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EXECUTIVE SUMMARY

Conventiona unemployment rates provide an incomplete measure of local labor market conditions,
especidly in poor rural regions. Unemployment does not include involuntary part-time workers; nor does
it include discouraged workers who stop seeking work because they cannot find jobs. In addition,
unemployment does not gauge the size of the underground or “informal” economy — as evidenced by the
fact that some developing countries have low official unemployment rates.

To help get a more complete picture of local |abor markets in Appaachia, the Appaachian Regional
Commission (ARC) Region commissioned this study to generate county-level measures of labor force
participation and underemployment rates. Both labor force participation and underemployment are
broader measures of labor market surplus than unemployment. The underemployed include discouraged
and involuntary part-time workers. Labor force participation rates are a so sensitive to the number of
workers who are discouraged or who participate only in the underground economy.

Underemployment and labor force participation rates both reveal better than unemployment the
hlgher degree of labor market surplusin Appalachia compared to the United States as a whole.
In 1998, evaluated by the unemployment rate, Appalachian labor market performance was similar to
that for the nation as a whole — 4.8 percent versus 4.6 percent.
By contrast, the Appalachian underemployment rate equaled 10 percent, substantially above the U.S.
rate of 8.6 percent.
The labor force participation rate in Appalachia stood at 62 percent in 1998, six percentage below the
U.S. rate of 68 percent.

After estimating labor force participation and underemployment rates at the county level, we combined
them into alarger data base that also included wages, unemployment, and proprietorship; industry shares
of employment; other variables characterizing the county economic base; geography (e.g., relationship to
ametropolitan area); and past economic performance. For the years 1993 to 1998, each variable was
generated for al 406 Appaachian counties and a wide variety of county groupings. This permitted usto
examine time trends in each variable and differences in both levels of and changes in variables among the
various county groups.

Over the 1993 to 1998 period, underemployment and labor force participation improved a bit more
dowly in Appalachia than in the nation as a whole, and unemployment at the samerate. Job growth
was lower and wage growth alittle smaller than in the entire United States.

Appalachia’sslightly below aver age per formancer eflected labor market experiencein theregion’'s
mor e depressed regions. For example,
underemployment and unemployment were highest and declined the least in Central Appaachia;
the 117 Appaachian counties that were defined as economically “distressed” prior to 1993 — because
of high rates of poverty and unemployment plus low per capita income — experienced less
improvement in labor market indicators than non-distressed counties,
Appaachia’s 293 non-metropolitan counties had lower levels of |abor market performance in 1993
and experienced substantially smaller drops in unemployment and underemployment by 1998 than
the 109 metropolitan counties; and
while counties in or near metropolitan areas fared the best, the poorest and most rura counties
furthest from metropolitan areas generally fared the worst.

The economic polarization observed, even in atime of prosperity, provides reason to worry about
Appaachia’s less robust regions should the economy turn down.



With an eye to how policymakers and practitioners might promote economic development in Appaachia,
we aso examined how the Region’s sectoral composition and economic base correlated with labor market
experience. Our economic base analysis shows the following.

The small number of farming-dependent non-metropolitan countiesin Appal achia have experienced
rising unemployment and underemployment while virtualy al other groups of counties show falling
joblessness.
A mixed picture emerges with respect to manufacturing.
- Manufacturing has historically been a common route to development, particularly in Southern
Appalachia. Reflecting this, Southern Appalachian manufacturing accounts for 20 percent of
total regional employment, compared to only 14 percent for Centra and Northern Appaachia
(and 12 percent in the United States).
In some parts of Appalachia, manufacturing still contributes to economic success. For example,
three of the 10 Appaachian loca development districts with the lowest underemployment in
1998 had unusualy high proportions of manufacturing.
At the same time, Signs exist of vulnerability within Appalachian manufacturing. Employment in
Southern Appalachian manufacturing declined by 10 percent from 1993 to 1998. In
manufacturing-dependent non-metropolitan Appa achian counties, the manufacturing
employment share dropped from 30.5 percent to 28.3 percent (compared to adrop in the
manufacturing share from 12.2 to 11.7 in non-manufacturing dependent counties).
Unemployment and underemployment declined by six percentage points less in manufacturing-
dependent than non manufacturing-dependent counties.
In non-metropolitan Appalachia, industrially diversified (i.e., non-specialized) counties experienced
the best performance from 1993 to 1998. They had five and six percentage point larger declinesin
underemployment and unemployment than industrially specialized counties. By 1998,
underemployment in non-specialized counties was 11.2 percent rather than the 12.2 percent in
specidized counties.
For non-metropolitan counties, one positive devel opment was the experience of countieswith small
urban areas (20,000 or more), not adjacent to a metropolitan area. Thesecommunitiesexperienced
declines in unemployment and underemployment very similar to those of metropolitan counties.
They experienced larger such declines than similar-sized urban areas adjacent to metropolitan areas.
This could reflect the inward migration of internet professionals and/or retirees attracted by scenic
beauty and, in some cases, well-maintained small town centers.
Another positive development for non-metropolitan counties was the very low unemployment (4.5
percent) and rapidly improving unemployment and under employment in the 19 countieswhich are
retirement destinations.
Thereisno evidencein our analysisthat sole proprietorship stimul ates economic devel opment. For
the most part, our proprietorship variable (sole proprietorship plus partnerships) expands the greater is
economic distress. It appears to be “entrepreneurship of necessity,” fueled by lack of aternatives,
more often than “entrepreneurship of opportunity” based on the promise of large economic gains.

To gain further ingght into how policymakers and practitioners might promote more successful economic
development, we interviewed eight economic development practitioners from loca development digtricts
with low underemployment and unemployment. Rather than smply recruiting low-wage employers,
these interviews reveal that more successful Appalachian districts have embraced a second-
gener ation development strategy that recognizes the importance of investment in public goods
(education, infrastructure, wor kfor ce development).



There are hints of trying to move to a third generation approach that includes more pro-active
encouragement of particular components of thelocal economic base. In some cases, the search for a
next-generation approach has been encouraged by regiona strategic planning.

Particularly because low-wage manufacturing no longer appears viable for Appalachia, and even second
generation approaches may not adequately adjust to globa economic chalenges, ARC would be well
placed to encourageeffortsto better defineand develop “ third generation” development optionsfor
theregion.

Our fina section outlines a sectord initiatives project that ARC might undertake to expand policymaker
and practitioner conceptions of how they might stimulate their regional economy. The conclusion also
sketches case study research of successful regions that might fit into an ARC initiative to combat
pessimism about the potential for development, especially in distressed areas.



INTRODUCTION

Lack of data on loca labor market conditions impedes policy-makers and practitioners from evauating

and improving economic development in the Appalachian Region. ARC commissioned this study to fill a
particularly important data gap: the need for local measures of labor force participation and
underemployment rates. For each of the years 1993 to 1998, we generated these two statistics for all 406
Appaachian counties and for awide variety of groupings of counties.

Both labor force participation and underemployment rates are broader measures of labor market surplus
than unemployment. The unemployed includes only individuas who have no paid employment and who
are actively looking for work."

Underempl oyment, the first alternative measure to unemployment to be considered, includes, in addition
to the unemployed, three other categories:
those working part-time but who want to work full time (“involuntary part-time workers,”)
those who want to work but have been discouraged from searching by their lack of success
(“discouraged workers’), and
others who are neither working nor seeking work at the moment but who indicate that they want and
are available to work and have looked for ajob in the last 12 months.?

The labor force participation rate (LFPR) is the second alternative measure of labor market surplus
considered, which equals employment plus unemployment as a percentage of the total number of people
of working age (because an increasing number of older Americans now work, we consider al individuas
16 and over as “of working age”).’ If large numbers of people are neither working nor looking for work —
perhaps because of an absence of available employment — the unemployment rate remains unchanged but
the labor force participation rate falls. Measured labor force participation may aso be lower if off-the-
books employment is high. Both lack of employment opportunities and underground employment are
thought to be widespread in Appalachia

In 1998, evauated by the unemployment rate, Appalachian labor market performance was similar to that
for the nation as awhole — 4.8 percent versus 4.6 percent (Figure 1). A much larger gap existed between
Appaachian and U.S. underemployment and labor force participation rates. Appadachian
underemployment equaled 10 percent compared to 8.6 percent for the United States. The labor force
participation rate in Appalachia stood at 62 percent, six percentage points below the U.S. rate of 68
percent.

! The unemployment rate equal s unemployment as a percentage of the employed plus unemployed.

2 Some other researchers add |ow-income workers into underemployment (see, for example, Jenson, Findeis, and
Wang 1999). Wedo not. Our definitions are the same as those used by the Economic Policy Institute (Mishel,
Bernstein, and Schmitt 1999, pp. 221-222). The underemployment rate is the number of underemployed persons as
a percentage of the sum of the employed plus unemployed plus our three other categories that make up the
underemployed.

3 Twelve percent of people over 64 now work in the United States.



Figure 1.
Appalachian Labor Force Indicators, 1998
(indexed to U.S. = 100)
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Source: Table 1.

Measuring LFPR and underemployment is important not only to gauge the need for employment creetion.
Studies of developing economies also suggest that a large underground or “informal” sector % indicated
by low LFPR or high underemployment¥: may impede economic development. Informal

operations¥z such as casua agricultural, construction, or household labor, subcontracting of labor-
intensive assembly operations (asin apparel home work but also in other manufacturing), retail or other
unreported salf employment%4 operate outside the tax system and may not comply with labor standards or
other regulations. Evading taxes and paying low wages, informa operations may choke off more
productive, forma activity (Piore 1990). Moreover, few informal enterprises transform themselves
through investment in skills and the accumulation of capital¥ they do not lead to the individua and
organizational learning that are at the heart of genuine development.

Off the books economic activity may also block economic progressin rurd areas of advanced countries.
In contemporary American terminology, this would be an example of the “low road” (low-wage, low-
kill, low-productivity operations) blocking the “high road” (higher-skill, higher productivity

enterprises).*

For two reasons, then, ARC recognized the value of having loca measures of unemployment and labor
force participate. LFPR and underemployment provide a more expansive window than unemployment
aone into the performance of the labor market. Low LFPR and high underemployment may also signa
the existence of a substantia off-the-books employment and the need to break vicious circles of poverty
and low-productivity economic activity.

In this study, after we estimated LFPR and underemployment, we incorporated them into a 1993-98
county level data set (now available from ARC) that aso included

unemployment,

average annual wage,

4 For one use of thisterm, see AFL-CIO 2000.



proprietorship (sole proprietorship plus partners),

demographic variables (age and race),

educationd attainment,

the industrial composition of employment, and

classifications of counties by economic base (e.g., are they “manufacturing dependent” or a
“retirement destination”) and by their economic well-being (e.g., “distressed” or “competitive’)

With this data, we then sought to learn the correlates of good and bad labor market

performance (measured especially by labor force participation and underemployment rates, but also by
unemployment and the average annua wage). In conducting this analysis, we grouped Appalachian
counties in aways suggested by past research or based on the interests of policymakers and practitioners.
We grouped counties by geography (e.g., sub-regions¥ south, central, north; state; local devel opment
district; proximity to a metropolitan area), industrial composition, economic base, and past economic
performance.

The thrust of our analysis was descriptive. Nonetheless, ARC a so sought to learn more about how
policymakers and practitioners might promote more successful economic development.  To gain further
insight on this issue, we interviewed eight economic development practitioners from loca development
districts with very low underemployment. With an eye to possible lessons for other parts of Appaachia,
we focused in these interviews on what explained each district’ s success.

The remainder of this report divides into four sections. The next section contains a brief review of past
research on Appalachian labor market and economic performance. It provides a context for the
subsequent section, which details our analysis of labor market performance and the results of that
analysis. The penultimate section of the report summarizes what we learned from our telephone
interviews. The final section of the main report summarizes key findings from our analysis of labor force
participation and underemployment in Appalachia. 1t also contains a brief discussion of the need for a
“next generation” economic development strategy for Appaachia, along with suggestions for policy and
further research.

FINDINGS FROM PAST RESEARCH

Appaachia has long held the reputation as an “underdeveloped, lagging region” (Isserman 1996). The
President’s Appaachian Regiona Commission (PARC) reported in 1964 that the region had “low income
levels, high unemployment rates, low education levels, high rates of poverty, and less population and
employment growth than the nation” (cited in Isserman 1996). In the 36 years since the PARC report was
written, much has changed. Appalachiais now marked more by intra-regiond diversity in economic
performance than by a general state of underdevelopment. As Isserman (1996) concluded, Appalachiais
now a“dynamic, growing region that contains some of the poorest areas in the nation.”

The Closing Economic Gap

On nearly dl indicators, Appdachialagged the United States in the 1960s and early 1970s.
Labor force participation was 53 percent in Appaachiain 1965, compared to nearly 70 percent for the
U.S. asawhole. Within Appalachia, labor force participation varied from 55 percent in the South to
52 percent in the North to 46 percent in the Central region (ARC 1999).

In 1960, Appalachian unemployment was 6.8, compared to 5.1 percent in the United States.

Per capitaincome in Appalachiawas 78.1 percent of the U.S. average in 1965.

In 1960, the poverty rate in Appaachiawas 31.1 percent, compared with 22.1 percent in the United
States as awhole; in 1970, the corresponding figures were 18.1 and 13.7 percent.



In 1960, 5.4 percent of persons over 25 had four or more years of college in Appalachia, compared
with 7.7 percent for the United States.

Some three decades | ater,
Appalachian labor force participation gtill lagged behind the United States, but only by athird as
much asin 1965 (62 percent vs. 68 percent in 1968);
Appaachian unemployment was only dightly higher than in the United States (in 1998 4.8 percent
vS. 4.6 percent);
Appaachian underemployment (for which no figure exists for the 1960s) was 10 percent in 1998
compared to the U.S. level of 8.6 percent;
per capitaincome in Appalachia stood at 82.6 percent of the U.S. average by 1997, up 4.5 percentage
points from 1965;
the poverty rate in Appalachiain 1990 was 15.2 percent compared with 13.1 percent in the United
States, a halving of the gap since 1970;
the percentage of persons over 25 years of age with four or more years of college education rose to
14.3 percent in Appalachiain 1990, compared to 20.3 percent in the U.S.

While the economic gap between Appalachia and the United States in the 1990s has closed since the
1960s, severd gaps have worsened since 1980, except with respect to per capitaincome. The number of
countiesin Appaachiathat fall far behind the rest of the United States with respect to poverty levels and
one or both per capita income and unemployment has increased since 1980.°

Diversity in Population Trends

Appdachia as awhole gained approximately four million people from 1970 to 2000, after losing
population in the 1950s and 1960s (ARC 1999). The region’s share of the total U.S. population declined
from 9.1 percent to 8.1 percent. The population declined in Northern and Central subregions but grew in
the Southern sub-region over the past three decades. In Appaachia as awhole, the younger age groups
are a declining share of the population and older age groups are an increasing share. From 1980 to 1996
there was substantial out-migration of younger and better-educated persons and in-migration of eldersto
certain amenity-rich areas (McLaughlin 1999). More economically distressed areas are losing young and
college educated persons, while economically prosperous areas are gaining them (Matthews 1999).

Within Appalachia, population growth and annua net migration rates have been highest in the Southern
sub-region. Population growth has been highest in fringe metropolitan counties and rural counties
adjacent to metropolitan areas -- especialy near Atlanta and in large metropolitan areas in Alabama,
Tennessee, and North Carolina (Matthews 1999).

Migration has reinforced the geographic concentration of poverty within Appaachia. The poor tend to
move among high-poverty counties, especially rura counties, while the non-poor tend to move out of
high-poverty counties (Nord et al. 1995).

The Role of Manufacturing

Manufacturing, since the 1960s, has been seen as a cornerstone of Appalachia’s economic devel opment
efforts. Forty-eight of 116 Appaachian counties that were “distressed” in 1960 but not distressed in
1990 were manufacturing-dependent (Wood and Bischak 2000). Nonetheless, because of atraditiona
economic development strategy of using low wages to attract businesses, much Appalachian

® Wood and Bischak 2000 plus datain this report.



manufacturing is low-skill. Manufacturing jobs in the rural South (not just the Appalachian region) till
pay only 68 percent of U.S. average, the same asin 1969 (Rowley and Freshwater 1999). Looking just at
Appaachia, Jensen (1998) found that manufacturing, relative to the rest of the country, still looked low-
wage and low-productivity in 1992 asit did in 1967. Within rurd Appaachia, Wojan (1998) found that
manufacturing facilities have lower functiond skill requirements vis-a-vis urban counterparts. Overal,
manufacturing employment grew in rural areas — which by and large did less well economicaly -- in the
1980s and early 1990s but fell in the metropolitan areas of Appaachia (Barkley 1995; Bernat 1994;

Bernat 1995). With a disproportionate share of its employment in rura areas, wages in manufacturing fell
relative to metropolitan wages.

Southern region manufacturing has closed the wage and productivity gap with the United States over the
past three decades. The Central region has not. The Northern gap has grown (Jensen 1998).
Manufacturing industries with the highest skill requirements (and spatialy integrated production) were
the fastest growing industries in rura areas during the 1970 to 1990 period (Wojan 1998). Growth of the
least skilled industry group (i.e. traditional rura production with low skill requirements) was flat over the
previous 20 yearsin rura areas. Wojan (1998) also found that in both urban and rura countiesin the
southeastern U.S., high-quality firms (as indicated by obtaining SO 9000 certification) cluster together.
Counties with 1SO 9000 firms attract more of them; counties without them have not attracted them.
Lichter and McLauglin (1995) report that in the 1980s, higher levels of manufacturing employment were
associated with lower levels of poverty at the county level. In sum, the impact of manufacturing on
economic development depends on the kind of manufacturing. The policy challenge isto retain and
expand higher value added production and hence manufacturing jobs that provide decent pay and
opportunities (Wojan 1998).

The Metropolitan/Rural Split

The metropolitan/rural gap in Appalachiais afamiliar one. The data in this report show the gap remains.
Non-metropolitan underemployment was 12.1 percent in 1998 compared to 8.5 percent in metropolitan
areas. Jensen et al. (1999) show that rura workersin the South tend to have lower rates of labor force
participation and higher rates of underemployment, as well as alower rate of college education, Rura
workers are also likely to be poorer than metropolitan workers (USDA ERS 1995; Lichter and
McLaughlin 1995; Lichter et a. 1994; McLaughlin and Perman 1991).

Hamrick (1998 and 1998) points to some more encouraging news for rural areas. Following the recession
of 1990-91, rural labor markets responded better than urban (Hamrick 1999). Non-metropolitan displaced
workers also found new jobs faster and suffered less earnings loss on the new job than did their
metropolitan counterparts (Hamrick 1998). However, the evidence in this report suggests that this
relative improvement was not sustained in rural Appalachia in the 1993 to 1998 period. It was probably a
cyclical phenomenon, reflecting the dependence of rural areas on goods producing industries that are
more sensitive to the business cycle.

There are some signs of non-metropolitan growth as a result of the spread outward of suburban sprawl
and/or from relocation by internet professionals or retirees to physicadly attractive small towns. Ghelfi and
Parker (1997) found that counties adjacent to metropolitan areas grew fastest in the 1980s. They aso
noted that while employment growth was fastest in metropolitan areas in the 1980s, employment growth
was fastest in rural counties adjacent to large metropolitan areasin the 1990s. Likewise, population
growth and annua net migration rates within Appaachia were highest in the 1990s in fringe metropolitan
counties and in rura counties adjacent to metropolitan areas (Matthews 1999).

As aresponse to the lack of adequate employment opportunities in rura areas, growth in entrepreneurial
activities and sole proprietorship has sometimes been advocated. Along with relatively high levels of job
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creation in parts of Appalachia due to entrepreneuria efforts, however, the region’s sole proprietors tend
to have lower incomes than those in the rest of the United States (Clones 1998).

ANALYSIS OF 1993-98 DATA

We now turn to our analysis of the 1993 to 1998 data set constructed for this project. As explained above,
in analyzing this data, we grouped counties in various ways based on geography, economic base, and

level of economic distress. At the beginning of our analysis, we explored the use of statistical cluster
techniques to see whether two or more natural groupings of counties (defined by weighted combinations
of multiple variables) emerged from our data with widely different labor market performance.  Since no
such clusters emerged we fell back on grouping the data by the variables below, suggested by prior
research or of utility to particular policymakers (e.g., from each state) or practitioners (e.g., from each
locd development district).

Sate and multi-state region (i.e., northern, central, and southern Appalachia).

The 71 Appalachianlocal development districts (LDDs). We aso analyzed the 10 LDDs with the
lowest underemployment rates in 1998 and the 10 LDDs with the highest underemployment ratesin
1998.

A four-level classification of Appalachian counties based on economic well-being (distressed,
transitional, competitive, and attainment counties).

Metropolitan and non-metropolitan counties.

Using the Rural-Urban continuum, a nine-category classification developed by the U.S. Department
of Agriculture’s Economic Research Service, and often referred to as the Beale Code after its
principal author, demographer Calvin Bedle. Conceptually, Beale codes are a more subtle geographic
variable than metropolitan/non-metropolitan or city/suburban/rural. Bede codes differentiate
metropolitan counties based on the size of the metropolitan area and whether the county fals into the
center or periphery of the metropolitan area. They differentiate non-metropolitan counties based on
proximity to a metropolitan area and the size of the county’s largest locality.

Economic base: in the late 1980s or early 1990s, the Economic Research Service of the U.S.
Department of Agriculture produced a classification of al non-metropolitan counties according to

their economic base. Economic base may correspond to a dominant industry or to another important
aspect of economic activity, such as being a retirement destination.

We adso examine variaions in labor market indicators by age, race, sex, and educationa level.
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LABOR FORCE VARIABLES FOR APPALACHIA AND THE UNITED STATES

TABLE 1.

Change
(per cent)
1993 | 1994 | 1995 | 1996 1997 1998 1993to
1998
Employment (millions)
United States 142.0 145.7, 1494 152.7 156.4f 159.2 12.1
Appdachia 262 268 274 278 284 285 8.8
Average Annual Wages (nomina dollars)
United States $25,914f $26,528| $27,413 $28479 $29,814] $31,764 22.6
Appaachia $22,017| $22,664| $23,329 $24,108 $25,049 $26,695 21.3
Labor Force Participation (percent)
United States 66.8 670 670 672 675  67.7 1.3
Appaachia 611 613 613 613 62.1 61.6 0.8
Unemployment Rate (percent)
United States 7.0 6.2 5.7 5.5 5.1 4.6 -33.9
Appaachia 7.3 6.3 6.0 5.7 5.5 4.8 -34.2
Underemployment Rate* (percent)
United States N/A 114 108 103 9.5 8.6 -25.7
Appdachia 14.3 12.6 12.0 11.4 11.1 10.0 -20.7
Proprietorship (percent)
United States 163 163 164 16.6 16.7  16.7 2.4
Appdachia 17.1 17.0 17.1 17.4 17.5 17.5 2.4
*Underemployment change is measured for the period 1994 to 1998

Note: In this and subsequent tables, average annual wages are nominal.
Sources. see Technical Appendix.

Appalachia and The United States

Comparing with the United States as a whole over the period 1993 to 1998, Table 1 shows Appdachia’s
higher underemployment rate, dightly higher unemployment and proprietorship rates, and lower labor
force participation rate (see dso Figure 1 above). Over this period, unemployment fell and proprietorship
rose at about the same rate in Appaachia asin the nation as awhole. Underemployment did not fall quite
as fast, and labor force participation and the number of jobs did not grow quite asfast, in Appaachiaasin

the entire United States.



TABLE 2.
EMPLOYMENT SHARESBY SECTOR (percent)
Shar e of total employment (per cent) Changein
Employment
Shar e (per cent)

1993 1994 1995 1996 1997 1993 1993 to 1998
Agriculture
United States 1.2 1.2 1.2 1.2 1.3 1.3 9.8
Appaachia 0.7 0.8 0.8 0.7 0.8 0.8 7.8
Crop and Livestock Production
United States 3.1 29 2.8 2.7 2.7 2.7 -11.2
Appdachia 2.1 2.0 2.0 1.9 1.9 1.9 -10.8
Construction
United States 4.9 5.1 5.2 5.3 54 54 8.3
Appdachia 55 57 58 58 59 59 7.1
Mining
United States 0.7 0.6 0.6 0.5 0.5 0.5 -19.0
Appaachia 1.2 1.1 1.0 0.9 1.0 0.9 -18.6
Manufacturing
United States 132 131 129 12§ 124 124 -6.0
Appdachia 189 185 181 1749 1724 17.3 -7.4
Finance, Insurance, and Real Estate (FIRE)
United States 7.4 7.4 7.4 7.4 7.9 7.9 1.8
Appdachia 50 52 53 54 54 54 8.5
Government
United States 152 148 145 142 139 139 -8.1
Appdachia 140 139 13§ 135 133 133 -4.8
Transportation and Public Utilities
United States 4.7 4.8 4.7 4.8 4.8 4.8 2.0
Appaachia 4.5 4.5 4.4 4.4 4.5 4.5 0.7
Wholesale Trade
United States 4.6 4.6 4.6 4.6 4.6 4.6 -0.8
Appaachia 4.0 4.0 4.0 4.0 4.1 4.1 0.6
Retail Trade
United States 165 168 169 169 169 16.9 2.0
Appdachia 173 175 178 179 180 180 4.3
Services
United States 295 29.4 301 305 308 308 4.5
Appdachia 258 258 261 261 26.71 26.7 3.3

Sources: see Technical Appendix.

Industrial Composition in the United States and Appalachia

Table 2 and Figure 2 show that the industria structure of Appalachiais distinguished from that of the
United States as awhole by
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asubgtantialy higher share of manufacturing employment (17.3 percent of employment in1998
compared to 12.4 percent in the United States),

alower share of finance, insurance, and real estate (FIRE) (5.4 percent versus 7.5 percent),
a higher share of retail trade (18 percent compared to 16.9 percent), and

alower share of “services” employment (26.7 percent compared to 30.8).

Figure 2.
Sectoral Differencesin Employment,
Appalachia and the United States, 1998
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Source: Table 1.

Changes in employment shares by mgjor industry in Appalachia between 1993 and 1998 paraleled those
in the United States as a whole, except in the following cases.

FIRE employment grew by 8.5 percent in Appalachia compared to 1.8 percent in the United States.
Government employment fell by 4.8 percent in Appalachia, compared to 8.1 percent in the United
States. Thisis probably due to Appalachia receiving less than one third the nationa per capita
average level of defense and space funding (Bagi, Reeder, and Calhoun 1999, p. 15), and therefore
suffering less from defense cutbacks.

Retail trade expanded dightly more rapidly in Appalachia

Appalachian Sub-regions

Appalachia’s three sub-regions are the North; which includes 144 counties, Central, which includes 85,
and the South, which includes 177.

Table 3 and Figure 3 show that from 1993 to 1998
job growth was by far the fastest in the South and dowest in the North;
unemployment and underemployment were highest in the Central sub-region and lowest in the South;
the South had the largest declines in unemployment and unemployment;
the South was the only Appalachian sub-region that had lower unemployment and underemployment
rates than the United States as a whole;
labor force participation was highest in the South and lowest in the Centra region;
proprietorship was much higher in the Central than in the other two sub-regions;
wages were highest in the North and lowest in the Central; and
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wage growth was fastest in the South and dowest in the Central. By 1998, Southern wages were 99
percent of those in the North but Central wages were only 87 percent of those in the North.

Turning to industrial composition
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the South had a substantially higher employment share in manufacturing¥z 20 percent as compared to
14 percent¥a than the other two sub-regions,

the job shares of farming, mining, manufacturing, and government fell everywhere, but
manufacturing declined particular rapidly in the South;

the Central region had substantialy more of its workers employed in farms and mines than the other
two sub-regions;

the North had a higher employment share in services than the other two sub-regions;

the employment shares of construction, retail trade, services, and finance, insurance, and real estate
rosein al three sub-regions,

agricultural services employment share rose in the North and South but fell in the Centrd;

the transportation and public utilities and wholesale trade employment share rose in the Central and
South but fel in the North.

Figure 3.
Regional Appalachian Labor Force Indicators, 1998
(indexed to U.S. = 100)

Labor Force Unemployment  Under- employment  Proprietorship Average Annual
Participation Wages
Source: Table 3. NOI’th o Centl'al = South
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TABLE 3.
APPALACHIAN SUB-REGIONS
North | Centra| South
I
Labor Force Participation 1998 (percent) 59.8 53.3 65.1
Unemployment 1998 (percent) 55 7.0 3.8
Underemployment 1998 (percent) 11.2 13.6 8.0
Proprietorship 1998 (percent) 17.8 22.0 16.4
Average Annua Wage 1998 (nominal dollars) 27137 | 23585| 26,804
Labor Force Participation, Percent Change 1993-98 +0.6 +0.5 +0.7
Unemployment, Percent Change 1993-98 -33.1 -27.4 -36.4
Underemployment, Percent Change 1993-98 -29.3 -24.8 -31.8
Proprietorship, Percent Change 1993-98 +5.6 +0.9 -0.1
Average Annua Wage, Percent Change 1993-98 +20.3| +19.0| +225
Tota Employment, Percent Change 1993-98 +6.1 +7.3| +11.7
Farm Employment Share 1998 (percent) 21 7.1 25
Mining Employment Share 1998 (percent) 1.0 4.1 0.3
Manufacturing Employment Share 1998 (percent) 14.4 14.3 20.3
Services Employment Share 1998 (percent) 29.6 229 24.5
Farm Employment Share, Percent Change 1993-98 -8.9 -10.0 -135
Mining Employment Share, Percent Change 1993-98 -18.1 -20.6 -8.7
Manufacturing Employment Share, Percent Change 1993-98 -5.2 -5.1 -9.8
Services Employment Share, Percent Change 1993-98 +2.2 +3.3 +5.2
Construction Employment Share, Percent Change 1993-98 +3.3 +6.0 +9.8
FIRE Employment Share, Percent Change 1993-98 +10.0 +5.2 +7.7

Sources: see Technical Appendix.

Comparisons By State

Labor force variables and trends in the Appalachian portion of each of the 13 states are compared in
Figures 4-9, based on datain Appendix Table A1l. Figure 4 shows that the labor force participation rate is
dramatically lower in the Appalachian portion of Tennessee than in any other state. LFPR isaso low in
Appaachian Kentucky, whileit is high in Appalachian Georgia and, to alesser extent, South Carolina.
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Figure 4.
Labor Force Participation Rate in the Appalachian Region
of Each State, 1998 (per cent)
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Figurebs.
Unemployment Rate in the Appalachian Portion of Each
State, 1998 (per cent)
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Source: Table Al. Per cent

Unemployment (Figure 5) is highest in Appalachian Kentucky and West Virginia, lowest in the
Carolinas, Georgia, and Alabama.
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Figure6.
Drop in Unemployment, 1993 to 1998,
in the Appalachian Part of Each State
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Source: Table AL Per centage Reduction in Unemployment, 1993 to 1998

Unemployment dropped the most from 1993 to 1998 in South Carolina, followed by Alabama (Figure 6).
It rose in Mississippi.

Figure7.
Underemployment Ratein the Appalachian Portion of Each
State, 1998 (per cent)
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Source: Table Al Per cent

Underemployment was highest in West Virginia, followed by Appaachian Mississippi, Maryland, and
Kentucky (Figure 7). The Carolinas and Georgia had the lowest underemployment.
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Figure8.
Drop in Underemployment Rate, 1993 to 1998,
in the Appalachian Portion of the State (per cent)
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The drop in underemployment was grestest in South Caroling, smalest in Mississippi (Figure 8).

FigureO.
Average Annual Wagein the Appalachian Portion of Each
State, 1998 (nominal dollars)
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Source: Table AL

Average annual wages are similar except in New Y ork, where they are much higher.

The industrial composition in Appalachian states are compared in Figures 10-14, based on data reported
Tables A2 and A3.
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Figure 10.
Mining Employment Sharein the Appalachian
Part of Each State, 1998 (per cent)
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Source: Table A2. Per cent of Total Employment

Figurell.
Manufacturing Employment Sharein the Appalachian Part
of Each State, 1998 (per cent)
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Figures 10 and 11 show the wide variation in the mining and manufacturing employment share in the
Appaachian region of each state.
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Figurel2.
Services Employment Sharein the Appalachian Part of
Each State, 1998 (per cent)
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Source: Table A2, Services Employment Share (per cent)

There are less dramatic differences in the services and government employment shares (Figure 12 and
13).

Figure 13.
Government Employment Sharein the Appalachian Part of
Each State, 1998 (per cent)

West Virginia
Virginia
Tennessee
South Carolina
Pennsylvania
Ohio

North Carolina
New York
Mississippi
Maryland
Kentucky
Georgia
Alabama

0 2 4 6 8 10 12 14 16 18
Source: Table A2. Government Employment Shar e (per cent)

Decomposing the high rate of 1993 to 1998 FIRE employment growth within Appalachia by state (Figure
14), we find:
- FIRE employment mushroomed by 25 to 27 percent in the Appalachian portions of New Y ork and
Tennessee,
FIRE employment rose by 9.9 to 11.2 percent in the Appaachian part of four other states (Georgia,
North Caroling, Ohio, and Pennsylvania);
in the Appalachian part of six other states, FIRE employment changed by somewhere in the range of
—4.5 to +3 percent.
In Kentucky, it fell 10.6 percent.
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Figure 14.
Changein FIRE Employment in the Appalachian Part of
Each State, 1993 to 1998 (per cent)
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Source: Table A3. Changein FIRE Employment, 1993 to 1998 (per cent)

These trends may reflect the geographic decentralization of financial processing operations and call center
operations (on this, see Keystone Research Center 1998). Financia processing operations and call
centers, however, have telecommunications infrastructure and workforce skill requirements that may
restrict their expansion in the most underdeveloped parts of Appalachia

In other sectors:

- service employment rose in the Appalachian part of every state, the highest rate being about 12
percent in Maryland and Mississippi;
construction employment rose in the Appalachian part of every state, the highest rate being about 12
percent in North Carolina and Alabama;
manufacturing employment fell in the Appalachian portion of every state, the largest declines being
12 percent in Mississippi and the Carolinas.

Metropolitan and Non-metropolitan Counties

One hundred and nine Appalachian counties are in metropolitan areas, and 297 are classified as non-
metropolitan. From 1993 to 1998, metropolitan counties in Appalachia were much better off
economically than non-metropolitan counties (Table 4 and Figure 15).
- Non-metropolitan Appdachia had over 40 percent higher unemployment and underemployment in
1998 and nearly 10 percent higher labor force participation.
Metropolitan labor force participation rose 1.5 percent, while non-metropolitan labor force
participation hardly changed.
Unemployment and underemployment declined faster in metropolitan counties.
Metropolitan counties had substantialy lower proprietorship than non-metropolitan counties.
Metropolitan job growth dightly outpaced non-metropalitan.
In 1998, wages in metropolitan Appalachia were about 19 percent higher than those in non-
metropolitan parts of the region.
Farming, mining, manufacturing, and government accounted for smaller shares of employment in
metropolitan counties than in non-metropolitan ones.



Services and finance, insurance, and real estate were larger sources of employment in metropolitan
counties.

Employment in agricultural services and transportation and public utilities grew faster in metropolitan
counties, while FIRE grew more sowly.

Government jobs declined faster in metropolitan counties and mining jobs in non-metropolitan.

Figure15.
Labor Forcelndicatorsin Non-metropolitan Appalachia,
1998
(indexed to metropolitan Appalachia = 100)

Average Annual Wages

Underemployment

Labor Force Participation
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Source: Table 4. Per cent of Indicator in Metropolitan Appalachia
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TABLE 4.
METROPOLITAN AND NON-METROPOLITAN COUNTIESIN APPALACHIA
Non-metropalitan M etropolitan
L abor Force Participation Rate 1998 (percent) 58.5 63.9
Unemployment Rate 1998 (percent) 6.0 41
Underemployment 1998 (percent) 12.1 85
Proprietorship 1998 (percent) 205 155
Average Annual Wage 1998 (nominal dollars) 23,924 28,435
L abor Force Participation, Percent Change 1993-98 -0.3 +15
Unemployment, Percent Change 1993-98 -295 -38.1
Underemployment, Percent Change 1993-98 -26.4 -335
Proprietorship, Percent Change 1993-98 +2.0 +2.9
Average Annual Wage, Percent Change 1993-98 +20.9 +21.3
Total Employment, Percent Change 1993-93 +8.0 +94
Farm Employment Share 1998 (percent) 48 14
Mining Employment Share 1998 (percent) 17 04
Manufacturing Employment Share 1998 (percent) 20.6 151
FIRE Employment Share 1998 (percent) 42 6.2
Services Employment Share 1998 (percent) 22.9 29.1
Government Employment Share 1998 (percent) 144 126
Agricultural Services Employment Share, Percent Change 1993-98 +1.2 +12.4
Mining Trade Employment Share, Percent Change 1993-98 -19.3 -14.9
Transportation & Public Utilities Employment Share, Percent +4.8 +8.2
Change 1993-98
FIRE Employment Share, Percent Change 1993-98 +10.7 +75
Government Employment Share, Percent Change 1993-98 -29 -6.1

Sources: see Technical Appendix.

Labor Force Variables and Industrial Composition By Beale Codes

To further explore the relationship between economic variables and proximity to metropolitan areas, we
examined the experience of Appalachian codes using Beale Codes (Table A5to A7). These codes range
from O to 9 and are defined as follows:

Bede Definition

Centra counties of metropolitan areas with one million or more people

Fringe counties of metropolitan areas with more than one million people

Counties in metropolitan areas with 250,000 to one million people

Counties in metropolitan areas of less than 250,000 people

Urban population of 20,000 or more, adjacent to a metropolitan area

Urban population of 20,000 or more, not adjacent to a metropolitan area

Urban population of 2,500 to 19,999, adjacent to a metropolitan area

Urban population of 2,500 to 19,999, not adjacent to a metropolitan area
Completely rura (no places with 2,500 or more) adjacent to a metropolitan area
Completely rura (no places with 2,500 or more) not adjacent to a metropolitan area

cooo\loucn.hwml—\og
[¢)
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In 1998, unemployment and underemployment (Figure 17) were lowest, and labor force participation
(Figure 16) highest, in counties in central counties of large metropolitan areas (Beale Code=0) (in
practice, this category includes only Allegheny County in Pennsylvania, the central county of the
Pittsburgh metropolitan area).

Between 1993 and 1998, fringe counties of metropolitan areas with a population of 250,000 or more
(Beale Code = 1) (i.e., counties besides Allegheny in the Pittsburgh metropolitan area) experienced the
largest decline in unemployment, underemployment, and proprietorship; and the fastest employment and
wage growth.

Figure 16.
Labor Force Participation Rate by Beale Code in
Appalachia
(indexed to Beale Code=0 ar eas =100)
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Source: Table A4, Percent of LFPR in Beale Code=0 areas = 100

Figure 17.
Underemployment Rate in Appalachia by Beale Code, 1998
(indexed to Beale Code=0 ar eas = 100)
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Per cent of Underployment Rate in Beale Code = 0 Areas
Source: Table A4.

Completely rural counties not adjacent to a metropolitan area (Beale Code = 9) have the highest
unemployment and underemployment and the lowest labor force participation. These same counties also
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experienced the least improvement in labor force variables between 1993 and 1998, including adeclinein
labor force participation.

Small towns not adjacent to a metropolitan area (Beale Code = 5) experienced alarger declinein
unemployment in the 1993 to 1998 period than towns of the same size that are adjacent to an metropolitan
area (Bedle Code = 4). Bedle Code=5 counties also have more services employment than any other Bedle
category except Beale Code = 0. These characteristics raise the possibility that some small towns away
from large metropolitan areas are attracting higher-income individuas, including internet professionals

and retirees, based on their bucolic appedl.

Wage levels were highest in central counties of large metropolitan areas (Beale Code=0) — i.e., Allegheny
County. While Allegheny County wages are high relative to wages in the rest of Appaachia, over the
1979 to 1999 period, the median wage in metropolitan Pittsburgh plummeted 16 percent, from $14.06 to
$11.80 (in 1999 dollars) (Herzenberg and Bradley 2000, p. 23).

The second-highest wages were found in counties of 250,000 to one million people (Bede Code=2).
Four different Beale Codes (1 and 3-5) make up the third wage tier, al of which had similar wage levels.
Wages were lowest in completely rural non-metropolitan counties (Beale Codes=8 and 9)

The industrial composition of rural areas (Beale Codes 8, 9) and smdl towns (urban population < 20,000
but > 2500) not adjacent to a metropolitan area (Bedle Code = 7) differs substantialy from that of al
other counties (Table A5). These areas have more crop and livestock production, more mining, and less
wholesale trade, retail trade, FIRE, and services. In FIRE, however, employment increased the fastest in
rura areas from 1993 to 1998 (Figure 18).

Figure 18.
Change in FIRE Employment in Appalachia
by Beale Code, 1993-98 (per cent)

Beale Code

Percent Change
Source: Table A6.

Persistent Poverty Non-metropolitan Counties

Ninety-three non-metropolitan Appalachian counties are classified as having persistent poverty, defined
as having 20 percent or more of the total population in poverty according to the U.S. Census in 1960,
1970, 1980, and 1990. Two hundred and four non-metropolitan Appalachian counties are classified as
not having persistent poverty.
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Table 5 details the characteristics of persistent poverty counties and those that have not experienced
persistent poverty. Persistent poverty counties have higher unemployment and underemployment, lower
wages, and lower [abor force participation.

Persistent poverty counties benefited less than other non-metropolitan counties from the economic
expanson of the 1990s.
Unemployment and underemployment did not fall as much (in relative terms) during 1993-98in
persistent poverty counties as in other non-metropolitan counties.
Employment did not rise as much in persistent poverty counties.
Relative wages and labor force participation in persistent poverty counties did not change
substantialy over the 1993 to 1998 period.

Farming and government accounted for a higher employment share in persistent poverty counties, while
manufacturing accounted for alower share.

TABLE 5.
PERSISTENT POVERTY NON-METROPOLITAN COUNTIES

NOT PERSISTEN

PERSISTEN | T POVERTY

T POVERTY
Underemployment 1998 (percent) 116 139
Unemployment Rate 1998 (percent) 5.7 7.3
Labor Force Participation Rate 1998 (percent) 59.8 52.9
Underemployment, Percent Change 1993-98 -28.1 -19.6
Unemployment, Percent Change 1993-98 -31.4 -21.2
Labor Force Participation, Percent Change 1993-98 -0.3 -0.6
Sole Proprietorship 1998 (percent) 20.0 234
Sole Proprietorship, Percent Change 1993-98 +2.2 +1.2
Average Annua Wage 1998 (nomina dollars) 24,376 21,716
Average Annua Wage, Percent Change 1993-98 +20.9 +20.8
Tota Employment, Percent Change 1993-98 +8.3 +6.4
Farm Employment Share 1998 (percent) 4.1 8.1
Manufacturing Employment Share 1998 (percent) 21.2 17.0
Government Employment Share, Percent Change 1993-98 13.9 16.7
Agricultural Services Employment Share, Percent Change 0.0 6.9
1993-98
Mining Employment Share, Percent Change 1993-98 -17.9 -22.5
Congtruction Employment Share, Percent Change 1993-98 +6.3 +11.7
Trangportation and Public Utilities Employment Share, -0.6 +5.5
Percent Change 1993-98
FIRE Employment Share, Percent Change 1993-98 +12.1 +2.7
Services Employment Share, Percent Change 1993-98 +3.0 +7.2

Sources: see Technical Appendix.

27



Counties Categorized By Economic Experience

In 1983, ARC established a Distressed Counties program aimed at promoting development in the region’s
most underdevel oped regions (Wood and Bischak 2000). It now defines counties as distressed if they
meet three criteria: their three-year average unemployment rate and poverty rate exceed the national
levels by 50 percent and per capita market income (PCMI, which equas income excluding transfer
payments) is less than two-thirds the national level. Counties also qualify as distressed if their poverty
rate is more than double the national rate and they satisfy either of the other two criteria.

ARC now defines three other levels of economic well-being above “distressed.” Competitive counties
have poverty rates and three-year unemployment rates at or below the nationa average and PCMI of at
least 80 percent of the national average. Transitiona counties fall between distressed and competitive
status. Attainment counties have reached or exceeded the national average by all three measures. In
1993, there were 117 distressed counties, 250 transitional counties, 26 competitive counties, and 6
attainment counties. (The remaining seven counties in the current Appalachian region were not in the
region in 1993.)

Past divergence in economic success among A ppalachian counties become somewhat more pronounced
over the 1993 to 1998 period (Table 6 and Figure 19).

Employment grew by about a third in attainment counties between 1993 and 1998, compared to less
than 10 percent in less economically successful counties.

By 1998, distressed county wages were about 29 percent below attainment county wages.
Unemployment and underemployment fell more in less distressed counties.

Labor force participation rose dightly in attainment counties between 1993 and 1998 and was nearly
unchanged in other counties.

Figure 19. Percent Changein Labor Force Indicators 1993
t0 1998 in Appalachian Counties Grouped by Economic
Status
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Source: Table 6.
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TABLE 6.
FOUR COUNTY GROUPS CATEGORIZED BY ECONOMIC SUCCESS

Distressed | Transitional Compstitive Attainment
Underemployment 1998 (percent) 15.0 10.3 74 44
Unemployment Rate 1998 (percent) 78 50 34 23
Labor Force Participation Rate 1998 (percent) 52.7 61.2 65.2 771
Underemployment, Percent Change 1993-98 -26.5 -29.2 -337 -40.3
Unemployment, Percent Change 1993-98 -29.3 -330 -394 -42.2
L abor Force Participation, Percent Change 1993-98 -0.1 +0.7 +0.7 +1.6
Proprietorship 1998 (percent) 22.7 181 141 177
Proprietorship, Percent Change 1993-98 +1.0 +2.8 +4.3 -91
Average Annual Wage 1998 (nominal dollars) 22,709 25,567 30,191 31,921
Average Annual Wage, Percent Change 1993-98 +19.6 +20.7 +21.4 +26.9
Total Employment, Percent Change 1993-98 +6.9 +8.1 +8.3 +33.2
Farm Employment Share 1998 (percent) 6.7 3.0 0.8 0.7
Mining Employment Share 1998 (percent) 43 0.8 0.3 0.2
Construction Employment Share 1998 (percent) 56 58 59 8.7
M anufacturing Employment Share 1998 (percent) 16.3 17.9 16.6 13.0
Wholesale Trade Employment Share 1998 (percent) 2.6 36 4.6 10.7
Services Employment Share 1998 (percent) 219 258 30.7 26.9
Government Employment Share 1998 (percent) 15.8 14.0 11.2 8.8
Farm Employment Share, Percent Change 1993-98 -9.0 -10.6 -124 -274
Agricultural Services Employment Share, Percent Change +4.8 +2.8 +22.7 +4.8
1993-93
Mining Employment Share, Percent Change 1993-93 -21.3 -16.3 -7.0 +0.7
M anufacturing Employment Share, Percent Change 1993-98 -37 -7.8 -6.9 -79
Transportation & Public Utilities Employment Share, Percent +1.7 -0.7 +4.7 -0.6
Change 1993-98
Wholesale Trade Employment Share, Percent Change 1993-98 +0.3 -11 +1.2 -4.6
Retail Trade Employment Share, Percent Change 1993-98 +7.3 +4.5 +2.4 +5.1
FIRE Employment Share, Percent Change 1993-98 +3.9 +9.4 +7.3 +7.6
Services Employment Share, Percent Change 1993-98 +5.6 +3.7 +1.8 +4.1
Government Employment Share, Percent Change 1993-98 -3.3 -3.9 -6.1 -13.1

Sources: see Technical Appendix.

Proprietorship appears to be a response to economic distress except in the most economically successful
counties. Proprietorship was highest in distressed counties, lower in transitional counties, and lower il

in competitive counties. Proprietorship was amost as high in the six attainment counties as in transitional
counties. Proprietorship increased the least between 1993 and 1998 in distressed counties, increased more
in transitional counties, increased the most in competitive counties, and declined in attainment counties.

Farming, government, and mining were smaller shares of employment in more economicaly

successful counties than in less successful ones. Distressed counties, in particular, had a markedly
higher mining employment share than other types of counties.
Congtruction employment, on the other hand, was higher in more successful counties, probably as a
consequence of faster economic growth in those counties.
The manufacturing employment share is substantially smaller in attainment counties than in the other
county categories, while the wholesale trade share is substantially larger.

The services employment share rises with economic success up through the competitive county

category, but is only dightly higher in attainment counties than in transitiona counties.




More economically successful counties lost more farming and government employment (in relative
terms) than less successful counties from 1993 to 1998, with attainment counties losing substantially
more of both kinds of jobs than other counties.

Mining employment declined more in less successful counties and was nearly unchanged in
attainment counties.

The decline in manufacturing’ s share of employment and the rise in FIRE’ s share were both
considerably smadller in distressed counties than in more successful counties.

The growth of the retail trade and services employment shares was lower in more successful counties
up through the competitive category but was dightly higher in attainment counties than in transitional
counties.

The employment share of agricultural services grew much more in competitive counties than in any
of the other categories.

Mining-Dependent Non-metropolitan Counties

We now turn to our analysis of labor market indicators in counties based on their economic base. We
begin with mining-dependent counties.

Forty-one non-metropolitan counties in Appalachia are mining-dependent (i.e., mining contributed to a
weighted annual average of 15 percent or more of labor and proprietor income from 1987 to 1989). The
other 256 non-metropolitan Appalachian counties are not mining-dependent.

Figure 20.
A Profile of Mining-Dependent Counties and Non-Mining-
Dependent Counties, 1998 (all figuresin percent)

Government Employment Share ﬁ

Mining Employment Share

Underemployment |

Per cent

Source: Table 7. ™ Non-Minina-Dependent ™ Minina-Dependent

In mining-dependent counties (Table 7 and Figure 20):
mining accounted for nearly 10 percent of total employment in 1998, compared to less than one
percent in non-mining dependent counties,
unemployment and underemployment were much higher in 1998 and lower |abor-force participation
much lower than in non-mining-dependent counties,
in contrast to experience in many other groups of depressed copies, unemployment and
underemployment fell faster (between 1993 and 1998) than in non-mining-dependent counties,
wages in 1998 were about 6 percent higher than elsewhere in non-metropolitan Appaachia; and
wages and employment grew more sowly from 1993 to 1998.



Mining-dependent counties had more government employment (as a share of the employed population)
and dramatically less manufacturing employment than other counties. Mining’s share of employment fell
faster and FIRE' s share of employment grew less in mining-dependent counties from 1993 to 1998.

TABLE 7.
MINING-DEPENDENT NON-METROPOLITAN COUNTIES
Non-mining- Mining-
dependent dependent
Underemployment 1998 (percent) 115 15.7
Unemployment Rate 1998 (percent) 5.7 8.0
Labor Force Participation Rate 1998 (percent) 60.1 48.3
Underemployment, Percent Change 1993-98 -25.0 -31.3
Unemployment, Percent Change 1993-98 -28.1 -34.9
Labor Force Participation, Percent Change 1993-98 -0.2 -2.3
Proprietorship 1998 (percent) 20.9 179
Proprietorship, Percent Change 1993-98 +1.8 +3.4
Average Annual Wage 1998 (nominal dollars) 23,757 25,239
Average Annual Wage, Percent Change 1993-98 +21.6 +16.5
Tota Employment, Percent Change 1993-98 +8.4 +4.7
Mining Employment Share 1998 (percent) 0.8 94
Manufacturing Employment Share 1998 (percent) 22.3 6.9
Government Employment Share 1998 (percent) 139 18.6
Mining Employment Share, Percent Change 1993-98 -14.6 -20.1
Manufacturing Employment Share, Percent Change 1993-98 -7.1 +2.3
Wholesale Trade Employment Share, Percent Change 1993-98 +2.0 -4.9
FIRE Employment Share, Percent Change 1993-98 +11.9 +2.1

Sources: see Technical Appendix.

Manufacturing-Dependent Non-metropolitan Counties

One-hundred and twenty eight non-metropolitan Appalachian counties were manufacturing-dependent
counties (manufacturing contributed a weighted annual average of 30 percent or more labor and
proprietor income from 1987 to 1989). The other 169 non-metropolitan counties were not manufacturing
dependent. Manufacturing employment was 28 percent of total employment in manufacturing-dependent
counties, compared to nearly 12 percent in non-manufacturing dependent counties (Table 8).

In 1998, underemployment and unemployment rates were lower, and the labor force participation rate
higher, in manufacturing-dependent than in non-manufacturing dependent non-metropolitan counties.
Unemployment and underemployment rates decreased by six percentage points more in non-
manufacturing dependent counties from 1993-98 than in manufacturing dependent counties. This
may reflect the increasing pressure of imports on low-wage U.S. manufacturing.

In 1998, wages in manufacturing counties were only about 3 percent higher than those in other non-
metropolitan counties. This reflects the longstanding low-wage character of Appalachian
manufacturing.
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TABLE 8.
MANUFACTURING-DEPENDENT NON-METROPOLITAN COUNTIES

Not- Manufacturing

Manufacturing |Dependent

Dependent
Underemployment Rate 1998 (percent) 129 11.2
Unemployment Rate 1998 (percent) 6.5 5.5
Labor Force Participation Rate 1998 (percent) 55.4 61.7)
Underemployment, Percent Change 1993-98 -28.8 -23.2
Unemployment, Percent Change 1993-98 -32.1 -26.3
Labor Force Participation, Percent Change 1993-98 0.0 -0.7
Farm Employment Share 1998 (percent) 5.2 4.4
Mining Employment Share 1998 (percent) 3.2 0.6
Manufacturing Employment Share 1998 (percent) 11.7 28.3
Transport and Public Utilities Employment Share 1998 (percent) 4.7 3.9
Retall Trade Employment Share 1998 (percent) 18.6 16.3
Service Employment Share 1998 (percent) 26.0 20.3
Government Employment Share 1998 (percent) 16.2 12.8
Farm Employment, Percent Change 1993-98 -10.3 -10.2
Mining Employment, Percent Change 1993-98 -20.4 -14.9
M anufacturing Employment, Percent Change 1993-98 -4.2 -7.2
Trangport and Public Utilities Employment, Percent Change 1993-98 -1.9 3.1
Retail Trade Employment, Percent Change 1993-98 6.4 5.4
Service Employment, Percent Change 1993-98 2.2 5.2
Government Employment, Percent Change 1993-98 -2.6 -3.2
Tota Employment, Percent Change 1993-98 8.3 7.7)
Average Annua Wage 1998 (nominal dollars) 23,500 24,295
Average Annual Wage, Percent Change 1993-98 195 22.1]
Average Annua Wage 1993 (nomina dollars) 19,659 19,899

Sources: see Technical Appendix.

Farming-Dependent Non-metropolitan Counties

Six non-metropolitan Appalachian counties were farming-dependent defined as farming contributing a
weighted annual average of 20 percent or more labor and proprietor income over the three years from
1987 to 1989. Two hundred and ninety counties were non-farming-dependent

Underemployment and unemployment rose about 10 percent in farming-dependent counties between
1993 and 1998 while they fell by more than a quarter el sewhere (Table 9). Whilein 1993,
underemployment in farming-dependent counties had been much lower¥, 11.8 versus 16.3 percent¥ by
1998 underemployment was a percentage point higher in farming-dependent counties compared to non-
farming dependent counties. For unemployment, afarming-dependent county advantage of 6.6 percent
vs. 8.4 percentage became a disadvantage of 7.2 versus 5.9 percent by 1998.

Behind the deteriorating labor market situation in farming-dependent Appalachialay a nearly 10 percent

declinein farming employment. In addition, manufacturing employment dropped 15 percent, possibly a
reflection of drop offsin food processing linked with manufacturing. (Since our data set does not have

32



two-digit manufacturing employment, we cannot confirm this hypothesis) Employment overdl grew by
8 percent in non-farming dependent non-metropolitan Appaachian counties, while remaining essentialy

unchanged in farming-dependent counties.

There are more almost twice as many proprietors as a share of the working population in farming-
dependent counties, with nearly two out of five employed people classified as proprietors.

In 1998, wages were about 24 percent lower in farming-dependent counties than in the rest of non-

metropolitan Appaachia.

TABLE 9.
FARMING-DEPENDENT NON-METROPOLITAN COUNTIES

Non- Farming-

farming- dependent

dependent
Underemployment 1998 (percent) 12.0 12.9
Unemployment Rate 1998 (percent) 5.9 1.2
Labor Force Participation Rate 1998 (percent) 58.5 58.7
Underemployment, Percent Change 1993-98 -26.6 +9.6
Unemployment, Percent Change 1993-98 -29.7 +9.6
Labor Force Participation, Percent Change 1993-98 -0.3 -3.2
Proprietorship 1998 (percent) 204 37.6
Proprietorship, Percent Change 1993-98 +2.0 +0.7
Average Annua Wage 1998 (nomina dollars) 23,957 18,247
Average Annual Wage, Percent Change 1993-98 +20.9 +23.9
Tota Employment, Percent Change 1993-98 +8.0 +0.9
Farm Employment Share 1998 (percent) 4.7 22.7
Retail Trade Employment Share 1998 (percent) 174 14.3
Services Employment Share 1998 (percent) 23.0 15.3
Farm Employment Share, Percent Change 1993-98 -10.1 9.1
Retail Trade Employment Share, Percent Change 1993-98 +5.9 +15.8
Services Employment Share, Percent Change 1993-98 +3.5 +10.1
Agricultural Services Employment Share, Percent Change 1993-93 +1.5 -48.7
Mining Employment Share, Percent Change 1993-98 -194 +11.9
Construction Employment Share, Percent Change 1993-98 +7.1 +21.4
Manufacturing Employment Share, Percent Change 1993-98 -6.5 -15.3
Transportation & Public Utilities Employment Share, Percent Change +0.4 +10.8
1993-98
FIRE Employment Share, Percent Change 1993-98 +10.8 +4.8

Sources: see Technical Appendix.

Service Dependent Non-metropolitan Counties

Thirty-two non-metropolitan Appalachian counties qudified as service-dependent because service
activities contributed to a weighted annua average of 50 percent or more labor and proprietor income
over the three years from 1987 to 1989. Two-hundred and sixty five counties did not meet this standard.




No mgjor contrasts in labor market performance exist between service dependent and non-service

dependent counties (Table 10).

In non-service dependent counties, the share of manufacturing employment in total employment was over
two times the share in service dependent countiesin 1998. In service dependent counties, retail and FIRE
employment, as well as service employment, were significantly higher than in non-service dependent
countiesin 1998. Wages in service-dependent counties were about 3 percent above those in other non-

metropolitan counties.

TABLE 10.
SERVICE DEPENDENT NON-METROPOLITAN COUNTIES
Non-Services Services
Dependent Dependent
Underemployment Rate 1998 (percent) 12.0 12.4
Unemployment Rate 1998 (percent) 5.9 6.4
Labor Force Participation Rate 1998 (percent) 58.7 57.1
Underemployment, Percent Change 1993-98 -29.8 -27.7
Unemployment, Percent Change 1993-98 -0.3 -0.7
Labor Force Participation, Percent Change 1993-98 -26.5 -25.6
Farm Employment Share 1998 (percent) 51 3.1
Mining Employmert Share 1998 (percent) 1.9 1.1
Manufacturing Employment Share 1998 (percent) 22.4 10.4
Retail Employment Share 1998 (percent) 17.0 19.8
FIRE Employment Share 1998 (percent) 4.0 5.4
Services Employment Share 1998 (percent) 21.4 31.4
Government Employment Share 1998 (percent) 14.5 13.8
Farm Employment, Percent Change 1993-98 -10.1 -11.0
Mining Employment, Percent Change 1993-98 -19.9 -135
Manufacturing Employment, Percent Change 1993-98 -6.5 -7.1
Retall Employment, Percent Change 1993-98 5.8 6.6
F RE Employment, Percent Change 1993-93 10.2 13.1
Services Employment, Percent Change 1993-98 5.0 -1.3
Government Employment, Percent Change 1993-98 -3.1 -1.3
Tota Employment, Percent Change 1993-98 7.9 8.4
Average Annua Wage 1998 (nomina dollars) 23811 24,561,
Average Annua Wage 1993 (nominal dollars) 19,659 20,511
Average Annual Wage, Percent Change 1993-98 21.1 19.7)

Sources: see Technical Appendix.

Government-Dependent Non-metropolitan Counties

Twenty-four non-metropolitan Appalachian counties were classified as government-dependent, because
government activities contributed to a weighted annua average of 25 percent or more labor and proprietor
income from 1987 to 1989. Two-hundred and seventy-three counties were not government-dependent.

In 1998, government-dependent counties had dightly lower unemployment and underemployment,
and substantially lower labor force participation rates, than other non-metropolitan counties (Table

11).



Underemployment and unemployment fell in both types of counties at similar rates during 1993-98.
Government-dependent counties experienced a dight increase in labor force participation, while other
counties experienced virtually no change in labor force participation.

Proprietorship was very dightly higher in government-dependent counties, although it rose very

dightly lessin those counties between 1993 and 1998.

Wages grew more sowly in government-dependent counties but employment grew faster in those

counties.

In 1998, wages in government-dependent counties were about 13 percent lower than those in other
non-metropolitan counties. Government-dependent counties had much less manufacturing
employment and much more government employment than other counties.

TABLE 11.
GOVERNMENT-DEPENDENT NON-METROPOLITAN COUNTIES

Non- Government-

Government- dependent

dependent
Underemployment 1998 (percent) 12.1 117
Unemployment Rate 1998 (percent) 6.0 5.7
Labor Force Participation Rate 1998 (percent) 58.7 54.2
Underemployment, Percent Change 1993-98 -26.4 -255
Unemployment, Percent Change 1993-98 -295 -295
Labor Force Participation, Percent Change 1993-98 -04 +1.8
Proprietorship 1998 (percent) 205 22.9
Proprietorship, Percent Change 1993-98 +2.0 +1.8
Average Annual Wage 1998 (nominal dollars) 24,052 20,810
Average Annual Wage, Percent Change 1993-98 +20.9 +19.9
Total Employment, Percent Change 1993-93 +7.9 +84
M anufacturing Employment Share 1998 (percent) 210 8.9
Government Employment Share 1998 (percent) 139 26.7
Manufacturing Employment Share, Percent Change 1993-93 -6.5 -9.2
Government Employment Share, Percent Change 1993-98 -2.7 -4.7
Agricultural Services Employment Share, Percent Change 1993-98 +0.8 +8.7
Mining Employment Share, Percent Change 1993-98 -195 -12.2
Transportation & Public Utilities Employment Share, Percent Change 1993-98 +0.6 -4.8
Wholesale Trade Employment Share, Percent Change 1993-98 +15 -104
FIRE Employment Share, Percent Change 1993-98 +11.0 +4.3

Sources: see Technical Appendix.

Non-specialized Non-metropolitan Counties

Sixty-five non-metropolitan counties Appaachian counties fell into no specialized economic type from
1987 to 1989. Two hundred and thirty-two others did fall into a speciaized category.

Non-speciaized counties had dightly lower unemployment and underemployment rates and a dightly

higher labor force participation rate than other non-metropolitan counties (Table 12).

Unemployment and underemployment fell more in non-specialized counties, and labor force
participation increased more between 1993 and 1998 in non-specialized counties.

Proprietorship is substantially higher in non-specialized counties.

Employment grew more and wages rose dightly more in non-specidized counties.




In 1998, wages were still about 9 percent lower in non-specialized counties than in other non-

metropolitan counties.

TABLE 12.
NON-SPECIALIZED NON-METROPOLITAN COUNTIES
Not Non-specialized | Non-
specialized

Underemployment 1998 (percent) 122 11.2
Unemployment Rate 1998 (percent) 6.0 5.6
Labor Force Participation Rate 1998 (percent) 58.2 59.8
Underemployment, Percent Change 1993-98 -25.6 -30.2
Unemployment, Percent Change 1993-98 -28.5 -34.2
Labor Force Participation, Percent Change 1993-98 -0.7 +1.6
Proprietorship 1998 (percent) 19.6 255
Proprietorship, Percent Change 1993-98 +2.5 -0.9
Average Annual Wage 1998 (nominal dollars) 24,259 22,095
Average Annual Wage, Percent Change 1993-98 20.7 22.3
Tota Employment, Percent Change 1993-98 7.4 11.3
Farm Employment Share 1998 (percent) 4.2 7.9
Manufacturing Employment Share 1998 (percent) 21.2 17.0

Sources: see Technical Appendix.

Retirement Community Non-metropolitan Counties

The Economic Research Service of the Department of Agriculture defined retirement community counties
as those in which the population aged 60 years increased by 15 percent or more from 1980 to 1990 due to
the movement of people. Appaachiahad 19 retirement community counties and 278 non-retirement

community counties

The 1998 unemployment rate was 4.5 percent in retirement counties compared to 6.1 percent in non-

retirement counties (Table 13 and Figure 21).

The underemployment rate was 2.5 percentage points lower in retirement counties.

Retirement counties saw larger drops in underemployment and unemployment rates from 1993 to
1998.

Overal employment growth in retirement community counties was about twice the employment
growth in non-retirement community counties (16 percent versus 7.5 percent).

Farming, mining, and combined were about 8 percentage points higher in non-retirement community
countiesin 1998 — 28 percent against 20 percent.

FIRE, services, and retail employment are each 2-3 percentage points higher in retirement
communities, with FIRE growing very rapidly recently. Thusis consistent with the hypothesis that,
to attract retirees, non-metropolitan Appa achian counties must have basic amenities and services that
the elderly desire.

In 1998, retirement destination county wages were about 1 percent below those in other non-
metropolitan counties.



Figure21. Unemployment and Underemployment in
Retirement Countiesand Other Non-metropolitan
Appalachian Counties
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Source: Table9.
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TABLE 13.
RETIREMENT COMMUNITY NON-METROPOLITAN COUNTIES
Non-Retirement |Retirement
Community Community
Underemployment Rate 1998 (percent) 12.2 9.7
Unemployment Rate 1998 (percent) 6.1 45
Labor Force Participation Rate 1998 (percent) 58.6 57.3
Underemployment, percent Change 1993-98 -25.9 -339
Unemployment, percent Change 1993-98 -28.8 -39.5
L abor Force Participation, percent Change 1993-98 -0.2 -1.7
Farm Employment as a percent of Total 1998 5.0 2.7
Mining Employment as a percent of Total 1998 19 04
Construction Employment as a percent of Total 1998 53 8.3
Manufacturing Employment Share 1998 (percent) 20.8 17.0
Retail Trade Employment Share 1998 (percent) 17.3 191
FIRE Employment Share 1998 (percent) 41 6.5
Service Employment Share 1998 (percent) 22.8 25.2
Government Employment Share 1998 (percent) 145 132
Proprietorship Employment Share 1998 (percent) 204 228
Farm Employment, percent Change 1993-98 -9.8 -18.1
Mining Employment, percent Change 1993-98 -194 9.7
Construction Employment, percent Change 1993-98 7.2 41
Manufacturing Employment, percent Change 1993-98 -6.4 -8.1
Retail Trade Employment, percent Change 1993-98 5.9 6.2
FIRE Employment, percent Change 1993-98 9.0 281
Service Employment, percent Change 1993-98 39 -05
Government Employment, percent Change 1993-98 -2.7 -5.6
Proprietorship Employment, percent Change 1993-98 19 2.2
Average Annual Wage 1998 (nominal dollars) 23,942 23,650
Average Annual Wage, Percent Change 1993-98 20.8 225
Average Annual Wage 1993 (nominal dollars) 19,817 19,301

Sources: see Technical Appendix.

Commuting Non-metropolitan Counties

Commuting counties were defined as those in which 40 percent or more of the county’s workers aged 16
years and over commuted to jobs outside their county of residence in 1990. Appalachiaincluded 226
commuting non-metropolitan counties and 71 non-commuting non-metropolitan counties

Commuting counties had dightly lower unemployment and underemployment rates, possibly
reflecting the availability of job opportunities within a multi-county regiona economy (Table 14).
The decline in unemployment and underemployment between 1993 and 198 was dightly larger in

commuting counties.

The proprietorship rate was much higher in commuting counties. This raises the possibility that
people with service businesses — broadly defined, and including professiona partnerships that serve
resdentia populations — more often set them up near where they live.



Commuting counties had dightly faster wage growth and much faster employment growth during

1993-98.

In 1998, commuting county wages were about 7 percent below those in other non-metropolitan

counties.

Manufacturing, services, and retail trade each accounted for a lower share of employment in

commuting counties.

The employment shares of construction; transportation and public utilities; and finance, insurance,

and real estate all grew much faster in commuting counties.

TABLE 14.
COMMUTING NON-METROPOLITAN COUNTIES
Non- Commuting
commuting
Underemployment 1998 (percent) 122 112
Unemployment Rate 1998 (percent) 6.0 55
L abor Force Participation Rate 1998 (percent) 584 59.1
Underemployment, Percent Change 1993-98 -25.8 -30.3
Unemployment, Percent Change 1993-98 -28.7 -34.4
Labor Force Participation, Percent Change 1993-98 -05 +0.5
Proprietorship 1998 (percent) 196 284
Proprietorship, Percent Change 1993-98 +2.0 +0.3
Average Annual Wage 1998 (nominal dollars) 24,103 22,407
Average Annual Wage, Percent Change 1993-98 +20.9 +21.8
Total Employment, Percent Change 1993-93 +7.5 +125
Manufacturing Employment Share 1998 (percent) 20.8 18.9
Retail Trade Employment Share 1998 (percent) 176 15.2
Services Employment Share 1998 (percent) 23.2 20.3
Construction Employment Share, Percent Change 1993-93 +6.6 +10.4
Transportation and Public Utilities Employment Share, Percent Change 1993-98 -0.0 +5.9
FIRE Employment Share, Percent Change 1993-98 +9.4 +25.8

Sources: see Technical Appendix.

Transfer Dependent Non-metropolitan Counties

From 1987 to 1989, in 91 non-metropolitan Appalachian counties, income from transfer payments

contributed a weighted annua average of 25 percent or more total persona income. Two hundred and six
counties received less income from transfers.
- Underemployment and unemployment rates were significantly higher and labor force participation
significantly lower in transfer dependent countiesin 1998 (Table 15).
As a percentage of total employment, mining employment was substantially higher and
manufacturing employment was significantly lower in transfer dependent counties than in non-
transfer dependent counties in 1998.
Starting from similar basesin 1993, FIRE employment in transfer dependent counties rose
moderately while it increased more substantialy in non-transfer counties through 1998.
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TABLE 15.
TRANSFER-DEPENDENT NON-METROPOLITAN COUNTIES
Not-Transfer |Transfer
Dependent  |Dependent
Underemployment Rate 1998 (percent) 111 15.4
Unemployment Rate 1998 (percent) 55 8.1
Labor Force Participation Rate 1998 (percent) 60.7 50.4
Underemployment, percent Change 1993-98 -25.7 -21.7
Unemployment, percent Change 1993-98 -28.9 -30.5
Labor Force Participation, percent Change 1993-98 -0.4 -0.3
Farm Employment as percent Total 1998 4.6 5.8
Mining Employment as percent Total 1998 1.2 45
Manufacturing Employment as percent Total 1998 22.6 11.2
Transport and Public Utilities Employment as percent Total 1998 4.0 51
Wholesale Trade Employment as percent Total 1998 29 25
Retail Trade Employment as percent Tota 1998 17.3 18.0
FIRE Employment as percent Total 1998 4.3 3.8
Services Employment as percent Total 1998 225 24.8
Government Employment as percent Total 1998 13.7 17.8
Farm Employment, percent Change 1993-98 -104 -9.3
Mining Employment, percent Change 1993-98 -17.0 -21.3
Manufacturing Employment, percent Change 1993-98 -7.0 -3.6
Transport and Public Utilities Employment, percent Change 1993-98 0.8 -0.5
Wholesale Trade Employment, percent Change 1993-98 2.0 -3.2
Retail Trade Employment, percent Change 1993-98 6.1 52
FIRE Employment, percent Change 1993-98 119 4.9
Services Employment, percent Change 1993-98 3.3 51
Government Employment, percent Change 1993-98 -2.5 -3.8
Total Employment, percent Change 1993-98 8.3 6.6
Average Annua Wage 1998 (nomina dollars) 24,130 22,958
Average Annual Wage, Percent Change 1993-98 21.3 19.2
Average Annua Wage 1993 (nominal dollars) 19,900 19,267

Sources. see Technical Appendix.

In 1998 government employment as a share of total employment was significantly higher in transfer

dependent counties than in non-transfer dependent counties

In 1998, wages in transfer-dependent counties were about 5 percent below those in other non-

metropolitan counties.

Federal Lands Non-metropolitan Counties

In 24 non-metropolitan Appalachian counties, federally-owned lands made up 30 percent or more of a
county’sland areain the year 1987. Two hundred and seventy three non-metropolitan counties did not

meet this criterion.

In most respects, federal l1ands counties resemble other non-metropolitan counties (Table 16).



Wages in 1998 were about 7 percent lower in federal lands counties than in other non-metropolitan

counties.

Employment rose more in federal lands counties from 1993 to 1998, led by increassesin FIRE,

construction, and mining.

Both farm and manufacturing employment fell more in federal l1ands counties during 1993-98.

TABLE 16.
FEDERAL LANDSNON-METROPOLITAN COUNTIES
Not Federal | Federal
Lands Lands
Underemployment 1998 (percent) 121 11.7
Unemployment Rate 1998 (percent) 6.0 5.6
Labor Force Participation Rate 1998 (percent) 585 57.9
Underemployment, Percent Change 1993-98 -26.3 -27.2
Unemployment, Percent Change 1993-98 -294 -31.7
Labor Force Participation, Percent Change 1993-98 -0.3 -0.2
Proprietorship 1998 (percent) 204 23.7
Proprietorship, Percent Change 1993-98 +1.9 +3.3
Average Annual Wage 1998 (nominal dollars) 23,990 22,359
Average Annual Wage, Percent Change 1993-98 +20.9 +21.4
Total Employment, Percent Change 1993-98 +7.8 +13.2
Construction Employment Share 1998 (percent) 54 83
Manufacturing Employment Share 1998 (percent) 20.7 17.8
Farm Employment Share, Percent Change 1993-98 -10.0 -14.6
Mining Employment Share, Percent Change 1993-98 -195 +21.1
Construction Employment Share, Percent Change 1993-98 +6.8 +11.7
Manufacturing Employment Share, Percent Change 1993-98 -6.3 -11.6
Transportation & Public Utilities Employment Share, Percent Change 1993-98 +0.7 -5.0
Whol esale Trade Employment Share, Percent Change 1993-98 +1.4 -3.8
FIRE Employment Share, Percent Change 1993-98 +10.1 +26.5

Sources: see Technical Appendix.

Labor Market Performance and Employment Patterns Among Demographic Groups

We now turn to variations in labor market indicators and industry employment patterns by demographic
group. Figure 22 shows how labor force participation and underemployment vary by age, educational
atainment, gender, and race/ethnicity. Table A7 includes the data behind Figure 22 aong with
unemployment and industrial employment patterns by demographic group. (The datain Figure 22 and
Table A7 are for the United States as awhole, since there is no straightforward way to obtain data for

Appalachiaalone. See the Technical Appendix.)
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Figure 22.
L abor Force Participation and Underemployment Rates by
Demographic Group (Compared to Overall U.S. Rates)
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Prime age workers (25-64) have higher than average labor force participation rates and lower than
average unemployment and underemployment rates; 45-64 year olds, in particular, have unemployment
and underemployment rates well below the national average. Y oung workers 16-24) have unemployment
and underemployment rates well above the national average. Of special relevance to Appaachia,
workers with a high school education or less also have lower rates of labor force participation and higher
rates of unemployment and underemployment.

Turning to industry employment patterns, young, less educated, minority workers tend to occupy higher
than average shares of employment in traditionally low-paid, low-skill sectors. Those with lessthan a
high school degree are employed in farming, agriculture, and retail trade at rates well above the national
average. Workers with a high school degree or less are aso more likely to be employed in manufacturing
and construction. On the other hand, those with college degrees or above are more likely to be employed
in the higher paying service and government sectors.

Appaachid s low levels of education, high rates of unemployment and underemployment, and

dependence on low-skill farming, extractive industries, and manufacturing may be mutually reinforcing.
The strategic question is how poor areas can break out of traditional cycles of low levels of education and
employer reliance on low-skill strategies.

SUCCESSFUL AND UNSUCCESSFUL LOCAL DEVELOPMENT DISTRICTS
In this section, we look at the experience of local development districts with unusualy poor or unusudly
good labor market performance. We begin by looking at 10 digtricts that have the highest

underemployment. We then turn to the 10 digtricts with the lowest underemployment. For low
underemployment districts, we complement our statistical analysis with interviews with practitioners.
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Bottom 10 Local Development Districts Ranked by Highest Underemployment

All of the bottom 10 didtricts ranked by highest underemployment had underemployment and
unemployment rates at least about 50 percent above the U.S. average (Table A8). Four of these districts
arein West Virginia, three are in Kentucky, two arein Virginia, and oneisin Mississppi.

Labor force participation ratesin dl bottom 10 districts are at least 10 percentage points below the
national average, ranging from 48 to 58 percent.

The proprietors employment share is near or below the national average for half of the 10 digtricts
and at least 29 percent above the national average in the other half of the districts. One district¥4in
Kentucky¥s had a 42 percent proprietor employment share in 1998.

All but two bottom 10 districts experienced declines in underemployment and unemployment rates
from 1993 to 1998.

While overal employment increased in nine of the 10 digtricts, labor force participation declined in
al 10 districts from 1993 to 1998. This decline may reflect an aging population, which can drive
down labor force participation as we have defined it even if unemployment falls. In addition,
athough young people tend to leave declining LDDs — further aging the population — the entry into
the labor force of the offspring of post-World War 11 baby boomers (“the baby boomlet”) contributes
to employment expansion.

Unlformlty in industrial structure was the hallmark of the bottom 10 LDDS.
All but one of the bottom 10 districts has a higher than average share of employment in farming, with
one district in Kentucky having a 25 percent share (Table A9).
Seven of the 10 districts have much larger shares of employment in mining than the rest of
Appaachia or the United States as awhole.
The manufacturing share of total employment is only higher than the Appalachian average in two of
the 10 digtricts and al but one district has lower than average wholesal e trade employment.
All bottom 10 districts have below average employment shares in finance, insurance, and rea estate
employment.
Findly, seven of the 10 districts have higher than average shares of employment in government.

There was aso considerable uniformity with respect to changesin industrial composition from 1993 to
1998.
Six of the 10 districts experienced larger than average decreases in manufacturing employment (Table
A10).
All 10 of these districts experienced higher than average growth in retail trade employment, with half
of the districts having increases at least twice the Appalachian average.
Compared to arise of 8.5 percent and 1.8 percent in FIRE in Appalachia and the United States,
respectively, seven of these districts experienced declines in employment in this sector (between -1.5
percent and —9.3 percent) from 1993-98.

Findly, nine of the 10 districts in this group had above average growth in services employment.

Top 10 Local Development Districts

All of the top 10 locd development districts ranked by the lowest underemployment rates had both
underemployment and unemployment rates below the U.S. average (Table A11). In these didtricts:



underemployment in 1998 ranged from 4.3 percent to 7.2 percent, compared to the U.S. average of
8.6 percent;

unemployment ranged from 2.6 to 3.2 percent;

labor force participation and proprietorship in these counties vary widely around the U.S. averages for
these variables.

al 10 of these low-unemployment LDDs are in the South, with three in North Carolina, two each in
Georgia, Alabama, and Virginia, and one in South Carolina.

While indugtriad uniformity is the halmark of the bottom 10 LDDs, the industrial composition of the top
10 LDDs varies widely (Table A12). Thereis clearly more than one route to economic success in
Appaachia
- One of these LDDs— in North Carolina— has a 39.1 percent share of total employment in
manufacturing. Two others have manufacturing employment at least four percentage points above
the Appalachian average.
Four have manufacturing employment shares at |east three percentage points below the Appaachian
average.
One LDD has a 10.2 percent share of total employment in farming, which is about five times the
Appaachian average and four times the U.S. average.
One digtrict in Georgia has an 11.2 percent share of employment in wholesale trade, three times as
high as the national and Appalachian averages.
Government employment ranges from less than two thirds of the U.S. and Appalachian average to
nearly 50 percent more than these averages.
Changes in industriad composition in the 1993-98 period in thetop 10 LDDs do not follow any
smple pattern (Table A13).

Findings from I nterviews with Practitioners

To learn more about what explains economic success within Appalachia, we conducted telephone
interviews with eight practitioners in top-performing LDDs, ranked by low underemployment and
unemployment.® These practitioners all came from the South: two each in Georgia, North Carolina, and
Virginia, and one each in Alabama and South Carolina.

We initiated our interviews by asking an open-ended question — “what accounts for your district’s
economic success?’ Unlike surveys, open-ended questions do not require respondents to choose one of a
pre-specified set of answers, thereby imposing conceptua categories on the person interviewed. Open
ended questions allow those interviewed to use the concepts and terms that help them to make sense of
their Stuation.

In response to our opening question, virtualy al respondents provided information on whether their
digtrict fell partly in or near a metropolitan area, on the industries concentrated in their district, and on the
district transportation and educational infrastructure. In some cases, respondents also provided
information on the role of state policy, and local economic development strategy, in district success.
When respondents phrased answer in very genera terms, we asked them to elaborate their answers and
illustrate their points with examples.

® When we could not reach a practitioner in some of our top 10 districts, to increase our sample, we included the 11"
and 12" place LDDs ranked by lowest underemployment.



The interviews uncovered several themes. Five of the eight LDDs from which we interviewed
practitioners are predominantly metropolitan, whereas only alittle more than a quarter of all countiesin
Appaachia are metropolitan. One practitioner, asked to explain his area’ s success, said smply “Atlanta.”
In this and other cases, economic success flowed directly out of the growth of a metropolitan area
encompassing all or part of the district.

Another common theme was transportation infrastructure. In the metropolitan areas, respondents
mentioned the links interstate highways provided to alarger regiona economy. In one metropolitan and
one largely non-metropolitan region, aregiond airport was aso noted as critical to success.

Five of the eight practitioners highlighted manufacturing as a central contributor to regional success.
Three of five manufacturing-focused LDDs said their district had made some effort to attract higher-end
manufacturing. Two practitioners acknowledged the vulnerability of their traditionad manufacturing, in
particular the textiles industry, to competition from low-wage economies. Two other interviewees said
most textiles jobs had aready left their district.

All but one of those interviewed volunteered that loca educational and technica ingtitutions helped
explain regiona success. In severd cases, interviewees emphasized the capacity of local technical
schools to meet the customized needs of manufacturing employers. In North Carolina, especidly, this
partly reflects the state’ s well-funded community colleges. North Carolina invests twice as much per
capitain community colleges as the national average (Herzenberg 2000).

About haf of the districts spoke about regional planning or the development of explicit strategiesin
response to state and federa planning reguirements built into economic development programs. A couple
of practitioners saw the development of a strategic plan, with key loca actors involved in developing the
plan, as providing an important potential boost to regional economic development. They described it asa
way to improve coordination among loca development agencies and educationa ingtitutions, with broad
participation in the development of the plan getting key local actors “singing from the same sheet of
music.” For example, the New River Valey Planning Digtrict Commission, in Virginia, fostered links
between local technical colleges and a mgjor university in the areato alow for easier transfer into
computer engineering programs. The Central Shenandoah Region, aso in Virginia, identified 14
“Strategic Initiatives’ out of a series of five strategic planning workshops. The top two initiatives were
using eco-friendly regional land use and “smart growth” policies to preserve the region’s natural beauty
and qudlity of life; and building on secondary and higher education programs that can meet the skill needs
of targeted business sectors.

Despite some discussion of strategic planing, interviewees gave the impression that an explicit regiona
strategy had not yet played alarge role in these districts' success. The digtricts instead have benefited
mostly from good fortune¥z being in the right location.

Implicitly, the practitioners we spoke with articulated a * second generation” economic devel opment
strategy different from classic “first generation” Southern development strategy of recruiting low-wage
employers. In the “second generation” approach, recruiting manufacturers was still seen as

important¥2 athough more often higher-wage employers¥z with business subsidies one important
recruitment tool (except, we were told, in North Caroling). The second generation approach aso
recognized the importance of government investment in public goods that serve al or many industries
(transportation infrastructure, higher education). There was little evidence that practitioners perceived a
role for economic development agencies in shifting whole industries toward “high road” (high-wage,
high-productivity, high-skill) competitive strategies. Without such a “third generation” economic
development approach, serious questions exist regarding how well Appaachia, particularly



manufacturing-dependent non-metropolitan counties, will withstand competition from Mexico, China,
and other low-wage countries. We return to this issue in the conclusion.

BOX: BEHIND THE SUCCESS OF LOW UNDEREMPLOYMENT LDDS

LDD 2D. Cherokee, Douglas, and Gwinnett Counties in Georgia. District has now become part of
metropolitan Atlanta. As a consequence, the population of Gwinnett tripled between 1980 to 1999, from
166,000 to 523, 000. The three counties together now have a population of 750,000 compared to 270,000
in 1980. Interstate 85 hooks this LDD up with South and North Carolina. Its job base was arigindly
warehousing. Wholesale trade remains over 11 percent of employment, amost two-and-a-haf times the
U.S. average. Loca government has aggressively pursued commercia development, with Gwinnett
seeking to become an independent job base, separate from its commuter status. The region has aso
expanded high technology within the “northern crescent” outside Atlanta. Gwinnett Tech. is considered a
high quality source of technicd labor, athough much skilled labor is ill in-migration. Continuing
investment in infrastructure is necessary to support the region’s rapid growth. It is now difficult to fill
low-wage jobsin the region. There isno easy way for inner city residents to reverse commute to outlying
suburbs.

LDD 7I. Surry, Davie, Forsyth, Stokes, Y adkin in North Carolina. All but Surry County fal into the
Winston-Salem metropolitan. Surry is a manufacturing-dependent county. Winston-Sdem is growing
rapidly athough not as fast as Raleigh or Charlotte. 140 going East-West and 177 going North-South link
district with regiona economy. Winston-Salem is the headquarters of Wachovia Bank and substantial
insurance also existsin the city. Industria parks with light manufacturing dot the freeway, as reflected in
anearly 20 percent manuf acturing employment share. There have been textile layoffsin Surry. Some
concern also exists regarding the future of the tobacco industry but farming is not a disproportionate share
of employment in the digtrict.

LDD 10A. Anderson, Cherokee, Greenville, Oconee, Pickens, Spartanburg in South Carolina. All except
Oconee fdl within the Greenville metropolitan area. Ocenee is adjacent to the metropolitan area, as well
as a manufacturing-dependent county and a retirement destination.  This LDD falls halfway between
Charlotte and Atlanta, with 185 linking it to the regional economy. Clemson University isin Pickens
County. The technical education system is considered very good, with customized programs established

to train people for local employers. Thisis understood to be one reason the area has successfully attracted
foreign investment, including Michdlin’s U.S. headquartersin Greenville and aBMW plant in

Spartanburg. There is aregional approach to development that mitigates competition among counties.

The textile industry in the area has experienced difficulty.

LDD 12F. Bath, Highland, Rockbridge — Central Shenandoah Valley, Virginia (one of thetop 12 LDDs
measured by underemployment; top 10 ranked by lowest unemployment). Thisis an unusual successful
LDD, with both Bath and Highland being completely rural counties, not adjacent to a metropolitan area
(Bedle Code = 9) and Rockbridge being a non-metropolitan area with an urban population below 20,000
(Beale Code = 6). Bath is transfer-dependent, Highland farming-dependent, and Rockbridge a
commuting county. This region has very low unemployment but somewhat higher underemployment. It
views its strengths as natural beauty and a high quality of life. Its perceived weaknesses include low
wages, poor transportation links to rural areas, and workforce quality. The region regards pollution,
sprawl and poorly planned growth as threats. The region engaged in a comprehensive strategic planning
effort in 2000. Thetop 3 of 14 identified Strategic initiatives were promoting the quality of life and “eco-
friendly” land use policies, workforce development which supports targeted business sectors, and
improving the region’s technology and telecommunications infrastructure.




LDD 7E. Alexander, Burke, Cadwell — North Carolina. These counties fall in the Hickory metropolitan
area. The LDD has alarge manufacturing sector that includes furniture, textiles, fiber optics. (From 1999
to 2001, this LDD was hit very hard by manufacturing job loss.) Local government does not use many
incentives to attract companies. The North Carolina Department of Commerce requires companies that
receive public money to pay specified wage levels — as high as $13.50 for some kinds of assistance.
Utilities are cheap and the area has an airport, the Hickory Regional Airport, that ARC funding helped
keep open. The areatakes aregional approach to devel opment

LDD 1H. Elmore County, Alabama. EImore County is just north of Montgomery Alabamaand falls
within the metropolitan area. The counties to the East and West of Montgomery are heavily African+
American and the south of the city is owned primarily by awealthy landowner who will not develop the
area. White suburban population growth has thus been concentrated in ElImore, which has cheaper
housing and lower taxes than Montgomery. Many people commute from Elmore to a military base in
Montgomery. The population concentrates in the Southwest and Southeast of the County with no good
east-west road across the county. Under Alabama law, counties have little planning authority, unlike
cities. Thisrestricts district ability to pursue sound land use policies.

LDD 2B. Thirteen Countiesin Northeast Georgia Tota population 425,000, including 220,000 in

Forsyth and Hall counties, which are the closest to Atlanta. The population of Forsyth County grew by an
estimated 10,000 in 1999 aone (about 12 percent). All of the 13 counties except Forsyth are non-
metropolitan, with four having Beale Code = 9, three Beale Code = 8, three Bedle Code = 7, and two
Bedle Code = 6. Six of the 13 counties are retirement destinations, five are commuting counties, and four
are manufacturing-dependent. The three largest manufacturing employersin Hall County (the largest
manufacturing-dependent county) are chicken poultry processors that employ nearly 4,000 people
between them. The second largest manufacturer in Forsyth is Tyson Foods, employing 1,400. The region
now seeks to attract jobs in el ectronics and high tech, with considerable success. Textiles have gone to
Mexico. The region benefited from a comprehensive statewide economic development program,
including a requirement that each locality develop a plan. It adso benefited from the “ One Georgia”’
program aimed at rural areas and from a unified state policy on water, recycling and the environment.
The region has a strong system of technica schools which aid new industries.

LDD 12D. Foyd, Giles, Montgomery, Pulaski, Virginia. All non-metropolitan counties, with only
Montgomery having an urban population of more than 20,000. All counties but Floyd are manufacturing-
dependent. Manufacturing includes cigarettes, truck manufacturing (Volvo plant in Pulaski), fiberglass
truck front ends, furniture manufacturing, some fiber optics. Mogt textile manufacturers have left. The
district development strategy includes aregiona industrial park, magnet technology schools that train
students across school districts, agreement between the community college and Virgina Tech. to alow
transfers into computer engineering, and the building of aregiond airport (New River Valley arport), of
which Volvo isaprimary user. Theregion is attempting to attract biomedical and biotechnology
industry.

Source: Telephone interviews with economic development practitioners.
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EIGHT SUCCESSFUL LDDS PROFILED

TABLE 17.

LDD Mainly Key Factor Near Higher Ed. | Explicit Economic base | Vulnerability
Metro. Interstate Strategy
2D- Yes-Atlanta | Growing 185 Gwinnett Not apparent | Wholesale
GA suburbs, now Tech. Trade
also jobs
locally
7I-NC | Yes- State strategy | 140,177 Yes Not apparent | Light manu- Tobacco and
Winston- supports shift facturing textiles
Salem to higher skill
manufacturing
10A- Yes- Yes Clemson, Yes—foreign | FIRE, Textiles
C Greenville CJT for mfing Manufacturing
local (BMW,
employers Michelin)
12F No Bucoliccharm, | Yes Weak; Strategic Farming Workforce
VA Shenandoah workforce planning in Quality, low
Vdley apriority 2000, to wages, land
for future maintain use, rural
success roads
TE-NC | Yes— Airport, cheap | Yes Com Not apparent | Manu- Low-wage
Hickory utilities munity locally; state | facturing — manufacturing
colleges strategy of furniture,
promoting textiles, fiber
high-wage optics
manufacturin
9
1H-AL | Yes-Mont- Growing Yes Not No Retail Sprawl, lack of
gomery suburbs mentioned planning and
taxing
authority
2B-GA | No Atlanta’s M ost of Strong Yes— Manufacturing | Need more $
growth; tech. thedistrict | technical required by (seeking high | for
schools; infra- schools state tech.), tourism, | infrastructure
structure, retirement
envir-onmental destination
policy
12D- | No Airport, tech. CHECK Magnet Yes— Manu- Textiles— but
VA education technical manufacturin | facturing, mostly gone
schooals, g and including aready
comm. education Volvo, seeking
College, focused high end
VA. Tech.

Source: Telephone interviews with economic development practitioners.

CONCLUSION

This study estimates underemployment and labor force participation rates at the county level within
Appaachia Anayzing this new data, we find that both underemployment and labor force participation
capture better than unemployment the continuing need for jobs in parts of Appalachia. While the
Appaachian unemployment rate was aimost the same as U.S. unemployment in 1998, the Appalachian




underemployment rate was 18 percent higher. The labor force participation rate in Appalachiawas 9
percent below the U.S. level in 1998.

Labor force participation rates and underemployment reved alack of employment especidly in
Appalachia s most depressed areas. In Central Appalachia, for example, underemployment equaled 13.6
percent in 1998 compared to the national average of 8.6 percent. This gap somewhat exceeds the
divergence between the 7 percent unemployment rate in Central Appalachia and the 4.6 percent
unemployment rate in the United States as awhole. The LFPR in Central Appalachiawas 53.3 percent in
1998, compared to the nationa average of 67.7 percent.

Even in Appaachia s Southern region, the LFPR was 65.1 in 1998, lower than the national average. By
contrast, unemployment in Southern Appalachia was 3.8 percent, well below the national level.
Underemployment in Southern Appaachiawas 8.0 percent in 1998, only dightly below the nationa
underemployment rate.

Taking into account al our measures of labor market performance¥s unemployment, underemployment,
average annua wages, employment creation, labor force participation¥s Appaachia experienced dightly
less improvement in the 1993 to 1998 period than the United States as a whole (the underemployment
change is from 1994 to 1998 because there is no U.S. figure estimated for 1993).

Even in the prosperous 1990s, the economic gap between Appalachia and the rest of the country did not
close. Thisislargely because of the lagging performance of Appalachia’s poorest regions. For example,
labor force indicators improved the least in Central Appalachia. The 117 Appadachian counties that were
distressed in 1993 experienced less improvement by 1998 in unemployment, underemployment, LFPR,
and average annual wage than transitiona, competitive, or attainment counties. Over this period,
Appaachia’s 293 non-metropolitan counties also experienced substantialy smaller dropsin
unemployment and underemployment than the 109 metropolitan counties. The relatively poor
performance of economically distressed and non-metropolitan Appalachia during a period of strong
economic growth leaves these regions in arelatively wesk position should the national economy falter.

Another cause for some concern is the future of manufacturing. Since the 1950s, manufacturing has been
an especially important route to economic advancement for Southern Appalachia. Reflecting this, 20
percent of total Southern Appalachian employment is in manufacturing, compared to only 14 percent for
Central and Northern Appalachia

Possibly as aresult of competition from low-wage imports, employment in Southern Appalachia s large
manufacturing sector dropped by 10 percent from 1993 to 1998. This compares with only a5 to 6 percent
employment decline in manufacturing within Central and Northern Appaachia and the United States as a
whole. In manufacturing-dependent non-metropolitan counties in Appalachia, the manufacturing
employment share fell from 30.5 to 28.3 percent between 1993 and 1998, while the manufacturing
employment share decline in non manufacturing dependent counties was only from 12.2 to 11.7 percent.
Possibly as a consegquence, unemployment and underemployment declined by 6 percentage points lessin
manufacturing-dependent non-metropolitan Appalachian counties than in non-manufacturing dependent
counties.

Underemployment and unemployment actualy rose about 10 percent in farming-dependent non-
metropolitan Appaachian counties between 1993 and 1998 while they fell by more than a quarter
elsawhere. Fortunately there were only six farming-dependent counties. Behind the deteriorating |abor
market situation in farming-dependent Appalachialay anearly 10 percent decline in farming employment
and a manufacturing employment fall of 15 percert.
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In non-metropolitan Appaachia, indugtridly diversified (i.e., non-specialized) counties experienced the
best performance from 1993 to 1998. They had five and six percentage point larger declinesin
underemployment and unemployment than industrialy specialized counties. By 1998, underemployment
in non-specialized counties was 11.2 percent rather than the 12.2 percent in speciaized counties.

For non-metropolitan counties, one positive development was the experience of counties with small urban
areas (20,000 or more), not adjacent to a metropolitan area. These communities experienced declinesin
unemployment and underemployment very similar to those of metropolitan counties. They actualy
experienced larger such declines than similar-sized urban areas adjacent to metropolitan areas. This could
reflect the inward migration of internet professionals and/or retirees, both groups attracted by a
combination of scenic beauty and attractive town centers.

Another positive development for non-metropolitan counties was the very low unemployment (4.5
percent) and rapidly improving unemployment and underemployment in the 19 non-metropolitan counties
which are retirement destinations.

In another development of interest, FIRE employment increased by 8.5 percert in Appaachiafrom 1993
to 1998, compared to 1.8 percent nationally. Employment growth was especidly high in rura areas,
partly because these began with alow base. We conjecture that FIRE employment may partly reflect an
expansion of financial services processing and call centersin Appaachia. Whether this represents a
promising development direction, with opportunities for diversification from initia, low-skill operations,

is unknown.

Evidence from the 10 local development districts in Appalachia underscores that there is more than one
path to economic successin the region. Three top 10 districts had unusually high manufacturing sectors,
one had a farming sector five times the Appalachian average, a third had a wholesale employment share
three times the U.S. and Appalachian averages.

Thereislittle evidence in this report that sole proprietorship offers a promising development approach. In
most of Appalachia, proprietorship rises when underemployment rises. It appears to be “entrepreneurship
of necessity,” motivated by the absence of alternative means of economic subsistence (Clones 1998).
Exceptions include the six most economically successful counties that fall into ARC' s “ attainment”
category, which aso have high proprietorship rates. In these areas, proprietorship may be
“entrepreneurship of opportunity,” motivated by the prospect of higher incomes or greater independence
than available working as an employee.

The Need for a Next-Generation Appalachian Development Strategy

Our interviews with economic development practitioners in successful Appalachian Local Development
Districts revealed that these regions practice “second generation” southern economic devel opment
strategy. While seeking to recruit, as well as grow, manufacturing employers, these regions tended to aim
for higher-wage employers; in development generally (not just in manufacturing) they aso recognized the
important role of government investment in public goods, including infrastructure, education, and

training.

We also found afew hints of athird generation Appalachian development approach, defined by more pro-
active attempts to strengthen particular e ements of the local economic base. One tool that might help
develop these hints into areal strategy is regiona planning, now used in many places to define and obtain
consensus on an overall economic development direction. In distressed areas especidly, one chalengeis
making sure that such planning is not process without content — a collective ducking rather than
confronting of widely shared anxieties that there is no alternative to economic distress.



In exploring new directions in Appalachian development strategy, more attention must be given to how
the region can shift away from low- wage, low-skill production to higher performance approaches able to
withstand competition from low-wage devel oping countries (Wood and Bischak (2000)).

One approach to assisting with such a shift would be to create and nurture institutions that foster
improved organizationd practice, increased skill development, and greater technologica currency within
specific industries (Herzenberg, Alic, and Wial 1998/99; Herzenberg 2000). The potential of such
ingtitutions at this point in history stems from the co-existence in virtudly al industries of quite distinct,
aternative ways of organizing production (Piore 1990; Herzenberg, Alic, and Wia 1998). The “high
road” promises much higher levels of performance, while the low road isincreasingly a dead end for
Appaachia’ The potential of sectoral ingtitutions to promote higher performance is at least as great
outside manufacturing. For that reason, an emphasis on sectord ingtitution-building in Appaachiawould
have economy-wide relevance.

To actudly improve performance, sectora institutions must change managerial thinking. Managers must
come to believe that “continuous improvement” and progressive human resource practices, not low wages
and autocratic supervision are the best route to profitability. One of the most effective ways of achieving
this change in thinking is to bring managers into contact with other managers who have demonstrated and
believe in the potentid of the high road.” If they don't achieve such a manageria “ culture change,” even
firgt class industry-specific training and technology ingtitutions are unlikely to achieve better performance
on abroad scale. Business simply won't take advantage of the support that exists for following the high
road. Thelack of manageria “ownership” of the need for new directions may explain why the
Appalachian textile industry has not taken advantage of the impressive capabilities built by textile trade
associations to help raise industry productivity and shift to higher value-added products. A
complementary reason may be the ease with which larger companies with Appalachian operations can
themselves take advantage of lower-wage countries.

In Appaachia, lack of population and firm density make it harder to bring managers together within
industry-specific performance-improvement ingtitutions. On the other hand, technology -- the internet,
conference call capability -- can partially compensate for lack of density. Moreover, Wojan (1998) shows
that even in the rura south, high-qudity, high-skill firms cluster together, indicative of agglomeration
economies of some kind, and a foundation for strengthening those economies and promoting the high

road.

State and federd policy, dong with foundations, have begun to recognize the potentia of institutions that
support multiple firmsin an industry. The Bush Administration recently cooperated with a newly formed
National Network of Sector Practitioners (NNSP) in drafting a request for proposals to establish sectoral
training ingtitutions. Casua empiricism indicates, however, that few sectora initiatives exist in non-
metropolitan Appalachia (an exception is Appaachia By Design, which supports garment industry home
workers in areas of marketing and design, thereby hoping to ensure that these workers do not “ sweat”
themselves). At arecent NNSP conference on best practice sectora initiatives in low-wage |abor
markets, there were no participants from southern Appalachia

” In manufacturing, the low road is usually low-wage mass production rather than literal “ sweatshops.” On the
distinction between low-wage mass production and sweating, see Herzenberg 1996.

8 For avaluable discussion of the need to “reach inside the firm” to change organizational practice, and how difficult
thisis, particularly in the absence of unions, see Dresser 2000.
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An ARC Sectoral Initiative: ARC might bring sectord initiatives more to the mainstream of development
approaches in Appaachia by launching an initiative that allocates seed funding for promising proposals to
strengthen sectoral infrastructures. In doing this, ARC could partner with the U.S. Department of Labor
so that it can capitalize on what DOL has learned about how to distinguish between sectora proposals for
public funding that have genuine potential to transform regional industries and those that have little
prospect of influencing industry practice or becoming salf-sustaining.

An Awards Program for Best-practice Appalachian Sectora Intermediaries. A complementary step might
be to establish an ARC awards program that honors industry intermediaries that contribute the most to
improving performance. In spirit this program would be similar to the Macolm Baridge awards
established by the U.S. Department of Commerce. The key difference, however, would be recognizing
multi-firm institutions, not individua businesses, as critical to the economic development process. Over
time, this could help shift intermediaries, including industry associations and unions, away from self-
interested lobbying — a zero or negative sum activity from the perspective of society as a whole —and
toward establishing an integrd role in efforts to achieve continuous improvement.

An Industry Performance Index Program. Another way ARC might support a strategic effort to promote
the high road within Appaachiawould be through pilot efforts to establish industry performance indices

in key Appaachian industries. Such indices, gathered through representative sample surveys (although
using existing data where possible), could include direct measures of performance (productivity, quality)
and organizational proxies such as investment in training or the share of firms that have obtained 1SO
status. Aswell as enabling individua firmsto see where they stand relative to their peers, an indexing
program might help focus more attention and energy on how regiond industries are performing.

Future Research

The research most critical to the future of Appalachia must directly assist with the very difficult challenge
of promoting development, especialy in Appaachia s more rural and distressed regions.

One such category of research would seek to enlarge the repertoire of promising approaches devel opment
practitioners and community leaders consider. Carefully selected case studies are most likely to yield
guidance useful to practitioners and to provide nourishment to Appaachian networks seeking self -
conscioudly to understand what “third generation” development strategies might look like. A small

number of case studies might explore in detail Appalachian regions that have succeeded againgt the odds.
Such case studies would be more comprehensive versions of those in Glasmeier and Fuellhart (1999) on
districts that moved out of the distressed category from 1988 to 1995. Case studies of successful counties
or LDDs might be paired with unsuccessful areas that looked similar in many respects at an earlier point
in time (same or neighboring state, same industrial composition, level of poverty, income etc.).

An effort should aso be made to include case studies that would illustrate how to pursue devel opment
possibilities that may aso have potential in other parts of Appaachia

Since small towns (urban population over 20,000) not adjacent to a metropolitan area have done well

in the 1990s as a group, studies should be conducted of one or two exemplary such small towns.

Have they managed to attract significant numbers of internet professionals and, if so, how? What has
been the role of telecommunications infrastructure, “Main St.” programs to make downtown areas
more attractive, land use planning to preserve downtown centers and natural beauty, higher education
ingtitutions, or investment in schoals, libraries, health care facilities?
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A smilar study might be conducted of one or two economically successful retirement communities,
such as portions of LDD 2B in Northern Georgia. This should shed light on the health, elder care,
transportation, and other needs of the retiree population, and the implications of these needs for other
areas seeking to attract retirees.

Case studies should be conducted of regions that include substantial non-metropolitan manufacturing
and have managed to shift from lower-wage to higher-wage manufacturing. Again, portions of LDD
2B are possihilities, dthough it might be preferable to find a more geographically isolated and less
populated transformation success story.

Can two “smilar” regions be found, for example, in which textile and apparel manufacturing, or auto
parts manufacturing, have fared very differently % one region adapting and one not%z in the face of
North American and global free trade? (Gorden Hansen's unpublished MIT Dissertation provides an
example of this type of research on appard regionsin Mexico.) Research dong these lines could
develop grounded hypotheses about the factors — including the role of strategic planning, sectora
ingtitutions, and infrastructure — associated with improved performance.

If one could be found, it might also be of interest to explore aregion that began with call centers or
financia services processing employment but then diversified into other parts of the finance and
insurance industries, expanding higher-wage employment.

An advisory group of respected local development practitioners could help guide a case study project.
Their input might help ensure that the most cutting-edge strategies are analyzed.

To inform a sectord initiative, ARC might al'so commission a specia study of the role of industry
intermediaries in promoting higher performance in Appaachia. It might address the question of why
textile manufacturers have not capitalized on the support build by industry associations for shifting to
higher value-added production.

At the present time, in much of non-metropolitan Appaachia asin many urban areas, a pervasive gloom
exigts regarding the future. ARC's research must strive to lift this gloom. 1t should seek to define how
government and public-private cooperation can enable al of Appaachiato share in the prosperity of our
new economy. By restoring optimism, ARC can aso help build the politica will necessary to make

prosperity aredlity.



APPENDIX TABLES

TABLE Al.
LABOR FORCE VARIABLESIN APPALACHIA BY STATE, 1993-98
(in Appalachian portions of each state and in each state as a whole)

Unemployment Underemployment Labor Force Participation Wages
1998 Per cent 1998 Percent Change, 1998 Per cent Per cent
(percent) Change, (percent) 1993-98 (per cent) Change, Change, 1993-
1993-98 1993-98 98
Entire Entire Entire Entire Entire Entire Entire
App. |State |App. |State  |App. State  |App. |State App. State [App. [State [App. State
Alabama 39 44 -4 -43 81 85 -35 -26 63.7 644 31 19 22 22
Georgia 33 43 -3§ -28 6.5 76 -29 -24] 721 707 21 4.6 25 25
Kentucky 6.8 48 -26 -21 128 92 -15 -17 529 641 09 21 19 22
Maryland 6.4 48 -37| -28 120 84 -21 -13 64.9 69.71 5.0 -2.3 23 22
Mississippi 6.3 5.5 5 -18 125 104 -3 -20) 60.2 621 -4.3 -1.3 21 24
New York 50 57 -29 -27 10.1 103 -26 -17 63.5 635 20 25 23 25
North Carolina 33 35 -30 -29 7.7 6.8 -19 -25 62.9 67.1 -2.6 -1.0 18 24
Ohio 59 43 -25 -35 116 78 -19 -26 59.5 671 05 16 20 22
Pennsylvania 53 47 -33 35 10.8 87 -28 -27 59.9 645 03 0.8 22 22
South Caroalina 2.8 40 -52 -48 6.2 76 -4 -35 67.1 6660 0.1 -09 23 21
Tennessee 45 43  -27| -27 94 82 -15 -18 323 662l 0.0 2.8 22 24
Virginia 5.7 30 -34 -41 129 6.2 -33 -38 57.9 684 -34 -24 19 23
West Virginia 6.8 6.8 -39 -37 136 1200 -27 -27 54.8 553 00 0.2 17 17

Source: see Technical Appendix.



TABLE A2.
EMPLOYMENT SHARESIN THE APPALACHIAN PORTION OF EACH STATE, 1998 (per cent)

STATE Farm| Agricultural | Mining | Construction | Manufacturing | Transportation | Wholesale| Retail | FIRE | Services| Government |Proprietors
Services & Public Trade | Trade
Utilities

Alabama 23 10 0.7, 6.2 17.8 44 4.6 16.8 51 254 157 15.0
Georgia 18 09 0.2 7.7 208 34 6.7 18.0 5.6 234 109 17.7
Kentucky 82 08 41 53 13.0 52 31 189 31 2.8 154 218
Maryland 17 0.6 06 6.5 12.0 4.7 45 20.0 50 313 132 154
M ssi ssippi 48 0.7 0.3 54 289 40 28 153 3.6 198 143 16.8
New Y ork 28 038 0.3 3.7 16.7 34 29 17.7) 5.7 30.2 14.9 19.8
North 26 09 0.3 7.0 219 39 30 174 53 26.0 115 180
Carolina

Ohio 4.2 08 13 59 164 44 31 200 48 24.2 14.2 218
Pennsylvania 14 08 0.7 53 145 53 40 184 6.6 310 120 16.9
South 0.9 0.7 04 6.9 229 44 4.8 189 49 240 113 124
Carolina

Tennessee 39 0.7 0.3 6.0 189 43 39 17.8 59 252 125 194
Virginia 58 038 2.7 55 191 38 31 174 36 212 16.2 187
West Virginia 26 0.7 33 58 10.0 53 38 184 48 280 17.1 16.5




CHANGE IN EMPLOYMENT SHARESIN THE APPALACHIAN PORTION OF EACH STATE, 1993-98 (per cent)

TABLE AS.

STATE Farm [ Agricultural | Mining| Construction | Manu- | Transportation | Wholesale | Retail | FIRE |Services| Govern- | Proprietor - Total
Services Facutring & Public Trade Trade Ment ship Employment
Utilities

Alabama -12 7 -9 13 -7 -2 5 5 -5 8 -8 -3 7
Georgia -24 5 -23 10 -10 -1 1 9 11 5 -9 -4 26
Kentucky -11 3 21 7] -1 2 0 8 -11 5 -2 -3 8
Maryland -17 15 -9 9 -11 2 -4 -2 -1 12 -7 -1 10
M i ssi ssippi 2 9 36 5 -12 15 -7 10 1 13 -3 3 5
New York -11 -18 -13 0 -6 5 -2 2 25 2 -3 9 3
North -13 42 18 12 -12 -4 2 4 11 8 -3 0 7
Carolina

Ohio -14] 5 -31 10 -3 -2 2 6| 10 1 -5 3 10
Pennsylvania -6 9 -16 2 -5 -2 -6 2 10 2 -3 7] 6
South -21 23 17 6 -12 0 16 7 3 3 -5 2 14
Carolina

Tennessee -13 3 -11 5 -11 22 -39 6| 27 0 -6 4 11
Virginia -5 11 -27| 9 -4 0 4 4 -1 40 -5 3 9
West Virginia -8 4 -17 3 -7 -4 -3 4 2 5 -3 2 7

Source: see Technical Appendix.
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TABLE A4

LABOR FORCE VARIABLES, 1998

CHANGE IN LABOR FORCE VARIABLES, 1993-98

Beale Under- Unemploy | Labor Force | Proprietor- | Average | Employ- | Unemploy- Under- Labor Force | Average | Proprietor-
Code | employment ment Participation ship Annual ment ment employment | Participation | Annual ship
(per cent) (per cent) (per cent) (per cent) Wages | (percent) [ (percent) (per cent) (per cent) Wages (per cent)
(nominal (nominal
dollars) dollars)
0 81 39 65.9 151 $32,343 10.3 -37.6 -33.6 2.7 232 52
1 79 39 64.4 22 $25,257 20.5 -395 -36.1] 0.7 238 -1.0
2 8.2 38 64.0 149 $28,204; 8.7 -37.6 -32.3 0.8 211 2.6
3 9.8 48 614 16.0 $25,446 7.6 -38.9 -34.6 2.3 190 19
il 109 5.5 61.0 16.7 $25,673 7.6 -29.1] -26.6 0.3 20.7 32
5 106 51 61.2 14.7) $25476 8.6 -36.4 -32.9 13 20.8 31
6 115 5.6 59.5 214 $24,092 8.5 -34.0 -30.3 -04 212 12
7 125 6.3 56.8 200 $23114 7.5 -25.5 -23.3 -0.6 205 18
8 132 6.6 57.8 333 $21,453 117 -28.1] -24.3 10 221 -0.3
9 155 79 52.6 278 $20,975 4.6 -185 -17.2 -2.9 20.6 4.3

Source: see Technical Appendix.



TABLE A5.
EMPLOYMENT SHARESBY INDUSTRY IN APPALACHIA BY BEALE CODE, 1998 (per cent)

Beale [Farming| Agricultural | Mining | Construction | Manufacturing Trangportation & |[WholesaleTrade | Retail Trade |FIRE Services
Services Public Utilities
0 04 0.7 0.3 6.3 105 51 6.3 184 80 343
1 24 10 0.5 89 16.3 41 4.5 192 5.7 244
2 15 038 0.3 6.0 16.9 4.8 4.6 181 6.0 280
3 2 08 06 59 157 4.3 39 19.2 48 271
4 23 0.7 0.6 4.7 227 338 34 184 43 23.7
5 18 0.6 14 49 17.2 41 34 174 45 291
6 51 10 14 59 218 4.3 26 17.2 44 23
7 48 0.7 26 54 20.1 4.5 30 18.2 38 2.1
8 104 14 21 71 175 44 19 149 4.6 20.3
9 9.9 0.8 41 6.1 178 43 17 143 38 20.7

Source: see Technical Appendix.
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TABLE AG.

CHANGE IN EMPLOYMENT SHARE BY SECTOR, 1993-98 (

per cent)

Beale| OBS| Farming | Agricultural | Mining | Construction | Manufacturing | Transportation & |Wholesale| Retail FIRE |Services| Government
Services Public Utilities Trade Trade
0 1 -11 13 -9 4 -2 -4 0 1 9 0 -6
1 2 -20 -3 -20 9 -7 0 0 6 15 0 -6
2 3 -12 15 -11 8 -10 5 0 4 7 4 -6
3 4 -11 9 -22 6 -7 -5 2 3 3 5 -5
4 5 -12 -2 -19 3 -5 5 8 5 9 1 -4
5 6 -9 -21 -3 -1 -8 4 -7 5 7] 2 0
6 7 -11 14 -14 8 -6 -6 2 5 14 3 -3
7 8 -9 -6 -23 9 -6 2 1 7 4 6 -4
8 9 -13 6 -33 7 -5 5 0 9 22 4 -3
9 10 -8 -11 -18 15 -14 9 -8 9 22 7] 0

Source: see Technical Appendix.



TABLE A7.

Ratio of US Average of Demographic Group to US Average for Entire Relevant Population, 1998
GROUP  |Labor Force| Unem- Under- Farming| Agri- |Mining| Con- Manu- |Transport-| Wholesale | Retail | FIRE | Serv- [Govern-|Proprietor-
Participation|ployment| Employment cultural struction| facturing | ation & Trade Trade ices | ment ship
Rate Rate Services Public
Utilities

Age 16-24 0.98 2.27 210 0.97 145 0.5 0.87 0.66 0.58 0.73 219 069 087 0.33 0.19
Age 25-44 125 0.83 0.84 0.75 1.03 1.09 1.1 1.09 1.07 1.08 084 10§ 099 104 0.8
Age 45-64 1.09 0.59 0.64 110 0.71 1.12 0.93 1.07 1.13 1.00 068 104 107 1.30 143
Age 65+ 0.18 0.64 0.81 4.23 0.74 0.79 0.61 0.57 0.67 1.08 101 118 1.17 0.7§ 2.79
Graduate
School 1.2 0.34 0.34 0.23 0.67 0.63 0.18 0.58 043 0.50 020 089 190 1.37 153
College 1.18 045 0.44 0.52 0.54 1.02 047 0.87 0.9 114 056 163 124 1.39 1.12
Some College 1.10 0.77 0.79 0.64 0.78 0.79 0.99 0.87 119 1.03 103 114 098 1.27 0.93
High School 0.99 1.07 1.09 1.1 0.99 1.24 1.39 1.24 1.19 1.1 115 083 0.79 0.77 0.94
Lessthan HS 0.69 2.35 2.2 2.63 2.30 1.09 155 114 0.66 0.83 168 033 071 0.20 0.75
Black 0.98 1.98 179 0.21] 0.57 0.42 0.57 0.96 1.37 0.67 091 094 111 150 041
Hispanic 1.0 156 156 2.03 2.19 0.89 1.26 1.1 0.9 1.07 114 070 084 0.6 0.57
Other 1.00 104 1.05 045 0.57 042 0.52 111 0.92 0.89 11§ 092 105 0.83 1.02
White 1.00 0.77 0.79 101 0.93 113 1.05 0.98 0.96 104 099 10§ 100 0.98 114
Female 0.89 1.02 1.07 0.50 0.55 0.30 0.2 0.69 0.63 0.6 119 127 134 0.9 0.73
Made 112 0.98 0. 143 1.39 1.61 1.69 1.27 1.32 1.30 0914 074 079 1.05 1.23

Source: Keystone Research Center based on the Current Population Survey.
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TABLE AS8.
TEN LOCAL DEVELOPMENT DISTRICTSWITH THE HIGHEST UNDEREMPLOYMENT RATESIN 1998

LABOR FORCE VARIABLESIN 1998

PERCENT CHANGE, 93-98

(per cent)
LDD |ST. |COUNTIES Under- Unem- | Labor Force | Propri- Under- Unem- Labor Force | Propri- | Employ- [ Nominal
employment | ployment | Participation | etor ship| employmen | ployment | Participation | etorship ment Wage
Rate Rate Rate t Rate Rate Rate
12B |VA |Buchanan, Dickenson, 201 106 52 19 -17 -19 -1.8 51 44 16
Russell, Tazewell
3F [KY [Adair, Casey, Clinton, 19.0 105 56 28 32 K% 2-2.8 -2.3 2.7 24
Cumberland, Green,
McCreary, Pulaski,
Russell, Wayne
12A |VA |Lee, Scott, Wise 176 89 51 22 -16 -19 -4.1] 39 44 18
5D [MS |Kemper 174 9.5 54 27 16 18 -0.9 4.9 6.2 27
13G |WYV |Barbour, Braxton, 17.4 91 53 23 -28 -31 -0.1] 32 7.3 16
Gilmer, Lewis,
Randolph, Tucker,
Upshur
13D |WV |Fayette, Greenbrier, 165 88 48 19 -38 -41 -34 4.5 44 16
Nicholas, Pocahontas,
Webster
13E  |WV |Cahoun, Jackson, 16.2 79 58 19 -26 -31 -0.9 -09 6.0 19
Pleasants, Ritchie,
Roane, Tyler, Wirt,
Wood
13B |WYV |Cabell, Lincoln, 16.1 81 48 14 -26 -31 -39 2.8 20 16
Logan, Mason,
Mingo, Wayne
3A  [KY [Feming, Lewis 154 8.7 52 42 -19 -20 -15.0 3.6 -1.5 28
3B [KY [Boyd, Carter, Elliott, 14.7 8.0 55 18 -33 -35 -0 -1.1] 55 14
Greenup, Lawrence
ALL APPALACHIA 10.0 4.8 62 18 21 -3 0.8 24 8.8 213
ENTIRE UNITED 8.6 4.6 68 17 -26 -3 13 24 121 226
STATES

Source: see Technical Appendix.
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TABLE A9.
TEN LOCAL DEVELOPMENT DISTRICTSWITH THE HIGHEST UNDEREMPLOYMENT RATESIN 1998

Employment Shares by Industry by LDD in 1998 (per cent)

COUNTIES Farming | Agricultural | Mining Con- Manu- Transportation | Wholesale| Retail | FIRE |Services | Govern-
Services struction | facturing & Public Trade Trade ment
Utilities
12B |VA |Buchanan, Dickenson, 48 05 9.7 51 10.3 5.8 35 188, 35 221 158
Russell, Tazewell
3F |KY |Adair, Casey, Clinton, 14.6 09 04 50 18.1 44 3] 16.1 30 210 132
Cumberland, Green,
McCreary, Pulaski,
Russell, Wayne
12A |VA |Lee, Scott, Wise 9.6 0.8 8.0 5.6 7.6 5.8 2.8 184 3.2 22.3 158
5D |MS |Kemper 153 25 0.0 3.5 299 32 0.9 10.0 2.8 154 165
13G |WYV |Barbour, Braxton, 55 0.7 43 5.7 10.8 4.1 2.6 181 3.6 281 16.6
Gilmer, Lewis,
Randol ph, Tucker,
Upshur
13D |WYV |Fayette, Greenbrier, 41 0.5 3.7 5.6 8.6 5.3 2.6 19.0 3.5 29.1 181
Nicholas, Pocahontas,
Webster
13E |WV |Calhoun, Jackson, 3.6 0.5 2.7 70 172 4.1 35 185 4.6 242 136
Pleasants, Ritchie,
Roane, Tyler, Wirt,
Wood
13B |WV |Cabell, Lincoln, Logan, 17 0.6 49 54 8.8 6.7 44 19.0 41 288 156
Mason, Mingo, Wayne
3A |KY |[Heming, Lewis 251 09 01 54 14.7 44 19 129 31 15.6 14.7
3B |KY |Boyd, Carter, Elliott, 54 0.5 21 6.7 139 7.0 32 20.3 34 251 126
Greenup, Lawrence
ALL APPALACHIA 19 0.8 09 59 17.3 45 41 18.0 54 26.7 133
ENTIRE UNITED 2.7 13 0.5 5.3 124 48 4.6 16.9 7.5 30.8 139

STATES

Source: see Technical Appendix.




TABLE A10.
TEN LOCAL DEVELOPMENT DISTRICTSWITH THE HIGHEST UNDEREMPLOYMENT RATESIN 1998

Changein Industry Employment Shares, 93-98 (

er cent)

COUNTIES

Farming

Agricultural
Services

Mining

Con-
struction

Manu-
Facturing

Transportation
& Public
Utilities

Wholesale
Trade

Retail
Trade

FIRE

Services

Govern-
ment

1B

VA

Buchanan,
Dickenson, Russell,
Tazewell

-1

-1

-29

6

13

12

3F

KY

Adair, Casey,
Clinton, Cumberland,
Green, McCreary,
Pulaski, Russall,
Wayne

-10

16

-16

16

11

11

VA

Lee, Scott, Wise

26

11

N

10

5D

MS

Kemper

105

©

13G

wv

Barbour, Braxton,
Gilmer, Lewis,
Randolph, Tucker,
Upshur

11

10

13D

wv

Fayette, Greenbrier,
Nicholas,
Pocahontas, Webster

11

13E

wv

Calhoun, Jackson,
Pleasants, Ritchie,
Roane, Tyler, Wirt,
Wood

24

11

-13]

13B

wv

Cabdll, Lincoln,
Logan, Mason,
Mingo, Wayne

-17

-11

KY

FHeming, Lewis

17

17

3B

KY

Boyd, Carter, Elliott,
Greenup, Lawrence

16

ALL APPALACHIA

-10.8

7.8

-18.6

71

-14

0.7

0.6

4.3

8.5

3.3

-4.8

ENTIREUNITED
STATES

-11.2

9.8

-19.0

8.3

-6.0

20

-0.8

20

18

4.5

-8.1

Source: see Technical Appendix.



TEN LOCAL DEVELOPMENT DISTRICTSWITH THE LOWEST UNDEREMPLOYMENT RATESIN 1998

TABLE A1l

LABOR FORCE VARIABLESIN 1998

PERCENT CHANGE, 93-98

(per cent)
LDD [ST. |COUNTIES Under- Unem- Labor Force | Propri- Under- Unem- | Labor Force | Propri- | Employ- | Nominal
employment | ployment | Participation | etorship | employment | ployment | Participation | etorship| ment Wage
Rate Rate Rate Rate Rate Rate

2D [GA |Cherokee, Douglas, 4.3 2.6 79 17 -40| -39 2 -9 36 27
Gwinnett

1H |AL |Elmore 5.6 29 60 25 -50| -55 2 -4 13 23

10A |SC |Oconee, Anderson, 6.2 2.8 67 12 -46 -52) 0 2 13 23
Cherokee, Greenville

1E |AL |Chilton, Waker, Blount, 6.3 30 65 13 -46 -50 5 -4 10 24
Jefferson, St. Clair, Shelby

7B |NC |Henderson, Transylvania, 6.5 2.6 61 18 -30 -3 -2 0 9 22
Buncombe, Madison

2B |GA |Banks, Dawson, Forsyth, 6.6 31 70 20 -33 -38 3 -3 28 25
Franklin, Habersham, Hall,
Hart, Lumpkin, Rabun,
Stephens, Towns, Union,
White

7l NC |Surry, Davie, Forsyth, 6.7 2.7 66 16 -23 -31 -1 -2 8 21
Stokes, Yadkin

3C [KY |Clark, Estill, Garrard, 23 -33 -40 3 -8 14 20
Lincoln, Madison, Powell

7E |NC |Alexander, Burke, 71 28 66 16 -23 -30 -6 4 0 20
Caldwell

131 |WV |Berkeley, Jefferson, 7.2 3.6 62 20 -47 -52 -1 0 15 21
Morgan
ALL APPALACHIA 10.0 4.8 62 18 21 -3 0.8 24 8.8 213
ENTIRE UNITED 8.6 4.6 68 17 -26 -3 13 24 121 226
STATES




TABLE Al2.
TEN LOCAL DEVELOPMENT DISTRICTSWITH THE LOWEST UNDEREMPLOYMENT RATESIN 1998

Em

ployment Shares by Industry by LDD in 1998 (per cent)

COUNTIES Farming | Agricultural [ Mining| Construction | Manu- | Transportation | Wholesale | Retail |FIRE |Services| Govern-
Services facturing & Public Trade Trade ment
Utilities
2D |GA |Cherokee, Douglas, 0.3 0.9 0.4 89 111 3] 112 202 7.2) 278 85
Gwinnett
1H |AL |Elmore 43 20 0.2 9.2 14.1 3.5 2.1 19.0 39 218 200,
10A [SC |Oconee, Anderson, 09 0.7 0.4 6.9 229 44 48 189 49 240 113
Cherokee, Greenville
1E |AL |Chilton, Walker, 0.8 11 0.9 6.7 9.9 6.1 6.5 16.7 7.5 305 134
Blount, Jefferson, St.
Clair, Shelby
7B [NC |Henderson, 24 0.9 0.4 7.3 171 3.8 3.7 187 5.3 288 118
Transylvania,
Buncombe, Madison
2B |[GA |Banks, Dawson, 34 12 0.2 8.3 213 3.3 4.2 16.8 5.6 23.7 115
Forsyth, Franklin,
Habersham, Hall, Hart,
Lumpkin, Rabun,
Stephens, Towns,
Union, White
71 [NC |Surry, Davie, Forsyth, 21 0.9 0.2 6.8 196 5.3 3.6 16.6 6.7 294 88
Stokes, Yadkin
3C |KY [Clark, Edtill, Garrard, 102 14 0.3 59 185 3.7 24 184 31 205 158
Lincoln, Madison,
Powell
7E [NC |Alexander, Burke, 17 0.3 0.4 4.9 39.1 29 17 137 2.7 187 136
Caladwell
131 |WV |Berkeley, Jefferson, 30 11 0.5 6.6 116 2.8 31 196 5.5 24.2 188
Morgan
ALL APPALACHIA 19 0.8 0.9 5.9 173 45 4.1 180 5.4 26.7 133
ENTIRE UNITED 2.7 13 0.5 53 124 48 4.6 16.9 7.5 30.8 139

STATES




TABLE A13.

TEN LOCAL DEVELOPMENT DISTRICTSWITH THE LOWEST UNDEREMPLOYMENT RATESIN 1998

Change in Industry Employment Shares, 93-98 (per cent)

COUNTIES

Farming

Agricultural
Services

Mining

Con- Manu-
struction | facturing

Transportation

& Public
Utilities

Wholesale
Trade

Retail
Trade

FIRE

Ser v-ices

Govern-

ment

2D

Cherokee, Douglas,
Gwinnett

1H

AL

Elmore

16

10A

Oconee, Anderson,
Cherokee, Greenville

w|N

1E

AL

Chilton, Walker,
Blount, Jefferson, St.
Clair, Shelby

15

7B

NC

Henderson,
Transylvania,
Buncombe, Madison

14

32

15

2B

Banks, Dawson,
Forsyth, Franklin,
Habersham, Hall,
Hart, Lumpkin,
Rabun, Stephens,
Towns, Union, White

-11]

11

7l

NC

Surry, Davie, Forsyth,
Stokes, Yadkin

125

KY

Clark, Etill, Garrard,
Lincoln, Madison,
Powell

16

15

TE

NC

Alexander, Burke,
Caldwell

25

13

131

\AY

Berkeley, Jefferson,
Morgan

-10]

-11]

ALL APPALACHIA

-10.8

7.8

-18.6

7.1

0.7

0.6

4.3

85

3.3

ENTIRE UNITED
STATES

-11.2)

9.8

-19.0

8.3

20

-0.8

20

18

45

67



TECHNICAL APPENDIX

The statistics on which this report is based are the industrial composition of employment, average
annua wage, unemployment rate, labor force participation rate, underemployment rate, and
proprietorship rate. We derived each of these statistics for each of the 406 Appalachian counties
for each of the years 1993-1998. We grouped the countiesin severa different ways to produce
the aggregate-level statistics that appear in the body of the report. For comparative purposes, we
also calculated each statistic for each Appalachian state as awhole, for the United States as a
whole, and for various demographic groups in the United States as awhole. This appendix
explains how we calculated each Statistic at the county, state, national, and demographic group
levels, and explains how we grouped the Appalachian counties.

Industrial composition of employment at the county level

Our primary data source was the Bureau of Economic Analysis Regional Economic Information
Service (REIS) data. At the time we performed our analyses, these data were available annually
through the year 1997. This data source, derived from the Department of Labor’s ES-202
surveys, is readily available at no cost and has fewer instances of data suppression than the
leading dternative, County Business Patterns. Unlike County Business Patterns, REIS also
covers al industries®

For each county in each of the years 1993-1997, we estimated the employment share that was
accounted for by each SIC one-digit industry (agricultura services, mining; construction;
manufacturing; transportation and public utilities, wholesale trade; retail trade; finance, insurance,
and real estate; services, and government) and the employment share that was accounted for by
crop and livestock production (also referred to as “farming”). (REIS treats agricultural services
and farming as separate industries. REIS total employment is the sum of farming employment
and the employment in al the one-digit industries™®) The employment share for each industry is
the employment level for that industry divided by total employment. Because no REIS
employment data were available for 1998, we set each industry’s 1998 employment share equal
to the corresponding 1997 industry employment share.

Even at the one-digit level of aggregation, some REIS industry-level employment datain are
suppressed for certain counties. Sometimes the suppression takes the form of employment data
being reported as “fewer than ten employees.” Where this was the case, we will use the midpoint
of the reported range (i.e., five employees) as a point estimate of employment in an indudtry.

Sometimes, however, REIS suppresses industry-level employment data entirely. In the latter
cases, we turned to County Business Patter ns, which usualy reports employment rangesin
industries for which point estimates are suppressed. We used the midpoint of each range as the
point estimate of employment in each industry/county cell for which arange isreported. To
reconcile employment estimates derived from County Business Patter ns with those derived from

® The main disadvantage of the REIS relative to County Business Patter nsis that some firms report all their
ES-202 (and hence, REIS) employment asif it were concentrated at a single location when it may actually
be scattered throughout a state. The severity of this problem isreduced when county-level dataare
aggregated, asthey are in thisreport.

19REIS employment levels, which are derived from a survey of business establishments, are not comparable
to Current Population Survey, Census, or Local Area Unemployment Statistics employment levels, which
are derived from household surveys.



REIS, we used the following formula to estimate the industry employment share of any industry |
for which County Business Patterns was used:

Ej,t/[Si ERi’t] = [Eijt]/[Si ECi’t], (1)

where Ej; isestimated employment in industry j in year t, EC; is the estimate of employment in
industry j in year t derived from County Business Patterns, ER;; isthe estimate of employment in
industry i in year t derived from REIS, and i indexes al industries for which we derived estimates
from County Business Patterns. In those few county-industry cells for which neither REIS nor
County Business Patterns provided any employment data, we were able to estimate the industry
employment level by subtracting the sum of all other industry employment levels from REIS total
employment.

Average annual wage data at the county level

The REIS data available to us included the wage and salary earnings per job (referred to in this
report as the “average annual wage”) for each county in each of the years 1993-1997. This
measure is less than ideal because it captures the combined effects of hourly wages and hours
worked. However, it is the only wage measure available at the county level. Because no REIS
data for 1998 were available at the time we performed our analyses, we estimated each county’s
1998 average annual wage as that county’ s 1997 average annua wage multiplied by the ratio of
1998 nationd average weekly earningsto 1997 national average weekly earnings. We obtained
1997 and 1998 national average weekly earnings from the combined outgoing rotation groups of
the Bureau of Labor Statistics' Current Population Surveys (CPS) for each of the years 1997 and
1998. (We used this procedure to estimate 1998 Appal achian county average annual wages
because we expected the 1998-1997 ratio of nationa average weekly earnings to be a close
gpproximation to the 1998-1997 ratio of REIS average annual wages, and because additional
geographic disaggregation of wages at the Appaachian county or regiond level was not possible
at the time we performed our analyses.) All of our wage variables are expressed in nominal (i.e.,
not inflation-adjusted) terms.

Unemployment rates at the county level

The Bureau of Labor Statistics' Local Area Unemployment Statistics contains information on the
numbers of employed and unemployed persons in each county in each year. (The Local Area
Unemployment Statistics data available at the time we performed our analyses were fina for 1993
and 1994. The datafor 1995-1998 were preliminary and were subject to subsequent revision.™)
We used these data to calculate county unemployment rates for each year. The unemployment
rate equals the 100 times the number of unemployed persons divided by the sum of the number of
employed persons and the number of unemployed persons.

Labor force participation rates at the county level

We used the Local Area Unemployment Statistics to estimate the size of the labor force and
Census Bureau population estimates to estimate the age-16-and-up population of each county in
each year. We estimated the labor force participation rate as 100 times the ratio of labor force
(i.e., employed persons plus unemployed persons) to age-16-and-up population. Bureau of Labor
Statistics personnd informed us that the Local Area Unemployment Statistics data may validly be
combined with Census population estimates to determine the labor force participation rate.

11 Datafor 1995 were benchmarked to 1997. Datafor 1996-1998 were benchmarked to 1998.
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In principle, the denominator of the labor force participation rate should be the population digible
to work for pay. Our exclusion of the under-16 population from the denominator is justified
because federa law prohibits most forms of paid employment for children under age 16. Some
anaysts would aso exclude the age-65-and-up population from the denominator because most
peoplein this age group are retired. However, we included persons aged 65 and up in the
denominator because many of them are able to choose whether or not to work.

Underemployment rates at the county level

Since data on involuntary part-time and marginally attached workers are not collected at the
county level, underemployment could not be calculated directly. Our underemployment rate
estimates for each county in each of the years 1993-1998 were obtained from the following
regression, which we estimated on state-level aggregate cross-section data. The regression is
based on the assumption that unemployment is a disequilibrium phenomenon that can be
explained by wage levels and by labor supply (demographic) and labor demand (industria
compoasition of employment) variables. We obtained state-level underemployment rates from the
combined monthly CPS, demographic variables from the Census annua population estimates and
wage and industrial composition of employment variables from the REIS. All state-level
variables were for the year 1997.
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Dependent variable: underemployment rate (expressed as per cent)

Independent Variable Estimated Standard
Coefficient Error
Intercept -13.387919 9.59341761
Unemployment rate (expressed as percent)*** 1.664494 0.09004448
Share of population aged 16-24 -4.441921 59811084
Share of population aged 25-44 -1.987809 403104200
Share of population aged 45-64* 12.302203 6.50407824
Share of population female 18.317521 13.4594168
Share of population white -0.990744 0.82404438
Share of population black -1.897238 1.37132679
Share of population Hispanic (Census-defined) 1.280433 1.04654477
Share of age-18-and-up population with education between 9" and 12" -4.613012 7.38282707
grade, no high schoal diploma
Share of age-18-and-up population with high school diploma only 3.695210 3.59665450
Share of age-18-and-up population with some college education, no 6.493445 3.83927176
degree*
Share of age-18-and-up population with associate degree 4.172016 9.17026634
Share of age-18-and-up population with bachelor’ s degree 7.867778 6.04443563
Share of age-18-and-up population with graduate degree -7.897507 6.98089214
Share of employment in agricultura services 10.804319 18.36443677
Share of employment in mining 15.267202 10.49084481
Share of employment in construction 4.881186 11.15255693
Share of employment in manufacturing 7.557026 7.26697743
Share of employment in transportation & public utilities 5.994502 13.00082875
Share of employment in wholesale trade -10.760589 15.54919989
Share of employment in retail trade -4.528346 7.90359777
Share of employment in finance, insurance & real estate 4971056 | 10.56678252
Share of employment in services 6.018971 6.32082619
Share of employment in government 5171742 8.32755215
Average annua (1997 nomina) wage -0.000057846 0.00004339

R°=0.9894, adjusted R"=0.9784

*coefficient significant at 10 percent level, ** *coefficient significant at 1 percent level

To obtain estimated county-level underemployment rates, we applied the coefficients from this
regression to county-level values of the regressors (including county-level industry employment
shares estimated as described above). We obtained county-level values of the unemployment rate
from the Local Area Unemployment Statistics, asdescribed above. Our county-level values of the

age, race-ethnicity, and education variables came from the U.S. Census annua county-level

population estimates. Our county-level values of the industry employment shares and average

annual wage came from the REIS.

We arrived at the above specification after extensive experimentation with aternative sets of

explanatory variables and functional forms. To test each specification, we compared the

predicted county-level underemployment rates with underemployment rates obtained directly

from combined monthly CPS data for large Appaachian counties that could be separately
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identified in the CPS. We determined that the above specification, estimated on 1997 state-level
data, came closest to approximating the county-level CPS underemployment rates for all the years
1994-1998. (It is not possible to obtain underemployment rates from the CPS for 1993, so we
could not test our specification on 1993 data.) Therefore, we applied the coefficients from the
above specification of the state-level regression to our county-level datafor al 406 Appaachian
counties for each of the years 1993-1997 to obtain estimated county-level underemployment

rates.

Our estimation method is based on two assumptions. The first is that the determinants of
underemployment in Appalachian counties are the same as those elsewhere in the United States
(or at least elsewhere in Appalachian states), so that those relationships can validly be estimated
from state-level data. The second is that underemployment is the result of alabor market
disequilibrium, so that a reduced-form equation for predicting underemployment appropriately
includes determinants of both labor supply and labor demand. The first assumption is
unavoidable given the limitations of available data. The second assumption is often used in the
economic literature on unemployment. Because we consider underemployment to reflect the
same economic phenomenon as officially measured unemployment, the second assumption is
gppropriate for analyzing underemployment to the extent that it is appropriate for anayzing
unemployment.

Proprietorship at the county level

REIS contains county-level data on proprietorship employment, which is defined to include both
sole proprietors and partners. For each of the years 1993-1997, we calculated each county’s
proprietorship rate as the ratio of proprietorship employment to REIS total employment in that
county. Because 1998 REIS data were unavailable at the time we performed our analyses, we set
each county’s 1998 proprietorship rate equd to that county’s 1997 proprietorship rate.

Grouping of counties

We grouped the county-level estimates for presentation in the text of the report. We presented
the data using severa different methods of aggregation, each of which may be useful to a
different kind of public official or practitioner. State-level public officials and others who are
concerned with state-level public policy may be interested in comparing their state’ s portion of
Appalachiawith other states' portions of Appalachia. Therefore, we presented data for each
state’ s portion of Appalachia. Because ARC and other parties may be interested in analyzing
trends within the 71 Local Development Districts in Appalachia, we also presented data for each
of these digtricts. County and state officials who are concerned with ARC assistance may be
interested in grouping counties using ARC' s distressed/near distressed/competitive/attainment
classification; we used this classification aswell. Because metropolitan and non-metropolitan
areas are likely to face substantially different economic devel opment challenges, we grouped
counties into metropolitan and non-metropolitan categories. Within the non-metropolitan

category, a county’ s proximity to a metropolitan area and the size of the county’s largest locality
are dso likely to affect the county’ s economic development prospects. Within the metropolitan
category, the size of the county’s metropolitan area and the location of the county within the
metropolitan area (central or peripheral) could affect economic development prospects. The nine-
category Bede Code classification, developed by the U.S. Department of Agriculture’s Economic
Research Service and most recently available for the year 1993, enabled us to group al counties
(metropolitan and non-metropolitan) according to these criteriaas of 1993. Findly, the

Economic Research Service aso produced a classification of al non-metropolitan counties
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according to measures of their economic base in the late 1980s or early 1990s. (The economic
base may correspond to a dominant industry or to another important aspect of economic activity,
such as being a retirement destination. The year to which the economic base data pertain varied
with the particular economic base measure; details may be found in the codebook for our county-
level data set.) We grouped counties according to these economic base categories. (For
definitions of the Beale Codes and economic base categories, see the codebook for our county-
level data set.)

Regardless of which aggregation method was used, the mechanics of aggregating county-level
datainto county-group data were the same. Once an appropriate county group was specified, the
county-group value of each variable estimated in our report was a weighted average of the
individua county values of that variable. The weight for each county was the ratio of that
county’s value of aweighting variable to the group aggregate vaue of the weighting variable.

For industry employment shares and proprietorship rates, the weighting variable is REIS tota
employment. For unemployment rates, the weighting variable is the labor force, which we
obtained from the Local Area Unemployment Statistics. For labor force participation rates, the
weighting variable was population, which we obtained from Census annua population estimates.

For underemployment rates, the appropriate weighting variable is the augmented labor force,
which cannot be obtained directly except for the few Appalachian counties that are identifiable in
the CPS. We considered severa alternative methods of estimating underemployment rates for
county groups and compared predicted county-group underemployment rates from these methods
with underemployment rates obtained directly from combined monthly CPS data for severa
groups of large Appalachian counties that could be separately identified in the CPS. (We used as
comparison groups al the counties in Pennsylvania and Alabama, respectively, that could be
identified in the CPS, as well as arbitrary groupings of CPS-identifiable Appalachian counties
from multiple states.) We determined that population aged 16 and up was the weighting variable
that best approximated the CPS underemployment rates for our comparison groups. Therefore,
we used population aged 16 and up as the weighting variable to aggregate county
underemployment rates to the county-group leve.

Geographic comparisons

The labor market indicators derived for individual counties and county groups can readily be
compared with national indicators and state-level indicators for Appalachian states. We obtained
nationa and state-level industry employment shares, average annua wages, and proprietorship
rates from REIS using the same methods described above for individual counties. We used the
combined monthly CPS to obtain national and state-level unemployment and labor force
participation rates that are comparable with those derived for the individual counties. (Bureau of
Labor Statistics personnel informed us that unemployment and labor force participation rates
derived from the CPS are comparable to those derived from Local Area Unemployment Statistics
and Census data.)

We calculated national underemployment rates from the combined monthly CPS for each of the
years 1994-1998. (Prior to 1994, the CPS did not include al the variables needed to calculate the
number of “marginally attached” workers, so we were unable to calculate underemployment rates
for 1993.) We calculated state-level underemployment rates for Appalachian states from the
combined monthly CPS for each of the years 1994-1998 and used the estimated coefficients from
our cross-state regression [described above] to impute 1993 state-level underemployment rates
for those states.) Because we estimated county-level underemployment rates using coefficients

73



obtained from regressions using CPS data, it is appropriate to compare our county-level estimated
underemployment rates with national and state underemployment rates derived from the CPS.

Demographic comparisons

The report includes annual 1993-1998 national-level comparisons of each labor market indicator
by age, race, sex, and educational level. We did not make these comparisons at the county- or
county-group level because no data are available that would enable reasonable estimates to be
made at those levels. We did not make the comparisons at the state level because our estimates of
the labor market indicators showed that those indicators are quite different for the Appalachian
portion of each state than for the state as awhole. Moreover, we determined that there was no
way to disaggregate the CPS (the only source of data at the demographic-group level for 1993-
1998 for geographic areas smaller than states) to approximate the Appalachian region in al
Appaachian states. We could have used 1990 Census data to produce demographic comparisons
of labor market indicators for sub-state regions within Appalachia and for Appalachia as awhole,
but those comparisons would not necessarily have been valid for the years 1993-1998. For al
these reasons, we confined our demographic comparisons of labor market indicators to the
nationa level.

We used the four standard Census age categories that cover the working-age population (i.e., ages
16-24, 25-44, 45-64, and 65-and-up), four racial/ethnic categories (Hispanic, white non-Hispanic,
black non-Hispanic, and other non-Hispanic), five educational categories (Iess than high schoal,
high school graduate, some college, college graduate, postgraduate schooling), and two sex
categories (male and female). We calculated the ratio of the value of each labor market indicator
for each (national) demographic group to the value of the same indicator for the entire U.S.
population in each year. From these ratios, it is possible to determine the percentage difference
between the value of alabor market indicator for a particular demographic group and the value of
that indicator for the nation as awhole.

We based our comparisons on data from the combined monthly CPS for each of the years 1993-
1998. Thisisthe only data source that permits the calculation of demographic group-specific
values of labor market indicators for those years. Unemployment, underemployment, and labor
force participation rates obtained from this source are directly comparable to those we derived at
the county level using the methods described above. There are some minor differences between
the industry definitions used in the CPS and those used in the REIS, but these differences are
unlikely to have much effect on the ratios described here. The CPS contain data on self -
employment rather than on proprietorship as defined in the REIS (which includes both sole
proprietorships and partnerships). Once again, this difference is unlikely to have much effect on
the ratios described here. We did not perform demographic comparisons for wages because CPS
wage measures differ so greatly from those in the REIS that even ratio comparisons of the type
described here may not approximate the ratios that would be obtained if wages were defined asin
the REIS.

12 ps explained above, it is not possible to calculate national underemployment rates for 1993, so
demographic comparisons of underemployment rates are included in the report for the years 1994-1998
only.
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