In the last issue of Houston
Business Briefs, we looked closely
at the growth of per capita income
in Houston from 1969 to 1988.
Figure 1 shows per capita income
in Houston over this period and
compares it to the typical U.S.
metropolitan area, where the U.S.
metropolitan average equals 100 at
each point in time. Although per
capita income was growing more
rapidly in Houston than in the
United States before 1973, the
explosion of oil prices after 1973
had pushed Houston’s per capita
income to levels 18 percent above
those of the typical U.S. city by
1982. Then came the sudden oil-
price collapse, and by 1988 these
gains and more had disappeared.

In this issue, we extend the
framework used last month to
compare Houston to several smaller
metropolitan areas on the Upper
Texas Gulf Coast. Along with
Houston in Figure 1, we have
plotted the relative per capita in-
come of Galveston-Texas City and
Brazoria (metropolitan areas that are
adjacent to Houston), plus the near-
by cities of Bryan-College Station,
Beaumont-Port Arthur and Victoria.

Houston has the highest per
capita income in Figure 1, and the
clear outlier is the relatively small
university city of Bryan-College
Station. The other metropolitan areas
show a pattern of gains and losses
relative to the United States that are
similar to Houston’s record—rapid
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growth relative to the United States
and then a sharp setback. The
setback, when based on comparison
to the United States as in Figure 1,
stems not only from our own local
oil-induced recession, but also from
the rapid expansion of the U.S.
economy that occurred after 1982.

Per capita income is the total
personal income earned by residents
of each metropolitan area divided by
the total population. Table 1 summa-
rizes the growth of the numerator and
denominator of this ratio in each city,
as well as the average annual growth
rate of per capita income. Growth
rates of total personal income and per
capita income are stated in constant
1982 dollars using the personal
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consumption expenditure deflator
from the national income and
product accounts published by the
Department of Commerce.
Definitions

The same definitions employed in
our previous newsletter, there used
specifically in conjunction with
Houston, continue to apply here.
Personal income consists of earnings,
property income and transfer pay-
ments. Earnings are wages and
salaries, proprietors income and
other labor income, such as employer
contributions to private pension
funds. Property income consists of
dividends, rent and interest. Transfers
are payments to individuals for which
no current services are rendered.
Each component can be divided by
total current population to place it on
a per capita basis. We eliminate
general inflationary trends and convert
each component to constant 1982
dollars by again using the national
personal consumption deflator.

Earnings per capita is further
broken down by using this simple
identity:

Earnings = Earnings Employment

Population Employment Population

The first term is the earnings rate or,
more simply, the average annual
wage or salary per employed worker.
The second term is the employment
topopulation ratio. This measure
has increased steadily since 1969
because of long-term trends, and
continued onpage two
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this ratio also rises and falls cyclically
with the availability of jobs.

The earnings rate is an average
across all industries in the region.
Thus, changes in the industry mix
affect the growth of the earnings rate.
A shift of employment into high-wage
industries, for example, will cause
income to grow faster. All other
changes that affect the grow/th in
w'ages and salaries earned per em-
ployee are called the local effect.
These are changes in wage and salary
rates that may result from factors such
as the age and education of the work
force or from cyclical events that
affect the demand for local labor.

This lengthy list of newly defined
terms comes together in Table 2. The
top of the table shows the average
annual growth rate for real per capita
income. In the second column for
1969-82, for example, we see real per

Table 1

capita income grew 3.2 percent per
year in Houston. This figure repre-
sents growth of earnings per capita
(3.2 percent), property income per
capita (0 percent) and transfers per
capita (0.1 percent). Earnings per
capita can be further divided into
growth in the earnings rate (1.4
percent) and the employment—
population ratio (1.8). The expansion
of the earnings rate benefited from a
favorable industiy mix (0.3 percent)
and a positive local effect (1.1
percent). Apart from rounding errors,
the percentage-point contributions
total the overall growth rate of real
per capita income.
Metropolitan Area Results

Table 2 show’s the components
of real per capita income for the
typical U.S. metropolitan area,
Houston and the selected other
metropolitan areas on the Upper

Trends in the Growth of Real Income, Population and Real Per Capita
Income on the Upper Texas Gulf Coast Region, 1969-88

(Percent per year)

1969-82 1982-88 1982-86 1986-88
Personal Income
Typical U.S. Metropolitan Area 2.7 2.5 4.0 3.1
Houston 7.1 -0.8 -1.3 0.1
Beaumont-Port Arthur 3.9 -1.5 -2.0 -0.7
Brazoria 7.7 0.7 11 -0.2
Bryan-College Station 7.6 2.2 2.7 1.3
Galveston-Texas City 4.9 0.1 0.1 0.1
Victoria 7.1 -1.3 -1.4 -1.2
Population
Typical U.S. Metropolitan Area 11 1.2 1.2 1.2
Houston 3.9 0.8 1.4 -0.2
Beaumont-Port Arthur 0.8 -0.8 -0.7 -1.2
Brazoria 4.0 0.5 0.9 -0.4
Bryan-College Station 5.9 0.6 1.4 -1.1
Galveston-Texas City 1.6 0.1 0.4 -0.5
Victoria 2.4 0.1 0.8 -1.1
Per Capita Income
Typical U.S. Metropolitan Area 1.6 2.5 2.7 1.9
Houston 3.2 -1.7 -2.7 0.3
Beaumont-Port Arthur 3.0 -0.7 -1.3 0.6
Brazoria 3.5 0.2 0.2 0.3
Bryan-College Station 1.6 1.7 1.3 2.4
Galveston-Texas City 3.2 0 -0.3 0.6
Victoria 4.5 -1.5 -2.2 -0.1
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Texas Gulf Coast for three time
periods. Along the Upper Texas Gulf
Coast, 1969-82 was a period of
almost uninterrupted rapid
economic expansion, while 1982-88
was marked by regional recession
and partial recovery. (Because of the
long lags in making metropolitan
income data available, data for 1988
are the latest available.) Table 2
breaks down the 1982-88 period
into the recession (1982-86) and the
early phase of recovery (1986-88).
Houston was carefully discussed
and compared to the typical U.S.
metropolitan area in the February
1991 issue of Houston Business
Briefs. Here is a summary of how
the other Upper Texas Gulf Coast
cities compare to Houston.
Beaumont-Port Arthur —
Viewed over the entire 1969-88
period, Beaumont-Port Arthur turns
in the weakest economic perfor-
mance. The cities’per capita income
growth from 1969 to 1982 is compa-
rable to Houston’, but only because
population grew at rates of less than
1 percent per year. Since 1982,
population has continued to decline
steadily. A strong improvement in
local employment conditions (as
indicated by an increased employ-
ment-population ratio) has led the
local recovery since 1986.
Brazoria — From 1969 to 1982
and again from 1982 to 1988,
Brazoria and Houston shared
remarkably similar growth trends in
population, real personal income
and the components of per capita
income. Unlike Houston, however,
1982-86 was a period of modest
growth in total real personal income
and per capita income. Brazoria’s
resistance to the Houston recession
can be attributed to better industry
mix and employment conditions.
Bryan-College Station — This
area is a retailing and distribution
center with Texas A&M University as
the focus of much local economic



activity. Low levels of per capita
income are attributable to the large
number of students, most of whom
are employed part-time if at all. (No,
money from home is not a transfer.)
Universities are not strongly subject to
changes in general business condi-
tions, but the growth of both popula-
tion and income did slow significantly
in Bryan-College Station after 1982.
Per capita income, on the other hand,
held up veiy well and grew slightly
faster after 1982 than before.
Galveston-Texas City— From
1969 to 1982, this metropolitan area
did not come close to matching either
Houston or Brazoria in growth of real
personal income of population. How-
ever, during the Houston recession

the Galveston-Texas City downturn
wias much less serious than in Houston.
Both local earnings rates and stronger
employment conditions worked in
favor of Galveston-Texas City as
compared to Houston.

Victoria — Victoria’s location near
the South Texas oil fields made ithighly
susceptible to the oil boom, and its
per capita income growth through
1982 was the strongest in the region.
The city's rate of decline after 1982
veiy nearly matches Houstons. The
behavior of the various components
of income mirror Houston throughout
1969-88. Victoria is the only metro-
politan area in the region that did not
see the growth rate for per capita
income move back to a positive

figure between 1986 and 1988.
Conclusion

This veiy brief look at various
cities along the Upper Texas Gulf
Coast provides some insight into
both the economic similarity and
diversity ofthe region. These cities
experience significant differences
in how" they shared expansion and
recession. Neighboring Brazoria
and Galveston-Texas City were
not hurt as badly as Houston by
the downturn. Victoria best mirrors
the oil boom that infected Hous-
ton; Bryan-College Station proved
the most immune to the down-
turn, and Beaumont-Port Arthur
showed the weakest pattern of
overall growth.

Table 2
Annual Percentage-Point Changes in Components of Real Per Capita Income:
Metropolitan Areas on the Upper Texas Gulf Coast, 1969-88

Typical U.S. Beaumont- Bryan-College Galveston-
Metropolitan Area Houston Port Arthur Brazoria Station Texas City Victoria

1969-82
Per Capita Income 1.6 3.2 3.0 3.5 1.6 3.2 4.5
Earnings Per Capita 0.7 3.2 2.3 3.1 1.2 2.9 4.0
Earnings Rate -0.1 1.4 1.0 2.0 0.6 2.3 1.5
Industry Mix -0.1 0.3 0.1 0.2 0.3 0.1 0.3
Local Effect 0 11 0.9 1.8 0.3 2.2 1.2
Employment-Population Ratio 0.8 1.8 1.3 11 0.6 0.6 2.5
Property Income Per Capita 0.4 0 0.4 0.2 0.4 0.1 0.3
Transfers Per Capita 0.5 0.1 0.4 0.1 0.1 0.3 0.1

1982-86
Per Capita Income 2.7 -2.7 -1.3 0.2 1.3 -0.3 -2.2
Earnings Per Capita 3.0 -4.1 -3.6 -1.0 0.8 -1.6 -4.1
Earnings Rate 11 -1.2 -0.8 0.3 0.1 -1.5 -1.5
Industry Mix 11 0.6 1.7 11 1.4 1.4 0.5
Local Effect 0 -1.8 -2.6 -0.8 -1.3 -2.9 -2.0
Employment-Population Ratio 1.9 -2.9 -2.8 -1.3 0.7 -0.1 -2.6
Property Income Per Capita -0.1 0.8 1.2 0.6 0.2 0.7 1.2
Transfers Per Capita -0.2 0.6 1.1 0.5 0.3 0.5 0.8

1986-88
Per Capita Income 1.9 0.3 0.6 0.3 2.4 0.6 -0.1
Earnings Per Capita 2.0 -0.1 0.3 0 2.0 0.3 -1.5
Earnings Rate 0.4 -1.6 -1.8 -2.0 -1.0 -1.4 -1.6
Industry Mix 0.4 1.2 11 11 1.0 1.0 0.9
Local Effect 0 -2.8 -3.0 -3.1 -1.9 -2.4 -2.5
Employment-Population Ratio 1.6 1.5 2.1 2.0 3.0 1.7 0.1
Property Income Per Capita 0.1 0.3 0.1 0.2 0.1 0.3 11
Transfers Per Capita -0.3 0.1 0.2 0.1 0.2 0.1 0.3

NOTE: Percentage points may not add to relevant totals because of rounding.
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Although small signs of the
national recession continue to crop
up in Houston, the local economy is
expanding briskly. Some signs of
consumer caution were evident with
the onset of the Persian Gulf War.
More recent swings in consumer
sentiment are difficult to read because
January and February are always slow
months for retailers, auto and home
sales and even restaurants. Refiners
report improving margins over the
past few weeks, after being squeezed
late in 1990. Oil services and machin-
eries report their business continues
to improve. Lumber, paper and
petrochemicals report lower output
and rising inventories.

Retail Sales

Sales of Houston retail merchants
are described as better than a year
ago but “sluggish.” The post-
Christmas season brought only
normal discounting. Retailers are
keeping inventories very thin. Sales
of autos for the first two months of
1991 are 7 percent less than 1990,
but car sales tend to be low at this
time of year. Respondents cited
record attendance at the recent
Houston auto show as evidence of
pent-up demand; a high proportion
of attendees are typically in the
market for new cars or trucks.
Lumber and Paper

The clearest signs of the U.S. re-
cession were apparent in this category,
as the national downturn in home
building continued to hit lumber
producers hard. They complained of
high inventories and deteriorating
prices. Paper and pulp producers for
the first time described their sales as
way down compared with late 1990,
with inventories up sharply.
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Refining and Petrochemicals

The domestic recession has
become a more important factor for
these industries with the end of the
Persian Gulf War. Thin margins early
in the year have improved for refiners
over the past several weeks. Petro-
chemical companies have begun to
feel the recession, with modest
declines in demand and some
increases in inventory. Petrochemical
prices peaked in December, and—
despite declining feedstock prices in
oil and natural gas markets—margins
are being squeezed. The opening of
two world-scale ethylene plants on
the Texas Gulf Coast, one inJanuary
and another set for later this year,
could affect prices adversely if the
market remains weak.
Oil Services and Machinery

Oil services, machineries and
even seismic operations continue to
report moderate increases in business.
Some say they are nearing current
capacity constraints and facing strong
competition for skilled workers. Three
factors are diminishing prospects for
a strong increase in the domestic
rig count later this year: natural gas
prices that continue to be depressed,
cutbacks in exploration budgets that
were bolstered by last year’s oil-price
spike, and a continued focus on
exploration outside the United States.
Real Estate

The market for existing homes
has remained strong, with a shortage
of quality listings reported. New
home sales were slow in December
and January, but business picked up
significantly with the end of the
Persian Gulf War. Closings on Hous-
ton apartment and office properties
are very slow. Tight credit and
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current investors’ general distaste for
real estate are blamed. Growing
recognition that the bottom of the
market has passed for Houston
properties has slowed speculative
purchases. O

The Houston Beige Book survey is
conducted eight timesperyear in
advance ofeach Federal Open Market
Committee meeting. Tloesurvey
questions Houston businesspeople
about the currentand anticipated
economic conditions oftheir indus-
tries. Tloepurpose ofthe survey is to
confirm or reject speculation about
such economic trends as unemploy-
mentand consumerprices.

Responses to this survey are
combined with thosefrom other areas
ofthe District toform the Eleventh
District Report, which is used by the
president ofthe Federal Reserve Bank
ofDallas to obtain a timely assessment
ofthe regional economy.

7he Dallas report is then com-
bined with thosefrom other districts
toform the Federal Reserve Boards
Beige Book Report. The Federal
Reserve Board of Governors reviews
this documentfor perspectives on
regional business conditions to be
considered when determining
monetary policy.

For more information, call Bill Gilmer
at (713) 652-1546. For a copy of this
publication, write to

Bill Gilmer
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Federal Reserve Bank of Dallas
P.O. Box 2578

Houston, Texas 77252



