
The Worst May Not Be Over 

William J. Kahley and Gustavo A. Uceda 

Plummeting oil prices spell more bad news for Louisiana's economy as 
the energy-dependent state struggles to diversify. 

Louisiana's economic out look 
this year, as in recent years, is 
less optimistic than that of the 
United States as a whole. A dete-
rioration of the energy sector so 
crucial to Louisiana's overall eco-
nomic strength will keep the 
state's unemployment rate above 
the nation's, as it has been since 
early 1981. 

Energy remains the key to Lou-
isiana's future. If energy prices 
halt their tailspin and stabilize 
this year, its economy could re-
new its climb out of recession 
following a relapse in 1985, when 
virtually no local sectors exhib-
ited strong activity. Despite mod-
erate national economic expan-
sion, Louisiana's economy slumped 
in response to renewed energy 
price weakness. Of course, if the 
recent sharp decline in energy 
prices holds, the state's econ-
omy probably will ratchet down-
ward again, widening the dis-
parity between healthy growth 
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nationally and retrenchment in 
Louisiana 

In our annual outlook article 
on Louisiana last year, we noted 
that the state's undiversified econ-
omy simply could not advance 
robustly without strength in the 
oil, gas, and petrochemical in-
dustries. We concluded that its 
economic performance in 1984 
represented an extreme example 
of the consequences of depend-
ing upon a volatile economic 
sector, and that it would not 
keep pace with the national econ-
omy in 1985 because of softness 
in energy prices. 

Even with stabilization of en-
ergy prices this year at February 
levels, the important oil and gas 
drilling and exploration activities 
are sure to decline, making it 
even more difficult for suppliers 
of oil and gas field equipment 
and services to stay afloat These 
industries are still shrinking in 
response to previous price cuts. 
The declining energy sector will 
prevent mining and non-building 
construction from improving and 
will strain further state and local 

government budgets, already 
far out of balance, necessitating 
spending cuts and fewer public 
sector jobs. Moreover, energy is 
so important in Louisiana that a 
shrinking energy sector practical-
ly ensures that overall income 
and spendingwil l increase mod-
estly at best, thus holding down 
the growth of general economic 
activity. All this is made worse 
because Louisiana's private sec-
tor infrastructure, consisting of 
offices, hotels, shopping centers, 
and industrial buildings, is un-
derused, and thus there is little 
l ikelihood that business fixed 
investment will grow much either 
this year. 

Weak general economic growth 
means that service sector em-
ployment will grow only slowly, 
because modest job gains in trade 
and business services are mostly 
offset by declining jobs in gov-
ernment and transportation, com-
munications, and public utilities. 
It also means sluggish personal 
income growth that limits expan-
sion of consumer spending on 
department store items, cars, and 
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other goods and services. Fortu-
nately, the retail sector is likely 
to be helped by an improved 
outlook for convention and tour-
ism business this year—a possible 
shot in the arm for overall activity. 

International trade constitutes 
one of the most promising areas 
in 1986, while Louisiana's non-
energy natural resource indus-
tries face an uncertain year. The 
declining dollar could help gen-
erate more export sales across 
the board and simultaneously 
cool imports; on balance, port 
activity should pick up steam. 

The outlook for agriculture and 
fishing is always clouded by the 
vagaries of weather patterns here 
and abroad. Besides the caprice 
of nature, Louisiana farmers and 
fishermen will be watching the 
strength of economic rebounds 
abroad, hoping for better mar-
kets and improved prices for 
their produce. 

In forestry and downstream 
forest products industries, Lou-
isiana producers' outlook is im-
proved because of an expected 
strengthening of home-building 
nationally, but it is tempered by 
strong competit ion from Cana-
dian firms and other U.S. pro-
ducers of building materials, pulp, 
and paper, and by the expected 
slow growth of the local home-
building market 

Louisiana's battered manufac-
turing sector appears to have 
some bright spots this year. De-
clining employment in petroleum 
refining and in the even more 
important chemicals and allied 
products industries may have 
bottomed o u t Some other in-
dustries, such as food and pa-
per, may pick up this year. These 
industries could be helped by 
improved international compet-
itiveness due to the declining 
dollar and the low cost of inputs. 
Durable goods industries wil l 
benefit from increased defense 

spending and from lower energy 
costs, important in producing 
and forming metal products. 

1985: The Year in 
Retrospect 

The sudden moderation in na-
tional economic growth that be-
gan after mid-1984 proved disas-
trous for Louisiana. Removal of 
this prop to Louisiana's economy 
exacerbated weakness in an econ-
omy already experiencing slack 
demand for locally produced agri-
cultural and manufactured ex-
ports. Slow recoveries abroad 
and the strong dollar limited the 
growth of world trade through 
Louisiana's important seaports, 
trade already crippled by a world-
wide food, energy, and mineral 
commodity glut Protracted com-
modity price deflation in 1985, 
especially for energy products, 
crippled the state's economy, sap-
ping the vigor of recovery and 
paving the way for renewed de-
cline 

With the energy and interna-
tional trade sectors unable to 
rebound last year, and with Lou-
isiana's manufacturing, construc-
tion, and service industries un-
able to expand because of slow-
growing national markets, eco-
nomic contraction was inevita-
ble. The state lacked even the 
tourism push that the disappoint-
ing Louisiana World Exposition 
provided in 1984. 

The United States staged a 
powerful rebound in 1983 and 
much of 1984 from one of its 
worst recessions. By the fourth 
quarter of 1984 nonagricultural 
employment was nearly seven 
million above its level in the final 
quarter of 1982. Employment 
growth over the next 12 months 
then slowed to about 3 million, 
and the nation's unemployment 
rate fell only moderately as the 
expansion weakened (Chart 1). 

Chart 1. Unemployment 
Rate 

Source: U.S. Department of Labor and Louisi-
ana Department of Labor data, seasonally 
adjusted by the Federal Reserve Bank of Atlanta 

Louisiana's joblessness, frequent-
ly out of step wi th the nation's 
because energy looms so impor-
tant in its economy, diverged 
dramatically from the nation's 
rate in recent years. Indeed, the 
spread between the U.S. rate 
and Louisiana's rate has been 
increasing by about one percent-
age point a year since early 1982. 
(Drill ing activity collapsed at the 
beginning of 1982, dragging the 
Louisiana economy down with 
i t nearly a year after oil prices 
began to fall because of signifi-
cantly reduced oil consumption 
and the availability of new sup-
plies.) By year-end 1985, Louisi-
ana's unemployment rate was 
nearly five percentage points 
higher than the nation's. 

Employment actually declined 
in Louisiana in 1985 in all the 
goods-producing sectors as well 
as transportation, whi le only 
manufacturing and mining em-
ployment declined in the nation 
(Table 1). Louisiana has a rela-
tively high proportion of its em-
ployment concentrated in mining, 
construction, and transportation, 
with many energy-related eco-
nomic activities in each of these 
sectors. Within manufacturing, 
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Table 1 . Employment Growth and Shares in Louisiana and the United States 

Percent Growth, 1984-1985* Percent Share 1985* 

United States Louisiana United States Louisiana 

Manufacturing -0 .9 -6 .9 19.4 10.8 

Construction 6.5 -5 .4 4.7 6.8 

Trade 3.5 0.3 24.2 24.6 

Finance 5.0 1.3 6.1 5.3 

Services 5.8 1.0 22.5 19.9 

Mining -2 .2 -5 .3 1.0 4.9 
Government 2.7 0.3 16.8 20.6 
Transportation 2.1 -3 .5 5.4 7.2 

Total Nonfarm Employment 3.1 -1 .3 — — 

'December data 

Source: U.S Bureau of Labor Statisitcs, The Employment Situtation, and Louisiana Department of Labor, Louisiana Labor Market 
Information, January 1986. 

petroleum refining and chemi-
cals production from energy feed-
stock account for an unusually 
high share of jobs relative to the 
nation. Since 1981, the state has 
lost nearly 110,000 jobs in mining, 
manufacturing, construction, and 
transportation, most of them re-
lated to contraction in the en-
ergy sector. 

Before oil prices began to slide 
in January, employment in Lou-
isiana promised to begin a mod-
est recovery in 1986, if only 
because the state's economy had 
diminished Now, the state's econ-
omy is in danger of contracting 
even more. By the end of 1985, 
nonagricultural employment had 
declined below its level five years 
earlier. Sustained expansion in 
the United States and a pickup 
in other economies may spill 
over to Louisiana if oil prices 
firm, though the climb to pros-
perity is likely to be slow even if 
energy prices stabilize. 

Local Labor Market 
Developments 

Unemployment in Louisiana 
is more concentrated in smaller 
parishes and in south Louisiana 

Lake Charles was the only metro-
politan area in Louisiana showing 
a jobless rate higher than the 
state's throughout 1985. By con-
trast nearly two-thirds of the 
smaller labor market areas posted 
above-average rates Three-fourths 
of Louisiana's parishes with total 
labor forces under 40,000 ex-
perienced double-digit unem-
ployment rates in late 1985 com-
pared to half of the metropolitan 
areas. 

The smaller parishes also have 
experienced a relatively larger 
rise in unemployment compared 
with their city cousins, reflecting 
underlying differences in indus-
trial structure. Stable and growing 
service industries cluster in urban 
or metropolitan areas for obvious 
location advantages. Rural areas 
are more likely to depend on a 
single resource—typical ly one 
occurring naturally in the area— 
for their economic base. Delta 
farmland, pine forests, mineral 
deposits of oil and gas or salt 
and fishing streams and bayous 
are prominent examples of re-
source bases for selected parishes. 

The pattern of natural resource 
distribution can, of course, in-
fluence labor market conditions 

dramatically even among metro-
politan areas, as Louisiana dem-
onstrates. Labor market condi-
tions are worse for both the 
smaller labor market areas and 
the metropolitan areas of south 
Louisiana dominated by energy 
concerns compared to the more 
diversified economies of north 
Louisiana Among parishes wi th 
small populations, most wi th 
unemployment rates below the 
state average are in north Louisi-
ana even including some in 
which the forest products indus-
try is crucial. Exceptions include 
the farming-dependent north-
east Delta parishes, with relatively 
high unemployment and a few 
southern parishes that prosper 
from fishing or agricultural pro-
grams aided by government price 
supports. 

Unemployment rose in all of 
Louisiana's metropolitan areas 
in 1985 (Table 2). The rate in-
creased least in Lake Charles, but 
its rate was still the highest in the 
state by a wide margin through-
out the year. Labor force growth 
data for metropolitan areas also 
illustrate the disparity between 
the energ^dependent southern 
and the more diversified northern 
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Table 2. Labor Market Conditions, United States and Louisiana* 
(Thousands) 

Area and Employment 

United States 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

December 
1985 

115,780 
108,063 

7,717 
6.7 

December 
1984 

114,028 
106,049 

7,978 
7.0 

Percent 
Change 

1984-1985 

1.5 
1.9 

- 3 . 3 

Louisiana 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

1.965.2 
1.738.3 

226.9 
11.5 

1,893.4 
1,707.7 

185.7 
9.8 

3.8 
1.8 

22.2 

Alexandria 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

63.6 
57.7 

5.9 
9.3 

60.7 
55.6 

5.1 
8.3 

4.8 
3.8 

15.7 

Baton Rouge 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

261.8 
234.5 

27.3 
10.4 

249.3 
227.8 

21.5 
8.6 

5.0 
2.9 

27.0 

Houma-Thibodaux 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

83.0 
74.1 

8.9 
10.7 

84.6 
76.6 

8.0 
9.4 

- 1 . 9 
- 3 . 3 
11.2 

Lafayette 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

108.5 
98.6 

9.9 
9.1 

108.1 
100.3 

7.8 
7.3 

0.4 
- 1 7 
26.9 

Lake Charles 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

73.1 
63.6 

9.5 
13.0 

74.1 
64.7 

9.4 
12.6 

-1.3 
-1.7 
1.1 

Monroe 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

64.9 
58.3 

6.6 
10.2 

61.1 

55.8 
5.3 
8.7 

6.2 
4.5 

24.5 

New Orleans 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

569.9 
508.2 

61.7 
10.8 

561.4 
506.6 

54.8 
9.8 

1.5 
0.3 

12.6 

Shreveport 
Civilian Labor Force 
Employed 
Unemployed 

Rate (percent) 

164.5 
144.7 

19.8 
12.0 

158.5 
146.8 

11.7 
7.4 

3.8 
- 1 . 4 
69.2 

*Data not seasonally adjusted 

Source: U.S. Bureau of Labor Statistics, The Employment Situation; Louisiana 
Department of Labor, Louisiana Labor Market Information, January 1986. 

sections of the state Baton Rouge 
was the only metro area out of 
five in south Louisiana that exper-
ienced faster labor force growth 
than the state as a whole, while 
all three north Louisiana metro 
areas experienced aboveaverage 
expansion. 

An anecdotal, but accurate, 
picture of Louisiana's bleak over-
all employment experience last 
year can be drawn by considering 
the performances of Shreveport 
and New Orleans. These two 
metropolitan areas are at the 
extreme northwest and south-
east corners of the state, respec-
tively. The Shreveport area held 
its own until a major telecom-
munications company laid off 
3,052 people in the second half 
of the year at its consumer prod-
ucts plant, increasingunemploy-
ment sharply by year-end. In 
New Orleans, where the oil and 
gas industry is of paramount im-
portance, employment was lower 
in all eight major employment 
sectors in December 1985 from 
the levels a year earlier. Renewed 
weakness in mining, construc-
tion, manufacturing, and trans-
portation employment, associ-
ated with the energy glut pulled 
down the number of jobs in 
trade, finance, government, and 
service, as well. 

Population, Income, and 
Consumer Spending 

Louisiana's relatively poor eco-
nomic performance since oil 
prices began to decline in 1981 
is reflected in its pattern of in-
come and spending growth. For 
example, personal income growth 
has been consistently below that 
of the nation since mid-1982 
(Chart 2). As of October, Louisi-
ana's personal income had grown 
only 1.5 percent in the previous 
12 months, one of the smallest 
gains in the nation. By contrast 
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Chart2 Personal Income 
Growth 
(Annual percent change) 
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Source: Calculated by Federal Reserve Bank 
of Atlanta from data in U.S Department of 
Commerce, Quarterly Personal Income various 
issues 

personal income nationally grew 
by 5 percent over the same per-
iod. 

These comparisons may be 
even more unfavorable when 
income growth is considered on 
a per capita basis. Louisiana, one 
of the fastest growing states in 
terms of both income and popu-
lation before mid-1982, has been 
one of the slowest growingsince 
that time. According to the U.S. 
Census Bureau, Louisiana gained 
more than 60,000 people, mostly 
workers, from migration in the 
April 1980 to July 1982 period, 
plus more than 100,000 from 
the natural increase of the state's 
population. In the next two years, 
however, the state gained only 
about 90,000 people overall and 
actually experienced a net loss 
of 5,000 from migration. The 
post-1982 pattern of slowing 
population growth and net out-
migration undoubtedly contin-
ued in 1985 and likely will endure 
into 1986. 

Louisiana's per capita income 
growth has slowed absolutely 
and relative to the nation as a 
result of unfavorable economic 
and demographic shifts. Before 
1982, the state's booming econ-
omy attracted outside workers 

who fueled economic growth as 
they bought homes, cars, and 
other goods and services in Lou-
isiana Now, the contracting econ-
omy is causing workers to flee to 
other states in search of jobs. 
(Supposedly, entire trailer parks 
have moved from the state.) 
Worker flight helps cool activity 
further, making it even more dif-
ficult for the economy to stabilize 
and rebound. 

Louisiana has underperformed 
the nation in retail trade activity 
since early 1982 (Chart3). More 
worrisome is the fact that Louisi-
ana's spending performances 
began to diverge further from 
the nation's in 1985. Total retail 
spending in Louisiana rose a mere 
0.9 percent in 1985, while sales 
nationally were up 6.2 percent 
In the same period, department 
store sales in the state's two 
largest metropolitan areas, New 
Orleans and Baton Rouge, in-
creased only 2.3 percent and 
1.9 percent compared with 4.5 
percent for the nation. In re-
sponse, many small retailers and 
even large retail store chains have 
been closing. In New Orleans, a 
major department store closed 
its downtown store after nearly 
150 years, and the opening of a 

Chart 3. Retail Trade 
(Annual percent change) 

Source: U.S Department of Commerce, Month-
ly Retail Trade, various issues 

major retail market place at the 
river has been postponed to Sep-
tember 1986. 

Louisiana's consumer spending 
could show modest growth in 
1986 if general economic condi-
tions improve and the state's 
economy begins to respond to 
national expansion. But a fast 
growth rate would be somewhat 
illusory, due partly to a weakened 
starting base. Retailers, whose 
fears were realized with slumping 
sales last year, are doubly cau-
tious this year as a consequence. 
In addition, Christmas 1985 sales 
apparently failed to reverse the 
slowdown in retail activity. 

Oil and Gas 

Louisiana's oil and gas industry, 
which underpins the state's gen-
eral economy, began a shaky 
recovery in 1984 but then slipped 
again last year. Drilling permits, 
the number of active drilling rigs, 
and crude oil production all re-
bounded in 1984 as energy con-
sumption increased with the rap-
id national economic expansion. 
Drilling costs fell, and oil extrac-
tion productivity increased. Re-
grettably for Louisianans, crude 
oil prices declined for a fifth 
consecutive year as demand 
proved to be weaker than antici-
pated, and new oil supplies and 
enhanced recovery from old 
wells generated a glut in the 
market Even worse, prices plum-
meted in January 1986. 

The industry adjusted to the 
more bearish energy situation 
last year by reducing applications 
for permits nearly 15 percent in 
the first half of the year from the 
same period in 1984. While the 
Hughes Tool Company's Louisi-
anaoil rig count increased nearly 
10 percent in 1984 from 1983's 
depressed level, the number ac-
tually working was still one-third 
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fewer than the 487 peak of D e 
cember1981. In 1985, the num-
ber of active rigs dropped steadily 
to around 250 in October before 
rebounding to 280 in December, 
when drilling activity is at a sea-
sonal peak. Unfortunately, many 
industry observers speculated at 
year-end that the rig count would 
fall even lower in 1986, and the 
January price decline certainly 
reinforced that fear. 

A widespread oil price war 
and renewed uncertainty about 
tax law changes that could reduce 
tax benefits to the energy indus-
try were said to be discouraging 
exploratory drilling despite sharp-
ly lower drilling costs. In response 
to slumping energy prices and 
meager oil and gas prospects, oil 
companies offered record-low 
bids at a federal auction of dril-
ling rights in the Gulf of Mexico 
at year-end. Presumably, the 
low bids were prompted by the 
accurate supposition that mem-
bers of the Organization of Petro-
leum Exporting Countries (OPEC) 
would agree in Decembertor isk 
a reduction in oil prices in pursuit 
of a "fair share" of the world 
market 

Now that declining oil prices 
have signaled that the war is on, 
Louisiana's already staggering 
economy is in danger of suffering 
substantially more 

The impact of lower crude oil 
prices will, of course, depend on 
the magnitude of the ultimate 
decline, but the ripple effect no 
doubt will be negative in 1986. A 
significant sustained drop would 
cause the construction industry 
to contract more, increasing pres-
sure on the oil and gas service 
supply industry. Beyond the im-
mediate effects on these indus-
tries directly related to oil explor-
ation, drilling, and production, 
falling prices will damage the 
already threatened fiscal health 

of Louisiana's state and local gov-
ernments that depend so much 
on oil revenues and ultimately 
its entire industrial structure. The 
energy sector's pervasive impor-
tance in Louisiana extends even 
to business services employment 
much of which actually repre-
sents business contract employ-
ment for the maintenance and 
operation of oil and gas and 
petrochemical facilities. This em-
ployment also will drop if the oil 
price decline proves to be more 
than temporary. 

Manufacturing 

Manufacturing employment in 
Louisiana has decl ined more 
sharply than in the nation since 
1980, and the situation worsened 
in the state in 1985. There were 
73,000 fewer non-agricultural 
jobs in Louisiana in December 
than there were four years earlier, 
a 4.4 percent drop. Nationally, 
jobs increased by 8.3 million 
over that same period, or by 9 
percent But in manufacturing, 
the number of jobs in Louisiana 
declined by about 51,000, or by 
nearly 22 percent compared with 
330,000 lost nationally, or 1.7 
percent Within manufacturing, 
about two thirds of the Louisiana 
jobs were lost in just four industry 
groups: 8,100 in chemicals and 
allied products (-23 percent), 
6,200 in food and kindred prod-
ucts (-23 percent), 7,300 in fab-
ricated metals (-37 percent), and 
10,600 in transportation equip-
ment (-34 percent). 

These losses are attributable 
almost entirely to the abrupt 
retrenchment of oil and gas op-
erations and port activities from 
boom levels at the turn of this 
decade. Widespread layoffs and 
shutdowns of manufactur ing 
plants across the state that sup-
ply these industries occurred as 
the early 1980s recessions spread 

and deepened. Later, the strong 
dollar l imited exports of food 
and chemicals to foreign markets 
and the growing energy pool 
idled drilling rigs, workers who 
build, service, and supply them, 
and the entire shipping industry. 

Louisiana's manufacturing em-
ployment experience in 1985 
was bleak. Nationally, manufac-
turing employment dropped by 
1 percent in the 12-month period 
ending in December. In Louisiana 
employment fell 6.9 percent and 
none of its major industries gained 
employment in the 12 months 
endingin December1985 (Table 
3). Condit ions eroded signifi-
cantly more in the important 
electric and transportation equip-
ment industries and in the paper, 
petroleum, and chemicals indus-
tries. The hope in Louisiana is 
that falling oil prices will enable 
these energy-using industries to 
stabilize. 

The performance of manufac-
tur ing companies not closely 
linked to oil exploration and dril-
ling should improve this year. 
One stimulant nationally and lo-
cally will be spending for national 
defense. Louisiana's share of de-
fense employment and produc-
tion is below average compared 
with the state's share of all na-
tional employment and produc-
tion, but the benefits of defense 
dollars are substantial and of 
growing importance, particularly 
to New Orleans' economy. 

The military, including the 
Corps of Engineers, is a major 
employer in New Orleans. The 
Air Force maintains bases in Al-
exandria and Shreveport, while 
Fort Polk is a major U.S. Army 
installation in Leesville. Numer-
ous companies in these and other 
parts of the state supply local 
bases or military needs elsewhere 
Some large shipbuilding and aero-
space firms in the state are bene 
fiting from Navy contracts to 
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Table 3. Manufacturing Wage and Salary Employment in Louisiana 
(Thousands) 

Absolute 
December December Change 

1985 1984 1985-1984 

Manufacturing 171.6 184.3 -12.7 
Durable Goods 77.6 85.7 -8.1 

Lumber and Wood Products 13.0 13.3 -0.3 
Furniture and Fixtures 0.9 1.0 -0.1 
Stone, Clay, and Glass Products 7.4 8.1 -0.7 
Primary Metals Industries 3.5 3.6 -0.1 
Fabricated Metals Products 12.3 12.6 -0 .3 
Machinery, Except Electrical 9.5 10.1 -0 .6 
Electric and Electronic Equipment 7.5 11.5 -4 .0 
Transportation Equipment 21.0 22.9 —1.9 
Other 2.5 2.6 -0.1 

Nondurable Goods 94.0 98.6 -4 .6 
Food and Kindred Products 21.5 21.8 -0 .3 
Apparel and Other Textile Products 9.1 9.6 -0 .5 
Paper and Allied Products 10.8 11.9 -1.1 
Printing and Publishing 10.2 10.2 0 
Chemicals and Allied Products 26.8 28.5 -1 .7 
Petroleum and Coal Products 11.9 12.9 -1 .0 
Other 3.7 3.7 0 

Source: Louisiana Department of Labor, Louisiana Labor Market Information, January 1986. 

build troop and fleet oiler ships, 
coastal mine sweepers, space 
ship fuel tanks, and other military 
or space hardware. This work 
helps cushion the still declining 
employment in shipbuilding and 
repair from lost energy-related 
business. 

The falling foreign exchange 
value of the dollar in 1985 should 
help Louisiana manufacturers 
who produce for world markets, 
and the drop in mortgage interest 
rates similarly should help man-
ufacturers who sell to homebuild-
ers. Rebounding homebuilding 
activity this year would stimulate 
construction-related industries. 
Greater demand for lumber and 
wood products would increase 
activity and employment at log-
ging camps, sawmills, and planing 
mills across the state Producers 
of concrete, gypsum, and plaster 
products would benefit as well. 

Some Louisiana manufacturers 
would profit from both the dol-
lars decline and the homebuild-
ing boost Lumber and wood 
products industries that compete 
with foreign and domestic pro-
ducers for business are promi-
nent examples, as are paper and 
allied products and printing and 
publishing. However, the Cana-
dian dollar actually fell against 
the U.S. dollar in 1985 and Cana-
dian producers are major com-
petitors for U.S. manufacturers 
of forest products and related 
goods. The food products indus-
tries, meanwhile, should benefit 
substantially and they could ex-
pand market share abroad and 
compete more effectively in the 
United States against foreign 
imports. A variety of durable met-
als and machinery industries also 
will find competition easing from 
foreign producers. 

The state's largest industrial 
employer is the chemical indus-
try, which accounted for 15 per-
cent of all manufacturing jobs in 
the state and nearly 30 percent 
of all nondurable manufacturing 
jobs at year-end. Despite losing 
8,100 jobs in the last four years, 
this industry's share of manufac-
turing employment is unchanged. 
(This fact also serves to point out 
the significant decline in overall 
manufacturing employment in 
Louisiana in recent years). Last 
year, the state lost about 1,700 
chemical jobs as the national 
pace of growth moderated from 
1984, lessening the amount of 
chemicals needed as inputs in 
the production of industrial and 
consumer goods. 

International economic devel-
opments, however, have played 
an even larger role in shapingthe 
chemical industry. The sustained 
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rise in the dollars value from 
1980 until early 1985 made U.S.-
produced chemicals much less 
competitive in domestic and for-
eign markets. Also, the worldwide 
energy boom dealt a double-
barrel blast at the U.S. chemical 
industry. Soaring oil and gas prices 
raised the cost of feedstock to 
the world's major chemical firms, 
virtually all of which are located 
along the Mississippi River be-
tween Baton Rouge and New 
Orleans to gain access to nearby 
energy supplies. In addition, as 
oil and gas became more expen-
sive, energy producers in other 
parts of the world earned more 
money to build expensive com-
peting chemical plants. In some 
cases they even have used as 
feedstock natural gas that earlier 
was "flared," or burned, in the 
course of extracting oil. 

The oil glut and gas "bubble" 
that is dropping the relative cost 
of gas feedstock should help 
U.S. chemical producers in 1986. 
Continued depreciation of the 
dollar should also help improve 
U.S. chemical producers' ability 
to sell in world markets as well as 
at home. Finally, heavy invest-
ments undertaken abroad over 
the past 10 years should begin to 
level off in the long run. Further, 
significant additions to foreigners' 
capacity would require sharply 
higher investments and would 
strain available supplies of skilled 
personnel to keep operations 
staffed. 

In the longer term, many of 
Louisiana's big chemical com-
panies are gearing up to pro-
duce more engineering-intensive 
specialty products to counter 
the still-growing foreign compe-
tition in the production of low-
cost bulk chemicals. With addi-
tional foreign capacity coming 
on-line in petrochemicals, how-
ever, competit ive pressure is un-
likely to ease substantially this 

year. Just last year, for example, 
Saudi Arabia added substantially 
to the world's petrochemical 
capacity, and it will take some 
time for growing demand to ab-
sorb this capacity. 

One positive factor for fertil-
izer producers this year is a likely 
increase in demand from farmers 
in the United States and abroad. 
A faster-growing world economy 
should encourage farmers to 
plant more crops and use more 
fertilizers. Expanding food pro-
duction worldwide also should 
help stimulate pesticide and her-
bicide sales, particularly to for-
eigners, since the dollar has lost 
some of its strength against other 
currencies. 

Unfortunately, the industrial 
improvements likely to develop 
as the year unfolds may provide 
too little boost to reduce the 
state's high unemployment rate 
substantially. The gains expected 
are too slight in too few industries. 
Essentially, too much manufac-
turing in the state is linked to the 
energy sector, which is likely to 
weaken even more. 

Government 
Louisiana's business and gov-

ernment leaders have been de-
veloping strategies and programs 
to help the state's economy di-
versify enough to avoid the sharp 
swings caused by its dependence 
on energy. Unfortunately, in re-
cent years state and local officials 
have been preoccupied wi th 
budget crises that have accom-
panied the oil price declines. 
Historically, the key to the state's 
fiscal health has been the reve-
nue that comes from the energy 
sector in the form of severance 
taxes, royalties, and bonuses from 
oil and gas production. When oil 
and gas prices rose sharply in 
1973 to 1975 and1979 to 1981, 
state revenues soared; more re-
cently, these revenues have 

Chart 4. Oil Tax Revenue 
and Prices Per Barrel of 
Light Arabian Crude Oil 

1 9 7 0 

Oi l Tax R e v e n u e 
• Oi l P r i c e s 

Source: Petroleum Intelligence Weekly, var-
ious issues and Louisiana Taxation in Biennial 
and Annual reports 1970-1985 

dropped along with the price of 
oil (Chart 4). 

State and local government 
officials have coped with succes-
sive years of budget crises in 
1982 to 1983 and 1985 to 1986 
by freezing employment, at-
temptingto cut real public spend-
ing, and raising taxes. Governor 
Edwin Edwards responded to 
the most recent fiscal squeeze 
by imposing a hiring freeze and 
proposing casino gambling in 
New Orleans and a state lottery 
that together would raise $500 
million a year in taxes. 

According to estimates made 
by the state's legislative fiscal 
office in late 1985, the state was 
expected to end this fiscal year 
$190 million in the red, after 
incurring a $20 million deficit in 
fiscal 1985. Consequently, state 
payrolls were expected to remain 
flat or decline for a fourth con-
secutive year. Now, employment 
almost certainly will drop since 
the price of oil has declined to 
about half the $27.50 price that 
underlies the current budget 
Each dollar reduction belowthat 
price curtails state revenue by 
$25-$30 million as royalties and 
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severance taxes fall. An equal 
amount is probably lost as a 
consequence of the resulting 
slowdown in economic activity 
and accompanying taxes. 

The fiscal condition of most 
metropolitan areas is also poor, 
but in contrast to the pattern at 
the state level employment by 
local municipalities has been 
growing despite budget difficul-
ties. That expansion is likely to 
cease in 1986 as budget prob-
lems deepen. For example, in 
mid-December New Orleans' 
city council overrode Mayor 
Ernest Morial's veto of a pared-
down $288 million budget that 
mandated nearly 500 fewer city 
jobs. Budget cuts in Baton Rouge 
will mean 560 fewer public jobs 
this year. These cutbacks were 
hastened because state and fed-
eral revenue sharing programs 
are shrinking, while local govern-
ments must begin to pay all of 
their employees at least the fed-
eral minimum wage. 

The fiscal straitjacket pressed 
on Louisiana municipalities and 
the state government is unfor-
tunate because the state's econ-
omy is particularly vulnerable to 
international economic devel-
opments, including the foreign 
exchange value of the dollar, the 
volume of world trade, and the 
world price of oil. These factors, 
obviously outside Louisiana's 
control, cause the state's econ-
omy to soar (or crash) depending 
on conditions in these interna-
tional markets. One way to ad-
dress this problem would be to 
frame government budget poli-
cies that are more in tune with 
the entire business cycle rather 
than policies that spend freely 
during prosperous times and then 
retrench sharply during down-
turns. 

Another fundamental strate-
gy to ease the dependency upon 
a few volatile economic sectors 

would be, of course, to diversify 
the state's economic base. The 
current strategy for economic 
deve lopment appears to be 
moving away from traditional 
"smokestack-chasing," competing 
against many other state or local 
development agencies to attract 
a limited number of new plants 
or plant relocations by large com-
panies. According to Louisiana's 
Secretary of Commerce, about 
15,000 sites were available na-
tionally last year for 1,800 such 
plant relocations. 

In place of a scattergun ap-
proach to attract industry, Loui-
siana officials are focusing on 
industries that have the great-
est growth potential, given avail-
able resources, or that can build 
on existing resource strengths. 
For example, New Orleans' eco-
nomic development council's 
direct marketing program is de-
signed to attract national and 
international companies in six 
specific industries. These indus-
tries include biotechnology-re-
lated, offshore and petrochem-
ical, food processing, electronics, 
office operations, and national 
or international location consul-
tants. 

The strategy of identifying and 
assisting targeted outside firms 
in their location decisions or nur-
turing new or expanding firms is 
appealing, but numerous pot-
holes mar this road to develop-
ment For example, the state 
suffers from a reputation for poor 
schools, despite high spending 
on a per capita basis compared 
with other southern states. The 
Governor's Economic Develop-
ment Commission's report Tax 
Policy for Economic Develop-
ment issued in November 1985, 
recommends against reducing 
funds for education to cope with 
the fiscal crisis. In this environ-
ment, however, spending for ed-
ucation seems unlikely to rise; 

and yet, according to a special 
report issued by the Louisiana 
Association of Business and In-
dustry in September 1985, "an 
abysmal public education sys-
tem . . . stand(s) in the way of 
attracting labor-intensive manu-
facturing needed to diversify the 
state's economy." 

Louisiana's geographic loca-
tion works against it as a site for 
manufacturing many consumer 
or industrial goods for national 
markets, impeding the state's 
ability to diversify. In addition, as 
the Governors Economic Devel-
opment Commission points out, 
"Louisiana's business taxes im-
pose a heavy burden on new 
investments; state government 
spending levels are relatively high 
for sen/ices obtained; and a clean-
up of the state's physical environ-
ment is necessary to encourage 
economic development" 

Construct ion 

Louisiana's construction em-
p loyment d ropped to about 
108,000 in December1985 from 
around 115,000 in the same 
month of the three previous 
years and from employment in 
the 136,000 to 140,000 range in 
December of 1979 to 1981. By 
contrast, construction emp loy 
ment nationally topped the five 
million mark for the first t ime in 
the fall of 1985. 

Construction employment in 
Louisiana like many other eco-
nomic activities, is closely linked 
to employment in the oil and gas 
industry. Important segments of 
the energy exploration, drilling 
and production process are clas-
sified as construction. When the 
oil industry was booming in the 
1979 to 1981 period, construc-
tion employment in Louisiana 
was high relative to the nation. 
Moreover, the energy boom at-
tracted workers who needed 
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homes and offices as New Or-
leans became the head office for 
major oil companies' offshore 
drilling operations in the Gulf, 
and all of south Louisiana be-
came a hub for building, trans-
porting, and using a growing 
number of drilling rigs. 

When oil prices began to tum-
ble in 1981, spreading its impact 
on economic activity in 1982, 
the performance of construction 
nationally and in the Pelican State 
began to diverge. That diver-
gence increased as construction 
related to the WorlcTs Fair ended, 
and widened even more with a 
second round of oil price cuts 
that swept the world in 1984 
and 1985. 

Construction seems unlikely 
to grow much, if at all, this year, 
largely because of the latest 
round of oil price cuts. Capital 
spending plans for 1986 gener-
ally are being deferred or scaled 
back in many of the nation's 
industries; in Louisiana, where 
economic activity has been ex-
tremely weak, non-energy sector 
industrial building should move 
forward, but slowly. Office and 
hotel building, meanwhile, prob-
ably will decline. Vacancy rates 
are nearly as high in New Orleans, 
Baton Rouge, and some other 
Louisiana metro areas as in some 
of the more publicized "over-
built" parts of the country. More-
over, the possible reduction in 
tax advantages to commercial 
building could curtail some de-
velopment plans. 

Federal government budget-
ing restraint on public construc-
tion programs will help limit such 
spending in Louisiana this year. 
The state also will be trying to 
rein in public works spending to 
keep expenditures in line with 
revenues. Proposals to halt some 
capital spending or tighten con-
trols on public projects such as 
school construction are likely to 

dominate state legislature de-
bates over the budget 

The outlook for home build-
ing may be construction's best 
bet for 1986, along with some 
improvement in industrial build-
ing. If mortgage rates stay near 
current levels, housing construc-
tion could add strength to the 
state's economy in 1986. Last 
year, the value of residential build-
ing dropped nearly one-fourth 
and the amount of new space 
declined by almost one-third; 
thus, growth would come on top 
of a weak base. 

Tourism 
Tourism is a small but impor-

tant sector of Louisiana's econ-
omy; it is especially important in 
New Orleans, where millions of 
visitors flock yearly. New Orleans 
has a reputation as one of the 
nation's best "party cities," and 
the ill-fated World's Fair in 1984, 
while not a financial success, 
was judged to be highly enter-
taining Visitors are likely to add 
support to Louisiana's economy 
this year. 

Last year was not a good one 
for tourism, largely because the 
World's Fair "borrowed" visitors 
from 1985. In addition, slowing 
national economic growth ad-
versely affected travel since tour-
ist services are bought largely by 
out-of-state consumers. Tourism 
is potentially beneficial for Loui-
siana, because it depends on 
national rather than local markets 
and is a stable, growing economic 
activity compared with other 
industries. 

The weak performance of tour-
ism in 1985 caused hardship 
and bankruptcy for restaurant 
and lodging businesses, particu-
larly in New Orleans. This year 
should bring significant improve-
ment (The National Restaurant 

Association projects an 8.2 per-
cent gain in restaurant sales this 
year compared to a 7.5 percent 
gain nationally.) If, as anticipated, 
the national economy continues 
the pickup begun in the third 
quarter of last year, consumers 
should have more income to 
spend on purchases, including 
travel. Furthermore, the sharp 
decline in the dollar's value in 
1985 should discourage Ameri-
cans from traveling abroad in the 
great numbers of recent years 
and encourage more travel in 
the United States, both by Amer-
icans and foreigners. 

Despite the troubles of indi-
vidual hotels and restaurants last 
year, the outlook for New Or-
leans' hotel industry is for healthy 
improvement This year, New 
Orleans began with the Sugar 
Bowl game, then hosted the Super 
Bowl for the first time since 1978, 
and celebrated this winter with 
its annual Mardi Gras celebration. 
Another sign of strength is an 
expected 20 percent increase in 
convention and trade show at-
tendance. This increased activi-
ty will give a welcome boost to 
1985's disappointing hotel oc-
cupancy levels—a result of the 
extremely rapid increase in hotel 
rooms and the oil industry down-
turn that depressed business trav-
el to the state. 

The opening of a first rate 
convent ion c e n t e r — t h e main 
pavillion duringthe World's Fair— 
illustrate's New Orleans' ex-
panded tourism infrastructure. 
The gondola ride across the river 
and the old Jax brewery that was 
renovated for retail shops add to 
New Orleans'allure. Elimination 
of the state and local tax on 
concerts and other show events 
at the Superdome and at the 
University of New Orleans' Lake-
front Arena should even boost 
local attendance at a growing 
number of events. 
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Revived tourism would be a 

boon not only to those directly 
involved in the hospitality indus-
try, such as hoteliers, tour oper-
ators, travel agents, and trans-
portation workers, but also to 
retail trade establishments, since 
shopping and dining are major 
activities of travelers. Tourism 
expenditures would also pro-
vide the public sector with taxes 
beyond those provided by local 
activity. 

Finance 
Financial institutions in Loui-

siana had both good and bad 
experiences last year. The good 
news is that banks began to take 
advantage of legislation passed 
in 1984 enabling bank holding 
companies to cross parish bound-
aries to merge and to seek de-
posits from around the state. 
The pre-1984 prohibition against 
inter-parish banking kept Loui-
siana banking organizations small; 
now, mergers will allow them to 
grow and give them greater free-
dom to compete. Louisiana banks 
should be in a better position to 
serve larger companies, and pro-
vide a wider range of services, 
than had been the case prior to 
this legislation. 

Thirteen state holding com-
panies had announced intrastate 
acquisitions by the beginning of 
last yeaKs fourth quarter. Three 
holding companies coalesced to 
create organizations that cover 
much of the state. Mergers and 
acquisitions helped one multi-
banking holding company's as-
sets grow to nearly $4.5 billion 
and two others to reach about 
$3.5 billion. Employment appar-
ently has not increased along 
with asset size, however. 

Lending and deposit activities 
of banks and thrift institutions 
are determined largely by gen-
eral economic growth and per-
sonal income increases. Last year, 

the state's generally depressed 
economy kept deposit and lend-
ing growth below comparable 
increases nationally for a third 
consecutive year. The weak econ-
omy also caused financial prob-
lems for banks and savings and 
loan associations as debt-sad-
dled borrowers found their cash 
flow slowing, thus impairing their 
ability to service deb t 

So far, most loans provided by 
Louisiana financial institutions to 
farm, real estate, and energy-re-
lated borrowers have not soured, 
and those that have been written 
off have not proven fatal to the 
state's banks. A few financial in-
stitutions have failed, however, 
and continued troubles in agri-
culture and energy could trigger 
additional failures. Financial in-
termediaries and their customers 
hope that faster state economic 
growth will ease financial market 
conditions and form a base for 
solid growth beyond 1986. 

International 
Louisiana's ports cont inued 

their sluggish recoveries in 1985 
fol lowing a weak rebound in 
1984 from earlier sharp declines 
in the volume and value of foreign 
trade shipments (Chart 5). Inter-
national trade shipments plum-
meted in 1982 and 1983 in r e 
sponse to shrinking world trade 
associated with the recession 
and the growing strength of the 
dollar. The strong dollar and 
slow-growing economies abroad 
kept U.S. trade flows from resum-
ing rapid growth in 1984 and 
1985 as producers found selling 
agricultural and manufactured 
products abroad increasingly 
diff icult 

This year, faster world econ-
omic growth should combine 
with the beneficial lagged ef-
fects of the dollar's decline in 
1985 to boost port activity. Port 
officials and employees would 

Char ts . New Orleans 
Customs District 
Shipments 

$ Billion 
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Source: U.S. Department of Commerce, High-
lights of U.S. Export and Import Trade, various 
issues 

welcome more work to replace 
the jobs lost when activity de-
clined. In New Orleans, for ex-
ample, over one-third of the 
nearly 24,000 water transpor-
tation jobs in 1981 were lost by 
1984. In addition to water trans-
portation job losses caused by 
curtailed barge and ship move-
ments, other jobs were lost in? 
directly from the drop in ship-
ments through the port as the 
demand for legal, accounting, and 
other business services dropped. 

Louisiana's ports, particularly 
in New Orleans, have experi-
enced dramatic shifts in activity 
over the past 10 years. To some 
observers, the Port of New Or-
leans is a declining facility that 
does not produce a large num-
ber of jobs relative to the ton-
nage it handles. Admittedly, Lou-
isiana port activity deals mostly 
with barge and bulkactivity, rather 
than gleaming containers and 
other general cargo that are more 
thoroughly "manhandled," as 
they are moved by truck and rail. 
However, general cargo exports, 
including container shipments, 
are burgeoning and will likely 
continue growing at a healthy 
pace. Even so, bulk commodity 
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flows wil l continue to dominate 
Mississippi River cargo ship-
ments for the foreseeable future, 
and a welcome increase in this 
activity is expected to add jobs 
on the river this year. 

As port activity grows, the cur-
rent imbalance in shipments, fa-
voring imports, should begin to 
shift Last year, the substantial 
increase in general cargo was 
due to the flood of imports such 
as manufactured iron and steel 
products, machinery and trans-
portation equipment and other 
foreign products that could more 
easily penetrate U.S. markets with 
a high-valued dollar. This year, 
exports of grains, soybeans, chem-
icals, fertilizers, and paper prod-
ucts should escalate while growth 
of manufactured imports should 
slow. Louisiana farmers, food 
processors, chemical producers, 
and forest products producers 
will particularly welcome faster 
growing sales to Europe, Asia, 
and Latin America 

Agriculture 
Acreage devoted to soybeans, 

Louisiana agriculture's largest 
revenue producer, has declined 
by 35 percent over the past five 
years, but soybeans still grow on 
more than two million acres. Last 
year, soybean prices were espe-
cially low, in part because of 
favorable yields worldwide. As a 
consequence of low prices and 
reduced acreage in 1985, soy-
bean farmers' share of total Lou-
isiana farm receipts dropped to 
about one-fifth from nearly one-
third the previous year. Farmers 

who harvested above-average 
yields were the only ones who 
earned profits on their soybeans. 

Cotton and rice, Louisiana's 
second and third most impor-
tant crops, also fared poorly. Prices 
declined and world production 
and competit ion increased for 
both these crops, while yields 
were down for cotton and costs 
rose for rice growers. Increasingly, 
profits for cotton producers rest 
on efficiency in production and 
marketing, as well as on the level 
of price supports. 

Louisiana's crop farmers' pros-
pects for 1986 are relatively un-
changed from 1985, with intense 
world competit ion likely to keep 
prices low. A strong farm program 
will help cotton and sugarcane 
growers make money, while all 
crop farmers will need to keep 
costs down and productivity up 
to survive. Sugarcane growers, 
aided by price supports, posted 
profits last year despite the late-
October visit by Hurricane Juan 
that damaged the crop. 

Louisiana cattle producers, 
who bring in over $100 million 
annually (a bit more than revenue 
to sugarcane growers), last year 
suffered from low prices that 
caused an estimated 18 percent 
decline in gross revenue from 
1984. By contrast dairy produc-
ers benefited from increased yield 
per cow and overall production 
of milk, enabling them to offset 

the adverse effects of lower gov-
ernment price supports. 

Forestry suffered from a natu-
ral pest as well as foreign com-
petition last year. Approximately 
110,000 acres of pine forest have 
been damaged by the worst in-
festation of pine beetles in Loui-
siana history. Lumber salvage ef-
forts are expected to recover 
only about half of the 500 million 
board feet of t imber killed, but 
the overall impact on the state's 
forest resources is expected to 
be negligible. Through the end 
of 1986, by which time the beetle 
should have run its damaging 
course, the chief costs associated 
with the beetle will be the higher 
costs of shifting production from 
planned cutting to cutting in-
fected wood first 

Shrimp, which comprise the 
majority of Louisiana's fishing 
industry, were bountiful last year. 
Preliminary figures indicate the 
shrimp harvest was the highest 
in five years and some 40 percent 
higher than in 1983. Prices were 
generally lower in 1985 as a 
result of the larger supply, but 
the industry still earned decent 
profits. 

Conclusion 

Louisiana's poor economic 
performance last year hinged on 
the drop in oil prices from levels 
that prevailed in the pre-1981 
boom period. The state's econ-
omy may falter again this year; it 
certainly will not keep pace with 
the nation's expected rebound, 
because of continuing adjust-
ments to still lower energy prices. 
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