
Texas. Other large states with relatively low unemployment
in October 1982 were New York (9.4 percent), Florida (8 .7
percent), and New Jersey (9.1 percent).
By all measures, the large states that have been hardest
hit in the current recession are in the industrial MidwestPennsylvania, Illinois, Ohio, and Michigan. In October 1982,
Michigan's unemployment rate stood at 16.1 percentalmost twice the rate in Texas. At the same time, the

Table 4
Texas Nonagricultural Employment, 1980-1982
Thousands of emp loyees
Percentage change

Absolute change

September

September

September

Sec tor

19 8 0

1981

1982

1980- 1981

1981- 1982

Minin g
Co nstru cti o n
Ma nufac turin g
Tra nspo rt ati o n and pu bli c utilities
Fin ance, in sura n ce, and rea l estat e
Tra de
Se rvi ces
Governm ent
To tal

250.8
422 .9
1,065.3
368.3
33 8. 7
1,445.5
1,029 .0
996.2
5,916 .7

301. 1
441.1
1, 11 8 .2
3 8 9.2
348.0
1, 522.9
1, 100 .2
984 .0
6 ,204.7

289.2
442 .0
1,023 .7
386. 2
359 .4
1,576.9
1,140.0
999 .0
6,216.4

50.3
18.2
52 .9
20 .9
9 .3
77.4
7 1. 2
-1 2 .2
288 .0

- 1 1.9
0 .9
-9 4 .5
- 3. 0
11.4
54 .0
39.8
15. 0
1 1. 7

1980-1 98 1
20. 1
4 .3
5. 0
5.7
2.8
5.4
6.9
- 1. 2
4 .9

198 1-1982
-4.0
0.2
-8.S
- 0 .8
3.3
3.6
3.6
1.5
0.2

So urce: Texas Empl oy ment Co mmission .
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sion. More Texas durable-goods manufacturing jobs, however, have been lost so far in this recession than in the
1974-1975 recession, and this loss, combined with the
sharp reversal in mining employment growth, has made the
1982 recession more serious in Texas.
The construction sector and the transportation and public utilities sector have suffered less serious reversals in employment growth over the last year than mining and
durable-goods manufacturing. In 1981 , Texas employment
in construction grew by 18,200 (4.3 percent), but in 1982
it grew by only 900 (0.2 percent). In 1981 , transportation
and public utilities employment grew by 20,900 (5.7 percent) in Texas; in 1982, it declined by 3,000 (0.8 percent).
The slowdown in Texas construction employment
growth in 1982 can be attributed to the end of the officebuilding boom in Dallas and Houston, a boom that allowed
Texas construction to grow in 19 81. Residential construction activity in Texas has been generally flat for three and
one-half years. The slowdown in the growth of transportation and public utilities employment over the last year can
be attributed to the general slowdown in economic growth
in Texas, particularly in manufacturing.
Among those four sectors that had positive employment
growth in 1982, finance, insurance, and real estate and government actually had higher employment growth in 1982
than in 1981 . The increased employment growth in these
sectors, however, has been fairly small. Trade and services,
on the other hand, had slower employment growth in 1982

than in 1981 . The slowdown of growth in these sectors can
be attributed to the general slowdown in Texas economic
growth.
Texas Economic Performance by Area

Despite a small gain statewide, almost all metropolitan
areas in Texas have had losses in nonagricultural employment in 1982 (see table 6). In total, 57,950 jobs were lost
in Texas metropolitan areas from September 1981 to September 1982. The loss of jobs in metropolitan areas , however, has been more than countered by a 69,690-job gain in
Texas nonmetropolitan areas. This nonmetropolitan job
growth, in the context of a generally poor economy, reflects the continuing shift of people and business from
metropolitan to nonmetropolitan areas- a trend that began
in Texas in 1978.
Among the two largest metropolitan areas, Dallas-Fort
Worth had a job gain of 27,500 in 1982, while Houston had
a job loss of 32,100. The experiences of Dallas-Fort Worth
and Houston during this recession are quite different from
those in previous business downturns. Usually, Dallas-Fort
Worth is more seriously affected by national downturns
than Houston because of its widely diversified manufacturing base. This downturn, however, has more seriously
affected Houston because of the importance of oil services
and oil-drilling equipment in its economy.
Table 6

Table 5

Nonag ricul t ural Employmen t by Metropol itan Area, 1981- 1982

Texas Manufacturing Employment, 1981-1982
(In thousands of employees)

Met ro po lit an area•
Industr y
No ndurab le goods
Food and kin dred
prod ucts
Textile mill pro d ucts
Apparel
Paper an d allied produ cts
Printing and pub lis hing
Che micals and allied
prod ucts
Pe trole um and coal
pro du cts
Leath er and products
Rubber and pl astic
produ cts
Durable goo ds
Lumber and woo d
produ cts
Furn it ure and fix tu res
St one, clay, a nd glass
prod ucts
Primary metal indust ries
Fa bricated metal produ cts
No nelectrical machiner y
Elec tric and elect ronic
eq uipment
Tran spo rtati o n equ ipment
Instrument s and rela ted
produ cts
Miscell an eo us ma nufacturi ng

Septem ber

Se ptemb er

198 1

19 8 2

Percent age
change

441. 3

430 .0

98. 5
5. 5
73 . l
23.1
65 . 3

9 9.l
5 .3
68. 2
22.5
6 6. l

8 3 .8

8 3 .2

-

4 6.6
10.6

4 5. 5
8.8

-

3 4 .8
6 7 6.9

31.3
5 93.7

- 10.1
-12.3

3 6. 5
17 .2

36 .7
15.5

0.5
9.9

-

2 .6
0.6
3.6
6. 7
2.6
1.2
0 .7

2.4
- 17 .0

-

4 6. 2
51. 6
10 3.5
199.4

45 .2
40 . 3
93.2
146 . l

- 2 .2
- 21. 9
- 10 .0
- 2 1.7

100.6
83.0

96. 3
72.4

- 4 .3
- 12 .8

25.2

2 5. 3

0.4

1 3.7

12 .7

So urce : Tex as Empl oy ment Co mmissio n.
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Bro wn svil le- Harli ngen-S an
Be nit o
Brya n-Co llege Stati o n
Corpus Christi
Da ll as- Fo rt Worth
El Paso
Ga lves to n- Texas Cit y
Ho usto n
Ki ll ee n-Te mple
La redo
Lon gview- Ma rshall
Lu bbock
McAll en- Pharr- Edin bu rg
Midla nd
Odessa
Sa n Angelo
Sa n Anto ni o
Sherm an- De ni so n
Texa r kan a
Tyler
Waco
Wic hita Fa lls
To tal met ro po li tan
To tal no n metr o po lit an
To tal state

Se pt e m be r

Septe m ber

198 1

1982

Pe rcentage
cha nge

60 , 600
77,2 50
260,600

58,8 0 0
80 ,300
257 , 850

-

3.0
4.0

-

I. I

1 56,950

14 5,550

-

7.3

6 5,0 50
4 1, 550
133 , 550
1,528 ,300
168 , 350
71 , 100
1,569,800
58,450
34,950
68 ,750
90 ,250
74,450
50,850
59 ,250
37, 100
4 11 ,950
37 ,250
44,200
57 ,400
72 , 150
5 5, 850
5 ,285,950
918 , 750
6 ,204,700

6 0 ,45 0
4 2 ,600
1 3 1, 10 0
1,555 , 800
160,450
70,900
1,537, 700
59,950
30,250
6 5,200
90,400
71,000
50,600
54 ,650
37 ,050
4 11 ,750
35,800
44 , 550
53 ,250
69 ,000
53,050
5,228 ,000
988 ,400
6 ,2 16 ,400

-

7. 1
2.5
1.8
1.8
4 .7
0 .3
2.0
2.6
13.4
5.2
0.2
4.6
0.5
7.8
0. 1
0.0
3.9
0 .8
7.2
4.4
5.0
l. l
7. 6
0.2

-

-

-

-

-

-

*Victoria SMSA included in nonmetropotitan areas because o f lack
of data.
Sou r ce: Texas Empl oyment Commission.
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Several metropolitan areas other than Houston have
suffered large job losses over the past year. Beaumont-Port
Arthur-Orange, Longview-Marshall, Odessa, Tyler, Waco,
and Wichita Falls have been especially hurt by the general
decline in manufacturing and the drop in drilling activity.
The border communities of Brownsville-Harlingen-San
Benito, El Paso, Laredo , and McAllen-Pharr-Edinburg have
been particularly hurt by the Mexican peso devaluations
and the cut in trade with Mexico.
Only a few metropolitan areas in Texas have had job
gains over the past year. These are Amarillo , Bryan-College
Station, Killeen-Temple, Lubbock, and Texarkana.
Trends in unemployment, by area, generally are the reverse of employment trends over the past year (see table 7).
Texas metropolitan areas that have had large increases in
unemployment over the past year include Beaumont-Port
Arthur-Orange, Brownsville-Harlingen-San Benito, El Paso,
Galveston-Texas City, Houston, Laredo , LongviewMarshall, McAllen-Pharr-Edinburg, Odessa, Tyler, and
Wichita Falls. Nonmetropolitan areas have also had a large
increase in unemployment for the year, indicating that
even though employment is continuing to grow in those
areas, the population and labor force is growing even faster.
As is usually the case, the border areas in Texas have the
highest unemployment rates in the state. Laredo, which was
especially hard hit by the peso devaluations, had an unemployment rate of 23.2 percent in September 1982-the
Table 7
Unemployment Rates by Metropolitan Area, 1981-1982*
September

September

Metropolitan area

1981

1982

Abilene
Amarillo
Austin
Beaumont-Po rt ArthurO range
Brownsville- Harlingen-San
Be nito
Bryan-College Station
Co rpus Chris ti
Dallas-Fort Worth
El Paso
Ga lves to n-Texas City
Houston
Killeen- Temple
Laredo
Longview-Marshall
Lubbock
McAl len-P harr-Ed in bu rg
Mid land
Odessa
San Angelo
San Anto ni o
She rman-De nison
Texa rk ana
Tyler
Waco
Wichita Falls
Total metropolitan
Total nonmetropolitan • •
Total state

4.1
6.5
3.4

5.3
5.0
4. 1

29.3
-23.1

6.5

12 .8

96.9

9.1
5.4
5.9
4.9
9.9
7.0
4.8
5.8
9.9
5.3
4 .4
I 5.3
5.7
3.9
4.6
6.7
6.2
9.0
4.8
4.7
4.3
5.5
4.7
5.4

15.8
5.8
8.3
6.4
12.6
11.8
8.2
5. 7
23 .2
12 .2
5.9
21.1
4.7
7.2
6.4
7.9
8. 1

73 .6
7.4
40.7
30.6
27.3
68.6
70.8
- I. 7
134 .3
130 .2
34.l
37.9
- 17 . 5
84.6
39.1
17 .9
30.6

Pe r cen tage
change

t<r.<r-

n.a.

n.a.

7.5
5.9
6.4
8.0
8.2
8.0

56.3
25.5
48.8
45.5
74.5
48.2

•Unemployment figures are not seasonally adjusted.
••includes Victoria metropolitan area for 1981 and Victoria and
Texarkana metropolitan areas for I 982 .
Source: Texas Employment Commission .
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highest rate among the twenty-five metropolitan areas. Before the recession began, both Dallas-Fort Worth and Houston had unemployment rates below the state average. By
September 1982, however, Houston's rate (8.2 percent) had
risen above the statewide (nonseasonally adjusted) unemployment rate of 8.0 percent, while the rate in Dallas-Fort
Worth (6.4 percent) remained below it.
Outlook for the Coming Year

Both the Texas and U.S. economic recessions have
apparently bottomed out, and a moderate economic recovery in 1983 is probable. The strength of the recovery
strongly depends on the future path of interest rates. If the
Federal Reserve maintains its somewhat looser monetary
policy and interest rates stay in the present range, a moderate economic recovery can be accommodated. If interest
rates drop even more, a strong economic recovery, led by
autos and housing, is possible. If interest rates are allowed
to rise to 1981 levels, the recovery will be aborted and
another recession is probable.
Both the Texas and U.S. recoveries will begin early in
1983. The strength of the recovery in Texas will probably
be about equivalent to that in the nation. The Texas economic recovery will be led by construction, mainly residential, and consumer spending. Both of these sectors have
been weak over the past year, and with lower interest rates
a strong upsurge is probable.
A major factor limiting the strength of the Texas economic recovery will be the continued weakness in the oil
drilling, machinery, and services sector. World oil prices will
not begin firming until the entire world economy begins
showing strength- and this is not likely to happen until well
into 1984. Oil drilling will probably not decline much more
in Texas over the next year, but an increase in drilling is not
likely until 1984.
Continued political and economic instability in Mexico
may continue to hurt trade along the border. The worst
effects of the peso devaluations have probably passed, but a
significant improvement in the Mexican economy over the
next year is not probable.
As consumer spending spurs a national recovery, U.S.
manufacturing production will begin to pick up and increased investment will eventually follow . Much of the new
investment in plants and in equipment will be made in
Texas because of the relatively higher profitability of
producing in Texas. This new investment, much of it in
computers, electronics, and defense-related activities, will
help spur the Texas economy late in 1983 and throughout
1984andl985.
In summary, the worst of the Texas economic recession
is probably over. A moderate recovery will begin in 1983
and accelerate through 1984 and 1985 . With the increased
economic growth, the Texas unemployment rate will come
down. The reduction in unemployment, however, will be
very slow because of the limited strength of the economic
recovery and because of the continuation of relatively high
population migration into Texas and the resulting growth
of the labor force .
TEXAS BUSINESS REVIEW

.

/

Differences

•

Ill

Metropolitan

and Nonmetropolitan Housing in Texas

Patricia Knight Guse man
Arthur L. Wright
A comparison of the 1980 census tabulations with those
for 1970 and an analysis of post-1980 housing permits reveal pronounced, yet divergent, housing trends in Texas.
This situation has been caused by underlying pressures both
toward and against residential investment . Further, evidence of differential demographic trends inside the 25
standard metropolitan statistical areas (SMSAs) relative to
the 201 counties outside the perimeters of SMSAs substantiate the segmentation in housing demand. While the
nominal value of all housing continues to rise , these rates
are rising more slowly outside metropolitan areas, and this
trend could provide more impetus for population movements to nonmetropolitan areas .
Alternative housing forms make up a greater share of the
Texas housing stock than they did in the past. Outside
metropolitan areas, the alternative forms tend to be manufactured housing (mobile homes, modular units, and so
forth); inside metropolitan areas, alternative forms tend to
be condominiums. In the state as a whole, the housing
stock increased in number and in quality during the 1970s,

and these trends will probably continue throughout the
1980s.
The Household Growth Factor

The increases in Texas housing units (based on decennial
census data) averaged 4.3 percent annually during the
1970s, while the increase in dwellings nationwide was 2.3
percent annually. Moreover, the nation gained housing units
primarily outside the borders of SMSAs, while residential
units in Texas increased by 57 percent in SMSAs and only 7
percent in areas outside SMSAs (see table 1). Over one-third
of all dwellings in Texas SMSAs were built in the 1970s.
Primary growth in Texas has been in SMSAs, despite
pronounced residential movement out of large metropolitan
areas nationally. Between 1970 and 1980, owner-occupied
housing increased by 5 5 percent in SMSAs and by less than
13 percent outside SMSAs. Renter-occupied dwellings declined almost 5 percent in nonmetropolitan areas but increased 60 percent within SMSA boundaries. Recent Texas
residential building permit data show an acceleration of the
decennial trend. During 1980 and 1981, 261,987 dwelling
units were authorized; of these, 93.5 percent were in SMSAs
and only 6.5 percent were outside SMSAs. The relative
shares remain consistent regardless of whether the dwelling
was a single-family or multifamily strutture (see table 2) .

Patricia Knight Guseman is Research Scientist, Texas Real Estate
Research Center and the Department of Rural Sociology, Texas
Agricultural Experiment Station, Texas A&M University. Arthur L.
Wright is Research Economist, Texas Real Estate Research Center,
Texas A&M University.

Table 1
Location of Residential Development in Texas, 1970 and 1980
1970

Area
Met ro po litan
No n me trop o lit a n
State total

To\a l
unit s
2 ,4 93,33 1
9 40 ,65 1
3,433,996

Owne r
occ upied
1,56 4 ,3 13
658, 142
2,222,469

Pe rcent age change , 1970-1980

1980

Rente r
occ upi ed
929 ,01 8
282,509
1,2 1 J ,5 27

Total
units

Owner
occ upi ed

Renter
occup ied

T o tal
unit s

3,9 18 ,0 8 4
1,011 , 183
4 ,9 29 ,267

2,427 ,227
742 ,285
3 , 169, 512

1,490 , 857
268 ,898
1,759,755

57 . 1
7.5
43.5

Owner
Rente r
occup ied occu pied
55.2
12. 8
42.6

60 .5
- 4 .8
45 . 2

Sou rce: U. S . Department o f Co mmerce, Bu rea u of the Census, Housing Characteristics for States, Cities, and Counties, Vo l. 1, part 45 (Texas),
1970 (Washin gto n, D.C.: Government Print in g Offi ce, 1972) , and 1980 census summa r y tapes fo r Texa s.
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Outside the South, the number of housing starts has
been greater in nonmetropolitan areas than in large or even
small metropolitan areas. In Texas and the remainder of the
South, suburban rings are the locations for most of the
growth . The development of higher-density housing in
Texas' urban centers, however , has many advocates who
foresee construction savings, energy efficiency, transportation effectiveness, and other advantages. Persistently, however, population redistribution and concomitant housing

SMSAs and 4 percent in metropolitan settings (see table 3).
During the decade , manufactured homes increased 193
percent in SMSAs and 207 percent in nonmetropolitan
areas . According to building permit authorizations, manufactured units made up 51 percent of all new single-family
detached housing outside SMSAs and 32 percent inside
metropolitan boundaries in 1981 . The popularity of manufactured homes in Texas can be partially explained by the
influx of retired people to such portions of the state as the

Between 1970 and 1980, owner-occupied housing in Texas
increased by 55 percent in metropolitan areas and

by less than 13 percent in nonmetropolitan areas.
consumption reflect residential choice. In the aggregate ,
Texans continue to favor low-density housing.
Housing in metropolitan areas differs from that outside
metropolitan areas by type of structure , such as manufactured homes and condominiums; internal density, such as
rooms in each unit and persons in each household; units in
each structure; and changes in housing costs for owners and
renters.
Types of Housing

Census tabulations for 1980 indicate that manufactured
homes made up 9 percent of all housing stock outside
Table 2

Rio Grande Valley, but changes in financing methods and
in construction codes also have enhanced the primary market for manufactured homes.
Condominium sales (which can be seen as typifying
changes in the relation of owner markets to rental markets)
increased dramatically during the 1970s (see table 4).
Owner-occupied condominiums have increased 600 percent
statewide, from 5,222 units in 1970 to almost 40 ,000 in
1980. Since condominiums are predominately in major
urban centers, this rise shows itself in the 746 percent increase in SMSAs. Not only have new units been built, but
also many units that were rental condominiums in 1970
were converted to owner-occupied units by 1980. Condominiums outside SMSAs-always
a small market-declined during
the decade.

Residential Building Permits Author ized in Texas, 1980 and 1981
Si n gle-fam il y units
A rea
Me tro po lit a n
o n me tro po lit a n
Sta te to tal

umber
122 ,049
9 ,356
I 3 1,405

Mu lti fam il y un its

Percentage

Nu mbe r

Pe rcent age

92 .9
7. 1
100.0

122,881
7,701
130, 5 8 2

94.l
5.9
100 .0

Tota l unit s
umb er
244,930
17 ,057
26 1,987

Pe rcent age
93.5
6. 5
100.0

So urce: Co mpil ed b y the Texas Rea l Es tate Resea rch Center, Texas A&M Unive rsit y, from data
s uppli ed by th e U.S. Burea u o f th e Ce ns us.

Table 3
Manufactured Housing in Texas, 1970-1980
1970

A rea

um ber o f
ma nu fac tured
ho mes

Me tropo lit a n
o nm e tro po lit an
S ta te to ta l
So urce : Sa me as tab le I.

6 0 , 17 4
3 4 ,5 13
9 4 ,687

1980

Perce nt age o f
yea r-ro und
ho usin g
2 .21
3. I 6
2.4 9

N umbe r o f
manufactured
ho mes
I 76 ,271
106,136
280 ,407

Pe rcentage o f
year-round
ho using
4.05
9 .01
5.12

Per ce nt age
in crease
19 70-1980
193
207
196

Changing Household Density

The quality of residential
living, as measured by density
levels for each household , continues to improve in spite of
the higher costs associated with
housing. Decennial census data
showed that 1980 housing had
more rooms in each dwelling, including newly constructed units
and additions to existing structures (see table 5) . SMSAs had
the lowest increase in each unit,
however, since metropolitan
housing has consistently had
more rooms in each dwelling.
One demographic trend that
has affected housing more than
any other is the decline in the
TEXAS BUSINESS REVIEW

number of people in each houseTab le 6
hold . This reduction in internal
Un its in St ruct ures of Year-Round Residences in Texas, 1970 and 1980
density accounts for approxi(In percentage )
mately two-thirds of all new
housing nationally and perhaps
1970
1980
half of the housing starts in
Ma nufactu red
Single
Two o r
Single
Two o r
anufa ctu red
Texas. Many city officials in the
m ore units
unit*
unit*
Area
home
mo re units
home
1970s estimated their city's
Me trop o litan
76.5
21.3
2.2
21.2
73.8
4.0
population increases by using Nonmetropolitan
89.6
7.2
3.2
82.3
8.7
9.0
2. 5
80.3
17.2
75.6
19 .3
5.1
the number of persons in each State
household tallied through the
*Excluding manufactured homes.
1970 census taking. By 1980,
Source : Same as tabl e 1.
however, the median number of
people in each household had been reduced from 3.2 to
family units has shown only a negligible increase, again
explained by the advent of newer housing forms.
2.8 . Thus, a city of 100,000 dwelling units could be expected to have about 280,000 residents in 1980, rather
Less than 9 percent of housing outside SMSAs was reprethan the 320,000 that would have been estimated using the
sented by multiple-family units (a slight increase from
1970 median figure . Conversely, a 100,000 population in
1970); multiple-family units in SMSAs remained at 21
1970 would have required 31 ,250 housing units, but in
percent over the decade.
1980 the same population would require more than 35 ,700
The Cost of Housing
units because fewer people lived in each unit .
The number of rooms per residential unit increased
slightly over the decade. The number of persons per room
A final factor in considering the differences between
declined because there were fewer individuals in each housemetropolitan and nonmetropolitan housing in the 1970s is
the changing value and cost of housing. In 1980 the median
hold and more rooms in each unit. In general, internal density levels are declining and housing standards are improvvalue of an owner-occupied dwelling was $39,100, 223 pering. Dwellings have more rooms, fewer people in each housecent above the 1970 level (see table 7). In SMSAs, housing
hold, and fewer persons per room than they did in 1970.
appreciated at a faster rate (rising 224 percent to a 1980
A measure of density external to the individual dwelling
level of $43, 117) than did housing outside SMSAs (which
rose 204 percent to $25,265). Renters, however, were conis the number of units in the structure. This measure is a
good indicator of changes in the types of dwellings in which
siderably better off outside of SMSAs. The 1980 median
rental rate was $126 outside SMSAs and $224 in SMSAs.
Texans live. The proportion of one-unit structures has been
declining, despite the fact that a greater portion of all housBetween 1970 and 1980, the rate of increase in rents in
ing was owner-occupied in 1980 (see table 6). The increase
nonmetropolitan areas was 163 percent, substantially below
the 1980 rate for SMSAs. Although rental rates in Texas
in owner-occupied condominiums and in manufactured
rose less ( 177 percent) than the value of homes (223 perhomes (here treated as a separate single-family housing
type) has lowered the proportion of conventional singlecent), it obviously was more advantageous to have owned
unit structures. Moreover, the proportion of multiplean asset that was appreciating in value than to have been
renting a dwelling that had continuously rising rental rates.
Table 4
Owner-Occupied Condominiums in Texas, 1970-1980
Area

1970

1980

Me tro polita n
Nonme tropo litan
Sta te t o tal

4,6 2 8
594
5,222

39, 143
485
39,62 8

Percentage change, 1970-19 80
746
- 18
659

Table 5
Changes in Space as Measured by Rooms in Each Resident ial Unit

Area

1970
medi an rooms
in each unit

19 80
median rooms
in each unit

Me tropo litan
Non metro po lit a n
State

4.9
4 .7
4 .8

5.0
4 .9
5.0
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Changing Va lue and Cost of Housing
in Texas, 1970-1980
Ca tegory
Area

Sou rce: Same as table 1.

Source: Same as tab le I.

Table 7

Owner-occupied
median va lues
Metropo litan
Non metropolitan
State average
Specified median
cont ract rent
Metropoli t an
on metropolitan
State average

1970
(in cu rrent
dollars)

1980
(in curren t
dollars)

Per centage change
1970-1980
(in cu rrent dollars)

12, 700
8,300
12 , l 00

43 , 117
25 ,265
39 , 100

224
204
223

80
48
77

224
126
213

180
163
177

Source: U. S. Department of Commerce, Bureau of Census, 1970
Detaz7ed Housing Characteristics- Texas, HC(l)-845 (Washington , D.C.: Government Printing Office, 1972), table 34, p. 205 ;
and 19 80 STF 1 summar y file for Texas.
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Industrial Revenue Bond Activity
in Texas
Beverly Hadaway

Texas was one of the last states to authorize the use of
tax-exempt industrial revenue bonds. These bonds are designed to help rural communities gain access to long-term
capital markets and thus improve their local economies;
in metropolitan areas, the bonds are used to attract new
employers to economically declining neighborhoods.
Critics of industrial revenue bonds maintain that their
use for nonindustrial purposes is a major abuse, but in
Texas approximately 95 percent of the issues have been for
noncommercial uses; most of these have been for manufacturing projects. In addition the funds do not appear to have
been concentrated in any one region of the state; rather,
their distribution tends to follow the distribution of the
state's population. Since 1979 , industrial revenue bond
financing in Texas has been directly responsible for the
creation of more than 40 ,000 jobs.

The Financing Process
Financing tax-exempt "small issue" industrial revenue
bonds typically involves the state or local authority issuing
the bond, the business seeking the financing, and a local
lending institution. The state acts as a conduit for the tax
exemption, the business essentially receives a commercial
loan at below market rates of interest, and the lending institution receives a yield similar to the after-tax rate received on issues that are not tax exempt. The interest costs
that a business can save with tax-exempt bonds depend on
its tax rate and the ratio of tax-exempt to taxable yields; an
Beverly Hadaway is Assistant Professor of Finance, University of
Texas at Austin. The author thanks th e staff members of the Texas
Indu strial Commission for their cooperation in providing data on
industrial revenue bond activity ; in particular, Jeanne Talerico and
Randy Brown provided invaluable assistance.
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increase in this ratio results in a decline in the relative benefit to the firm using industrial revenue bond financing. 1
A business firm initiates the financing process by applying for a bond from the state or local entity authorized to
issue tax-exempt bonds. In Texas, a city, county, or district
may create an industrial development corporation for this
purpose . The development corporation accepts and processes applications and puts the financing package together;
the Texas Industrial Commission is responsible for giving
final approval. If the application is approved, a bond is then
issued for the business. Simultaneously, the issuing authority and the company enter into a financing agreement,
usually a lease back or an installment sale agreement
that requires monthly payments equal to debt service
(principal and interest) on the bond. The proceeds from the
bond sale are then used to purchase the assets the firm
desires. Neither the state of Texas nor the local government are liable for interest or principal payments on the
bond. The repayment obligation rests with the firm for
whom the bonds were issued.
The industrial development corporation also arranges for
an ultimate lender to purchase the bond issue. While it is
possible to market industrial revenue bonds publicly, most
are small and, therefore, are purchased by local banks as
a private or direct placement. The issuing authority will
typically assign to the bank, as bondholder or trustee, all
of its rights and interest in the financing agreement or other
security. The firm then makes payments on the debt directly to the bank .

Legislative Background
In 1936 the state of Mississippi first issued industrial
revenue bonds for a manufacturing plant to help the state's
TEXAS BUSINESS REVIEW

economy achieve a better balance
between agriculture and industry.
Industrial revenue bond sales grew
steadily as other states enacted legislation authorizing their issuance. By
1968, forty states had authorized their
use. Between 1960 and 1968, industrial revenue bond sales rose from
approximately $100 million to $1.8
billion, representing about 10 percent
of all long-term tax-exempt bond sales.
Increased use of industrial revenue
bonds as a financing tool meant
revenue losses for the U.S. Treasury.
As a consequence, the Treasury
eliminated their tax-exempt status in
1967.
In 1968, Congress restored the
tax-exempt status but limited the size
and volume of industrial revenue
bonds issued. Interest on industrial
revenue bonds would not be tax
exempt unless the proceeds were used
for "exempt activities," "industrial
parks," or "small issues. " 2 An amendment provided that an issuer could
elect to issue a small-issue bond for up
to $5 million with restrictions imposed on calculating the $ 5 million
amount. The principal user's capital
expenditures three years before and
after the bond issue must be included
and, thus, small-issue bonds could not
be used for large, high-cost projects. In
1978, the $5 million issue a.nd expenditure limit was increased to $10
million, and special capital expenditure rules were adopted for small-issue
bonds used with urban development
action grants to provide incentive for
businesses to locate in declining urban
neighborhoods. While the bond amount
for these issues was still limited to $10
million, the capital expenditures limit
was increased to $20 million.
Current Issues

The current use of industrial
revenue bonds for a broad range of
activities has been questioned. The
record reflects little congressional
discussion on the specific types of
projects eligible for bond financing.
Statements made in conference and on
the House and Senate floors repeatedly referred to industrial revenue bonds
in the context of industrial developJANUARY-FEBRUARY 1983

Could sales be better?
Let our mailing labels and customized computer reports
help you target your best customer.
Locate the audience unique to your product or service from
the almost 15,000 listings in the new 1983 Directory of Texas
Manufacturers. Our list is continuously updated by a full-time
staff at the Bureau of Business Research , UT Austin . The 1983
edition of the Directory lists more than 600 new firms , drops
more than 700 firms, and reports changes on almost 6,500 firms .
We offer an array of selection criteria to assist you in locating just
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Select by:
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ment without making a distinction between commercial
and industrial uses of the bonds.
Critics argue that the public purpose of the national
economy is not served by nonindustrial uses of the bonds.
The federal law, however, is silent on specific uses and
allows the individual states to define the types of projects
eligible for financing. 3 Among the forty-seven states that
issue small-issue industrial revenue bonds, statutes differ
in their restrictiveness. Most, however, are modestly restrictive and some require the industrial revenue bonds to
create or retain jobs and to operate to the overall benefit of
the state's economy, but small-issue industrial revenue
bonds have been used for a wide range of projects, including industrial plants, manufacturing facilities, warehousing
and distribution facilities, office buildings, shopping centers, retail stores, restaurants and bars, fast-food establishments, recreational centers, and tourist facilities.
One critic of the uses of small-issue industrial revenue
bonds has been the Public Citizen's Congress Watch, a public interest advocacy group founded by Ralph Nader. 4 In a
report to Congress on industrial revenue bonds, Nader's
group contended that many went for nonindustrial uses
and noted that many issuers are well-established retail
firms with a large number of employees. They also charged
that industrial issuers have been concentrated in six industries. 5
Alternatively, proponents suggest that the economic
needs of the states are broad and diverse, making it not
only difficult but improper to define public purpose at
the federal level. 6 This view asserts that individual states
must assess their own economic development needs and
determine who should benefit from the use of tax-exempt
credit. Other controversial issues concerning industrial
revenue bond financing are the effect on federal, state,
and local revenues and on overall tax-exempt rates.
The Congressional Budget Office estimated that revenue losses from the use of industrial revenue bonds will
amount to about $30 million to $40 million for each $1
billion increase in industrial revenue bonds issued. In addition, the Congressional Budget Office estimated that each
$1 billion increase in industrial revenue bond issues would
raise tax-exempt rates by five to seven basis points. These
figures, however, have been criticized as grossly overstating

the tax loss and not accurately reflecting tax revenues
generated through industrial revenue bond financing. A
study carried out for the Small Business Administration
and included in the report of the House Ways and Means
Committee, "Small Issue" Industrial Revenue Bonds, estimated the magnitude of revenue loss for each $1 billion
increase in industrial revenue bonds issued to be only between $4 million and $6 million. The effect of tax-exempt
rates would, thus, be on the order of 0.6 of a basis point.
These issues remain unresolved because the evidence is
contradictory. Further, the long-run effect and the multiplier effect on capital formation, employment, and real
gross national product (GNP) have not been adequately
addressed.

The Texas Experience

In December of 1979 the Texas Industrial Commission
approved the first industrial revenue bond issue in Texas;
issuance has increased steadily (see table l ). By September
1982, 593 issues, totaling more than $2 billion, had been
approved since issuing had begun. Direct employment
associated with the issues stood at 40,849, a figure that
somewhat understates the total employment resulting from
industrial revenue bond issues because each project generates direct and indirect employment. While the direct employment effects are easily determined, the indirect or spinoff employment effects require more complex economic
analysis. On average, one job was generated for every
$53,000 of industrial revenue bonds issued. The average
interest rate has, not unexpectedly, increased over the
1979-1982 period. As taxable rates have moved to record
levels, tax-exempt rates have followed but the ratio of
tax-exempt to taxable yields increased over the period
from 69 percent to 85 percent. 7
When the data are broken down by industry some interesting facts emerge (see table 2). Noncommercial projects accounted for about 95 percent of industrial revenue
bond activity in Texas. The industry that was most active
in issuance was manufacturing; the least active industry was
agriculture. For the 1979-1982 period, 71 percent of the
firms issuing industrial revenue bonds were classified as

Table 1
Industrial Revenue Bonds Approved in Texas, 1979-1982

Year

Number
issued

Amount (in t housands of dollars)
Total

Average rate
(in percen t age)t

Aver age

I RBs

AAA utilit y

Tax-exe mpt t o
taxable r at e
(in percent a ge)

Av era ge
term
(i n yea rs)

Tot al direct
empl oy ment
(i n num b er
o f empl oy ees)

Cost for each
emplo yment unit
(in tho usands
of d o llars)

1979
1980
19 81
1982·

1
96
241
255

1,499
392, 820
950 ,238
822,628

1,499
4,092
3,943
3,225

7 . 75
9 .07
11.34
12 .08

11. 2 1
13.49
13.59
14.52

.69
.67
.83
. 83

20 .0
14.3
12.2
13.7

150
8,3 67
1 8, 142
14, 190

9
47
52
59

Total

593

2 , 167 , 185

3,655

11.28

13.20

.85

13. 2

40 ,8 49

53

•Through September 1982 .
t Represents a weig~ted monthly average by number of month ly iss u es fo r the year .
So urce : Data provided by the Texas Ind ustrial Commission.
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manufacturing, which generated 78 .6 percent of the direct
employment associated with bond issuance. In addition,
with the exception of retail trade, manufacturing had the
lowest industrial revenue bond cost for each employment
unit. The manufacturing industry generated one job for
every $38,000 of bond funds invested.

Commercial uses (retail trade ; finance , insurance, and
real estate; and services) made up 5.6 percent of the industrial revenue bond projects financed, received 6.2 percent
of the total dollar amount , and accounted for 5.4 percent
of the direct employment generated. 8 Within the commercial area, retail trade had the fewest number of firms

Table 2
Indust rial Revenue Bonds Approved in Texas by Industry, 1979-1982

Industry

1979

19 80

1981

Average
amount
(in thousands of
Nu mb er dollars)

Average
amount
(in thousands of
Number dollars)

Average
amount
(in thousands of
Number dollars)

Agric ulture
Mining
Construction
Manufacturing
Transporta tion
Utilities
Wholesale trade
Retail trade
Finance, insurance and re al
estate
Services

Direct
employment

1,499

lSO

Direct
employment

1
7
73
10

1,000
16,3S7
2,918
4,714

82
113
6,800
97S

s

3 ,426

397

3

1982 "

Direct
employment

178
23
1
20
2

3,333
18,476
2 ,8 7S
9,841
1,000
2,8 24
67S

224
498
14,61 s
912
13
797
39

1
8

2,000
6,131

16
1,028

s

Average
amo unt
(in th o u- Direct
sands of employNumber dollars)
ment
I
1
1
1 71
22
1
36

1,200
2,000
6 ,000
2,960
S, 311
1,080
2,992
82S

24
IS
ISO
10 ,SSO
1, 161
30
1, 141
130

8
13

2,2S4
4 ,82 S

102
887

*Through September 1982.
Source: See table 1.

Table 3
Industrial Revenue Bonds Approved in Texas by Planning Region , 1979- 1982*
Amount (i n thousa nds of dollars)
Bonds issued
Planning regio n

Number

Pa nhandle
South Plains
North Texas
North Central Texas
North East Texas
East Texas
West Central Texas
Upper Rio Grande
Permian Basin
Concho Valley
Heart of Texas
Ca pital
Brazos Valley
Deep East Texas
South East Texas
Gulf Coast
Golden Crescent
Alamo
South Texas
Coas tal Bend
Lower Rio Grande Valley
Tex om a
Cen tral Texas
Middle Ri o Grande

10
3
13
1S9
6
23
4
1s
13

Total Texas

Percentage

Total

Average

Percentage
of total

Direct employment
Number

Percentage

Percentage of
stat e population

2.2
26.8
1.0
3.9
0.7
2.S
2. 2

34,2SO
12,900
36,9SO
407 ,820
8,62S
S9 , 69S
S,8SO
49,673
3S,830

3,42S
4,300
2 ,842
2,S6S
1,437
2, S9S
1,463
3,312
2, 7S6

1.6
0.6
1. 7
18.8
0.4
2.8
0.3
2.3
1.7

421
63
834
9,139
334
2 ,011
39S
3,262
SS3

1.0
0.2
2.0
22.4
0 .8
4.9
1.0
8.0
1.4

9
37
9
9
13
156
4
48
12
21
16
5
5
3

1.S
6.2
l.S
l.S
2.2
26.3
0.7
8. 1
2.0
3. 5
2.7
0.8
0 .8
0.5

14,92S
147 ,940
26,000
30, SOO
87,130
765,450
20,100
142 , 850
43 , 130
174 ,067
40,375
8,950
6,975
7 ,200

1, 6S8
3 ,998
2,889
3, 389
6,702
4,907
5, 025
2 ,96 7
3, 594
8,289
2 , 523
1,790
1,395
2,400

0.7
6.8
1.2
1.4
4 .0
35.3
0.9
6 .6
2.0
8.0
1.9
0. 4
0.3
0.3

663
4,378
SS6
411
416
9,171
133
3,600
469
1,241
1,826
370
214
389

1.6
10.7
1.4
1.0
1.0
22.5
0 .3
8.8
1.1
3.0
4 .5
0.9
0 .5
1.0

2. 6
2.6
1.6
22.1
1.7
4.0
2.2
3. S
2.S
0.4
1.9
4.6
1.3
2.0
2.7
23.2
1.1
8.7
1.0
3.4
3.6
1.0
1.9
0 .9

593

100.0

2, 167, 185

3,655

100.0

40 ,849

100.0

100.0

1. 7

o.s

*Through September 1982.
Source: See table 1.
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(three), accounted for the lowest dollar amount of industrial revenue bonds issued ($2, 175 ,185), and had the lowest
industrial revenue bond cost for each employment unit of
any industry, commercial or noncommercial.
In Texas, manufacturing ranks first in number of firms
issuing industrial revenue bonds, total dollar amount issued,
and direct employment and ninth in industrial revenue
bond cost for each employment unit . In contrast, construction ranks fifth, third , and fifth in the first three categories
but has the highest industrial revenue bond cost for each
employment unit. The category of finance, insurance, and
real estate has a pattern similar to that of construction. The
remaining industries rank fairly consistently in all statistical
categories.
Within Texas, the North Central planning region and the
Gulf Coast planning region were the most active in industrial revenue bond issuance (see table 3). 9 The direct employment provided in each of these regions is approximately equal to the population distribution of the regions. No
industrial revenue bonds were issued in the Concho Valley
region, and very few bonds were issued in the South Plains
and Middle Rio Grande planning regions. The Upper Rio
Grande and Capital planning regions had 8.0 percent and
10. 7 percent of the direct employment created by industrial revenue bond financing. In both cases this employment
was more than twice the percentage of the state's population in the regions. Seven regions, with less than 15 percent
of the state's population, showed the opposite relation
between direct employment and population. In two-thirds
of the regions the percentage distribution of direct employment and population was approximately equal.
Such variables as size of the issue, market demand and
supply conditions, and the size and risk characteristics of
the issues enter into the determination of financing fees.
It is, therefore, difficult to generalize about financing expenses. The average financing fee between October 1981
and May 1982, however, was $79,000, about 2.2 percent

of the average bond issue (see table 4 ). Retail trade had the
highest average financing fees when the fees are expressed
as a percentage of the average bond issue; mining and construction had the lowest. Of the total average financing expense, the average bond counsel fees were about 28 percent
for all industries.
Notes

l. For a discussion of the tax benefits to a firm see Daniel E. Laufenberg, " Industrial Development Bonds: Some Aspects of the Current Controversy," Federal Reserve Bulletin, March 1982, pp.
136-37.
2. In the Revenue Expenditure and Control Act of 1968, exempt
facilities include sewage or solid waste disposal facilities; electric
energy and gas facilities; airports, docks, and wharves; pollutioncontrol facilities; facilities for the furnishing of water; sports and
convention or trade show facilities ;industrial parks; mass-commuting
facilities ; and residential mortgage programs.
3. Internal Revenue Code Section 103(b) (6) (A) states that smallissue bond proceeds should be used "for the acquisition, construction, reconstruction, or improvement of land or property of a character subject to an allowance for depreciation or to redeem a prior
issue."
4. See the statement of Jay Angoff, staff attorney of the Public
Citizen's Congress Watch in U.S. Congress, House, Committee on
Ways and Means, "Small Issue" Industrial Revenue Bonds, Hearings
before the Subcommittee on Oversight of the House Committee
on Ways and Means (Washington, D.C.: Government Printing Office,
1981), p. 224-37.
5. Between 1975 and 1980, K-Mart used industrial revenue bonds
to finance 96 stores in nineteen states. During the same time period,
McDonald's financed 107 restaurants, 32 in Pennsylvania and Ohio.
See "Tax-Exempt Bonds for Industry Called Extortion by Nader,"
Wall Street Journal, August 2, 1979, p. 24; "Firm's Wider Use of
Tax-Exempt Bonds Sparks Renewed Concern in Congress," Wall
Street Journal, April 2, 1981, p. 44 ; and "Attacking a Tax Exemption," Newsweek, April 28, 1981 , p. 79.
6. See the statement of Peter C. Trent, chairman of the board of
directors of the Public Securities Association and executive vice
president of Shearson Loeb Rhoades
Inc.,
in House Committee on Ways
Table 4
and Means, "Small Issue" Industrial
Revenue Bonds, p. 21 7.
Industrial Revenue Bond Financing Expense Summary by Industry*
7. The AAA utility bond rate for the
Financing fees t
year was used to compute the ratio
Bond counsel fee
of tax-exempt to taxable yields. The
Aver age
Average
amount
Percentage of
amount
Percentage of
Perce nt age of
utility bond rates are based on yearly
Industr
(in_dollars)
(in _dollars)
___
_ _y_ _ _ _
_ _ _ _bond
_ _issue
_ _ ___::__
_ ~_ _b:_o:_n:..:d:_i::::ss:..:u:..:e_ ___:_fi::::n:::_a:.:_
n c::.:i_:_:
n~g_.:._fe:.:::_
e
figures from various issues of the
Federal Reserve Bulletin.
Agri culture
21 , 000
1. 75
l 5 ,000
1.25
71.4
There is so'me disagreement wheth8.
Minin g
53 , l 27
1.06
28, 125
0 . 56
52.9
Co nstru cti on
4 99,6 67
1.67
52 , 500
er wholesale trade is correctly classi0.18
10 . 5
Ma nu fac turin g
5 9, 12 8
2.19
20 ,234
0 .74
34.2
fied as industrial or commercial. If
Transport ati on
18 7 ,3 86
2 .0 8
37 , 148
0.41
19.8
wholesale activities are classified as
Utiliti es
41 , 790
3.94
16,000
1.54
38. 3
Wh olesale trade
53, 004
commercial, then the percentages
1.96
19 ,076
0 .70
3 6. 0
Retail trade
42 , 150
6.46
15 ,000
2 . 31
35.6
change to 15. 8, 11.1, and 11.6, reFin ance, insuran ce,
spectively.
and real es tate
6 0 , 168
2 .57
19, 000
0. 8 4
31.6
9. For a complete listing of the
Servi ces
141 ,454
3 . 11
2 9, 08 8
0.64
20 .6
To tal
7 9, 30 5
counties in each planning region see
2 . 16
22 ,474
0 . 62
28.3
Joseph E. Pluta, Rita J. Wright, and
*Fin ancin g ex penses fo r th e 2 97 iss ues approved betwee n 19 8 1 and 19 8 2
Mildred C. Anderson, Texas Fact
tFi~ a n cin g fee~ ~n clu~e th ose fo r bond co un sel, user co un sel, trustee, iss~er counsel, financia l advisor
Book 1982 (Austin : Bureau of Busiiss uer adm1nistration, bo nd printing, appli ca tion from the Texas Industrial Commission and
ness Research, University of Texas,
oth ers, in cl uding any und erwritin g cos ts when the issue is not a private placement
'
So urce: See tab le 1.
·
1982), pp. 11-12.

28

TEXAS BUSINESS REVIEW

Prospects for Tax Increment
Financing in Texas
Rose M. Rubin
Samuel W. Ogden
Tax increment financing is a new concept in Texas urban
financing. Although a 1977 amendment to an existing urban renewal law allowed municipalities to serve as authorized redevelopment agencies, an opinion written by the
Texas Attorney General John Hill determined that legislation to be unconstitutional following the defeat of a constitutional amendment authorizing tax increment financing in
1978. In November 1981, Texas voters approved an amendment to the Texas Constitution that allowed use of tax
increment financing and reinvestment zones. The subsequent enabling legislation, the Tax Increment Finance Act
of 1981, closely follows the earlier statutes.
Tax increment financing allows local governmental
entities to fund redevelopment projects without federal assistance by using the increased property tax receipts resulting from the redevelopment project to repay principal and
interest on notes or bonds issued to pay for the project.
The tax base of property in the designated area, or the
property value taxable by local taxing agencies, is frozen at
its level before redevelopment. The increment in tax
revenues results from an increase in the assessed value of
property in the project area over the value assessed before
redevelopment. The incremental revenues generated from
this method are needed to retire any indebtedness used to
upgrade the infrastructure within the project area. Indebtedness generally takes the form of special bonds with
payment of both interest and principal from the incremental revenues generated by the increased assessed values
of property within the redevelopment area (see figure 1).
When the debt is retired, the tax base is released by the
development agency and all property taxes are then colRose M. Rubin is Assistant Professor of Economics, North Texas
State University. Samuel W. Ogden is a property tax consultant
with Pritchard & Abbott, Inc., in Fort Worth .
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lected by local taxing jurisdictions and are included in their
general funds.
While tax increment financing legislation was adopted
only recently in Texas, the method has been used in other
states during the past quarter century. It supplements the
Figure 1
Tax Increment Financing
Tax receipts (in milli ons o f dolla rs)
3.0

2.5

2.0

(Tax increments generated
aft e r redevelopment mus t
be used t o retire bonds)

1. s

Tax increment base

0 .5

(Receipts co ll ected by taxing agencies are based
o n valu es se t before redeve lo pment )

19 8 2

1992

2002
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traditional methods of urban financing available to cities
and towns by offering bonds secured by the tax revenue
generated from the increased property value within the area
to be redeveloped (see table).
Operation of Tax Increment Financing in Texas

Under tax increment financing in Texas, when a redevelopment plan is adopted by a city council, the appraised
value of all property within the project area is determined
and then frozen. Bonds or notes are issued to finance improvements and acquisitions within the redevelopment
area. In succeeding years, the municipal tax collector collects property taxes for all taxing jurisdictions within the
project area and allocates to each their shares of receipts
generated from the tax increment base. As redevelopment
occurs, the tax base and tax revenues increase. The revenues
collected above the amount of the base level are used to
pay interest and principal to the holders of the tax increment bonds. 1 The proceeds from the bond issue are used to
acquire land, develop an infrastructure, and, in some cases,
provide funds to relocate displaced families.

For example, assume that an older blighted section of a
Texas city, with a current assessed value of $20 million and
generating tax revenues of $500,000, could be revitalized
to support additional single-family homes, apartment units
and commercial space and that the completed redevelop~
ment project would produce assessed values of $150 million. With an effective tax rate of 2.5 percent and no subsequent increases, additional annual revenues of $3,250,000
could be generated. This increase in tax revenues, from
$500,000 to $3,750,000, would support a bond issue of
$27 million based on a combined interest and sinking
fund rate of 12 percent. Local taxing jurisdictions would
continue to receive $500,000 a year (the revenues collected
on the original fixed assessment base of $20 million) for
the next twenty years. The additional tax revenues of
$3,250,000 would be used for debt repayment and service
during the twenty-year reinvestment period (see figure 2).
Redevelopment Concept of Tax Increment Financing

The original federal government response to urban blight
and deterioration was through federal urban renewal projects under the guidance of the
U.S. Department of Housing
Traditional Urban Financing and Tax Increment Financing
and Urban Development and the
department's predecessor, the
Methods
Source of funds
Uses of funds
Charac teris ti cs
Housing and Home Finance
Trad itional me th ods
Agency. Basically, this agency
Pay as you go
C urrent revenues
Current ex penses ;
Fund in g from curprovided
funds to local redevelsmall pub li c improverent reven ues great
ment projects
eno ugh only fo r
opment agencies before formusmall projects
lating any specific redevelopment plans. Without true market
Specia l assessments
Assessme nts of propSpecifi c public im Gen era lly used fo r
ert y owners adjacent
proveme nt projects
specifi c projects;
responses, large amounts of urto project
to tal cost born by
ban land were acquired and
propert y owners in
projec t area and no t
cleared, and, as a result, families
necessaril y by th e
and businesses were displaced
be neficiaries of the
and large areas were removed
project
from the tax rolls, often for as
Genera l obligation
Bo nds backed by th e
Fun din g of projec ts
Reve nu es an d asse ts
long as ten years. These situabonds
fu ll fa ith and cred it
dee med beneficial t o
of jurisdiction
of the iss uin g govern a majority of the
tions were dictated by the repledged as securit y
ment al body
gove rnin g jurisdiction
fo r payment of
quirements of the urban renewal
interest and pringuidelines
and loan and grant
cip le
contracts
rather
than by the real
Reve nue bond s
Bonds iss ued to fi Specific reven ueRevenues produ ced
needs
and
requirements
of the
nance speci fic proje cts;
prod uci ng projects may
by project pay
bo nds backed by reven ue be public or private
communities involved. In fact,
prin cipa l and
and asse ts of project
pr o jects
interest
federal requirements and restric·
Hyb ri d bo nds
tions often led to sales prices of
Bonds issued to fiSpecific revenueReve nu es produ ced
nance spe cific proje cts;
producing projec ts
by projects pay
central city land being set so high
bonds backed by revemay be publi c or
pri nci pl e and interthat profitable private develop·
nu es fr o m projects
pr ivat e projects
est; additio n al securand fu ll fa ith and
ment could not take place. 2
ity is provid ed by
cred it of th e issuin g
reve nu es and asse ts
Tax increment financing pro·
gove rnm e nt al body
o f the issui ng jurisjects,
on the other hand, are mar·
dictions
ket oriented. Redevelopment
Tax in creme nt
Special bonds or
Deve lo p o r up gra de
Bond o r no te ho ldagencies conduct feasibility stud·
fin ancin g
no tes iss ued by muniinfr ast ru cture in
ers sec ured by reveies for specific projects and
cipalities; bonds
bligh ted areas
nues and possibly
backed by reve nu es
demonstrate the viability of
assets of project
produced fr o m ta x
these
projects. Agencies must
in creme nt collections
ge nera ted by proje ct
consult with real estate develop·
ers and lending institutions
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throughout the redevelopment planning process and must
show that the development activities and improved infrastructure will increase the area's assessed valuation enough
to generate additional tax revenue to repay and service the
redevelopment bonds issued. Since debt used to finance
these projects must be serviced from the incremental tax
revenues, land within a given redevelopment area cannot be
left off the tax rolls for very long.
The use of tax increment funds for urban development
could also produce other benefits for local communities,
since funds previously expended for federally financed
redevelopment programs could be released for other pur-

finan cing; in four of these states, authority to use tax increment financing is also given to county governments. 4
All states with tax increment financing legislation require that areas be found to be blighted before redevelopment projects can be approved. Wisconsin requires that at
least 25 percent of the project area be designated as blighted, in need of conservation or rehabilitation , or suitable for
industrial development . California does not quantify the
findings but provides that the project may consist of an
area in which health and safety conditions are detrimental
to the welfare of the area. Texas statutes provide that a
reinvestment zone may be initiated in an area that impairs

All states with tax increment financing legislation
require that areas be found to be blighted
before redevelopment projects can be approved.
poses, including the construction or rehabilitation of lowincome housing. 3
Redevelopment Procedures under Tax Increment Financing

California voters approved tax increment financing in
1952, and the first official redevelopment agency was
formed in Sacramento in 1956. As of 1982, twenty-five
states had adopted some form of tax increment financing
that designates the municipality as the primary local government responsible for implementing redevelopment
projects. Eight states, however, authorize redevelopment,
housing, or urban renewal agencies to use tax increment
Figure 2
Mechanics of Tax Increment Financing
Tax rev en ues (in m illi o ns o f do ll ars)

4.0
3.5
3.0

Property tax
revenues collected
by reinvestment
zone and used
for debt repayment and service

2.5
2.0
I. 5

1.0

Proper ty tax revenues co llected by taxing units
0.50 1-I~~~~~~--.~~~~~~~.-~~~~~--;
1 962

1982

Befo re designation as
reinvestm ent zone

2002

Durati o n o f
reinvestment zo ne
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2022

Aft er term ination
of rei nvestm ent
zo ne designation

the growth of the municipality , is substandard or deteriorated , is open with obsolete platting or deteriorating structures, or meets the requirements of federal assistance under
Section 119 of the Housing and Community Development
Act of 1974.
Generally, tax increment financing legislation provides
for full tax increment payments to bond holders by the
redevelopment agency over the life of the project. Several
states also provide for a return of partial tax increments to
affected local taxing jurisdictions so that each taxing jurisdiction may receive a payment of its proportionate amount
of tax revenues over and above the amount necessary to
service the project's bonded indebtedness. The Texas act
provides that no excess collections may be disbursed until
the entire bond issue has been retired; consequently, taxing
units in Texas effectively lose any increase in tax revenues
from the redevelopment property for up to twenty years
unless previous contractual arrangements permit incremental revenue sharing.
In Texas, tax increment financing statutes give the
municipality the authority to create reinvestment zones,
acquire real property , and issue tax increment bonds or
notes. The municipality also has the ;;ole authority and
responsibility to collect all property taxes in the zones ,
allocate the base revenues to each of the appropriate taxing
jurisdictions, and maintain the tax increment fund established to account for revenues and disbursements made to
bond or note holders.
Most states allow general o bligation bonds or the general
fund of the municipality to finance tax increment financing
redevelopment while pledging revenues from tax increments
for repayment of the bonds. Most states also permit tax
increment or allocation bonds , industrial revenue bonds,
special assessments, or municipal improvement bonds to be
used to finance projects. Texas allows only tax increment
31

bonds to be used; general obligation bonds are not permitted for financing.
All states with tax increment financing legislation require public hearings before projects can be adopted. Most
states require annual public reports on the status of projects; some require an advisory board for each development
district with some minimum percentage of the board
selected from property owners and residents of the affected
area. Texas requires a board of directors consisting of at
least five but not more than fifteen members, with each
board member required to own real property in the project
area; the board may be abolished after one year by the
governing body or municipality .
Most states place time limitations on tax increment
financing districts. Wisconsin, for example, limits project
life to twenty years; Illinois limits the accumulation of tax
increments to twenty-three years; Kansas allows twenty
years for redevelopment districts. Texas limits the time to
twenty years but allows municipalities to dissolve the district at any time before that. Many states also limit the size
of the redevelopment district. Texas has no size limitations
but does limit redevelopment districts to an area of no
more than 15 percent of the total appraised value of the
municipality.

Tax Increment Financing in California
California has had the most extensive involvement with
the concept since its inception in the early 1950s. As of
1978, there were 229 city and county redevelopment
projects in California. Of those projects, 50 percent were
smaller than one hundred acres and fewer than 20 percent
involved more than four hundred acres; 34 percent had no
vacant land; 23 percent had more than 25 percent vacant
land. Approximately 28,000 housing units were completed
or under construction in these California redevelopment
districts, and some 45 million square feet of commercial
and industrial space were either completed or being developed.
Of the 229 projects in California, only 8 have a frozen
tax base greater than l 0 percent of the total assessed values
in their cities. In one county, 18 redevelopment projects
have been completed in 11 cities. Of those 18 projects, 10
have used tax increment financing and all have retired the
outstanding indebtedness. In 6 of those 10 project areas,
approximately $24 million in increased assessed value has
been added to municipal tax bases. 5
Most of the concern about redevelopment projects in
California has involved the problem of whether the programs encourage importation of development activity into
the tax increment financing area at the expense of the tax
base in other areas. Does tax increment financing promote,
at the expense of taxing units, developments that would
occur even without the benefits of tax increment financing?
Some critics hold that tax increment financing projects
actually do nothing to increase demand for residential
commercial, or industrial space but merely increase th~
supply of new space in a particular area at the expense of
development elsewhere and inhibit growth of the tax base
32

both inside and outside the tax increment financing development area.
Some abuses of tax increment financing in California
have involved gerrymandering, or expanding project boundaries to include sites previously scheduled for redevelopment in order to obtain tax increment financing benefits
from increases in value. Some critics have held that tax
increment financing subsidizes wealthy private developers
at the expense of taxing units, encourages development
rather than redevelopment, and is used to construct public
facilities that benefit the community as a whole rather than
the specific area in which property taxes have been increased.

Prospects for Tax Increment Financing in Texas
In February 1980 the U.S. Department of Housing and
Urban Development designated twenty Texas cities as
meeting the minimum standards of physical and economic
stress to be considered blighted. 6 Tax increment financing
projects can provide the mechanism to upgrade many of
these areas. Because the program is relatively new in Texas
no projects are now under development, but several cities
are evaluating tax increment financing redevelopment projects.
El Paso is conducting feasibility studies that would
essentially designate the central business district as a reinvestment zone. The current plan is to construct a parking
garage near three deteriorated downtown hotel structures
to encourage private developers to rehabilitate the structures, two of which are currently vacant. Buildings in the
designated zones account for approximately 35 percent of
all building and fire code violations in El Paso. If tax increment financing could encourage rehabilitation of this area,
the benefits would be substantial to the city. 7
Galveston has designated three tax increment financing
zones. One involves construction of a drainage ditch to
assist in the development of a $5 million shopping mall.
Expenditures for the drainage ditch would initially be made
by the developer, who will be reimbursed from the tax
increment fund over three years. The second Galveston
tax increment financing zone, currently a vacant 537-acre
tract of land at Indian Beach, would require approximately
$3 million to $5 million in infrastructure expenditures and
is projected to result in the development of 279 residential
sites. The project would entail issuing bonds to provide
financing for the public portion of the project and would
require about seventeen years to retire the total bond issue.
The third zone approved on Galveston Island is an extensive
residential and commercial development project. Because of
the size of this project, a special tax arrangement was
established to share 20 percent of the tax increment with
the concerned taxing units in order to provide funds for
such increased local costs as additional police and fire
protection and educational services associated with population growth. 8
The central issue for Texas cities is whether or not tax
increment financing projects will encourage private redevelopment in central cities or blighted areas. Without redevelTEXAS BUSINESS REVIEW

opment, these areas certainly suffer from deteriorated and
inadequate conditions in both private and public facilities
and infrastructure.
Primarily, resistance to widespread use of tax increment
financing projects in Texas involves questions of whether
taxing units will accept frozen revenues for the duration of
the project. Municipalities, the designated program initiators, are sensitive and responsive to claims from other
jurisdictions of diverting future revenues from general fund
uses. This concern is especially significant since property in
many areas eligible for the reinvestment is underappraised.
If such property were designated a tax increment financing
area, it would have an excessively low frozen tax base. This
situation is changing with the single appraised value and
frequent reappraisals required by current Texas ad valorem
tax laws. In addition, allowing taxing units to share in
captured tax increments, along the lines of Galveston's
third project described above, would eliminate the cause of
considerable criticism of the program. This sharing arrangement would reimburse taxing units for additional costs
incurred as a result of redevelopment.
Tax increment financing is a feasible redevelopment
financing method if proper coordination and planning is
achieved among all concerned taxing units before the reinvestment zone is actually designated. The future for

redevelopment projects expedited by tax increment financing looks very promising for Texas.
Notes

1. Article 1066e Tax Increment Financing Act of 1981, Section 3(a)
and Section ll(a), p. 273; Vernon's Annotated Revised Civil Statutes of the State of Texas, Vol 2A, Articles 961-1132: Cities,
Towns and Villages (St. Paul, Minn. : West Publishing Co., 1982).
2. Ario Woolery, "New Methods of Financing Urban Growth (An
Analysis of Tax Increment Financing," in Tax Policies to Achieve
Land-Use Goals, George Lefcoe, ed. (Cambridge, Mass.: Lincoln
Institute for Land Policy, 1978), p. 5.
3. Robert C. Denne, "Explicit Property Tax Policies and the Promotion of Specific Land-Use and Economic Development Objectives: A Review," Assessor's Journal, March 1976, p. 27.
4. Jack R. Huddleston, "A Comparison of State Tax Increment
Financing Laws," State Government 55 (March 1982): 29-33.
5. Woolery, "New Methods of Financing Urban Growth ," pp. 9-11.
6. "Urban Development Action Grants: Revised Minimum Standards
for Physical and Economic Distress for Metropolitan Cities and
Urban Counties," Federal Register 45 (February 20 , 1980), pp.
11448-50.
7. Conversation with Nat Campos, planning department, city of El
Paso, March 1982.
8. Conversation with Steve Huffman, city manager, city of Galveston, October 1982.
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abandonment in the state. The author offers maps of rail networks from
1860-1980, descr ibes the deve lopment of the rail networks in Texas, and
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Severance Taxes on Coal and Uranium in the Sunbelt
Malcolm Gillis and Ignatius Peprah . 1981. $5.00 plus tax.
The study covers recent changes in severance taxes on coal and uranium , assesses the outlook for aggressive and pass ive state taxation pol ic ies,
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the environment. While the primary focus is on Sunbelt states, data from
other states are presented for comparison .
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Michael V. Miller. 1982. $5.00 plus tax .
The author examines the industrial development and economic change
in the border city of Brownsville . The find in gs are likely to be applicab le to
other southwestern border cities as well.
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The Effects of the New Federalism
on South Central States
Kathie S. Gilbert
The proper role of government and the appropriate
relations among the levels of government have been openly
disputed since the founding days of our nation. Today ,
with the changes in allocational influences and distribution
patterns implied by President Ronald Reagan's New Federalism, this old argument carries with it the complementary
issue of the appropriate degree of fiscal or financial dependence between governmental units. It has been generally
assumed by many that the South will gain the most from
these new patterns. Within the South Central region (which
includes Arkansas, Louisiana , Mississippi, Oklahoma , and
Texas) , however , different states will be affected differently .
Arkansas, Louisiana , and Mississippi have received disproportionately more federal revenues, in relation to the
rest of the country, and Oklahoma and Texas have received
less than the national average . At the two extremes in the
region are Mississippi and Texas. Texas will be in a better
position, in relation to Mississippi, to absorb fiscal changes
because of its tax base and taxing patterns, because of its
high per capita income (in relation to the rest of the country), and because of its low percentage of state and local
direct expenditures in relation to state personal income .
Historical Overview

Following World War II , the growing importance of federal grants to state and local governments was reflected in
sharp increases in the number of program areas, in the
scope of these programs, and in the amount of dollars dispersed. It became an established concept of U.S. federalism
for the federal government to collect significant amounts
of tax revenue for public services and income support and
for state and local governments to help disperse these tax
dollars through federally funded grant programs.
Rapidly expanding federal assistance throughout most of
the 1960s and 1970s has been credited by many observers
as the major reason state and local governments enjoyed
continued growth in the latter decade . Such aid programs
were growing by less than 7 percent by the end of the
1
1970s. During the period fro m 1961 to 1981 , grants-inaid had in creased an average of 11 percent annually . Federal intergovernmental aid transfers rose from $7 billion in
Kathie S. Gilbert is Professor of Economics and Political Science
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1960, when it was 2 percent of gross national product
(GNP) and less than 15 percent of state and local total
expenditures, to $91.5 billion in 1980, 3.4 percent of GNP
and more than 26 percent of state and local outlays. By
1980 there were over four hundred aid programs that had
not existed two decades earlier. 2
Available figures indicate that total grants-in-aid to the
states (which in 1950 accounted for a total of 5.3 percent
of federal budget outlays and peaked in 1978 at 17.4 percent of such outlays) are likely to decrease over the next
few years to a level not seen since the early 1960s. Of all
federal grants, 85 percent are accounted for by twenty
programs ; the other 15 percent are divided among the
remaining 201 categorical programs involving numerous
matching, timing, and application requirements. Grants-inaid for the first half of the 1980s are expected to decline
dramatically (see table I) .
The President's Program:
Predictions of a New Federalist Era

A dramatic shift in fiscal relations among governments
was marked by the fiscal year 1982 budget message in
which President Reagan pared another $44 billion from the
cuts in state and local grants that had been proposed by
President Jimmy Carter. President Reagan also requested
that growth of federal budget outlays be held to 5 .5 percent, that nondefense programs be significantly cut back,
Table 1
Federal Grants-in-Aid, 1980-1985

Fiscal year
19 8 0
19 8 1
198 2
1983
1984
19 85

(actual)
(revised)
(revised)
(proposed)
(estimated)
(estimated)

Tota l gra nts-in-aid
to state an d local
govern ments
(in billi ons of doll ars)
86.8
94.7
91.2
8 1.4
81.8
83.S

Grants- in-a id as a
percen tage of tota l
federal outlays
I 5.0
14.4
13.2
10.7
10.2
9.6

Source: Exec utive Office of the President, Of fice of Management
and Budget, Federal A id to State and Local Governments:

Special Analysis H, Budget of the United States Government,
1983 (Washingt on, D.C . : Governm e nt Printin g Offi ce, February
1982), p. 17.
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that the role and scope of defense programs be raised to
levels not seen in the last decade, that cuts be imposed
in almost three hundred existing federal programs, and that
more general fiscal assistance be formulated from remaining
programs. 3
The Omnibus Budget Reconciliation Act of 1981,
which established fiscal year 1982 appropriations, consolidated fifty-seven categorical grants into nine new block
grants designed to increase discretionary dollars to state
governments. The 1983 budget further consolidated dozens
of programs, introduced seven new block grants, and specified three additions to existing block grants. Several block
grants preserved some restrictions, such as the continuance
of services at specified levels, pass-through provisions, ceilings on administrative costs, proportionate distributions of
funds among consolidated programs, assurances that previously committed money would be made available, and
limits on shifts of money between eligible grants. 4
The fiscal year 1983 budget message submits three major
proposals also designed to reduce the federal role in state
governmental affairs: an initiative suggesting program swaps
by which the federal government would assume Medicaid
responsibilities and the states would take responsibility for
food stamps and Aid to Families with Dependent Children
(AFDC) programs; a gradual return, beginning in fiscal year
1984, of more than forty federal grant programs to the
states; and a revenue turnback proposal providing a transitional trust fund of $28 billion to help finance programs
returned to the states or for "super revenue sharing," and,
by fiscal year 1991, the dissolution of federal tax support
of this fund .
National Implications
The call for a net budget outlay cut of $55 billion with a
simultaneous growth in defense spending of $72 billion
yielded an effective cut in nondefense spending of $12 7
billion (roughly 20 percent) in fiscal year 1982. The budget package also cut personal and business income tax
rates and raised business tax write-offs to "encourage work,
saving and investment in the private sector."
An analysis by the Congressional Budget Office provides
a comparison of the Reagan proposals and traditional
spending patterns. Using a base projection of what federal
outlays "would have been had past spending patterns
held," the Congressional Budget Office concluded that,
by 1986, defense expenditures under administration plans
would reach 6.7 percent of gross national product (GNP)
compared to a baseline estimate of 5.2 percent. As a percentage of the federal budget, defense is estimated to move
from 24.1 percent to 36.4 percent of total outlays. Benefit
payments to individuals are estimated to run at 8.5 percent
of GNP, contrasted to a baseline figure of 10 percent;
Social Security benefits will be 4.1 percent of GNP, slightly
under the 4.5 percent baseline figure. Grants to state and
local governments will consist of 0.9 percent of GNP, while
baseline estimates were 1.5 percent. This decrease of $28
billion (in 1986 dollars) is a 40 percent cut and returns the
relative figures to close to 1963 levels. All other expendiJANUARY-FEBRUARY 1983

tures are expected to run at 1.1 percent of GNP, while the
baseline figure would have been 1.7 percent. This 32 percent cut translates into a dollar cut of $26.4 billion and results in a figure lower than it was anytime in the 19 5 5-to1980 period. Overall federal spending is projected to fall
from 23 percent of GNP in 1981 to 18.6 percent of GNP
by 1986. 5
Large losers in the changing grants picture will be state
and local programs in education, training, employment,
social services, income security, transportation, and health.
Although state and local grants (including payments to individuals channeled through these grants) as a category
totaled only 14.4 percent of the federal budget outlays, 66
percent of the fiscal year 1982 cuts were absorbed by these
programs. 6
The states and their legislatures, thus, face federal cuts in
programs and money when their budgets are generally on
the verge of red ink. In the twelve months ending July
1981, overall state revenues increased by an average of 8.9
percent, with inflation running 1.8 percent higher. The
reserves in operating bank accounts of the states show that
in 1982 states will have enough in the bank to keep running
an average of four days- a figure that is half of the previous
year's eight-day average and less than 20 percent of the
average from two years before (twenty-two days) . In 1980
these accounts ran $11.3 billion or roughly 9 percent of
expenditures; in 1981 they were $4. 7 billion or 3.3 percent
of expenditures; by 1982 they are at $2.3 billion or 1.5
percent of expenditures.7
Reactions to the Budget Messages
The president's proposals met with varied reception.
Grave concern about the absorption capabilities of the state
governments as they face new program responsibilities,
cutbacks in federal dollar allocations, and the likelihood of
curtailed state tax revenues was apparent. Relatively small
state government surpluses and even budget cutbacks were
commonplace as early as mid-1981. Constitutional tax
limitation measures further darken the picture for many
state coffers, as does the rapidly worsening unemployment
picture through the fall of 1982. Thus, budget cuts are but
part of the picture for state governments. The states must
coordinate activity between the other levels of government
and must bear the brunt of the budget cuts while maintaining balanced budgets and facilitating like activities for
local governmental units. According to <;me observer, "It is
not clear that anyone really knows how important federal
money and programs are to each state. States do not always
know exactly how much money they receive. " 8 Matters
are further complicated by the changing political and economic picture that state and local governments face as budget cuts occur at the same time that structural and cyclical
changes are being implemented.
The South Central States

Within the South Central region federal aid to state
governments in fiscal year 1981 ran $0.9 billion in Arkan35

tional average by 13 percent in Louisiana and by 19 .5 percent in Mississippi. 10 State and local expenditures within
this region generally have a much higher percentage of
public welfare and education funded by the federal government than do such expenditures in other states of the
nation as a whole. In Arkansas and Louisiana, dependence
on federal sources is also higher than average for highways
and health and hospitals (see table 4).
A study recently completed by the AFL-CIO national
office shows a significant burden for Mississippi and other
states with a disproportionate number of poor people.
Mississippi heads the list in per capita losses in child nutrition programs and bears the greatest relative loss of federal
dollars in social service programs (such as adoption, counseling, family planning, clothing, and meal programs);
other states in this region fall below the national average
loss (see table 5). This study, which divided federal dollars
lost in each spending category by state population to reach
a per capita loss figure, showed a $12.66 per capita loss in
child nutritional program monies in Mississippi ($32 million
total in the state), considerably
greater than the national decrease of $5 .81 per capita and
Table 2
the decrease in Texas of $7.03
Aid as a Percentage of Personal Income, Selected Years
per capita. In the social services
area,
Mississippi stands to lose
1980 total
l980asa
Perce n tage of state perso n al in come
$15 million or $5.91 per capita,
(in m illio ns
p er cen t age of
1957
1972
1977
1980
1967
o f doll ars)
U.S. aver age
a figure almost double the
national average. Mississippi's
13 .0
17.6
total loss of $95.96 per capita
19.I
19 . 1
19 . I
2,897.5
96
2.5
4.9
5. 3
5.6
5.5
835.8
128
was 21 percent above the
national average loss of $79.96
16. 3
20.0
22.9
22.5
23.2
7,054.8
11 7
2.4
4 .2
4 .8
5.8
5.6
1, 692.7
130
per capita, whereas Arkansas lost
$83.81 (5 percent above the
16.4
20.0
23 .3
23 .5
23.I
3,462.9
117
U.S. average); Louisiana, $76.16
2.8
5.1
6.4
6.6
7.2
1,073.5
167
(5 percent below the U.S.
14.l
18.7
19.9
19.7
18.5
4 , 552 .2
93
average) ; Oklahoma $71.55 (ll
2.5
4.7
4.9
5. 1
4.1
977.8
95
percent below) ; and Texas only
11.1
14.6
17.4
17.8
17.2
20,275.8
87
$56.86 (29 percent below). 11
l.4

sas, $1 .7 billion in Louisiana, $1.1 billion in Mississippi,
$1 .0 billion in Oklahoma, and $4 .1 billion in Texas, according to Department of Treasury figures. While Texas receives
more in absolute terms , both Texas and Oklahoma received
less than the national average in 1980 (see table 2). Arkansas, Louisiana, and Mississippi receive greater than average
federal aid because of low average income levels, limited
training and employment opportunities, and substantial
populations of poor children and the elderly (see table 3).
Furthermore, in Arkansas 27 .5 percent of state and local
expenditures are federally financed; Louisiana (24 .5 percent) and Mississippi (28. 9 percent) exceed the U.S . average of 23.4 percent, but Oklahoma (2 2. 6 percent) is slightly
below and Texas (19.4 percent) is well below this national
average. On a per capita basis, the average federal government contribution to the states in fiscal year 1980 was
$341.50, while in Arkansas it was $350.54, in Louisiana
$367 .87 , in Mississippi $370.76, in Oklahoma $307 .57, and
in Texas $255 .28. 9 State and local direct expenditures in
relation to state personal income are higher than the na-

Federal

St ate
Category

1942

Ar ka nsas
Gener al revenue
Federal aid
Lo uisiana
General revenue
Fede ral aid
Miss issippi
General revenu e
Federa l aid
Oklahoma
Genera l revenue
Fede ral aid
Texas
Genera l reve n ue
Feder al aid

7.9
0.9
10 .6
l.O
9.7
l.3
10.7
1.5
7.3
0.7

2.6

3.4

3. 5

3.2

3,763. l

74

Source: Significant Featu res of Fiscal Federalism, 1 980- 81 Edition (Washington, D.C.: Advisory Commission on In tergovernmen ta! Relations , Decembe r 1981 ), pp. 104, 134, 146, 1 70, 184.
Note: Total U.S. federal a id in 19 80 was $382.3 billion.

Table 3
Sel ected Information on State and Local Recipients of A id

State
Ark an sas
Louisiana
Miss issippi
Oklahoma
Texas
United States

Population,
July I, 1979
(in thousands)

Recipients o f
Percentage medical assista nce ,
urban, 1970
October 1979

Percentage
below poverty
leve l, 197 5

Recipients of
AFDC assistance,
December 1979

2,180
4 ,018
2 ,429
2 ,892
13 , 380

50.5
66. 1
44. 5
68.0
79.7

105,972
206,346
J 50,918
34,051
337,218

1 8.5
19.3
26.1
13.8
I 5.2

84,673
210 , 310
171,415
87,158
306,084

220,099

73.5

8,639 ,205

11.4

10,196,136

Source : Fa c ts and Figures on Government Finance 21st bien ni al ed iti o n (W h" t
Dc T
Foundation, Inc ., 1981) , pp. 198-99.
'
as mg on, · ·: ax
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The Two Extemes:
Texas and Mississippi
Throughout the data Texas
and Mississippi consistently hold
the extreme positions. Heavy
reliance on federal funds and on
its own tax base characterize
Mississippi ; Texas, by contrast,
consistently meets its expendi·
ture commitments with considerably less dependence on the
federal government and without
using its full taxing capacity.
Consequently, Texas, while not
unscathed by budget difficulties,
faces a more optimistic future,
as also do Louisiana and Oklahoma, in large part because of
TEXAS BUSINESS REVIEW

their natural resource bases. Mississippi, on the other hand,
lacks the desired elasticity in its fiscal capacity, having
pushed its citizens to the brink in terms of tax payments
for each thousand dollars of income and in relation to tax
dollars as a percentage of per capita income. Data from the
Advisory Commission on Intergovernmental Relations
classify tax wealth in Texas at 122 and Mississippi at 71,
while their tax efforts run 63 percent for Texas and 96
percent for Mississippi. 12 Oklahoma and Louisiana, like
Texas, are above average in taxing capacity and wealth;
Arkansas, like Mississippi, is below average.
Texas, unlike Mississippi, has neither a personal nor a
corporate income tax and relies instead on its rich resource
endowments and resulting severance tax income. In addition to levying an income tax, Mississippi makes considerably heavier use of the general sales tax as a revenue
source than does Texas (see table 6). Texas is constrained
by a 1978 constitutional limitation on expenditures that
requires increases in appropriations from nondedicated
sources to be limited to 2 percent of the growth of the
state's economy, as measured by growth in state personal
income, although the legislature can override this provision
in emergencies. 13

All states in the South Central region are enjoying
better-than-average growth rates, but Mississippi is close to
its full tax effort and faces the most severe budget problems. Texas, despite its expenditure limitation, appears to
have the greatest ability among these five states to juggle
the budget changes called for during this period.
An advantage all South Central states face is their generally conservative preference patterns for public goods and
services. Despite this viewpoint , Texas and other states are
concerned about budget reductions, not because of opposition to a smaller federal role but because "accompanying
budget reductions are too large to compensate for the increased administrative flexibility" and "little attention has
yet been given to reviewing and modifying federal regulations for other important programs"; furthermore, "the
time gap between budget reductions and deregulation
may be lengthy and prove to be financially burdensome
[especially] to local governments." 14
Although the administration has stated that its New
Federalism will not create winners and losers, data do not
seem to bear this statement out. The earlier AFL-CIO data
suggest different relative hardships for Mississippi and
Texas. Estimates of actual Texas gains and losses run from
Table 4

Expenditures by Governmental Sources, Selected Years
Hi ghways , 197 7- 19 7 8

St at e

E le m entar y an d seco ndary
sc h oo ls, 19 79 - 198 0

Per cent age
Per
Per
fin an ced b y
ca pit a •
ca pit a
(d o llars) Fe deral St a te Local (d o llars)

Pub li c w elfa re, ••
19 77 - 197 8

Health and ho s pit als ,
1977- 1978

Percent age
Perce nt age
Per
Per
fi na nced by
finan ced b y
ca pita
ca pit a
S t a t e Local (do ll ars) Fede ral S t ate Lo ca l (doll ars) Federa l State Local

Pe rcen tage
fin an ce d by
Fe deral

Arkan sas
Lo uisian a
Mississippi
O klah o m a
Texas

12 7
16 0
140
113
107

35 . 7
3 3.5
22 . 3
2 0 .6
22 . 7

58. 0
46. I
51. 5
6 0. 6
43 . 3

6. 3
2 0 .4
2 6. 3
1 8.8
3 3.9

3 34
3 59
323
4 14
44 9

15. 3
16 .1
24.4
10.9
9 .9

53.5
55 .8
52. I
56 .3
50.8

3 1. 2
28. 1
2 3. 5
32 . 8
39. 3

98
1 30
1 35
93
104

15.6
12.6
7.4
7. 1
6.9

3 6.5
52 . I
33 .0
41.8
44 .2

47.9
35 .2
59 . 6
5 1. I
4 8. 9

126
122
123
140
92

6 8. 3
69 .2
65 .9
70.7
70.7

30.7
2 6.9
2 9. I
2 8. I
28.2

1.0
0 .8
5.0
I. 2
I. I

U.S. average

11 3

26

4 8. S

2 5. 5

430

9.3

4 8. 1

4 2.5

120

11. 3

45.6

43 .I

184

50.6

39. 5

9.8

*Inde pend entl y d et ermin ed based o n AC I R dat a .
•*Includ es med icaid . Fe d eral m edi cai d p ay me nts were $ 10 . 7 billio n in 197 8 .
So urce: Significant Features of Fiscal Federalism , 1 979- 80 Edition (Washin gto n , D.C. : Adviso r y Co mmissio n o n Int ergovernm e nt al R elatio ns, Oct o b er 1980) , pp. 35 , 3 8, 4 0 , 44.

Table 5
Projected Per Capita Losses from Fiscal Year 1983 Budget, Selected Programs
Co mpreh en sive
E mploy m e n t an d
T rainin g Ac t (CET A)

State

Per
ca pit a
(d o llars)

Ar kansas
Lo uisian a
Mississippi
Okl a ho ma
Texas

1 6.72
19.5 0
15 .98
7 .95
10 .58

U. S. aver age

1 6. 9 5

Chil d nu triti on

AFDC

Med icaid

Hi ghwa ys

Social servi ces

Per
Per
Pe r
Per
Per
ca pit a
cap it a
ca pit a
ca pit a
ca pit a
Per ce nt age (d o ll ars) Per cent age (d o llars) Per cen t age (d o ll ars) Per cen t age (d o ll ars) Pe rce nt a ge (d o ll ars)
98.6
115 .0
9 4 .3
46.9
62.4

6.9 4
9 .1 6
12.66
5. 80
7 .03
5.8 1

11 9 .4
15 2. 7
2 17. 9
9 9 .8
121.0

2.6 2
3. 51
3.23
3.4 3
1.1 6

52.6
70.5
64 .9
68.9
23 .3

4 .98

3 .36
2 . 56
2.4 9
2.31
I. 78
2.20

1 52 .7
11 6.4
11 3.2
105 .0
80 .9

3. 5 8
2 . 11
1.75
1. 88
2 .05
2 . 17

165. 0
97. 2
80.6
86 .6
94.S

2.79
2.0 2
5.9 1
2 .97
2 .85

Perce nt age
91.8
66.4
194.4
97 .7
13.8

3.04

So urce : OPEIU #2 , AFL-C IO m a te ri als (Washing to n , D.C.: AFL-C IO, 19 8 2) .

JANUARY-FEBRUARY 1983

37

nothing (based on administration figures that anticipate a
$107 million program swap gain for Texas offset by a $106
million swap loss during the fiscal year 1984 budget period)
to a $199.3 million net loss, based on figures from the
Texas Municipal League, to a loss between $44.5 million
and $141.7 million, according to figures from the Texas
Department of Human Resources. 15
The lower level of federal dependency in Texas over the
last decade should also serve the state well, as will its
ability to export some of its tax burden onto the producers
and users of oil and gas. In comparison to Mississippi,
Texas has other economic advantages as well. Texas' per
capita income ($10,729 in 1980, or 4 percent above the national average) is higher than that in Mississippi ($7,408, or
31 percent below the national average), while the ratio of
state and local direct expenditures to state personal income
is considerably lower in Texas (13 percent below the national average) than in Mississippi (20 percent above the
national average). 16
Conclusion

With the decision-making process moved closer to the
areas where problems exist and with a renewed public
confidence in state government, the New Federalism may
lead to beneficial innovations, relief from congested grant
programs, standards consistent with state preferences, and a
locally determined program focus. Nevertheless, although
state and local governments have gained some limited discretion over the use of federal monies, they now have considerably fewer dollars, no in-place mechanisms for setting
priorities, and, in some cases, little or no interest in pursuing the programs involved. Traditionally, states have
favored capital improvements over human needs and services. State programs and agencies are better suited to carrying out the former. This circumstance, coupled with the
lateness of the information about which programs the block
grants will encompass and the dollar amounts involved, has
put short-term burdens on state and local governments. In
most cases, state budgets were already in place when the
changeover began. Obviously, new programs stand a better
chance of success if they are forged from the consensus of
the three levels of government and not simply imposed
from above.
Table 6
Percentage Distr ibution of State Tax Collections by Source,
Fiscal Year 1980
Type of tax

Mississippi

Texas

General sa les, use or gross receipts
Selective sales and gross receipts
Li ce nses
In co me
Pro perty
Severance
Other

53 .3
18. 2
6.4
17 . 1
0.4
4.2
0.4

37 . 5
27. 1
11.0
0 .7
22 . 6
1.1

Source: Facts and Figu res on Governm en t Finance, 2 lst biennial
edit io n (Washington , D.C.: Tax Fo undation , In c. 198 1) pp .
22 4 -25.
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The New Federalism seems to call for a very minor role for
the federal government in what has come to be a traditional
area-income security. The consensus appears on the side
for change, but one with an orderly and consistent transition. Change should take into account the responsibilities
that state and local governments feel they can best provide
within constitutional directives, as well as the ties of certain
programs to the stabilizing functions that have traditionally
rested with the federal government. The proper division
of government responsibility should be determined through
a long and public debate that fully acknowledges the consequences.
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National and Regional Income Trends
during the 1970s
Charles P. Zlatkovich
U.S. personal income data reveal that during the 1970s
transfer payments grew rapidly, the northern and eastern
states declined economically, the manufacturing sector
declined, property income increased in importance, and the
West South Central states grew economically. Each of these
trends represents a relative shift of approximately 2 percent
or more in the proportion of the U.S . economy received
by the sector or region when the 1980 breakdown of economic activity is compared with that for 1970. Other
noteworthy trends of lesser overall magnitude include the
decline in the significance of government earnings, the rapid
growth of the mining sector, the continuing decline of the
agriculture sector, and the rapid economic growth of the
Mountain states.
Texas and three of its neighboring states (Arkansas,
Louisiana, and Oklahoma), which together make up the
West South Central states~~- the }argest relative increase
in income among the nation's regions during the decade .
In fact, Texas entered the 1980.s with a per capita income
level higher-·than the national average, the first time in his- f()ry this had happened. The share of income going to the
West South Central region increased from 8.1 percent of
the national total in 1970 to 10.0 percent in 1980. Only
the Mountain region had a higher growth rate during the
decade. The West South Central states led the nation in
the growth rates of the mining and construction sectors and
were second only to the Mountain states in the growth
rates of the manufacturing, transportation, finance , and
services sectors.
Among the individual states, Texas had the sixth highest
growth rate in personal income but ranked second among
the states that were in the top half of the population
rankings-trailing only Florida. The leading states in income growth rates were Wyoming, Nevada, Arizona ,
Alaska, Florida, and Texas, followed by Colorado, Utah,
New Mexico, and Oklahoma. Al_though t_he TeJrns economy
is diversifying, data on the 1970s show that the oil and gas
industry continues to be important to the state economy.
Finally, most people coming to Texas in the 1970s came to

find work ; the state's share of national transfer payments
was lower in 1980 than its share of any other income
source.

National Income Source Trends

Total personal income in the United States grew at
10.4 percent a year during the 1970s (see table 1). The
fastest growing sources of personal income in the 1970s
were earnings derived from the mining sector and transfer
payments. Transfer payments (payments made to individuals other than as compensation for services currently
rendered , such as retirement benefits, unemployment compensation, and welfare receipts) had the largest absolute
increase by a wide margin , increasing by 13 .9 percent a
year during the 1970s and accounting for 13 .6 percent of
personal income in 1980. Federal old-age, survivors, disability, and health insurance benefits make up about 5 2
percent of all transfer payments. The increasing relative
age and greater longevity of the U.S. population will tend
Table 1
Percentage of Personal Income by Source
and Annual Growth Rates, 1970-1980
Per centage
o f U.S. t o t al
So ur ce
Agriculture
Minin g
Co nstruction
Ma nufa cturin g
Transp ort atio n
Tr ade
Finance
Se rvices
Gove rnm ent
Total earning s
Pro perty income
Tr ansfe r payments
Total income

Charles P. Zlatkovich is a member of the faculty of the Accounting
Department, Texas A&M University.
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1970

1980

Annual grow th
rate , 1970-1980

2.54
0. 83
4 .99
21. 75
5.77
13 .38
4 .22
12.28
13 .88
79.64
13.85
9.97

1. 8 1
1.33
4 .33
19.22
5.76
12 .36
4.53
13.1 9
12.09
74 .62
15.84
13.60

6 .69
15 .83
8.85
9.05
10. 39
9.53
11.20
11.19
8.89
9 .69
11.89
13.89

100.00

100 .00

10.40

Sou rce : Deve lo ped fr o m data contained in Survey of Current Busi·
ness, Jul y 1981.
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to continue the increase in transfer payments. Such measures as a general postponement of retirement will be
necessary if the level of transfer payments is to be held
down in the future.
Rising energy prices caused the mining sector to have the
highest growth rate of any of the sources of income during
the 1970s. Despite its rapid growth, the mining sector is a
relatively minor source of income for the nation. Oil and
gas extraction account for about 54 percent of all mining
income nationwide and for 97 percent of all mining income
in Texas. Coal mining accounts for about 27 percent of
national mining income.
The two sources of earnings with the most notable relative declines during the 1970s were manufacturing and government. The relative decline of the manufacturing sector
in the United States has continued with minor fluctuations
since the early 1950s. Manufacturing earnings remain the
largest source of personal income in the United States, but
the contribution of the sector to total personal income was
2.5 percent smaller in 1980 than it had been in 1970-a
decline that is larger than the size of the entire agriculture
sector. Government earnings also grew less rapidly than the
overall economy during the 1970s. Federal military earnings had the lowest growth rate during the decade (the
Vietnam conflict was still being fought in 1970), but
federal civilian earnings also trailed the overall national
economic growth rate, and only state and local government
grew at a rate comparable to that of the overall economy.
The effect of rising transfer payments on taxes may have
obscured for the taxpayer the slowing of governmental
growth.

Regional and State Income Trends

The shifts in personal income among the regions of the
United States are similar to, but more exaggerated than, the
population shifts that occurred during the decade. The percentage of the national population residing in the four
northern and eastern regions declined by 4.3 points during
the decade, but the percentage of income received by the
residents of those regions fell by 5.8 points. Because income levels have been lower in the South and West, the effect of the trend was generally toward equalization of
national per capita income levels.
The region with the highest income growth rate in the
l 970s-13 percent, on the average, for each year-was
the Mountain region, including Arizona, Colorado, Idaho,
Montana, Nevada, New Mexico, Utah, and Wyoming (see
table 2). Individual state growth rates among the Mountain
states ranged from a high of 15.4 percent for Wyoming
(the highest state income growth rate in the nation) to a
low, still well above the national average, of 10.9 percent
for Montana. None of the states in the Mountain region
rank among the top half of the states in population. The
two most populous states in the region are Colorado,
twenty-eighth in population , and Arizona, twenty-ninth.
The four West South Central states had the second
highest average annual personal income growth rate among
40

the nine regions at 12.8 percent a year. Texas was the
leader among the West South Central states, followed by
Oklahoma, Louisiana, and Arkansas. The West South Central states all had relatively high growth rates-ranging from
13 .1 for Texas to 12.0 for Arkansas, all well above the
national average growth rate of 10.4 percent. Texas accounts for just over 63 percent of all income in the West
South Central region.
The South Atlantic region ranked third among the regions with an average annual income growth rate of 11.4
percent a year. The South Atlantic region includes Delaware, the District of Columbia, Florida, Georgia, Maryland,
North Carolina, South Carolina, Virginia, and West Virginia.
With a growth rate of 13 .1 percent, Florida led the region;
Florida had the highest growth rate of any of the twentyfive most populous states. Delaware had the lowest growth
rate among the states in the region with 9.6 percent, but
the District of Columbia had an even lower growth rate of
7.9 percent. The growth rate of the District of Columbia
was lower than that of any state except New York.
The Pacific states-Alaska, California, Hawaii, Oregon,
and Washington-ranked fourth among the regions with an
income growth rate of 11.3 percent a year. Alaska, the
least-populated state in the nation, was the leader at 13.6
percent a year. Hawaii had the lowest income growth rate
among the Pacific states at 10.6 percent. All five of the
Pacific states outpaced the national average. California, the
nation's most populous state, accounts for more than 75
percent of all personal income in the region ; California
income grew at 11.1 percent a year during the decade.
The four East South Central states-Alabama, Kentucky,
Mississippi, and Tennessee-ranked fifth among the regions
with an 11.2 percent overall growth rate. Mississippi had
the highest growth rate of the four states with 11 .3 percent, while Kentucky had the lowest growth rate in the region with 10.8 percent. The four states grew fairly evenly
and all ranked above the national average.
Immediately behind this group comes the West North
Central states-Kansas, Minnesota, Missouri, Nebraska,
North Dakota, and South Dakota-with an average income
growth rate of 10.2 percent during the decade, ranking
Table 2
Percentage of Personal Income by Region
and Annual Growth Rates, 1970-1980
Percentage

of U.S. t otal
Regio n

Annual growth
rate , 1970-1980

197 0

1980

New England
Midd le Atlantic
East North Central
West North Cen tral
South Atlantic
East South Central
West Sout h Ce ntral
Mounta in
Pacific

6. 36
20 .68
20 .4 9
7.60
13.81
4.71
8.0 5
3.75
14 .54

5.78
17.27
18.88
7.44
15.04
5.05
9.99
4.74
15.80

9.36
8.43
9.51
10.17
11.35
11.18
12.81
13.02
11. 32

Total Un ited States

100.00

100 .00

10.40

Source: See t ab le 1.
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income growth rate of 8.9 percent.
The Middle Atlantic states (New Jersey, New York, and
Pennsylvania) ranked last among the regions in income
growth with a combined rate of 8.4 percent a year. Pennsylvania had the highest growth rate in the region with 9.2
percent, followed by New Jersey with 9.0 percent and New
York with 7.7 percent- the lowest growth rate in the
nation.
When the growth rates of each major source of personal
income are compared to the overall national income growth
rate or to the growth rate for a particular region or economic sector, an idea of the pattern of economic activity
in a region emerges (see table 3) .
The agriculture sector, however, is misleading because
agricultural income tends to fluctuate in local areas as a
result of weather and market conditions and because 1980
was not a particularly good year for agricultural income.
Such factors account for the relatively poor showing of the
agriculture sector in the West North Central region, one of
the nation's leading agricultural regions. The figures for
1980 only exaggerate the trend of a long-term relative

just below the national average. North Dakota had the
highest growth rate of the West North Central states at
11.1 percent, while Iowa had the lowest growth rate at
9.8 percent.
The five East North Central states-Illinois, Indiana,
Michigan, Ohio, and Wisconsin-ranked seventh among the
regions with personal income growth at an average rate of
9.5 percent a year. Wisconsin had the highest growth rate in
the region with 10.2 percent and Illinois had the lowest
with 9.1 percent. None of the states in the region had an
income growth rate above the national average.
The six New England states-Connecticut, Massachusetts, Maine , New Hampshire, Rhode Island, and Vermonthad an average income growth rate of 9.4 percent a year.
New Hampshire led by a wide margin with an income
growth rate of 11.6 percent, the highest growth rate of
any state in the northeastern United States. The state with
the next highest growth rate in the New England region
was Maine at 10.5 percent. The other states in the region
were all well below the national average with Massachusetts,
the most populous state in the region, having the lowest

Table 3
Annual Average Compound Growth Rates of Major Sources of Personal Income, 1970-1980

Unite d
Sta te s

New
En gland

Middle
Atla ntic

East
No rth
Ce ntr al

West
Nor t h
Cen tral

Sou th
A tlant ic

East
South
Ce n tra l

West
So u t h
Ce nt ra l

Mo u ntai n

Pacific

Agri culture
Mining
Co nstruct io n
Ma nufac turin g
Tran spo rt a tio n
Tra de
Fi nan ce
Services
Governm ent
To t al earnings
Pro perty in co me
Transfer pa yments

6 .69
15 .83
8.8 5
9. 05
10 .39
9. 5 3
1 1.2 0
11.19
8.89
9.69
1 1. 89
13 .89

6. 33
13 .8 1
4 .3 3
8.8 1
9.2 6
8.4 5
10 .22
10.28
8. 1 9
8 .78
10 .4 8
12.62

6.00
1 1.29
4.45
6.86
8. 1 5
7.16
9 .05
9. 17
7. 5 I
7.6 0
9.77
12.4 8

6 .78
13.0 8
6.8 1
8. 12
9.0 6
8.3 0
10.4 2
10 .52
8.63
8 .66
11. 10
14.27

3.32
1 3.3 5
8.87
9.71
10 .8 0
9.32
1 1.16
11 .2 0
8.57
9.35
12.52
13 .00

7.6 1
12.84
9.41
9.96
11.66
10.55
11.95
12.20
9.47
10.47
12.76
15.79

4.78
17 .09
9.95
10.08
11 .99
10 .31
11.69
11.05
10.26
10.44
12 .95
14.90

7 .0 4
18.5 5
14.06
12 .5 3
13.02
12.52
13.41
13. l 5
9.80
12.45
13.96
14.37

4.85
17 .12
13.50
13.33
13 .72
12 .33
14 .39
13.75
10 .37
12 .50
14 .34
15 .46

11.19
14.49
11.01
10 .54
10.79
10 .58
13.05
I 2.35
8. 75
10.75
13.04
13 .3 0

To t al in co m e

10.40

9.36

8.4 3

9.5 1

l 0 . 17

11.35

11.18

12.81

1 3.02

11.32

So urce

So urce: See t ab le 1.
Tabl e 4
Regional Percentage of U.S. Total Personal Income by Source, 1980

So urce

New
E ngland

Midd le
A tl an tic

East
North
Cen t ra l

West
Nor t h
Central

So u th
Atlan ti c

East
So uth
Central

West
South
Central

Mountain

Pac ific

Agri culture
Minin g
Constru cti o n
Ma nu fac turin g
Tra nspo rt atio n
Trade
Fi n an ce
Services
Gove rnm ent
To t al earnings
Pro per t y in come
Tra n sfer p aymen t s

2.22
0.4 3
4. 28
7. 0 2
4 .30
5.38
6. 1 3
6.41
4 .82
5.63
6.07
5.69

5.99
6. 10
12 .1 3
18 .07
18.48
16 .29
21.66
19.30
I 5.03
16.90
18.16
18.67

14 .98
8 .62
17. 0 5
2 6.3 0
1 7 . 11
18.22
16.62
16.87
14 .9 1
19 .03
18 .26
18.50

16.47
4.93
7.63
6.67
8.49
8.01
7.03
6 .57
6.7 I
7.30
8 .81
6.96

14.44
10.79
1 5.88
12.29
15.02
14.95
13.70
l 5 .0 1
20.02
14.99
14 .21
16.39

6 . 10
9 .1 1
5 .00
5.52
4.90
4.88
3.89
4.13
5.70
5.10
4 .0 9
5.96

12 .11
38.57
14.45
8.0 0
11.1 9
11.29
9.23
9.06
9.51
10 .32
9.56
8.53

6 .02
l 5.50
6.73
2 .68
5 .28
4.87
4 .50
5. 18
5.66
4.85
4.72
4.37

21.66
5.94
I 6.85
13.46
15.22
16 . 1 1
17.24
I 7.47
17 .63
15.91
16.10
14.93

To t al in co m e

5.78

17.27

18.88

7.44

15.04

5.05

9.99

4 .74

15 .80

So urce: See tab le I .
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economic decline in the agriculture sector. The previous
year, 1979, was a much better year for agricultural income
than 1980, but the sector still accounted for a lower
percentage of total personal income than had been the case
early in the decade. The percentage of income provided by
the agriculture sector has been declining fairly steadily since
1929, when personal income data first became available.
Although agriculture is one of the things that America does
best in the world markets, the sector continues to play a
diminishing role in the domestic economy. The possibility
of future global food shortages could raise food prices
sufficiently in coming decades to bring about a reversal of
this long-term trend.
Table 5
Annual Average Growth Rate in Total Personal Income, 1970-1980
Rank
I
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
5I

National average
Source: See table I.
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State
Wyom ing
Nevada
Ar izona
Al as ka
F lo rida
TE XAS
Co lor ado
Uta h
New Mexico
Oklahoma
Lo uisiana
Ida ho
Or ego n
Arkansas
Washi ngto n
New Hampshire
South Carolina
Mississip pi
Alabama
Te nnessee
Virgin ia
Georg ia
Nor th Da ko ta
Ca lifornia
V.:est Virgin ia
Monta na
No rth Carolina
Ke ntu cky
Ka nsas
Hawaii
Ma in e
Minnesota
Nebr aska
Wisconsi n
Mar y land
Sout h Dako ta
Michigan
Misso ur i
Iowa
Verm o nt
Ind iana
De laware
Co nn ectic ut
Pennsy lva nia
Ohio
R hode Isla nd
Illin o is
New Jersey
Massachusetts
Distr ict o f Co lum bia
New Yo r k

Ra te
I 5.40
14 .03
13 .72
13 .58
1 3 .11
13 . 11
12 .88
12.56
12 .5 I
12.43
12.37
12 .36
1 2 . 17
12 .0 2
11.93
1 1.63
11 .39
11 .3 4
11 .30
11.29
1 1.27
11. 19
1 1.1 4
11.1 4
11.1 1
10 .9 1
10.86
10 .82
10.79
10 .61
10 .5 I
10.34
10 .2 0
10 . 1 9
10 .02
9.96
9.89
9.81
9.80
9.80
9.73
9.55
9 .3 5
9 .24
9.23
9.18
9.14
8 .99
8.9 1
7 .88
7 .74
10.40

A view of each region's contribution to the national
economy shows that, while the West South Central states
account for 10.0 percent of total personal income, the region accounts for 38 .6 percent of all personal income derived from the mining sector (see table 4). The region with
the largest percentage of total personal income is the East
North Central (18.9 percent), followed by the Middle
Atlantic (17.3 percent), Pacific (15.8 percent), South
Atlantic (15 .0 percent), West South Central (10.0 percent), West North Central (7.4 percent), New England
(5.8 percent), East South Central (5 .1 percent), and
Mountain ( 4. 7 percent) regions. Broadly speaking, the
regions that had rapid economic growth during the decade
showed growth in most economic sectors, while the regions
that declined lost ground across the board-not just in one
or two sectors.
The effect of inflation should be kept in mind. When
the implicit price deflator for personal consumption expenditures is used to adjust personal income data to constant dollar amounts, the real income growth rate for the
1970s is only 3.4 percent a year. As a general rule, then,
a growth rate of at least 7 percent was required for a particular economic sector or region to keep up with inflation
during the 1970s.
The four states with the highest growth rates in personal
income are comparatively small, a fact that gives Florida
and Texas the highest growth rates of the most populated
states (see table 5). California, the nation 's most populous
state, ranked twenty-fourth in income growth, while New
York , the second most populous state, ranked last. Texas,
sixth in personal income growth, is the nation's third most
populous state.
Several contrasts in state growth rates are noteworthy.
New Hampshire, which is generally regarded as having a
relatively favorable tax and business climate, led New
England and the other states in the Northeast by a wide
margin. Despite hard times in the auto industry for much
of the decade, Michigan was second only to Wisconsin in
the East North Central region. While much attention has
been devoted to the growth of states with warm climates
and of states that produce energy, cold North Dakota led
the West North Central states in income growth while its
neighbor Montana ranked last among the Mountain states in
spite of the growth of its mineral industry.

Texas Income Trends
Virtually all sectors of the Texas economy grew at a
faster rate than did their national counterparts. The sources
of personal income in Texas with the highest growth rates
in the 1970s were mining (with a 20.1 percent growth
rate), transfer payments (14.8 percent), and construction
(14.3 percent) (see table 6). In addition, Texas accounted
for 6.3 percent of all personal income in the United States
in 1980 and for 6.3 percent of the national population.
Moreover, 1980 was the first year that per capita personal
income in Texas had ever exceeded the national per capita
income level.
TEXAS BUSINESS REVIEW

Texas' share of total national personal income derived
from the mining sector soared to 23.4 percent during the
decade from its 1970 level of 16.3 percent. In 1980 Texas
accounted for 41.7 percent of all personal income in the
United States derived from oil and gas extraction. Petroleum and coal products (mainly petroleum refining) and
water transportation are the only other economic subsectors, for which data are readily available, in which Texas
accounted for more than 10 percent of total national personal income in 1980.
Although the manufacturing sector in Texas grew at a
faster rate than did its national counterpart, Texas continues to account for a lower percentage of manufacturing
income than of total income. The only major segment of
the manufacturing sector that did not grow at a faster rate
in Texas than nationwide during the 1970s was the producTable 6
Growth Rates of Sources of Personal Income
for United States and Texas, 1970-1980,
and Texas Percentage of U.S. Total , 1980
U.S .
growt h ra te

Texas
growth rate

Texas
per centage of
U.S. total

Agric ulture
Min ing
Co nstru ctio n
Manufac turing
Transporta tion
Trade
Finance
Se rvices
Government
Tota l earni ngs
Property inco me
Transfer pay ments

6 .69
15.83
8.8 5
9.0 5
10.39
9 .53
11 .2 0
11.19
8.89
9.69
1 1. 89
13.89

7 .6 1
20 .08
14. 32
12 .76
13 .3 0
12.92
13.84
13 .39
9.92
12.80
13.98
14.77

6.76
23 .4 4
9.28
5.20
6.7 9
7 .54
6 .31
5 .9 0
5 .85
6.6 1
6.09
4 .78

Tota l in co me

10.40

13.11

6.29

So urce

Source: See ta ble I.
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tion of transportation equipment. A large portion of the
Texas transportation equipment manufacturing industry is
involved in the production of aircraft and parts, which were
being produced in large quantities in 1970 because of the
Vietnam conflict. The only major segments of the manufacturing sector in which Texas accounts for a percentage of
the national total greater than the state's percentage of total personal income are petroleum and coal products, chemicals and allied products, and paper and allied products.
Wholesale trade income in Texas grew at the relatively
rapid rate of 14.4 percent a year during the 1970s, with
Texas accounting for 8.1 percent of national wholesale
trade income in 1980. Federal military earnings, which continue to account for a larger-than-average share of Texas
personal income , increased at a lower rate in Texas than
they did nationally.
All of the states adjacent to Texas shared in the growth
of the Sunbelt during the 1970s and all four (Louisiana,
Arkansas, Oklahoma, and New Mexico) had income growth
rates well above the national average. The four adjacent
states together had a combined annual average personal
income growth rate of 12.3 percent during the 1970s.
Texas outperformed its neighbors in income growth in all
major economic sectors. The economies of Texas and of
its four neighboring states are somewhat similar, although
the agriculture, mining, and government sectors are relatively more important in the neighboring states than they are
in Texas. Agriculture and mining account for 8.3 percent
of personal income in the adjacent states and for 6.9 percent of Texas personal income. The manufacturing sector
is more important in the Texas economy (15.9 percent of
personal income) than it is in the economies of the neighboring group (13.5 percent). Finally, earned income
accounts for a larger share of total income in Texas than it
does in the neighboring states, with transfer payments
assuming a larger role in the adjoining states than they do in
Texas.
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distills an enormous amou nt of info rmation about the business and economic life of our big and varied stateinformation that is often inaccessible
or unavailable except t o t he most tenacious researcher.
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government income and ex pend itures,
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The section on sou rces shoul d be
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that cannot be answered in a poc ketsized book.
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Retailing Decentralization
in Texas Metropolitan Areas
J. Dennis Lord
Carlton W. Thomas
The relative role of the central business district in retailing has diminished in metropolitan areas throughout the
country since World War II. While retailing in Texas has
followed this national trend, declines in absolute sales
volumes in central business districts in some Texas cities
appear to have lessened in the census period from 1972 to
1977 . In Dallas and San Antonio , sales in central business
districts actually grew in real terms during these five years.
While central business districts will probably never again
be the dominant retailing centers they once were in Texas
and U.S. cities, opportunities still exist for downtown retailing, particularly for those establishments that serve internal markets . In the future the size of the retailing function of a central business district will probably depend on
the potential of its internal markets , including employees
of downtown establishments, residents of the center city,
and tourists and other visitors. 1

Retail Sales Trends
In 1972 a typical metropolitan area of one million
people had a central business district sales volume that was
about the same as the central business district sales volume
in a typical city of 250 ,000 in 1948. 2 For a national sample
of fifty-nine cities, the average annual sales in central business districts fell almost 50 percent, from $198 million to
$104 million , between 1948 and 1972. As a result, the
correlation between central business district sales volume
and the population size of the city or standard metropolitan statistical area (SMSA) has steadily deteriorated . This
correlation is strongest for older cities and weakest for
~er metropolitan areas, which have grown most during
J. Dennis Lord is Professor of Geography and Earth Sciences and
Carlton W. Thomas is a graduate student in th e Department of
Geography and Earth Sciences, University of No rth Carolina at
Charlotte.
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the automobile era. One would expect a further weakening
of this relation as auto-oriented cities develop and as addi·
tional auto-oriented suburban development occurs. Thus,
in the future the volume of central business district sales
may become more a function of the population residing
near downtown and the demand generated by internal
markets than a function of population size of the city
or metropolitan area.
The decline in the absolute volume of retail sales in
the central business district also appears to have diffused
from larger to smaller metropolitan areas. The largest per·
centage drop in sales came during the 1948-1958 period
in large metropolitan areas, while the 1958-1967 and
the 1967-1972 periods exhibited the largest decline for
medium-sized and smaller metropolitan areas. By 1972,
however, the declines had reached a comparable level for
all metropolitan areas regardless of size.
The relative role of central business districts in metro·
politan area retailing also declined markedly from 1948
to 1972. Using central business district sales as a percentage
of metropolitan area sales to form a decentralization index,
Ronald R. Boyce and David Fansler found a decline from
34.6 percent to 7 .9 percent for their national sample of
fifty-nine cities.3 Here again, city size apparently affected
the time period of greatest retailing decentralization: the
decline was from 24.8 percent to 5 .4 percent for large met·
ropolitan areas, 34.8 percent to 7.2 percent for medium·
sized areas, and 41.6 percent to l 0.3 percent for small
areas . The variation in the relative role of central business
district retailing by size of the metropolitan area was great·
est in 1948, and, as the figures above indicate, the values
for 1972 had dropped to below 11 percent for all size
classes . Thus the central business districts of metropolitan
areas today are much alike in retailing strength and trends
regardless of population size. More recent studies indicate
that nationally there has not been any bottoming out of the
decline or any reversal of the long-term trend. 4 This declin·
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ing trend has continued despite many downtown revitalization projects in U.S. cities during the last decade . Thomas
Muller examined thirty-five small metropolitan areas in a
seventeen-state region and found that, in real terms, retail
sales grew in the central business districts of only three
cities between 1972 and 1977 . In eight cities the decline exceeded l 0 percent even in nominal terms. Those cities in
which central business district retailing eroded the least
tended not to have regional malls in their suburbs.
Using a national sample of the 159 largest metropolitan
areas, Richard Morrill found that metropolitan area retail
sales increased by 9 .0 percent in real terms between 1972

Opportunities still exist

Jor

downtown retailing,

particularly Jor businesses
that serve internal markets.
and 1977. While sales in the suburbs increased by 19
percent and sales in the central cities remained constant,
sales in the central business districts declined by 23 percent.
Generally, central business district retailing in metropolitan
areas in the South and West declined at lower rates than did
central business district retailing in metropolitan areas in
other regions. For example, the decline was 17 percent in
the South and West and 26 percent in the North. While
central city retail sales increased by 10 percent in the South
and West, retail sales in central cities in the North declined
by 12 percent.

Trends in Texas

Data on central city retailing from 1948 to 1977 are
available for only seven Texas cities: Austin, Corpus Christi,
Dallas, El Paso, Fort Worth, Houston, and San Antonio . 5
In 1948 the central business district accounted for much of
county retail sales in all seven metropolitan areas (see figure
1). The percentages ranged from a high of 56.5 percent for
Austin to 24.1 percent for Dallas, and the average for all
seven metropolitan areas was 40.8 percent. This average
differs only slightly from the values for the national sample
of fifty-nine metropolitan areas noted earlier. Almost without exception the central business district 's relative role has
steadily eroded . By 1977 none accounted for as much as 10
percent of county sales, with a range from 9 .4 percent for
El Paso to 2.9 percent for Fort Worth and an average of
only 5 .6 percent. The decline in the relative roles of central
city retailing during the 1948-to- l 977 period was especially
precipitous for Austin (with a decline from 56 .5 percent to
5.7 percent) and Houston (42.l percent to 3.1 percent).
In order to adjust for inflation and measure the real
growth or decline in retail sales for the period from 1948 to
JANUARY-FEBRUARY 1983

1977 , we adjusted the 1977 sales figures to 1948 dollars
(see figure 2). The general picture of the period from 1948
to 1977 is still one of decline. All seven of the central business districts had a real decline in retail sales: in Fort Worth
the drop was 63 percent, followed by Houston (54 percent), Corpus Christi ( 42 percent), Austin ( 40 percent),
San Antonio (28 percent), Dallas (22 percent), and El Paso
(9 percent). Still, these seven Texas cities appear to have
fared somewhat better than the average U.S. central city,
which declined almost 50 percent between 1948 and 1972.
Some of the steep shifts in sales may actually reflect
changes in the definitions of particular central business
districts . The rapid decline of the Houston central business
district between 1967 and 1972, for example, may have
been the partial result of a change in the metropolitan
definition, which included six census tracts in 1967 and
only one in 1972; the increase in Dallas sales between 1963
and 1967 may result from the inclusion of three additional
census tracts in 1967.
In the 1972-1977 period the decline may have begun to
slow down or even, in a couple of instances, to turn around .
In a majority of the cases, the decline for 1972-1977 was
not as great as had been the decline during the preceding
five-year period. In fact, the central business districts of
San Antonio and Dallas both rebounded between 1972 and
1977; these increases were not the artifacts of any bounF igu re 1
Decline in Central Business District Sales
as a Percen t age of County Sales
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dary changes, but it is too early to know if they are temporary or long-term reversals. The San Antonio reversal may
reflect the increasing importance of the market generated
by visitors and tourists, who tend to be concentrated in the
central business district and its Riverwalk area .
For the seven Texas cities, 1948 to 1954 was generally
a period of real growth or stability in sales in the central
business districts, with real declines becoming widespread
in the middle and late 19 50s. This period , of course, is
the beginning of rapid shopping center construction in the
United States. Given the long-term decline in the central
business districts, the question arises whether older planned
shopping centers are now declining because of competition
from newer shopping centers. While no empirical study has
yet investigated this question, the fact that shopping center
owners are investing large sums of money in revitalization
and recycling for older centers suggest that this decline
indeed may be occurring.

Correlates of Retailing Strength
Retailing decentralization typically follows population
decentralization; thus, larger cities should decentralize earlier and to a greater degree than do smaller cities. Through
the use of regression techniques, several researchers have indeed found a negative relation between the relative role of
the central business district in retailing (measured as the
percentage of SMSA sales in the central business district)
and the population size of the SMSA.6 Since newer metroFigure 2
Ch ange in Ce nt ral Business District Sales
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politan areas, which grew rapidly during the automobile
era, tend to have weaker central business districts than do
older cities, there may be a negative relation between the
relative role of the central business district in metropolitan
retailing and the population growth rate of the metropolitan area. It is precisely in these rapidly growing, autooriented cities that one would expect to find the greatest
amount of suburban shopping center development-a
circumstance that would tend to weaken the central business district.
Both of the above hypotheses were investigated using
recent sales data for Texas metropolitan areas. First, the
relative role of central city retailing within the metropoli·
tan area in 1977 was measured by using central business
district sales as a percentage of metropolitan core county
sales. The 1977 data were available for thirty central busi·
ness districts in twenty-five Texas metropolitan areas (see
table I). This variable was regressed against the 1980 population and the 1970 to 1980 population growth rates of the
metropolitan core counties. In a second analysis the abso·
lute change in central business district sales was regressed
against the same two predictor variables. For this second
analysis data were available for only twenty central business districts for both 1967 and 1977 .
Table 1
Retailing Trends for the Central Business Districts
of Texas Metropolitan Areas

Area

Ce n tra l business dis t rict
sa les as a percen t age
of county sales, 1977

Ab il ene
Amarillo
Austin
Beaumont
Brownsvill e
Har lingen
Bryan
Co r pus Christi
Da llas
Fort Wor th
Ar li ngton
El Paso
Ga lveston
Texas City
Houston
Ki ll een
Temple
Laredo
Longview
Lubbock
Mid land
Odessa
San Angelo
Sa n Anto nio
Sherman
Denison
Texarkana
Ty le r
Waco
Wichita Fa lls

7.0
8.S
S.7
3.3
13.6
9.8
9.8
6.4
4 .0
2 .9
3 .4
9.4
5.5
7. 1
3 .1
3.8
8.5
35.8
1 6.7
4.5
6. 7
10. 1
23.3
8.0
13 .6
1 4.3
11.7
1 9.4
9 .9
10.6

Percentage change in
cen tral business dis trict
sa les, 1967- 1977*
- 41.0
- 47 . S
-22 .9
- 31.6

n.a.
8.3

n.a.
- 28.S
- 1 8.6
- S7 . 1

n.a.
- 18 .8
- 42.6
- 3.3
- 45 .6

n.a .
n.a.

-

8.4

n.a .
-S8.7
54.7
- 15.0
40.2
- 25.2

n.a.
n .a.
n.a.
n.a.
- 26.S
-33. 5

*Percentage change based on 1967 dolla rs.
n. a.Data no t avail ab le.
Sou r ce: U.S . Departm e n t of Commerce, Burea u of th e Census,
Census of Retail T rade: Major Re tail Centers in Standard
Metropolitan Statistical Areas, 1967 and 1977 (Washi ngton,
D.C.: Gove rnm e nt Printin g Offi ce, 1970 and 1980).
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As expected, a statistically significant negative correlation was found between central business district sales as a
percentage of metropolitan core county sales and the population size of the county. 7 A comparison of central business
district sales in San Angelo and Tyler, two small metropolitan areas, with those in Dallas and Houston shows that
the central business district accounted for 23 percent of
county sales in San Angelo and 19 percent in Tyler, but
only 4 percent in Dallas and 3 percent in Houston. The
relative strength of central business district retailing, however, did not vary inversely with the population growth
rate of the county. 8 Perhaps part of the reason for the
rather moderate correlation with population size and the
lack of any statistically significant correlation with the
population growth rate may be the restricted range of
values by 1977. If a comparable analysis had been done in
earlier years when there was greater variation among metropolitan areas in the percentage of sales in the central business district, perhaps the relation would have been stronger.
Approximately two-thirds of the central business districts in 1977 accounted for less than 10 percent of county
sales.
The analysis of central business district sales change
between 1967 and 1977 against population size resulted
in the expected negative relation, with a slight tendency for
central business district sales growth to be the greatest (or
decline the least) in smaller metropolitan areas. 9 Between
1967 and 1977, central business district sales increased by
40 percent in San Angelo and by SS percent in Midland
while declining by 46 percent in Houston and S7 percent
in Fort Worth. A negative relation was not found between
central business district sales growth and the population
growth of the metropolitan area. JO
Nationally, the decline of central business districts and
the development of large outlying retail centers have, in
many cities, produced individual outlying retail centers
that generate more sales than the central business districts.
Among the list of the twenty-five largest retailing concentrations within U.S. metropolitan areas, one finds ten outlying retail centers. 11
Table 2
Retail Sales in Texas Metropolitan Areas
Sales in ou tl ying
major retail center
larger than sales in
central business d istri ct
Amarill o
Austin
Beaumo nt-Po rt Arthur- Orange
Co rpu s Christi
Lubbock
Midland
She rm an-De nison
Texark ana
Tyler
Waco

Sales in ou tl yin g
major retail cent er
small er than sales in
cent ral business district
Brownsville-Ha rlingen-San Benito
Bryan-Coll ege Sta ti on•
Da ll as-Fort Worth
El Paso•
Houston
Killeen-Tem pl e*
Laredo*
Odessa
San Antonio
Wichita Fa lls

Information from the 1977 retail trade census reveals
that twenty of the twenty-five Texas SMSAs contained at
least one major retail center outside the central business
district. In ten of these twenty SMSAs the central business
district was no longer the largest retail center, while in an
additional four SMSAs the largest major retail center had a
sales volume only slightly less than that of the central business district (see table 2). Among the remaining six SMSAs
were Texas' three largest metropolitan areas: Houston,
Dallas-Fort Worth, and San Antonio. The sheer size of the
central business districts in these three areas causes them
not to be challenged yet by any individual outlying retail
centers. In San Antonio, central business district sales are
2.S times larger than the sales of the largest major retail
center.
Two of the three remaining SMSAs where central business district sales exceed any volume in major retail centers
are Brownsville-Harlingen-San Benito and Laredo. There
appears to be some association between the strength of
central business district retailing and the proportion of the
metropolitan population of Hispanic origin. San Antonio,
Brownsville, Laredo, and El Paso contain sizable concentrations of this population group. A comparison of central
business district retailing strength in these metropolitan
areas with SMSAs of comparable size illustrates this point.
The central business district accounted for 8 .0 percent of
county retail sales in San Antonio but only 4.0 percent in
Dallas and 3.1 percent in Houston; the central business district accounted for 36 percent of county sales in Laredo
and only 8.S percent in Amarillo and 16.7 percent in Longview ; 13.6 percent in Brownsville-Harlingen-San Benito
against 4.S percent in Lubbock ; and 9.4 percent in El Paso
but only S.7 percent in Austin .
Most of this Hispanic population is low income and, no
doubt, depends upon downtown establishments for retail
goods rather than on outlying shopping centers. Also, developers may have been hesitant to build shopping centers in
these markets, thus slowing the retailing decentralization
process. Central business district sales in Laredo, Brownsville, and El Paso are also boosted considerably by an influx of Mexican nationals across
the international border to purchase retail goods. Recent devaluation of the Mexican peso ,
however, may reduce and perhaps reverse this flow.
o outly in g
major retail center
Abilene
Ga lves ton-Texas City
Lo ngview
McAl len-Pharr-Edinburg
San Angelo

*Ma jor retail cente r sales were only slightly Jess than cen tral business district sales.
Sou rce: U.S. Depa rtm ent of Commerce, Bureau of th e Census, Census of Retail Trade: Major Retail
Centers in Standard Metro politan Statistica l Areas, 1977 (Washington , D.C. : Governm ent Printing
Office, March 1980).
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area's core county that is accounted for by the central business
district. The metropolitan core county is the county with the area's
major central city. The advantage of using counties as the basic
units is that they have fixed geographic boundaries, while cities and
SMSA definitions are subject to change. The data begin with 1948
because this date is the earliest for which retail trade census data
are available; such data are also only available to 1977. The seven
metropolitan areas studied here are the only ones in Texas for which
data are available for the entire period. For information on retailing
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Effects of Changes

•

Ill

the Minimum

Drinking Age on Traffic Fatalities
Rachel M. Orsak
This year the Texas legislature will be faced with a proposal to raise the legal drinking age to 21 ; this proposal is
strongly endorsed by the Texas Department of Public
Safety, which contends that the reduction in drinking age
that occurred in 1973 has contributed to a rise in alcoholrelated accidents and fatalities . There is no conclusive evidence, however, to prove that the lowered drinking age has
affected the incidence of traffic fatalities . Other alternatives
may be the best way to counter the problems of driving
while intoxicated.

Lowering the Drinking Age

During the 1970s, changes in social and legal thinking
began a trend toward establishing the age of 18 as the
threshold of adulthood. In July 1971 the Twenty-sixth
Amendment to the U.S . Constitution gave voting rights in
federal elections to 18 year olds. This action also moved
states to give legal majority rights to 18 year olds, including
the right to purchase and consume alcoholic beverages.
States have always attempted to regulate by law the age
when citizens are eligible for certain activities, such as
getting married, driving, voting, serving on juries, entering
into contracts, selling and using tobacco, and getting an
education. Until 1970 the age chosen for restricting alcohol
use in most states was 21. Between 1970 and 1973, thirtyfive states lowered their legal minimum drinking age to an
age lower than 21; some states, however, only lowered the
age for certain types of liquor.
Texas extended majority rights to 18 year olds during
the Sixty-third Legislature to be effective August 27, 1973.
The legal minimum drinking age was also lowered from
21 to 18 at the same time by amending the Alcoholic
Beverage Code definition of a minor to be a person under
18 years of age.
Rachel M. Orsak is Research Associate, Texas Transportation In·
stitute, Texas A&M University. At th e time she conducted this
study, the author was a graduate student in the Department of
Community and Regional Planning, University of Texas at Austin.
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Since 1973 no state has lowered its drinking age , and
many have raised it. Legislation is still pending in many
states to raise the minimum drinking age, a decision that
will affect a large block of newly enfranchised voters. The
Texas legislature raised the minimum drinking age to 19
effective September 1, 1981, specifically to remove alcohol
from high schools. According to a 1978 federal ruling in
a Michigan case, the constitutionality of a minimum drinking age has been determined and there is no constitutional
barrier to an age limit even higher than 21 . 1 The government must show, however, that there is a rational basis for
assuming that a law will contribute to the public health or
safety in order to justify the compromise of civil liberties.
Supporters of the lower legal drinking age have claimed
that the law would simply legalize an existing behaviorthat young people were already drinking and that the existence of a law regulating that behavior would have little
effect in terms of increasing the number of young drinkers.
They also claimed that most young people were indifferent
to an age limitation for drinking and were only inconvenienced by the fact that they could not buy liquor themselves. In addition, when young people were caught drinking or purchasing liquor illegally they were seldom punished.
Studies of high school and college students estimate that
88 percent are occasional users of alcohol. People tend to
consume more alcohol between the ages of 18 to 25 than at
any other time in their lives, and people in this age bracket
also drink larger quantities of alcohol than do older drinkers. It is estimated that more than one-third of the young
people in the United States become intoxicated at least
once every two weeks .2
Opponents of the lower legal drinking age claimed that
the change would bring about the moral decay of youth
and an increase in the abuse of alcohol. Public health officials warned that the age of onset of drinking is probably
associated with problem drinking and the use of other drugs
and may be related to an increase in crime. Law enforcement officials predicted an increase in alcohol-related traffic accidents for the 18-year-old to 20-year-old age group.
While physical problems associated with alcohol abuse
take time to accumulate, traffic accidents can occur at any
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time when a person is drinking and driving. Young people
are especially vulnerable in this type of situation because of
their lack of experience with both driving and drinking.
Even when sober, teenagers are two to three times more
3
at risk than drivers in their forties .
Studies of the role of alcohol in traffic accidents show
that as the severity of the accident increases, the likelihood
of alcohol involvement also increases. Minor accidents can
be attributed to alcohol 10 percent of the time, 25 percent
of accidents with extensive property damage involve alcohol, and more than 50 percent of all fatal accidents involve
drivers who have at least 0.10 percent blood alcohol content , which is generally accepted as an operational definition of intoxication. 4 Males are four times more likely to
be involved in an alcohol-related fatality than females , and

More than 50 percent
of all fatal accidents
involve drivers who
are intoxicated.
drivers 15 to 24 are two to ten times more likely to be involved in an accident than are older drivers. 5 Young drivers
with a lower blood alcohol content are also more likely
to be involved in alcohol-related accidents than are older
drivers,6 probably because of the young drivers' lack of
experience with the combined effect of alcohol on their
bodies and on driving. The characteristic risk-taking behavior of youth is exacerbated by alcohol, thus increasing
young drivers' chances of making errors in judgment while
driving.

varying results. When Massachusetts raised its drinking age
from 18 to 20 in 1978, teenage drunk drivers increased 26
percent, perhaps because of increased enforcement, because
teenagers were drinking in cars instead of bars, or simply
because teenagers were disobeying the law. The highest
incidence of alcohol charges occur among those between 21
and 25 in age; of these , 92 percent were male. 8
In some states, raising the drinking age has resulted in a
decrease in accidents for those 18 years old to 20 years old.
In Illinois the decrease for 19 year olds was 12.6 percent;
Michigan had a 31 percent decrease for those 18 years old
to 20 years old ; Maine showed a 19.9 percent decrease for
18 year olds. In Ontario, a minimal decrease for 18 year
olds was believed to be a result of a change in police reporting procedures at the same time the drinking age was
raised. 9 Few of these states are comparable to each other
and all have even less in common with Texas. No study has
been reported on the effects of lowering the drinking age
on traffic accidents in the state of Texas.
Computerized accident data for Texas before 1975 are
no longer available since the Department of Public Safety
keeps only five years of current information stored by computer. The only data available for 1970 to 197 6 are the
annual Motor Vehicle Traffic Accidents, published by the
department . Data on fatalities by age of driver are available
from this source and were the basis of the comparisons in
the following study. The only alcohol-related data available
involved a comparison of accidents occurring in wet and
dry counties during that same period .
Many conflicting variables are involved in fatal accidents,
and to isolate one cause would be impossible. Fatal acci·
dents are unstable events that fluctuate over time and loca·
tion because of such factors as the amount of traffic on a
certain road, the type of road , roadway conditions, weather,
type of driving (commuter or recreational), and numerous
vehicle and driver characteristics. During the period under
examination, the fuel crisis strongly influenced the amount
of driving taking place, with a resulting reduction in overall

Traffic Accidents after 1973

Figure 1

Most scholarly studies have shown that to some extent
alcohol-involved traffic accidents involving 18 year olds to
20 year olds increased after the legal drinking age was
lowered. Other researchers are reluctant to blame the
change in the law for any increase in accidents that took
place because they see a lack of sufficient data, an inadequate length of time for studying the data, and a general
lack of alcohol testing in fatalities ; these researchers also
point out that fatalities are very erratic events that tend to
fluctuate in frequency and that law enforcement agencies
changed their reporting procedures and were more inclined
to recognize alcohol as an accident factor after the change
in the law. Those researchers who found an increase in
alcohol-related traffic accidents placed the amount of increase anywhere from 1.6 percent (Illinois) to 25 percent
(Michigan) and even to 300 percent (Ontario, Canada). 7
Few studies have been conducted on the effects on traffic accidents of raising the drinking age, and these have had
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accidents. The change in the speed limit to 55 miles an hour
on January 1, 197 4, also affected fatalities since speed is
often a factor in severe accidents.
When the fatal accidents from 1970 to 1977 are examined by age group, decreases in fatalities are indicated
at the time of the fuel crisis in 1973 and when the speed
limit was reduced to 55 mph in 1974 (see figure 1). Two
age groups-those 17 and under and those 21 to 25-had
a dramatic drop in fatalities that lasted until 1977, but
those 18 to 20 years old were minimally affected during
the fuel crisis years. Between 1970 and 1973, fatalities for
those 18 to 20 years old paralleled those of the younger
group of 17 and under. After 1973, the 18 to 20 year olds
began to approximate the adult group of 21 to 25. Although other age groups had fewer fatalities during the fuel
crisis years, the 18 to 20 year olds were maintaining their
level of fatal accidents, indicating that some force was
counteracting the effect of the fuel crisis.
When thirty wet and thirty dry counties were compared,
differences between fatal accidents that could be related to
alcohol involvement were detected (see figure 2). From
1970 through 197 3, fatality rates fluctuated widely in wet
and dry counties. The influence of the fuel crisis is again
evident, but a more significant drop in fatal accidents
occurred in the dry counties. After 1974 the wet counties
maintained a higher level of fatalities, and that level continued to rise through 1980. Some factor introduced in
1974 resulted in a higher fatality rate for wet counties
than they had previously experienced.
One would expect that the increase in population from
1970 to 1977 would also result in an increase in fatal
accidents, but accidents of 19, 20, and 21 year olds increased at rates far higher than the rates of population
growth (see figure 3). Since fatalities should have decreased
during 1974-1977, the substantial increases for 19, 20, and
21 year olds indicate that some factor was greatly counteracting the effects of the fuel crisis and the lower speed
limit. While an increase in traffic fatalities of those 18 to
20 years old has apparently occurred since 1974, the year

that the drinking age was lowered to 18, no definite conclusion can be drawn from these data without age-specific
information on traffic accidents involving alcohol.
The blanket enfranchisement of 18 to 20 year olds in
1971 was a step towards recognizing their adult status.
Many observers, however, believe that the problems this
policy change created are too high a price to pay for that
status. The large number of deaths of 18 to 20 year olds in
automobile accidents has become the impetus to raise the
minimum drinking age back to age 21. At this time, however, there are no statistics available to determine the
amount of involvement of 18 to 20 year olds in alcoholrelated accidents in Texas. It is probably true that if the
minimum drinking age were raised to 21 many young lives
would be saved, but should we raise the minimum drinking
age even higher to include the most involved age groupthose 21 to 25? What other alternatives are available to
reduce alcohol-related traffic accidents?

Other Deterrents
Although harsher penalties for driving while intoxicated
have been proposed as a deterrent , this measure is not likely
to solve the adult drinking problem. The chance of being
Figure 3
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caught driving while intoxicated is 1 in 2,000 . A National
Safety Council committee reports that tough laws do not reduce alcohol-related deaths or injuries and may be counterproductive because of increased plea bargaining, acquittals,
10
police and judicial leniency, and even corruption.
Educational programs have attempted, with little success, to change the public's attitude toward drinking and
promote responsible drinking. The most effective way to
control the use of a product is to control its availability.
For example, during the fuel crisis the price of gasoline was
higher and fuel was limited; fewer miles were driven and,
consequently, fewer accidents occurred. This type of control is the basis for reducing the number of young drunk
drivers: by raising the minimum drinking age to 21 we
simply make alcohol harder for teenagers to obtain.
Many researchers advocate making commercial establishments responsible for serving alcohol to someone intoxicated and liable for any damages caused by that person. This method would be difficult to implement and
enforce, but it would no doubt reduce the number of
drunks leaving bars. Will the adult population make this
concession and possibly face the embarrassment of being
refused a drink? Will commercial establishments voluntarily
cut back on their revenue sources?
Other reforms have also been suggested, such as restricting alcohol advertising, banning alcohol on airlines, limiting the hours of availability and the number and types of
outlets, placing warning labels on alcoholic beverages, and
controlling prices through taxation. For the young age
group, limited hours of availability would probably reduce
consumption. A curfew on teens might have more effect
on fatalities than raising the minimum drinking age. Stricter
licensing requirements, including an alcohol safety course,
could reduce the number of inexperienced young drivers
on the road.
Raising the minimum drinking age would be a small
step indeed toward reducing drunken driving on our roads.
We need to realize, however, that there are other, more
widespread, alternatives that are available.
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Barometers of Texas Business
(All figures are for Texas unless otherwise indicated.)
All graphs except the one for nonagricultural employment are adjusted for seasonal variation. Data were compiled from the
following sources: U.S. Department of Labor, Texas Employment Commission, Texas Railroad Commission, and Federal
Reserve Bank. Data on oil refining are current through August 1982 ; data on total industrial production are current through
September 1982; all other data are current through October 1982.
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