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October 2001

Dear Reader:

his is Old Dominion University's second annual "State of the Region" Report. While it represents the work of many
individuals connected in various ways to Old Dominion, the Report does not constitute an "official” viewpoint of
the University, or its president, Dr. Roseann Runte.

This year's Report was produced with the goal of making Hampton Roads an even better place to live. Those who
know and love the region of Hampton Roads frequently boast of its numerous strengths and successes, but we do so
with the understanding that it would be possible for us to improve the region’s performance in cerfain areas.
However, in order o improve our situation, we must have accurate knowledge about "where we are," and what the
policy implications are of the various choices in front of us. This year's Report should be quite helpful in supplying
such information. At the end of the day, we hope we have stimulated thought and discussion about things that matter.

The 2001 Report focuses on eight issues and topics:

The General Economic Situation in the Region: Ii's true the region’s per capita income trails national averages, but
much of the gap between Hampton Roads and the nation disappears when cost of living differentials are taken into
account. Further, the region’s per capita income gap may not be due so much to lagging wage rafes, but rather to
much lower levels of business income and wealth for Hampton Roads as compared fo other regions.

Maijor League Sports Teams: There is remarkably litfle economic evidence in favor of major league sports franchises,
even in cities such as Baltimore. Cities and regions that subsidize major league sports feams nearly always find it a
losing proposition. If a region, such as Hampton Roads, attempts fo attract a major league sports team, then it
should do so for reasons of pride and identfification rather than economics.

The Port of Hampton Roads: Since the early 1990s, the Port has stagnated in ferms of the volume of the cargo it
handles. This is due almost solely to a decline in bulk cargo (mostly coal). Nonetheless, the Port continues to provide
major a economic impetus to the region because it has become much more efficient and competitive over the past
decade.

African Americans in Hampton Roads: This year's Report surveyed more than 1,100 Hampton Roads residents,
about half of whom were African American. African Americans see several issues differently than other citizens do.
Notably, they have a different perspective on the role and effectiveness of the policy of affirmative action. African
Americans also are much more likely to vote Democratic and attend church than the region'’s other citizens. This is the
first significant public-opinion poll ever taken of African Americans in Hampton Roads.

State Legislative Redistricting: The region’s political power in the Commonwealth has fallen precipitously over the
past decade. The recent legislative redistricting process reduced the number of Hampton Roads delegates and sena-
fors by about 15 percent, and the region has lost nearly all of its most senior and powerful legislators. VWe are at a
low ebb in terms of political clout in Richmond, but brighter times may be on the horizon.



The Dillon Rule: \While the Dillon Rule does not explicitly appear in many Virginia statutes, it is the accepted legal
and legislative standard in Virginia. In essence, it says no city, town, county or region may exercise any power not
explicitly granted it by the General Assembly. VWe argue that the Dillon Rule, while not without points in its favor, has
outlived its usefulness.

Banking in Hampton Roads: The economic impact of the disappearance of the headquarters of large banks from
the region, and from Virginia, has been quite negative. In this chapfer we contrast Virginia and Hampton Roads to
North Carolina, and demonstrate that the wave of banking mergers and consolidations that occurred over the past
two decades, but particularly in the 1990s, has not been good for Hampton Roads.

Private K-12 Education: Here we examine the nature of private and independent K-12 education in Hampton
Roads. There is great diversity in private education in the region. Private institutions typically have lower average
closs sizes, but have fewer computers and offer lower teacher salaries than do public K-12 schools.

This Report would not have been possible without the generous financial assistance and support of the following
individuals and organizations:

The Aimee and Frank Batten Jr. Foundation CGeorge Dragas Jr.
Frank Batten Sr. Hompton Roads Partnership
R. Bruce Bradley Thomas Lyons
Raymond W. Breeden Jr. Arnold McKinnon
Arthur A. Diamonstein Anne B. Shumadine
The following people were instrumental in the research, writing, editing and design of the Report:
Vinod Agarwal Sharon Llomax
Rob Baade Deborah L. Miller
John R. Broderick Jim Oliver
Michael Clemons Ken Plum
Steve Daniel Wayne Talley
Jeffrey Harlow Gilbert Yochum
Wil King

My hope is that this Report will inform you and stimulate your thinking about regional issues. Hampton Roads is a
superb place to live, but we can make it even better.

Sincerely,

%W V. Kot

James V. Koch

Board of Visitors Professor of Economics and
President Emeritus

Old Dominion University
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Economic Performance and Per Capita
Income: The Inside Story

ave you ever wondered why per capifa income in Hampton Roads has lagged the rest of the United States for more than a
I_Idecodee Inferestingly enough, it is not because those who work in Hampton Roads earn lower than average wages and
salaries. Instead, it is because they own fewer assets, don't eamn nearly as much as others do from businesses they own, and aren't
receiving as much in the way of transfer payments (such as welfare) as individuals in ofher regions of the country. That's the sur

prising finding we report in this chapter.

But, First, A Look At The Growth Rate Of The Regional

Economy

In 2000, the Hampton Roads economy did rather well, at least compared to the past few years. The region’s economy
grew by 4.1 percent, which was its largest regional economic growth rate since 1987. Nonetheless, despite this rapid
increase in 2000 Gross Regional Product (GRP), Hampton Roads’ economic growth rate continued to lag behind that of
both the United States and Virginia. As shown in Graph 1, since 1990, the economic growth rate of Hampton Roads has
frailed both the Commonwealth and the nation as a whole.

Defense spending reductions are the primary reason why Hampton Roads’ economic growth has trailed the rest of the country.
Fortunately, this situation is expected to change in 2001 as the region’s economic growth rafe is expected to exceed that of both
the United States and Virginia. Why?2 Because defense expenditures will increase by 7 percent or more and the rest of the
country is going through economic recession. Defense expenditures tend fo stabilize the Hampton Roads economy. Hampton
Roads grows less rapidly than other regions during prosperous times, but it also contracts less rapidly when the American
economy is in recession.

There is additional good news. The nondefense secfor of the Hampton Roads economy grew at an estimated 5.6 percent in
2000, well above the high GRP regional growth rafe. lest we ignore the significance of this development, it means the civilian
economy in Hampton Roads recorded a banner year in 2000. This bodes well for the region’s future, for it suggests the region
has been creating lots of private jobs. The region’s unemployment rate sank to about 3 percent, ifs lowest regional yearly unem-
ployment rate in more than 30 years.

2000 defense spending, hampered by the loss of nearly 300 relatively highly paid federal civilian employees, expanded at an
estimated “real” (inflation adjusted) rate of only 1.8 percent, well below the regional nondefense and GRP economic growth
rates. This dragged the GRP growth rafe down fo the overall level of 4.1 percent. The defense sector’s slower growth rafe in
2000 resulted in further decline in the defense-dependent portion of the region’s economy. As a proportion of GRP, the defense-
dependent sector fell from a high of nearly 42 percent in 1990 to an estimated 28 percent in 2000. The opposite side of the
coin is this: the nondefense sector now accounts for 72 percent of GRP.




GRAPH 1
YEAR-TO-YEAR REAL GROWTH RATES
HAMPTON ROADS, VIRGINIA AND THE U.S.

1990 - 2001
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Per Capita Income And Standard Of Living

An important measure of Hampton Roads’ economic standard of living is the personal income generated in the region relative to
its population — per capita income, or income per person. Many individuals focus only on “money” per capita income — that is,
income that is not adjusted for the cost of living. However, an accurate comparison of Hompton Roads’ economic standard of
living relafive to other metropolitan areas (MSAs) requires adjusting for price differences between it and the other MSAs. Graph
2 shows a “real,” price-adjusted percentage comparison between Hampton Roads' per capita income and that of the United
States from 1969 to 1999. A value of 100 implies equality, or parity, between U.S. “real,” price-adjusted per capita income
and that of Hampton Roads. Values above the parity line represent years in which Hampton Roads” “real,” price-adjusted per
capifa income exceeded that of the nation, while values below the line indicate the opposite.

It is evident in Graph 2 that “real,” price-adjusted per capita income in Hampton Roads generally was below the national
average during most of the 1970s, above the average throughout most of the 1980s and modestly below the average during
most of the 1990s. As we will demonstrate in @ moment, defense expenditures explain most of these trends.

GRAPH 2
HAMPTON ROADS PRICE-ADJUSTED PER CAPITA INCOME
AS A PERCENT OF U.S. PRICE-ADJUSTED PER CAPITA INCOME
1969 - 1999
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From an economic development perspective, Graph 2 immediately begs two questions. First, since 1969, what has caused the
fluctuations in Hampton Roads’ relative economic standard of living, especially the more recent decline of more than seven per-

centage points from a high of 105.5 in 1985 fo ifs current 98.4 percent? Second, why can't Hampton Roads break away from
its seeming 30-year reversion fo the U.S. mean?

Fluctuations In Relative Per Capita Income

The most imporfant cause of the fluctuations in the region'’s real, price-adjusted per capita income relative fo that of the nation
over the last 30 years is yeartoyear variation in national defense expenditures. Graph 3 supports this assertion by comparing
the Hompton Roads per capita income parity percentage of Graph 2 with real national defense expenditures. The left side, or
vertical axis, of Graph 3 represents Hampton Roads’ real, price-adjusted per capita income relative to that of the United States.
The right side, or horizontal axis, measures real national defense expenditures. One can easily see that fluctuations in Hampton
Roads' relafive per capita income over the last 30 years have closely tracked that of real national defense expenditures.

GRAPH 3
HAMPTON ROADS PRICE-ADJUSTED PER CAPITA INCOME AS A PERCENT OF U.S.
PRICE-ADJUSTED PER CAPITA INCOME AND U.S. REAL DEFENSE SPENDING (1992 = 100)
1969-1999
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Thus, the fall in the area’s relative economic standard of living in the 1970s resulted from winding down the Vietnam War, while
the rising regional prosperity of the 1980s rise resulted from the Reagan administration’s military buildup. Likewise, the decline in
real, price-adjusted per capita income, from 105.5 percent in 1985 to 98.4 percent in 1999, can be atiributed fo the end of
the Cold War and the subsequent decline in defense expenditures during the Clinfon administration. This decline in the region’s
real, price-adjusted per capita
income (7.5 percent between 1985

and 1999) can be fraced largely to
employment and consequent income GRAPH 4

declines within the specific cate- SOURCES OF THE DECLINE IN HAMPTON ROADS'

ies displaved in Graoh 4 PER CAPITA INCOME RELATIVE TO THE U.S.
gOFIeS |Sp Oye n rOp . 1985 _ 2000

Shrinkage (at least relatively) in the
region’s manufacturing base
accounted for roughly one-half of this
fall in per capita income.

- . Other
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s . Manufacturing
the area’s civilian shipyards. The o

decline in active-duty military per-
sonnel and the decade-long decline
nationally in the ratio of military to
civilian wages were responsible for
more than a third of the 7.1 percent
decline. That is, the region lost
active-duty military personnel and Government C]iﬂ/‘“” Employees
those who remained were not paid ’

as well (relafively speaking) as in the
past. Finally, the reduction in civilian
federal workers, the majority of Source: Old Dominion University Economic Forecasting Project
whom worked af the Norfolk Naval
Shipyard and the Naval Air Rework
Facility, accounted for slightly more
than 10 percent of the drop in Hampton Roads' relative per capita income.

Active-Duty Military
35%

But, here's the most important point. Fluctuations of Hampton Roads’ relative economic standard of living over the past 30
years, as measured by real, price-adjusted per capita income, do not appear to be the product of any inherent problem or
defect within the region’s economy. Rather, these fluctuations, including the most recent decline, were a result of deliberate
national policy decisions to change the level of national defense spending. The bottom line is this: Hampton Roads’ regional
economy is not sick, but it continues to be highly dependent upon military expenditures.

The national defense policy-induced cycles displayed in Graphs 2 and 3 are likely to be repeated in the future. The region is
about fo go through an upward turn in ifs relafive per capita income similar o, though not as extensive as, the 1980s. The
upward movement in the region’s relative price-adjusted per capita income will initially be prompted by the Bush administration’s
supplements to the current defense budget. These will cause an increase in the military to civilian wage ratio and supply addi-
tional spending for both ship maintenance and construction. Federal fiscal year 2002 military spending will be particularly
important to the region, as national defense spending is projected to rise by 7 percent, even after adjusting for inflation. This will
stimulate real, price-adjusted per capita income in the region and will push the area’s economic standard of living to roughly one
percentage point above parity with the nation. That is, Hampton Roads is likely to move from 98.5 percent of the national
average real, price-adjusted per capita income fo approximately 101 percent.




A Closer Examination Of Per Capita Income
In Hompton Roads

Per capita income generally is broken down info four major parts: (1) wages, salaries and fringe benefits; (2) property income;
(3) business income; and (4) transfer payments (unearned income). Lef's look at each of these, for they provide some surprising
information.

WAGES, SALARIES, AND FRINGE BENEFITS

The most important determinant of the level of a region's per capita income is how much the region’s workers receive in wages,
salaries and fringe benefits. In Hampton Roads, wages, salaries and fringe benefits constitute roughly 70.8 percent of personal
income per capita. As seen in Graph 5, since 1978, when compared o the entire United States, this portion of Hampton
Roads’ personal income, measured on a per capita basis and adjusted for prices, actually exceeded that of the nation. In 1999
the region’s per capita wages, salaries and fringe benefits stood at 109.5 percent of, or 9.5 percent above, the national
average. Hampton Roads typically earns total wages, salaries and fringe benefits somewhat above the national average,
something many people do not believe is true.

GRAPH 5
PRICE-ADJUSTED WAGES, SALARIES AND EMPLOYEE BENEFITS PER CAPITA
HAMPTON ROADS AND U.S.
1969 - 1999
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Of course, one can gain additional income either by eaming a higher wage rate, or holding more jobs or by working more
hours in the jobs one holds. As we will see in a section below, a much higher proportion of Hampton Roads residents actually
hold jobs than is true in the rest of the country. This is one of the reasons why the region’s per capita wage, salary and fringe
benefit income is above the national average.

But, these data do provoke an obvious question. If the fofal of what people are paid in wages, salaries and fringe benefits in
Hampton Roads exceeded the national average in 1999, then why is it that the region’s per capita income was only 98.4 per-
cent, or 1.6 percent below the national average (see Graph 2J2 The answer fo this question lies with the nature of the nonlabor
income received by households. Generally defined, nonlabor personal income comes in three forms: the refurn to ownership of
property, business income and fransfer payments.

NONLABOR INCOME: OWNERSHIP OF PROPERTY

Household income from ownership of property is the retumn from financial, real estate and solely owned or partnership business
assefs. Economists say the income generated from these assets is “the refurn to capital.” Returns from these assets are often over
looked in popular thinking about per capita income because such returns are not widely spread across households. In fact, they
are highly concentrated among households — so much so, that in 1998, the top 1 percent of U.S. household income earners
owned almost 50 percent of all assets, while the top 10 percent owned 80 percent of all financial assets in 1998.

Despite the obvious, heavy concentration of these returns to ownership among a very limited number of households, the size of
these returns plays a critical role in the determination of a metropolitan area’s level of per capita income. Consider two fasci-
nafing examples of how important these refurns are to Hampton Roads' level of per capita income.

* In 1999, West Palm Beach, Fla. was the highest price-
adjusted per capita income metropolitan area in the U.S.
If Hampton Roads simply swapped its return to financial
and real estate assets with VWest Palm Beach, then
Hampton Roads would become the highest per capita
income mefropolitan area in the U.S. and West Palm
Beach’s ranking would drop to 105, very close to
Hampton Roads’ actual 1999 rank.

® Seattle’s per capita income is onethird larger than

Hampton Roads. Bill Gates, Paul Allen and Steve Ballmer,
the founders of Microsoft, all reside in the Seattle metro-
politan area. In1999, they had an aggregated net worth
of $116 billion, according to Forbes. If only these three
people moved from Seatile to Hampton Roads, then the
yearly income generated from their assets would push
Hampton Roads’ per capita income fo approximately that
of Seattle. Microsoft's wealth does make a difference!




GRAPH 6
PRICE-ADJUSTED PER CAPITA RETURNS TO FINANCIAL AND REAL ESTATE ASSETS
HAMPTON ROADS AND U.S.
1969 - 1999
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As illustrated in Graph 6, for the past 30 years Hampton Roads has lagged behind the national average in the returns it has
earned from ifs ownership of financial and real esfate assets.

Adjusted for prices, the region’s return fo ownership of these assets has been roughly 10 percent below the national average.
Further, given the concentration of these assets in other high-income MSAs, Hampton Roads’ per capita returmn to ownership of
financial and real estate assefs was only onehird that of the fop 10 per capita income mefropolitan areas in the United States.
What this boils down to is: Hampton Roads has wealthy people, but not nearly as many as other regions, and its wealthy
residents are not as rich as those in the highest income metropolitan areas in the United States. You may already have
known this, but most people have not considered its impact upon the region’s per capita income.




BUSINESS INCOME

Hampton Roads also trails the nation where business income is concerned. Business income is assumed fo come to individuals
who own a business, either as a sole propriefor, or as a partner. As seen in Graph 7, in 1999, Hampton Roads’ real, price-
adjusted refurn to personal business ownership was only 55 percent of the U.S. average. This alone accounts for an almost

GRAPH 7
PRICE-ADJUSTED PER CAPITA BUSINESS OWNERSHIP INCOME
HAMPTON ROADS AND THE U.S.
1969 - 1999

= Hampton Roads - U.S.

$2,500

$2,000

$1,500

$1,000

$500

$0
1969 1971 1973 1975 1977 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999

Sources: U.S. Department of Commerce and Old Dominion University Economic Forecasting Project

$1,000 difference in annual per capita income. The region’s relative lack of business income reflects the dearth of small to
medium-sized businesses in the region. Nationally, in a typical mefropolitan area, there are roughly 21 people in the work force
for each business. In Hompton Roads, however, there are roughly 26 people per business. That is, the region simply doesn't
have as many of these types of businesses. As seen in Table 1, when Haompton Roads is compared to a selected group of some
of the highest per capita income regions in the both the United stafes and the South, it has approximately one-quarter more
workers per business.

Hampton Roads’ relative lack of personal ownership of small and medium-sized businesses (and the income generated by
them) has been a serious impediment to increasing the region’s level of per capita income. Small to medium-sized busi-
nesses tend to incubate entrepreneurs and their subsequent “spin-off” businesses. Specifically, in many cases, existing busi-
nesses develop employees who learn the lessons necessary and acquire the experience to start new firms.

Given the "Cafch-22" nature of the spread of new firms in a region (it fakes existing businesses and the learning they generate
fo help sfart new businesses), public policy designed to stimulate and make life easier for small and medium-sized business
development would be helpful. For example, it might make sense to focus more of the region’s economic development efforts on
small and medium-sized businesses, and smaller startup businesses that are generated by the research and development activities




of universities and medical schools. Such businesses offen start
small, and sometimes struggle, but they frequently are the seed
corn of future economic development. Their rapid growth —
when they succeed — has led economic growth guru David
Birch to label them “gazelles.” The evidence suggests Hampton
Roads falls short here. Further, perhaps more economic devel-
opment focus should be placed upon affracting and retaining
small businesses fo the region. The Hampton Roads Economic
Development Authority and the Virginia Peninsula Alliance for
Economic Development tend to concentrate their efforts upon
aftracting medium- fo large-sized businesses to the region. Such
successes are highly touted when they occur (an illustration
being a firm such as John Deere). However, the per capita
income data we have infroduced here imply that Hampton
Roads might be better off if it focused its efforts on attracting
and refaining many small firms. The publicity might not be as
affention-getting, but the longterm results in economic develop-
ment might be much better.

Hampton Roads” relative lack of ownership income, whether
from business or real estate and financial assets, is evident not
just in comparisons to the highest income-earning MSAs but
also to those of similar population. As seen in Graph 8,

GRAPH 8
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Hampton Roads has, over the past 30 years, been consistently and substantially below its population peers in the accumulation
of ownership income. In 1999, Hampton Roads per capita ownership income was 75 percent of the average of ifs population
peers.

NONLABOR INCOME: TRANSFER PAYMENTS

In addition fo its lack of ownership income, Hampton Roads receives a smaller share of transfer payments relative to other metfro-
politan areas. Transfer payments include payments for welfare, unemployment compensation and Social Security. As might be
expected, they are paid largely fo those households at the lower end of a region’s income distribution. Adjusted for prices, in
1999 Hampton Roads received only 84.5 percent per capita of the national average of transfer payments. As shown in Graph
9, the area has, over the past 30 years, consistently received fewer transfer payments per capita than the national average.
Further, when compared fo ifs population peers, as Graph 10 demonstrates, Hampton Roads received significantly fewer fransfer
payments per capita. For example, in 1999 the area received 77 percent of its population peer group average of per capita
fransfer payments.

GRAPH 9
PRICE-ADJUSTED PER CAPITA TRANSFER PAYMENTS
HAMPTON ROADS AND THE U.S.
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ADDING UP THE THREE SOURCES OF NONLABOR PER CAPITA INCOME

Graph 11 depics the sum of all of the nonlabor per capita income in Hampton Roads. It is the fofal of the income generated by
the ownership of assets, business income and transfer payments. Graph 11 compares Hampton Roads fo the United States for
the year 1999. In 1999, Hampton Roads’ real, price-adjusted nonlabor per capita income was only 82.1 percent of that of the
rest of the country, or 17.9 percent below the national average. On the other hand, as we already have seen, Hampton Roads'
labor income, or the wages, salaries and fringe benefits discussed above, were 9.5 percent above the national average. Thus,
there is a 27 percent gap between per capita labor income and nonlabor income in Hampton Roads.

GRAPH 11
PRICE-ADJUSTED PER CAPITA NONLABOR INCOME
HAMPTON ROADS AND THE U.S.
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What does this mean?@ First, ownership income (which is derived from the ownership of assets and the ownership of businesses|
fends fo be associated with the upper end of a metropolitan area’s income distribution, while transfer payments are associated
with the lower end of the distribution. On the other hand, wage eamer or labor income is apt to be representative of those in
the middle of a region’s income distribution. Graph 12 compares these per capita income sources in Hampton Roads.
Compared to other metropolitan areas, Hampton Roads’ income distribution is more concentrated in the middle-income cat-
egories as opposed to the upper- and lower-income extremes. This means the region has fewer very rich people and fewer
very poor people than the typical metropolitan area. Hampton Roads is “exceedingly average” insofar as its distribution of
income is concerned. But, there is also another interesting implication in Graph 12. Since wage and salary income goes
primarily to middle-income individuals, and Hampton Roads’ wage and salary income is more than 109 percent of the
national average, this means the standard of living of its middle class is higher than that of the rest of the country. That is,
the region’s middle class is larger than most and it is doing rather well, economically speaking. Once again, Hampton Roads
fends nof fo have the extreme differences in incomes one sees in the typical mefropolitan area natfionally. The region may not
have thought about itself in these terms, but Hampton Roads is a more egalitarian area than most others in the country.

GRAPH 12
HAMPTON ROADS LABOR AND NON-LABOR PRICE-ADJUSTED PER CAPITA INCOME AS A
PERCENT OF THE U.S.
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Hampton Roads’ relative lack of ownership income and its lack of wealth (assef] concentration have interesting consequences
other than their effects on per capita income. For example, they help explain why the region has a limited number of high-end
retail establishments and why it does back flips when a retailer such as Nordstrom’s agrees fo locate here. [Of course, it also
explains why it is so difficult o get them to come in the first place.] These data also help explain why fund-raisers may find the
region a bif fougher than wealthier areas fo mine for donations. Hampton Roads simply doesn’t have the large number of upper
income residents one finds in Richmond and Northern Virginia. This also confributes to diminished political clout for the area,
especially in competition with Northermn Virginia, as Hampton Roads has fewer large contributions to statewide political candi-
dates and its own lobbyists are likely to be less well funded. Finally, the relafive absence of high-income individuals, and a
regional lack of privately owned small to medium-sized, and highly profitable, businesses, are important reasons why major
league sports teams find the region less affractive. They anticipate they will be unable fo sell a sufficient number of expensive
reserved-seating areas and sky boxes.

There is a potential good side to all of this, however. Hampton Roads has an appreciably smaller concentration of lower income
people, especially when compared to the largest American cities. This reflects both the nature of the jobs available here and an
apparently strong regional commitment to the work ethic. This commitment is reflected in the labor force participation characteris-
fics of the region. In 1999, 73.3 percent of all people over the age of 16 in Hampton Roads actively participated in the
region’s work force. However, in the United States, during the same year, only 68.1 percent were in the labor force. Hence, a
significantly larger proportion of Hampton Roads’ adult citizens work than is the case in the rest of the country. One can put a
positive spin on this and inferpret it as a statement about the work ethic of the citizenry. The possible negative spin to these data
is that one might simply conclude Hampton Roads has no choice because it takes more jobs for families here to generate the
same income as in the rest of the United States.

Final VWords

Opinion surveys of Hampton Roads residents, including the one reported in the Stafe of the Region, 2000, consisfently indicate
Hampton Roads residents believe the region pays below-average wages and salaries. They believe this is why the area’s per
capita income is below the national average. However, the data presented here demonstrate this is not necessarily frue. The pri-
mary reason why per capita income in Hampton Roads trails other regions is that this area doesn’t own as many income-
producing assets, doesn’t earn as much business income and doesn't receive as many transfer payments as individuals
living in other regions.

The data also reveal that Hampton Roads is a rather egalitarian place. It has fewer very high-income individuals and fewer very
low-income individuals than the typical metropolitan region in the United States.

Finally, the data presented here once again underline the key role of defense expenditures in the region's economic welfare.
True, defense-related expenditures now account for only 28 percent of the region’s economy, as opposed fo 42 percent a
decade ago. Nonetheless, regional prosperity continues fo be tied closely fo the ups and downs of Department of Defense
expenditures. The good news is these expenditures are going up, and this shot in the arm, by itself, probably will move real,
price-adjusted per capita income in Hampfon Roads above the national average next year.
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Major League Sporis Teams:
A Pipe Dream?

Ahot fopic of public discussion in recent years has revolved around the possibility of bringing a major league sports team fo
Hampton Roads. Supporters believe a major league team would provide an economic boost, help unify the area, increase
pride in Hampton Roads and confer “big league” status on the region. Detractors argue that the economic evidence in favor of big
league sports is bogus and a major league team probably would fracture the area as the region's cities debated where the team
would be located, and who would receive the benefits and bear the costs. Those opposed to the idea also downplay the psy-
chological benefits of major league teams and consequently assert that precious publicinvesiment dollars would better be used for

other purposes.

Regrettably, a considerable portion of the evidence concerning the economic impact of major league sports teams has been
contributed by parties who have a vested interest in the matter — those who construct stadiums, team owners who receive
a lion’s share of the benefits and the major leagues themselves. When analyzed rigorously, most of this evidence is fatally
flawed and falls by the wayside. This means the argument for spending public moneys to attract and retain major league sports
teams is largely based on pride factors and presumed psychological benefits. It is difficult to measure the value of increased city
and regional pride, but as it tuns out, that is the primary rationale for spending public funds on major league sports teams. The
other reasons wash out on close analysis.

What follows is an evaluation of the economic evidence and a discussion of the psychological and other benefits that accrue
from maijor league teams. The economic arguments occasionally are a bit complex; however, the financial stakes for the region
are sufficiently large that even those residents of Hampton Roads without a taste for things economic will find it worthwhile o
take the time to understand the rudiments.

Setting The Stage

For many years, some individuals in Hampton Roads have expressed a desire to bring a major league professional sports fran-
chise to the region. Hampton Roads does not host a team in any of the four major professional sports (baseball, basketball, foot-
ball and hockey|, and many residents and civic leaders have viewed this as a regional shortcoming. The Hampton Roads
Parnership, a group of business, political and educational leaders, has focused efforts on affracting a major league baseball
(MLB) franchise, though it is not averse to other possibilities. Norfolk Mayor Paul Fraim, while not opposed to MLB, believes a
National Basketball Association (NBA| franchise makes the most sense. Based on commonly accepted criferia, can Hampton
Roads support either an MLB or NBA team? If so, does the investment in professional sports make sense?

Hampton Roads Compared To Other Regions

Geographers and economists have developed something called Central Place Theory (CPT), which says the role of cities is that
of service centers, and the spacing of cities and their populations defermines the range of activities the cities offer. VWe pay
aftention to CPT because it does an excellent job explaining the location of sports franchises in the United States.

According to CPT, the "highest-order places” in the North American urban hierarchy belong to those cities with the greatest pop-
ulations. CPT and population densities arguably explain the location of sports franchises in the United States through the 1980s.
Using 1990 census data, geography professors Jonathan Comer (Oklahoma State University) and Tracy Newsome (University of
South Florida) reported in 1998:




"New York City represents the only ‘firstorder place’ in the United States. It has the nation’s largest catchment,
or market area, in terms of population, and it also has the largest number of teams with nine... The six ‘second-
order’ places, los Angeles, Chicago, San Francisco, Philadelphia, Boston, and Detroit, all host at least one
team in each of the four leagues, and the 17 "third-order’ places, ranging from Washington, D.C.-Baltimore as
the largest, to New Orleans as the smallest, have af least one team and usually two fo four.”

The top three urban levels arguably have reached the saturation point with regard to professional sporfs. As a consequence,
leagues seeking to expand and teams seeking to relocate have considered “fourth-order” places such as Jacksonville, Raleigh,
Charlotte and Nashville. Diffusion of professional sports teams will likely continue. The salient question is this: What place does
Hampton Road occupy in the “demographic standings” among those Metropolitan Stafistical Areas (MSAs) cited as confenders
for an MLB or NBA franchise? Table 1 provides information on populations for the “confending cities,” and selected cities that
are cited as small markets relative to other cities that host MLB.

The information contained in Table 1 indicates that if population was the sole criferion, Hampton Roads currently occupies fourth
place in what might be termed the nine-member MLB “Aspirants league” — cities that don't have feams, but want them. Of
course, factors other than population come into play. Each of the cities has deficiencies, as does Hampton Roads ifself.
Washington, D.C., for example, is within a long home run of Baltimore, while Portland is less than 200 miles from Seattle. In
addition, Washington, D.C., has two strikes against it since it has failed to support MIB on two previous occasions.

Lurking in the background, however, is the possibility that significant financial disparities between the so-called “large market”
and “small market” clubs in MLB may lead fo the elimination of teams and the leagues becoming smaller. Thus, rather than
moving info a period of net expansion, MLB may be moving into a period of net contraction, where the only way a city might
acquire a new team is via the movement of an existing franchise. Further, MLB may not be looking to expand into “small market”
regions such as Hampton Roads. I's true that more people reside in Hampton Roads than in Milwaukee, but there is not any
other MLB MSA with fewer people than Hampton Roads. The Brewers will not be leaving Milwaukee any time soon since a




new stadium, Miller Park, was opened in 2001, and the city also is home to MLB commissioner Bud Selig. MLB teams in
Minneapolis, Tampa Bay and Miami seem the most intent on relocating, but the owners’ threats to leave each of these communi-
ties may only be part of a periodic ritual relating to MBL teams extorting public dollars to finance new sfadium construction or to
negotiate more lucrative confracts from cities and regions. The bottom line is this: While Hampton Roads looks good when com-
pared fo other cifies in the “Aspirants League,” it would be a “small market” MLB franchise af a time when expansion prospects
seem minimal and several “small market” MLB franchises appear to be in frouble.

As noted above, Hampton Roads may also be interested in pursuing an NBA franchise. How does its population compare to
other cities that are generally identified as serious contenders for an NBA franchise? In Table 2, populations and population
ranks are recorded for those MSAs generally thought to be ripe for NBA expansion or relocation.

Among those cifies or regions that never have had an NBA franchise and are contending for one now (Grand Rapids, Hompton
Roads, Louisville, Memphis and Rochester), Hampton Roads leads the population standings. In fact, the population of the
Hampton Roads MSA exceeds that of Milwaukee, San Antonio and Indianapolis, and is nearly equal to that of Sacramento, all
of which are cities that currently host NBA franchises.

Recent sfafistics indicate professional sports require not only large populations, but also people with significant discretionary
income. In a recent issue of American Demographics, an analyst observed:

"...Today, baseball is a sport for the well-off. The likelihood of attending a baseball game increases steadily
with household income. Twenty-one percent of adults with household incomes of $75,000 (the upper limit for
the fourth quintile was $64,300 in 1992) or more attend baseball games making them 72 percent more likely
than the average to do so.

"Other major sports also have an upscale audience. Football, basketball and hockey all have above-average
attendance rates among those with household incomes of $40,000 or more.




"Baseball’s customers are much more upscale than they were fen years ago. People with household incomes of
$50,000 or more were more likely in 1995 than in 1985 to attend baseball games.”

Table 3 provides information on per capita incomes for cities that are considered strong contenders for an MLB presence.

Hampton Roads does not fare well in the income rankings. In absolute terms, the region possesses per capita income greater
only than that of San Bemardino among those cities identified as potential MLB hosts. Hampton Roads trails smallmarket cities
that actually have teams by a minimum of 13.6 percent.




What about the NBA2 The per capita income evidence here is similarly discouraging. Consider Table 4, which records per
capifa income data for potfential and current small-market cities.

Hampton Roads’ MSA does generate per capita income equivalent to San Antonio, a current NBA host city. However, as a
region, Hampton Roads does not compare favorably to all other potential host cities or current small-market clubs in terms
of per capita income.

Whether it is MIB or the NBA, then, Hampton Roads is less attractive because of its low regional per capita income. To some
extent, this reflects the reality that most Southern states sfill lag other parts of the country in ferms of most measures of economic
activity. True, the gap between the South and other sections of the country has gradually been closing, but the opposite has
occurred in Hampton Roads for a considerable period of time. Consider this: While population in the United States grew about
13 percent between 1990 and 2000, and more than 14 percent in Virginia, it increased only 7.68 percent in Hampton
Roads. Income growth in the 1990s was similarly stagnant in Hampton Roads. Nationally, per capita income grew 4.29 per-
cent in the 1990s, and 4.26 in Virginia, but only 3.69 percent in Hampton Roads. Professional sports leagues emphasize
market potential as much as current economic conditions in determining cities suitable for expansion or relocation. Growth trends
do not constitute a plus for Hampton Roads. The deceleration of Hampfon Roads’ population and economic activity is a disad-
vantage for the region.

Additionally, whether a major league sports franchise makes sense for an area depends in part on how close that area is to
other areas that already host major league teams. For example, any consideration of a major league baseball franchise for the
Washington, D.C., region must fake info account the presence of the Baltimore Orioles 45 miles away. Proximity fo other fran-
chises can be analyzed in terms of the driving distance fo cities that currently host competitive franchises. Driving distance reflects
the impact of nearby franchise competition on both aftendance and media attention. This reality is recognized through the
extraordinary franchise fees currently paid by league aspirants. How does Hampton Roads ratfe in terms of proximity to the other
professional sports franchises@




The information in Table 5 indicates that the Hampton Roads MSA is located farther from any other MLB MSA than all of the
cities in the “Aspirants league” except Las Vegas and Greensboro. In considering the driving distance to an MSA that already
hosts a franchise in any one of the major sports leagues, only Las Vegas is farther. Thus, a major league sports franchise in
Hampton Roads likely would not be seriously disadvantaged by nearby major league sports competition.

Taking into account all of the information contained in Tables 1 through 5, it is apparent Hampton Roads clearly ranks
among the leading contenders for an MLB or NBA franchise. This assessment echoes the conclusions reached by Street &
Smith. Street & Smith devised a city-by-city rating of sports capacity based on total personal income for 172 MSAs and a
measure of fofal personal income necessary to support a franchise in MLB, the NBA, the National Football Lleague (NFL, the
National Hockey league (NHL) and Maijor league Soccer (MLS). On a scale of O to 100, where a score of 100 indicated that
the MSA was capable of hosting a franchise in the professional sport, Hampton Roads scored 84, 100, 100, 100, and 100,
respectively, for MIB, NFL, NBA, NHL and MSL. The score of 84 for MIB ranked third among MSAs without an MLB team, and
was exceeded only by Grand Rapids, Mich. (20), and Orlando, Fla. (21). Of course, since all of these MIB scores are less
than 100, Street & Smith concludes that no city in North America (with the possible exception of Washington, D.C.) has the cir-
cumstances currently necessary to support an MLB team. MLB, then, has expanded just about as far as is economically feasible.
Washington, D.C.’s, proximity to Baltimore (45 miles) indicates that Baltimore would have to agree to a franchise in
Washington, since such a franchise would encroach on its media market.

Based on conventional criteria, then, Hampton Roads would appear fo be a leading confender for a new major league sports
franchise of some kind. Unfortunately, the devil is in the details, and a closer examination of the region’s situation suggests sev-
eral significant problems distinctive fo the area.

Two issues in particular merit discussion. First, the geography of Hampton Roads is unique among the aspirants for an MLB fran-
chise. Water is ubiquitous in the region and separates most cities and counties from each other. The question of the stadium
location takes on particular significance since some proportion of peak stadium fraffic would have to use the bridges and tunnels




that connect the communities. Second, Hampton Roads includes several large communities that value their separate identities.
The communities tend toward political autonomy, and that may prove an impediment fo the development of a fan base beyond
the community in which the stadium is located. If the communities are considered separately, then no single Hampton Roads
community ranks above the 70th position in the U.S. urban hierarchy.

Hampton Roads has a transportation system that by most measures already is stressed and hence would have difficulty sup-
porting a typical major league franchise. In addition, as Hampton Roads develops economically, a greater number of cars will
be on the road. Projections for growth in the number of vehicles and miles fraveled are sobering. The Hampton Roads Planning
District Commission has projected average annual growth rates over the period 1995 to 2015 of .79 percent for population,
1.74 percent for automobiles and 2.59 percent for vehicular miles traveled. These estimates do not include the additional sfress
that a professional sports feam would add, in some instances at peak fravel times.

If a smallish, 40,000-seat MLB stadium were built somewhere in Hampton Roads, and if there is one car for every four seats in
the ballpark, then 10,000 additional cars would compete for space on the roads before and affer games. The Hampton Roads
Planning District Commission has estimated that there will be 90,000 personrips per day across the Hampton Roads Bridge-
Tunnel in 2010. Suppose half of the stadium traffic flowed one way or the other. Then, fraffic would increase by more than 5
percent across the critical bridges and tunnels connecting the Peninsula and the South Side. Traffic bottlenecks have proven irk-
some even for cities that host professional sports teams with a more accommodating geography. If the additional stadium
traffic could not be absorbed easily, then congestion on the roads would likely have adverse implications for attendance at
games and the viability of a professional sports franchise in the area.

The Hampton Roads Planning District Commission has estimated it would cost $3.7 billion alone to improve traffic in two corri-
dors critical to major league sports: widening and improving Interstate 64 ($1.3 billion) and constructing a third crossing from
Newport News fo Norfolk ($2.4 billion). Would these improvements accommodate the additional traffic on game day, and if
not, what would it cost o accommodate peak game-day traffic flows2 Would the team identify the potential problem and
require more convenience for its fans? If so, what would it cost Hampton Roads to provide the infrastructure that professional
sports feams commonly demand of their host cities@

Hompton Roads includes six cities with populations in excess of 100,000 (Chesapeake, Hampton, Newport News, Norfolk,
Portsmouth and Virginia Beach). Nearly all are separated in some way by the waters of the Chesapeake Bay, or the Elizabeth,
James or York rivers. Charitably, one can observe that this has fostered separate identities, making the cities less united and less
contiguous than the miles separating them would suggest. The construction of a major sports facility requires cooperation, particu-
larly as it relates fo financing. If the area cities and counties already view themselves as autonomous, then it is difficult to envi-
sion how they would manage the poliftical divisions that are inherently a part of large public projects. Stadium site selection is
contentious even in the most homogeneous communities. VWWould the good burghers of Chesapeake willingly support a stadium
constructed on the Peninsula? VWould Virginia Beach'’s citizens support a stadium located in Norfolk? Alas, past history is not
encouraging on this matter.

Public funding for stadium projects is often rationalized by noting that a ballpark serves as a cafalyst for economic development.
Increased economic activity is arguably most apparent in the neighborhood in which the stadium is located. If citizens from
Hampton attend a game at a stadium in Norfolk, then Hampton is, de facto, taxed twice — first through increased taxes to fund
the project, and second through entertainment spending which is diverted from Hampton to Norfolk. Richard F. Kiefner, an area
businessman and noted sports fan, opined:

"No one city of this mefro area could build a facility by itself, and this area historically has not been able to
act rafionally. We have 15 municipalities and approximately 113 city council people, and each has an
agenda. We can't get a cohesive, agreeable consensus, because what someone might perceive as excellent
for Norfolk doesn’t help Suffolk. If something happens in Hampton, a polifician in Virginia Beach says, ‘So
whate Doesn't affect me at all.

o




The Major Costs Of A Maijor League Sports Franchise

Hosting a professional sports franchise requires significant financial resources, both to acquire a feam and fo sustain it. The pri-
mary costs include: (1) the franchise fee; (2) the playing facility; (3) startup costs; (4] ancillary facility infrastructure; and (5)
opportunity costs (sacrificed public alternatives). The analysis in this section focuses on the acquisition costs for an MLB franchise,
though other major leagues are considered.

FRANCHISE FEES

Franchise fees have increased substantially since the lafter 1980s. Several circumstances account for this trend: (1) significant
appreciafion in equity markets [even taking info account recent stock market reverses); (2) the confinuation of generous govern-
ment subsidies for sports stadiums; and (3] large television contracts for the NFL and NBA. Graph 1 provides information on
franchise fees for the most recent expansions in the four major professional sports leagues.

GRAPH 1
FRANCHISE FEES ASSESSED NEW TEAMS FOR THE MOST RECENT EXPANSIONS IN THE
FOUR MAJOR PROFESSIONAL SPORTS LEAGUES IN THE UNITED STATES
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The Arizona Diamondbacks and the Tampa Bay Devil Rays paid a $130 million franchise fee to begin play in MIB in 1998.
By way of contrast, the Florida Marlins and Colorado Rockies paid only $95 million in 1993. Using these two data points,
franchise fees in MLB are increasing by 42 percent every five years. If this frend continues, and MLB expands once again in
2005, the franchise fee would be approximately 59 percent greater than in 1998, or $207 million.

NBA franchise fees have increased even more rapidly than in MIB. The Vancouver Grizzlies and Toronto Raptors paid a $125
million franchise fee when they entered the NBA in 1995. The NBA approved expansion by four teams in 1987 (two teams
began play during the 198990 season and the other two during the 199091 season), and each paid a franchise fee of only
$32.5 million. Thus, over the period 1987 to 1995, franchise fees in the NBA increased 300 percent. The NBA has struggled
somewhat since the refirement of Michael Jordan, and another threefold increase in franchise fees for a team to begin play in
2003 seems unlikely. A more realistic estimate of an NBA fee for the next expansion approximates $250 million.

The NFL has exhibited significant increases in franchise fees in the 1990s. In 1996, Jacksonville and Carolina each paid $167
million outright, but $200 million if their reduced share of television revenue is included. In 1999, Cleveland paid $530 million,
and Bob McNair will ante up $700 million for the new Houston franchise that will begin play in 2002.

The appreciation in franchise values in the NHL, although less spectacular, is nonetheless substantial. The franchise fee for NHL
expansion in 1993 was $50 million. To participate in NHL play for the 1998-09, 1999-2000, and 2000-01 seasons,
Nashville, Atlanta, Minneapolis-St. Paul and Columbus each paid $80 million. This represents a more modest 60 percent
increase.

The actual amount Hampton Roads would pay for a franchise in any of these leagues would depend on when the team com-
menced play, the number of other cities that bid for the same franchise, the health of the economy and market conditions in the
professional sports industry, particularly as they relafed to television rafings af the time of negofiations. Based on the history of
franchise fees and current market conditions, reasonable estimates are that in a future year, say 2005, the owners of a
Hampton Roads team would pay in the vicinity of $200 million to $250 million for either an NBA or MLB franchise, $700
million to $800 million for an NFL franchise and a “modest” $100 million for an NHL franchise.

START-UP COSTS

But, the costs don’t stop there. Start-up costs would likely equal another $60 million to $100 million, with the lower figure
applicable to basketball. Baseball requires a farm system and spring fraining facilities in either Florida or Arizona. Basketball
does not require a farm system since players are drafted out of college or high school, but does expend large sums of money on
scouting and promotion. Other sfartup costs include personnel, offices and advertising.

It appears, then, that the cost of acquiring a major league team might be expected to approximate the sum of the franchise fee
and startup costs for an expansion team. However, acquiring existing teams nearly always costs substantially more. The primary
reason is the bidding process that typically surrounds teams that are thinking about moving. Community pride tends fo generate
a type of “auction fever,” and cities currently hosting a franchise anfe up to keep that franchise, whether or not that action makes
economic sense. Teams thinking about moving always entertain offers from other communities, though sometimes such shopping
is part of a deliberate strategy fo wring financial concessions from their current hosts, particularly as it relates to new stadium
construction. Even George Steinbrenner and the New York Yankees have not been above threatening to move their hisforic fran-
chise if New York City does not provide it with significant concessions.




COST OF CONSTRUCTING A STADIUM

It is an understatement to observe that new sfadiums cost lofs of money. Recent history indicates that baseball parks are the most
expensive major league sports facilities to build. Graph 2 provides information on average facility construction costs for the four
major professional sporfs.

GRAPH 2
AVERAGE FACILITIES CONSTRUCTION COSTS FOR THE
FOUR MAJOR PROFESSIONAL SPORTS FROM 1990 TO 1997
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Between 1990 and 1997, new MIB stadiums cost an average of $269 million. Comparatively speaking, NBA arenas were a
bargain. The average cost incurred in constructing an arena for NBA basketball was $100 million less. Evidence from the
1990s also indicates that taxpayers shouldered 77 and 31 percent of the construction costs, respectively, for new MLB and
NBA facilities. If Hampton Roads had adopted an MIB team four years ago and if the averages identified here applied, tox-
payers would have spent approximately $207 million to build a baseball stadium in 1997, In 2005, a $300 million to $400
million figure could be anticipated.

Even given the rosiest scenario, it is unlikely MIB could play in Hampton Roads prior to 2005, and by then a new stadium
would be even more expensive. Both Milwaukee and Seattle built refractable dome stadiums in the past two years, and Safeco




Field in Seattle (2000) and Miller Park in Milwaukee (2001) cost $517.6 million and $399.6 million, respectively. A ballpark
without a dome, but with the amenities demanded by teams and corporate sponsors that pay for naming rights, would
cost in the neighborhood of $300 million. This translates to a $231 million contribution in public funds, if one uses the 77
percent average public contribution cited above. The financial dynamics are such in professional sports that teams insist on
state-ofthe-art facilities because of their impact on revenue generation.

Before Hampton Roads would be awarded an expansion franchise or an established team that decided to relocate, it would
have to convince MLB that it would meet the rather high standards MLB has set with regard to revenue generation. It is highly
unlikely that Hampton Roads would be approved for inclusion in MLB with a plan for a “vanilla” stadium that could sfill be built
for less than $200 million. Bud Selig, MIB's commissioner, is an advocate of comprehensive revenue sharing arrangements, and
it is highly unlikely that MLB would award franchises to teams that could not pull their financial weight. Consolidation (elimination
of teams) in MLB is being considered at this point precisely because some teams are thought of as “poor cousins” rather than
equal pariners. Another concem is some teams that receive league subsidies would not spend these funds in @ manner the
league would prefer — that is, acquiring better players — but would pocket the money.

Facility costs necessary for joining the NBA likely would be more modest. New arenas built in Atlanta (1999) and Miami
(2000) cost $213.5 million and $212 million, respectively. If the Alanta and Miami facilities are representative of regional
construction costs, an arena in Hampton Roads suitable for the NBA in 2005 would cost approximately $250 million. If the
public sector in Hampton Roads funded 31 percent of the stadium construction costs, then the community would pay $77.5
million for the facility. (This figure is extremely conservative. The 31 percent public funding average in the 1990s has been
skewed by the Fleet Cenfer in Boston, which was built with no public funding. More representative of the public contribution is
the Phillips Center in Atlanta in 1999. That facility was 81 percent publicly financed. For cities seeking an NBA franchise, the
public would likely shoulder a larger portion of the construction costs as part of the deal to secure the franchise.)

Another pofential cost advantage for an NBA arena is that such a facility could accommodate hockey without compromising the
sight lines for either sport. The sight lines in baseball, on the other hand, are unique — a baseball stadium cannot accommodate
another spectator sport without compromising viewing. In fact, MIB has stated that no franchise will be awarded to a city that
does not have a "baseball only” stadium. The adoption of an NBA team, therefore, offers potential economies of scale, where
the facility is concerned, that is not currently possible in hosting an MLB team. This potential, however, has not always been
exploited. Different ownership groups in the NBA and NHL in the same city have been successful in convincing their host com-
munity fo provide separate venues. Exclusive facilities, teams contend, allow them to generate revenues sufficient to sign the
players necessary fo compete. It should be noted, however, that if all teams build state-ofthe-art venues, then the financial advan-
fage a new stadium provides is eliminated. VWhat is true for an individual team is not true for the sum of teams.

RELATED FACILITY AND LOCATION COSTS

Many other things are necessary fo make a stadium operational from the team’s point of view. In particular, roadways and
parking lots have to be modified or constructed, and the site has to be prepared. Site preparation can run info the fens of mil-
lions of dollars if there are environmental problems such as contaminated soil or water at or near the stadium’s surface. In addi-
fion, host communities often provide land af or below market value, or offer tax abatement, as part of a package to attract the
tfeam. Based upon the experience of other cities, it is reasonable to assume the public “other infrastructure” subsidy would equal
$100 million for an MIB franchise and $50 million for an NBA team. (This estimate is, again, conservative, given the special
infrasfructure needs imposed by the ubiquity of water in Hampton Roads. Phillips Arena in Atlanta incurred $62 million in infra-
structure costs, which will be financed by a car rental tax.)

OPPORTUNITY COSTS: SACRIFICED REGIONAL ALTERNATIVES

Opportunity cost boils down fo this question. VWhat is the best alfernative use of the public funds that might be spent on a major
league team? That is, what else could the region do with such funds and how valuable is the best “other” choice? If the rate of
refurn on the operation of the professional sports team exceeds that of the next best alternative, then the public subsidy necessary
fo host a team does represent the best use of those funds. If not, the investment should not be made.

The rafe of refurn on an investment in professional sports depends substantially on the economic growth induced by the teams.
The increase in economic activity a community reasonably can expect from a major league team is considered in the next part




of this report. In any case, in principle, one must compare the productivity of an investment in a major league sports team with
investments a city or region might make in ifems ranging from K-12 schools, university research parks, medical facilities, parks
and recreation, increased police and law enforcement, and so forth.

SUMMARIZING THE COSTS

A summary of the costs both the private and public sectors in Hampton Roads reasonably could be expected to incur in
aftracting either an NBA or MLB team is represented in Table 6. Costs are based on the preceding discussion.

As Table 6 indicates, Hampton Roads’ best bet is to attract an NBA team. A low estimate of the public contribution neces-
sary to atiract an NBA franchise is $133 million, though perhaps a more realistic estimate is almost twice that amount. By
contrast, an MLB team is likely to require a much greater infusion of public funds — approximately $330 million. Such a
consideration may be moot, since Hampton Roads does not appear to generate the per capita income necessary to support
an MLB team anyway. This means Hampton Roads is a risky location for MLB. Tampa Bay appears to have discovered that
harsh reality. A May 6, 2001, article in the Chicago Tribune assessed the situation in Tampa Bay:

"Ain't no sunshine: Baseball is on life support in Florida. Both the Florida Marlins and Tampa Bay Devil Rays
are stuck with stadiums that may be their undoing.

"Owner John Henry brought much-needed enthusiasm when he bought the Marlins from Wayne Huizenga in
1999, but he has been frustrated in his efforts to get a stadium. The latest session of the Florida Legislature
adjourned Friday without a financing bill even reaching the floor. It was blocked by Senate President John
McKay, perhaps as a profest against all those tacky flags that were atfached to car antennas during the 1997

World Series.

"Then there are the Devil Rays, who are last in the AL in attendance. They play at Tropicana Field, a quirky
dome that is near downtown St. Petersburg and far from the population center in the area.
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We overestimated the strength of the market, frankly,” said Bill Bunker, who was executive director of the
Pinellas Sports Authority when it sought a franchise. "We thought there were a lot more baseball fans in this
market than there are and we may have overestimated the financial abilities of the market.” ”

COMMENTS ON MARKET SIZE AND FRANCHISE VIABILITY

Market size determines gate and local broadcast revenues in major league sports. MIB offers a good example of how financial
inequities may put smallF-market clubs at some peril. There is a positive correlation between team payrolls and tfeam winning per-
centage. Between 1994 and 2000, each additional $2 million in team payroll equated to approximately one additional reg-
ular season win in MLB. Simply put, MLB shares less revenue among teams than does the NBA or NFL. Therefore,
small-market teams have a much tougher time surviving in MLB. This is another strike against MLB insofar as Hampton
Roads is concerned.

High payrolls are even more strongly related to postseason success. Since 1995, when MIB switched fo its current playoff
format, teams in the highest quartile of payrolls have appeared in the playoffs 30 times, compared with 15 appearances by
feams in the second quartile, one appearance by a team in the third quartile and two appearances by teams in the bottom quar-
file. In ferms of success in the playoffs, the gulf between the “haves” and the "have-nots” is even wider. Teams in the top quartile
have won 168 of the 190 playoff games played since 1995, with second-quartile teams winning another 20 of the 190
games. Of course, a high payroll is no guarantee of success: Witness such big-budget failures as the 2000 L.A. Dodgers,
which failed to make the playoffs despite having the second highest payroll in baseball, or the 1998 Baltimore Orioles, which
failed to even break .500 with MLB's highest payroll.

Hompton Roads possesses a small-market demographic profile when compared to communities that currently host teams in MLB
or the NBA. Smallmarket franchises are financially vulnerable from the point of view of both the tfeam and the community for at
least five reasons. First, teams flirfing with the notion of relocating usually would be silly not to seek compensation for the addi-
tional risk they would assume by entering a small market. This forces small markets to provide larger public subsidies for con-
structing stadiums and/or more generous lease arrangements. It is highly unlikely that Nashville would have atiracted NFL interest
in the absence of it offering an irresistible financial incentive.

Second, after the novelty effect of a new team erodes, team revenues tend fo frack competitiveness on the field. Smallmarket
clubs [consider Montreal in baseball) do not have the financial wherewithal to compete with the larger markets for playing falent
in this free-agency era, and that generally translates into reduced competitiveness and a further erosion of revenues as fan
interest wanes.

Third, owners tend fo emulate each other and adopt the financial strategies of the most successful clubs. The spate of new sta-
dium construction in the 1990s corroborates this behavior. The risk for a city or region is they will be asked to fund the renova-
fion or construction of new playing facilities, whether or not they are needed. Forty-six facilities were constructed or renovated in
the four major professional sports leagues in North America between 1990 and 1998, and as of the end of 1999, an addi-
fional 49 facilities were either under construction or in the planning stages. In other words, more than 80 percent of the
venues for the four major professional sports leagues have been renovated or replaced since 1990. The shelf life of sta-
diums has been substantially reduced. The Miami Heat and the Charlotte Homets of the NBA, for example, have clamored for
new arenas despite the fact their old facilities are only slightly more than 10 years old and have consfruction bonds sfill unpaid.
Miami (Dade County) has built a new sfadium for the Heat, while the Homets are threatening to leave Charlotte if the city does
not agree fo replace the second largest arena in the NBA in ferms of seating capacity.

Fourth, as pressure for greater revenue sharing mounts, the league will be less folerant of clubs that will not or cannot pull their
financial weight. MIB commissioner Bud Selig has expressed concern publicly that some teams appear to have been perma-
nently consigned fo alsoran status. Coincidentally, as MLB discusses “contraction,” or the elimination of financially troubled fran-
chises, all teams considered for dissolution are in cities that have ballparks that are considered economically obsolete. This
generates additional pressure for new publicly financed facilities. The cities include Montreal, Miomi, Tampa Bay and
Minneapolis-St. Paul. VWhen questioned about league contraction, Selig said:




"The more I've analyzed the problems, the more | refuse to take any option off the table. Do | consider contrac-
fion a serious and viable optfion? | do. The economic problems are so pervasive that they are going to need a
myriad of solufions.”

Fifth, there is evidence some of the feams in the four major professional sports leagues are experiencing financial problems. Of
course, many of the claims of financial distress issued by league offices are suspect because they represent thinly veiled attempts
fo convince cities that have balked at financing new ballparks to get on with it or suffer the consequences. MLB's blue ribbon
panel on baseball economics, however, concluded that since 1994 MLB has lost collectively $1.4 billion, and only three MLB
teams (New York Yankees, Cleveland Indians and Colorado Rockies) were profitable over that time. While one might quibble
with these dafa, at least one MLB team may be in imminent danger. There have been persistent reports that the Tampa Bay Devil
Rays may not be able to make their payroll.

The NBA is also experiencing some financial difficulty. Television rafings for NBA broadcasts on both NBC and TNT for the
200001 season were down 31 percent from peaks reached in 1997-98. Over the same period, attendance af regularseason
games fell by 4.9 percent.

Hompton Roads and other communities seeking a professional sports presence must be mindful of the redlities of the sports mar-
kefplace. Clearly, there are financial challenges and stresses that accompany inclusion in the big leagues, particularly for “small
markets.”

Those who support the use of public subsidies fo affract major league sports have argued the public benefits induced by a maijor
league presence exceed the public costs. However, while such individuals typically have ignored some costs, they have in par-
ficular tended fo exaggerate benefits. The next section analyzes the public benefits identified by sports boosters.

The Rationale For Public Subsidies For

Professional Sports Teams
ARE PROFESSIONAL SPORTS TEAMS “PUBLIC GOODS"2

Cities and regions subsidize professional sports most visibly through funding playing facilities, though less visibly by means of
police and security provision, and enduring crowding, congestion, trash and rowdy behavior, and so forth. Proponents of subsi-
dies for sports infrastructure argue that such subsidies are a fiscally responsible strategy because they properly should be viewed
as public investments rather than expenses. Thus, they contend, Hampton Roads should view an expenditure on a major league
baseball park in the same fashion as investments in things such as the port, schools, airports and the like. Such items, it is
argued, generate benefifs in excess of their costs and hence represent good investments of public funds.

This provokes an obvious question. If stadiums are such good investments, then why don't private entrepreneurs put up the neces-
sary funds in the same fashion they do for suburban developments or even dot.coms? The reason, say supporters, is private
invesfors cannot capture all of the benefits generated by largeticket items such as stadiums. The problem, they say, is similar to
that for many other “public” goods such as public safety and education. While the party who pays for an item such as a sfa-
dium receives some of the benefits, numerous other individuals (hotel and motel owners, and resfaurateurs are examples) also
enjoy some of the benefits even though they did not pay for the stadium.

Thus, supporters of public subsidies for stadiums contend there are benefits “external” to the stadium'’s primary output that go to
those who haven’t made any investment. In the absence of public financial support, private entrepreneurs may decline to invest
their funds because some of the benefits frequently go to other individuals who have not invested. Sufficient benefits do exist to
justify major league teams, proponents argue, but these benefits are diffused over so many different individuals and groups that
no single person will find it worthwhile to make the huge investment required. For example, every resident of the Cincinnati met-
ropolifan area, they believe, derives some identification and prestige benefits from the Reds and the Bengals because the pres-
ence of these teams defines Cincinnati as “a major league city.” Civic and regional pride have values, they contend, and this is
among the reasons why public investment in major league stadiums is merited.




All of this is based upon the notion that professional sports are properly construed as “public” rather than private goods.
National defense expenditures are determined publicly since all citizens benefit from the same arsenal of military goods, whether
or not they pay faxes. The benefits of national defense go to all individuals, whether or not they know it or even want the profec-
fion. The optimal provision of pizzas, on the other hand, is determined privately since once a pizza is purchased and eaten, the
benefits derived from that pizza go only fo the person who purchased and ate it. Are stadiums really “public” goods, or are they
"private” goods like pizzas? And, If they are, indeed, public goods, what is the balance between costs and benefits? Questions
relating to the external benefits professional sports impart and the extent to which they are public in character are at the
heart of the debate about professional sports subsidies. These issues are analyzed in succeeding sections.

WHO PAYS FOR STADIUM CONSTRUCTION®

The increase in the fraction of stadium construction costs borne by the teams on average in the 1990s creates the misleading
impression that overall, private investors are shouldering an increasing share of the financial responsibility for professional sports.
Encouraging this view are the dafa depicted in Graph 3, which shows the fraction of infrastructure costs borne by the private
and public secfors for the four major professional sports leagues.

GRAPH 3
THE FRACTION OF STATIUM CONSTRUCTION COSTS BORNE BY THE
PUBLIC SECTOR, 1900-1996
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It is true the public sector no longer provides as large a proportion of stadium construction costs as it did in the 1970s and
1980s. The reality, however, is that the absolufe [not proportionate) dollars cities have committed to stadium construction terms
have never been higher than over the period 1996-2000. This is frue even when price inflation is faken info account.

One reason construction costs have increased so rapidly is today’s stadiums are much more plush than they were even 20 years
ago. In MLB, new stadiums generally have fewer seats but generate more revenue because of the growing emphasis on luxury
seating and other amenities. However, this is only half the story because it does not take into account the other side of the pic-
ture — publicsector sharing of revenues. Most cities or regions that construct stadiums also share in the revenues generated by the
stadiums and the teams that play in them.

DO TEAMS SHARE REVENUES WITH CITIES AND REGIONS?

Times have changed in this arena. Prior to the 1990s, cities and teams shared significant proportions of the revenues generated
by stadiums and teams. Such is nof the case foday. Sports stadium leases have evolved such that teams take virtually all of
the significant revenue streams generated by a stadium, except for those they earmark for financing construction of the
stadium itself. Clearly, teams expect a new stadium will improve their financial condition, otherwise they would not clamor
for them. As a consequence, Hampton Roads should not expect to share revenues with teams. It is not the standard in pro-
fessional sports today. Communities might expect feams to earmark certain revenue streams; for example, the funds generated
from naming rights might be earmarked to pay for the construction of a stadium. However, the quid pro quo will be complefe
appropriation of all the other revenues by the tfeam. Confidential NFL data made available fo the public as a result of the lawsuit
Ockland Raiders owner Al Davis filed against the NFL revealed:

"The average perteam operating profit, arrived at by deducting expenses from revenue, jumped to $11.6 million
in 1999, up 68 percent from 1994. In 1999, the team generated an average of $45.3 million in local rev-
enue, meaning primarily the dollars that can be wrung out of a stadium, an increase of 80 percent from 1994."

Hence, even while cities and regions have begun to pay a lower proportion of the construction costs of new stadiums, increas-
ingly they are being pushed out of a significant share of the revenue generated by these stadiums and the teams that play in
them. Most important, one of the largest sources of economic gain fo a team is the increased value (price) of ifs franchise over
fime. As nofed above, the value of franchises has climbed dramatically in recent years. Today, the average value of a major
league baseball franchise is at least $200 million. If the construction of a new stadium is one of the reasons why a team’s value
increases, and the public has paid a majority of the construction costs of that stadium, then should the public share in the appre-
ciated value of the franchise, if and when the owners sell it Perhaps it should, but only rarely is that the case. The newly negofi-
ated agreement the city of St. louis and the State of Missouri have negotiated with the St. Louis Cardinals is an exception.
Generally, wily owners have convinced starstruck cities and regions fo fork over public cash without receiving in return any of
the appreciation in the value of the franchise that nearly always results. Indeed, if and when they sell the team, they may realize
capital gains of $100 million or more, none of which is shared by the public.

The allure of a new, modem stadium to a team is the increased “local revenues,” over which teams have exclusive rights, and
the increased value of the major league franchise that results. Local revenues are defined as those receipts not subject to league
revenue-sharing arrangements and are the moneys teams keep for themselves. Examples include parking, concessions and the
like. These are revenues that have climbed significantly in recent years, but cities and regions typically have not shared in this
largesse.

The full exercise of the financial muscle provided by passionate demand for professional sports franchises has enabled teams fo
exclude cities from sharing these local revenues. Cities and regions have wanted major league teams so badly that they have
negotiated agreements excluding the public from “local” revenues and a share of the appreciation in the value of the franchises.

The number of corporations and large organizations headquartered in a community largely defermines the market price for luxury
seafing. Corporations represent the most important consumers of luxury seatfing. The roster of corporations headquartered in
Haompton Roads to a substantial degree would determine the price for premium seats. VWould the owners of a Hampton Roads
professional sports feam receive sufficient revenue from luxury seating fo enable them to compete with current MIB or NBA fran-
chises? This seems doubtful because Hampton Roads is home to only two firms listed among the Fortune 500 and cannot claim
many large firms whose headquarters actually are in the region. Hampton Roads is a “branch region.” Its large banks are head-




quartered elsewhere, for example, in Charlotte, and most of the region’s large corporations are controlled from sites elsewhere in
the United States or the world.

In any case, the evolution of stadium leases has restricted cities from sharing revenues that emanate directly from teams’ opera-
tions. This has occurred for several reasons, but the primary one is cities and regions clamoring for teams have become
pushovers for the teams they have affempted to atfract. The contention, therefore, that public subsidies for professional sports rep-
resent prudent investments must be based on something other than a city’s share of direct revenues. Those revenues go elsewhere
and therefore do not play a big part in rigorous studies of the economic impact of professional sports feams.

INDIRECT EXPENDITURES

What about indirect revenues — from expenditures fans make at restaurants, bars and hotels in a professional sports city or
region In most reputable studies of the feasibility of a professional sports franchise and its economic impact, the benefits
accruing to the city through indirect spending (including multiplier effects) represent the pillar upon which the rationale for
professional sports subsidies rests. In the broadest sense, indirect spending includes all additional spending beyond direct
spending that occurs in the community, for example, spending at a restaurant or bar in another neighborhood. Note the delib-
erate emphasis on the word “additional.” There is no economic gain to those in Hampton Roads if, because of a major league
feam, its citizens stop spending money at, say, Patrick Henry Mall, and instead now spend it on a major league baseball team.

In the standard development models, local growth comes from increased export sales — net inflows of spending from outside the
area. These expenditures then have a multiplier effect as individuals spend and re-spend these dollars several times. For
example, the owners and employees of restaurants serving major league sports fans spend the money they receive from the fans.

Of course, it also is true that a major league team could convince local residents to spend their money in Hampton Roads rather
than elsewhere. This is what economists label “import substitution” and represents a valid additional source of economic stimula-
tion for a city or region. If the $100 spent by a local resident at a professional sports event in Hampton Roads would have
been used fo buying things from, say, New York City, then the presence of the local professional team would increase net local
spending.

The size of the multiplier following any net increase in area spending depends similarly on the locus of the re-spending. If all of
the new income generated by the sports team is respent on locally produced goods, then the multiplier will be substantial. If,
however, the highly paid athletes or executives maintain their residences outside the area, or if the concessionaires import their
Tshirts and beer from outside the region, then the multiplier will be small.

The impact of a professional sports team on the local economy depends, therefore, on the details of where each dollar is spent
— on imports, exports or local production. Precise data on this are not easy to obtain, and the common fechnique s to proceed
by making assumptions about the sources and uses of spending. Not surprisingly, those who measure the greatest impact of
professional sports teams on local economies assume that all the initial spending constitutes a net increase in local
spending. This means they assume: (1) individuals who patronize a major league team will not reduce their expenditures
on any other items in Hampton Roads; (2) those who live outside the region will spend new money on a major league
team in Hampton Roads; and (3) Hampton Roads residents will stop spending money in other regions and now spend that
money locally on the major league team. It seems obvious, however, that these propositions are not totally true, or even
close to it.

The discussion of whether people who patronize a major league team reduce their purchases of other things inside the city or region
in order fo do so is grounded in economic fundamentals. Individuals have limited budgets in terms of time and money. More time
and money spent watching a professional sporting event necessarily means less time and money for other things. Consider the fol-
lowing nonsports example. Does the appearance of a new shopping venue such as Norfolk's MacArthur Center have an effect on
sales at other shopping sites such as Patrick Henry Mall, Lynnhaven Mall or the Military Highway corridore All one needs to do is to
add the fotal retail sales in the region, and adjust them for inflation, fo see that the appearance of a new shopping venue such as
MacArthur Center does in fact impact other shopping areas. The effects somefimes are subtle and one may not see them unless one
looks at city or regional fotals. A small, strip shopping cenfer store may go out of business or perhaps a store narrows its choice of
merchandise because sales do not merit a larger selection. The point is, there is substitution present where regional expenditures are
considered, whether for retail shopping or for a major league team. If's not all new money.




Since the appropriateness of public subsidies is of primary inferest, it is worth noting that substitutions also can occur in the
public sphere. If public moneys are spent on a professional sports team, will there be fewer dollars available for other public pur-
poses, such as schools, roads and policinge Again, the answer almost surely is “yes.” As cities and regions relearn bitterly each
year af budget time, they can't spend the same dollar in two places. local elections frequently turn on spending priorities and
where public investments should best be made — “downtown” or in the neighborhoods. The point, then, is that to some extent the
public investments made in major league stadiums reduce public expenditures made in other arenas. The question is not whether
this is true, but to what degree it is frue. Public financing does not emanate from a bottomless well.

It is true that high-visibility projects such as professional sports typically draw more popular support than many alternafives. If,
however, such support is based only on the perception of substantial economic development flowing from the project — bolstered
by the assumptionflawed impact studies — then this support is based on false premises. In fact, according to several studies, it
is plausible to assert that professional sports teams actually may be detrimental to area income growth. The types of jobs
created by professional sports activity are low-wage and seasonal: ticket-takers, ushers, vendors, restaurant and bar
workers, taxi drivers, etc. That is not to demean the importance of such jobs to a community, but there are longterm develop-
ment implications that need to be considered. An area development strategy concentrating on these types of jobs could lead o
a situation where the region’s comparative advantage is based on a relative abundance of such workers. Compared fo other
areas (with comparative advantage based on high-skilled and high-wage labor), future growth rates in the region investing in
sports may lag growth rafes in regions whose developmental strafegy concentrates jobs in low-wage sectors. This is especially
relevant for Hampton Roads, because the region’s per capita income is only 87 percent of the national average (98 percent if
costofliving differences are taken info account). Would Hampton Roads rather be like Austin, Texas, which has no major league
feams, buf an abundance of high-income, high-skill jobs, or instead a sink for low-income, low-skill jobs2

Those advocating sportsbased development envision a very different longrun outcome. They project that a city’s “major league”
image is an infangible that will affract new, unrelated businesses. This is the “St. Louis Argument,” though the decline of the city
of St. Louis over the past few decades does not encourage this view. Nonetheless, without question, civic and regional pride
do have value; cities and regions with such pride are more uplifting places to live and play. Still, it is not clear such things
are worth hundreds of millions of dollars that could be spent on other indisputably productive investments.

To summarize, advocates of subsidies for professional sports identify several possible benéfits to justify the public investment in
sports infrastructure. They include: (1) direct benefits that accrue from spending that occurs in conjunction with the operation of
the team; (2) indirect economic benefits accruing to the community as a consequence of hosting the team that are external to the
feam’s activities and not captured by the team; and (3) the psychological benefit the community derives from hosting a team.

INDIRECT BENEFITS

A persistent argument for public subsidies for professional sports states that the indirect benefits realized by society (including psy-
chological benefits and pride) exceed the costs society incurs in subsidizing professional sports. What does the available empir-
ical evidence have to say about the magnitude of such benefits? The evidence provided by analysts without an economic or
political stake in the outcome of subsidy debates is not encouraging about substantial indirect economic benefits imparted by
professional sporfs.

An evaluation of the indirect economic impact of major league sports must consider both the region-wide and neighborhood
impacts. Does the feam contribute to the economic vitality of the mefropolis; is there a region-wide confribution? Does the pres-
ence of the team enhance the economic activity in the neighborhood in which the stadium is located; is there a localized
impact? The question of neighborhood economic impact has become more important because suburban stadium sites are
increasingly being abandoned in favor of sites af the edge of or within central business districts (CBDs|. Proponents of relocating
stadiums to CBDs claim that such a move can help transform deteriorating city cores.

To help understand indirect economic impact, imagine drawing rings with increasingly larger radiuses around the stadium. If a
maijor league team attracts fans outside the neighborhood in which the ballpark is located, that neighborhood is in effect
"exporting” professional sports and an inflow of funds results. The communities from which the fans are drawn, however, experi-
ence diminished economic activity since those communities are “importing” the sports activity, which results in a dollar outflow. If
the area analyzed includes nearly of all of the communities that are exporting and importing professional sports, no nef dollar
inflows or oufflows are recorded for that area’s economy. Metropolitan statistical areas (MSAs) generally consist of more than




one county. If fans are primarily drawn from the MSA, then we would expect litlle or no net spending changes within the MSA,
since the money spent at the professional sporting event is simply supplanting money that would be spent elsewhere in the MSA.
The primary methodological problem with promotional impact studies for professional sport is they ignore this “substitution” effect
and other leakages that may occur as a consequence of the national character of the professional sports industry. That is, the
overly optimistic promotional studies touted by the most rabid supporters of major league teams blithely ignore the reality
that most of the money fans spend on a major league team simply reduces their spending on other things within the
region. This makes a huge difference. To illusirate this, consider the information recorded in Table 7.




As Table 7 indicates, ignoring the substitution effect accounts for most of the substantial disagreement on the estimated size of
indirect economic benefits generated by major league teams. One way to assess the reliability of promotional economic impact
studies is to compare their promises to an “afferthefact” audit in communities where there have been changes in the professional
sports industry. Consider the following excerpts from empirical work performed by a variety of researchers with no ax to grind on
the impact professional sports has had on metfropolitan economies.

In 1996, Robert A. Baade, Vail Professor of Economics at Lake Forest College, examined the impact of changes in professional
sports in all 48 cities in the United States that have experienced some change in their sfatus within the four major professional
sports leagues over the period 1958 through 1987 In considering changes in the professional sports indusiry had on metropol-
itan real per capita personal income, Baade found: “The results of the empirical tess ... were stafistically insignificant for all but
a few cities.”

Baade’s conclusion that professional sports have no discernible impact on metropolitan real per capita personal income is
strong, but too kind, according to a 1998 study by Dennis Coates and Brad R. Humphreys, both of whom are on the eco-
nomics faculty at the University of Maryland, Baltimore County. Not only did these researchers not find a positive impact
on per capita income by professional sports, but they actually discovered that professional sports reduce per capita income
in cities and regions. In a 1999 Journal of Policy Analysis and Management article, they wrote:

"This paper investigates the relationship between professional sports franchises and venues and real per capita
personal income in 37 Standard Metropolitan Statistical Areas in the United States over the period 1969-
1994 Our empirical framework accounts for the entry and departures of professional football, basketball and
baseball franchises, the construction of arenas and stadia, and other sports related factors over this time period.
In confrast to other existing studies, we find evidence that some professional sports franchises reduce the level
of per capita personal income in metropolitan areas and have no effect on the growth in per capita income,
casting doubt on the ability of a new sports franchise or facility to spur economic growth.”

In assessing the correlation between jobs and the professional sports industry, Baade found in 1996 that
"...sports teams and stadiums have an insignificant impact on jobs in the commercial sports industry.”

This last result is particularly significant in that one would expect changes in the professional sports indusiry fo exert some measur-
able influence on jobs in the commercial sporfs sector, which is small, relative to a large, diverse metropolitan economy. To pro-
vide some context on the size of a professional sports team, Roger G. Noll, coeditor of the 1997 book Sports, Jobs & Taxes,
observed:

"By measures such as revenue, a sports feam is a considerably smaller business than many less visible enter-
prises. To take but one example, a major university is not only larger than any sports team, but many exceed
the size of an entire league. Stanford University expects to generate revenues of approximately $1.5 billion in
fiscal 1997, In 1994 fifty universities each received mote than $75 million in research grants from the federal
government. The top ten universities together received approximately $2.8 billion in federal grants in 1994,
which was more than the combined revenues of the NFL and the National Hockey league, or the combined
revenues of the Major league Baseball and the National Basketball Association.”

Given the fact that Hampton Roads comprises several large cities, the issue of what a team would confribute to the metropolitan
economy is partficularly important. Even if there were a measurable economic impact, these benefits would have to be allocated
among the cifies in some fashion. One does not have fo be a practiced polifician to understand that those Hampton Roads cities
that did not host a team, but which helped defray the costs of affracting and maintaining a team, would not have agreed to
forgo being a host site without receiving some concrete, benefits in refurn. A reasonable measure of what a team actually would
confribute fo the mefropolitan economy, therefore, must be determined.

Two of the alleged success stories of major league sports are baseball's Baltimore Orioles and their congenial ballpark, Camden
Yards. However, Bruce W. Hamilton and Pefer Kahn, economics professors at Johns Hopkins University, have estimated the eco-
nomic impact of Camden Yards on the Baltimore economy. In their chapter on “Baltimore’s Camden Yards Ballparks” (Sports,

Jobs & Taxes, 1997), they concluded:




"Taking account of all the measurable benefits of the Camden Yards investment (that is, job creation and tax
imports), we estimate that baseball at Camden Yards generates approximately $3 million in annual economic
benefits to the Maryland economy, at an annual cost to the taxpayers of Maryland of approximately $14 mil-
lion. The net annual cost is approximately $11 million, or about $14.70 a year per Baltimore metro house-

hold.”

Most individuals in Crab Town believe the Orioles (and the football Ravens) are the financial equivalent of Old Faithful - they
generate economic growth for the region on a predicfable schedule. The truth is just the opposite — they diminish economic
growth on a regular schedule.

Thus, the critical question: If there is no evidence to support the supposition that professional sports have a positive effect on
regional economies, is there evidence that major league teams have a substantial economic impact on the neighborhoods in
which their stadiums are located? This may be a particularly important issue if the neighborhood is located in the urban core.
legislatures have become sensitive fo the demise of urban America and, as a consequence, inifiafives designed fo rejuvenate
downtowns have enjoyed some support at the state and federal levels. Arguably, revitalizing downtown areas (Newport News,
Portsmouth and Norfolk all have pursued this strategy) may generate benefits that spill beyond the urban core. If this is so, non-
local public subsidies for downtown redevelopment may have merit. Before a stadium can be used fo rejuvenate a downtown
area, however, it must be determined that it represents the best use of that land.

The local economic impact depends on the extent to which spending and re-spending occurs by those residing outside the envi-
rons where the sports event is held, or by local citizens who spend money on the games as opposed to spending discrefionary
income outside their neighborhood. It is difficult to dispute the game-day impression that substantial economic activity does occur
in the neighborhood. The sense is that enthusiastic spendthrifts descend on a community. However, the important question is this:
Does the money sfay in the neighborhood? Stadiums may well serve only as a conduit through which money is transmitted
from fans to nonresident players and owners. Thus, even at the local level, professional sports may not provide much of an
economic boost.

Robert Baade studied the economic impact of professional sports on Pioneer Square, the Seattle neighborhood in which the NFL
Seahawks and MIB Mariners play. Based on an analysis of the changing mix of commercial activity in the neighborhood, he
concluded:

"The evidence from Seattle is decidedly mixed. Clearly the stadium channels economic activity in the direction
of businesses that have a connection to sports. Stadium bars and restaurants and retail outlets selling sports
paraphernalia benefit. Many other businesses, particularly those that do not appeal to sports fans, lose busi-
ness. This occurs as a consequence of peak use of shared community resources on event day; parking and
sidewalk space are the most obvious examples. Customers that ordinarily would patronize local businesses do
nof on event day because the cost of doing so increases. Routine or normal business, therefore, is crowded out
on a scale that may well offset any neighborhood gains. Unless the excess demand for key local resources is
somehow mitigated, many other commercial activities in the neighborhood are destined to decline.”

Thus, there are reasons fo believe that even at the neighborhood level professional sports fail to boost the economy. Whether the
feam confributes meaningfully fo the local economy depends on the nature of that economy and ifs ability fo minimize the disrup-
tion caused by peak stadium traffic. This requires careful planning and a professional sports tfeam willing to be a good citizen.
However, the political power most professional sports teams currently wield forces neighborhood businesses and residents to
shoulder a disproportionate share of the risks and inconvenience associated with the influx of fans on game day.

The costs fo a region or city of hosting a professional sports team include more than the initial outlays for landing the feam and
building a stadium. Most obviously, there is the additional police protection and clean-up costs in the stadium environs, which
mysferiously on occasion have been excluded from the costbenefit analysis for hosting a team. But, there also are ongoing sto-
dium costs that include operation and maintenance. Fearful of financial innovation that will render their stadium economically
obsolefe, major league teams now include in their memoranda of understanding with cities clauses that guarantee stadium reno-
vations to ensure their stadium will maintain a designated rank within the league in terms of revenue generation.




PUTTING IT ALL TOGETHER

In light of the insignificant or at best minimal economic benefits that accrue from major league teams, and costs that may
well be understated, are there grounds for Hampton Roads to pursue a professional sports team? The answer is, “Not if it
is being done for economic reasons.” Most major league teams are poor financial investments for cities and regions
(though not necessarily for the astute owner who is able to pry substantial subsidies from the public). Even a city such as
Baltimore would be better off o invest its funds in activities other than major league sports, if it is interested in a competitive rate
of return.

Of course, sport has substantial social and cultural significance in the United States and throughout the world. The Orioles and
the Ravens uplift the spirits of Baltimoreans and presumably infuse many of region’s residents with pride. Indeed, when all is said
and done, the primary benefits to Hampton Roads and any other community that is considering hosting a professional sports
team would be psychological in nature. A community establishes an identity, for better or worse, in part through the exis-
tence and performance of its sports teams. Sports help define a community’s place in the social hierarchy. A professional
sports team is something around which members of a community find common ground and coalesce. It provides a topic of
conversation around the coffee machine and the dinner table. These intangibles are worth something, though it is not
abundantly clear they are worth more than superior K-12 schools, or reduced crime, or whatever. And, as we have seen,
these intangibles do not lead to higher city or regional incomes.

We conclude this section with a simple thought that may be comforting to those who wish to bring a major league franchise to
the region. The Hampton Roads MSA has a population of approximately 1.55 million. In the analysis above, we estimated that
the public sector in Hampfon Roads likely would contribute approximately $330 million fo field an MIB team. Then, each citizen
(sports fan or nof) would pay $212.90 to host an MLB team. If the team were to stay in Hampton Roads for 20 years, then
each citizen would pay only $21.29 per year to attract and refain the team in the region. It is plausible that many people
would be willing to support a professional sports team if they were informed it would cost them only $21.29 per year to do so.
It appears many people believe the pride and prestige associated with major league status are worth even more than that. Thus,
even though the net economic benefits from major league sports teams are minimal or zero, and most major league franchise
owners enrich themselves atf the expense of the cities and regions hosting their teams, many citizens might nonetheless believe
major league sports are a good deal.

PROFESSIONAL ATHLETIC MONOPOLIES: A FINAL POINT

Professional sports leagues are unregulated cartels that function as monopolies. Monopolies, of course, exist in other secfors of
the economy (for example, public utilities, parking and public schools). Frequently, governments ordain or otherwise support
these monopolies. Governments do so either because the perceived benefits of allowing a monopoly to exist appear to out
weigh the perceived costs, or because of political reasons.

An important reason why cities and regions get taken to the metaphoric economic cleaners so often by professional sports
teams is that the sports leagues exercise a great deal of monopoly power. Most citizens object to the exercise of monopoly
power by cartels such as OPEC, which raises the prices they pay for gasoline, and some complain when Microsoft makes it
difficult for them to purchase the computer software they prefer. Somehow, though, cities and regions seem to overcome
their anti-monopoly qualms when they deal with professional sports teams, with the net effect being they actually promote
public policies that facilitate the monopoly power of the leagues and teams. Needless to say, the leagues and team owners
are quite thankful for such attitudes. It's a scenario that clearly favors the leagues and owners, but one that perhaps is not in
the best interests of Hampton Roads.







The Decline of Coal and the Rise of
Deep-Draft Ships: The Fuilure of the Port

_|_he Port of Hampton Roads is no small fry. It is, in fact, among the largest cargo ports in the United States. Based on the 1999
fonnage statistics of the American Association of Port Authorities, Hampton Roads, with 55.1 million short tons of cargo, ranked
10th in the country behind long Beach, Calif. Further, in 1998, the latest year for which world tonnage data are available,

Hampton Roads ranked 33rd in the world, ahead of such major ports as London, Amsterdam and Genoa.

Despite its relative importance in the world’s transportation network and its huge importance to Hampton Roads, the Port,
as seen in Graph 1, has experienced a downward trend in total tonnage since reaching a peak in 1991. The cargo level
handled by the Port in 1999 was roughly similar to that of 1985. Judged strictly on the basis of tonnage, then, it would seem
that the Port is a confracting secfor of the Hampton Roads economy and therefore a declining contributor to the economic devel-
opment of the community. Just the opposite is true, however. When we measure growth in jobs and income due fo the Port, a
very different picture appears. Portrelated employment, which can be defined as the sum of those jobs associated with the
movement of cargo, plus jobs associated with firms using the Port, increased at an impressive rate, approaching 5 percent per

GRAPH 1
TOTAL CARGO TONNAGE SHIPPED THROUGH THE PORT OF HAMPTON ROADS
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year from 1988 to 2000. As displayed in Graph 2, although the number of Portrelated jobs grew slowly from 1979 to 1988,
nearly 13,000 Portrelated jobs were created in Hampton Roads from 1988 to 2000. Viewed in this light, the Port exerted a
dynamic, expansionary influence on the Hampton Roads economy over the past decade.

How do we explain the apparent contradiction between declining Port tonnage and rising Portrelated employmente Will the
Port continue to grow in ferms of employment? Is the Port an economic development tool for the larger community? Can govern-
ment play a role in assisting Port developmente Does the Port only affect the economies of those cities within Hampton Roads in
which Port facilities are located? The keys to answering these questions lie in understanding the changing cargo mix between
general and bulk cargo, the major cargo types arriving at the Port and in the basic economics of the shipping industry. That is
the focus of this chapter.

GRAPH 2
PORT-RELATED EMPLOYMENT IN HAMPTON ROADS
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General Cargo

The Port handles two major types of cargo. One is general cargo, 95 percent of which arrives in containers, and the other is
bulk cargo, which arrives in the holds of ships. General cargo might include items ranging from television sefs to clothing. The
maijor bulk cargo item is coal.

EMPLOYMENT AND TONNAGE

With the exception of a very small operation at lambert's Point, the facilities used for unloading container vessels in Hampton
Roads are owned by the Commonwealth of Virginia, and are located in Portsmouth, elsewhere in Norfolk and in Newport
News. According to 1999 data from the American Association of Port Authorities, Hampton Roads ranks 34th in the world in
contfainer shipping and, as shown in Table 1, eighth in the United Stafes behind Charleston, S.C.

General cargo fonnage arriving at the Port since 1978
is displayed in Graph 3. Unlike total Port tonnage,
which includes both general and bulk cargo, general
cargo tonnage has risen fairly steadily over time. Ifs
volume in 2000 was nearly six times that of 1979.
Over the same time span, the Old Dominion University
Economic Forecasting Project estimates that Hampton
Roads employment directly related to general cargo
facilities rose steadily from 10,600 jobs in 1979 to
27,500 jobs in 2000. In the case of general cargo,
both tonnage and employment have been steadily
increasing at the Port. Further, given general cargo’s
proportional dominance of the employment data and
rising cargo tonnage, general cargo has been the
source of overall employment growth in Port-related
jobs and is not the source of the decline in overall
tonnage.

This drop is due solely to declining bulk cargo ship-
ments. The drop in bulk cargo, however, has had a min-
imal effect on overall Portrelated employment, because
general cargo job creation has more than offset the
decline in yearfoyear employment in bulk cargo move-
ment. The reason for this is that general cargo is much
more laborintensive than bulk cargo in both its move-
ment and its ability to attract other industries to the
region. In 2000, general cargo, on average, created a job in Hampton Roads for every 435 tons of cargo shipped through the
Port, while roughly @,000 tons of bulk cargo were required to create a job in Hampton Roads. It takes many hands to deal with
general cargo, but relatively few hands to deal with bulk cargo such as coal.




GRAPH 3
HAMPTON ROADS GENERAL CARGO
1978 - 2000
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Given the significant growth in jobs connected to the Port's general cargo traffic, it is worthwhile to examine more closely pre-
cisely where and how this is occurring. Employment related to the Port's cargo operations can be subdivided into two cate-
gories: (1) jobs dedicated to cargo movement and (2] jobs resulting from firm location decisions. Cargo movement employment
is concenfrated in occupations such as stevedores, tugboat crews, truck drivers and ship service workers. However, still other Port
employment results from firms that decide fo locate or expand in Hampton Roads because of the direct access they obtain to
import and/or export cargo arriving/departing through the Port. Examples of this type of employment include import- and export-
related jobs generated by firms such as Siemens, Canon, Lillian Vernon and Dollar Tree.




Ceneral cargo tonnage has almost quadrupled over the past 20 years. Nonetheless, as Table 2 indicates, employment in gen-
eral cargo movement has risen only about 22 percent, from 7,300 in 1979 fo slightly less than 8,900 in 2000. A major

reason for the relatively slow employment growth relative to cargo tonnage is the increase in efficiency or productivity in the
movement of container cargo at the Port. Table 3 shows that stevedore productivity per hour fripled between 1980 and 2000.
This is a remarkable increase in labor productivity and reflects in par
ficular the huge investments the Port and firms connected fo the Port
have made in equipment that makes each worker far more efficient
than before.

Since employment in the movement of cargo has not produced large
gains over the past two decades, this means the lion's share of Port
employment growth in Hampton Roads has come from firms that locate
or expand within the region because of their access to container facili-
fies. As Table 2 illustrates, this kind of employment rose from about
3,300 in 1979 fo just over 18,600 in 2000, roughly a sixfold
increase over the period. If the Port is a growth engine, then this is the
maijor source of that growth. The firms generating these jobs are
engaged primarily in light manufacturing and product distribution.

Since 1995, product distribution and warehouse facilities for such firms as Wal-Mart, Sysco and Dollar Tree have been instru-
mental in the growth of import cargo tonnage. However, exports from Hampton Roads have grown as well. Table 4 shows that
in 1999 about 3.4 percent of the Gross Regional Product (GRP) was exported fo other countries. Many people find this surpris-
ingly low, because both Virginia as a state and the United Stafes as a whole are more heavily involved in export activity. The
good news is that during the past decade, the growth in merchandise exports from Hampton Roads far outstripped that of
both Virginia and the United States. Thus, we have the anomaly that most individuals inside Hampton Roads think of the
region as being very heavily involved in export trade. The truth is somewhat different. Hampton Roads exports a smaller
proportion of its GRP than the typical region in the country, though its export traffic is expanding rapidly.

Although employment growth in the cargo movement firms has been relatively small, it is vitally important to the economic health
and future of the region because the slow growth reflects the rising efficiency in cargo movement in Hampton Roads. This rising
efficiency confers cost savings on shippers and is one of the reasons export traffic is growing so rapidly. The Port of Hampton
Roads is an efficient operation. The cost savings realized are central to the ability to attract both distribution and light manufac-
turing industries fo the region. This is one of the reasons why the Port has assumed the role of the mid-Atlantic load center.




THE MID-ATLANTIC LOAD CENTER

The relatively large general cargo tonnage increase at the Port has created a “marketing critical mass” and agglomeration
economies which have helped to make Hampton Roads the nation’s mid-Aflantic load center for container shipping lines. Load
center container ports are analogous to hub airports in that shipping lines designate a port to which cargo shipment is directed.
The effect is bidirectional. The concentration of cargo at the Port of Hampton Roads has allowed for more frequent and more
pre-scheduled vessel arrivals that serve to reduce shipping costs and uncerfainty. And, the more cargo the Port handles, the more
efficient it has the opportunity fo become.

In addition fo the economic and markefing advantages created by the large general cargo flow through the Port, the accessi-
bility of the Port has been crifical to its development as a load center. The Port has excellent rail communications via Norfolk
Southern and CSX railroads with mid-Atlantic and midwestern shippers, and possesses economic road links to the interstate
highway system. But, most important, the Port of Hampton Roads is the deepest accessible natural port on the East Coast.

The channel depth into and out of the Hampton Roads harbor is naturally deep and, with appropriate dredging and care,
enables the Port to handle ships that other ports must reject unless they spend hundreds of millions of dollars to make
themselves accessible. The deep-water nature of the Port has been critical to its growth and will become even more impor-
tant in the future as shipping lines attempt to take advantage of the economies of scale offered by larger and deeper draft
container vessels.

The evolution of the Port into the mid-Aflantic load center, over ports such as Baltimore and Charlesfon, has created its own chal-
lenges. The Port's current container facilities are approaching their physical capacity. With the addition of the Phase | and Phase
Il piers at Norfolk International Terminal, the existing Commonwealth-owned port facilities apparently will have reached their
maximum expansion capability. How this capacity challenge is met is one of the crucial issues for the future economic viability of
the Port of Hampton Roads. Port capacity is not a glamorous issue that appears on the radar screen of most of the region’s citi-
zens, and it is of even less concern to Virginians as a whole, especially legislators who reside outside Hampton Roads.
Nonetheless, it is an issue that is critical to the regional economy.




THE FUTURE OF THE MID-ATLANTIC LOAD CENTER

Although confainer fraffic at all East Coast container ports is expected to increase in the future, the current leading load center
ports of New York/New Jersey, Charleston and Hampton Roads are expected to handle an increasing share of container traffic.
However, continued expansion of general cargo tonnage af the Port will depend on the following key issues:

® Growth of infernational frade

e Expansion of current facility capacity
e Channel and turning basin depths

® Rail and highway access to the Port.

With respect to the growth of international trade, waterbome container tfrade in the United States is expected fo increase sub-
stantially over the next three years. The U.S. Industry & Trade Outlook 2000, published by the DRIVWEFA economic consulting
organization, anticipates growth of import and export confainer frade fo rise by an average of 7 percent per year, and 5 per-
cent per year, respectively, through 2004. A recently commissioned study by the Virginia Port Authority forecasts a confainer
cargo average growth of 4.3 percent per year over the next 30 years. If these predictions prove fo be accurate, then container
traffic at the Port would quadruple over the next 30 years. This is not pie in the sky, for these estimates are consistent with @
number of other studies that project strong yearly growth in American and Hampton Roads container commerce over the foresee-
able future. In short, the chances are good that, despite occasional cyclical downturns, the long-term international trade
market will remain strong. The question is: Will the region seize the initiative and take advantage of this burgeoning
market?

If the projected trade levels do come to pass, then the Port will begin to approach its physical limit to move containers
around 2010. Thus, to take advantage of the future international trade market and its potential to create jobs and income
in the region, the physical capacity of the Port will have to be increased substantially. Currently, the Virginia Port Authority
has plans to develop Craney Island info an entirely new container facility that would roughly double current and planned
capacity at the existing facilities. The timely development of the Craney Island facility is dependent upon citizen reactions, satis-
fying environmental requirements and (of course) Commonwealth financial support. One potential event that could significantly
ease the Porf's looming capacity problem is the nearterm development of a privately funded container facility by Maersk
Sealand in Portsmouth. Eventually, the Maersk Sealand facility could expand the Port's capacity by more than 75 percent. This
project also could enhance the company’s ability to better serve its regional customers, especially distribution warehouses.

Channel depth is a critical issue to the growth of confainer ports throughout the world. The reason s that shipping lines stand to
benefit from the significant unit cost reductions achievable from the scale economies created by larger and deeper draft con-
fainer ships. The Port of Hampton Roads, with an inbound channel depth of 45 feet and an outbound depth of 50 feet, currently
is the deepest accessible port on the East Coast. Still, the Regina Maersk, the largest container ship ever to call at Hampton
Roads, draws 47.5 feet of water fully loaded and is, therefore, unable to enter the port at full capacity. Further, the number of
such large container ships worldwide is rising. For example, Orient Overseas Container Lines has placed an order for six ships
that are 20 percent larger than the Regina Maersk. And, the China Shipping Group has announced plans to build container
vessels 40 percent larger than the Regina Maersk! To accommodate this next generation of vessels, the Port will need deeper
channels. The Virginia General Assembly has allocated an initial $17.7 million for a 55400t channel dredging project; however,
several hundred million dollars will be required to complete the dredging of the channel and the turning basin area. At this point,
it is unclear what the extent of the federal government's financial participation will be in the project, although traditionally it has
exhibited af least some interest in channel depth because of the presence of Naval Base Norfolk. What is clear is that state and
local governments, along with the private sector, will have to provide significantly greater financial support to harbor dredging
than in the past if the Port is to take advantage of this basic economic force which drives shipping cosfs. Economies of scale are
driving shipyards fo build much larger ships and it remains to be seen whether Hampton Roads will be one of the international
ports capable of serving such ships.

The question of intermodal transfer of ship cargoes to rail cars or trucks is complicated. The most successful ports boast costeffec-
tive land transport, whether by rail or highway. Shippers who might utilize a port either to import or export are inferested in the
total package price. This includes whatever rail or highway transporfation is necessary. The overall intermodal price and quality




combination is essential to the viability of the Port of Hampton Roads. About 75 percent of containers shipped through Hampton
Roads arrive via frucks. Highway congestion info Hampton Roads is increasing, especially at the “choke points” caused by
water barriers and tunnels, and the delays caused by this congestion add time, and subsequent cost, to container shipment. The
expected growth in container fraffic obviously will contribute further to this congestion. Since most of the planned container
facility expansion will take place at Craney Island and atf the new Maersk Sealand project site, both of which are on the south
side of the James River, significant improvements in highway access fo port facilities will be necessary if the Peninsula is not to
become isolated. The proposed “third crossing” would assist in this regard. Further, turning either Route 58 or Route 10 info
accesslimited fourlane highways connected fo Interstate @5 would dramatically improve traffic flow into the southern part of
Hampton Roads. An important advantage of these routes south of the James River is they are not constrained by long bridge
crossings.

Recently, container traffic at the Port has been adversely affected by the difficulty of infegrating Conrail into the operations of
Norfolk Southern and CSX. Scheduling problems with some midwestern shippers has caused the diversion of containers through
Canada fo the port of Halifax. It appears that many of the merger problems have been overcome; however, the jury is still out
on this matter. Memories of the problems shippers have encountered over the past year or two may have lafent effects that could
diminish future confainer shipments, especially from midwesfern firms.

In summary, the future of the mid-Atlantic load center is particularly dependent on advanced planning and cooperation
between the private and public sectors. Such planning needs to be sharply focused on the Port’s infrastructure requirements
that include facility capacity expansion, channel deepening and highway access.

Bulk Cargo

Despite its much smaller impact on regional employment, bulk cargo still created an estimated 4,500 jobs in Hompton Roads in
2000. This was approximately 14 percent of all employment related to the Port. At the same time, bulk cargo represented an
estimated 78 percent of the Porf's tonnage. For the last 20 years, coal has accounted for more than Q0 percent of the yearly
bulk cargo shipped through the Port, with pefroleum, grain and cement constituting most of the remainder.

In 2000, Hampton Roads was the largest coal-exporting port in the United States, accounting for more than 40 percent of
total American coal exports. In fact, Hampton Roads is among the largest coal-exporting ports in the entire world. It is o
"natural” when it comes to coal exports. Hampton Roads holds three important advantages over all other American ports. First, it
is located close to the Pocahontas coalfields in western Virginia, southern West Virginia and eastern Kentucky. These fields con-
fain some of the highest quality coal in the world which, until the advent of recent fechnological advances in steel production,
conferred near monopoly power on those producing it. Second, coal is shipped to the Port of Hampton Roads only by rail. The
rail lines that connect the Port with the Pocahontas fields run downhill, significantly reducing fuel costs, which are a major over-
land component of shipping costs. Third, Hampton Roads has the deepest channel on the East Coast. These are impressive
advantages. Still, many colliers calling at the Port cannot be fully loaded because the Hampton Roads shipping channels are not
deep enough for them fo fransit with a full load. Channel depth, then, is an important factor in the bulk cargo arena as well with
respect to confainer cargo.




Coal shipments vary considerably from year to year, as Graph 4 indicates. Because of coal’s domination of Port fonnage data,
it is clear that variations in coal tonnage drive the level of and changes in the Port’s bulk cargo tonnage as well as ifs total cargo
fonnage. Nonetheless, as previously noted, bulk cargoes have not had strong effects upon regional employment. The decade-
long decline in coal tonnage has been more than offset by the large increase in much more labor-intensive general cargo.
Still, given the number of regional jobs dependent on the movement of bulk cargo, it is legitimate to ask why coal tonnage

volumes in the Port vary so much from year to year.
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VARIATIONS IN COAL SHIPMENTS: SELLING COAL IN THE UNITED STATES

Coal shipped through Hampton Roads either is exported, or is sent to other parts of the United States for consumption in electric
power plants. The New England states are particularly large domestic customers. As can be seen in Graph 5, the decline in
coal export tonnage moving through Hampton Roads since 1991 is almost solely due to a decline in the amount of coal being
mined. By contrast, the trend in domestic coal shipments has been consistently upward. Indeed, domestic coal shipments are
approximately five times larger than they were in 1979. Obviously, domestic coal business is not the reason why coal shipments
through Hampton Roads have declined so much since 1991.

GRAPH 5
EXPORT AND DOMESTIC COAL SHIPPED THROUGH HAMPTON ROADS
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THE VARIATION IN COAL SHIPMENTS: EXPORT COAL

Both metallurgical coal, which is used in sfeel production, and sfeam coal, which is used in the production of electricity, are
exported through Hampton Roads. As demonstrated in Graph 5, since reaching its peak in 1991, export coal fonnage has fluc-
tuated from year fo year, but has experienced a downward trend over the decade. This fluctuation in export coal fonnage s the
maijor reason behind the Port's flagging fofal cargo tonnage during this period. And, this negative trend has had adverse effects
upon other Hampton Roads firms, notably Norfolk Southern, which traditionally has been heavily involved in bringing coal to the
Port of Hampton Roads. There is simply less business for Norfolk Southern than there used to be.

The economics of exporting coal actually tends to be somewhat complicated, primarily because of the many different heat-pro-
ducing and purity grades of coal. It is not as simple a business as it might first seem. There are three major reasons for the
downward frend in coal exports Hampton Roads has experienced over the past 10 years. First, the continually rising strength of
the dollar, as measured against the Federal Reserve’s broad index of U.S. major frading partners, has been a major disadvan-
fage fo coalexporting firms. Since 1991, the value of the dollar has risen by almost 74 percent. Since 1997, this dollar appre-
ciation has been particularly pronounced with respect to Hampton Roads' major coal export competitors in Indonesia, South
Alfrica, Poland, Australia and Columbia. For example, between 1997 and 2000 the dollor appreciated by 66 percent and 34
percent against the South African rand and the Australian dollar, respectively. Further, several of these countries, notably
Indonesia, have suffered from political upheavals and infernal instability, and no longer purchase as much coal as in the past.




Second, since 1997, the rapid spread of new steelmaking technology, especially in Europe, which can utilize much lower
quality coal, has eroded the strong relative advantage of coal from the Pocahontas coal seam exported through the Port. The
substitution of lower quality (and lower priced) Australian coal for that shipped through Hampton Roads has also caused the
closing of a number of mefallurgical coal mines in the Pocahontas fields.

Third, the recent adaptation of long-wall mining and other new production technology to the mining of Australian coal has signifi-
cantly reduced its production costs and subsequently the relative price of Australian coal, even taking info account the deprecia-
tion of the Australian dollar relative to the American dollar. According to the U.S. Department of Energy, this large relative price
reduction has caused a reduction in the amount of coal shipped through Hampton Roads, as well as other American ports. In
particular, the Port's former Japanese, Korean and Brazilian customers now purchase much more coal from Australia.

In the absence of major labor strikes, such as those experienced in South Africa and Poland in the early 1980s, or a steep
decline in the dollar's value, it is seems unlikely that coal exports from the Port of Hampton Roads will attain levels experienced
in the early 1990s. To be sure, rising natural gas and oil prices will help coal exports at the Port in 2001, as will reductions in
coal invenfories in the spot markets for coal. Unfortunately, however, these increases likely will be small compared to those expe-
rienced in the last 20 years. Further, the longterm view is not especially favorable. China’s commitment to increased coal
exports, the Kyoto protocol and the climate action plans of many European countries pose potentially serious challenges to
Hampton Roads coal exports. According to the Department of Energy, environmental plans adopted by European nations
"pointing toward a stabilization or reduction in carbon dioxide emissions by the year 2010, are relying partly on a reduction in
coal use to meet their goals. If implemented, they could negatively impact both current and future markets for U.S. steam cooal
exports.”

The Impact of the Ports on Individual Cities in
Hampton Roads

Table 5 shows the cities in which people whose jobs are related to the Port work. Norfolk, with nearly 13,000 jobs, leads the
region’s cifies in jobs related fo the Port, followed by Newport News with close fo 6,000 jobs.

Table 6 reports the cities in which people with jobs related to the Port reside. In addition, Table 6 displays the estimated taxes
and fofal payroll generated within each of the major Hompton Roads cities. Commuting workers obviously dramatically
rearrange the economic impact of the Port among the
region’s cifies as compared fo that of the work site.
The maijority of Port employees work in Norfolk, but
that is not necessarily where they live. To the sur-
prise of some, Virginia Beach is the regional city that
leads in jobs, payroll and taxes generated by Port
activity in Hampton Roads. Newport News, similarly,
is a major beneficiary. Another benefactor of Port
activity without a large presence of on-site employment
is the City of Hampton. Hampton's case is particularly
inferesting since it does not have a large presence of
on-site employment.

An important lesson to be drawn from Tables 5 and 6
is the recognition of the high degree of economic inter-
action between Hampton Roads cities insofar as the
Port is concerned. The Port affects all cities in the
region. In fact, when one is considering any employer
in Hampton Roads, the fact that the employer is
located in a particular city does not mean that city will derive all the economic benefits generated by that employer. This clearly
applies to the Port, which is mostly located in Norfolk, but whose economic benefits are widely dispersed among the cities of




Hampton Roads. Table 7 underscores this point. A most important implication of the data presented in Table 7 is that economic
development, as seen from the perspective of the Port, is a unifying regional issue. Employment brought to a particular city by
the Port benefits the entire region. Thus, when the City of Norfolk in particular seeks compensation from the Commonwealth
for the large amount of tax-free property within its boundaries (the Port being but one example), this is an issue all of the
cities in Hampton Roads should understand and support. Norfolk may have the most Port jobs, but it does not reap the

most economic benefits from the Port (Virginia Beach does). Yet, it is Norfolk and not Virginia Beach that finds itself unable to
reap significant tax benefits from the largely taxexempt facilities of the Port of Hampton Roads.




lessons

Among the most important things to consider when examining the future of the Port of Hampton Roads are:

® Tofal fonnage handled by the Port peaked in 1991 and has trended downward since then. However, for a variety of reasons,
the economic impact of the Port has increased significantly during the same time period.

® Tofal employment in Hampton Roads due to the Port increased about 5 percent per year during the 1990s. This employment
growth occurred primarily among firms doing import and export business and those that serve the Port.

e Container tonnage handled in the Port is expanding rapidly, while bulk tonnage (primarily coal) is declining. It does not seem
likely these trends are going to be reversed in the foreseeable future.

e The productivity of Port personnel, such as stevedores, has increased dramatically over the past two decades and is pro-
foundly influenced by the quality of the equipment they utilize.

® Tremendous economies of scale are causing international shipbuilding firms fo consfruct much larger, deep-draft ships. The
newest and largest of these ships cannot enter the Port of Hampton Roads, and hence dredging the Port to provide such ships
with clearance is a must. But, it will be very expensive.

® The competitiveness of the Port of Hampton Roads also depends critically upon the quality of intermodal transportation — rail-
roads and highways. Improvements such as the “third crossing” are essential if the Port is to remain competitive.

® Not surprisingly, most Port employees work in the City of Norfolk. However, the City of Virginia Beach gains more economic
benefit from the Port than any other Hampton Roads city. Norfolk is second and Newport News is third.

e The Port is a regional asset that affects all of the cities and counties in the region.
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Seeing Things Through Different Lenses:
The Opinions of Blacks and Whites

”\/\/e're the same, but we're different.” This seeming oxymoron may best describe the situation in which African Americans
and other residents of Hampton Roads find themselves in 2001. For example, within Hampton Roads, African
Americans and White Americans are equally likely to have graduated from college and equally likely to work full time when
employed. However, White Americans earn more and are more satisfied with economic conditions. Both groups regard the
quality of their schools, crime and drugs as extremely important concerns. However, their attitudes are very different on the need

for affirmative action and on the quality of the performance of their police department.

This chapter focuses on African Americans in Hampton Roads — their economic, social and political circumstances, but especially
their aftitudes. To make the analysis more meaningful, wherever possible, African Americans in Hampton Roads are contrasted
with Whites in the region. This generates the “VWe're the same, but we're different” description. African Americans in Hampton
Roads share many common attributes and attitudes with Whites, but these two groups are not identical. This is most visibly
true in their politics and their views on the issues of the day. This underscores why it is risky to talk about “what the public
thinks” about a particular issue in Hampton Roads. In fact, because the region’s population is so diverse, there are many
public opinions. The final result of an election or a poll may well be a single number or an average (for example, 34.8 percent
of the citizens of Hampton Roads believe African Americans and Whites have the same amount of political power). However,
such an average offen disguises significant underlying differences in the affitudes of particular segments of the population. In the
case at hand, only 16.2 percent of African Americans believe the aforementioned statement regarding political power, while
54.3 percent of White Americans do. Further, it is wise to note there is considerable diversity among African Americans in
achievements and points of view. They are no more homogeneous as a group than most other “hyphenated” Americans.

Some Perspective

In 1968, The National Advisory Commission on Civil Disorders generated a report (the “Kemer Report”] that starkly contended,
"Our nation is moving foward two sociefies, one black, one white — separate and unequal.” This conclusion was hotly debated
at the time, but continues to be cited, especially when significant economic and social differences between African Americans
and Whites are identified. For example, the unemployment rate of African Americans generally has remained twice as high as
that for other Americans. On the other hand, sometimes startling progress has been made in other arenas. An illustration is the
political participation of African Americans in sfafe politics. In 1968, there were no African Americans in Virginia's House of
Delegates or Senate. Today, there are 15. And, in 1989, Virginia elected ifs first African American governor, L. Douglas Wilder,
who generously referred to himself as a “Son of Virginia,” even though in reality he had been forced to leave the
Commonwealth decades before in order to earn his law degree.

The relevant point is this: As we survey and attempt to explain the attitudes of African Americans in Hampton Roads, it
would be irresponsible to ignore Virginia’s centuries-long history of segregation and the immense baggage created by
America’s sometimes torturously slow progress toward equal treatment of all its citizens. It would similarly be foolish to
deny the remarkable progress that has been made since the Kerner Report in 1968. These things influence what we see
and hear today and provide context. That said, our interest in this examination is to depict the status and attitudes of African
Americans in Hampton Roads today as they actually are. As a society, we will make more rapid progress toward “what ought
fo be” when we know more precisely “what actually is.”




The Basis For This Chapter

This chapter is based on an extensive public-opinion survey performed by Old Dominion University's Institute for the Study of
Race and Ethnicity and the University's Social Science Research Center. The findings reported here are based on telephone inter-
views with a random sample of 1,062 African American and White residents in Hampton Roads [African Americans, n = 543,;
Whites, n = 519). If individuals were contacted who did not identify themselves as either African Americans or Whites, they
were not included in the survey. Thus, Asian Americans, Latinos and American Indians are not included unless they deliberately
chose to falsify their ethnic background. “African American” here is used synonymously with “Black American,” even though in
truth they are not completely synonymous.

Sixteen jurisdictions within Hompton Roads were surveyed: the counties of Accomack, Gloucester, Isle of Wight, James City,
Mathews, Northampton and York; and the cities of Chesapeake, Hampton, Newport News, Norfolk, Poquoson, Portsmouth,
Suffolk, Virginia Beach and Williamsburg. Quota sampling was employed to ensure an adequate sample size and appropriate
distribution of the sample across high- and low-minority census tracts. The African American population was oversampled fo
ensure a sample size that would enable within-group comparisons. Hampton Roads’ population was stratified by city, and
respondents were called with the aim of achieving the stipulated quota.

Survey participants were contacted between May 20 and June 15, 2001. The sompling results have a margin of error of plus
or minus 4.2 percenfage points at a 95 percent confidence level. That is, if another sample of the same size were repeated
under the same conditions, 95 percent of the time the deviation from the results reporfed would be no more than 4.2 percentage
points in either direction.

The survey focused on the following questions:

How do African Americans perceive the quality of their lives (defined in political, economic and social ferms) within the city or
county in which they reside in Hampton Roads?

How do African Americans in the region perceive themselves relative fo the system of governance in their city or county, and fo
what extent is there a sense of empowerment in economic as well as political ferms?

Are there differences in the behavior and perceptions of African Americans and Whites regarding quality of life and political
participation?

At least two features of this study underscore its importance. First, this project apparently is the first of its magnitude to be
conducted in Hampton Roads. Its concentrated focus on issues pertaining to race, quality of life and political participation is
substantially different from previous studies of the region, none of which focused on differences in the perceptions of
African American and White residents in Hampton Roads. Further, the sample is large enough to make meaningful infer-
ences regarding the dynamics of race, class and gender within the African American community.

Second, this project provides baseline data needed for ongoing research to monitor perceptions of the quality of life in
Hampton Roads. Data from the survey will facilitate in-depth, longitudinal studies of the implications of race and ethnicity for
quality of life and political participation. Future research might, for example, concentrate on the effects of class on African
American perceptions of quality of life, political participation, and attitudes regarding discrimination and equal opportunity.
Moreover, the methodology and the results of this descriptive study will provide an essential empirical confext for future research.

Key Findings

On a range of issues, the proportion of African American and White respondents rafing each issue as “very important” or
"important” was similar. This was the case with the following issues: jobs, schools, crime, drugs, taxation and environment.
However, there are some areas where the two groups diverged. For example, the largest differences in rafings of importance
assigned by African American and White respondents were on perceptions of (percentage difference is shown in parentheses):




the validity of affirmative action (24); HIV/AIDS (19); police brutality (19); recreation facilities (14); welfare (12); and housing
(17).

With respect to perceptions of job opportunities, cost of living and earnings in wages, African American respondents were much
less likely than their VWhite counterparts to rate the economic conditions in these categories as “very good” or “good.” And, of
the African American respondents, only 48.4 percent report owning their homes, compared with 70.7 percent for Whites.

Seventy4wo percent of all respondents indicated that they own a personal computer. Of the African Americans surveyed, 64.3
percent indicated that they own a personal computer, compared with 80.8 percent of Whites.

Seventyfour percent of all respondents indicated that they use the Infernet. Sixty-nine percent of the African Americans responded
this way, compared with 80 percent of the White respondents.

Even though the fact that the Million Man March of 1995 and the Million Woman March of 1996 did not grab the attention of
White America, 97 percent of African American respondents reported they agreed with the principle of the marches.

Of the national African American leaders, Jesse Jackson (21.9 percent), Colin Powell (7.9 percent] and Kweise Mfume (6.6 per-
cent) are the three who the largest proportions of African Americans said best represented their views and opinions. However,
respondents’ choices regarding leadership showed the range of ideclogical diversity present among African Americans.

The National Association for the Advancement of Colored People was identified by the largest proportion (20.8 percent) of
African American respondents as the organization that best represents their political views. The NAACP was followed by
churches (14 percent]. Nearly 20 percent of the African American respondents reported that “none” of the organizations in their
city or county best represents their political views.

While 68 percent of the White respondents indicated the location of the airport is “very good” or “good,” only 50.3 percent of
African American respondents concurred. As far as airport services are concerned, the Black-White gap widens, with 35.2 per-
cent of African Americans and 50.1 percent of Whites rafing them “very good” or “good.”

levels of satisfaction with public fransportation were not high, with a bare maijority (51.2 percent) reporting they were “very sat-
isfied” or “satisfied.” Low satisfaction with public transportation was coupled with respondents’ strong endorsement of a light rail
system. Overall, 70.2 percent responded favorably fo the idea of their city or county supporting light rail in Hampton Roads.

African American respondents (75.8 percent] were far more likely than Whites (26.7 percent] to cast their ballot in support of Al
Gore in the November 2000 presidential election. One percent of Black and White respondents reported that they cast their
ballots for Ralph Nader. Approximately 76 percent of all respondents indicated that they voted in this election.

With the exception of Newport News, in no maijor city in the region do African American levels of safisfaction with their city’s
police department equal or exceed levels of safisfaction among White respondents. By race, a more than 20 percentage-point
difference exists between the satisfaction levels reported in the cities of Chesapeake, Norfolk and Portsmouth.

Regarding discrimination, 25.3 percent of all respondents “strongly agree” or "agree” with the statement, “Discrimination against
Blacks is not a problem in my city or county.” However, of the African American respondents, 12.2 percent “strongly agree” or
"agree” with the statement, compared with 39.1 percent of Whites.

White respondents tend to perceive that African Americans have greater economic and political power than Blacks believe to
be true. For example, a smaller proportion of White respondents (40 percent) compared fo Blacks (60 percent] believe that the
economic position of Blacks is worse than for Whites. Survey results reveal further that Black respondents (16.2 percent] were
substantially less likely than Whites (54.3 percent) to “strongly agree” or “agree” that, “Blacks and VWhites have an equal
amount of power in my city or county.”

Does the federal government owe reparations to African Americans? Fifty percent of African American respondents “agreed,”
compared with 9.8 percent of Whites. Similarly, in response to the statement, “Black people are owed reparations by private
corporations,” 49.5 percent of African Americans “strongly agreed” or “agreed,” compared with 15 percent of White respon-
dents.




Who's In The Survey Sample

A total of 1,062 African American and White residents in Hampton Roads (Blacks, n = 543; Whites, n = 519) were included
in the survey. Table 1 shows the disfribution of African American and White respondents across the identified jurisdictions of
Hampton Roads for the study sample and the actual population. For analytical purposes, the African American population was
oversampled. As illustrated in the table, the subsamples across jurisdictions closely match those in the actual population of
Hampton Roads.

Some Characteristics Ot Those Surveyed

With respect to education, which is regarded as a key determinant of quality of life and political participation, African American
and White respondents are closely matched in ferms of the proportions of these groups that hold a college degree (23.6 per-
cent and 24.7 percent, respectively]. About one in three of the African American (35.2 percent) and White (30.4 percent)
respondents said they have obtained “some college.” Among the Black respondents, 10.9 percent held graduate or professional
degrees, compared with 18.5 percent for Whites. Only 5.2 percent and 3.3 percent, respectively, of the African Americans
and Whites reported having less than a high school diploma.

Employment and occupation are also important factors influencing citizen well-being and the communities within which

they reside (see Table 2). Seventy-five percent of all African Americans reported being employed at some level as opposed
to almost 71.7 percent of the Whites. Of the respondents who said they are employed, 87.1 percent of African Americans
reported being employed on a full-time basis, compared with 86.3 percent of Whites. Of those who reported that they were




unemployed, 42.1 percent and 53.4 percent, respectively, of the African Americans and Whites reported they were unem-
ployed due to refirement. At the professional /managerial level, 29.5 percent of the African Americans surveyed reported
holding such positions, compared with 40.2 percent of White respondents. At the same time, African Americans hold a larger
proportion of the lowerlevel technician/managerial (24.1 percent) and clerical positions (17.1 percent) than Whites, who,
respectively, hold 14.3 percent and almost 10.8 percent of the positions in these occupational classes.

INCOME

Concerning the range of individual income, 30.2 percent of the African American respondents reported earning less than
$25,000 annually, compared with 21.3 percent of Whites. The representation of the two groups was more comparable in the
$25,001 to $50,000 income range, with 46.6 percent of Blacks and 47.7 percent of Whites reporting individual incomes in
this range. In the $50,001 to $75,000 income range, 12.9 percent of African Americans and 16.7 percent of Whites
responded that this reflected their annual eamings. Relatively small proportions of African Americans (5.6 percent) and Whites
(8.4 percent) reported individual incomes in excess of $75,000 per year (see Table 3).
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RELGION

Regarding religion, African American respondents were affiliated as follows: Baptist (51.4 percent); Other, including especially
small and sometimes nondenominational churches (28.7 percent); None 7.9 percent]; Methodist (3.5 percent); Catholic (2.8
percent); Jehovah's Witness (1.8 percent); African Methodist Episcopal (1.1 percent]; and Muslim/Moslem (.7 percent]. Two
percent of the Black respondents refused to answer (see Graph 1A).
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Religious affiliation among White respondents was as follows: Other, including such denominations as Presbyterians, Lutherans,
Episcopalians and “nondenominationals” (36.2 percent]; Baptist (17.1 percent]; Catholic (17.7 percent]; None (13.3 percent);
Methodist (9.6 percent]; Jewish (2.7 percent); 0.4 percent each for Buddhist and African Methodist Episcopal; and Jehovah's
Witness (.2 percent). It is apparent that the religious preferences of White Americans are more widely disfributed than are those
of African Americans. Of the White respondents, 2.3 percent refused to answer (see Graphs 1A and 18).
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Fifty-three percent of African Americans reported atfending a religious service every week, compared with 39.5 percent of the
White respondents. Religious practice apparently plays a larger and more influential role in the African American commu-
nity than elsewhere in Hampton Roads. The traditionally dominating role of many African American church pastors in
guiding and influencing their flocks, and the key political roles many African American churches play in elections, are both
causes and effects of this. African Americans look to their churches for many things in addition to spiritual guidance, and
their higher rates of attendance reflect this.

MARITAL STATUS

Finally, most survey participants (51.9 percent] reported being married, with a higher proportion of Whites (59 percent) indi-
cating they were married, compared with 45.1 percent of African Americans. Further, a parficularly large proportion of Black
respondents (36.1 percent] reported they were single and never married. Only 23.9 percent of White respondents indicated the
same.

Economic factors may be the root of these differences. Objectively, a greater proportion of African Americans may not earn an
income they regard as sufficient to undertake marriage. And, as some analysts confend, it is possible that governmental eco-
nomic (dis)incentives associated with marriage discourage some from taking this step.




Quality Or Life And Economic Conditions

A principal focus of the survey was to assess individual perceptions of quality of life and economic conditions in Hampton
Roads. For purposes of comparison, some items were drawn from the 1996 survey “Black Political Attitudes in Atlanta.” The limi-
fations of comparing Hampton Roads with the city of Atlanta are acknowledged; however, the results do not differ to a large
degree.

In this section are the results that show the level of importance assigned by respondents to a range of issues pertinent to quality
of life and general wellbeing.

HOUSING

Table 4 summarizes respondents’ ratings of the importance of issues that affect the general quality of life of citizens. Generally, a
high proportion of respondents rated all of the issues presented as “very important” or “important.” However, inspection of the
rafings of African American and White respondents reveals some important differences. For example, 97 percent of the African
American respondents rafed housing as “very imporfant” or “important” compared with 85.9 percent of the White respondents.
A very high proportion of the Black respondents (98 percent in the 1996 Atlanta survey| also indicated that housing was an
important issue. The greater importance attached to housing by African Americans perhaps reflects the much lower propor-
tion of Blacks who are homeowners and the occasional hassles African Americans encounter when they attempt to obtain
financing for a home, or deal with a realtor or potential neighbors.

RECREATION FACILTIES AND WELFARE PROGRAMS

A significant difference existed in ratings of the importance of recreation facilities (a 13.3 percentage-point difference) assigned
by African Americans and Whites. Lacking nearby recreation, and concemned about issues of crime and drugs, many African
Americans may be especially sensitive to the availability of good parks, wellkept and supervised playgrounds, and gymnasium
facilities.

WELFARE PROGRAMS

African Americans regard welfare programs as of greater importance than do Whites, by a margin of 12.1 percent.
Stereotypes aside, it remains frue that a larger proportion of African Americans ufilize the welfare systfem than Whites and hence
one might expect their greater inferest in it. Further, Whites may have a greater degree of comfort with, and disinferest in, a
social support system they only read about and do not expect to encounter.

AFFIRMATIVE ACTION

It is in the realm of affirmative action, however, that respondents’ ratings reflected the greatest percentage-point difference
(24.2). This finding is indicative of the current ongoing debate among racial and ethnic groups (and sometimes along
gender lines) concerning the constitutionality of affirmative action. Despite the sizable difference in the rafings of Black and
White respondents on the importance of affirmative action, more than two out of three (69.4 percent) of the White respondents
indicated that affirmative action is “very important * or “important.” However, 93.6 percent of African American respondents
identified affirmative action as “very important” or “important.”

Whites tend to be supportive of affirmative action policies that benefit all those deemed needy, regardless of race, and tend to
disapprove of affirmative action policies designed to benéfit all African Americans, regardless of their circumstances. For
example, Whites tend to support college scholarship programs aimed at students with financial need, even when the maijority of
recipients are African American. They tend not to favor similar programs that support only African American students, regardless
of financial need. This distinction is an important one and undoubtedly will be the focus of considerable debate in Hampton
Roads and nationally over the next few years.




HIV,/AIDS

A large difference (almost 20 percentage points) exists in the proportions of Black and White respondents rafing the issue of
HIV/AIDS as “very important” or “important.” While 96.5 percent of African American respondents indicated that HIV/AIDS is
a "very imporfant” or “important” issue, only 76.9 percent of the White respondents concurred. The figure for African Americans
is consistent with findings reported in the 1996 Atlanta study, which revealed that 98 percent of African American respondents
viewed HIV/AIDS as an issue of importance. HIV/IDS may be a stealthy issue in the White community, stereotypically con-
signed fo gay and lesbian relationships, but this is not so in the African American community.

THE POLICE AND POLCE BEHAVIOR

Moreover, on the issue of police brutality in Hampton Roads, a difference of more than 19 percentage points exists
between the proportions of African Americans (95.6 percent) and Whites (76.3 percent) rating this issue as “important” or
“very important.” Consistent with findings for African Americans in Hampton Roads, the Atlanta study revealed that 96 percent
of the Black respondents viewed the issue of police brutality as important. Differences in the rating of police are more starkly
revealed when satisfaction levels are examined on the basis of the cities with the largest populations in Hampton Roads.
Evidence from other mefropolitan areas suggests the typical White person does not have nearly as many negative encounters
(self defined) with police as do African Americans. To African Americans, the police are less offen friends and helpers and more
offen adversaries, particularly if phenomena such as "Driving While Black” are taken into consideration.




Table 5 reports by race the proportion of survey respondents that indicated they are “very satisfied” or “safisfied” with the police
department in their city.

As Table 5 indicates, with the exception of Newport News, in no major city in the region did results show African American sat-
isfaction with their city’s police department being equal to or in excess of the satisfaction levels of White respondents. By race,
more than 20 percenfage-point differences exist between the satisfaction level reported in the cities of Chesapeake, Norfolk and

Portsmouth. Norfolk African Americans are the least safisfied with their police department, perhaps reflecting recent incidents
involving African Americans.




MUNICIPAL AND REGIONAL SERVICES

"Quality of life” encompasses an individual's reasonable sense of comfort, social stability and expectations within the context of
his or her existence in a political world. For example, citizens expect city and county governments to provide certain basic serv-
ices and fo mainfain infrastructure. Accordingly, Hampton Roads respondents were asked to either rate the quality or indicate the
extent of their satisfaction with a variety of local and regional services. Respondents were also asked to rate economic condi-
fions in their local communities and the region.

Table 6 reports the percenfages of respondents stating they are “very satisfied” or “satisfied” with various municipal services and
public infrastructure. The public housing category reflected the lowest percentage (40 percent) of respondents indicating they are
"very safisfied” or “satisfied.” Only 36 percent of African Americans expressed satisfaction with public housing, compared with
44.4 percent for Whites. Nearly all citizens, African American and White, are rather safisfied with their libraries and their sani-
fation/garbage collection services.

Once again, African Americans reported higher levels of dissatisfaction with their city and county police forces than did Whites.
Whites" satisfaction with their police departments rivaled the high levels they reported for their libraries.




THE PUBLIC TRANSPORTATION QUESTION AND LIGHT RAIL

Levels of satisfaction with public transportation reported by all respondents (see Table 6) were relatively low, with only a bare
majority (51.2 percent] reporting they were “very satisfied” or “safisfied.” Other rafings include those for public housing and
public transportation, followed by streets and highways (60.6 percent), public schools (58.3 percent) and health department
(63.3 percent).

Citizen disquiet with public transportation in Hampton Roads was underlined by a surprisingly strong endorsement of a
local light rail system. Overall, 70.2 percent of those surveyed responded favorably. Of the African Americans surveyed,
76.1 percent responded favorably fo the establishment of light rail, compared with 64 percent of Whites (see Graphs 3A and
3B). The words “surprisingly strong endorsement” are used here because elected officials, particularly in Virginia Beach, have
opposed light rail on the grounds that a maijority of their citizens are not in favor of it. It must be that these individuals have been
listening to a vocal minority rather than to the large, and perhaps less demonsirative, majority of citizens who apparently favor
light rail.

The light rail finding evokes memories of last year's State of the Region report, which found a small majority of Hampton Roads
citizens were in favor of a merger of cities within the region. Several elected officials reported being dumbfounded by that result,
as they had heard only from individuals who opposed merger. This year's light rail finding underscores the importance of elected
officials casting their nefs widely when they attempt fo divine public opinion. Experience suggests some elected officials may be
overly sensifive fo those who either are boisterous or have special interests at stake and perhaps back up that interest with @
check. Defermining the will of the public is never an easy task; however, the substantial surveys undertaken the past two years as
a part of the State of the Region report indicate there is a degree of disconnect between the public and some elected officials.




GRAPH 3A
AFRICAN AMERICANS’ OPINIONS OF LIGHT RAIL TRANSPORTATION
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Source: The Survey

GRAPH 3B
WHITES’ OPINION OF LIGHT RAIL TRANSPORTATION
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AIRPORT LOCATION AND SERVICES

Table 7 shows the ratings of key regional facilities and economic conditions. While 68 percent of White respondents indicated
that airport location is “very good” or “good,” only 50.3 percent of African American respondents concurred. With respect fo

airport services, the Black-WWhite gap is even wider, with only 35.2 percent of African Americans and 50.1 percent of Whites
rating services “very good” or “good.”

WAGES, JOBS AND ECONOMIC CONDITIONS

Differences exist in the proportions of African Americans and Whites who rafe job opportunities (29.4 percent and 55.1 per-
cent, respectively), cost of living (27.5 percent vs. 44.9 percent) and earnings in wages (14.3 percent vs. 27.5 percent] as
"good” or “very good.” In general, perhaps because they are, on average, better off economically, Whites express more safis-
faction with job opportunities in Hampton Roads and with their wages.

Even so, consistent with last year's State of the Region report, a significant number of Hampton Roads residents are not thrilled
with their economic situation. This disenchantment probably reflects the region’s lower than average rafes of population and
income growth. In fact, Hampton Roads frails Richmond, Northern Virginia and the entire Commonwealth in terms of most meas-
ures of economic health. In addition, it is worth nofing that during the decade of the 1990s, Virginia trailed both the entire
United States and nine of 16 Southern states in terms of the growth of its real, inflation-adjusted gross state product. Neither
Hampton Roads nor Virginia has been a boom area. This directly affects economic welfare. Slow economic growth means
fewer available jobs and less rapidly growing wages. Hence, even though the cost of living in Hampton Roads is demonstrably
lower than it is in regions such as Northern Virginia, and Hampton Roads per capita income is 98 percent of the national
average when cost of living differences are considered, the typical Hampton Roads resident seems unimpressed. He/she is offen
full of discontent insofar as economic conditions are concerned.

Sizable proportions of African Americans (73.3 percent) and Whites (/8.6 percent) “strongly agree” or “agree” with the state-

ment, "I enjoy my job.” The finding that a relatively high proportion of African American respondents (50.9 percent), in compar-
ison with White respondents (29.3 percent), "disagree” or “disagree strongly” with the statement, “The money that | earn in my
job is sufficient for my needs,” corroborates the results presented in Table 7.




HOME OWNERSHIP

Homeownership, a hallmark of the American dream, has been a more elusive goal for African Americans than for Whites. Of
the African American respondents, only 48.4 percent reported owning their homes, compared with 70.7 percent of Whites (see
Graphs 4A and 4B). What is not clear is whether the causes of this large gap are due primarily to income and asset differences
between African Americans and Whites, or whether housing and financial markets retain some of the discriminatory characteris-
fics they clearly exhibited in previous years. This is a subject worthy of additional exploration, given the size of the disparity

between the home ownership rafes of the two groups.

GRAPH 4A
AFRICAN AMERICANS’ HOME OWNERSHIP STATUS
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GRAPH 4B
WHITES’ HOME OWNERSHIP STATUS
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OVERALL LEVELS OF SATISFACTION WITH THER LIVES

The indicators of quality of life and economic conditions presented in Tables 5, 6 and 7 show a divergence in the economic
redlities perceived by African Americans and Whites in Hampton Roads. The existence of race- and gender-based economic
and social inequality in America notwithstanding, when asked, “In general, how satisfied are you with your life as a
whole?”, the overwhelming majority (92.5 percent) of respondents reported they were “very satisfied” or “satisfied.” Of
the African American respondents, 89.2 percent reported they were “very satisfied” or “satisfied” with their lives, com-
pared with 95.9 percent of Whites. Further, the relafively high proportion of respondents (83.8 percent] that indicated their
health is “good,” “very good” or “excellent,” indeed might be linked fo the relatively high degree of satisfaction they have with
their lives.

TECHNOLOGY OPPORTUNITY AND THE DIGITAL DIVIDE

The recent surge in computer and Internet usage has not touched all segments of society equally. Racial and ethnic differences
exist in computer ownership and computer and Internet usage. Seventy-two percent of all respondents indicated they own a per-
sonal computer. Of all African Americans surveyed, 64.3 percent indicated they own a personal computer, compared with 80.8
percent of Whites.

Concerning Infernet usage, 74 percent of all respondents said they use the Infernet. Sixty-nine percent of the African Americans
responded this way, compared with 80 percent of Whites. While home (84.4 percent] is the principal place where respondents
use the Infernet, African Americans are somewhat less likely (78.1 percent) than Whites (0.1 percent) to have such access.

National data suggest that observed differences between ethnic groups in terms of computer and Internet usage are based pri-
marily upon income levels and technological readiness. That is, African Americans and Whites of comparable incomes, educa-
fion levels and ages fend to exhibit similar rafes of computer and Internet usage. Nonetheless, given the key role computers and
the Infernet play in society, and ethnic differences in incomes and education, access will continue to be a critical policy question
af nearly all levels of society. It remains to be seen whether computer and Infernet access will come to be regarded in the same
fashion as telephone access.

[deology And Political Participation

The survey revealed interesting racial differences with respect to ideology and political participation. Survey results also uncov-
ered some important revelations about the internal dynamics of the African American community. To assess ideology and political
participation, several questions were asked regarding party identification, political philosophy, and registration and voting. To
delve more deeply info the ideological terrain of African Americans, respondents in this group were asked questions regarding
their support of the principles of the Million Man March and the Million Woman March, and their agreement with the views of
national Black leaders and organizations.

LIBERAL, CONSERVATIVE OR MODERATE®

Respondents were asked the following question: “Politically speaking, do you consider yourself a liberal, moderate or a conser-
vative?” While the proportion of African Americans who label themselves “liberal” is greater than it is for Whites (29.3 per-
cent vs. 20.6 percent), Whites (36.8 percent) were somewhat more likely than Blacks (30 percent) to regard themselves as
“moderate.” In general, African Americans in Hampton Roads reside on the left side of the political spectrum and are polit-
ically more liberal than Whites.

PARTY IDENTIFICATION

Party identification is a key indicator of political ideology. In contrast to Whites (24.7 percent), a far greater proportion of
Alfrican Americans (65.7 percent] reported that they consider themselves to be Democrats. Identification with the Republican
Party among Whites (38.9 percent) dwarfed the 5.3 percent of African Americans who reported that they consider themselves
Republicans. Of course, it often has been observed that some African Americans are closef Republicans. They vote for




Republican candidates, but do not wish fo say so, as such a confession might subject them to ridicule. Witness several Virginia
elections during the 1990s in which Republican candidates gamered 15 to 20 percent of the African American vote. Thus,
"there may be more Republicans in the weeds,” as one commentator put if, but they are not likely to disclose that fact in a tele-
phone survey.

The proportion of survey respondents who consider themselves Independent differs substantially between African Americans and
Whites in Hampton Roads. Of the Whites surveyed, 25.8 percent consider themselves to be Independent, compared with
only15.5 percent of African American respondents. The typical White person more often considers himself to “be in play” politi-
cally and takes the affitude that candidates must compete for his vote. African Americans, on the other hand, tend more often to
vote straight tickets, in this case Democratic, and are not seen by most candidates as being “swing votes.” Whether this is good
or bad for African Americans is a subject for debate. African American loyalty to the Democratic Party since the time of President
Franklin Delano Roosevelt has evolved into positions of clout and influence in the Democratic Party, both nationally and locally.
However, in a sfafe such as Virginia, where Republicans have triumphed in nearly every recent election, this may have disadvan-
taged African Americans. In general, Blacks do not sit on the innermost councils of the Commonwealth’s political power brokers,
whose memberships are largely Republican and White. Query whether a more independent approach and a “you can't take
our vote for granted” attitude on the part of African Americans would generate better results.

PRESIDENTIAL VOTING BEHAVIOR

Survey results revealed a wide chasm in the voting behavior of African Americans and Whites in the November 2000 presiden-
fial election. African Americans (/5.8 percent) were far more likely than Whites (26.7 percent) to vote for Al Gore. Indeed,
given postelection polls, the 75.8 percent African American proportion seems a gross underestimate. President George W. Bush
apparently won only about 10 percent of the African American vote in Virginia. The survey may have elicited an afterthe-fact |
voted for the winner” reaction from some African Americans, or mirror an understandable reluctance on the part of respondents
fo fell anyone how they voted. A paliry 1 percent of all respondents reported that they cast their ballot for Ralph Nader.

THE MILLON MAN AND MILLON WOMAN MARCHES

Agreement with the principles of the Million Man March and the Million Woman March was assessed. While these events did
not arouse much interest outside of the African American community, they espoused beliefs widely known and agreed to among
a large proportion of the African American population. Nationally, accounts of the level of participation in the marches ranged
from about 400,000 to almost 1.5 million. Significantly, virtual unanimity is reflected among African American respondents in
this study, with 97 percent reporting that they agreed with the principles of the Million Man March and the Million Woman
March.

The views of respondents toward the leaders that purportedly represent them at the national and local levels also were assessed.
This indicator of ideology is useful for discerning within-group differences. The following questions were asked:

Which national Black leader best represents your views and opinions®

Who do you believe is the most politically influential living Black person in America today?

The range of ideological diversity among African Americans in Hampton Roads is reflected in respondents’ identification of
the national Black leader who best represents their views and opinions. The large proportion of respondents who indicated
that they “don't know” (33.7 percent] could indicate that there is no one currently expressing their views, in which case we may
be on the cusp of a majority change in African American opinion. Or, this result might represent a lack of knowledge about
African American political leadership. Still another possibility is African Americans simply think it doesn't make any difference
whom their leaders are. A final possibility is the respondents were reluctant to identify their “heroes” to the interviewers.




Table 8 records these responses. The top responses were the Rev. Jesse Jackson (21.9 percent]; Secrefary of State Colin Powell
(7.9 percent); NAACP leader Kweise Miume (6.6 percent]; Minister Louis Farrakhan (3.1 percent); the Rev. Martin Luther King |l
(2.9 percent); the Rev. Al Sharpton (2.6 percent); U.S. Congresswoman Maxine Waters (1.3 percent]. In addition to Powell,
other African Americans not aligned with the Democratic Party were identified as being representative of the views and opinions
of some African American respondents. These individuals included Supreme Court Judge Clarence Thomas (0.6 percent), presi-
dential adviser Condoleezza Rice (0.4 percent) and U.S. Representative J.C. Waits (0.2 percent]. These rather puny numbers
suggest the Republican Party has some distance to travel before a large proportion of African Americans visibly align themselves
with conservative African American leaders. African Americans may think conservatively on many issues, and secretly vote for
Republican candidates in an election, but most continue fo be reluctant fo identify themselves publicly with the Republican Party.

Among African American respondents, 25.4 percent and 22.3 percent, respectively, identified Jesse Jackson and Colin Powell
as the two most politically influential African Americans in the United States. A somewhat smaller proportion of Whites identified
Jackson (21.8 percent] as the most politically influential African American, but a substantially larger proportion endorsed Powell
(39.3 percent) as the most politically influential African American in America today. He may be, even though his influence prob-
ably is not as large among African Americans as it is among Whites. Sizable proportions of African American respondents iden-
fified Farrakhan (5.3 percent), Mfume (5 percent) and Sharpton (2.2 percent) as being most influential. Significant proportions of
White respondents also identified Farrakhan (5.3 percent) and Thomas (1.5 percent] as the most politically influential Black
leader in America. White Americans apparently believe Minister Farrakhan is more influentiol among African Americans than
Alfrican Americans themselves do.




THIS ORGANIZATION REPRESENTS MY POINT OF VIEW

Respondents were asked which nafional organization best represents their point of view. The National Association for the
Advancement of Colored People was identified by the largest proportion (20.8 percent) of African American respondents as the
one group that best represents their polifical views. The NAACP was followed by the “Church” {14 percent) and “other commu-
nity-based organizations” (11 percent) as best representing the political views of respondents (see Table ). While 19.9 percent
of the respondents reported that “none” of the organizations in their city or county best represents their political views, 30 per-
cent indicated that they “don’t know” which organization best
represents their views. It is possible that the large proportion
reporting “none” may be indicative of the occurrence of ideo-
logical realignment among African Americans. Alternatively,
this may only represent a degree of boredom with things polit-
ical. These findings may be important for the conduct of
national, state and local political campaigns in Hampton

Roads.

However, when asked, "What do you believe is the most polit
ically influential Black organization in America today?2”, 75.3
percent of African American respondents identified the
NAACP. Inferestingly, this finding contrasts with results showing
that Kweisi Mfume, NAACP president and CEO, was viewed
by only 5 percent of the African American respondents as the
most politically influential Black person in America. Mfume, a
former U.S. congressman from Maryland, has only served in
the position a few years and has not had enough time to build
the reputation that previous incumbents of his position, such as
Roy Wilkins, did so skillfully over many years.

I'M A MEMBER OF THIS ORGANIZATION

Alfrican American respondents reported holding formal membership in the following organizations: Church (58.2 percent),
NAACP (16.6 percent) and Urban league (4.1 percent). The latter two membership percentoges no doubt will come as news to
these organizations. The Urban league of Hampton Roads, as an example, in its best years has had only several hundred actual
members — not the 20,000 this survey result implies. Perhaps the empathy many African Americans have for such organizations
is mistakenly confused with membership. Nearly 12 percent reported holding membership in “other community-based organiza-
fions” (11.8 percent]. It is notable also that 29.3 percent of those surveyed did not hold any formal organizational memberships.
This may be the African American variant of “bowling alone.”

VOTING BEHAVIOR AND POLTICAL PARTICIPATION

Although arguably challenged in the November 2000 presidential election, one of the hallmarks of the American system of gov-
emance is the one person, one vote system. Among Hampton Roads respondents, an extraordinarily high proportion (90
percent) reported that they were registered to vote. Of the African Americans surveyed, 87.5 percent said they were regis-
tered, compared to 91.9 percent of Whites. Once again, these proportions are at variance with actual facts, for the actual
percentage of eligible Hampton Roads voters who are registered is much lower. Respondents may not wish to admit they are
not registered fo vote, or that they do not vote, even though that is the truth. Among the respondents not currently registered,
441 percent of African Americans and 50 percent of Whites revealed that they had been registered to vote at some point in
the past.

Voting in elections and working for a political campaign provide strong indications of political participation. Approximately 76
percent of all survey respondents indicated that they had voted in the last presidential election. Seventy-one percent of African
Americans responded this way, compared with 81 percent of Whites. Both of these percentages exceed what actually was frue.




Regarding their parficipation in a political campaign, only 16.6 percent of African Americans reported having done so af some
point, compared with 25.4 percent of Whites.

PERCEPTIONS OF THE BLACK SITUATION

The disjunction between African American and White perceptions of the American social reality presents a significant barrier to
the publicpolicy effort to eradicate social inequality. It is commonly agreed that success in using political processes to eliminate
Black inequality would be more likely if a biracial consensus existed on the nature and cause of the Black predicament and, fur-
ther, there were agreement on appropriate policies to do so. No such consensus exisfs, as the survey results demonstrate.

Table 10 shows the proportion of respondents who “strongly agree” or “agree” with several statements relating to African
Americans. As the table shows, 25.3 percent of all respondents “strongly agree” or “agree” with the statement,
“Discrimination against Blacks is not a problem in my city or county.” However, when analyzed by race, the results reveal
a significant gap between the perceptions of Blacks and Whites. Of the African American respondents, only 12.2 percent
“strongly agreed” or “agreed” with the statement, compared with 39.1 percent of Whites. This is an important difference,
for perceptions of the prevalence of discrimination against African Americans, women and others have obvious implications for
one’s support of affirmative action and other programs working to eradicate social inequalities.

The African American reparations movement has a long history dating back to the postReconstruction era. In recent years, the
movement appears to have gained additional affention and a bit of momentum. When a prominent White polifician such as

Chicago’s Mayor Daley endorses a resolution supporting the idea that reparations should be paid to African Americans, then
one knows the fopic has become discussable even though it is a political “dead letter” at this point.

Broadly speaking, African Americans and Whites perceive different realities with respect to economic achievement. For
example, 60 percent and 40 percent of African Americans and Whites, respectively, believe that the economic position of

Blacks is worse than that of Whites. Hence, while some VWhites support the notion that reparations are owed by the government
and private corporations, there are far more African Americans in Hampton Roads who support this idea, presumably because
they atiribute the lack of economic success of African Americans to slavery and historic discrimination. With respect to whether
reparations are owed by the government, 30.4 percent of all respondents “agreed” or “strongly agreed.” However, while 50
percent of African American respondents “agreed” or “strongly agreed” that the government owes reparations to African
Americans, only 9.8 percent of Whites concurred. The results conceming corporations parallel those for government. In response
fo the statement, “Black people are owed reparations by private corporations,” 49.5 percent of African Americans “strongly
agreed” or "agreed,” compared with 15 percent of the VWhite respondents. To place these numbers in context, the 1996 survey
of Black political attitudes in Atlanta revealed that 50 percent of the respondents agreed with the idea that the government owes
Black people reparations.

SENSE OF EMPOWERMENT

The sense of political empowerment citizens possess is a vital part of the fabric of the American polifical enterprise.
Empowerment boils down to the feeling that one’s opinions, presence and votes make a difference. Not only does empower
ment affect individual political behavior, but it also has important implications for the stability of the political system and its




capacity for conflict mediation or resolution. Citizens who feel a sense of empowerment are more likely, for example, to partici-
pate in the political process and to resolve differences and conflicts with others within the framework of the system. Table 11
summarizes the responses of survey participants fo a number of statements addressing various dimensions of empowerment.

The differences between African Americans and Whites depicted in Table 11 are sfriking in that Whites believe African
Americans have more power and influence than African Americans believe they have. By way of illustration, survey results show
African Americans [16.2 percent) are substantially less likely than Whites (54.3 percent] to “strongly agree” or “agree” with the
statement, “Blacks and Whites have an equal amount of power in my city/county.” Similar proportions of African Americans
(24.1 percent) and Whites (54.5 percent) either “strongly agreed” or “agreed” with the statement, “Government leaders in my
city/county are especially sensitive o the needs of Blacks.”

These general affitudes always are portrayed by respondents who “strongly agreed” or “agreed” that, “Black elected officials in
my city/county do not have the power fo change things for Blacks in my city or county.” Of the African American respondents,
38.5 percent “strongly agreed” or “agreed” with this statement, compared with 25 percent of Whites. On the other hand, large
proportions of the African American sample (63.5 percent] and the White sample (72 percent] “strongly agreed” or “agreed”
with the view, “Blacks elected to office in my city/county can change things for Black people if they want to.” Against that, how-
ever, about one in four African American respondents [26.9 percent) believed that, “The Black elected officials in my city,/county
sell out to the White power sfructure.” By confrast, the 1996 Atflanta survey revealed that 58 percent of the African American
respondents believed that Black elected officials sell out to the VWhite power structure.

It is worth noting that Atlanta has elected African American political leaders (for example, the mayor) for a longer period of time
than any city or county in Hampton Roads. Perhaps African Americans in Aflanta have suffered from some disillusionment over




the behavior of their elected African American leaders, or the leaders have found it difficult to accomplish their agendas and
remain in power without the support of the White power structure. Still another hypothesis is that Hampton Roads is a region of
several small and medium-sized cities and semi-rural counties. Arguably, the governments in these jurisdictions could be smaller,
less bureaucratic and more responsive than is the case in bigcity Aflanta. In any event, African Americans in Hampton Roads
are considerably more hopeful, and much less cynical, about their leaders and those leaders’ ability fo change things, than their
counterparts in Aflanta.

Nearly 70 percent of African Americans are also more likely to “strongly agree” or “agree” than Whites (53.3 percent] with the
statement, ‘I believe that my local government is largely run by a few big interests looking out for themselves.” White respon-
dents (/0.7 percent] were more likely than their Black counterparts (45.8 percent) to concur with the statement, | believe that
the government in my city/county is run for the benefit of all the people.” Sixtyfive percent and 24 percent of respondents,
respectively, in the 1996 Aflanta survey concurred with these statements. Once again, African Americans in Hampton Roads (as
well as Whites) are more inclined to believe government operates for their benefit than is true of the Atlanta citizenry.

CONCILUSIONS AND A FEW RECOMMENDATIONS

What have we learned? On many issues, African American and White residents of Hampton Roads see things the same.
Foremost are issues such as schools, crime and jobs. Both groups are quite impressed with the provision of several public serv-
ices, for example, libraries and less glamorous fasks such as garbage removal.

But, on a range of other issues, African Americans and Whites see things quite differently. African Americans are consider-
ably less likely than Whites to believe problems of discrimination continue to be important for African Americans and more
likely to be dissatisfied with their economic condition. Consequently, African Americans are much more supportive of affir-
mative action principles, and almost five times as many Blacks as Whites believe government and corporations should pay
financial reparations to African Americans. To some extent, these findings reflect the reality that African Americans earn lower
incomes than Whites in Hampton Roads and are less likely to own their own homes. African Americans are also much more
likely than Whites to regard HIV/AIDS as an important problem. And, religion appears to play a larger role in the lives of
Hampton Roads” African Americans than its does in the lives of Whites, af least as measured by their frequency of church atten-
dance and the influence the church has in their lives.

Relative to Whites, African Americans typically are much less satisfied with their police departments. The gop between the two
groups is especially large in Norfolk, but virtually nonexisfent in Newport News. Whether the different perceptions African
Americans have of their police departments are based upon real or imagined differences in freatment, there is no doubt many
African Americans feel these differences intensely.

Among public services, public housing is given low grades by both African Americans and Whites. Regional transportation also
receives ifs share of crificism. Public officials would do well to heed what was perhaps the survey's most surprising result —
namely, that approximately 70 percent of the citizens of Hampton Roads support the development of a light rail system for the
region. This sfrong endorsement does not square well with the opposition of some elected officials to such a development. These
officials often cite public opinion as the basis for their opposition.

Both African Americans and Whites in Hampton Roads are less cynical about their elected officials and their governments than
the citizens of Atlanta, which we have used as a comparison. Many African Americans believe their elected officials and their
governments can improve the lives of the typical African American. This is an agreeable and fortuitous finding for the region.

Not surprisingly, we found that African American churches have mainfained their traditionally strong roles in the Black community.
Alfrican Americans continue to utilize their churches for many purposes, in addition fo religious nourishment. Consequently,
African American pastors are influential molders of public opinion and offentimes function as political leaders. Those who seek to
understand African Americans must first understand Black churches.

Among African American leaders nationally, the Rev. Jesse Jackson continues to hold great influence. Where predominantly
Alfrican American organizations are concerned, the NAACP is the most influential. However, almost one of every three African
Americans indicated either they did not know or, alternatively, that none of these individuals or organizations best represented
their views. It is possible this “I don't know or don't care” response represents nothing more than a degree of anomie or
boredom; it also is possible that we find ourselves on the cusp of maijor shifts in African American opinion.




The relatively low level of home ownership among African Americans (48.4 percent vs. 70.7 percent for Whites) suggests the
need for a close examination of all aspects of housing markets in Hampton Roads. Are so many African Americans not home-
owners because of income and asset deficiencies, or are there procedural and discriminatory barriers to their home ownershipe
Given the importance of home ownership to community stability, this is a topic that should not be ignored.

This survey confirmed the strong support of African Americans for the Democratic Party. There is much dispute whether this causes
African Americans fo have more clout and political influence, or instead to “sell their votes for cheap and be taken for granted.”
Whites, on the other hand, while definitely leaning toward Republicanism, seem much less committed to party politics. A much
larger proportion of Whites regard themselves as political independents. Many political observers believe this is the best strategy
because it forces candidates to court Whites in Hampton Roads in every election. VWhatever the truth here, the differences out-
lined between African Americans and Whites in the political arena were among the strongest found in any area of the survey.

Finally, these survey results for Hampton Roads are consistent with those reported for the Atlanta region in 1996 and for
the nation as a whole in the July 11, 2001, edition of The Washington Post. Once local issues are taken into account,
African Americans in Hampton Roads live in much the same worlds as their counterparts in Atlanta and nationally. The
Post concluded, “Whether out of hostility, indifference or simple lack of knowledge, large numbers of White Americans
incorrectly believe Blacks are as well off as Whites in terms of their jobs, incomes schooling and health care.” Yet, redlity is
otherwise.

Whites in Hampton Roads fend to overemphasize the progress African Americans have made economically, politically and
socially. Believing African Americans to live and operate in circumstances roughly equivalent to those of Whites, the typical
White person concludes that “a level playing field” (that is, an absence of affirmative action and preferences) is the best societal
policy. This is particularly true for policies that apply to all African Americans, regardless of their status. Whites tend to be more
supportive of preferences that focus on specific individuals who exhibit need, whatever their race, rather than policies that assist
all African Americans, regardless of their circumstances. This view of the world has gained more currency in recent years and
may in fact prevail on the U.S. Supreme Court. If so, we shall have many more opportunities to debate its relevance.

Notes Or Appreciation

Special thanks are due Old Dominion University’s Insfitute for the Study of Race and Ethnicity, directed by Michael L. Clemons,
and Old Dominion’s Social Science Research Center, directed by Jeffrey Y. Harlow. The institute and the center carried out the
public-opinion survey that was the basis for this chapter. Drs. Clemons and Harlow were instrumental in analyzing the data from
the survey and in delineating what the results mean.

We also express our thanks fo the Center for Political Studies and Analysis at Clark Atlanta University in Atlanta, Ga., for gener
ously providing Drs. Clemons and Harlow with unfettered access fo its survey instrument and a summary of itfem results from its
1996 Survey of Black Political Attitudes in Atlanta. The Aflanta study included 1,112 cases and collected data on 123 variables.




St """'Vm'lhmh- gy
R
Ja_——r—

™ w-nnmmm — -
Wi
r“?!"'"'ﬂ"'ﬂ“llh

fogy
e WIWTIII’I!IIMII"!‘II"II
E—
mewwTT

POPULATION
AND POLITICS




Population And Politics: Virginia
Legislative Redistricting And The
Decline Of Political Power

he salient fact about this year's Virginia legislative redistricting, insofar as Hampton Roads is concerned, is it confirmed the recent
Tdecline in the polifical power of the region. For a variety of reasons, including lower than average regional population growth
and the refirement or defeat of senior regional legislators, Hampton Roads' political power has been on the wane. The region will
move from a situation in which 27 legislators had their districts wholly or partially in Hampfon Roads to one next year when only
23 legislators will claim some portion of Hampton Roads in their district. One can sugarcoat this result in various ways, but it is

undeniable that the region’s political clout in the legislative halls of Richmond has declined significantly since the mid-1990s.

The Redistricting Process

Hampton Roads’ representation in the General Assembly has been affected over the years by changing population trends and

shifting political winds. While redistricting under current judicial standards is primarily about equalization of legislative disfricts

based on population, experiences of the Hampton Roads region show that politics continues to influence the drawing of district
lines.

The Virginia constitution requires that the General Assembly reapportion the Commonwealth every 10 years into electoral districts
that “shall be composed of contiguous and compact ferritory and shall be so constituted as to give, as nearly as practicable,
representation in proportion fo the population of the district.” A number of court decisions have made it clear that the principle of
"one man-one vote” is fo be followed and that only a de minimis deviation in population equality is to be permitted.

Since the constitutionally established upper limits on the number of members of the House of Delegates {100) and the Senate
(40) were reached long ago, redistricting in recent decades has consisted of moving district boundaries fo reflect shifts in popu-
lation. State legislative district boundaries are drawn fo meet courtimposed standards of equal population and of access of
minorities to the political system. In contrast fo hisforical custom, disfrict lines now are drawn irrespective of local jurisdictional
boundaries.

The General Assembly approved new state legislative district lines in April 2001. Redistricting took place through the normal leg-
islafive process, although a special session was convened specifically for that purpose. Bills describing the new legislative dis-
fricts were draffed by special subcommittees of the House and Senate Privileges and Elections Committees. Public hearings were
held around the sfate, and the bills were heard in committee and on the floor in each house. Amendments were adopted fo cor-
rect fechnical problems and to reflect changes desired by the maijority party. Each house accepted the other's work, and the bills
were signed by the governor. Maps of the old districts and the newly drawn ones are shown in Figures 1 and 2 for the House
of Delegates and Figures 3 and 4 for the Senate.

The redistricting plan received approval from the U.S. Department of Justice in early June 2001, as required under the Voting
Rights Act, but is the subject of a lawsuit challenging its constitutionality. Only minor changes, if any, are likely fo result from
these reviews.




FIGURE 1

The Old 1990 House of Delegates Districts in Hampton Roads
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FIGURE 2
The New 2001 House of Delegates Districts in Hampton Roads
vidL ewy
M‘ Gloucester
York i
Surry Poquoson

Northampton

==
[

Isle of Wight

Virginia Beach

Chesapeake

House Districts
Chapter 1
2001 Special Session

[ Counties
[] Districts




FIGURE 3
The Old 1990 Senate Districts in Hampton Roads
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FIGURE 4
The New 2001 Senate Districts in Hampton Roads
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FIGURE 5

Virginia’s Population Growth 1990-2000
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FIGURE 6
A Closer Look at Population Growth in Hampton Roads
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Population changes drive legislative redistricting. Figure 5 depicts population growth in Virginia between 1990 and 2000. It is
apparent that except for several university towns and a few larger cities such as lynchburg and Chesapeake, significant populo-
fion growth in the Commonwealth occurred primarily in Richmond and Northern Virginia. As Figure 6 demonstrates, within
Hampton Roads, James City County recorded an impressive rate of growth in population. Suffolk, along with Accomack, Isle of
Wight and York counties, also recorded healthy growth rates. Norfolk, Portsmouth and Franklin lost population during the
decade. Williamsburg, Newport News, Hampton and Virginia Beach grew during the decade, but at less than the
Commonwealth average. Table 1 provides specifics. The region’s population continues to be sensitive to U.S. Department of
Defense spending.

Taking everything into account, population growth in Hampton Roads was modest. Table 2 demonstrates that Hampton Roads
grew about half as fast as the Richmond metropolitan area and only about a quarter as fast as Northern Virginia.

Hampton Roads usually has been considered part of the “golden crescent” of economic growth and prosperity, running
from Northern Virginia down the 1-95 corridor to Richmond and east to Hampton Roads. However, measured by popula-
tion changes in the past decade in the three metropolitan statistical areas that are in the crescent, Hampton Roads did not
share the golden gleam of growth of the other regions. Figure 7 demonstrates this fact visually. Since the Reagan defense
buildup of the 1980s, Hampton Roads’ population growth has trailed that of Richmond and Northern Virginia by substan-
tial margins.







FIGURE 7

Virginia’s Golden Crescent
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The Mechanics Of The Redistricting Process

Population losses and the slow growth of the region impacted the number of people living in each legislative district. According
fo the 2000 Census numbers, House of Delegate districts in whole or in part in Hampton Roads showed the highest regional
deviations in the state for under-population from the reapportionment standard population of 70,785 people per district. The

same was frue of Senate districts, deviating from the ideal population of 176,963; the greatest amount of deviation for under
population was in Hampton Roads.

TABLE 3

Legislative Districts in Whole or in Part in Hampton Roads - 2000
(Before Redistricting)

Source: Division of Legislative Services, Virginia General Assembly




While the under-population of the districts in Hampton Roads relates to the lack of population growth in the region, the extent of
the deviation also can be atiributed fo the fact that the legislative districts drawn in Hampton Roads in 1991 showed the
greafest negative deviation from the ideal size of the district for any region of the state (see Appendix Al. In other words, the
legislative districts drawn in 1991 had as few people in them as the legislators felt was possible to meet the court stan-
dard. In fact, in 1991, Hampton Roads legislators were able to delay the full negative impact of the region's slow popula-
tion growth by clever redrawing of districts. The end product was a large number of districts that were "under-populated”
as much as the courts would allow - 5 percent less population than the state average.

In contrast, in 2001 there was a deliberate attempt to stay within a 2 percent deviation of the ideal standard statewide. The
change in approach to redistricting between 1991 and 2001 cost Hampton Roads some legislative representation.

As Table 4 indicates, had the House of Delegate districts in Hampton Roads been drawn in 1991 with no deviation from the
ideal standard, Hampton Roads would have qualified for 22.9 delegates. Since almost all the districts were drawn permitting a
4 percent deviation of underpopulation, Hampton Roads ended up with 23.41 delegates, or an approximate one-half position
in additional representation. In 2001, however, Hampton Roads districts were drawn very close to the ideal population, or even
were “slightly over-populated” (higher than the standard), which resulted in 21.38 districts (see Table 4). Had all districts been
drawn exactly to the ideal standard, Hampton Roads would have had 21.56 seats (.56 of a district” reflects the reality that
one or more legislative disfricts within Hampton Roads overlap info areas outside of Hampton Roads).

The net loss for the region in 2001 was 2.03 delegates (23.41 minus 21.38). However, if the 2001 districts had not been
overpopulated slightly, the net loss would have been 1.85 (23.41 minus 21.56). Had the same population deviations from the
ideal been followed in 2001 that were followed in 1991, the net loss would have been 1.35 (23.41 minus 22.06).

Of course, legislators do not come in fractional parts. If one assumes that a legislator who has some piece of his or her district in
Haompton Roads has an interest in representing the region as much as someone whose district is fully within the region, the con-
frast between what happened in 1991 and 2001 is even greater. As a result of the 1991 redistricting, 27 delegates had
their districts wholly or partially within Hampton Roads. With the 2001 redistricting, that number has dropped to 23, a loss
in representation of four delegates! There is no way one can sugarcoat this outcome, for it represents a very substantial
loss in regional political power. When, in addition, one takes into account the ending of the legislative careers of prominent
and powerful Hampton Roads legislators such as Thomas Moss, Alan Diamonstein, Stanley Walker and Hunter Andrews,
the combined effect represents a blow to the political power of Hampton Roads of huge magnitude. There has been a
curious, though perhaps understandable, lack of recognition of this fact by the Hampton Roads citizenry, the regional power
structure and the media. Yet, the impact of these changes upon the political power and clout of Hampton Roads has been
fremendous.

While political power has many sources, the primary roots of regional legislative power in Virginia are: (1) the number of legis-
lators a region sends to Richmond; (2] the seniority of those legislators; (3) whether they are in the majority party; and (4) the
availability of funds to support political activity. With respect to No. 1, the decline in Hampton Roads representatives (wholly or
partially within Hampton Roads) from 27 to 23 speaks for ifself. This constitutes almost a 15 percent decline in the number of
delegates.




As far as No. 2 is concerned, legislative affairs in both the House of Delegates and the Senate are highly sensitive to the sen-
iority of individual legislators. Seniority is the primary driver of membership on choice committees, especially the “money commit-
tees” (Appropriations and Finance in the House of Delegates and Finance in the Senate) and on other key panels such as
General Llaws, and Corporations, Insurance and Banking in the House of Delegates, and Commerce and Llabor, Courts of
Justice, and Rules in the Senate. The most senior legislators nearly always occupy seats on these powerful committees and it is
they who hold leadership positions. They typically are appointed as budget conferees when the House of Delegates and the
Senate work fo resolve their differences |if they dol] and “divide up the pie” at the end of a legislative session. The bottom line
is Hampton Roads’ legislative seniority has declined precipitously in recent years and, as an example, the region did not
have a legislator on the final budget conference committee in the 2001 legislative session. Hampton Roads legislators were
forced to look over the shoulders of other legislators and importune, entice and threaten them in an attempt to achieve regional
goals. This is a dramatic change from the situation just a few years ago when Delegate Moss was Speaker of the House,
Delegate Diamonstein was a powerful member of the Appropriations Committee as well as a final budget conferee, Sen.
Walker was President Pro-Tem of the Senate and a final budget conferee, and Sen. Andrews chaired the Senate Finance
Committee and was a final budget conferee.

With respect to No. 3, it is nearly always true that legislators in the party in power are able to exercise more power than legis-
lators in the minority party because they control the agenda, have greater party representation on committees and usually aftract
much larger financial contributions from individuals, corporations, unions and pressure groups. For well more than a century, the
Democratic Party dominated Virginia politics and hence Hampton Roads' predominantly Democratic representation was advanto-
geous. In 2001, though, the wheel has turned and Republicans control nearly everything in sight. However, the region'’s core
city [Norfolk) has but one Republican House member and one Republican Senate member, and both are relatively junior. Further,
the sitting governor, James Gilmore, unfortunately has not been well aftuned to Hampton Roads and hence the increasingly
Republican cast of the region’s legislative representation has not paid off in the manner one might have anticipated.

Also, cities such as Portsmouth and Hampton are represented primarily by Democrats. Cities such as Virginia Beach and
Portsmouth and the northern end of the Peninsula are represented by Republicans, but on the whole they have not served
in the General Assembly for long periods of time and thus do not yet exercise the obvious power that the Moss-
Diamonstein-Walker-Andrews quartet enjoyed in the days of yore. If these Republicans continue to be re-elected and accu-
mulate seniority, and Republicans continue to be the majority party, then the long-term outlook for political power in
Hampton Roads will be brighter.

The fourth factor nofed above, the availability of funds to support political activity, reflects economic power. Many large private
business entities exercise considerable influence and have the potential, directly or indirectly, fo provide valuable funds to support
political activities. In this regard, Hampton Roads is disadvantaged relative to Richmond and Northern Virginia. Even broadly
defined, Hampton Roads contains only two Fortune 500 headquarters, while Richmond and Northern Virginia together account
for 10 times as many. Further, per capita income in Hampton Roads trails Richmond by almost 10 percent and Northern Virginia
by nearly 20 percent. Simply put, even after accounting for costof-iving differentials, there is less discretionary money available
in Hompton Roads to support political candidates and causes.

Consequently, for most of this decade, Hampton Roads' political power will be, at least comparatively speaking, at a low ebb.
Once again, this reflects a larger than recognized decline in the number of legislators from Hampton Roads, as well as a signifi-
cant reduction in the seniority of Hampton Roads' legislators, the political affiliations of these legislators, and in raw economic
power.

The loss of representation for the region was felt most dramatically in House Districts 86 and 88, both of which were in the City
of Norfolk during the 1990s. With the 2001 redistricting, however, House District 86 is now in wesfern Fairfax and eastern
Loudoun counties, and House Disfrict 88 is now in Spotsylvania and Stafford counties. Figure 8 shows this.




FIGURE 8

Impact of Redistricting on Hampton Roads

Map by Rick Clark lllustration & Design

Some Context On The Politics Of Redistricting

For most of the past century, Virginia apportioned legislative seats based on a combination of factors that included population,
but always with an emphasis on keeping local units of government (cities and counties| infact. And, as has always been the
case, protection of incumbents and the power of the majority party were primary considerations. Up unfil the 1950s, Virginia's
legislative districts were considered reasonably apportioned in comparison to other states. Even then, however, the districts
would not have been able to pass the stringent court standards of today. As a general rule, legislative disfricts in most states
deviated substantially from population, though the Commonwealth was fairer than most.

The 1960 Census saw Virginia's population increase by a strong 19.5 percent, but growth was not uniform across the state.
Cities and suburbs grew much more rapidly than did the rural areas. As a result, the House legislative districts varied in populo-
fion from 20,071 to 142,597, and Senate district population ranged from 51,637 to 285,194. In one analysis that assumed
that a fairly apportioned district would have a value of 1.00, the seven most heavily populated counties and cities of the state
had a value of .73, while the most sparsely populated areas were overrepresented with a value of 1.24. The City of Hampton
had a vote value of .47 and Princess Anne County (which consolidated with Virginia Beach City in 1963) and Virginia Beach
had a value of .47.

The challenge faced after the 1960 Census by the overwhelmingly dominant Byrd Machine and the Democratic Party was to
protect incumbents — many of whom were from districts in the rural parts of the state — but still somehow respond to urban and
suburban demands for a fair redistricting. The General Assembly made a stab at doing so, but the product of its efforts in the
redistricting of 1962 was not well received.

Four legislators from Arlington and Fairfax counties filed suit on April @, 1962, and were joined on May 25 by four plaintiffs
from the City of Norfolk, challenging the redistricting plan. The suit charged that the redistricting, “by failing to give representa-
fion commensurate with the population of their areas, devalued their votes and deprived them of equal profection under the
Fourteenth Amendment.”

On November 28, 1962, a three-judge panel declared the redistricting plan invalid. The state appealed the case fo the
Supreme Court. On June 15, 1964, the U.S. Supreme Court found that the redistricting failed fo meet population standards for




both houses of the General Assembly. Thus, Virginia and the Hompton Roads area, via the Supreme Court decision, played a
part in seffing the judicial standards for redistricting that continue to today.

The General Assembly in 1992 sfill was controlled by the Democratic Party and sfill faced the similarly difficult task of attempting
fo profect incumbents (many of whom represented primarily rural districts and some of whom were Republicans) and the majority
status of the Democrats. However, historical frends did not favor the Democrats, for their majorities in both houses of the General
Assembly were clearly eroding over time. In 1967, Democrats had 85 members in the House of Delegates; the balance was
14 Republicans and one Independent. In the Senate there were 34 Democrats and six Republicans. By 1991, the numbers had
changed to 58 Democrats, 41 Republicans and one Independent in the House, and to 22 Democrats and 18 Republicans in
the Senate (see Appendix B). The Democrats were desperate fo maintain power by stopping the steady erosion of their numbers
in both houses of the General Assembly. At the same time, there was recognition that this would be quite difficult, both because
of the rising Republican tide and the strict judicial standards for redistricting that would have to be met.

Hampton Roads was a key region for the Democrats’ 1991 attempt to hold to power. With the high minority African
American population in many of the Hampton Roads communities and the tendency of those communities to vote
Democratic, the Democrats (as has been shown previously) drew the Hampton Roads legislative districts with the greatest
possible deviation of under-population. While the short-term strategy saved the region some impact of the loss of popula-
tion, it did not prevent the Republicans from continuing to gain strength.

By 2001, Republicans controlled the House and Senate and the process for redistricting. The Republicans drew the Hampton
Roads districts as close fo the ideal size as possible in order to limit Democratic strength. It was no coincidence that District 88
eliminated in Norfolk was the legislative district of Delegate Tom Moss, former Democratic Speaker of the House of Delegates.

Final VWords

While it is undeniable that the legislative power of Hampton Roads has been reduced significantly in recent years, this is hardly
an “end of the world” scenario. The region still claims 23 legislators of a total of 140. Twenty-three legislators, if they are
united by an attractive agenda and are highly motivated, still can accomplish an enormous amount of good. This number
dwarfs southwestern Virginia's representation, for example, and is larger than that of Richmond.

What has been lacking in the Hampton Roads delegation in recent years has been unity of purpose. While there is a Hampton
Roads legislative caucus, its meetings usually are poorly attended — more lobbyists are present than legislators, and it is worth
notfing that there are separate legislative caucuses for the Peninsula, the Southside and many individual Hampton Roads cities. In
addition, the legislative Black Caucus claims some portion of the loyalty of more than one-quarter of the region’s legislators.
Membership in these other caucuses does not preclude legislators from uniting behind a common Hampton Roads agenda.
Indeed, it always has been the case that legislators from disparate parts of the Commonwealth have united behind common
inferests, for example, the revenue plight of the cities, or K-12 education. Yet, few would dispute the judgment that other regions
(Northern Virginia and Richmond in particular] generally have exhibited more unity of purpose in the General Assembly than
Hampton Roads. The payoff has been observable on several issues, such as the distribution of transportation funding, but also in
other areas, including higher education funding.

What we end up with, then, is yet another situation where the logical regional conclusion is: “We need to get our act
together.” Yes, Hampton Roads’ legislative clout has declined, but there is plenty left. A unified, determined regional leg-
islative delegation remains capable of achieving an impressive number of goals for Hampton Roads.




APPENDIX A
Delegate Districts In Hampton Roads

1991 and 2001 Redistricting

Note: For districts partially in Hampton Roads, a percentage of a delegate has been assigned to the region equal to the Hampton Roads population in the districts.
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Regionalism And The Dillon Rule:
An Interpretive Essay

The laws, practices and fraditions of Virginia dominate the governmental context of Hampton Roads. World War | is a good
era fo begin reflection on the hisforical events that have shaped the modern relationship between local and state governments.

It is also the time when the region began o emerge.

In the early 1920s everyone was enduring hard times. The waters of the port had frozen solid in the winter of 1917-18, a most
unusual event for “the world's finest natural harbor,” and by the following winter the Commonwealth was recovering from an
influenza outbreak. Warwick County, now part of Newport News, was the hardest hit by the epidemic that broke out on Friday
the 13th (March) at Fort Lee, near Petersburg.

Virginia's governments were also burdened. The state’s education, health and prison instfitutions were in disarray and were being
crificized as underfunded, and the road system was considered so impassable in 1921 that the Automobile Club of America
urged moforists fo bypass the sfafe. The state freasury was running a deficit. Thus, it was not surprising when Virginians elected a
38-yearold “reformer” as governor in 1925 with his selFdescribed “program of progress.”

By 1930 he had convinced the General Assembly to approve a plan fo simplify and overhaul Virginia's tax sfructures, establish
the “short ballot,” and streamline state government by reducing 100 agencies to 12 departments. Historian Virginius Dabney
described new state appropriations for roads, education and mental hospitals as “unprecedentedly large.”

Inferestingly, the governor went outside Virginia to a New York City consulting group (New York Bureau of Municipal Research)
for advice and development of the reorganization plan. Then he turned to a 38-member Citizens" Committee on Consolidation
and Simplification in State and County Governments to advocate its merifs.

Part of the package ceded to localities “property” as their main tax source and identified “income” as the state’s sole domain.
The reforms cost the state dollars ($4 million annually) and jobs (one state commissioner in each of 99 counties).

The youthful governor successfully fought for a 1 1-2-cent gasoline tax “to get Virginia out of the mud.” He publicly confronted
the Chesapeake and Potomac Telephone Co. and the nation’s oil companies when they raised rates and gasoline prices.

The governor was visible with each cause. In one case he rode on a bus to 56 different towns, a 1,000-mile circuit, fo stump
for state consfitutional changes. His central message fouted the state as a whole. He held “regional” meetings with county and
state officials selling his road program, urged an “end fo sectionalism in Virginia” and was the first governor to mount a state-
funded national advertising program for tourist and economic development.

Who was this reformist governor of the Commonwealth of Virginia? An individual not offen associated with reform — Harry Flood
Byrd Sr. It was a historic display of leadership.

Byrd’s notions of strong state government were enabled in part by the thinking of a non-Virginian. John Dillon, an lowa
lawyer who later became a state and federal judge, then a law professor at Columbia University, wrote a treatise on
municipal corporations in 1872 that advanced the legal doctrine that states are supreme and the source of all municipal
power. That doctrine - called the Dillon Rule - has been bedrock in Virginia.

Part of Dillon's treatise reads:

"It is o general and undisputed proposition of law that a municipal corporation possesses and can exercise the
following powers, and no others: First, those granted in express words; second, those necessarily or fairly
implied in or incident to the powers expressly granted; third, those essential to the accomplishment of the
declared objects and purposes of the corporation — not simply convenient, but indispensable. Any fair, reason-
able, substantial doubt conceming the existence of power is resolved by the courts against the corporation and
the power is denied.”




Both Dillon and Byrd expressed concern about the politics and management of cities. Dillon said the people managing cities
were not “best fitted by their intelligence, business experience, capacity and moral character.” City management was “too offen
both unwise and exfravagant.” Dillon believed in noblesse oblige and thought the “best fitted” could more likely be attracted to
state government. Byrd favored state dominance for political reasons. He wanted progressive government through rural control of
the courthouse, public purse and fax rafes.

Hampton Roads itself is an interesting case study of survival within the Virginia context of strong state control. By 1900, its
history included a notable series of up and down events. Llord Dunmore's burning of Norfolk on Jan. 1, 1776, and Jefferson’s
Embargo Acts of 1807, jointly depressed the region’s ports and effectively prevented them from developing in tandem with the
preeminent East Coast ports, New York, Philadelphia and Bosfon, in the early years of the Republic. Plus, there were epidemics
of yellow fever in 1795 and 1855. The latter took more than 2,000 lives in three months. Occupations by federal troops during
the Civil War had devastated the economy and its supporting social infrastructure. In the 1870s and 1880s, Virginia's polifical
preference for canal fechnology over railroads thwarted Hampton Roads during the railroads’ period of peak expansion. Thus,
fo use a contemporary aphorism, if it wasn't one thing, it was another. The net effect, however, was to slow the development of
the region’s ports until the 20th century.

World War | changed all of this. lts impact was most visible in the establishment of huge military and ship facilities, and over a
period of time, the Norfolk Navy Base was to become the largest in the world. The state's largest city, Norfolk, nearly doubled
its population between 1910 and 1920, to 117,000 people. According fo the local Association of Commerce, the region was
"a circle drawn with a radius of 30 miles from downtown Norfolk’s new federal building.” Within that circle Portsmouth’s popula-
fion was 45,000; Newport News, 34,500; South Norfolk, 7,800; Hampton, 6,300; Princess Anne County (including Virginia
Beach), 16,200; and Norfolk County, 30,000.

The war efforts wrought a new form of local government that was concemned, like Bryd, with “economy and efficiency” and
addressing infrasfructure problems of housing, roads and utilities. The concept of the city as a large public business developed,
and Norfolk voters approved the city manager form of government. Charles Ashburner, the first city manager, was very interested
in the development of everything from city streefs, schools and parks to public buildings and police and fire departments, as well
as general beautification.

In 1922, Norfolk approved $5 million to build a grain elevator, which was followed by construction of a city market, one of the
first notable results of the extension of suffrage to women. The City of Norfolk also acquired the local army base from the federal
government in an effort to become part of the national port system of terminals.

Annexation was the way cities expanded boundaries under Virginia law and it usually occurred as suburbs became dense and
wanted city services. As an example, in 1923, Norfolk annexed 30 square miles and 30,000 people in the areas of Ocean
View, Campostella and Larchmont. The Association of Commerce described Norfolk as a city of “magnificent distances”:

"Here and there sireefs are opened, new houses appear, small suburbs are begun and grow slowly in numbers
and importance. If the growth of the last 70 years should be duplicated through the next 70 years, Norfolk will
become one confinuous community from the tip of Willoughby fo the extreme southern boundary of South
Norfolk, and the suburbs will extend from Cape Henry to Churchland.”

If's been 70 years since that vision was painted and, as we know, that's noft how things actually developed. Rather than one
large city, the region is characterized by many cities and counties, each with its own government. However, the preceding
bit of history provokes several questions:

® What is the picture of Hampton Roads governmentally in 2001?

* Does the notion of “region” count for anything?

* What impact does the Dillon Rule have today?




The Picture O Government In Hampton Roads In 2001

The governmental picture in Hampton Roads is complex in many ways. There are nearly 100 governmental units within the
region. These include six counties, 10 cities, 15 dependent school systems, and more than 60 additional governmental units or
districts such as the Hampton Roads Sewer Sanitation District and the Southeastern Virginia Public Service Authority. Many of the
localities have retained the names they had many years ago (for example, Hampton and Norfolk), while others have acquired
new names (Chesapeake]. Some have new boundary lines because of consolidations in the 1950s and 1960s, including those
involving Newport News, Hampton, Virginia Beach, Chesapeake and Suffolk.

Every community has success stories about which it can boast. As examples, Virginia Beach has been cited nationally for finan-
cial management and fechnology; Williamsburg is considered a “national freasure”; Hampton was featured on national televi-
sion for its “healthy communities” model; and Norfolk was named one of America’s “most livable” cities.

But the words “city,” “county” and “town” are not easy to understand in Virginia any longer because of social and political
changes that have occurred since Gov. Byrd's time. One continues to see the words sprinkled throughout Virginia's laws but they
are words that have distinctions offen with no differences, or worse, differences with no distinctions. It starts with Virginia's inde-
pendentcity system — one that is different from those in any of the other 49 states. Most states divide responsibilities and services
between the two scales of government — county and city. But not Virginia.

Virginia has an “either/or” designation for people living in a specific location. You live either in a city or a county, but not both.
However, not all the cities are the same. There are 40 cities and 40 different city charters. For instance, Norfolk has a so-called
"strong” charter that includes several important provisions about borrowing and referenda that are different from Virginia Beach
and Chesapecake's “weak charters.”

While counties are independent of cities, they are not identical fo cities by any means, and there are 95 of them. Some coun-
ties, like Fairfax, are based upon special state laws, which grant socalled city powers, as well as some powers that most cities
don't have. But, generally, counties are lumped info three or four categories, which make them similar in many respects, but dif-
ferent in ofhers (for example, their ability fo tax and pass laws).

Yet, perhaps the most complicated feature of Virginia local government is its “towns.” There are 188 towns, each with a
separate charter. But towns, unlike cities, are parts of counties (similar to other states with cities and counties). Since each
town charter can be different, this means towns can be very different. There are 11 towns in Hampton Roads. Those
Virginians who live in a town (Smithfield is an example) have their local government functions divided between their town
government and their county government. Are you a bit confused? Many other citizens are as well.

The Notion Of The Region Of Hampton Roads

Words from Ben Harper's song “Homeless Child” serve as backdrop for thinking about region in Virginia:
"Nowhere here
fo call my home
no one near
to call my own
all that's left
is for me to roam

somebody please

help me hang on.”




Most people agree that the geographic area from approximately Williamsburg to parts of eastern North Carolina is economi-
cally linked. Social, political and other links are less obvious and more debated. While regions have become the dominant and
most meaningful structure today for organizing economic performance and are essential in solving many of our problems,
Virginia public policy barely addresses “region” and offers few tools to encourage regional efforts. To cite one example, the
Virginia Area Development Act of 1968, which provided the enabling authority for planning districts, such as the Hampton
Roads Regional Planning District Commission (HRPDC), does not mention the words regional or cooperation! Sadly, in some
ways the concept of region is a fiction not recognized by the Commonwealth of Virginia. Contrast this to the explicit recog-
nition of, and reliance upon, city-regions such as Indianapolis and Portland.

Cities, counties and towns remain Virginia's primary sfructures for local government. Thus, exactly because there are no regional
officials, we blame local government officials for not cooperating better — or more — but the truth is, Virginia is not organized for
regional progress or performance. When the focus of the Dillon Rule is added to the sfate's policies of property taxation and
independent status, Virginia has trapped localities, their residents and, ultimately, the entire stafe, in a zerosum game.

Its hard to overemphasize this next point. When local elected officials swear the oath of office, they accept a serious fiduciary
responsibility to protect their individual municipal corporations. In practical terms this usually means: Does my community benefit
immediately and can | show it beyond doubt2 No public official under the Virginia system, elected or appointed, takes an
oath to support a region. Their elections and their livelihoods depend upon cities, counties and towns.

Another reality concerns the number of elected officials who must agree for regional issues to move forward. Between cities and
counties [not counting towns) there are 110 elected officials in Hampton Roads. The range of representation is dramatic — from
a few thousand to more than 200,000. The mayor of Virginia Beach represents more than 400,000 people. Given the nature
of the system — voluntary participation — an elected official who represents a few thousand people can match or exceed the
voice of one who represents many more.

Given Virginia's preference for cooperation rather than coercion as the de facto organizing principle for regional policy, this
means just one jurisdiction, either a county or city, can veto regional efforts. One local business leader calls voluntary region-
alism “dancing with your sisters.”

These thoughts are preamble to measuring and understanding regional economic progress in Hompton Roads.
Again, Harper's words:

"There is no night

and there is no day

it is all

one shade of gray

some will pass

and some will stay

is this the end

. "
or just one more day.




The Dillon Rule

What is most remarkable about the Dillon Rule is even though it is not mentioned once in Virginia law or policy, a fact inferesting
in itself, it nonetheless has been used as the standard for interpretation by state and local courts for more than 100 years. Some
Dillon Rule-inspired rulings have been strict — as when the Supreme Court of Virginia in 1985 found that Arlington County could
not lease property the county owned for economic development purposes. Other rulings have been broader, as when the State
Supreme Court let stand in 1988 a Virginia Beach ordinance that required handgun permits.

Though lacking the express words of policy, Virginia remains one of few Dillon Rule states. The doctrine has withstood
change, in a changing world, like few other public traditions. Indeed, it hovers over all of the Commonwealth’s govern-
mental activities. It is not surprising, then, that nearly every city of any size employs one or more full-time lobbyists to rep-
resent it in Richmond during the sessions of the General Assembly. The reason is simple. Because of the Dillon Rule, the
action is in Richmond, not in Arlington, Lynchburg or Newport News.

There are practical consequences fo Dillon’s norm of uncertainty. While few local attorneys argue that Dillon is impossible, one
city atforney says the problem is “you need a lawyer all the time and government isn't working when you need an atforney that
offen.” Another attorney says, “Often the way around Dillon in a particular case is complicated and convoluted, and that isn't
good.”

It's also not clear when a court will apply the Dillon Rule to overturn a local government decision. Not tallied or known are deci-
sions avoided by local governments because of the uncertainty and/or the time and money it takes to withstand possible chal-
lenges. Also damaging is the mindset associated with the “negative presumption” of Dillon — that localities can't do things. It
handicaps local or regional thinking about public-private solutions that require speed, decision-making at the lowest levels and
collaboration. The involvement of lawyers, or pefitioning the General Assembly, soaks up time and resources, and is of litile
value. This past year, 119 local bills in the General Assembly were introduced involving the Dillon Rule. It is estimated that
these bills occupied 550 hours of various committees, subcommittees and floor time. About half the bills finally passed. This
is quite an achievement for a rule that is not explicitly mentioned in state statutes!

But, it doesn't stop there. Each session, there are bills legislators regularly infroduce to take away authority from localities. House
Bill 1969, involving local confrol of firearms, infroduced Jan. 10, 2001, has Dillon overfones: “... no locality shall adopt any
ordinance, resolution, motion, administrative rule or regulation governing the purchase, possession, fransfer, ownership, carrying
or fransporting of firearms, ammunition, or components or combination thereof other than those expressly authorized by statute.”
Virginia’s Internet bill tracking service discloses that there were 61 separate actions involving HB 1969 before it “failed to pass”
the House on Feb. 24. Prior fo its death, it passed both houses, went to a conference committee and passed the Senate, again,
before stalling in the House on parliamentary procedure.

Local threats by legislators occur, as well. Several years ago when Virginia Beach City Council was giving serious consideration
fo raising real esfate taxes fo fund school board budget requests, two state legislators from Virginia Beach threatened to “cap”
the city’s tax by infroducing legislation. Meanwhile, away from the eyes of the General Assembly, stories are legend about one
county or city doing something that another Virginia locality was told [or had assumed) it could not do.

The primary argument in support of the Dillon Rule is that it promotes uniformity of law and practice. This is said fo be an essen-
fial element of building an affractive climate for business (businesses don't want to deal with scores of different legal, regulatory
and faxation schemes). Further, Dillon Rule supporters (and there are many, especially among legislators whose power is ampli-
fied by its existence) assert that it reduces undesirable competition between cities, counties and towns that otherwise might offer
widely diverging “deals” to businesses that might be considering relocation. There is, however, an unstated third reason that ulti-
mately may be more imporfant than the other two. It is that the existence of a Dillon Rule world makes state legislators very
important people — individuals who must be courfed and supported financially if their support is to be won.

Whatever spin one puts on the effects of the Dillon Rule, it is undeniable that it has dominated the government in the
Commonwealth and in Hampton Roads just as Gov. Byrd and Judge Dillon intended. Even so, do the historic choices of the
1920s adequately address the challenges we face today? This seems doubtful. Most observers without vested inferests believe
reforms in state-local relations and in the tax sfructure, supplemented by a new “program of progress,” are needed.




The Report Of The Commission On State And

local Tax Structure

The imbalance in the fiscal relations between the state and its local governments was documented, again, recently in the Report
of the Commission on Virginia's State and Local Tax Structure for the 21st Century, chaired by Thomas R. Morris, and released in

December 2000. Among its findings:

e The growth in property values (upon which most local government revenues depend) has languished when compared to the
robust annual individual and business incomes taxes collected by the state.

* More than $60 billion in property values have been declared exempt from taxation and taken off the local government books
as a result of state decisions.

® Maijor shifts have occurred in Virginia's economy, primarily in the growth in the provision of services, especially those related
fo information technology. For the most part, these services are not included in the tax base.

® The growth in interstate sales via catalogues and ecommerce also tends to escape taxation.
e The General Assembly and governors over the years have constricted the sales tax base through a multitude of exemptions.

® The elimination of the car tax by the state politically froze a major local revenue source for localities that was growing and
producing 16 percent of their revenues in 1998.

To the escalating revenue imbalance between the state and local governments in Hampton Roads must be added the negative
impact of the region’s economic slowdown. For nine straight years, and 13 of the last 15 years, Hampton Roads’ average
wage has slipped. According to the Department of Commerce, the region’s average wage is 84.6 percent of the national
average. By comparison, Northem Virginia is 136.7 percent of the national average and the Richmond regional average is
101.6 percent. Hampton Roads’ average is also lower than the average wage in the Roanoke and Charlottesville areas. Of
course, costofliving differentials erase much (though not all) of the difference between Hampton Roads and other regions, espe-
cially Northern Virginia. And, as demonstrated in an accompanying chapter, the key determinant of wages and incomes in
Hompton Roads is the level of military spending in the region. It now is smaller, in absolute dollars, than it was in 1985. Litle
wonder, then, that Hampton Roads has not been a boom region.

The region’s picture is not bright when the financial strength of individual localities is measured and compared with other
localities in the rest of the state. Two more regional cities - Newport News (No. 8) and Franklin (No. 10) - recently moved
into the state’s “top 10” mostly fiscally stressed category, according to the Virginia Commission of Local Government.
Norfolk remains the most fiscally stressed community in the Commonwealth, and Portsmouth moved from No. 5 to No. 3.
Hampton fell from No. 15 to No. 12 in one year. Five localities — Virginia Beach, Suffolk, James City County, Southampton
County and Isle of Wight County — improved slightly, but three — Virginia Beach, Suffolk and Southampton County — remain clas-
sified as above average stress.

Property tax exemptions continue fo be a special problem for Hampton Roads. More than $20 billion of property in Hampton
Roads is tax-exempt. Seven communities — Newport News, Franklin, Hampton, Williamsburg, York County, Norfolk and
Portsmouth — have 20 percent or more of their properties exempted. The two most fiscally stressed cities — Norfolk and
Portsmouth — are 47 and 56 percent tax-exempt, respectively. Given the role property plays for localities, Norfolk and
Portsmouth are forced fo fend for themselves with one arm and one leg tied behind their backs.

Newport News joins their plight in another bizarre consequence of public policy as it relates fo the Port of Hampton Roads. The
port produces many jobs, but not all of these jobs are located on the waterfront. Yet, because of two additional Virginia poli-
cies: (1) counting income at residence rather than where the work occurs; and (2) granting fax exemption to the sfate’s port facili-
ties, Newport News (as well as the other cities) loses the market value of its state port facilities. Further, Newport News loses the
value of the income generated within its city limits, which impacts the distribution of various sfafe resources. The result? Newport
News is on the top 10 list of the sfate’s most fiscally stressed cities. This is punishment beyond reason. It is worth noting that the




state does not care which city income is generated when it levies the state income tax. It cares not which pier in which city gen-
erated the income it taxes.

The Economic Consequences

Disparity among neighbors injures the entire region'’s ability to compete economically with other regions. Often, disparity occurs
naturally, unavoidably. Virginia, however, has set in mofion a series of actfions that has artificially disadvantaged localities, weak-
ening the area’s productive capacities. To use regulatory terminology, its impact is arbitrary and capricious.

Statistics generated by the Hampton Roads Partnership often compare Hampton Roads to the Charlotte and Raleigh regions. In
1980, the nominal per capita incomes of the three were close to each other, with Hampton Roads slightly ahead of Charlotte
and Raleigh ($9,522, $9,190 and $9,5006, respectively). Twenty years later, in 2000, Hampton Roads trailed both North
Carolina regions significantly ($23,771, $28,784 and $30,394, respectively). Analysts offer numerous reasons: loss of federal
jobs here, the absence of a national-class research university and issues of inferiority. The most important reason, however, is the
dependence of Hampton Roads upon Department of Defense spending. In 1990, 42 percent of the economy of Hampton
Roads was dependent upon military spending. As military expenditures declined in the late 1980s and 1990s, this had a very
negative impact upon the region. Income growth slowed and there was a net outflow of people from the region.

The recent federal census offers new evidence of change in the region that catches most people by surprise. When birth
and death rates are taken into account, the region lost population. Hampton Roads is one of three Virginia regions with net
out-migration. The other two regions are highly rural.

The population slowdown tarnishes the marketfing image of Hampton Roads. Sometimes popular notions such as the region
aftracting a major league sports franchise (which is explored in another chapter) seem almost ludicrous when juxtaposed with net
outmigration and stagnant income growth.

Because growth is a key assumption of Virginia's philosophy of governance, there is deeper damage. The current array of taxes,
fees and incentives allowed localities biases the revenue system for growth. Property taxes during construction, along with devel
opment fees and connection charges, create windfall revenues for communities when houses and other properties are being
built. It's when people fill those houses in numbers that require schools and other services that costs outstrip annual property fax
collections. The situation is compounded in older communities when physical, social and economic infrastructure ages and needs
renewal or expansion, which is more expensive.

In an oversimplified way, the reason cities become so interested in shopping centers, convention centers, and eating or amuse-
ment centers is because they develop revenues beyond their costs and can subsidize the maintenance costs of residential popula-
fions. Could it be that Virginia governmental structure and policies have made its citizens “guests of the state” in their own
homes?

A Possible Regional “New Program Of Progress”
What might a “new program of progress” look like?

Inferviews with business, government and community leaders suggest a blend of optimism and pessimism about the region’s
future. There is some optimism because parts of a unified regional agenda are evolving, and larger portions of the public are
acknowledging the need for regional actions. More specifically, this agenda includes:

e Creation of a regional transportation authority

e Transportation projects like a third crossing and rapid transit

* Work force development




® K-12 education coordination among school systems
e City-sfate relationship improvement
® Reform of the tax structure.

Generally, people are pleased with the work of the Hampton Roads Partnership (HRP), a five-year-old agency which has
on its board of directors the mayors and chairs of the 16 cities and counties, plus numerous chief executive officers from
the military, education, and private and community sectors. The partnership has worked hard to define and publish a
strategic plan for the region. Education, work force, transportation and technology transfer have been priority subjects.
HRP has also been benchmarking Hampton Roads against other progressive regions.

However, pessimism exists about those business leaders and elected officials who are not at the table. Recent governors of the
Commonwealth have shown little or no interest in issues that affect cities, counties or regions, other than to curb local taxing
authorities at a time when the sfafe’s coffers have been at historic highs and local governments have struggled. Even symbolic
actions, such as meeting with the Hampton Roads mayors and chairs, haven't occurred, despite invitations.

As for the General Assembly, one experienced lobbyist commented that “it's gefting worse” in addressing governance problems.
She says cities, counties and towns are described by many legislators as “just another speciakinterest group.” And, it should be
nofed, this class of specialinterest groups does not contribute funds to their re-election campaigns!

Local elected officials sometimes complain that they are not involved in the “regional meetings” attended by the mayors and
chairs. This causes personal jealousies that stall or prevent discussions by governing bodies. One manager realistically noted that
"it is risky” for city managers fo put regional matters on council dockets.

It is also rare for neighboring city councils or boards of supervisors to meet with each other. As examples, Virginia Beach has
met twice with one neighboring jurisdiction (Chesapeake) in the past 10 years. Norfolk has met once in the last 15 years with a
neighbor (Portsmouth). The records are better on the Peninsula.

Perhaps the most difficult dimension involves citizens. Relafively few citizens show active interest in regional issues, which is itself
a problem, and there is little or no citizen representation built into existing regional organizations.

If Hampton Roads is to find new understanding and knowledge big enough and friendly enough to address issues that have
gone unaddressed for so long, it will be helpful for the region to set out principles to guide ifs choices of options. These might
include:

e A desire for the region fo function in a fashion that is open, selforganized, integrated (perhaps messy), adaptive and collabo-
rative

e A commitment fo build on assets — which are both tangible (e.g., roads, water) and intangible (sense of community and sense
of place]

® Transparency and lofs of “sunshine” — an absence of secret deals

e Clear rules of engagement that respect people and institutions.

The Governor And The General Assembly

With these principles as a foundation, the agenda could be addressed to four main categories of participants: the governor,
General Assembly, local elected officials and citizens.

In preparing for his work, whichever of the “Marks" is elected governor, he will find good material from blue-ribbon citizen
groups already on the bookshelf. The commission that studied Virginia's constitution in 1969 urged relaxation of the Dillon Rule.
The Governor's Commission on the Future of Virginia in 1984 suggested the state should redo the boundaries of local jurisdic-
fions. And, the recent Morris Commission urged tax reform.




What is needed is a gubernatorial action plan and the personal energy and commitment to ensure its success. Elements of such
a plan could include:

e Seeking expert advice

e Establishing a Citizens” Commission on Governance and Tax Reform
® Hosting and presenting a plan of actfion fo a state summit

® Revising, focusing and selling a plan of action

® Holding regular “regional” meetings.

The General Assembly may have the most difficult job. With the two houses still closely divided in political loyalties, this is
a historic opportunity for bipartisan leadership. A detailed business review of how the General Assembly does its work is
in order. The analysis could be done within the overall governance study suggested above, or the General Assembly could
establish a separate study, perhaps by a national firm.

However, legislators should design an approach that can be a model for the rest of us in how to solve problems for the future
that have been particularly intractable in the past. That would take uncommon leadership and give Virginia national notice.

Such an analysis should:

e Study and overhaul the decision-making processes

* Acknowledge regional performance is a “state problem”

e De-politicize governance discussions and institutions (e.g., cities, counties, Joint Legislative Audit and Review Commission)

Local elected officials are important to regional performance. VWhile mayors and chairs can represent locdlities in special ways,
regional progress will take heavy liffing by all officials.

local elected officials must:

® Come fo understand the notion that regions have become the most meaningful economic units in modern America
e Support regional approaches to problems

* Meet regularly with neighboring cities, counties and towns

e Set regular time on their own agendas for regional analysis and actions.

What Citizens Can Do

Citizenship was not a principal feature of either Gov. Byrd or John Dillon’s model of governance. The governor was frying to
install a political management system around troubled bureaucracies and Judge Dillon was reacting to local governments that
were being bought off or sidefracked by railroad barons. Both pushed citizenship info the background and vested central power
in the state, resisting the principle that local government should get its power from its own citizens. That principle is followed in
most other states.

Citizenship in Virginia has made its way back into the public-purpose realm with creative involvement in diverse ways, ranging
from community policing to Habitat for Humanity to teenage mentoring. However, the future may not work for all of us as well as
it can if we do not broaden citizenship to include a significant regional dimension. Citizens can:

e Come to understand the notion that regions have become the most meaningful economic units in modern America

e Support regional approaches to problems




e Allocate time [e.g., Internet, television) to learn about the region and important regional issues

® Refuse to support elected officials and candidates who do not support regional approaches to problems.

Final Thoughts

The preceding agenda may strike some as both naive and overreaching. Yet, consider the recent book Tipping Point, by
Malcolm Gladwell. Gladwell talks about major social changes (“social epidemics”) and how they occur. As he documents, fre-
quently they are led by the efforts of a small number of individuals, many of whom were not famous beforehand. However, these
were individuals who were distinguished by their energy, commitment and connections to other individuals and groups. They
were “word of mouth” communicators who were influential not necessarily because of their wealth or elected status, but rather
because of the central role they played in their social and community circles. They are the people who have produced successful
campaigns for better schools, safer streets, mass fransit, environmental cleanups and new college campuses. The point here is
not the specific content of their passions, but instead their advocacy, energy and commitment. They were “connectors” who were
inspired fo fell their sfory.

Cladwell says he wrote the book in hope of making better sense of a world that doesn’t always make sense. It is hopeful — but
not unreasonable — to think that a few men and women can make the difference. Can there be a “tipping point” for Hampton
Roadse What the region needs now is exceptional interest and knowledge followed by passion and energy.







When The Banks Left Town:
The Impact Of Banking Changes
On Hampton Roads

Over the past two decades, but especially during the 1990s, banks headquartered in other states, usually North Carolina,
acquired the largest freestanding, independent commercial banks headquartered in Hampton Roads. Organizations such as
Bank of America, Sun Trust, First Union and Wachovia now dominate the banking scene in the region, rather than Sovran, Crestar

and others that either were headquartered in Hampton Roads or in Virginia.

So what? What effect has this wave of mergers and displacement of ownership had upon Hampton Roads? There are two
effects — one clear and demonstrable, and the other more arguable. The effect clearly supported by the evidence is an
absolute decline in banking employment in Virginia, accompanied by very modest increases in banking employment in
Hampton Roads, but dramatically below what has been the case in North Carolina. Further, relatively speaking, banking
wages and salaries have fallen in Virginia and Hampton Roads.

The effect that is arguable relates to a possible decline in the quality of banking services in Virginia and Hampton Roads
because of the mergers and ownership displacement. In fact, the reverse may be true.

Data On Commercial Banking In Virginia And
Hampton Roads

The primary source for information on the deposits of commercial banks, as well as the number of banks and offices (branches),
is the Federal Deposit Insurance Corp. (FDIC], which reports such data on June 30 each year.

An important measure of commercial banking size and the general prosperity of banking organizations is the volume of their
deposits. Graph 1 displays the total deposits of commercial banking institutions by location of their headquarters, either in
Virginia or North Carolina. It is evident that deposits of commercial banks headquartered in North Carolina began to increase
in 1994, and that growth has accelerated since 1996. This is in sharp contrast to the situation of banks headquartered in
Virginia, where fofal deposits have either been stagnant or declining since 1994. However, it is worth noting that this was not
always the pattern. Historical data on deposits, beginning in 1934 and ending in 1990, are displayed in Graph 2. One can
see that during most of this period, the total deposits of Virginia and North Carolina banks were about the same, and in many
years Virginia's deposits were slightly larger.
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GRAPH 2
TOTAL DEPOSITS OF COMMERCIAL BANKING INSTITUTIONS
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An examination of the average deposits of the banks headquartered in North Carolina and Virginia, represented in Graphs 3, 4
and 5, reveals a dramatically opposite finding. Even since the lafe 1930s, average deposits of banks in North Carolina have

been higher than their counterparts in Virginia. The differences in these deposits have been growing ever since, a frend that has
been magnified since the middle 1990s.

The finding of larger total deposits and smaller average deposits in Virginia banks, when compared with those of North
Carolina (af least until 1990), can be explained by the fact that the number of banking institutions in Virginia has always been
greater than in North Carolina. In 1934, Virginia had 320 banking institutions, compared with 237 in North Carolina. Even
though the number of banking insfitutions has declined over time, both in Virginia and North Carolina, Virginia still had more
banking institutions than did its neighbor to the south. By 1990, Virginia had 178 banking institutions, compared with only 78
in North Carolina. The existence of larger, though fewer, banking institutions in North Carolina as compared to Virginia since
the lafe 1930s can be traced to the differences in banking laws and regulations in these two states.

Some History Of Banking Regulations

Unfil passage of the McFadden Act in 1927, branching of natfional banks was prohibited. The McFadden Act permitted esfab-
lishment of new branches by member banks of the Federal Reserve System only within their head-office city. Further, these banks
were required fo conform fo the branching regulations in the stafe of their location. Essentially, this act put national banks and
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state banks on equal footing by effectively prohibiting banks from branching out across state lines. The National Banking Act of
1933 made national banks subject to the same location restrictions imposed on state banks by state legislation.

Virginia banking legislation from 1928 through 1961 authorized additional de novo [new) branches only in the parentbank city,
fown or county. The legislation also permitted mergers, or purchases, in the same or adjoining county as the parent bank. Up
until 1962, only one state banking organization, the Bank of Virginia, participated in statewide branching, and it was allowed
fo do so due to a grandfather clause in the legislation.

Bank holding companies, however, were not regulated under the Virginia Banking Code. A holding company could acquire a
bank as an affiliate and avoid state branching restrictions. The affiliate remained a separate unit of the holding company under
federal laws and under the supervision of the Federal Reserve System. The First Virginia Corp. (1949), a bank holding company
in Arlington, and Financial General (1925), a holding company in Washington, D.C., operated affiliates in several communities
in Northern Virginia. Nonetheless, Virginia remained primarily a unit banking state until 1962.

This is in sharp contrast to banking practices in North Carolina and Maryland, where statewide branching has been permitted
since the 1930s. Banks in North Carolina wishing to expand had a distinct advantage over their counterparts in Virginia, at
least until 1962, as the latter faced more restrictive legislation when it came to expansion.
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In the early 1960s, banks in North Carolina, Maryland and the District of Columbia were larger than banks in Virginia. For
example, in 1962, the biggest bank in Virginia could offer a credit line of only $1.55 million. Richmond had four of the six
largest banks in the state, yet all four combined could offer a single entity no more than $4.95 million. By contrast, in any of 15
North Carolina cities, an industry could obtain $5 million in loans or a credit line from a single bank.

The 1962 Virginia legislation, the Buck-Holland Bill, opened a new era for banking in the Commonwealth. Virginia bankers
were now permitted to expand by merger or purchase by a holding company, or by a combination of the two methods in
any county, city or town within the state. However, merger or purchase were the only ways to accomplish rapid growth,
for the same act prohibited establishment of additional de novo branches outside the area of the parent bank.

Under the 1962 legislation, holding companies had obtained a distinct advantage in branching. This legislation restricted de
novo branches to the immediate area of an existing bank, while mergers were authorized on a statewide basis. As a result of
this, a bank merging into another community could not branch de novo in the area of the bank with which it merged. By con-
frast, a holding company could acquire a bank as an affiliate and the offiliate, which remained a separate bank, could continue
fo branch de novo in its community.

The regulations restricting branching promoted the development of bank holding companies. They allowed these companies to
circumvent restrictive branching regulations, because the holding company could own a controlling interest in several banks even
it branching was not permitted. A bank holding company also could engage in other activities related to banking, such as the
provision of investment advice, dafa processing and fransmission services, leasing, credit card services and servicing of loans in
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other states. Further, the holding company could also issue commercial paper, allowing the bank to tap into other nondeposit
sources of funds.

The disparity in branching opportunities under the Buck-Holland Bill was eliminated by a change to the Virginia Banking Code in
1978. Now, merged banks as well as banks affiliated with holding companies were permitted to open new branches. This
change in legislation also provided an impetus for the creation of single-bank holding companies. The single-bank holding com-
pany formation enabled the banking organization to consolidate its operations and improve operating efficiency and manage-
ment control.

Thus, at least until 1978, because of restricted branching opportunities, banking instfitutions in Virginia remained relatively small.
Even though holding companies were allowed to acquire additional banks as aoffiliates, the affiliates remained separate banks.
An dffiliate was permitted to branch de novo only in its community, and therefore remained relatively small in size. In confrast,
banking institutions in North Carolina, which had been able to branch out statewide since the 1930s, confinued to grow larger
and larger, as measured by their deposits. As a result, the disparity in size among banks in Virginia and North Carolina con-
tinued to widen.

Another advantage of bank holding companies was that many states allowed bank holding companies headquartered in other
stafes fo purchase banks in their sfates. In 1975, Maine enacted the first interstate banking legislation that allowed out-ofstate




bank holding companies o purchase banks in that state. In 1982, Massachusetts enacted a regional compact with other New
England states to allow inferstate banking. In addition, starting in 1982, bank holding companies were permitted to purchase

outofstate banks that were failing. For example, bank holding companies headquartered in New York, Ohio, North Caroling,
Michigan and California gained entry into Texas by purchasing failing insfitutions in that stafe.

In 1985, the U.S. Supreme Court ruled that interstate acquisitions by holding companies were legal. In Northeast Bancorp vs.
Board of Governors, 472 U.S. 159 (1985), the Supreme Court upheld the right of a state to authorize acquisitions of banks
within its boundaries by bank holding companies headquartered in another state with which it had reciprocal legislative arrange-
ments. Virginia joined with 12 southeastern states, Maryland and District of Columbia to permit such acquisitions within their
compact. The 12 southeastern states were Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, North
Carolina, South Carolina, Tennessee, Virginia and West Virginia. As a result, three Virginia banks, United Virginia, Signet and
Sovran, began expanding beyond Virginia's borders for the first time. Outofstate banks located in this “compact” region were
also in a position to expand their activities in Virginia. By the early 1990s, all states allowed some form of interstate banking.

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 extended the regional compacts to the entire nation
and overturned the McFadden Act and the Douglas Amendment's prohibition of interstate banking. Not only did this act allow
bank holding companies to acquire banks in any other stafe, notwithstanding any state laws to the contrary, but it also allowed
bank holding companies to merge the banks they owned into one bank with branches in different stafes.

Although interstate banking was accomplished previously by the outofstate purchase of banks by bank holding companies, up
until 1994 interstate branching was virtually nonexistent because very few states had enacted interstate branching legislation.
Now, nationwide banks are beginning fo emerge. The merger of Bank of America and NationsBank in 1998 created the first
bank with branches on both coasts.

The Impact Of The 1994 Act On Bank Deposits In
Virginia And North Carolino

An examination of deposits of commercial banking offices, including branches and head offices, reveals significant
increases in deposits from 1994 to 2000 for both Virginia and North Carolina. However, these deposits increased at a
much faster rate in North Carolina than in Virginia. In 1994, deposits of commercial banking offices located in North
Caroling, as displayed in Graph 6, were $60.19 billion compared with $57.55 billion in Virginia, a difference of only 4.6
percent. By 2000, deposits in North Carolina exceeded those in Virginia by 41.8 percent, and while deposits in Virginia
increased to $76.06 billion, those in North Carolina climbed to $107.82 billion.

The significant increase in deposits in North Carolina since 1997 is primarily due to the fact that large accounts typically get
reported by the head office regardless of the location of the office where the actual deposits are made. For example, in 1998
NationsBank, based in Charlotte, merged with Bank of America, headquartered in San Francisco, but the headquarters of the
new merged bank moved to Charlotte. This led to an increase in deposits reported by the main office in Charlotte from $.70 bil-
lion in 1997 to $13.88 billion in 1998, and later to $22.42 billion in 2000. The acquisition of banks in many other states by
North Carolina banks, through holding companies since the late 1980s, had prepared these companies to take full advantage
of inferstate branching possibilities provided by the 1994 act. This act led to the emergence of the socalled “superregional”
banks based in North Carolina. Large deposits of headquarters of their bank holding companies located in other states and pre-
viously accounted in those states now began to be reported in North Carolina.

Graph 7 shows the distribution of deposits of commercial banking offices by location of their headquarters. In Virginia, deposits
of commercial banking offices headquartered in Virginia actually declined from $57.55 billion in 1994 to $34.75 billion in
2000. In North Carolina, on the other hand, deposits increased from $60.19 billion to $106.44 billion during the same
period. Banking offices headquartered in Virginia accounted for 100 percent of all Virginia deposits in 1994, but this per-
centage declined to 45.68 percent in 2000. That is, in the space of six years, more than half of all banking deposits in
Virginia were acquired by out-of-state banks.




GRAPH 6
TOTAL DEPOSITS OF COMMERCIAL BANKING OFFICES
1994 - 2000
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Source: FDIC

Comparable figures for North Carolina for the same years are 100 percent and 98.71 percent, respectively. Hence, banks
headquartered in that sfate control nearly all banking deposits in North Carolina. The inferstate branching possibilities provided
by the 1994 act and the fact that several major North Carolina Bank holding companies had already acquired banks in other
states, including Virginia, were responsible for the sharp decrease in the deposits of commercial bank offices headquartered in
Virginia.

This does not necessarily imply that the availability of banking services in Virginia declined from 1994 to 2000. During this
period, as described above, tofal deposits of banking offices in Virginia increased from $57.55 billion to $76.06 billion, or by
one-hird. Moreover, the number of banking offices in Virginia increased from 2,067 in 1994 to 2,278 in 2000, or roughly by
10 percent. The number of banking offices in North Carolina increased from 2,281 to 2,290 for the same period. The number
of banking facilities in Virginia is now comparable to that of North Carolina.




GRAPH 7
TOTAL DEPOSITS OF COMMERCIAL BANKING OFFICES HEADQUARTERED IN STATE
1994 - 2000
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Bank Deposits In Hampton Roads, 1981 To 2000

Total deposits in Hampton Roads, exclusive of Currituck County in North Carolina, are displayed in Graph 8. They increased
from $3.13 billion in 1981 to $10.35 billion in 2000, or more than 330 percent in 20 years. The number of banking offices
for the same period also increased from 288 to 373. Of particular interest are the declines in deposits from 1991 to 1993, but
a substantial increase in deposits from 1998 o 1999.

These deposits declined from $8.98 billion in 1991 to $8.22 billion in 1992 and declined further to $7.52 billion in 1993
before reversing this frend the following year. The primary reason for this decline was the acquisition of C&S/Sovran Bank,
headquartered in Norfolk and Atlanta, by North Carolina National Bank. The new merged bank was called NationsBank and
its headquarters were located in Charlotte; the Virginia banking operations became known as NationsBank of Virginia NLA.
Thus, large deposits, which used fo be reported out of the Norfolk office were being reported out of the Richmond office until
September 1995 and out of the Charlotte office thereafter.

Total deposits increased from $8.94 billion in 1998 to $10.33 billion in 1999, a jump of $1.37 billion in only one year. Most
of this can be affributed fo the acquisition of two thriff insfitutions, First Coastal Bank and Life Savings Bank, by Centura Bank
and Branch Banking and Trust Co. of Virginia, respectively. The deposits of these two thrift institutions in 1999 were $1.11 bik-
lion. Finally, total deposits in 2000 would have increased by another $480 million if CENIT Bank, a thrift institution, had not
acquired Cenit Bank, a commercial bank, in 2000. These deposits will appear again for Hampton Roads in 2002 after
SouthTrust, an Alabama-based bank, completes its acquisition of CENIT in late 2001.




GRAPH 8
DEPOSITS OF COMMERCIAL BANKING INSTITUTIONS IN HAMPTON ROADS
BY LOCATION OF OFFICES AND HEADQUARTERS
1981 - 2000
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Although interstate banking was accomplished previously by the outofstate purchase of banks by bank holding companies, up
until 1994 interstate branching was virtually nonexistent. Graph 8 also shows deposits of banking instfitutions headquartered in
Virginia. It appears from this graph that outofstate banks started to enter the Hampton Roads market only after 1995, Prior to
1996, deposits of banks headquartered in Virginia were identical to their total deposits. The deposits of banks headquartered in
Virginia began fo decline beginning in 1996. Banking institutions headquartered in Virginia accounted for 81.4 percent of fofal
deposits in 1996, and their share fell to 40.8 percent in 2000.

However, outofstate bank holding companies began to enter Virginia in the mid-1980s and Hampton Roads in the 1990s. For
example, NationsBank of Virginia was formed in 1992 and its parent organization was in Charlotte. Likewise, even though First
Union’s subsidiary in Virginia was formed in 1984, it entered Hampton Roads in 1994 and Branch Banking and Trust Co. of
Virginia came info existence in 1997. Graph @ shows fofal banking deposits in Hampton Roads as well as deposits of parent
organizations based in Virginia. Deposits of these insfitutions began to decline after 1991. In 1992, their share of tofal
deposits in Hampton Roads was 69.8 percent, a share that had declined to 25.2 percent by 2000.




GRAPH 9
DEPOSITS OF COMMERCIAL BANKING INSTITUTIONS IN HAMPTON ROADS
BY LOCATION OF OFFICES AND PARENT ORGANIZATION
1981 - 2000
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So Whate What Difference Has It Made?

What have we found thus fare The total deposits of banking offices located in Hampton Roads and the Commonwealth of
Virginia, as well as the number of banking offices available to Virginia residents, have increased substantially since the 1980s.
However, at least since 1992, deposits of banking organizations based in Virginia have declined significantly in Hampton
Roads. Further, deposits of commercial banks headquartered in Virginia have declined both in Hampton Roads and the state
since 1996. What difference has this made? We now will examine banking employment, banking wages and banking service
fo find the answer.

BANKING EMPLOYMENT, WAGES AND SALARIES

Data on banking industry employment and wages (available only for 1990 to 1999) indicate that total employment in banking
institutions in Hampton Roads increased from 6,766 in 1990 to 7,139 in 1999, or 5.51 percent. However, banking employ-
ment in Virginia during the same period actually declined from 39,401 fo 38,329, or 2.72 percent. Inferestingly, during the
same fime period, banking employment in North Carolina increased by 48.79 percent — from 34,628 in 1990 to 55,106 in
1999. Nationally, during the same time period, banking employment declined by 6.28 percent.

What does this tell us2 First, the declines in banking employment in Virginia and nationally reflect the wave of banking mergers
that apparently creafed economies of scale in banking operations (especially those depending on information technology) such




that fewer banking employees were needed to handle even larger amounts of banking business. Second, Hampton Roads did
not do badly in this situation, at least in ferms of employment, though a possible reason banking employment did not decline in
Hampton Roads s its banks were undersized and relatively less efficient than those elsewhere. Some observers view this good
employment news as bad news, indicative of inefficient bank sizes. Third, North Carolina conquered all of these trends and
experienced a solid gain in banking employment.

Given that banking employment was stagnant or falling in Virginia and Hampton Roads during the 1990s, what was happening
to the wages and salaries paid to banking employees? Graph 10 displays average annual wages and salaries in the banking
industry from 1990 fo 1999 for Hampton Roads, Virginia, North Carolina and the United Stafes. VWages and salaries in
banking grew in all four areas during this period. However, one can see that the rate of growth in wages varied substantially
among the areas. For example, banking wages and salaries increased by roughly 53 percent in Hampton Roads and Virginia
during this period. For the entire country, however, the wages and salaries increased by 62.5 percent, and in North Carolina
by an astounding 82.3 percent. It is apparent in Graph 10 that average banking wages and salaries in North Carolina first
began to exceed U.S. average wages for the first time in 1997, and the differences have accelerated since then. Of course,
this was coincident with the wave of banking mergers and consolidations that made Charlotte one of the most important
banking centers in the United States.

GRAPH 10
AVERAGE ANNUAL WAGES
IN COMMERCIAL BANKING ESTABLISHMENTS
1990 - 1999

$45,000

$40,000

$35,000

$30,000

$25,000

DE‘G’:

$20,000

$15,000

$10,000

$5,000

$0
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
B HomplonRoads 20919 21469 23618 23794 24431 25165 26338 30637 31213 32036
a Virginia 22191 22538 24709 26318 26762 28716 20869 32600 34272 33871
@ North Carolina 23431 24294 26342 27889 20043 31485 33572 36521 39906 42721
oUS. 25223 25996 28090 28767 20446 31551 33903 36058 38558 40984

Sources: Virginia Employment Commission and Bureau of Labor Statistics




The impact upon the Commonwealth and Hampton Roads has been large, and negative. In 1990, annual banking wages and
salaries at commercial banking institutions in Virginia were 12 percent lower than those nationally. By 1999, Virginia trailed the
rest of the country by 17.4 percent. In Hampton Roads, banking wages and salaries fell from 82.9 percent of the U.S. average
fo 78.2 percent for the same time period. By confrast, banking wages and salaries in North Carolina increased from 92.9 per-
cent of the national average fo 104.2 percent of the national average in 1999.

Thus, during the 1990s, banking has not been a growth leader in Virginia or Hampton Roads. Rather than accumulating
attractive banking jobs paying relatively high salaries, Virginia and Hampton Roads have trailed the nation, and especially
their neighbor, North Carolina. If there is a winner in the wave of banking mergers and consolidations that has occurred
nationally, it is the Tar Heel State. North Carolina has utilized commercial banking as a growth industry and has made
substantial gains in this arena compared to the nation, Virginia and Hampton Roads. Most of the gains can be attributed to
the development and growth of the so-called “super-regional” banks based in North Carolina. However, it must be noted
that the banks in North Carolina had been larger in size, not just in the 1990s, but ever since 1930s. Through the acquisition
of banks in many other states since late 1980s, these institutions already were larger and hence were well prepared to take full
advantage of interstate branching possibilities provided by the RiegleNeal Inferstate Banking and Branching Efficiency Act of
1994,

BANKING SERVICES

Banking service, as defined here, refers not only to whether banking employees are courteous and facilities easy to use, but also
fo the range of products offered and the competitiveness of the prices of these products. The large, national, banks now located
in Hompton Roads presumably offer a wider range of banking products (accounts, trust, loans, brokerage, etc.) than their smaller
predecessors in Hampton Roads did. The large national banks also offer a wider variety of investment opportunities and frust
services than most smaller banks do and presumably have access to larger pools of capital. Thus, they can offer larger loans
and arguably can be more competitive in terms of interest rates. Whether they actually do offer more attractive inferest rates, of
course, is an empirical question, and one to which the answer is not clear. There is mixed evidence nationally concerning the
interest rates large banks offer on loans and savings vs. the rates offered by smaller banks.

What does seem relatively more clear, however, is that the Commonwealth and Hampton Roads suffered for many decades from
banking policies that discouraged branching and diminished the size of individual banks. Consequently, banks in Virginia and
Hampton Roads were unable to offer the range of products that banks in other states could offer. It is not abundantly clear that
this had a negative effect on economic growth in the 1980s and 1990s, though it hardly could have been positive.
Consequently, Virginia and Hampton Roads fell prey to larger, acquisition-minded banks in other states that could fell stock-
holders their shares would be worth more affer merger, and assure customers that the range of products available to them would
improve at the same time. While some of the cusfomers of the newly merged national banks have taken their business to smaller,
regional and local banks — and there always will be a niche for such banks — the concentration of banking deposits, even at the
refail consumer level, remains af these large, national banks, and deposits continue to increase. There is no groundswell of bank
cusfomers leaving the national banks that no longer are headquartered in Hampton Roads. Hence, few individuals are willing fo
argue that the former banking structure of Virginia and Hampton Roads was more efficient because the market appears to be
delivering opposite signals. The national banks may not always offer the personalized service of the community banks, but more
and more customers now do their banking via ATMs and over the Internet, and therefore personalized service is less of a con-
cern fo them.

Summary

Deposits of banking offices located in Hampton Roads and the Commonwealth of Virginia (whether or not they are headquar-
tered here) have increased substantially since the 1980s. Further, banking facilities available to Virginia residents, as measured
by the number of banking offices, have also increased over time. But, deposits of banking organizations based in Virginia have
declined significantly both in Hampton Roads and Virginia. The result has been a very modest growth in employment for
Haompton Roads and a slight decline in employment for the state. In addition, increases in wages have been much slower in
Hampton Roads or Virginia when compared with North Carolina.




It appears that the era of very large, regional banks headquartered in Virginia is over. Both Hampton Roads and the
Commonwealth of Virginia are likely to have super-regional banks headquartered outside of Virginia while at the same
time have several community banks serving the needs of Virginia residents. The major negative impact of this arrangement
is upon banking employment and banking wages and salaries, both of which have stagnated when compared to North
Carolina. Some individuals believe public-policy choices make little difference in their lives. However, the information presented
here is visible evidence that this is not so. Virginia chose a specific path in banking many decades ago, and now is paying the
price.
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A Look At The Alternative: Private
And Independent K-12 Schools

rivate and independent K-12 schools are a vifal and major component of American education, both in Hompton Roads and
Pthroughout the nation. Of the more than 115,000 schools in the United States, 27,223 (or approximately 24 percent) are “pri-
vate” [a label offen used as a shorthand for private and independent]. Of the nation’s approximately 53 million students, & million
(about 11 percent) attend private schools. According fo the Projections of Education Stafistics to 2010 released by the National
Center for Education Stafistics in August 2000, total K-12 enrollment is expected to increase to 53.5 million in 2005 and then
start a slow movement downward. Assuming that future private-school enrollment patterns will mirror those of public schools, this
suggests private-elementary enrollment has just about reached its peak. Secondary enrollment, however, is projected to jump 8 per-
cent between 2000 and 2006.

Hampton Roads is home to 167 private secondary schools that complement public schools in the region by providing a
wide variety of K-12 educational opportunities. In addition to the students in these schools, a growing number of students
are being schooled at home.

The data reported here are based on the Private School Universe Study, produced by the U.S. Department of Education,
National Center for Education Statistics (NCES), and a survey of 63 schools in the region that are members of the Virginia
Council for Private Education (VCPE|. The VCPE is an amalgamation of 13 separate associations, with each association repre-
senting a disfinctive type of private school; one example would be church-offiliated schools. All VCPE members must be nonprofit
and have a racially nondiscriminatory membership policy. While there are cerfainly excellent schools that are not members,
VCPE is the only organization that has recognition from the Virginia Board of Education and it supervises the critical task of over-
seeing the accreditation of private elementary and secondary schools in Virginia.

The Schools

The term “private school” is often used to describe all nonpublic schools, and the two terms can be used interchangeably.
Within these broader categories are parochial /religious schools (Catholic and other religious schools); independent schools
(those that are independently governed and receive no funding from churches or other organizations); and schools affiliated with
other organizations. Most private schools are nonprofit organizations, but some are propriefary, or “for profit.”  Schools are fur-
ther differentiated by program, with most offering traditional programs, but some provide specialemphasis programs, such as
Montessori, and others emphasize particular faciliies such as specialeducation accommodations.

According fo the NCES Private School Universe Study, of the 277,223 private elementary and secondary schools in the United
States in the fall of 1999, 22 percent were nonsectarian, 30 percent were Catholic and 48 percent were other religious
schools (Bapfist, Lutheran and the like). The South, reflecting its hisfory of racial segregation, is the region with the most private
schools — 30 percent of the fotal.

In Virginia, 606 private schools were reported in the NCES study, representing 24 percent of the Commonwealth’s 2,540
schools. In Hampton Roads, however, private schools represent 30 percent of the total. The following table compares numbers
of public and private schools in Hampton Roads, enrollment by city/county and numbers of students educated at home.




The Students

In 1999, approximately 5.2 million students were enrolled in private schools in the United States, representing 10 percent of the
fofal elementary, middle and secondary school students. Nationally, more students were enrolled in Catholic schools (49 per-
cent) than in other religious schools (36 percent). Sixteen percent of the students enrolled in private schools attended nonsec-
farian schools. Thirty-one percent of all private-school students were in the South.

In Virginia, 88,581 students attended 606 private schools, accounting for 7 percent of the 221,797 students enrolled in K-
12 schools in 1999. In Hampton Roads, private-school students comprised 8 percent of the total number of enrolled stu-
dents. Since 30 percent of all schools in Hampton Roads are private, this reveals that the typical private school is
substantially smaller in size than the typical public school.

Of the VCPE schools offering classes through the 12th grade, 92 percent of their students in the class of 2001 were college-
bound, with 85 percent matriculating at a fouryear college or university, and 7 percent planning to attend a two-year college.

Minority students comprised 22 percent of the fall 1999 enrollment in private schools nationwide as reported in the NCES
survey. Table 2 compares minority enrollment nationally, in the South and in Hampton Roads.




School Programs

Private schools actively help shape the area’s educational agenda. They are a microcosm of the diversity of beliefs and
varieties of education philosophies, and reflect the remarkable pluralism of options in American education. Approximately
66 percent of Hampton Roads private schools have a religious orientation, with the largest group composed of those affili-
ated with the Baptist church. The diversity of private-school options in Hampton Roads is seen in the wide variety of the reli-
gious schools, including other Christian, Jewish and Islamic schools. Thirty-four percent are nonsectarian, including “independent”
schools. The schools encompass different missions and different governance structures. Some are recently founded; the oldest
fraces its history to 1728.

It is very difficult to generalize about the programs of private schools in Hampton Roads. Suffice to say, there is more diversity
and variability in the programming of private schools in Hampton Roads than in the public schools. This stands to reason,
because specific private schools offen were created as a means to establish alternatives to public education. Programs available
for nonpublic-school students vary depending on the type of school, and from school to school. Some offer a more traditional
curriculum than one currently sees in public education, while others are highly experimental. Some offer a highly competitive aca-
demic atmosphere with strong emphasis on grades and class standing, while others provide a more nurturing environment.

Technology has a significant impact on budgets, curriculum and professional-development activities. Of the schools responding to
the VCPE survey, the rafio of students to computers is 8:1, and 50 percent of the classrooms have af least one Internetconnected
computer. Public schools nationwide reported a 5:1 ratio of students to computers, and 77 percent of classrooms with at least
one Infernetconnected classroom in a 2000 technology survey conducted by NCES. Thus, the typical private school has less
technology available than the typical public school. This underlines the “nonstandard” approach of private schools to K-12 edu-
cation. Some deliberately choose to avoid reliance upon technology in the teaching-learning process.

According fo a survey of VCPE schools in Hompton Roads, advanced placement (AP) courses are offered by 60 percent of pri-
vate secondary schools, with 9.2 being the median number of courses offered. Some schools offer as many as 18 AP courses.
One independent school in the region intends to offer the highly rigorous International Baccalaureate Program.

Athletics are an imporfant part of middle and secondary school programs, and the same sports played in public schools (and
sometimes others) are offered in most private secondary schools. The schools compete against each other in several private-
school leagues, and on occasion they also compete against their publicschool counterparts.




Teachers

Teacher education requirements for nonpublic schools are not prescribed by the state or localities in Virginia, and may vary from
school to school. However, the associations that accredit their member schools develop their own standards and the Virginia
State Board of Education recognizes these standards through the school and association membership in VCPE. Thus, private
schools have great flexibility in selecting their roster of teachers and are more likely than public schools to employ people with
considerable experience in a specific disciplinary area [for example, music) who may not be certified fo feach in a public
school. Most observers view this as a plus.

The Virginia Stafe Board of Education does offer state licensure to qualified nonpublic-school teachers, and several schools in
Hampton Roads require their feachers and other professional staff to be licensed by the state. Teacher qualifications developed
by accrediting associations are often similar fo the sfafe standards. Associations generally accept stafe licensure — in some cases
with additional qualifications that must be met as well — as meefing the association’s requirement for feachers in its member
schools.

Contrary to the notion that private-school teachers are paid more than their public-school counterparts, such is not usually
the case. While some private schools pay their professional staffs salaries equivalent to public-school salaries, many pay
significantly less. Table 3 displays 2000 public-school teacher salary ranges in Hampton Roads cities listed by the Virginia
Education Association, compared with the ranges reported by VCPE schools.

Table 4 contains faculty experience,/average salary information from the VCPE survey of private schools in Hampton Roads. Two
of every five private-school teachers have five or fewer years of experience and their average level of experience is 10.5 years.
Their mean annual salary level is slightly less than $29,000. Thus, private-school teachers are about as experienced as public-
school teachers, but (on average) earn substantially less. The VCPE survey also indicates that 40.7 percent of all private-school
feachers hold a graduate degree. This is less than the comparable percentage for public schools, where salary schedules place
a premium on master’s degree affainment.

Table 5 reports students-to-teacher ratios in Hampton Roads schools. In 13 of 14 cases where data are available, the ratios
in private schools are smaller than those for the public schools in the same city. For example, in the region’s largest school
district, Virginia Beach, the private-school students-to-teacher ratio is 11.9, whereas it is 14.7 in the city’s public schools.
These data are consistent with the notion that small class sizes and individual student attention are among the most impor-
tant reasons why parents choose to send their children to private schools.










Funding And Programatic Information

Studies of public perceptions of private schools indicate that the public perceives private-school students to be from financially
affluent families. However, according fo the report on Social and Economic Characteristics of Students released in October
1998 by the U.S. Bureau of the Census, 81 percent of K-12 students from families with annual incomes of $75,000 or more
attend public schools. That is, only 19 percent of these students from more affluent families attend private schools. Among all
private-school students, less than a third are from families with incomes at or above $75,000. These data may surprise
some; however, it should be remembered that private schools, especially those sponsored by religious denominations in
large cities, tend to enroll many students who come from lower-income families. Note that this does not necessarily imply the
typical student attending an independent private school has a similar financial background.

Most schools provide some need-based financial aid fo their students. The National Association of Independent Schools reports
that member schools provided need-based aid fo more than 16 percent of their students in 1999, with the average grant being
over $7,000. In Hampton Roads, 90 percent of the schools responding to the survey question grant financial aid. Ten schools in
Hampton Roads, which are members of the Virginia Association of Independent Schools, provided a total $3.36 million in

need-based aid in the 2000-01 school year.

While schoolfunding formulae vary by type of school and from school to school, most private schools depend on tuition revenue
fo fund the bulk of school operations. Some parochial schools receive funding from the religious organizations with which they
are affiliated. However, private schools are tuition-driven and hence their ability fo afract and retain students is crifical to their
survival and prosperity. Confrast this fo the typical public-school district, where the financial impact of losing a student is nof as
immediate, and generally is smaller in magnitude in any case.

Tuition rafes vary widely in Hampfon Roads private schools, as they do nationally. As Table 6 illustrates, tuition is higher in high
schools than in elementary and elementary/middle schools. It also is true that tuition is generally higher in the independent
schools than in the church-related schools.

Some federal programs allocate funds, usually channeled through state or local governments, to nonpublic schools for specific
purposes, with funding usually based on the number of students. This funding is an infinitesimal percentage of the total school
budget, and some private schools will not accept the funding because of a concern that accepting any government funding, no
matter how small, could lead to government involvement in the operation of the school.

While Hampton Roads has not seen the appearance of publicly funded private schools, there is a growing national fendency to
do so, as reporfed in a draft study on accreditation being conducted by the National Association of Independent Schools:

"Current and confemplated sfate actions challenge traditional relationships between the public and private edu-
cational communities. New publicly funded educational initiatives are blurring the lines between public and pri-
vate schooling as, for example, sfafes are creating magnet boarding public schools and chartering
mission-driven schools deriving funding support from (both) public and private sources. legislative bodies are
expanding the scope of public oversight in education with an inevitable diminishment of the autonomy and
independence granted fo even nonpublic schools.”




Of course, public support of private schools, especially those sponsored by religious groups, poses significant constitutional
questions. It is an issue that provokes emotional responses, not the least because that support frequently has been postu-
lated in the form of tuition vouchers. There appears to be considerable public support, especially among minority citizens
and in large cities, for some form of tuition voucher system. Such a system would help parents pay to send their children to
private schools and introduce additional competition into K-12 education. However, public-teacher unions and their political
confederates have come to regard this issue worthy of a fight to the bitter end.

Private schools typically engage in a variety of fund-raising activities to provide financial and inkind support fo supplement tuition
revenue and help keep the cost of tuition lower. Some schools report that as much as 15 percent of operational expenses are
met by confributions realized from fund raising.

Capital improvements — specifically new construction, modernization of buildings, purchase and replacement of major equipment
and mainfaining endowments — are funded by capital fund-raising efforts. Tuition revenue is rarely sufficient for capital improve-
ments, and funds are raised primarily from constituents of the school — parents, alumni, relatives and friends of the school — and
from endowments. As in the case of funding for operations, some schools get money from churches or offiliated organizations,
and there are private foundations and corporations that provide some resources for capital improvements. Constituents, however,
provide the bulk of the resources.

Private schools have significant impacts on the local economy. One such impact relates to the costs private schools enable
taxpayers to avoid. In Hampton Roads, school divisions do not have to build, maintain and operate schools for the region’s
27,430 nonpublic-school students. One way to measure the magnitude of this contribution is to examine private-school
operating budgets. In 2000-01, the private schools in the region had an estimated total operating budget of more than
$130 million, of which an estimated $80 million was payroll. It is reasonable to assume that taxpayers would have to bear
all of these costs (or more) if no private schools existed.

Further, 31 regional private schools reported having spent $66 million on construction and capital improvements in the past
three years. And, 31 schools indicated they plan to spend $50 million on construction and capital improvements over the next
three to five years. To some considerable extent, these capital expenditures would have to be financed by taxpayers were there
no private schools in Hampton Roads and all private-school students began to attend public schools.

Accountability

Accountability remains a high-interest topic in education, no less so as applied to private schools. Typically, parents invest signifi-
cant fime and energy in identifying and applying to a private school and back their decision with tuition checks. Hence,
accountability is a daily, crucial concem for private schools. Since parents and students who are not satisfied with the school
may choose to withdraw their support, private schools that are not successful in meeting the needs of their constituency fail.
While nearly all private schools are nonprofit in nature, they face the same bottom-line financial test as any forprofit business.
Revenue must cover expenditures, or the enterprise will fail.

Standardized tests are one means of holding schools accountable. The Standards of learning (SOL) tests are the “high visibility”
standardized fest in Virginia and Hampton Roads. Virginia public schools are required by legislative mandate to administer SOL
fests, but private schools do not participate in SOL testing. However, the survey of VCPE schools reveals extensive use of nation-
ally normed standardized tests fo assess the progress of students. Among those frequently used are the Educational Records
Bureau Tests, the Stanford Achievement Tests, Terra Nova, Assessment of Catholic Religious Education Tests, the Metfropolitan
Readiness Test, Brigance, and the lowa Tests of Basic Skills. Many schools also place emphasis upon the Preliminary Scholastic
Apfitude Test, given annually throughout the country fo college-bound students in October. Others focus upon the annual national
language exams in Latin, French, Spanish and German. Still others encourage students to take the College Board Advanced
Placement Exams. Private-school parents pay close atfention fo such scores and often shop around to find the school they believe
is most likely to produce superior scores for their children. Shopping in response fo fest scores, then, is much more common in
private schools than in public schools.




Accreditation by state, regional and national organizations is another way private schools are held accountable to their con-
stituents and fo the accrediting associations to which they belong. Accreditation allows schools to maintain their independence,
while providing credibility and accountability by complying with demanding standards for all aspects of instruction, administra-
tion and governance. The Virginia Board of Education recognizes private schools that are accredited by one or more of the
accrediting associations that are members of the Virginia Council of Private Education.

Reasons For Choosing A Private School

The 1999 Public Opinion Poll conducted by the National Association of Independent Schools revealed that 77 percent of the
Virginia respondents rated the quality of local public schools overall as “excellent” or “good,” with only 3 percent rating
the quality of public schools as “poor.” Similarly, the poll found that when respondents were asked about educational pref-
erences without regard to cost or proximity, 49 percent would send their children to public schools even if the costs or
proximity were not factors in deterring attendance at a private school.

The reasons why parents and sfudents choose private school are varied. VWhen asked about educational preferences without
regard fo cost or proximity, 58 percent of the respondents in the National Public Opinion Poll indicated they would send their
children to private schools. Of these, 28 percent said they would choose a parochial school, and 30 percent an independent
school without religious affiliation. The principal reason for the choice of those who selected parochial optfions was a clear pref-
erence for affention fo religious and moral issues (41 percent). The key reason cited for choosing independent schools was small
classes and individual affention (35 percent]. For respondents choosing public schools, the most frequently cited reason was a
perceived lack of diversity at independent schools (20 percent). Twelve percent felt that independent schools do not offer educa-
fion that is noficeably better than what is available at public school.

The poll highlighted different public perceptions of public and private schools. In many areas, poll respondents saw relatively
litle difference in the student performances generated by public and independent schools. However, there were some areas
where differences in the perceptions of the two school categories were seen. Public schools were perceived as outperforming
independent schools in the following areas:

* Having students from a range of cultures, races and income groups

e Having students involved in athletics and sports

® Being visible in the community

* Attending to the needs of children with leaming disabilities.

On the other hand, private/independent schools were seen doing a better job in the following categories:
* Maintaining discipline

® Keeping class sizes small

e Encouraging moral and spiritual development

e Teaching values and manners

* Maintaining bonds with graduates.

The 1999 poll also revealed that the public believes the words “structured,” “safe,” “selective, “personalized” and “caring” are
descriptive of independent schools. The words “affordable” and “diverse” were not words the public associates with inde-
pendent schools.




Llooking Ahead

Respondents fo the Hampton Roads Survey of Private Schools shared a panoply of concerns for the future. leading the list in the
minds of private-school leaders were funding issues: how to deal with rising operating costs and keep tuition affordable, the
increasing need fo rely on fund raising, and the desire to seek federal funding for tfextbooks and transportation. Of special con-
cern was faculty compensation; repeatedly, the respondents cited the need for increased faculty salaries and benefits. VWe
already have seen that the salaries of private-school faculty lag those of their public-school counterparts. Consequently, affracting
and refaining excellent teachers was seen as an ongoing challenge, particularly in light of the current teacher shorfage.
Technology was seen as presenting additional major challenges. Finding the ways and means to support technology-driven
instruction was a serious concern for most private-school leaders, though some regard technology as overemphasized and not
strongly related to actual leaming. The schools” desire to enroll a diverse student body was another frequently cited concern, as
was improving support for specialneeds students.

When all is said and done, these are concerns and challenges that differ litfle from those of public K-12 education. In this sense,
private and public schools have much in common. Where differences do exist, they relate primarily to how these institutions
choose to deal with these concerns and challenges. That is, there is much greater diversity in how private schools choose fo
organize their academic lives, find revenues and expend their funds. The choices that Cape Henry Collegiate in Virginia Beach
or Trinity Lutheran School in Norfolk make are quite different from those made by Denbigh High School in Newport News or Dr.
Hugo Owens School in Chesapeake.

Several of the private schools in Hampton Roads were founded as a means to avoid racial integration. To some extent, this
perception continues to plague the region’s private schools today, even though private-school student bodies have become
much more racially diverse. While this motive may still be present in some cases, the overriding reasons why parents
choose private schools for their children today relate to perceptions of educational quality. In particular, parents believe (cor-
rectly) that private-school class sizes typically are smaller than those in public schools and consequently that their children will
receive more individual attention in a private school. Further, they hope their children will go to school with other children from
highly motivated families. The result, they believe, will be a superior education.

From a financial standpoint, the existence of private schools enables taxpayers to avoid millions of dollars of annual expenditures
upon public K-12 education. A rough approximation is $150 million to $200 million per year. In addition, private schools pro-
vide competition to public schools that presumably keeps them on their toes.

It is worth noting that early in the history of the United States, there was relatively litle public K-12 education, as private schools
dominated the scene. This changed dramatically early in the 19th century. Given the dissatisfaction of some with public K-12
education today, we may be witnessing a partial return to the country’s private-school roots. Whether this is a good or bad
development can be debated, but the winds of change are blowing, and K-12 education in Hampton Roads has not been
exempt from this trend. Private and independent schools in the region likely will become increasingly affractive as more parents
and students seek alternatives to public education.
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