
The Sixth District Economy in 1956
CONSUMER SPENDING ROSE • • •  CONSTRUCTION STILL HIGH • • •  INCOME 

EXPANDED • • • FARM PROFITS LOWER • • • DEMAND FOR CREDIT STRONG • • < 
BANK DEPOSITS INCREASE • • • MONETARY POLICY

The nation’s economic record during 1956 illustrates very 
well what happens when consumers, businessmen, and 
governments want to buy more goods and services than 
the productive capacity of the economy can easily supply. 
It also shows what happens when they want to spend more 
than they can afford out of current income and savings. 
Both developments create pressures: the first on prices 
and the second on bank credit.

An increase in the Gross National Product in each 
quarter of 1956 shows how spending grew in all major 
sectors of the economy. In current dollars, the total was 
21.5 billion dollars greater than in 1955. The pressures 
that this spending had on the nation’s productive capacity

GROSS NATIONAL PRODUCT

were reflected in an increase in prices; wholesale prices 
went up over 4 percent, and consumer prices about 3 
percent. Finally, the 8.1-billion-dollar growth in bank 
loans during 1956 in the nation shows how the spenders 
supplemented their purchasing power with bank credit. 
This ever greater demand for credit, indeed, was the 
major cause of credit tightness.

BANK LOANS

Valid as these generalizations are for the whole econ
omy, the stresses and strains differed in different sectors. 
Productive capacity was ample in some sectors and se
verely taxed in others. Credit demands of some spenders 
were unusually strong; of others, particularly weak.

In broad terms, the picture of economic conditions in 
the Sixth Federal Reserve District is very much like the 
national one. In detail, it differs because the District’s eco
nomic structure differs from the nation’s. It also differs 
because of the long-range growth trend of the South’s 
economy. In the short-run period of 1956, District income 
increased more than nationally, spending probably rose 
more, and credit may have been less tight in some areas.

Consumer Spending Rose
Consumers in the Sixth Federal Reserve District appar
ently increased their spending during 1956 more than 
consumers throughout the nation. Spending for nondur
able goods, such as those sold at department stores, was 
particularly strong. Department store sales were 6 percent 
above those of 1955— a gain 2 percentage points greater 
than the 4-percent gain for the nation. In Alabama, 1956 
sales were up 6 percent; in Florida, 9 percent; in Georgia,
2 percent; and in the Sixth District parts of Louisiana, 
Mississippi, and Tennessee, sales were up 7, 5, and 5 per
cent, respectively.
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Consumer spending at department stores throughout 

the District was comparatively stable during the first half 
of the year, varying from 143 to 147 percent of the 1947- 
49 average on a seasonally adjusted basis. In July, spend
ing jumped to a new high. No new records were set during 
the remainder of the year, but seasonally adjusted sales
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averaged higher than in the first half. For the year, on the 
other hand, sales at furniture stores, handling chiefly dur
able goods, rose more moderately. But again, 1956 brought 
somewhat better results here than in the nation.

*New car registrations

Consumers in the District states bought over 600,000 
new cars during 1956, but like consumers elsewhere, they 
bought fewer new cars than in 1955. The rate of decrease, 
however, was less than national. More of the cars they 
bought were on a promise-to-pay basis than in 1955. 
Consequently, consumer credit outstanding at commercial 
banks rose. Individuals also used credit liberally to buy 
appliances and to finance home repair and modernization.

Construction Still High
If credit tightness restricted spending for new homes in 
1956, it apparently did so less in the Sixth District than 
throughout the nation. More money was probably spent 
in the District for new homes in 1956 than in the preced
ing year, contrary to national developments. Contract 
awards for residential construction totaled about 6 percent 
more than in 1955. During the last part of the year, 
awards declined from the peaks of spring and summer, 
but actual construction, which lags behind the letting of 
contracts, remained high. Gains were registered in Ala
bama, Florida, and Georgia. Mississippi showed little 
change, and perhaps less was spent for residential con
struction in Louisiana and Tennessee in 1956 than in
1955.

Spending by businesses for new plants, commercial 
structures, and equipment in the Sixth District, as else
where, was strong in 1956. Contract awards for non- 
residential building increased sharply in the first half. 
Although recent months have brought sharp declines in 
awards for commercial, manufacturing, and public utility 
construction, the total for the year will still be higher than 
in 1955. Again, actual construction, which follows the let
ting of the contracts, continued high all year.

Announcements of proposed new and expanded manu
facturing plants continued to be made in large volume all 
year. The record volume of the first part of the year, 
however, was followed by sharp declines. As measured by 
the dollar amount and number, the most important addi
tions announced to the District’s manufacturing facilities 
were for chemicals and allied products. Large investments 
were also announced for paper, primary metals, and 
transportation facilities as well as for additions to facili
ties to produce a variety of other manufactured products.

Income Expanded
In part, the greater-than-national rate of increase in spend
ing in 1956 by consumers in the District was the result of 
the greater growth in income here. Personal income in
creased steadily during most of 1956, totaling over 13 bil
lion dollars in the second half— about 6 percent more

PERSONALINCOME-s^,™, WAGE INCOME- » » * * .

than in the corresponding period of 1955, according to 
preliminary estimates. For the year as a whole, the Dis
trict’s total personal income rose 7 percent, a slightly 
greater growth than the nation’s. In dollar terms, income 
increased the most in Florida, but the percentage rates of 
increase in all District states, except Mississippi, were 
equal to or greater than the national gain.

19SG1954 1JS6 19
Seasonally adjusted

Greater wage income accounted for most of the growth 
in personal income in the District in 1956. Income from 
agriculture, lower than in 1955, depressed total income 
less than it would have had not nonfarm income sources 
become so much more important in recent years. In 1956, 
increased wage income from manufacturing and mining 
and from trade and service establishments was the most 
important development, in dollar terms, raising total in
come. On a percentage basis, income gains from construc
tion, finance, and government payrolls were even more 
impressive, although these payrolls individually make up 
a smaller proportion of the total than manufacturing, 
mining, trade, and service.
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More people at work was responsible for part of the 
income growth in 1956, but most of the growth in jobs 
was outside the District’s factories. During the first half 
of the year, an increasing nonfactory employment had to 
contend with a declining manufacturing employment. In 
the second half, as more workers took nonmanufacturing 
jobs, factories also added to the number on their payrolls. 
For the year total nonfarm employment rose 3 percent.
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Two important District manufacturing industries suf
fered from reduced nationwide demands—textiles and 
lumber. The District’s textile and lumber mills, normally 
employing about one-third of the factory workers, reduced 
the number of employees throughout most of the year. 
Factory employment was pulled down in the spring and 
summer of 1956 by the prolonged steel strike in the 
Birmingham area. Transportation equipment employment 
also fell because of the curtailed automobile output in the 
early part of 1956.

In the second half the downtrend in textiles and 
lumber manufacturing employment apparently slowed or 
came to a halt, and there was a sharp recovery from the 
effects of the steel strike. As a result, manufacturing 
employment rose. There were still cross-currents at work, 
however. The paper industry, for example, that had shown 
considerable strength in the first half of 1956, reduced the 
number of its workers in the latter part of the year.

Employment, and in turn income, was differently af
fected by economic developments in the several states be
cause of their different economic structures. In Alabama, 
where the District’s steel industry is concentrated in the 
Birmingham area, the second quarter dip, followed by a 
sharp expansion, reflected largely the steel strike and its 
settlement. Alabama’s metals processing industries, on the 
other hand, have been stimulated by the current boom in 
spending for capital goods. Despite a steady growth in 
manufacturing there, Florida is still less dependent on 
manufacturing than the other District states, and after a set
back in late 1955 and early 1956, total nonmanufacturing 
employment resumed the steep climb of previous months.

In Tennessee, the number of workers on the payrolls

was particularly affected by cutbacks in textiles and lum
bering early in 1956. Later in the year, the total ap
proached the peak of late 1955. Employment in Louisiana 
and Mississippi was relatively stable throughout most of 
1956. In Georgia, the employment pattern resembled that 
of the District as a whole, with relative stability in the first 
half and increases in the second.

Farm Profits Lower
The less fortunate income experience of District farmers 
in 1956, compared with some other groups, is obscured in 
the over-all income figures. Farmers in Florida and Ten
nessee received greater cash receipts than in 1955, largely 
because of increased marketings of livestock and livestock 
products. Conversely, in the other four states, incomes 
were reduced by lower cotton marketings, which were 
not offset by increased output of crops like soybeans, hay, 
fruits and vegetables or by greater livestock sales.

FARM CASH RECEIPTS
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1956 data partly estimated by this bank

District farmers, as a group, were also less fortunate so 
far as income goes than the nation’s farmers, whose cash 
receipts were higher than in 1955. For the nation’s 
farmers as a group, the output of crops, livestock, and 
livestock products exceeded 1955 output, and the prices 
of those products rose slightly.

District farm output was pushed down by lower har
vested acreage. Cuts in rice and tobacco acreages on Dis
trict farms were greater than cuts in other crops, including 
cotton, but more farmers were affected by cuts in cotton 
acreage. The cuts in cotton acreage had the greatest effect 
in Alabama and Mississippi, where income from crops 
was off about one-fourth from 1955. Yields of cotton 
and most other crops were average or better, but farmers 
were unable to match the near record yields of 1955.

District farmers were more fortunate when it came to 
livestock products. Cash receipts from this source were up 
10 percent in Georgia and Mississippi and about 5 percent 
in other District states. Output of beef was slightly above 
last year’s, and pork production increased substantially.
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Broiler growers, comparative newcomers to the District’s 
agriculture, continued to expand their output at a phe
nomenal rate. Broiler enterprises now rival cotton as the 
leading source of farm income in Georgia and are rapidly 
reaching that point in Alabama.

Price trends were less favorable for farmers in this area 
than for farmers throughout the nation. Prices of District 
farm products averaged lower, but the trend was mixed. 
Prices of cotton and rice and some other crops were lower 
than a year earlier. Prices of beef cattle and hogs, how
ever, recovered from the lows of previous years and aver
aged higher than in 1955, as did prices of most fruits and 
vegetables. Broiler prices, on the other hand, weakened.

Demand for Credit Strong
Current income during 1956 was not high enough to 
finance all of the spending for consumption and capital in
vestment. More credit from the District’s commercial banks 
supplied part of the difference. Loan officers at the banks 
approved a net increase of 576 million dollars in loans 
during 1956, and the year ended with total loans 13.2 per
cent greater than at the start. This increase, 389 million 
dollars of which took place at member banks, was second 
only to the record increase of 1955. Loans at all banks 
throughout the country rose 10 percent.
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Business borrowers made the heaviest demands on the 
banks for credit. In the first eight months of 1956, they 
increased their borrowing at a greater rate than during the 
corresponding period of 1955. After that, through Octo
ber, their demand for bank credit slackened, reflecting the 
effects of the steel strike. Trade concerns, commodity 
dealers, and food processors, led the procession to the 
desks of loan officers; they borrowed most heavily during 
the latter part of the year. Greater amounts of bank loans 
were also outstanding to petroleum and chemical com
panies at the end of 1956 than at the beginning.

On the other hand, sales finance companies reduced 
their indebtedness to District banks, partly because they 
handled a smaller volume of automobile financing, but 
principally because they turned to nonbank sources for an
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increased proportion of their funds. Seasonal pressures 
late in the year, however, forced sales finance companies 
to go to banks once again, and loans to them rose. Weak
ness in demand reduced borrowings by textile firms.

and Louisiana, where member bank loans shot up 18 
percent during the year. Tennessee banks ended the year 
with loans only 6 percent greater than at the beginning— 
the smallest rate of increase in the District.
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To meet the loan demand, member banks in the Dis
trict did not liquidate their Government security holdings 
to the same extent as banks throughout the nation. On
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The banking statistics of each District state show the 
extent to which bank credit financed spending. Much of 
the total increase, however, centered at banks in Florida
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the contrary, they had almost as much in United States 
obligations at the end of 1956 as at the start, whereas 
banks in the nation reduced their holdings about 5 percent.

In the District, the liquidation of security holdings was 
concentrated at the banks in the reserve cities, although 
banks in some other cities where deposits declined also 
reduced their investment holdings to expand loans. Be
cause of the large growth in loans, District banks found 
themselves in a less liquid position at the end of 1956 
than at the start, with Governments constituting 39 per
cent of total earning assets instead of 42 percent.

Outside the banking system, there was also a strong 
demand for credit, as typified by the new security issues 
of the District’s state and local governments. The dollar 
volume of new issues, principally to finance public works, 
during the first half of 1956 was high, although below pre
ceding peak periods. The dip in the last half reflects in 
part postponements because of higher interest rates.

Bank Deposits Increase
The money supply in the Sixth District rose during 1956 
by about 4 percent, partly because of relatively favorable 
income developments, but also to a considerable extent 
because of the credit granted by banks. The District’s 
money supply, consisting of demand deposits and currency 
outside banks, increased at more than double the rate 
experienced in the nation.

The greatest increase during 1956 in bank deposits, the 
most important part of the money supply, occurred in 
Florida. There, the seasonal decline in deposits was much 
less than in previous years. Deposits were also greater at 
the end of 1956 than at the end of 1955 in other District 
states except Alabama.

The impact of Federal Reserve policy is directly re-

DEMAND DEPOSITS AND CURRENCY
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fleeted in the District data on member bank reserves and 
borrowings. Taking the year as a whole, the reserves of 
District banks were under considerable pressure. Some 
banks, particularly in the larger cities, borrowed from the 
Federal Reserve Bank of Atlanta in order to maintain 
their reserves. Member bank borrowings in the District, 
although no greater on an average than in 1955, were 
higher relative to total reserves than member bank bor
rowings throughout the nation. In early 1956, the banks 
had reduced their indebtedness, and, on occasion, such as 
in March and April, their borrowings were less than excess
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reserves. Since July, however, borrowings from the Fed
eral Reserve Bank of Atlanta increased almost steadily, 
averaging 72 million dollars in November, the peak for 
the year.

The Federal Reserve Bank of Atlanta, together with 
the other Federal Reserve Banks, took steps to restrain 
an undue expansion of member bank borrowing by raising 
the discount rate twice in 1956. On April 13, the rate of 
interest charged by the Federal Reserve Bank of Atlanta 
to member banks on discounts and advances was raised 
from 2y2 to 2%  percent. The rate was again raised on 
August 28 to 3 percent. In both instances, the raise fol
lowed a general increase in interest rates charged by 
bankers and investors for short-term funds in response to 
heavy demands for credit. Shortly before the discount 
rate was raised in August, for example, the “prime” rate 
charged business borrowers with the highest credit rating 
had been raised by several commercial banks to 4 percent.

The pressures on banks’ reserve positions, however, 
were unevenly felt by different banks, depending upon 
how much their loans expanded and their ability to retain 
deposits. Few banks outside the major cities borrowed 
from this Federal Reserve Bank, but instead, when they 
increased loans without corresponding deposit increases, 
avoided reserve deficiencies by selling securities.

Monetary Policy and Southern 
Economic Development

The long-range economic development of this part of the 
South apparently continued in 1956. Total personal in
come rose at a higher-than-national rate as it has during 
most of the years since the beginning of World War II. 
High expenditures to build new plants and to equip them 
and announcements of more new plants in the future em
phasize the area’s industrial growth.

The current industrial investment boom in this part of 
the South, as well as elsewhere, however, is responsible 
for a large share of the demand for materials and labor 
and for a large share of the blame for any credit stringency 
that existed during 1956. The South’s investment boom 
has been one part of the apparently insatiable demand for 
capital that has brought the nation face to face with the 
possibility of a shortage of savings. Savings have indeed 
increased, but demand for them outstripped the supply.

The economic development of a region such as the Sixth 
District depends in large part upon the availability of capi
tal funds, and these funds, in turn, depend upon the 
growth of direct or institutional savings, not only within 
the area but in all parts of the country. A monetary and 
credit policy such as that followed in 1956, designed to 
keep spending within the nation’s capacity to produce 
goods and services, is also fortunately a policy that is 
likely to promote that growth in savings. A stable price 
level, which such a policy is designed to encourage, also 
encourages savings. A monetary policy, furthermore, that

leads to higher interest rates also tends to encourage sav
ings for the sake of the greater return. Of equal impor
tance, perhaps, is its tendency to attract investment funds 
from nonbanking financial institutions into the expansion 
of capital enterprises.

Long-range economic development in the South, in
cluding that in the Sixth District, was, therefore, aided by 
monetary and credit policies in 1956. These policies ap
parently helped shift financial resources into investment 
even while holding the expansion of the nation’s money 
supply to very modest proportions. If monetary policy had 
been such as to finance the investment boom, including 
that of this part of the South, entirely by additions to the 
money supply, there is little doubt that in the resulting 
competition for goods and services prices would have 
taken a disastrously upward course. The inevitable conse
quence would have been to discourage the savings re
quired for the capital formation that is needed so much 
for the South’s long-range economic development.

Charles T. T aylor

Bank Announcements
On January 3, the newly organized Fidelity National 
Bank of West Fort Lauderdale, Fort Lauderdale, Flor
ida, opened for business as a member of the Federal 
Reserve System. Officers are Charles L. Pierce, Presi
dent; Harry A . Judge, Executive Vice President; G. 
Frederick Silvester, Cashier; and Thomas M. Horman, 
Assistant Cashier. The new Bank began operations with 
capital stock of $300,000 and surplus of $75,000.

On January 25, the newly organized Peoples Bank 
and Trust Company, Montgomery, Alabama, opened 
for business and began to remit at par for checks drawn 
on it when received from the Federal Reserve Bank. 
Milton L. Campbell is President and Harold O. Glass 
is Vice President and Cashier. Capital amounts to 
$300,000 and surplus and undivided profits to $210,000.

The newly organized Dade National Bank of Miami, 
Miami, Florida, opened for business January 30. Its 
officers are Will M. Preston, President and Chairman 
of the Board; S. M. Davis, Executive Vice President; 
Wm. Emmet Jones, Cashier; and J. C. Brawner, Assist
ant Cashier. The bank began operations with capital 
of $1,200,000 and surplus of $300,000.

Special Study Available
Changing Fortunes of Bituminous Coal, a study ap
pearing in four issues of the Monthly Business Re
view of the Federal Reserve Bank of Cleveland, is 
available for distribution.

Address requests to Federal Reserve Bank of 
Cleveland, Cleveland, Ohio.
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