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FEATURE ARTICLES

RDP

Shirley Porterfield

Service Sector Offers
More Jobs, Lower Pay

The shift in employment from
manufacturing to services in 1981-86
slowed the increase in the level of
average annual pay of US. non-
agricultural workers. The distribution
of jobs among industries in the non-
metro job market changed more than
those in the metro job market, result-
ing in a slower increase in annual pay
for nonmetro workers.

recession are being replaced with low-
paying services-producing jobs. How-
ever, this characterization overlooks
the diversity of required skill levels
and, therefore, wages within both
the manufacturing and service
sectors. This diversity, an impor-
tant factor influencing the eco-
nomic effect of structural change,
is illustrated here through an ex-

amination of wage differentials in in-
dustries in which there were large
gains or losses in employment during
the 1980's.

Using this information on wages in in-
dustries which have grown or declined
in employment since 1981, this article
strives to answer two questions. First,
if the industrial structure had been
held constant during 1981-86, would
the average worker be better or worse
off in terms of annual pay than he or
she actually was? Second, did the shift
in industrial structure over this period
contribute to a changing distribution of
earned income?

ndustry in the United States has
been shifting from goods production
to services since the late 1940’s. An

Table 1—The share of total nonagricultural employment by industry and region

Manufacturing Services Construction, mining

accelerating rate of shift after 1981 Region
translated to a 1981-86 loss of about 1981 1986 1981 1986 1981 1986
1.2 million manufacturing jobs, while Percent’!
services-producing industries gained United States >5.7 216 66.7 70.6 6.8 6.3
more than 12 million jobs. The Bureau Urban 543 50.0 68.9 72.7 6.4 6.1
of Labor Statistics projects that nearly Rural 32.7 29.8 55.7 59.4 8.9 7.3
all net job creation through the year Rural
2000 will be in the service sector. Northeast 35.1 28.2 56.8 61.9 5.4 5.9

Midwest 31.6 29.8 59.2 61.4 6.4 5.3
Manufocturing was a major non- (! 7h den e des 131 o8
agricultural rural employer in the

1960's and 1970’s. The relatively low-
skilled, assembly line jobs it provided
fell victim to the recession of the early
1980’s, forcing many rural manufac-
turers to streamline or close their
operations. As a result, rural employ-
ment in manufacturing fell from 32.7
percent of the workforce in 1981 to
29.8 percent in 1986 (table 1). In both
urban and rural areas, the share of
employment in manufacturing, con-
struction, and mining fell while the
share of employment in services-
producing industries rose.

1Percentages do not add due to exclusion of agricultural services and administrative and
auxiliary employment.

Rural employment in restaurants grew 20 percent between 1981 and 1986, despite the
low wages generally paid. Photo © J. Norman Reid
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This shift in industrial structure, repre-
sented in the rising importance of the
service sector as an employer, has
aroused some concern that relatively
high-paying manufacturing jobs lost
by nonmetro areas during the last

Shirley Porterfield is an agricultural
economist with the Agriculture and Rural
Economy Division, ERS.
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The concern over pay levels does
seem to have some legitimacy. If we
assume that the relative level of wages
across industries did not change be-
tween 1981 and 1986, 1986 data on
average annual pay for each industry
suggest that the average rural worker’s
annual pay would have been higher in
1986 if there had been no shift in
employment between industries during
the 1981-86 period. Furthermore, the
rural wage structure was affected more
than the urban wage structure by in-
dustry shifts, because rural employ-
ment gains were more likely to be in
services-producing  industries  with

Figure 1

relatively low pay, while rural employ-
ment losses were in natural resource-
based industries and higher paying
manufacturers of durable goods.
Despite the overall lower wage level
increases due to industrial shifts, the
distribution of employment in high-,
middle-, and low-paying jobs changed
very little over the period.

What was Lost and What was
Gained?

A look at the top gaining and losing
industries in terms of number of
workers over 1981-86 provides insight

Growth industries in rural areas pay average wages

half the level of leading job loss industries.

‘ Winners(average $12,305)

Eating and drinking
places

Grocery stores

Nursing and personal
care facilities

Department stores
Offices and clinics

of medical doctors
1

‘ Coal mining

Oil and gas
field services

Telephone
communications
| | Crude petroleum
and natural gas

Machinery and

| 27,980 equipment (whsl)
J

T ‘ Losers (average $24,675)

into the impact of industrial shifts.
Table 2 lists the top five losers by
metro/nonmetro status, by region,
showing absolute employment
change, employment change as a
percent of 1981 employment in the in-

dustry, and average annual pay in
1986. Note that average annual pay
does not account for differences in the
proportion of part-time employees
among industries, adding to the dif-
ficulty of comparing service sector an-
nual pay with annual pay in
manufacturing industries. The largest
absolute employment gains over the
period in almost all county groups

32,211
16,278

29,677
26,344

18,864
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Industrial Shift Reduces Fringe
Benefits, Increases Part-Time
Employment

Perhaps the most heated debate as-
sociated with employment growth in
the services-producing sector con-
cerns the "quality” of employment.
Manufacturing jobs are generally per-
ceived as high quality, providing high-
paying, relatively stable employment
with good fringe benefits. Conversely,
most services-producing positions are
thought to be low skilled, low-paying,
often part-time, with few, if any, fringe
benefits.  Fringe benefits  aside,
employment in the service sector is
more likely to be part-time than
manufacturing employment.

The proportion of the labor force
employed in part-time (less than 35
hours per week) and temporary posi-

tions has increased dramatically since
1980. Over 1980-88, while the U.S.
labor force increased 14 percent, part-
time jobs increased by 21 percent. At
the same time, the average number of
weeks worked per year has increased
since 1979 for part-time workers, and
the average number of hours worked
weekly has increased for both part-
time and full-time employees. Thus,
there are more part-time workers now
than in the late 1970’s, and they are
working longer hours, on average,
than did part-timers in the late 1970’s.
Part-time employment generally pays
less per hour than does equivalent
full-time work and often does not in-
clude any fringe benefits.

In 1985, approximately 25 percent of
the labor force in the services-produc-
ing sector worked fewer than 35 hours
per week, about twice the part-time
component of the manufacturing
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labor force. While the average high-
technology manufacturing worker
spends slightly more than 40 hours
per week on the job, the work week of
service employees varies from an
average of 38.2 hours for business
services workers to 25.6 hours for the
average restaurant employee. This
relatively larger proportion of part-
time employees in the services-
producing sector is considered an
advantage by some researchers and a
disadvantage by others depending on
whether or not the move to part-time
work is voluntary. If part-time
employees are largely men or women
with small children, the availability of
"flex time" and shared work could be
a benefit. A recent National Planning
Association study estimates that 73
percent of part-time workers want
part-time work. However, this still
leaves 5.3 million part-timers who
would prefer to be working at a full-
time job.



were in eating and drinking places and
grocery stores, both industries with
low average annual pay (most pay
less than $10,000 per year, on
average) and high proportions of part-
time employees. Most rural counties
also gained employment in nursing
and personal care facilities and
department stores, again industries
characterized by low average annual
pay and part-time work. Industries that
lost employment during the 1980’s
were primarily manufacturing, natural
resource-based, or construction, all
with relatively high levels of average
annual pay.

Regional specializations predominate.
Rural counties in the Northeast lost
more than half of their 1981 employ-
ment in computer and office equip-
ment manufacturing (831,557 in
average annual pay). However, North-
east nonmetro counties did gain
employment in two relatively high-
paying services-producing industries,
miscellaneous business services and
offices and clinics of medical doctors.
Farm and garden machinery manufac-
turing (averaging $22,216 in annual
pay) declined by 40 percent in the
rural Midwest. The petroleum and coal
industries, whose jobs paid more than
$25,000 per year, on average, were
hard hit in the South. The rural South
lost nearly 23,500 workers in the
crude petroleum and natural gas in-
dustry, 71 percent of the 1981
workforce in this industry. This is a
large drop considering that by 1981
the Nation was already in the middle
of a recession. Employment losses in
the rural West were concentrated in
the mining and wood products in-
dustries, whose jobs averaged pay of
nearly $30,000 per year in 1986.

The rural Midwest was the only area in
which manufacturing industries appear
among the top five gaining industries.
Miscellaneous plastics products (with
an average annual pay of $19,265)
grew by more than 20 percent while
employment in  motor  vehicle
manufacturing ($28,705 in average
annual pay) increased by nearly 15
percent.

The reduced increase in annual pay
attributable to the 1981-86 shift in in-
dustrial structure varies by region and
by metro/nonmetro status (table 3). The
Nation’s average annual pay would
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Table 2-Employment change by region:
1981 to 1986

Top five gaining and losing industries,

Average
Region/industry Employment change annual pay,
1986
Number Percent Dollars
United States
Gaining industries
Rural—
Eating and drinking places 155,484 20.1 5,865
Grocery stores 74,995 16.2 9,972
Nursing and personal care
facilities 53,717 19.2 8,631
Department stores 47,097 29.5 9,075
Offices and clinics of medical doctors 28,647 22.2 27,980
Urban—
Eating and drinking places 870,734 233 6,940
Miscellaneous business services 509,386 41.3 18,813
Personnel supply services 392,523 72.7 10,864
Grocery stores 296,282 19.6 11,637
Computer services 224,584 72.3 29,229
Losing industries
Rural—
Coal mining -41,645 -23.1 32,211
Oil and gas field services -38,661 -33.9 16,278
Telephone communications -33,297 -25.7 29,677
Crude petroleum and natural gas -29,296 -61.8 26,344
Machinery and equipment (whsl) -25,311 -16.4 18,864
Urban—
Steel works, blast furnaces -211,005 -46.7 29,486
Telephone communications -156,625 -17.1 30,494
Construction, mining and materials
handling machinery (mfg) -144,140 -46.4 26,200
Heavy construction -99,991 -20.4 26,786
Metalworking machinery (mfg) -66,888 -22.9 26,755
Rural
Northeast
Gaining industries—
Eating and drinking places 23,975 31.3 6,918
Grocery stores 8,512 17.0 9,554
Nursing and personal care facilities 7,552 26.9 10,104
Miscellaneous business services 5,358 69.7 16,259
Offices and clinics of medical doctors 4,288 34.6 26,706
Losing industries—
Computer and office equipment (mfg) -6,913 -59.8 31,557
Metalworking machinery (mfg) -6,249 -34.4 24,249
Construction, mining and materials
handling machinery (mfg) -5,494 -40.9 24,893
Steel works, blast furnaces -4,871 -36.2 29,204
Footwear, except rubber (mfg) -4,410 -39.8 12,492

have been slightly higher, $19,546
versus $19,187, in 1986 if industrial
structure had remained constant. This
amounts to an average "loss" (actually
a smaller increase) in pay of $359 per
worker in 1986. While the reduction in
pay per worker appears low, it
amounts to a national reduction of
more than $29 billion.

With the exception of the Midwest, the
reduction in the level of average an-
nual pay of nonmetro workers due to
shifts in industrial structure was much

Continued on facing page

greater than that of metro workers.
Workers in the nonmetro West were
particularly hard hit, losing an average
of §757 in wages over the period.

Balance Among High, Low, Middle
Earners Stays Steady, But Most
High-Paying Jobs are in the City

The potential loss of middle-class or
middle-income jobs is one of the
major concerns associated with the in-
creasing role of services-producing in-

June-September 1990 /Rural Development Perspectives



Table 2--Employment change by region: Top five gaining and losing industries,

1981 to 1986--Continued

Average
Region/industry Employment change annual pay,
1986
Number Percent Dollars
Midwest
Gaining industries—
Eating and drinking places 24,851 8.6 5,324
Nursing and personal care facilities 20,225 15.7 8,478
Department stores 14,029 26.6 8,780
Miscellaneous plastics products 11,819 22.2 19,265
Motor vehicles 8,265 14.9 28,705
Losing industries—
Farm and garden machinery (mfg) -16,389 -39.8 22,216
Machinery and equipment -15,545 -23.7 18,563
General building contractors -11,159 -23.4 22,095
Telephone communications -10,339 -25.3 30,617
Electrical industrial apparatus -7,591 -31.1 22,214
South
Gaining industries—
Eating and drinking places 83,443 31.9 5,996
Grocery stores 40,055 19.1 9,379
Department stores 24,142 36.1 9,115
Nursing and personal care facilities 20,433 20.6 8,239
Hospitals 14,267 11.8 17,033
Losing industries—
Coal mining -33,357 -28.4 31,176
Oil and gas field services -28,664 -37.3 16,066
Crude petroleum and natural gas -23,454 -70.9 27,049
Men’s and boys’ furnishings, -18,526 -11.7 10,602
work clothing, and allied garments
Telephone communications -12,410 -22.9 29,128
West
Gaining industries—
Eating and drinking places 23,215 16.0 5,966
Hotels and motels 10,618 15.6 9,969
Grocery stores 10,356 16.2 13,099
Nursing and personal care facilities 5,507 23.2 9,224
Department stores 5,414 30.6 9,669
Losing industries—
Copper ores (mining) -10,368 -52.8 31,973
Miscellaneous metal ores (mining) -9,222 -86.0 34,301
Telephone communications -8,223 -36.1 28,778
Sawmills and planing mills -7,040 -15.5 24,309
Oil and gas field services -6,767 -34.4 16,819

dustries. Several researchers have
found a widening of the real wage gap
between manufacturing and services-
producing employment over 1973-87.

A study recently completed for the
Joint Economic Committee of Con-
gress, looking at shifts in employment
shares among U.S. industries, found
that industries that expanded (in-
creased their share of total employ-
ment) between 1981 and 1987 paid
an average of $10,404 less per worker
per year than industries that lost
employment share over the period.
This estimate represents a reduction of
$113 in annual pay per employee,

totaling $9.3 billion per year for the
entire U.S. workfnrce.

Table 4 shows the change in the dis-
tribution of employment among low-,
medium-, and high-wage jobs over
1981-86. The proportion of all workers
in the middle-pay class fell slightly,
from 45.2 percent in 1981 to 44.9 per-
cent in 1986. The loss in high-pay
workers (1.6 percentage points) was
more than offset by the gain in low-
pay workers.

Results for the regions are similar, al-
though there was a slight gain in the
share of workers in the middle pay
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group in the metro Midwest. With the
exception of the rural Midwest, rural
areas lost a larger share of high-
paying jobs than did urban areas. Al-
though these losses did not translate
directly into larger gains in low-paying
jobs, the increase in low-paying jobs
was dgreater in rural than in urban
areas except in the Midwest. For the
Nation, the share of employment in
high-pay jobs was 87.4 percent of the
1981 figure. The share of employment
in high-pay jobs also declined in urban
areas, but was a larger proportion of
the 1981 share (93.7 percent). Low-
paying jobs in urban areas increased
by 5.4 percent, about 1 percentage
point less than the increase in rural
low-paying jobs.

Service Sector Offers More Jobs,
Less Pay, at Least for Now, But
Pay May Go Up

Firms in the service sector were
prolific job creators in the post-reces-
sionary 1980’s. Services were the
main source of new jobs during the
first half of the 1980’s as employment
in services-producing industries grew
by 5.8 percent, and goods-producing
employment declined by 14.2 percent.
The Nation’s metro and nonmetro
counties both have gained back jobs
lost during the recession of the early
1980’s. But, as this analysis indicates,
the jobs gained were in industries with
lower average annual pay. An addi-
tional problem is that many workers in
these services-producing industries
are not employed full-time and may
be accepting part-time work when
they would rather work full-time.

The answer to the motivating ques-
tion, are services-producing jobs
"worse" than goods-producing jobs, is
"yes" for the average worker. It is clear
that average annual wages would have
been higher (and presumably workers
would have been paid more) if the
shift in industrial structure had not oc-
curred. However, the services-produc-
ing sector is quite diverse, including
both high- and low-paying jobs. While
most of the absolute employment in-
creases were in relatively lower paying
services-producing industries, the an-
nual wages of some services-produc-
ing industries with the highest em-
ployment growth rates are relatively
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in eini in iustry or there are too few

estabhshments in arr 1ndustry to, .

.éounty level employment and

; poration of lthaca, NY. Estlmatlon, iy
~of payroll data did not begin until
5, ehmmatmg the p0551b1hty of; !

L estxmated

Thisg study usesl émﬁloymeni déta |

 for 1981 and 1986 and payroll

data for 1986. All States except

Alaska are included. Changes in

~ county definitions over the study ?,
period make employment com-

parlsons within each Alaska coun-
ty between 1981 and 1986
virtually impossible.

Securlty tax information. Prior to
the 1983 amendments to the So-
cial Security system, nonprofit in:
stitutions were not required to be
part of the system and therefore

were not counted in County Busi-

ness Patterns employment data,

high. Despite the slowing of increases
in average annual pay over the period,
the distribution of workers earning low,
middle, and high wages shifted down-
ward only slightly, with little change in
the proportion of workers falling into
the middle pay bracket. With the ex-
ception of the rural Midwest, the im-
pact of the shift in industrial structure
was felt more by nonmetro workers,
primarily due to losses in natural
resource-based and durable manufac-
turing jobs. Most job increases in rural
areas were in tourism-oriented in-
dustries, including eating and drinking
places and hotels and motels.

One fact to be kept in mind in any
comparison of industries and pay
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payroll f‘date have been estlmatedﬁ ; g

mber of years have been: {1

Wages are

defined as average payroll and are
~drawn from employer-filed Social -

employment gains in nonproflt m» ,
dustries, which would effectively
bias 1986 wages downward :

Althoughffl ﬁ;irs genera / agre

data measuring annual income for =

full-year, full—tlme workers provide ~  in1981or1986,

the most accurate portrayal of
changes in job quality, the ECBP
data include all workers, both full-
and part«tlme and do not distin-
guish between single and multiple

job. holders. This
provides a downward bias on an-
nual payroll figures. However,

there is some indication that the
average employee worked longer
hours in 1986 than i ln 1981

Because 1981 payrollﬁ data were
not available, the wages in each in-

the industrial shift, implicitly as-
suming that relative wages among

industries were constant over the =
period. Costrell has tested this as-

sumption at the national level,
finding wage shifts among in-
dustries to account for little, if any,
of the change in average earnings
over 1981-87. An average wage
was calculated for each county for
1981 and 1986 by summing the
product. of the share of employ-

during the 1980’s is the tremendous

increase in the size of the labor force.
Nearly 11 million jobs were created,
most in the service sector. Wages may
have declined over 1981-86 because
the supply of available labor increased
so rapidly. This upward trend in the
size of the labor force was further ac-
centuated by growth in two-earner
families. As the supply of available
labor goes up without corresponding
increases in labor productivity, the
average annual pay earned by each
worker goes down, according to
neoclassical labor economic theory.
This theory may, at least partially, ex-
plain low wages in the service sector,
which has provided the bulk of the

undoubtedly
. The dlfference b
. average county wage in 1986 and
71981 provides an estimate of the .

the reglon was substltuted

wt =,:$ : Siie * Wi
. b g1
W=z 5% Wi
. where

Wj = the)average wage 1n county g

Sij = the share of employment in
‘industry i in county ] in ]981 or |
1986, , 2
W.j = the average wage. in mdustry
iin county jin 1986.

between the

value attributable to the shift in in-

‘ dustnal structure over the penod

" Since this ,data set is industry
- rather than individual based, it is

dustry in each county in 1986 were = =
substituted to estimate the effect of

impossible ‘to know. 'how many

- workers are employed at two or

more part-time jobs,; earning the.
equivalent of a full-time salary.
However, even if working multiple '
jobs, part-time employees are
rarely covered by fringe benefit -
packages, a loss equivalent to up
to 20 percent in additional pay.
When = health and  retirement
benefits are not included as part of
the overall salary package, the
burden of these costs is likely to be
transferred to society as'a whole,

jobs for a rapidly expanding
workforce. The most likely alternative
scenario to growth in services-produc-
ing employment is one of little or no
new job growth, in which case literally
millions of people would be out of
work. Given a choice between a job in
the service sector and unemployment,
most  workers would presumably
choose to have a job, even at some-
what lower pay.

As the baby boomers age, the number
of retirees increases, and the number
of new workers declines over the next
decade, the lower pay associated with
many services-producing jobs will
likely begin to rise (assuming no large
increases in immigration). We are al-
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Figure 2

Wage distributions show slight drop at high end of scale.

i high-wage jobs, lead in share of low-wage jobs.

[

1981

Table 3—The impact of change in
industrlal structure on average
annual pay

1 . Medium
i pay

U dalosi s

United States, total

Average pay, Decline
. 1986, with industrial  gue to
Region structure of —  jndustrial Change
1981 1986 shift
-------- Dollars - - - --- - Percent
Unlted
States 19,546 19,187 359 -1.8
Urban 20,177 19,796 381 -1.9
Rural 16,477 15,996 481 -2.9
Northeast
Urban 21,173 20,895 278 -1.3
Rural 17,454 16,807 647 -3.7
Midwest
Urban 20,708 20,209 499 -24
Rural 16,850 16,461 389 -23
South
Urban 18,501 18,197 304 -1.6
Rural 15,959 15,543 416 -2.6
West
Urban 20,641 20,258 383 -1.9
Rural 16,467 15,710 757 -4.6

'Data are from an unsuppressed version of U.S.

Department of Commerce, Bureau of the Census,
County Business Patterns, 1981 and 1986.
Average pay is calculated from 1986 data.

ready seeing the beginning of this
trend as employers bid up wages for
entry level jobs to attract a diminishing
pool of teen and young adult workers.

Low pay in many services-producing
jobs may also be due to relatively low
labor productivity. Many services ac-
tivities, such as direct sales or food
and beverage service, require face-to-
face contact with customers, a task
that has been difficult to automate.
However, increased use of computers
and new information technology have
allowed many low-skill functions, such
as answering telephones and routing

Rural areas continue to trail in share of

(nited States, rural

Table 4-The distributlon of employment by average annual pay

Low pay Middle payl High pay
Region
1981 1986 1981 1986 1981 1986
Percent

United States 31.7 334 45.2 44.9 23.1 21.7

Urban 31.2 329 43.3 43.3 25.4 23.8

Rural 35.2 37.5 52.9 52.1 11.9 10.4
Northeast

Urban 26.5 27.9 449 44.2 28.7 27.9

Rural 34.0 35.9 51.9 51.7 14.2 12.4
Midwest

Urban 30.5 32.1 37.3 38.5 32.2 29.4

Rural 34.9 36.4 51.8 51.4 13.3 12.2
South

Urban 32.1 34.3 49.1 47.6 18.8 18.1

Rural 35.1 37.6 53.5 52.9 11.4 9.5
West

Urban 28.7 29.7 449 45.4 26.4 24.9

Rural 37.6 40.4 50.4 49.7 12.0 10.0

"Defined as between two-thirds and four-thirds the U.S. annual average wage shown in table 1.

calls, to be automated. This substitu-
tion of capital equipment for labor in
the service sector will certainly con-
tinue to grow and should eventually
lead to higher wages in many ser-
vices-producing jobs.

Whether or not services-producing in-
dustries in rural areas are able and
willing to make use of information
technology tc increase labor produc-
tivity and, ultimately, the wages of ser-
vice workers remains to be seen.
Additional research at a disaggregated
industry or occupational level is
needed to assess the ability of non-
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metro areas to attract these higher
wage services. While services-produc-
ing industries are not the only answer
for rural economic development, it
seems reasonable for policymakers to
make use of all available opportunities
to induce development, including
those offered by the services sector.
ROP

For Additional Reading...

R.M. Costrell, The Effects of Industry
Employment Shifts on Wage Growth:
1948-1987. Study prepared for the
Joint Economic Committee of the U.S.
Congress, 1988.





