
borrower does not apply to them. This is an important 
consideration when District banks lend to the large New 
York City banks.

Federal Funds Activity Adjusts 
To Shifting Credit Conditions

During the past three years, dollar volumes of Federal 
funds purchases and sales at District banks have varied 
substantially. A most pronounced shift occurred in mid- 
1960. Purchases dropped suddenly from a high level and 
sales rose sharply. Since July 1960, sales have generally 
exceeded purchases.

Only a minority of banks mirrored the overall shift from 
a predominantly borrowing to a lending position in the 
market. At other banks—those that characteristically 
operate largely on one side of the market—either pur
chases decreased or sales rose, depending upon which side 
of the market the banks were on. Still other banks, largely 
borrowers of Federal funds, had dropped out of the 
market before mid-1960. These observations, it should be 
noted, are only for banks that began regularly reporting 
transactions in 1959. Since their activity accounts for the 
bulk of total trading, however, they should be representa
tive of all banks in the market.

What brought about the overall shift in position in 
the Federal funds market at District member banks? After 
credit demands began to weaken in early 1960 and the 
Federal Reserve authorities switched from a policy of 
restraint to one of ease, pressures on bank reserves 
diminished. Eventually District banks found it less neces
sary to borrow from commercial banks, as well as from 
the Federal Reserve Bank, and they became more eager to 
engage in Federal funds lending.

Obviously, not all Federal Reserve districts could 
simultaneously have shown less Federal funds purchases 
and more sales. The large New York City banks, which 
tend to keep fully invested and to maintain their excess 
reserves at minimal levels, on balance, remained borrowers 
of Federal funds. These banks were the ones that largely 
absorbed the increased volume of Federal funds lending 
by District banks.

The amount of Federal funds that a region’s banks sell 
and buy in any short period depends not only upon the 
need for or availability of reserves, however. It depends 
also upon the extent to which banks normally active in 
the Federal funds market are at that time using this 
market or are using an alternative means of reserve adjust

ment, such as borrowing from the Federal Reserve Bank 
or varying their portfolio of short-term Government securi
ties. In considering alternatives, banks take account of 
such factors as convenience, traditional preference, and, 
perhaps most important, the comparative gains or costs 
involved.

Some of the variation in Federal funds sales by District 
banks was probably due to changing relationships between 
the yields on Federal funds and on three-month Treasury 
bills. When in late May and June 1960 the bill rate 
dropped sharply below the Federal funds rate, certain 
banks tended to “invest” in Federal funds sales as a short
term asset, rather than in bills. During early 1961, when 
the Federal funds rate fell below the bill rate, those banks 
were more inclined to buy bills.

On the borrowing side, District banks at times probably 
sought Federal funds rather than Federal Reserve Bank 
credit because of an interest rate advantage. When many 
banks shifted from Federal Reserve to Federal funds 
borrowing in early 1960, factors other than comparative 
costs must have been significant, for the rate on most 
Federal funds transactions was still the same as the 
Federal Reserve discount rate. Beginning in early 1961, 
however, when the funds rate was frequently far below 
the discount rate, banks bought substantial amounts of 
Federal funds and borrowed little from the Federal Re
serve Bank.

Changing relationships between the Federal funds rate 
and three-month Treasury bill yields do not seem to in
fluence Federal funds borrowing as they do lending. One 
might, for example, have expected banks to sell bills rather 
than borrow Federal funds when in the spring and summer 
months of 1960 the three-month bill rate was below the 
Federal funds rate, but they did not do so. Convenience 
was probably a more important factor then than cost: 
Liquidating bills is not a practical alternative if a reserve 
deficiency is expected to last only a few days. Then, too, 
at that time holdings of short-term Government securities 
may have been less than the banks desired.

We have seen that in the short-run the main determi
nant of the volume of Federal funds transactions by Dis
trict banks and of the relative amounts of purchases and 
sales is the basic monetary and credit situation. In the 
longer run the volume has grown because more banks 
have participated in the market. If past influences con
tinue, the interaction of these short- and long-run factors 
should shape the future of Federal funds activity in the
District. A A TT

A lb e r t  A . H irsch

Mississippi’s Economy Continues to Expand
Mississippi’s economic performance has been character
ized by widespread gains since the low point of the previ
ous business cycle in February 1961. If the trend continues 
through the rest of 1962, the gap may be modestly nar

rowed between the per capita income of the state’s citizens 
and those of the United States generally. Per capita per
sonal income in the state totaled $1,229, compared with 
$2,263 in the U. S. in 1961, the latest year for which
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Economic Indicators-Mississippi
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data are available. At 54 percent of the national average, 
this amount represented a small gain from the 53 percent 
recorded in 1960.

Rapid Growth Continues
The rate of growth in manufacturing employment during 
the current period of expansion continues to outpace both 
that of the nation and of the other District states. From 
the recession low of 101.2 in February 1961, the index 
of manufacturing employment had climbed to 113.8 by 
August 1962, indicating a gain of over 12 percent. The in
dex dipped slightly during July, but more than regained the 
loss during August.

The increase in manufacturing employment has been 
sparked by gains in food processing and in apparel manu
facturing, particularly men’s and boys’ apparel. That these 
industries are continuing to show strength is highly 
significant, since they employ well over a third of the 
state’s total manufacturing workers. In addition, employ
ment in transportation equipment manufacturing has 
steadily increased since mid-1961 and in July was 37 per
cent higher than a year ago. About half of the total em
ployment in transportation equipment is concentrated in 
the shipbuilding industry located on the Mississippi Gulf 
Coast, and most of the recent gains have taken place in 
that area.

Although the industries just mentioned have been re
sponsible for most of the expansion in the state’s factory 
employment, other types of manufacturing have also con
tributed to this growth. For example, the furniture and 
fixtures industry has increased the number of its workers 
over the past year. Then, too, employment in lumber and 
wood products, the state’s second most important job 
source, has been fairly steady over the past year, follow
ing a lengthy period of weakness.

Growth in the various sectors of a state’s economy sel
dom takes place at a uniform rate. This is illustrated by 
the failure of employment in some types of nonmanufac
turing to match the gains that occurred in the manufac
turing sector. Nonmanufacturing employment has changed 
little since early 1962, but the total in August was about
2 percent above the level of August 1961. Most of the 
gains in nonmanufacturing were attributable to additional 
jobs in state and local governments, particularly in educa
tion, and to expanded employment in retail trade and the 
service industries. Construction employment, reflecting 
initial work on a large project, has also picked up mo
mentum in recent months.

Prosperity is usually contagious. It is no surprise, there
fore, to find that the banking sector of Mississippi’s 
economy is being affected by the rising trend of economic 
activity in the state and is, in turn, participating in this 
growth. Total loans at member banks located in the Sixth 
District portion of the state have been rising sharply and 
were 12.8 percent higher at the end of August than they 
were in August 1961. Deposits also have moved upward 
at about the same rate. The largest contribution to de
posit growth, especially since the end of last December, 
has been made by time deposits. They began to increase 
rapidly after banks raised their interest rates early in 1962
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and, since that time, have accounted for over half of the 
growth in total deposits at Mississippi’s member banks. 
Also, it is significant that the gains in loans and deposits in
1962 have exceeded the increases in each of the five other 
District states.

The steady gains in total nonfarm employment, together 
with an improvement in the average weekly earnings in 
manufacturing, have boosted the personal incomes of 
Mississippi’s residents. Personal income, in many ways 
the most satisfactory measure of the state’s economic 
progress, was 7 percent higher in June 1962 than it was 
a year earlier. This was the second highest percentage in
crease among District states.

The farm sector, still a major source of income, is con
tributing to this year’s gains in personal income. Farm 
cash receipts stand a good chance of topping last year’s 
volume. During the first half of 1962, they exceeded the 
total for the corresponding period last year by 11 percent, 
mainly because of high crop receipts. Livestock receipts, 
however, dropped below year-ago levels during this period. 
Also, recent dry weather has reduced the high yields of 
cotton and soy beans that were anticipated earlier this 
year. Nevertheless, according to most forecasts, crop re
ceipts will continue to exceed the year-ago total as the 
state’s farmers bring in good harvests, particularly of cot
ton and rice.

Higher incomes usually prompt consumers to step up 
their spending for goods and services. This seems to be 
true of Mississippians for, judging from information avail
able, spending appears to have moved upward. Bank deb
its, which represent check payments of all types, have 
been on the rise and were 8 percent higher in August 
than they were a year earlier. State sales tax receipts, 
another indicator of spending, also point to a rising trend. 
Department store spending has risen over the last few 
months, but this gain has not equaled the increases re
corded by other measures of spending.

Most sections of the state apparently have been partici
pating in the rising trend of business activity. Judging 
from the gains registered in nonfarm employment, eco
nomic activity is brisk in the Hattiesburg, Vicksburg, and 
Natchez areas, and, especially so, in the Pascagoula- 
Biloxi-Gulfport section. Other data available for local 
areas also support this conclusion. Bank debits, for ex
ample, have recently shown large increases in the areas 
just mentioned. Also, a substantial increase in bank debits 
was reported by Jackson.

New Industry

Some persons are optimistic about the headway the state 
is making in its efforts to secure new industries. They 
point to the steady, strong gains in manufacturing em
ployment as one piece of evidence. In addition to this 
established fact, they also anticipate that the large re
finery to be located in the Pascagoula area will be the 
harbinger of a host of related industries that will eventual
ly form the nucleus of a thriving petro-chemical industry. 
This announcement was also encouraging to those persons 
who have long argued that the state could not move for

ward at a really fast clip until it had a large-scale industry 
of this type.

Industrial promotion groups are also observing with 
satisfaction the rate at which new firms have been locating 
in the state and the pace of expansion of existing firms. 
According to the Agricultural and Industrial Board, 
1961 was a record year, for announcements of 83 new 
manufacturing plants at a cost of $155 million were 
posted. This figure includes the huge $125 million re
finery that will be built by the Standard Oil Company of 
Kentucky. In addition, 68 existing firms announced plans 
for expansion that will require a total expenditure of $24 
million. When these new and expanded plant outlays are 
completed, the Board estimates that over 10,000 addition
al manufacturing jobs will be supplied.

The announcement by the National Aeronautics and 
Space Administration of plans to build a series of missile 
test towers in Mississippi has further stirred expectations 
for economic gains. The test facilities will consist of six 
test towers, located in Hancock County, to be used in 
static testing of the large Saturn and Nova rockets that 
will be transported by barges from the manufacturing 
plant at Michoud, Louisiana, to the test site. The Board 
reports that construction of the test facility will involve 
an expenditure of between $200 and $400 million by the 
completion date in 1965.

The Future
It is difficult to assess the full economic impact such huge 
expenditures as those represented by the Standard Oil re
finery and the missile test site will have on the state. Even 
if optimistic expectations are not fully realized, we do 
know that the impact will be much greater than the 
amount of construction outlays alone. This is true because 
at least a portion of these funds will remain in the state 
and will be spent many times over. Furthermore, the 
initial impact of the construction of these two projects will 
be quite large and will greatly affect economic activity in 
the coastal area. For this reason, many think that the 
short-term outlook for the state, particularly for the Gulf 
Coast area, is very bright. Construction employment on the 
refinery project now totals only a few hundred workers, but 
is expected to provide jobs for several thousand more by 
the end of this year. Apparently, the peak in activity at 
the missile test site will come somewhat later, but the 
effect of this installation is already being felt as land ac
quisition continues.

How successful the state’s new industries will be in 
attracting related industries to the Gulf Coast area de
pends upon many variables. Nevertheless, these industries 
represent an important contribution to employment and 
income that should considerably broaden the economic 
opportunities for Mississippi’s citizens.

W. M. Davis

This is one of a series in which economic developments 
in each of the Sixth District states are discussed. Develop
ments in Alabama’s economy were analyzed in the May 
R eview, and a discussion of Louisiana’s economy is 
scheduled for a forthcoming issue.
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