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ABSTRACT

This report consists of three parts. In the first part, employ-
ment and wage rates in North Carolina are analyzed and compared with
those for the United States. Data are provided on industrial and
occupational employment, wage rates, manufacturing employment changes
by national wage groups, and personal income. The second part is a
summary and interpretation of results from previous research studies on
factors influencing North Carolina's relative wage levels. Differen-
tial levels of schooling, cost of living and unionization were found to
explain 88 percent of the difference in North Carolina and national
wage levels. In the third part, further considerations associated with
economic growth in North Carolina are briefly discussed.
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EMPLOYMENT AND WAGE CHANGES
IN NORTH CAROLINA

INTRODUCTION

There is widespread interest and concern about relative wage rates
and employment opportunities in North Carolina. These variables are

important determinants of the level of earnings and economic welfare in
the state.

Why are wage rates relatively low in North Carolina? What are the
important casual factors? What are the magnitude and significance of
changes in employment by industry ond occupation on earnings, educa-
tional programs and occupational skill training? These are some of the
major issues of concern to the citizenry of North Carolina.

The major objective of this report is to provide and interpret
information on changes in employment and wage rates in North Carolina
and summarize and interpret research results on factors influencing
North Carolina's relatively low wage rates. More specifically, the
objectives are:

1. To provide data and compare changes in industrial and occupa-
tional employment and the relative level and changes in wage
rates in North Carolina to those of the nation.

2. To summarize and interpret previous research results on fac-
tors influencing relative wage levels in North Carolina.

3. To explore briefly some other implications of economic growth
in North Carolina.
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Part I

TRENDS IN EMPLOYMENT AND WAGES

Changes in industrial and occupational employment in North Carolina
are indicative of changes in the state's economic structure and levels
of employee earnings, education and skills. In this section the dis-
tribution and changes in industrial and occupational employment in North
Carolina are compared with those of the nation. This is followed by a
comparison between the level and changes in wage rates and incomes in
North Carolina and the nation.

Industrial Employment

Total employment in North Carolina increased by 535,000 from 1950
to 1970 even with a decline of 266,000 in agricultural employment
(Table 1). The most important growth sectors in the state's economy
in the fifties and sixties were manufacturing and services with in-
creases in employment of 262,000 andl76,000, respectively. Other im-
portant growth sectors were retail trade with an increase in employment
of 85,000 and construction, transportation, communication and other
utilities, wholesale trade and finance, insurance and real estate with
increases of about 40,000 each.

The rate of increase in employment in the state from 1950 to 1970
of 37 percent was the same as for the nation, but there were considerable
differences in the rate of change among industrial sectors (Table 1).
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During these two decades, the rate of increase in employment in North
Carolina was two to six times greater than the national rate in con-

struction, manufacturing, transportation, communication and other
utilities, and wholesale trade and almost twice the national rate in
finance, insurance and real estate. However, the state continued to
lag the nation in the rate of increase in employment in service indus-
tries, and the rate of decline in N.C. agricultural employment was
about 20 percent greater than for the nation.

With the above changes, manufacturing and services in 1970 provided
more than one-half of the state's employment with manufacturing
accounting for over one-third of the total. When broadly defined to
include transportation, communication and other utilities, trade,
finance, insurance and real estate, services and public administration,
employment in service industries amounted to about 60 percent of the
total for the nation and about one-half for the state (Table 1). On
the other hand, the proportion of agricultural employment in the state
declined from one-fourth in 1950 to less than one-twentieth in 1970.

Manufacturing Employment

Even with the severe national economic recession in late 1974 and
1975, manufacturing employment in North Carolina almost doubled from
1950 to 1977, increasing 370,000 or 91 percent as compared to the
national increase of 41 percent (Table 2). With the exception of lum-
ber and wood products, the rate of increase in employment in each N.C.
manufacturing sector during this 27-year period was substantially
higher than for the nation. M4anufacturing also became much more diverse
and the relative importance of textiles (even with a 44,000 increase in
employment) and lumber and wood products declined sharply -- from 65
percent of total manufacturing employment in 1950 to 38 percent in 1977.

Employment in electrical and nonelectrical machinery and fabricated
metals increased at exceedingly high rates and accounted for about one-
fourth of the state's total increase in manufacturing employment from
1950 to 1977 (Table 2). Apparel experienced thelargest absolute increase
in employment of any manufacturing sector during this period, but its
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rate of growth slackened in the 1970's. Other manufacturing sectors --

including furniture, chemicals, food, and rubber and synthetics --

experienced an increase of over 20,000 in employment from 1950 to 1977.

Occupational Employment

While changes in the state's industrial mix have been essential to
the state's recent spurt of economic growth, this could not have
occurred without a corresponding improvement in the skill mix of the
state's labor force. In 1940 slightly more than two-fifths of the
state's workers were farm workers or unskilled laborers (Table 3). By
contrast 25 percent of the national labor force was employed in these
occupations. Today only about 10 percent of the state's employees are
farm workers or unskilled laborers. The proportion of employment in
four major skill categories -- professional, managerial, clerical and
craftsmen -- correspondingly expanded. The percentage of operatives
and sales workers in the state's labor force has also increased slightly
since 1940. The proportion of service workers remains basically
unchanged. Nevertheless, the skill mix in North Carolina continues to
lag behind that of the United States in that the state has significantly
fewer professional workers and more operatives. Partially offsetting
this is the state's smaller percentage of clerical and service workers.

The state's occupational structure shifted dramatically in the
1960's. In the 1940's and 1950's, 85 percent of the state's employment
growth was clustered in three occupations: clerical, craftsmen and
operatives. The occupational distribution of employment growth became
more balanced in the 1960's and 1970's. Professional employment
expanded by 66 percent in the state in the 1960's; managerial employment,
by 67 percent in the 1970's (Table 4). Employment growth among clerical
workers in the state has paralleled the national trend. The state's
skilled and semiskilled blue-collar employment has grown more rapidly
than in the nation. Since average years of schooling for the state's
youth almost equals the corresponding national average, it seems quite
likely that much of the future employment growth in North Carolina will
be concentrated among professional and managerial workers.

10



Table 3. Distribution of employment, by occupation, United States and
North Carolina, 1940-1978a

Totalb 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Professional 8.0 11.4 14.1 15.5 5.0 7.8 10.4 10.5

Mlanagers 8.0 10.8 10.6 10.9 5.3 6.7 7.2 9.6

Sales 6.9 6.4 6.1 6.3 4.4 6.4 5.8 5.5

Clerical 9.8 14.9 17.4 18.1 4.4 9.5 13.2 14.5

Craftsmen

Operati ves

Laborers

11.5

17.7

6.9

13.1

18.2

5.5

13.0

17.7

4.7

12.8

15.2

4.6

7.3

21.2

7.3

11.6

24.8

5.0

13.6

24.8

4.8

14.8

24.7

5.6

Servi ce

Farm workers

11.8 13.5 12.3 13.7

18.2 7.9 3.9 2.7

10.5 11.0 10.2 10.6

33.5 12.3 4.2 4.2

aSources: U.S. Bureau of the Census (1962, 1963 and 1978b), U.S.
Dept. of Labor, (March and May, 1978), and N.C. Employment Security
Commission (1978).

bNote: Totals may not add up to 100.0 because of (1) omission of
the "not reported" category for 1940-1970 and (2) rounding error.
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Table 4. Percentage change in occupational employment,
and United States, 1940-1978a

North Carolina

t1940-1960 1960-1970 | 1970-1978 (est.)
Occupation N.C. l U.S. N.C. | U.S. N.C. U.S.

(percent)
Total 33.4 45.9 24.5 19.4 25.2 16.8

Professional 110.0 108.3 65.9 48.0 26.3 27.9

Managers 68.8 97.2 33.3 16.9 67.4 20.5

Sales 94.3 35.5 11.6 14.3 19.1 20.8

Clerical 186.8 122.7 74.3 39.8 37.4 21.2

Craftsmen 112.5 65.4 45.4 18.6 36.4 15.7

Operatives 56.5 50.0 24.1 15.8 25.0 0.7

Laborers -8.0 16.1 17.3 2.8 47.4 13.5

Service 39.7 67.9 15.9 9.0 29.9 29.9

Farm workers -50.9 -36.6 -57.6 -40.4 21.4 -19.4

aSource: Same as Table 3.
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Wage Rates

Even with substantial diversification of manufacturing as dis-
cussed above and nearly a threefold increase in the average wage rate
since 1950, manufacturing wages in North Carolina continue to be among
the lowest of any state. The state average manufacturing wage was
$4.10 in 1977 compared to $5.63 for the nation. Factors contributing
to relatively low wages in North Carolina are discussed in Part II of
this report.

The N.C./U.S. total manufacturing wage ratio declined from .76 in
1950 to .73 in 1977, with a decline of .08 from 1950 to 1960 and an

increase of .05 from 1960 to 1977 (Table 5). Part of this difference
may reflect changes in the sizes of firms covered by the statistical
series over time. The state-national wage ratio increased by .1 or more

from 1950 to 1977 in furniture, stone, clay and glass products, fab-
ricated metals, food (1960-77), and apparel. The N.C./U.S. wage ratio
declined in primary metals, transportation equipment, and printing
and publishing; each of which has relatively high national wages and is
highly unionized at the national level. Tobacco, paper and textiles
are the only manufacturing industries in the state in which wages are
approximately equal to those for the nation. The state-national wage
ratio in 1977 ranged from .8 to .9 for furniture, fabricated metals,
electrical machinery, apparel, chemicals, and rubber and synthetics
(Table 5).

Manufacturing Employment Changes by
National Wage Groupings

Employment in the group of manufacturing industries with the
highest national wage rates increased relatively more rapidly (+371
percent) and became relatively more important in North Carolina from
1950 to 1977 (Table 6). Employment in manufacturing industries with
the lowest national wages increased less rapidly (+45 percent) and,
therefore, became relatively less important. The state's share of
manufacturing employment in the highest wage industries increased from

13



Table 5. Changes in hourly manufacturing wage rates, North Carolina and
Uni ted States, 1950 to 1977a

Change in
N.C./U.S.

N.C. wage rates N.C./U.S. wage ratio wage ratio
Industry 1950 1960 1977 1950 11960 11977 1950-77

(dollars)
Total manufacturing 1.10 1.54 4.10 .76 .68 .73 -.03

Durable goods .98 1.51 4.19 .64 .62 .70 .06
Lumber & wood prod. .89 1.27 3.58 .68 .67 .71 .03
Furniture 1.00 1.43 3.84 .78 .76 .89 .11
Stone, clay & glass .95 1.44 4.45 .66 .63 .79 .13
Primary metals 1.31 2.06 4.79 .79 .73 .64 -.15
Fabricated metals 1.13 1.76 4.87 .74 .72 .84 .10
Nonelectrical mach. 1.16 1.63 4.62 .72 .64 .75 .03
Electrical mach. b 1.92 4.50 b .84 .84 .OOc
Transportation equip. b 2.09 4.48 b .76 .62 -.14c

Nondurable goods 1.14 1.55 4.06 .84 .76 .80 -.04
Food and kindred b 1.30 3.87 b .62 .72 .lOc
Tobacco 1.12 1.82 5.78 1.04 1.07 1.05 .01
Textiles 1.16 1.51 3.89 .94 .94 .98 .04
Apparel .92 1.20 3.13 .74 .75 .86 .12
Paper and allied prod. 1.44 2.25 5.90 1.03 1.00 1.00 -.03
Printing & publishing b 2.22 4.62 b .83 .76 -.07c
Chemicals b 1.92 5.15 b .77 .81 .04c
Rubber & synthetics b b 4.61 b b .90 b

aSources: U.S. Dept. of Labor (1970, 1973 and March 1978) and unpublished
data from U.S. Dept. of Labor, Bureau of Statistics, secured from Bureau of
Employment Security Research, N.C. Employment Security Commission.

bData not available.

cFor period 1960 to 1977.
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5 percent in 1950 to 12 percent in 1977 while the share in the lowest
wage industries declined from 76 to 58 percent (Table 6). The state
share of total manufacturing employment in textiles alone declined from
53 percent to 33 percent from 1950 to 1977. Yet, even with these
dramatic changes, employment growth in the three lowest wage manufac-
turing industries -- furniture, textiles and apparel -- during this
27-year period made up 43 percent of the total increase in manufac-
turing employment. Their combined employment continued to make up over
one-half (54 percent) of the state's total manufacturing employment
in 1977.

Personal Income

While the focus of this report is on employment and wages, the
overall economic well-being of the state's residents also depends on
government tax and transfer policies and asset income. Personal income
is defined as "the current income received by persons from all sources
net of contributions for social insurance." It includes wage and
salary income, other labor income (mostly employer payments to private
pension, health and welfare plans), proprietors' income (farm and non-
farm), transfer payments, dividends, interest, rent, and adjustments
for the value of owner-occupied housing and of food produced and con-
sumed on farms.

Although per capita income in North Carolina remains below the
national average, the rate of growth has been larger than that of the
nation since 1950 (Table 7). In 1950 per capita income in North
Carolina was 69 percent of the national average; in 1977, 84 percent.
Much of that narrowing occurred in the 1960's when the state's per
capita income more than doubled, while the national average increased
by 78 percent. Since 1970 the state's per capita income has grown at
only a slightly faster rate than the national average.

The growth of per capita income in North Carolina closely parallels
that of the entire southeastern region. Since 1960 the state's per
capita income has grown 273 percent while the (unweighted) average per
capita income of 10 southeastern states has grown 272 percent.
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Table 7. Personal and per capita income, United States and
North Carolina, 1950-1977a

Income 1950 1960 1970 1977

Personal income, U.S.
(in billions of dollars) 227.6 401.0 808.3 1518.4

Personal income, N.C.
(in billions of dollars) 4.2 7.1 16.4 32.8

Per capita income, U.S.
(dollars) 1496 2216 3943 7019

Per capita income, N.C.
(dollars) 1037 1558 3218 5935

N.C. per capita income
as a percent of U.S. 69 72 82 84

aSource: U.S. Bureau of the Census (1975) and U.S. Dept. of
Commerce (October 1978).
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When one takes the lower cost of living in North Carolina into
account, the gap in incomes between this state and the national average
is reduced considerably. Recent estimates indicate that the price level
in the state in 1972 was 13 percent less than the national price level
(Fuchs, Michael and Scott, 1978). If this price level difference pre-
vails today, this implies that the state's real per capita income is
only 3 percent below that of the United States.
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Part II

FACTORS INFLUENCING NORTH CAROLINA'S RELATIVE WAGE LEVELS

In considering relative wage or income levels, one must recognize
first that earnings are influenced by many factors -- not all of which

are current or contemporaneous. Indeed, without an historical per-

spective, one cannot understand existing wage patterns and levels. As

(the late) James G. Maddox (1967) pointed out, southern and N.C. wage

levels reflect past patterns of low school attainment and quality as

well as past patterns of racial discrimination.

Schooling and Skill Development

As suggested by Maddox's work, skill levels imparted by schooling
and other investments in human capital are the most important determi-
nants of wage levels and, therefore, of N.C.'s relative wage position
in the nation. As of 1970, median school attainment of N.C. adults
25 years and older lagged the national level for adults by 1.3 years,

10.8 versus 12.1 years (Table 8). Moreover, as of 1970, 37 percent of
N.C.'s adult population had eight or fewer years of schooling as com-

pared to 28 percent for the nation. Such sizable differences sub-
stantially influence relative earnings levels and the relative
occupational mix. Research by Hyman and Fearn (1978) indicates that
the 1.3-year difference in schooling levels could account for a real
labor income difference of 12 percent. The national analysis shows

19



Table 8. Median years of schooling, 1970, all persons
by age and sex, North Carolina and United
Statesa

Age groups N.C. U.S.

All persons All persons All persons

14 and above 10.9 12.0
14-19 9.9 10.1
20-24 12.5 12.7

25 and above 10.8 12.1

Males Females Males Females
14 and above 10.6 11.1 11.9 12.0
14-19 9.8 10.0 10.0 10.2
20-24 12.5 12.5 12.7 12.6

25 and above 10.4 11.0 12.1 12.1
25-29 12.3 12.4 12.6 12.5
30-34 12.2 12.3 12.5 12.4
35-39 12.0 12.1 12.4 12.3
40-44 11.0 11.5 12.2 12.3
45-49 10.4 11.2 12.2 12.2
50-54 9.4 10.5 12.0 12.1
55-59 8.5 9.3 10.7 11.1
60-64 8.0 8.7 9.6 10.4
65-69 7.3 8.1 8.8 9.1
70-74 7.1 7.9 8.6 8.8
75 & over 6.8 7.6 8.3 8.6

20
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that persons with 9-11 years of schooling can be expected to receive
about 12 percent less than those who have completed 12 years; holding
cost-of-living and other wage determining factors constant.

A more detailed look at school attainment by age, sex and color
provides a longer range view (Tables 8, 9 and 10). Those tables indi-
cate that the observed schooling difference among adults is largely a
vintage phenomenon, although one with racial overtones. Younger
North Carolinians were much closer to the national schooling norm in
1970 than the older members of the population. For N.C. whites 30 years
of age and below virtual parity with the national level of schooling
had been achieved in 1970 (Table 9). Among blacks, the parity age was
lower; about 20-24 years of age -- and blacks lagged whites nationally
even in the younger age groups (Tables 9 and 10). Despite the schooling
improvements among the younger age cohorts, median or average earnings
comparisons still reflect the impact of the older, much lss educated
persons.

Recent research shows a vintage (or cohort) effect in the quality
as well as the quantity of schooling being afforded younger persons
throughout the South (Smith and Welch, October 1977). Their national
study, however, did not single out North Carolina. Without a more
detailed examination of North Carolina quality of schooling data, one
cannot indicate the extent to which North Carolinians have benefited
from schooling quality changes. Analysis of changes in schooling
quality and attainment among black and rural youth would be of parti-
cular interest.

As mentioned above, other dimensions of skill in North Carolina
relative to the nation have been changing in a positive direction.
Rapid growth of skilled craftsmen is particularly noteworthy. Because
these data are obtained from "household'statistics" rather than
private firm "establishment reports," there is some question concerning
the definition(s) of skill used by household respondents. Even with
some possible overstatement in the data, however, the growth of skilled
craftsmen in North Carolina is impressive. As in the case of school
attainment, "skill quality" questions remain open, and North Carolina
may not have increased in skill quality as much as it appears from the
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Table 9. Median years of schooling, 1970, whites by age
and sex, North Carolina and United Statesa

Age groups N.C. U.S.

14 and above 11.3 12.1
14-19 10.0 10.1
20-24 12.6 12.7

25 and above 11.2 12.1

Males Females Males Females

14 and above 11.1 11.4 12.0 12.0
14-19 9.9 10.1 10.0 10.2
20-24 12.6 12.6 12.8 12.7

25 and above 11.0 11.4 12.1 12.1
25-29 12.4 12.4 12.7 12.6
30-34 12.3 12.3 12.6 12.5
35-39 12.2 12.2 12.5 12.4
40-44 11.4 11.8 12.3 12.3
45-49 11.0 11.4 12.3 12.3
50-54 10.1 11.1 12.1 12.1
55-59 9.0 10.1 11.0 11.6
60-64 8.5 9.3 10.0 10.7
65-69 7.8 8.6 8.9 9.5
70-74 7.6 8.3 8.7 8.9

75 and above 7.3 8.0 8.4 8.7

aSources: Same as Table 8.
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Table 10. Median years of schooling, 1970, Negroes by age
and sex, North Carolina and United Statesa

Age groups N.C. U.S.

14 and above 9.4 10.1
14-19 9.6 9.7
20-24 12.2 12.3

25 and above 8.5 9.8

Males Females Males Females

14 and above 9.0 9.7 9.9 10.4

14-19 9.5 9.7 9.5 9.8
20-24 12.1 12.3 12.2 12.3

25 and above 7.9 9.0 9.4 10.1
25-29 11.8 12.0 12.1 12.2
30-34 10.5 11.3 11.7 11.9
35-39 9.5 10.7 11.0 11.4
40-44 8.6 10.1 10.1 10.8
45-49 7.8 9.0 9.3 10.0
50-54 7.0 8.1 8.5 9.0
55-59 6.3 7.6 7.6 8.4
60-64 5.8 7.2 6.9 7.9
65-69 4.8 6.4 6.0 7.0
70-74 4.5 6.0 5.6 6.7
75 and above 4.3 5.5 5.1 6.1

aSources: Same as Table 8.
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crude data. What is clear is that if the state continues to match (or
exceed) the national educational attainment level for each cohort
coming of adult age and also improves its skill mix relative to the
nation, the observed earnings differential between the state and nation
can be expected to continue to decline. Quality differences, however,
require much more detailed research by social scientists.

Cost of Living

Comparisons of wages, earnings, or income in real terms (monetary
data adjusted for differences in the cost of living) are more meaning-
ful. As noted above, adjusting for cost of living differences raises
N.C. incomes substantially relative to the national average. That
phenomenon is not unique to North Carolina but is a characteristic of
the entire South (excluding Florida). A study of the North-South wage
differential by Don Bellante (1979) demonstrated that most of the North-
South differential disappears when money wage levels are adjusted for
differences in cost of living and skill levels. Thus, current real
wage levels in the South are quite close to real wage levels in the
North and West -- for persons of equal skill. Given the limited nature
of available cost of living indexes plus some interpretation problems
when the available indexes are used for individual states, it is diffi-
cult to ascertain what the "true" index should be for adjusting N.C.
wages. The direction of that adjustment and crude orders of magnitude
are known; precise estimates are not.

Unionization

Unionization generally has a positive impact on wage levels.
Strong unions have succeeded in certain industries and at various times
in raising relative wages by about 25 percent, while a number of large
and seemingly powerful unions have been unsuccessful in raising rela-
tive wages; i.e., wages above the levels which would have prevailed
without unionization. This is particularly true for unions in indus-
tries or firms facing severe competition from nonunion employers at home
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or from foreign producers. H. Gregg Lewis, a widely recognized
American labor economist, is currently updating his work (Lewis, 1963)
to include 26 or so recent studies of union wage effects which show the
median effect of unions on wages to be about 11 percent. Thus, if
unionization in North Carolina rose by 20 percentage points -- from the
present level of about 7 percent to the approximate national level of
27 percent -- average wages in North Carolina would be expected to
increase by about 2 percent (.20 X .11). That measure represents a
one-time change and its magnitude depends on the unions in North
Carolina having the same relative impact as unions across the nation.

These comments are not intended to denigrate unions or union
actions in providing employee representation, bargaining, grievance
arrangements, and the like. Rather, they are intended as an assessment
of the potential contribution of unions to the wage and earnings levels
of North Carolinians relative to those for the nation.

Tenure

Recent research on national wage levels indicates that tenure and
other measures of job experience are important determinants of wage
levels (Mincer and Polachek, 1974; Polachek, 1975; Smith and Welch,
January 1978; and Hyman and Fearn, 1978). These measures reflect, in
part, the productive learning processes generally called on-the-job
training (0-J-T), but they may reflect seniority systems unrelated to
productivity or other factors. Without regard to why wages rise with
tenure and experience, it seems that, relative to the rest of the
nation, the potential impact of 0-J-T and tenure has not yet been
realized throughout the newer and higher paying industries in North
Carolina.

City Size

Holding cost of living and other wage determining factors constant
and using a different data base, recent studies by Hyman and Fearn (1978)
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and Quinn and McCormick indicate that city size has a positive effect

on wage levels. All other factors equal, labor incomes would be

expected to be 6 percent higher in cities of 5 million persons than in

cities of 500,000. Presumably, these wage differences reflect differ-
ences in commuting and other costs and otherwise equalize for the net
nonpecuniary disadvantages of big-city living (more congestion,
pollution, crime, etc.).

Other Factors

Wage levels also reflect other characteristics -- the dangers
inherent in a particular occupation (to the degree that these dangers
are known by workers), disability, poor health, search costs, and the

like. There is a large literature which demonstrates the influence of
these factors. The effect of such characteristics on the N.C./U.S.
wage difference depends upon the distribution of dangerous and unhealthy
conditions and on search costs in North Carolina compared to the nation.

Summary

One would expect wages to be lower in North Carolina than in the

rest of the nation because of lower educational levels, cost of living
differences, less unionization and urbanization, and lags in observing
returns to O-J-T in industries which have recently located in the state.

It is natural to ask how much of the difference in wages between the
United States and North Carolina can be accounted for by each of these

factors. The first necessary step is an adjustment for differences in

the cost of living. If the Fuchs, Michael and Scott (1978) estimate of

a 13 percent lower cost of living in North Carolina in 1972 still
applies, the comparable average wage in the state in 1977 would have
been $4.71 instead of $4.10, a difference of 61 cents (Table 11). With

respect to wage differences resulting from different educational levels,
recall that Hyman and Fearn found high school graduates earned 12 percent

1Unpublished paper by Joseph Quinn and Karen McCormick, "Wage Rates
and City Size," Boston College, 1978.
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Table 11. Factors explaining differences in United States and North
Carolina wages

(dollars)

Average U.S. manufacturing wage, 1977 5.63

Average N.C. manufacturing wage, 1977 4.10

Difference in U.S. and N.C. wages, 1977 1.53

Estimated amount of difference explained by differences in:

(1) Education .64
(2) Cost of living .61
(3) Unionization .10

Expl ai ned difference 1.35

Upexplained difference .18
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more than those who went to high school but did not graduate. Since
median years of schooling in North Carolina in 1970 were 10.8 while
the national average was 12.1, it seems reasonable to assume that
closing the N.C./U.S. educational gap would raise average N.C. wages by
the same proportion. This would increase the average wage in the state
from $4.71 to $5.35, a difference of 64 cents. We noted above that
unionization may account for an additional 2 percent of the difference;
i.e., about 10 cents (Table 11). These three factors were estimated to
account for $1.35 of the $1.53 difference in wages between North Carolina
and the United States, leaving only 12 percent of the difference un-
explained. Part of this residual may be explained by differences in
urbanization, quality of education, and lagged 0-J-T returns, but these
topics have not been sufficiently well researched to attach a numerical
estimate to their importance in this instance. The reader should also
be aware that the results of this accounting scheme will change some-
what if one uses other estimates of interstate differences in the cost
of living and the effect of educational or unionization on earnings.
The results may also be altered if one uses a complex econometric
model. We feel, however, that the qualitative flavor of this accounting
would not be substantially changed.
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Part III

FURTHER CONSIDERATIONS ASSOCIATED WITH ECONOMIC GROWTH

Recent wage and employment patterns suggest considerable economic
growth in North Carolina. Implications of these developments which may
be of concern to citizens in the state are discussed in this section --

including migration, industrial diversification, cyclical sensitivity,
effects on those with low levels of education and occupational skills,
and environmental effects.

Migration

Further evidence demonstrating the improved economic welfare of
N.C. residents is found in the pattern of interstate migration flows
over the last 40 years. Economic theory and numerous empirical research
studies indicate that individuals at all occupational levels tend to
migrate to locations where their net advantage (economic and social) is
maximized -- provided that: (1) they have information about available
opportunities, (2) they are not physically prevented from moving, and
(3) they can finance the move. Thus, one would expect to observe shifts
in migration patterns over time -- perhaps with a lag -- whenever there
are sizable shifts in the net advantage of living in different areas.

Such a shift has been taking place in North Carolina. In the
1940's and 1950's hundreds of thousands of workers left the state for
the North and West in search of better paying jobs, improved educational
opportunities for their children, and other reasons (Table 12). In the
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Table 12. Net total migration for North Carolina,
1940-1977a

Period Total White Negro
(000)

1940-1950 -258 -95 -164

1950-1960 -328 -121 -204

1960-1970 -94 81 -175

1970-1977 142 b b

aSources: U.S. Bureau of the Census (1975
and 1978a).

bBreakdown by race not available for 1977.
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1960's in-migration exceeded out-migration among whites, but the state
still had net out-migration because of the large number of blacks
leaving North Carolina. Since 1970, however, the number of in-migrants
has exceeded the number of out-migrants. While no breakdowns of this
pattern by race are currently available for North Carolina, a recent
study concluded that "the South does, in fact, have a small net in-
migration of blacks," (U.S. Bureau of the Census, 1978a). Since N.C.
migration patterns mirror those of the region fairly closely, it seems
likely that more blacks are now moving to North Carolina than are
moving away.

This shift in migration patterns has two important implications.
First, it will make the labor market for skilled workers much more
competitive for native North Carolinians, particularly those residing
in areas where the amount and quality of both formal and vocational
education lag than found elsewhere. Second, if economic growth in North
Carolina continues to proceed more rapidly than elsewhere, one can
expect net in-migration to continue and perhaps even accelerate. State
and local governing units will need to take these factors into account
when making decisions regarding the provision of education, health
care, transportation, recreation, police and fire protection, and other
public services.

Diversity and Magnitude of Choice for North Carolinians

The growth patterns described above contain benefits which are
less apparent, but no less important, than increases in wages or income.
Diversification of the employment mix quite obviously creates a wider
universe of employment and occupational choice, particularly for young
North Carolinians. That universe contrasts sharply with the set of
choices that were available to young men and women in the 1940's or
even the 1950's.

Recognition of this benefit may also involve a commitment to main-
taining and expanding opportunities for choice and occupational
mobility. Such a commitment has implications for the type of schooling,
training and manpower development programs which will benefit the
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trainees or students and society in general. Training which is too
narrow will reduce the personal universe of choice; rigorous training
which is sufficiently broad will assist future employees and managers
to more easily and quickly adjust to North Carolina's changing employ-
ment scene.

Cyclical Sensitivity

An additional factor which must be taken into consideration in
examining North Carolina's recent economic progress is the cyclical
sensitivity of employment. Improvements in wages and employment could
be partially offset if the change in industrial mix results in a higher
percentage of the state's workers losing their jobs during recessions.

Historically, the greatest increases in unemployment during
recessions have been among workers in manufacturing and construction.
Employees in agriculture, wholesale and retail trade, finance, services
and public administration have a much smaller probability of losing
their jobs. Given the tremendous decline in agricultural employment
and the rapid growth of jobs in the manufacturing sector, it seems
likely that the cyclical sensitivity of employment in North Carolina
has increased substantially.

Within manufacturing the cyclical sensitivity of employment has
also increased. The change in the layoff rate during the national
recessionary period 1973 to 1975 is a more reliable measure of cyclical
sensitivity than the average layoff rate because many industries have
high layoff rates, regardless of aggregate conditions, due to such
factors as seasonal demand or model changeovers. The 20 Standard
Industrial Classifications (SIC) two-digit manufacturing industries
can beplaced into two groups: (1) those where 1973-75 layoff rates
increased by more than average (i.e., 1.2 percentage points or more) and
(2) those where layoff rates increased by the average or less (i.e.,
1.1 points or less). Industries in the cyclically sensitive group
include primary metals, rubber, fabricated metals, furniture, trans-
portation equipment, miscellaneous manufacturing, electrical equipment,
stone, clay, and glass products, paper, and apparel. Industries with
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layoff rates which increased by 1.1 points or less in the 1973-75
period include nonelectrical machinery, lumber, leather, textiles,
tobacco, food, scientific instruments, chemicals, printing, and
petroleum. Between 1950 and 1977 the cyclically sensitive groups's
share of state manufacturing employment increased from 18 to 40 percent.
This reflects growth in the shares of furniture, apparel, rubber,
fabricated metal products and electrical equipment.

Thus, North Carolina is more likely to be confronted in the future
with more serious problems of unemployment, income maintenance and
tax variability than has been the case in the past. Given the emerging
consensus among economists and businessmen that a downturn in national
output is presently taking place, it would seem quite reasonable for
the state to evaluate alternative means of dealing with these problems
more effectively.

Those Left Behind

As noted above, much of the improvement in skill, income, earnings,
and the like can be expected to be related to age cohorts and, we sur-
mise, to race, sex, and even rurality. Alternatively stated, the wider
universe of employment choices is of particular benefit to those who are
equipped to take advantage of it. Others may be "left out" of the
growing prosperity. Recall that in 1970, 37 percent of adult North
Carolinians had eight or fewer years of schooling in contrast to the
national level of 28 percent. Moreover, the ratio of poorly trained
persons as a percent of the total population in North Carolina compared
to the same ratio nationally has been growing and likely will continue
to grow (Table 13). The expected continued relative growth of this
ratio reflects the vintage phenomenon noted above, but it also serves as
a reminder that there will be sizable numbers of persons with limited
skills and limited flexibility seeking suitable employment for some
time into the future. Public policies which reduce employment oppor-
tunities for these elderly, poor and ill-equipped persons will work to
their detriment and to the detriment of the entire body politic. The
result will tend to be increasing welfare rolls, social alienation and
exacerbation of related social, psychological and economic problems.
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Table 13. Percent of adult population with 8 or
fewer years of schooling, United States
and North Carolina, 1940-1977a

Year U.S. N.C. N.C./U.S.
rati o

1940 60.6 66.0 1.09

1950 46.9 59.8 1.28

1960 39.8 50.8 1.28

1970 28.3 37.1 1.31

1977 18.4 b b

aSources: U.S. Bureau of the Census (1942,
1952, 1962, 1972, 1975 and 1978b).

b1977 data for North Carolina are not
available.
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Environmental Effects

As most persons now recognize, economic growth and industrial
development may contain "negative externalities" or spillover effects --
significant costs borne by persons who do not participate equally in
the benefits from the decisions leading to economic growth. Some of
these costs will be borne by the entire population. Many of these
externalities are ecological or environmental in nature, and many are
associated with urbanization.

In the final analysis, the political process will determine the
extent of the acceptable tradeoff between growth and environmental
quality and will formulate policies and procedures to institutionalize
those tradeoffs. However, the economic system is very complex and
attempts to establish acceptable tradeoffs may be very costly or self-
defeating.
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