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F actors related to local

and regional economic growth
are attractiveness to retirees, right-
to-work laws, excellent high school
completion rates, good public edu-
cation expenditures, and access to
transportation networks. These
were associated with improved
county earnings in 1979-89, ac-
cording to a multiple regression
analysis of rural counties. Factors
associated with poor earnings
growth included higher wage lev-
els, concentrations of transfer-pay-
ment recipiency, and concentra-
tions of small independent busi-
nesses in the goods-producing
sector. Counties with higher con-
centrations of African-Americans
also experienced slowed earnings
growth, although the reasons for
that association cannot be identi-
fied from this analysis. The mix of
industries active in a county was
also strongly associated with
county earnings. In the 1990’s,
nonmetro counties in general have
experienced greater real earnings
growth, and some of the factors
associated with stronger or weak-
er earnings growth may have be-
come less powerful.
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Researchers and development profes- were used, included State right-to-work
sionals have attempted to identify local laws, the percentage of adults who had
factors that foster economic growth. completed high school, and access to the
Some factors are unique to a particular interstate highway system. The factors
time or place—for example, industries  considered in the study account for about
experiencing a boom because their prod-40 percent of the variation in earnings
ucts are in increasing demand. But are growth among counties.
there other local factors that will foster
growth over long periods? Such indica- Knowing the role of these factors helps
tors would give program administra- development officials gauge whether the
tors—whether local, State, or national— current is running with or against them.
more realistic expectations for results ~ However, the presence of substantial un-
from development efforts. explained variations means specific local
strategies and strengths, as well as less
This report summarizes an Economic  quantifiable factors, are also important.
Research Service analysis, which re-  Having favorable circumstances does not
viewed the research literature on poten- necessarily ensure strong economic
tial indicators of county economic growth.
growth, and then tested those indicators
against data for nonmetro counties dur-
ing the 1980's.

Evidence From the Literature

An ERS review (Kusmin, 1994) exam-
Recent research on county economic de4ined the economic and social science lit-
velopment found some factors that were erature that attempted to explain regional
consistently associated with rural growth differences in economic growth and in-
in the 1980’s, when tested by a variety ofdustrial location, concentrating on litera-
statistical methods. The factors includ- ture that appeared just before, during, or
ed low initial labor costs (earnings per just after the 1980's. The review cov-
job), retirement county status, high edu- ered 35 studies and identified 24 factors
cation spending per pupil, and the pres- that may affect rural economic growth
ence of a passenger service airport with-(table 1).
in 50 miles. Some other factors were
consistently associated with lagging
growth. These were relatively large
transfer payments to county residents
and the relative size of the African-
American populatiod. Other factors
positively associated with rural growth,
when the preferred statistical methods

Each of the factors in table 1 reflects a
partial story about the process of eco-
nomic growth and development.
Business motivation appears to be at the
center of most of the stories, consistent
with the fact that most jobs are in the
private sector. The tax and spending
variables reflect the idea that government
can create a business-friendly environ-
ITransfer payments are cash or goods that ment that can contribute to economic
people receive from government for which  growth. In general, factors considered in
no work is currently performed. Examples the literature reflect a belief that busi-

include Social Security, public assistance, nesses favor locations that have attributes
and unemployment compensation.
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Table 1 -- Factor s that ma y aff ect
rural economic gr owth

Polic y factor s

* Taxation

* Public spending

* Public capital stocks

* Branch banking laws

* Availability of industrial-revenue
bond financing

Other factor s
* Wage levels
* Unionization levels
* Unemployment levels
* Labor force quality (measured
by education)
* Proximity to higher education
institution
Access to highways, airports, and
other transportation
Proximity to metropolitan area
Per capita or family income
Population size and density
Urbanization
Minority population concentration
Temperature and precipitation
Energy prices
Industry mix or concentration
Availability and price of land
Labor productivity
Local fire protection ratings
Small business activity measures
Population age distribution measures

*

EE I R R N

Source: Compiled from Kusmin (1994), pp 16-21.

sud as lav taxdion, good pullic capital
stok (buildings, sewers, roads,etc),
easy access tanaincing though &vor-
able banking lavs, and fnance assis
tance though bonds.The epected ef
fects of pubc spending dpend on the
naure of tha spendingwhether ér pro-
grams sub as oad liilding and mainte
nance thahave olvious benats for
businesspr for paks, social sevices,
and other pygrams with lesslear bene
fits for business.

The nonpolig varables eflect a \arety
of growth explandions, still mostly
about favorable business conditions.
Businesses arbelieved to pefer educt
ed labor & low cost and towaoid union
restictions when possite. Low land
prices,low enegy prices,fire piotection,
and access toanspotation further seem
to enhance Usiness arronments.

A slightly different explandion for rural
growth is one thafocuses on et are
called“agglomeition” effects. These
represent synegy from the inteaction of

people with tebnical information, plus
concentation of input supplies and
business seices in one @a. Indictors
of agglomestion efects intude popula
tion siz, urbanizdion, proximity to a
higher educton institution,and indus
try mix or concengtion.

Other possile factos facilitating eco
nomic gowth were less well represented
in the liteture reviewed These intud-
ed the quality of I in a locéion and
the stength of local demanaf goods
and sevices. Tempesture and pecipr
tation, populdion age distibution, land
prices,proximity to a metopolitan aea,
or the pesence of a urersity all repre-
sent aspects of quality oféif Several of
these will also déct the sength of
local economic demandrhe last thee
variables hae also been sggsted as
factoss keeping kusiness costs o or
providing agglomestive ad/iantajes.

In fact,the dificulty of assigning a sin
gle intepretdion to the efects of ag
paticular variable males intepretaion
of the liteture difficult. Futher, the
studies eviewed in the liteature differed
in their units of anglsis — using Stas,
countiesor other substa aeas to &-
amine gowth and lisiness lod#on.
Different subsets ofariables were in-
cluded in eab stug. Fnally, the stud
ies \aried consideably in the methods
they used The literture review con
cluded tharesults aried too nuch
across studies to alNe broad contu-
sions &éout the dfects on ural econom
ic growth of factors diawn from the
literature.

The ERS Empirical Stud vy

Finding tha the «isting literature did
not yield dear, generlly applicable con
clusions &out wral aeas,ERS conduct
ed a stastical stug of rural economic
growth tha took into account most of
the factos sugested ly the literture
(table 2). Factos examined in the stud
included emplgment in eak of 75 in
dusties and in 7 occupianal cde-
gories,as well as dout 30 otherdctos.

The ERS angkis tested the assotian
of ead of thesedctos with total ean-

ings gowth a the county leel duting
1979-89,whele total eamings equals the
product of the sie of the I&or force and
the wage level (average eanings per
job). Thus,this varable cgtured

growth through higher \ages,increased

employment,or both? Using rates of
growth meant thalarge and small coun
ties were weighted equajl in the esults.

The occuptional and industal vari-
ables in the ERS stydcontiolled for
specifc economic tends in the 1986,
the peiod of stug. The stug focused
primaiily on the otherdctors. The
study grouped \arables into demgraph-
ic factos, labor maket factos, educa
tion levels and actiity, local taxes and
expenditues,transpotation accessin-
dusty and banking sticture, amenities,
relaionship to mewpolitan aeas,and
the economic baseThis list of \ariables
primaiily reflects the sameusiness mo
tivation pespectie as the gneal litera-
ture, since it wvas based on théterature,
but with a little moe emphasis on quali
ty-of-life factos. Four stdistical meth
ods of gadualy increasing stistical
rigor were used

The stug uncwered evidence on bar
acteistics of ural aras conduge to
economic gowth. Among the major
findings br the 1979-89 péyd were:

» Eanings in etirement countiesrgw
4.5 pecentae points maoe than ear
ings in other counties.

2The gowth rate was epressed in Igarith-
mic form, as bllows: 100* [log(1989 RLPI)
- log(1979 RLPI)]wher RLPI is eal lbor
and poprietor income l place of vork. For
the nonmew U.S. as a wole the \alue of
this index was 3.1 pointsgoresponding to a
total gowth of real income of just 3.1 per
cent. Because counties with smaller
economiesdred worse aver the pepnd, the
mean alue of the inde when eah county
was weighted equayl was -1.4 points.
However, there was wide wariation aound
these werages. The standat deviation of the
growth index was 25.8 points; and of the
2,346 counties aered in the angsis, 100
expelienced earings gowth of 50 pecent or
more in 1979-89while 18 epetienced de
creases of 50 peent or moe.
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« Counties vaere a higher peentae of
the populion wasAfrican-Amercan
experienced slover eanings gowth. A
10-pecentae-point diference in the
African-Ameican shae of the county
populdion was assoctad with a 1.9-per
centage-point diference in curalative
eamnings gowth.

« Eamings gowth rates vere signifcant
ly lower in aeas with higher age lev-
els. A 10-pecentae-point diference in
eamnings per job \as assoctad with a
2.35-pecentae-point diference in total
eamnings gowth over 10 yeas.

« Eamnings gowth was gedaer in wral
counties cuered by Stae right-to-work
laws. The estim#ed efect of these las
was a 5.2-peentage-point diference in
eamnings gowth.

« Economic gowth was geder in coun
ties with a moe-educéed populéion. A
difference of 10 peentaye points in the
high shool completion ate among
adults vas associad with a diference
of 3.3 pecentaye points in total eaings
growth.

» Greder public educdion expenditues
were conduaie to higher earings
growth. An adlitional $1,000 in arumal
perpupil expenditues was associad
with an adlitional 3.8 pecentaye points
in growth.

» Counties thiahad an aport with
scheduled passemrg sevice within 50
miles epetienced 3.4 pe&entage points
in additional eanings gowth.

» Access to intestae highway inter-
changes contibuted to earings gowth

in rural aeas. Ede sud intecchange
within a county vas assoctad with 0.42
percentae point in aditional gowth
during the peiod.

» Eamnings gowth was laver in counties
wher a higher peentaye of the gods-
producing lusiness estdishments vere
small (fewer than 20 empigees) and in
dependent.A county could gpect a e
duction of 1.1 perentae points in ear
ings gowth over the decade if 80 pmant
rather than 70 peent of all county
goods-poducing lusiness esbiishments
were small indpendent bsinesses.

 An additional $100 in tanser py-
ments per gaita was assoctad with a
1.6-pecentae-point eduction in curo-
lative eanings gowth.

* Industy structure was an impdant
deteminant of county eaings gowth.
Counties gpetienced signitantly
greder eanings gowth if they had high
er concenttions of emplgment in
transpot sewvices,real estte, hotels,
miscellaneous usiness seices,educa
tion sewices,or Stde and local gvem-

Regression Anal ysis

Regression anakis is a stastical tedinique th&can be used to dedoe the ela

tionship betveen a single geendent ariable (county earings gowth in the curent
study) and nultiple independent ariables (for example educdion levels,tax rates,
or indices of pulic policy). It pemits assessment of theestgth of the eldion-
ship betveen the deendent ariable and ag one indpendent ariable, after taking
into account the &cts of all other indegendent aiiables. The tetinique identiies
assocition, but does not necesdaridentify cause and ffct. The stug reports re-
sults br four forms of egression angkis,ead successely contolling for moe
potential stéistical pioblems.

As is commonthe estiméed stength of the elationship betveen the indgendent

variables and the deendent ariable in this stug is not the same in albfir regres

sion angfses. The \ariables emphasid in this eport include those thawere iden
tified as stastically significant ty the mostigorous of the dur anayses,with addi-
tional emphasis on those theere estiméed to hae stong elaionships with the

dependent ariable by all four tediniques.

ment. Among industies n@atively asse
ciated with gowth were forestry, metal
mining, oil and @s etraction,coal min
ing, heary constuction,lumber and
wood poducts,primary metal manfac
turing, electical madinely marufactur
ing, and ailroads.

» Some wariables yielded little or no\8-
dence of a signifant elaionship with
eamnings gowth. These warables indude
total popul@ion of nearly metio aeas,
urban populaon within the county itself
presence of an giort within the county
itself, presence of an inteection of tvo
major highvays within the countypopu
lation aged 25 to 64labor force patici-
paion, college completion ate, high
school diopout ete, local tax level, liber-
al branch banking lavs, and topgraphy.

» Past gowth rates had aery modest
effect on 1979-89 rgwith rates.

The esults ag futher summaeed in
table 2.

Rural Economic Gr owth
in the 1990’ s

The dove discussion conces factos
associged with ural economic gowth in
the 19808. While a compaable anaysis
is not aailable for the 199, it may
still be instuctive to compag some gn
eral feaures of ural growth in the
19905 with wral growth in the 198Gs.

Overall, rural economies in therst half
of the 19908 fared nmuch better than the
did duiing the 198Gs (fig. 1). While a
majolity of nonmeto counties ®peli-
enced eal eanings detines duing
1979-89,more than 80 peent sa real
eamnings gowth duiing 1989-94.
Eamings in the mediarural county gew
at an anmoal rate of éout 2 pecent wer
the later perod. More than 240ural
counties had anral eanings gowth of
more than 5 perent in 1989-94¢com:
pared with fwer than 100 in 1979-89.
However, the dispesion among non
metio counties in theange of gowth
rates was quite similar in the twpei-
ods,with a standat deviation of the an
nual gowth rate of éout 2.6 perent br
1979-89 and 2.9 peent br 1989-94.
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Table 2--Principal variables and findings from the ERS study

Expected Actual
Variables in model Hypotheses effect result '
Demographic factors
Total urban population Agglomeration economies associated with larger urban +
populations could lead to more growth
Percent African- Bias or other factors could lead to slower growth; declining -or+ -
American bias over the period could yield faster growth
Percent Hispanic Bias, language barriers, or other factors could lead to -or+
slower growth; declining bias over the period could
_ yield faster growth
Retirement county Consumer demand and amenities associated with + ++
retirement counties should lead to more growth
Percent of population A relatively large working-age population could provide a +
age 25-64 foundation for more growth
Labor market factors
Mean annual eamnings Higher wages are likely to deter businesses and slow -or+ --
per job business growth, but may attract immigration
Right-to-work law Businesses are more likely to locate and/or grow in + +
areas where they are less constrained by union power
Labor force Areas with a lower labor force participation rate have a +
participation rate larger pool of potential workers and could grow faster
Education levels and activity
Percent high school As the relative demand for more highly educated workers + +
graduates increased over the 1980's, areas with a better educated
workforce are likely to have seen faster growth
Percent college Same as above +
graduates
Percent dropouts Same as above -
(age 16-19)
Local college Amenities associated with college communities, as well +
enrollment as the availability of workers with specialized skills,
suggest that areas with higher local college enrollments
may experience faster growth
Local taxes and expenditures
Local tax level Businesses and workers are likely to avoid high-tax -or+
areas unless those taxes pay for specific services that
they desire
Education spending Higher levels of education spending may improve + ++
per pupil workforce quality and may also attract employers

whose workforce is sensitive to quality-of-life concerns

Continued . . .

—
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Table 2--Principél variables and findings from the ERS study (continued)

Expected Actual
Variables in model Hypotheses effect result’

Transportation access
Highway interchanges Businesses are more likely to locate and prosper in + +
areas with better access to markets

Highway intersections Same as above
Airport in county Same as above
Airport within 50 miles Same as above + ++

Business and banking structure
Small businesses as percent of all businesses in:

Goods-producing This ratio may be associated with faster growth if small + -
industries businesses are primary sources for job growth

Producer service Same as above +
industries

Other setvice Same as above +
industries

Branch banking law More liberal branch banking laws may stimulate growth +or-

by increasing access to capital, or may retard growth
by drawing capital out of rural areas

Amenities
Climate quality index  Areas with a more attractive quality of life should + ++
experience more earnings growth, by drawing both non-
economic immigrants and employers seeking to
attract qualified, geographically mobile workers
Topography Same as above +
(mountainousness)
index
Water coverage index Same as above +

Relationship to metro areas
Population of metro Ready access to major input and output markets should +
areas within 50 miles  be associated with faster growth

Economic base

Transfer payments Transfer payments are likely to be economically + --
stabilizing because they do not decline during economic
downturns, and might foster faster growth if stability is
attractive to businesses or individual immigrants

Industrial May be associated with faster growth if businesses or +
diversification index individuals are attracted by greater economic stability,
or if interindustry linkages foster growth
1/ ++ OF -- This variable was found to be statistically significant under most assumptions considered in

the ERS analysis of 1980's growth and, in particular, under the most rigorous applicable set

of assumptions.
+or - This variable was found to be statistically significant under the most rigorous applicable set of
assumptions, but was not consistently significant across alternative assumptions.

Source: Compiled by USDA/ERS from Kusmin, Redman, and Sears (1996).
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Figuere 1
Nonmetro earnings growth rates by county

While rural economies in many areas deciined during the 1980's, economic growth in
rural areas was far more widespread during the first half of the 1990's

1979-89

Earnings growth mare inan 2% per year
Eamnings growth less than 2% per year
Declining earmings

Matro counties

i P T

Mote: Earnings growth rates shown are after adjustment for inflation.
Source: Calculated by ERS using data from the Bureau of Economic Analysis
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Favorable growth in the 199® has nar
rowed or elimingd the diferences be
tween cetain cdegories of counties and
the nonmew average. During the
19805, retirement counties led othrem
both emplgment gowth and gowth in
eanings per job In the 199G, the
growth gap in emplgyment narowed
and the gowth gap in eanings per job
neaty disgppeaed (Kusmin,Redman,
and Seas, 1996,pages 60 and 63).
Additionally, the gowth rates br em
ployment and eanings per job in ins
ferpayment-d@endent counties
mached the gerage nonmeto countys
rates in the 199@ after lgging in the
1980s5.

The 19905 have been dfferent in other
ways. Nonmet counties adjacent to
metio counties outpeofmed other non
metto counties in the 198§ havever,
this difference lagely disgppeaed in the
19905%.

Conclusions

Local aeas thaare atractive places to
live for noneconomiceaasonstha have
low labor costsand tha have fewer
people eceving govemment tanser
payments shw clear economic agn
tages wer other places. Heever, these
advantayes eplain onl a fraction of the
differences in gpwth among counties.
Most variation in growth is accounted
for by other fictos. These intude e
gional trends and the indugf compo
sition of emplgment,whose dfects ae
likely to vary from one time péod to
another

Other factoss contibuting to gowth are
more difficult to quantify or to assess.
Some &ctors ak likely to vary in their
growth efects dpending on other local
or regional conditions.While geneal
explandions for eanings gowth are im-
portant,they leave enough mpwth unex-
plained thalocal inititive mg also

play an impotant ole among the less
guantifable factos. Deelopment
strategies and gpectdions for their sue
cess need to takinto account sicun
guantifed local &ictoss, which ae likely
to indude some of thergaest adan
tages and handige of local agas.
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