
  

  
By James A. Bacon 

  

The VW relocation to Fairfax 
County raises thorny issues that 
no one is equipped to answer. 
Does Virginia's $6 million incen-
tive package, offered to seal the 
deal, generate a positive Return 
on Investment? Or are Northern 
Virginia's governance structures 
and human settlement patterns 
so dysfunctional that even jobs 
averaging $125,000 in annual 
salary cannot pay their own 
way? The fact is, we don't know. 
(See �The Bug in the Oint-
ment.�) 
  
To those subscribing to the 
Economy 2.0 economic develop-
ment paradigm( Note 1), the 
VW deal is a no brainer. Is a 
$100 million investment and 400 
high-paying jobs good for North-
ern Virginia? You'd have to be 
smoking crack -- or think like 
Jim Bacon -- to even raise the 
question. 
  
But the Economy 4.0 paradigm 
takes a broader view. There's 
more to economic development 
than reeling in jobs and corpo-
rate investment. The purpose of 
public policy should be to create 
prosperous, livable and sustain-
able communities, not generate 
jobs for the sake of jobs. One 
obstacle to making the mental 
leap between paradigms is the 
obsolete set of metrics used to 
measure prosperity: primarily 
jobs and corporate investment. 
  

Gov. Timothy M. Kaine is one of 
the few public figures in Virginia 
to give much thought to meas-
uring Virginia�s performance as 
a state. A metrics junky, Kaine 
was a guiding force behind the 
Virginia Performs website, which 
offers several measures of eco-
nomic well being, including per-
sonal income, poverty, employ-
ment and employment, as well 
as measures of social well being. 
The economic measures are 
useful... to a point. But state-
wide averages can obscure im-
portant regional dynamics. 
 
For instance, in an economy like 
Northern Virginia's, which is 
characterized by chronic, long-
term labor shortages, unem-
ployment is not an especially 
meaningful indicator. Further, as 
I explained in "The Bug in the 
Ointment," employment growth 
in a region not prepared to han-
dle it can be a two-edged sword. 
  

No single measure of material 
prosperity can capture the com-
plexity of human society. But 
"per capita personal income" is a 
good place to start. Even that 
measure is imperfect, as I shall 
explain below, but if you use 
only one figure, that's the one to 
go with. 
  
By this measure, Virginia fares 
pretty well -- we have the 10th 
highest per capita income in the 
United States. Of course, that 
number encompasses wide 
variations. The Washington me-
tropolis leads the way, at fifth 
highest among the nation's 362 
metro regions. Richmond and 
Charlottesville fare respectably 
at 56 and 66. Hampton Roads 
and Roanoke score in the sec-
ond quartile. Danville, Harrison-
burg and Blacksburg, by con-
trast, all fall within the bottom 
quartile. 
 
Per capita income has one huge 
limitation as a measure: To 
make meaningful comparisons, 
we should adjust for cost of liv-
ing, which varies widely from 
region to region. Failure to do so 

Measuring Prosperity  
There are two ways to increase the standard of liv-
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Virginia policy makers focus on the one and not the 
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makes the disparities in living 
standards look worse than they 
really are. 
  
To show what I mean, let us 
compare two parts of Virginia: 
Roanoke County and Loudoun 
County. Roanoke County is a 
comfortable suburban jurisdic-
tion in a midsized MSA in West-
ern Virginia -- not a region typi-
cally thought of as setting the 
standard for material prosperity. 
Loudoun County, by contrast, 
lies in Northern Virginia, a 
booming, world-class technology 
center and a sub-region of the 
fifth-wealthiest MSA in the coun-
try. 
  
2005 Per Capita Income 
Roanoke/Salem: $35,140 
Loudoun/Leesburg: $41,193 
  
Clearly, the residents of Lou-
doun make more money than 
the residents of Roanoke 
County. But what happens when 
we adjust for cost of living? Ac-
cording to the CNN Cost-of-
Living calculator, $35,140 in-
come in Roanoke County is 
equivalent to $45,695 in Lou-
doun. By that calculation, Roa-
noke County residents actually 
have a higher standard of living 
than Loudoun residents.(Note 2) 
  
Now, let's peel another layer of 
the onion by taking into account 
federal tax payments. Between 
the federal government's pro-
gressive tax brackets and the 
alternative minimum tax, afflu-
ent households pay a dispropor-
tionately high percentage of 
their income in federal taxes. As 
William G. Gates with the Brook-
ings Institution points out, by 
2010, the AMT will affect 33 mil-
lion tax filers � about one-third 
of all tax returns. 
  
Unfortunately for states and re-
gions with high incomes, the 
federal tax code does not adjust 
for high regional living costs. As 
a consequence, high-cost re-

gions get slammed with higher 
federal taxes. 
  
The chart above, taken from 
Bureau of Economic Analysis 
data, demolishes the myth that 
Virginia is a low-tax state. Vir-
ginia's total state/local tax bur-
den may be moderate but the 
burden increases immensely 
when federal taxes are added to 
the mix. Indeed, when all 
sources of tax revenue are con-
sidered, the tax burden on indi-
vidual Virginia taxpayers is sev-
enth highest in the nation -- 
even higher than New Jersey. 
 
How can that be? This chart is 
so counter-intuitive to Virgini-

ans' self-image as a low/
moderate tax state that it re-
quires elaboration. A partial ex-
planation for the finding is that 
these numbers measure the tax 
burden for individuals, not busi-
nesses. Virginia has one of the 
best tax climates in the country 
for business, which accounts for 
its favorable tax reputation. 

Another explanation, I would 
hypothesize, is that high taxes 
reflect the high regional cost of 
living and its impact on prevail-
ing wages. The incomes of 
Northern Virginia's roughly two 
million inhabitants are so high 
that a particularly large percent-
age of Virginia tax filers fall 
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within the $100,000/year to 
$500,000/year income range 
affected by the Alternative Mini-
mum Tax. The AMT magnifies 
the federal government's tax 
take enormously. Paying Con-
necticut-New York-
Massachusetts-style federal 
taxes on their income, Northern 
Virginians are skewing the aver-
age for the state as a whole. 

Targeting the Cost of Living 

The implications for Virginia 
public policy cannot be stressed 
enough: Thanks to the federal 
tax code, affluent Virginians are 
subject to high taxes on every 
extra dollar they earn. Strate-
gies geared to increasing in-
comes are worthwhile, but they 
are pushing the rock up-hill. A 
more effective way to raise com-
parative living standards in Vir-
ginia may be to hold down living 
costs.  

The cost of shelter accounts for 
30 percent of the weighted aver-
age in the federal Cost of Living 
index, while the cost of private 
transportation (gasoline ex-
cluded) accounts for 15 percent 
and the cost of household en-
ergy accounts for about 10 per-
cent. These three categories -- 
comprising more than half the 
total cost of living -- are influ-
enced to some degree by state 
and local public policy: (1) zon-
ing ordinances and practices 
that restrict the supply of hous-
ing, creating artificial scarcity 
and driving up prices, (2) hu-
man settlement patterns that 
force households to own more 
than one car, drive greater dis-
tances, and spend more money 
buying gasoline and other trans-
portation expenses; and (3) 
state regulatory policies that 
favor energy consumption/
production over conservation.  

The idea that state/local govern-
ment policy can improve living 

standards by focusing on the 
cost-of-living components is un-
charted territory in Virginia and, 
to my knowledge, anywhere else 
in the United States.(Note 3) Yet 
the logic is implacable: The lev-
eraging effects of the progres-
sive federal income tax system 
mean that reducing living ex-
penses by $1 will yield far more 
benefit than increasing income 
by $1, which can shrink to $.60 
to $.65 after payment of federal 
taxes. 

Now, let�s bring the discussion 
back to current events: By sub-
sidizing immigration into the 
state, as it is doing in the VW 
deal, the commonwealth does 
help create jobs � but it offsets 
the benefit by inflating the de-
mand for housing in supply-
constricted markets, forcing Vir-
ginians to commute greater dis-
tances and, in general, driving 
up the cost of living for all.  Yet, 
even as Northern Virginians 
complain about an ever-
declining quality of life, local 
elites continue to promote job 
growth at all costs. 

The Time Famine 
  
Americans are experiencing 
what sociologists call a "time 
famine." On the one hand, we 
can take pride in the fact that 
we still have a strong work 
ethic, spending longer hours at 
work than our peers in most 
other industrialized societies. 
(Americans compete with Kore-
ans, Japanese and Australians 
for the honor of being the hard-
est- working people in an ad-
vanced economy.) On the other 
hand, we have less leisure time, 
which, by anybody's accounting, 
is a critical component of quality 
of life. 
  
Short of restricting the work 
week and mandating the length 
of vacations, a la France, there 
is not much that state and mu-
nicipal governments in Virginia 

can do to affect the number of 
hours that Virginians work. But 
public policy can affect the 
length of time it takes for Vir-
ginians to get to and from work, 
and the length of time they take 
just "getting around," whether 
that means commuting, dashing 
between far-flung destinations 
on errands or squiring children 
between soccer practice and 
violin lessons. The more time 
people spend traveling, the less 
time they spend in more mean-
ingful activity with families, 
friends and personal pursuits. 
  
As we shall argue at some 
length later in the Economy 4.0 
series, the density/connectivity 
of a region's human settlement 
patterns and the quality of its 
transportation system are major 
determinants of how long it 
takes for people to get 
places. Land use and transporta-
tion are heavily influenced by 
decisions made at the state and 
municipal levels of government. 
  
The U.S. Census Bureau collects 
commuting data on how long it 
takes for people to get to work. 
Returning to our examples of 
Roanoke and Loudoun Counties, 
we find that Roanoke County 
residents spent an average of 
20.8 minutes commuting in 
2000, while Loudoun residents 
spent 31.5. (As traffic in Lou-
doun has gotten increasingly 
congested, the discrepancy has 
grown worse over the past 
seven years.) 
  
Leisure time has an economic 
value that Americans are willing 
to pay for, whether it's out-
sourcing dusting and mopping to 
Merry Maids or purchasing pre-
cooked, microwavable meals. 
The willingness to pay will vary 
from region to region, depend-
ing upon the level of disposable 
income and the intensity of the 
time famine. But let's just as-
sume, for purposes of illustra-
tion, that Virginians are willing 
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to pay $20 an hour for more 
leisure time. How much is that 
10.7-minute differential in com-
muting times worth? Do the 
math: Ten trips per week, 50 
weeks per year, equals about 
$1,000 per year. 
  
Another way to approach the 
"time famine" issue is to com-
pare the costs imposed by traffic 
congestion in different regions of 
the country. The  2005 Urban 
Mobility report, published by the 
Texas Transportation Institute, 
calculated the number of hours 
of delay per traveler in 2003. 
Unfortunately, the report didn't 
include Roanoke in the study, 
but it did provide figures for Vir-
ginia's three main metropolitan 
areas. 
  
Washington metro - 69 hours, 
$1,169 
Hampton Roads -- 26 hours, 
$438 
Richmond - 17 hours, $284 
  
It is safe to presume that Roa-
noke, a smaller MSA, is less 
congested than Richmond. So, 
while Loudounites may make a 
higher nominal income than 
Roanokers, they spend more 
time in traffic -- time that is po-
tentially valued at three or four 
percent of annual after-tax in-
come. 
  
Bottom line: Efficient human 
settlement patterns that reduce 
the length of time people spend 
driving doesn't just save money 
-- it saves time. Time saved is a 
tangible and measurable im-
provement to the quality of life 
� and it isn�t taxed. 
  
Energy Consumption and the 
Environment 
  
Not only is the United States 
one of the most energy-
intensive national economies in 
the world -- roughly one in 10 
dollars U.S. consumers spend is 
for household and automotive 

energy -- Virginia has one of the 
more energy-intensive state 
economies within the United 
States. That characteristic of 
their economy puts the eco-
nomic well being of Virginia citi-
zens at risk -- rising energy 
prices will hit harder here than 
elsewhere. 
   
Per capita electricity consump-
tion of 12,343 kilowatt hours is 
sufficient to rank the United 
States No. 9 in the world. Per 
capital consumption of 13,748 
kilowatt hours in Virginia ranks 
it 21st among the states and, if 
it were an independent country, 
would make it the seventh most 
electricity-intensive economy in 
the world.(Note 3) 
  
Similarly, the United States 
ranks No. 5 in the world in per 
capita petroleum consumption 
(most of it for gasoline). And 
Virginia consumed more than its 
fair share -- 527 gallons per 
capita of gasoline in 2004, far 
more than the national average 
of 464 gallons.(Note 4)  
  
While the price of fuels is deter-
mined mainly by global energy 
markets, the demand for energy 
is influenced by state-local level 
public policy. Virginians, like all 
Americans, drive more, as 
measured by Vehicle Miles Trav-
eled, every year than they did 
30 years ago. That increase can 
be attributed in part to prosper-
ity: Americans make more 
money so more of them can af-
ford to buy cars. But it also re-
flects the auto-centric human 
settlement patterns that have 
been constructed over the past 
three decades. More driving 
translates into more money 
spent on gasoline. 
 
Despite continual chatter about 
"energy independence" since the 
1973 Arab oil embargo, Vir-
ginia's standard of living has 
become more exposed, not less, 
to global economic trends that 

drive up the price of petroleum. 
If demand in fast-developing 
China and India increases faster 
than producers around the world 
can boost production of fossil 
fuels, energy prices will continue 
rising -- and Virginians will feel 
the pinch far more than inhabi-
tants of other states and regions 
less dependent upon the auto-
mobile for mobility. 
  
Just as Virginia has given little 
but lip service to petroleum in-
dependence, the Commonwealth 
has made only symbolic ges-
tures to promote energy conser-
vation. Regulatory policy en-
courages electric companies to 
meet the growing demand for 
electricity by constructing new 
power plants or importing power 
over electric transmission lines 
from other states. State policy 
has yet to put into place mar-
ket-oriented rate structures that 
would encourage electricity con-
sumers on a large scale to con-
serve or shift their electricity 
consumption to periods of off-
peak demand. Virginians are 
highly vulnerable to all-but-
inevitable increases in electric 
rates. 
  
None of this analysis even 
touches upon an ancillary cost to 
intensive energy consumption: 
pollution. You don't have to be-
lieve in human-caused global 
warming -- which many people 
contend is caused by dioxide 
emissions created by fossil fuel 
combustion -- to be concerned 
about the impact of pollution on 
Virginia's quality of life. Burning 
fuel to generate electricity and 
run cars generates the chemical 
precursors to acid rain, releases 
mercury into the environment, 
dumps fine particulates into the 
atmosphere, and spews out mil-
lions of tons of nitrogen com-
pounds. Nitrogen, ironically, 
contributes to water pollution. 
The nitrogen that ends up in 
Virginia's rivers, streams and 
Chesapeake Bay feeds algae 
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blooms, which in turn absorb 
oxygen and create dead zones in 
our waters.  
  
Any proper accounting of wealth 
would adjust for the depletion of 
"natural capital" -- the life-
giving benefits conferred by na-
ture -- that accompanies exces-
sive energy consumption. And 
any analysis of per capita in-
come should come with a foot-
note detailing how vulnerable 
Virginians are to seeing their 
living standards eroded by rising 
energy costs. 
 

If there's a lesson in in these 
ruminations, it's that economic 
development is a broader mis-
sion than creating jobs and 
chasing corporate investment. 
Building more prosperous, liv-
able and sustainable regions in a 
globally competitive economy is 
not just something that profes-
sional economic developers do, 
it's something that all of Vir-
ginia�s elected officials and civic 
leaders participate in, whether 
they realize it or not. 

Economic development decisions 
like the VW relocation should 
not be made in isolation -- they 
should be viewed in the context 
of regional transportation and 
land use policies, fiscal capacity 
of municipalities to provide criti-
cal services and infrastructure, 
and state energy policy. Those 
who govern Virginia must tem-
per their actions with an under-
standing of the impact their de-
cisions will have on the regional 
cost of living and their constitu-
ents' quality of life. 

-- Sept. 17, 2007 
  
 

  
(1) See "Peak Performance in a 
Flat World,� the first in the 
Economy 4.0 series. 
(2)  These are 2005 numbers. In 

the last two years, Loudoun in-
comes have been increasing by 
leaps and bounds. Another com-
plicating factor in comparing 
cost of living is that Loudoun 
houses are bigger on average 
than Roanoke houses. Yes, Lou-
doun mortgages are higher on 
average, but Loudounites get 
more for their money. 
  
(3) See Nationmaster.com and 
the California Energy Commis-
sion. 
 
(4) See Nationmaster.com and 
the California Energy Commis-
sion. 


