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Executive SummaryExecutive Summary

It’s commonly suggested that for the state to improve its economic performance, we need to think outside of
the box. This may be true, but in order to think “outside of the box,” we need to understand the box and its
implications for the future.

Here’s the box, according to data through early 2002:

• West Virginia jobs stabilized in late 2001, possibly signaling an end to the state downturn.
However, on a seasonally adjusted basis, the state added only 2,700 jobs from October 2001
to April 2002. Further, the preliminary seasonally-adjusted total employment estimate for May
2002 is below the October 2001 estimate, suggesting that we may not be entirely out of the
woods yet.

• West Virginia’s seasonally adjusted unemployment rate spiked up in early 2002, hitting 6.2
percent in May 2002, 0.4 percentage points above the national rate. This may not be a bad
sign, if it reflects increased job search activity spurred by job gains.

• The per capita personal income gap between the state and the nation fell in 2001, from 26.2
percent in 2000 to 24.9 percent. According to this preliminary data, the surge in West
Virginia per capita personal income in 2001 was attributable to strong gains in earnings in
mining (with the resurgence in coal mining), construction, manufacturing, and services, as
gains in each of these sectors outpaced the national average.

• Preliminary Census estimates indicate that the state lost 5,200 residents between July 2000
and July 2001. The state posted negative natural increase (more deaths than births) last year
and net migration was negative.

• Overall for the 1990s, the state economy gradually improved by adding jobs, registering
increases in per capita personal income and gross state product (GSP) (even after adjusting
for inflation), adding residents, and driving down the rate of unemployment.

• West Virginia’s growth in jobs, residents, per capita personal income, and per capita GSP fell
short of national results during the 1990s.

The long-term forecast projects historical economic relationships between the state and national economies
into the future. In other words, given the box as it appears now, here’s where the state economy is headed:

• The state is forecast to register more jobs, real per capita personal income, and real GSP in
2011 than it does today. In other words, the forecast calls for West Virginia’s standard of living
to be higher in 2011 than it is today.

• The forecast calls for gradual population declines during the 2002-2011 period, as the state
continues to post negative natural increase and to generate little or no net migration into the
state.

• The state unemployment rate stabilizes between 4.8 and 6.0 percent during the forecast
period.

• West Virginia’s growth during the forecast period is expected to be slower than national
growth. This leaves the state further behind the national average in 2011 than it is today.

FORECAST:  2002-2011
Released:  July 2002

BUREAU OF BUSINESS AND ECONOMIC RESEARCH
COLLEGE OF BUSINESS AND ECONOMICS
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West Virginia in a BoxWest Virginia in a Box

Jobs, income, gross state product, population, and unemployment rates are the basic indicators economists
use to evaluate regional economic performance. Let’s start with the job picture during the last decade. As
Figure 1 shows, West Virginia’s annual job growth (of 1.6 percent per year) lagged slightly below the national
rate of 1.9 percent. Note also from the two charts at the bottom of the figure, that the first half of the 1990s
was very different from the last half. Contrary to popular belief, West Virginia outpaced national growth
during the first half of the decade, but fell behind national results during the last half of the decade. The state
fell behind the nation during the last half of the decade not so much because our growth slowed (although it
did, from 1.8 percent during the 1990-1995 period to 1.4 percent during 1995-2000), but because national
job accelerated from 1.4 percent to 2.4 percent during the last half of the 1990s. The investment spending
boom of the late 1990s (think dot com) did a lot more for the national economy than it did for West Virginia.

During the 1990s, the state lost mining jobs at a rapid clip. The rate of job loss was consistent across the first
and second half of the decade, as productivity trends in response to heavy competitive pressure forced con-
tinuing job losses. Coal production remained roughly steady at high levels during the most of the 1990s.
Further, during the late 1990s the industry has faced pressure from increased regulatory activity related to
environment concerns. This produced a particularly bad year in 1999, but with strong national energy demand
during 2000-2001 activity in the industry in the state rebounded. Indeed, in 2001 coal-mining jobs posted
their first year-to-year gains since 1994, when the state’s coal miner’s returned to work after a labor dispute.
Employment in coal mining has weakened during early 2002, as a warm winter and slower national economic
growth has reduced demand for coal.

Proposed changes in the regulatory environment and competitive pressure also restrained job growth perfor-
mance in transportation, communications, and public utilities, where the state’s electric power producers are
classified.

The state’s construction job growth was similar to the national average during the last decade, but most of
those gains came during the first half of the decade, with a rapid rise in infrastructure investment in the state.
The story of the last half of the decade is one of maintaining a fairly high level of activity in the face of little or
no population gains.

FIGURE 1
W.Va. and U.S. Job Growth During the 1990s
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As Table 1 shows, manufacturing jobs in the state declined during the last decade, as they did nationally. The
rate of manufacturing job loss in West Virginia (-0.8 percent per year) was more than double the national rate
of loss (of -0.3 percent per year). For the state, the rate of job loss was greater during the 1990-1995 period
than it was during the 1995-2000 period. Both durable goods and non-durable goods producers in West
Virginia registered job losses during the decade, but the rate of decline was far faster for non-durable goods
(-1.6 percent per year) than it was for durable goods (-0.2 percent per year). Indeed, the durable goods sector
actually posted job gains during the 1995-2000 period, in contrast to continued job losses in the non-durable
goods sector.

TABLE 1
W.Va. and U.S. Manufacturing Job Growth

W.Va. Jobs

2001 W.Va. U.S. W.Va. U.S. W.Va. U.S.
Manufacturing 77,400 -0.8 -0.3 -0.4 -0.1 -1.2 -0.6
     Durable Goods 46,200 -0.2 0.0 0.3 0.8 -0.7 -0.8
          Wood Products 11,700 4.5 1.2 3.9 1.7 5.2 0.6
          Stone, Clay, and Glass 5,900 -1.8 0.4 -0.3 1.4 -3.3 -0.6
          Primary Metals 10,000 -3.1 -0.8 -3.4 -0.4 -2.9 -1.2
          Fabricated Metals 5,800 0.7 0.8 0.0 1.4 1.4 0.3
          Industrial Machinery 5,100 -1.4 0.1 -0.4 0.5 -2.5 -0.3
          Electronic Machinery 1,600 -4.5 0.3 -2.2 1.1 -6.8 -0.6
          Transportation Equipment 3,800 5.0 -0.7 6.9 0.6 3.1 -2.1
          Other Durable Goods 2,400 0.4 -1.0 -0.8 0.2 1.6 -2.2
     Non-Durable Goods 31,200 -1.6 -0.8 -1.4 -1.3 -1.8 -0.3
          Food Products 4,400 0.9 0.1 -1.7 -0.1 3.5 0.4
          Printing & Publ. 5,900 1.1 -0.1 2.6 0.0 -0.4 -0.3
          Chemical Products 13,500 -2.3 -0.5 -1.9 -0.0 -2.7 -0.9
          Other Non-Durable Goods 7,400 -3.3 -1.7 -3.0 -3.0 -3.5 -0.5

Source: W.Va. Bureau of Employment Programs,
Research, Information and Analysis. Author's calculations.

1990-2000 1995-2000 1990-1995
Annual Growth Rates in Percent

Within the durable goods sector, transportation equipment (auto parts and aircraft) and wood products
(including furniture) added jobs at the fastest rate during the 1990s (and outpaced national results). Job losses
in durable goods came at the fastest rate in electronic equipment and primary metals (which includes steel
products). Job losses in primary metals were related to heavy competitive pressure from world producers,
spurred by global over-capacity and a strong U.S. dollar.

The state’s largest manufacturing sector (both in terms of jobs and gross state product) is chemical products.
This sector also recorded job losses at a rapid clip during the decade, dropping from 17,900 jobs in 1990 to
13,500 jobs in 2000. Strong competitive pressure from domestic and international producers continues to
drive productivity gains in the industry in West Virginia. Activity in chemical products has also been influ-
enced by the strong U.S. dollar. In contrast both food products and printing and publishing posted job gains
during the decade.

For most service-producing sectors (transportation, communications, public utilities; trade; finance, insur-
ance, real estate; services; government), West Virginia was able to produce job gains at rates similar to the
national average. Indeed, the state generated faster services job growth than did the nation during the decade,
thanks in large part to solid growth in health care, social services and membership organizations, and business
services.

Obviously, there was both good news and bad news from job growth performance during the last decade.
There is no getting around the fact that the state failed to match national growth, but there is also no avoid-
ing the fact that the state did not miss by much and in some cases outpaced national growth.
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Good Things About JobsGood Things About Jobs

Jobs do several things for the state: they generate income, keep residents off the unemployment rolls, and help
to retain residents in the state (or attract residents from other states).

With solid job growth during the decade, per capita personal income growth in the state averaged 4.1 percent
per year during the decade. That growth rate fell just short of the national average of 4.2 percent, but ex-
ceeded the rate of growth of the personal consumption expenditures deflator (of 2.3 percent per year). That
means that the standard of living of the state’s residents rose during the decade. We were better off (on
average, at least by this monetary standard) in 2000 than in 1990.

West Virginia’s per capita personal income gap with the national economy remained wide in 2000, with the
state’s per capita personal income 26.2 percent below the national average in 2000. This gap also exceeded
the difference in 1990, when the percentage difference was 25.5 percent. The preliminary data for 2001 make
the picture marginally less depressing, since the state’s per capita personal income growth last year (rebound in
coal mining) was strong, helping to bring the gap with the nation down to 24.9 percent (and below the 1990
level). Whether the gap is slightly above or below its level in 1990 is less important than the realization that
the state’s income level remains far below the national average.

Personal income is a broad-based measure, which includes earnings from work (wages and fringe benefits),
asset income (dividends, interest, rent), and transfer payments (Social Security, welfare, Medicare, Medicaid).
This allows us to explore more deeply the reasons behind the large state per capita personal income gap. To do
so however, we must rely on income-by-component estimates which are nearly one year old, because of lags in
the data release process devised by the U.S. Bureau of Economic Analysis.

The state’s low level of per capita personal income is primarily attributable to low earnings per worker. As
Table 2 shows (using data for 2000, which is the most recent year for which a detailed income breakdown is
available), the largest gaps between West Virginia and the nation are in earnings per employed resident (28.9
percent), asset income per capita (28.8 percent), and the employment-to-population ratio (10.3 percent).
West Virginia exceeds the national average in transfers per person.

A little back-of-the envelope calculation highlights which income component contributes the most to the
income gap. Suppose that West Virginia’s net earnings per employed resident matched the U.S., all other
things constant. What would the gap be in that case? If the earnings of West Virginia residents matched the
national average, the states per capita personal income would be just over $27,000 and the gap would fall to
just 8.5 percent.

Table 2 contains similar computations for each of the other major components of personal income, but these
have a much smaller impact on the gap. It is likely that most of the states per capita personal income gap can
be traced to low earnings from work. But that begs another question: why are wages low? Economic theory
suggests that wages are intimately connected to productivity. Productivity (averaged across industries) in turn
is influenced by a wide variety of factors, including human capital (health, education), private capital (build-
ings, machines, used to produce goods and services), public capital (transportation infrastructure, water, sewer,
industrial sites), and technology. Making progress in catching-up to the national income level entails continu-
ing investment in these fundamental building blocks of economic growth.

Moderate job and income growth (compared to the nation) during the last decade contributed to rough
population stability in the state. The Census 2000 population count puts the state’s population gain during
the decade at 15,000 residents (which translates into a growth rate of 0.8 percent). This was the second
slowest rate of growth posted by any state in the nation (only North Dakota grew more slowly). The national
growth rate was 13.2 percent for the decade. Slow, but positive, economic growth has produced rough popula-
tion stability.

Further, West Virginia’s demographic structure restrains population growth, by contributing to slow natural
increase (annual difference between births and deaths). Preliminary data for 2001 suggest a continuation of
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this pattern, with slightly negative natural increase coupled with moderate net out-migration. The Census
Bureau currently estimates that the state lost just over 5,000 residents between July 2000 and July 2001.

TABLE 2
Why Is The PCPI Gap So Big?

W.Va. U.S.  %Gap
Per Capita Personal Income (PCPI) $21,771 $29,537 -26.3

     Net Earnings per Employed Resident $30,089 $42,318 -28.9
     Employment/Population Ratio (%) 43.1 48.0 -10.3
     Asset Income per Capita $3,847 $5,403 -28.8
     Transfers per Capita $4,962 $3,803 30.5

What would W.Va. PCPI and the gap be if:

     W.Va. Net Earnings per Employed Resident
          Matched the U.S.? (all other things constant) $27,039 -8.5

     W.Va. Employment/Population Ratio
          Matched the U.S.? (all other things constant) $23,265 -21.2

     W.Va. Asset Income per Capita
          Matched the U.S.? (all other things constant) $23,327 -21.0

     W.Va. Transfer Income per Capita
          Matched the U.S.? (all other things constant) $20,612 -30.2

*Due to lags in the Bureau of Economic Analysis data release process,
per capita personal income data in this table do not match precisely other
available estimates for 2000.

2000*

Solid job gains and population stability have combined to bring the state unemployment rate down from 8.4
percent in 1990 to just 5.5 percent in 2000 and 4.9 percent in 2001 (just 0.1 percent above the U.S. average
rate for the year). Indeed, from August 2001 to January 2002, the seasonally adjusted state rate was below the
national rate. That has not happened since the 1970s. Overall, the West Virginia economy now makes more
efficient use of its labor resources than it has in decades.

Finally, West Virginia real GSP grew 1.3 percent in 2000 (the latest year for which data are available), com-
pared to 4.5 percent nationally. West Virginia’s growth in 2000 was slower than nationally in nearly all sectors,
with the exception of agriculture, forestry, and fishing, mining, and government. For the 1990s, West Virginia
posted real GSP growth of 2.3 percent per year, again falling short of the national growth rate of 3.4 percent
per year. Gross state product is the value of goods and services produced by labor and property located in a
state.

Forecast: 2002-2011Forecast: 2002-2011
West Virginia’s long-term growth depends in part on economic activity nationally and internationally. Thus,
the state forecast depends on a forecast for the U.S. Table 3 summarizes the U.S. outlook which underpins the
state outlook. The national forecast assumes that there are no new terrorist attacks which affect the U.S.
economy and that there are no new major U.S. military operations abroad.

The national outlook through 2011 calls for renewed economic growth during the second half of 2002. Real
gross domestic product (GDP) growth rebounds from 1.2 percent in 2001 to 2.5 percent in 2002 and rises to
3.6 percent in 2003 and then remains in the 3.0-3.6 percent range through 2011. Monetary policy gradually
becomes more restrictive during the forecast, with the federal funds rate rising from 2.0 percent on average
during 2002 to 5.5 percent by 2004. This preventive action by the Federal Reserve restrains inflation during
the ten-year period, with increases in the consumer expenditures deflator remaining in the 2.5 percent range
through the end of the forecast.
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FIGURE 2
W.Va. Job Growth Remains Steady

National population growth remains in the 0.8-0.9 percent range during the next ten years, with gradual
increases in the rate of growth of the population age 65 and older. Employment growth stays sluggish during
2002, as employers wait for firm signs of recovery, but employment growth accelerates during 2003-2004. The
acceleration in employment growth drives the unemployment rate down to 5.0 percent by 2005. Steady job
gains during the rest of the forecast, combined with a gradually aging population, push the U.S. unemploy-
ment rate down below 4.5 percent by 2011.

The outlook for the U.S. dollar calls for it to gradually depreciate during the forecast. This tends to make U.S.
exports more competitive in international markets and tends to make foreign goods and services more expen-
sive for U.S. residents. The combination of these forces drives net exports (U.S. exports minus U.S. imports)
as a share of GDP down from -4 percent in 2003 to –2.9 percent by 2011.

Overall, the outlook calls for the U.S. economy to (sluggishly) rebound from the 2001 recession. What does
this mean for the state? Tables 4 and 5 summarize the employment, population, and income forecasts. As
Figure 2 shows, the national economic rebound translates into renewed growth in West Virginia jobs as well,
although state job gains are expected to be modest compared to growth rates posted during the 1990s.
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Mining employment is forecast to continue to decline, as overall trends toward increased productivity and
consolidation in the industry proceed. Construction jobs hover around the 34,000 mark, as interest rates rise
and the state’s population falls. Manufacturing employment stabilizes at around 73,000 jobs during the
forecast, with the best job performance coming in wood products and transportation equipment. Primary
metals (steel) and chemical products continue to lose jobs during the forecast as intense competitive pressure
(both domestic and international) continues to force productivity gains. These two sectors may get a little
extra breathing room during the forecast, as the U.S. dollar gradually depreciates.

Service-producing jobs generate most net job growth during the forecast, with services supplying the lion’s
share of job gains. Business services (which includes call centers, computer programming, and janitorial
services, to name a few) and health care services drive the growth in this sector during the forecast. Travel-
and-tourism-related services also contribute to gains in this sector during the forecast. However, gains in this
sector are forecast to come at a slower rate during the next decade than they did during the 1990s. Slower
national growth and tight public sector budgets combine to slow gains in business, health care, and tourism-
related services.

Moderate job gains during the forecast generate modest income growth. On a per capita basis, West Virginia’s
real personal income growth averages 1.8 percent per year during the 2002-2011 period, implying a rising
standard of living. Indeed, the forecast calls for the state to generate an additional $416 of real income (ex-
pressed in 1996 dollars) per year for each resident. This is income (adjusted for the effects of inflation) that is



         WVU Bureau of Business and Economic Research     7

available for additional purchases (although income taxes must still be paid). In short, the forecast calls for
West Virginia residents to be better off in 2011 than they are today. However, the forecast also calls for real
per capita personal income growth in the state to fall behind national growth of 2.2 percent per year. These
growth rates imply an increase in the per capita personal income gap from 24.9 percent in 2001 to 26.6
percent by 2011. This would be the largest income gap since 1989.

FIGURE 3
W.Va. Population Gains Concentrate in

the Older Age Groups

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

A
n

n
u

al
 G

ro
w

th
 R

at
e

(P
er

ce
n

t)

Age 45-64

Age 65+

Age Birth-17

Age 18-44

With job and income gains coming at a slower rate than is expected for the nation, West Virginia’s population
level is forecast to continue its gradual descent, falling from 1.8 million in 2001 to 1.785 million by 2011. Two
major factors drive this result: continued negative natural increase and near-zero net migration. These two
factors also influence the age distribution of the state’s residents, driving the number of young residents down
and the number of older residents up. As Figure 3 shows, the forecast calls for continued declines in the
school age population (age birth to 17 years) and in the population age 18 to 44. The state posts the largest
gains in the 45-to-64 age group as the baby boomers gradually transition out of the 18-to-44 group. Late in the
forecast we begin to see a surge in growth in the 65-and-older age group.

FIGURE 4
W.Va. County Unemployment Rates

2001

Continuing job gains, coupled with mild population losses, combine to push the state unemployment rate
down from 6.0 percent in 2002 to 4.8 percent by 2011. Overall, the state’s labor market is expected to return
to 2001 levels by the end of the forecast. This does not mean that all of the state’s regional labor markets will
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perform equally well. As Figure 4 shows, unemployment rates in 2001 were widely dispersed, with the lowest
rate recorded by Monongalia County (2.2 percent) and the highest rate posted by Calhoun County (15.4
percent). The more metropolitan counties tend to post lower unemployment rates than do the more rural and
isolated counties. This is a long-run structural problem which is unlikely to change during the next decade.

Table 6 summarizes the forecast for GSP growth in the state. As the table shows, the forecast calls for nominal
GSP growth to average 3.1 percent per year during the 2001-2011 period. This is slower than annual growth
posted during the 1990s, when West Virginia GSP grew by 4.1 percent per year. Likewise, the forecast calls for
real GSP growth to decelerate from 2.3 percent per year during the 1990s to 1.8 percent annually during the
next ten years.

Overall, the outlook for the state calls for gradual improvement in economic conditions. The forecast calls for
the state to reach new highs in the number of jobs, in real per capita personal income, and in real GSP. The
forecast also calls for the state to post moderate population declines and a stable unemployment rate in the
neighborhood between 5.0-6.0 percent. All in all, not a dismal outlook. However, it’s hard to feel good about
the forecast, because it calls for state growth to fall well below the national standard.

With this in mind, there are a number of risks to the forecast. Some of these risks are specific to West Virginia
and some are common to all states. In terms of state-specific risks, the outlook for coal remains uncertain due
in part to legal conflict regarding environmental regulation related to water quality issues. In addition, two of
the state’s major manufacturing industries (chemicals and primary metals) are under considerable competitive
pressure, both from domestic and international sources. Major plant closures in either of these two sectors
would have an impact on the outlook for the state as a whole.

West Virginia faces macroeconomic risks (along with other states) related to national and international
economic growth. Under baseline assumptions, the national economy is expected to rebound weakly through
2002, but if this weak growth descends into an extension of the current recession, it will drag the state’s
growth down with it.

Actual
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Real Gross Domestic Product 1.2 2.5 3.6 3.9 3.0 2.7 2.8 3.3 3.4 3.6 3.2
Industrial Production -3.7 0.4 6.2 5.2 4.1 3.8 3.9 4.4 4.9 5.3 5.7
Nonfarm Employment 0.4 -0.4 1.9 2.3 1.6 1.1 1.1 1.1 1.1 1.4 1.3
Real Personal Income 2.9 2.1 3.5 3.6 2.8 2.6 2.6 2.9 3.0 3.3 3.0
Personal Consumption Deflator 1.9 1.2 2.3 2.4 2.4 2.4 2.4 2.4 2.4 2.5 2.7

Total Population 0.9 0.9 0.9 0.9 0.9 0.8 0.8 0.8 0.8 0.8 0.8
   Population Age 16+ 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.0 1.0 0.9 0.9
   Population Age 65+ 0.7 0.7 0.9 1.0 1.1 1.3 1.7 2.2 1.9 1.8 2.1

Real Export Growth -4.5 -4.0 6.1 7.3 6.8 7.4 7.2 7.3 7.4 7.0 6.7
Real Import Growth -2.7 3.3 7.2 6.0 4.9 4.2 4.3 4.4 4.8 5.1 4.9
Nominal Trade-Wtd. Value of U.S.$ 6.1 1.8 -4.5 -2.9 -1.8 -1.5 -1.0 -1.2 -1.2 -1.2 -1.2
(Industrialized Countries)

Unemployment Rate 4.8 6.0 5.7 5.2 5.0 5.1 5.1 4.9 4.7 4.4 4.2
Federal Funds Rate 3.9 2.0 4.0 5.5 5.5 5.5 5.5 5.5 5.5 5.5 5.5
Thirty-Year Treasury Bond Yield 5.0 5.4 5.9 6.0 5.9 5.9 6.0 6.0 6.0 6.1 6.1
Net Exports: Share of GDP -3.2 -3.8 -4.0 -4.0 -4.0 -3.8 -3.6 -3.4 -3.2 -3.0 -2.9

Annual Growth Rates

Annual Averages

Forecast

TABLE 3
U.S. Long-Term Forecast
DRI-WEFA May 2002
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