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Narrowing Regional Income Differentials

L-vnn E. Browne
Throughout this century, the southern states have been
poorer than the rest of the country. In 1929 per capita incomes were roughly 35 percent below the national average
in the South Atlantic and West South Central states and 50
percent below the national average in the East South Central states. The Mid-Atlantic and Pacific states. on the other
hand , had per capita incomes 40 percent and 30 percent
above the U.S. average (see figure 1 for these regions). The
per capita income of the wealthiest region. the MidAtlantic, was almost three times that of the poorest .
Today regional differences are far smaller than they were
fifty years ago. In 1977 the variation in regional incomes
was less than a third what it had been in 19::9. Per capita
incomes in the East South Central states. still the lowestincome division, were 20 percent below the national average; for the other sou them divisions the difference was less
than I 0 percent. The Pacific states had a per capita income
11 percent above that for the country as a whole: the MidAtlantic division was only 6 percent higher.
Thus, for at least fifty yea rs per capita incomes in the
low-in co me regions of the country have grown faster than
have incomes in the wealthier regions. This conw rgence has
not, however, been a smooth, steady process. During the
1930s there was very little convergence; the poorest areas .
the South Central states , made no significant gains lsee
table I) . On the other hand. regional income differrntials
narrowed dramatically during World War II. The 1950s
were again a period of stability. but during the 1960s and
1970s income differentials narrowed at a more rapid rate.
The convergence was particularly pronounced during the
years from 1970 to 1977. Very broadly . regional per capita
incomes may differ for thre e basic rea so ns : the amount
each worker earned may differ from one region to another.
the proportion of the population at work may vary from
one region to ano th er, and the importance of transfer payments and property income may differ.

Workers' Earnings
Of the three primary sources of differences in per capita
income. the most important is the diffe rence between the
Lynn E. Browne is Assista11t l "icr Presidr11t. Federal Resen·r Ba11k
of Bosto11. For a 111ore detailed disc11ssio11 that e111phasi:es the
111ethodology behi11d this research see '"Sarrowi11g Regio11al !11co111e
Differe11tials, " New England Eco nom ic Re\'iew (September-October
a11d Noi•e111ber-Dece111ber 1980).
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average amounts individual workers earn . Labor and proprietors' income is a much larger share of total income- 78
percent in 196 7-than unearned (transfer pay men ts and
property) income . Moreover , regional differences in the
amounts each worker earns are considerable.
Earnings per worker converged throughout the 1960s
and early 1970s: the character of this convergence, however. changed over the years. Until the late 1960s, a decrease in the proportion of people employed in farm ing.
which characteristically has low wages , raised earnings per
worker in low-income regions relative to those elsewhere.
During this time the differentials in nonfarm earnings
hardly changed. Though farming 's share of employment
continued to decline in the 1970s , the effec ts on earnings
were reduced because the role of farming in the economy
had diminished. In stead, nonfarm earnings in the highincome and low-income areas have tended to converge.
Farm Wages

Earnings per worker are substantially lower in the farm
sector than they are in the rest of the economy. For example. in 196 7 U.S. labor and proprietors' income per
worker in farming was only 5 2 percent of the non farm
average. 1 Consequently, as farmi ng 's share of employment
has declined-from roughly I 0 percent of U.S. employment
in the late 1950s to less than 6 percent in 19 67 to 4 perc ent
in 1977 - total earnings per worker h ave risen.
The effect of this decrease in farming has varied considerably from region to region. In 196 7 farming accou nt ed
for less than ~ perc ent of employment in New England and
th e !\lid-Atlantic states . Consequently. any decline in farming would hav e li t tk effect on the overall level of earnings.
In th e Sou th. on the other hand, farming made up a substantially larger share of emp loyment: in 196 7. farming
accounted for 6 perc~nt of employment in the South Atlantic division. 9 percen t in th e West South Central. and 13
percent in th e East South Central states. In addition, the
ratio of farm income to nonfarm income was gene rall y
lower in the southern states than it was in the rest of the
country. This combination of lo w farm in comes and substantial farm emp loyment significantly depressed earnings
in the Sou th. Farming also lowere d earnings in the West
North Central and Mount ain states. but the effect was less
than it was in the South because farm earnings were higher
rela tive to nonfarm earnings. As the proportion of the pop141

Figure 1
Regions and Divisions of the United States

ND

SD

West North Central
(WNC)

1------..\
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KS

West South Central
(WSC)

Note : Pacific division includes Alaska and Hawaii.

ulati on engaged in farming diminished , the differences betw ee n non farm and tota l labor a nd prop riet ors' income per
worker decreased. In co mes in th ose areas o nce heavily
in vo lved in far min g- especia lly in the South - rose relat ive
to th ose in areas. like New England, where t he farm sec tor
was already small.
Nonfarm Wages

From th e late 19 50s into th e mid- 196 0s, n o nfarm ea rnings per work er grew at about the sa me rat e in bot h highin co mc and lo w-incom e region s. Sin ce then , h owever, no nfarm ea rnings in th e Sout h have tend ed to rise relativ e to
tho se in the res t of t he co untry . Whil e this rise h as narrowed the gap bdween ea rnin gs in th e highest -income areas
and lowes t-in co me areas, relative earn ings have fall en at
very differe nt rates in th e hi gh- inco me divisions, and not all
are as wit h low ea rnin gs ha ve gai ned . New England , with
earn in gs ju st below th e nat io nal average. has lost gro und.
Farnings per wo rker h ave ri se n in th e South and fall e n in
t he West a nd . to a lesse r exte nt , in New England and t he
East North Central states.
Th ese changes in relative ea rnin gs an; explained in large
part by economic co nditi o ns in th e var ious regions. In p articu lar, no nfar m wage s have grow n more slowly in regio ns
14'.l

with above-ave rag e un e mpl oy me nt rates than in areas with
relatively low un employm en t rates. During the fi rst part of
th e 1960s. relative wages changed little as un employm ent
rat es in th e no rth ern states co mp ared favorably with those
in th e Sou th. The strength of th e national ex pansion favored the mo re indu strial regions, and rising federal exp enditures o n defe n se and aerospace bolstered the eco nomies
of New E ngland and the Pacific stat es.
The te n ye ars fr o m 1967 to 1977 were quite different.
Defe nse and ae ro space spe nding was cut back , and recessions in 197 0 and 197 5 fell heavily on cyclically se nsitive
north ern states. In New England and th e Mid-Atl antic states
invest ment spe nding lagged mo re than it did elsewh ere,
even afte r adju stm en t s are made for th e region's slower
population grow th . In the Pacifi c divisio n the rate of
investment was high er, but t h e gro wth in pop ulation and in
th e numb er of job see k er s was high er still. The economy of
th e so uthern divisions, on th e other hand , im proved marked ly rela ti ve to the n ati o n 's eco n omy . Vigoro us capital
formation crea ted n e w employment opportunities, and the
impac t of the recession s, par ticularly in the West South
Ce ntral states, was less th an it was in m o re northerly areas.
Unemployment rates, which had bee n close to the national
average during th e 1960s, re m ained well below the nation al
average du rin g th e firs t h alf of th e 197 0 s.
TEXAS BUSINESS R EVIEW

From 196 7 to 197 7. wages grew most rapidly in th e
West South Central states, which had an unemployment
rate averaging less than 5 percent during this period. Wages
in New England and the Pacific states. with unemployment
rates roughly one and two perce ntage points above the
national average, increased the leas t . Only the West North
Central states did not fit the pattern of low unemploym ent
and rapid wage growth. That region h as a large farm sector
and , because many farmers are self-employed. unemployment rates in such areas tend to be low . Beca use farm wages
are low , however , a large farm sector may slow the increase
of nonfarm wages , if farm workers move into ot her employment as opportunities dev elop .
Economists call the relat ion between wages and un employment rates a Phillips curve (see figu re 2 ). This curve
provides an important rational e for much of our national
economic policy: periods of eco nomic slack are justified on
the ground that the resulting high unemployment rates will
slow the rate of wage increase and help to curb inflation.
Among regions, higher un e mploymen t rates have been
associated with slower wage growth. but at th e same time
nothing suggests that the inflati on problem will be quickly
solved. Wages go up with inflation - even in areas of high
unemployment. The Pacific states . with the highest average
unemployment rate, had a wage increase of about 85
percent from 196 7 to 1977.
Similar curves drawn for manufactu ring and nonmanufacturing wages would show that th e southern states made
greater gains in nonmanufacturing than th ey did in manufacturing. This difference is probably the result of the more
national character of manufa c turing industries. Manufacturing firms are more likely to sell in nati o nal markets, they
are more likely to be part of large r organizations with
branches in several regions, and their employees are more
likely to be members of national unions. Nonmanufacturing
wages, on the other hand , are more responsive to regiona l
labor market conditions.

which indicates the number o f people employed (and presumably thl'refore earni ng inc ome) relative to th e to ta l
population.
In 1960 the proportion of the population employed and
relative per capita incomes were positively ..:orrelat.:d. The
East South Central. West South Central, and Mountain divisions. all with per capita incomes below the national average. h ad employment ratios of 10 percent. 6 percent . and 4
perce nt below the ratio for th e country as a whole (see
table 3). In the high-income New England. Mid-Atlantic,
and Pacific states. relatively high proportions of th e pop ulations were at work. Ind eed. a high employment ratio wasand still is- the prim ary reason why New England, with
below-average wages. has had a per .:apita income above the
national average.
From 1960 to 1976, relative employment ratios rose in
the low er-incom e states- particularly those in the West
North Central, West South Central, and Mountain divisions while falling in the Mid-Atlantic and , to a smaller degree ,
New England and Pacific states. With a larger proportion of
the population at work, earned incomes in the low-income
states would have been higher eve n if wages had not also
risen relative to those elsewhere .
The employment ratio can be separated into three components: the ratio of the working-age population (the population aged six teen and older) to the total population, the
participation rate or the ratio of those employed plus those
unempl oyed and seeking work (the labor force) to the
working-age population, and the ratio of the number employed to the labor force. Differences in any one of these
ratios will produce differe nces in the proportion of the
population em ployed and will contribute to differences in
per capita incomes.
The increases in relative employment ratios in the lowerincome regions have been attributed to increases in all three
elements. Of the three . however. participation rates have
been th e most important. Participation rates are a m easure
of the population ' s inclination t o see k work and are a function of economic opportunity and cultural attitud es towards work. This distinction between economic and cultural forces is far from prec ise; consider, for example, New
England. New England has an unusually high femal e participation rate. commonly attributed to a tradition of wom en

Th e Proportion of t he Popul at ion at Wor k

Per capita incomes may also difft>r from one region to
another because of differences in the employment ratio.

Table 1
Per Cap ita Incomes Relat ive to the National Average, 1929-1977
(In percentage)
o rtheast

West

South

North Central

Year

NE

MAT

ENC

WNC

SAT

ESC

wsc

MTN

PAC

Standard
deviation•

1929
1940
1950
1960
1970
1977

123
126
107
110
109
102

139
132
117
116
113
106

114
112
111
108
104
105

82
81
95
92
94
97

66
77
81
84
91
93

49
49

62
64
81
82
85
92

82
87
95
93
91
94

129
132
120
119
111
111

32.8
30.9
19.5
17.5
13.0
9.1

Ql
69
75
81

•1f the standard deviation were calculated using the grouped data formula , with the frequencies being the divisions ' populations, the pattern
would be the same. The variat ion in each yea r wou ld be one to two percentage points less.
Source: U.S. Department of Commerce , Bureau of Economic Analysis , Regional Economics Information System , Regional Economics Division, computer printout (April 1979).
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work ing that date s from th e heyda y of th e textile industry ,
wh ic h relied heavily on fe m ale labor. At th e same time , the
ava ilab ilit y of female workers is a locational advantage for
to day's high-t ec hnology firm s, which also employ large
nu mbe rs of w o men and , thereby , reinforce th e high participatio n rat e of wo me n. In ge ner al , how eve r , economic facto rs see m lik e ly to affec t all p op ul atio n group s, while cultur al fac tors will have di ffe re nt ial eff ect s on the participat io n of differe nt group s within a give n regio n. Both force s
seem to be at work. Th e rati o of fe male to male participatl o n. o f white to nonwhite , and of old to young varies
iro m region t o region . Moreove r. in the South Central divisio n s, th e Wes t '.\orth Central. and , possibly , th e '.\fountain
st ate s. in c reases in th e ratio of fe m ale participat io n to male
p art icipatio n ha ve proba bly co n tribut ed t o th e rise in o ve rall p arti c ipation relative to th e natio na l average.
D es pit e int erg rou p diffr ren ces. a high particip ation rate
fo r o ne populat ion group u suall y mea ns high rat es for all.
E\ eryone re spond s to eco nom ic in ce ntives. While higher
wages hav e u sually bee n associate d with higher participat io n rat es , by 1970 th e ti e be twe en wage s and partici pation
was le ss pronoun ce d a nd by 19 76 th e re wa s no p ositive asso..:ia t ion bet\\ Ce n th e two . During th e 19 7 0s relat ive partic·ipa t io n rat es in crease d in m os t o f the lo w-wage di\isions.
Alth o ugh relative wage s al so incre ase d in th ese ar eas, th e
wa ge' changes do not by the m selve s see m large enough to
e x plai n th e ri se in part ic ipat ion: rath e r. th e gain s in relative
\\ ages and participati o n rat.: s reflec t th e growth in job opportun iti es in th e low-in com e regio ns. Th e d ivision s that
h ad th e greatest in crea ses in pa rticipation - th e So uth Centra l state s and th e Wes t '.\ o rth Central states - had heavy
ca pital inv es tm e nt re lative to po pula tion growth and were
afi ec te d re lativel y lightly by th e 19 70 and 1975 re cessions.
l·n e mploymcnt rate s in th ese d i,·ision s fell re lative to th e
na ti o nal average. with a fa\ o rable effec t on wages, and part ic ipati o n rate s incre ase d.
Lo wc' r unemploymt:nt rates also contributed d ire c tly to
th e ri se in per capita inco me s in th e So uth. A lower un empl o ymc·nt rat<: mean s a high er prop ortion of those see king
,, o rk (and. ther efor e . ;i higher pro portion of th e populat io n I is employ ed.

While changes in unemployment rates reinforced the effects on income of changes in participation rates during the
1970s, changes in the proportion of the population of
working age were more important in the 1960s. A decline
in the birthrate caused the proportion of the population
under sixteen to fall in th e 1960s and the share of the
working-age population to rise. The decline was, however,
much more pronounced in lower-income areas and , consequently , the percentage of children in the population fell
more in these regions. In the 1970s the birthrate dropped
more , but th e decrease was more uniform and did not greatly affect th e relative proportions of the population sixteen
and ove r.

Transfer Payments and Property Income
Th e remaining sources of per capita income differentials
are tran sfer payme nts and property income . In general,
areas with above-average per capita value s of labor and
proprietors' income also have relatively high levels of
transfer payments and property income (dividends, interest,
and rent). In th e case of divid end s, interest , and rent the relation to labor and proprietors' income is fairly clear ; those
with higher earnings have more funds available to invest
and , consequently, can expect a greater return. For transfer
payments the relation with earnings reflects the importance
of government retirement (largely determined by past earnings), di sability , and health insurance payments in the overall level of transfer paym ents. In addition , the higherincom e divisions appear to have more generous public assistan ce and un employment compensation programs. A reregion 's ability to pay , as well as the extent of its need, affe cts the volume of assistan ce provided.
Change s in transfer payments and property income are
also related to changes in labor and proprietors' income.
Where per capita labor and proprietors' income have fall en
relative to the national average so too have per capita dividend s, interest, and rent. A de crease in incomes relative to
Figure 2
Wage Changes and Unemployment Rates
among U.S. Regions, 1967-1977
Percentage change in wages
110

Table 2

• West South Central
105

Wage and Salary Income for a Full-Time Equivalent Worker
Relative to National Average
(In percentage)
Northeast
NE

MAT

ENC

WNC

SAT

ESC

1958
1961
1964
1967
1970
1973
1977

96
96
97
98
98
98
95

107
108
108
108
109
110
109

108
107
107
106
105
107
106

92
93
92
92
92
91
92

87
86
87
88
91
92
92

80
79
79
81
82
83
85

WSC MTN
88
87
86
88
89
88
94

• South Atlantic

100

West

North Central ___s_o_u_th_ __

Year

• East South Central

100
100
99
96
95
95
96

PAC
114
116
115
114
111
108
109

d fr m BEA data on wage and salary incomes and
Sources; calcul:t:nd :Jureau of Labor Statistics data on nonagriculemp oymen
tural employment.

95

•

East North Central
•

West North Central

•

.
• Middle Atlantic

Mountain

90

•Northeast

•

85

Pacific

Average unemployment rate
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those elsewhere is lik ely t o mean a decrease in savings and.
conse quently. in the re turn from savings. ~l oreov<.'r. if the
rela t ive de dine is actua ll y J dec·rease in real inc ome' . pt'Opk
may withdraw savin gs in order to maintain tht'ir previous
standards of liv ing.
During th e 1960s and 1970s. tran sfer payments b t'c am t'
a mu ch larger compo n en t of income in all regions . Differences amo ng regio ns can be tied to differences in th e
growth of la bo r and proprie t ors · in .::o m e . Sinc e reti rt'me 11t
payments rellect past earnings levels . th ese and related
tran sfer payments h ave fallen relative t o the na ti o nJl average in th ose areas (like t h e '.\ ortheast. th e Pacific. and the
East \'orth Centra l sta t es) where re latin• la bor and p rop riet o rs· income has dedin<:'d and haw risen in th <.' So uth.
On the o ther hand. these c·hanges in retirt'ment inc·om<:' can
be o ffset by changes in unempl o ymen t compe n sat ion and
public assistance. Wh e re high unemployment raks hav e
con tribut ed t o a decline in re lat ive earnings. this d e din e
and the Jssociated decrease in re tirement and o th er t ra nsfer
payme nt s is likely t o be accompanied by an inc·rcase in
un<:'mployment bene fit s and 11·elfare payments.
F rom 1970 to 1977 the N ort h eas t had a sharp declin<.' in
per capita labor and proprietors· inc o m e rela tive t o th e
national aYerage. but per capita tran sfer payments re maine d
fairly sta b le rela tive t o the U.S. figu re: increased une mp loy ment and pub lic assistance b e nefits o ff se t a relatiH' d<:'din e
in retire ment and othd income. I n th e West South Central.
West North Central. and ~l oun t ain divi sio n s. by contras t. a
strong econom ic performance in the 1970s c·o ntribukd to
comparativ ely slow rates of growth in un employment
compe n sat io n and public assistanc e and a decline in per
c·api ta transfer payments r<:'l a tive to the nationa l average. On bala1Ke. ho11·ever. changes in transfer payments
see m to follow chan ges in labor and propri<.'tors· incom e .

wit h differential t.>ffects of t h e b u sin ess cyck causing substant ial but u sually temporary ,kviations from th is rel3tion.

Assessment
Th e So uth bcn<.'fited in th t• 1960s a n d 1970s from rapid
invt>s t m e nt. In addition. it fare d rdatiwly wd l in th e two
n a tional recessions in the first par t of t h e 1970s. In contra st. inYestmen t in the' N o rtheast lagg,,d that in the nation ,
a n d t he re gi o n was Jdwr sdy affected by cycl ical downturns. Th e resu lts were . in th e Sout h . a relative in.::rease in
th e proportio n o f th e pop u!J tio n e mployed . largely at tributable t o higher p articipa t ion rates and lo wer un employment rate s. and an in c rease in re lat ive earn ings and p e r
capita property in.::ome: in th e Northeast the proport io n
e mpl oye d de din e d relativ e to the nationa l averag e and , in
l\ ew Englan d . relative ea rn ings also fel l.

Notes

l . Thi; figure' i; fair l1 t\·p ic'al o f t he e:xpcr icncc of the sub sequent
tc' n )·e:u;. In 19 77 the ratio o f bbor and proprietors' in co me to
Llb or and proprie to rs' emp lo ym ent in farming \\'as 5 4 percent o f th e
no n far m ratio for the l ' nited States. Th e em ployment figur e's u sed
to caku bt c farm ea rnings includ e part -time emplo)·ment: sin ce par ttime c1nplo,·ment is probably more com m o n in farming. t his m easure mJy e:xagg erJtC the di sparity in incomes. Figures on t he pcrc·cnuge li,·i ng bclo ll' t he po 1·cny 1c,·el. ho\\'c1·cr. co nfirm t hat a brg e
di;pari1y still e:xists. For the country as a 11·ho k. 15 percent o f t hose
Ji1·ing cl n fa nm and 11 percent o r t hose' not o n farms had incomes
bclo11· the pown y lc1·e1in1 975.
Am ong rcgic1 ns. the ratio of farm to nonfar m inco m e is loll'est in
the L1;t So uth Centra l stJtc; :rnd h ighes t in the \l o untain and Pacific ; ta tes. I n all rcgiL1ns. far m in co m e per 11·o rkcr has been signific':tntly bel,l11· no nfarm . c:xcept for a brief per iod in Ihc mid-l 970s.

Table 3
Components of Regional Employment Ratios Relative to U.S. Ratios
Ratio
Year
Number employed relative to
population (emp loyment ratio)
1960
1970
1976
Working-age population
relative to population
1960
1970
1976
Labor force relative to workingage population (participation rate)
1960
1970
1976
umber of employed relative to labor
force (one minus unemployment rate)
1960
1970
1976

Northeast

West

South

North Central

PAC

Actual
U.S. ratio

.955
.963
.993

1.032
1.011
1.016

.367
.387
.426

.970
.983
.975

.947
.966
.965

1.007
1.011
1.005

.671
.694
.728

.937
.939
.946

.967
.969
.998

1.008
1.001
1.022

1.034
1.021
1.020

.574
.582
.635

.995
.998
1.004

1.003
1.002
1.023

1.002
.996
1.008

.991
.979
.990

.950
.957
.920

wsc

MAT

ENC

WNC

SAT

ESC

1.065
1.057
1.039

1.046
1.017
.969

.999
1.000
1.002

.994
.999
1.062

.990
1.018
1.003

.900
.926
.941

.940
.954
.994

1.029
1.010
1.012

1.044
1.023
1.023

.995
.986
.991

1.000
.998
1.002

.982
1.003
1.006

.965
.988
.990

1.030
1.041
1.039

1.006
.990
.967

1.005
1.015
1.011

.984
.996
1.026

1.004
1.006
.997

1.006
1.006
.988

.996
1.004
.979

.999
.999
1.000

1.010
1.004
1.033

1.001
1.010
1.005

NE

MTN

Note: Popu lation figures are for the resident population.
Sources: U.S. Department of Commerce, Bureau of the Census , Census of Population ; 1960 vol. I , part I , tables 5 5, 119, 122 and 194, Census
of Population; 1970, vol 1, part 1, tables 59 and 161, Current Population Reports, Series P-20, no. 334 , and Current Population Reports,
Series P-25, No. 727.
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Changes in Airline Service in Texas
since Deregulation

Ja1nes P. Rakowski
The Airline Deregulation Act of 1978 was heralded as a
boon to the traveling public. Many observers predicted that
the regulatory changes would lead to higher levels of airline
service and lower fares . Now that deregulation has been in
effect for several years, many Texans seem to believe that
deregulation has led to better air service for the state 's
largest cities and worse service for the smaller communities. In fact, howeve r, both favorable and unfavorable consequences have been shared by Texas cities of all sizes
(see table 1).
The two largest urban areas in the state have clearly
gained. Dallas-Fort Worth had a gain of almost 11 percent
in seats or approximately 45 ,0 00 new available seats.
Houston gained by about 13 percent or approximately
32,000 new available seats. On the other hand, other major
cities have not fared well. San Antonio lost almost 15 ,000
of its previously ex isting seats, a drop of almost 21 percent.
Amarillo, Lubbock, and Midland-Odessa were also major
losers.
For the medium-sized and smaller communities, gains
and losses have been about equal. The percentage changes,
however, have been more extreme than for the larger
cities. (Even a modest change in absolute numbers can
make a marked percentage change when a city is starting
from a small base.)

within the industry . To implement these goals, Congress
greatly eased the requirements for entry of new competitors into a given market. An automatic entry provision
allowed each certified interstate carrier or large intrastate
airline to acquire, without opposition, one pair of new
cities a year until 1981. In another provision, dormant
routes (defined as routes in which a certified carrier had not
provided service five times a week for at least thirteen
weeks of any twenty-six-week period) could be acquired
by any carrier demonstrating its rea diness and ability to
provide service. Additionally, all route regulations were to
be phased out by December 31, 1981.

Since the deregulation
of tlze airlines in 1978,
large, medium-sized,
and small Texas cities
have shared both favorable
and unfavorable consequences.

The Airline Deregulation Act

Congress intended for the airline deregulation legislation
to maintain high safety standards, support continuously
scheduled service for small communities, promote efficient
and low-priced service, and encourage more competition
James P. Rakowski is Professor of Transportation and Logistics,
Department of Marketing, Memphis State University.
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From a practical, though not a legal, point of view, open
entry into new markets for the existing airlines is here at
the moment. The Civil Aeronautics Board (CAB) can grant
any additional route requests by an airline beyond the
items mentioned above . In the last several months the CAB
has been extremely generous in its affirmative decisions on
route requests and has even awarded entry permission to
TEXAS BUSINESS REVIEW

ment , entry and exit in air transportation are essentially
open.

five or more airlines for a given city pair. Not all of these
airlines will start serving the routes in question, but each
has legal permission to do so if it so chooses.
Although an airline can now leave a given market more
easily than before, the legislation does contain provisions
for guaranteeing "essential service" to communities served
by a certified carrier (major tru nk and regional airlines)
before deregulation. The federa l government will either
find a carrier willing to serve the city or subsidize the
original carrier operating the unprofitable service. This
guarantee does not include communities that are served
by the third-level carriers, the so-called air taxis or air commute rs. Cities with only this level of service could conceivably be left without any air activity.
For all practical purposes. air carriers at every level have
the freedom to leave undesirable market s. On entry , while
CAB control of route awards still exists . probabilities are
high that new route requests will be granted. At the mo-

Texas Air Se rvice since Deregulat ion

Between 1978 and 1980, the number of Texas cities that
had a decline in air service was slightly larger than the number that had an increase in service (see table 2).
Changes in Number of Fligh ts

Of the thirty-five cities studied, twenty lost flights, while
fifteen gained flights. Slightly more than half of the cities
in each size category (large , medium-sized , and small) lost
some flights . Consid erable variations were evident among
the cities that lost flights and among those that gained
flights. The cities that had the greatest declines in the number of flights (losses of more than 25 percen t ) included

Table 1
Changes in Air Se rvice in Texas, 1978-1980
Number of departing flights per week
Size group•
City
Large cities
Amarillo
Austin
Corpus Ch risti
Dallas-Fort Worth
Et Paso
Houston
Lubbock
Mid land-Odessa
San Antonio
Medium-sized cit ies
Abilene
Beaumont
Brownsville
Clear Lake City
College Station
Harlingen
Killeen
Laredo
Longview-Kilgore
Mission-McA ll en
San Angelo
Tyler
Waco
Wichita Falls
Small cities
Alpine
Borgert
Brownwood
Del Rio
Eagle Pass
Ga lveston
Lake Jackson
Lufkin
Nacogdoches
Paris
Sherman
Temple
Victoria

October 1 , 197 8

October 1, 1980

1S8
340
1 67
4,081
387
2,3S7
221
189
711

1S4
4 13
143
4,SSO
40S
2,669
183
1S9
618

93
132
4S
191
100
88
97
S8
93
69
4S
177
106
12S
6
0
17
12
0
49
48
32
SS
30
0
48
43

Number of seats per week

Percentage
change

Percentage
change

October 1, 1978

October 1, 1980

2.S
21.4
14.3
11.4
4.6
13.2
17.l
1 S.8
13.0

16,108
34,422
13, 1 s s
418,929
43,364
24 S,S64
23,960
20,782
71,06S

11,877
3S,217
12,S66
463,969
42,267
277,122
18,027
1 7 ,612
S6,423

2S.6
2.3
4.4
10.7
2.S
12.8
24.7
1 S.2
20.6

147
173
21
170
102
76
7S
78
92
S9
114
1S6
73
189

S8.0
31.0
S3.3
10.9
2.0
13.6
22.6
34.4
1.0
14.4
1 S3.3
11.8
31.1
Sl .2

3,28S
S,4S7
3,834
3,438
1,262
8,774
l,72S
2,406
1,624
3,899
3,82S
3,186
1,808
3,00S

4,S08
7,162
2 ,730
3,060
1,726
7,487
1,248
2,444
1 ,772
S,343
S, 140
3,081
1 , 314
3,847

37 .2
31.2
28.7
10.9
36.7
14.6
27.6
1.S
9.1
37.0
34.3
3 .2
27.3
28.0

0
0
31
24
19
37
37
43
0
24
24
34
36

-100.0

48
0
136
60
0
8S2
814
3S6
S40
240
0
720
6S9

0
0
248
192
1S2
666
666
32S
0
408
144
SlO
648

-100.0

82.3
100.0

+
24.4
22.9
34.3
-100 .0
20 .0

+
29.1
16.2

82.3
220.0

+
21.8
18 . 1
8.7
-100.0
70.0

+
29 . 1
1.6

*Size groups are based on number of available seats in October 1978. Large cities: more than 10,000 seats per week; medium-sized cities: 1 ,000
to 10,000 seats; and small cities: fewer than 1 ,000 seats.
tBorger initially had no service; it received service and then lost the new service during th e period under consideration.
Sou rce: Civil Aeronautics Board , Report on Airline Service, Fares, Traffic, Load Factors and Market Share. Service Status on October J
1980. (Washington, D .C. : Government Printing Office, November 1980).
'
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three of the seven small cities with losses, two of the eight
medium-sized cities with losses, and none of the five large
cities with losses.
The cities that had the greatest gains (more than 25 percent) in the number of flight s included all the five small
cities with gains, five of the six medium-sized cities with
gains , and none of the four large cities with gains. Four of
th e small cities, in fact, had gains of more than 50 percent.

Combined Changes in Flights and Seats

While a decrease in either flight s or available seats does
not necessarily mean a drop in service, a community showing a decline in both flights and seats has had a service loss.
Of these thirty-five cities, seventeen fell into this category:
55 percent of the large cities, 43 percent of the mediumsized, and 50 percent of the small lost both flights and seats
(see table 3) . Two of the small towns (Alpine and Nacogdoches), in fa ct, lost all air service .
Changes in Number of Available Seats
Drastic changes in air service occurred in the neighboring
communities of Lufkin and Nacogdoches during the study
The change in available seats may be an even better
period . At one point Lufkin lost its service, while Nacoggauge of service changes, since this measure shows the total
doch es continued to be served. As of October 1, 1980,
passe nger lift capability for a town . The weekly numb er of
Lufkin had regained service, while Nacogdoches had lost
available seats declined in nineteen communities, including
all flights. The Northern Panhandle community of Borger
67 percent of the large cities, 43 percent of the mediumhad no service before 1978 but received service and then
sized cities, and 58 percent of the small cities. Among the
lost it during the study period.
large cities that lost seats, only Amarillo had a decline of
The thirteen communities that had increases in both
more than 25 percent. Losses in the medium-sized cities
flight s and available seats included three large cities, six
were concentrated between 10 percent and 50 percent.
medium-sized cities, and four small cities. Two communiLosses in small communities ranged from less than 10 percent to more than 50 percent.
ties (Eagle Pass and Sherman) that received air service for
the first time are included in this group .
The largest percentage increases in available seats ocIn two cities (El Paso and Lufkin) the number of flight s
curred in the small cities- all five with gains had increases
of more than 50 percent. Six of the eight medium-sized
in creased but the available seats went down , indicating t)lat
cities with gains had increases of 25 percent to 50 percent .
some or all of th e larger carriers have left but new entrants
None of the large cities had gain s above 25 percent.
using smaller aircraft have come in . Passengers have a better
choice of schedules but must
travel on smaller and generally
Table 2
less desirab le types of aircraft.
Relative Changes in Flights and Seats in Texas
Th e smaller number of seats
October 1, 1978, to October 1, 1980
available represent a true drop in
service only if the previous
Change in flights
Change in seats
capacity was often fu lly used . In
Large
Category
MediumSmall
Large
MediumSmall
all probability, the original carPercentage
cities
sized cities
cities
sized cities
cities
cities
riers would not have left in the
Losses
fir st place if their flights had
Less than 1 O percent
1
2
1
2
generally been full.
1 O percent to 2 S percent
4
3
4
2
2
2S.l percent to SO percent
1
I
3
1
Three communities (MissionOver S0 percent
2
2
McAllen, Longview- Kilgore , and
Gains
Less than 1 O percent
I
1
2
Paris) had a decrease in the num10 percent to 2S percent
3
2
ber of flights but an increase in
2S.l percent to SO percent
2
1
6
the number of available seats.
Over SO percent
3
4
s
The decrease in flights limits
Source: Calculations by the author based on data in source for table !.
schedule flexibility, but the
bigger plane s are usually felt to
Table 3
be more desirable.
While changes in flights and
Combined Changes in Flights and Seats in Texas
available seats can measure airOctober 1, 1978, to October 1, 1980
line service, they are only very
Partial
rough and even possibly misleadNumber
loss in
Gain in
ing approximations of the degree
City
in size
flights
Total
flights
Gain in flights,
Loss in flights,
group
size
and seats
of service. Actual flight schedloss
and seats
loss in seats
gain in seats
ules, connections , and the route
Large
9
s
0
3
1
0
network to and from a given
Medium
14
6
0
6
0
2
Small
12
4
2
airport will also determine the
4
1
1
real
quality of the airline transTotal
3S
lS
2
13
2
3
portation available to any parSource: Calculations by the author based on data in source for table 1.
ticular community.
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Urban Enterprise Zones
Can They Work in the United States?
\Yillia1n D. Gunther
Charles G. Leathers
The broad scope of proposed policy changes under the
Reagan administration has tended to obscure such specific
policy shifts as those that will occur in urban policy. Proposed budget reductions and alterations in revenue sharing
programs will definitely affect federal urban policy. While
the exact shape of Reagan ·s urban policy has yet to emerge.
one specific policy option. the creation of enterprise zones.
has stimulated considerable discussion and is being highly
touted by its advocates. Enterprise zones have recently
been adopted in Britain on an experimental basis by Margaret Thatcher's Conservative government as a means of
revitalizing the worst inner-city slums.
Enterprise zones are the conceptual crea tions of a British
geographer and urbanologist. Peter Hall. who visited the Far
East in 1977 and \\·as struck by the economic success of
Singapore and Hong Kong. (Milton Friedman expressed a
similar interest on his Public Broadcasting System series
"Free to Choose." Hall and Friedman . however. are on
opposite ends of the political spectrum; Hall is a former
chairman of the socialist Fabian Society. while Friedman is
a conservative economist.) Critical of the trad itional policies for reYitalizing decaying inner-city areas. Hall suggested
the creation of free ports in the worst urban slums in
Britain as a means of attracting private entrepreneurs.
These free ports would be free of customs and immigration
controls and would permit as much entreprene urial freedom as possible. with the hope that such an approach
would lead to the creation of greater employmen t opportunities for the residents of these slum areas. 1
In its issue of March : 9. 198 0 . the British journal The
Eco110111 ist described enterprise zones as being designed to
stimulate the regeneration of inner-city wildernesses, to
assist the development of small businesses in these areas,
and to encourage new employment opportunities. The basic
concept of enterprise zones is simple: take a small blighted
area (about 500 acres or one square mile) of the inner city
and free it of "unnecessary" government restrictions. Taxes
on businesses. customs re gu lations. immigration restrictions , and various other types of government regulations.
especially zoning restrictions . are generally classed among
these unnecessary restrictions. Sin ce municipal governments
have become property owners in these areas by default. a
William D. Gunther is Professor of Economics. Cnirersir.1· of Ala·
bama. Charles G. Leathers is Professor of Economics and Fiscal
Planning. L'11irersity of Alabama.
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number of proposals call for a transfer of that property to
would-be entrepreneurs who are willing to make use of it ,
This transfer may take the form of some type of urban
homesteading, but the intent is to restore the property to
produ ctive use. Zoning laws and rent controls will often
ha\'e to be removed to allow for creative economic use of
the property. While apparently none of the proponents of
the enterprise zones explicitly contend that the problems
of inner-city deterioration are the result of governmental
policies , they do place great unquestioning faith in the
energy and resiliency of unrestrained private enterprise and
the entrepreneurial spirit, especially as manifested in small
businesses. to solve them .
Enterprise Zones in Britain

Despite obvious differences between their political perspecth·es. the current chancellor of the exchequer, Sir
Geoffry Howe . found Peter Hall 's idea of an urban free
port attractive-without , however , the unrestricted immigration feature. Howe first proposed the creation of
enterprise zones in Britain as a solution to the problems of
the Lo ndon docklands while the Conservative party was
still out of power. After joining the Conservative government of Prime Minister Margaret Thatcher , Howe proposed
a limited application of the concept of enterprise zones in
Britain as an experiment.
In ~larch 1980 the Conservative government announced
that sewn enterprise zones wou ld be established. The seven
zones . selected after stiff co mp etition amo ng the various
qualified areas. were announced in July 1980. and the
prime minister promised that several more would be added
later. Wales. Scotland . northern Ireland , and northern
England each received one zone . while the other three
were located in the cities of the Midlands and southern
England. The zones did not exceed 500 acres in size and
were to last only ten years. Companies within the zones
were exempted from a tax on land development and from
all property taxes on industrial and commercial property.
lnYestment tax credits on commercial and industrial buildings were also granted, as were freedom from red tape ,
simplified planning procedures. exe mption from the requirement of industrial developmen t certificates , exemption from Industrial Training Board requirement s. and
faster customs facilities. 2 The number of exemptions is
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indicative of the extensive governmental controls over business enterprise in Britain.
A minimum in public expenditures is involved in setting
up enterprise zones. In Britain, the national government
compensates local communities for property tax revenues
lost, an estimated $23 million at exchange rates prevailing
in July 1980.
Reactions and expectations regarding the enterprise
zones from various groups in Britain have been mixed. The
Labour party, which has been strongly committed to more
traditional policies of urban planning (including ownership
of certain properties by local governments and intense
public sector programs to revitalize depressed regions and
urban areas) , has been critical of the enterprise zones.
Labour spokesmen in parliamentary debate have expressed
concern that the scheme would not provide new jobs for
those in the unemployment lines but would simply reallocate jobs from one area to another and that the wrong
types of businesses would be attracted to the urban areas
(warehousing and other service activities rather than manufacturing and industrial activities). 3 Some have expressed
concern that the zones would attract scrap metal dealers,
used car lots, and sex shops. Government spokesmen ,
however, maintain that controls would never be relaxed to
the point of allowing nuisance developm ent and that
planning, pollution, and chemical controls would not be
relaxed to the extent that there would be any danger of
environmental regression.
In Britain, the business sector is usually represented by
the Confederation of British Industry (CBI) , which has
given qualified endorsement to enterprise zones. While the
CBI hopes that the zones will demonstrate to business in
general the benefits of operating in an environment fre e of
many of the usual constraints, it has also recommended
careful monitoring of developments as the experiments
progress . In a similarly restrained endorsement , Th e Econ omist cautioned against placing too much hope in the enterprise zones until "the whole country becomes an enterprise zone."
The Town and Country Planning Association , a group
that represents local British governments, was concerned
that incentives to establish zones in small areas of cities
may create severe disincentives that keep businesses from
locating or expanding in other parts of the cities and
that areas on the peripheries of cities might be unfairly
penalized. Representatives of local governments throughout
Britain stressed the compatibility of the enterprise zones
with local needs and local councils' plans and policies.
Local councils controlled by the Labour party - the majority of the seven areas with zones are controlled by Labour have supported the idea of enterprise zones.
Developers welcomed the enterprise zones but expressed
doubts that the tax breaks and fr eedom from certain regulations and bureaucratic procedures alone would be sufficient to attract industry and commerce into inner-city areas
with poor transportation systems , inadequate housing,
shortages of skilled labor, and , in some cases , histories of
poor labor relations. These doubts effectively focus on the
rather simplistic concept that lifting government-imposed
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barriers can solve the economic development problems of
inner cities. Perhaps the British developers are more aware
of the true nature of the problem than are the political
interest groups eager to find attractive, easy solutions to
this difficult problem.
Despite the fact that it is too early to know whether the
British experiment with enterprise zones will be productive,
a number of U.S. advocates of the concept paint an attractive picture of what these zones could accomplish in innercity slums in this country .
The Case for Enterprise Zones in the United States

A favorable view of enterprise zones for U.S. urban slum
areas was expressed by Stuart Butler, who is with the Heritage Foundation , an organization that introduced the
concept of enterprise zones into the United States. 4 Butler
notes that , although policies of municipal governments have
not caused the problems of inner cities, rent controls and
similar policies have accelerated existing problems. He
criticizes traditional urban renewal policies as largely expenditure policies that replace old brick slums with modern
new brick slums . Planners, according to Butler and others,
have effectively destroyed the social and economic balance
of the community through expenditure-based policies and
restrictive zoning ordinances.
Butler emphasizes the regenerative role of small businesses , ideally started by local entrepreneurs drawn from
the population within the enterprise zone. He describes
small businesses as being more creative than larger businesses, more attuned to unexploited economic opportunities, and more adaptable to the social and economic environment . Moreover , the great advantage of small business, Butler argues , is its propensity to employ local unskilled labor,
providing entry-level positions for otherwise unemployable
persons. Through experience and on-the-job training, these
individuals would move up the economic ladder as the small
firms prosper and expand. He notes that many slum areas
are found in port cities and that a number of the assembling
operations that would develop in free trade zones require
the unskilled labor currently swelling the unemployment
roles in inner cities. Butler projects an appealing future in
which municipal zoning restrictions have been reduced and
the inner city has become an energized, heterogeneous mix
of small factories , businesses, shops, and apartment houses
with families - an integrated local community. From this
humble beginning will emerge a true community with a
concern for safety and social cohesiveness.
Enterprise zones have also gained the strong support of
New York Congressmen Jack Kemp and Robert Garcia,
who have introduced a bill to implement federal tax inducements to encourage business investment and the expansion in blighted urban areas. The major features of this bill
are tax cuts that would provide incentives to induce firms
to move into the enterprise zones. An enterprise zone designation would be granted after a city applied to the secretary of commerce for approval. To qualify as an enterprise
zone , an area woulJ have to have a population of at least
4,000 or be an Indian reservation and would have to meet
TEXAS BUSINESS REVIEW

one of three criteria regarding poverty or unemployment :
an average unemployment rate for the past two years of at
least twice the national average and 30 percent of the
families below the poverty level. an average unemployment
rate three times the national average. or 50 percent or m ore
of the families below the poverty level. Businesses employing at least 50 percent of their workers from within the
enterprise zo ne would qualify for reductions in the corporate income tax rate. special three-year depreciation rules
for assets up to SS00.000. and reductions in the employer 's
share of social security taxes. capital gains taxes, and local
pro perty taxes . Accord ing t o the bill. an area could be
designated an enterprise zone for ten years . In order to
attract labor-intensive firms, the tax concessions would
favor those firms with larger proportions of capital and
lab or costs than materials and utilities costs . 5
The Legitimacy of Enterprise Zones

The effectiveness of an urban strat egy based on enterprise zo nes largely depends upon the success of the affected
areas in altering a firm's location decisions. Obviously ,
these areas have not been successful in at tracting industry
on their own. and they are not least-cost locations. Tax
concessions and other finan cial inducements are thus designed to offset the higher locatio nal costs associa ted with
inner-city areas.
Theoretically. at least, there exists a point at which
policy-induced cost differentials might offset the higher
locational costs of inner-city locations . It is not clear, however , that the concessions being offered under the enterprise zone plan are sufficient to create such changes in cost
differentials or that su ch concessions are indeed warranted
by urban development problems. The addition of industrial
firms to inner cities will increase demands o n urban services
and will add very little in ta x revenues.
The ten-year limitation on enterprise zones causes
another problem. Firms must plan against eventual in crease
in costs. unless economies of location (agglo meration)
offset the increases. Apparently. such economies are not
really anticipated. and further concessions that might
enhan ce the achievement of econ omies of agglomeration
have not been considered.
Some firms , which may be termed footloose. will
rationally shop around for the best deal the y can find ;
various enterprise zo nes will undoubtedly bid competitively
for these firms. The experience of southern states with
footloose firms has tend ed to make public officials in that
region wary about the firms that they are now attempting
to re cruit. Since tax co ncessions can be implemen ted
relatively quickly. the comparative adva ntage of an enterprise zone may be quickly matc hed by other urban areas
fearful of losing their industry .
Enterprise zo nes appear to have the greatest potential
for success if they are impleme nted as complements to. not
substitutes for. other urban development policies and programs and if they are granted trade zo ne status. with
special encourageme nts for firms engage d in foreign trade
to locate in the zones. These qualifications change the
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enterprise zo ne strategy from one of a passive public policy
to a positive activist position .
Enterprise Zones for Southwestern Cities

Enterprise zones are politically attractive since they
require little public expenditure . If successful, they could
be efficient tools of economic policy ; if they are not successful. public expenditures will not have been ex tensive
and the problem will perhaps be no worse for the experiment . The British experience should provide some answers
to the potential of enterprise zo nes , but the application of
that experience to cities in the Southwest may be limited .
The British and U. S. political economies differ significantly; the difference is especially striking when the Sunbelt cities are considered. British local and national governments levy higher taxes and impose more extensive and
intensive regulations than do U.S . governments . In Britain
there is more local government ownership and planning
than there is in the United States, and public enterprise at
the national level can be used to enhance the success of a
designated area if private enterprise does not. The social
characteristics of the major depressed inner cities in the two
countries are also quite different. The British zones were
originally manufacturing areas or docks , and British labor is
mu ch less mobile than U. S. la bor. Consequently , the British
enterprise zones will benefit from pools of unemploye d
skilled and semiskilled factory workers. Public ownership of
railroads in Britain will also assure that transportation will
not be a serious problem in the enterprise zones.
In contrast to the situation in Britain , the inner cities of
the Sou thwest are not nearly as old and the population is
more fluid. Industrial traditions have been replace d by a
population with an agricultural or rural background.
Po rt facili ties are not especially characteristic of southwestern cities . The So uth west has also traditionally been an
area of fewe r regulations, lower taxes, and a more probusiness attitude than has the Northeast. Thus enterprise zo nes
appear to have much less promise for this region than for
the '.\ ortheast. In a national econom y suffering from a
recession in which tax reductions and cuts in spending for
social services and enforcement of regulations are being
debated in every stat e house as well as the national Co ngress. ente rprise zones, especially in the Sunbelt , may soon
be difficult to distinguish from the rest of the cou ntry.
Notes

1. " Re'i'ing the Inner Cit y by Re mo,ing Red Tape," Financial
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2. Ibid .
3. Th e role of the manufa cturing sector in revitalizing eco nomies
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in "Th e Sef\·ice Secto r of the U.S. Economy." Scienrific American,
\l arch 19 8 1. pp. 48-5 5 .
4. See Stuart Butler. 'Trban Renewal : A. '.l ode st Prop osal.•· Polici·
Rericw. Summer 1980. pp . 95 -1 08.
.
5. Susan S. Jacobs and \l ichael Wasy len ko . "Gove rnm ent Po licy to
Stimulate Economic Devel opmen t : Ente rprise Zones." Resources
i11 Reric"·· '.l arch 1981. p. 6.
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Export Promotion Policies in Sunbelt States

Alan R. Posner
More than a decade of periodic trade deficits, increased
dependence on imported energy, and manufacturing job
losses have made many Americans apprehensive about the
country's international economic vulnerability and have
brought those concerned to focus attention on the export
policies of other noncommunist industrial nations. Moreover, more export promotion and an overhaul of government machinery charged with this task have been demanded. Exports and export promotion are especially
relevant in the Sunbelt since agricultural and advanced
technology products are the most competitive exports
produced by this country and are goods produced to a great
extent in the Sunbelt. 1
In the Sunbelt, growth and exports go hand in hand . In
California, exported manufactured goods in 1976 were 7.9
percent of total production, a figure close to the national
average of 7.0 percent. In the San Jose area, however,
which has had rapid growth and an emphasis on advanced
technology, the percentage of total production involved
in manufactured exports was 16. 7 percent. 2
An element of self-fulfilling prophecy does appear to be
at work. While expectations of growth may contribute to
growth, expectations that exports will follow from growth
may translate into an effective promotional compaign.
Yet, only ten of the top fifty U.S. exporting corporations
have headquarters in the Sunbelt; Lockheed, in eighth
position, is number one in the region . 3 Even in textiles,
until recently one of the Sunbelt's leading industries,
regional growth has not removed a negative trade balance of
4
approximately $4 billion.
Sunbelt states- like others across the country - are
becoming more active in export promotion , partly out of
fear that federal export assistance and incentives will lessen
5
in the future. Interregional competition for export markets has also increased , as has competition in energy policy
and defense spending patterns. This development is probably symptomatic of the ascendancy of conflict over coAlan R. Posner is Assistant Professor of Social Science, Michigan
State University.
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operation during periods of scarcity . Up to now , the pattern and promotion of exports in the Sunbelt have been
uneven . While prospects are good, pitfalls do exist , and
more direct involvement by the states may make good
economic and political sense.

Exports and the American Political Economy

Export policies in the United States have always been
fragmented. Concern over trade deficits or a lack of international competitiveness has often Jed to demands for protection against foreign imports, for both restricting access
and providing relief to workers whose jobs are lost as
foreign imports increase. U.S. corporations themselves,
however, manufacture various components and whole products overseas ; the result is the exportation of jobs rather
than goods. General Motors, the world's largest manufacturing concern but not one of the top fifty U.S. exporting
firms , recently announced that some of its new J-cars will
be built in Japan .
Besides protection, U.S . business (and at times labor)
also promotes the removal of restrictions against bribery in
overseas transactions, suspension of antitrust provisions
against cooperation among firms engaged in overseas trade,
and limitation of government safety and environmental
regulations in order to reduce unit costs in the international
marketplace. 6 While these tactical proposals may be connected to the nation's import-export position , they seem
part of a short-term , defensive orientation (reducing government interference and increasing profit) rather than a
long-term and assertive one.
Recent discussions on setting up export trading companies are among the positive signs for export policy. Export trading companies are designed to permit smaller firms
to begin exporting; at present only 10 percent of the
nation's 250 , 000 manufacturing concerns are exporters,
7
and 2,000 companies do 80 percent of all U.S. exporting.
Export promotion is as much a political problem as an
economic one. National administrations beset by conTEXAS BUSINESS REVIEW

environment. however. tends to undermine efforts to focus
flicting pressures send contradictory signals to potential
on export promotion.
exporters: export more to offset a trade deficit. but do
not sell food to country X or advanced technology to
country Y. In addition. at this writing Export-Import
Sunbe lt Growth and Ex port Promot ion
Bank subsidies are being reduced. as is the budget of the
L1 .S. Departm ent of Commerce. the federal agency most
These problems have a regional dimension. In the tradidirectly involved with export promotion. These political
tional manufacturing areas of the Northeast and Great
elements. while not necessarily decisive for U.S. export
Lakes . the desire to export is present , but the products
performance. strongly suggest that there is no politicalthat might be comp etitive in world markets are not. In fact,
economic consensus on export promotion policy . without
mu ch of the current protectionist sentiment in this country
which it is difficult to formulate specific programs. This
derives from the fact that U.S. products, such as steel and
ambiguity in and of itself sets the United States apart
automobiles , are barely competitive at home . In part,
from other industrial societies.
An example of the fragmentation of U.S. export policy
this trend began when the United States was a net importer
of steel in the early 1960s; now the nation is a net importer
can be found in the suggestion made in December 1980 by
of automobiles , telecommunications equipment, and insome members of the Reagan transition team - allegedly
keen on stimulating exports-that food export quotas may
organic chemicals. 11
By comparison with northern states at least , the Sunbelt
be needed to stem the inflation caused by rising food
states are in something of a boom period. Recent gains in
costs. 8 This case is not singular but rather reflects a larger
production have been in such areas as agriculture and
problem for food producers: if the agricultural surplus
advanced technology. with products that are marketable
shrinks":- should a~ultural products be sold here or over01·erseas. Sunbelt states have been able to keep labor costs
seas9 This probiem will have special rek\"ance for th e Sundown and have benefited from a business climate made
belt states that han greatly expanded their production
more farnrable by military spending and an expanding real
and export of feed grains. Between 197 2 and 1977. for
estate and leisure market . In 1976, for example, California
·example. South C:irolina 's feed grain exports increased 93 7
took the lead over previous frontrunner Michigan as the
percent. soybean exports in Texas grew by 83 0 percent.
number one exporter of manufactured goods. 12 Recent
and feed grain exports increa sed greatly in Tennessee .
comprehensive figures on manufacturing exports show
which had a relatively sluggish record in o ther exports. 9
The increasing complexity of the international political
California first followed by Michigan. Illinois, Ohio , and
New Yo rk . with Texas in sixth position (see table 1 ).
economy has not disturbed the basic assumption that with
In agricultural exports , California was third , preceded by
a large U.S. internal market with its possibilities for econoIllinois and Iowa and followed by Texas (fourth) and
mies of scale. exports will follow from ha\"ing a generally
North Carolina (eighth).
healthy and gro\1·ing economy in \1·hich productivity is
The favorable exporting position of many Sunbelt
high. A sound e.conomy. given these assumptions. should
be accompanied by a sound export sector. This kind of
states is related to the evolution of the region's overall
expectation helps to explain the lack of an exp licit export
economy. but there is also less pressure to develop specific
export strategies in either the public or the private sector
focus.
Very little in the political economy constitutes an unthan there is in the North. A state's exporting strength
mixed blessing . and even exports can have negative conis no t ne cessarily proportional to its commitment to export
sequences. Excessive dependence
on volatile foreign markets and
Table 1
the deliberate or unintended
creation of domestic shortages
Top Five Sunbelt and Non-Sunbelt Export ing States
are two that com e to mind. On
Manufactured exports , 1976
Agricultural exports, 1977
the one han d. for every S1
Export valu e
Export va lue
billion of exports. 40.000 U.S.
National
(in millions
National
(in millions
jobs are created. On the other
Sunbelt state
rank
of dollars)
Sunbelt state
rank
of dollars)
hand. when the Export-Import
California
1
8 ,072
California
3
1,774
Bank borrows in order to Texas
5,201
6
Texas
4
1,761
North
Carolina
13
2
,202
North
Carolina
8
finance exports. less capital is
964
Louisiana
19
1, 383
Arkansas
11
907
available for pri\"ate borrowing Georgia
20
1 ,364
Mississippi
13
648
and interest rates are pushed
Non -Sunbelt state
up . 10 These potential (but Non-Sunbelt state
2
6,888
Illinois
manageable) drawbacks notwith- Michigan
1
2,539
3
6,660
Iowa
2
2 ,042
standing. expanding exports is Illinois
Oh io
4
5,794
Indiana
5
1, 319
positive for local and national New Yor k
5
5,320
Kansas
6
998
Pennsylvania
7
4,706
Nebraska
7
economies. especially if the
988
expansion is coordinated. The Sou rce: U.S. Department of Commerce , Industry and Trade Administration, State Export Series:
current U.S. political-economic
Texas (Washington, D.C.: Government Printing Office, November 1978), pp. 11-12 .
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promotion programs. In most states the overall record is
uneven and reveals administrative instability. Even a careful
state-by-state survey is quickly out of date because of reorganizations, changes in state administrations , and shifts
in economic emphasis. The names of agencies tell very
little. While an increasing amount of attention seems to be
given to exports, the primary international interest of many
states continues to be attracting foreign investment and
especially new plants, a situation that may change as apprehensions over excessive foreign ownership increase.
According to a 1976 survey, Alabama directed 80 percent of its international efforts toward investment and 20
percent to export promotion. In contrast, Arizona , with no
overseas offices in 1976, split its efforts 65 percent to 35
percent in favor of exports. Georgia, with four overseas
offices, favored investment 60 percent to 40 percent,
while Florida, with no overseas offices at that time , was
90 percent to 10 percent for exports. North Carolina,
with two overseas offices, seemed to strike a balance of
55 percent to 45 percent, slightly favoring investment; and
Oklahoma had a 50 percent to 50 percent split without
even having an international department. Information on
California and Texas indicated only limited involvement in
programs for export promotion .
Among the other leading exporters of manufactured
goods, Michigan had two overseas offices in 1976 but emphasized investment over exports 65 percent to 35 percent.
Illinois had three overseas offices and emphasized exports
75 percent to 25 percent. Long regarded as having a leading
export promotion program , Illinois was recently involved
in an administrative reorganization that unified agencies
concerned with all types of economic development as well
as community affairs .
Overall, state expenditures increased fourfold between
1976 and 1980, to a high of $25.7 million ; during the same
period, the number of state overseas offices tripled to a
total of sixty-six, according to the March 2, 1981, issue of
Business Week. Still , the anomalies in these programs suggest that Sunbelt state officials do not regard export promotion programs highly enough to accord them permanence and stability.
While officials in the Sunbelt seem to be following the
idea that a booming economy will be accompanied by an
expansion of exports with no need for long-range planning,
there are grounds for caution. The declining international
value of the dollar over the last two years has made U.S.
products cheaper overseas and reduced the national trade
deficit. Building long-term assumptions on this phenomenon is clearly illusory. In fact , a recent reduction in the rate
of inflation and the subsequent strengthening of the dollar
was accompanied by a larger trade deficit. 13
With Jess than 3 percent of the U.S. work force employed in farming , an increase in agricultural productivity
can have only a limited effect on jobs related to exporting.
The overseas demand for farm products exists , but many
potential customers do not have the international purchasing power to pass along to U.S. producers. Cutbacks
in foreign aid to Third World countries can only hinder the
growth of farm exports.
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The rosy present condition of Sunbelt manufacturing
should not distract from the need for prudence in facing
the future. A significant segment of Sunbelt manufacturing
development has been in advanced technology . Hightechnology products are competitive internationally and
provide a favorable export pattern. Recent Japanese gains,
however, have reduced the gap that has favored U.S. producers , according to the September 15 , 1980, issue of
Electronic News. The Semiconductor Industry Association
recently considered petitioning the federal government for
import protection. 14
National tax policies also affect the international competitiveness of high-technology products. If the emphasis
of the Reagan administration's tax policies is on a revised
depreciation schedule rather than on investment tax credits,
these policies will not work to the advantage of hightechnology industries. The more traditional heavy industry
manufacturing based in the North may benefit the most,
even though export expectations in this sector are modest.
The National Association of Manufacturers, presumably a
body politically and economically close to the administration, has insisted through its vice president for international
affairs, Lawrence A. Fox, that "it is essential to develop
policies and programs that will enhance the competitive
capabilities of export-oriented industries. " 15 Some in the
administration seem to believe that once government regulation is curtailed and a more favorable business climate is
established, heavy industry (and its exported products) will
flourish once again . 16
These ambiguities and apparent policy contradictions
point to a lack of long-range thinking, particularly where
exports and export-promotion are concerned. One case
is suggestive: an executive of Intel recently noted that
during the 1974-1975 recession his firm , along with others
in the semiconductor field, cut back on production and
allowed Japanese manufacturers to gain an entree even into
the U.S. domestic market . 17 If there is a need for strategic
export planning at Intel, which is often considered to be
one of the best managed firms in this highly competitive
industry, then other relatively small firms will also require
assistance in international marketing.
An example of an organization that could help clarify
U.S. foreign trade interests and foster a more exportoriented attitude among business people is the Center
for International Business in Dallas and Houston . The
operations of this body suggest that a factor to keep in
mind when considering the Sunbelt in its international
context is that countries that have been successful in the
export sector have openly enlisted the support of labor.
A distrust of labor is apparently common in the Sunbelt
and , for that matter, among business people throughout
the country. When international competitiveness rests on
quality of workmanship and on meeting delivery commitments as well as on price, a failure to bring labor into export discussions seems shortsighted. If, as one observer
suggests , labor has been suspicious of export trade as a
contributor to job loss, 18 further clarification of direction
and anticipated results from exports is needed . Whether one
is talking about union labor in heavy industry or- perhaps
TEXAS BUSINESS REVIEW

average (more than 50 points higher) were Alabama , California . Mississippi . Nevada , New Mexico, and the Carolinas. In agriculture, the national increase was 198 percent
during the 1972-1 977 period ; only five Sunbelt states
exceeded that rate: Texas , Alabama, Arizona , California,
and Oklahoma.
When the rate of increase in manufacturing exports is
compared to the rate of increase in total manufacturing
Current Standings and Prospects for the Future
production , all fifteen Sunbelt states showed a more rapid
rate of increase in exports , but different levels of perforIn 1976-1977 , only three Sunbelt states (Arizona ,
mance were evident. While the gap between these two rates
California , and Florida) had a level of exports higher than
of increase was very narrow in Tennessee (and the gaps in
the national level (considered as a percentage of manufacturing production), and only Arizona 's was significantly
Arkansas , Louisiana , and Oklahoma were relatively narrow) ,
exports were significantly ahead of production (more than
higher (see table 2) . Only in Arizona , California , and Texas
was the percentage of total employment related to exports
80 points) in Alabama , Arizona , California, Florida , Georgia , Mississippi , Nevada , New Mexico , and the Carolinas. In
greater than the national figure and , again . only Arizona's
Washington, the other major continental exporting state
figure was significantly greater. In fact , Arizona was the
along with Arizona, exports were up only 82 percent and
only continental state except for Washington that had a
total prod uction only 74 percent. These data clearly
figure greater than 10 percent in both categories (see
point to a trend toward significant export performance
tables 3 and 4 ). Sunbelt performance in manufacturing
in many Sunbelt states.
exports, then . has not noticeably outstripped national
In Arizona a fairly broad-based and long-standing interperformance.
est in exports has coincided with both a relatively modest
The record in agriculture is somewhat better. In seven
state export program and , recently , very rapid export
Sunbelt states (Texas, Arkansas , Louisiana , Mississippi ,
expansion. As noted , Arizona is the only continental state
North Carolina, South Carolina , and Tennessee) farm exbesides Washington to be above the 10 percent level in
ports as a percentage of total farm sales were above the
manufactured exports in relation to total production and in
national average of 25.5 percent , and Arizona (clearly a
strong exporting st ate in all categories) was close at 23 . 7
export-related employment in relation to total employperce nt.
ment. Of the Sunbelt states, Arizona showe d the largest
More important , however, the growth in manufacturing
percentage increase in agricultural exports between 1972
and agricultural exports over the 1972-1976 period was
and 1 977 . While the total value of ma nufa ctured exports in
substantial. All of the Sunbelt states except Tennessee and
Arizona was relatively small in 1976 (S639 million, thirArkansas had rates of increase in manufacturing exports
tieth in the nation) , it was virtually the same as that of
for the period that were greater than the national figure of
Maryland. In agricultural exports , the 1977 total of S245
127 percent. Those very significantly above the national
million placed Arizona on a par with Michigan and above
Wisconsin and Virginia . Some
Table 2
years ago two observers noted
that Arizona 's export promotion
Survey of Sunbelt Exports
program was modest in comparison with that of other
Manufacturing
Agriculture
states , 19 but a climate of accepPercentage change,
Exports as a
Exports as a
1972-1976
tan ce for exporting seems to
percentage of
percentage of
Percentage change in
Production
State
production, 1976 Exports
farm sales, 1977 exports, 1972-1977
have been established even before Arizona built up its highAlabama
4.6
190
60
22.4
22S
technology industries and agriArizona
140
10.3
S4
23 .7
307
Arkansas
104
6.1
63
37.7
!S8
cultural export sector.
California
7.9
19.2
187
62
200
Considering the Sunbelt more
Florida
7 .5
140
I S.3
SI
164
broadly . what facto rs ca n help
Georgia
4.8
13S
SS
21.9
!7S
Louisiana
s.s
1S6
124
41.6
184
to create an export-oriented
Mississippi
6.4
19S
38.4
66
182
climate'? While not applicab le in
Nevada
3.8
286
71
7.0
129
New Mexico
4.S
289
every case, the following seem
68
11 . I
19S
212
North Carolina
6.1
48
3S.8
129
pertinent: proximity to a foreign
129
Oklahoma
S.7
81
21.1
281
cou ntry , presence of multina199
S.6
South Carolina
SS
38.4
132
84
Tennessee
S.1
S3
28.7
172
tional corp ora tions , new invest 6.7
162
Texas
110
26.9
286
ment in advanced technology,
127
7.0
recen t in creases in federal spendUnited States
2S.S
198
ing. and refugee populations
Source: U .S. Department of Commerce, Industry and Trade Administration, Srate Export Series,
wit h cultural and linguisti c ties to
issues for each state (Washington, D.C.: Government Printing Office, November J 978), pp. 2,
11-12.
fo reign societies.

more relevant for much of the Sunbelt - nonunion workers
in newer manufacturing ventures, a useful concept is group
quality control as a means to promote maximum efficiency
and better workmanship so as to reduce costs and satisfy
customers.
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When discussing ways to improve the economic climate,
economists and policy makers commonly urge that more
profitable and internationally competitive 'sunrise " industries be promoted while "sunset" industries- older ones
usually engaged in heavy manufacturing - be left on their
own. 2 Clearly , the Sunbelt has already benefited from this
line of thinking. The pattern is likely to continue, and
growth in exports is likely to accompany development. The
Sunbelt, however, has not automatically had a boom in the
export sector. What can Sunbelt states do to promote
export growth to an even greater extent?
First are the traditional information and marketing
functions long associated with export promotion . States
can advise firms on possible markets for their goods and
on shipping and documentation procedures , organize trade
missions , and help firms participate in trade and catalog
shows overseas .
In addition , Sunbelt states in particular can reinforce
the competitiveness of their regional products in world
markets and promote local economic stability through nine
steps: urge congressional delegations to support the establishment of export trading companies (with or without
bank involvement), consider tax incentives for firms that
export overseas, bring labor into the export promotion
process, promote projects in group quality control, urge
the federal government to stabilize agricultural export
markets and to develop long-term overseas food aid programs, promote planning on expanding employment in
jobs related to increased food production and ·distribution ,
anticipate export-relevant sunrise industries of the future,
promote more export study by state officials, and emphasize the importance of overseas offices and use them to
promote tourism as well as exports.

°

Table 3
Top Five States in Manufactured Exports
as a Percentage of Total Production, 1976

State

Percentage

Alaska
Washington
Connec ticut
Arizona
Hawaii

23.S
17.2
10,7
10.3
9.9

Source: Same as table 1.

Table 4
Top Five States in Employment Related to Manufactured Exports
as a Percentage of State Employment, 1976

State
Alaska
Washington
Arizona
Hawaii
North Dakota
Source: Same as table 1.
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Percentage
22.8
12.S
11.6

11.2
9.9

State export promotion is merely a part of the problem of the expanding interconnections between interests
within the U.S . domestic economy and the global economic
environment. This problem includes other elements:
workers in the United States employed by foreign companies, including those in agribusiness; an increasing U.S.
dependence on both imports and exports; the growth of
foreign investment in U.S. banks and corporations; and the
purchase of property by noncitizens. Favorable Sunbelt
business climate notwithstanding, current economic pressures at the national level, as well as an intensifying interregional competition, make the ongoing consideration of
these issues more difficult and more pressing.
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Tl1e Oi1tlool{ for )Ii1ltifa111ily Housing
Jack Har ri s

The ;-.;ational Association of Homebuilders has forecast
that multifamily housing starts in the United States during
1980-1990 will be at least 30 percent lower than starts
were during 1970- 1980. Consequently. rental rates will
begin to respond to the low va.:ancy rat es and dim b faster
than the overall consumer price index: an overall increase
of 118 p erce nt is predicted from 1979 to 1989 (see table
I ). Increased scarcity and higher rentals. in turn, will cause
major difficu lties for families dependent on ren tal housing .
Landlords will face higher operating .:osts. debt service
costs. and rates of collection losses.
The multifamily housing situation may. however. be
more favorab le in Texas than across th e nation during the
1980s. For one thing, in recent yea rs Texas developers have
produced a higher proportion of multifamily units than
national developers have. Additionally. a large proportion
of multifamily housing in Texas has been produced during
th e last decade . Deterioration and obsolescence. therefore .
should be much lower than they will be in other parts of
the nation. and the pressure on new construction to supp ly
rental demand will be redu ced . Relatively healthy economic
conditions and a maturing population in T exas will increase
the demand for owner-occupied housing and will thereby
red uce demand for rental housing. Multifamily housing will
primarily be called upon to serve college students. the
temporarily displaced. and th e very poor.

Supply Trends in Multifam ily Hous ing

In 197 0 . multifamily hou sing made up JO percent of
th e 3.8 million dwelling units in Te xas : by 1979. it was
estimated to constitute 17 percent of the state's 4.7 million
dwelling units . 1 An examination of the volume of permits
for ne w units since 196 9 shows the sensitivity of multiJack Harris is Assistant Research Eco110111ist, Texas R eal Estate
R esearch Ce11ter. Texas A&Jl r.; 11irersity.
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family starts to econom ic co ndition s (see table 2). The
recession in the mid-l 970s, comb in ed with possible overbuilding in previous yea rs. reduced construction activity to
less than one-third of that in the early part of th e decade.
The upward trend in recent years appears to have turned
by 1979. although the data are inconclusive. Much of the
recent resurgence in construction , however, may be attribut ed to increased federal subsidies. 2 The two major government programs regarding multifamily housing-rent subsidies through the De part ment of Housing and Urban
Dev<!lopmen t and the Government National Mortgage Association (G:\~IA) tand em plan that provides low-inte res t
loans-increased in activity in the beginning of the Carter
administration in 1977 .
Vacancy Rates

Th e \·acancy rate is an indicator of how we ll current
supply is matched by current de mand. Because housing
unit s are durable. a redu ction in demand initially resu lts
Table 1
Projected Multifamily Housing Starts
and Rental Rates in the United States, 1979-1989
Year

Starts
(in thousands)

Percentage of total
housing starts

Rental component
ofCPl(1967=100)

1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989

532
597
910
539
619
640
323
227
261
443
512

31
47
61
32
27
26
16
13
15
20
21

184.3
202.8
217.9
233.8
253.4
279.9
307 . 1
330.0
349 .7
373.3
401.9

Source: Michael Sumichrast , " Housing for the l 980 's," National
Associatio n of Home Builders, December 10 , 1979.
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in higher vacancy rates. Over time, vacancies may fall as
buildings are converted into condominiums, are demolished, or are abandoned . An increase in demand lowers
vacancy rates until builders add new units. Since housing
units are not homogeneous, units of certain sizes, locations,
and conditions may be in great demand while other type s
have high vacancy rates.
By 1978 , vacancy rates in multifamily rental units in
the South and the United States were extremely low (see

avoid turnover and the loss of reliable tenants. Landlords,
wishing to retain amiable relations with their tenants,
resist raising rents in spite of an increased demand . Rates
may remain relatively unchanged in the face of full occupancy and lengthy waiting lists. In addition, while demand
may increase in numbers, renters may be unable to support
rising rental rates. Rising rates may induce a search for
alternatives- doubling up for singles and purchasing lowerpriced condominium units.

Favorable economic conditions and a n1aturing population
in Texas will increase the demand for owner-occupied housing
and will reduce the demand for rental housing.
table 3). Although such low vacancy rat es should indicate
to developers a demand for additional units, construction
activity does not appear to be picking up. Additional
factors (including rental rates, construction costs, conversions, government regulations, and the age and obsolescence
of housing stock) moderate the incentive provided by
vacancies.

Consequently , rents increased by 4.8 percent a year on
a national average from 1967 to 1979. Operating expenses
for these same buildings rose 7 .5 percent annually. 3 Often,
the resulting squeeze on net operating income makes current cash flow from investment in multifamily housing a
less-than-attractive proposition, even though high levels of
occupancy seem assured .

Rental Rates

Construction Costs

As vacancy rates decrease , indicating a tightening of supply relative to demand, rental rates should rise to ration
available units among the rising numbers of possible renters.
Higher rates, leading to higher profits for landlords, should
induce more investors to enter the multifamily housing
market, thereby expanding supply.
For various reasons, however, fewer vacancies have not
translated into higher rentals. Many landlords attempt to

Rapid increases in operating costs, relative to rental
increases, may be the result of inefficient design features
predominant in the existing stock of multifamily housing.
Aging buildings requiring frequent maintenance and buildings designed when energy was inexpensive can quickly
contribute to rising operating costs. Newly constructed
units may be able to compete successfully with the older,
inefficient units. Unfortunately, design advantages may be
more than offset by increased costs of construction and
new permanent financing (see table 4).

Table 2

Table 3

Mul tifamily Housing Starts, 1969-1979
Texas

Year
1969
1970
197 1
1972
1973
1974
1975
1976
1977
1978
1979

United St at es

Perce ntage
Starts
of total
(in thousands) ho using starts
58.4
54.8
66.3
69 .6
61.2
33.8
22.2
41.6
64.5
72.1
67.8

65
61
56
57
61
49
37
45
48
42
46

Percentage
Starts
of t otal
(in thousands) housing sta rts
590.1
558.0
798.5
917.0
800 .3
386.8
208.1
292.2
415.3
382.0
446.0

39
38
38
39
39
29
18
19
21
20
29

Source: U.S. Department of Commerce, Bureau of the Census Con struction Reports: Housing Starts (Washington, D.C.: G~vern
ment Printing Office), various issues.
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Vacancy Rates in Rental Housing, 1969-1978
(In percentage)
Year

South•

United States

1969
1970
1971
1972
1973
1974
1975
1976
1977
1978

7.2
7.2
7. 3
7. 0
7.1
8. 0
7.7
6 .4
5.7
5.5

5. 5
5.3
5 .4
5 .6
5. 8
6.2
6 .0
5.6
5.2
5.0

•A sixteen-state region tha t in cludes Texas.
Source: U.S. Dep ar t ment of Commerce, Burea u of the Census,
Current Housing Reports: Ho using Vacan cies: 1 978 (Washington, D.C.: Governmen t Print ing Office, A pril 197 9).
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Not only do these rapidly rising costs make new buildings more expensive , but financing costs are increased
substantially by the enlarged principal amount and interest
charges. Thus. to be competitive , a newly constructed
building must have potential for both increased rent and
reduced operating expenses. Thus, in 1979, an investor
interested in a competitive cash return would have had to
hold operating expenses to 30 percent of gross revenues
when purchasing a newly developed building: in 1972 ,
operating expenses could have amounted to 5 2 percent of
gross revenues. In the Dallas-Fort Worth area . operating
expenses for apartments were S2.47 a square foot in 19 79.
To maintain the 30 percent maximum operating ratio, a
typical 840-square-foot apartment with utilities would
have to rent for S576 a month. 4

dominiums existing before that time, while new construc5
tion added twelve tin1es the number of units. An estimated 300.000 additional units were converted during
1976-1979. 6
The possibility of ex tensive conversion of rental housing
in the face of historically low vacancy rates has led many
communities to attempt to place obstacles in the way of
condominium converters. Still , the economic incentives
favor conversion. The market does have its limits, however.
Since many renters cannot afford to own a condominium ,
a continuing demand for rental units exists. Not all existing
apartments are appropriate for conversion. Typically,
converted units have been in the upper rental categories
and in the most desirable neighborhoods. While the absolute numbers may be impressive, only 1.3 percent of the
7
total rental housing stock has been converted since 1970.

Conversions
Government Restrictions
The rent-expense squeeze on multifamily housing
owners not only discourages new construction but may
encourage an absolute reduction in the current stock .
Reduction may occur in two ways : demolition or conYersion to owner-occupied units. Generally. demolition is
likely to occur when rental income drops below the fixed
costs of operation: debt service . taxes, and insurance. Most
projects would require many years of declining income
before reaching this point , but in some instances the
feasibility of converting a site to a more profitable use may
hasten demolition of an existing structure. In most cases.
however. demolition requires extraordinary circumstances.
An increasingly popular alternative for owners of existing multifamily units is conversion and sale to individual
owner-occupants. Condominium conversion often requires
little in the way of physical modification of the structure .
other than minor repairs and replacement of carpeting and
appliances. A legal conversion of title and a marketing
campaign to sell the units are typically required . although
local ordinances may complicate this process. With home
ownership becoming increasingly appealing. conversions
from 1970 to 1975 in the country as a whole (estimated to
exceed I 00.000 units) outnumbered the total stock of conTable 4
Changes in Construction Costs for Apartments,
Hotels, and Office Build ings, 1972-1977

Year
1972
1973
1974
1975
1976
1977
1978
1979
1980 (July)

Boeckh index•
100.0
105 .9
1 1 5.8
127 .2
1 37.3
149.9
I 58.2
170.5
187 .8

Annual change
(in percentage)

5.9
9.4

9 .8
7.9
9.2
5.5
7.8
10.2

•Includes labor, materials, and normal overhead costs.
Source: U.S. Department of Commerce, Bureau of the Census,
Consrrucrion Review (Washington, D.C.: Government Printing
Office, various issues).
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Government regulation of rental procedures could also
depress the supply of multifamily housing. Controls on
rents were first imposed by the federal government during
a moratorium on housing construction in World War II
to prevent landlords from taking advantage of housing
shortages. During the postwar building boom, such controls
were dis continued in most areas. New York City retained
controls. which still exist in a modified form today. Moreover. controls have made a comeback; by 1976, some form
of rent control had been imposed by more than two hundred communities containing approximately 14 percent
of the nation 's urban population. 8
Rent control laws do not necessarily freeze rents but do
interfere with a property owner's ability to maintain a
competitive rate of return on investment. Even in cities
without current rent control laws, the threat of effective
political pressure from renter groups is always present and
is made more realistic by the courts' general approval of
rent-control ordinances. The net result is that landlords
find ways to economize on expenses (by deferring maintenance. ior example) rather than raising rents , and developers and lenders are more relu ctant to enter the market.
Other government restrictions also hold down production of new multifamily units. Many suburban jurisdictions
erect barriers to multifamily rental housing through zoning
and su bd iYision codes. Su ch exclusionary restricti ons
attempt to maintain single-family predominance in the suburban hou sing stock and severely limit the availability of
sites suitable for apartment construction. Various local
laws to regu late rental practice s- making eviction m ore
difficult and legitimizing renters ' strikes - make housing
investm ent less appealing. As a result of these various
restrictions . less multifamily rental housing is being produced by the unaided private sector. and governmentencouraged production is being call ed upon to fill the gap.

Age and Obsolescence of Stock
~!od e rating the tre nd of decreasing construct io n o f
multifamily housing in T exas is the relat ively recent vi ntage
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of much of th e sta te's stock . During the 19 70s, high levels
of constru ction, relative to past activity, significantly renewed much of the multifamily housing stock (see table
5). Whereas 60 percent of th e stru ctures were over ten
years old in 1970, only 35 perc ent were that old in 1980.
This declin e in the average age of stru cture s should redu ce annual attrition from the total sto ck and redu ce
dependen ce on new starts to satisfy ho using demands.
Much depe nd s on the quality of new con stru c tion and th e
co ntinuance o f maintenance budgets.

of th e total number o f hou seholds in each metropolitan
area (see table 6). Females are increasingly entering th e
market for home purchases. 10 This trend is promoted by
improve ments in employment opportunities for women,
better access to mortgage loans , wid espread availability of
condominium unit s, and a growing resistance among
apartment manager s toward renting to single women with
children. Finally , m embers of racial minorities who previously dep end ed on multifamily acco mm odation s are now
seek ing h ome ow nershi p as they have more upward mobility and in crease d access to suburb an neighborhoods.

Supply Outlook
Prices o f Homes

High levels of construction in Texas durin g th e early
197 0s in creased the portion of hou sing st ock in multifamily unit s. Fundamental factors und erlying producti on
indica te that unsubsidized constru cti on will lessen in the
future. Tex as has had proportionately higher levels of produ ction than ha s the United State s as a whole , possibly as
part of an effort to compensate fo r th e relative scarcity of
units combined with ex tensive in-migration of young
families and college-age individu als. In th e future, developers will probably be less likely to resp ond to a demand
for new units, should it p ersist. Continu ed demand with a
relatively fix ed supply could se nd rental rates up rapidly
or lead to shortages.

Demand Trends in Multifamily Housing
T rad itionally, tenants of multifamily units tend to be
young singles and childless couples, people with lower-thanaverage incomes, households with female heads, and mem bers of racial minorities. 9 These segments of the population
predominate in the rental market because of their desire
for mobility and a lack of fund s for down payments, of
established credit ratings, and of income adequate to qualify for mortgage loans.
Current trends indicate some erosion in these traditional
dem and segments in the metropolitan areas of Texas. Only
in Galveston-Texas City , Longview , and Waco did th e
growth rate of the 18-24 age group exceed the growth rate
Table 5
Vintage Distribution of Texas Multifamily Housing, 1970 and 1980
(In percentage)
Vintage
Over
Over
Over
Over
Over

thirty years
twenty years
ten years
five years
one year

1970

1980

27
47
60
73
81

10
20
35
67
82

Sources: Data for 1970 from U.S. Department of Commerce
Bureau of the Census, 1970 Census of Housing: Detailed Haus'.
ing Characteristics: Texas (Washington, D.C.: Government Printing Office, April 1972). Data for 1980 from estimate based on
table 2 and subject to an attrition factor of 2 percent (distributed as follows: 60 percent of to tal attrition in thirty-year-old
stock, 30 percent in twenty-year-old stock, and 10 percent in
ten-year-old stock) .
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As th e cos ts of home own ership increase relative to
rents, the demand for rental hou sing should increase becau se more p eo ple will be un able to afford the purchase
pri ce or will be disqualified for th e amo unt of the mortgage
loan necessary for a purchase . Explicit home ownership
costs have be en rising rapidly in recent years, in both
purchase price and the costs of borrow ed money. Rents,
h owever, seem to h ave remained mo re stable . If multifamily
units provide an effec tive substitute for single-family
housing, this trend should reinforce dem and. The price advantage of multifamil y hou sing, h o wever, dep end s on
co ntinued stability in rental rates- a circum stance incre asingly threaten ed by rising operating and financing
costs.
Growth in dispo sable incom e has not kept pace with
home price increases (see tab le 7) . Families buying houses
Table 6
Percentage Change in Population and Households
in Texas Metropolitan Areas, 1977-1979
Metropolitan
area
Abilene
Amarillo
Austin
Beaumont-Port ArthurOrange
Brownsville-HarlingenSan Benito
Bryan-College Station
Corpus Christi
Dallas-Fort Worth
El Paso
Galveston-Texas City
Houston
Killeen-Temple
Laredo
Longview
Lubbock
McAllen-Pharr-Edinburg
Midland
Odessa
San Angelo
San Antonio
Sherman-Denison
Texarkana
Tyler
Waco
Wichita Falls

Total
population

Number of
households

Individuals
18-24 years old

0.0
2.6
20.4

5.4
7.1
21.8

0.0
1.3
11.9

3.9

11.0

7.2

3.6
6.5
- 0.2
4.1
3.1
8.7
11.2
1.0
10.2
3.4
-0.5
5.0
3.6
5.5
2.8
2.8
5.1
2.6
2.1
1.9
-2.3

8.7
13 .7
3.1
6.3
4 .8
11.1
1 5 .5
1.0
16.2
3.5
5.6
7 .8
9.2
11.6
9.9
4.6
12 . 5
6 .7
7.8
5.0
3.0

4.7
-1.5
0.0
5.7
1.8
11.5
12 .9
-3.3
14 .1
5.0
-0 .4
5.8
5.8
6.4
-0.8
-0.6
2.9
5 .4
4.7
7.7
-7.7

Source: "Annual Survey of Buying Power," Sales & Marketing
Management, 1978 and 1979.
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must devote larga proportions of their incom es to housing
costs. This situation should increase demand for rental
units. As prices rise . so does homeowner eq uity. a major
source of individ ual wealth . Thu s. th ose buying houses as
rep lacements fo r former homes can redu ce their financing:
burden by making large down payments. Firs t-time buyers.
however. mu st rely on personal savings for down payments.
Should prices continue t o grow faster th an incom es. the
people wh o have never owned a hom e will become even
more dependent o n re ntal h ousing.

Substitute Housing
'.\ ot o nly people wh o are una ble t o affo rd single-family
dwellings but also those who prefer smaller units in more
urba n settings .::o nven ie nt to work and sh opping areas seek
mu ltifamily housing. Youn g: co upl es and si ngle people
who haw little need for addi ti onal spa.::e and little desire
for maintenan ce and gard ening chore s have tradition ally
been apartment dwellers. Th e development of tow nh ouses
an d high- rise condomin iums provides this gro up with an
effec tive substitute to renting . As the market responds to
these options. multifamily rental hou sing demand will
decline .

Relocation
..\nother segment of multifamily h o using: demand is
made up of relocating hou se holds. Rental h ou sing is especially well suited to their needs because it is rela tively easy
to obtain and get rid of. The rising cost s of moving. however. are making peop le less willing to lea\·e established
residen.::es.

co n sist almos t entirely of inte re st. Thu s, as tax rates increase. t he demand for re ntal housing sh o uld declin e.

Dem and Outlook
Th e overall o ut look is for a redu ction in the dema nd for
mu ltifam ily housing because th e pop ulation segme nt
traditionally dependent on rental housing is shrinking and
the segmen t th at effectively deman d s home ow nership is
increasing. T he 1980- 198 1 disruption in th e h ome mortgage market may for ce many wo uld-be homeowners into
rental housing. but this situatio n cannot be expected to
continue indefinitely. The high pu rc hase prices keeping
much o f this segment out the h ome -buying market may be
broke n by greater conv ersio n o f multifamily rental units t o
condominiums.
Th is trend has its limit s. A place in the mark e t will remain for a certain numb er of mult ifa mily rental units ,
prima rily as temp orary accommodations for th ose in
transition - yo ung families saving t o buy a home. n ew
arri\·als in\·e st igating the ho u sing marke t. individuals displaced by divorces. elde rly couples wh o have cashed in
th eir home equity. seasonal inhabitant s (such as college
students) . an d those too poor to buy a house . In ar eas
where many people are in these groups. th e existing stock
of multifamily units will have high occ upancy rate s.

Notes

1. Thi ; es timJt e is bJ sed on an estimated annual attrition oi the
ho using sto.:k o i 2 percent.
2. Geor:.;e Sternlieb and Ro bert \\'. Burch ell . · · ~!ultifamil y Ho using
De mand : 19 8L1-2 000. " Journal of American R eal Estate and Urban
Economics A ssociation 7 (Spring 1979): 21.
Tax Inducemen ts
3. Ri.:lur .:i J. Rodd ewig. ··c ond o mania or Condophobia'.'" R eal
Esta te Ism es 6 \Summer 1980): 18 (tab le 1) .
As incomes rise, the graduated income t ax system raises
-1. For JpJ.Jt ments with o ut utilitie s paid. expenses were Sl.80 a
marginal tax ra tes and places a highe r value on al lowa ble
square ioot. requiring th e 31·er3ge 816-squ are-foot apartment to
dedu.::tions. The deductability of interest payments and
rent io r S-1 08 J mo nth . ac co rd ing to R oland D. Free man. Repub lic
prope rty tax es makes hom e ownership an in creasingly atLoewi Realty Corpo rJtion. 19 79.
tractive option. especially as early mortgage payments
5. Stern.lie b and Bur chell. "\!ultifamily Ho using Demand," p. 25.
6. See "\'ew York and Chicago
\\'ill Continu e to Lead Con\'ersion
Tab le 7
Trend... Th e Appraiser. Octo ber
1979.p.5.
Home Affordability in Texas, 1973-1979
7. D3t3 from a 1980 study by the
Department of Ho using an d Crban
Typical annual
Ratio of
Ratio of
Household effective
Average price
house payment
price to
payment to
De\'elo pment; see "Co nd o Conver·
Year
buying income
per house sold
(principal and interest)
income
income
si ons Sap Rental Ho using Supply;
Rental Demand Grows." Th e Ap·
1973
1 1,708
24,149
1,683
2.06
0.14
praiser. September 19 80.
1974
12,846
29,884
2,201
2.33
0.17
1975
13,927
32,458
2,397
2.33
0.17
8. From a st udy by the Federal Re1976
3 5 ,249
1 5 ,5 63
2,657
2.26
0.17
se rw Bo3rd cite d in R on Ctt . "Re nt
1977
39,865
17, 183
2,945
0.17
2.32
Contro l : Hist ory's Unlearn ed Les1978
45,723
18,862
3,525
2.42
0.19
so n." R eal Estate Rerie w 8 (Spring
1979
52,879
21,501
4,339
2.46
0.20
1978): 90 .
Sources: Household effective buying income from "Annual Survey of Buying Power," Sales & Market- 9. Stcml ieb and Burchell. " \! ultiing Management, various years. The average price house sold from Arthur L. Wright, Housing Sales
in Texas: 1973-1979 (College Station: Texas Real Estate Research Center , 1980). Typical annual family Hou sing Dema nd. " pp . 5-9.
house payment is based on average contract interest rate charged, maturity term, and loan-to- 10 . R. L. Skrabanek. "The \\-omen's
value ratio for savings and loan associations in July of the year cited; data supplied by Federal Boom.' ' Tierra Grande. F ir st quar ter.
Home Loan Bank news releases and annual report s.
1980 . pp. -1- 7.
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Geographic Discrimination
in the Dallas Home Credit Marliet
Richard C. Hula
Observers of the national housing market have pointed
out that relatively few home mortgages or home improvement loans originate in most older sections of U.S . central
cities. When mortgage loans do originate in central city
neighborhoods, they are likely to be insured by the federal
government through the Veterans Administration (VA) or
Federal Housing Administration (FHA) programs. The
physical and economic decline of a neighborhood and a
lack of conventional home credit are empirically associated,
as are the changing racial make-up of neighborhoods and
a lack of conventional home credit. No consensus has been
formed on the possible policy implications of these generalizations. Some argue, for example , that the empirical association between a lack of conventional mortgage credit and
neighborhood deterioration implies that lending institutions, at least in part, are the cause of this deterioration . In
a number of American cities, community organizations
have attacked lending institutions, claiming that institutional policies of not making loans in certain neighborhoods
have led to both community blight and capital exportation,
with local savings deposits supporting the development of
other sec tions of the city .
The specific mechanism by which lending institutions
are thought to bring on neighborhood deterioration is
called redlining , which is the refusal of a lending institution to grant any loan in a particular geographic area. If an
area is redlined no applicant, however credit worthy, will be
granted a loan. Recently , sbmewhat more sophisticated definition s of red lining have included the application of differential terms to all loan s within certain areas. For example,
savings institutions may require relatively greater down payments, shorter repayment periods, or some form of mortgage insurance in certain areas. Each of these conditions
raises the cost of the loan to the consumer and might mak e
the loan less attractive. Man y argue that such differential

loan conditions can have much the same effect on a neighborhood as a decision to make no loans at all. 1
Closely tied to the notion of redlining is the issue of
neighborhood disinvestme nt. Critics claim that savings institutions that engage in redlining will continue to accept deposits in allegedly high-risk communities and that capital is,
thus, exported from the redlined area to other areas within
a city. Critics of lending institutions often cite the relatively
unfavorable ratios of deposits to loans as showing that redlined areas have enough resources to warrant institutional
investment. 2
Those who are more sympathetic to the lending industry
respond that the withdrawal of home credit from a neighborhood is not the cause of deterioration but rather a reaction to it. Lenders claim that they simply follow normal
market criteria, and, indeed, that they are forbidden to do
otherwise by numerous federal and state supervisory agencies. For examp le, the Community Development Act of
1977 implies that savings institutions have a responsibility
to the communities in which they are located , but the act
also explicitly requires that loan policies fo llow sound lending practices. Lend ers see the issue as a question of institutional responsibility to savers and shareholders. Often
charges of redlining are seen as attacks on the entire market
system rather than on the inappropriate behavior of specific
lending institutions. According to one critic, "What the cru-

Richard C. Hula is Assistant Professor of Family and Community
Development, University of Maryland.

Note : These data are derived from a 20 percent sample of all real
estate transactions for Dallas County for the year 1976 .
Source: SREA Market Data Center, Inc .
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Table 1
Home Mortgages in Dallas County, 1976
Type of mortgage
Conventional
FHA
VA

Number
955
868
333

Total value
(in dollars)
49,733,200
21,506,606
8,852,900

Average value
(in dollars)
52,076
24,777
26,585
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saders really want is to allocate credit to have government,
and not the market, make decisions about who gets mortgage money. " 3
In order to analyze this issue in more detail, I examined
the aggregate lending policies of a major component of the
home credit market in Dallas County for the year 19 77.
Specific areas of concern were the geographic distribution
of home loans originated and purchased by savings and loan
associations in the county. the ex tent to which the observed geographic distribution seems to reflect market considerations, and the evidence of discrimination against certain sections of the county by the savings and loan associations.

A good deal of evidence, incidentally, suggests that collecting institutions may be making significant errors in data
collecting. For example, a reoccurring problem in data coding is the reporting of nonexistent census tracts. For some
institutions these tracts may make up 5 percent of the total
number of reported loans. It seems reasonable therefore to
assume that similar errors occur within those tracts that do
exist. Since neither the reporting institutions nor the appropriate regulatory agencies are very interested in this particular problem , correction of the disclosure statements seems
unlikely .4 One must simply assume that the problem does
not introduce systematic error into the analysis.

The Geographic Distribution of Home Credit
Data Collection

The federal Home Mortgage Disclosure Act of 1975 requires that all depository lending institutions publicly reveal where certain categories of home loans are made. Spe-

For this study , Dallas County was divided into four geographic zones. These zones were defined by the county's
northern and southern borders and by two imaginary eastwest lines drawn to form four approximately equal zones.

In Dallas County, the far northern zone
reported n1ore con i-en tiona I hon1e n1ortp:ages
than the other three zones con1bined.
cifically, Regulation C of the Federal Reserve Board. which
Disclosure data obtained from individual savings instituimplemented the act , requires that lending institutions distions were then aggregated to the zone level (see table 2).
close by census tract the number and total value of federHome credit is clearly concentrated in the northern porally insured home mortgages, conventional mortgages, and
tions of the county. Indeed, the far northern zone reported
home improvement loans. Data were collected from twenmore conwntional home mortgages than the other three
ty-five of the twenty-eight savings and loan associations in
zones combined. All forms of home credit, including federDallas County. One institution had less than S 10 million in
ally insured loans , followed a similar geographic pattern.
assets and was thus exempt from the reporting requireThe intere sting policy issue. however, is not the variation
ments. Two other institutions refused to provide the infrom equal credit allocation. but rath er th e criteria that
formation as required by federal law.
lead to the Yariation.
Neither mortgage banks nor commercial banks were included in this analysis. Mortgage banks are the major source
of federally insured mortgages in Dallas County. but inforMarket Variables and Loan Allocation
mation on them is not available because the Home Mortgage Disclosure Act only requires that deposit lenders re\\'h en confronted with the wide geographic variation in
port their home loans. In a sample of real estate transachome credit. representatives of th e lending industry retions in 1976 in Dallas County.
Table 2
som e 54 percent of all mortgages
(constituting 3 7 p erc ent of the
Geographic D istributi on of Home Credit in Dallas County, 1977
Yalue of all mortgages) were
federally insured FHA or YA
FHA and VA mortgages
Conventional mortgages
Home improvement loans
loans (see table 1). The excluValue
Value
Value
Zone
Number
(in dollars)
Number
sion of these institutions is
(in dollars)
Number
(in dollars)
therefore noteworthy. Although
Far north
101
3,459,400
7 ,265
361,471,805
996
10,717,961
commercial banks originate very Near north
68
2,218,195
3,831
155,062,849
520
5 , 130,523
22
566,694
859
24,152,834
224
few home mortgages , they are an Near south
1,540,493
Far south
8
250,575
411
15,008,669
26
200,575
important source of home impro\'ement loans.
Source: Summation of data from twenty-five reporting savings and loan institutions.
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spond that the differences show the workings of a free market. Perhaps the fundamental market factor is demand.
Clearly , aggregate demand for home credit does set a limit
on the number and value of home loans originating in any
particular neighborhood. Indeed much of the redlining controversy reduces to varying estimates of potential or unrealized demand for home credit in neighborhoods that receive few or no home loans. A second fundamental market
factor is the quality or security of loans for which there
might be some demand. All things being equal, lending institutions prefer to invest in loans that seem to offer the
greatest security.
The correlation between several indicators of loan demand and security and the actual level of home credit allocated to fifty Dallas County communities can be shown
(see table 3). (A correlation is a statistic that measures the
association of the relation between two variables: in other
words, how much the change in one can be accounted for
by the change in the other. A correlation of 0.00 means
there is no relation; a correlation of I. 00 means perfect correspondence.) The indicators of demand include population, number of housing units, and the magnitude of recent
changes in the housing stock. The indicators of Joan security include measures of family income , value of housing ,
and the ratio of housing value to income. s A strong and
consistent pattern exists between the various indicators of
demand and all forms of home credit and between the indicators of security and all measures of conventional credit.
The link between federa lly insured loans and security is
much weaker. Security considerations do play a role in the
allocation of federally insured mortgages, but the security
threshold is significantly lower compared to that of conventional credit.

Given the relatively strong empirical association between the market indicators and investment decisions, these
indicators can be used to predict how much credit various
Dallas communities will receive. Since the correlation coefficients are less than one, these predictions will not be equal
to the actual investment. If one assumes that the indicators
adequately describe market forces, then the differences between actual and predicted investment is a measure of the
effects of nonmarket factors in home credit allocation in
Dallas County. Deviations from those factors, lenders claim,
produce geographic variation in home credit and could
imply that discrimination is being practiced. Communities
in the far north section of the county received substantial
investment beyond what would have been expected on the
basis of market demand and security (see table 4). Investment in the near north and far south zone was approximately what the market indicators would predict. The surplus in the northern areas of the county appears in some
sense to have been drawn from the near south zone .6

Policy Implications

The relatively rapid development of the northern sections of Dallas County has had important implications for
the city of Dallas since in general this growth has occurred
outside the city limits. By contrast, the southern sections of
the county (particularly the near southern zone) are within
the city.
Perceived imbalances in the allocation of private home
credit within metropolitan areas have Jed to a great number
of proposed governmental responses. Perhaps the most
direct - and certainly the most controversial-is some form

Table 3
Correlation between Home Credit and Selected Market Indicators
for Dallas County Statistical Communities

FHA and VA
mortgages
Market indicator
Demand
Population , 1976
Total number of housing units, 1976
Proportion of total number of families
living in same house at least five years, 1970
Number of new housing units, 196S-l 968
Number of new housing units, 1969-1970
Number of new housing units, 1970-1976
Number of new housing units, l 96S-l 976

Number

Home improvement
loans

Conventional
mortgages

Value

Number

Value

Number

Value

.S4
.47

.S9
.S3

.63
.S9

.so
.47

.68
.62

.S9
.S4

-.13
.S 1
.32
.S8
.S7

-.16
.60
.40
.6S
.6S

- .34
.76
.68
.6 8
.78

-.3S
.70
.67
.61
.76

-.31
.80
.70
.63
.7S

-.24
.73
.66
.S7
.69

.17
.23
.07
.07

.23
.23
.12
.13

. 63
.42
.66
.71

.66
.44
.7 S
.80

.61
.34
.S9
.7S

.66
.38
.70
.76

.02
-.OS

.04
- .01

.44

.S 1
.60

.34
.42

.44
.53

Loan Security
Estimated household income , 1976
Average family income, 1970
Average asking price of housing , 1970
Average value of housing, 1970
Ratio of family income to asking price of
housing, 1970
Ratio of family income to value of housing, 1970

.so

Note: The units used in the table are st~tistical ~ommunities created by the Dallas Department of Urban Planning by aggregating sets of contiguous census tracts. For areas outside the city of Dallas , the communities are usually suburban municipalities · within the city they are
~~u ~ly homogeneous neighborhoods. For further description of the statistical communities see city of Dallas: Housing Assist~nce Plan,

7
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of direct credit allocation, often suggested as an alternative
by representatives of community organizations who wish to
force lending institutions to invest in their neighborhoods.
As one might expect, representatives of lending institutions
greet this prospect with something akin to horror. Beyond
industry rhetoric , however, the problems involved in government allocation of home credit outside the market
framework are serious. Those skeptical of direct credit allocation also point out that much less drastic intervention
into the housing market (through programs like public
housing, urban renewal, and low-interest mortgage subsidies) have often seemed counterproductive. Whatever the
vices and virtues of credit allocation , there seems little
likelihood that such a policy will be politically possible in
the very near future. Indeed, hardly any national policy
maker argues for such an approach . All the national disclosure requirements passed by Congress have specifically
disclaimed that the regulations were to be interpreted as
supporting anything other than sound lending practices in
reviewing loan applications.
For the most part federal policy regarding redlining and
disinvestment has been one of market enhancement. In
particular, it has involved increasing consumer information, which is assumed to be perfect in most competitive
market models. The Home Mortgage Disclosure Act allows
individuals and community organizations to obtain data on
where individual institutions make loans, and the Community Development Act requires savings institutions not
only to disclose where loans are given, but also to provide
information on the community perceived as targets by the
institution. The purpose of these regulations was, of course ,
to spur consumer groups to withdraw support from savings
institutions that were not supporting the community in
which they were located . Indeed, community organizations
have made numerous attempts to force savings institutions
to increase their level of neighborhood investment on the
basis of this disclosure data. These pressures are likely to increase as data become more generally available.
Other attempts to increase the flow of private credit
into areas generally thought to be credit poor have included
federal and local attempts to modify the perception of risk
through subsidy or insurance programs. Of particular interest is the Dallas Neighborhood Housing Service (NHS),
which attempts to direct home credit to specific target
neighborhoods by increasing market information for both

consumers and lenders. The NHS is a private corporation
that attempts to match credit-worthy individuals with lending institutions that have indicated they are willing, at least
in principle, to make loans in the target neighborhood .
Initially the NHS began in one community in Dallas and,
after its success, spread to two new areas. The community
with the longer running NHS program shows slightly more
conventional mortgage credit than might be expected from
the statistical analysis. The picture is, however, far from
clear. The community reports slightly fewer FHA and VA
mortgages and fewer home improvement loans than would
be expected from the market indicators.
The limited success of programs like NHS suggests that
at least some of the nonmarket geographic variation in credit allocation results from lack of information on the part of
lenders rather than an explicit decision to discriminate
against a particular geographic area. If this view has merit,
such information-producing programs may represent a
low-cost , politically possible strategy to reduce alleged
redlining and disinvestment. If such programs fail to generate adequate levels of home credit in inner-city neighborhoods, however, political authorities may be faced with the
prospect of significantly more involvement in the home
credit market.
Notes

1. Much of the evidence that redlining is a problem is summarized in
National Commission on Neighborhoods, People Building Neigh borhoods: Final Report to the President and Congress of the United
States (Washington : Government Printing Office, 1979), pp. 1-65 .
2. Congressional concern with the issue of disinve stment led to the
passage of Title IX of the Community Development Act of 1977 ,
which requires that all deposit lending institutions define a target
service community. See National Commission on Neighborhoods,
People Building Neighborhoods, pp. 66-1 29.
3. George Benston, "The Persistent Myth of Redlining," Fortune 97
(1978) : 69 .
4. Since a number of census tracts in the Dallas-Fort Worth SMSA
overlap into different cities, lending institutions must indicate in
which city a loan has been made. Unfortunately, few savings and
loan institutions complied with this requirement and none were
willing to correct their statements. The Federal Home Loan Bank
Board initially indicated that they knew of no such disclosure provision. Only after I reported the con tent of the law did the board
act. One savings and loan institution still refuses to correct its statement.
5. An ex tensive literature covers the
supposed correlations of mortgage
Table 4
default and delinquency . Default is
negatively associated with income no
Differences between Actual Allocations and Market Predictions
matter whether the latter is measured
of Home Credit in Dallas County , 1977
directly in disposable inco me or, as is
more often the case, indirectly in the
FHA and VA mortgages
Conventional mortgages
Home improvement loans
proportion
of income devoted to
Value
Value
Value
meeting the mortgage.
(in dollars)
umber
Zone
umber
(in dollars)
umber
(in dollars)
6. A more complete description of
1,026,416
1,915
Far north
31
102 ,071,407
264
2 ,870 ,385
how these estimates were gener131 ,711
66
Near north
243,930
- 5
- 20
121 ,038
ated is available from the author; see
-975,899
-1,942
-28
ear south
-90,726,991
-178
-2,188,669
53,513
11
2
- 63
Far south
-11 ,9 38 ,427
- 800 ,862 also Ri chard Hula , "Private Investment and Public Policy ," Social
ote: Differences were calculated for each statistical community, then aggregated into county zones.
Science Quarterly (forthcoming).
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Citizens' Views of Growth in Houston
Susan A. Mae l\lanus
In May 1980 a group of Houston business leaders funded
a multiyear program designed to halt the further deterioration of local control of development. The goal of the group
is to maintain Houston as a model of the free enterprise
system by identifying and correcting deficiencies in the local decision-making system through determining what citizens regard as the shortcomings of local government. Public
opinion polls taken by Houston researchers between 1975
and 1980 indicate that citizens identify certain problems
(such as mass transit, flooding and drainage, pollution and
inner-city decay, crime, traffic and congestion, and maintenance of streets and roads) as serious, consider the local
government's responses to these problems to be inadequate,
and believe that the local government cannot plan and
manage growth. 1

General Attitudes toward Growth

In June 1979 Robert D. Thomas and Richard W. Murray
surveyed 647 voters registered in Harris County and asked
them if they, in general, thought growth was good, bad, or
2
mixed. A majority of the respondents (59 percent) saw
growth as having "mixed results ," but the sample generally
tended to be more positive than negative toward growth:
26 percent felt growth was "a good thing" and only 12 percent thought it was "bad." Likewise , 43 percent believed
growth had benefited them personally, whereas only 31
percent believed it had harmed them. The remainder said
they were either unaffected by or unsure of the personal
consequences of growth.
While Houstonians in this poll were inclined to rate
growth somewhat positively, they were much less inclined
to give high ratings to the ability of the local government to
deal with the consequences of rapid growth.

Perceptions of Major Problems Facing Houston

A 1975 survey of one thousand randomly selected heads
of households in Harris County 3 and several more recent
Susan A. MacManus is Associate Professor of Political Science,

University of Houston.
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surveys have asked Houstonians to identify the major problems facing the area . Comparisons of these polls show consistencies and shifts in the public's concerns over time.
Since these surveys are stratified by race, it is also possible
to determine the degree to which black and MexicanAmerican citizens differ from white citizens in their assessments of problem areas.
Consistencies in Identifying Problems

Over time, citizens ranked major problems facing the
area with a great deal of consistency (see table 1). With the
exception of the problem of inflation and the high cost of

Houstonians are concerned
about the local government's
ability to manage
the ci(y's rapid growth.
living, which rose sharply in the rankings between 197 5 and
1979, mass transit, flooding and drainage, pollution and
inner city decay, crime, traffic and congestion, and maintenance of streets and roads have continued to be regarded
as the area's most serious problems. 4
Shifts in Intensity of Rankings

While the overall rankings have remained the same, the
intensity of public concern in certain problem areas has
changed. Most noticeably, the percentage of those ranking
inflation and the high cost of living as an important problem quadrupled between 197 5 and 1979. (The 1979 survey
was conducted not long after the area had had a major gas
shortage.) The percentage of persons identifying mass transit as one of the two most important problems facing the
area increased from 17 percent in 1975 to 26 percent in
1979. Other important shifts, though less marked, were the
increases in the public's concern for street and road mainTEXAS BUSINESS REVIEW

tenance. immigration-related problems , and the general lack
of responsiveness of local officials.
Contrast of Perceptions by Race

Houstonians of all races generally agree that maintenance of streets and roads, pollution and inner city decay,
crime , traffic and congestion , mass transit. and flooding and
drainage are among the most serious problems facing the
area , but th'!y differ in their relative rankings of these problems (see table 2).
Excluding the problem of inflation and the high cost of
living. the most commonly cited problems within the white
community since 1975 have been mass transit , maintenance
of streets and roads, traffic and congestion , flooding and
drainage , and crime. Although the proportions changed
very little, an increasing percentage of whites between
197 5 and 1979 regarded mass transit. street and road maintenance, lack of responsiveness of local officials , and
breadth of government control and red tape as important
problems.
The black community has consistently been more concerned with problems relating to the inner-city infrastructure (maintenance of streets and roads. pollution , inner-city
decay , flooding , drainage , sewers , and crime) than with
traffic and transportation problems. The concern of blacks
with jobs and employment , law enforcement. taxes , and
social services increased slightly between 1975 and 1979 .

The problems identified as being the most serious by
Houston 's Mexican-American community are distinct from
those of either the white or black community. While they
do share some concerns of the white community (mass
transit) and the black community (inner-city decay),
Mexican-Americans generally rate law enforcement and
education as more serious problems than do whites or
blacks. Between 197 5 and 1980, the Mexican-American
community became mu ch more con cerned with education,
immigration . and employment problems (often outside the
scope of local government authority) . In a 1980 survey of
two hundred Mexican-Americans , respondents were asked
what they believed were the major problems facing the
5
Mexican-American community in Houston at the time .
The most common responses were public education ,
immigration, employment , lack of Mexican-American
unity. discrimination, language and cultural barriers, and
law enforcement.

Evaluation of Services Provided by the Local Government

In 197 9 Thomas and Murray asked their sample of registered voters how they would rate the quality of services
provided by local governments. Approximately 4 7 percent
rated the quality as fair , 3 7 percent as excellent or good ,
and 14 percent as poor or very poor. These findings indicate that citizen evaluations of the general quality of local

Table 1
Citizen Ran kings of Majo r Problems Facing the Houston A rea,
1975 and 1979 *

1975

1979

Ranking

Problem

Percentage of citizens
ranking problem as
first or second
(n= 1,000)

1
2
2
3
4
4
5
5
6
7
8
8
9
9
9
10
10
11
11

Flood, drainage, sewers, subsidence
Mass transit
Pollution, decay
Crime
Maintenance of streets and roads
Traffic, congestion
Cost of utilities
Inflation, cost of living
Education
Inadequate social services
Drugs, alcohol
Law enforcement
Growth, overcrowding
Houdng
Lack of recreational facilities
Lack of jobs
Local tax structure
Equal opportunity for minorities
Lack of planning and zoning

22
17
17
16
14
14
9
9
8
7
4
4
3
3
3
2
2
1
1

Ranking
1
2
3
4
5
6
6
7
8
9
9
9
10
10
10
11
11
11
11
11

Problem
Inflation , cost of living
Mass transit
Maintenance of streets and roads
Traffic , congestion
Flood, drainage, sewers, subsidence
Crime
Pollution , decay
General energy shortage
Law enforcement
Education
Growth , overcrowding
Utilities costs
Drugs, alcohol
Local tax structure
Too much government , red tape
Equal opportunity for minorities
Housing
Immigration, illlegal aliens
Lack of recreational facilities
Lack of responsiveness of local officials

Percentage of citizens
ranking problem as
first or second
(n=647)
35
26
19
13
12
10
1O
5
4
3
3
3
2
2
2
1

*Respondents were asked: "In your opinion, what are the one or two most important problems facing our community today?" Responses to
the 1979 survey were classified in accordance with the categories used in the 197 5 survey.
Sources: The 1975 data are from Alumni Education Foundation , University of Houston , "Draft: Houston Community Study," January 1976 ,
Table 3·4. Figures do not add to 100 percent because of respondents' multiple answers. The completed study was published in August 1976 .
The 1979 data are from Robert D. Thomas and Richard W. Murray , Growth and Governance in the Houston Metropolis (Berkeley: University of California Press , forthcoming). The jump in the ranking of inflation, cost of living, was largely because the survey was taken close to
the time of a gas shortage.
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Table 2
Citizen Rankings by Race of Major Problems Facing the Houston Area
White citizens, 1979

White citizens, 1975

Ranking

Problem

Percentage of citizens
ranking problem as
first or second
(n=691)

1
2
3
3
3
4
5
6
7
8
8
9
9
10
10
10
11
11

Mass transit
Flood, drainage , sewer, subsidence
Crime
Pollution, decay
Traffic, congestion
Maintenance of streets and roads
Costs of utilities
Education
Inflation, cost of living
Drugs, alcohol
Lack of social services
Growth, overcrowding
Law enforcement
Housing
Lack of planning and zo ning
Lack of recreational facilities
General energy shortage
Lack of jobs, employment

21
19
17
17
17
12
9
8
7
5
5
4
4
2
2
2
1
1

1
2
3
4
5
6
7
7
8
8
9
9
9
9
9
10
10
10
10

(n=l 80)

Ranking

28
24
18
13
13
11
8
5
4
3
2
1
1

1
2
3
4
5
6
7
8
9
10
10
10
11
11
12
12
13

(n=l 14)

Ranking

18
18
13
11
11
10
10
4
4
4
4
3
2
2
2
1
1

1
2
3
4

Ranking

Black citizens, 1975
Ranking
1
2
3
4
4
5
6
7
8
9
10
11
11

Problem
Flood, drainage, sewer, subsidence
Maintenance of streets and roads
Pollution, decay
Crime
Inflation, cost of living
Costs of utilities
Housing
Mass transit
Lack of recreational facilities
Traffic, congestion
Education
Equal opportunities for minorities
Lack of responsiveness of local officials

1
2
3
3
4
4
5
5
5
5
6
7
7
7
8
8

Problem
Crime
Pollution, decay
Traffic, congestion
Inflation, cost of living
Costs of utilities
Maintenance of streets and roads
Mass transit
Drugs, alcohol
Education
Housing
Lack of social services
Growth, overcrowding
Equal opportunity for minorities
Lack of recreational facilities
Law enforcement
Lack of jobs, employment
Too much government, red tape

Problem
Mass transit
Inflation, cost of living
Maintenance of streets and roads
Traffic, congestion
Flood, drainage, sewer, subsidence
Crime
General energy shortage
Pollution, decay
Education
Law enforcement
Immigration , illegals
Lack of responsiveness of local officials
Lack of social services
Local tax structure
Too much government, red tape
Equal opportunity for minorities
Growth, overcrowding
Lack of recreational facilities
Costs of utilities

32
30
16
15
12
8
5
5
3
3
2
2
2
2
2
1
1
1
1

Black citizens, 1979

Mexican-American citizens, 197 5
Ranking

Percentage of citizens
ranking problem as
first or second
(n=465)

Problem

(n-129)

Inflation , cost of living
Maintenance of streets and roads
Pollution, decay
Flood, drainage, sewer, subsidence
Costs of utilities
Crime
Mass transit
Law enforcement
Traffic, congestion
General energy shortage
Housing
Lack of jobs, employment
Equal opportunities for minorities
Lack of recreational facilities
Lack of social services
Drugs, alcohol
Education

45
29
21
15
13
11
10
7
6
5
5
5
3
3
2
2
1

Mexican-American citizens, 1980*

6
7
7
8
8
9
9
9
9
10

Problem

(n=200)

Mass transit
Law enforcement
Maintenance of streets and roads
Education
Planning and growth management,
no zoning
Pollution, decay, garbage
Inflation , cost of living
Lack of jobs, employment
Federal programs
Immigration , illegal aliens
Equal opportunity for minorities
Flood control, drainage
Housing
Local tax structure
Social services for youth

26
17
9
8
7
6
4
4
3
3
2
2
2
2
1

*The format of the 1980 survey is different from that of the 197 5 survey. The 1980 survey report lists only the percentage of respondents
ranking a problem as th e most important, whereas the 197 5 survey lists the percentage of respondents ranking a problem as either the first
or second most important. It was not possible to use the 1979 survey data because of the unrepresentative nature of the Mexican-American
portion of the sample.
Sources: Data for 1975 and 1979 are from same sources as in table 1; data for 1980 are from Susan A. MacManus and Carol A. Cassel, "Repre·
senting America's Mexican-Americans: The Districting Difficulties" (Paper presented at the annual meeting of the American Political
Science Association, Washington, D.C., August 1980), table 4.
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services \\· ere more pos1tl\"e than negative. but certain subgroups of the population were at variance \\·ith this trend.
Whites and \!exican-Americans rated the quality of serYices much higher than did blacks ( 43 percent of the
whites. 40 percent of the ;\fexican-Americans. and only 16
percent of the blacks rated services as excellent or good).
Residents of th e city of Houston were more critical of the
quality of service from the local gowrnmen t than were Harris County residents ( 16 percent of the city residents and
only 9 perce nt of the county resid e nts rated services as
poor or very poor). A closer look at citizens· ratings of specific services in relation to their perceptions of major problems facing the Houston area helps exp!Jin these Yariations.
Citizens \\ere most dissatisfied \\·ith public transportation (70 percent). maintenance of local streets (61 percent).
drainage and flood control (49 percent). planning and
gro,1·th management ( 4~ percent). and air :md water pollution control (38 percent) (see table 3). Blacks \1·ere the
greatest critics of the quality of delivery of each serYice .
with the ex ception of public transportation. City residents
were more critical of the quality of deliwry o f each service .
again with the exception of public transportation. than
county residents.

Attitudes toward Solutions to Growth -Related Problems

Among the most common ly cited solutions to growthrelated problems are annexation. tax increases or service reductions. regionalization (shifting of a local function to a
regional or metropolitan-\\·ide government). and the direct
imposition of solutions by state and federal gowrnment. In
a sense . these solutions can be visualized as falling along a
continuum. with annexation representing a purely local

solution and federal intervention representing the highest
form of an externally imposed solution. The opinions of
Houstonians on each of these solutions have been surveyed
manv times in recent \·ears. An examination of the results
of s~ch surveys should- enab le advocates of local control of
the d eH'lopment process to b ecome aware of the public's
preferences for solutions to problems and. thereby , enable
them to develop strategies for building public support for
locally initiated solutions.

Annexation
Houston ·s liberal ann exation policy has been cited as
one o f the factors contributing to the growth of the area by preve nting the formation of an overly fragm e nted maze
of lo cal gon~rnments competing for revenue. The Thomas
and \lurray survey shows. however. that the average citizen
is either unaware of. or unconvinced of, the advantages of
Houston·s ann e xation policy. Fewer than one-third (28 percent) of the respondents to an annexation question in the
Thomas and Murray survey believed the power of annexation was .. a good thing .. : over half (5 1 percent) believed an nexation was .. not a good thing.·· Another 21 percent had
no opinion or were not sure. These results also showed that
Harris County residents \1·ere more negative toward annexation (63 percent felt it ,,·as .. bad'") than city of Houston
residents. of whom 45 percent felt it was a "'bad" policy.
'11uch oi this negativism toward annexation may have been
created by exposure to a high level of antiannexation publicity follO\\·ing th e annexation of Clear Lake City by the
city of Houston. When asked if they thought Houston
should ha\'e annexed Clear Lak e City , 70 percent of the respondents said no; 17 percent said yes: and 13 percent had
no opinion.

Table 3
Percentage of Citizens Dissatisfied with the Provisio n of Se rvices by l oca l Government, 1979
Race

Service
Public transportation
1aintenance of local streets
Drainage and flood control
Planning and growth management
Air and water pollution control
Traffic control
Law enforcement and crime control
Public education
Parks and recreation facilities
Garbage and trash collection
Fire protection
Libraries

All
(n=647)

Whites
(n=465)

Blacks
(n= 129)

70
61
49
42
38
32
26
23
20
17
9

76
59
36
45
36
31
32
18
19
9
7
4

62
75
73
45
54
44
48
40
31
47
15
9

Residence
Mexican
Americans•
(n=50)

38
44
40
8
20
14
34
20
8
14

6
0

City of
Houston
(n=444)

Harris
Countyt
(n=203)

68
68
53
44
40
32
30
30

76
47
41
37
35
32
17
8
16
7
8
5

22

21
9
4

*These figures must be interpreted with caution . The number of Mexican-Americans included in the sample was insufficient to permit these results as being rep resentative of Mexican-American opinions.
tResidents of Harris County living outside the city limits of Houston. The number includes residents living in other incorporated municipalities.
Note: Respondents were asked: "Local governments are responsible for a number of public services. I 'd like to read you a list of some of these
services and ask you if you think the local governments here are doing an excellent , good, fair, poor, or very poor job of providing these
services ." The percentage of dissastified citizens was calculated by adding the "poor" and ''very poor" responses and dividing that total
by the total number of respondents.
Source: Robert D. Thomas and Richard W. Murray, Growth and Governance in the Houston Metropolis (Berkeley: University of California
Press , forthcoming).
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Tax Increases and Service Reduction or Elimination
In the 197 5 Houston Community Study survey respondents were asked what should be done about the one or
two problems they had identified as being most important
in the next five to ten years. Most of the proposed solutions
involved spending public funds (responses included buying
more buses , hiring more police , upgrading the salaries of
government employees, building a rail system, and repairing
6
the deteriorated areas of the inner city). In Murray's 1978
survey, 61 percent of the respondents "strongly agreed"
that Houston needed more and better city services, 20
percent "somewhat agreed"; only 11 percent "somewhat
7
disagreed," and just 6 percent "strongly disagreed." Poll
results suggested that, while the public generally favored
neither tax increases nor reducing or eliminating services ,
citizens are more inclined to support the former than the
latter, under certain conditions.
Even though both the Murray survey and the Thomas
and Murray survey found that nearly two-thirds of the
population recognizes that taxes in Houston are low compared to those in other parts of the country, these same surveys showed that Houstonians generally do not feel that
they are getting their money's worth for their local tax
dollars or that the system is fair and equitable. In the Murray study 22 percent "strongly agreed " and 25 percent
"somewhat agreed" that they were not getting their money's worth from city government, while 25 percent "somewhat" believed and 19 percent "strongly" believed they
were. Responses to the same question in the 1979 Thomas
and Murray survey differed very little ( 44 percent either
"strongly" or "somewhat" felt they were not getting their
money 's worth for their local tax dollars). The Murray survey also found that 26 percent said the tax system was fair ,
46 percent said it was unfair, and 27 percent did not have
an opinion. Similarly, the Thomas and Murray survey found
that 49 percent of the population did not regard the tax
system as fair and equitable.
This general evaluation of the local tax structure as being
inefficient and inequitable enabled a local taxpayers' group
(the Tax Protest Group) to gather enough signatures to
make a formal submission of two tax relief petitions to the
Houston City Council on August 30, 1978. The city council
scheduled a referendum election for January 20, 1979 , but
the U.S. Justice Department held up the election because
the city had not yet cleared its 1977 annexations as required under the Voting Rights Act. Tax reform and annexation were intentionally linked together.
A recent study entitled "A Local Tax Reform Petition:
Who Signed It and What Difference Did It Make?" found
that precincts that strongly supported tax reform were
more likely to have been recently annexed. 8 Of the precincts with the greatest percentages of petition signatures,
16 percent had been annexed in either 1977 or 197 8; of
the precincts that yielded the smallest percentages of petition signatures, only 6 percent had been annexed in 1977
or 1978.
In the Murray survey respondents were asked whether
they thought the city should spend more, less , or about the
170

same on certain services and were cautioned that to spend
more on one thing, it was necessary to spend less on others
or to raise taxes. In specific service areas, according to this
survey, Houstonians wanted to spend more or to maintain
9
current levels of spending. A similar question in the
Thomas and Murray survey asked respondents for their
level of agreement or disagreement with the idea of cutting
local taxes even if some services would have to be reduced
or eliminated. Almost two-thirds of the respondents were
opposed to services being reduced or cut just for the sake of
a tax cut (65 percent either "strongly disagreed" or "somewhat disagreed" with a tax cut if it meant services had to be
cut).
These surveys suggest that tax increases are a slightly
more popular solution to service demands created by rapid
growth than is annexation - particularly when the public is
convinced that services will have to be cut back or eliminated without a tax increase.
Regional or Metropolitan Government
The formation of a regional or metropolitan government
is often given as a solution to problems involving many
local governments. The Thomas and Murray survey showed
that Houstonians are favorably disposed to such a solution
- much more than they are toward annexation or tax increases. Of those asked, 23 percent "strongly agreed" and
36 percent "somewhat agreed" that such a governmental
entity should be set up, whereas only 11 percent "somewhat disagreed" and 20 percent "strongly disagreed." (The
remainder did not have any opinion or were not sure.)
Thomas and Murray found Harris County residents to be
more opposed to a regional or metropolitan government
than were residents of the city of Houston (39 percent of
the Harris County residents sampled and only 27 percent of
the city of Houston residents sampled generally disagreed
with the idea).
Intervention of Higher Levels of Government
Citizens clearly prefer state intervention to federal intervention : 18 percent "strongly agreed ," 42 percent "somewhat agreed," 22 percent "somewhat disagreed," and 15
percent "strongly disagreed" that the state government
should be involved in local problem solving. In marked contrast, only 11 percent "strongly agreed," 28 percent "somewhat agreed," 20 percent "somewhat disagreed ," and 38
percent "strongly disagreed" with the statement that "the
federal government has to be involved if local public problems are to be solved."
Federal intervention was most vehemently opposed by
Harris County residents (65 percent "strongly disagreed"
and 18 percent "somewhat disagreed" with the need for
federal involvement in local problem solving). In general,
whites disapproved of federal intervention much more than
blacks or Mexican-Americans. In fact, federal intervention
was heavily supported by the city's minority populations
( 63 percent of the blacks and 64 percent of the MexicanAmericans surveyed either "strongly" or "somewhat"
TEXAS BUSINESS REVIEW

agreed that the federal government
should be involved). Opinions on the
need for state intervention did not
vary as much by race or place of
residence, although the patterns are
the same as for opinions on federal
intervention.
Based on these surveys , Houstonians
are generally more supportive of solutions falling in the middle of the continuum of government-initiated solutions (tax increases, regionalization ,
state involvement) than of solutions
falling at either extreme (annexation,
direct federal involvement). Houston's
minority citizens , however, are considerably more supportive of both of
these "extreme" solutions than are
their white counterparts.
Notes
1. This review covers only publicly disseminated polls. It does not include polls conducted for political candidates or sold on a
subscription basis to private customers.
2. Robert D. Thomas and Richard W.
Murray, Growth and Gol'emance in the
Houston Metropolis (Berkeley: University
of California Press. forthcoming).
3. Alumni Educational Foundation. College
of Business Administration. Houston Commwzity Study (Houston: University of
Houston. August 1976).
4. These results differ only slightly from
those of the 1978 survey reported in Richard W. Murray. Public Attitudes in Harris

County: Updating the 19 75 Houston
Community Study (Houston: University of
Houston. November 1978). In the 1978
survey. the five most-cited problems were
transportation and transit (including traffic
and congestion). crime and law enforcement .
pollution and decay of the city. !loading
and drainage. and high taxes.
5. Susan A. MacManus and Carol A. Cassel.
"Representing
America's
MexicanAmericans: The Districting Difficulties"
(Paper presented at the annual meeting of
the American Political Science Association.
Washington. D.C., August 1980). table 4.
6. Alumni Educational Foundation. "Houston Community Study." table 3-6 of draft
report, January 1976.
7. Richard W. Murray. " Houston Tax
Study: Preliminary Report." Public Affairs
Research Center , University of Houston .
No,·ember 1979. p. 3.
8. Susan A. MacManus, "A Local Tax
Reform Petition: Who Signed It and What
Difference Did It Make?" Southern Reriew
of Public Administration (in press).
9. Murray , "Houston Tax Study." p. 4.
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Outlool{ for the Texas
•
1990
Oil and Gas Industry Ill
Kt·n1H·lh E. Kniµ;ht

Tt•rry K. Dorsey
In I 990 the Texas energy industry will most likely consist primarily of the oil and gas industry , as it now does.
Rapidly rising prices will probably increase revenues and
profits, but little change is expected in total production. At
the same time, the need for technological advances will
probably require greatly increased capital expenditures and
research and development funds. While additional jobs will
be few in number, the personnel needed will tend to be
highly trained experts.
While predicting the performance and resource requirements of key industries is a vital part of planning, the recent growth of Texas complicates the planning process; the
requirements for housing, transportation , power, and public services have been constantly increasing. Since major
facilities can easily take ten years to build , waiting for a
need to become obvious may result in frustration and
restricted growth .
No industry-wide data is readily available for Texas, but
state employment data available from the Social Security
Administration by Standard Industrial Classification (SIC)
together with the ratios of national average sales for each
employee can lead to some useful estimates. Net income ,
capital expenditures, total assets, and research and development expenditures can also be calcu lated.
For this ana lysis, the energy industry was divided into
three sectors: oil and gas production (SIC 1311 ), oil and gas
equipment (SIC 35 33) , and oil and gas services (SIC 1381,
1382, and 1389). The figures derived by this method will
tend to be somewhat conservative because , since only
primary SIC codes were used, some of the larger companies
with substantial nonenergy, refining, and marketing reveKenneth E. Knight is Professor of Management, Univ ersity of Texas
at Austin. Terry K. Dorsey is Senior Consultant, Interactiv e Data
Corporation. Michael Stone and Warren W. Fisher are graduate
students in the Department of Management, Univ ersity of Texas at
Austin. Funding for this study was provided by the Texas 2000
project, sponsored by th e Texas governor's office. The authors
thank Interactive Data Corporation and Chase Econometrics for
processing and analyzing th e data.
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Michael Stone
Warren W. Fisher
nues (like Exxon and Mobil) were necessarily excluded and
because the Social Security Administration does not always
get SIC codes on part-time and self-employed persons.

Four Projections for 1990

The historical data obtained in this manner were regressed against the econometric model maintained by Houston's Interactive Data Corporation and Chase Econometrics
(both subsidiaries of Chase Manhattan Corporation). The
trends thus established were then projected using four
assumptions: that the Texas sectors would grow at the same
rate as their national counterparts for the next ten years
(projection 1); that the Texas sectors would outperform
their national counterparts to the same degree that the
Texas economy has outperformed the nation during the
last ten years (projection 2) ; that the Texas sectors would
continue to grow for the next ten years at the same rate as
they have for the last ten years (projection 3). A fourth
projection was made for each sector using data and opinions from industry experts.
The numerical analysis contains data only on the oil and
gas sectors of the Texas energy industry. Nuclear, coal,
solar, geothermal , and synthetic fuel energy have been
omitted because they currently constitute only a small
segment of state energy, although they will certainly play
an increasingly significan t role in the future. Texas has
extensive yellowcake (uranium ore) reserves and is currently the third largest uranium-producing state in the
nation. One of the country's two pilot coal-liquification
plants is now in operation near Baytown, Texas, and
studies are now in progress on the possibility of using lowtemperature geothermal energy for heat in Marlin and
Corsicana. Texas holds much of the nation's supply of
lignite; the low-grade coal requires stack scrubbers because
of its high sulfur content, but the costs of other fuels have
already led some Texas power plants to begin the conversion process. In add ition, Texas will surely get a portion
TEXAS BUSINESS REVIEW

of the multibillion dollars that will come from the Synfuels
Corporation Act, which was signed by former President
Jimmy Carter on June 30, 1980, to stimulate production of
synthetic fuel and solar energy . From all indications however , these sectors will continue to take a back seat to oil
and gas for the next ten years. 1
Sales is one significant measure of the strength of an
industry (see figure). Between now and 1990 oil and gas
sales are expected to increase tremendously , but the apparent growth is mostly the result of inflation. In fact ,
actual oil and gas production in Texas is expected to
decline slightly by 1990. The model predicted that 1990
price levels will be 722 percent of 1978 levels for both the
production and services sectors . The most likely projection
calls for production to decrease by 4 .1 percent and services
to increase by 3 percent between 1978 and 1990. The
equipment sector is forecast to grow about 7 5 percent
larger during the same period . Several factors have created
this unusual situation. Decontrol of oil and gas prices and
reduction in the windfall-profits tax, as favored by President Ronald Reagan, will stimulate production but allow
huge price increases. Demand , on the other hand , is actually
falling as consumers react to high prices. In 19 79, total U.S.
demand for all liquid petroleum products fell 1.2 percent
from 1978 levels. 2 Alternative energy sources will also
begin to absorb more of the oil and gas market as time
passes. The significant real increase in equipment sales is
largely the result of demands for sophisticated machinery
to produce marginal wells.
Projected Sales of the Texas
Oi I and Gas Industry by Sector, 1990

The data can be broken down to provide a look at projection for the individual sectors (see table).

Production
For oil and gas production , the fourth projection,
computed from estimates from the Texas Energy and Natural Resources Advisory Council and the Texas Railroad
Commission, seems most likely. This projection shows
sales to be somewhat lower than national average forecasts
(projection I) , but greater than past growth in Texas
(projection 3). The third projection is the most conservative because of the effect of the mild past price increases
compared to expected high future inflation. For this and
the other sectors, the second projection of sales levels is far
above the other proje ctions and is probably unrealistic.
Regardless of which proje ction one chooses, profits are
expected to grow tremendously . Projection 4 calls for oil
and gas production profits in Texas to increase more than
sevenfold to over $5 billion by 1990 . In spite of the net loss
in total real production , huge increases in this sector are
expected in both annual capital expenditures and total
assets. To a large extent , this increase reflects the added
investment necessary to produce marginal or stripper wells.
At current prices, the use of stripper well techniques increases the state 's oil reserves by about 6.1 billion barrels or
37 percent. 3 That figure will increase as increasing prices
make more wells cost effective. The increasing technology
level will necessitate large research and development expenditures. Employment, however , will change little.

Equipment
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The equipment sector , which
will share in the industry's growing sales and profits, is expected
to have substantially less inflation and a significant amount of
real growth . Sales of enhanced
recovery equipment will make
up much of the gain , as sales increase from the current 7 percent to 1 2 percent of total equipment sales by the end of this
4
decade . Nationally , this sector
is almost completely dominated
by Texas-based firms. For this
sector the first and third projections offer identical forecasts .
Projection 4 is based on the National Petroleum Council forecast for oil and gas equipment
based on rig-count estimates, but
the council's estimates are probably conservative. For that reason , projection 1 is the most
likely; projection 2 is not considered to be very likely .
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High capital expenditures can also be expected as equipment firms shift to newer, more sophisticated equipment
models. Research and development expenditures , however ,
are expected to increase comparatively slower, reflecting
recent trends in the sector. The modest research and development expenditures are expected to preclude productivity
gains; consequently , substantial employment growth will
be required to keep pace with the higher real output levels.
In fact, of the three sectors, equipment is expected to have
both the highest percentage of growth and the largest
actual growth in employment.

Services

the decade. Requirements for research and development
money will also grow quickly but at a much lower absolute
level than capital expenditures will. Modest real growth in
the industry will result in limited requirements for additional employees with about 66,000 total new positions
expected ( 42 percent more than existed in 1978). Filling
the openings may be easier said than done, however, since
there are already shortages in several key areas. The national demand for experienced petroleum engineers, chemical
engineers, geologists, geophysicists, and lease securers
currently exceeds the supply by 15 ,000 a year. 5 Rapidly
rising salaries will undoubtedly attract more people to the
field , but training in these areas is long and recovery from
the current shortages will take years. Providing these highly
trained people and adjusting to tremendous financial
changes will be a major challenge for the state in the
coming decade .

Firms that provide oil and gas services will also benefit
from the industry 's increasing profits and the technology
requirements of bringing in marginal wells . The vital nature
of the services sector can be seen from its sales , which
approach those of the production sector, and profits ,
Notes
which exceed those of the other two sectors combined.
Projection 4 for this sector, compiled from National Petro1. J. Fuquay, " Just How Glowing is Uranium's F uture in Texas?"
leum Council forecasts modified by information from
Texas Business, January 1980, p. 61 ; R. Sumpter, "Commercial U.S.
industry consultants, is the most likely outcome. AllowSynfuels Output Seen by Late 1980s," Oil and Gas Journal, October
ances were made for the general trend toward more sophis27, 1980, p. 30 ; C. M. Woodruff, Jr., "Geothermal Ground Water
in Central Texas : A Potential Energy Resource," Texas Business
ticated techniques , and it was assumed that Texas will have
Review, September-October 1979, p. 153; A. Hughey , "Poor Man's
less growth in enhanced recovery services than the rest of
Coal," Forbes, August 6, 1979, p. 28; and "Carter Signs Synfuels
the nation because most Texas wells suitable for water
Corporation Act ," Oil and Gas Journal, July 7, 1980, p. 42.
flood and steam injection are already using these tech2. " U.S . Oil Demand Falls as Prices Rise," World Oil, February 19,
niques. Most Texas oil is relatively light and does not re1980, p . 64.
quire the advanced methods . The result is a forecast less
3. L. W. Lake, "Enhanced Oil Recovery," Texas Business Review,
than the national performance (projection 1) and more
September-October 1979, p. 162.
than past Texas growth (projection 3). Again, projection 2
4. "Sharp Rise Seen in Demand for U.S . Equipment," Oil and Gas
is not considered likely.
Journal, June 2, 1980, p. 70.
Huge increases in capital expenditures will also be re5. "Oil Firms Battle for Experienced Professional Personnel," Oil
quired in the services sector if it is to keep pace with adand Gas Journal, August 4, 1980, p. 37.
vancing technologies. In fact ,
investment is expected to run
Performance Measures of the Texas Oil and Gas Industry
so high that total assets will
by Sector, 1978 and 1990
exceed that of production firms
by 1990. Much of the new
Measure
Year
technology in the oil and gas
Production
Total
Equipment
Services
industry is expected to come
Sales (millions of current dollars)
from the services group, which
1978
19,825.5
10,214.5
2,541.5
7 ,069.5
1990
134,955.6
70,702.8
11,878.7
52,374 .1
should have sizable increases in
income (millions of current dollars)
expenditures for research and Net
1978
1,865 .7
713.0
956.5
196.2
development.
1990
14,245.7
5,267.4
1,048.9
7,929.4
Outlook

The three oil and gas se ctors
are expected to increase almost
seven times in sales, reaching
$ 13 5 billion a year by 1990.
Profits are likely to increase even
faster, but at $ 14 billion they
will make up less than half of
the $30 billion in capital expenditures expected to be required annually by the end of
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Capital expenditures (millions of
current dollars)
1978
1990
Total assets (millions of current dollars)
1978
1990
Research and development expenditures
(millions of current dollars)
1978
1990
Employment (thousands of employees)
1978
1990

2,685.4
15,901.1

264.3
1,056.0

2,112.4
13,423.5

5 ,062.2
30,380.6

13,118.5
77,073.1

2,385.5
10,879 .7

11,560.7
82,373.9

27 ,064.7
170,326.7

20.4
169.7

28.2
89.1

118.1
843.2

166.7
1,102.0

41.6
43.8

41.7
75.8

76.3
106.5

159.6
226.1

Note : ~orecasts for 1990 are from projection 4 for production and services and from projection 1 for
equipment.
Source : Interactive Data Corporation.
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The Effect of the Antiblackout Law
on Professional Football Teams in the Sunbelt
Jeff )ladura
A professional football team's main revenue sources are
televising games and increasing no-shows? The testing of
this possible relation may indicate whether the team
gate receipts, broadcasting. and concessions. While all teams
in the National Football League (NFL) strive to increase
owners· resentment of the anti blackout rule is justified .
gate receipts , each team seems to have its own philosophy
If televising lo cal football games increases no-shows ,
on broadcasting and concession revenues. Some team
concession revenues will decrease accordingly. Since most
owners have suggested that the televising of football games
teams receive a portion of concession revenues , team
owners are understandably concerned with the potential
reduces concession revenues. These owners believe that
the televising of a home game causes some ticket holders
relation between television and no-shows. In addition ,
to stay home to watch the game: these people are known
however. a blackout can be logically supported only if the
televising of a game redu ce s a team 's concession earnings
as no-shows. An examination of relevant data. however,
suggests that the percentage of no-shows does not increase
by an amount that exceeds the accrued broadcast earnings.
With the help of the Federal Communications Commiswhen a home game of a Sunbelt team is televised. In fact.
the revenue a team makes from broadcasting rights would
sion. I co mpiled data from the 1 977 season for all of the
typically offset any decrease in concession revenues if
home games of the Sunbelt teams. (In this article the
televising were to increase no-shows.
Atlanta Falc ons. Dallas Cowboys , Houston Oilers , Los
In the past. some team owners resented Public law 93Angeles Rams_ Miami Dolphins, New Orleans Saints, Oak107. which abolished television blackouts of professional
land Raiders . San Diego Chargers, San Francisco Fortyfoo tball ho me games that had been sold out for seventyNiners . and Tampa Bay Bu ccane ers are classified as Sunbelt
tw o hours before starting time . Although this la\\' is no
teams.) Since 1977 , necessary data for such a study have
longer in effect. the National Football league has conbeen confidential: therefore. the 1977 season provides the
tinued to follow its stipulations. Since the blackout is lifted
most current data for this research.
only after a game is sold out. however. a locally televised
Under the blackout rule , a game will be televised only
game cannot hamper gate receipts. Team owners who
if it is sold out: therefore, only those teams that sell all
criticize the abolition of the blacking out of sold-out games
their tickets would be subject to increased no-shows beshould realize that televising
home games not only enhances
Tab le 1
fan interest. but also can generTelevision Exposure of Professional Football Teams in t he Sunbelt , 1977
ate additional profits.

Team

Total
home
games

A tl anta Falcons
Dallas Cowboys
Houst o n O il ers
Los Angeles Rams
Miam i Do lph ins
New O rl ea ns Saint s
Oakland Raiders
San Diego Chargers
San Fra n cisco Fort y- iners
Tampa Bay Bu ccaneers

7
7
7
7
7
7
7
7
7
7

The Scope of the Study
This article is not concerned
with attendance at games . but
rather with those people who
could attend and choose not to .
Is there a relation between
Jeff Madura is a teaching assistant in
the Department of Finance. Florida
State L"ni1·ersit_1·.
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To tal

70

umber of
home games
televised
1

s
1
2

Number of
home games
not televised

Percentage of
home games
not televised

6
2
6

86
29
86

s

71

0
7
0
0
0

6
7
0
7
7
7

86
100

17

53

76

1

0

100
100
100
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What Factors Affect the Number of No-shows?
A number of factors other than the televised
status of a home game may affect the number of noshows. The weather, the expected performance of
the visiting team, and the possibility of a playoff
berth for the home team are all factors that deserve
attention. In order to estimate the influence of noshows of each of these factors, I pooled data for all
the 1977 Sunbelt home games.
A relative temperature reading, measuring all
negative deviations from the mean temperature of
the individual city at the specified time of year, was
recorded for each game. This variable was useful
because a temperature of 50° F is likely to influence
no-shows more in Miami than it does in San Francisco. The results of the analysis indicated that the
temperature had no significant effect on no-shows in

cause of television exposure. Only 24 percent of the Sunbelt games, therefore, were vulnerable to this potential
problem (see table I) . Some teams were not influenced in
any way by this problem since they never sold any of their
games out and, consequently, had no home games televised .
The relation between a televised home game and no-shows
is ex tremely important , however, since the overall quality
of the Sunbelt teams has increased substantially in the last
few years. The Atlanta Falcons, Houston Oilers, San Diego
Chargers, and Tampa Bay Buccaneers have improved to
such a degree that they are now exposed to the consequences of the antiblackout rule. Eventually , other Sunbelt
teams will surely be affected by this rule . For almost any
professional football game, some ticket holders will fail to
show , but the more important problem is the effect that
televising a game has on the percentage of no-shows. Although this problem cannot be analyzed for those Sunbelt
teams that televised either all their games or none of their
games , the differences in the average percentages of noshows for locally televised home games and for nontelevised
home games for those Sunbelt teams subject to both situations can be examined. Five of the teams in the Sunbelt
were in this ca tegory-A tlanta , Dallas, Houston , Los Angeles, and Miami (see table 2).

the Sunbelt cities. The consistently mild weather enjoyed by fans in these cities probably explains this
result. (In NFL cities outside the Sunbelt, however,
there were direct relations between low temperatures
and no-shows and between inclement weather and
no-shows.)
The expected performance of the visiting team (as
evaluated by the team's home standings) significantly
affected the number of no-shows. Also, a strong
correlation existed between no-shows and the home
team's chances for a playoff spot; teams with playoff
possibilities had a considerable reduction in no-shows
at their home games. This finding lends support to
the NFL practice of allowing the two best secondplace teams in each three-division league to participate as wild cards in the playoffs.

v1s1on network to a team for the broadcasting rights. This
amount is typically large enough to offset any decrease in
concession revenues even if a televised home game did
cause an increase in no-shows. In addition, broadcasting
revenues are essentially pure profit and concession profits
are diluted by the costs of providing these services. Some
Sunbelt tea ms do not even receive a portion of the revenues
earned by the concessionaires hired for home games.
The stipulations of the antiblackout law, in fact, help
rather than hinder Sunbelt teams. Sold-out games typically
are played by high-quality teams that stimulate fan interest.
The no-show percentage, therefore, is not affected by the
televising of a home game .
An appropriate study in anticipation of the 1981 season
would involve an analysis of no-shows over the past three
seasons. The NFL, however, has refrained from supplying
the no-show data necessary to complete such a study . Pete
Rozelle , the commissioner of the NFL, has issued a statement indica ting that the antiblackout rule is harmful to
professional football. The data from the 1977 season, however , demonstrate that the antiblackout rule is both beneficial to the fans and financially rewarding to the owners.
Table 2
Average Percentage of No-shows
for Televised and Nontelevised Home Games, 1977

No-shows in the Sunbelt
The average percentage of no-shows for all nontelevised
Sunbelt ho me games was actually greater than the average
percentage of no-shows at all televised Sunbelt home games.
This surprising result may be explained by other factors
(see box). Since whether or not a game is televised is not
a major influence on no-shows, concession revenues will be
unaffected by a locally televised game. There is , however,
a reward for televising a game: the revenues paid by a tele17 6

Locally televised
home games

Team

Non televised
home games

Atlanta Falcons
Dallas Cowboys
Houston Oilers
Los Angeles Rams
Miami Dolphins

7.9
1.8
7.5
10.4
11.5

2.4
3.5
9.4
8.9
8.6

7.8

6.5

Total
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The Land Development Process
•

Ill

Texas Coastal Areas

Valinda Parker
Kent S. Butler
In the development of land-especially for vacation
homes in such coastal areas as the Texas coast - there are
several stages where risks tend to jeopardize the profitability of the project . We offer a checklist of th e major steps
in the land development process, emphasizing the stages in
which risk and uncertainty are prominent (see figure). 1 The
first three stages of the land development process are
devoted to planning, designing , and testing th e economic
feasibility of a project. If, at any time during this p eriod.
the project appears infeasible, the design can be su bstantially altered or the entire project postponed indefinitely.

Idea Inception Stage
A variety of market study techniques are used by developers as preliminary indicators in deciding whether to start
a project. Formal market analysis approaches-usually
involving an analysis of general market conditions. a determination of demand for housing typ es, and a generation
of buyer profiles -are often em ployed by firms undertaking
a new type of project or entering an unfamiliar geographic
area. Coastal developers in T exas. while tending to use more
informal techniques, also tend to assume that market
demand for vacation housing is strong. Becau se their operations are often located in, or adjacent to, small cities and
towns, th ey are familiar with the absorption schedules.
price ranges, and o ther specific features of similiar projects .
They can. therefore. rely to a large ex tent on past experience. intuition , and the success of th eir predevelopment
sales in gauging market preferences.
Methods used to determine market demand for vacation
homes differ from those used to determine the market for
Valinda Parker is Crban Eco110111ist and Land Planner. Public Serrice Co111pa11y of .\"e\\' .ifexico. Kent S. Butler is Assistallt Professor
of Co111111u11ity and Regional Pla1111i11g, Cnil"ersity of Texas at
Austin.
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primary homes . While the latter rely heavily on census data
describing the ages, incomes, and other characteristics of
the population within a defined market area, analyses of
markets for vacation home s cannot use these data because
purcha sers are not located in one city or even a single stat e
or region. Developers of second hom es can ana lyze tourist
informatio n that is usually available from chambers of co mm erce or sim ilar organizations or can survey other development projec t s, both ex isting and planned , in the area.
At this stage the regulatory environment of the area to
be developed must be considered [see the authors' previous
article , "Texas Coastal Land Development and Environmental R egulation ," in the January-F ebruary 1981 issu e ].
If th e regulatory devices of municipalities , counties , state
agencies. and federa l agencies and the concerns of ci ti ze n
groups toward development are ignored at this stage, costly
delays may occur at later stages .
Th e market study must be correlated with an investment
analysis. A pro forma balance sheet delineating maximum
costs and minimum income is usually drafted as an initial
test of projec t feasibility . If the project appears profitable,
a development team (lawyers, environmental consultants,
engineers. and architects) will begin coordinating activities .

Idea Refinement Stage
Du ring th e second stage, the devel o per locates a suitable
site and acquires or sec ures the land through purchase, option. or lea se and. eventually . begins discussio ns of financing with potential lenders.
Sin ce ideal sites are rarely found. th e fina l decision in
choosing a parcel involves a number o f trade-offs. Th e site
must be physically amenable to developm ent and th e owner
willing to relinquish all or part of his controlling interest
in th e property. At thi s stage the developer do es not know
if the project will meet th e necessary permi t requirement s
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of zoning, subdivision and environmental regulations, and
policies regarding municipal extension of water and other
services. The developer must consider the property's
location in relation to transportation and water, aesthetics
of the site and of neighboring areas, and such cost-affecting
factors as soil type and topography.
In site acq uisition, as in every other major activity stage,
the developer seeks to minimize carrying costs and may,
therefore , attempt to control a site through a purchase
option rather than fee-simple ownership. In multiphase
projects, large tracts may be purchased outright and inventoried for later development. Carrying costs on such
projects, however, can be disproportionately large; the proceeds from initial lot sales and early phases of development
usually must be reinvested to meet the continuing costs.
Because of the tight cash flow and the level of risk in
making large early commitments, unanticipated regulatory
requirements, changes, or delays may significantly affect
the completion schedule and total project cost.
Precommitment Stage
The market analysis will give the developer an idea of
the type of project, the size, the design, and the price
range that will satisfy demand. The developer is now ready
for concluding the planning and design stages and beginning
the feasibility analysis that will provide the final assessment
of the profitability of the undertaking. The feasibility
analysis enables the developer to see whether intuitions
about the project are correct.
The feasibility study consists of four steps. First, total
project cost is estimated, and then sales or rental revenue
is projected . Next, the schedule of payments and revenue is
converted to a year-by-year analysis of the pretax cash
flow. Fourth, the yearly after-tax cash flow is established.
The resultant rate of return indicates whether the project
will attract or dispel lender and equity interests.
Since the economic and physical stages of project design
must be closely coordinated, the feasibility analysis, preliminary plans, and construction cost estimates usually
are drafted, modified, and redrafted simultaneously. Estimates of time and expected costs in permit application
and processing can be very important to the feasibility
study.
Some developers begin predevelopment sales at this
point, while others prefer to wait until the permitting
process is completed. The relative success of predevelopment sales is a useful indicator of market demand and provides the developer with information for revising plans before making any further commitments.
Permit applications are usually submitted to the appropriate government agencies upon completion of the preliminary design , often during the design stage itself. The
permitting review process can be lengthy-delays on the
order of months are common when difficulties arise in
attaining approval from all the agencies involved. During
this tim e, a number of plan revisions that mitigate the adverse environmental effects may be proposed and evaluated.
The developer can negotiate with contractors and loan
178

officers, as well as with the staffs in dissenting agencies, but
cannot finalize any agreements until all permits are approved.
Commitment Stage
All previous arrangements are put in final form during
this stage. Permit applications are granted or denied, and
the final site plans are completed. The construction contract is drawn up and financing is arranged; generally either
a construction loan or a permanent loan will be negotiated.
A critical problem for developers of vacation properties
is difficulty in obtaining financing. In considering vacation
real estate, the lender wants to know that the property will
actually sell and at what price and rate it will be sold. These
factors are indicators of the total sellout value of the project, which is the important figure on which the loan is
based. The developer's record of successes and failures and
current financial status are also important factors in the
loan decision.
The construction loan is paid back with proceeds from
the sale of developed lots or condominium units and is
essentially an unsecured loan at the time of commitment.
If the project appears particularly risky or the money market highly uncertain, the lender may require that the
developer obtain a commitment for permanent financing
before negotiating the construction loan. While financing
is being arranged, the developer also negotiates the terms
of the construction con tract.
The construction loan is usually paid through a series of
progress payments after improvements are installed. The
developer pays interest on the note during construction;
this obligation can be a significant risk if construction is
delayed since interest on these notes can be in the thousands of dollars a day.
Initiation of Construction Stage
In this stage, construction agreements are initiated. The
permanent loan commitment is received, the construction
loan is closed, the land is paid off, and the construction
contract is signed. Upon closing the construction loan, the
developer switches to a formal accounting system, based on
the provisions of the construction con tract, the project
budget, and the system of bank draws agreed upon in the
loan contract. The developer is now ready to begin construction .
Construction Stage
During this stage, roads and utilities are installed and
buildings built. Often, developers who specialize in singlefamily subdivision development will sell the improved lots
to individual purchasers or builders. At this point the developer may cease to be involved in the project. If condominiums are being built, however, the developer usually remains involved through a rental program.
Throughout the construction process, marketing and
sales activities are in progress. Because the construction
TEXAS BUSINESS REVIEW

loan is often procured without a permanent loan , sales
usually must proceed at or near the projected absorption
rate . While some projects may sell with little advertising ,
many require an aggressive marketing campaign. If the development is to be built in phases, the planning and design

Checklist of Stages
in the Private Land Development Process
Idea Inception
• Market analysis
• Market share assessment
• Pro forma balance sheet
• Formation of development team
Idea Refinement
• Site location and selection
• Gathering and analyzing pertinent legal and
environmental data
• Land acquisition
• Initial discussions with lenders or equity
interests
Precommitment
• Feasibility analysis
• Preliminary plans and design
• Initial construction cost estimates
• Predevelopment sales
• Permit application reviews
• Discussion of permanent loans and construction
loans; submission of financial package
Commitment
• Final plans and design
• Completion of permitting process
• Final financial arrangements
• Selection of contractor and type of construction
management
Initiation of Construction
• Relieving permanent loan commitment
• Closing construction loan
• Signing construction contract
• Closing and purchasing land
• Formal accounting system
Construction
• Improvements installed
• Building(s) built
• Space sold or leased
• Landscaping
• Overruns funded
Final
•Decision on outside management company
• Connection of utilities
Note: While this particular sequence is not requisite
for every coastal development project, it does
provide a general framework for viewing the development process for second-home and condominium projects.

process begins again at this stage with an update of the
market analysis.
Final Stage

When the construction has been completed, the buildings are ready for occupancy. Although the developer's
role in projects involving individual homes is largely completed by this time, developers may aid in establishing
property owners' associations. In the case of condominiums
or single-family rental resid ences, the developer will hire a
manager to run the rental program.
Developers work in a world of uncertainties. The availability of suitable land, good financing terms, reliable contractors, and market demand are all unknowns that are constantly changing even while a developer is planning a project. This checklist and the discussion of it may make public
officials at all levels more sensitive to the fiscal and regulatory un certainties faced by the development industry. In
addition , it may help developers bring more order and
organization to their decision making.
Notes
I. The general framework of the checkli st was derived from Mike
Miles and Charles Wurtzebach. "Risk Analysis in the Real Property
Development Pro cess: A Conceptual Framework and a Computer
Simulation '.! ode! ." Journal of Business Research, December 1977,
pp. 325-5 7.
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The Effect of Regional Employment Trends
on Occupation Mix and Income Distribution
Alessandro Pio
In recent years industrial composition and employment
have both changed in markedly different ways in the northeastern and southwestern states of the United States. If
trends continue, the growth of manufacturing and construction in the Sunbelt will require more craftsmen and operatives, while the expansion of services will increase the
demand for professional and technical workers, clerical
workers, and, to a lesser extent , service workers, managers,
and administrators. Occupations related to the agricultural
sector will decline in importance in the Sunbelt . The resulting income profile , however - once adjusted for cost of living changes -will not differ significantly from the income
profile in 1970.
In the northeastern states, employment growth will be
concentrated in the professional , trade, and business services, while manufacturing will decline relatively. Labor demand is likely to expand for professional and technical ,
clerical, and service workers and to decline sharply for
operatives. Consequently, the lower income brackets will
grow, the middle brackets will be relatively reduced, and
the top income brackets will increase slightly. A comparison of the projected 1990 profiles of the two regions will
show the earnings distribution in the northeastern industrial
states to resemble that now existing in the Sunbelt.
These profiles were generated by a simplified model relating employment by industry to each industry's occupation mix and to earnings levels associated with particular
occupations. While this procedure cannot account for major
changes in technology or relative productivities and earnings levels among regions, it indicates the general direction
of some relevant economic conditions in 1990 and of the
effect of present trends on different parts of the country.
Regional employment trends by industry for the 19701990 period were applied to Texas and and to Pennsylvania , which serve as representatives of the Sunbelt and the
Frostbelt, since both states are similar to their surrounding
areas in industrial structure and recent employment trends.
The analysis indicates not only that present trends will
continue to reshape labor demand by occupation and will
Alessandro Pio is Associate Planner, Metropolitan Council of the
Twin Cities Area, St. Paul, Minnesota.
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affect the relative income distribution for the two regions,
but also that the occupation profile of labor demand will
change significantly in both regions over the twenty-year
period. Knowledge of such changes can help in setting educational policies and directing manpower plans and human
resources training and development programs. With adequate caution, a researcher can use the earnings distribution
among workers as an approximation of the income distribution among all persons. Wages and salaries make up approximately 83 percent of all personal income ; this ratio has remained remarkably constant in the United States during the
past twenty years and shows little variation among states. 1
In general, the pattern of earnings distribution has resembled fairly closely the income distribution for the states
considered in this study, with the exception of an underestimation of the size of the lowest income bracket. The relation of earnings distribution to a region's industrial mix
can explain a large part of a region's income level (the wage
and salary component) in terms of employment by industry , a variable that is readily observable and has recently
been subject to rapid changes. Knowledge of the pattern of
earnings distribution can also be useful in forecasting future
trends in other variables (tax revenues, travel and housing
demand, sales, level of public services) that have been found
to correlate highly with income.

Recent Regional Employment Trends

While the employment growth rate in the United States
averaged 13 .5 percent in the 1970-1977 period , 81 percent
of the new jobs were located in the southern and western
census regions. The Southwest had an average growth rate
of 25 percent , while the north central and eastern states
had a growth rate of only 4. 5 percent. 2 These figures indicate an acceleration of previous trends in the geographic
shift of economic activity; sharp differences between industries exist both within and across regions.
Employment growth rates for the 1970-1990 period in
each of fourteen major industry groups in both regions
can be projected using the regional trends for each of the
industries in the 1970-1 977 period (or in some cases using
TEXAS BUSINESS REVIEW

1960-1 q70 data). Since th e projections are based on historical trends. the past perfor111ance of each industry is implied \see tabl e 1 ) ...\boYe-awrage employment growth has
taken place in some senice industries (business and repair
sen· ices: professional and re!a ted sen·ices: finance. insurance
and re al estate: and entertain111ent and recreation serYices)
regardless of region. Regional sim ilarities can also be obserwd in the decline of agricul t ural and mining emp loymen t. ewn though the L:itter is almost stable in the South11·est. l arge geographic differences can be noticed in construction. manufac·t uring. personal serYices. and pu blic administ ratio n. Construction e mploy111ent. 11·hich has been de clin ing in the "\ orthea st . has been gro11·ing 111ore rapidly
than any other nonserYice industry in the Sunbelt. Bo th
durable and nondurable 111 a nufacturing ha1·e been e.\panding in the Soutl111·est. and this gro11·th ha s m o re than offset
the 13rge dedine in manufacturing empl oy111ent in the
Frostbelt. Perso nal sen·ices are still a gr011'ing industry in
th e Sunbelt. 11·hile th e opposi te is tru e in the '\ ortheast.
While public ad111 inistrati o n e111ployment has bee n expanding in both regions . its gro11·th 11 as significantly higher than
the awrage in the Frostbelt. 11·hiJe actually slightly below
awrage in the SoutJ111·est.
The ge neral pictme is o ne of rap id emp loyment gro11·th
in the Sunb elt and slo11· gro11·th in the \' o rth east. While selec ted sen·ice industries are the most dynamic in both regio ns. they are complemented in the So uth11·est by c·onst ru ction and manufacturing growth and by relative stability in mining employment. Come rsely. in the \'ortheast the
increase in employment in th e senices sector and in public
administration has offset the decrease in manufacturing and
constructio n jobs. and this substi tut ion e.\plains the ra ther
1011 ow rall gro11·th rate of th e region. The effects on labor
de111and and income distribut ion of these regional shifts are
Table 1
Projected Employment Growth Rates
by Industry and Region, 1970-1990
(In percentage)

Industry

ortheast

Southwest

Agriculture
Mining
Construction
Durable manufacturing
Nondurable manufacturing
Transportation, communication. utilities
Wholesale trade
Retail trade
Finance, insurance , real estate
Business and repa ir services
Personal services
Entertainment and recreation services
Professional and related se rvices
Pub lic administration
Tota l

-35.3
-17.l
-12.0
- 13 .1
-28.6
-10.6
14.0
31.7
44.6
74.9

-40. 1
-3.3
71.7

-22 .6
37.7
7 I.I

40 .2
13.3

SI .7

28.0
43.4
66.3
91.7
102.0
147.4
32.3
106 .3
112 .0
65 .0
68.S

Sources: Growth rates for most industries based on 1970-1977 data
from U.S. Department of Commerce, Bureau of the Census,
County Business Patterns. Growth rates for agricultu re, mining,
and public administration also partially based on data from 1960
Census of the Population and 1970 Census of tile Population.
Northeast region includes the North East and
orth Central
census regions; Southwest regio n includes th e South and West
census regions.
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not immediately clear. In order to discuss them, one ca n
link each industry with its income-oc cu pation mix.

Structure and Limitations of the Model

For eac h of the fourteen indu strial groups. the 19 70
Ccnrns of rhe Population co ntains data o n the distribution
of employment among occupa tions and for each occ upation among income brackets. Other data sources show that
over a relatiwly short pe riod of tim e th e distribu ti on of a
given industry's work force amon g occupation s does not
change greatly. 3 If one assu mes that the proportion of
every industry 's empl oymen t in ea ch occupa ti on and in-

The e111ploy111ent picture
zs one of rapid p.Tolftlz
in th e Soutln<"est
and slolf grolfth
in the _\ -ortheast.
come bracke t rema in s cons tant (and similar to the one obsen-ed in the 1q70 census). and if one appl ies the emp loy ment change rates contained in table 1, a forecast of the
1990 occupation profile and inco me distributio n ca n be obtain ed for the mo regions by using a model that emp loys
4
matri.\ opeu tions. Since ce nsu s data on this particular
topic are a1·3iJable by state but not by region. Te xas and
Pen nsy!l·a nia 1\·ere chosen as representative states of the
Sunbelt and Frostbelt. The use of regional growth rates
prol'ides a forecast for 1990 that is not as extreme as the
forecast would haw bee n if state gro11·th rates had been
used. Employment in Te.\as. for example. has grown appro.\imately !\\·ice as fast as emp loyment in the Southwest
in recent years. The u se of regional gro11· th rates. therefore.
al1011·s the results of the analysis of the rn·o states to be
generali zed for the two regio ns.
The model's limi t ations lie mainly in the assumption of
constant mixes of earn in gs and occupations within industries and oi relative earnings differentials amo ng re gions (an
implicit consequence of using state-spec ific tabl es of earnin gs by industry and occupation) . These constant factors
haw been relatil'ely stab le in recent years. but une ven deYelopment in the future co uld cause changes. The model
sh o11·s a fairly detailed level of disaggreg a tion in the resu lts
(fourteen industrie s. t11·etve occupations. nine in come
brackets). fairly close corresponden ce between earnings and
personal income (83 percent of 11·hich is repr ese nted by
\\ages and salaries). and a simplic it y oi 111athematical structure and data requirements. The structu re of la bor demand
and of income distribution for a region at a given tim e ca n
be related to a l'ariable - industrial composition - th at is
18 1

culture (farmers and farm managers, and farm laborers) and
the alm ost stationary category of private household workers . This growth , however, will not be uniformly distributed
(see table 2) . Professional and t echnical workers and clerical
workers will be in highest demand, with each category representing about 19 per cent of the new jobs. A second tier
o f high-growth occupations will include service workers and
craftsmen, each increasing by about 14 percent; the growth
of manufacturing and the development of the construction
industry in the Southwest have resulted in the increased
demand for the latter (32 percent of the new craftsmen are
ex p ected to be employed by the construction industry).
Managers and administrators, sales workers, an d operatives
will form a third tier of grow th occup ations, representing
both the service and the manufacturing sector ; each occupational category will account for between 8 percent and 10
percent of the new jobs. When this occupational profile is
added to that of 197 0, the relative weight of all the white
collar occupations related to the services sector appears to
be higher in 1990 and the relative weight of the manufacturing occupations to be lower (in spite of positive growth
rates for both sector s) because of the relatively faster pace
of expansion in the service industries .

readily measurable in employment and has recently
changed significantly. The effects of such changes can be
sketched in a fairly rapid, y et rather detailed, view of the
future shape of these two variables.

Changes in Labor Demand by Occupation
When the expected growth ra tes for the 197 0-1990 period are applied to 1970 employment figures for both regio ns, a large part of the new employment growth can be
predicted to take place in the services sector and to be geographically concentrated in the southwestern states , if the
tren ds of the first third of the forecast period continue.
About 2,8 00 ,000 new jobs are projected in Texas and
600,000 in Pennsylvania ; 83 percent of the new employment in Texas and all of it in Pennsylvania will take place in
service industries.

Occupation Mix in Texas
In Texas all occupational categories can be expected to
grow between 1970 and 1990 - except those related to agri-

Table 2
Projected Mix of Occupations in Texas, 1970 and 1990
1970-1990 change

1970

Occupation
Farmers and farm managers
Professional and technical workers
Managers and administrators
Sales workers
Clerical and kindred workers
Service workers
Private household workers
Craftsmen and kindred workers
Operatives, except transport
Transport equipm ent operatives
Laborers, except farm
Farm laborers
Total

Employment Percentage of total
80,263
591,533
366,364
316,207
701,572
446,743
85 ,543
600,294
467 ,834
168,455
206,707
80,254
4,111,769

2.0
14.4
8.9
7.7
17 .1
10.9
2.1
14.6
11.4
4.1
5.0
2.0
100.0

Employment Percentage of total
-32,154
524,875
281,140
267 ,144
547 ,246
380,606
27 ,621
399,470
235,549
94,707
124,377
-32,l so
2,818,438

-1.1
18.6
10.0
9.5
19.4
13.S
1.0
14.2
8.4
3.4
4.4
-I.I
100.0

1990

Employment

Percentage of total
0.7
16.1
9.3
8.4
18.0
11. 9
1.6
14.4
I 0.1
3.8
4.8
0.7
100.0

48,109
l,116,408
647,504
583,351
1,248,818
827,349
113,164
999,764
703,383
263,162
331,084
48,104
6,930,207

Source: Elaboration of data from 1970 Census of the Population.
Table 3
Projected Mix of Occupations in Pennsylvania, 1970 and 1990
1970

Occupation
Farmers and farm managers
Professional and technical workers
Managers and administrators
Sales workers
Clerical and kindred workers
Service workers
Private household workers
Craftsmen and kindred workers
Operatives, except transport
Transport equipment operatives
Laborers, except farm
Farm laborers
Total

1970-1990 change

Employment Percentage of total
36,250
623 ,849
315,548
310,87 3
777 ,139
481,284
45,565
693,264
822,594
188 ,9 05
230,832
23,567
4,549,670

0.8
13.7
6.9
6.8
17 .I
10.6
1.0
I 5.2
18. l
4 .2
5.1
0.5
100.0

Employment Percentage of total
-

12,602
272,597
61,221
79,652
183,731
177,238
- 10,285
- 12,374
- 114,602
5 ,645
3,951
8,310
606 ,483

- 2.1
44.9
I 0.1
13.1
30.3
29.2
- 1.7
- 2.0
-18.9
- 0.9
- 0.7
- 1.4
100.0

1990

Employme nt
23,468
896,446
376,769
390,525
960,870
658,522
35,280
680,890
707 ,992
183,260
226,881
15,257
s_, 156,I 53

Percentage of total
o.s
17.4
7.3
7.6
18.6
12.8
0 .7
13 .2
13.7
3.6
4.4
0.3
100.0

Source: Elaboration of data from 1970 Census of the Population.
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Occupation Mix in Pennsylvania

cal, and service workers will increase by several percentage
points.

A much greater polarization in the occupation mix will
occur in Pennsy lva nia (see table 3). The largest single occupational group-representing approximately 45 percent of
net employment growth-will be profess ional and technical
workers. mainly because of the expected employment
growth in professional and related services and. to a much
lesser extent. in business services and public administration.
These industries alone will account for almost all of the
new professional and technical positions. Clerical workers
(30 percent) and service workers (29 percent) will also
make up a fairly large share of the expected growth in employment. while more mod est growth will occur in the two
categories of sales workers ( 13 percent) and managers and
administrators ( 10 percent). Growth in the se occupations
will be partially offset by a decline in blue collar employment. especially of opera tives (-19 percent). Craftsmen. laborers. transportation operatives. and private household
workers will experience more modest losses . The decline in
occupations related to agriculture (farmers. farm managers .
and farm laborers) also will continue. Between 1970 and
1990. the percentage of operatives and craftsmen in the
labor force will drop from a combined 33 percent to 2 7
percent. The proportion of professional and technical. cleri-

Changes in Distribution of Earnings

Given the difference in earnings associated with each
occupation and industry in each state , the shifts in economic activity described above can be expected to affect income distribution patterns.

Earnings Distribution in Texas
About 40 percent of the employment growth taking
place in Texas will result in jobs with earnings below
S4,000 (in constant 1970 dollars); as a reference figure, the
1970 poverty level for an urban family of four was set by
the Social Security Administration at $3,743. The remaining income brackets each contain between 6 percent and 10
percent of the new work force. If the projections to 1990
hold true. the distribution of earnings in Texas will actually
change very little (see table 4 ). In the forecast period a
slightly higher percentage of workers are found in the low
( S0- 53.999) and low-to-mod erate ($5,000-56,999) income
groups. and somewhat fewer workers are found in the

Table 4
Projected D istribution of Ea rni ngs in Texas, 197 0 and 1990
Income b racket
(in constant 1970 dollar s)
0-1 ,999
2,000-3,999
4 ,000-4 ,999
5,000- 5,999
6 ,000-6,999
7 ,000-7 ,999
8,000-9 ,999
I 0,000-14 ,999
I 5,000 and over
Total

1970
Employment

1970-1990 change

Percentage of total
20 .2
19 .0
9 .3
8.7
8.0
7.4
10.5
11.0
5.8
100.0

83 1 ,966
782,537
380,802
358,37 4
330,648
306,012
432,408
452 ,224
236,798
4,111 ,7 69

Emp loyment
576,350
552,772
270,411
252,593
235,611
209,022
277 ,037
284 ,028
160 ,6 11
2,818,438

Percentage of total
20.4
19.6
9.6
9.0
8.4
7.4
9.8
IO.I
5 .7
100 .0

1990
Employment

Percentage of to t al

1,408 , 316
1,335 , 309
651 ,213
610,967
566,259
515,034
709,445
736,252
397,409
6,930 ,207

20.3
1 9.3
9.4
8.8
8.2
7.4
10.2
10.6
5.7
100.0

Source: E labo ration of data from 1970 Census of Population.

Table 5
Projected Distribution of Ea rn ings in Pennsylvan ia, 1970 and 1990
Income bracket
(in constant 1970 do ll ars)
0-1 ,999
2 ,000-3 ,9 99
4 ,000-4 ,999
5,000 - 5,999
6,000 - 6,999
7 ,000-7,999
8,000-9,999
10 ,000 - 14 ,9 99
I 5 ,000 and over
Total

1970

1 970 -1990 change

1990

Employment

Percentage of total

Employment

Percentage of total

Emp loyment

Percentage of total

712,113
722,558
414,141
438,963
436 ,022
419 ,9 28
617 ,423
544,757
243,765
4 ,549,670

15.7
I 5.9
9.1
9.6
9.6
9.2
13.6
12.0
5.4
100.0

164,541
1 1 5,247
56,492
48,637
43,885
34,939
51,220
48 ,468
43,048
606,483

27.l
19.0
9 .3
8.0
7.2
5.8
8.4
8.0
7.1
100.0

876,654
837,805
470,633
487,600
479 ,907
454,867
668,643
593 ,2 25
286 ,813
5 , 156,153

17 .0
16.2
9.1
9.5
9 .3
8.8
13.0
11.5
5.6
100.0

Source : E labo ration of data from 1970 Census of Population .
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medium-to-high ($8 ,000-$14,999) brackets. This relative
stability is surprising, given the expansion of fairly highincome occupations (such as professional and technical
workers and craftsmen), and suggests that Sunbelt growth
in both services and manufacturing is taking place at lower
income levels than could be expected, or hoped for, if
earnings levels were to remain comparable to those observed in 1970. These low earnings levels, in turn, are very
likely to be one of the principal reasons behind such
fast and steady growth .

Earnings Distribution in Pennsylvania
The incidence of expected low-wage employment, however, could be even higher for the northeastern states. According to the results of the model, 27 percent of the new
1970-1990 Pennsylvania labor force will earn less than
$2,000 and 46 percent will be below the $4,000 level (see
table 5). A comparison of the extrapolated distribution
with that of 1970 shows a sharp expansion of the lowest
income bracket ($0-$1,999) and a moderate growth of the
next two ($2,000-$4,999), accompanied by a slight decline
in the medium and medium-high income brackets ($5 ,000$15 ,000) and possible expansion in the top income bracket
($15,000 and above) .

Convergence of Sunbelt and Frostbelt
A comparison of the importance of different industries
in the economics of Texas and Pennsylvania at the beginning of the study period shows greater employment in
manufacturing in the northeastern state (31.9 percent) than
in the southwestern (17.3 percent), which had a larger share
of workers in agriculture, mining, construction, and, to a
lesser extent, other services (especially retail trade and personal services). A larger percentage of the Texas labor force
was employed in agricultural occupations, as well as in
some white collar positions (professional and technical ,
sales, and managing and administrating) and private household work. Pennsylvania showed a much larger share of
manufacturing sector occupations, particularly operatives
and craftsmen.
During the twenty-year forecast period, the relative
occupation mix of the two regions should undergo considerable modification. By 1990, as a result of the projected
growth of its services sector, Pennsylvania should exceed
Texas in the percentage of workers in professional and
technical , clerical , and service occupations. On the other
hand, a larger share of the Texas labor force will probably
be employed as craftsmen and laborers, while the difference
between the two states in the perce ntage of operatives will
be sharply reduced. The more rapid decline in agricultural
employment in the Southwest will bring agricultural occupations to nearly the same level in both areas.
The relative income distributions in the two regions (expressed in 1970 dollars) will remain generally the same
with a higher percentage of employment at earnings be lo~
$4,000 a year in the Southwest and a greater proportion of

the northeastern work force in the $5,000-$15,000 income
range . While the model predicts an essentially similar earnings structure for the Sunbelt over the twenty years, the
difference between the two regions should narrow as a
result of Frostbelt trends. The percentage of workers in the
low income brackets (below $4,000, close to the $3,743
Social Security poverty level) in the Northeast will increase
from 31.6 percent to 33.2 percent. The medium income
brackets ( $ 5 ,000-$15 ,000) will decline in importance from
54.0 percent to 5 2.1 percent, while the top bracket
($15 ,000 and over) will grow slightly from 5.4 percent to
5 .6 percent. These changes will be even more important
than might be thought if we consider that new employment
will be a relatively small fraction of total 1990 employment
in the Northeast. The loss of medium-income earners can be
associated with the anticipated decline in relatively stable
and high-paying blue collar jobs in the manufacturing
industry, while the growth of the services sector and public
administration will expand employment at both extremes
(but especially the lower) of the earnings distribution
through an increase in both high-paying and low-paying
service occupations. The two states appear more similar in
income distribution at the end of the period than at the
beginning. In the absence of other factors not considered in
the model (such as marked relative changes in regional wage
levels and productivity), the anticipated convergence in
earnings distribution will not be a result of the Southwest
acquiring an industrial structure similar to that of the
Northeast. In fact , manufacturing growth does not seem to
bring significantly higher-paying jobs to the Sunbelt.
Rather , it is the Frostbelt that shows more dualistic and
"southern " traits as a result of the recent sectoral and
geographic shifts. On the whole, the effect of the expansion
of the services sector appears either to be neutral or to
create a more dualistic income distribution, while the
geographic relocation of manufacturing appears to be associated with decreasing earnings levels for the workers in the
industry. The resulting income convergence , which reflects
a more polarized income distribution, is along the lines of
that exhibited by the southwestern region at the beginning
of the forecast period .
Notes
I. Based on data contained in U.S. Department of Commerce,
Bureau of Eco nomic Analy sis, Survey of Current Business , "State of
Personal Income, 1958-78 ," August 1979, part 2, vol. 59 , no. 8,
table 3, p. 32.
2. Based on th e regional aggregation of state data from U.S . Department of Commerce, Bureau of the Census, County Business
Patterns, U.S . Summary. Data for 1970 is from table !H, p. 34; that
for 1977 is from table JG, p. 94.
3. U.S. Departm ent of Labor, Bureau of Labor Statistics, Handbook
of Labor Statistics, 1976 (Washington, D.C.: Government Printing
Office , 1977).
4. For a detailed description of the model, its limitations, and plannin g applications, sec chapter three of Alessandro Pio, "Economic
Develop m ent and Income Distribution: A Model Based on Regional
Industrial Structure," Masters Thesis , University of Texas at Austin,
December 1980.

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 and industrial production are current through March 1981 ; all other data are current
through June 19 81.
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