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The District Business Economy
in 1987: The Expansion

Continues

HE 1980s have been a decade of economic
conirasts. In the first two vears of the decade, both
the Eighth Federal Reserve Disirict and the nation
struggled through the deepest recession in the
postwar period. Since then, they have enjoved
steady growth. The District economy expanded
moderately in 1987, the fifth successive year of
regional as well as national growth, making the
current recovery the longest peacetime expansion
of the century.'

Nationally, economic growth in 1987 was similar

to that in 1986; real GNP increased 2.9 percent in
both vears, in year-over-vear comparisons. Last
year, the sources of growth shifted to the export
sector and inventory accurnulation from con-
sumer spending, which was inhibited by slow real
income growth. These shifts could be seen in the
District economy as manufacturing emplovment
increased in 1987 and real income slowed. In both
the District and the nation, general employviment
growth in 1987 was moderate, as it was in 1986,

allowing unemployment rates to decline to their
lowest levels of the decade.

‘This article focuses on developments of the
Eighth District's business economy in 1987. For a
broader perspective on last year's growth, it will be
assessed in the context of District and US. growth
in the 1980s.

RECENT ECONOMIC
PERFORMANCE IN THE EIGHTH
DESTRICT

The broadest available measures of regional
economic activity — personal income and em-
plovment — show moderately slow growth in
1987. As table 1 shows, both income and nonagri-
cultural employment advanced at near the na-
tional rate.

Real personal income grew 1.8 percent in the
District during 1987, its lowest growth rate since

“The Eighth Federal Reserve District includes Arkansas and
parts of lllinois, Indiana, Kentucky, Mississippi, Missouri and
Tennessee. This article uses data for the entire states of
Arkansas, Kentucky, Missauri and Tennessee to represent the
District,




the recession of 1982 * Last year's gain only slightly
exceeded real income's 1.4 percent average annual
growth rate over the 1980s, which began with
three successive years of declining real income.

All three major components of District real per-
sonal income slowed in 1987 relative to 1986.
Transfer payments rose 1.4 percent in 1887, one-
third of the previous vear’s growth. Dividends,
interest and rent fell 0.6 percent in 1987 after ris-
ing 3.3 percent in 1986. Real earnings, about two-
thirds of income, grew 2.5 perceni in 1987 after
rising 3.9 percent during the previous year. The
earnings slowdown stems from sluggish wage
gains during the year. In the nation’s businesses,
real hourly compensation fell 0.7 percent in 1987
after a 2 percent gain in 19586.

District retail sales expanded 2.7 percent in
1987, after adjusting for price changes, somewhat
faster than income growth. This represents a con-
siderable acceleration over the 1 percent gain in
retail sales in 1986. Many District retailers, fearing
that last October’s stock market crash would
dampen Christmas sales, discounted prices heav-
ily in December. Despite these markdowns, Dis-

trict retailers generally reported only slight gains
in real sales from a year earlier. Many retailers of
general merchandise, however, reported that vear-
end inventories were not substantially above de-
sired levels.

For the third successive year, District nonagri-
cultural employment grew moderately. The num-
ber of nonfarm workers on District pavrolls rose to
6.3 million in 1987, a 2.5 percent gain. The District
unemployment rate in 1987 fell to 7.2 percent from
7.8 percent a vear earlier. Although total civilian
employment rose only 1.8 percent during the year,
the unemplovment rate fell as the labor force grew
even more slowly, rising by 1.2 percent.

DISTRICT GROWTH MATCHES THE
NATION'S

The similarity between income and nonagricul-
tural employment growth in the District and the
nation in 1987 is not unigue. Rather, it is a contin-
uation of parallel growth that has existed through-
out the 198087 As charts 1 and 2 show, District
income and employment declined slightly more

Ancome growih compares the average of the first three guariers
of 1987 with previous years’ averages. Growth rates of other
indicators compare the 1987 average to the average of pre-
VIiOUS years.

3This close correspondence existed in the 1970s as well. San-
toni (1983} found no statisticaily significant difference between
Eighth District and U.S. growth rates of empioyment, income
and several other economic indicators in the 111970111983
pericd.
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Chart 1
Real Personal Income
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-apidly than the national average from the begin-
ning of the decade through the trough of the re-
cession in 1v/1982; the subsequent correspon-
dence between regional and national income and
employment, however, has been striking. The sim-
ilarity shown in the charts is more precisely ex-
pressed in the third and fourth columns of table 1.
The compounded annual growth rates of District
income and employment during the 1980s, 1.4
percent and 1.1 percent, were only slightly below
the national figures. This simdlarity can be under-
stood by considering two factors: the relative com-
positions of the regional and national economies
and the growth of individual sectors.

The more similas its economic structure is to
the nation’s, the more likely a region’s growth will
parallel the nation’s. The Eighth I¥strict and the
nation have shared very similar employvment

struectures throughout the 1980s. Table 2 shows
the 1987 distribution of employment among the
eight major divisions of employment. Although
manufacturing has accounted for a slightly larger,
and services a slightly smaller share of the District
economy than of the national economy, the re-
semblance is guite close. Although not shown in
the table, this structural similarity in emplovment
has existed throughout the decade.

The compositional similarity helps explain the
parallel movements of District and U.8. employ-
ment, but does not guarantee similar total employ-
ment expansions. If the growth of employment in
individual sectors at the regional and national
levels is sufficiently different, dissimilar growth of
overall employment would be likely as well. Dur-
ing the current decade, however, most of the Dis-
trict's rmajor sectors grew at near the national




20

Chort 2
Nonagricultural Employment
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rates, as table 1 shows. Most important, the four
largest sectors {imanufacturing, wholesale and
retail trade, services and government), which ac-
count for more than four-fifths of total District
nonagricultural employment, each grew at near
the national pace.

EIGHTH DISTRICT GROWTH BY
SECTOR

It addition to pointing out the similarities be-
tween District and U.S. emplovment growth, table
1 shows the sharp variations in job growth last
vear among the various sectors of the District
economy; these divergences range from mining's
substantial employment decline to construction’s
sharp employment growth. This section highlights
recent developments of the District’s magor indus-
trial sectors.
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Goods-Producing Sectors: Mixed
Performance

The performance of goods-producing sectors
was mixed: mining emplovment continued to
decline, but construction employment expanded
and manufacturing emplovment finally grew after
falling for two vears.

Mining. The fortupes of the nation’s energy
sector have been linked to energy prices in the
1880s. Since peaking in 1981, the price of energy
fell steadily through 1985, then plummeted in
1986. As energy prices increased slightly in 1987,
the mining industry continued to reduce its
woarkforce but at a slower rate than in 1986 In
1987, employment in mining {including crude oil,
natural gas and coal extraction! dropped by 4.1
percent and 5.3 percent in the District and the
United States, respectively, less than half their
declines in 19886.

Manufacturing. The long-awaited effect of the
declining exchange value of the dollar helped
stimulate manufacturing activity in 1987. The
growth of the nation’s manufacturing sector dur-
ing 1987 was spurred by the swift growth of ex-
ports, which rose 12.8 percent in 1987 (1982 dol-
lars). Although no recent data on District exports
are available, manufactured exports produced in
the District between 1971 and 1984 grew at or near
the national pace. This parallel growth allowed
the District 1o produce approximately 6 percent of
the nation’'s manufactured exports throughout the
period To the extent that these historical rela-
tionships have persisted, District exports also ac-
celerated in 1987, contributing to the growth of the
District manutacturing sector.

District manufacturing emplovinent grew 0.8
percent in 1987, compared with a 0.6 percent in-
crease nationally. These increases represent the
first growth since 1984, Despite last year's gain,
manufacturing emplovment has yet to return to its
1979 peak in either the District or the nation. Un-
like mamufacturing emplovment, however, manu-
facturing output has continued to grow since the
current recovery began. By 1984, both District and
U.5. manufacturers were producing a greater vol-

ume of goods than in 1979 * Productivity gains
allowed fewer workers to produce a greater vol-
ume of outpult.

Last year's advances in regional manufacturing
employment were not widespread arpong indus-
tries. Of the District’s major indusirial sectors,
cnly emplovment in the food and kindred prod-
ucts and texiile and apparel industries grew last
vear. Following several years of stagnation, em-
ployment in the region's food processing firms
grew approximately 4 percent in 1986 and 1987,
Much of the District growth was due to a rapid
increase in Arkansas, where poultry processors
and canneries have expanded their operations.

The textile and apparel industry raised its
workforce by 2.7 percent last vear. This import-
sensitive industry enjoyved a strong demand for its
products in 1987 as the falling value of the dollar
in foreign exchange markets raised import prices
and made its products more competitive overseas.
In addition, the industry has invested heavily
throughout the decade to make their operations
more competitive. By the end of 1987, the nation’s
textile mill industry was using 94.1 percent of its
capacity, its highest utilization rate of the decade.

The District’s transportation equipment indus-
try experienced the steepest employment decline
of the major manutacturing industries, dropping
5.5 percent in 1987. Emplovment levels in District
plants making aircraft and aircraft parts were sta-
ble, but auto assembly jobs dropped sharply
throughout the District. One aging truck assembly
plant in St. Louis was closed in August, eliminat-
ing more than 2,000 jobs. Moreover, slower-than-
expected auto sales forced frequent layvofls of
auto-assembly workers throughout the year.

The number of autos assembled in District
plants in model year 1987 fell to just over 919,080,
14.1 percent fewer than in the previous vear. Dis-
trict plants assembled 12.5 percent of the nation's
1987 model cars, down slightly from 13.6 percent a
vear earlier. Auto assembly should continue as a
major coniributor to the Distriet’s economy, how-
ever. In recent vears, only Michigan has assembled
more cars than Missouri. Auto makers are cur-
rently building new plants in central Kentucky
and central Tennessee, and plan a major expan-

“The producer price index for fuels, related products and electric
power fell at a 2.3 percent rate between 1981 and 1985,
dropped 23.7 percent in 19886, then rose 0.7 percent last year.

3See Mandelbaurn {1987/88).

sFor a comparison of employment and cutput trends of Eighth
District manufagturing, see Mandetbaum {1987).
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sion of light Iruck production in the Louisville
area. What's more, despite last year's decline, the
District's share of the nation’'s car assembly has
risen in the decade, from 8.8 percent in 1980 to
last vear's 12.5 percent. The number of trucks as-
sembled in District states has also risen in the
decade.

Construction. After a strong recovery in 1983,
construction growth has slowed in hoth the region
and the nation. In 1987, the real value of construc-
tion contracts was virtually flat in both the District
and the nation. Although District construction
employment grew 5.5 percent last yvear, this
growth was concentrated in Tennessee, where
construction contracts grew moderately, and Ken-
tucky, where additional workers were needed to
complete projects contracted in 1986.

A decline in the residential building sector con-
tributed to the stagnation of District construction
contracts in 1987, Residential contracts and non-
building contracts {for such projects as roads,
bridges and utilities] declined approximately 5
percent in 1987. These declines were offset by an
11.2 percent gain in nonresidential building con-
struction. The region’s nonresidential building
growth originated in Kentucky and Tennessee,
and was particularly strong in Louisville and
Memphis.

The weakness of the residential building sector
during 1987, revealed in the contract dala, is also
evident in preliminary housing permit data. Hous-
ing permits issued in District states declined 9.2
percent in 1987 and 13 percent nationally. In the
District, fewer housing permits were issued in
1887 than in any vear since 1883, largely because
of a sharp decline in multifamily housing. Nation-
ally, permits for multifamily structures also
dropped rapidly. Industry analysts blame years of
overbuilding for the weakness in this sector, As
mortgage rates increased through most of the
vear, the expansion in the number of District per-
mits for single-family homes slowed in 1987 from
the double-digit gains of 1985 and 1986. District
permits for single-familv homes grew 5.6 percent
last year, while dropping 3.8 percent nationally.

Service-Producing Sectors

Three of the service-producing sectors —
finance, services and wholesale/retail trade —

accounted for about half of the District workforce
and were responsible for the majority of District
job growth during the 1980s. Consumers have
spent an increasing proportion of their rising in-
comes on services in recent decades. Slower labor
productivity growth in service-producing than in
goods-producing industries also has contributed
to the relatively rapid job growth in services’

Services. The miscellaneous services category,
including personal, business, auto repair, health
and legal services, was the fastest growing of the
District service-producing sectors both in 1987
and in the current decade. Emplovment rose 4.6
percent in 1987, slowing slightly from its pace over
the previous three years, Health and business
services dominate this category and were among
the most rapidly expanding industries. Emplay-
ment in services grew particularly rapidly in Ten-
nessee, rising by more than 6 percent in both 1986
and 1987.

Trades. Emplovment in the District’s wholesale
and retai} trade businesses rose 2.3 percent in
1987, similar to the nation's gain. The pattern of
growth in 1987 exemplified that in the 1980s: Dis-
trict trade employment grew at a 1.7 percent an-
nual rate during the 1980s, similar to the nation's
2 2 percent pace, with sluggish growth in Missourt
and Kentucky contrasting the faster growth in
Arkansas and Tennessee.

Finance. The finance sector includes finance,
insurance and real estate. Employinent in the
District finance sector has grown more slowly
than its national counterpart for most years of the
decade. In 1987, emplovment in the sector grew
3.3 percent in the District compared with 4.6 per-
cent nationally. This sector expanded slower than
the national average in each of the IHstrict states.

Government. Government emplovment has
grown at less than a 1 percent rate in the current
decade in both the nation and the Districl. Last
year, the sector grew slightly more rapidly than it
averaged over the decade, with a 1.9 percent
growth regionally and a 2.1 percent increase
nationally.

federal government spending in District states
continued to contribute to regional economic
growth in 1987. Federal expenditures in Bistrict
states during fiscal year 1987 totaled $34 billion,
7.7 percent less than in the previous vear, after

“See Ot (1987}, pp. 813, for an explanation of services’ rapid
employment growth,
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adjusting for inflation. Defense contractors in Dis-
trict states received $8.2 billion in procurement
contracts during the fiscal year, a real gain of 0.4
percenl over the previous fiscal year. Delense con-
tracts fell 2 percent nationally. The value of con-
tracts awarded in Missouri, recipient of three-
fourths of the District defense conttracts, increased
8.1 percent in 1887, following a sharp drop in 1986.
Fransporiation, Communication and Public

Utilities. After falling the first four years of the
decade, employment in the District's transporta-

tion, communication and public utilities sector

has grown steadily. In 1987, this sector's employ-
ment rose 2.7 percent regionally and 2.5 percent
nationally.

INTERSTATE COMPARISONS

Despite the overall similarity of economic
growth in the District and the nation, all District
states did not grow at the national rate during
either 1987 or the current decade. While employ-
ment growth in Arkansas and Tennessee ap-
proached the national rate, Kentucky's and Mis-
souri's expansions were substantially slower.

Two factors that earlier explained the parallel
growth of District and U.S. employment — indus-
trial mix and relative growth of individual sectors
— are also helpful in understanding why employ-
ment in Arkansas and Tennessee grew at near the
national rate and why employment in Kentucky
and Missouri expanded more slowly. A discussion
of the general influences of these factors follows; a
more detailed accounting of the effects of indus-
trial mix and relative industry growth can be
found in the appendix.

Aricansas

Arkansas has a relatively high job concentration
in slow-growing manufacturing and a smaller-
than-national proportion in services, the most
rapidly growing employment sector nationally.
Despite this difference, Arkansas’ employvment
growth was nearly as large as that in the nation in
the 1980s because individual industries in the
state grew faster than their national counterparts.
An important factor was a relatively strong
manufacturing sector; factory employment rose
0.5 percent in Arkansas while falling 9.2 percent
nationally.

As chart 3 shows, the state’s unemployment rate

has falten slowly since 1984, Arkansas enjoyed a
moderate job expansion in 1987; as a result, the

civilian unemplovment rate dropped to 8.1 per-
cent from 8.8 percent in 1986. Nonagricultural
emplovment rose a moderate 2.8 percent (see
table 3). Real persanal income, however, grew only
0.9 percent during the year, in part because wage
hikes were minimal and employment gains were
concentrated in lower-wage sectors, such as ser-
vices and trade. Manufacturing employment grew
at a healthy 3.2 percent pace, but these gains were
concentrated in food processing, a relatively low-
wage indusiry.

For the third successive year, the real value of
construction contracts awarded in Arkansas de-
clined in 1987, dropping 5.6 percent. This drop
showed up in both residential and nonresidential
categories.

Kenfucky

Kentucky's workiorce has been more concen-
trated than the national average in the sluggish
mining, manufacturing and government seclors
and less concentrated in the faster-growing ser-
vices and finance sectors. This employment struc-
ture, combined with slower-than-national job
growth in each of its eighl major sectors, resulted
in Kentucky's slow employment expansion in the
1980s. Two sectors that were responsible for much
of the nation’s growth in the current recovery —
trades and services — grew substantially slower in
Kentucky.

Kentucky's economy grew slightly slower than
the nation's in 1987 {see table 3). While Louisville
and Lexington enjoved moderate growth, eco-
nomic growth in non-metropolitan areas more
dependent on agriculture and mining was gener-
ally weaker. Real personal income growth in 1987
was influenced by weakness in the non-earnings
income segment; real earnings rose a moderate 2.7
percent. Kentucky's unemployment rate dropped
to 8.8 percent in 1987 after hovering around 9.3
percent for three years. The decrease from 1986
was largely the result of a declining labor force.
Thie expansion of the state's nonagricultural
workforce of 2.2 percent was similar 1o that of
1986. Unlike the previous year, however, manufac-
turing emplovment increased in 1987, rising by 2.1
percent. One of the state's larger manufacturing
industries, textile and apparel production, in-
creased its workforce by 5.2 percent.

Kentucky continued Lo lead the nation in coat
production in 1987; mining employment, on the
other hand, dropped during the year. Construc-
tion and services employment in Kentucky grew
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rapidly, with gains concentrated in Louisville and
the central part of the state, where activity related
to auto plant construction is stimulating regional
developrment.

Bissourt

In contrast to other District states, Missouri's
economic structure has been quite similar to the
nation's throughout the decade, Its comparatively
slow emplovment growth in the 1980s cut across
all major sectors, with particularly slow employ-
ment growth in the trades and services sectors.

The sluggish expansion of Missouri's economy
continued in 1987. Real personal income grew
only 1.4 percent in 1987, while nonagricultural
emplovment rose 1.1 percent. This sluggishness
resulied in a slight increase in the unemployment

rate from 6.1 in 1986 to 6.2 in 1987. Despite this
increase, Missouri's unemploviment rate remained
below that in other District states and has been
lower throughout the 1980s, a reflection of its
diversified economy and slow labor force growth.

Except for mining, employment in all sectors of
the state's economy grew slower than their na-
tional counterparts in 1987. Missouri factories
employved 1.8 percent fewer workers, a contrast to
the manufacturing employment gains elsewhere.
ixcept for 1984, manufacturing employment in
Missouri declined in each vear of the decade. The
state’s economy has shifted away from some man-
ufacturing industries tike primmary metals and foot-
wear production, and these jobs have not been
replaced in the faster-growing manufacturing
industries. As discussed earlier, lavoffs in state's
auto assembly plants during the year contributed




substantialtly to the reduction in manufacturing
emplovment.

The trade and construction sectors, which have
provided many new jobs in Missouri in recent
vears, stagnated in 1987. The real value of con-
struction contracts awarded in the state declined
by 3.4 percent in 1987; in the previous four years of
the recovery, contracts had expanded at a 10.5
percent annual rate. Contracts for both nonresi-
dential and residential building sectors dropped
in 1987. Weakness in the multifarnily sector was
largely responsible for the residential sector
decline.

Tennessee

The economic structure of the Volunteer State is
similar to that of Arkansas and Kentucky, with a
relatively Jarge manufacturing sector and a small
services sector. As in Arkansas, Tennessee's mod-
erate growth during the decade stemmed from
faster-than-national growth in most industries.
Growth in mamufacturing, trade and services was
particularly strong relative to national trends.

The Tennessee economy oulpaced other Dis-
trict states in 1987 as it has throughout the
decade. As table 3 shows, both income and em-
plovment growth were strong. As chart 3 shows,
the state's unemploviment rate fell in 1987 to 6.8
percent after remaining at 8 percent for two years.

The trade and services sectors, sources of much
of the decade’s job growth, continued to expand
rapidly in 1987. Growth of the manufacturing sec-
tor also contributed to the state’s expansion. Em-
plovment growth in one of the state's largest
manufacturing industries, textile and apparel pro-
duction, increased 1.4 percent last year, aided by
the rising costs of imported goods, Meanwhile, the
number of workers producing transportation
equipment grew slightly and employment by sup-
pliers of auto parts for the region’s assembly
plants grew steadily.

A boom in nonresidential building activity
pushed the total real value of construction con-
tracts up 8.8 percent in 1987, Much of this activity
is located in Memphis and the central part of the
state. Contracts for residential structures declined

slightly, constrained by weakness in the multifam-
ily segment.

CONCLUSION

For the fifth successive vear, the District econ-
omy expanded in 1987. Last year, as in most pre-
vious yvears of the current decade, the growth of
the District economy was similar in strength to the
national expansion. This parallel was a result of
similar industrial diversification combined with
similar growth in individual industries. Although
the growth of District income slowed and the
value of construction contracts was virtually un-
changed in 1987, District emplovment growth
remained moderate, allowing unemployment rates
to fall in most District states.

REFERENCES

Creamer, Daniel.  “Shift of Manufacturing Industries,” chapter
4 in Industrial Location and National Resources (U1.S. Gov-
emment Printing Office, 1942).

Mandelbaum, Thomas B.  “How Important are Manufactured
Exports to the District Economy?” Business: An Eighth
District Perspective, Federal Reserve Bank of St. Louis
{Winter 1987/88).

“Is Eighth District Manufacturing Endangered?”
ihis Review (November 1987} pp. 5-15.

Ott, Mack, “The Growing Share of Services in the LS, Econ-
omy ~- Degeneration or Evolution?” this Review {June/July
1987), pp. 5-22.

Santoni, G. J. "Business Cycles and the Eighth District,” this
Review (December 1983) pp. 14-21.




26

This article uses a technique, called shift-share
analysis, to determine why a state’s employvment
grew at a different rate than that of the nation.' A
region’s differential employvment growth during a
given period is called its net relative change; it
indicates the difference between the staie’s actual
employment at the end of the period and what
employment would have been if it had grown at
the national rate. The state’s nel relative change is
due to differences in industrial mix and relative
growth rates of individual sectors between the
state and the nation.

A region’'s employment expansion partially de-
pends on whether it specializes in industries that
are growing rapidly nationally. The industry mix
component estimates this influence on overall
employment growth by assuming that each of the
region’s sectors grew at the national rate. Under
this assumption, if the District’s or state’s employ-
ment composition were exactly like the nation’s,
then the industry mix component would equal
zero. A positive industry mix component indicates
the number of additional workers that would be
expected because of the region’s favorable in-
dustrial mix, while a negative number indicates
that the region’s workforce is more heavily con-
centrated in industries that are growing slowly
nationally.

Local conditions also will cause some of a re-
gion's industries to grow at different rates than
their national counterparts. These conditions
might include differences in infrastructure, hu-
man or natural resources, or energy and labor
costs. The relative industry growth component
compares the growth of each major sector of the
District and state economy with its national coun-
terpart’s growth. i each regional sector grew at
the national rate, the component would equal
zero. A positive number reflects the additional
District employees working in 1987 compared
with the level that would have existed if each sec-
tor grew at the national rate, while a negative
number indicates overall slower industry growth
in the District than in the nation.

Mathematically, these components can be no-
tated as follows:

NRC; = net relative change, sector i
IM, = industry mix, sectori

RIG; = relative industry growth, sector i
R, = base year employvment, sector i, in
region
R = hase year total employment in region
U, = base yvear emplovment, sector i, in
United States
u = base vear total emplovment in United
States
I = percentage change in emplovment in
sector 1, in region, during the period
r = percentage change in total emplovment
in region during the period
u, = percentage change in sector i employ-
ment, in United States during the
period
u = percentage change in total employment
in United States during the period
1) NRC, = IM, + RIG,
21 NRC, = rR, — uk,
3} IM, = uR, — uf,
4 RIG, = rR, — uR,

Total NRC, IM and RIG are the sums over all
sectors. Decimal forms of percent changes are
used in calculations le.g., .05 is used for 5 percent).

Shiff-Share Resulis

In the present analysis, eight sectors of total
nonagricultural employment were used: mining,
manufacturing, construction, transportatiory
conmununication/utilities, services, finance, trade
and government.

Table Al presents the 1979 emplovment compo-
sitions and the 1979-87 percent changes in nonag-
ricultural employment for the United States,
Eighth District and four District states. The results
of a shift-share analysis based on this data are
presented in table A2,

During the 1979-87 period, District nonagricul-
tural employment grew by 9 percent compared
with a 13.7 percent national gain. The District’s
slower growth resulted in the net relative change
of — 265 as shown in table A2, which indicates that
the District's 1987 employment level is 265,000 less

'Shift-share analysis was originated by Creamer (1942).
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{or 4.2 percent of the actual 1987 level} than if the
District workforce had grown at the national pace.
The sumn of the net relative changes for the four
states equals the District total. It clearly can be
seen that slower-than-national job growth in Ken-
tucky and Missouri accounted for most of the
District’s net refative loss. Combined, the two
states net refative change was — 240,000, or more
than 90 percent of the District total.

‘The data in table A2 confirm that the District
industrial mix was not very different than the na-
tion's; the District’s 84,000 employment loss due to
its industrial mix represents only 1.3 percent of
the District’s 1987 nonagricultural employment
level of 6.3 million. The similarity of industrial
compositions in the District and the United States
can also be seen in table Al.

Arkansas, Kentucky and Tennessee had employ-
ment compositions that were not as conducive to
growth as the national average, with relatively high
emploviment concentrations in slow-growing in-
dustries (particularly manufacturing! and smaller-
than-national proportion in services, the most
rapidly growing sector nationally. Missouri's in-
dustrial structure resembled the nation’s more
closely than any of the other three states, a fact
reflected in its small industry mix component.
This similarity can be seen in table A1, particularly
in the four largest sectors — manufacturing,
trades, services and government — which account
for most of the change in the past seven years.

in Arkansas and Tennessee, in which total non-
agricultural emplovment grew at near the national
rate during the 1980s, individual industries also
tended o grow more rapidly than nationally. This
faster industry growth, reflected in the positive
relative industry growth measures, partially offset
industrial structures that were not conducive to
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growth, allowing the states to expand at near the
national rate.

These results emnphasize the fact that a state can
grow moderately, not only by specializing in in-
dustries that are rapidly expanding nationatly, but
also by capturing an increasing share of a slowly-
growing or contracting national market. For exam-
ple, both Arkansas and Tennessee have large con-
centrations of their workforce in manufacturing,
an industry with moderate job losses between
1979 and 1987 in the nation. The states' heavy
reliance on manufacturing did not cause as great a
decline as nationally, however, because of the
relative strength of the manufacturing sectors in
those states. Manufacturing employment rose by

0.5 percent in Arkansas and declined by 5.1 per-
cent in Tennessee, while the nation lost 9.2 per-
cent of its manufacturing workers.

In Kentucky and Missouri, whose overall em-
ployment growth trailed the nation's average, each
individual industry grew slower than its national
counterpart, resulting in negative relative industrv
growth components. In Kentucky, this slower
industry growth, combined with its industrial mix,
resulted in the weakest employment performance
of the four states. While Missouri's structure was
quite similar to the nation’s, the slower growth of
individual sectors (particularly services and
trades) led to overall slower employment growth.




