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Assessing the Effect of Failing Oil Prices 
on Texas Employment

How will the drop in oil prices affect 
Texas employment? The industries 
most directly influenced either pro
duce or consume energy. But other ex
port industries will also be affected, as 
lower oil prices alter economic condi
tions in the United States and Mexico.
All things considered, with each $5 
drop in oil prices, Texas employment 
will be some 86,000 to 136,000 jobs 
lower than it would otherwise be.

traction and oil field machinery. The 
other two are heavy users of energy: 
petroleum refining and petrochemi
cals. Chart 2 shows our estimates of 
the long-run employment effects in 
each of these industries of a $5 drop in 
oil prices.

Findings reported in the April 1986 
Energy H ighlights indicate that

employment in each of the two energy- 
producing industries will fall 10 per
cent with a 10-percent drop in oil 
prices. Given the respective sizes of 
these industries, this means an aver
age loss of 43,000 extraction jobs, and 
8,000 jobs in oil field machinery, for 
every $5 drop in the price of oil.

(Continued on back page)

Texas Unemployment Rate Rise Likely to Be Sustained
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Oil Prices and the Texas Economy

Chart 1 illustrates the ways in which 
oil prices influence the Texas 
economy. The top two lines flowing 
from the oil prices block represent the 
direct effects of the prices on in
dustries most sensitive to the price of 
oil. These include industries that are 
involved in energy production and in
dustries that make intensive use of oil 
and gas as production inputs. The 
lower two lines from the oil prices 
block show how the prices influence 
Texas industries through their effect 
on national economic conditions. The 
national economies to which Texas is 
most closely tied are those of the 
United States and Mexico. Finally, the 
chart also depicts the ripple effects 
generated by the four basic industry 
groups. These effects are represented 
by the lines feeding into the block on 
the far right side of the chart.

Price Effects

Although many Texas industries are 
directly affected by oil prices, four 
stand out as particularly important to 
the state. Two are associated with the 
production of energy: oil and gas ex

In early 1986 the quarterly unemploy
ment rate in Texas rose above the U.S. 
rate for the first time since 1966. The 
gap between the two rates has closed 
steadily since 1982 (Chart 4). Although 
problems in the energy industry have 
increased the unemployment rate in 
Texas, other factors, such as slower 
growth in service-sector employment 
and reduced migration to the state, 
have also affected this indicator. Slug
gish service-sector growth will likely 
exacerbate the rise in unemployment, 
while reduced migration will mitigate 
it. The trend in the Texas unemploy
ment rate remains upward, however, 
even if service-sector growth rebounds.

Diminished Service-Sector Stimulus

Growth in the service-producing sec
tors in Texas helped counter the effect 
on the state’s unemployment rate of 
declines in the energy-dependent sec
tors of its economy. Falling oil prices 
began to induce problems in mining 
and manufacturing in the early 1980s. 
Service-sector growth in Texas, which 
exceeded such growth nationally for 
most of this period, was able to prevent 
the Texas and U.S. unemployment

rates from converging more rapidly. 
More recently, however, Texas service- 
sector growth has diminished, falling 
behind national service employment 
gains. Job losses in the goods- 
producing sectors likely will be serious 
enough in the near future to prevent 
any renewed service-sector growth 
from offsetting further unemployment 
rate rises.

Offsetting Effect of Slower Migration

Until recently, job growth continued 
in Texas, even after problems devel
oped in the energy sector. As a result, 
jobseekers still migrated to the state, 
although at a much slower rate after 
1982. Now that the gap between the 
unemployment rates in Texas and the 
nation as a whole has closed, migra
tion is likely to slow even further. 
Reduced migration will inhibit labor 
force growth in the state, thereby 
dampening the rise in the unemploy
ment rate. Nevertheless, slower service- 
sector growth and declining employ
ment in mining and manufacturing will 
continue pushing up the Texas 
unemployment rate in the near future.

— William T. Long III



Chart 1
HOW OIL PRICES AFFECT 
THE TEXAS ECONOMY

Chart 2
EFFECT ON TEXAS ENERGY EMPLOYMENT 
OF A $5 DROP IN OIL PRICES
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Chart 3
SUMMARY OF EFFECTS ON TEXAS 
EMPLOYMENT OF A $5 DROP IN OIL PRICES
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Chart 4
TEXAS AND U.S. UNEMPLOYMENT RATE 
DIFFERENTIAL

SOURCES: U.S. Department of Labor.
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DISTRICT BRIEFS
• The rapid deterioration of the energy sector 

is leading to widespread weakness in the 
Eleventh District economy. Total nonagricul- 
tural employment fell in every District state in 
the first quarter, and preliminary April figures 
show a continuation of this trend. The largest 
percentage decline has been in Louisiana.

• Despite the slow economy and signs of 
previous overbuilding, the value of total con
struction contracts rebounded in April, 
although the overall trend has been one of 
decline. Nonresidential construction contracts 
showed the largest gain in value but were still 
significantly below the average for 1985. 
Employment in construction and construction- 
related manufacturing has been fairly steady 
because current construction activity has not 
yet followed the decline in contract values.

• Continuing uncertainty over oil prices has 
pushed the drilling rig count down throughout 
the District. In early May the count was 55 per
cent below a year before. The decline in oil and 
gas extraction employment has been accelerat
ing. Leading indicators of drilling show no

signs of reversing their decline or leveling off.
• Manufacturing employment is falling, mostly 

owing to the weakness in energy. The largest 
decline has been in durable goods, chiefly oil 
field machinery.

• Virtually all the new jobs in the last 18 months 
have been provided by the service-producing 
sectors of the District economy. These sectors 
are now beginning to share the weakness in the 
rest of the economy. On a three-month moving- 
average basis, total service-producing employ
ment declined in April for the first time since 
1982.

• Agriculture is still suffering from falling prices 
and worsening credit conditions. The fall in 
energy prices will help many farmers, but 
overall income of farmers and ranchers is ex
pected to drop because of the decline in oil and 
gas royalties.

• Weakening economic activity in the District is 
reflected in slowing asset and liability growth 
at the large banks. The volume of total loans 
has registered consecutive monthly declines 
thus far this year.

UNEMPLOYMENT RATE
r— 12 PERCENT-----

—  10

(QUARTERLY AVERAGES, SEASONALLY ADJUSTED)

— 6

—  4
1983 I 1984

1. Louisiana, New Mexico, and Texas. 
SOURCES: Texas Employment Commission.

U.S. Bureau of Labor Statistics. 
Federal Reserve Bank of Dallas.

1985 '86

HOUSING PERMITS IN TEXAS
I— 24 THOUSAND -

— 18

—  12

—  6

<— 0
1983 1984 1985 '86

SOURCES: U.S. Bureau of the Census.
Federal Reserve Bank of Dallas.

CONSUMER PRICE INDEX TEXAS INDUSTRIAL PRODUCTION INDEX
I— 8 PERCENT'

(SEASONALLY ADJUSTED)

-------HOUSTON

1. Percent change from same quarter in previous year.
SOURCES: U.S. Bureau of Labor Statistics.

Federal Reserve Bank of Dallas.

i -  320 (1967 = 100)----------------------------------------------------------------------------
(QUARTERLY AVERAGES, SEASONALLY ADJUSTED)

-  300

-  280 

-  260 

-  240
1983 1 1984 1 1985 1 '86

SOURCE: Federal Reserve Bank of Dallas.



Falling Oil Prices (cent.)
A statistical analysis of energy

consuming industries indicates that an 
additional 5,000 jobs in refining and
3.000 jobs in petrochemicals will be 
available as a result of a $5 drop in the 
price of oil. These industries may con
tinue to be plagued by deregulation 
and excess world refining capacity. 
But the drop in oil prices will make 
refining and petrochemical employ
ment higher than would be the case 
otherwise.

Because of interdependencies in the 
Texas economy, the changes in em
ployment in the energy industries gen
erate ripple effects throughout the 
state economy. Companies serving the 
four energy industries are affected, as 
are hundreds of businesses providing 
consumer goods and services. When 
these multiplier effects are included, 
the above changes in energy employ
ment are responsible for a net loss of
136.000 jobs.

National Income Effects

As a net importer of oil, the United 
States is expected to benefit eventu
ally from lower oil prices. Each $5 drop 
in oil prices raises U.S. gross national 
product (GNP) by Vi to 1 percent. As 
the U.S. economy grows, so will Texas 
industries that serve the national 
market, industries such as electronics 
and apparel. Each 1-percent increase 
in U.S. GNP raises Texas employment 
by 1 percent. So, by operating through 
the U.S. economy, a $5 drop in oil 
prices raises Texas employment by Vz 
to 1 percent, or between 33,000 and
67,000 workers.

Lower oil prices are expected to 
reduce Mexican income and produc
tion by some 2'/z to 5 percent for each 
$5 decline in oil prices. This will have a 
depressing effect on Texas industries 
that are sensitive to economic condi
tions in Mexico—much of the retail 
trade along the border, for example. A 
1-percent decline in Mexican output 
lowers Texas employment by one-tenth

of 1 percent. By operating through the 
Mexican economy, a $5 drop in oil 
prices is seen to reduce Texas employ
ment by 1/4  to 1/2  percent, or between
17.000 and 33,000 workers.

Summing Up

Chart 3 collects all of the employ
ment effects associated with lower oil 
prices. Depending on whether an op
timistic or a pessimistic assumption is 
made regarding the indirect effects 
from the U.S. and Mexican economies, 
a $5 drop in the price of oil results in a 
loss ranging between 86,000 and
136.000 jobs. To put this loss in 
perspective, Texas nonfarm employ
ment increased 132,000 in 1985. If com
parable growth would have occurred 
without the oil price collapse, then as 
much as one year’s employment growth 
is erased by each $5 drop in oil prices. 
If oil prices stabilize at $15 a barrel, lit
tle if any employment growth can be ex
pected in Texas overthe next two years.

—John K. Hill
The views expressed are those of the authors and do not necessarily reflect the positions of the 
_______________ Federal Reserve Bank of Dallas or the Federal Reserve System.
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