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GRAPH 11
ESTIMATED SHARE OF RESPONSIBILITY FOR GRP GROWTH IN
HAMPTON ROADS BY ECONOMIC SECTOR
2000-2003
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Let’s perform an analytical experiment. Suppose there had been no increases in defense spending between 2000 and 2003.
Graph 12 illustrates the annual rates of growth our region would have experienced in its gross regional product, compared to
what they would have been, had there been no increase in defense spending. It's apparent that our regional growth rates would
have been much lower except for increased defense spending. In just one year, the recession year of 2001, would the region’s
economic growth have been the same as that of the nation.

In 2004, our regional economy has grown at a rate of 4.7 percent. If defense spending had been capped at 2000 levels,
this growth rate would have declined to only 3 percent, or 1.7 percent lower. The moral to this story is that the non-
defense sectors of the Hampton Roads economy are growing more slowly than either the Virginia economy or the national
economy. This should give us some pause. If it's true that “what goes around comes around,” then our region could suffer
in the future if defense expenditures expand less rapidly, or even decline. The recent prosperity of Hampton Roads has
camouflaged the underlying weaknesses and vulnerabilities of our economic structure.
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Live By The Sword, Die By The Sword

A professional consultant making a public presentation in Hampton Roads in the mid-1990s expressed the opinion that “defense
spending is to Hampton Roads what oil is to Houston.” This statement, referring to Houston’s oil industry bust and resulting eco-
nomic decline in the early 1980s, expressed the gloom many in the region associated with the then declining defense budget.
Civic club speeches in the 1990s often focused on the need for the region to diversify its economy and develop non-defense
industries. During the 1990-2000 period, this is what Hampton Roads did, though not with sufficient vigor to avoid rather slug-
gish economic growth. The role of national defense expenditures in the regional economy declined from a high of approximately
42 percent in 1985 to a low of about 28 percent in the late 1990s. It appeared that Hampton Roads might develop in such a
way that would alter its reputation for being a military town heavily dependent on defense spending.

As it turned out, these discussions were premature. Since 2000, the region’s economy has become substantially more dependent
on defense spending. Graph 13 illustrates the relative importance of defense spending to the Hampton Roads economy since
1985. After a long decline caused by the post-Cold War real defense spending reductions, the impact of defense spending on
the region’s economy in 2004 will return to 1995 levels. This will represent a 5 percent increase since 2000 — a momentous
change by national standards.




GRAPH 13
THE PROPORTION OF HAMPTON ROADS GROSS REGIONAL
PRODUCT ATTRIBUTABLE TO DEPARTMENT OF DEFENSE SPENDING
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The expansion of national defense spending directly affects our regional economic welfare. Graph 14 plots the cyclical
spending rhythms of “real” (adjusted for inflation) national defense budgets with “real” (adjusted for inflation) per capita incomes
in the region relative to those of the entire country. Both time series move up and down, almost as if on a roller coaster. Of the
two variables, however, it is real defense expenditures that have causal impact. When real defense expenditures move, real per
capita income moves shortly thereafter. For example, note that between 1985 and 1990, real defense expenditures declined
substantially. With a slight lag, the ratio of real per capita income in Hampton Roads to real per capita income nationally also
declined, from about 4 percent above the average to about 2 percent below the average. Similarly, beginning in 1999, real
defense expenditures began to increase rapidly and per capita income soon followed, rising from about 2 percent below the
national average to about 4 percent above the average in 2003.

Taking into account price differences between metropolitan areas across the country, over the last 35 years, real per capita
income in Hampton Roads has fluctuated between 91 percent and 108 percent of the national average. It is clear from Graph
14 that real defense expenditures are the motivating influence on those income changes. Thus, it remains the case that the
region’s economic welfare (and the standard of living of its residents) is tightly tied to the Department of Defense.

For the foreseeable future, this close connection should stand us in good stead. Increased military expenditures, activities in
areas such as Iraq and concern about terrorism together should maintain defense expenditures at high levels. Yet, just as
Americans learned when the Cold War ended, nothing lasts forever. A settlement in Iraq that results in substantial troop
withdrawals, plus accompanying political fallout, could put a dent in U.S. defense expenditures. Regardless of one’s views
on these matters, the reality is that such developments could result in diminished real per capita income within the region.
The typical resident might not feel the effects of this in an obvious way, but retailers (for example, automobile dealers),
restaurant and recreation businesses, and real estate companies likely would feel the impact. And, over a period of time,
less competition for workers likely would reduce wage increases throughout the region. Finally, governmental tax collections
would lag and the fiscal stress of several cities in the region would be exacerbated.




GRAPH 14
HAMPTON ROADS PRICE-ADJUSTED PER CAPITA INCOME AS A PERCENT OF
U.S. PRICE-ADJUSTED PER CAPITA INCOME AND U.S. REAL DEFENSE SPENDING
(1992 = 100)
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Patterns Of Occupational Change

Despite the importance of defense spending to the region, the mixture of jobs within Hampton Roads generally matches those of
the nation. This is also true with respect to future job growth. Robert Reich, a past secretary of the U.S. Department of Labor, has
pointed out that future job growth will be in occupations that render personal services to customers, or that involve criticalthinking
skills. This will especially be true where it is possible to substitute technology for jobs characterized by repetitive movement and
thinking. For example, if it is efficient to substitute computer software and automatic data entry operations for keypunchers and

bookkeepers, then firms will do so.




GRAPH 15
PERCENT INCREASE / DECREASE IN SELECTED HAMPTON ROADS OCCUPATIONS (2000-2003) *
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Graph 15 lists the occupational categories developed by economists at the Federal Reserve Bank of Dallas, but uses data from
Hampton Roads. The data here reflect regional job growth (or shrinkage) from 2000 to 2003. These figures broadly support
Reich’s hypotheses about job growth. Occupations that require the exercise of judgment in the provision of services to consumers
(such as rehabilitation counselors and lawyers) have grown rapidly within the region, as have information technology and scien-
tific jobs. Significant job declines within Hampton Roads, however, are observable among bookkeepers, cashiers, sewing
machine operators and construction laborers. In all of these cases, it is possible in a classic sense to substitute capital for labor,
and this is what profitmaximizing employers tend to do, whether or not they couch their decisions in such language. It's worth
noting, that the politically charged notion of outsourcing has had little impact on Hampton Roads.

The citizens of Hampton Roads would do well to heed the advice of Michael Cox, Richard Alm and Nigel Holmes (The New
York Times, May 13, 2004): “Trying to preserve existing jobs will prove futile ... trade and technology will transform the
economy whether we like it or not. Americans will be better off if they strive to move up the hierarchy of human talents.”
Education, flexibility, renewal and retraining must be the bywords for both firms and their employees. This will hold true
regardless of the level of defense spending. The ultimate solutions to our regional employment challenges reside locally.
Those who become exorcised over the trade policies of the People’s Republic of China, or lambaste outsourcing to India,
would be better served if they focused their attention on improving the preparation of the Hampton Roads labor force. Just
as King Canute could not command the waves to disappear, we in Hampton Roads cannot somehow reverse efficiency-based
international economic developments simply because we do not like them. What we can and must do, however, is educate and
improve our labor force, while seeking to avoid those policies that unreasonably seek to diminish our economic flexibility.




