
Toward Full Employment 
With a Southern Twist

What happened in 1966 should have taught us 
more things than usual about the behavioral pat
tern of the economy in the Southeast. The close 
relationship between economic developments here 
and national and even worldwide developments 
was more forcibly demonstrated than in some 
previous years. In the South as elsewhere, ex
pansion was limited by capacity, requiring con
siderable adjustment between economic sectors. 
Despite the similarity between national and 
Southern developments, however, the economic 
events of 1966 also showed we have to be careful 
about generalizing; there are bound to be major 
exceptions.

Several years ago, when its economic structure
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differed markedly from other areas of the United 
States, the South at times might suffer from 
a recession while the rest of the nation pros
pered or it might enjoy a boom all its own. Now, 
with an economic structure more like the nation’s, 
the ebb and flow of the South’s economic fortunes 
are closely tied to the nation’s. It would be 
strange indeed for the general trend of economic 
conditions in the South to contrast greatly with 
that of the nation.

Thus, it is not surprising that preliminary 
estimates show an expansion in personal income 
which was stronger in the first part of the year 
in Sixth District states—Alabama, Florida, Geor
gia, Louisiana, Mississippi, and Tennessee—as 
in the nation. Nor is it surprising that the Dis
trict’s rate of personal income expansion during 
1966, about 10 percent, was slightly greater than 
in 1965 just as was the national rate of gain.

The nation’s economy during 1966 was charae-
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Personal incom e grew about 10 percent from 1965 to 1966, 
according to preliminary estim ates, thus continuing the long
term expansion of past years.

terized by a strong effective demand pushing 
against the limits of productive capacity. The 
big push came from two sources: a high rate of 
business capital investment and stepped-up de
fense spending for the Viet Nam conflict. The 
result for the South, already experiencing a 
great deal of industrialization, was especially 
strong capital investment activity. Because the 
District’s economy is geared more toward de
fense spending that the nation’s, undoubtedly 
stepped-up defense spending also had greater im
pact here than in many parts of the nation. These 
two demand pressures, along with other forces, 
explain why personal income grew a little more 
strongly in District states than in the United 
States. According to the Bank’s preliminary 
estimates, 1966 personal income was up 8 percent 
in Mississippi, 9 percent in Alabama, 10 per
cent in Louisiana, and 11 percent in Florida, 
Georgia, and Tennessee. To some extent, the dif
ferent rates of increase can be attributed to the 
differential impact of the business capital invest
ment boom and accelerated defense spending 
upon individual states.

Another lesson we can learn from experience 
in 1966 is that Southerners, like all other 
Americans, cannot always have more of every
thing at the same time. Nationally, this meant 
that, with effective demand growing more rapidly 
than the ability to produce goods and services, 
specific labor shortages developed, operations 
were at near-capacity at some manufacturing 
plants, unfilled orders grew, and prices for many 
commodities rose. These demand pressures meant 
that, if some sectors of the economy were to 
expand rapidly, other sectors had to endure re
duced rates of expansion or, in some cases, de
clines. As industrial plants were built and other

types of nonresidential construction activity ex
panded, residential construction fell off.

With limited resources in relation to the de
mand for loans, banks had to reduce their in
vestments or curtail their lending to other types 
of borrowers in order to meet part of the burgeon
ing demand for business credit. With insufficient 
loanable funds to meet all demands, nonbanking 
financial institutions, banks, and the money and 
capital markets competed vigorously for what 
was available, and the interest rates they paid 
to attract funds rose.

All of these occurrences had a peculiar South
ern twist. The Sixth District, like most develop
ing regions and other parts of the South, has typi
cally been a net importer of capital. It has relied 
more heavily than other regions on outside funds 
to finance its industrial expansion, construction, 
and capital improvements made by state and 
local governments.

The pinch on the availability of funds was felt 
most in this area in residential construction, as 
national and northern financial institutions re
duced their commitments for loans. But the ef
fects of the reduced flow of funds to the area were 
felt in other types of activity as well. Thus, 
around mid-year the rate of deposit expansion 
over a year ago that typically had exceeded the 
nation’s began to approach the national rate. At 
year’s end total deposits at District banks were 
up 6.6 percent from the preceding year. Many in
dividual banks, however, had lower deposits.

The way the economy behaved in this area dur-
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The rate of expansion slow ed during the latter part of 1966  
in m ost of the District sta tes.
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ing 1966 also demonstrated the many exceptions 
to broad generalizations. True, total nonfarm

employment expanded vigorously during 1966 
and at year’s end was about 5 percent higher than 
a year earlier. Some types of employment dis
played a lackadaisical attitude or declined.

Another exception to the generalization that 
during 1966 the District experienced an expan
sionary boom is that, although for the year most 
economic indicators showed sharp gains over
1965, the rapid rate of gain was largely concen
trated during the first half. This demonstrates 
once again our close ties with the U. S. economy, 
for the same thing happened throughout the 
country.

The behavior of economic indicators for areas 
and localities within the District also pinpoints 
the fallacy of generalizations. Deposit growth at 
District member banks over a year ago ranged 
from less than one percent in one of the District’s 
27 trade and banking areas to over 20 percent 
in another. The data for 70 reporting centers on 
bank debits, a measure of checkbook spending, 
showed percentage changes over a year ago, rang
ing from a decrease of one percent to an increase 
of over 20 percent. All of these areas undoubtedly 
felt the impact of national changes, but evidently 
experienced it to different degrees.

C h a r l e s  T .  T a y l o r

One of the reasons for th e slowdown during the latter part 
of 1966 w as the m odest gain in incom e.
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