
FACTS S FICTION

SOUTHEASTERN INDUSTRIAL INVESTMENT

by William D. Toal

Growth of the capital stock of a nation's or 
region's industrial base is generally regarded 
as the cornerstone of economic growth.
Over the past 25 years, the South has trans
formed itself from a region of underinvest
ment to one that now garners a sizable portion 
of the nation's capital spending.1 This article 
sets forth patterns for plant and equipment 
spending in the Sixth Federal Reserve District's 
manufacturing sector and contrasts them with 
national trends.2 Data limitations allow us to 
examine only the manufacturing sector. This is 
an obvious shortcoming because investments 
in nonmanufacturing industries (i.e., service, 
trade, transportation, utilities) and in people

'W e  look specifically here at those states included in the Sixth 
Federal Reserve District—Alabama, Florida, Georgia, Louisiana, 
Mississippi and Tennessee.

2The data analyzed here relate to gross plant and equipment 
spending by manufacturing firms; we call it gross capital 
spending or gross investment. A problem immediately arises. Gross 
capital spending relates to both additions and replacements of 
the capital stock. Because of capital depreciation, the capital 
spending data used here will overstate the net additions to the 
nation's or region's capital stock. And since depreciation rates 
may vary among regions, there is no guarantee that a specific 
amount of gross capital spending will yield the same net additions 
to the capital stock in different regions. There is little, 
however, we can do about this problem.

(i.e., education and on-job training) are also 
key parts of the total investment picture.

We will state and then examine some 
conventional views on capital investment in 
the Southeast. Are the following statements 
fact or fiction?

1. The lion's share of new capital investment 
in manufacturing occurs in the South, partic
ularly the Southeast.

2. Until recently, the Southeast's capital 
spending has been concentrated in labor- 
intensive industries.

3. Southeastern manufacturing, in general, 
is more labor-intensive than manufacturing 
nationally.

4. In specific manufacturing industries, 
capital spending per worker is higher in the 
Southeast than it is nationally.

The Southeast's Share of Manufacturing 
Investment. The Southeast's share of plant and 
equipment spending in manufacturing has 
risen steadily over the past two decades. In 
1951, plant and equipment spending was 
$800 million, or 6.8 percent of the nation's 
manufacturing sector spending. By 1973 (the 
latest data available), the regional figure was
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$3.3 billion, or 12.2 percent of the nation's total 
(see Chart 1). By any objective measure (e.g., 
population, employment, income), the South
east's economy has been a larger share of the 
total national economy than these data indicate. 
Consequently, we cannot say that this region is 
receiving a disproportionately large share of 
manufacturing investment. So, statement 1 is 
fiction. But we can say that in the past there 
was substantial underinvestment in South
eastern manufacturing.

Does this hold true in all six District states? 
Each state increased its share of U. S. manu
facturing investment between 1951 and 1973 
(see Chart 2). In 1973, Georgia, Louisiana and 
Tennessee each captured over two percent of 
the nation's manufacturing investment, while 
Alabama's and Florida's share were just slightly 
below two percent. Mississippi's manufacturing 
investment in 1973 was below one percent of 
national spending.

Capital Spending by Industry. Is most of the 
Southeast's capital spending in labor-intensive 
industries? The following facts are misleading 
because they suggest that it is. Although no 
more than 12 percent of the nation's 
capital investment in manufacturing 
was in the Southeast over the past 25 years, 
that region accounted for nearly 30 percent of 
U. S. manufacturing job gains. Actually, while 
labor intensity in specific industries changes 
with time and in different geographic areas, the 
five industries accounting for the bulk of the 
Southeast's capital spending (see Chart 3) are 
among the more capital-intensive industries. 
The region's chemical industries, paper manu-
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facturers and food processors over the past 
15 years have been the largest spenders on 
plants and equipment. Each ranks high among 
capital-intensive manufacturers (see Chart 6). 
Only the primary metals industry, which is 
relatively capital-intensive, generally spends 
more as a fraction of total plant and equipment 
spending in the entire U. S. than in the South
east. So, our preconception is wrong; the 
most capital-intensive industries are investing 
proportionately large sums in the Southeast.

Capital Intensity of Southeastern Manu
facturing. Southeastern manufacturing capital- 
intensity data provide more unexpected results. 
In general, this sector is more capital intensive  
than is the nation's. The Southeast's high levels 
of capital spending by relatively capital- 
intensive industries have maintained this 
overall standard. But this is not a recent 
phenomenon. Southeastern manufacturing has 
been more capital intensive at least since 
1957, as Chart 4 shows. Louisiana, with a capital 
intensity over twice the national level, is the 
main cause. Its heavily capital-intensive 
chemical, petroleum and paper industries, the 
state's largest manufacturers, were attracted 
primarily because of available natural resources. 
Alabama also has maintained a greater-than- 
national figure, partly because of its primary 
metals industry. Florida's level was un
expectedly higher than the nation's in the 1950s
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and 1960s, mainly because of the state's 
food processing, paper and chemical manu
facturing. However in 1971, that figure fell 
below national levels. The other three District 
states (Georgia, Mississippi, Tennessee) had 
lower-than-national capital intensities; 
Georgia's (as of 1971) was the lowest.

Capital Spending per Worker. Capital- 
intensity trend indicators can be found in the 
levels of capital spending per worker over a 
number of years. The level of capital spending 
per factory worker in the District's manufac
turing sector has been consistently above 
national levels from 1958 to 1973 (see Chart 
5a). So, it is not unusual that manufacturing is 
more capital intensive here than at the national 
level.

The figures for capital spending per worker 
by individual District states from 1958 to 1973 
(see Charts 5b through 5g) show patterns 
that match our previous findings concerning 
capital intensity. In Louisiana, the spending has 
consistently been two to three times larger 
than the national figure. Capital spending per 
worker in Alabama has been above national 
levels, except for three years. In Florida, this 
spending fell below national levels in the late 
1960s and is probably why Florida's capital 
intensity also fell below national levels between 
1967 and 1971. Between 1970 and 1973, 
however, Florida's capital spending per worker 
once again rose above the national mark, 
suggesting that Florida manufacturing may 
again be above national levels in capital 
intensity.

Georgia's capital intensity may be approach
ing that of the nation. Between 1958 and 1969, 
capital spending per worker in Georgia was 
below the national level; however, since 1969, 
it has equaled or surpassed the national pace.

Capital Intensity by Industry. So far, 
we have explained differences in capital 
intensity and capital spending between 
the U. S. and the Southeast by citing the im
portance of the region's different industries.
But in specific manufacturing sectors, the 
degree of capital intensity (capital-labor ratios) 
and capital spending per worker differ markedly 
between the Southeast and nation. As of 1964, 
eight District manufacturing industries out of 
20 examined had larger capital-labor ratios 
than their national counterparts (see Chart 6). 
Particularly large differences existed in the 
paper, petroleum refining, chemical and
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rubber industries. On the other hand, the 
Southeast's transportation equipment industry 
in 1964 was only one-half as capital intensive 
as it was nationally, and the more capital- 
intensive tobacco processing plants lie outside 
the Southeast.

Capital expenditure per worker data by 
industry let us update the outdated 1964 capital 
intensity figures shown in Chart 6 (the latest 
available on an industry detail level). South
eastern nondurable goods manufacturers have 
had higher capital spending per worker than 
nationally, as Charts 7a and 7b indicate. This 
has been true throughout the late 1950s, the 
1960s and early 1970s. Southeastern durable 
goods industries, however, have only roughly 
maintained near-national levels in this category. 
In general, in both the Southeast and the 
nation, capital spending per worker is higher 
in nondurable than in durable manufacturing, 
a usually unrecognized fact. And nondurable 
goods producers, on the average, are more 
capital intensive than durable goods industries.

Four Southeastern manufacturing areas which 
were substantially more capital intensive than 
their national counterparts in 1964— paper, 
petroleum refining, chemicals and rubber— 
consistently had greater plant and equipment 
spending per worker in the Southeast from 
1958 through 1973. This suggests that they have 
maintained their greater capital intensity in 
the Southeast since 1964. All are classed in 
the nondurable goods category.

Electrical equipment, printing and publishing, 
and stone, clay and glass manufacturing were 
generally above average in plant and

equipment spending per worker from 1958 
through 1973. All three were slightly more 
capital intensive than their national counter
parts in 1964 and probably were still more 
capital intensive in the early 1970s.

Only one Southeastern manufacturing 
industry ranking above national levels in capital 
intensity in 1964 (see Chart 6) has had lower 
levels of capital spending per worker since 
then— the primary metals producers. This 
change suggests that industry in the South
east is slowly but surely losing its advantage 
in capital intensity.

Most other Southeastern manufacturing 
industries maintained approximately the same 
levels of capital spending per worker from 
1958 through 1973 as did the industries nation
ally. Only makers of transportation equipment 
and tobacco products in the Southeast had 
substantially lower capital spending per worker. 
Both industries also had lower capital intensity 
in the region back in 1964 (Chart 6) and there
fore still do. In all, from 1958 through 
1973 seven Southeastern industries main
tained higher levels of plant and equip
ment spending per worker than the same 
industries nationally. Only two regional manu
facturing industries were significantly below 
national levels.

Summary and Conclusion. We have 
examined conventional views on the Southeast's 
capital investment and found some to be facts 
and others fiction. For the most part, we have 
let the actual data stand alone. They indicate 
that the Southeast, while underinvested in 
manufacturing in the past, may now be
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CHART 5
New Capital Expenditures per Employee in All Manufacturing
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getting what would be considered as its 
proportionate share. However, it by no means 
receives the lion's portion of manufacturing 
capital investment. Contrary to popular 
opinion, we have found that much of the 
region's plant and equipment spending is in 
capital-intensive manufacturing. Furthermore,

the region's manufacturing sector is generally 
more capital-intensive than the nation's.
In several Southeastern manufacturing in
dustries (paper, rubber, petroleum, chem
icals), capital investment per worker is con
siderably above that of their national counter
parts.
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The perennial question, made popular by 
recent publicity about the Sunbelt economy, 
was not addressed. Where are the funds to 
finance this capital spending coming from?
Or, is the Southeast a net importer of financial 
capital? Since little actual data are available 
to answer this question, we make only two 
general remarks on this point. First, though the 
Southeast's plant and equipment investment, 
particularly in manufacturing, is near the na
tional scale (relative to the economy's size), 
available evidence indicates internal savings 
generation available to finance this investment 
still trails national levels. This suggests lower 
per capita personal savings in the Southeast.3 
Also, recent studies of regional commercial 
banks' participation in lending to Sixth 
District businesses cast doubt on the region's 
bank's self-sufficiency for financing business 
spending.4 This information, though 
by no means conclusive, indicates that 
the Southeast is probably still a net importer of 
financial capital funds to support its capital

spending for industrial investments. How
ever, a more thorough examination of this 
question is certainly needed.

Finally, and possibly most importantly, the 
higher levels of capital spending per manu
facturing worker in the Southeast imply future 
regional expansion. They are definitely a prime 
ingredient of the region's rapid economic 
growth. In a recent article, we pointed 
out that output per man-hour, or labor 
productivity, rose more rapidly in the Southeast 
than in the nation from 1958 to 1972.5 It is no 
coincidence that Southeastern manufacturing 
industries with higher-than-national capital 
spending per worker also generally had faster 
rates of increase in labor productivity. New 
plant and equipment spending increases labor 
efficiency. W e cannot predict that these trends 
will continue indefinitely. But as the Southeast 
has gone from a region of gross manufacturing 
underinvestment to its current position, the 
higher levels of plant and equipment spending 
per worker have produced faster-than-national 
gains in labor productivity and, consequently, 
a more rapid economic growth pace. ■

3Rough data on long-term savings also indicate lower per capita 
personal savings stocks and flows in the Sixth District. These data 
are composed of time deposits at commercial banks, savings and 
loan shares, life insurance equities, and credit union shares. See 
Southeastern Statistics, Federal Reserve Bank of Atlanta, December 
1976, pp. 22-23.

4See William N. Cox, III, "Two Decades of Regional Participation
in U. S. Banking Activities," and Joseph Rossman, "District 5William Toal, "Productivity and Change in the Southeast's Manu-
Business Loan Inflows," this Review, March 1976. facturing Sector," this Review, September 1976, pp. 118-127.
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