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Executive Summary

conomic growth in the United States has slowed
E in recent decades, but the negative effects have
been especially severe in rural America. Although
some rural communities continue to prosper, much of
rural America has faced stagnant economic conditions.
One possible cause of declining economic growth is
declining economic “dynamism” manifested through
long-running trends such as fewer firm startups and
deaths, declining entrepreneurship and innovation
that leads to lower productivity growth, sclerotic labor
markets, and less product market competition.

When examining key indicators of dynamism, rural
America appears to have faced even greater drops dat-
ingbacktothelate1970s. Theseinclude greater relative
declines in migration rates, especially rural-to-urban
migration that has long been a key source of upward
mobility. Rural areas have also seen larger declines in
new-firm creation than their urban counterparts, and
there has been a greater relative shift away from small
to large firms and a relative reduction in the impor-
tance of self-employment. The concern is that both
small and new firms are disproportionally responsible
for net job growth, and localities with greater shares
of small firms and self-employment tend to subse-
quently grow faster in the long run.

When examining rural America as a whole, the
eastern US experienced greater relative drops in mea-
sures of dynamism, especially in a wide swath of the

northeastern region that trended toward President
Donald Trump in 2016. These reductions appear to be
associated with relatively worse rural economic per-
formance, especially in the East.

Although causation of local economic dynamism
and performance is not established, some cautious
policy suggestions are made. First, improve tax and
regulatory policies to better support small firms
and new startups relative to larger firms. Second,
enhance labor supply incentives such as the earned
income tax credit (EITC) and geographically target
such programs by need at the local level by offering
enhanced incentives in depressed regions. Third,
increase local labor market flexibility, enhance
migration incentives, and allow migrants from lag-
ging regions to retain benefits such as enhanced
geographically targeted EITC benefits to further
incentivize migration.

Finally, lessen legal and regulatory constraints that
reduce labor market flexibility such as onerous state
occupational licenses and noncompete legal agree-
ments. Such place-based policies can be problematic
because rent-seeking can lead to resources shifting to
local elites rather than intended beneficiaries, mean-
ing caution is needed in their application. Overall,
since rural areas appear to be most hurt by declining
economic dynamism, such reforms should have the
most beneficial impacts for their residents.
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E conomic growth in the United States has steadily

slowed over the past few decades. Figure 1 shows
average real annual gross domestic product (GDP)
growth by decade dating back to the 1960s. Aver-
age annual GDP growth since 2000 has been about
one-half the average of the 1960s. Even with the lon-
gest economic expansion in history, growth in the
2010s barely exceeded the previous Great Recession
decade. Despite a recent growth spurt, annual GDP
growth for the 2019 was only 2.3 percent, roughly
equal to the decade average.

Other economic indicators also show significant
long-term drops, including employment and wage
growth. For instance, real usual full-time weekly
wages increased only 6.3 percent between 1979 and
2018, while the corresponding change for men was
a decline of 4.3 percent.! Microeconomic theory pre-
dicts that wage growth should closely mirror pro-
ductivity growth, which was the case from the end
of World War II until about 1973, but this changed
shortly thereafter.> Between 1979 and 2018, pro-
ductivity growth totaled 69.6 percent, much faster

Figure 1. Average Annual Percentage GDP Growth by Decade, 1960-2018
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than the 11.6 percent increase in hourly compen-
sation (compared to 93.2 percent between 1948
and 1979). With wage growth greatly trailing over-
all economic growth, household income inequality
also increased,3 which can further reduce economic
growth and social cohesion.

A further development is the growing economic
disparities between “have” and “have not” regions.
Specifically, after the mid-1970s, it was no lon-
ger the case that “poor” counties and states grew
faster on average than their “rich” counterparts,
meaning poor places are increasingly left behind.
The stories of rust belt manufacturing cities such
as Youngstown, Ohio, or Flint, Michigan, are prom-
inent examples.

After the 2016 presidential election, struggles in
rural America rose to the forefront. Yet, rural Amer-
ica’s economic performance is much more diverse
than stories of dying rural towns featured in the media
are, though much of rural America has struggled since
the Great Recession. For example, using US Bureau
of Economic Analysis (BEA) data, per capita per-
sonal income actually grew faster in nonmetro (rural)
America than in metropolitan America between
1969 and 2000, which was also the case during the
2000-10 Great Recession.

However, between 2010 and 2018, per capita per-
sonal income growth in nonmetropolitan Amer-
ica lagged metropolitan America by 5.2 percentage
points. Moreover, as indicated by numerous other
measures such as higher official poverty rates, slug-
gish job growth, and persistent population decline,
wide swaths of rural America are falling behind.
Yet, national trends are not always uniform. For
instance, between 2010 and 2018, nonmetro Wash-
ington State per capita personal income growth
lagged its metro counterparts by 13 percentage
points, while in nonmetro Iowa it grew over 6 per-
centage points faster.

One upshot is that with slow national growth and
rising regional and personal inequality, a large share
of the population has, at best, only partially benefited
from long-term economic growth. It is not media hype
that many people have reasons to feel left behind and
forgotten, especially in lagging regions.

Causes of Slowing Growth and Economic
Opportunity

One obvious cause of slower economic growth is
slowing labor force growth due to the aging popula-
tion. Yet, more problematic is declining productivity
growth. For example, from 1948 to 1979, productiv-
ity growth equaled 2.6 percent, falling to 1.4 percent
between 1979 and 2018. Even more telling, average
productivity growth in the 2010-18 economic expan-
sion period was a minuscule 0.7 percent.4

It is difficult to pin down all the reasons for fall-
ing productivity growth, the decoupling of wage and
productivity growth, and rising regional and personal
income inequality. Possibilities include declining
entrepreneurship, less innovation, political-economy
rent-seeking, diminishing worker bargaining power,
and declining capital investment. I will not focus on
all possible causes. Rather, “declining dynamism” is
emphasized, especially in rural America.

Declining economic dynamism refers to many fac-
tors that potentially lead to a less entrepreneurial,
less innovative, and less flexible economy.

e Labor markets have less job creation and job
destruction.5 Classic Schumpeterian creative
destruction implies that this generally leads to
fewer labor resources flowing to higher-valued
uses. (This is not the same as saying net job
growth has declined—though it has—but net
job growth equals of job creation minus job
destruction.)

e There are lower rates of firm births and deaths.
In terms of firm births, new and small firms
disproportionately create net new jobs nation-
ally.® For local economies, small firms and
greater shares of self-employment are linked to
future economic growth.” For example, a more
recent post-Great Recession phenomena is
low-productivity “zombie” firms kept alive by
low interest rates.® Schumpeterian disruptive
forces and creative destruction are restricted,
slowing the shift of low-productivity resources
to higher-productivity uses.
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e Migration rates are declining, implying fewer
people move to higher-opportunity and higher-
productivity regions.9 Or, people remain in
struggling rural areas, becoming frustrated
with the lack of opportunity. Another result is
reduced national GDP.

e Occupational mobility is declining due to licens-
ing and education requirements.!®

e Labor market fluidity is declining—that is,
employment to unemployment, unemployment
to employment, employment to out of the labor
force, out of the labor force to employment,
job-to-job changes, interstate migration, job cre-
ation, and job destruction.™

e Divergence in per capita income is rising across
regions and counties. Using BEA data, county per
capita income began to diverge in the mid-1970s,
meaning economic opportunities increasingly
became concentrated in high-growth places.

e Industry concentration is rising, which espe-
cially took off in the 1990s, reducing opportu-
nities for new competition or for new business
startups. Monopoly rents also appear to have
increased due to increased rent-seeking and
reduced competition.!2

In what follows, first is a definition of “rural” for
measuring economic performance, followed by a dis-
cussion of the current state of rural America. The lat-
ter discussion highlights what is actually happening
versus the media’s dreary portrayal. For one, rural
America’s long-run problems are largely definitional
in that the fastest-growing rural areas are subse-
quently “promoted” to cities, leaving the remaining
slower-growing places as “rural.”3

In addition, the relative economic success of rural
communities is actually a story of tremendous diver-
sity of both fast- and slow-growing places that relate
to structural factors. Understanding these factors
is crucial for assessing the success of a given rural
community.

After describing the role of key historical drivers
of rural economic success, I turn to the relative dyna-
mism of the rural economy. What stands out is that
key measures such as falling job creation rates and
firm startup rates tend to be more severe in rural areas.
Another feature is the tremendous regional diversity
in relative economic dynamism. For example, the
rural eastern US is notably less dynamic. In particular,
a broad swath across the rural northeastern US tends
to especially suffer from a less dynamic economy,
which happens to be the region that strongly shifted
toward President Trump in the 2016 election. Finally,
policy options are described.

The Current State of Rural America

Before starting, it is necessary to define “rural.” A pop-
ular definition—one generally used by the media—
is that rural areas have lower population densities,
often with a landscape dominated by farms or other
primary-sector activities (e.g., forestry, fishing, and
mining). Picture bucolic landscapes with farms and
small towns. Yet, such a definition is not helpful for
understanding rural economies because we need a
definition based on how residents are economically
organized, not one based on landscape.

To understand local rural economies, one must
consider whether a locality’s population is econom-
ically integrated with nearby cities (regardless of
landscape). If these communities are integrated with
urban economies, they should be treated as urban
for economic analysis. Conversely, rural economies
have relatively weak or virtually no economic linkages
to urban areas via factors such as access to urban
amenities, shopping patterns, or commuting links.

The easiest way to measure whether an outly-
ing region has strong economic connections to an
urban area is through labor market links through
commuting. If a sufficiently high share of its work-
force is employed in an urban area, then the local
economy is interdependent (or dependent) with its
urban neighbor and should be considered part of
the urban economy. Fortunately, this is conceptu-
ally how the Office of Management and Budget and
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Table 1. US Payroll Growth by Type, Selected Periods

2002 to 2010 to 2001 to 2017Q1 to 2018Q1 to
2010 2018 2018 2019Q1 2019Q1
United States ~ -1.31 14.49 12.99 3.1 1.58
US Metro -0.95 16.96 15.85 3.20 1.69
US Nonmetro  -3.19 0.85 -2.38 2.50 0.86

Source: US Bureau of Labor Statistics, Quarterly Census of Employment and Wages.

the Census Bureau define metropolitan statistical
areas (MSAs).

An official MSA includes “outlying” counties with
at least 25 percent of their workforce either com-
muting to the MSA’s core or cross-commuting from
the core to the outlying region. One could quibble
with the exact government thresholds, but the con-
ceptual definition reflects differences between rural
(i.e., nonmetropolitan) and urban (i.e., MSAs) regions
based on economic linkages.'4 In what follows, I use
»

the terms “urban,
changeably, as well as “rural” and “nonmetropolitan.”

metropolitan,” and “MSA” inter-

Rural America’s Economic Performance. Rural
America has typically lagged in most economic out-
comes, but this pattern strengthened after 2000.
Even the longest economic expansion on record after
the Great Recession has barely registered in much of
rural America. Table 1 shows this pattern by reporting
overall rural or nonmetropolitan payroll job growth
compared to MSA job growth for selected periods. It
is remarkable that rural job growth was —2.4 percent
over 2001-18, lagging metropolitan job growth by
18.3 percentage points. More specifically, job growth
from 2001 to 2010 shows that both rural and urban
America struggled. Yet, for 2010-18, rural areas espe-
cially lagged their MSA counterparts.

Examining the period since the 2016 election,
Table 1 shows job growth from the first quarter of
2017 to the first quarter of 2019 and from the first
quarter of 2018 to the first quarter of 2019.'5 These
results display a dramatic improvement in relative
rural performance. Overall, representing a dramatic
reversal, average rural job growth was positive in

2017-19, averaging just over 1 percent per year and
lagging MSA job growth by about only 0.7 percent-
age points, although 2018-19 had slower rural job
growth. To be sure, while overall rural growth has
lagged the MSA average since the Great Recession,
surprising rural pockets have fared relatively well;
for example, rural Ohio’s performance is better than
the national rural average.

Diversity of Rural America Economic Out-
comes. The popular notion is that rural America is
flyover country that has been left behind by boom-
ing coastal cities. Yet, this dreary picture exagger-
ates and does not reflect rural America’s diversity.
For example, since the Great Recession, rural man-
ufacturing has had a stronger recovery than it did in
urban areas, and many rural communities have fared
relatively well.16

The story that rural America has significantlylagged
is somewhat a statistical illusion in how “rural” is typ-
ically defined. Specifically, a major factor depressing
rural or nonmetropolitan growth rates is when a par-
ticular rural county crosses the threshold to be rede-
fined as an MSA county through having either (1) a
principal city that grows above the 50,000 MSA pop-
ulation threshold, making it a metropolitan area, or
(2) commuting rates that cross the 25 percent thresh-
old with an existing MSA. Given that these counties are
prone to be the fastest-growing rural counties, their
promotion to MSA status leaves an ever-increasing
share of rural counties that are slow growing. Thus, if
one were to evaluate long-run rural economic perfor-
mance, it would appear much stronger using historic
definitions rather than the current definition.
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Figure A1 illustrates how simple official reclassifi-
cation of nonmetro counties to MSA status can tan-
gibly alter how relative rural success is judged. In
Figure A1, values are benchmarked to zero in 1970, so
the line represents the percentage change in employ-
ment growth since 1970. The figure shows that when
using 1973 rural and MSA definitions, “small” met-
ropolitan areas with a 1970 metropolitan population
of less than one million and rural America both grew
faster than large metropolitan areas. Indeed, the cur-
rent ruling assumption that large metropolitan areas
have economically dominated is far from clear when
using historical definitions.

Figure A2 shows relative growth rates between 1970
and 2017 for metropolitan areas using the 1973 defini-
tion, nonmetropolitan counties using the 2013 defini-
tion, and counties that were nonmetropolitan in 1973
but changed status to metropolitan in 1973-2013 (i.e.,
counties that were promoted to MSA status). Again,
results are benchmarked to zero in 1970. The results
show that nonmetro counties that were redefined as
metro grew roughly four times faster over 1970-2017
than rural counties as defined in 2013. Even more
impressive is that redefined nonmetro-to-metro
counties grew about 40 percentage points faster than
metropolitan areas as defined in 1973, showing how
redefinitions greatly affect the measurement of rural
performance.

Figures A3-A7 illustrate the diversity of rural
economic performance. They respectively report
employment growth rates for MSAs and various non-
metropolitan groupings based on natural amenities,
proximity to urban areas, and dominant industry in
the nonmetropolitan county. Considering natural
amenities first, Figure A3 shows the nonmetro job
growth rates for low-, medium-, and high-natural
amenity counties using US Department of Agricul-
ture (USDA) rankings.!” High-amenity nonmetropol-
itan counties as defined in 1974 have fared quite well,
with a population growth rate of nearly 170 percent
since 1970, whereas medium- and low-amenity group-
ings had growth of about only 40 percent. Although
not exactly the same as high-amenity counties,
USDA-classified recreation-dependent rural coun-
ties grew well over two-and-a-half times faster than

their other rural counterparts, further supporting the
notion that amenities are important. Overall, natu-
ral amenities and recreational opportunities are a key
component of rural economic success.

Table A1 shows wage and salary employment
growth rates for the amenity groupings since the
Great Recession using Quarterly Census of Employ-
ment and Wages data (i.e., from the first quarter of
2010 to the first quarter of 2019). Table A2 reports
corresponding data from the first quarter of 2017
to the first quarter of 2019. (Table A3 has variable
definitions and sources.)! These tables use 2013
MSA definitions. Tables A1 and A2 show that the
large advantage high-amenity rural counties have
in economic development continues after the Great
Recession, even using 2013 rural definitions with
slower-growing counties.

Proximity to urban areas is another key factor
explaining rural growth. Proximity provides a host of
advantages for rural communities such as access to
urban consumer amenities (e.g., shopping, cultural
venues, etc.), urban markets and business services,
and, perhaps most importantly, job opportunities via
rural-to-urban commuting.!9 Illustrating the impor-
tance of rural proximity to urban areas, Figure A4
shows the relative growth rates of nonmetropolitan
counties adjacent to an MSA versus those that are not
(using 1974 MSA definitions). The results show that
adjacent rural counties fared significantly better. In
fact, adjacent rural counties over 1970-2017 fared as
well as MSAs in terms of population growth. By com-
parison, remote rural counties grew almost 20 per-
centage points less.

Industry Composition and Rural Economic
Growth. Nonmetro counties are typically reliant
on specific industries or characterized by certain key
economic features. Tables A1 and A2 provide many
examples. I will take a few cases from key industries
that have historically been predominant in rural coun-
ties. Probably the most prominent case in the pub-
lic mind is farming. Farming’s relative role as a rural
employer has steadily declined since the 1920s due to
labor-saving technological change. For example, using
BEA data with 2018 nonmetropolitan definitions,
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agriculture’s share of nonmetro employment (includ-
ing proprietors, self-employed, and wage and salary
workers) fell from 14.7 percent in 1969 to 6.9 percent
in 2000, further falling to 5.5 percent by 2018.

Indeed, Figure A4 shows that nonmetro, farm-
dependent counties as defined by the USDA have
grown much slower than other nonmetro counties
with farm-dependent county population barely budg-
ing since 1970. Tables A1 and A2 show that in terms
of job growth over 2010-19, rural, farm-dependent
counties continue to lag.

Mining and manufacturing are two other indus-
tries of special importance to many rural areas. Using
2018 BEA data, the respective mining (including
coal, oil, and natural gas extraction) and total man-
ufacturing employment shares were 2 percent and
10.8 percent (versus only 0.5 percent and 6.2 percent
in MSAs).2° Figures A6 and A7 respectively report
the relative performance of nonmetro counties most
dependent on mining and manufacturing as defined
by the USDA. On average, mining-dependent coun-
ties slightly lag their non-mining-dependent coun-
terparts, whereas manufacturing-dependent counties
have generally lagged their nonmanufacturing coun-
terparts since the mid-1990s.

After the Great Recession, despite an oil and gas
energy boom and a modest resurgence in manufac-
turing, mining- and manufacturing-dependent rural
counties have only fared about as well as their other
rural county counterparts. Overall, this suggests that
strategies that solely rely on rural mainstays such as
energy extraction, agriculture, and manufacturing are
not necessarily going to be successful because (1) they
are not sufficiently large parts of a typical rural coun-
ty’s economy and (2) their respective long-term job
growth rates tend to lag other industries.

Despite the dreary stereotype, scores of rural coun-
ties are faring relatively well, though a disproportion-
ate share of rural counties lag urban areas in economic
activity. The overall conclusion is that when consider-
ing the relative performance of rural areas, one should
take into account factors such as natural amenities,
proximity to urban areas, and local industry compo-
sition. For example, government policy can do little
to turn around a declining remote, low-amenity, and

farm-dependent community because its long-term
structural factors are so negative. Yet, many oth-
ers have the ingredients to respond well to policy
changes. Other factors also play a role in affecting
long-term local prosperity. In particular, one possible
feature is changing economic dynamism.

Dynamism and Rural America’s Lagging
Performance

The US economy appears to be considerably less
dynamic than it was in the 1970s. These shifts,
however, are heterogeneous across regions with
rural-urban differences. In particular, a swath of rural
America ranging roughly from rural Minnesota to
Maine appears to have experienced a larger decline in
dynamism, which is also the part of the country that
most dramatically shifted from voting for Obama to
Trump. (See Figure A8.)

Declining Job Creation, Job Destruction,
and Worker Mobility

One key area that declining dynamism has mani-
fested itself in is through a sclerotic labor market.
Opportunities for individual advancement are typi-
cally obtained by moving from one job opportunity to
another and moving from one region (often a declin-
ing region) to another (often a prospering region).

Rural Migration. Figure 2 shows that overall US
migration rates have declined by almost one-half
since the late 1980s.2! All categories of moves have
experienced similar relative declines (i.e., in the same
county, intercounty, and interstate). Other US Cen-
sus Bureau data indicate no clear temporal shift in the
share of migrants moving for job-related reasons or in
the distance they migrate, implying that migration’s
downward trend is rather uniform across all groups.
To be sure, low migration rates generally reduce
overall economic activity because less-productive or
unemployed workers are not reallocated to regions
where they could be more effectively used.
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Figure 2. US Internal Migration, 1947-2019
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Source: US Census Bureau.

For those in struggling rural areas, historically
one of the best avenues to economically advance
was to migrate to urban areas for better job oppor-
tunities. However, rural-urban migration has precip-
itously declined since the 1970s, even more so than
overall migration. Although not directly comparable
across time, nonmetropolitan to metropolitan migra-
tion was 2.1 million in 1975-76, 1.9 million in 1989-90,
1.5 million in 1998-99, 1.3 million in 2006-07, and only
978,000 between 2018 and 2019.22 Given that rural
areas generally lack job opportunities and have lower
wages, long-term declines in rural-to-urban migra-
tion leaves many rural households “trapped” with few
opportunities.

Job Creation and Job Destruction. Having higher
job creation than job destruction is desirable because
the difference between the two equals net job growth.
It may also stand to reason that job destruction rates
should be low. However, that is not necessarily the case

because job destruction can occur when people move
to a better job at a different employer or when workers
move on from less-productive firms or firms with obso-
lete technologies and uncompetitive business prac-
tices. This reallocation frees workers and resources to
shift to higher-valued uses. In sum, a dynamic, innova-
tive, and healthy economy also needs job destruction.

Figure 3 shows MSA (left panel) and nonmetro-
politan (right panel) job creation and job destruction
(measured as a share of total employment) since the
late 1970s. Job creation and job destruction rates fell
in both urban and rural America. Yet, the rural job
creation rate has fallen by almost one-half, while the
urban job creation rate fell considerably less over the
period. Job destruction rates for rural and urban areas
follow almost identical downward trends. Thus, the
rural-urban story is that rural job creation declined at
a faster rate, suggesting fewer rural worker opportu-
nities for advancement and a relative decline in rural
net job growth.
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Figure 3. US Metro and Nonmetro Job Creation and Job Destruction, 1977-2018
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Source: US Census Bureau, Longitudinal Employer-Household Dynamics program; and Quarterly Workforces Indications.

There is considerable geographical variation in job
creation and job destruction. Figure 4 shows the 2018
nonmetropolitan job creation rate (right panel) and
job destruction rate (left panel). Although there is
within-region variation, rural job creation rates tend
to be lowest in the “northeast pro-Trump” quadrant,
along with low rates in the Great Plains and parts of
the Deep South (e.g., southern Mississippi and Ala-
bama). Conversely, the strongest 2018 nonmetro job
creation rates were typically in the West.

Job destruction rates have almost the exact oppo-
site pattern with lower job death rates in the north-
east pro-Trump quadrant, southern states, and the
southern plains region. The West tends to have the
highest job destruction rates. The overall picture is
that western rural counties tend to have high job cre-
ation and job destruction rates, while the opposite
tends to apply in the East.

In terms of the net job growth rate (i.e., job cre-
ation rate minus job destruction rate), it is not a pri-
ori clear whether the rural West or East has greater
overall growth; namely, high job destruction rates
in the West are offset by low job creation rates in

the East. To appraise this issue, Figure 4 shows the
2010-18 nonmetropolitan job growth rate. The Great
Plains and western foothills of the Rockies did not
fare so well. Likewise, parts of the Deep South had
weak job growth, as did New England and northern
New York. Yet, the Far West and much of the Midwest
actually fared relatively well in job growth. In the Mid-
west, the manufacturing-intensive east-north-central
region had relatively fast job growth (perhaps surpris-
ingly given the public narrative), which illustrates a
relatively strong rebound in rural manufacturing after
the Great Recession.

These results further suggest that while much of
the historic rural manufacturing belt has had rela-
tively strong job growth post-Great Recession, these
rural economies tend to be mired in the scoliotic
state of few jobs being created to offer better oppor-
tunities, while many low-productivity, low-wage firms
remain in business, retaining their workforce. In the
west-north-central Midwest, the region has not only
low dynamism but also below-average job growth,
whereas similar conditions generally apply to much
of the East. It is not hard to see why workers in these

10
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Figure 4. Rural Job Destruction and Job Creation Rates

2018 Job Creation as a Percentage of 2018 Job Destruction as a Percentage of
Employment, Nonmetro Counties Employment, Nonmetro Counties
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Note: Q1 2018 used for all states but Massachusetts, Maine, and South Dakota. Q2 2018 used for Massachusetts, Q4 2017 used for
Maine, and Q4 2016 used for South Dakota.
Source: US Census Bureau, Longitudinal Employer-Household Dynamic program; and Quarterly Workforces Indications.

Figure 5. Change in Job Creation and Job Destruction Rates, 2006-18

2006-18 Percentage Change in Job Creation 2006-18 Percentage Change in Job Destruction,
Nonmetro Counties Nonmetro Counties

Note: Q1 2006 and Q1 2018 used for all states but Maine and South Dakota. Q4 2006 and Q4 2017 used for Maine. Q4 2006 and
Q4 2016 used for South Dakota. No 2006 data for Massachusetts.
Source: US Census Bureau, Longitudinal Employer-Household Dynamics program; and Quarterly Workforces Indications.

regions may be frustrated by the lack of good job time? To assess this issue, Figure 5 respectively shows
opportunities and upward mobility. Conversely, there the changes in job creation and job destruction rates
appears to be more rural opportunity in the Rocky between 2006 (approximately the business cycle peak
Mountains and points further west. before the Great Recession) and 2018. The right-hand

One question is whether these trends are becom- panel shows that nonmetropolitan job creation rates
ing stronger over time. As already shown, the answer have actually declined the most in the West, even as
is yes in that, on average, both job creation and job these regions have higher job creation rates. Else-
destruction rates have been declining since the 1970s. where, there does not appear to be as many clear

However, have the identified patterns deepened over changes in geographical patterns over time.

11
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Firm Dynamics and
Geographical Differences

Figure 6. Small-Firm Employment as a Share of Total
Employment, 2017

Across Rural America

The frozen rural labor markets described
above would be exacerbated if firm
dynamics also froze. I appraise this issue
by considering differing dimensions of
firm dynamics.

vs,

Trends in New Firms. Figure A9
shows the 19862018 share of total estab-
lishments that employed fewer than
50 employees for metropolitan and non-

metropolitan areas and the US average.

[5.3,23.9]
| (23.9,27.9]

(43.5,78.8]

“Small” firms are defined as having under
50 employees. The figure shows the rel-
ative decline of small firms in both rural
and urban America. In 1986, the respec-
tive rural and urban small-firm shares
were 96.7 percent and 95.0 percent, of,
alternatively, the medium- and large-firm shares were
respectively 3.3 percent and 5.0 percent.

By 2018, the respective rural and urban small-firm
shares had declined to 96.0 percent and 94.3 percent,
or the medium- and large-firm share of total estab-
lishments respectively increased to 4.0 percent and
5.7 percent. While this may seem small, in relative
percentage change, the 1986-2017 percentage change
in the relative medium- and large-firm share in rural
America is about 21 percent and 14 percent in met-
ropolitan America (i.e., typical establishments are
becoming larger over time). As noted above, because
small firms are associated with a disproportionate
share of net job creation, this trend is likely associated
with less job growth, especially in rural America.

The declining relative importance of small and new
firms is shown in Figure A1o. New firms are defined
as being under four years old with the importance of
new and small firms being measured by their shares
of total employment between 1993 and 2017. The
small-firm employment share fell from about 34 per-
cent to 28 percent over the period or about an 18 per-
cent decline in the relative importance of small-firm
employment. Likewise, the new-firm employment

12

Note: Q4 2017 used for all states but South Dakota. Q4 2016 used for South
Dakota. Small firms have 50 or fewer employees.

Source: US Census Bureau, Longitudinal Employer-Household Dynamics pro-
gram; and Quarterly Workforces Indications.

share respectively declined from 11.1 percent in 1993
to 7.4 percent in 2017—or a relative decline of about
one-third over the period. Given the positive roles of
small and new firms to local and national economies,
such trends are worrisome.

Figure 6 reports the 2017 small-firm share of
total employment. Not surprising is manufacturing-
intensive regions in the rural Midwest have lower
shares employed in small firms, especially in Indi-
ana and Ohio. Another general pattern is that rural
small-firm employment shares tend to be lower in the
East and higher in the West.

Geographical Trends in Nonmetropolitan
Employment from New Firms and Firm Deaths.
There are spatial differences in how new firms and
firm deaths affect employment.23 Figure 7 shows
2017 total employment share in new firms (less than
four years old). The general pattern is that in the
“Trump” northeast quadrant, the share of rural employ-
ment in new firms is among the lowest in the country,
despite pockets of growth in areas such as the eastern
Dakotas and Maine. The general story for the Trump
northeast quadrant continues to be a lack of dynamism,
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especially in manufacturing-intensive
areas. The general pattern of the West
being more dynamic than the East also
continues to hold.

Figure 8 shows the 2006-17 percent-
age change in rural, new-firm employ-
ment as a share of total employment. The
general pattern is declining employment
shares due to new-firm employment
compared to prerecession. Yet, there
are some pockets of relative increases
in new-firm employment in the Great
Plains region and surprising pockets such
as in eastern Kentucky, much of which is
coal country. On the positive side, these
new firms are evidence of green shoots
that may help mitigate the fallout from
declines in coal mining.

National and Regional Trends in
Nonmetropolitan Self- Employment.
Self-employment is often used as another
indicator of local entrepreneurial activ-
ity, especially in terms of risk-taking to
begin small businesses. Even “mundane”
small businesses entail some risk beyond
wage and salary employment. Officially,
self-employment represents someone
who owns a firm as a sole ownetr, partner-
ship, or pass-through LLC. Such firms
may have no wage and salary employees
(not counting the owner) or can employ
additional employees.

To be sure, the BEA defines self-
employment to include anyone with
Schedule C business income, which
includes any individual with ad hoc
income such as honorariums. Thus,
the intensity of self-employment is
measured in terms of its share of total
employment and its income share of per-

sonal income. The income share measure should better
reflect self-employment’s importance in more formal
businesses. To eliminate idiosyncrasies due to farming,
only nonfarm self-employment is considered.

Figure 7. 2017 New-Firm Employment Share, Nonmetro
Counties

Note: Q4 2017 used for all states but South Dakota. Q4 2016 used for South
Dakota. New firms are less than or equal to three years old.

Source: US Census Bureau, Longitudinal Employer-Household Dynamics program;
and Quarterly Workforces Indications.

Figure 8. Percentage Change in New-Firm Employment
Share, Nonmetro Countries, 2006-17

[-58.3,-4.3]
(-4.3,-2.2]
(-2.2,0.0]
(0.0,1.0]
(1.0,2.9]
(2.9,42.3]
No data

Note: Q4 2006 and Q4 2017 used for all states but South Dakota. Q4 2006 and
Q4 2016 used for South Dakota. No 2006 data for Massachusetts. New firms are
less than three years old.

Source: US Census Bureau, Longitudinal Employer-Household Dynamics program;
and Quarterly Workforces Indications.

Figure 9 shows the 1969-2017 urban and rural
self-employment share of total employment in the left
panel and self-employment’sincome share in the right.
Historically, the panels show how self-employment

13
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Figure 9. Metropolitan and Nonmetropolitan, Nonfarm Self-Employment Shares for

Employment and Income, 1969-2017

Nonfarm Self-Employment as a Percentage
of Total Employment, Metro and Nonmetro
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has been more important for rural

Figure 10. 2017 Self-Employment Share, Nonmetro Counties

America, mainly because of basic scale
effects. For example, a plumbing com-
pany in a large city is likely incorporated
with dozens of employees, while it is
much more likely to be a pass-through
LLC or partnership in a small rural
community. Overall, for both metro-
politan and nonmetropolitan America,
self-employment’s employment share

. - [0.05,0.18]
rose over the entire period. (0.18,0.21]
. (0.21,0.23]

Yet, there are clear dlfferen.ces (023.0.26]
between rural and urban America. (0.26,0.29)
(0.29,0.55)

In 1969, the nonmetropolitan, non-

farm self-employment share rose from
13.7 percent to 22.0 percent in 2017,
whereas the corresponding increase
for metro America is more significant, rising from
9.9 percent to 20.7 percent. In the right panel, the pat-
tern is even stronger with self-employment’s income
share rising for urban areas but falling in rural areas.
Specifically, between 1969 and 2017, the rural, non-
farm self-employment share of personal income fell
from 12.3 percent to 7.2 percent, whereas the corre-
sponding shares for urban America rose from 7.7 per-
cent to 8.9 percent. Overall, the relative importance
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Source: US Bureau of Economic Analysis.

of self-employment fell in rural areas relative to urban
areas, again suggesting a greater relative decline in
rural dynamism.

The self-employment share of total employment
is also heterogeneous across rural America. To illus-
trate this point, Figure 10 shows the nonmetropolitan
self-employment share of total employment for 2017.
The figure again indicates that the Trump northeast
quadrant had below-average self-employment shares,
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consistent with the general story that the region is
generally less dynamic.

Again, the rural East has less self-employment
intensity than the West does, though the pattern is not
as strong as for the other cases. The rural Great Plains
region has higher self-employment shares, though that
is likely related to sparse populations leading to small
firms. The rest of the West appears to be generally dom-
inated by relatively larger shares of self-employment,
although the pattern is not universal.

Summary and Concluding Thoughts

The US economy has slowed considerably over the
past 40-plus years. A primary cause is falling produc-
tivity rates. Further exacerbating declining aggre-
gate growth is growing economic gaps between rich
and poor regions and a related hardening of the
rural-urban economic divide. In understanding these
trends, this report focused on the role of declining
dynamism and its differential effects across regions,
especially for rural areas.

Theill effects of declining dynamism manifest them-
selves in many ways, but the main path is that forces
associated with Schumpeterian creative destruction are
less effective in cleansing the economy of unproductive
firms to allow resources to shift to productive endeav-
ors. The consequences include not only lower overall
productivity but also less product market competition,
fewer business startups, fewer firm deaths, and possi-
bly lower rates of innovation. For example, firm start-
ups are an important source of future net job growth
and new innovation—implying that fewer firm births
has long-run growth consequences.24 All this contrib-
utes to sclerotic labor markets with workers stuck in
bad jobs with few positive opportunities to change
occupations and industries or relocate for work. To the
extent that such factors underlie “places left behind,” it
can lead to further frustration and a sharpening of the
rural-urban divide.

This report documented growing labor market
inflexibilities over time, including declining migration
rates but, in particular, less migration from rural to
urban areas, suggesting fewer opportunities for rural
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household advancement. Likewise, relative to urban
America, rural areas experienced significantly larger
decreases in firm creation rates, increasing shares of
large firms, and a relative decline in the importance
of self-employment, all suggesting a relatively greater
decrease in overall rural dynamism.

When examining whether dynamism has had dif-
fering effects across rural America, key patterns
emerged. Foremost, the western third of the rural
US appears to be relatively more dynamic, and, not
surprisingly, those rural areas have also tended to
perform well. The eastern US appears to have expe-
rienced greater declines in rural dynamism, especially
in a northeastern quadrant that especially shifted
toward President Trump in 2016. While it is prema-
ture to assess causality, it appears that dynamism
helps shape the relative economic performance of
rural areas.

While policy recommendations should be made
with caution, a general goal that would apply regard-
less of the effects of dynamism is to encourage more
firm startups through changes in tax and regula-
tory policies that disproportionately favor large and
existing firms. For example, Mark Partridge et al.
find that widely used state and local tax incentives
to specific firms broadly reduce business startups in
that locality.?s Given the key nature of new firms to
local economies, it is important to have enough firm
births to increase the odds of more highly success-
ful new firms. Further, Minghao Li et al. find that the
fastest-growing US firms are widely distributed across
industries (including quite mature industries such as
agriculture) and are not just in “high tech,” illustrat-
ing the folly of “picking winners.”26 Moreover, they
add that the fastest-growing firms are located across
the country (i.e., in rural, urban, flyover country and
certainly not all on the coasts).

Unfreezing labor markets will likely require a host
of policies. On the labor supply side, policies aimed
at raising worker skill levels can help equip people
with marketable skills that would also allow them to
be more geographically mobile. Likewise, wage subsi-
dies or an enhanced earned income tax credit (EITC)
will further incentivize more people into the labor
market. As described by Partridge and Dan Rickman
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and Benjamin Austin, Edward Glaser, and Lawrence
Summer, these subsidies can vary by location, such as
being more generous in depressed areas.?”

Such supply-side policies, however, are likely insuf-
ficient. Thus, more targeted supply-side policies to
incentivize household migration (e.g., migration sub-
sidies) are likely necessary. Unfortunately, the 2017
federal tax cut was a step in the wrong direction by
eliminating deductions for work-related migration.
Given the relatively low likelihood of finding suit-
able work in many depressed rural areas, attaching
place-based wage subsidies and enhanced EITC to
migrants when they leave depressed rural areas seems
more promising than hoping suitable work opportu-
nities will suddenly appear in long-declining locales.

Indeed, if high-growth areas are labor supply short,
having such inducements makes sense on the aggregate
level as well. Furthermore, there should be closer exam-
ination of state and local occupational license require-
ments. At the very least, states should be encouraged to
recognize each other’s occupational licenses.

On the labor demand side, given the general inef-
fectiveness of efforts to stimulate private-sector
employment in persistently declining regions, that
leaves public service employment (PSE) programs
as one possibility. PSE programs were often in use
from the New Deal to the early 1980s, but they have
fallen out of favor. However, if specifically targeted to
declining regions, they could provide bridge employ-
ment for many families and tighten local labor mar-
kets to lift wages.28

In declining areas that lack infrastructure and ser-
vices, there ought to be many worthy projects. Timothy
Bartik and the Government Accounting Office note the
Comprehensive Employment Training Act that existed
from 1974 to 1982 (the last major PSE program) gen-
erally had positive long-term effects on enrollees.?9
Yet, place-based policies generally can be problematic
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because rent-seeking can lead to resources shifting to
local elites rather than intended beneficiaries, meaning
caution is needed in their application.

Another way to facilitate labor mobility is to limit
the scope of noncompete and nondisclosure agree-
ments, such as in California. For example, Michael
Lipsetz and Evan Starr find that the state of Oregon’s
efforts to limit the scale of noncompetes for low-wage
workers led to 2-3 percent higher wages as firms lost
monopsonistic bargaining power.3° Partridge et al.
also find indirect evidence that suggests that allow-
ing more worker mobility across sectors is positively
linked to more firm startups.3!

Declining dynamism weakens the ability of mar-
ket forces to reallocate resources to high-valued
uses. Because rural America appears to be most hurt,
especially in the East, efforts to remove constraints
on dynamism would appear to have the most posi-
tive effects in rural areas. Of course, as for most pub-
lic policy changes, current beneficiaries of the status
quo would vigorously fight any reforms, which may
actually reflect the overriding problem of the Amer-
ican economy—that is, that the relative returns to
rent-seeking are often higher than those for devel-
oping successful business practices, innovation, and
entrepreneurship.
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Appendix

Figure Al. County Population Growth by Metro and Nonmetro Status, 1970-2017
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Source: Population data are from the US Bureau of Economic Analysis.
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Figure A2. Nonmetropolitan and Metropolitan Counties and Counties Redefined as
Metropolitan Between 1973 and 2013
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Figure A3. Nonmetropolitan Growth by Natural Amenity Ranking
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Figure A4. Nonmetropolitan Population Growth Based on Adjacency to Metro Statistical Areas
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Figure A5. US Department of Agriculture Farm-Dependent County Job Growth, 1970-2017
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Figure A6. US Department of Agriculture Mining-Dependent County Job Growth, 1970-2017
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13 percent or more of the county’s earning or 8 percent of employment averaged over 2010-12.
Source: Employment data are from the US Bureau of Economic Analysis.

Figure A7. Manufacturing-Dependent County Job Growth, 1970-2017
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Figure A8. 2016 Trump Presidential Election Share Minus 2012 Mitt Romney Presidential
Election Share, Nonmetro Counties
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Note: Figure contains Romney’s share of Romney’s and Obama’s votes only and Trump's share of Trump’s and Clinton’s votes only.
Source: Massachusetts Institute of Technology Election Data and Science Lab.

Figure A9. Share of Total Establishments with Under 50 Employees, Metro and Nonmetro
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Source: US Census Bureau, Longitudinal Employer-Household Dynamics program; and Quarterly Workforces Indications.
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Figure A10. New- and Small-Firm Employment Percentages, National
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Table Al. Percentage of Employment Growth, First-Quarter 2010 Through First-Quarter 2019

Growth of Remaining
Growth Nonmetropolitan
Metro (1973 Census Definitions) (662) 17.1 N/A
Nonmetro to Metro (1973 and 2013 Census Definitions) (544) 15.3 N/A
Remaining Nonmetropolitan (2013 Census Definitions) (1,951) 6.1
High Amenity (269) 11.3
Medium Amenity (1,379) 5.1
Low Amenity (303) 6.0
Adjacent to Urban Areas (546) 5.8
Remote to Urban Areas (1,400) 6.4
Not Farm Dependent (1,508) 6.2
Farm Dependent (443) 4.5
Not Mining Dependent (1,739) 6.1
Mining Dependent (212) 5.2
Not Manufacturing Dependent (1,600) 55
Manufacturing Dependent (351) 8.0
Not Government Dependent (1,670) 6.3
Government Dependent (281) 5.0
Not Recreation Dependent (1,646) 5.
Recreation Dependent (305) 10.6
Nonspecialized (1,374) 7.4
Specialized (577) 3.7
Not Low Education (1,585) 6.5
Low Education (366) 3.4
Not Low Employment Rate (1,236) 7.3
Low Employment (715) 3.2
Non-Population Loss (1,485) 7.3
Population Loss (466) -1.8
Not Persistent Poverty (1,652) 6.7
Persistent Poverty (299) 1.3

Note: Inside the parentheses in bold are the number of counties for that group, 3,157 total.
Source: The county classifications come from the US Department of Agriculture, Economics Research Service, and the employment
growth data are from the US Department of Labor, Quarterly Census of Employment and Wages.
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Table A2. Percentage of Employment Growth, First-Quarter 2017 Through First-Quarter 2019

Growth of Remaining
Growth Nonmetropolitan
Metro (1973 Census Definition) (662) 3.2 N/A
Nonmetro to Metro (1973 and 2013 Census Definitions) (544) 3. N/A
Remaining Nonmetropolitan (2013 Census Definition) (1,951) 1.3
High Amenity (269) 3.4
Medium Amenity (1,379) 1.0
Low Amenity (303) 0.4
Adjacent to Urban Areas (546) 1.
Remote to Urban Areas (1,400) 1.4
Not Farm Dependent (1,508) 1.3
Farm Dependent (443) 0.3
Not Mining Dependent (1,739) 1.0
Mining Dependent (212) 4]
Not Manufacturing Dependent (1,600) 1.3
Manufacturing Dependent (351) 1.2
Not Government Dependent (1,670) 1.3
Government Dependent (281) 1.3
Not Recreation Dependent (1,646) 1.1
Recreation Dependent (305) 2.2
Nonspecialized (1,374) 1.7
Specialized (577) 0.5
Not Low Education (1,585) 1.2
Low Education (366) 1.5
Not Low Employment Rate (1,236) 1.4
Low Employment (715) 1.
Non-Population Loss (1,485) 1.5
Population Loss (466) -0.2
Not Persistent Poverty (1,652) 1.4
Persistent Poverty (299) 0.5

Note: Inside the parentheses in bold are the number of counties for that group, 3,157 total.
Source: The county classifications come from the US Department of Agriculture, Economics Research Service, and the employment
growth data are from the US Department of Labor, Quarterly Census of Employment and Wages.
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Table A3. Variable Description

Variable Description

Employment
Growth

The number of jobs are sourced from Quarterly Census of Employment and Wages, Bureau
of Labor Statistics (first-quarter 2010, 2017, and 2019).

Nonmetro and
Metropolitan Areas

The delineation of nonmetro and metropoltian counties are based on 1973, 1974, and 2013
as noted in text, table, or figure.

Amenity

Classification of high-, medium-, and low-amenity counties is based on US Department of
Agriculture (USDA) Natural Amenities Scale.

Urban-Rural
Continuum Code

Data are from 1974 USDA.

Farm-dependent county indicator, 0 = no and 1 = yes. Farming accounts for 25 percent

Farming or more of the county’s earnings or 16 percent or more of its employment averaged over

Dependent 2010-12. See US Department of Agriculture, “Documentation,” October 23, 2019, http://
www.ers.usda.gov/data-products/county-typology-codes/documentation.aspx.

Mining Mining-dependent county indicator, O = no and 1 = yes. Mining accounts for 13 percent

Dependent or more of the county’s earnings or 8 percent or more of its employment averaged over

2010-12. See US Department of Agriculture, “Documentation.”

Manufacturing

Manufacturing-dependent county indicator, O = no and 1 = yes. Manufacturing accounts for
23 percent or more of the county’s earnings or 16 percent or more of employment averaged

D . .
ependent over 2010-12. See US Department of Agriculture, “Documentation.”
Federal and state government-dependent county indicator, 0 = no and 1 = yes. Federal and
Government state government accounted for 14 percent or more of the county’s earnings or 9 percent or
Dependent more of employment averaged over 2010-12. See US Department of Agriculture, “Docu-
mentation.”
Recreation Recreation county indicator, O = no and 1 = yes. See US Department of Agriculture, “Docu-
Dependent mentation.”

Nonspecialized

Nonspecialized indicator, O = no and T = yes. The county was not a farming, mining, manu-
facturing, government-dependent, or recreation county.

Low Education

Low-education county indicator, 0 = no and 1 = yes. At least 20 percent or more of the
residents age 25-64 did not have a high school diploma or equivalent between 2008 and
2012.

Low Employment

Low-employment county indicator, O = no and 1 = yes. Less than 65 percent of residents age
25-64 were employed in 2008-12. See US Department of Agriculture, “Documentation.”

Population Loss

Population-loss county indicator, O = no and T = yes. Number of residents declined between
the 1990 and 2000 censuses and between the 2000 and 2010 censuses. See US Depart-
ment of Agriculture, “Documentation.”

Persistent Poverty

Classification of counties by poverty level over three decades, where 1 = persistent poverty
county and O = all other counties. A county is classified as persistent poverty if 20 percent

or more of its residents were poor, as measured by the 1980, 1990, and 2000 decennial cen-
suses and the American Community Survey five-year estimates for 2007-11. See US Depart-
ment of Agriculture, “Documentation.”

Source: See sources in each variable's description.
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