
Bank Deposit Growth 

and Income Changes in the Southeast

It is a well-known fact that bank deposits in 
some areas of the South have increased more 
than in others. But why? Many of us have be
lieved that the growth in deposits is generally 
associated with income changes. Therefore, we 
have assumed that areas with more rapid eco
nomic growth, measured by personal income, 
tended to have relatively higher deposit growth 
than areas where incomes grew more slowly.

Now, a statistical study recently completed by 
this Bank has provided some evidence to sup
port our earlier impression: That over a long 
time span, higher rates of change in deposit 
levels in some areas are associated with higher 
changes in income. Year-to-year changes in com
mercial bank deposits and personal income in 
the Sixth District states1 during the last 20 years 
were studied. We found that roughly half of the 
year-to-year changes in total deposits of each 
state could be explained by personal income 
changes in the same year. Thus, at the state 
level, growth in deposits was correlated with ex
pansion in income. It follows that since income

’Alabama, Florida, Georgia, Louisiana, Mississippi, and 
Tennessee.

growth has been more rapid in some states than 
in others, deposit growth has also been more 
rapid.

While we verified statistically, with respect to 
the Sixth District, that personal income changes 
have an impact on the growth in total bank de
posits, it would be unwise to make too much 
of this relationship. We would not expect de
posits and income in the nation to move uniformly 
up and down from year to year, since the level 
of deposits for the nation varies with the avail
ability of bank reserves, the lending and invest
ing activities of commercial banks, and the 
deposit mix between time and demand deposits— 
factors not always associated with income 
changes. Thus, an examination of the relation
ship between deposit and income changes for the 
nation shows that there have been several years 
when deposit changes varied considerably from 
what would be expected on the basis of the re
lationship between deposit and income changes 
for the entire 20-year period. That the years of 
marked divergence were, in many instances, the 
same in individual District states suggests that 
the same forces other than income influenced 
deposit changes there.
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Among District states, Florida has led in rate of 
growth of total personal income since 1946; next 
and nip and tuck have been Georgia and Louisi
ana; while, again in tandem, Tennessee, Missis
sippi, and Alabama follow.
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Florida has also led in total bank deposit growth; 
Louisiana and Georgia were next in order, and 
were followed by Mississippi, Alabama, and Ten
nessee.
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Our evidence further suggests that, on the 
state level, there are factors relevant to deposit 
changes other than changes in personal income 
and the forces at work throughout the nation as 
a whole. Unfortunately, our statistical analysis 
does not tell us what these other influences are. 
Nonetheless, the structure and stability of each 
state’s income base, its per capita income level, 
its degree of industrialization, and other eco
nomic forces determining its ability to retain 
and attract funds from other areas may well be 
of considerable importance. Under these circum
stances, it is not surprising that for some states 
we observed that income changes have a rela
tively greater impact on deposits than they have 
in other states. Furthermore, we found that a 
dollar change in income, again at the state level, 
has had a relatively greater influence on time 
deposits than on demand deposits.

Relationships Between States

Florida Not only has Florida ranked first in 
rate of personal income growth compared to 
other District states, but a dollar increase in in
come has had a greater dollar impact on total de
posits than in any other District state.2 More
over, we found that a dollar change in income in 
Florida has had a relatively greater influence on 
time deposits than in the other states.

For years, Florida has had a reputation for

^his is shown in the Notes on Regression at the end of this 
article.

rapid growth. Her sunny beaches and warm 
weather, when much of the country is fighting 
blizzards and snowdrifts, have attracted ever- 
increasing numbers of money-spending vaca
tioners and retirees. And, with the retired and 
funseekers flocking in, the opportunities for 
profitable investment by both local and national 
trade- and service-oriented businesses have 
abounded.

The installation of Government missile sites 
has given a different kind of boost to the state’s 
economy. As well as creating new jobs, it has 
provided fertile grounds for the establishment of 
other defense-oriented industries, which in turn 
have led to the creation of more high-paying 
jobs. As the state’s economy has expanded and 
income has grown, funds have flown in from 
outside the state, and bank deposits and other 
loanable funds to meet the growing credit de
mands have, of course, increased.

Georgia Atlanta, frequently called the financial 
center or hub of the South, has contributed a 
lot to the expansion of Georgia’s economy—at
tracting people not only from other parts of the 
South but from all over the country. Substantial 
industrialization has taken place in Georgia.

Next to Florida, Georgia has moved forward 
more rapidly since World War II than any other 
District state, with the possible exception of 
Louisiana. And we have observed that a dollar 
increase in income has had a greater impact on 
deposits in Georgia than in any other state— 
except, of course, Florida.
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Both states have been more successful than 
most in capitalizing on their available resources 
and in providing good economic opportunities 
which attract both financial and human re
sources. In addition, they have enjoyed a rela
tively more consistent pace of growth through
out the period. And expansion has not been cen
tered in one sector, but has spread throughout 
their economies, creating a stabilizing effect on 
income.

Louisiana Louisiana has roughly matched Geor
gia in the percentage of total income gains since 
the end of World War II. However, the statistical 
relationship between income and deposit gains 
in Louisiana is different in at least one im
portant respect: While movements in time de
posits seemed related to personal income changes, 
the movements in demand deposits were not.

Louisiana’s economy has a reputation for pur
suing its own independent course and being 
somewhat prone to fluctuation. The crude oil 
industry generates a widespread impact on 
Louisiana’s economy. Billions have been in
vested in offshore petroleum gathering and re
fining activities which are highly mechanized 
and require large amounts of capital. In addi
tion, oil and gas have stimulated the develop
ment of a large petrochemical industry.

In comparison with Florida and Georgia, the 
expansion of Louisiana’s economy has been less 
consistent and less stable, reflecting its depend
ence on the developments in relatively few key 
sectors. That changes in deposits and income in 
Louisiana should be less closely associated than 
in either Georgia or Florida seems consistent 
with the characteristics of Louisiana’s past eco
nomic expansion.

Alabama, Mississippi, and Tennessee By no
stretch of the imagination, can one characterize 
the economic expansion of Alabama, Mississippi, 
and Tennessee as having been slow. Yet com
pared to Florida, Georgia, and Louisiana, longer- 
run income gains in these three states have been 
somewhat less rapid. As shown in the charts, 
there is some similarity in the ranking of states 
in terms of total deposit growth and personal

income growth. Deposit gains in Tennessee and 
Alabama have been relatively less rapid than in 
Florida and Georgia. Further probing suggests 
that deposit growth in Alabama, Tennessee, and 
Mississippi has been less responsive to income 
changes than in Florida and Georgia (thus rank
ing more or less the same as income growth). 
Moreover, the influence of income changes on 
time deposits and demand deposits for banks in 
the former states is, for the most part, either 
weaker than in the latter or is nonexistent, at 
least statistically speaking.

Conclusions

Bankers are interested in economic growth for 
what it will do to their community, and also be
cause funds are attracted to a boom area from 
outside the state or community. And banks ex
pect to share in the fruits of this expansion. De
posit growth, for the most part, can result from 
conditions over which banks have little control. 
For example, the Federal Reserve is an im
portant determinant of the growth in deposits of 
commercial banks in the United States. But to 
what extent individual banks can share in this 
aggregate deposit expansion is another matter.

Based on measurable statistical relationships, 
the rapidity by which a particular Southeastern 
state grows enhances its chances that its deposit 
growth will also be fast. In a sense, this con
clusion no more than verifies what many people 
have long believed.

Despite this relationship between income and 
deposits, however, income is not the only in
fluence on deposits. There are other determinants 
of a state’s deposit growth than merely income. 
Nor in all cases, as we have found, do income 
changes satisfactorily answer why either demand 
deposits or time deposits have expanded relative
ly more in some states than others. Therefore, 
while rapid income growth is still the easiest 
path to rapid growth in many states, it is not 
the whole story.

DOROTHY F. Arp was responsible for the statistical 
work and much of the analysis on which the conclu
sions of this article are based.
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NOTES ON REGRESSION

The simple regression analysis used in this study measures 
the statistical relationship between two variables, Y and X. 
The economic relationship between the two variables—the 
influence of X on Y—is provided by the researcher; re
gression analysis provides a way of testing the researcher’s 
hypothesis of influence and of quantifying that economic 
relationship. For our purposes, this relationship was as
sumed to be linear—represented by the straight line.

Y = a + b(X).
The regression problem consists of getting reliable estimates 
of (a) and (b) from data on Y and X. The resulting esti
mate of (b), which can be positive or negative, tells us that 
if X increases by one unit, we might expect Y to change by 
(b) units because of the increase in X. The estimate of (a) 
is simply a constant, which serves to adjust the straight line 
up or down according to the initial values of X and Y.

We employed this sort of regression analysis to compute the 
relationship between year-to-year deposit changes (Y) and 
year-to-year personal income changes (X) in each Sixth Dis
trict state for the period 1946-67. The underlying economic hy
pothesis is that changes in personal income produce changes 
in deposits. We used three different definitions of deposits at 
all commercial banks: (1) changes in demand deposits, (2) 
changes in time deposits, and (3) changes in demand plus 
time deposits.

Our estimates of (b) suggest, in each case, that if per
sonal income increases by one dollar, deposits will tend to 
change by (b) dollars. Since we used changes in deposits 
and income, rather than levels, our estimate of the constant 
(a) has a special interpretation. Each time we move from 
year to year, the time in years increases by one. Thus our 
estimate of (a) suggests that deposits will change by (a) 
dollars when we move from one year to the next, regard
less of what happens to personal income. If income changes 
by one dollar between, say, 1964 and 1965, then we would 
expect deposits to change by (a) + (b). Economically 
speaking, (a) can be interpreted as representing the shift in 
the relationship between X and Y each year.

In the first case, these were our state-by-state regression 
results:
Case (1): Y = Annual change in demand deposits;

X = Annual change in personal income
Coefficient Level at
of Deter which (b) is
mination Statistically

a b(X) R-’ Significant
Alabama: -30.6 + 0.31 (X) .54 .05
Florida: -27.0 + 0.32(X) .50 .05
Georgia: -34.4 + 0.30(X) .64 .05
Louisiana: 16.8 + 0.22(X) .21 .50
Mississippi: -  0.1 + 0.26(X) .56 .05
Tennessee: -  8.7 + 0.28(X) .42 .50
U. S.: 0.3 + 0.19(X) .24 .05

The coefficient of determination (R2), which measures 
the percentage of variation in Y explained by the cor
responding variation in X, indicates, for example, that 
about half the variation in Florida demand deposit changes 
was explained by the contemporary variation in Florida 
personal income. In the Louisiana regression, less than a 
quarter of Y’s variation was explained by X’s variation.

The level at which (b) is statistically significant—the 
right-hand column—gives us some idea how much confi
dence we can place in our estimate of (b). Significance of 
.05 in the table above, for instance, tells us that there is 
only a 5-percent chance that the (b) is actually zero or, in 
other words, that the nonzero (b) we estimated merely re
sulted from random fluctuations in X and Y. This is a 
case of the lower the better; we should place a lot more 
confidence in the Georgia estimate of (b), which is signifi
cant at the 5-percent level, than in the Louisiana one, which 
is only significant at 50 percent in the above table.

We ran comparable regressions using the two other 
definitions of deposits mentioned earlier. Here are the re
sults for these two cases:

Case (2): Y = Annual change in time deposits;
X = Annual change in personal income

Coefficient Level at
of Deter which (b) is
mination Statistically

a b(X) R2 Significant
Alabama: 0.33 + 0.25(X) .32 .05
Florida: -76.7 + 0.41 (X) .66 .50
Georgia: -25.1 + 0.31 (X) .60 .50
Louisiana: -19.7 + 0.33(X) .57 .05
Mississippi: 13.6 + 0.16(X) .29 .05
Tennessee: 17.4 + 0.27(X) .38 .50
U. S.: -  1.3 + 0.39(X) .46 .05

Case (3): Y = Annual change in time plus demand
deposits;

X = Annual change in personal income

Coefficient Level at 
of Deter- which (b) is 
mination Statistically

a b(X) R2 Significant
Alabama: -  30.3 + 0.56(X) .61 .05
Florida: -103.6 + 0.73(X) .75 .05
Georgia: -  59.5 + 0.61 (X) .75 .05
Louisiana: -  3.3 + 0.55(X) .60 .05
Mississippi: 13.5 + 0.41(X) .58 .05
Tennessee: 8.8 + 0.56(X) .55 .05
U. S.: -  1.0 + 0.58(X) .48 .05

B a n k  A n n o u n c e m e n t s

On March 1, Darby Banking Company, Vidalia, Georgia, 
a nonmember bank, began to remit at par for checks 
drawn on it when received from the Federal Reserve 
Bank.

Another nonmember bank, Bank of Lucedaie, Luce- 
dale, Mississippi, began to remit at par on March 10.

Mercantile City Bank, Atlanta, Georgia, was admitted 
to membership in the Federal Reserve System on 
March 12. A. E. Garber is president; Carl M. Harris, 
executive vice president; and Mrs. Lala H. Oberdorfer,

vice president. Capital is $237,500; surplus and other 
capital funds, $266,500.

Citizens and Southern International Bank, Miami, 
Florida, an Edge Act Corporation, opened on March 
24.

On March 25, The Commercial Bank at Apopka,
Apopka, Florida, opened for business as a newly 
organized nonmember par-remitting bank. Officers are 
T. L. Mattox, president; Foley A. Hooper, vice president; 
and Jon F. Hiland, cashier. Capital is $350,000; 
surplus and other capital funds, $175,000.
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