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SERVICES IN THE RURAL ECONOMY

Amy Glasmeier

The purpose of this study is to inform.poliéy makers about the efficacy of local and state
economic development policies targeted toward service industries. In this report we present the

results of analysis of the structure and recent growth of service industries in rural areas.

Background of the Issue

The past 25 years have witnessed tremendous upheaval in rural America tLoﬁsdale and
-Lcinbach 1979). In thc early 1970s, scholars, were: astounded at the historic reversal of
populaﬁon .aan employmént trends. We now .have evidence that manufacturing employment
began decé_nfraiizing from urban to rural areas as éz}rly ‘as the 1950s. Other sources of
employment .wcrc'dccentralizjng by the early _19605; gxlicll.:iaopula.ﬁd‘n began decentralizin g in the
1970s (Carlino 1985). For the flirst'. time -since. the tum .of the century, rural areas were once
again gaining populétion and cmploymel__l.t, an.'cl mdrc importantly, they wére growin g faster than
their h'\iston‘cally stronger cguntcrparts--cities (_Gamick. 198’3); So unprecedented was this change,
_ that authors v;rro'tc effusively of a rural ._rer-laiséaﬁcc'.' and a return to ag;arian livi‘ng (Bradsha\;v
and Blakely 1979). |
This u.nc;cpected shift was the result of a convergence of dispa;ate factors. The energy |
boom of the 1970s, unleashed By risi;lg oil pﬁces, resulted in oil prices cioubl-i’ng twice in five
' §céfs. Concomitantly, the value of other fucl_n squfcés such as coal and oil shale rose rapidly,
unleashing a ﬂunj{ of d_é:vellopmcnt' projg:cts iaitgely in rufal areas. hManuf__actuﬁng industry’s

search for low cost production locations shifted low-skilled, low wage manufacturing employment




to rural areas, particularly in ;he Northeast, North Central and South (Carlino 1985). Equally
important, expansion of agricultural capacity in response to rising commodity prices, accelerating
: 'inﬂadon,' and very low to negative interest rates, cncoui'agcd farmers to expand their operations.

Although these cvcnts-yicidcd renewed growth in rural areas, they occurred mn a wholly
unplanned and unregulated fashion. 'cherthelcss_ they quickly became the status quo, and policy
makers turned their attention from problems of persistent rural decline toward inner city
redevelopment.

- Just as unexpectedly as rural areas rebounded, by the early 1980s rural fortunes reversed
themselves again. The OPEC oil cartel began disintegrating. Member counties broke ranks--
- expanding output and driving the price of oil down to ten-year lows. Within four years, the price
of oil fell from $35 to $14 a barrel. Domestic energy exploration and other resource-related
experimental programs came to a screeching halt. Rural areas of the West were particularly hard

hit by this development, and even today domestic oil exploration remains at a post war low (The

© New York Times, Feb. 2, 1989).

The inflationary, spiral which lured farmers to take on ever higher levels of debt collapsed
as the Federal Reserve Bank raised -infcres_t rates to bring inflation down. High interest rates
choked off domestic investment and diminished demand for American manufactured goods while
precipitating the. most serious recession of the post-war decades. Land values plummeted in
America’s agriceltural heartland. Farmers found themselves holding notes dn drastically de-
;alued lands: Farm debt rose astronomically, resulting in the highest farm foreclosure rates since

" the Great Depression. -



America’s manufacturi'r'ig base aIS(; came under intense pressure. The dollar’s hi gh value
relative to America’s trading partners .and perceived diminished product quality reduced the -
competitiveness of American manufactured goeds. The nation’s basic productive capacity-- -
particularly in iinborpscnsitivc heavy industry and consurﬁ;r products--painfully contracted.
Third world dcb_t further chdkcdloff demand for U.S. manufacturing. Key export markets in
Latin Amer_it:a and Africa faltered qn_d’cr 'tﬁc weight of huge foreign debt--further diminishing
demand for U.S. exports.

Added to these dcveloprﬁcnts are cﬁangcs occurring in U.S. manufacturing. While
traditional mahufacturing_'employmcm has declined, high tech industries have expanded. But the
locational patterns of high tech differ significantly from 't’h.ose of other manufacturing industries,
which have 'shc')w'r; a'téndency- to filter down to America’s rural c'ommﬂunitics (Glasnﬁe'icr 1988b).
High téch induétries have a history of s‘criﬁing low w‘agé work.off-shore to:third world countries
with well-trained populations. Technical produc:;:@bn employment that remains on-shore is .stayin g
in urba\n areas, wﬁilc th’é typeé of jobs which had traditionally moved into America’s rural afeas .
are shibped.a‘broad. Any tendency for decentralization is 'lifr_lité(.i_ as the more mobile components
of high tech industry are moving oaly.to the ﬁ‘-ingcs o‘f mcﬁ‘opolitan_ afeas which have well-
developed labor forccs.. Lacking critical infrastmctufc to support technically ‘sophisticated
industries, rural areas.appear grossly inadequate to compete for this type of employment.

The conv-erg_cnc'c of these Circ_umstanccs. dcrﬁo;hStratcs the longstanding and recurring
vulnerability ‘of rural communities ‘to =glt)ba1'ecoﬁonﬁc'change. In an cgrgiszr era, basic séctors-:

agriculture and mining--were major forces in rural development. But as both industries achieved -

high levels of productivity, employment declined. During the post-war years, manufacturing



plant relocation once again sparked new hope for the revival of rural economies. And as a result,
manufacturing became the target of rural economic _dcvckanhcnt policy. But over the last 15
years, dc_spitc ‘a short respite from persistent rural decline, the manufacturing growth rate has
plunged once again. -Achicvif;é rural economic stability today will require policies.even more

cognizant of changes in the relationship between rural areas’ health and national and international

.economic conditions.

The Present Policy Environment

In recent times, the.linchpin of rural economic development policy has been the attraction

and re:tention of manufacturing plants. Manufacturing employment was seen as providing the

* economic stability that had proved elusive for economies based on agriculture and mining (Beale

and Fuguitt 1980). But while a manufacturing strategy may continue o yield small, near-term
payoffs, it is not one that promises long-run vitality for rural areas. Increasingly, the US 1s
losing low-skilled manufacturing to third world countries, and many observers doubt if rural
America can continue to depend on standardized assembly line manufacturing as a stable
economic base (Deavers 1988). Moreover, recent trends in automation and the resulting retumn
to a higher skilied labor force are lé‘ad_ing to selective reconcentration of manufacturing industry
away(f_rom rural areas and tq_Ward urban centers for some kinds of manufacturh;g (Glasmeicr
1988b; Schoenberger 1987).

| . Some observers speculate that service-based 'ccoﬁonxjc development is one potential route

to rural economic stability (Smith 1984; Mi._i____i_cr aﬁd Bluestone 1988). The service industry

accounts for -an increasing proportion of national employment, yet staie, regional, and local




developmcht agencies l'ack'étratcgiés to start up, ‘attract, or retain service jobs (Falk and Broner
1980). ‘This may be ._;Iiue' l't.f) a misconception that services are mereiy reside'ntia:yj activities that
can generate little additi.on'al .sustz;incd-*-ixlcome fér- rural cd'mmunities (‘G-i.llis_ 1987). "There may
be a general lack of understanding 'I:ibbut'v\{_l'iich s;:rviccs are b;-th export-oriented and either

footloose of attractable to rural areas. Even when such exportsoriented service ‘activities are

identified, develoﬁmcnt officials may not know which incentives to offer. Finally, while

infrastructure investments required to attract services are cost-effective from a state or national .

r

point of view, communities alone may not be able to afford them. -

The purpose of this repoit is to fill the gaps in our knowledge about the service sector’s

potential in rural areas, and to provide the basis for further research necessary for the creation

of effective SewiCB-bésed economic development strategies for rural communities. With a better
understanding of fhc 'p'(_)tf:ritiaI for rural ser\{ice_ employxﬁcnt_ g’f_owth, we éan identify 'Qppoﬂunitieg
to make the rieccsSary ‘education and - infrastructuré investments ‘that will insure rural
communities’ full participation in the new serv-icé economy. |

1

Defining Service Industries

Current debaté regarding the behav"iof_,' ?'grdwth,.: and Elisnfibu.t‘!on Qf services is-hampered
by a lack of common definition. This 1spart]y due to the chanéi_:}g nature of -the service seCtof
and the additidh of new "product” 'sér,viccs, the hctéfogcncity of services within industrial
categories, and the-lack of -.aﬁ-over-arc:hinl'f,r théory_ that guides researchers in their a‘Et_terﬁpts tol

define the nature of a- service (Ba_illy','.BC')ulian'né-, Mailiat, Rey and Lairent 1987; Bailly and

Maillat 1987; Dariiels 1985; Gershuny and Miles 1983). -~~~ . - =~



Traditional sectors are defined by the physical characteristics of their output which include
the primary (natural resource-products) sector, the secondary (manufactured products) sector, and
the tertiary (transitory products) sector. But as services expand outside their links to traditional
industries and generate tangible products in their own right, assumptions regarding the passive
nature of the tertiary sector require rethinking. The starting point for this revision is the
development of more precise (_icﬁnitions and a classification scheme that improycs our
understanding of rural services.

There are a number of recently developed classification schemes based on function,
market, the product-production relationship, occupation, sector, and various combinations of the
ab-(svc (Bailly, Boulianne, Maillat, Rey and Laurent 1987; Bailly, Maillat and Coffey 1987;
Daniels 1985: Beyers, AIvineand Johnson 1985). These schemes were carefully reviewed for
their appropriateness for understanding rural services. In this study we use a definition of
services based on SIC codes. We are aware of the limitations of an SIC-based classification
scheme. For example, diffcr_cntiatioﬁ_ by nature of the production process (use of technical labor
and application of information technology) would shed important light on rural service growth
(much as innovative and standardized production classifications have been important for

.undcrstanding manufacturing investments in rural counties). Unfortunately such occupation-

specific data are not availablé for different geographic areas of the United States.

Growth of the Service Sector
‘The post-war years have witnessed a major transformation in the industrial soucture of

the U.S..economy. These changes are widely heralded as the advent of the service or information



economy. Emplbfment in service activities ‘has increased rapidly from 57 percent of U.S.
employment in 1948, to 71 percent in 1986 (U.S. Bureau of Census 1988). This ransformation
has important implications for both the nature of work and the spatial location of employment.

Producer services--especially business services--are - generally .considered the motherload of

service growth, and most researchers expect this trend to continue (Stanback and Noycllé 1982;

Morris 1988; Thurow, Billard and qudon 1989; Buck 1988). The distinction between producer
and consumer services is not academic. It bears directly on our concem about the role of
servicés in rural economic growth. There are practical limitations to thé: expansion of consumer-
based services (to which restaurants and retail trades are particularly vulnerable). -

While there is wide agrecment. that sewiCcs are the mgjo‘r source of employment grd&th,

there is less consensus about why they are currently growing so rapidly. The literature includes

* a number of potential explanations. Part of services growth reflects general economic expansion.

Gross National "Product growth accounts for 40 percent of the. expansion of producer services
between 1972 and '1985. (Tschetter 1987; Moore 1987; Kirk 1987).

- Growth of the world economy, :'i-'ncreasing complexity of corporations, and expansion of
foreign trade al_so explain some of services” g_rbwth.(Dunning and Norman 1987). Financial
services are particularly scnsiti.ve to- world-wide economic tmnds--dércgulation, world _r'r_la;k.ets,.
and volatility of curre.n.cy (Morries 1987). Their grow;m is both a reflection L)f the increasingly
comp_}cx system of trade and a response to nation-based policies that regulate international f:rade
(van Dinteren '1987). | ”

Another contributing factor is the lack of potential for productivity increases to be'realized

in servicé employment. Services are 'coﬁsiderec! less: productive than manufacturing (Gershuny
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. making products for narrower market niches. - ThlS requires a more extensive demand for
business scr-viccs. that do market analysis, advcftis’ing‘, and distribution services (Stanback and
Noyelie 1982, Quir;n' and Paquette 1989). Rapid rates of technological innovation in information
and goods processing are also exerting a pqsitivc impact on the growth of producer services
(Gillespie and Green 1987; Hepworth, Grleen ah‘dGillcs‘pie 1987; Morris 1988). As the cost of
obtaining information declines, QCmand incfcase's, stimulating this.industry. The introduction of
infonnatioﬁ-bascdtechnolo gies in all other forms qf' ccﬁnomic- activity creates additionénl demand
~ for workers in such iridustric_s as softQart‘:'- ‘and computer equipment consulting. Thus.
technological innovation contributes to the grow_th of service sector jo.bs. Finally, there are also
impdrtant __devclopmcnts in the nature of “cc)nsumcf- demand that are influencing the growth of
sew%ccs :I(Moor_c 1987). The. iﬂcomc cla_é’i:icity- of demand for services exceeds that fbr
mahufacturcd géods. As cohsu'mcfs _ggin pcrsonai wealth, they spend proportionally r_ﬁore of their
income on consumer services. 'TQ&wagc-cmﬁng f,amilies‘ and the "greying” of America have
resulted in incfeased— disposable consumer 'inéﬁrﬂc and account for some growth in trade (the
trend t(l)ward-cbnvehiclnlice over price), _reéiea_ifi’on, and restaurants (Mawson 1987; Miller and
Biuestonel 1987).

| 'Prcscr_ltly, rural cbmmuﬁiﬁcs have not captured a .propqrti(jnétc_ share of scrvi_.cc'-'seJc-tor
_ grothh (B__éa_-l_ci and Fuguin-"1980; Mi_ll'er and Bl..u'cstdn"c- 1987).. Somé services, espeéially
consumption sc‘rvi_c':cs.'(c.'g., grocery _s_torcs,fdi'y cleaners, etc.), are virtually Jubiquitdus. Othefs,
such as pate'_n't' iawycrs and invé'stmcnt_b.anldﬁ.glhouses, are found: only in the largest urban areas.
For f.:xam'plle_,' Stanback et. a:‘l;- found- that while cities with populations over 2 million had more

than 79 percent of their non-agricultural émployment in services, those with less than 250,000



and non-metropolitan counties had less than 74 percent (1982). Given that business services are
a major portion of service growth',' their metropolitan orientation diminishes the prospect that they
will decentralize to rural areas..

Consumer services are clcaﬂy a function of-income. A major portion of post-war rural
services growth occurred in reSponsc tol rising incomes of rural residents. Many rural areas are
now experiencing an -erosion of their traditional economic base--agriculture, mining, and
r'nanﬁfacmring——resulting.' Iin d_chpascd local income circulation and declining demand for
consumer services. With the dcclin_c in transportation cbsts and the willingness of rural residents
to travel further from home to. shf)p, there is also evidence that the smallest rural commercial
centers cannot compete with larger more diversified centers (Senf and Anding 1988). Moreover,
only a small number of all rural counties are likely to benefit from the income-induced consumer
service expansion that results from the growth in retirement, tourism, and recreation. This study
. examines the existing rc.:latipnship between both producer and consumer services and rural
econonﬁes. The analysis also explores the potential role of rural producer and consumer service

grthh in the future.

Services as Export Base Activities

Agriculture, mining, ahd manufacturing are well-recognized components of the export base
;Jf rural aI_'eaé. Services have tradj'gional-l-y been considered residentiary or non-basic activities _thai
‘may increase local incomes ih{ough import substitution. They have not been considered sources
of lohg run c'co.nornic stability and. growth in the absence of other export base activities. But

with the rapid expansion of the service sector, this view is obsolete. We must rethink the

10



convéntional notion of export base and e}cp_éjn'd the rang‘é of industries considcrcd basic. But
which sci'\'xice. indu_st_ries cortribute to the export base? There 1s presently a de{irth of in%ormationl
identifying which service industries have the potential both to be independent generators of
‘growth and to thrive iri rural areas (Gillis 1987).

Few stuches prov1de detailed evidence of the export- oﬁcntanon of service industries across
the urban-rural continuum. Those ‘which do exist present conﬂlctmg ﬁndmgs For example,
Polese (1982) and -Stabler and How_e '(_1988)- found that service firms in rural Canada .weré
'signiﬁ_cant exporters. In the lattcf ¢ase, export-orientation -was independent of the goods-
producing sector. In contrast, Smith and Pulver found t;nly a limited tendency- for rural
Wisconsin service firms to export their products (1981). Exp{bn-oﬁentatioh* was correlated with
size and 6@nerslﬁi-p status of firms. It was the latger and nonélbéally owned firms that had a high
probability to export.

- The potennal for services to provide cxport base cmployn;cnt is detenmned frérﬁ -
~ international tradé data. In 1980, international scrv:icc. tradc was valued at $350 billion--about
20 pcrc'cnt of world trade. The most commonly tradcd services - ‘include consulting,
teIecommumcatlons computer. services, and leasing. ‘With approximately 12 percent of world:
services trade in I1980 the U.S. is the largest services cxporter (Rlddlc 1986) Porterﬁeld and
Pulver exammcd service data from the upper Mldwes_t region of the U.S. and identified industries
Qith location quotients of greater than one as being cicport servidgs. They found t}{at 18 3- anci
4-digit servi'ce-pﬁducing SICs could be considered as having export potential.- ?Améng o_t.hcrns.,'
these “industries incl'uded advertising, mailing, 'rcproductio'n and stcnographic.'scrviccs, and

computer-rclatcd services (1988). Only one of th.cs_c industries (computer services) shows

11



potential to generate additional growth either through import-substitution or through new product
c;eaﬁon.

Other research shows that rural areas have been particularly poor at attracting export
services. For example, Stanback, Bearse, Noyelle, and Karasek consider services which are
distributi?e (ie. business '.serﬁc,es)' or corporate activities to be export services. (1981). The
remaining services, including retail, conéumcr, non-profit, and government are classified as
residentiary. Using this breakdown, they find that export services are concentrated in the largest
cities. In non—metropolitan.arcas. and cities of less than 250,000 population, only 17.4 percent
of .non-algricultural cmployﬁicntiWas in export services. Cities of 2 million or more population
had 31.7 percent of their non-égricﬁltufal employment in export services (Stanback and Noyelle
1982). Tﬁis unbalanced disuihutidn is seen in comparisons of urban and rural shares of services
employment. Henry, Drabénstott, and Gibson found that services composed only 15 percent of
employment in rural areas co'm]‘)arccl with 22 percent of employment in metropolitan areas (1986).

Miller and Bluestone calculated location ciuotients (LQ) for the major service categories
and found that the LQ for producer services was greater than 1 in the largest metropolitan areas, |
and less than 1 in smaller metropolitan areas and rural counties (1987). This éuggcsts that
mctropolitén areas are net exporters of services, and rural areas are net importers. As expected,
the LQ for -cOrisurﬁer. or res‘i_dentiary services was near 1 across metropolitan and non-
metrqpolit.an counties, suggesting that cities and rural areas produce consumer services in line
with local demand.

Based on their survey of service establishments, Porterficld and Pulver found export-

"service production to be more urban-oriented than employment in all industries (1988). However,

12



rural areas attracted a relatively high percentage of employment in several export-service

industries. _Almos-t‘ 5.9 percent of surveyed radio and TV broadcasting estabiiéhments, and about
22 percent of _sccurlty and commodity brokers were located nbﬁ-adjaécnt to SMSA rural counties. -
The former’s presence in rural areas ‘Teflects the widcsprc:ad'cxistence of broadcast stations
serving primarily local audjc'r:__lccs.' But while thésc rt,sults-gré-"suggcstive;-’ﬂle study’s focus on
" a single statc‘léave_é opcn’;t}lc mytiad of .ciztums.tanc.::cs to be found across all of America’s rural
areas. e
The lack of rural employment in autohomous exporting service firms is-“‘suggestcd'by_ﬁ '
recent data on rural servicé growth. Through the 1970s, rural ge‘rviées_ growth wa_s far above the
national average, and according to th'e-'U.S. Departmcnt of Agriculture, their fast growth was a
result of expanding maﬁufacmi;'ihg. Kirn, Millcr, and Blucstbné deﬁpnsnatc that scr\:'icc growth
from 1958 to 1977 fcﬂccted the substitufion of 'producér~séwiCcs Wfl-ich followed __rpanufa"ctuﬁn‘é
into rural areas (Kirn 1987; Miller and Bluestone 1987) |
Since ‘the 1970s, like manufacturing, the growth of rural serviées; has fallen off
. dramatically. The dismal rate of currerit rural service -growtﬁ is atributed to the bo_'o'r
pcrformanc“e of manufacturing as well as services and other-sectors. These trends underscore the
dependence of most rural servi-f:e growth on-the goods-producing sector ‘and inC_’ofnes paid to
workers in thésc in(-iustrics.. (Miller and Bluestone 1987; Beale and'.Fuguitt 1\980).
Analog{cs are occasionally made between the. spatial behavior of services--especially
producer servic.es--and manufactilring. According to .this' view, the decentralizing tcn:dcncics of |
‘Service‘indﬁsuics will mirror manufactuﬁng jobs which shifted from urban to tural areas ovér

the post-war era. But there is a countervailing view which suggests that'sérvice induastry’s' need

13



for face-to-face, contact coupled with advances in automation, will obviate the need for service

.decentralization (Gillespie and Green 1987; Mawson 1987). Cappellin argues that input-output

transactions of service firms are far more complex than manufacturing. Unlike manufacturing,
services are more interdependent and therefore are often tied to other service firms. At least

according to this view, the past experience of manufacturing will not be reflected in the future

behavior of service firms.

This study answers a set of questions about the nature of services in rural areas. The
spatial analysis covers counﬁes-. - The time frame of the study is 1974 and 1985. This period
embraces an era of both rural stability and decline. This project uses County Business Patterns
déta, to determine the structure. of services in rural areas across the U.S. The data set was used
to test a number of hypotheses about factors which appear to influence rural service industy
location.

~ This project report provides a national perspective regarding which rural counties have
signiﬁéant cornicentrations o.f service jobs and which grew at above-average rates _bctween. 1974
and 1985. The study identifies the relationship between rural service growth and the economic
f)asc of i_ndividual_ rural counties. For example; we assessed the structure of services in
manufacturing versus farming-dependent counties.. We tested the extent of structural
interdependence using the Economic Research Service of the U.S. Dcpanmént of Agriculture’s
(ERS) classification of rural counties’ economic bases. As the ERS classification scheme is
based (;m income, we developed profiles of service sector structurcs.in the six different types of

rural communities.
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Chapter five and six review the growth of services in rural counties in conjunction with
the dominant economic base. Indicators of both absolute and percentage change are reviewed.

Chapter seven takes a different perspective on services growth and examings the spatial

- behavior of service industries. In this chapter we examine the results of entropy, location

quotient and shift-share analyses.
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SERV‘ICES']N THE RURAL ECONOMY
Amy Glasmeier -

oo,

The purpose of this study is to inform policy makers about the efficacy of local and state
economic development policies targeted toward service industries. In this report we present the

results of analysis of the structure and recent growth of service industries in rural areas. .

Background of the Issue
o . The pést 25 years h‘awlfé witnessed tremendous ﬁphcaval' in rural Amcrica (Lonsdalc and
Leinbach 19’?9). In thf; early 1970's,.’ scholars were astounded at the historic reversal of
iaoi)ulatibn angl. employment trénds. We I;OW hﬁvc .cvidc.'nc‘_c that manuf&f:turing empldyment
bega-n de_cqntralizing from urban to rural areas as early as the 1950s. Other sources of
émpldymcnt were decentrali;ing by the early 1960s, and populati;)n began dccénﬁalizing in the
. 1970s (Carlino 1985). For tﬁc first time since the turn of the century, rural arcas were once
° again gaining population an‘d- employment, and more importantly, they were growiﬁ.g faster than
their historically SI;ongcr counterparts--cities (Garnick 1983) So Unﬁ_rcccdentcd was this change,
that authors w.'roté cffu'sivély ot: a "ruré.l_rendissan‘ce"_gnd. a"_rctl;rn to agrarian livin g (Bradshaw

and Blakely 19:»'9’).. |

This unexpected shift was the _rcsﬁl_t of a convérg‘cncc of .disi)a‘:atc féctor’s. The energy
~ boom of ‘the 1970s, unleashed by.ri-s'ing oil pﬁéés, reéulted in oil prices doubling twice in five
years. .Concon.aitaﬁtly, the value of other. fuel sources suah_as coal and oil .sha'le rose rapidly,

unleashing a flurry of dcvelép‘mcnt‘projccts largely in rural areas:’ Manufacturing industry’s

search for low cost prodﬁcrio'n locations shifted low-skilled, 'lowl wage manufacturing employment




to rural areas, particularly in the Northeast, North Central and South (Carlino 1985). Equally
important, expansion of agriculéuml'capacity in response to rising commodity prices, accelerating
~ inflation, and very low to negativé interest rates, encouraged farmers to expand their operations.
Although these events yielded renewed growth in rural areas, they occurred in a wholly
' unk)lar;ﬁcd and unregulated fashion. Nevertheless théy quickly became the status quo, and policy
makers turmed their attention from problems. of persistent rural decline toward inner city
redevelopment.
Just as unexpectedly as rural areas rebounded,__ by the early 1980s rural fortunes reversed
-themselves again. The OPEC oil cartel began disintegrating. Member counties broke ranks--
expanding output and driving the price of oil down to ten-year lows. Within four years, the price
of oil fell from $35 to $14 a barrel. Domestic energy exploration and other resource-related
experimental programs came to a screeching halt. Rural areas of the West were particularly hard
hit by this development, and even today domestic oil exploration remains at a post war low (The

New York Times, Feb. 2, 1989).

The inflationary spiral which lured farmers to take on ever higher levels of debt collapsed
as the Federal Reserve Bank raised interest rates to bring inflation down. High interest rates
chokcd off domestic investment and diminished demand for American manufactured goods while
precipitating the most serious recession of the post-war decades. Land values plummeted in
America’s. agricultural héartland. Farmers found.themselves Holding notes on dr.astically de-
valucd lands. Farm debt rose astronomically, resulting in the highest farm foreclosure rates since

the Great Depression.




| Amcﬁca"s’--n;anufactuﬁrigﬂba'se also ¢ame under intense pressure. The dollar’s high value
relative to America’s trading partners and perceived ditiﬁnis‘llcd product quality reduced the
competitiveness b‘f American .manufactured goods. ' The nation’s. basic prodﬁctive c_apaeity--b
'parti-culariy in irxiport-—sensitivc heavy ipdust_ry and consumer prod_ucts--pain_fully' contracted.
“ Third world aebt"- furthé‘r chol;ed off &cn';and for U.S. manufacturing. Key c;cport mﬁrkets in
Latin America and Afﬁca faltered under the weight of huge fﬁrcign debt--further diminishing
demand for US CXpOrts,
Added to. these developments are changes occurring in.U.S. manufacturing, While
- raditional manufacturing employment has dei:lined, high tech industries have expanded. But the
: locaﬁona'l"-pattems of high te_c_h-ciiffcr significantly from those of other manufacturing industries,
“which have 'shown a tendency to filter down to -Amcrica’s rural communities (Glasmeier 1988b).
“High tech industries have a history of sending l_ov\; Wag'c work off-shore to third world countries
with well-trained populations. Tec‘hn‘ic_:_él production cmployrﬁcnt-that remains on-shore is staying
in urban areas, while the types of jobé :which had uadiﬁonaliy-moved into America’s rural areas
are shipped abroad. Any tendency for 'dcéentralization is limited as the more mobile components
of high tech ihcﬂiustxy-afe moving bnly to thc; fringes of metropolitan arcas which have well-
“developed labor forces. Lacking Criﬁc_al inffastfﬁcture to support technically .sophi.sticate,d
industries, rural areas appear grossly inadcquaté o corrllpe"tc for this type of employment.
Thé convergence “of tﬁese éifcﬁmsta_r}ccs dcmt;-pstratcs the longstanding and recurring =~
" vulnerability of rural communities to gio‘bél economic change. In an earlier era, basic s.cctors--.,

agriculture and mining--were major forces in rural development. But as both industries achieved

high levels of productivity, cmployhlent declined. ' During the post-war years, manufacturing




plant relocation once again sparked new hope for the revival of rural economies. And as a resﬁlt,
manufacturing became the target-of rural economic. development policy. But over the last 15
years, dcsPité a short respite from persistent rural dccline, the manufacturing growth rate has
plunged once again. Achieving rural economic stability today will require policies even more
'cogniz-mt of changes in the }cla;ipnship between rural areas’ health and national and international

economic conditions,

The Present Policy Environment -

In recent times, the linchpin of rural economic development policy has been the attraction

“and retention of manufacturing plants. Manufacturing employment was seen as providing the

-'cconomic stability that had proved elusive for economies based on agriculture and mining (Beale

anleug}j_itt_1980). But while a manufacturing strategy may continue to yield small, near-term
paﬁroffs, it is _ﬁot one that promises long-run vitality for rural areas. Increasingly, the U.S. is
losing low-skilled manﬁfacturing to third world.cciuntxics,.and many observers doubt if rural
America can continue to depend on standardized assembly line manufacturing as a stable
economic base (Deavers 1988). Moreover, recent trends in automation and the resulting return
td a higher skilled labor force are leading to selective rcconcqntration of manufacturing industry
away -from rural areas and toward urban centers for some kinds of manufacturing (GlaSmciér
6198_8b; Schoenberger 1987).

| Som§ observers speculate th_at service-based economic development is one potential route

to rural economic stability (Smith 1984; MiilCr and Bluestone 1988). The service industry

accounts for an increasing proportion of national employment, yet state, regional, and local




" development agencies lack strategiés to start ‘up, attract, or retain service jobs (Falk and Broner

1980). This may be due to a rfﬁsccn,icc_:p‘_tibﬁ that services are merely residentiary activities that

‘can genérate little’ additional sustained ir’jic'cj)rric for rural communities (Gillis 15;-‘87)_. There may
" be a general lack of understanding about {vhich sérvices are b.b.r.h export-oriented and either
footloose or attractable to rural _arcés. Even when sﬁch cxi)cirt{oﬁentcd' service aciivities are
identified, devc‘lop_m'ent officials may not know which incentives 0" offer. Fin‘ail‘ly, while
B infrastructum.in\'resunc.nts required to attract services are cost-effective fr-om a state or naticnal
point of view, comﬁ_iuniﬁes alone méy not be able to afford them.

The purpose of this report is to fill thé gaps in our kﬁochdgc about the service sector’s
potential in rural areas, and to provide 'ﬁle basis for _furthcr research necedsary for the creation
of effective service-based economic dcvclopmcn‘t_'sh‘z;tcgies for rural communities. With a,be't:ter "
" understanding of the poteritial for rural service employment growth, we can i_dc.n_tify c;pportunities
‘to make the necessary education and ‘-.infx_'astructum ‘investments that wijl insure rural

communities’ full participation in the new service economy.

.. Defining Service Industries

Cunéﬁt debate rcgarding the behavior, growth, and distribution of services is hampére‘d
bya lack of cbmmo'r‘i dciinition-..' This is iaanly due to the changing nature of the service sector
~and the addition of new “product” services, the heterogeneity of services within industﬁal
catf:gor'lcs; and the lack of an over-‘arching theory that guides researchers in their attempts 1o

define the nature of a service (Bailly, Boulianne, Maillat, Rey and Laurent 1987; Bailly and

> Maillat 1987; Daniels 1985; Gershuny and Miles 1983). |




]

Traditional sectors are defined by the physical characteristics of their output which include

the ﬁrimary (natural resource products) sector, the secondary (manufactured products) sector, and

the tertiary (transitory products) sector. But as services expand outside their links to traditional

industries and generate tangible products in their own right, assumptions regarding the passive
nature of the tertiary sector require rethinking. Tﬁc starting point for this revision is the
deveiopmcnt of more precise definitions and a classification schem(; that improves our
understanding of rural services.

There are a number of recently developed classification schemes based on function,

market, the product-production relationship, occupation, sector, and various combinations of the

| ‘above (Bailly, Boulianne, Maillat, Rey and Laurent 1987; Bailly, Maillat and Coffey 1987;

Daniels 1985: Beyers, Alvine and Johnson 1985). These schemes. were carefully reviewed for
their appropriateness for understanding rural services. In this study we use a definition of

services based on SIC codes. We are aware of the limitations of an SIC-based classification

- scheme. For example, différentiation by nature of the production process (use of technical labor

and application of information technology) would shed important light on rural service growth
(much as innovative and standardized production classifications have been important for
understanding manufacturing investments in rural counties). Unfortunately such occupation-

specific data are not available for different geographic areas of the United States.

‘Growth of the Service Sector;

The post-war years have witnessed a major transformation in the industrial structure of

the U.S. economy. These changes are widely heralded as the advent of the service or information



economy. Employment in service .act'iviti'é!§ has increased rapidly from 57 percent of U.S.
employment in 1948, to 71 percerit in 1-986 (US Bureau of Census 1988). This transformation
has imponanf implications for both the-nature of work and the spatial locatiprj; of cmployment.
Producer serv1ccs--cspcmally busmcss scmccs--arc gcnerally considered the motherload of
service growth and most nesearchers cxpect this trend to continue (Stanback and Noyelle 1982
Morris 1988 Thurow Billard and Gordon 1989 Buck 1988) The distinction between producer
and consumer services is not academlc._ It bears dn’ectl_y_ on our concemn about the role of
“services in rural economic growth. Tl.?c.r_c arc“_pr’at:ticajll limitations fo the expansion of consumer-
based scrvi?:és '_(__to‘_ which rcstaurant_s_q;_lﬁ retail trades are particularly vulnerable).

Whilc'- ﬁlere is wide agreement q;at Scw.i-ces are the major source of _cmpléymént growth,

-there is less ‘consénsus about why t-hc":y_l_areu curr‘cmly gxowiﬁ'g SO raﬁidly. The literature includes
- a number of pbtc_ntial ekplanations. Paﬁ of 's;:rviccs growth reﬂécté general economic éxpa.nsio_n.
Gross National Product growth accourits .fér-40 percent of th_c expansion of producer séwices
between 1972 and 1985 (T'schetter 1987; Moorc 1987; Kirk 198?.).

Growth of the world cc.'ornomy, inc-rclasi-ng complexity of corporations, and expansion of
foreign: trade also 'cxplain some of: Scr\}ices" growth (Dunning and Norman 1987). Financial
scwicc; are particularly sensitive to world-wide economic trends--deregulation, world markets,
and volatility of currency (Mon*ies 1987). Their growth is both a reflection of the increasingly
éomplex system of trade and a rés;:onsc to natioﬁ-bascd'polqi;:ics-that regulate international trade
(van Dinteren'1987)'.‘ |

Anothér contributing factor is the lack of potential for 'ﬁroductivity increases to be realized

in service employment. Services are considered less productive than manufacturing (Gershuny



and Miles 1983). If non-service 's'c_f:tors have higher per capita productivity rates, all else being
cqual, ser\{iccs will have to employ more (less productive) workers to stay even. The view on
this is not unanimous. Some rcsca_réhers speculate that in the future, services are likely to create
fcwer jobs as pressures 10 raise productivity result m capital-intensification of service production
processes. Marshall notes that relatively low-productivity services are becoming more capital-
intensive, resulting in lower employment multipliers (1987). This phenomenon is also mentioned
by Enderwick, who states that the rising cost of labor results in a search for high.per capita
valuc-add_éd investments. A recent article about‘.ihc American Express Corporation in the New
York Times indicates the possibiIitiés for p;odﬁcti_vity increases. Production of American
- Express’ monthly credit card billing once required hundreds of data entry proccséors. But new
electronic scanning technologies have cut the size of American Express’ data entry staff by as
much as 90 percent in sorne ca_sés.

Adglitional factors re]ated to changi-ng mgdcs of production also account for some service
employment growth, Manufacturing firms now "sub out" many service reqﬁirements previousty
supplied in-house (Buck 1988). For example, "just—in—ltime" (JIT) inventory praétices cr;*lploycd'
by manufa_c;turing firms are precipitating service employment growth (Kutscher and Personick
1986, Qﬁin;l and Paquette 1989). In addition to the er_npldymcnt implications of JIT practices,
firms arc.simpl_y using more temporary emplo_ycgs for a wide variety of tasks. Cer;ain kinds of
activities such as janitorial, food service, and landscaping are increasingly being acquired from
firms classified in the service sector. Anq_thcr example of the increased demand for services
arises from the growing specialization among rﬁanufacturers. As income 1ise, consumers are

demanding higher quality and more specialized products. Manufacturers are responding by



rﬁaléing produéfs ‘f(.)r narrower mafic_ct niches. This rcquifés a more extensive demand for -
| business services that do }narkct analysis, 'advertisqi-ng, and dfgﬁi_buﬁon sc_z_rvices (Stanback and..
Noyélle 1982, Quinn and Pééluet'_tc 1589). R'abid rates of technological innovation i;n infomiaﬁon
and -goods'proccésing are also exerting af.pbéi.tiv'é impact on the growth of producer services
(Gillespie and Green 1987; Hepworth, Green-and Gillespie 1987; Morris 1988). As the cost of
obtaining information declines, demand incréﬁs'ésﬂ, stimulatin g this industry. The introduction .of
infénnation—bascd.tech!nolo:gic‘s‘ in all c;thgr fonps of economic acﬁ;ity creates additional demand
for workers in such industries as software and computer eiquipment consulting. Tﬁus_
.tc'chnological_innovgtion cc.eri_bu”tes to the g_nrowth of service sector jobs. Finally, t_heré are also
important developments in the nature of consumer demand that are influencing the growth of
services (Moore 1987). The income -elasticity of demand for services exceeds that for
| 'manufacturedagoo\ds. A__s consumers gain personal wealth, &1cy spend ';;roportionall} more of their
income on consumer services. Tﬁroﬂyagc-camihg families and the "greying" of America have
resulted in in(':réascﬁ disposable consumer income and account for some growth in trade (the
.'trcnd 'towa;d convenience 'over'-'i:';rice')', recr_eatibn, and"'restaufarits (Mawson 1987; Miller and a
Biliéstonc 19%37). : - | |

PreS@n’;ly, irural communities have riot capturéd- a pfoporﬁonatc share of service sector
grdwth (Beale and Fugultt 1-.980;, Miller anid Bl'ug'stonc' -1'9'87)." Some servicc;,' especially
cbnsumption services (e.g., grdccr& stores, dry -cicancrs, étc.)"," are virtually ubiquitbus. Others,
such as pate.nt‘ law3‘;'ers and'-investnjent banicing houses, are found onlyin the largest urban areas.
For cxamplf;, 'Stanback',ét- al. fo_l_md that while cities with popﬁlatiohs over 2 million had more |

than 79 percent of their non-agricultural cnibloynicrit._ in ,scrvices, those with less than 250,000



and non-mct'rop_olitan counties had less thar} 74 percent (1982). Given that business services are
~a major:portion of service growth, their metropolitan orientation diminishes the prospect that they
will: decentralize to.rural areas.. B

Consumer services are .cltté.rl'y a function of income. A major portion of po's't-war rural
services growtﬁ:,occurred in response to rising incotnes of rural residents. Many rural areas are
rtow experiencing an erosion of their traditional economic base--agriculture, mining, and
tnanufacttuingA—rcsulﬁng in decreased iocal ‘income circulation and declining - demand . for
consumer servit:es. With the decline in transportation costs and the willingness of rural residents
to travel further from home to shop, there is also evidence that the smallest rural commercial
centers cannot comi)ctc with larger more diversified centers (Senf and Anding 1988). Mt)rcover,
-only a small-number of all rural counties are likely to benefit from the income-induced consumer
service expansion that rcstllts from the growth in retirement, tourism, and recreation. This study
examines the existing relationship between both producer and consumer services and rural
ceconomics: The analysis also cx_plt_)res the potential role of rural producer and consumer service

growth in the future.

Services as Export Base Activities

Agriculture, mining, anci manufacturing are well-recognized components of the export base

of rural areas. Services have traditionally been considered residentiary or non-basic activities that
-may increase local incomes through import substitution. They have not been considered sources
of long run economic stability and growth in the absence of other export base activities. But

‘with the rapid expansion of the service sector, this view is obsolete. We must rethink the
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conventional notion of export base and expand th¢ fange of . industries cohsidéred basic. But
w.hich service industries contribute 10, _the_export'-base? There is presently-a dearth of information
identifying which sérvicc industries have the potential both to.be independent generators of -
growth and to thrive in rural areas (Gillis 1987). |

Few studies provide detailed eviden(;e of the export-orientation of service industries across
.the urban_-rural ‘continuum, Tho'sc. Which_do. exist present conflicting findings. IFor example,
Polcsé (1982')‘an'd Stabler and ‘Howé (1-988)" fo’und. that scrvicé firms in rural Canada, wcrje
significant exporters. In the ia;ttef .case, exp'orlft—oricntatic')n. was indcpendenut of the goods-
producing sector. In’ contraSt_,_Smith and Pulver found zonly a ]imjtcd tendency for rural
| -W_iscénsin service firms to cxpoﬁ their products (1981). Export.-oricntatioh:'was correlated with
size and ownership status of firms. It was the larger-and non-locally owned firms that had-a high
.probability to éprrt.

- The .potential -for services to provide .export base employment is determined from
international trade déta. In.19.80,'_intcmaﬁ0nai' service trad‘e' was, valued at $350-bi1'l-ion--ab0ut.
. 20 -percent of :\i'brld trade..-. The most c.:omrﬁbnl.y_ tf.éded services: incl.ude consulting,
ftelecomrﬁunications, computer services, and leasing. With approxi;na_tcly 12 percent of world
services trade in 1980, the U.S. i§ the Iar.gcst.. services .cxpc_)'rtcr (Riddle 1‘936). Porterfield and
Pulver examined service data ffotﬁ‘thg uppcf Midwest re gion of. the U.S. and identified industries
with location qlioticrifs of' greater than one as being export scr_vicel:.s. : Théy found that. 18 3- and
4*di:git service:producing SICs &ould be considered as having-éxport potential. Among othe:s,.
these industries included adv.énising,r mailing, reproduction and -stenographi¢ _services, émd

computer-related services (1988)".' Only one of these industries (computer services) shows
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potential to gencrate additionél gfowth either through ir’ﬁport-—substitution or through new product
creatiqn. ;

JOther research shows that rural areas have been particularly poor at attracting export
scrviccs.‘ For example, Stanbéck, Bearse, Noyelle, Jand Karasek consider services which are
distribtiﬁve (i.e. business scrvicc's') or corporate activities to be export services (1981).- The
remaining services, includi'ng. retail, 'consumcr,. non-profit, and government are classified as
residentiary. Using this breakdown, they find that export services are concentrated in the largest
cjties. In noﬂ-@cn*opolitari areas and citics of less than 250,000 pdpulation, only 17.4 percent
of non-agricultural employment Wa_s in export services. Cities of 2 million or more population
hzid 31.7 .pcrccnt of their non-agricultural employment in export services {Stanback and Noyelle
1982). This unbalanced distribution is seen in comparisons of urban and rural shares of services
employment. Henry, Drabenstott, and Gibson found t_hat services composed only 15 bcrccnt of
cmpl@ymcni in rural areas compared with 22 percent of employment in metropolitan areas (1986).

I Miller and Bluestone calculated location quotients (LQ) for the major service categories
and found that the LQ for producer services was greater than 1 in the largest metropolitan areas,
and less than 1 in smaller mewopolitan areas and rural counties (1987). This suggests that
met:ropolitan areas are net exporters of services, and rural areas are net importers. As expected,
the LQ for consumer or résidentiary services was near 1 across metropolitan:and non-

| metropolitan counties, suggesting that cities and rural ;rcas prodﬁcc consumer services ‘in line
with local demand.

Based on their survey of service establishments, Porterfield and Pulver found export-

service production to be more urban-oriented than employment in all industries (1988). However,

12



‘rural areas attracted a.relatively high ‘i)crcé-htage of -employment in several export-service
industries. Almost 59 percent of surveyed radio g_md TV broadcasting estﬁblishments, and_ab_out
22 percent of sécurity .and commodity' brokers werc locat__égi non-adjacent to. SMSA rural counties.
The former’s presence in rural areas reflects ﬁle"wi_dc'sprcad existence of broadcas.t. stations
serving primarily local audiences. But while these results are suggestive, the study’s focus _or‘l
a single state leaves open the miyriad of circuniﬁan’ces to be foand across all of America’s n;ral
areas. ) | _\1

The lack of ‘rural e;np'loymcnt. in autonomous cx‘poiﬁting service firms 1s suggested by
recent data-on rural service growth. Through 'the' 1970s, mral services growth was far above the .
national average, and acéording to the U.S. Dcpartrﬁcnt-..of Agriculnirc, their-fast growth was a
result of expanding manufacturing. Kirn; Miller, -and Bluestone deinor_;sl:ratc that service growth
from 1958 to 1977 reflected the s'ubstitution of :plroduc'cr services which followed manufacturing
into rural areas (Kirn 1987; 'Minér. and Bluestone 1987).- |

Sin’cc. 'thc 1970s, like ma.r_mfactuﬁng,_' the gtowﬁl of rural services has. fallen off
dramatically. The | dismal tate of currcnt rural service growth is attributed to the p'olor
performance of ﬁwufactuﬁng as'well as services and other séctors. These trends undeﬁcore the
d__epeﬁdence-of .most rural service g'r-dwth. on the goods-producing sector and incomes pa_id..t\_o
workers in these industries. (Miller and Bluestone 1987; Beale and Fuguitt 1980).

"'Anal'ogics arC?_occas{énally 'rnalcic between the spatial behavior of services--especially
» producer sewiées-—a;ld manufacturing.'l According to this view, the df;cantralizing tendencies of
service industries wi;ll mirror manufacturing jobs w.'.hich shifted frorﬁ urban to rural areas ov.er.'

the post-war era. But there is a'countervailing view which suggests that service industry’s need
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for face-to-face, contact couplcd. with advances in automation, will obviate the need for service
decentralization (Gillespie and Green 1987, Mawson 1987). Cappellin argues that input-output
transactions ‘of service firms are far more complex than manufacturing. Unlike manufacturing,
se,f_viccs are more interdependent and therefore are often tied to other service firms. At least
according to this view, the past experience of manufacturing will not be reflected in the future
behavior of service firms.

This study answers a set of questions about the nature of services in rural areas. The
spatial analysis covers counties. The time frame of the study is 1974 and 1985. This period
embraces an era of both rural stab'i-_lity and decline. This project uses County Business Patterns
data, to determine the structure of services in rural areas across the U.S. The data set was used

to test a number of hypotheses about factors which appear to influence rural service industry

location.

This project report provides a national perspective regarding which rural countig_s have
significant concentrations of scrviéé_ jobs and which grew at above-average rates between 1974
and 1985. The study identifigs the relationship between rural service growth and the economic
base __of individual rural counties. For cxampie, we assessed the structure of services in
manufacturing  versus __fanni_pg-dcpcng:lcnt counties.  We tested the extent of structural
interdependence using the Ecénomié Research Service of the U.S. Department of Agriculture’s
(ERS) classification of rural counties’ economic bases. As the ERS classiﬁcation_ scheme is
based on income, we developed profiles of service sector structures in the six different types of

rural conmumunities.
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As part of explaining conditions and trends of rural service growth, we tested a number

of existing theories. In this report we examined export base theory and its subsequent theoretical
refinements to determine the nature and growth potential of rutal service industri_es;- In line with
this theoretical pcrspéctive, we 'mswcred questions related to the growth potential of services.
For example, we suggest When and under what ciftumstanccs sgrvicc industries functibn as
autOnomﬁus sources of regional growth .and as sources of direct exports out of the local economy.
We also diéCu'ss tlh:c potential for intcr-indilstry linkages and fscrviccs.’ We also examine the
extent t}iat scfvices support linkages between traditional exporters (fan‘ncrs, manufacturers, and
miners). And we ;dggcst the extent to which service grow-th'i's tied to residentiary activities.

The report begins by describing developments in the distribution of economic activity in
the natioﬁal economy.

Chapter two discusses the research strategy and daia sdurces used in thc. completion of
th_is. study. We disc’:ﬁs's the geographic ba'sis of the study-and report the difficulties associated
with using Courity Business Patterns data for rural research.

| C_habter three outliries-the experience of job growth ir’i'thc nation and reviews a number

of major reasons for services job growth during the study period. The chapter also introduces

the experience of services growth in rural counties. We contrast recent developments in the

manli.facturing‘ sector w1th .thé’,:_growth'.of rural services, and we identify the top services job
géncratc')rs.:in rural 'c"cimti”cs.

~ Chapter four examines services sectors growing rapidly rural counties. In this context wé
raise the question of wheﬁ percentage change mattcr'sﬂ as an indicator of long run econorﬁic

development. We examine service growth in adjacent and non-adjacent counties.
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Chapter five and six review the growth of services in rural counties in conjunction with
. | the dominant economic base. Indicators of both absolute and percentage change are reviewed.

Chapter seven takes a different perspective on services growth and examines the spatial
'bc___ha"vi(jr of service industries. In this chapter we cxarﬁinc the results of entrop:y, location

quotient and shift-share analyses.
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CHAPTER II

DATA SOURCES AND LIMITATIONS

Thc results of this study are based on analysis of a detailed 97-sector data set drawn from
County Business Patterns Data. Data for 1974 and 1985 were analyzed to determine the spatial
structure of service industries in rural areas. In addition to analysis of all service sectors, as

s defined by the SIC code book of the U.S. Dcpamcnt of Commefce, a subset of industries

classified as producer services and manufacturing industries were also examined.

The Use of County Business Patterns Data

Spatial aﬁalysis of industry incidence using government (and most private) data sources
is hampered by the lack of a complete acpcmntiné of detailed industry employment for all
~counties in the nadon. Due to federal disclosure rules, no federal or public agency provid_és a
complete census of establishments and employment. While .thc Census of Manufactures provides
a computer tape listing of all plants in the country, employment figures are not included. “The
lack of a full employment 'count.is particularly a;:ute in the case of County Business Patterns
(CBP). Whilc CBP is the only annual COunfy level industry data set, as much as 60 percent of
industry employment information is suppressed. To overcome this limitation, r(;searchers have
. developed a number of estimation procedures that allocate aggregate employment totals to
specific counties with missing data.

In this research project, data were generously provided by Dr. William Beyers of the

University of Washington, Seattle, Geography Department. Using a biproportional matrix
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adjustment pfoccdﬁr(;, Dr. Beyers alloéatcd "é"r;l;ployment totals to employment size categories
usiqg an iterative compﬁtcr routine. -"‘I‘his proccdme .i-_s widely used and has been shown to
produce accurate and efficient estimates. The results constitute a data file with counts of both
'émialdymcnt and nﬁn;ticr of f.j:s'_tab_lishmcnts: _in counties at a four-digit level of industry detail. -

w

The Use of Ci}un’tv_ Bissiness _P.attérns fbr_RgraiRé;ezirch_

Using CBP ‘data for rural research has a number of limitations. Perhaps the most
significant problem is thé exclusion of certain industries. Neither agriculture nor goi’rcmmént
industries (two i:_nportant rural sectors) are inclﬁded in CBP. This omission problem can be
overcome by subsﬁniﬁﬁg_ir;fonnaﬁon.from other (comparable) sources.

- Federal and lobal. government employment can be incorporated into a data set using a

_number of alternative sources. ‘In this projei:t we used erhpl"o_yment levels reported in the City

and County Data liook, publishéd by the U.S. Department of Commerce. County level

 goverriment data arc derived from the 2 and 7 year ‘Census of Governments, while federal
cmplbymént consists of employment counts updated from the decennial Census. As there are no
disclosure ﬁr’oblcms, these data arc a_c_curéte mﬂ_e;tidus of governmenf employment.

One limitation of substituting data concerns eporting years. The most recent City and

" County Data Book reported ft;deral 1govcmmént empl.oymcm for 1984, while local government
data were reported for 1982. '.’We c':onsic‘lcrcdi adjusting the data by using naﬁonal re;tés of change-
for both categories of government employment. However, given the time period under study, we
were concerned abo{lt" .t‘h:ei'possibility' of over- or under-estimating goverdinent employment. -

Federal employment in particular has increased d:amati'cally due to larger defense expenditures
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between 1982 and 1985. Upon further reflection, we decided against adjusting the data. This
- may bias the figures for government employment downward.

A_morc _intra;tablc problem arises in attempting to incorporate a measure of agricultural
employment in the analysis. Aside from the Decennial Census and aggregate figures published
by the Department of Agriculture, we were unal_JIc to locate a suitable measure of agriculture
.‘ employment. This problem. a.n'ses.bccause off-farm:employment is a significant supplement to
farm income. To remain in agﬁculturé_, many farm families have been forced to seek alternative
. off—fa:m income sources. Consequently, it is difficult to estimate how many individuals are
_ employed on .thc farm full-time. In other studies researchers have used measures of income as
a surrogate for farming employ.mént. Since we are primarily concerned with establishing the role
) of scfvicés as a share of total employment, no satisfactory surrogate was available. for the time
' pcridds studied. Therefore, in counties where agriculture makes up a large portion of full-time,
full-year employmerit, measures of non-farm industry specialization may be overstated.

A secondary problém' associated with using CBP data to study services employment in
rural areas is the possibility of .uq_d_ér—reportin g small establishments. Services are vblatile SEectors.
Detailed analysis of other aaw sources (sﬁch. as Dun and Bradstreet and Economic Census’)
identifies a high frequency of sector switching--the movement of establishments-among sectors--

..and the high rate of business failure. Furthermore, many small service establishments are
operated out of individuals’ homes. Whether ﬂ;ésc organizations are incorporated into federal
data bases fundamentally depends on whether the. proprietor reports the business for tax purposes
and employs one or more_worke_fs in the establishment. While CBP data are considered a census

of establishments over 250 employees, the rerhaining establishments are accounted for by using
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~other data ‘sources such as administrative records'(e.g. Internal Revenue files).
| An équally intractablc prr{.)blcrn.using -any government data soufce is establishment
classification based on thc. SIC code system: At high levels of disaggregation, comparisd;l of
- Dun & Bradstreet, lowa _sélcs tax records, arid Coﬂnt.yBusiné.-s.s Patt'crnJS data ind_ic_ate's significant
differences among the nﬁmb'er of reporting uﬁits. This variatioﬁ in establishment classiﬁcation
results in érratic reportmg of cstabhshments by SIC code. This is a- partlcula.r problem given
service mdustnes volatility and the high fnequency of sector smtclung Readers should be

advised that these préb‘lems are no doubt reflected in the data used in this study.

Summary

- The Décénnial Census still ‘remains .-thle most accurate-publicly available dz;.tta set_vs{ith
which' to study :rural.‘indu_st'ty development trends. The strength of the Cenéus, however, .is also
its weakness: the Census -éi_‘('cl-ﬁ'si'vcly éovers'jﬁldjvidpals. Problemis - arise when individuals
cla’ssify thcfnselves into 7i§dpshi(;s and then 'Buréau'of -Census p‘.'el.'.sonncl codé their responses.
In particular, studies show consistent var’i#tioh in the repbtting of occupations and counts (;f
industry cmployment- compared with other daté .-";'cts. - Furthermore, jobs are not attached to
establ‘ishménts; |

A more frustrating problem of the Census ié’th‘e 'aggre'gate level of detail provide_& for
industry cmploymcnt; Data are most "c'omxhﬁnly presented at the tvlvo"'-"dig';lt_ level ’lof .detail; A
second -pfoblemt"withv-‘;hc Census is the length of time between Census’. While the Census. does -
..a satisfactory job of reportin g _populatior; characteristics, it- has limited. usefulness fﬁr |

geographié/industry analysis.
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~ Alternative data sets such as the Bureau of Economic Analysis Employment and Earnings

files, while appropriate for rﬁral_ research, are nbt-publicly avatlable at a highly disaggregated

-geographic level and with sufﬁcient industry detail. With all the limitations, County Business

Patterns data remain one of the few viable sources available to study industry experiences in rural
counties.

Thus while CBP data have problems, they represent an annual data set with significant

geographic and industry detail. Data enhancements expand the usefulness of the data set, but

important rural sectors, i.e. g_(ivemment and agriculture, are nonetheless excluded.

Geographic System used to Identify Rural Areas

The urban-rural continuum used in this study was designed by Calvin Beale of th_c' U.S.
Department of Agriculture, Economic Research Service, Economic Development Division. The
~criteria for deSignating a county as urban or rural are based on population size, commuting
patterns of residents in individual counties, and the county’s spatial position relative to a
metropolitan area. Metropolitan. status is that announced by the Office of Management and
Budget in June 1983, when the: cuirent population criteria were first applied to results of the
1980 Census. Adjacency was determined by physical boundary adjacency and a finding that at
Jeast 2 percent of the employed labor force in the non-metropolitan county corﬁmutcd to
metropolitan ‘central counties. This scheme ha§ su_bscqucntly been updated to take into account
.+ the. 1983 ‘redefinition of metropolitan areas and the incorporation of formerly adjacent rural

counties into metropolitan areas.
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The classification scheme consists of ten urban-rural categories. Categories 0-3 identify
counties that are mctropdlitan.in nature. Metropolitan is deﬁned as countics véith populations
between ~50,000 and 1 million or more. Both :central ‘c_ou_ntics and fringe counties of a
. metropolitan area are separately identified.

Rural counties are classified based on population and adjacency to a metropolitan area.
- Categories 4-9 classify counties on the basis of population size--20,000 or more, 20,000 or less,

- and completely rural, and on the basis of whether they are adjacent to a metropolitan area.

Metropolitan Counties

0 Central counties of metropolitan arc_ai;__ of l_mi_lli_o_n' population or more.
-1 Fringe counties of mctronlitan areas o_f 1 million population or more.
2 Counties in metropolitan; areas of 250,000 to 1 million population.

3 Counties in metropolitan areas of less than 250,000 population. -

Non-Metropolitan Counties

4 Urban p’.__opul&tion of 20,000 or more, adjacent to a metropolitan area.

5 Urban population of 20,000 or morc; not adjacent to a metropolitan area.

6 Urban population of le'ss.th.:;m_ 20,000. adjacent 10 a menopﬁl-itan area.

7 Urban population of less than 20,000 not-adjacent to a metropolitan area.
- 8 Completely rural,. adj'a.lce'nt to a metropolitan area. - . |

9 Completely rural, not adjacent to a metropolitan area.
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CHAPTER III
EMPLOYMENT GROWTH TREN-i)__S: .THE.ROLE OF SERVICES AND
MANUFACTURING IN THE NATION AND RURAL COUNTIES
The first section of this chapter sets out the growth of services in the nation. 'A number
.‘.of comparisons are made between the national experience and the experience of non-metropolitan
counties. The analysis further disaggregates g‘éqgraphﬁ by foéus’sing on adjacent and non-
adj acent counties and rural service industry growth. Where pertinent, we examine the experience
qf selected manufacturing industries and a subset of services industries, the producer services
SeCtor. |
This section beéins. by describing national rends.  On the basis of these initial
observations, we analyze ..the exl;éricncc of rural counties and the growth of services over the

1974-1985 period.

| R Emploj!ment Growth in the Nétﬁon
Aé stated in the int_roduction, over the 19?4-85 decade service industries were the major
job generators in the nation. Betwcen 1974-85 the national economy added almost 18 million
jobs (Table I). The service sector was responsible for 93 percent of the nation’s job growth, and
increased by 45 percent between 1974 and 1985.  Producer services grew at a moré imprcssive
rate (68 percent), while écco_u_nting for approximately 37 percent of all new job growth, and 40
percent (-)f all new scrvicc"'jol.) growth (Table II). (Pie chart of producer services as a share of
all services). Of the 97 sectors studied (58 are services), the top 27 job generators were services

industries.
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Table 1
Growth in National Employment, :
Services and Producer Services Industries 1974-1985" . ®
(absolute and percentage change) ' '

Absolute -~ - Percentage
Change - Change ‘ ' ®
All Industries o "1'774897‘6 R
Services - 16459161 - 45 - ' ‘ s
~ Producer Services . - 622208 . 68
Source: ~ County Business Patterns 1974 and 1985 enhanced data University of e

Washington, Seattle, Geography DcpartmenL
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Table I1
Share of all Job Gains,
Services and Producer Services
for the Nation and Rural Counties, 1985

_ Services Producer Services
Share of Job Gains Share of Job Gains

The Nation - . 93% | 37%
Rurdl Counties - 92% 28%
Source:*. . County Business Patterns 1974 and 1985 enhanced data, University of

Washington, Seattle, Geography Department.
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I.A Manufacturing’s Experience

During a pcnod of mgmﬁcant 1mp0rt penetratlon due to the hlgh value of the dollar and
the undcrvalucd currency of newly mdustnahzmg countries, U.S. manufactunng industries lost
almost one rmlhon jobs. Manufacturing sectors that continued to add jobs were a handful
inclﬁding printing and publishing, non-glectrical machinery, electronics, instruments,
transportation equipmcnt_: ahd ..fubbcr and miscellaneous plastics (Table ﬁI). : D@g the study
period, America remained competitive Iin high tech sectors. The expansion of transpoifatim
equipment réﬂcct_s both the. rfschcd growth of automobile _production._. {in part fuelcd by Japanese
investment in the U,S. ), and the ﬁsc in defense spending over the 1980-85 period. The dramatic
increase in the printing and pﬁb]ishing industry (302,977 jobs) reflects the growth of s;arvices and

the increasing importance of information technology in the national economy.

LB Underlying Basis of Service Sector Growth: The Top Ten Job Generators

While muéh of the cmphasﬁ in recent Wﬁ_t’iﬂgS on services focuses on the spectacular
growth e};perieqce of producer services industries (See Cﬁaptcr D), sectors adding the libn-’s share
- of new jobs are overwhelmingly associated with thé COHSUI‘;]CI‘ or rcsidcntiary sector. Table VI
lists thc.top ten industries and their share of 'naticmal employment growth, Of the 97 sectors
studicd, these ten accounted for 55 pcfcent of _job growth in the nation.l Scanning the list, it is
obvious that tbc major share of job change -occufred _in_ séc-tors depéndcnt upon congumer
spending. Héalih care and eating and drinking establishments accounted for 27 percent of the
total. The comﬁosition of the top ten service sectors clearly reflects major demographic and

institutional changes occurring in the national economy over the period studied.
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Table I1
- National Manufacturing
.Change in Employment 1974-1985
_ Two-digit Sectors
(absolute and percentage change)
Industry Name
Printing & Publishing (SICS 2700)
Electric & Electronic Equipment (SICS 3600)
Instruments & Related Products (SICS 3800)

Nonelectrical Machinery (SICS 3500)

" Rubber & Misc. Plastics Products (SICS 3000)
Transportation Equipment (SICS 3700)

" Fumiture & Fixtures (SICS 2500)

Petroleum & Coal Products (SICS-2900) .

- Tobacco Manufactures (SICS 2100)

Paper & Allied Produocts (SICS 2600)
Chemical & Allied Products (SICS 2800)
Lumber & Wood Products (SICS 2400)

Miscellaneous Manufacturing (SICS 3900)

-Fabricated Metal Products (SICS 3400) .

Leather & Leather Products (SICS 3100)

Food & Kindred Products (SICS 2000)

Stone, Clay & Glass (SICS 3200)

Apparel & Other Textile Products (SICS 2300)
Textile Mill Products (SICS 2200)

Primary Metal Industries (SICS 3300)

TOTAL

Source: County Business Patterns 1974 and 1985 enhanced data, University of Washington, Seattle, Geography

Department.
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Absolute
Change

302977
218863
83897
67560
66886
45752
1400
11516
17204
28872
33315
53025
91872
93759
-112438
-119804
126331
255693
295641

-481694

Percentage
Change

27.22
11.73
15.81
3.09
9.57
2.66
28
-8.05
2473
4.46
-3.73
747
-19.55
-5.89
4222
778
-18.79
-18.52
3032
-38.23

-933919



~"Table VI
~National Employment
Top 10 Service Industries, 1974-1985
{absolute and percentage change)

o | : Absdlu_té © ' Percentage
Industry Name ) . ' _ Change . Change

" Health Services (SICS 8000) N 2646476 7172

Eating & Drinking Places (SICS 5800) 2203830 7115

Food Stores (SICS 5400) . 765182 . 4186
Social Services (SICS 8300) * | 708627 121.72
 Wholesale Trade-Durable (SICS 5000) 702840 28.54
Educational Services (SICS 8206) - | - 574239 : 60.50
Miscellaneous Retail (SICS 5900) | o 557880 35.41
Membcrship Organizations (SICS 8600) N 546544 : 54.36
Special Trade Contractors (SICS 1700) | | 534729 25.83
Personnel Supply Services (SICS 7360) o 506188 141.10

‘Souree: ~ County Business .Patfemé -1974 and 1985 enhdanced data, University of
- Washington, Seattle, Geography Department. ‘ '




The following section highlights a number of reasons for the growth of individual service sectors.

-1.C Why Services Have Grown So Fast
Health Care

The dramatic increase in health care employment is in response to developments in the
medical field including new medical treatments, greater health care specializations, and the
development of new health care delivery systems such as health maintenance organizations
(HMOs). The dramatic rise in third party insurance payments also added to the increase in, and
the demand for, health c;clrc services. The remaining eight sectors respond to similar and yet

unique stimuli.

Eating and Drinking Establishments and Food Stores

Expansion of eating an‘d’_ drinking cstablis_hmcnts reflects the rise of female labor force
participation and the concomitant.increase in consumption of prepared meals purchased outside
the home. Growth of food stores also corresponds to changes in the labor force while reflecting:
a npmbcr of new markeﬁng developments, including the doubling up of formally distinct
activ’itiés, such as retail gas salés with small convenience stores.. Consumer preference for
convenient access to quick service outlets, such as 7-11s, is fueling the growth of food stores.
Rising disposable incomes and consumer preference for a variety of consumables such as
specialty foods, fresh produce, prepared meats, and ethnic foods have cdnuibuted to the growth

of food stores.
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A ;najor'- factor in the nation’s popula;’_id’n- growm over tﬁe 1980s decade was international
| immigration.' The growth of foo_d_ Stores ‘may reflect the establishment of small local .groécry
stores which are a comimon means for i’mxﬁigrants to establish businesses in <ethnic enclaves.
Part-time employment is an important attribute of these sectors. Both these sectors have
contributed"to the rise in low-wage jobs in the national cc.ﬁn’omy. Cliches about Americans -
becoming a naﬁonbf “hamburger ﬂippers"' arisé in response to this obvious trend.

As Chapter I points out, the grqw'th of scrvi'-c':c.industrics occurred in response to a
multitude of chaﬁges in the national and international economies. The U.S. remains one of the
richést nations in the world. The population cnjbys large l'ivihg spaces, sophisticated health care,
and high per capita incomes. -In a_dditiop, the nation is the home base of some of the world’s
largest corporations and enjoys an enviable capacity to create industrial innovations. The growth
of services contributes to and is a direct "i‘csult'_ﬁbf jj(:_hanges" in the way firms and individuals -
conduct daily bUSi‘I-.l"GSS..

r

‘Social Setrvices.

The growth of social services ‘reflects the decreasing participation of the federal
government in social sérvices provision, and the expansion of services to provide for the needs

of the nation’s working population. Starting with thé Nixon presidency, the federal government

began shifting social service responsibilitiés onto state and local governments: While over the

- decade studied, federal goveriment employment continued to grow, major cut-backs occurred in
health and human services, community development, and consumer protection programs

(Ginsberg and Sheftler 1990). (quitiecs by Otl-l\er"Means__: The Declining Importance of Elections
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in America, B. Ginsberg & M Shefter, Basic Books 1990, New York). States were forced to
take up the slack. The private sector has also absorbed some of the responsibility for social
.. services provision. And in sqme cases Iconnn\u_n.ity-basccl organizations have grown to fill the
gap. Tﬁc growth of social services also reflects the development of new services and the rise
in demand for child care. Together thcse_ developments have contributed to the aramatic growth

of social services employment.

Durable Wholesaling

Expansion of the durable goods wholesale sector corresponds with increases in consumer
spending for dishwashers and other large household expenditures, and with the needs of industry
for irlércasihgiy tailored inpuf packaging and delivery. Wholesaling scrvices have been gt;o_wing
. unabated since the late 1940s. The rate of inéréase in new whol.csalc establishments has
consistently outperformed manu_factuﬁng establishment growth, Reasons for continued
cxpahsion of wholesaling relate to longstanding poli(I:ics. goveming the organization o.f firms.
Corporations use outside saics forces 1o distribute goods. In ad_dition, the disintegration of -
| séctprs, the rising specialization -in the manufacture of goods, rapid change in préquct technology,
- and the cost pressures associated with.,the internationalization of the economy, h;ave contri_bufcd
- t'o the expansion of the wholesaling, éector.

A popul.ar misco‘nccptiop about manufactuying is that ﬁrms predominantly use internal
sales and. delivery services to distribute goods. Recent _rcsearch by Glasmeiér (1990) confirms
that the majority of manufacturers use mixed distribution channels to sell and distribute products.

The use of external distributors has been rising because of the high cost of maintaining an
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internal sa-l'cs_f;or‘cc, file cost of carrying inventory, the expansioh of geographik_: markets, and the.
need for firms to simultaneously manage F’he sale of old and new products.  Simply on a
management basis alone, 'Wﬁolésalfﬁg.' performs a vi'tai ‘function in the operation of national
r'nanufa‘f:turing: ?

Furthermore, the expansion of markets and the increasing demand for specialized and
highly tailored goods have conuibutéd to a growing division of labor in"American manufacturing.
- The man__ufactin’e of uScr,-spéciﬁc products increases the number of transactions in the naﬁonal
:cco'nbmy.- Firms use wholesalers 1o reduce the number of contractual obligations réquircd to.

manufacture'a product.

h The growth of wholesaling is also a_i'csponse to dei'relc)pment; in new technologies and
risi'ng.cbsts_ of production.- Acc_elcr:itéd .prt_)duct life cy(l.;le_s (thc- constant introduction of new
~ product 'gcnéfati(;ns) : ii'ave forced firms to bring new producis’ to market faster while still
pi'ovidihg 'séx_'vices for earliet product models. .' Product spc;_:ia'lization_?has added to dqli've_ry and
service pressures, and firms have found itincreasingly cost effective to sell new products fhrough
distributors to help stimuIatg markets and prc_)'\.ridc service to long standing clientele. The cost
of maintaining ahd_ scrvic_ing m_ulﬁ'plc- products is'--prohibiti.\__re. ' Iné}easihgly firms ﬁrc choosing
“to .contracf' with distributors to _perforr:h'.mfunc_ti_'Ons formerly conducted in-house.

As the import.ance, of rapid delivc’r){ of re_liéble_ parts has increased, mgnufa'cturers have
increasingly used d.is.ﬁjlbutdr“s_.._fto provide pr-c-rr_lafl'ufacturin-g'_ sc‘rv‘i:.ccs such as sorting and testing.
With the'dcvcloﬁrﬁent of just-.;n'-timc i_ni'r.éﬁtory r_riana'gemenf practices, it has become i'“r'nperati\‘rc
that _i._l.'lpl.I[S arﬁve at the production line ready for assémbiy}. Distributors provide the necessary

. support servi‘éeé_ to accomplish defect-free 'ma'nu_facturing.
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Finally, since the mid-1970s, American firms have come under increasing cost pressure
associated with international competition. Costs associated with late deliveries, poor quality
inputs, and inadequate substiti;tcs have forced many firms to rely upon distributors to manage

pre and post-manufacturing services.

Educational Services
The growth of educational scrviécs is associated with the development of an increasingly
‘complex division of labor in the n_ationél economy. Demographic trends (the tail-end of the baby
.boor_n generation’s demand for education) and the inability of public institutions to respond
rapidly to the need for waining.in new fields have led to the creation of for-profit educational
services. Today there are national business chains offering legal, medical, secretarial, technical,
and personal hygiene education and training. The profitability of suéh ventures is rciatcd to
‘liberal éfﬁdcnt loan programs providing borrowed funds for tuition, and the creation of new lines
of work in fields such as electronics. While public prdvision of training has also increased in
Tesponse to new .occupational developments, the demand for new occupations such as electronic
technicians, outstripped immediate supply, thus proyidin‘-g a new business opportunity in f{)_r-proﬁt
‘education.

Personnel Services

Of the remaining four.service sector job generators, growth in peréonncl services reflects
a new trend in the national ccqnérny: : th_c maintenance or rcductiqn in the number pf full-time
covcrcd employees, supialemented by temporary personnel. Traditiona.lly, firms have used
"temps" to fill-in for sick orvacationing employees and whenever an up-surge in demand created

momentary bottle-necks in business operatiohs. In-the 1980s, the use of temporary personnel
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became a comimon strategy to momc;ntarily" expand the capacity of firms while limiting long term
_expansion of the workforce.- ans w.erc- replacing full-time workers (with pcn-sion§ 'anc.i benefits)
with uncovered temporary personnel. This strategy reduces shoft term labor costs because firms
do not pay benefits, and it provides longer term flexibility in instances v.vh.cn-. a firm wishes to
quickly red_uéc work force size in response to changes in the 'eco‘nomy;

- Scholars and -labﬁr leaders have criticized this”approach' to labor relations arguing that
hirihg temporary personnel erodes the postwar:social contract between management and labor. -
But firms also employ temﬁorary’-p.crsonncl?for new services not previously performed in—hous‘é.

'-.Thc‘ -nﬁmbcr of contract -employ-ccs providing sector;si:cciﬁc services, such as- software
engingering and systéi’ns mﬁnggcmcnt, has grown ‘in response to-the introduction of new
" technologies’ tcompqte;s) ‘and theé intermittent need to make adjustments .in hardware and
software. -

The widcspr_czid use of ternporéry' p.crs:onncl-'ma'y be tapering off (NYT 1990, Oct. 16, p.

Clb). '-’Anccd'otal cvid@ncé 'indiéates ﬁnns-l-a_rc feducin_g demand for temporary personnel and up- -~
skilling permanent workérs.‘ "I_'h'c ben'eﬁts: of using temporary ‘personnel revolved around the
flexibility firms achieved in work force management. The do.wnf side, however, was the lack of
c’mploycc cbmmitrm_:nt and the expense of .najﬁin g workers only to lose them to other employers.

It appears that firms are once ‘again ihvesting in _'w_ork place .skills and hiringr employees in full-

- time, co.vvered-positi(‘ms.--i Intcrcstjngly,. \;vagcs arc not incréasi-ng. at:a rate commensurate with -
increased job skills. This .nq_w.devcl'c)pmcnt. may have scri'ous. long term-consequences for the
. natignal economy..” It certainly breaks with long’standing wends of increased education being

rewarded with higher compensation levels. =
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Summary

The purpose of this discussion is to review a few of the many reasons for service sector
'expansion, and to highlight the underlying and varied basis of service sector growth during the
study period. "Aé discussed ,in the introdﬁction, ihe growth of services stems from numerous
changcs occurring in, the national economy. From an economic development perspective, it is
essential to delineate reasons for differences in service sector growth. This is particularly
‘important given that service sectors are.becoming targets of local economic development
strategies. While growth in health care is important to tHe condition of the nation’s residents and
its working pophlation_, health care’s cxi;ansion is also tied to the base population and is farely
an in\depcndentl source of income generation. In contrast, wholesaling is tied to both the
residentiary and thc basic manufi.icturinhg sectors and therefore holds promise to contribute to long
run income growth in a rural community. The local economic development implications of these
two sources of services growth differs fundamentally.

With thcée 'introductqry coMcnts in mind, the next section reviews the growth

experience of services employment in rural counties.

II. Rural Trends

The growth of cmpioyment in rural areas was similar to the nation, with important
exceptions. During the 1974-85..,'péri0d although rural counties added 2,4?1,53.0 new jobs, job

growth was below the natiénal average {23 percent vs. 28 percent) (Table .V).
While the service sector in rural areas expanded at a healthy rate (41 percent), this was

still three percentage points below the national rate (bar chart of all employment and service
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- Table V
Growth in Rural Employment,
Services and Producer Services Sectors 1974-1985
~ (absolute and percentage change)

“.o

- Absolute ‘ P'erc'entage

Change - . Change
Job Growth 2471530 .23
Services 2267129 - 41
Producer Services © . 696505 - 70
~ Source: County- Business Patterns 1974  and 1985 enhanced data, University of

Washington, Seattle, Geography Department.
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employment for national and rural areas). Comparin_g service job growth as a share of all
cmployment change indicates that rural areas’ experience was slightly below the nation’s (92
percent vs. 93 percent of all job'growth). In contrast, producer services growth was slightly
above the national average (70 percent vs. 68 percent). In spite of higher than average growth
in producer services, rural counties still lagged in share of producer services to total employment
and to service job growth compared with the nation (Table VI). (A bar chart here of percent of

total job growth in services and producer services, urban and rural.)

ILA The Growth of Services In Rural Counties

The composition of service job growth in rural counties is similar to that of the nation.
Although the sectoral composition is largely the same, the share of total job change attributable
to. the top 10 sectors is much_.largcr (66 vs. 53 percent) (Table VID. Four sectors, health
services, eating and drinking establishments, food stores and social services, account for 44
percent of all job gains during the study period.

Deviations from the national pattern include larger gains in banking, unclassified
employment, and electrical gas and sanitary services. The degree of sectoral variation suggests
there is no single explanation foi‘ rural services growth, For example, the sector employment not
elsewhere classified (n.e.c.) often cérr;priscs job growth in a panoply of industries, some of which
are too nc;v and unstable to classify accurately. The growth of banking reflects the impact of
. derégulation. Finally the growth in electrical, gas, and sanitary services no doubt reflects the

solidification and maturation of rural communities that experienced population growth during the
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~ - Table VI

' Share of Service Job Gains
in Producer Services, 1985 ®

The Nation ' 40%
Rural Counties 31% S ®
- ®

Source: County Business Patterns 1974 and . 1985 enhanced data, University of .
Washington, Seattle, Geography Department.

°
@
®
®
L
@
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Table VII
Rural Employment
Top 10 Service Industries, 1974-1985
- {(absolute and percentage change)

_ Absolute Percentage
Industry Name : Change - Change
Health Services (SICS 8000) - . 417461 68.00
Eating & Drinking Places (SICS 5800) - - 372201 . 70.63
Food Stores (SICS 5400) | _ - : 184579 - 48.13. .
Social Services (SICS 8300) = 121604 - 10591
Miscellaneous Retail (SICS 5900) - 99507 36.31
‘Employment NEC .(SICS 99-) 97697 66..67
Membership Organizations (SICS 8600) : 96571 66.75
Banking (SICS 6000) - | : 79432 39.50
Educational Services (SICS 8200) : C 75805 7492 -
Electric, Gas & Sanitary (SICS 4900) | 74204 68.53
--Source: County Business: Patterns 1974 and 1985 enhanced data, University of

Washington, Seattle, Geography Department.
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1970s-1980s decade. The expansion lo.f this sector is partly due to the grow;h in private
development and the creation of slinglc:purpqse -ﬁsﬁcts-ra trend arising as population growth
c:&cé:édcd capacity I_'in_li_ts.éo_f cxisti.rfg .cqnnnunit.}‘(.infrast:rl‘xct};rc. Ra_thcr than taking on-new debt,
communities alibw‘éd deveioi)ers td _.bui'ld- services and tax local residents.

With the exception Io_f banking and educational services, large rural services sector job
gains occurred in industries tied to consumer spending and the residentiary sector. The
accentuated ‘concentration -of: job "gfowth in just four sectors reflects the limited diversity of
services éoﬁth in rural areas. Th#t .26. percent of total job gains occurred in medical scwiées
reflects’ the growing concentration of elderly in fural areas. With more than 12 pcrbent of the
populati:on- in rural areas of =-reﬁfcmcnt age (55 and over), the growth of medical servicés mirrors
changing:demographics and the aging of rural America’s population. The economic turbulen-ce
.. of the 1974-85 -dc;:adc saw. rural areas lose pop’uiation and jobs during the study period. The
most mobile, cducaté:d, and youngcr me”mbers of -rufa] communities moved in search of better

opportunity. : K

ILB The Experi_ence Oof Manufacturiﬁﬁ

- Services growth was an inipor‘t‘ant' offé'ct to job loss in manufacturing. By 1985, rural
Amcﬁca had lost two pcrcént df it; 1974 man-i'lfacturing base; Traditional rural sectors such as
textiles, app;slrél, shoes and timber lost more than 312,000 jobs ovef .the decade (Table. VIII). :
'I‘his‘Jjob loss was partly offset by expansion in eight maanacturing sectors such as non-electrical
machinery, print:iﬁ_g and publj_shing, and traﬁs’portét’ion equipment. These three sectors were

_responsible for 66 percent. of manufacturing job, gains in rural areas. ‘Three of the eight
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manufacturing growth sectors can be classified as high tech. Thus manufacturing jbb growth in
rural areas followed national manufacturing trends. - As previous research points out, more
.detail.cd industrial analysis sdggests job gains occurred in the most labor intcnsive and mature
sectors within high technology iﬁdusuics. In rural areas, electronics--the boom sector of the

1970-80s decade--actually lost jobs over the 1974-85 study period.

- ILC Summary

Job gains in services helped offset declines in manufacturing. Traditional rural
manufacturing sectors contiﬁucd to lose jobs, reflecting the worsening competitive position of
trade sensitive sectors. Services job gmwth,“whilc healthy, remained below the national average.
And although producer services grew rap_idly, their growth was insufficient to offset rural areas’
continued dependency on -scrvicc sectors associated with resident population.

The next section presents a different perspective oﬁ rural services growth--percentage
change in.-cmployment Examination of this measilrc reveals the extent that service sector job
growth is accelerating relative to national trends. Tempering the significance of this measure are
the twin problems éssociated with a measure of pcrccnt‘agc change which accentuates alterations

in the original economic base of rural communities.
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. Table VIII
Rural Manufacturing
Change in Employment 1974-1985
. Two-digit Sectors '
(absolute and percentage change)

- T © -Absolute Percentage

Industry Name ) Change Change .
Nonelectrical Machinery (SICS 3500) . o 58791 1539
Printing & Publishing (SICS 27000 - 56418 42.50
Transportation Equipment (SICS 3700) _ o 39707 24.78
Rubber & Misc. Plastics Products (SICS 3000) L 3415 2052 -
Food & Kindred Products (SICS 2000) . | 21928 556
Fabricated Metal Products (SICS 3400) 18061 1M

* Paper & Allied Products (SICS 2600) | - 4134 248
Instruments & Relz;lcd Products (SICS 3800) - . B | 3091 . 548
Petroleum & Coal Products (SICS 2900) .. : | 73 -36
Tobacco_Manufaclurcs‘(SlCS 2100) . | | -1914 -23.62
Chemical & Allied Products (SICS 2800) 3568 245
Electric & Electronic Equipment (SICS 3600) __ o 4906 '_-1.63._.
Furniture & Fixtures (SICS 2500) o O m 468 2
Miscellaneous Manufacturing (SICS -3900) S o -16424 -21.84
Primary Metal Industries (SICS 3300) ~ } 23032 -13.03
Stone, Clay & Glass (SICS 3200) - S 30930 -1695

- Lumber & Wood Produ_ct_;s (SICS 2400) _ T at0e -10.12
Leather & Leather Products (SICS 3100) | amn | asse
Apparel&oma Textile Products (SICS 2300) 59818 -13.30
Textile Mill Products (SICS 2200) | ) B -80531 -20.29
TOTAL ' : | : o : . -78321

Source: County. Business Patterns 1974 and 1985 enhanced data, University of Washington, Seattle, Geography
- Department.
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CHAPTER IV
THE MEANING OF PERCENTAGE CHANGE

The use of "percentage change” as an indicator of economic trcnds. has always been a
matter of controversy. On the surface, rapid rates of change are commonly interpreted as
sign_ifying the relative competitiveness of a geographic area for the receipt of highly variablé (in
this _.instancc growth) sectors. The proverbial problem remains "when does percentage change
matter?” In other words,._whcn does the measure accurately reflect long-term economic wends?
Research on rural dcvcloﬁme_rit is riddled with reports of large percentage changes in various
indic.ators such as populétion and employment. Too often, however, authors fail to point out the
initial base (usually very small). More impgrtantly, litﬂe concern is expressed _abdu; whether
change in employment (or population) reflects short term adjustments in response to immediate
c;conomic events or whether it is an indicator of longer term and more permanent change. For
example, employment increases reflect one of three tendencies in corporate planning: 1) an

absolute increase in employment and the establishment of new facilities; 2) the momentary re-

- deployment of production schedules to contend with short term demand fluctuations; 3) the shift

of employment--often through consolidation--to a target facility accompanied by the closure of

others. Only in the first case are new jobs permanently created. The latter two conditions reflect

momentary adjuéuncnts in employment resulting from corporate planning. Thus the importance
of perécntage change must be tempered by an understanding of historic industry trends.

Publicly available data bases are too coarse to distinguish among these different

_ developments. Most data reflect a single point in time and fail to clarify between short and long

term trends.  The only viable means of determining the importance of percentage change is to
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incorporate more detailed understanding of individual sectoral developments, To the extent

possible, the following discussion incorporates insights about industry growth experiences.

LA .Peréentaﬁe Cha.nge In Serhvicos at the National Level

-. Thédl.uanslfonnation' of the national 'eéégom'y- from. goods productioh to 'sorviccs has been
underway since the turn of the century. Ovot' the last 20 years the process has accelerated.
Services now provide the majorit_y of jobs 'forr America’s working ’population. ]

In the _pte\tious section we ;:i'tatmined the structure of the service baso noting that the
r'major'itj} .of jobs were ass‘ociatod with sectors providing__ services to the population. Over the |
_study p_ct'iod,' sectors thett‘_cxporienced the largCSt p‘cr_cohtage change 't-eﬂcctcd the unalterable
' transformzition of the national ecohomy toward a dcponﬁcncc upon advanced information

techriology and the growth of intctmcdia'te services to business.

Thc top ten growth sectors cxpencnced dramatic gams over the decade both in terms of
| absolutc and pcrccntage change (Table VI). The composmon of sectors in this group fall into
”t-hrce largcly. onrelatcd categories. The 'ﬁrst group of sectors can be classified as a subset of
produoer sjervices.'. The growth of these sectors constitu"tc.s_ the expansion of existing, as well as

the development of entirely new -sfe,ctoré.l, catcriné to the needs of anrincreasingly global busi'noss
_environment, and the proliferation -of financial -serviccs associated with the C.reation of new debt
instruments and other financing schemes. The cxploswc growth of Wall Street during the 1980s
reflected a new wave of financial rcstructunng as buy-outs’ (through ]unk bonds) and the break
up of conglomcratcs (many formcd in thc late 19705 to boost corporate profit lcvcls largcly

through papeér transactions) betame common events. The c‘xPanswn of other sectors, such as



equipment leasing more appropriately reflects changes in the Federal tax structure (favorable tax

| treatment) and-gains in flexibility from the use ofleased vs. owned capital equipment. As noted

eérlicr, expansion of personnel services reflects firms’ goéls to reduce short term costé while
maintaining loné term flexibility. A portion of this growth is also attributable to new skills
nieeded to manage infor_matic;n technology.

Over the decade studied, American business came under intensified international
competition. In response, firms sought short term profits and needed flexibility to manage a
period of uncgrtain economic change. It was m this decade that the term "hollow corporation”
was -coined to descnbe thc:h increasing tendency of American firms to contract out for almost
cverythiﬁg. By the mid-1980s fhc "firm" constituted little more than a shell in which far-flung
transactions came together and 'wert_; cofnplctcd. -

Two distinct sectors, agricultural services and social services, also experienced large
changes in employment. Reasons for social services job gains were discussed earlier. The
growth of agricultural services is attributable to many factors. The agricultural crisis of the early
1980s saw the average farm size increase as mény small, marginal farmers were forced out of
business. There has been concomitantly a shift in farming from owner-operated to abs_cmcc and
corporate farming operations. In additidn to this obvious explanation, growth of agricultural

services reflects differential changes in the industries that make up the industry group. The

category. agricultural services is quite broad and includes veterinarian, animal, crop, farm, labor

and management, as well as horticultural and landscape services. Thus the growth of this sector
is stimulated by waditional rural industry growth such as agriculture and more urban services

such as horticulture.
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Examination of percentage change in sérvices growth’at the national level illustrates the

grov_ying impbrtancc*df bﬁsi"n‘cﬁs servi_ces in an -inércasingly- inte-'rnational. economy. Some of the
- growth was associated \ﬁfith‘ co;pdrafc rcsmictul_-ing' and government deregulation of the financial
sectof. But an important component of busin¢$s’- s_.crvicc growth 1is the cr‘eafion of new service
prodﬁ;ts n;acic poSsiﬁlc by the developrncht of information technology. Othér components of
growth respond to the increasingly Spccializcd_nat'ure'-'qf_ consumer spending and the. possibility

of vertical disintegration’ of functions formerly performed within business establishments..

IILB Percentage Growth of Services in Rural Areas

‘Thc-COmpc;sit;ion 6f rapidly growing. service scctor_sl in rural areas exhibits modest
_ sinﬁlarities with ﬁaﬁonal trends. The top teén pcfcen;age.:_-gaincrs are a diverse group including
both producer seﬁices,- sucﬁ as computers _and data processing, commodity brokers, Iand
managcmcnt services, and othcrs (more appropnately clasmﬁed as general mdusmal serv1ccs)
such as mdustnal labs, and consumcr/rccreauon services such as museums (T ablc X). In contrast
with national trcnds, the ten fastest g‘rowing--sec':teirs 'contril-)uted only. four percent to total rural
services job growth, whereas the comparabic group of ten industries was responsible for 17
percent of all natidonal employment groxﬁh (Table XI) Thus‘Ifor rural areas, fast rates of growth
did not translate into largc real job gams In contrast, socia‘l services doubled, growing from
60,000 to more than 120,000 _]ObS This increase was smgularly grcatcr than the change in thc
top ten fastest-growing service sectors ('by more than 30 perccnt)

Taken as a whole, rapiq grthh sectors: (thosc cxpcricncing a 100 percent change in base

employment) are tied to the slow _I_incorporation-' of rural areas 1nto the information economy, and
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Table X _
_ Top Ten Service Sectors
Experiencing the Largest Percentage Gains
~ in-Rural Areas, 1974-1985

- Absolute Percentage
Industry Name Change Change
Services, NEC (SICS 8990) 15370 11349.43
News Syndicates (SICS 7350) _ 262 1247.62
Computer & Data Processing (SICS 7370) : 11163 270.68
Equipment Rental & Leasing (SICS 7394) 17333 26’?.44
‘Management & Public Relations _.(SICS 7392) " 18403 251.82
Detective & Profcction (SICS 7393) 13069 242.15
Security Commaodity Brokers (SICS 6200) 5945 198.63
Commercial Testing Labs (SICS 7397) - 3072 182.64
Museums, Botanical Gdns & Zoos (SICS 8400) 1950 169.57
Research & Development Labs (SICS 7391) 6254 148.76
Sou_rcc-': County Business Patterns 1974 and 1985 enhanced data, University of

Washington, Seattle, Geography Department.
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" Table XI

\ Top Ten Service Sectors: o
Experiencing the Largest Percentage Change ,_ ®
The Nation and Rural Areas, 1974-1985 ' '
The Nation - 17%
Rural Counties | . 4% b o
- Source: - County Business Pattcms 1974 and 1985 enhanced data University of
o Washmgton Seattlc, Geography Deparuncnt.
®
@
e
@
e
.
@
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secondarily to structural changes occurring in traditional rural sectors such as agriculture and
mining. Rural areas’ attractiveness to an aging and more mobile, Icisurc—secldr{g population also
-contributed to fast-growing service sectors.

Iﬁ the introduction of this section we raised the question of when "percentage change
mattered.” From the evidence just reported, rapid gains in service jobs are slowly adding to the
employment base of rural areas. Does the rapid growth of services such as data-processing,
management and public relations, accounting and commodity brokers signify a pending
: &ansfomation of rural economies to producer service centers? The results reported here suggest |
this possibility is doubtful. Over the period studied, the vast majority of cmployment change
occurred in income-dependent sectors. While the growth of business services no doubt portends
some potential for decentralization of industrial activity, the trend is not conclusive. The growth
of producer services in rural areas more appropnately reflects the incorporation of these activities

- into existing businesses rather than constituting the creation of autonomous growth sectors.

IV. The Experience of Emplovment Growth in Adjacent and Non-Adjacent Rural Count_ies

America’s rural communities are a varied lot. And their growth experience is intimately
tied to their geographic location relative to urban areas. Calvin Beale’s urban rural continuom
;akes into account this important distinction. The next section builds upon the Beale
classification scheme and highlights important differences among rural areas based upon their

geographic proximity to metropolitan areas.
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VL A The Ge_ograbhi"c’-Connecﬁon;- _Between- Urban and Rural Areas -
Adjacency 1o a metropolitan county exerts a number of countervailing influences on rural
economies. Rural counties adjacent 10 m_etropol.itan areas have the highest potential of spill-over
-effects as indﬁs‘t:ry and business  shift employment to rural arcas, where labor anci land are
cheaper. -Darﬁpening this potential b‘¢ne‘ﬁt is the- possibility that rural areas’ residentiary sector
will be underdeveloped because residénts can cﬁsily «;iravel to a nearby city to purchase goods and

services. | |

. -Dual development possibilities also exist for non-adjacent counties. -On one hand, a
remote location .may simply be too small and isolated to support a diverse set of economic =
ac.tivities {many 'ccénomic activities require a threshold population). On the other hand, remote
‘locations present business opportunities due to a lack of geographic competition. Firms do not
~have to wofry‘about demand leakage to more p_r()speroﬁs communities and charge higher than
average pﬁ_ccs for goods and services. -Admittedly these distinctions are quite subtle, and they
may tend to cancel each other out in the long run. To evaluate differences associated with
geographic proximity, we now turn 'to an éxaminaijon ‘of the service structure of adjacgn_t and
non-adj acent_r‘urai' counties. We then proceed to di-sc_uss the growth of -gg{yices in different types

of rural counties.

IV.A Adjacent Counties ) ' ) o

Over the decade, employment in adjacent rural counties increased-by 22 percent. This.
is slightly below the non-metropolitan average (23 vs. 22 percent). The service sector posted

healthier gains with job growth of 44 percent (Table XII). This was slightly below the national
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average (45 percent) yet slightly above the average for all rural counties. In line with national
services growth trends, services accounted for 93 percent of all job gains. Producer services

| grew more rapidly than both overall national and rural job growth rates. {(Bar graph national

service and producer services growth and total employment and percentage change; bar chart of

share of all jobs in services and producer services)

- IV.A.1 Top 10 Service Job Gainers

The top ten service sectors that gained large numbers of new jobs in adjacent rural
counties complement the national experience (Table XIII). Together these industries aﬁcoumed
for 68 percent of all jobs and 74 percent of all services job gains in adjaécnt rural counties. Like :
the nation, health services tdpped the list, adding more than 200,000 jobs. In composition, the

list of sectors is quite similar to that for all rural areas. Most of these sectors are dependent upon

consumer spending, with only educational services constituting a viable export sector.

1V.A.2 Manufacturing Job Gain in Adjacent Rural Counties

~ Adjacent rural counties experienced a significant decline in manufacturing jobs over the
1974-85 decade. More than 164,000 jobs were lost, only partially offset by gains of 114,000 jobs
(Table XIV). The largest losses occurred in traditional rural industries such as textiles, apparel,

leather goods, primary metal products, and stone, clay, and glass. The largest gains occurred in

printing and pﬁblishing, non-electrical machinery, and transportation equipment.
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Employment Growth in Adjacent Rural Counties,
Services and Producer Services Industries 1974-1985
» (absolute and percentage change)

, - ~ TABLEXO -
| L
|

Absolute Percentage _

‘Change - Change -
Employmcnt. o 1200401 0 22
Services s 4
Producer Services ' "' 303481 o 72
Source: County’ Business Pattcmsl 1974 and 1985 enhanced da£a, 'Uni.versity . of

" Washington, Seattle, Geography Department.
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Table XIII
Top Ten Service Sectors
Experiencing the Largest Absolute Gains
in Rural Adjacent Counties, 1974-1985

Absolute Percentage

Industry Name Change Change
Health Services (SICS 8000) : 201867 68.83
Eating & Drinking Places (SICS 5800) 178471 71.22
Food Stores (SICS 5400) 92087 49.11
Social Services (SICS 8300) 65072 124.00
Membership Organizations (SICS 8600) 50818 72.40
Educational Services (SICS 8200) 50353 87.91
.-Embloyment NEC (SICS 99--) 48262 730
Miscellaneous Retail (SICS 5900) " 47211 36.10
Electric, Gas & Sanitary (SICS 4900) 43405 86.74
Special Trade Contractors (éICS 1700) 35457 28.70

~ Source: County Business Patterns 1974 and 1985 enhanced data, University of Washington, Seattle, Geography
Department.
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" "Table XIV-.
Adjacent Ruril Counties
Change in Manufacturing Employment, 1974-1985
Two-digit Sectors
{absolute and percentage change) :
' Absolute Percentage

Source: County Business Patierns 1974 and 1985 enhanced data, University of Washington, Seaule, Geography

Deparunent.
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Industry Name e Change .- Change
Printing & Publishing (SICS 2700) -25803 36.55
Transportation Equipment (SICS 3760y +25511 2873
Nonelectrical Machinery (SICS 3500) -23003 10.10
Rubber & Misc. Plastics Products (SICS 3000) -16650 1745
Fa?;ricated Met\al Products (SICS 3400) +11940 871
Food & Kindred Products (SICS 20_60) 9139 492
Instruments & Related Products (SICS 3800) 1959 | 5.2\19
Petroleum & Coal Products (SICS 2900) 852 10.26
Paper & Allied Products (SICS 2600) | -527 .58
Tobacco Manufactures (SICS 2100) __'-1583 -34.14
Elln;,ctric & Electronic Equipment (SICS 36_00)_ i365IS ‘ - -2.01
Chemical & Allied Products (SICS 2800) aom 4.51
Furniture & Fixtures (SICS 2500) | 5531 587
Lumber & Wood Products (SICS 2400) 6537 415
Miscellaneous Manufacturing (SICS 3900). -8580 -21.68
. Stone, Clay & Glass (SICS 3200) -18602 -1'?.44.
 Primary Metal Industries (SICS 3300) 18727 -15.18
Leather & Leather Products (SICS 3100) 21075 -46.59
Apparel & Other Textile Products (SICS 2300) 26603 1217
Textile Mill Products (SICS 2200) 48939 -19.84
TOTAL 49477 |



Compared with non-adjacent counties, rural communities adjacent to metropolitan areas

-experienced 52 percent of total rural manufacturing. job loss, considerably in excess of the base

share of these counties’ population (48 percent). The excessive job loss in manufacturing results

from the fact that rural manufacturing is concentrated in these counties.

Summary

The growth experience of adjacent rural counties was comparable to that of all non-

metropolitan areas where job change was below the national avérage for total employment and

services, and producer services jobs grew faster than the national average. Large losses in

manufacturing erﬁplbyment are responsible for the slowing of growth in rural areas. Heavy
losses were sustained in traditional rural manufacturing industry, and they were only partially

offset by increases in more dynamic sectors.

IV.B The Experience of Non-Adjacent Counties

The experiences of service sector job growth in non-adjacent counties, though similar to

' industry-wide trends, show a number of important differences. Total job change in non-adjacent

‘counties mirrored the experience of adjacent rural areas. In contrast, in non-adjacent counties

services grew below both the national and metropolitan areas’ adjacent rural averages (Table

XV). Similarly, producer services growth was substantially below rural and adjacent county

averages. Although services were a smaller share of total job change in non-adjacent counties,

two sectors, health services and catihg and drinking establishments, were responsible for 35

percent of all services job growth.
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-Table XV -
Employment Growth in Non-Adjacent Rural Countles,
‘Services and Producer Services Industries 1974-1985 - ¢
(absolute and percentage change)

Absolute Percentage
"~ ..Change - Change
. | _ - °
Employment o 1271129 23 _
Services 1154792 40 -
sres3 . 61 L ) | o

- Producer Services
- County Busmcss Patterns 1974 and 1985 cnhanccd data, University . of

Source:
Washington, Seattle, Geography Departrncnt.

56




The array of service industries posting large gains varied between adjacent and non-
adjacent counties (Table XVI). While seven of the ten sectors were the same, non-adjacent
counties gained jobs in hotels, banks, and oil and gas exploration services. These results reflect

the underlying economic structure of rural economies (the longstanding importance of oil

exploration) and highlight the growing role of tourism in rural areas.

1V.B.2 The Manufacturing Experience in Non-Adjacent Counties
Non-adjacent counties also experiénced job loss in manufacturing industries. Losses were

smallcr in size compared with"-adjaccnt counties (150,000 vs. 164,000) (Table XVII). Job gains

- were similarly larger in non-adjacent vs. adjacent counties. This reflects the fact that non-

adjacent counties account for a greater share of total rural population. Heavy job losses occurred
in tradidonal rural manufacturing industries such as textiles, apparel, and timber. Job gains
occurred in sectors growing at the national level, such as non-electrical machinery, transportation

equipment, and printing and publishing.

| Summary

Results of more disaggregated analysis indicate that there are distinctions among rural

areas based on their proximity to metropolitan areas. Adjacency brings with it a greater potential

for rural county exposure to national economic trends. Adjacent rural counties therefore are

affected by both the up and the down sides of urban areas’ growth experience. Indeed it is
increasingly evident that rural economies respond to economy-wide trends. Nonetheless, remote

rural areas have not escaped the vicissitudes of national .economic events. Non-adjacent non-
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Table XVI
Top Ten Service Industries , _
Experiencing the Largest Employment Gains . S L
in Non-Adjacent Rural Counties, 1974-1985

Absolute Percentage - _ | ®

Industl;y Name ] S | . Change . :Change
Health Services (SICS 8000) 215594 67.24
Eating & Drinking Places :(srcs 5800) | o 13m0 _ __ﬁ0.10 | PY
Food Swores (SICS 5400) . o242 4720
Social Services (SICS 8300) - : - 56532 90.67
Miscellaneous Retail (SICS 5900) - - . | . 52296 - 36.50 .
Employment NEC (SICS99--) - . 49435 i 61.‘9.6
| Membership Organizations (SICS-8600)'j B . 45753 61.43 .
Hotels & Other Lodging Places (SICS 7000) - - 45;«'_50 4440
Banking (SICS 6000) . . 44540 . 42.54_,___.'_
Nonelectrical _Machihcry (SICS 3500) - 35788 2320 ®
Source: County Business Pattemé 1974 and 1985 enhanced data, Umvcrsuy of -
' ‘Washington, Scattlc, Geography DcpartmenL :
®
| e
®
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Table XVII
Non-Adjacent Rural Counties,
Change in Manufacturing Employment, 1974-1985
: Two-digit Sectors '
(absolute and percentage change)

o Absolute Percentage
Industry Name ' - Change Change
Nonelectrical Machinery (SICS 3500) - 35788 23.20
Printing & Publishing (SICS 2700} 0615 4926
Ilﬁubbcr & Misc. Plastics Products (SICS 3000)- i 15765 25.20
Transportation Equipment (SICS 3700) . - 14196 19.87
Food & Kindred Products (SICS 2000) : 12789 - 613
Fabricated Metal Products (SICS 3400) _ 6121 632
Paper & Allied Products (SICS 2600) o 4661 6.15
Instruments & Related Products (SICS 3800) 1132 - 546
Chemical & Allied Products (SICS 2800) | . : 404 70
_Tobécco Manufactares (SICS 2100) g | 331 9.54
Petroleum & Coal Products (SICS 2900) -925 -7.68
Electric & Electronic Equipment (SICS 3600) - -1248 -1.05
Furniture & Fixtures (SICS 2500) -1788 -2.87
Primary Metal Industries (SICS 3300) - 4305 -8.06
Miscellaneous Manufacturing (SIc_s_39ooj ' : 7844 22,01
Stone, Clay & Glass (SICS 3200) -12328 -16.27
Leather & Leather Products (SICS 3100) 22177 42,76
Textile Mill Products (SICS 2200) . : 231592 -21.01
Apparel & Other Textile Products (SICS 2300) : -33215 -14.36
Lumber & Wood Products tSICS 2:400) -34562 -13.91
TOTAL o | . 28844

Source: County Business Patterns 1974 and 1985 enhanced data, University of Washington, Seattle, Geography
" Department.
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metropolitan areas may be more dependent on traditional sectors compared to their adjacent

counterparts.

1V.C Summary of Rural Job Changes Across the U;ban Rural Coﬁti'nuum

" To Summarizc previous sections, rﬁral- areas grew Bclbw thc national avérége .for all job
change (T able XVI[D Wlﬂ'l the cxcepuon of small non- -urbanized adj acent counues, growth rates
| in rural communmcs were below national levels. Rates of service _]Ob growth were ‘also below
the natlﬁnal average, except in the largcst and the s@allest adjacent counties that- grew at slightly
above th¢ n_anqnal aycragc. Rural countlcs performcd better in terms of producer services
growth. _-IAdjacent counties’ growth excéedcd the national a;fcragé. But only the largest non-

adjacent counties cxpéﬁ‘c_nced producer services job growth rates above the national average.
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Table XVIII
Percentage Change in All Employment and
Services and Producer Services Sectors
Across the Rural Continuum, 1974-1985

4 5 6 7 8 9

All-Industries : 20% 26% 24% 22% 29% 21%
Services 45% 43% 42% 38% 46% 34%
- Producer Services 6% 3% T2% 66% 6% 48%
Source: - County Business Patterns 1974 and 1985 enhanced data, University of

Washington, Seattle, Geography Department.
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CHAPTER \'

THE GROWTH Or SERVICES IN SELECTED RURAL ECONOMIES

Since the late .19705, research on rural economic performance has highlighted the diverse
nature of rural economies. In the pasf, rural economies were charaeterized as largely dependent
upon resource- -extractive sectors such as agriculture, timber, and mining. Nonetheless the
structure of rural economies has been changing since the beginning of this century.
Decentralization of labor-intensiye manufacturing assembly to rural areas has been underway
sinee the 1920s (Ba.rkley 1990). This trend accelerated after the Second World War. The 1970s’
rural economic turnaround was in ‘large part attributed to rapid growth in manufact'uring.
Alongside this more obvious change in rural econc')m-i‘e fortunes was the growing importance of
retirement income as A s_oilrce of ec.onomic growth, and secondarily, the long standing but little
-'recognized. role of government and federal lands OWnership in rural areas.

Reeognizing the divergent experiénces of rural communities, in 1985 the Economic
Research Sefvice of the U.S. Department of Agriculture developed a typology of rural economies
to surmnaxize the val-i:ety.- of ecenemic experiences of rural areas. This typology characterized
rural economics e’n t-l:1e basis of their underlyin'g economic dependence on specific sectors. The

resulting typolo gy 1dent1ﬁed seven dlStlI'lCt rural economlc bases. Four of the seven rural county

| types recogmzed economic’ specmlxzauons while three others focused on unique populatlon and

socioidemographic charzicteristics of the resident rural populagon. The first four rural county

groups were based on dominant sources of income attributable to specific sectors: The remaining

three county groups were classified based on social and institutional characteristics of local

62

®



Kl

residents and the economy. The original typology has recently been updated to account for

~ changes that occurred in rural economies between 1979 (the year the typology was constructed)

. and 1986.

~The original typology was not without flaws. The designation of agriculture, mining,
manufacturing,’and gov;rnmcnt'cdunties was based on income shares that Icaptured only a portion
of total income, never cchcdihng 30 percent.. In each case, dominant conditions determined
county allocatio.n to a group. ﬂﬁcsholds used to -categorize county types were based on the

largest share of jncome derived from a specific sector. Therefore, there was potential for

“multiple income sources and overlap among counties. In most cases, county classification was

mutually exclusive; on the bﬁsis of underlying economic conditions, counties were allocated to |
a_singlc group. However, thél’"ﬁ was potential for overlap and multiple economic dependencies
no:_t captured in the classification schc;nc. The same problem was true-for the three groupings
based on population and institutional cha.rac.teris}ics. Additionally, there was a large number of
counties that rcmaiﬁcd unclassiﬁcd. |

The danger in creating a typology is that it fails to provide fine-grained level of defixition
necessary to distinguish among the multi-fold and complex experiences of rural areas. At the

same time, given the role of income multipliers in a local economy, some grouping is

_appropriate. Depending on industry structure, for many communities a dominant indusiry

supports the majority of secondary and tertiary jobs in a local economy. Thus while there are
no doubt limitations to the original classification scheme, the intent was laudatory and appropriate

given the distinct experiences of rural counties.
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The Construction of the Typology

- The oﬁginal 'typoiogy was constructed using stﬁti'stical procedures that allow-researchers
to 1dcm1fy groups of counties with similar mcome structures. The classification proccdurc uscd
‘to construct” the typology is commooly known as Clustcr Analysis.
fescarc_:_[xers to- summarize a rcctangular_.data m;cu:nx through-stat:lsncal prooedurcs that identify
» groups of cases (in thi'sl.iﬁstance counti.cs.)- that exhibit 'some similarity (the shal__‘_c of - income

attributable to a particilar sector). . The classification of the seven county groups is based on the

following characteristics:

" 1)

L2

3)

4)

Farm dependent counties--farming contributed a weighted annual

-average of 20 percent or more of total'labor and proprietor income

over the period 1975-1979. 702 counties were classified as
agriculture-dependent. .

Manufacturing counties--manufacturing. contributed 30 percent or
. Y \

more of labor and proprietor income in 1979. 678 counties were

classified as manufacturing-dependent.

* Mining dcpchdcnt counties—_—_rhining contributed more than 20
‘percent of labor and proprietor income in 1979. 200 counties were

classified as mining dependent.

Specialized govemment. colnties--government ooni:ributed more

than 25 percent of total labor and proprietor -incoolc in 1979, 315

_counties were cldssified as specialized government. counties.
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5) Persistent poverty counties--per capita family income in a county
was in the lowest quartile in each of the years 1950, 1959, 1969
and 1979.. 242 counties were dcsignatéd as persistent poverty
counties. |

6)  Federal lands counties—in these counties, federal lands were 33.
percent or mér.c of all land area in 1977. 247 counties were.
classified as federal lands counties.

7) Destination™ retirement counties--between 1970 and 1980 net
nﬁgraﬁon rates of people over 60 were more than 15 percent above
expected levels given the resident population over 60 years old in

1980. 515 counties were designated retirement counties.

The county typology classifies all but 370 of 2443 rural c0uﬁﬁcs. Although overlaps are
evident, nonetheless, 57 percent of all counties belonged exclusively to one group. An ad&jﬁonal
22 percent were members of two groups, with only six percent in three or more groups.
Ungroupcd. counties comprised 15 percent of the total (370).

The resulting classification of counties was then subjected to further analysis to describe
social, economic, and institutional characteristics of county groups. For our purposes it is useful

to summarize the results of the second analysis.

Agricultural Coimties '

Agricultural counties comprised 27 percent of all rural counties but accounted for only
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13 percent of total rurél population. More than a " third-of labot and proi‘arictor income was
derived from employment in agriculture. These counties are geographically concentrated in the
nation’s tradition’al agricultural rcgi(;n of the Northern Great Plains, along with éelected states Iin
the Southéast and South Central regions. Agricultural counties. are remote from ‘population
centers, suffered large population losses iﬁ the 1960s, and experienced slow population growth
.in tﬁc‘ 1970s. ‘In'come ‘distribution was highly uneven with high per capita and low family
incomes. Sliéhdy lower shares of inéome were received from services relative to rural averages.
The population was older onliavcrage,_,.with a higher propt')rtion of persons over 65 years old.

There was evidence of a significant dependence on transfer income.” -

Manufacturing Counties

Manufacturing is a major component of rurgl economies. Manufacturing-dependent
 counties comprise 28 percent of all rural COuntic.s and contain 39 percent of total rural population.
Thc_;e 'couritie's are more-often contiguous 1o nietropolita.‘n ‘areas. -More than half of thesé counties
are” located in the Southeast while - another one-third are located in the _Nﬁdweét;- Few
manufacturing counties are located in thé_ Northeast and West (combined 15. percent).

Manufacturing counties are larger and. more urbanized, experienced greater than average

‘population increases inthe 1960s; and average population increases in the 1970s. ‘Reflecting their

regional concentration, manufacturing counties have a-larger than average share of African

- Americans in the population: The service sector contributed below average shares of income .

compared with all rural income shares atiributable 16 services.
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Mining Counties

Mining counties accounted for a very small share of total rural popplation (six percent). |
These counties are concentrated in the coal regions of Appalachia and the Midwest, the oil
regions of the Southwest, and selected counties in Northern Great Plains states. Mining counties
are remote from populated centers,. yet they are somewhat urbanized. Recent population growth
was high and attributable to increased demand for energy resources. These counties have high
per capita and family incomes, and the service sector provides a lower share of total income

compared with the rural average.

Specialized Government Counties

State and local -govcmments are major contributors to total income (12 percent) for all
rural c‘:oyntics. in many communities government jobs provide the largest séurce of income.
Federal .government income paymcnts raise the share of total rural income attributable to
government to 17 percent. The location of government counties is dispersed among the nation’s
regions and is based on political decisions rather than market forces. These counties derive
income from a vaﬁet& of government activities including military bases, Indian reservations, state
capitals and county seats, parks and forest lands, penal institutions, and educational institutions.
.Govémmcm counties are on average more urbanized and experienced population growth over the
1970-1980 period. Income Icv.cls are below average in spite of rapid population growth and high

relative levels of urbanization. Jobs tend to be in low wage industries, and income from the

service sector makes up a considerable share of all income. Government counties exhibit
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significant levels of economic diversity, and therefore two-thirds of these counties fall into one

or more gfoup.

Poverty Counties

Povérty 'countiés show a cﬁfonic incapacity of the local economy to providcudj'rea'sonablc
livelihood fqr rural.i'c“sideﬁts. These 242 counties have relﬁained' below the poverty line for
almost four 'décadés. Despité-higher than "alweragc ieve‘ls of economic diversity (signified by
mcmbcrship in more than one c‘c')uﬁt_y group), thcée counties exhibit a persistent pattern of
economic stagﬁation_. | P'qvcrty counties are geographically concentrated in the Southeast and are.
secondarily scattered throughout the S()uthwést and Northern Great Plains states.

The -pdpul’ation- in poverty counties igSpar_s‘ély settled and reméltc from urban centers. A
- large portion of poverty counties’ populations are members of minority groups. While African-
‘Americans are &isproportiOnatcly concentrated in =povefty counties, still the poverty rate among -
ﬁ.rhitcs' 15 five pcfc;én'g};gc points above the rural average.

Rcsid&nts of these counties disproport;lon'atelly exhibit physical disadvantages that reduce
their employability. R:csidcms of poverty counties cxhi_bit high levels of ;Jhysical disability and
Now levels of basic education. The pers‘istéﬁce of -poVert‘y clcrivcs- frofn low levels of productivity
in the population quc to.labor fbrc_e characteéristics and concomitant low wéges baid in industry.
Although many.ré_sidcnt's,, in. poverty counties are unabl_'e to work, work force._ participation .is
characterized by high leye'ls_ of. underemployrﬁént rath';:r .than simply ‘high levels of - total
'unempltljyrnent..‘d' Rc’sidenﬂts of pb'vcrty counties f"Wérk in. gainful economic activities, but

unfortunately they are either not employed full-time or they Ircccive .low wagés for their labor.
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Yet despite these dismal conditions, per capita transfer payments in poverty counties are lower
-than the rural average. But because of very low payments from other income sources, the share
of total income in poverty counties derived from transfer payments is the highest of all rural

counties.

Federal Lands Counties

Most federal lands counties are éonccntmtcd in the western U.S., with scattered locations
n Aﬁpalachia, and the upper Midwest. These cquhtics are distant from population centers, but
residents reside in small towns rather than bein g gcographiéally disbursed.. federal lands counties _
experienced rapid population increases over the 1970-80 decade, while income derived from the-
: '_scﬁicc sector was high. These counties are the home of la;.rgc farms and ranches. Federal lands
counties are characterized by low population densities and relatively high family incomes.
Despite high median family incomes, per capita income is low and poyerty levels are high,

~ reflecting a highly unequal income distribution.

Retirement Counties

| Twenty-one percent of all non-metropolitan counties were classified as destination
retirement counties. In these counties, 15 percent or-more of the population is over the age of
60. This is three percentage points above the rural évcragc. Retirement counties are dispersed
throughout 'tfhc nation with geégraphic concentrations in the Southwest, Florida, and the Upper
Great Lakes states. Isolated concentrations of retirement counties are also found in Califomih

and Oregon. Retirement counties grew rapidly in the 1960s and 1970s. They tend to be remote
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from population centers and receive large shares of total income through transfer payments.
Income levels are in line with rural avcrageé‘-' The service Sécto’r also is larger in'.tetircm'.ent
communities compared to the rural average. | The labor force in rctirkf_':mentlco;m'ties grew rapidly
as j‘rouﬁgc_r_pcopl_c moved in to take jobs created by export income derived from the sa_yings and

transfer payments of older residents.

‘Summary "

This quick r\eview of rural économic peffonnancc over the 1970-80 decade illustfatés the
cconorrﬁc diversity ﬂof Ameﬁch’-s .-'r'h'ral "coﬂfmuﬁitics. Table XIX summarizes some key.
 characteristics _of -;hqsc counties. We-rcfcr- bapk to this table in later sections when we review

the structure and growth of services in the seven county types.

Aﬂjustments Made to the Original Typology

| In response to dramatic chénges in national ‘and regional economies since’- 1980, the
E.c':onomjc Resca.rch Service of ﬂlé'U.S._Dcpanmcnt of Agriculture updated the typology of rural
| counties. Although subsequent analysis in this Ircport dsés the original classification, it is

important to briefly review changes that-have occurred in county classifications since 1980.

‘Revisions to the Rural Typology
In updating the ori ginal cldssification, the Economic Research Service reconstructed only’
four of the seven county types--agricultural; miriing, manufacturing, and government. Non-

metropolitan status, as defined in 1970 was maintained. A county was considered rural based
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Table XIX
_ Summary Table
of Base Line County Characteristics

1979-80
% All % Rural Geographic Proximity  Pop. Growth
Counties Population  Concentr.  to Cities 1960-1970
~ Agriculture 29 13 Midwest Remote Large Losses
& South
Manufacturing 28 39 . Midwest Adjacent High Increases
& South
Mining 8 6 Midsouth Remote Decreases
: & West Urbanized :
Government 13 Scattered Mixed High
Urban
Poverty 10 6 Southwest  Non-urban
& South Remote
Federal Lands 8 - 9 Midwest  Remote
& West
Retirement 21 24 Scattered .  Remote High
Ijnqlassiﬁcd 16
Source: County Business Patterns 1974 and 1985 enhanced data, University

of Washington, Seattle, Geography Department.
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¢ Table XIX
Summary Table
of Base Line County Characteristics

Date???
o Share _
Pop. Grth. Income  Per Capita Services ' : Transfer
1970-1980  Level - Family Employment Age -Pa'y_men_ts
AgriCUltuEe Slow Growth Uneven Pei;; Capifal i Slightly Loiin_:‘r Ol:der k High
_ S . & High - Family AEOve Than Average '
Manufacturing Aver_age ~ “Even bat Amout .'Same Below Average Less
" Growth - -Average- 2 ;
Mining Increased  Highest Both High Low. S Low
Government High - Low & Family - High " 'Young
: ' . Uneven Higher '
Poverty Low & Family = Low Older  High
o - Even Higher ' :
Federal Lands High High &  Family High Average
Uneven -
Retirement - High - Higlh & Family High High , - 15% of High
Uneven ' Pop.
Low ~ High& Similar High
Even '
Source: County Business' Patterns 1974 and 1985 enhanced data, Unii'crsity of Washington, Seattle,
Geography Department. ' ' .
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on its population characteristics in 1970. Therefore the typology does not reflect the
incorporation of formally adjacent rural counties into metropolitan areas. On the basis of recent

changes, a number of important alterations in the circumstances of rural areas are apparent.

AgricHture Counties

The twin recessions in agriculture and manufacturing of the early 1980s created serious

- problems for rural areas. The number of agricultural counties declined significantly. More than

200 counties left the agricultural county classification. Most of these counties moved into the

unclassified group, while a small number were reclassified as government-dependent counties.

Because agricultural counties were concentrated in the Midwest and Southeast, the effect of the

recession in agriculture was regionally concentrated. Greater than average losses occurred in

Iowa, Illinois, Missouri, and Arkansas. While movement from the agricultural group was

“primarily due to declines in agriculture, shifts to other groups also occurred in instances where

other sectors grew faster than agriculture. In other words, while some counties left the
agricultural category because of a decline in farming, other counties shifted to new classifications
because of higher than average increases in other sectors.

Government Counties

The number of specialized government counties increased significantly from 233 to 358.
Because government as a share of all rural employment declined, counties moving into this group
shifted in response to a decline in other dominant sectors. A portion of the shift to govei‘nment

dependent status also occurred in response to increases in federal government spending for

defense.
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Manufacturing Counties

Manufacturing, once cqnsidcrcd a viable basis for rural economic diversification, fell

sharply during the 1979-86 period. Almost 400,000 jobs were ldst during the seven years. The

"number of manufacturing counties also declined from 621 to 577. Losses were regionally.
concentrated in the Southeast and Midwest. Losses in the Midwest reduced the region’s share

of rural manufacturing counties. The South now cont'ains 69 percent of all rural rhanufacturing

counties. Former mémufacturing countie§ ‘primarily moved into the unclassified éategory, and

“losses were more likely to reflect declines in manufacturing-than excess growth in other sectors.

Mining Counties

The mining-sector also lost jobs over the study pén‘_od.' Most of the reclassified mining
counties. became unclassified, while a small share moved into the federal lands category. "The
decline of mining counties reflects the reorientation of national energy policy toward developing '
alternative energy-sources, and the decline in oil prices that diminished the competitive advantage

of other energy sources such as coal and synthetic fuels.

Unclassified Counties

- Shifts from ‘the four basic groups resulied in a sharp increase in the number of
unclassified c'c‘)untif;s. More than half of the new unclassified courities were formerly agricultural
counties. The growth of unclassified counties resulted from either an increase in the diversity

of rural counties, or more likely, a decline in the original economic base. The magnitude of the
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shift has precipitated a reevaluation of the original classification scheme constructed by Economic
Research Service personnel.

- . Implications of recent cﬁangcs in the economic base of rural areas depend upon the initial
inier’pretation of "diversity" in a rural context. While rural areas are no longer stn'f:tly dependent
© upon Tesource extractive scctdts, nonetheless, greater economic diversity in rural areas obscures
the persistent sectoral dependcrjcc of rural communities on a limited number of sectors.

QOver the last 3;0 years, increasing rural economic diversity has not diminished the sectoral
dependéncc of $peciﬁc rural communities. . The dramatic nise in the number of unclassified
counties implies that no other St}ctor grew to fill in the gap left by declines in mraditional sectors.
“Qverall there has been a weékc'ning--of the traditional Tural economic base. While for cities,
SEFVICES ﬁaVCr been an important antidote to manufacturing decline, rural areas have not shared
in this tl’"ans'formatiori-.

With this introduction to rural county eéonomics, we now examine the structure of
services in seven rural county types. On the basis of the preceding -analysis, we expect to find
that services in rural areas are not a major independent source of economic growth, but rather
are related to population size and level of income in rural communities.

A second_ interpretation of these findings suggests the period of rural diversification is
over. Counties whosé economic base seriously deteriorated over the 1979-86 period have had
little to fall back on--witnessed by the large number bf counties that moved intc;c the unclassified
catcgor);. Cur interpretation of changes occurring in rura.l economies is pessimistic. The decline
of traditional economic bases of r;lral communities signals the increasingly precarious condition

of rural economies. Counties that changed classification have historically exhibited relatively
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weak service sectors.  Qur an’alyéis- should show a-lack of service sector divers-ity and ﬁ
dependence on incbmc—dcpcndént' service sectors in counties where the service sector has
traditionally been undcrde_vclopcd. in contrast, counties in which government or: retirement
income ma.kel'. up a large share of total income should demonstrate st:rongcf growth in _.servié'es B
compared witl; others. - Rural service performance should be linked to the existing base of rural
economies.

In the next section we answer the 'q‘ucstion——wha't is thc stru.ctUre'.o_f rural services? G‘Wc
qxaminc the s‘hare of services cqmparcd -wi.t.h"t‘(:)tal employment, and we analyze‘ the growfh of
services compared with national and rural averages. -‘'We review.the composition of rutal services
sectors and comment on their as‘soc’i'ati'on- with 'c,onsurhcr spending. , We also consider the extent
that serviccé gro';avth offsets losses iq -dtﬁéf sectors ‘We examine the share of producér_ services
compared with all services, and the growth rates of producer $ervices in different rural
economics., While overall, the scrvicc._sccto;' in rural counties posted significant ggﬂns over the
study peniod, nOnctﬁeles__S'_ouif- research shows that rural counties exhibit an undcvcl_opcd service

sector relative to national service averages.
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Table XVIII
Services as a Share of All Employment
in Rural County Types, 1985

County Type Services Share
Agriculture 68
Manufacturing B 49
Mining S : 55

~ Government 68
Federal Lands . 76
Retirement : 68
Poverty _ 33
National Average | | - 68
Rural Average : . 63

. Source: County Business Patterns 1974 and 1985 enhanced data, University

of Washington, Seattle, Geography Department.
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" CHAPTER V

OVERVIEW OF COUNTY EXPERIENCES THE SEVEN COUNTY TYPES
Based on our dat, four of the seven cou_nty t'ypes cx_;ieﬂcnced job increases in excess of

the rural average: federal lands, specialized government, and retirement counties grew

‘substantially above the rural average. Poverty counties grew modestly above the comparable .

rural aggregate. Agriculture, mining, and manufacturing counties performed considerably below

‘the average.-

Among all rural countlcs, growth in services mm’orcd changcs in total employment That

“is, growth'in total cmployment (or loss) was met with above (or bclow) averagc growth in
'scrvic'es. | ‘However, only three county types exceeded the rural services growth rate--federal
" lands, govommont and rcurcrhcnt countlcs, while hhnmg was sllghtly below the avcragc
" Similar trends were evident when comparing county service growth with thc-natlonal average.

'Prodt__lcv::rT service growth followed the pattern of all scryicés, with the same three county types

posting gains in excess of ‘national and rural averages. Poverty counties fell signiﬁcantly below

ali comparable statistics of omploj_rmcnt change.

The dependence of rural counties on service jobs varies considerably and is associated

with the economic base of individual communities. “In general, the share of service jobs to total
employment is lower in rural areas compared with the nation (63 vs. 65 po;ccnt) (Tablo XVII).
This illustrates mahy of the shortcomings of rural economies which set them apart from urban
econormies. Rt__l'ral manufacturing industry,. for example, has traditionally bocn concentrated in
slow growth occtors paﬁng low wages. Disposable income levols are therefore lower in mrﬁl

areas compared with their urban counterparts. Because a large share of rural manufacturing jobs
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are in branch plants of firms head_qumercd in urban areas, local demand for business services
is low. Finally, service jobs- are concentrated in low wage activities. Thus the lower share of
scr‘vice_,s_ to total rural employment is indicative of the underdevelopment that characterizes rural
economies. |

Four county types, agﬁ_cultﬁre, federal lands, government and retirement éounties all
exceed the rural average in terms of service depcnd___cncc. In part this reflects the importance. of
transfer payments and government-related subsidies that are only partially related to the

competitive structure of the underlying economic base. For example, in agriculture counties,

. although employment in agriculture declined overall, federal farm subsidy policies were still

paying farmers to reduce planted acreage. In many cases, subsidies compensated for lost wages.

A community could maintain reasonable levels of consumer spending in the face of agriculture
employment decline. Given the income structure of agriculture counties (high per capita and low
family income), these results may be ;'casonablc. They may also reflect the Attcmpt_by, farm
families to sustain a farm lifestyle through the generation of off-farm income. Traditionally,
service. jobs have been part-ﬁme and low paying. Under these conditions, jobs may be relatively
abundant, yet fail to pay a living wage. ’

The large relative base of -service jobs in federal lands, government, and retirement

counties exists for reasons different from agriculture counties. These counties share a distinct

" quality--the income base. is not directly influenced by the market. Counties with a large

concentration of federal lands are sparsely inhabited. Higher levels of services reflect the absence
of other economic activity. Although it is difficult to establish exactly why services as a share

of employment is high, in these counties family incomes are above the rural average, perhaps
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ﬁrovidin’g'the basis for a more articulated service sector. Given that service jobs are often low

paying and part-time, a high family income cahrsustain ‘larg'c' numbers Iof‘ jobs in services while
'coﬁ'tn'buting low average fevels of income to. the community. More likely, the varied nature of
the cconOmic base in federal 'l'a;_lds counties ttaking into _account manufacturing, mining, timber,
government, and rcC;c_atiOn activities) may éncéu’rag'c _thci development-of service industries.

Later sections _chnﬂ"rl_ing the detailed structure of services in federal lands counties suggest this

latter hypothesis may be true.

Spccihliicd government counties also exhibit higher than average shares of services to
total employment. Given the divé‘rsity of activities that occﬁf in these counties, we might cipg:ct
to find a vancd service sector. - State 'and."l_oc'a'l govcr'nrncnt political centers are”places where
citizens engage in business rélatc;:l to government administration. Legal and financial services,
and services as"sociéted with la;id- claims, tax rccbr‘ds, and bus"iness licenses, create opportunities
for service busin¢s$és-= su_cﬁ as phlotocopying; law offices, and ;echnical advisory services.
Furthermore, - state-serving corporations, sﬁch' as public utlities “and - telecommunications |

corporations, often find it advantageous to be located near state capitals. This is particularly the

case because these industries are regulated by government, thus they must often make petitions

to the government for changes in service distribution.

Share of all jobs in services are also high in retirement counties. In important respects

retirement communities represent a classic.service economy, Incotne from outside (in the form

“of government transfer apd-indu'stlelpcnsion payments) support the local economic base.: Retired

péfsons also-have considérable disposable in_c.omc (given that their families are already raised)

And therefore may have more funds to spend on a variety of service activities. The service
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sector is large because the resident population brings income into the community without

demanding jobs in retumn.

Cdunty Types With Below Ayerage Share of Services to Total Employment

In urban economics, numerous authors. argue that services and manufacturing are tightly
linked. This linkage in part re.ﬂ_ects firms’ tendency to contract out for services prcviouély
un_d;artakcn in-house. Another major stimulus_. linking manufacturing and services is the
deifeiopmgnt of new technology and- distinct service products directed toward manufacturing.
Still another set of service activities supports manufacturing transactions such as after sales
service. Thus researchers find a high comrelation (but- by no means a causal relation) between
services .and manufacturing.

To the extent that these resu.lts are true, they do not carry over into rural manufactuﬁng
communities. Manufacturing communities exhibit the lowest ratio of services to all jobs. - These
results reflect a number of unique factors associated with rural manufacturing. Rural
rﬁanufac.turing-depe.ndem communities tend on average to be adjacent to urban coumies. Rural
manufacturing counties have an equitable income distribution, yet this h-as not contributed to the
"devclopment of a large service.sector. Expenditures for services may therefore occur in
metropolitan-adjacent counties where diverse goods and services can be found.

- An equally powerful influence relates to the organizational structure - of rural
manufacturing énd the presence of branch plants. ‘Over the post-war period, rural communities
were the recipient of branch plants of firms headquartered in America’s cities. These

“establishments typically exhibit few local linkages and rely on the parent corporation for needed
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business services. These establishments require few high level business services such as
accounting, 1egﬂ, 'rand ﬁnanci-ai activitie#. And because manufacturing establishments often
- dominate local economies, business services demand tends to be low. Because of the dominance
.of manufacturing and the existence of distinct.aliernatives given proximity to urban---\mar'.kets,
-manﬁfacturing- counties do not exhibit high.éharcs of service jobs to total.
The scwiée—manufacmﬁpg link observed in urban areas does not appear -td hold in rural
manufacturing dominated counties. | This s<-_:'hi:sm -highlights the.difficulty faced by small hon-
_branch manufacturing plants attempting to establish successful bpcmtions in rural cou_nﬁcé.r Some
evidence suggests -remotely - situatcd- fims face few difficulties in. accessing services:¢in
metropolifan‘- "z-]rcas;.‘ Therefore small rural firms are not particularly disadvantaged. Nonetheless
'.th_e lack of services reflects the iimitcd market found in most rural areas. Service firms -also
must find a market for their _produc_t. Therefore service firms are dependent upon urban areas
~where markets afe large, varied, and well developed.
Mining éounties also have service sectors _ﬁmallcr than rural and national averages.

‘Mining is increasingly capital-intensive with few small operators.’ Most miniﬁg activity in ;hc \
U.S. is now otchesnated,,if not owned outright, by léirgc mining firms. Mining service functions
occur in écnters of corporate hea_dquarters. An interesting paradox evident in mining. counties
is their remote location, yet urban _po;')ulatio'n conCcntration. Given high incor;_]ég, residents must
choose 10 Qpcnd their income elsewhere. A significant segment of mining community populations
consists of _'i'ndivildu_als who eam income Jocally but have families that reside in other locations.

This may help-explain the relatively underdeveloped service sector. -
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Poverty Counties
The low proportion of .s'crv'ices to total employment in poverty counties is a result of
unique characteristics of the resident” population. In mining and manufacturing counties,
alternative consumption centers and a unique industrial stru.cturc explain below average shares
of service jobs to total employment. In contrast, poverty counties’ low service levels are a result
of chronic underemployment. And despite a large share of msideﬂts over the age of 60, their
spending capacity differs fundamentally from destination retirement communities’ popullations.
Poverty counties émbrace considerable manufacturing employment. But manufacturing
‘k’wages are low, thus dis’pbkable- incomes are limited. Rural poverty communities exhibit very low
“levels of producer services, further suggesting that although sources of economic activity such
as manufacturing are evident, this has not facilitated the formation of business service activities.
As the -following section points out, rural services are driven by income and residentiary-related
c_kpcnditures. Rural communities deviating from this pattern are more dependent on a few

sectors, including services, for their economic base.

A Detailed Examination of the Service Sector in Rural Counties

The previous section n.(_)ted that cpuntlics with service sector shares in line with or above
rural and national averages were those -with the.highcst probability of service sector dominance.
Agriculture, federal -lahds, govémment, and retirement counties have service sector shares above
fhe average and reflect the absence” of other economic activities. Egderal lands counties

exemplify this trend—they are remote, sparsely sé:ttlcd, with a highly uneven income distribution.
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~Services in these four county types cahnot be interpreted as representing an “export base service
sector” but rathcr._r‘cﬂect the c_)gpcnditurc qf .iﬁcqrﬁc by local residents.

The next section examines the structure of services in Tural counties. In this analysis we

-study the top -fc_n_sewicc sectors; share of all jobs. . We note the high degree of simlarity

between the structure of services employment and rural county types.

Comparison of Rural Services Structure Across Seven County Types

The structure of the, service sector in rural countic_s--indéc,;atc_s surprising-similarity across
county types. Dcviatit)nslfrom .ﬂic donﬁﬁan_t.pattcrn’arc. attribﬁtablc to un?ique characytc.ristic's of
the underlyir;g' écoﬁémic base. Table XIX .s'.ummariz_cs the results reported in more det“zl:_lil'cd
tables XX A-G. . Regardless of county type, top job gains occurred in three sectors: health
services, eating aqd dnnkmg csta.blishmcnts, and food stores. - These were the leading sectors in
_.all but two county typcs,ffédcral lands and government. The top three service sector rankings
mirror the nzitior_m.l pattern. The 'majbr stimuli of service job gains were policies that contributed.
to the expansidn of hcglth care, and secondarily changes in consumer spending and lifestyle
preferences. | | ‘

Thc residual variati(;n evident:i;l diffcr_eni counties is primarily associated with the
dominant ccoﬁomi_cf base. Agﬁculturc and -manﬁfaé;uliing counties gained jobs in educational
services. This 'dcvclopment 'r_epr.esénis local land grant insﬁthtio_q_s and state community colleges
located in agriculture communities, .and the spil\l-o'vér effect pf' educational sc_:n:ices located ln
adjacent rural counties. Mining coﬁnties e_:k_hilﬁiwd services growth in mining sqrviccs and

wholesaling. Federal lands counties gained service jobs related to tourism and amusement
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Table XIX
Riénking of Top 10 Industries for Rural
County Types (absolute employment)

- Federal

Manufct. Mining Lands Governt. Poverty Retirmnt.
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Source: County Business Patterns 1974 and 1985 enhanced data, Un1vers1ty of
Washington, Seattle, Geography Department.
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Table XXa
Rural Employment in Agriculture-dominated Counties
Change in Employment 1974-1985
Top Ten Industries
Two-digit Sectors .
{absolute and percentage change)
Rural _
. Employment Absolute Percentage
Industry Name _ in 1985 Change Change
Health Services (SICS 8000) 86856 25351 41.22%
Eating & Drinking Places (SICS 5800) 59821 | 10424 21.10%
Food Stores (SICS 5400) 43569 - 8208 23.21%
" Banking (SICS 6000) : 31630 8104 34.45%
Social Services (SICS 8300) 17207 7137 81.70%
Employment NEC (SICS 99--) 20944 7412 54.77%
Membership Organizations (SICS 8600) 19251 -~ . 6965  56.69%
Miscellaneous Retail (SICS 5900) 27064 - 6127 29.26%

Electric, Gas & San. Serv. (_SICS 4900) 13310 4582 52.50%

Printing & Publishing (SICS 2700) 15776 - 4454 39.34%

Source: County Business Patterns 1974 and 1985 enhanced data, University
-of Washington, Seattle, Geography Department. -
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Table XXb
- Rural Employment in Manufacturing-dominated Counties
Change in Employment 1974-1985
Top Ten Industries
Two-digit Sectors
(absolute and percentage change)

Rural

of Washington, Seattle, Geography Department.
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: oo _ Employment Absolute Percentage

Industry Name in 1985 Change Change
Hcaith Services (SICS 8000) 306451 121857 66.01%
Eating & Drinking Places (SICS 5800) 241802 93734 63.31%
Food Stores (SICS 5400) o 155159 41177 36.13%
Social Services (SICS 8300) , 68850 35698 107.68%
Membership Organizations (SICS 8600) 77627 27808 55.82%
Educational Services (SICS 8260) 56627 - 23698 L. 71.65% -
Miscellaneous Retail (SICS 5900) 105487 - : 22283 26.78%
Employment NEC (SICS 99--) o 60339 20522 51.54%
Trucking & "Warehousing (SICS 4200) 73622 20421 38.82%
-Printing & Publishing (SICS 2700) 66763 17003 34.17%
Source: County Business Patterns 1974 and 1985 enhanced data, University



_ Table XXc S
Rural Employment in Mining-dominated Counties
Change in Employment 1974-1985
Top Teén Industries
_' Two-digit Sectors _
(absolute and percentage change)

Rural _
- A Employment . Absolute Percentage
Industry Name - in 1985 - Change . Change

Health Se}viccs (SICS 8000) .42634 | 14269 5031%
Eating & IIj“"fﬂ?in.g Places (SICS 5800) 32170 | 12795 © 66.04%
Food Stores (SICS 5400) 271323 8902 + 48.33%
Ol & Gas Extraction (SICS 1300) - 53792 - 814 . 17.94%
Admin. & Auxiliary (SICS.149/) - 10295 o 6958 - 208.51%
.Wholesalc—Tfadé-Dﬁrable'(S'ICS'SOOO)_- © 325 5494 43.39%
Electric, Gas & San. Serv. (SICS'SOOO) 11ss . - 5053 82.81%
Baxﬂ.cin'g. (SICS 6000) 13400 o 4850 56.73%
Membership Organizations (SICS 8600) 16377 B 4386 - 73.21%
Employment NEC (SICS 99-) - 10906 - L 4256 64.00%

Source: County Business Patterns 1974 and 1985 enhanced déta, University
of Washington, Seattle, Geography Department.:




*

Table XXd

Rural Employment in Federal Lands-dominated Counties

Change in Employment 1974-1985
Top Ten Industries
Two-digit Sectors
(absolute and percentage change)

of Washington, Seattle, Geography Department.
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Rural
_ - Employment Absolute Percentage
Industry Name in 1985 Change Change
Eating & Drinking Places (SICS 5800) 25998 11653 81.23%
Hotels (SICS 7000) 18106 7737 74.62%
Health Services (SICS 8000). 16931 7045 71.26%
Real Estate (SICS 6500) 7776 5180 199.54%
Am’_useme‘:nt & Recreation (SICS 7900) 10583 5007 89.80%
Food éforcs tSICS 5400) ' 9805 4052 70.43%
| Miscellaneous Retail (SICS 5900) 959.0' 3892 68.31% |
Special Trade Contractors (SICS 1700) 7629 3487 84.19% ”
Research & Development Labs (SICS 7391) 4023 3026 303.51%
Social Services (SICS 8300) _ . 3837 2858 291.93%
Source: County Business Patterns 1974 and 1985 enhanced data, University



“Table XXe - o
Rural Employment in Government-dominated Counties
Change in Employment 1974-1985
Top Ten Industries
- Two-digit Sectors
(absolute and percentage change)
* ‘Rural
R Employment Absolute Percentage .
Industry Name in 1985 B Change Change
Eating ‘& Drinking Places (SICS 5800) 60201 25705 74.52%
Health Services (SICS 8000) | 54931 18227 49.66%
Non-Electrical Machinery (SICS 3500) 22442 16735 293.24%
Food Stores (SICS 5400) 31718 10754 51.30%
Social Services (SICS 8300) 16924 10139 149.43%
Miscellaneous Retail (SICS 5900) 124505 8390 52.06%
Electric & Electronic Equip. (SICS 3600) 14051 .« 6664 90.21%
Membership. Organizations (SICS 8600) 15631 , : 6514. 71.45%

Transportation Equipment (SICS. 3700) 8970 _ 4481 99.82%

Banking (SICS 6000) - 15367 ' 4055 35:85%

Source: County Business Pattérns 1974 and 1985 enhanced data, University
of Washington, Seattle, Geography Department. -




Table XXf

Rural Employment in Poverty-dominated Counties

Change in Employment 1974-1985
Top Ten Industries

Two-digit Sectors

(absolute and percentage change)

of Washington, Seattle, Gcography Department.
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Rural
Employment Absolute
- Industry Name in 1985 Change
Health Services (SICS 8000) 8496 4087
Eating & Drinking Places (SICS 5800) 5794 2853
Food Stores (SICS 5400) | 6353 2517
Eleclric, Gas & San. Serv. (SICS 4900) 3529 2483
Oil & Gas Extraction (SICS 1300) 3600 2220
Fabricated Metal Products (SICS 3400) 4056 18047
Non—EIectrical Machinci‘y (SICS 3500) 2415 1801
Special Trade Contractors (SICS 1700) 3874 1451
Paper & Allied Products (SICS 2600) 1448 1124
Employment NEC (SICS 99--) 2736 1124
_ Sburcc: County Business Patterns 1974 and 1985 enhanced data, Umvcrsny

' Percentage

Change
92.70%
97.01%

65.62% -

" 237.38%

160.87%

80.35%

293.32%

59.88%

346.91%

69.73%



Table XXg
Rural Employment in Retirement-dominated Counties
Change in Employment 1974-1985
Top Ten Industries
Two-digit Sectors
(absolute and percentage change)

Rural

_ s Employment Absoclute Percentage

v Industry Name : | ' in 1985 Change Change
Eﬁting & Dﬁnking Places-(SICS 5800) 94176 51789 122.18%

Health Servicecs (SICS 8000) - 98162 - 45910 87.86%
Food Stores (SICS 5400) - 52634 23093 78.17%
ocial Services (SICS 8300) ’ 23653 15861 203.56%

- Special Trade Contractors (SICS 1700) 39172 14036 55.84%
Miscellaneous Retail (SICS 5900) | 36955 13796 59.57%

- Hotels (SICS 7000) g 39025 13175 50.97%
Employment NEC (SICS 99--) 26383 12833 94.71%
Non-Electrical Machinery (SICS.3500) 21307 12283 136.12%
Membership Organizations (SICS 8600) 18007 10153 129.27%
Source: - County Business Patterns 1974 and 1985 enhanced data, Umversny

of Washington, Seatile, Geography Department.
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activities. These counties also experienced job growth in specialty contracting, a sector related

to population growth. Service job growth in government counties similarly grew in sectors

related to population growth. Employment growth took place in non-electrical machinery. We

suspect this expansion occurred because the -size of the Tesident population in government

“counties is large enough to support manufiictur_ing. Furthermore, this sector is highly diversified

and therefore it is conceivable that small finishing and assembly operations would find it .

-conducive to operate in state and county capitals selling to firms located in urban areas. No

doubt this growth also reflects the importance of military outposts as magnets for government

contractors.. Variations in the experience of poverty and retirement counties are similarly

explained on the basis of the underlyirig economic base.

The -degrcé of homogeneity in sectors that gain'ec_l lérgc numbers of new jobs illusﬁatcs
the dependence of rural service sectors on populatior; levels. Absent are the scrviéc sectors -
considered gmwm—pﬁented. In an important respect, services growing in rural areas exhibit only
modest. potential ;0 function as export-base alternatives to dependence on traditional sectors such

as agriculture and mining.

Rate of Growth Tells a Different Sto:;z

Aé prcvmus sections pomt out . another 1mportant facet of the rural services story is thc
service sectors that experienced large percentage -cha’ngcs in their original-employment base.
Reflecting upon earlier discus_siqhs of percentage change measﬁ}cs, we now examine the
experience of rapidly growing service $eCtors in ru1fal counties.

Service sectors gr_owing'rnrapidly- in Amcﬁca’s rural communities were quite varied. On
average, 23I industries experienced more than a 100 percent increase in employment. Across the

seven county types, the ten fastest growing industries constituted approximately 10 percent of all

93



new job growth. Across rural county types the range was quite varied, with the top ten industries
in agricultural counties accounting for four percent of all job gains while the top ten service

industries in poverty counties accounted for 23 percent of all job growth.

-~

Comparison of rural county types indicates 29 of the 97 sectors studied were members
of the top service growth industries. Twelve of the 29 were producer service sectors. A number
of rcsca}chcm suggest these industries can act as export sectors, QOur results provide evidence
‘that rural communities are gaining employment in the more technical and innovative service
- industries. Nonetheless, the significance of these results requires further verification. For
example, research suggests that like manufacturing, pﬂucer service firms are creating spatial

_— -
divisions_ of labor by locating labor-intensive mass production operations remote from corporate

business centers. These processing facilities are not responsible for new product development.
Instead they are more representative of branch plant manufacturing facilities where standardized
functions are performed. Rarely do ancillary .serviccs follow such establishments, and thus the
full economic impact of producer services growth may be stunted.

Summarizing the ranking of the top industries illustrates a variety of experiences in the
gr'owth. of rural services (Table XXI). Two industry groups, management services and
employment, n.e.c., were consistent job generators in different rural counties. The significance
of employment gains in employment n.e.c., is difficult to determine as the scctér_ is a large
residual cétcgory. The SIC code book treats this type of employment as a highly varied groupof
unstable operations. Thus growth in this category may signal ephemeral operations too new to
accurately classify.

Detective services also grew rapidly in six of the seven county types, excluding federal

lands counties. The rapid growth of this sector reflects both the increasing tendency of firms to
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- Table XXI
Rankmg of Top 10 Industries for Rural
- County Types (absolute employment}
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contract out for protective services, and the growing concern of the general public about rising
crime and the desire to protect personal property.

Consistent across four of the seven counties was the growth of computer and data
processing services. More detailed analysis suggests this sector represents both large bulk
processing centers and small operaﬁo‘ns serving single customers. Many of these establishrﬁents
are in metropolitan-adjacent rural communities and provide services to firms located in cities.
Computer services failed to rank in the top ten in mining and poverty counties (computers ranked
28 in mining counties and 20 in ﬁoverty counties). In four of the seven county groups, securities
- brokers, and holding and.othcr investment administrative offices were listed in the top ten. Tn
.maﬂufacturing, government, and poverty counties securities brokers failed to rank in the top ten.
Personnel servi';:cs and equipment léasing operations ranked in the top ten in three county types.
Equipment rental grew rapidly in agriculture, manufacturing, and poverty .counties while
personﬁcl services were important growth industries in manufacturing, government, and poverty
counties. The latter finding is not _surprising given national industry trends toward the use of
temporary personnel.

Finally, industries ranked in the top ten for just two county types are a varied lot and
include metals administrative offices in manufacturing and mining counties museums in
manufacturing and government counties, and R & D labs in mining and retirement counties.
Additionally, stamp trading services (such as S & H green stamps stores) grew rapidly in mining
and government counties’, electrical and gas administrative offices poé.ted rapid job gains in
federal lands and retirement counties’, and non-commercial R & D labs grew rapidly in federal

lands and ‘government counties. Table 16 summarizes the sectors’ rankings.
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Summary and Conclusions of Part I

These results suggest the experience of rural services growth is complex and rapidly

changing. Growth rates for all industries were lower than the national average and were also

lower for service industries. As a share of all employment change, services made up a slightly
smaller share in rural areas compared with the national average. In contrast, prodﬁcer services
grew slightly above the national average (70 vs. 68 percent), indicating that non-__mcuopolitan
communities- have benefitted from the cx’pl.(\)sive growth: 'o.f'.l financial “and business service -
industries. Nonetheless, producer éervicics make u;i asmaller share of all service sector gro'wth
in'rural versus urban areas (28 vs. 31 percent). ...

- The rapid' growth of produccr services in tﬁe Jast 20 .years has gainccf-’.ﬂlc attention of
academics, -policy makers, and economic devélqpment-pracﬁﬁoncrs. And it should. Butit would
be nﬁslcadiﬁg to ignore the more ..dominant trend in the growth of services in rural areas. Rising
income levels a1_1d cﬁanging Consurﬁption patterns have resulted in large absolute increases in
eating and drinking cstablishn;énts,'the expansion of social services such as child care, and the
explosion “in'hca]th care supply and dema'n‘d. .These findings reflect a duality in services gr(;wth

- with the creation of vast numbcfs.of skilled and unskilled jobs._ The society is more affluent and
therefore can buy. more hcalth care. Yet the growth in eating and drinking establisﬁfnents
sigﬁiﬁes’ the exchange of labor in the home with 'con.sumption in the private sector (meals eaten

~ out).as miore women-havc entered the lab(jr.forcc.

In ab‘solutc numbers, the growth of services in rural areas mirrors the national experience

with some imponan;..c-;c_ceptions. In -gcnéral,-.;job growth was more sectorally com_:entratcd with

health care and eating and drinking establishments comprising almost half (44 percént) of all job

gains compared with less than a third at the national level (27 percent).
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Service indu.stry growth has been an important antidote to the nation’s job loss in
-manufacturing. The nation lost almost one-million manufacturing jobs, a third of which were
in traditional fural manufacturing industries. Rural areas lost almost 80,000 manufacturing jobs
‘bctwecn 1'974-1_985. Naﬁohal_[y-, 'n'i_aﬁufactilﬂng lost approximately five percent of the 1974 base
-while rural areas fared better, losing only two percent of their 1974 manufacturing employment
base.

The share of all jobs in services is lower in rural counties compared with the nation (58
vs. 65 percent). Four county types, agriculture, federal lands, government, and retirement
" exceeded the a;'cragc‘ These results reflect two divergent trends. In agricultural counties service
sector growth. occurred in the absence of other sectoral change. The other three county types
reflect II'lOIt‘; complicated trends including destination resort activity, large shares of non-working
age residents with significant disposable incomes, and administrative functions of state and local
govemn;eﬂtl that attract service funétions associated with regulatory operations. Counties with
below average levels of services _réﬂcct the dominance of traditional sectors, and in the case of
poverty counties,-thc lack of disposa___b1¢ income for the purchase of services.

The cémposition_.of dominaﬁt service sectors is similar across rural service types. Heélth
services, eating and drinking establishments, and _.food stores dominate the service base of rural
communitics.. Residual variation among county types is associated with the traditional economic
base. In some counties, base economic activity such as government creates a large local labor
podl capable of supporting manufacturing Operations.

While the service industry base reveals a significant dependence on consumer spending,
rui'al arcas are also attracting industries that are growing rapidly at the national level. These

industries are thought to act as export sectors selling services to firms Iocated in other counties.
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All rural counties. experi¢nced rapid growth in employment n.e.c. Computer and data-
processing services were present in four counties, su ggesting that labor-intensive service activities .
are ‘decentralizing to rural areas. A number of rural county groups-also illustr_auad'E the growing

importance of financial services. The growth -of these industries reflects the existence of

“investment incomes of retirement populatons. -
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- CHAPTER VI
THE SPATIAL BEHAVIOR OF SERVICE INDUSTRIES

This section explores the roles of services in rural areas from the perspec’tivczof industry.
Given that the base of services is income-dependent, yet fast growing sectors co_mprisc industries
that are considered to have significant export potcntial, we examine three _interrelatcd_ indicators
;of industry location trends. We begin by examining measures of industry decentralization based
on the entropy index. 'I:'hc index measures the extent that employment in an industry is becoming
: more evenly distributed among America’s counties. The second step in the analysis calculates
location quotients measuring industry specialization within an area. Tﬁis measure reveals
ifistances in which the level of employment in an industry in a county is in excess of the
_industry’s share of total national cmployment. The final measure, shift-share analysis (using a
collapsed.s‘ct of industry groupings), indicates instanées in which rural growth is in excess of
national trcnds._ Shift-share also measures the extent of rural industry specialization and identifies
rural cofnmuni_ties that have experienced above average growth rates due to better than average

experiences in rapid growth sectors.

Ihdustrv Decentralization

The entropy index is a medsurc of spatial -deccntr_alization. It calculates the extent that
employment in industries is becoming more cvenlﬁ distributed among America’s counties. It
identifies instances in which total industry employment is distributed more (or less) evenly across
the base unit of analysis, in this case counties. The measure does not indicate how employment

is distributed among more and less developed areas, but rather indicates the extent that

100



employment is spread evenly among t_:ou‘n:tiés'f' ‘For example, employment in the initial period

may havc\:_b‘een concentrated in the largcst:i:cnnfal city county and begun to shift among less

densely populéited but still urban counties rather than ;hifﬁng from urban to rural counties.

" The. calculation of the entropy, index was conducted in two stages. In the first stage, we

computed the index for all counties in the cbuﬁ&y. We made no distinction between counties with

larger and smaller p.'qpulaitioﬁs. In the second stage we grouped éounti‘e‘s into two classes, urban -
and rural. - Wc thén recomputed ‘the entropy index to determiine whether spatial dccentra}izatiori

was occurring amf)'ng"Urban and rural counties. The first section describes the behavior of'

industries across all counties. We then compare these results with a second entropy calculation

that compates the spatial distribution of industry employment among urban and rural counties.

L

Industry Decentralization Across Counties -

"I 1985 the cmrop.y index énaIYSis indicated that employment ih most industries was
relatively decentralized (table ). As expected, SeCtors dependent on base population such as
building rnatci*ia}s, auto dealers, food storeé, and real estate offices, \‘vcrc highly decentralized.
Thus as population sp_reads acroés the c;:)untry, growth of these sectors follows. In contrast,
sectors that are highly .spz.ttially ﬁon_centratéd reflect _t'hc,un@que circumstances of individual
industries such as sccuﬁ-tics brokers, R&D labs; museu‘r_ns,\ and computer data processing. .

The change in the entropy index b;tWecn 1974 and 1985 indicates that during the dccadc
industry _loééﬁon‘ decisions resulted in"géncrals‘dcccﬁtr'alizﬁtibn across counties. 'Only 20
industries experiehced further ct)n.clen.tratiorl,- éﬁd ihis highly varied group reflected ;ilual

“tendencies of serizi_ces such as hotels that have been intensifying operations in urban centers, and
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concomitantly the declining ubiquity of some sefvices such as auto dealerships that have been

‘closing remote locations and concentrating activities in regional population centers. .

Industry Decentralization Among- Urban and Rural Counties

Based on the second entropy index computation, industries were generally béconﬁn £ more
unevenly distributed among-urban and rural counties. More than half of the 97 sectors
experienced a decline in spatial concentration between 1974 and 1985. Sectors.exhibiting the
highest degree of spatial concentration include miscellaneous manufacturing administrative
offices, air transportation, transportation services, securities brokers, and non-commercial R&D
organizations. Within the broad category of business services, eleven of the fifteen four-.digit
industries were highly spatially concentrated. Nonetheless, a number of these industries
appeared to be dispersing among urban and rural counties over time. |

Almost one-third of all sectors increased their level of spatial inequality over the 1974-
1985 period. Sectors that became more spatially concentrated included traditional rural sectors
such as forestry, mining, coal, texti_l.cs, lumber, and wood In addition, two manufacturing
industries, scientific instrumerits and miscellaneous manufacturing, became more spatially
concentrated. Several producer scrviée sectors.also became increasingly concentrated spatially
(ad\icrtising, engineering, and non-commercial research organizations). Consumer scctors-that
‘became: moré’ unevenly distributed “over- the study péribd included eating and drinking

" establishments, miscellaneous retail; apparel and clothing stores, and miscellaneous and

. autormobile repair.
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As stated'-i}l .t_.llblé introduction of -this section, one limitation of the entropy index is, that
it does not ind_icait‘c- in .which" direction industry change is occurring. Although the second entropy -.
calculation shows that most industries were becoming more unevenly distributed spatially, we
cannot discern the direction. of concentration. Based .on other evidence, we surmise that
traditional furﬁal'scctors such aymining, coal, -tcxl;il_cs, lumber, and wood are continuing to
coricem’rate in _rﬁra] counties. In contrast, sectors such as advertising, _enginegriﬁg services, and
non-co‘mmcrciél R&D organizations are more likely to be concentrating in urban areas wherc

effective markets are found.

-

L‘Bk:a_'_tion ou_otieﬁ't Analysis o

As stated carliér, an entropy index only measures whether employment 1s more (or ;ess)
evenly distribu@dwac'x_'oss counties. ‘Tt does not distinguish among diffcrem types of places. Thus
in the=next section we examine another measure-of spatial speﬁial_izaﬁon, the location quotient.
The location quotient identifies iﬂst,_ancés wheﬁ employment in a county exceeds employment in
an industry relative 1o its sha:f: of r_ia‘tional employmchi.. Researchers regulﬁrly use location
quotients to identify industries that represent export :basé a(;tiv'it'y.--

-Services have tfaditionally been considered dcpc;ldcnt updn the income paid to wo;__ke_rs
in c-_xpc)'rf industries. -Today, however, the majority of the nation’s jobs are in service sectors.
Thcrcf_ore wc.---n"m-st consider aneu} tlié imp_ortaﬁcc of the origin of income that is at the .b_asé of
an industry’s '_presehcé' in a locality. - Locatibn_.quo_ticntls_g__-:reﬂc'ct this underlying concept. In.a

rural community it is quite possible that many sectors (formally considered non-basic or
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dependent on income from export industries) exhibit high levels of specialization. For example,
medical services are a major component of rural services job growth. In this instance the
financial resources that support this sector constitute transfer payments from federal and state
“medical insurance programs. The resulting income enters the community from outside. Although
the presence of health services in rural areas is a function of external income, it is still tied to
the residentiary sector and thus is a function of a community’s population base.

‘Another group of service ind;lsuics are "true” export sectors. Industries such as computer
software and data processing, business scrviceé, and insurance produce and sell products destined
for a broad geographic market. These "traded services” are part of a community’s export base.
We can more directly trace the economic effect of these services on the creation of wealth in a

-community. The distinction between services for local consumption--dependent on local
population levels--and those broauccd for export is: parﬁcularly relevant to rural communities.
Whereas population-based services are dependent upon the size of a local community, services
producing for the external economy are influenced by national and international events. These
latter services are more likely to produce income growth in a community.

With these prefatory comments in mind, we now tum to a discussion of service industries
in which rural communities exhibit a numerical specialization. Industries are primarily classified
at the two-digit level. Because other research suggests that producer services industries have a
high propen'sity to export,- we further disaggregated the producer services sector to the four-digit
level. We élso examined sectoral specialization across the urban-rural continuum. This allows

us to identify sectors that are present in rural communities with varying population levels.
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| > ~ Table XXII
| N : Differences of Entropy Index | ' \
: Between 1974 and 1985 . . ®
For Each Industry K '
(In Ascending Order of Differences)

SIC - 1974 . 1985 ~ Change :
8900 - 7370 217 . -1.53 ®
4600 - .. .. 4.86 345 - -1.41
098/ 643 5.07 -1.36
7396 - 488 3.89 -99
4735 5.52 4.58 .94
179/ o 453 . 3.90 -63 °
4700 : ' 3.38 2.78 -.60 .
- 8400 : - .3.82 323 -59
6700 3.34 2.81 -.53
4400 - 3.95 3.45 -.50
7395 : 3.23 2.74 .49
6200 4.69 4.20 _49 ®
0800 3.12 2.67 -.45
4900 2.11 - 1.66 -45
7393 . 321 277 . -44
S497/ 392 350 - 42
1200 : 351 3.10 " 41 | ®
679/ 390 3.49 -41
- 4100 - 263 223 -.40
7392 . 326 - 2.86 -.40
. 6300 o 3.09 271 -38 .
4500 L 13.99 3.63 -36 - ®
899/ 352 3.16 -.36 -
© 3300 . - 270 2.35 -35.
7330 3.44 3.10 -34
3000 226 193 . -33
7340 . 275 7 2.43 -32 . ®
7310 o 395 . 3.63 132 '
7360 - . 3.19 2.88 -31
7397 ' 3.07 2.78 . -29
599/ _ .3.19 2.93 =26
3800 - . 325 .. 2.99 26 @
8920 - 410 3.84 -26
7394 . 253 - 227 -26
8930 . 253 S 228 25
519/ 1325 3.00 -25
8600 : 7 2.00 1.76 .24 : e
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SIC

3400
4200
2700
1600
2900
7370
7391
5300
399/
3500
6400
3500
3200
2600
1000
8300
7399
6500
5400
2800
5800
3700
8000
5900
7600
2000
8200
7500
4800
7900
6000
5000
2400
7320

6100

2300
1700
8910
5600
99--

7200
3600
6600

1974
2,35
2.02
2.40
2.18
3.31
3.25
3.77
1.86
3.19
2.69
2.23
2:23
1.75
2.19
4.10
1.83
2.81
2.62
1.46
2.40
1.72
3.00
1.82
1.71
2.01
1.70
2.58

- 2.00

221
2.11
2.03
222
1.20

- 2.29

2.21
2.10
1.89
2.58
1.77
1.39

- 1.78

248
1.54

106

1985
211
1.78
2.17
1.95
3.09
3.05
3.59
1.68
3.02
2.53
2.09
2.08
1.62
2.06
3.98
1.71
2.70
2.51
1.36
2.30
1.63
292
1.73
1.63
1.93

- 1.63

2.51
1.93
2.15
2.05
1.98
2.20
1.18
2.27
2.19
2.08
1.88
2.58
L.76
1.39
1.79
2.49
1.55

Change

-.24
-.24
-.23
-.23
=22
-.20
-.18
-.18
-17
-.16
-.14
-.14

o =13

-13
-12
-12
-11
-11
-.10
-.10
-09
-.08
-.08
-.08
-08
-07
-07
-07
-06
-06
-.05
-02
-02
-02
-02
-.02
-01
00
00
00 -
00
01
.01



SIC

5100

2500
1300
2200

1500

0700
5500
3100

5700

8100
5200
0500

149/ ..
1400

7000
2100

7800

1974
1.80-
2.36
2.60

.. 247
;- 1.65

1.68
1.27

254

1.61
2.36
1.12
3.40°
4.10

145

1.91
4.85
291

167

1985
1.82
2.38

263
- 2.50

1.72
1.76
1.35

- 2.63

1.71
2.48
1.26
3.54
4.24
1.62
2.13
5.10
3.94

Change
02
02
03
03
.07
08
08
09
10
12
14
.14
14
A7
22
.25
1.03



~ Table XXIII
Entropy Index Expressing the Degree
of Spatial Spread of Industry Employment
Among Urban & Rural Counties, 1974 and 1985

SIC 1974 1985 Change
+0700 .14 .19 05
-0800 .00 02 02
+0900 _ 10 13 03
-098/ : - .06 49 43
-1000 05 - 05 00
-1200 .14 18 04
+1300 00 02 02
+1400 - 00 00 00
+149/ 26 25 -01
+1500 22 23 01
-1600 25 20 -05
-1700 32 32 00
-179/ S8 57 -01
-2000 12 09 -03
+2100 33 .33 00
+2200 02 00 -02
2300 06 05 -01
-2400 - 01 .01 00
+2500 ' 07 .08 .01
-2600 A2 10 -02
-2700 - 33 .30 -03
-2800 25 24 -.01
-2900 28 26 -.02
-3000 16 13 -.03
+3100 : .04 .05 .01
-3200 A1 10 -01
-3300 29 20 -09
-3400 28 24 -.04
-3500 23 20 -.03
+3600 25 28 03
-3700 38 .34 -04
-3800 35 38 03
-3900 25 .26 01
-399/ : 45 50 05
-4100 38 31 -07
-4200 ' 28 23 -05
-4400 41 35 -.06
-4500 57 54 -.03
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- SIC

-4600

- -4700

-4800
- -4900
-497/
-5000
+5100
-519/
45200
-5300
-5400

+5500

-5600
+5700
-5800
-5900
-599/
-6000
-6100
-6200
-6300
-6400
16500
+6600
6700
-679/
+7000
+7200
-7310
-7320
-7330
-7340
-7350
-7360

-71370

-7391

-7392-

-7393
-7394

-7395 -

-7396
-7397
-7399

1974

.32
46
32

24
55

35

19
51

30
18
13
24
22
24
23
51
24
32
61
52
30
40

08

43
51
.18

- 26
55

ST
A7
.67
55
57
46
.52
59

- 40 -

45
36
.45
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1985

.15

33
.16

52
37
21

13
27
17

16

.25

.26
.24
23
Sl
23

- .35
57
49
31

40
.08
42
53
21
29
.55
.30

50
45
.53
.56
56
43

49
51
357
A2

.21

34

46

Change
-17
-.02
.01
-.08
-03
02
02
-07
.04
-03
-01
.03
01
04
00
00.
00
-01
03
-.04
-.03
01
00
00
-.01
02
03
03
.00
-.02
-0l
-.02
-.14
01
-.01
-.03
=03
-.08
-.05
-03
-15
-.11
02



SIC 1974 1985 Change

7500 o 31 .32 01
-7600 29 .29 00
+7800 : .30 41 11
-7900 29 27 -02
-8000 24 25 01
+8100 ' 32 .37 05
-8200 .35 33 -02
-8300 20 22 02
-8400 A8 40 - -.08
-8600 ' ' 28 26 -02
-8910 A4 46 02
-8920 - 47 A48 01
-8930 - 32 31 -01
-8990 41 7 34 .07
-899/ _ 48 54 .06
+99-- A3 15 02
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Of the 97 industries in this analysis, 14 indicate some level of si::ccial_i_zation" in rural
_counties. ACToss ':a-_lllu rural countjtypcs, these 14__iﬁdustn'es consistently cxhibitéd '_somc'lc_vcl_ of
specialization (Table .XXIVj. - |
| The group of 14 in.dustric's.can be classiﬁéd_ according to the component of the economy
they serve. The .ﬁrst group of industries- provides basic infrastructure. 'Rural-spcciélization :
inclﬁdcs pipe lines, .-no d.oubt “ass_(;ciatcd with oil and gas pipelines accomi_)anying resource
cxploitaﬁon. Rura_l. areas also specialize in water supplies. These services are associated with
both poplnlation and industry growth,-fl particularly agriculture. finally, employment in electrical
services furth‘et sh_(;ws'a hi_gii lcycl:. ::;f specialization. Again, these services are s_upplying both
population and industry. |
" The second set of industries in which rural a.reés specialize are related to population size
and income cxpcn_ditixres. These include building supply, food stores, and au-to dealerships. The
mix of demand for these services is both industry and population-based. In rural communities,
a;ito dea_lersh_ips"ofit_ch represent agric_;ultural iﬁlplerﬁents and gc_:ncra} _equipment manufacturers.
A high level of sbccializa{ion in these sectors is apparent'ellcross both large and small, adjacent
ahd'.non-adjaécnt ru.r.al counties. Building _supply ‘busine_éécs also serve a dual role providing
nélatcriais for home construction and repair,-as ﬁcll as for activity on the farm and in industr&.
Food stores are the life blood of many fural comm_ur‘ﬁties. The grof:cry store not only
provides immediately consum?ablc goods, _'tl_)ut equally important, local grocers often extend credit
to patrons. This is a vital scfvice for rural rcsidé_rits who operate businesses in.which cash flow

varies dramatically across the year (in association with rural business cycles in agriculture,
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SIC

41
42
a4
45
46

47
48

49
50
51
52

33

54
55
56
57
58
59
60
61
62
63
64
65
66
67
70
72
731
732

Table XX
Service Sectors with Location Quotients
Greater than 1.2 by Type of Rural Areas

1985
5 6 7
X
X X
X
X
X X X
X X
X X X
X X X
X X
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SIC

733
734
735
736
737
7391
7392
7393
394
1395
396
397
399
75
76
78
79 .
80
81
82
83
84
86
891
92
93
99

Local Govt.

Fed. Eripl.

Source:

_ Table XX {cont.)
Servnce Sectors with Location Quotients
Greater than 1.2 by Type of Rural Areas
1985

s 8

113

N

County Busmess Patterns - 1974 and 1985 enhanced data Un1vcr51ty of
Washington, Seattle, Geography Department.



mining, and timber industries). These three sectors exhibit high specialization levels across all

mral coulntics and are a part of the Basic business infrastructure of rural comxm_mities.

A third level of speéializaﬁon in rural communities.is the provision of bﬁnkin.g 'scrvic.es.
However, this sector is most prominent in the smallest rural counties. Th_is may reflect the
indi.vi'sib'ility of many population-dependent services such as banking. There is a minimum
threshold in banking services regardless of the base pc;pulation size. Given that banking services
are labor-intensivc and have a miniﬁ‘num size of establishment, rural specialization may simply
reflect the indivisibility of establishment size to provide basic services.

A fourth group of services exhibiting levels of specialization in rural areas reflects the
emergence of both retirement and tourism as components of rural economies. Real estate offices
and hotels are ové,r-reprcscntcd in rural counties rclaﬁve to base employment. 'Specialization in
real estate reflects the multi-functional nature of real estate firms in rural communities. For

example, in many rural communities there. are numerous land markets including agriculiure,

commercial; residential, and property management. Firms may specialize in individual activities.

Over the last 15 years, rural residents have found- it increasingly difficult, if not impossible, to

sell homes and property. To retain the equity in their real estate, many rural residents have had

~ to.turn to the rental market to preserve their financial investment. Real estate firms often also

provide a bundle of services. For example, many of the documents required in transactions
associated with land sales necessitate a Notary of the Public. For many rural communities, real
estate offices expand and contract in response to business cycles and the increased splintering of

t:he}rlural land market.
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""The concentration of hotels in rural:communities is a direct response to demographic and
economic changes in society. More people have money to spend on vacations. And many rural

aréas have become destination resorts. For other riral communities, the increasing- mobility of

: thc\working population and extended éoniiﬁutcs have created a demand for lodging services.

Both real estate and hotels cxhibit-spcgializaﬁdn across all rural counties.  °

‘For some rural cbmmuhiﬁcs, récff;,aﬁona] services are an important:stimulus to.local
e(':oll"Lonﬁc growth. Dcs;iﬁ:ation resorts are viewed as-p.Otentié_l options for cconomjc dcvclépmcnt
~efforts. But their importance is onl_y evident in the most remote rural 'cqmmunities.. This may
reflect the "absence of dthér:_ ‘economic acti"vitics rather than indicating future growth trends.
More‘over, places most likely to benefit from - this type of development are graced with an
attractive physical spfttin g, and usually som'é-: type of unique asset that is not transferrable to other
locations:

- With the exccption‘_ of sectors class’iﬁ‘cd in the last two Igroulis, rural scrvices specialization
dcgén_ds on poﬁula;iOn—induCed_-,.incomc _grQWth. " Thus no matter how much is mgde of the
potcmﬁal’ for rural services job crcatién,' sectoral specialization is. tied to the size of rural
communities and reflects the indivisib‘ility" 6f;_clertain sérvicc functions.

'R—&D labs_aﬁd general labo.r-ator'ics am specié]iZation's.for noﬁ-adjacent but still urbanized

rural counties.’ The -presence of these luman capital-intensive establishments may reflect

government -placement of labs outside metropolitan areas. - More likely these facilities are |

associated with population-induced health care needs such as pathology labs serving hospitals and
livestock-related facilities such as vet_cririary clinics. Their .silngular presence in urbani'ze‘d" but

non-adjacent rural communities suggests that a threshold effect may govern lab location. These
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éstablishments can operate as tégional centers serving a wide area.
The lack of specialization in certain sectors is important in understanding rural services

development potential. For example, given the importance of manufacturing, it is troubling that

‘durable wholesaling is undcr—rcprcscntéd in rural areas. Durable wholesaling takes into account

establishments providing inputs to manufacturing.  Branch plant dominance of rural
manufacturing establishments may explain the under-development of wholesaling services.
Wholesalers are vital suppliers for small establishments and their under-representation obviously

affects the ease with which local entrepreneurs can establish small scale manufacturing. Recent

interest in industrial districts as an antidote to large fim manufacturing overlooks niral ‘areas’

limited ability to support small scalé: manufacturing in the absence of durable goods wholesaling.
Recent dcvclopm(_:ms in manufacturing (such as just-in-time inventory control practices -and

manufacturing for increasingly variable consumer preferences) are dependent upon the existénce

- of a vibrant wholesaling sector. Increasingly, firms are engaging wholesalers as the primary

source of sales and distribution. Thus rural counties are deficient in a vital component of
manufacturing infrastructure.

Also troubling is the lack of rural specialization in the more innovative and expori-
oriented producer services. The urban devclopmcnt literature points out that maximum benefits
in producer services require spatial proximity among producers and consumers of these sectors.
Evidence from Denmark suggests th'at remotely situated firms experience only minimal difficulty
in searching out service suppliers iﬁ urban areas (Hansen 1990). Equally compelling evidence

shows that remote regions are handicapped by the absence of local producer services. Clearly




the lack of information and ready access to new industrial developments in the national and

international economy can only further restrict small firms’ ability to operate in remote regions.

Shift Share -Analysis

Shift share analysis 1s a. technique ﬁscd to aisgggrcgatc regional job Qowth into three

- parts--the change in the-region relative to the change in national employment, the mix of both
fast and slow grow'th:. industries in a.rcgio'n, and reQio_r;al crr_iploy_ment share 1n sectors growing
© rapidly at the na_tio__nél level. * This accounting technique aﬂows ‘a researcher to decompose '_
industrial/employment growth in a region.

Considerable - controversy ‘exists 6pnccming'thc interpretation of the third, or regional
growth cffcét..in shift-share analysié‘ Some researchers treat this measure as an indicator of
regional competitiveness. The assumption is that a region experiencing a more than proport_ionatg
increase in industries expanding rapidly at the national l:evél is more éompci:itive relative to other
régions.,_ Others afgue that shift-share analysis provides '_no_ theoretical explanadon of the
competitive effect and therefore should not be intcrprctcd as normatively suggesting a particular
path- for future development. The method further suffers from problems of aggregation. Shift
share analysts is also_.stat_ic (c-ross sectional comparisons of two points in time). In this report,
sﬁif_t share analysis is employed as a descriptivc- tool to decompose the individual gqu;h
experience of rura'l‘arcas.. No infe_rcngcsarc. made regarding why particulz_ir results are evident,
and we cannot account for the specific cﬁanges in industry hmix.

The analysis consists of several sténgqs. The first stage examines the experience of ail

counties in accordance with their membership in the ten geographic units of the Beale urban-rural
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continuum. We then proceed to examine the rural experience in industry aggregates of consumer,
retail, producer services, non-profit services, and distribution services. The final stage of the
analysis considers the 97 indusnics, noting services scctors that experienced share increases
relative to the nation, and sectors in which rural growth rates were higher than those predicted

based on national growth rates for all industry.

Composite Grouping of Industries

Consumer Industries

Across the urban rural spectrum, all counties, regardless of size, experienced growth in
consumer service industries in excess of the national average for all industries (Table XXV). In
other words, consumer service industries were fast growing relative to employment change in the
national ccondmy. In contrast,’only suburban counties and non-urbanized rural adjacent counties
expericncéd compositional changes Ibolstering their share of all employment in consumer-service

industries.

Retail Industries

All counties (with the exception of core metropolitan counties) experienced growth in
retail services above the national employment growth rate for all industries (Table XXVI).
Differences wcré particolarly p_rqnounc;:d in suburban counties, where on average retail growth
cxf:ccdcd the national growth. cffecf by 60 percent. Rural counties also enjoyed retail growth
rates in excess of national growth, but the differences were small, with the largest adjacent non-

metropolitan counties exhibiting by far the most significant deviation from national growth rates.
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Table XXV
Shift-Share -Analysis _
Employment and Component of Employment Change
for the Mainly Consumer Service Industry
in each Urban Rural Area (RU=0,...,9)
| Between 1974 and 1985

Urban-Rural  Employment™ Employment Absolute National Growth Industry Mix Regional Shares

Code in 1974 in 1985  Change Effect  Effect  Effect
0 998,442 1,#9‘2,740 294,298 - 279,168.38 ?95,559.38 -80,429.75
] 324A43_~-; _5§§389_i _209446. 90,715.56 _3L0§L96 87,678.50
2 -514,25'3 879,632 - 265,379 171,747.63 5878024 34.842.16
3 229,486 | 322,‘753 93,267 64,165.20 21,963.76 7,138.04
4 87,062 108,328 21,266 24,342.88 833257  -11,409.46
5 91,490 116953 25463 25,580.97 . 8,756.37 -8,874.34
6 87346 . 105813 18,467 24,422.29 8359.75  -14,315.05
7 123,905 155202 31297 34,644.33 1185876 —15,206:10
g ilJ?g 16315 5,137 3,125.41 1,069.83 941.76
9 23,926 8,614 ._6,-689.80 -365.73

32,540

2,289.92

Source: U.S. Department of Commerce, Bureau of the Cernsus, County Business Patterns, 1985, 1974.
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Table XXVI

Shift-Share Analysis
Employment and Component of Employment Change

for the Retail Service Industry
in each Urban Rural Area (RU=0,...,9)

Between 1974 and 1985

Urban-Rural Employment Employment Absolute

Code

0

1

8

} 9

in 1974
3,832,334
1,948,095
2,771,542
1,135,877
483,376
420,846
508,272
626,377
60,458

113,663

in 1985
4,753,383
2,931,106

3,809,569

1,622,574

658,760

585,119

676,794

812,953

78,316

146,838

Change
921,049
983,011
1,038,027
486,697
175,384
164,273
168,522
186,576
17,858

33,175

National Growth
Effect

1,071536.00
544,695.13
77493425
317,595.75
135,153.88
117,670.25
142,114.88
175,137.50
16,904.30

31,780.63

Industry Mix Regional Shares

Effect

272,768.69
138,656.88

197,266.19

80,846.75
34,404.58
29,953.97
36,17§.57

44,582.76

$4,303.14

8,090.03

Effect

-423,255.63

299,659.00

65,826.56
88,254.50

5,825.55

16,648.80

-9,769.45
-33,144.28
-3,349.43

-6,695.66

Source: U.S. Department of Commerce, Bureau of the Census, County Business Patterns, 1985, 1974,
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Suburban counties and the largest adjacent rural counties gained industry shares in retailing in
excess of national trends. Retail growth concentrated in counties marked by their relative level

of urbanization.

Complex Producer Services

All county types experienced dramatic growth in producer services relative to total job

change at the_: national level (T able XXVID). . Across the urban-rural spectrum, producer service N

jobs grew rapidly. As with_ the previous sector grouping, there is a definite hierarchy, with
suburban counties experiencing growth in excess of 300 percent. Rural counties were also
bcncﬁciaricé _qf producer. -services growth. Without exception, producer services were
concentrated in suburban countes. T_hc largest non-adjacent rural counties also gained shares in
these ‘industries relative to the nation. This finding verifies eﬁrlier sections in -which. we noted
that rural communities are experiencing _growth in advanécd producer services. All county types
(including core metropolitan counties).expericnccd_ growth rates in non profit sectors in excess
of the national industry growgh experience (Table XXVIII). Excesses were as dramatic as tho__sc
experienced in the three sectc;r groupings previbusly rncntio_ned. ‘And again a definite hierarchy
exists, with the greatest gain$ occurring in suburban.cl:ountie?.-‘. While employment growth in non-
profit services grew rapidly across all cc)unty_ltypes,-_suburﬁn and larger adjacent rural counties

experienced the greatest increases in shares of employment in the non-profit sector.
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Table XXVII
Shift-Share Analysis - '
Employment and Component of Employment Change
for the Complex Corporate Activities Service Industry
in each Urban Rural Area (RU=0,...,9)
Between 1974 and 1985 -

Urban-Rural Employment Employment Absolute

| National Growth Industry Mix Regional Shares

Code in 1974 in 1985 Change__ Effect Effect Effect

0. 5,619,501 8,147,673 2,528,_1'72 1,5?1_-,235.00 _1,92?,871.00 I-97Q,934-.31.
1 1,50?,02?: 03,135253 1,628,231 421,369.58 | 517,011.13 ) I689,550.5"‘(‘)h |
2 2,269,965 3,870,498 1,600,533 - 634,__6‘;1.31 - 778,752.50 18?,089.19-I |
3 671,105 1,169,116 498,011 187,643.63 230,234.69 80,132.69

4 253,657 _4__04,556 ‘ 150,899 . 70,923.50 8;!,021 63 -7,046.13

5 198,564 ;3?,981 '139',41'? 55,519.29 68,120.94 15,776.75

6 221,585 370,052 148,467 61,956.05 ?6,018;75 10,492.21

7 270,924 439,065 168,141 75,751.44 92,945.38 -555.81

8 26,158 43,904 17746 7,313.88 8,973.97 1,458.14

9 52,675 26,536 14,728.14 18,071.11 -6,263.25

79,211

“Source: U.S. Department of Commerce, Bureau of thé Cerisus,_ County Business Pattcms, 1985, 1974.
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Urban-Rural
Code

0

1

§

9

Employment Employment Absolute-
" in 1985

in 1974

2,621,108

1,016,872

1,558,425

613,922 .

256,906

212817

274,443
324,586
28,903

61,145

4,055,113
1,794,245

2,585,766

1,025,348

419,356

335,023
415_,.1-_85
491,669
46,661

89,452

* Table-XXVIIL
Shift-Share Analysis
Employment and Component of Employment Change

" for the Nonprofit Service Industry
in each Urban Rural Area (RU=0,...,9)

Betweeni 1974 and 1985

Change
1,434,005

777,373

1027341

411,426

. 162,450

122,206
140,742
167,083

17,758

128,307

National Growth

Effect
732,872.31
284,321.50

435741.88

' 171,655.06

71,831.94
: 50,504.48
| 56,?3-5.38

90,755.56

8,081.39

17,096.39 -

Industry Mix Regional Shares -

Effect

880,116.31

341,445.56

523,288.31

206,142.88

86,263.94

71,459.15

- 92,152.56

108,989.56

9,705.05

120,531.29

Effect

-178,983.56

151,606.00

68,310.81
133,628.07
4,354.09

- -8,758. 23

-2814590 T

| -32,662.11

2845

9,320.67

Source: ‘ U.S. Department of Commférce, Bureau bf_-;hc Census,'Coun’t__v Busine'é‘s_ Patterns, 1985, 1974.
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Non-Profit Sectors

| All County types (including core metropolitan counties) experienced growth rates in non-
profit sectors in excess of the national industry growth experience (Table XXVII). Excesses were
as dramatic as those experienced in the three sector groupings p..reviously mentioned. ‘And again
a definite hierarchy exists, with the greatest gains occurring in suburban counties. While
cmploymcnt growth in non-profit services grew rapidly across all county types, suburban and
larger adjacent rural counties experienced the greatest increases in shares of employment in the

non-profit sector.

Distribution Services

Across all county types (except the largest urban counties and the least urbanized rural
counties), distributive services grew more slowly than the national rate of total job change (Table
IXXX). However, in suburban counties and the least urbanized adjacent rural counties,

employment growth in the distribution sector still increased in excess of the original base.

Summary

This first view of industry composition effects for five aggregate industry groﬁps suggests
two countervailing tendencies. Rural areas experienced growth in excess of the national avcra_gé
in all but distributive services, and certain rural areas appear competitive in attracting producer
service industries.

The aggregate nature of the gfoupings obscures important detail conceming individual

sector experiences among urban and rural counties. As seen earlier, the entropy index of spatial
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_ Table IXXX
: - Shift-Share Analysis
Employment and Component of Employment Change
~ for the Distributive Service Industry
in each Urban Rural Area (RU=0,...,9)
Between 1974 and 1985

Urban-Rural Employment Empl'oymcnt Absolute National Growth Industry Mix  Regional Shares
- Code in 1974 in 1985 Change Effect’ Effect : Effect

0 3,631,560 © 3974217 342,657 1015,398.60  -226,342.44 -446,399.25

SR 088,664 L6ISEAl - 626977 27643444 6161997 412,162.56
1,784,723 2208387 423,664 49901569 - -111,23556 = 3588386

663744 7193765 130,021 18558550 41,368.84 ©.-14,195.63

214298 259982 45684 5991858 1335645 813

226528 274004 47476 63338.14 -14,118.70 174344

248,551_ 317,681+ 69,130 .. 69,495.88 1549132 1512546

w6 9521 TS 90,473.13 20,16736 1,345.22

8 . 3762 42,712 10,950 8,880.78 -1,979.61 4,048.83
9 63,833 72353, 8520 . 17,847.96 -3,978.49 -5,349.47

" Source: U.S. Départment of Commerce, Bureau of the Census, County Business Patterns, 1985, 1974.
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decentralization indicated widespread industry decentralization. Location quotients, in contrast,
suggested that with the exception of consumer and population-dependent sectors, rural shares of
service industry employment were deficient. And within producer service industries, only
computer and data processing .hinted of rural specialization. Therefore, the final analysis
| éxziinines shift-share analysis of all 97 sectors and evaluates rural performance on the basis of
" growth in excess of total ngtidnal employment change, and identifies sectors in which
employment in rural areas was increasing compared to the areas’ share of total national

employment.
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