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The Flow of 
Money ...

How a local economy grows 
and expands.

The Flow of Money 
explains step-by-step 
how a local economy 
works and what 
communities must do 
to improve the 
economic quality of 
life for the people 
living and working in 
the area. 



Dear Community Leader:

For the past twenty-two years, I have visited communities across the country 
determining the condition of their economy and offering ideas on how to improve 
or maintain the situation.

Some of these areas were growing and dynamic. Others were in significant 
decline.

Most of time, one of the main reasons an area was doing well was the result of 
community leadership. Local governments, civic, and business groups teamed 
together to implement an aggressive “economic development program.”

Unfortunately, I also discovered one of the reasons an area was in economic 
decline was the absence of the desire to do what was necessary to reverse what 
was happening. Oftentimes this was the result of not understanding what had 
caused the problem and what was needed to correct it.

The Flow of Money has been written to assist community leaders in 
understanding the nature of their local economy. It presents the “basics” on what 
every community needs to do to cause a growing economy or to stop decline.

It is hoped that after reviewing The Flow of Money, communities will embrace 
and put into action what is necessary to improve the economic quality of life for 
all the residents in their community.

Sincerely,

William H. Fruth
President
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What is “economic strength?” 
 
 “Economic strength” is the long-term tendency for an area to 
consistently grow economically in both size and quality. 
 
Each year POLICOM Corporation ranks the 383 Metropolitan Statistical 
Areas and the 550 Micropolitan Statistical Areas for economic strength. 
Twenty-three economic factors that reflect how consistently areas grew 
in size and quality over a twenty-year period are measured.   
 
The economic strength rankings are created to enable POLICOM to 
study the characteristics of strong and weak economies throughout the 
United States. From this research, POLICOM is better able to 
recommend to communities what individual areas need to do to 
improve their local economy. 
 
The highest ranked areas have had rapid, consistent growth in both size 
and quality for an extended period.  
 
The lowest ranked areas have been in decline, sometimes rapidly, for an 
extended period.  
 
It is a characteristic of strong economies to create or maintain primary 
industry jobs, which pay a wage higher than their local average wage, which 
improves the quality of the economy.  
 
It is a characteristic of weak economies to either lose high-wage jobs, or create a 
plethora of low-wage jobs, which dilutes the quality of the economy. 
 
One of the most important features of the strongest areas is they have diversified 
economies for the most part. This means they have multiple primary industries 
filling their bucket of wealth. This provides a consistent flow of money into the 
economy even if one of the industries has a downturn.2

 
 

In what ways do local economies grow? 
 
Local economies are dependent upon bringing money into the area for economic 
growth. Money is imported principally by the business activity of the primary 
industries. The consistency of the economy is dependent upon how regular or 
dependable the flow occurs.   
 
The increase or reduction in the size of the economy is in direct proportion to the 
amount of money flowing into the local economy. The quality of the economy, or 
the standard of living for the people, seeks the level of the wages paid by the 
contributory businesses. 

                                                 
2 For the economic strength rankings for all statistical areas, please go to www.policom.com. 

 
 
 
 

 

 

2018 Ten Strongest Metropolitan Areas

1 Austin-Round Rock, TX (MSA)
2 Napa, CA (MSA)
3 Seattle-Tacoma, WA (MSA)
4 Nashville-Davidson, TN (MSA)
5 San Jose-Sunnyvale, CA (MSA)
6 Indianapolis-Carmel, IN (MSA)
7 Dallas-Fort Worth, TX (MSA)
8 Salt Lake City, UT (MSA)
9 Raleigh, NC (MSA)

10 Denver-Aurora, CO (MSA)

2018 Ten Strongest Micropolitan Areas

1 Bozeman, MT (McrSA)
2 Lewisburg, PA (McrSA)
3 Truckee-Grass Valley, CA (McrSA)
4 Traverse City, MI (McrSA)
5 Wooster, OH (McrSA)
6 Andrews, TX (McrSA)
7 Durango, CO (McrSA)
8 Edwards, CO (McrSA)
9 Kapaa, HI (McrSA)

10 Dickinson, ND (McrSA)
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Growth in Size or Volume 
 
There are several ways to measure the growth of the size of a local economy. Let 
us look at some of them. 
 
Remember the discussion on how money, once it enters the bucket of wealth, it is 
mixed and churned. The flow back and forth is the result of “transactions.” When 
you buy a pair of shoes, there is a transaction. When you 
go to the doctor, there is a transaction.  
 
One of the components of “economic impact” is the value 
of all the transactions, which occur because of the 
presence of a particular business enterprise in an 
economy.  
 
You have likely heard the term “gross domestic product” 
(GDP). This is the measure of all the transactions in the 
United States. Counties and cities also have a “gross 
product.”  
 
The dollar amount of transactions can become a very 
large number. The 500-job pharmaceutical manufacturer 
causes about $420,000,000 in transactions each year. 
 
Gross and taxable retail sales are also a way to measure 
the growth in the size of an economy. Retail sales are 
essentially the purchases made by consumers at the end 
user level while transactions are the movement of all the 
money in the economy. 
 
Typically, taxable retail sales are about 20% of all transactions, but this varies 
from county to county and state to state. The 500-job manufacturer causes about 
$109,000,000 in taxable retail sales each year. As the volume of money increases 
in the economy, there are more transactions, thus more taxable retail sales, 
which are of interest to local government.  
 
Economic growth, as it affects the people who live and work in an area, is often 
measured by the increase in the number of jobs and total worker earnings.  
 
Total worker earnings are all the wages and salaries paid and the profits of sole 
proprietor businesses. Worker earnings account for most of the money circulating 
in the bucket, causing the vast majority of all of the transactions to occur. 
 
As worker earnings increase, the amount of transactions and gross retail sales 
also increase.  
 
By increasing the number of jobs, those, which are unemployed, have the 
opportunity to earn and spend. In addition, employers now compete for the best 
workers, providing opportunities for all to improve themselves.  

 
 
 
 

 
 

The strongest economies have had rapid  
consistent growth for a very long time. 

(Average of the ten strongest and weakest areas – 1987-2016.) 
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The strongest economies in the nation have had a significant increase in the 
number of jobs and total worker earnings because of the growth of their primary 
industries.  
 
The weakest economies have had little growth in employment and some have 
fewer people working in the area than ten-years ago. For some weak areas, after 
adjusting for inflation, they actually have fewer dollars in the economy than they 
did twenty-five years ago. 
 
However, just creating jobs of any kind can actually hurt a local economy in the 
long run. It is a myth that “any new job will help an area.” It is time to talk about 
“quality.” 
 
Growth in Quality 
 
The quality of the economy is a reflection of the standard 
of living of the people residing and working in an area. It is 
the amount of money earned by the individuals annually.  
 
Earl Nightingale, the famous writer and philosopher, was 
fond of saying, “There is nothing more important than 
money … for the things money is intended.”  
 
Money has purchased better housing, better food, warmer 
clothing, more leisure time, better health care, better 
education, and a more secure retirement than poverty ever 
has. 
 
The amount of money an individual earns each year, for a 
vast majority of the people, determines their lifestyle. The 
annual wages in a local economy, therefore, reflect the 
quality of the economy. 
 
The type of primary industry jobs located in the economy 
determines the quality of the economy. The average area 
wage will seek the level of, but cannot exceed, the wages 
paid in the primary industries.  
 
If a local economy has a large number of primary employers, which employ high-
wage workers, the overall level or quality of the economy, including the 
consumptive industries, will rise toward those wages.  
 
If the area is dominated by primary businesses, which pay low-wages, the overall 
quality will be pulled down to that level.  
 
In fact, the addition of low-wage primary jobs into a high-wage economy can 
actually hurt an area.  
 

 
 
 
 

 
 

The strongest economies have improved in  
quality for the last 20 years. 

(Average of the ten strongest and weakest areas – 1987-2016.) 
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About POLICOM

POLICOM Corporation is an independent economics 
research firm which specializes in analyzing the 
dynamics of local and state economies.

From its study, it determines if an area is growing or 
declining, what is causing this to happen, and offers 
solutions and ideas to improve the local economy.

POLICOM has served as an economic development 
consultant for communities throughout the United 
States for more than twenty-years.

Founded in 1995, POLICOM has examined the 
condition of more than 800 local economies, created 
more than 200 community economic studies, and its 
President, William H. Fruth, has given economic 
development presentations in 40 states.

Annually POLICOM ranks all the Metropolitan and 
Micropolitan Statistical Areas for "economic 
strength" which is the long-term tendency for an 
area to consistently grow in size and quality.

Contact POLICOM

When you have questions, please contact us.

Phone: 772-781-5559
Email: info@policom.com
 
2740 SW Martin Downs Blvd. #279
Palm City, FL  34990

www.policom.com

“Whatever must 
happen eventually, 

should happen 
immediately.”
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