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Labor Market Conditions
In Ohio Versus the Rest of
the United States:
1973-1984

by James L. Medoff

Introduction

This paper presentsevidencethat contrasts labor
market conditionsin Ohio and therest of the
United States during the 1973 to 1984 period. The
evidencesupportsthefollowingfour propositions.

1. Whether we focus on the entire
private sector or jud on private manufacturing,
Ohio's percentage changein employment was
less than the percentagechange in employment
in the United States as awhol e from 1973 to
1984. Whilethiswas particularly true in the last
fiveyearsd the period, it was nearly astruefor
thefirg Six.

2. Theimpact of unionson
Ohio's rdaive wages undoubtedly contributed to
thefact that Ohio's employment growth was
below the national average, but the existing evi-
dence does not support the belief that the direct
union wage effect was a key factor.

3. Whileincreasesin the price of
the US dallar have deservedly received much at-
tention o late, changes in exchange rateswere
not asignificant factor in the rel ati ve worsening
o Ohio's employment situation. The appreciation
in thedollar's price hurt every statein the country,
but did not hurt Ohio by an above-averageamount.

4. Netting out the direct wage ef-
fectsdf unions, Ohio's manufacturing wage rates
for agiven qudity of labor are substantialy above
the nationd averagetoday, asthey were in 1973.
Whilewe do not know exactly why Ohio's non-
union manufacturerspay agreat deal more than
comparable employers elsewherein the country,
this phenomenon is likely to be one reason why
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Ohio's employment growth rate was bel ow the
national average during the past 10 years.

The evidence presented is based
on May Current Population Survey (CPS) micro-
datafor 1973,1979,1983,and 1984. These data
come from surveysd about 60,000 households
conducted by the Bureau d the Censusfor the
Bureau of labor Statidtics The S surveyscollect
information on such thingsas employment status,
usud hourly earnings, state of residence, union
datus, yearsd education, age, sex, race, occupa
tion, and industry.

1 Findings

Tablel gives unemployment rates for the United
Saesasawhole, for Ohio, for agroup of “high-
growth states, and for five states to which Ohio
frequently comparesitsalf —Michigan, Pennsylva
nia, Indiana, lllinois, and New Yok. The table
revedsthat, in 1973, Ohio's unemployment rate
wasdightly below the rate in the United States as
awhole. In 1979, the two rateswere identical,
and in 1984, the Ohio rate was substantially
above the national figure. Thus, the unemploy-
ment datisticssuggest that Ohio'slabor market
conditionsworsened dightly more than condi-

tions elsewherein the country during the 1973to
1979 period, and worsened substantialy morein
the years between 1979 and 1984.

It is now well known that unem:
ployment rates depend greatly on the extent to
which thelabor forceisaffected by the business
cydeand by variousstructurd factors. Thus, many
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e )OS ti ON—a percentage increase 10.5 points be:
Unemployment Ratesin May 1973, 1979 and 1984

1973 1979 1984
United States 4.6 5.4 7.3
Ohio 4.2 5.4 9.7
High-growth states 5.2 5.3 6.3
Michigan 5.3 7.4 11
Pennsylvania 3.9 5.9 89
Indiana 3.6 5.6 8.1
Illinois 4.0 5.2 9.3
New York 5.2 6.5 6.5

NOTE: High-growth states include California, Florida, Georgia, Massachusetts,
North Carolina, and Texas.
SOURCE: May Current Population Survey datafor al years.

TABLE 1

economigts have cometo rely more on the
employment-popul ationratio than on the unem-
ployment rate as a meaningful indicator of 1abor
market conditions. Moreover, the present andyss
focuses more on the demand side of the labor
market than on its supply side; thisimpliesa
greater concern with employment and wages
than with unemployment. With dl o thisasa
backdrop, we turn to figureson employment
growth ratesfor Ohio and therest o the country.

Percentage Increasesin Private Sector

Employment: 1973-79 and 1979-84
All sectors Manufacturing
1973-79 197984 197379 197984

United States 15.0 11.0 5.6 -4.4
Ohio 6.0 0.5 -0.7 -12.0
High-growth states 220 22.0 13.0 13.0
Michigan 10.0 -2.2 12.0 -23.0
Pennsylvania 1.9 6.6 -8.6 -11.0
Indiana 3.0 4.0 7.3 -4.7
Illinois 83 1.6 -5.6 -8.9
New York 5.0 3.7 6.5 -13.0

NOTE: High-growth statesinclude California, Florida, Georgia, Massachusetts,
North Carolina, and Texas.
SOURCE: May Current Population Surveydatafor all years.

TABLE 2

Table 2 presentspercentagein-
creases in privatesector employment for two
periods, namely, 1973 to 1979 and 1979 to 1984,
for dl sectorstaken together and for manufactur-
ing by 'itsdf. Once again, Ohio is contrasted with
different states and groupings of states. Looking &
the figuresfor the entire private sector first, we
find thet in the 1973 to 1979 period Ohio's per-
centage increase was nine points lower than the
country asawhole; in the 1979 to 1984 period,
we find only adight worsening in Ohio'srelative

low the nationd figure. For manufacturing, the
table tellsasmilar sory: Ohio's percentage
increase was 6.3 points lower than the nation's
from 1973 to 1979 and 7.6 pointslower from 1979
t0 1984. Thus, table 2indicates that Ohio's rela
tive growth experiencewas bad throughout the
past decade and has not jugt recently turned sour.

Ohio's employment growth figures
contrast sharply with Michigan's. Looking a the
entire private sector, we find that whilein 1973to
1979 Michigan had a private sector employment
growth percentage 5 pointsbelow the nation asa
whole, in 1979 to 1984, it had afigure 13.2 points
below the nationd figure. For manufacturing
alone, the 1973 to 1979 Michigan growth percent-
agewas 6.4 points higher than the nationd aver-
age, whereasthe 1979 to 1984 Michigan percent-
agewas 18.6 pointslower. Thus, the events o the
past fiveyears, in particular the dramatic increase
in the dollar exchangerate beginningin mid
1980, most likely had a much more del eterious &f-
fect on labor market conditionsin Michigen than
in Ohio or in mog other states. As one can see by
comparing the two periods1973to 1979 and 1979
t0 1984, the dollar'sappreciation does not seem
to have played alarge part in the relative deterio-
ration of labor market conditionsin Ohio.

Towhat extent did unions direct
effects on wage rates cause employment growth
differencesacrossareas?To address this question,
we begin with table 3, which presentsdataon the
percentage of private sector employeeswho were
union membersin 1973, 1979,and 1984 in Al
sectors of the economy and in manufacturing
taken by itsdf Asthe tablereveds, Ohio's private
sector unionization rates were about one-third
above the comparable national average through-
out the entire 1973 to 1984 period. Whilethe
percentage organized in Ohio declined in the
private sector asawhole, and in manufacturing
from1973t0 1984, it did so & roughly the same
proportionaterate asfor the country asawhole.
One caution, necessary for those examining table
Jisthat it iswrong to assume that high growth is
the result of low unionization percentages; the
high-growth states have many other characteris
ticsbesidesalow percent in unions,and only a
careful andlysiswould permit one to discern the
"true" separate effectsdf percent unionized and
these other fectors.

The direct impact of unionson
reativewagesin different areas depends both on
the areas rddive ratesof unionization and on
the direct impact of unionson wagesin the aress.
Edimeates of the percentage by which union
hourly earningswere higher than nonunion
hourly earningsamong comparableemployeesin
the private sector for 1973, 1979, and 1983-84 are
given in table 44; comparable estimatesfor the
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Private Sector

Union Percentages in 1973, 1979, and 1984

All sectors Manufacturing
1973 1979 1984 1973 1979 1984

ECONOMIC REVIEW

1979.) What these two tablesindicateis that the
"union wage effect” has been lower in Ohio than
elsewherein the United States throughout the
past decade, and that it has become substantially
lower throughout the 1973 to 1984 period. The
ability of unionsto raisetheir members wages

United States 24 21 16 39 35 27 above those of comparable nonunion employees
Ohio 31 31 22 51 54 42 istoday much lessin Ohio than it isin the vest
High-growth states 17 15 13 26 22 16  mgority of states. Furthermore, the fact that the
Michigan 36 34 28 58 54 52 ynion/nonunion wage differential is conditioned
Pennsylvania 31 30 20 50 53 43  pytheimpact of unionson nonunion wages has
Indiana 34 30 28 60 53 59 been recognized since measurement of that dif-
lllinois 31 27 19 44 38 29 ferential first began.!

New York 30 26 23 41 38 26 Tables54 5B, and 5C provide

NOTE: High-growth statesinclude Cdifornia, Florida, Georgia, Massachusts,
North Carolina,and Texas.

TABLE 3

SOURCE May Current Population Survey datafor al years.

manufacturing sector taken by itsdf are given in
table 4B. (Becausethe sample used to construct
usual hourly earningswas cut substantially
between the 1979 and 1983 May CPS surveys, the
1983 and 1984 surveyswere merged to produce a
sample o roughly the same size aswas used in

estimates of the percentage amount by which
private sector hourly earningswere higher in
Ohio than in comparison statesin 1973, 1979,
and 1983-84, respectively; tables 64, 6B, and 6C
provideana ogous estimatesfor the manufactur-
ing sector taken by itself2 It is instructiveto con-
sider thefirgt column in table 54 Thefirst figure
in thiscolumn indicatesthat in 1973, usual
hourly earningswere 4.8 percent higher in Ohio
than in the rest of the country. The second figure
in thiscolumn indicatesthat when the compari-

Percentage Amounts by which Union Hourly Earnings Exceeded

Nonunion Hourly Earningsin 1973, 1979, and 1983-84

A. Private Sector assaWhole

B. Private Sector, Manufacturing Only

Sameworker, Sameworker,

Sameworker sameindustry Same worker sameindustry
1973 1979 19834 1973 1979 19834 1973 1979 19834 1973 1979 1983-4
United States 29 26 29 23 21 24 17 18 20 14 14 16
(06) (0.8) (090 (0.6) (0.8) (090 (0.8 (L1 (12) (0.8 (1L0) (L2
Ohio 25 23 17 18 19 14 14 89 53 12 48 15
24 3B (B9 (3 GO BN @n G5 G @7 GH A7
High-growth 30 26 35 25 2 31 16 19 25 13 14 21
states (13) (1.8) (200 . (1.3) (L7 (9 @7) (24 (9 Q7 @4 9
Michigan 27 19 2 19 15 16 14 16 18 6.4 13 9.6
27) (35 (42 (27 (B4 (40 (B7 43) (520 (36) 40 (GD
Pennsylvania 25 15 18 18 86 9.8 12 22 8.2 76 22 7.1
(26) (32) (34 (25 (B1) (33) (28 “0) 7 (28 (38 (49
Indiana 29 24 31 2 18 20 14 10 52 84 50 -04
(32) (45) (53) (32 (45 (.0 G7 G3) (1) @7 68 G
[llinois 23 21 27 17 17 21 1 74 13 10 098 14
(25) (34) (41 (24 (G4 G (31 47 G5 (31 (51) (58
New York 6 72 16 12 58 13 71 70 11 77 93 18
2 @7 G @Co) @7 @Bl @9 G2 G6) (30 (44 (6.0

NOTES Numbersin parentheses bel ow percentagesare standard errors. The adjectivesame'” refersto years o education, age and its
square, race, sex and occupation (one of eight broad categories ). The expression"same industry" denotes one of seven broad categories
(in the case of table4A ) and one df 20 two-digit SIC industriesin the case o table 4B. High-growth statesinclude California, Florida,
Georgia, Massachusetts North Carolina and Texas.

SOURCE: Mey Current Population Survey data for al years.
- - |
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Percentage Amounts by which Private Sector Hourly Earnings
Were Higher in Ohio than in Comparison States

A 1973
Comparison states United States ~ High-growth Michigan Pennsylvania Indiana Illinois New York
states
Total amount 4.8 6.4 -55 41 35 6.1 -8.8
(1.3) (1.4) (1.8) (1.7) (2.0) (1.7) (1.5)
Same workers 19 31 -8.1 2.8 13 1.7 -8.4
(1.0) (1D (1.3) (1.3) (1.5) (1.2) (1.1)
Same workers, net 0.0 -0.3 1.2 26 13 -7.1 8.1
of union premium  (0.9) (1.0) (1.2) (1.3) (1.4) (1.2) (1.1)
Same workers, 17 2.7 -7.8 33 2.0 -7.5 -8.6
same industry (0.9) (1.0) (12) (1.2) (1.4) (12) (1.1
Same workers, same
industry, net of 0.3 0.1 7.2 31 19 7.1 -8.3
union premium (0.9) (1.0) (1.2) (1.2) (14) (1.1 (1D
B. 1979
Total amount 35 6.2 7.4 0.3 58 -6.9 -0.6
(1.7) (1.8) (2.2) 2.2) Q7 (2.2) 2.
Same workers 20 4.8 -8.8 15 5.2 -84 -0.2
(1.3) (1.4) (1.6) (1.7) (2.0) (1.6) (1.6)
Sameworkers, net -0.0 10 -8.6 14 45 -9.0 -0.3
of union premium  (1.3) (14) (1.6) (1.7) (2.0) (1.5) (1.6)
Sameworkers, 21 47 -8.0 25 6.0 -8.0 -0.2
same industry (1.3) (1.4) (1.6) (1.6) (2.0) (1.6) (1.6)
Same workers, same
industry, net of 0.1 15 -7.9 24 55 -8.5 -0.3
union premium (1.3) (13) (1.6) (1.6) (19 (1.5) (1.6)
C. 1983-84
Total amount 3.3 16 -3.6 0.8 49 5.3 -2.6
(1.8) (1.9) (2.5) (2.4) (3.0) (2.3) (2.2)
Same workers 0.7 -0.2 -4.8 04 3.8 -6.7 -4.2
(1.3) (1.4) (19 (1.8) (23) (1.8) a7
Sameworkers, net -0.8 25 -3.7 -0.2 4.3 -6.9 -3.6
of union premium  (1.3) (1.4) (1.9) (1.7) (22) (1.7) (1.7)
Sameworkers, 11 0.2 -5.4 0.1 4.6 -6.4 3.7
same industry (1.3) (1.4) (1.8) (1.7) (2.2) (1.7) (1.7)
Same workers, same
industry, net of -0.2 -1.9 -4.5 0.2 49 -6.6 -3.2
union premium (1.3) (14) (1.8) (1.7) (2.2) (1.7) a7

NOTES Numbersin parentheses below percentages are standard errors. The adjective"same" refers to years of education, age and its
sguare, race, sex, and occupation (one of eight broad categories). The expression " same industry" means one of seven broad categories.
High-growth states include California, Florida, Georgia, Massachusetts, North Caroling, and Texas.

SOURCE: May Current Population Survey data for the given year.

S —
TABLE 5
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Percentage Amounts by which Private Sector Hourly Earnings
in Manufacturing Were Higher in Ohio than in Comparison States

A 1973
Comparisonstates United States ~ High-growth Michigan Pennsylvania Indiana Illinois New York
states
Total amount 13 18 -8.1 14 12 36 3.8
(1.9) Q1D Q1D (2.2) (2.4) (2.2) (2.3)
Sameworkers 7.3 11 -8.9 8.2 37 -0.1 2.8
(1.3) (14) (1.7) 7 1.9 17 (17)
Same workers, net 53 7.3 -8.2 8.1 4.4 -0.6 2.2
of union premium (1.3 (1.4) (1.7) (17) (1.9) (1.7) (17)
Sameworkers, 3.6 6.9 -5.3 4.8 3.7 2.1 1.3
same industry (1.3) (1.5) (1.7) (1.7) (1.9) 7 (1.8)
Same workers, same
industry, net of 25 4.4 5.2 4.7 4.1 2.2 1.1
union premium (13) (1.4) (1.7) .7 (1.9) (1.7) (1.8)
B. 1979
Total amount 8.8 15 -10 1.3 8.1 -1.9 6.3
(2.4) 27) (2.8) (2.9) (3.5) (3.1) 3.1
Sameworkers 5.2 10 -10 2.0 4.3 4.2 52
(1.8) (2.0) 2.1 (2.2) (2.6) (23) (2.3)
Sameworkers, net 2.3 5.6 -10 1.9 3.8 -5.0 4.5
of union premium  (1.7) (2.0) (2.1) (2.2) (2.6) (2.3) (23)
Same workers, 2.5 6.6 -5.6 1.1 4.4 -5.8 14
same industry (1.7 (20) . (2.2) (2.2) (2.6) (2.3) (24)
Sameworkers, same
industry, net of 0.6 3.9 -5.8 11 42 -6.2 10
union premium (17) (2.0) (22) (22) (2.6) (2.3) (24)
C. 1983-84
Totd amount 14 15 -4.5 10 6.6 1.8 5.1
(3.0) (3.3) (3.5) (3.7) (4.0) (3.7) (4.1)
Sameworkers 8.3 11 -6.8 4.7 2.7 1.4 3.3
(2.2) (2.3) .7) (29) (3.0) (2.8) (3.1)
Same workers, net 6.0 6.6 -5.8 50 3.3 -1.9 29
of union premium  (2.1) (2.3) 2.7) (2.9) 3.1 (2.8) (3.1)
Sameworkers, 54 6.4 -1.9 1.0 5.6 -0.4 -1.0
same industry (2.1 (23) (29) (28) 3.1 (29) (3.1)
Sameworkers, same
industry, net of 4.1 38 -1.5 12 57 -0.8 -1.2
union premium (2.0) (23) (29) (29) (3.2) (29) 3.1

NOTES Numbersin parentheses bel ow percentagesare standard errors. The adjective "same” refersto years of education,ageand its
square, race, sex, and occupation (one o eight broad categories). The expression "'same industry meansone o 20 two-digit Standard
Industrial Code (SIC) industries. High-growth statesinclude Caifornia, Florida, Georgia, Massachusetts, North Caroling, and Texas.
SOURCE May Current Population Survey datafor thegiven year.

C -~ -~ - - - ]
TABLE 6
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son islimited to employees who have the same
education, age, race, sex, and occupation, the
Ohio premium comes down to 1.9percent. The
third figure al so takes into account whether or
not an employee isa union member: thisfigure
indicateswhat the hourly earningsdifferentia
would be if we compared workersin Ohio to
similar workers elsewhere in the country, sub-
tracting the direct impact of unions on hourly
earnings. Thus, the 1.9 and 0.0figures, taken
together, imply that direct union wage effects
caused Ohio's hourly earningsto be 1.9 percent-
age points above the national average. The fourth
and fifth figuresin the row are comparable to the
second and third, respectively. They are based on
comparisonsamong workerswho are in one of
seven broad industrial categories. The fourth figr
ure indicates that in 1973 comparable private sec-
tor employeesin a given sector received hourly
earningsthat were 1.7 percent higher in Ohio
than in the rest of the country. The fifth figure,
0.3,implies that 1.4 percentage points of that
Ohio premium could be attributed to the direct
impact of unionson hourly earnings.

Thefirg columns of tables4 5B,
and 5C, taken together, reveal two key facts. The
firg isthat usual hourly earningsgrew dightly
lessin Ohio than in the rest of the country during
the entire 1973 to 1984 period. The second isthat
the direct effect of unionson wage ratescould ex-
plain why Ohio's hourly earningswere from 1 to
2 percentage points higher than the national
averagethroughout the entire period, but could
not explain the substantial increasein the hourly
earningspremium that Ohio's workers have tradi-
tionaly enjoyed. Tables64 GB, and 6C, limit the
comparisonsto employees in the manufacturing
sector? The mgjor difference between these
tablesand the three that preceded them is that
the hourly earningsadvantageenjoyed by awork-
er in Ohio, as opposed to the rest of the country,

In H. Gregg Lewis, Unionismand Relative Wages in the United

Stales: An Empirical Inquiry Chicago: University of Chicago Press.
1963, this problem is discussed. It is assumed that the unionlnonunion
comparison should be treated as a comparison of union wages to wages
in a world without unions, simply because of the intractable nature of
the problem. Researchers following Lewis have made an identical
assumption. For more information about the factors influencing the
unioninonunion wage differential, see George E. Johnson, "Economic
Analysis of Trade Unionism,"American Economic Review, vol. 65, no. 2
(May 1975), pp. 23-34; and Richard Freeman and James Medoff, What
Do Unions Do? New York: Basic Books, 1984, pp. 43-60.

For a mathematical derivation of the semilog eamnings function,

see Jacob Mincer. Schooling, Experience, and Eamings, New York
and London: Columbia University Press and National Bureau of Economic
Research, 1974 p. 11. That the semilog earnings function fils data better
than a linear functionis supported in Jacob Mincer, “The Distribution of
Labor Incomes: A Survey wilh Special Reference to the Human Capital
Approach,"Jouma of Economic Literature, vol. 18, no. 1 (March 1970),
pp. 1-26; and in Schooling, Experience, and Eamings, p. 113.
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is much greater in manufacturing than in the
nonmanufacturingsectors: Whereasin manufac-
turing in 1983-84 aworker with agiven amount
of "human capital" was paid 8.3 percent morein
Ohio than in the rest of the United States; in the
private sector asawhole, the comparable figure
was 0.7 points. There are a number of possible
explanationsof the Ohio "wage premium." For
example, the differential could represent uncap-
tured labor quality differences, different work
conditions, either geographically or in the work-
place itsdf, or the threat of unionization, which
could lead nonunion firmsto avoid it.

Interestingly, the direct impact of
unions on wages in manufacturing could not
explain a"very large" proportion of the over-all
Ohio wage premium. In 198384, the direct effect
of unions could explain 2.3 percectage points of
an 8.3 percentage point differential when workers
were not grouped in termsof particular manufac-
turing industries. In the same year, the direct
effect of unions could explain 1.3 points of a 54
percentage point differential that was observed
within 20 two-digit Standard Industrial Code
(SIC) manufacturing industries.

II. Conclusion

The evidence presented in this paper supports a
number of contentions. Frg of dl, whilethe
appreciation of the dollar since mid-1980 has had
avery detrimental effect on labor market condi-
tionsin Ohio, it has had an even more detrimen-
ta effect on conditionsin the country asawhole.
Therefore, the rapidly rising price of the dollar
over the past fiveyears is not the cause of the rel-
aivewaorsening of Ohio's employment situation
during this period. The figuresshown above are
consistent with this belief. They reveal that Ohio's
employment situation, when compared to the
rest of the country's, worsened by roughly the
same amount in the 1973to 1979 period asit did
in theyears from 1979 to 1984.

Second, high hourly earnings, espe
cidly in the manufacturing sector, are likely to
have lowered Ohio's employment growth relative
to that elsewhere in the country. However, the
data presented do not imply that unions' direct
effect on wage rateswas the primary cause of this
phenomenon. Even in nonunion settings, Ohio

In a competitive labor market, all that should determine a
3 worker's wage are his innate productive capacity and the condi-
tions associated with the job he holds. To the extent that industry
dummies capture different working conditions, they should be included in
the regression models estimated. To the extent that they capture only
cross-industrydifferences in the impact of trade unions, they incorrectly
absorb the object of our estimation and should be excluded.

29



http://clevelandfed.org/research/review/

Best available copy

manufacturers pay substantially more for a given
type of worker than do employerselsewherein
the country. While this may reflect a desire to
"avoid unionization," the evidence to support this
contention has not yet been forthcoming.

Even if employersin Ohio haveto
pay more to attract and retain their workers than
do employers elsewhere in the country, Ohio's
employment situation can improve. A weakening
of the dollar would not help Ohio more than the
averagestate in the country on the employment
front, but it clearly would increasethe number of
jobsin the state. Productivity improvements, on
the other hand, would improve both Ohio's abso-
lute and its relative employment situation. In the
political arena, where | believethe trade situation
can ultimately be improved, and & the worksite,
where many productivity-enhancinginnovations
can be adopted, labor and management should
be working together toward acommon end —
greater competitiveness. | aso believethat this
cooperation is much more likely if neither party
continuously blames the other for today's prob-
lems, especialy without solid evidence to sup-
port the position. Where one of the partiesis
clearly a fault, it must be willing to work with the
other in the name of more and better jobs. Labor
and management must be united, not divided, to
improve labor market conditionsin Ohio and in
the rest of the country.
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