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. Introduction

PNREAP Analysis of Growth and Change
Among the Major Components of Personal Income
within San Juan County: 1969-2005
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Introduction

Major Components of Personal Income:
Earned Income and Property Income
San Juan County, Washington (1969-2005)

Earned Income Property Income

Current 2000 Percent Percent Current 2000 Percent Percent

Dallars Dallars! Change! of Total Dollars Dollars? Change'! of Total

Year {1,000s) (1,000s) Index? (2000 $s) Income (1,000s)  (1,000s) Index2 (2000 $s) Income
1969 8820 34924 1000 540 5854 23180 1000 358
1970 10,108 38222 1094 944 523 7423 26932 1162 1619 369
1971 11436 41474 1188 851 518 8,203 29,771 1284 1054 374
1972 13331 48730 1338 1267 524 9411 32989 1423 1081 370
1973 15724 52272 1497 118 520 11,280 37499 1618 1387 373
1974 17537 52837 1513 108 502 13451 40576 1748 §07 385
1975 19678 54,732 1567 359 513 13,762 38276 1651  -555 359
1976 23964 63,150 1808 1538 519 16,796 44 261 1909 1564 363
1977 26,903 66575 1906 542 499 20675 51,163 2207 1560 383
1978 32178 74403 2130 1176 504 24463 58,564 2440 1056 383
Paralleling a nationwide trend, the composition of San Juan County's total personal income 1678 37386 79443 2275 677 506 28212 59850 2586 5.99 382
has undergone dramatic change over the past three decades. With few exceptions, transfer P leas B0 aate olBE o SehOp - lesnllt gl e il
payments and property income have increased in their importance, while labor-related eamed lg:; 312% ;32‘3‘? g;ég 232 2;3 g;:gg :ﬁ‘ggg 2?22 23 gg jg?
income declined in relative share. But within this trend there notable and sometimes very 1983 45172 77154 2304 io 7 0s 55012 55109 350 1 045 465
extreme dn‘ferences among individual counties an_d regions as to the extent of the shift in the 1984 54815 84280 2414 935 404 54351 99315 4285 1272 ATH
compaosition of personal income among the three income compaonents, 1085 58070 86755 2484 792 406 56,063 100040 4316 073 468
1986 62195 90,708 2597 455 407 71,055 103626 4471 158 465
The annual total personal incomes estimates compiled by the Bureau of Economic Analysis, 1987 68,799 96,972 2777 691 422 73625 103775 4477 D14 451
(BEA) are among the most comprehensive, consistent, comparable and timely measures of 1988 82265 111,538 3194 1502 421 91,084 123 468 5327 1898 4686
economic activity available on the county and statewide level Personal income estimates are 1888 90562 117,656 3369 548 408 108,291 140689  BO70 1385 487

1880 109,000 135,407 3877 15.08 453 105,755 131,376 566.8 -B.62 440
1891 115,896 138,932 297 8 280 442 118,223 141,722 6114 7.88 451
1992 126,398 147,276 4217 6.01 437 131,523 153,247 661.1 8.13 454

also the best available local level indicator of general purchasing power, and are therefore
central to tracking and comparing county patterns of economic growth and change. Yet, unless

thereis _u_nderstandmg of the deg_ree and magnitude of the pattem of growth _and shifting 1993 134976 153724 4402 438 495 146,005 167 414 7392 024 454
composition among the three major components that underlie total personal income one 1994 140125 156295 4475 187 208 176574 196,950 8407 1784 490
cannot gauge or appreciate the underlying character of income as a barometer for the 1905 14B264 150717 4573 218 406 173355 180191 8162 304 481
economic performance of the local economy. This report offers a comparative perspective by 1996 149150 159439 4565  -017 285 194,471 207,886 395 8 988 5072
examining the changing structure and composition of San Juan County's personal income in 1997 166,995 175586 5027 1011 391 214,441 225433 9726 844 503
relation to the state and nation at large. 1998 184,176 191,894 5495 931 388 242913 253002 10919 1227 512
1988 211104 215,350 8195 1274 415 246,682 252813 10807  -0.11 485

Earned income can be visw as compensation for labor services. Property income 2000 218446 218446 6255 0.97 410 258375 258375 AM47 220 485

2001 226327 221,685 6348 148 M2 261,085 255710 11032 -1.03 475
2002 2249668 217,270 6221 -1.99 401 268,794 258,599 11199 1.52 47.3
2003 237,272 224696 6434 342 401 283,482 268456 11582 341 478

represents payments in the form of dividends, interest and rent for the services of capital
owned by persons. In contrast to the other two components of income, Transfer Payments

are by definition payrments that are not related to the provision of services. Yarious aspects of 2004 255388 235656 6745 483 404 307316 283572 12234 563 482
each income component will be further defined and explained as this discussion and analysis 2005 967502 239927 6870 181 394 373849 290466 12531 243 483
unfolds. j ' ; ‘

12000 constant dollar estimates determined using the chain-weight Implicit Price Deflator for
. . Personal Consumption
Tahles that report the data for the major components of San Juan County personal income

P ! P e 2 \alues are expressed as 100% for 1969 (2000 Dollars) and as a percent of 1969 for the

are posted on the page just preceding this introduction following y sars,

Source: U.S Department of Commerce, Bureau of Economic Analysis and calculations by the author.
Frepared by Gary \W. Smith, Economist and PNREAP Director
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Major Income Components as a Percent of Total Personal Income: San Juan County
2004 vs. 1969 and Component Contributions to Real Income Growth, 1970-2005
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PMRE&AP org, October S, 2007

Major Components of Personal Income, San Juan County, 2005
(Thousands of Dollars)

Earned Income
$267,502

Transfer Payments
§78,922

48.32%

Property Income
$323,849

PHREAP.org, October 5§, 2007

Figure 12.

Figure 12 recaps the theme and distills the results presented throughout this briefing report.
In 1959 earned income comprised 54.0% of San Juan County's total personal income.
Haowever, aver the following 37-year period 1969-2005 earmned income accounted for only
39.3% of the annual real growth in San Juan County's personal income. As a result, by 2005
eamed income's share declined to 39.9%.

Eecause property income alone accounted for 48.9% San Juan County's total personal
income growth over 1969-2005, its share rose from 35.8% in 1969 to 48 3% in 2005, Transfer
payments, in turn, advanced from 10.2% to 11.8% over the same period owing to its 11.9%
contribution to the growth of San Juan County's total personal income.

Page 14

Figure 1.

Figure 1 depicts the composition of San Juan County's personal income among the three
major components for 2005, Met eamings amounted to $267 502,000 or 39 9% of total
personal income; property income totaled $323,849,000 or 45.3%; and transfer payments
summed to $78,922 000 comprising 11.8% of San Juan County's personal income in 2005,
For every $100 of personal income that accrued to the residents of San Juan County in 2005,
about $60 derived from property income and transfer payments.
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Major Income Components as of Percent of Total Personal Income:
San Juan County, Washington and the U.S., 2005
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Figure 2.

What are the differences in personal income composition between San Juan County,
WWashington and the United States? Figure 2 illustrates three major income components--—
eamed income, property income, and transfer payments as a percent of total personal income.
The share of San Juan County's personal income that originates as property income (48 3%)
15 well abave the share nationally (15.6%). The share of San Juan County's personal income
that stems from transfer payments {11.8%) is below the national average | 14.9%).

In combination, property income and transfer payments amounted to 60.1% (48 3% +
11.8%) of San Juan County's income in 2005, Eamed income made up the balance (39.9%) cof
personal income, which amounted to a substantially smaller share than the corresponding
£9.5% for earned income nationwide.
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Major Components Contributions to Real Total Personal Income Growth::
San Juan County, Washington and the U.S., 1969-2005

Percent
L ——
[ Total ncome [ Earned Income
.09 ]| Property Income O Transfer Payments |
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PHREAP. org, Cctober5, 2007

Figure 11.

This report thus far has centered primarily on examining and comparing changes in the
composition of San Juan County's personal income compared with the state and nation over
1969-2005. Figure 11 focuses attention on how much each income component contributed
individually to San Juan County's real personal income growth over the 37-year period. The
annual growith rate of San Juan County's real (inflation adjusted) personal income averaged
6 46% over 19692005, Each component's individual contribution to this total amounted to
2 54% for earned income, 3 .16% for property income and 0.77% for transfer payments, all of
which sum to 6.46%.

In order to gauge each component's contribution to total real income growth the table below
displays each components averall contribution to growth as a percent of total growth . Mote, for
example, transfer payments overall percentage contribution to the average total growth over
19692005 of 11.9% was derived by: 11.9% = (0.77%/6.46% 5100

Earned Froperty Trarefar

Inzorme Irico e F ayme
SanJuan County: G4A6% _ 2.54% . 2AG% i 0.77%
(00%) = (303%) (43.9%) (119%)
W azhington: 373 2.90% - O73% OLE0%
(00%) T (Ed3%) (9E%)  t (164%)
United States: 341% 1.95% 2 052% o 0.52%
(00%) T (BE7%) (18.6%) (1BE%)

*Percent igures may not add due to rounding bya factor of £ 0.1%.
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Figure 10.

Ower the past several decades one of the more heralded changes that has transformed the
character of our economy has been the structural shift in employment and earnings from
goods-producing toward services-producing activities. Though far less widely publicized and
less popularly understood, another change of major significance was the widespread shifts in
the composition of personal income addressed in this briefing report.

The "index of structural change" shown in Figure 10 calibrates the timing and magnitude of
change in the composition of San Juan County's personal income amaong the three major
components compared with the state and nation over 1969-2005. The period of most dramatic
change held in common by San Juan County, Washington and the nation spanned the period
of the late 19705 to the mid-1980s.

Structural change is defined and measured here as the composite change in income shares
among the three income components. Changes in shares are based on differences between
each components share in 1969, and its share of personal income for each year since. Index
values equal the sum of the absolute value of the share changes among the three income
components year-over-year relative to 1969, A rise in the index indicates that in composition of
income among the three major components deviated further away from their 1969 distribution.
MNote: Figure & displayed the share shifts among the three income components over the
interval 1969-2005. Accordingly, the 2005 value of the structural change indices for the county,
state and nation are simply the sum of the absolute values of share shifts reported in Figure 5

Shift-Ire Share
Ind ez W alue Earned Froperty Tranzfer
(2005) Inzome Irizo me Fayment
San Juan County: 282% = |-14.1] + [Mza| + |1.8]
W &= hington: 168% = Fa + 23] + |5.5]
United States:  176% = leg o+ lzo] o+ 155
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Figure 3.

One of the key objectives of this reportis to highlight the growing importance over the past
several decades of property income and transfer payments and to illustrate their emergence
as more prominent components of local area personal income. Figure 3 compares the real
(that is, removing the effects of inflation) cumulative growth of the three major components of
personal income for San Juan County over 1969-2005. The curmulative growth indices express
each income component as 100 for the base year of 1969, and represent each component in
subsequent years as a percent of their level in 1969, The indices enable a direct comparison
of the differences in the cumulative percentage growth of the earned income, property income,
and transfer payments for San Juan County over more than three decades.

Ower the 1969-2005 period, earned income in San Juan County grew by 587 0%, Property
income, however, increased by 1153 1% while transfer payments rose 971.1%. As a general
rule, the growth of property income and transfer payments outpaced the growth of eamed
income. As a result, earmned income declined as a share of total personal income, while
property income and transfer payments increased.
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Major Income Components as a Percent of Total Personal Income:
" . San Juan County, 1968-2005
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» . San Juan County, Washington and the U.S., 1969-2005
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Figure 4.

While the previous graph illustrates the degree of growth among the three major
components of personal income, the above figure traces their changing share and relative
importance over time. Differences in growth among the three components income translates
the changes in their relative share as shown here. Earmed income as a share of San Juan
County's personal income declined from 54.0% in 1969 to 39 9% in 2005, a shiftin relative
share of -14.1%. Offsetting this decline was a 12 5% increase in property income's share from
358%in 1969 to 48.3% in 2005; and a 1 6% advance in transfer payments share, from 10 2%
to 11.8% over the same period.
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Figure 9.

People receive personal income either for participating in current production, or from transfer
payments. Earned income and property income represent payments received for participating
in production. Transfer payments, sometimes misleadingly referred to as "unearned income
are payments made by government to individuals "forwhich no current services are
performed "

Compared with the trend nationwide, transfer payments have played a fairly important role in
the changing composition of San Juan County's personal income. Mationally, transfer
payments as a share of personal income advanced from 8.07% in 1969 to 14 .94% in 2005, for
anet gain of 5.87%. For San Juan County, transfer payments rose from 10.20% to 11.80%
over 1969-2005, for a net gain of 1.60%.

There are vast differences in the mix of transfer payments counties receive, the particulars
of which are beyond the scope of this report. As a general rule social security and government
pension incomes make up the largest general category of transfer payments. Mext in order cf
importance typically comes medical payments for such programs as Medicare, and Medicaid.
Medical payments have driven much of the rapid growth in transfer payments over the past
decade. Further down the scale of importance are payments for income maintenance
programs such as Family Assistance, Food Stamps and Supplemental Security Income (SS1).
Unemployment Insurance Payments is another category, often its relative size and importance
is shaped by local economic conditions and more generally by the ebb and flow of business
cycles. Finally, Veterans Benefits Payments is the remaining category of importance.
Generally weteran's pension and disability payments dominate this group. You may obtain a
detail tabulation of the transfer payments received by San Juan County residents over 1969-
2005 by clicking here.
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Property Income as a Percent of Total Personal Income;
San Juan County, Washington and the U.$., 1969-2005
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Figure 8.

Figure & tracks property income as a share of personal income locally, statewide and
nationally over 1969-2005. Common to all three was the discernable rise and advance to
ancther plateau in property's income share over 1979-82. This period was plagued by double-
digit rates of inflation and associated double-digit rates of interest. As interest income is an
important part of property income they played a leading role in the growth and rise in share of
property income over 1979-82 Moreowver, contained within the period 1979-82 were two back-
to-back recessions. Unlike many recessions, the early 1980s recessions were widely
disbursed regionally so declines in earned incomes share declines were oftentimes observed,
wihich further served to bolster property income's share during this period.

Page 10

Figure 5.

Haow does the shift in personal income composition for San Juan County compare with the
shifts in share among the three major components for Washington and the United States over
1969 to 20057 In the above figure, eamed income's share statewide and nationally declined
by -8.4% and -8.8%, respectively, whereas earned income's share decline by -14 1% in San
Juan County over 1969-2005. Mationally the shift in share of property income and transfer
amounted to 2.0% and 6.8%, respectively, while the carresponding shifts in share in San Juan
County amounted to 12 5% and 1.6%, respectively.

When a notable increase in property income's share is observed often this associates with a
county or region that experienced an influx of relatively affluent retirees.
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Earned Income as a Percent of Total Personal Income:
" . San Juan County, Washington and the U.S,, 1969-2005
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L L T e T Lesas
=== Earned income hy Residence

R | == Earnings by Place of Work:  [ooviing Seidiinnnans SUNRRIRGY SRR AERI IS 0E Feoas
= Adjustment for Residence

5%ﬁ-.7. ....................... s Lo

0% FO%
T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
1370 1375 1380 1385 1330 1335 2000 2005
PMREAR. org, ©ctober 5, 2007 Sear
Figure 6.

Figure 6 above traces earned income as a percent of personal income for San Juan County,

the state and nation over 19692005, Generally, local as well as state and national earned
income share declines were most prominent from 1979 to the mid-1980s.

Some localities and regions experienced pronounced short-term swings in eamed income
because earnings generation was concentrated in industries especially sensitive to major
cyclical swings in the national economy . Mining, wood products and durable goods producing
manufacturing, such as primary metal and transportation {including air and motor vehicle
equipment), are among the most notable cyclically sensitive industries.

Agricultural dependent regions are especially subject to pronounced swings in earned
income owing to the influence of weather on output and production, international swing in
commodity prices, changes in government programs, as well as general cyclical conditions
andtrends. Finally, other factors that have induced abnormal short-term swings in earned
income include major natural catastrophes and very large-scale private or government
construction project such as the building dams and power plants.
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Figure 7.

Figure 7 focuses on a very important dimension of earned income that needs to be
addressed and explained. Personal income, and its three major components, is intended to
measure the incomes of the residents of a region. Accordingly, the eamed income data
reported and presented in this report are "by place of residence " But in fact, earnings data are
first collected and reported as "earnings by place of work " That is, they reflect earnings on the
basis of where workers work, and not on the basis of where they live. To develop an estimate
of earned income based on where workers live, the Bureau of Economic Analysis develops an
"adjustment for residence"” to take into account the eamings of such intercounty commuters.

In addition to showing "earned income by place of residence" as a share of total income,
Figure 7 also displays "earnings by place of work," as well the residence adjustment which
accounts for the difference between the two. This positive adjustment for residence of 6.01%
as a percent of total personal income in 2005 reflects an estimated net inflow of earnings
dollars owing to the overall net effect of workers commuting to and from San Juan County in
2005, So, in 2005 6.01% of San Juan County's personal income derived from workers who
reside locally but who generated eamings from jobs held outside the county.

Fut another way, the residence adjustmentis a fairly significant factor in shaping the
personal income of San Juan County. For every $100 of personal income reported for San
Juan County residents in 2005, $6 .01 derived from jobs held and earnings gamered from
outside the county .
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