











slowing of the national economy. The
Southwest's energy-producing sectors
will expand while its energy-using
sectors, such as refining, petrochemi-
cals and transportation, contract. These
adjustments will have both positive and
negative multiplier effects in the
Southwest economy. The Mexican
economy, strengthened by higher oil
prices, also will exert a positive
influence on the region’s economy.
On the whole, higher oil prices can
be expected to stimulate employment
in the Southwest. The extent of em-
ployment gains depends on the size

and duration of the price increase. Over

a two-year period, each §1 increase in
the price of oil that is expected to
continue indefinitely would boost
Texas employment by 17,200 jobs—
0.25 percent of total nonagricultural
employment in the state. Similarly, each
$1 increase in the price of oil would
boost employment in Louisiana by
4,800 jobs—0.32 percent of its non-
agricultural employment—and in New
Mexico by 800 jobs—0.14 percent of its
nonagricultural employment.'

In total, nine energy-producing
states—Alaska, Colorado, Louisiana,
New Mexico, North Dakota, Oklahoma,
Texas, West Virginia and Wyoming—
will benefit from sustained higher
energy prices. The other 41 states and
the District of Columbia will be hurt by
rising energy prices. Wyoming and
Oklahoma show the largest percentage
gains in employment. Delaware could
see the biggest losses; nearly 10 percent
of its employment is in the petrochemi-
cals industry.

During 1990, however, higher oil
prices could reduce employment in the
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energy-producing states. Growth in the
national economy has slowed, but the
oil industry has not yet responded to
higher oil prices by increasing explora-
tion and development. Oil producers
are not sure that high oil prices will be
sustained. In addition, a shortage of
drilling equipment and qualified
personnel prevents a quick response.
Furthermore, half of current drilling is
for natural gas, and natural gas prices
remain depressed. A surplus of natural
gas and high inventories of residual
fuel oil, the primary substitute for
natural gas in industrial applications,
are holding down natural gas prices.

As shown in Chart 11, the temporary
price increases that are likely to result
from the Middle East crisis will provide
only a slight stimulus to employment in
the Southwest, And although the three
scenarios considered are likely to
generate regional employment gains
during the disruption, some temporary
price increases could actually reduce
the growth of employment in the
Southwest. While all the negative
effects of a slowing national economy
will be realized, only small gains will
be made in the energy-producing
sectors, given the temporary nature of
the oil-price hike.

Furthermore, any employment gains
resulting from temporarily higher oil
prices will be lost as prices fall back to
the base case. For the brief conflict
scenario, this happens by the end of
the forecast horizon. For the other two
scenarios, the temporary employment
gains are lost after the forecast horizon.

Summary

Before the oil-price disruption, the
national and Southwest economies
were showing weak growth, with
growth in the nation converging toward
the sluggish growth rates that character-
ized the Southwest during the past
three years. In the absence of higher oil
prices, national economic growth
would have remained slow over the
next few quarters, but the United States
probably would have avoided a
recession. Somewhat higher unemploy-
ment rates would have been accompa-
nied by an easing of inflationary
pressures.

Higher oil prices will slow national
economic growth. A recession may be
avoidable, but just barely so. Inflation,
on the other hand, is likely to rise
through the end of this year and into
1991.

Temporarily higher oil prices will
provide only a slight stimulus to
economic growth in the Southwest, and
only while they are sustained. As the
crisis in the Middle East is resolved and
oil prices retreat, the employment gains
resulting from higher oil prices will be
reversed. In any case, the benefit of
higher oil prices to the Southwest
economy may not be evident until
1991.

—Harvey Rosenblum
Stephen Brown
Evan Koenig
Keith Phillips
Mine Yiicel

' A 51 change in the price of oil now
has a smaller effect on the Southwest
than previously estimated (5.P.A,
Brown and John K. Hill, “Lower Oil
Prices and State Employment,” Confem-
porary Policy Issues, July 1988). Since
the earlier analysis, the Southwest
economy has become more closely tied
to the national economy. In addition,
the Southwest's energy-producing
sectors have become smaller and its
energy-using sectors have become
larger.
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