The Case for Action

Economic Conditions in the District of Columbia, August 2015

economicgrowthdc.org
egdcfoundation.org
Dave Oberting
Executive Director
dave.oberting@economicgrowthdc.org
202.670.4403

68.3 s/m

**Unless otherwise noted, all figures refer to the District
proper, not the region.

“The District’s economy is firing on all
cylinders.”
Tom Sherwood, July 1 2014

**Tom Sherwood, the dean of the District’s press corps, wrote the line above in
his “Reporter’s Notebook” on the NBC4 website in July of last year. Many other
pundits and politicians have referred to the District’s economy in similarly
glowing terms. They see the 60+ construction cranes and the 300 shiny new
restaurants and just assume the District’s economy is growing by leaps and
bounds. Is it true?

DC Real GDP Growth
2007
2008
2009
2010
2011
2012
2013
2014

2.54%
3.28%
-1.30%
2.79%
1.93%
0.04%
-0.61%
1.55%

Average 1.28%

**The U.S. Bureau of Economic Analysis releases state level gross domestic product (GDP)
figures once a year. GDP is essentially the sum total of all goods and services sold in the
District in a given year. “Real GDP” refers to figures that have been adjusted for inflation, as
opposed to nominal GDP which have not. Real GDP is the more accurate measure.

Year
2006
2007
2008
2009
2010
2011
2012
2013
2014

Amount (billions)
$94.94
$97.35
$100.56
$99.26
$102.02
$103.99
$104.04
$103.41
$105.02

**Real GDP in Chained Dollars is just a different way of saying the
figures have been adjusted for inflation.

Year
2007
2008
2009
2010
2011
2012
2013
2014

Amount
$169,473
$173,305
$167,596
$168,598
$167,840
$164,248
$159,962
$159,386

% Change
+2.26%
-3.30%
+0.60%
-0.45%
-2.14%
-2.61%
-0.36%

**GDP per capita takes GDP and divides it by the total number of District
residents. This allows for a more accurate comparison with other
jurisdictions. GDP per capita has declined in 5 of the past 7 years. It
generally means economic output is not keeping pace with population
growth.

Source: US Bureau of Economic Analysis
**DC derives 35% of its economy from government spending. The national average is 12%.
An economy should never be dependent on one sector. If that sector shrinks, comes
under pressure, or is rendered obsolete by technological innovation, the entire economy is
at risk.

1. Georgetown University
2. George Washington University
3. Washington Hospital Center
4. Children’s National Medical Ctr
5. American University
6. Howard University
7. Georgetown U. Hospital
8. Catholic University
9. Fannie Mae
10. Booz Allen Hamilton

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

Allied Barton Security Services
Red Coats
GW University Hospital
Providence Hospital
Sibley Memorial Hospital
Howard University Hospital
Advisory Board Company
Marriott Hotel Services
GW Medical Faculty Associates
Safeway

**The list of the District’s 20 largest employers is dominated by educational institutions and
hospitals. When people talk of diversifying the District’s economy, they shouldn’t just think
in terms of diversifying away from the federal government, they should think in terms of
entering into more fast-growing, high-value industries like micro-manufacturing.

Name

GDP (billions)

All Industries
Private Industries
Goods Producing Industries
Services Producing Ind.
Government

$105.02
$68.42

Professional/Business Services
Finance, Insurance, Real Estate
Education, Healthcare, Social Assistance
Other services (except government)
Information
Arts, Hospitality
Administrative
Trade

$24.93
$13.75
$7.87
$6.58
$5.99
$4.21
$3.18
$2.26

$1.37
$67.05

$36.60

Name

Transportation & Utilities
Retail Trade
Construction
Utilities
Wholesale Trade
Management of Companies
Transportation & Warehousing
Manufacturing
Agriculture
Mining, Oil & Gas Extraction

GDP (billions)
$1.47
$1.30
$1.2
$1.08
$968 million
$614 million
$364 million
$189 million
$0
$0

Source: U.S. Bureau of Economic Analysis

**The District has a locally oriented business-to-government centered economy. It needs
to transition to an export-led business-to-business economy. If a DC resident buys
clothes at a store owned by another DC resident, that is counted as economic activity
(GDP) and it’s important, but it’s merely moving DC money around. Exporting goods and
services brings someone else’s “new” money into the District, and is therefore more
valuable than a purely local transaction. The same principle holds for travel and tourism.
When a non-DC resident visits the District, they inject more valuable “new” money into the
local economy. Opening new markets for the District’s business, professional and
technology services that can be exported nationally and internationally should be a top
economic priority.

Source: US Bureau of Economic Analysis

**This chart illustrates the differences in the rates of growth since 2007 of the
economies of the District and North Dakota, a state with a similarly sized population.














DC
2013 – $103.41 billion
2014 - $105.02 billion
Growth: 1.55%
ND
2013 - $45.39 billion
2014 - $48.23 billion
Growth: 6.26%
2014 Ohio: $532 billion, 11 million people
2014 US: $17.42 trillion, 318 million people


Source: US Bureau of Economic Analysis

**We would say North Dakota has benefitted disproportionately from the shale gas
revolution and so it doesn’t make for a fair comparison. They would say we’ve
benefitted disproportionately from our proximity to the federal government. Since those
factors essentially cancel each other out, it remains a relatively good comparison. The
District’s economy is more than twice as large as North Dakota’s. For now.

DC = 1.55%
MD = 0.83%
VA = 0.02%
Source: U.S. Bureau of Economic Analysis
**Sequestration has had an impact on the economies of all three jurisdictions, but does
not account for all of the slow growth in any of them. The fact that the District
outperformed VA & MD just means we were a little less bad last year.










Leading

Lagging

Stock Market
Manufacturing Activity
Inventory Levels
Retail Sales
Building Permits
Housing Market
New Business Startups

Changes in GDP
Income & Wages
Unemployment rate
Consumer Price Index
Currency Strength
Interest rates
Corporate Profits
Balance of Trade
Value of Commodity
Substitutes to U.S. Dollar






http://www.moneycrashers.com/leading-lagging-economic-indicators/

**National economic indicators were mildly positive in June. As slow as the recovery has been, the U.S.
is the bright spot in the global economy. China, India, Europe and South America are all struggling. As
it moves towards a more export-oriented economy, the District will be more exposed to the global
economic conditions.

























GDP Growth
Unemployment
Unemployment by Education
Unemployment by Race
Median Income by Education
Median Income by Race
Income Mobility
Income Inequality Comparison
Income Inequality over Time
Population Growth
Job Growth
Job Quality
Retail Sales Taxes Paid
Corporate Income Taxes Paid
Venture Capital Invested
Venture Capital Comparison
Housing Permits
Median Home Prices
Business Licenses Issued
Poverty
Poverty over Time
Poverty by Race

**These are the indicators Economic Growth DC uses to
measure the health of the District’s economy. The list is not
exhaustive, but it gives a good gauge of both performance and
sentiment.

GDP Growth
2007
2008
2009
2010
2011
2012
2013
2014

2.54%
3.28%
-1.30%
2.79%
1.93%
0.04%
-0.61%
1.55%

Average 1.28%

**The up or down arrow in the upper right corner
indicates our judgment on whether that indicator is a
positive or negative indicator. Sometimes they’re not
intuitive. For instance, if the unemployment rate is
trending down, we give that an up arrow and vice
versa.

U6 unemployment rate =
• People who are unemployed
and actively looking for a job
• PLUS, those working part-time
involuntarily
• PLUS, those who have given up
looking for work altogether

**The most common measure of unemployment, the U3
rate, or headline rate, counts the number of people who are
unemployed and actively looking for a job. The U6 rate is a
more comprehensive measure of unemployment.

2014

2013



Bachelor’s & above

4%

3.7%



HS Diploma or less

21.65%

20.85%

`

Source: U.S. Census Bureau

**Figures from the U.S. Bureau of Labor Statistics indicate that the U3 unemployment rate
declined slightly from 2013 to 2014. However, the Census Bureau shows a slight increase in
unemployment for the same period. The U3 rate for District residents with a high school
diploma or less constitutes a crisis. Keep in mind this rate does not include discouraged
workers or those working part-time involuntarily.





White
Hispanic
African-American

2013

2012

4.1%
10.4%
20.0%

4.0%
9.8%
18.7%

Source: U.S. Census Bureau

**According to the Census Bureau’s American Community Survey, unemployment rose
across all three sub-groups from 2012 to 2013. Rates for 2014 should be available later
in the year.







Graduate or Professional Degree
Bachelor’s Degree
Some College
High School Diploma
Less than High School Diploma

2013
$96,318
$65,465
$39,461
$31,632
$23,548
Source: US Census Bureau

**Median income declined in all categories from 2012 to 2013

2012
$97,853
$65,995
$40,498
$32,230
$23,556

2015








White
Asian
Native American
Hispanic
African-American

$113,631
$84,146
$63,074
$62,631
$41,394
Source: DC Health Matters

**The District has one of the largest disparities in income between whites and
African-Americans of any jurisdiction in the country.

Source: DC Office of Chief Financial Officer
**39% of singles who started in the bottom quintile of the income distribution in DC remained in
the bottom quintile 10 years later. 28% of singles who started in the bottom quintile moved up one
quintile in the 10 year period and 33% moved from the lowest quintile to the middle-class (40th to
60th percentile). For those starting in the bottom 2 quintiles, the chances of moving up are about
50/50.

State
2013 Rank
DC
1
Louisiana
2
New York
3
Massachusetts
4
Mississippi
5
Alabama
(tie) 7
New Mexico (tie) 7
New Jersey
8
California
9
Connecticut
10

Top20%
>$151,132
>$94,740
>$120,906
>$134,004
>$79,596
>$88,967
>$90,478
>$141,057
>$124,936
>$138,034

Bot20%
<$20,151
<$16,322
<$21,159
<$24,181
<$14,509
<$16,625
<$16,927
<$27,002
<$23,980
<$26,599

Inequality Factor
7.5
5.8
5.71
5.54
5.49
5.35
5.35
5.22
5.21
5.19

Source: U.S. Census Bureau

**DC was the most unequal jurisdiction in America in 2013. Its top 20% of wage
earners had the highest income in the country. The bottom 20% of District wage
earners fall in the middle of the distribution.

Year
1929
1949
1969
1989
2009
2012

Gini Coefficient
0.4912
0.4024
0.5072
0.6042
0.6181
0.6646
Source: Sam Houston State University

**The Gini Coefficient is a standard measure of income inequality. It works on a
scale of zero to one, with zero being a distribution of income that is perfectly
equal, and with one being perfectly unequal. With the exception of the period
surrounding 1949, inequality in the District has risen steadily over time.










District

2014
2013
2012
2011

Region = 6,033,737
U.S.
= 318,857,056

658,893
649,111
635,040
620,427

2014
2014
Source: U.S. Census Bureau

**Population in the District has increased steadily recently, but as you’ll see in the
next slide, the rate of increase has declined markedly in the last couple of years.
A steadily increasing population is critical for continued economic growth. New
residents bring both demand for goods and services and the ability to increase
output through hard work.

Source: DC Office of Chief Financial Officer
**Population growth has dropped precipitously from its high in 2011. The CFO’s office
expects population growth to continue to decline, then level off near 5,000 new
residents per year. Why is this happening? Our theory involves two factors: a decline in
the number of good jobs available to prospective new residents and the rising cost of
housing in the District. These factors will be examined in upcoming slides.

Civilian Labor Force – Total Employed - DC Residents Only
May 2014
May 2015
April 2015

344,900
356,600
356,200

+11,700
+400

+3.39% since 5/14
+0.11% since 4/15

Source: DC Department of Employment Services

**These figures are seasonally adjusted. There were 11,700 more DC residents employed in May of
2015 than there were in May of 2014. There were 400 more DC residents employed in May of 2015
than there were in April of 2015. Is this job growth sufficient to meet the District’s needs? The
District must produce enough really good jobs to attract and then employ the people moving to the
District every month and the people who are unemployed, but actively looking for work. It also needs
to create enough jobs to provide full-time work for those working part-time involuntarily, and it
needs to entice discouraged workers back into the workforce. We would argue the District’s job
growth is not sufficient to meet those requirements, and that‘s before taking into account job quality.






9/13 to 9/14
Lost 3,600 federal jobs valued at $168,267
Gained 10,100 valued at $88,374 each.
Source: Center for Regional Analysis

**Since the recession, the District has been losing high-value jobs and replacing them with
lower-value jobs. While this is a national problem, it is particularly acute in DC because of the
loss of the unusually high-value federal jobs. To get a degreed millennial to move halfway
across the country, you need two things: good jobs and affordable housing. The District is
losing ground on both.







FY2011
FY2012
FY2013
FY2014
FY2015 YTD

$1.01 billion
$1.11 billion +100 millon
$1.14 billion +$30 million
$1.17 billion +$30 million
$819 million

Source: DC Office of Chief Financial Officer

**Retail sales is one of the key measures of the health of the national economy. As that
number is not available at the District level, we’ve substituted sales taxes as a proxy for
retail sales.



2013

$453.28 million



2014

$415.55 million


-$37.73 mm
-9.09%

Source: DC Office of Chief Financial Officer

**Many District companies are organized as pass-through entities such as partnerships and
sub-chapter S corporations. They generally pay income taxes through the individual tax code.
Of the businesses organized as sub-chapter C corporations, corporate income tax collections
were down substantially from 2013 to 2014.












Q2 2015
Q2 2014
Q1 2015
Q1 2014
-34.61%

$59,700,000 (MapBox $52mm)
$90,000,000
$61,045,900
$94,671,000

2014
2013
2012

$242,247,100
$288,480,500
$59,966,200
Source: PriceWaterhouseCoopers

**Venture capital invested in District companies declined from 2013 to 2014, and
declined again in the first half of 2015. Venture capital investment is down 34.61% in
the first half of 2015 versus 2014. Note that these figures represent institutional
investment only. Angel investments are not included.

Location

2014

Silicon Valley
New England
NYC Metro
Texas
DC Region
DC Only

$24.55
$7.14
$5.16
$1.42
$1.08
$0.242

in billions

2013 in billions
$12.72
$3.31
$3.18
$1.33
$1.57
$0.288

**The DC region was the only major region in the country to see a decrease in venture capital
invested from 2013 to 2014. One of the major things DC’s tech ecosystem lacks is a major
science and engineering research institution. Silicon Valley has Stanford, Boston has MIT, Austin
has the University of Texas, and NYC will soon have Cornell Tech (http://tech.cornell.edu/futurecampus). These institutions produce not only the graduates that staff and found technology
startups, but the technology itself for commercialization.






5/2014 to 5/2015
4,494
+26%
5/2013 to 5/2014
3566
Source: DC Office of Chief Financial Officer

Average since 1990: 1,169
Average needed by 2033: 5,262
Source: Washington City Paper

**Housing permits were up substantially over last year, but they will have to
remain at or above that level every year in order to meet the demand for
housing from existing residents and new arrivals.



6/2014

$479,734



6/2015

$489,463

+2.03%
Source: Greater Capital Area Realtor’s Association

**Home prices continue to increase at a rate in excess of the rate of inflation. This helps DC residents
who already own their own home build wealth. For people looking to buy, price appreciation puts more
housing out of reach. This is especially burdensome for young couples and first-time homebuyers. It
can cause them to put off marriage or having children, which then has an impact on enrollment at DC
schools and so on.




2013
2014

8,961
9,932 +10.83%
Source: DC Department of Regulatory & Consumer Affairs

**This statistic is valuable, but it only tells us half the story. In order to know the full story, you have be able to determine how
many District companies have gone out of business each year. The important number is the net gain of new businesses. It
should be noted that large numbers of company failures are not necessarily bad. As long as new business formation exceeds
business failures by a healthy clip, failure can be a positive sign of churn. In fact, failing is an important part of startup culture.
Making it quicker and easier for businesses to fail aids new company formation.





88,773 2014
1.9%
64%

Source: Dr. Harry Holzer, Georgetown University

**There were 88,773 adult DC residents who
lived in poverty in 2014. 1.9% of them
worked full-time at some point during the
year. 64% of them did not work at all. We argue
that the District doesn’t have a poverty problem
per se, as much as it has an unemployment and
underemployment problem.
**The poverty rate in the District is 18.9%. The
extreme poverty rate is 10.3%. There are multiple
definitions of extreme poverty, with one of the
most common being those who live on under
$2 per day.

Source: DC Fiscal Policy Institute, U.S. Census Bureau

1989
DC 15.0%

1999

2009

2013

17.3%

17.6%

18.9%

Source: U.S. Census Bureau

**We attempted to locate poverty rates dating back to the advent of home rule in
1973, but could only find Census records dating back to 1989. Poverty has
increased steadily in the District since then.

2014




White
Hispanic
African-American

6%
23%
39%
Source: U.S. Census Bureau

**Poverty is not spread evenly throughout the District of Columbia. The poverty rate for
African-American single mothers is 47%.



Persistently Slow Growth



Persistently High Unemployment – High School & Below



Persistent and Growing Poverty



Persistent and Growing Extreme Poverty



Jobs that are being created are lower-value

1.28%
21.64%
18.9%
10.3%

**Slow growth explains the major challenges the District faces – increased poverty, increased
inequality, high unemployment, an affordable housing crisis and a homelessness crisis. None
of them will be resolved without faster economic growth and the good jobs it brings with it.



While there is no magic bullet, achieving a growth rate 3-3.5% annually
is a prerequisite for meeting the District’s challenges

2.

The economy needs to be stimulated – but how?
More Tax Reform Short-term

3.

Structural Regulatory Reform

4.

Reboot Workforce Development

5.

Accelerate K-12 Reform

1.

Short-term
Medium-term

Long-term

**Assuming our analysis is correct, the District’s economy needs to be stimulated. Our balanced
budget requirement takes deficit spending off the table. That leaves tax and regulatory reform as the
primary policy levers available to elected officials in the District. Slow growth is not inevitable. It’s a
policy choice.

