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As the U.S. economy enters into its sixth year of expansion from the 2001 recession it faces several challenges that are projected to slow economic performance over the next year.  The three primary forces analysts expect to slow national income growth are (1) reduced consumer spending due to less discretionary spending in response to the “tax” of higher energy prices on disposable income, (2) the breaking or fizzling out of the housing bubble that will reduce asset based consumer spending, and (3) higher interest rates due to the Fed’s policy to reduce inflation pressures that will discourage consumer durable and business investment spending.  Before pushing the panic button we might recall that the US economy has proven to be resilient in the face of challenges from corporate scandals to terrorist attack to natural disasters.   Over the past 3 years the economy has grown 3.7 percent per year, faster than any other major industrialized economy, and has added more than 5.7 million jobs, more than all the jobs added in the EU and Japan combined.  Although there is evidence of an economic slowdown from an unusually strong first quarter, the annual average growth in 2006 is still expected to average around 3 percent.  
Over the last several weeks beginning in September oil prices have decreased and gasoline prices have fallen.  It’s too early to tell exactly what the future holds for energy prices due to uncertainty in the Middle East, but consumer confidence is improving as we enter the third quarter following slower economic growth during the second quarter of the year.  The slower growth in inflation has also led the Federal Reserve to maintain the federal funds rate after seventeen consecutive increases of one quarter percent.  These changes have removed from consideration the dire forecast of economic recession, but in the absence of a major economic shock the lagged impact of the tighter Federal Reserves monetary policy will slow the pace of national economic growth.  

While the Waco economy is influenced by national economic conditions it is clear that concern over the impact of the housing bubble nationally will not have much effect locally.  While some sections of the country are experiencing major adjustments to inflated housing prices, Waco’s housing market has experienced only minor adjustments to imbalances between supply and demand.  The inventory of existing housing on the market has increased over the past year, but this is mainly the result of stronger demand for new housing among local residents.  While the short term prime interest rate is higher due to Federal Reserve Policy, longer term mortgage rates have increased by only about 1 percent since the Fed began its restrictive policy.   Housing prices will not increase as rapidly as they have over the past two years, but there is little danger that they will collapse like in some other regions of the country.  Higher gasoline prices have taken a bite out of household discretionary income, but it has also caused Waco households to stay closer to home when shopping.   Also, Waco is experiencing most of its growth momentum in healthcare, educational services, and leisure and hospitality services that are relatively recession proof.  
Trend and Cyclical Performance of the Waco MSA

For purpose of comparison it is helpful to examine how responsive the Waco MSA (McLennan County) has been to past cyclical influences that disturb our long-run growth path.  In general, the Waco MSA experienced relatively steady growth in inflation-adjusted average personal income over the past several decades compared with national business cycle performance.  Annual data over the 35 years from 1969 through 2004 report that real personal income in Waco increased from $1.3 billion to $3.2 billion, resulting in aggregate real county income that is 2.5 times larger in 2004 than it was 35 years ago.  Figure 1 shows that long-run real personal income growth averaged 2.4 percent per year over the past 35 years.   Although U.S. recessions have influenced shorter term economic performance around this long-run trend, the magnitude of the impact has been relatively small. 

Part of the increase in total inflation-adjusted personal income is due to population growth.  Economists interested in economic achievement are more interested in the change in real income per capita which is a better measure of citizen welfare.  Figure 1 shows the long-run trend in per capita real income for McLennan County since 1969.   Over the 35-year period beginning in 1969 inflation-adjusted per capita income in the Waco MSA grew an average of 1.2 percent per year, increasing from an average of $8,570 per person in 1969 to $14,280 in 2004.   
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Waco MSA Real Personal Income 

Based on 1982-84 Average Prices
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 Source:  U.S. Bureau of Economic Analysis, Regional Economic Accounts (REIS)
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  Annual Percent Change in Education and Health Services Employment

From Same Month of Previous Year, Jan. 2002 - Jul. 2006
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Figure 2 compared with Figure 1 also shows that the combination of slower growth in personal income and continued population growth during business cycle recessions result in greater swings in per capita personal income than in total personal income in the Waco economy.  It should be noted that median real per capita income has not kept pace with average real per capita income.  This is due to a faster increase in real incomes among higher relative income households compared with lower income households.  In today’s knowledge-based economy this disparity continues to increase. 
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Waco Cycle Relatives for Real Income per Capita  

[Cycle Relative = Actual Value Divided by Trend Value x 100]
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Calculated from REIS data


One way of demonstrating the business cycle sensitivity of time series data is to decompose annual data over several cycles into its trend versus cyclical and irregular components.  Figure 3 shows annual cycle relatives for the Waco MSA computed by dividing real personal income per capita by its long-run growth trend and multiplying by 100.  A cycle relative that equals one hundred means that the economy’s performance that year was equal to the long-run trend rate.  A value of 95 would imply that the economy performed 5 percent below its predicted trend during that year; while a value of 105 would imply that the economy performed 5 percent above its predicted trend during that year.  Irregular forces including the closing of General Tire contributed to some of the cyclical change, but more recent change is attributed primarily due to the business cycle.

The trough in 1991 during the national business cycle resulted in a cycle relative for Waco of 96.1 or about 4 percent below its long-run trend.  In 1999 the peak year prior to the latest recession Waco’s cycle relative for per capita income reached 103.2 or about 3 percent above its trend rate.  Cyclical growth was most important during the 1996-98 period when Waco’s average real per capita income increased from $12,856 to $13,733 or 6.8 percent, based on average 1982-84 prices.  The average annual rate of growth of 3.4 percent during the two-year period was 2 percent higher than Waco’s average long-run rate of growth.  The 2001 recession wiped out the earlier gains, resulting in average per capita income for the year in 1982-84 prices that averaged $13,571 or $162 per capita lower than in 1998.  However, the 2001 cycle relative was 98.3 or only 1.7 percent below the Waco MSA long-run trend performance in per capita income.
Employment Effects on Waco Income per Capita

The basic economic model of economic growth predicts that per capita income growth comes from a single direction—productivity gains.  Higher productivity can be achieved (1) by increasing the amount of physical capital for each worker through savings and investment, (2) by increasing human capital through education and training, and (3) through technological progress or innovation.  In regional markets, public officials and private businesses might be able to execute purposeful strategies that expand their abilities to produce goods and services.  Local taxes and public infrastructure are forms of savings and investment that directly involve the public sector to affect productivity.  More human capital through better education and training also affects the pace in which new technologies can be adopted.  Researchers identify several factors as statistically reliable indicators for relative growth among 48 states in the U.S. (omitting Hawaii and Alaska), led by the number of patents issued, followed closely by levels of education, and then by measures of industry specialization.  In recent years, states with higher levels of aggregate manufacturing jobs grew more slowly, even though these states initially had higher levels of income.  Today, states with larger than average professional and business service sectors have experienced faster income growth.  

Table 1 under the column named “coefficients” shows the estimated percent change in Waco real income per capita generated annually from 1969-2004 by a one percent change in the number of employees in construction; manufacturing; wholesale trade; retail trade; finance, insurance, and real estate; other services; and government.   For example, the regression coefficient for manufacturing employment is 0.184, meaning that a one percent increase in manufacturing employment increases real per capita income by 0.184 percent.  (It should be noted that the coefficient is statistically significant only at the .09 percent level, so there is a relatively large confidence interval around this estimate.)   The largest gains in per capita income have been contributed by jobs in finance, insurance, and real estate (elasticity of .38), government (elasticity of .32) and in other services (elasticity of .17), bolstered especially by employment in education and professional health care.  These jobs are knowledge intensive and reflect the growth in income among the more educated sectors of the economy. 
Table 1

Estimated Percent Change in Waco Real Income per Capita Generated by a 

One percent Change in Waco Industry Employment

	Dep. Var. LINC/CAP

	R² = 0.961

	Independent variables
	Regression coefficients
	Standard. error
	t (df=28)
	p-value

	Intercept
	4.0077
	0.9202
	4.355
	.0002

	LCONS
	0.1096
	0.0683
	1.604
	.1199

	LMFG
	0.1836
	0.1048
	1.752
	.0907

	LWHTR
	0.1467
	0.0901
	1.628
	.1147

	LRTR
	-0.6819
	0.3018
	-2.259
	.0319

	LFIRE
	0.3675
	0.1406
	2.614
	.0142

	LSERV
	0.1707
	0.0659
	2.591
	.0150

	LGOVN
	0.3185
	0.1232
	2.584
	.0153


Calculated from REIS data

The relative low elasticity of manufacturing jobs is due to structural changes that are affecting this sector.  Table 2 shows from the correlation matrix among the model’s variables that while manufacturing has the lowest simple correlation with income per capita among the six sectors, it is strongly correlated with jobs in wholesale trade, finance, insurance, and real estate, and other services.   Many of the higher-ordered salaried manufacturing functions have been outsourced to jobs in other service-oriented sectors, leaving behind a higher percentage of production wage earners that still experience relatively high incomes but a slower pace of growth.  Certainly, the rising importance of knowledge-based industries is correlated to the growth in advanced manufacturing and the demand for educational services in the region.
Table 2
Correlation Matrix of Model Variables

	
	Lrinc.cap
	LCONS
	LMFG
	LWHTR
	LRTR
	LFIRE
	LSERV
	LGOVN

	Lrinc.cap
	1.000
	
	
	
	
	
	
	

	LCONS
	.943
	1.000
	
	
	
	
	
	

	LMFG
	.535
	.458
	1.000
	
	
	
	
	

	LWHTR
	.731
	.651
	.717
	1.000
	
	
	
	

	LRTR
	.962
	.953
	.487
	.697
	1.000
	
	
	

	LFIRE
	.955
	.907
	.635
	.820
	.963
	1.000
	
	

	LSERV
	.950
	.916
	.479
	.688
	.965
	.941
	1.000
	

	LGOVN
	.836
	.881
	.123
	.363
	.897
	.759
	.843
	1.000


Source:  Computed from REIS data
It is interesting to note in Table 2 that while Waco construction jobs have a strong positive correlation with income per capita, their primary impact is through the retail trade; finance, insurance, and real estate; and service sectors.  Holding these effects constant, the marginal elasticity of construction jobs with respect to Waco per capita income is only 0.12.  Although retail trade is positively correlated to income per capita, it actually has a negative elasticity when other components of employment are held constant.  A one percent increase in retail trade jobs has resulted in a 0.68 percent decrease in average real per capita income in Waco. 
Waco versus Peer City Performance

Long-run growth theory predicts that per capita income among competitive cities will tend to converge if they share similar economic climates.  Over time, the movement of labor and capital should remove differences in the amount of capital per worker, a concepts known as capital equalization.  However, factors like innovation and a skilled labor force appear to make a big difference in explaining why some cities have higher levels of labor productivity and grow faster than others.   One way of testing Waco MSA competitiveness is to compare its level and growth in per capita income with its peers. 
	
	Table 3
	
	

	                Predicted Initial 1969 Real Income per Capita, Average Annual 

	Texas MSA
	 Initial Real  
	Avg. Annual
	Stability 

	 
	Inc. per Person
	Growth Rate
	R2 %

	Abilene, TX 
	$9,880
	1.16%
	80.5%

	Amarillo, TX 
	$11,139
	0.91%
	70.7%

	Austin-Round Rock, TX 
	$9,444
	2.07%
	95.4%

	Beaumont-Port Arthur, TX 
	$10,765
	0.94%
	70.5%

	Brownsville-Harlingen, TX 
	$6,063
	1.26%
	89.4%

	College Station-Bryan, TX 
	$7,719
	1.38%
	94.8%

	Corpus Christi, TX 
	$9,684
	1.18%
	84.4%

	Dallas-Fort Worth-Arlington, TX 
	$11,791
	1.61%
	96.3%

	El Paso, TX 
	$7,698
	1.16%
	90.5%

	Houston-Sugar Land-Baytown, TX 
	$11,866
	1.58%
	90.5%

	Killeen-Temple-Fort Hood, TX
	$9,451
	1.16%
	92.3%

	Laredo, TX 
	$5,610
	1.53%
	87.0%

	
	
	
	

	 (Table 3 continued)
	
	
	

	Texas MSA
	 Initial Real  
	Avg. Annual
	Stability 

	 
	Inc. per Person
	Growth Rate
	R2 %

	Longview, TX 
	$9,479
	1.42%
	91.7%

	Lubbock, TX 
	$9,681
	1.28%
	91.0%

	Midland, TX 
	$14,108
	1.11%
	66.0%

	Odessa, TX
	$11,802
	0.18%
	2.4%

	San Angelo, TX 
	$11,089
	1.15%
	88.2%

	San Antonio, TX 
	$9,163
	1.68%
	97.7%

	Sherman-Denison, TX 
	$9,594
	1.18%
	84.6%

	Tyler, TX
	$10,261
	1.45%
	91.3%

	Victoria, TX 
	$9,649
	1.40%
	84.7%

	Waco, TX 
	$9,388
	1.21%
	93.2%

	Wichita Falls, TX 
	$11,130
	0.93%
	81.3%

	MSA Average
	$9,671
	1.26%
	83.5%


Source:  Computed from REIS data
Table 3 presents the predicted 1969 beginning value of real per capita income based on 1982-84 average prices and the average annual growth rate in inflation-adjusted per capita income through the year 2004 for Texas MSAs.   In column four is the percent of total variation in per capita income that is explained by a constant rate of change trend model, Y = abt, i.e. the model’s R2.   A higher R2 means that there is on average less variation in actual per capita income from the amount predicted by long-run trend forces.  A lower R2 implies greater variation in per capita income from its long run potential due to business cycle and irregular factors.  
An ideal economic growth scenario would generally be characterized by relatively stable growth in per capita income that does not place an undue burden on the quality of life of existing residents through greater external costs in the form of congestion, pollution, or excessive taxes to meet demands for over crowded public infrastructure investment.  Over the 25-year period Waco’s real per capita income increased at an average growth rate that was slightly below the average among Texas MSAs, failing to close the slight negative gap below the state average at the beginning of the period.  The good news is that the Waco economy exhibited much more stability than the state average. 
A closer inspection of Table 3 shows that the highest growth rates in real per capita income in Texas have occurred in larger cities that enjoy significant agglomeration economies.  Ranking highest by annual growth rates are Austin-Round Rock (2.07%), San Antonio (1.68%), Dallas-Ft. Worth (1.61%), and Houston-Sugar Land-Baytown (1.58%).   Among 13 intermediate-sized metro areas including Waco, shown by shaded values in Table 3, average annual growth in per capita income amounted to 1.18 percent, or slightly below Waco’s average annual rate of 1.21 percent.   Among the same group of similar-sized cities the measure of stability equal to the percent of variation explained by trend forces in Waco of 93.2% was second only to Bryan-College Station’s 94.8%.  Waco is considerably more stable than the average stability measure of 84.6% measured by the other 12 similar-sized MSA in the selected peer group.   
Table 4 shows that Waco is an exception to a strong positive relationship between the growth rate and stability among Texas MSAs (correlation r = 0.81). Also, on average, Texas MSAs that exhibited a higher initial level of income per capita in 1969 have been more unstable and grew at a slower pace.  The slower pace of growth for higher initial per capita income levels shows that some convergence in per capita income has occurred among Texas MSAs.  But, a closer inspection of Table 3 shows that a primary reason for the inverse relationship between initial income and future growth is due to the Austin-Round Rock MSA that began with below average income in 1969 but since that time has grown significantly faster than any other area of the state.  In fact, over the more recent period income growth has diverged between the largest versus intermediate-sized Texas cities.
	
	Table 4
	
	

	                            Correlation Matrix Among Texas MSAs Initial  
	

	                           Real Income per Capita, Growth, and Stability

	

	 
	Initial Income
	 
	 

	 
	Per Capita
	Growth Rate
	Stability

	Initial Income Per Capita
	 1.000 
	 
	 

	Growth Rate
	 -.270 
	 1.000 
	 

	Stability
	 -.386 
	 .811 
	 1.000 

	Source: Calculated from Reis Data
	
	
	


Population Growth and Labor Mobility
Growth in per capita income is driven by increases in labor productivity that add to the demand for labor.  Based on recent performance among Texas metro areas it is not surprising that except for border cities population growth is fastest in larger cities that have the highest growth in per capita incomes.  The long-run regional adjustment of income differentials due to higher labor demand would predict higher labor supply until wage rates adjusted for differences in the cost of living converge.  But, if agglomeration economies increase productivity faster in larger Texas cities this convergence may not occur.  This is especially true among occupations that benefit disproportionately from locating in a cluster of firms that share labor pools or better matching between employer needs and worker skills.  

Table 5 shows estimates of population among Texas Metropolitan Areas by the U.S. Bureau of Census.   Mid-year 2005 population for Texas estimated by the Bureau of the Census amounted to a 9.63 percent increase.  Among non border Texas MSAs Austin-Round Rock grew 16.22 percent over the same period, followed by Dallas-Fort Worth-Arlington (12.75%), Houston-Sugar Land-Baytown (11.98%), and San Antonio (9.24%).  Among non border intermediate-sized MSAs, Tyler grew 9.09 percent, followed by Killeen-Temple-Fort Hood (6.29%), Sherman-Dennison (5.64%), Amarillo (5.36%) and Waco (5.22%).  Negative population growth occurred in only three areas, Wichita Falls (-3.46%), Abilene (-1.22%) and San Angelo (-0.39%).  
	Table 5

	Population Estimates for Mid-Year 2005 and  2000-2005 Population 
Change for All Metropolitan Statistical Areas in Texas

	 
	 
	 
	 
	 

	Metropolitan
	2000
	Mid-yr. 2005
	Numerical
	Percent

	Statistical
	Census
	Population
	Change
	Change

	Area*
	Count
	Estimate
	2000-05
	2000-05

	 
	 
	 
	 
	 

	Abilene
	160,245
	158,291
	-1,954
	-1.22

	Amarillo
	226,522
	238,664
	12,142
	5.36

	Austin-Round Rock
	1,249,763
	1,452,529
	202,766
	16.22

	Beaumont-Port Arthur
	385,090
	383,530
	-1,560
	-0.41

	Brownsville-Harlingen
	335,227
	378,311
	43,084
	12.85

	College Station-Bryan
	184,885
	189,735
	4,850
	2.62

	Corpus Christi
	403,280
	413,553
	10,273
	2.55

	Dallas-Fort Worth-Arlington
	5,161,544
	5,819,475
	657,931
	12.75

	El Paso
	679,622
	721,598
	41,976
	6.18

	Houston-Sugar Land-Baytown
	4,715,407
	5,280,077
	564,670
	11.98

	Killeen-Temple-Fort Hood
	330,714
	351,528
	20,814
	6.29

	Laredo
	193,117
	224,695
	31,578
	16.35

	Longview
	194,042
	201,501
	7,459
	3.84

	Lubbock
	249,700
	258,970
	9,270
	3.71

	(Table 5 continued)
	
	
	
	

	Metropolitan
	2000
	Mid-yr. 2005
	Numerical
	Percent

	Statistical
	Census
	Population
	Change
	Change

	Area*
	Count
	Estimate
	2000-05
	2000-05

	Odessa
	121,123
	125,339
	4,216
	3.48

	San Angelo
	105,781
	105,367
	-414
	-0.39

	San Antonio
	1,711,703
	1,869,797
	158,094
	9.24

	Sherman-Denison
	110,595
	116,834
	6,239
	5.64

	Texarkana
	89,306
	91,555
	2,249
	2.52

	Tyler
	174,706
	190,594
	15,888
	9.09

	Victoria
	111,663
	113,356
	1,693
	1.52

	Waco
	213,517
	224,668
	11,151
	5.22

	Wichita Falls
	151,524
	146,276
	-5,248
	-3.46

	     State of Texas
	20,851,820
	22,859,968
	2,008,148
	9.63


 Source: U.S. Census Bureau
Table 6 presents estimates of annual mid-year population in the Waco MSA from the 2000 census through 2005.  Waco’s growth in total income accelerated in 2003 and 2004 due to both above average growth in real per capita income but also to faster growth in population.  Net domestic migration was extremely strong during this period, marking a major reversal that occurred during the recession induced economic downturn in 2001.  Population growth slowed slightly in 2005, but the area still added almost 2 thousand persons and over 800 additional households. 

Table 6

Waco MSA Annual Population Estimates and 

Components of Change, 2000-05
	Date
	Population
	
	Components of Natural Change and Migration

	
	
	% 
	Total
	Births
	Deaths
	
	

	
	
	Change
	Change
	
	
	Foreign
	Domestic

	2000
	213,517
	
	1,969
	-
	-
	-
	-

	2001
	215,496
	0.9
	1,979
	4,096
	2,485
	849
	-399

	2002
	217,170
	0.8
	1,674
	3,222
	1,983
	668
	-169

	2003
	219,652
	1.1
	2,482
	3,379
	1,908
	643
	448

	2004
	222,765
	1.4
	3,113
	3,383
	2,028
	583
	1,244

	2005
	224,668
	0.9
	1,903
	3,397
	2,133
	535
	35


Source:  Texas A&M Real Estate Research Center

Figure 4 shows that Waco’s population growth has been relatively steady, averaging about 1 percent per year.   Based on estimates of growth in the labor force over the past year the growth in population in 2006 grew about 1 percent but is projected to grow at a slightly slower pace in 2007, still adding about 2 thousand persons and 800 additional households to McLennan County.
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  Source:  U.S. Census Bureau

Recent Economic Performance

Although personal income data since 2004 is not available at the time of this analysis, Figure 5 shows that seasonally-adjusted employment increased at a faster rate during the years 2005 than during the previous two years and substantially exceeded the long-run growth rate.  

[image: image4.emf]Figure 5
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Source:  Texas Workforce Commission

Using employment elasticity estimates of real per capital income with respect to employment growth, local real per capita income increased 2.6% in 2005.  Growth in population added another 0.9%, resulting in estimated growth in real income of 3.5%.  Annual employment growth of 3.2 percent reported for July 2006 compared with the same period in 2005 indicates in a similar annual rate of growth in area income.  

Figure 6 indicates that employment growth over the past year has not been fully matched by growth in the labor force, resulting in a seasonally-adjusted unemployment rate in the Waco MSA below 5 percent since April 2005.  The actual unemployment rate during the summer months exceeds 5 percent due to seasonal forces affecting public school employment.  Although the August 2006 unemployment rate remained unchanged at 5.0% compared with August 2005 because matching expansion in the labor force, more than 2,970 new jobs were created during past year for an annual rate of 2.9%.  Although national economic forces are projected to slow, growth momentum locally will increase Waco MSA employment by at least 2% in 2007.  Based on this rate of new employment, real output in the economy is projected to increase at least 3%.
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Source:  Texas Workforce Commission

Central Texas Inflation Rate

The rate of increase in the average price level for a typical household basket of goods is called the inflation rate.  Higher prices can reflect both higher levels of demand for goods and services and shortages in key resources that drive up costs.   Figure 7 shows that the inflation rate in Central Texas has increased significantly over the past year.  The dominant force affecting higher inflation has been rising energy prices that affect transportation costs, especially gasoline, and the cost of heating or cooling.  For example, in May 2006 overall prices were 4.3 percent higher than the previous year, but the index for all items less food and energy prices (often referred to as the core index) increased only 1.6 percent over the same period.  Transportation costs increased 6.8 percent in April-May compared with a year ago, primarily because of a 26.5 percent increase in gasoline prices that reflected a higher future price of oil, mostly in response to uncertainty in the Middle East.  This was almost as high as the 30.6 percent increase associated with Hurricane Kattrina.  Historically high energy prices are less likely to increase at the same rate and, if fact, may fall or at least stabilize in 2007.  The Federal Reserve is also committed to a reaction function based on existing and expected core inflation of no more than 2 percent, which is below the recent pace.  Although inflation rates may show more volatility in 2007, I would expect average inflation both nationally and locally to be below 3 percent next year.  The local CPI is not adjusted for seasonal influences and shows more volatility than the national index, but longer run trends in consumer prices in the Waco MSA are very similar.
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  Source:  Baylor Center for Business and Economic Research
 

Waco Housing Demand

Growth in the number of households, rising income per capita, lower interest rates due to Federal Reserve policy in response to the 2001 recession, and reduced federal income tax rates have been responsible for significant expansion in local   residential housing production and sales over the past few years.  Today, there is rising concern that higher mortgage interest rates and slower projected economic growth will reduce the pace of new housing starts.
Figure 8 shows the number of single family housing units sold each month in the Waco MSA from January 2004 through June 2006.  Despite higher and, perhaps, because of rising mortgage rates sales of single family housing increased during 2006 compared with 2005, continuing the upward trend growth over the past few years.  Year-to-date MLS sales through September 14 2006 amounted to 1,827 homes compared with 1,779 for the same period in 2005.  Compared with a year ago through August there are 40 percent more existing homes on the market, amounting to 3,127 units compared with 1,867 units a year ago.  The increase in existing homes on the market is primarily due to the desire by many home owners to trade up to new homes taking advantage of appreciated equities due to rising market prices.  However, the demand for housing is beginning to slow under the impact by higher mortgage rates, rising utility bills, and higher property taxes that lower the affordability rate.  Home buyers may have purchased housing that was affordable two years ago but now are facing the strain of higher monthly costs due to rising property taxes and utility bills.  The higher supply of existing housing units relative to demand will place downward pressure on prices in what has become a buyers market in 2006 compared with a seller’s market a year ago.  Potential buyers can expect seller price concessions and more choices over the next several quarters until inventories are reduced.
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Figure 9 shows that the lower affordability rate may already be impacting on the average selling price of housing in June 2006 compared with the previous year, even though the number of single family housing units sold increased significantly.  This slower housing demand for existing housing will eventually slow the demand for new housing by local residents.  
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  Source:  U.S. Census Bureau
  Figure 10 shows annual single family and total, including multifamily, housing permits from 2000 through 2005.  Figure 11 shows single family unit building permits over the past six quarters through the second quarter of this year.   Steady growth in new single family housing was supplemented by strong growth in multiunit housing of more than five units per building in 2004; however, in 2005 and 2006 most of the addition to housing has been single or two family units.  
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  Source:  U.S. Census Bureau


Any slowdown in local housing demand is not yet reflected by a slower rate of new construction in single family housing.  Builders remain optimistic about future demand, but they need to be more cautious in terms of speculative housing next year based on slightly slower growth in demand for new housing.  The increase in the prime interest rate will increase the short-run cost of funds to potential developers, although the long-term mortgage rate will remain relatively stable based on the real rate of return on longer term investment plus inflationary expectations.
Table 7

Average Home Value Appraisals for School Districts,

2005 & 2006

	School District
	            Average Home Value
	2005-06 

	 
	2005
	2006
	% Change

	 
	 
	 
	 

	Waco
	$57,599
	$62,271
	8.1

	Midway
	$120,849
	$129,191
	6.9

	La Vega
	$35,480
	$40,487
	14.1

	Robinson
	$82,163
	$88,899
	8.2

	China Spring
	$109,111
	$117,598
	7.8


Source: McLennan County Appraisal District

Table 7 shows that there is considerable disparity in average appraised home values in different parts of the Waco urbanized area.   Most of the high valued new

housing units are in the Midway and China Spring school districts.  The higher prices of new and existing housing in these areas reflect stronger demand among affluent households for these two outlying areas.  However, despite their higher average prices the percentage increase in average home values in these two areas is slightly below the average of La Vega, Robinson, and Waco.  This is because of the lower initial appraised values on average in among these jurisdictions and because they have experienced less relative growth in higher priced newer housing.  
Table 8 shows that residents in China Spring especially have experienced a significant increase in total appraised property values due to higher relative growth of new higher price housing compared with previous area housing.  The percent change in McLennan County property tax valuations increased 8 percent and the average valuation per housing unit increased 7 percent in 2006 compared with 2005.  This past year has been especially favorable for increased housing developments and commercial ventures driven by household spending, reflected by the increase in property tax valuations.  
Table 8
   Total Property Valuation and 2005-06 Percent Change Among Jurisdictions

	Taxing Authority
	    Total Tax Value in $Millions
	% Change

	 
	2005
	2006
	2005-06

	Governments
	 
	 
	 

	McLennan County
	$8,263.4
	$8,924.8
	8.00

	Waco
	$4,947.1
	$5,305.3
	7.24

	Hewitt
	$468.4
	$511.0
	9.08

	Woodway
	$633.4
	$677.2
	6.91

	Lacy-Lakeview
	$190.0
	$209.0
	10.04

	Bellmead
	$247.8
	$276.6
	11.64

	Robinson
	$367.8
	$419.5
	14.06

	School Districts
	 
	 
	 

	Waco
	$3,075.6
	$3,217.4
	4.61

	Midway
	$2,382.6
	$2,595.1
	8.92

	China Spring
	$349.6
	$396.5
	13.42

	Lorena
	$248.3
	$269.7
	8.63

	Source: McLennan County Appraisal District
	
	


In 2007 slower growth in real household disposable income and higher interest rates are expected to slow the pace of demand for new housing and some commercial ventures will be delayed until the economic horizon becomes clearer.  Indeed, as Table 9 shows, the average cost per unit of new single family building permits in the City of Waco the first six months of 2006 versus the same period in 2005 decreased 4 percent, although there has been a slight increase in the value of multiunit housing permits.  When coupled with slower price increases in average selling prices of existing homes it will be more difficult for local tax jurisdictions to generate new revenues from higher tax appraisals next year.  Although housing values are unlikely to fall for the entire county, housing prices are projected to increase at no more than the overall inflation rate of about 3 percent in 2007.
Table 9

City of Waco January through June Cumulative Housing Permits 

	Item
	Cumulative Totals 
	January through June

	
	Units  
	Built
	% 
	Unit
	Cost
	%

	
	
	
	Change
	
	
	Change

	 
	2005
	2006
	2005-06
	2005
	2006
	2005-06

	Single Family
	268
	317
	18.28
	$155,106 
	$148,893
	-4.00

	Total
	346
	375
	8.38
	$136,730
	$138,003
	0.93

	Source: U.S. Census 
	
	
	
	
	


Non Housing Construction

While housing demand has received the most attention as the driving force of economic expansion over the past few years, commercial and public infrastructure construction projects are increasing significantly.  Legends Crossing continues to develop as the site for the $172 million investment, included $125 million in hospital   construction by Hillcrest Health System, completion of the Providence Hospital $48.5 million expansion by Providence Hospital, and the potential expansion of McLennan Community College upon approval of a bond issue are significant “big ticket” expenditures.  Highway construction at Interstate 35 and Loop 340 continues.  Construction of Sanderson Farms Hatchery will add jobs to local subcontractors.  The year 2007 promises to be another big year for infrastructure investment to accommodate expanding traffic flows and additional commercial ventures. 

The new Chamber of Commerce building and development of heritage square, the remodeling of the Hilton Hotel, and several commercial and residential developments in Downtown Waco will also generate construction jobs in 2007.  One can only speculate the impact on construction if Waco is chosen to host the Bush Presidential Library.  The Clinton Library is directly or indirectly responsible for about $500 million in new construction in Little Rock, Arkansas.
Waco MSA Retail Sales

The growth rate in Waco retail sales over the last two years is impressive in terms of both its stability and the fact that it represents higher unit gains as inflation rates remained relatively tame for most retail items except gasoline and some food products.  
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Figure 12 shows the annual percent change in nominal Waco MSA retail sales from the first quarter of 2000 through the fourth quarter of 2005.  Consumer spending decreased significantly during the 2001 recession, falling 4 percent in the second quarter of 2001 compared with the same quarter in 2000.   During the four quarters of 2005 retail sales increased at an annual rate of 4%.  
Table 10 shows the strong influence of the construction boom on sales of building materials.  However, automotive sales and apparel sales have been adversely affected by higher interest rates and higher fuel prices that have reduced discretionary income.   Food store sales have been strong as have sales by several new drug store establishments in the area.  Restaurant sales were 3 percent higher than a year ago supported by more choices among local eating establishments and the increase in dual earning households who eat away from home, especially on Friday and Saturday nights.   

Table 10

Waco MSA Area Retail Sales in 4th Quarter 2005 and

Area Percent Change from Previous Year
	 
	Waco 2005
	        Percent Change from 4th Quarter 2004

	Category
	4th Quarter 
	Waco
	Dallas
	Austin
	Temple
	Texas

	 
	Retail Sales
	 
	Ft.Worth
	 
	Killeen
	Total

	Building material
	$47,631.2
	16.7
	13.7
	20.9
	16.6
	10.7

	General merchandise
	120,104.9
	2.9
	10.6
	14.1
	5.9
	15.1

	Food stores
	171,193.0
	9.6
	6.7
	6.9
	0.2
	6.2

	Automotive
	187,191.2
	0.6
	-1.9
	-11.2
	-1.5
	5.4

	Clothing
	  30,369.4
	1.0
	-2.1
	6.1
	-11.3
	0.9

	Home furnishings
	  50,753.0
	2.2
	12.5
	12.3
	16.0
	7.0

	Restaurants
	  82,476.0
	3.0
	2.3
	3.6
	6.6
	4.0

	Drug stores
	  29,394.8
	16.5
	10.1
	10.0
	-1.5
	-0.8

	Liquor stores
	    5,292.7
	10.1
	-2.7
	6.8
	-10.0
	4.8

	Misc. retail
	100,720.3
	1.1
	5.7
	6.1
	-7.0
	4.5

	Total
	$826,180.2
	4.5
	5.4
	5.2
	2.9
	6.6


   Source:  Texas Comptroller of Public Accounts
Retail sales data for 2006 are not yet available, but unit sales tax rebates to local jurisdictions data shown in Table 11 indicate that retail sales were strong in early 2006 but fell in early summer.  When compared with the same period in 2005 the City of Waco’s net sales tax receipts in August, based on June sales, fell 0.33 percent from August of last year, although their year-to-date net sales tax receipts in August were up 6.22 percent.  Bellmead and Lacy Lakeview to the east and Hewitt and Woodway to the west are increasing their share of the total county sales tax receipts as they attract new commercial investments.  For all county jurisdictions year-to-date unit sales taxes in 2006 increased 8.26 percent compared with the same period in 2005.
Table 11

Net Sales Tax Receipts in the Month of August and January-August Year to Date 

2006 and Percent Change from Same Periods in 2005

	
	
	Payment 
	in August
	Net Payment 
	Year to date

	Jurisdiction 
	Tax rate 
	2006
	2005-06
	2006
	2005-06

	 
	 %
	Dollar amt.
	% change
	Dollar amt.
	% change

	 Bellmead                  
	1.50
	$255,546
	14.57
	$1,819,540
	14.55

	 Beverly Hills             
	1.50
	$51,693
	2.1
	$337,715
	6.64

	 Bruceville Eddy           
	1.00
	$6,274
	-8.35
	$41,630
	10.31

	
	
	
	
	
	

	(Table 11 cont.) 
	
	
	
	
	

	
	
	Payment
	in August
	Net Payment 
	Year to date

	 Jurisdiction
	Tax rate 
	2006
	2005-06
	2006
	2005-06

	 
	 %
	Dollar amt.
	% change
	Dollar amt.
	% change

	 Crawford                  
	1.50
	$4,681
	-12.84
	$33,324
	-4.39

	 Leroy                   
	1.00
	$705
	21.56
	$3,529
	54.34

	 Lorena                 
	1.50
	$25,898
	9.66
	$134,162
	15.81

	 Mart                    
	1.25
	$11,812
	48.74
	$64,553
	39.06

	 McGregor                
	1.50
	$66,534
	3.95
	$377,618
	11.80

	 Moody                     
	1.00
	$4,105
	-13.11
	$26,529
	-12.06

	 Riesel                   
	1.25
	$6,052
	10.71
	$34,923
	6.43

	 Robinson                  
	1.50
	$89,510
	21.93
	$537,029
	21.36

	 Ross                      
	1.00
	$515
	-22.05
	$3,130
	35.67

	 Waco                      
	1.50
	$2,425,988
	-0.33
	$18,013,864
	6.22

	 West                      
	1.50
	$36,050
	-2.28
	$239,587
	16.91

	 Woodway                   
	1.50
	$181,878
	17.53
	$1,039,907
	20.05

	CountyTotal                                                                                                                             
	 
	$3,373,905
	3.20
	23871490
	8.26

	Source: Texas Comptroller of Public Accounts
	
	
	


Undoubtedly, many consumers turned conservative toward the end of the second quarter in lagged response to higher interest rates initiated by the Federal Reserve and rising inflation led by higher gasoline prices that bit into household disposable income.   The recent decrease in gasoline prices may help to build consumer confidence, but household spending in 2007 is still likely to remain conservative during the foreseeable future.  During the past two years consumer spending in building products for home remodeling, home furnishings, and appliances have been exceptionally strong.  In 2007 the rate of spending in these areas is projected to decrease along spending on other durable goods.
Key Sources of Economic Development

Historically, the driving force of Waco’s economic fortune has been performance in the manufacturing sector, although spending by households on new construction has been the fastest growing sector during the past few years.  Export demand for manufactured goods adds income from outside the area.  Additional spending by local suppliers and workers derived from basic income causes total income to increase by a multiple amount.  The limit to this “multiplier effect” is the leakage from local spending generated by non local taxes, savings, and imports.  Export demand for more goods and services that depend more on local resources, such as educational services provided by Baylor, have a higher multiplier than out-of-county demand for goods that depend on suppliers from outside the area.

Manufacturing income remains an important contributor to basic income in the Waco MSA, but other important sectors contribute basic income.  The export of higher education services (spending by students from households outside the county), regional health care services provided by our area hospitals that reach beyond the county, tourist and convention spending by out-of-county visitors, regional shopping facilities that attract out-of-county visitors, and business and professional services that extend beyond the immediate area.  Dollar spent locally that would otherwise leave the area also have a direct economic impact that further adds to local income.  Hence, while McLennan Community College serves mostly local residents, the money spent by these area households adds to local income rather than income in other cities.  Many of the service industries, like hospital services, are beginning to create supply linkages that add additional jobs and increase their multiplier effect.  The leisure and hospitality industry is also an important component of our export industries that is relatively efficient in that visitors place lower demand on public services that can strain their capacity.  Economic policy to improve amenities in the local sector is becoming more important in attracting new investors and visitors that add local income while at the same time increasing the quality of life of existing taxpayers.
Industry employment data may not the best measure of the sector’s impact on total income due to differences in the degree of labor productivity and the relative roles of various occupations within each industry.  In fact, in today’s “winner take all” labor market there is a much variation from top to bottom within occupations as there is among occupations.  Table 12 shows the results of a survey of occupations in 2005 for McLennan County by the Texas Workforce Commission.  Clearly occupational data that crosses industry lines give a better picture of the source of total county income than total industry employment.  For example, production workers averaged $11.97 per hour while managers $33.80 per hour. The average hourly wage for all McLennan County workers in the survey was $14.45 per hour.  The average entry wage was $7.00 per hour and experienced wage (approximately 75th percentile) was $18.18.   
Table 12
Waco MSA Employment, Average Hourly Wage, Entry Wage, and 
Experienced Wage by Occupation in 2005

	Occupational Title
	Employed
	Avg. Hrly Wage
	Entry Wage (hr)
	Experienced Wage (hr)

	Total all occupations
	97,260
	$14.45
	$7.00
	$18.18

	Management Occupations
	4,160
	$33.80
	$17.55
	$41.92

	Business and Financial Operations Occupations
	3,110
	$21.37
	$12.08
	$26.02

	Computer and Mathematical Occupations
	1,090
	$25.28
	$15.27
	$30.28

	Architecture and Engineering Occupations
	1,140
	$25.53
	$13.73
	$31.43

	Life, Physical, and Social Science Occupations
	480
	$23.27
	$13.11
	$28.36

	Community and Social Services Occupations
	1,110
	$16.43
	$10.01
	$19.64

	Legal Occupations
	870
	$32.61
	$16.21
	$40.82

	Education, Training, and Library Occupations
	6,840
	$17.84
	$8.56
	$22.49

	Arts, Design, Entertainment, Sports, and Media Occupations
	1,000
	$14.61
	$6.63
	$18.60

	Healthcare Practitioners and Technical Occupations
	4,700
	$24.45
	$12.88
	$30.23

	Protective Service Occupations
	1,250
	$16.02
	$8.19
	$19.94

	Food Preparation and Serving 
	9,030
	$7.25
	$5.93
	$7.90

	Building and Grounds Cleaning and Maintenance Occupations
	2,820
	$8.23
	$5.88
	$9.41

	Personal Care and Service Occupations
	2,360
	$8.21
	$5.93
	$9.35

	Sales and Related Occupations
	9,640
	$12.28
	$6.52
	$15.15

	Office and Administrative Support Occupations
	17,060
	$12.17
	$7.74
	$14.38

	Construction and Extraction Occupations
	4,650
	$12.95
	$8.50
	$15.17

	Installation, Maintenance, and Repair Occupations
	4,820
	$14.80
	$9.08
	$17.66

	Production Occupations
	10,430
	$11.97
	$7.76
	$14.08

	Transportation and Material Moving Occupations
	7,320
	$11.89
	$7.43
	$14.12

	Laborers and Freight, Stock, and Material Movers, Hand
	1,510
	$9.05
	$7.20
	$9.98

	Source: Texas Workforce Commission
	
	
	
	


Table 13 shows that there is much less variation in entry level wages among Texas Metro Areas than among experienced wages.  For example, the average 2005 entry wage in Waco of $7 per hour compared with slightly over $8 per hour in Austin and Dallas.  Entry level workers are most likely to enter low wage occupations that require less education and skills training.  
Table 13

Entry Wages and Experienced Wages in Texas Metro Areas

	Metro Area (MSA)
	Estimated Employment
	Avg. Hrly Wage
	Entry Wage (hr)
	Experienced Wage (hr)

	Abilene
	60,800
	$13.39
	$6.48
	$16.85

	Amarillo
	104,310
	$15.37
	$7.03
	$19.53

	Austin-Round Rock
	686,150
	$18.71
	$8.19
	$23.97

	Beaumont-Port Arthur
	152,960
	$15.59
	$6.86
	$19.95

	Brownsville-Harlingen
	114,720
	$12.25
	$6.04
	$15.36

	College Station-Bryan
	84,810
	$15.85
	$6.80
	$20.37

	Corpus Christi
	168,470
	$14.89
	$6.87
	$18.90

	Dallas-Plano-Irving 
	1,920,240
	$19.28
	$8.13
	$24.86

	Fort Worth-Arlington
	788,330
	$17.75
	$7.83
	$22.71

	El Paso
	257,490
	$14.14
	$6.50
	$17.96

	Houston-Sugar Land-Baytown
	2,282,410
	$18.76
	$7.72
	$24.28

	Killeen-Temple-Fort Hood
	111,250
	$14.23
	$6.99
	$17.85

	Laredo
	79,250
	$13.50
	$6.42
	$17.04

	Longview
	85,930
	$14.63
	$7.00
	$18.45

	Lubbock
	120,020
	$15.51
	$6.77
	$19.88

	McAllen-Edinburg-Mission
	195,300
	$12.72
	$6.15
	$16.01

	Midland
	55,190
	$16.56
	$6.87
	$21.41

	Odessa
	51,390
	$15.11
	$6.92
	$19.20

	San Angelo
	41,470
	$14.08
	$6.49
	$17.88

	San Antonio
	760,050
	$15.76
	$7.25
	$20.01

	Sherman-Denison
	42,260
	$14.66
	$7.05
	$18.47

	Texarkana, TX-AR  
	39,720
	$14.71
	$6.85
	$18.63

	Tyler
	88,410
	$15.11
	$6.97
	$19.17

	Victoria
	47,550
	$15.34
	$6.99
	$19.52

	Waco
	97,260
	$14.45
	$7.00
	$18.18

	Wichita Falls
	57,880
	$14.17
	$6.85
	$17.83

	Source: Texas Workforce Commission
	
	
	
	


Experienced wages in Austin and Dallas are $6 to $7 dollars per hour higher than in Waco, reflecting the impact on productivity of more specialized workers that characterize larger metropolitan areas.  Waco’s average wage for experienced workers compares favorably with other similar-sized metro areas in Texas.  For a more detailed look at occupational wages within each of the broader classifications in Table 12 follow information provided at the following the following web site:  http://www.tracer2.com/cgi/dataanalysis/?PAGEID=94&SUBID=142
Healthcare and Educational Services
The largest industry sector in Waco in terms of total employment is education and health services, followed by government, manufacturing, retail trade, and leisure and hospitality.  Healthcare is closely linked with local educational services.  McLennan Community College and TSTC, linked with Waco ISD, offer career training opportunities for healthcare workers.   The Family Health Center is a key resource for residency training and local health care services.  The VA Hospital is an important contributor with almost 800 employees. The healthcare sector is projected to be a significant creator of new jobs in the Waco economy as the regional markets of our two nonprofit hospitals expand and the demand for healthcare increases.  The aging of the population and the increased attractiveness of smaller metro areas for retirees will add to the demand for Waco’s growing healthcare service sector as it becomes an increasingly important element in attracting new residents and employers to the area. 

July 2006 total employment in health care and education services in the Waco MSA reached a record 19,200 workers.  Normally, seasonal influences affecting education workers result in fewer jobs during the summer months, but June and July employment in 2006 averaged 2 thousand higher than for the same two months a year ago.  Waco is expanding the regional market of health care services with new investment along West Loop 340 that will be more accessible to the surrounding region.  The thriving growth in Waco’s hospital and healthcare services sector already accounts for more than 15% of the area employment and is reaching the critical mass necessary to attract additional supporting medical supply companies.  The health care and education service sector will continue to expand in 2007.  Enrollment at Baylor, TSTC, and, especially, McLennan Community College continues to increase.  Population growth and increase in the number of local households is increasing the demand for teachers and staff as well as school administrators.  
Source:  Texas Workforce Commission
Manufacturing
Figure 13 shows that seasonally-adjusted manufacturing employment increased by over 2000 workers in January 2005 and has remained steady since that time.  However, above average gains in labor productivity have increased manufacturing income by more than the amount predicted by employment growth. 
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   Source:  Texas Workforce Commission
Chamber of Commerce and other Waco development professionals are focusing on aviation and aerospace and advanced manufacturing as primary sources of higher income manufacturing jobs that add more to labor productivity and income than to the number of jobs.  Aviation and aerospace is one of the six industry clusters identified by the State of Texas for economic growth.  With available development acres and nearby training facilities in a free trade zone adjacent to the TSTC airport in non congested skies the future is bright for attracting additional aviation firms and other advanced manufacturers that will benefit from an industrial airport and the absence of trade duties, similar to the development of Alliance Airport north of Fort Worth.  The reopening of Caterpillar, expansion and relocation of Dell Computer, opening of Sanderson Farm’s hatchery, location of Clarke Products, and expansion of other facilities have increased over the past year and will add to the number of area manufacturing jobs in 2007.  But, while production jobs are increasing some company managerial functions have been outsourced and are no longer classified as manufacturing.  Waco is a manufacturing intensive metro area that is reflecting a rising trend among intermediate-sized metro areas in the nation that are experiencing a higher percentage of manufacturing jobs in production as many companies elect to local their management groups and corporate headquarters in larger metropolitan areas with more urbanization agglomeration economies. 
While the number of jobs in manufacturing jobs has remained stable since that time, total wage income in manufacturing has increased significantly.  The quarterly wage survey in the first quarter of 2006 reported an average weekly wage of $978 or a full-time annual equivalent of $50,856 per worker.  This amounted to an annual average increase in manufacturing income of 10.8% from the first quarter of 2005 even though the number of jobs was basically unchanged.   Manufacturing employment in Waco is projected to increase in 2007 with the addition of Sanderson Farms, but even more important is the continued increase in existing worker productivity and income of Waco’s total diversified manufacturing base.
Leisure and Hospitality

It goes without saying that a key force that will affect projected growth in visitor income is President Bush’s decision he is expected to make early next year regarding the location of his presidential library.   However, as Figure 14 shows, Waco’s hospitality and leisure industry employment has expanded rapidly over the past three years.  
The number of museums, the Cameron Park zoo, historic homes, recreational venues, theatrical and musical productions, art exhibits, and sporting events have increased dramatically over the past three years, creating more local jobs and adding to the number of local hotels and maintaining relatively high hotel occupancy rates.    Certainly some of this interest is being created by the possibility of successfully attracting the Bush Library, but local venues and events are attracting more visitors while at the same time keeping more spending by local citizens within the area.
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Source:  Texas Workforce Commission
Hotel occupancy rates during the first two quarters of 2006 averaged 61.8% as the number of nights sold increased by 3,000 compared with the same period a year ago.  The supply of local hotel rooms is barely keeping pace with demand with the addition of 3 new hotels and 2,000 additional rooms this year compared with a year ago.  New entry into the hotel market has focused on intermediate prices rooms with the strongest demand growth in rooms priced from $70-$80 per night.  However, there continues to be considerable interest among potential investors for a full service hotel on the banks of the Brazos River site proximate to Baylor and the convention center.  The renovation of the Hilton Hotel and the addition of its conference center adjacent to the convention center will add to local hotel amenities, but there remains additional latent demand for convention traffic that would respond to more nearby full-service rooms.

The development of the hospitality and leisure attractions is an important ingredient in attracting not only visitors by also new investors among today’s footloose industries.  Young professionals are attracted to the presence of social interaction among other groups with similar interests.   Larger, more diversified cities like Dallas and Austin are strong competitors for newly college educated workers and “power couples” who share a joint labor function within the household.  The important of two-worker incomes is even more important in today’s asset based spending pattern that has focused on change in homeowner equity.  

Professional and Business Services

A future challenge that Waco faces is how to remain competitive with other larger cities in the market for college educated professionals and providers of business management services.  Figure 15 shows that over the past two years, despite relatively strong growth in total employment, the number of workers in the professional and business service industry have decreased.  As shown in Figure 16 the number of workers in professional and business services in Waco fell in 2006 but increased significantly in the Dallas-Plano-Irving and the Austin-Round Rock metro areas. 

Changes in technology are enabling corporate managers and professional service firms to separate geographically from their production facilities and cluster in larger metropolitan areas where they benefit from better access to urbanization agglomeration economies such as international air travel.  
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Waco is like many intermediate-sized cities around the country that are experiencing the effects of a widening gap between company management and service functions and their production operations.  Figure 16 shows that in the Central Texas region Dallas-Plano-Irving and Austin-Round Rock have experienced strong growth in professional and business service employment in 2006 while Waco has experienced lost employment in this sector.  
There are some people who think that the difficulty in maintaining Waco’s college educated professionals is due to image issues, especially among younger professionals who may have been disproportionately impacted by the Branch Dividian fiasco.  Older professionals are more likely to see this event as one of many alarming incidents that have occurred in their lifetime.  With time, the impact of this image on Waco is fading and new images will emerge.  In my mind, the most effective way of improving Waco’s image is a strategy to promote the perception of Waco as a favorable environment for interaction among creative and imaginative people.  
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Over the past two years, beginning with citizen participation in the battle to save the V.A. Hospital, there has been a significant increase in citizen input of plans and visions that have been developed by a number of local economic development groups and officials.  The emphasis is now shifting toward a “can do” policy of implementation that with active collaboration among participating groups will significantly change Waco’s image and can improve our competitiveness in attracting and maintaining professional and business service workers.   The plan can begin with strategies to develop new leisure and entertainment venues along the Brazos River corridor and residential as well as commercial use of properties in downtown Waco.  Visibility of an attractive city along Interstate 35 that is already underway will also pay large dividends as it affects the perception of Waco in the minds of many travelers.

Can Waco overcome the agglomeration economies of scale that seem to be attracting college graduates and “power couples” to larger areas?  First, the benefits of size are not always positive.  Higher congestion, pollution, and living costs in larger cities will reverse trends if they exceed gains in worker incomes.  Table 14 shows that Austin workers need 5.2% more income to compensate for their higher cost of living.  And, these measures do not place a value on lost leisure time spent in commuting.  Second, in the long run workers location preferences among cities will equate differences in net benefits received that combine the positive effect of higher income with the negative effect of higher congestion, pollution, and living costs.  Sometime in the future many of these households may seek a city that offers less congested public amenities that offers a higher quality of life.  The policy conclusion is that Waco should focus on implementing strategies that increase its quality of life and attractiveness as a living environment.  These same strategies will attract outside business investors and “footloose” firms, encourage more young professions to stay in the area, and attract outside visitors.

	Table 14
Differences in Cost of Living in Waco versus Austin

	
	

	If you move from Waco TX to Austin TX...

	Groceries will cost:
	2.87% more

	Housing will cost:
	7.47% more

	Utilities will cost:
	1.51% less

	Transportation will cost:
	9.08% more

	Healthcare will cost:
	3.57% more

	Source: ACCRA 
	


Summary and Conclusions

The national economy has dealt with many challenges over the past five years, beginning with the 2001 recession and the September 11, 2001 terrorist attack.  Waco is not immune influences that affect the national and global economy, including a business cycle recession.  However, the magnitude of cyclical influences have been relatively small in Waco compared with many other parts of the country and Waco has more than shared in the national and statewide prosperity of the past several years.  The driving force has been the increase in labor productivity that has enabled real income per capita to grow among Waco’s basic industries.  The diversity in manufacturing, strong regional growth in the healthcare and educational services sectors and additional attractiveness to regional visitors has contributed to Waco stability as well as growth.


Total growth in both the labor force and employment increased dramatically during the summer months of 2006, increasing at an average annual rate of almost 3% compared with a little over 1% during the first three months of the year.  The increase in the reported unemployment rate from 4.8% in January to 5% in August is misleading because of strong growth in the labor force since that time that matched over 2,500 new jobs created since the beginning of the year.  

Strong growth in employment is attracting new residents enabling Waco’s population to grow by about 1% annually, adding about 800 new households to the county.  Growth in income and number of households and relatively low mortgage rates have resulted in record increases in housing starts that show little sign of letting up in 2006 to date compared with a year ago.  However, higher property taxes and utility costs and slightly higher mortgage rates have reduced the affordability rate for housing over the past year and are expected to slow the pace of growth in demand for both new and existing housing in 2007.  But, although the rate of growth in housing demand will slow slightly there is no sign of significant collapse in housing prices or sales in the local market.  


Households continue to spend on discretionary items.  Dual earning households continue to crowd restaurants and spend on leisure activities.  But, bigger ticket items like automobiles and appliance sales are slowing and will remain slow in the near term relative to their sales rates over the past two years.  However, consumer confidence is receiving a boost from recent decreases in gasoline prices that, if maintained, should keep holiday sales relatively stable.  Waco will also benefit from several new establishments that will keep more local sales dollars in the community.


Commercial construction on hospitals, on educational services (especially if the MCC bond is approved by voters), in Legends Crossing, and at other new retail and commercial locations will keep construction workers busy next year.  Local subcontractors are also heavily involved in the Sanderson Farms construction.  Public spending on transportation infrastructure will continue at its current pace.


Waco is leveraging its relationships with Baylor and TSTC in the development of it’s the aviation and aerospace industry, one of six industry clusters identified by the State of Texas as a focus for regional economic development.  Agglomeration economies are developing among existing firms and potential intermediate suppliers adds to both the number of jobs and labor productivity and income of existing jobs.


A challenge facing Waco and many intermediate sized cities is to attract younger professional and business service workers.  The growth in distance saving technology is causing many companies to separate their production facility locations from their company management locations.  To offset these competitive forces it is necessary to implement new strategies that visibly increase the amenities and quality of life of residents.  While younger workers and newly educated “power couples” may initially locate their joint labor households in larger cities to lower the cost and risk of employment change, the increase in living costs, commuter costs, pollution, and crowded public amenities can eventually make smaller, less crowded cities more attractive to households, especially if amenities are geared toward more selection among entertainment and eating establishments.  Local amenities to attract innovative, footloose employees can have cumulative benefits for existing households that attract new investors and visitors.  


Waco has an excellent climate for doing business that has been recognized by national publications.  Over the past two years since the success of the VA Hospital tasks force Waco has developed through community collaboration a much clearer vision of how we can shape Waco’s future based on local policy initiatives rather than being at the mercy of outside forces.  I am confident that Waco is on the verge of generating an even stronger, sustainable economy that will add to worker productivity and incomes and the quality of life of our citizens.
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