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ABSTRACT

Since 1990 employment in the city of Lawrence, Kansas has grown by 34 percent, nearly
three times as fast as the state as a whole. Such rapid growth both creates economic
benefits for residents and increases the cost of city services. This paper shows that the
main beneficiaries of rapid growth were homeowners, who realized capital gains because
of the increasing real estate values. Local workers experienced little or no improvement
in relative wage levels or reduced chances of unemployment because job growth resulted
in substantial population migration. On the cost side, city expenditures nearly doubled in
real terms since 1990. This rise in spending was financed primarily through increased
sales tax revenues and higher charges for city services. Thus the burden of increased
spending was distributed more widely than the benefits of rising property values. The
extent to which the rise in city expenditures is directly attributable to increased
population cannot be determined without further investigation into the changes in the
quality of city services provided.



Introduction

Few local political issues are as contentious as those that revolve around
economic development policy. Economic development officials compete actively to
attract new businesses and retain existing ones, often by offering tax abatements and
other financial incentives. Many citizens, however, believe that these incentives are too
large, and the costs associated with the resulting population growth fall
disproportionately on current residents.

Despite, or perhaps because of, the highly contentious debate about economic
development, much of the discussion takes place with little reference to the facts. This
article examines the experience of one community, Lawrence, Kansas, over the period
since 1990.

Over the past several decades Lawrence has experienced relatively rapid growth,
expanding much more quickly than the state as a whole, and outpacing larger cities like
Topeka and Wichita. Figure 1 compares employment growth in Lawrence with that in
Topeka, Wichita, and the state as whole from 1990 through 2004. While employment in
the state grew by about 13 percent over this period, Lawrence’s employment grew more
than 30 percent. In contrast, Topeka and Wichita both experienced employment growth
slightly below that of the state.

What are the costs and benefits of Lawrence’s rapid growth? Economic
development strategies begin from the premise that attracting new businesses and new
jobs is on balance a good thing for a community. But population growth also imposes

costs on the community. Both businesses and residents require a range of city services,



and increased services cost more money to provide. Moreover, population growth
imposes a variety of less tangible impacts on current residents through increased
congestion, reductions in open space, and changes in the built environment.

To disentangle these impacts and attempt to quantify them, it is necessary to begin
by laying out a more formal conceptual framework. As the next section makes clear, the
impacts of job creation will be reflected not just in labor markets, but in housing prices
and the cost of city services. After laying out this chain of events, I turn to the evidence

to document the magnitudes of these effects in Lawrence.

Conceptual Framework

Imagine that because of the attraction of a new employer or expansion of an
existing employer, 20 new jobs are created in the community. These positions can be
filled by workers already employed in the community, by residents of the community
who are currently unemployed or out of the labor force, or by migrants from outside the
community.

In the first case, the movement of workers creates new vacancies that must be
filled from the remaining two sources. Thus, ultimately an increase in jobs will result in
some combination of reductions in unemployment (as unemployed or out of the labor
force workers take jobs), and increases in the population as new workers move into the
community. If there is a large pool of unemployed workers available or if workers from
other communities are willing to migrate from other places, then rising employment need

not increase wages in the community. If, however, these sources of relatively “elastic”



labor supply are not available, then local wages may need to rise to induce more workers
to enter the labor force either from within the community or from more distant places.

The direct effects of increased employment in turn result in additional demand for
locally produced services that generates further employment growth. These multiplier
effects arise because of spending on locally produced goods and services by the new
business and its employees. The resulting increase in sales will induce local providers of
these goods and services to expand their workforce to meet additional demand.

The labor market effects of new job creation are illustrated in Figure 2. Figure 2a
shows the initial job creation as a rightward shift in labor demand. The (local) labor
supply curve is drawn with a positive slope to indicate that rising wages will be needed to
induce those not already in the labor market to enter it. As Figure 2b shows, migration
from outside the community will shift the supply curve to the right, resulting in a further
increase in employment and a reduction in the size of any increase in wages.

Beyond its labor market effects, new job-creation has several other positive
impacts on the community. To the extent that new jobs are filled through migration into
the community or a reduction in migration out of the community job creation will
contribute to increased housing demand. Higher housing demand will tend to increase
the price of the existing stock of housing, and encourage new construction. Local
government revenues will rise as a result of increased housing values and through
increased local retail sales caused by population growth.

New job creation also imposes a variety of direct costs on the community. The
new or expanded business may require additional city services, and new residents

attracted to the community will place additional demands on sanitation, water-supply,



roads, schools, and public-safety provision. All of these will necessitate increases in city

spending.

Impacts on the Local Labor Market

As Figure 1 illustrates, over the past decade and a half employment in Lawrence
grew much faster than it did in Kansas generally or in other larger cities such as Topeka
and Wichita. Where did new labor market entrants come from? We cannot directly link
migration trends with employment growth, but a variety of labor market evidence
indicates that the rapid expansion of employment was met largely by migration into
Lawrence. Rapid employment growth has not produce an increase in relative pay in
Lawrence, or reduced the local unemployment rate.

In 1990 average annual wages in Lawrence were $16,248 equivalent to 70 percent
of the U.S. average, or 80 percent of the statewide average. By 2002 wages in Lawrence
had increased to $23,124, but this growth had not kept pace with wage trends nationally
or in the state. In 2002 average wages in Lawrence had slipped to just 66 percent of the
national average and had fallen to 77 percent of the statewide average (see Table 1)

Similarly, Lawrence’s unemployment rate has closely tracked movements in the
state unemployment rate since 1990 (see Figure 3). Thus, the rapid growth of
employment did not substantially benefit unemployed or out of the labor force workers in
Lawrence. Rather, growth in employment has been met almost entirely through the

migration of labor into the community.'

' This observation should not be interpreted to mean that there were no benefits to local
residents arising from the rapid expansion of employment. In a community with slowly
growing employment some current workers might well be obliged to migrate elsewhere



Impacts on Local Real Estate Markets

If rising labor demand did not produce rising pay and falling unemployment for
local workers, it did contribute to a 31 percent increase in population, which fueled
increased housing demand. The result was a marked rise in the price of residential real
estate. Unlike labor, which is relatively mobile, land is fixed. As population increases
the demand for land, the result is rising prices for this fixed resource.

Data from the 1990 and 2000 Censuses document the sharp rise in average home
values in Lawrence over this period. Figure 4 plots the distribution of values of owner-
occupied residences in both years. In 1990 only about one in five houses in Lawrence
was valued at more than $100,000. By 2000, more than two-thirds of houses were worth
more than $100,000. As a result of this shift, the median value of owner occupied
housing rose from $68,500 to $118,400 over the 1990s.

How one experiences the effect of rising housing prices depends on whether one
is a homeowner or not. For new entrants or those who do not own their residence, rising
housing prices are a negative, raising the cost of living. For homeowners, however, while
the implicit cost of housing rises, the major effect is that the value of their assets rises
resulting in capital gains as the value of their real estate assets rise in value.

The divergence between the costs of housing per se and the capital gains
associated with property ownership is evident in the slower growth of rental rates over

the 1990s. Again using data from the 1990 and 2000 censuses, it is apparent that the

in search of employment opportunities. To the extent that rapid growth makes such
migration unnecessary local residents’ welfare may be said to have improved.



rental rates rose more slowly than did house prices (Figure 5).> Indeed the median rent
increased only from $415 per month to $555 per month (an increase of 33 percent as
compared to the 77 percent increase in median house prices). In general rents will
increase less than the prices of owner-occupied real estate because renters do not expect
to capture any of the expected future capital gains associated with a booming real estate
market.

The past 15 years have seen a boom in real estate prices not just in Lawrence but
in other communities as well. So separating that part of rising prices that is attributable
to Lawrence’s above average growth requires establishing some baseline of comparison.
One possibility is to compare house prices in Lawrence with those in other, more slowly
growing communities.

Figure 6 compares housing prices in Lawrence with those in Kansas and with
Topeka and Wichita, as well as for the nation as a whole. Between 1990 and 2004 house
prices in Lawrence increased by 107 percent. But even in slowly growing Wichita prices
increased 63 percent over the same period, and prices rose more quickly in Topeka, and
statewide. These comparisons suggest that had Lawrence grown more slowly, housing
prices would have increased between 13 and 26 percentage points less than they actually
did.

For the owner of a house valued at $68,500 in 1990 —which was the median
value of owner-occupied units in that year —this difference in growth rates translates into

a difference of between $16,000 and $30,000 dollars in capital gains. Obviously the

* In Lawrence, rental properties were overbuilt in this period. Excess capacity
contributed to the small rise in rental rates and reduced capital gains for owners of rental
properties.



benefits of these capital gains were not distributed equally, since only property owners

participated in this increase.

Impacts on the Cost of Local Government

As local population increased, the costs of providing city services also increased
substantially. Adjusting for inflation, city expenditures approximately doubled between
1990 and 2003, increasing substantially faster than city population. This growth took
place in both general fund expenditures, city services supported primarily by tax revenue,
and in enterprise fund expenditures, city services such as water and sewers that are
supposed to be funded by fees charged to their users. ’

Adjusted for inflation, general fund expenditures more than doubled, rising from
$29.5 million in 1990 to $61.3 million in 2003. Since population increased by 31 percent
over these years, this increase resulted in a substantial rise in per capita costs of
government. In 1990 city expenditures worked out to $449 per person (in 2003 prices);
by 2003 expenditures had risen to $713 per head.

More insight about this rise in general fund expenditures can be obtained by
looking at separate categories of expenditures, as detailed in Table 2. There was
relatively little increase in per capita costs for public works, debt service, or capital
outlays, suggesting that growth did not result in significant increases in the cost of these
activities. On the other hand, increases in spending on public safety ($115 per capita),
and general government ($81 per capita) account for the bulk of the rise in costs of

general fund expenditures.

* Other enterprise fund expenditures besides water and sewers are sanitation, parking,
storm water, and the municipal golf course.



Enterprise fund expenditures are a substantial share of the total cost of
government. In 2003 expenditures for services covered by enterprise funds totaled $35.7
million, or about 58 percent as much as general fund expenditures. Water and Sewer, and
Sanitation are by far the largest component of these expenditures, accounting for 88
percent of enterprise expenditures in 2003, and are the only categories of expenditures for
which historical data are readily available. Between 1990 and 2003 expenditures for
waters and sewers and sanitation adjusted for inflation increased from $17 million to
$31.7 million an increase of 81 percent. In per capita terms this is an increase of $98,
from $259 per person in 1990 to $357 per person in 2003. Throughout this period
spending on these two services grew at nearly the same rate, so sanitation accounted for
approximately the same share of the total in 1990 (25 percent) as it did in 2003 (26
percent).

Without historical data on other enterprise funds it is not possible to precisely
calculate the increase in total city spending, but even if one assumes that other enterprise
funds did not grow at all, the total of all city spending— general fund and enterprise funds
combined—would have increased at least 89 percent since 1990. If the other enterprise
fund expenditures had grown at the same rate as water and sewer and sanitation
expenditures, then total spending would have increased by 97 percent in real terms.*

Without further evidence we cannot link these increases in government
expenditures directly to rising population. In part rising expenditures may reflect an
increase in the quantity or quality of services provided, or they may reflect a general

increase in the relative cost of government provided services that is not directly related to

* Some growth in other expenditures seems likely since the golf course was not
established until the mid-1990s.
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increased population. To identify the part of rising expenditures attributable to growth
per se, we would need to establish what the increase in the government spending would
have been had population growth been slower. Establishing this “counterfactual” cost
estimate is a complicated matter that is beyond the scope of the present analysis. Data on
costs of government in other communities, however, provide some baseline for
comparison.

Despite increased city spending in Lawrence, the cost of local government
servicecs remained below that in Topeka ($748 per capita) and Wichita ($1,269 per
capita) in 2003. So it is possible that some of the growth in costs of government in
Lawrence reflects a process of catching up in terms of provision of city services. Itis
certainly the case that in the early 1990s, Lawrence’s spending on public safety was, in
per capita terms, well below the levels in Topeka and Wichita. In 1994 (the first year for
which I have data on these other cities) Lawrence spent $164 per capita on public safety
while Topeka spent $284 and Wichita $212. Without measuring the level of service
provided, however, it is difficult to tell whether the subsequent convergence in spending
reflects an increase in the level of safety in Lawrence, or is a consequence of rising
population.

While the expenditure data indicate that the costs of local government have risen
substantially in Lawrence, we must turn to data on revenues to understand how the
burden of these rising costs has been distributed. Increased enterprise fund spending was
financed largely through increased fees charged to users. The sources of increased

general fund expenditures are detailed in Table 3 in both absolute and per capita terms.



11

The column labeled “intergovernmental transfers” consists of a variety of items, but the
primary source of these funds is a countywide sales tax that was enacted in 1995.

The two major sources of funds and the two primary sources of growth in
revenues over this period are taxes and intergovernmental transfers. A number of
different sources contribute to the city’s tax revenues, but the two largest sources are
property taxes and sales taxes. In 1990, property taxes contributed 29 percent of
government revenues. By 2003, their share in the total had fallen to 25.7 percent. In per
capita terms, property taxes increased $50, from $134 to $184 (in 2003 prices) between
1990 and 2003, while sales tax revenues increased $72 dollars per capita and
intergovernmental transfers increased by $123 per capita. Thus, it seems reasonable to
conclude that much of the burden of the rising cost of government was borne by
consumers, through the sales tax, rather than by homeowners, through rising property

taxes.’

Conclusion

Over the past decade and a half Lawrence has experienced much more rapid
growth than the state of Kansas or other large communities in the state. The primary
beneficiaries of this growth have been local property owners, who have seen house prices
rise considerably faster than the state as a whole. On the other hand, the community’s

relatively rapid growth has not produced major gains for workers. Local wages have

> Upendran and Darling (2004) report that the retail pull factor in Lawrence in 2003 was
1.08, indicating that retail sales tax collections in the city were 8 percent greater than its
share of the state population. Thus, it is possible that reliance on sales tax revenue in
effect spread the rising cost of government to non-residents. But because retail pull-
factors do not adjust for difference in community spending levels no firm conclusions can
be drawn about the extent to which costs were actually shifted.
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actually grown somewhat more slowly than wages in other communities and the state,
while the unemployment rate has closely tracked the statewide rate.

Growth has been associated with a pronounced increase in the costs of local
government services. Even after adjusting for inflation, local government spending has
approximately doubled over the period, far outpacing the growth in population. While
property owners have been the main beneficiaries of rapid growth, the share of rising
government costs borne by property holders has been relatively small. Rather, the bulk
of rising costs have been covered from sales tax receipts, and charges for city services
such as water and sanitation. Thus, the costs of government have been spread more
widely among city residents generally (whether or not they own property) and non-
residents who shop in the city.

At this point it is premature to draw any conclusions about the relative size of the
costs and benefits of growth. In particular, without better information about changes in
the level of service provided by city government it is risky to draw conclusions about the
extent to which rising expenditures can be treated as the consequence of growth per se,
rather than increased discretionary expenditures designed to increase the quality or
quantity of city services. What is clear, however, is that the costs of general government
and public safety have risen substantially with increasing city size, and further

examination of the reasons for this growth would be of considerable interest.
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Figure 1: Employment Growth in Lawrence, Wichita, Topeka, and Kansas, 1990-2004
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Notes and Sources: US Bureau of Labor Statistics, Current Population Survey.

Employment in each location is shown relative to its 1990 level.



Figure 2: Labor Market Effects of New Job Creation
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Figure 3: Unemployment Rate in Lawrence, Topeka, Wichita and Kansas, 1990-2004
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Figure 4: Distribution of Values of Owner Occupied Housing, Lawrence, KS 1990 and

2000
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Notes and Sources: U.S. Census Bureau, 2000 Population Census, Table DP-1; and 1990
Population Census Summary Tape File 3. In 1990 there were 9,489 owner occupied

housing units; in 2000 there were 12,374.
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Figure 5: Distribution of Gross Rent for Renter-Occupied Units, Lawrence, KS, 1990 and

2000
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Notes and Sources: U.S. Census Bureau, 2000 Population Census, Table DP-1; and 1990
Population Census Summary Tape File 3. In 1990 there were 12,963 renter occupied

housing units; in 2000 there were 16,999.
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Figure 6: Housing Price Indexes, Lawrence, Topeka, Wichita, Kansas, and USA, 1990-

2004
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Table 1: Average Wages in Lawrence, Topeka, Wichita, Kansas, and the USA, 1990 and

2002
Average
Average Wage Annual Relative Wage (USA = 100)
Rate of
1990 2002 Growth 1990 2002
Lawrence $16,248 $23,124 3.21 69.91 65.91
Topeka $20,459 $29,526 3.33 88.04 84.16
Wichita $22,670 $31,788 3.07 97.55 90.61
Kansas $20,173 $30,169 3.66 86.80 86.00
USA $23,239 $35,082 3.74 100.00 100.00

Notes and Source: 1990-2001 from Harvard Business School, Institute for Strategy and

Competitiveness, Cluster Mapping Project. 2001-2002 from US Census Bureau, County

Business Patterns. Average wage is the ratio of total annual payroll and total

employment of all private businesses.



