
THE SOUTHEAST IN 1978: 
EXPANSION FOR A FOURTH YEAR 

This article was prepared by Charles /. Haulk based on 
material contributed by other Federal Reserve Bank of Atlanta 
economists Charlie Carter, John Godfrey, Frank King, and 
Gene Sullivan. 

1978 OVERVIEW 
The 1978 southeastern economy cou ld 
be assessed as one of good but uneven 

rowth . Af ter suf fer ing a poor January 
ue to weather and the coal workers' strike, 

the economy bounced back briskly for 
several months and then entered in to a 
per iod of sluggish g rowth in late summer. 
A l though some strong activity reappeared 
in Oc tober , recent evidence points to 
a cont inuat ion of modest g rowth for 
late 1978. The unemp loymen t rate, wh ich 
had fal len steadily th rough 1977, seems 
to have stuck at just under 7 percent 
after reaching as low as 6 percent in 
June. Retail sales, wh ich for most of the 
first half of 1978 grew at a bl ister ing 
pace, seem to have cooled off dur ing the 
latter half of 1978, a l though year-over-
year gains of 15 to 20 percent were reported 
for many areas in the Southeast. Inf lat ion 
con t inued to worsen th roughou t 1978 and 
has become a major source of concern. 

Construct ion was the leading growth 
sector, w i th residential contracts and 
emp loyment up substantially f r om 1977. 
Manufac tur ing produc t ion , especially dur-
able goods, ran wel l ahead of the year-
earlier rate. The comb ined growth of 
emp loyment , higher wages, and longer 
workweek pushed factory payrol l income 
13 percent above the 1977 f igure. As 
wi th retail sales, p roduc t ion and in-
come growth rates were very strong in the 
first half and slowed to a less ebul l ient 
pace in the second half. 

Farmers. Unl ike the 1977 exper ience 
when farm cash receipts were fa l l ing 
th rough much of the year, farm receipts 
were up sharply in the first few months of 
1978. Farmers were the beneficiaries of 
rapidly rising prices th rough midyear. 
Since July, District farmers nave seen prices 
stabilize, but crop p roduc t ion has been 
so much greater than a year ago that 
receipts have cont inued to show strong 
growth and cou ld exceed the 1977 level by 
$2 bi l l ion. Weather was conducive to good 
crops in most areas of the Southeast, 
a l though Georgia and parts of Alabama 
suffered some severe drought condi t ions. 
But, by and large, abundant c rop yields 
were repor ted th roughou t the region. 
Record harvests nationally began to 
restrain prices of grains and soybeans by 
harvesttime. Cattle producers and, to a 
lesser degree, hog and poul t ry growers 
benef i tea f rom higher prices. Citrus 
p roduc t ion was depressed by a severe 
freeze in late 1977, but prices stood at 
record levels for most of the year and 
producer incomes were unusually good. 
Al l in all, 1978 was a much better year 
for agr icul ture than was 1977. 

Banks. The banking industry was in high 
gear for most of 1978. Total bank credit 
in the Southeast was up nearly 14 percent. 
Deposit g rowth was at a much more 
moderate 8-percent rate, and, as a result, 
l iquid i ty pressures began to develop. 
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Consumer credit con t inued to be a major 
source of loan growth, as auto sales 
posted a solid year. Home mortgage lending 
was very brisk in response to tne surge in 
demand for homeownersh ip . Interest 
rates rose rapidly but business bo r row ing 
grew w i th l i t t le letup. A l though demand 
deposits grew at a 10-percent rate, t ime 
deposits and part icularly passbook savings 
dia not advance as they nad for the 
previous three years. 

Savings and loan associations experienced 
deter iorat ing savings inf lows th rough 
May, but w i th the in t roduc t ion of the 
money market certif icates of deposit , sav-
ings inf lows improved markedly in June 
and remained strong for several months. 

Employment. Employment growth, which 
had surged dur ing four th-quar ter 1977, 
cont inued to move ahead strongly 
in f i rst-quarter 1978. Since late spring, 
emp loymen t growth has been sluggish, if 
not flat. Labor force growth in 1978 
trai led the 30,000 new entrants per mon th 
pace of 1977. Even though the numbers 
unemployed increased, the unemploy -
ment rate held fairly steady at under 
7 percent for most of the year because of 
the labor force growth that d id occur. 
Overal l , emp loyment was up 3 percent 
f rom the previous year. 

Florida led the region in j ob growth , 
both in actual numbers ana in per-
centage terms. In every state, construct ion 
was the leading sector for emp loyment 
growth . Job growth was also strong 
in wholesale and retail t rade, f inance, 
insurance and real estate, services, and 
durable goods manufacturing. Weak growth 
occurred in t ransportat ion, government , 
and nondurab le manufactur ing. Texti le 
emp loyment was actually d o w n f rom 
1977 levels. 

Other. The tourist industry en joyed one 
of the best years in history, if not the 
best. Florida and New Orleans were inun-
dated wi th visitors. Hotel occupancy 
tax col lect ions were up 22 percent in New 
Orleans. Nashville hotels had good 
occupancy rates, but visitors to Opry land 
were below ant ic ipated numbers. Interest 
in the Mississippi Gulf Coast as a resort 
area con t inued to increase dur ing 1978. 

Reports f rom most of the major g rowth 
centers—Miami , New Orleans, Nashvil le, 
Atlanta, Bi rmingham, and Jacksonville, 
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as wel l as smaller areas, such as 
Tallahassee, Knoxvi l le, Huntsvi l le, and 
Alexandria, Louisiana—indicate that 
1978 was a virtual boom year despite fears 
of inf lat ion and high ana rising interest 
rates. Very few areas seem to nave 
had any serious economic d i f f icu l ty . 
However , at the close of the year, an air 
of pessimism had crept in to many of 
the statements made by businessmen. 
Cont inuing high inflation, along with rising 
interest rates and a severely pumme led 
dol lar for most of the year, began to 
raise questions about tne t rue under ly ing 
strength of the economy. Whi le business-
men f rom most areas bel ieved the 
Christmas season w o u l d be good if 
not a record, the number of pre-Christmas 
sales being used to lure buyers was 
a worr isome deve lopment because 
of reduced pro f i t margins and the possible 
negative effect on consumers' wi l l -
ingness to spend after Christmas. 

INFLATION A N D THE CONSUMERS' 
RESPONSE 

In 1978, inf lat ion became the nation's 
number one economic concern. W i th 
prices soaring and still h igher prices 
ant ic ipated, " i n f l a t i on psychology" 
encouraged consumers to buy cars and 
houses before fur ther price increases. 
Inf lat ion has affected the vast major i ty of 
people and the way they live, causing 
more wives to enter the work force, 
young couples and singles to buy houses 
rather than rent apartments, and older 
people to delay ret i rement . 

At the beginn ing of the year, the 
Admin is t ra t ion forecasted a 6- to 6V2-
percent inf lat ion rate. The record of 1978 
tu rned out to be qui te d i f ferent . Through 
November, consumer prices had been 
rising at near a 9.0-percent rate, much 
higher than 1977's 6.5 percent and 1976's 
5.8 percent. A major con t r ibu tor to 
the price increases has been food. Food 
prices surged at an 11.3-percent annual 
rate last year, compared to 7.7 per-
cent in 1977 and 4.0 percent in 1976. 
Wi th in the food group, the comb ined 
category of meat, poul t ry , fish, and eggs 
showed the most dramatic increase. 
In 1978, prices of these items have grown 
at an 18.1-percent annual rate, more than 
doub le the 6.8-percent increase in 1977. 
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On the other hand, non food commodi ty 
prices rose at a 6.8-percent annual rate in 
1978, whi le services increased 9.7 percent, 
largely due to housing's dominat ion. 

After raging at 15 percent in the first 
quarter and 19 percent in the second, 
food price inf lat ion moderated in the 
th i rd quarter to a 3-percent annual rate. 
Dur ing the first half of 1978, food prices 
were pushed up by beef shortages. 
Beef p roduct ion in 1978 was down f rom 
the 1977 level as the l iquidat ion phase of 
the cattle cycle cont inued to reduce 
herd sizes. Four years of heavy financial 
losses to cattle producers and area 
droughts combined to produce massive 
reduct ions in the cattle herd. The most 
drastic herd l iquidat ion occurred in 
1977, a l though a fur ther d rop in cattle 
numbers evident ly occurred in 1978. The 
result has been less p lent i fu l supplies 
at markets. A l though the pork industry has 
had the economic incent ive to expand 
ou tpu t , the expected expansion d id 
not occur in 1978. Whi le total supplies 
of meat were smaller than anticipated, 
consumer demand was growing, pushing 
prices up sharply for all livestock products. 

Food prices could flare up again. The 
out look for 1979 is good for feed grains, 
but meat prices could accelerate when 
catt lemen begin to w i thho ld animals to 
rebui ld herds. Even if rebui ld ing starts in 
1979, beef p roduct ion may cont inue 
to decl ine for several years. The USDA 
forecast calls for a 1 - to 1 1 /2 -b i l l ion pound 
drop in beef p roduc t ion in 1979. Par-
tially offsett ing this is an expected 600-
to 1,100-mill ion pound increase in 
the p roduc t ion of poul t ry. The supply of 
pork and poultry provides the key to 
food prices in 1979. Unless there is rapid 
expansion, meat wi l l cost more. 

Wi th in the Sixth Federal Reserve 
District, consumer prices are measured 
b imonth ly in two SMSAs—Atlanta and 
Miami . Both of these cities closely 
fo l lowed the national pattern of overall 
price increases led by food prices, 
particularly meat. One di f ference, though, 
was that prices of services d idn ' t rise 
as sharply in Atlanta and Miami as they d id 
nationally. As a result, overall consumer 
prices of all items rose slightly less in 
these two cities. 
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As was t rue in the nat ion, southeastern 
consumers were responding to inf lat ion 
by stepping up their purchases of durable 
goods, particularly automobi les. The 
cont inued strong growth of consumer debt 
in 1978 is fair testimony of the decreasing 
wil l ingness of consumers to hold l iquid 
assets in a per iod of rampant inf lat ion. 
Home buyers largely ignored increases in 
interest rates a n a s e e m e d to be only 
concerned wi th meet ing their month ly 
payments, expect ing that inf lat ion wi l l 
protect their investment. Mo re liberal 
repayment terms for automobi le loans 
have enabled many buyers to stay in the 
market. Forty-eight month car loans 
are now commonplace. In September, 
automobi le credit outstanding at com-
mercial banks was 26 percent ahead 
of the year before. Car loans outstanding 
have increased a phenomenal 63 percent 
in 24 months. Overal l , instalment credit had 
grown 20 percent over 1977 levels. 

CONSTRUCTION ACTIVITY ENJOYS 
STRONG GROWTH 

The pace of construct ion activity in the 
Southeast cont inued to bui ld on the 
growth of 1977. Construct ion was the leading 
growth sector, wi th employment up 
nearly 10 percent and tne value of 
residential construct ion contracts runn ing 
at least 20 percent ahead of the 1977 
pace. Nonresidential contracts were down 
f rom the 1977 level, but 1977 was unusual 
in that several mul t ib i l l ion dollar power 
plants were announced. The 1978 
figures for the more typical plant and 
commercial announcements have been 
qui te strong. Bui ld ing permits, which 
were at or near record levels dur ing 
early 1978, had begun to taper off after the 
summer months but were still at the 
strong year-earlier level. 

Florida exhib i ted the strongest gains, 
wi th permits runn ing nearly 25 percent 
ahead of 1977. Permits in Alabama 
and Tennessee were lagging somewhat 
behind the year-ago pace. Strong rental 
markets and high occupancy rates 
cont r ibuted to a rebound in mult i fami ly 
starts. Substantial purchases of luxury 
condomin iums by South Americans 
were a significant factor in the boom-
like sales of real estate in Dade and 
Broward Counties in Florida. 
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The Nashville and Knoxvi l le areas of 
Tennessee exper ienced a booming 
real estate market for most of the year. 
Jackson, Mississippi, on the other hand, 
exper ienced some reduct ion in activity 
f r om the 1977 pace. Sluggishness seemed 
to develop in Jacksonville's and Hunts-
ville's home building as the year progressed. 
The Tri-Cities area of Tennessee had 
housing demand grow in response to the 
inf lows of people due to the industr ial 
expansion in tnat area. The price of land 
for housing developments rose sharply 
in New Orleans despite rising interest rates. 
The Mississippi Gulf Coast repor ted an 
extremely busy year in home construct ion. 

Nonresident ial construct ion moved 
ahead in 1978, partially due to the large 
contract year of 1977. However , 1978 
was a good year in its own r ight, and new 
plant announcements made in 1978 
wi l l help keep construct ion mov ing in 
1979. Contracts for nonbui ldine construction 
were wel l be low the unusually strong 
1977 levels, but contracts for commerc ia l 
and industr ial bui ldings were substantially 
ahead of 1977. This pattern was repeatea 
th roughou t the Uni ted States and not 
conf ined to the Southeast. 

Some of the highlights of plant announce-
ments inc lude: Mi l ler Brewing Company, 
a $247-mil l ion facility in Albany, Georgia; 
Al l is-Chalmers, a $150-mil l ion plant 
in Palmetto, Florida; Procter & Gamble, 
a $200-mil l ion pu lp operat ion in Macon , 
Georgia; G. F. Business Furniture, a 
$300-mil l ion plant in Gallatin, Tennessee; 
a $400-mil l ion muni t ions facility at 
Picayune, Mississippi; and in Louisiana, 
a $150-mil l ion Georgia-Pacif ic project at 
Plaquemine and Un ion Carbide, a $181-
mi l l ion deve lopment at Taft. Through 
the first three quarters of the year, 
announcements of facilities of more 
than $10 mi l l ion have been at about the 
1977 pace. 

Housing Costs. There has been a lot of 
concern recently about escalating home 
prices. M u c h of the concern over hous-
ing prices has focused on new one- fami ly 
houses. The average sales price, for 
example, for new one-fami ly houses in 
the South increased f rom $49,100 in September 
of 1977 to $56,400 in September of 1978, 
a rise of 15 percent. O n e basic reason is the 

COMPONENT PROPORTIONS OF THE MEDIAN 
PRICE OF NEW ONE-FAMILY HOMES* 

Thous. $ 

Financing 

Overhead and Profit 

Structure Costs 

Land Acquisi t ion and 
Site Preparat ion 

1969 1974 1977 

'Sources: National Associat ion of Home Builders 
and U.S. Department of Commerce. 

higher rate of household g rowth wh ich 
spurs housing demand.1 

However , greater demand is not the only 
t rend causing home prices to rise. In 
the case of new homes, cost factors enter the 
picture. Accord ing to data prov ided by the 
National Association of Home Builders, land's 
por t ion of the total cost of a single-family 
home grew f r o m 21 percent in 1969 to 
25 percent in 1977 (see chart above). The 
increase reflects both higher costs of land 
acquisi t ion and more regulat ions gu id ing 
land deve lopment projects. Financing 
costs have been growing as a percent of 
the total home price, but the cost of 
the structure, inc lud ing labor and material 
costs as a percentage of total cost, has 
decl ined. Higher product iv i ty th rough 
mechanizat ion of bu i ld ing techniques, 
the standardization of construction through 

' See Inflation and Home Buying" in this issue for a long- term analysis of 
national housing inflation. 
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greater use of préfabr icat ion methods, 
more eff ic ient bu i ld ing tools, and general 
use of industry methods in the bu i ld ing 
trade can be cited as the major reasons 
causing the decrease in the percentage 
of structure costs. Rising interest rates, 
insurance costs, closing costs, and 
taxes have pushed f inancing costs upward 
at a rapid pace. In fact, since june of 
1977, f inancing costs have grown 15 per-
cent, more than twice the rate of g rowth 
f rom January of 1976 to June of 1977. 

The degree that each cost componen t 
contr ibutes to the overall cost of a house 
varies f rom place to place. For example, the 
land costs in a city generally are much 
hieher than in rural areas, simply as a re-
sult of the greater concent ra t ion of 
popula t ion and demand. Also, wage rates 
for bui lders have been lower in the South 
than in the other regions of the country ; 
however , the gap is closing fast. General ly, 
areas that have rapid growth, zon ing 
restrictions, and many publ ic services also 
tend to have a t rend of rising housing 
costs. 

Most of the trends concern ing the costs 
and prices of new homes are also apparent 
for existing homes, a l though existing 
homes are generally lower in price than 
new homes. The cost factors that in-
f luence the price of existing homes are 
basically the same as for new homes. For 
instance, the costs of mainta in ing an 
existing home inc lude the same materials 
and labor expenses that are requi red for 
a new home but on a much smaller scale. 

CREDIT FLOWS TO THE HOUSING 
INDUSTRY 

The g rowth in residential construct ion 
activity, a l luded to earlier in this art icle, 
and in single-family housing prices indicates 
that credi t f lows for construct ion and pur-
chase of housing held up very wel l . 
Mor tgage lending by savings and loan 
associations exceeded lending in 
the previous year in each m o n t h f rom 
January th rough July. The gap narrowed 
cont inuously as funds became more costly 
to the associations and mortgage rates 
paid by ul t imate borrowers rose by about 
three quarters of a percentage point . 
In August and September, net mortgage 
lending was be low year-ago levels 

for the first t ime since early 1975. Florida 
and Alabama associations accounted 
for most of the decl ine in year-over-
year per formance, whi le lend ing was up 
in Tennessee and Mississippi. 

In l ight of the rise in interest rates 
and the somewhat slower growth in the 
economy, this small decl ine in the 
growth of mortgage lending was an 
unexpectedly strong per formance. 
Strong demand for single-family housing, 
both as a consumpt ion good and an in-
f lat ion hedge, accounts for some of the 
strength. In the region as in the rest of 
the nat ion, the number of famil ies in the 
age groups that normal ly occupy single-
family housing was expanding rapidly. 
Migra t ion gave an extra push to south-
eastern home demand. 

In response to the strong demand for 
housing and the strong mortgage demand 
der ived f rom it, savings and loan as-
sociations in the region actively sought 
funds to use for mortgages. They were 
l imi ted dur ing the early part of the 
year by regulatory ceil ings on depositors. 
Consequent ly , deposit inf lows were be low 
year-earl ier levels in each month f rom 
January th rough May. So the associations 
turnea more of their at tent ion to bor-
rowings f rom the Federal Home Loan Banks, 
sales of existing mortgages, and reduct ion 
of l iqu id assets for lendable funds. 

Capacity to raise funds f r o m these 
sources and deposit inf lows decl ined as 
summer approached. In response to this, 
the bank regulatory agencies and the 
Federal Home Loan Bank Board a l lowed 
the inst i tut ions that they regulate to 
offer bo th eight-year certif icates of 
deposit w i th attractive interest rates and 
s ix-month certificates w i th rates t ied to 
the s ix-month Treasury bil l rate. Of the 
two new instruments, the latter, called 
money market certif icates, was the more 
attractive to the publ ic. Their issuance 
helped the savings and loan associations to 
keep some o ld deposits and to attract 
some new ones. Though hard num-
bers are not yet available, these money 
market certif icates probably already make 
up 5 percent or more of savings and loan 
liabilit ies in the region. Their effect 
may be seen in the fact that, even in the 
face of rapidly rising interest rates, 
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Construct ion contracts con t inued to 
grow strongly in 1978. 

Bank loan growth outst r ipped deposit 
ga ins, r e s u l t i n g in some l i q u i d i t y 
pressure for banKs. 

The issuance of money market cer-
tificates of deposit by savings and loan 
associations starting in June reversed the 
downward t rend of savings inf lows. 

CONSTRUCTION CONTRACT AWARDS 

District States 
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MANUFACTURING PAYROLLS 

District States 
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Manufac tu r ing emp loyment gains and 
higher wage rates resulted in good 
growth of incomes of factory workers. 

Retail sales, spurred by anticipatory buy-
ing, higher incomes, and heavy use of 
c red i t , rose substant ia l ly over 1977 
levels. 

Employment gains were more moderate 
in 1978. 

Labor force growth was qui te slow for 
much of 1978. 

The unemployment rate f luctuated be-
tween 6.2 and 6.8 percent t h roughou t 
the year after fal l ing sharply in 1977. 
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GROWTH OF NONFARM EMPLOYMENT BY INDUSTRY 
SEPTEMBER 1977—SEPTEMBER 1978 

(thousands, seasonally adjusted) 

V 

Industry 

Total Nonagriculture 
Construction 
Manufacturing 

Durables 
Nondurables 

Transportation and Public 
Utilities 

Wholesale and Retail Trade 
Finance, Insurance, and 

Real Estate 
Government 

Federal 
State and Local 

September 
1977 

9.449.6 
550.6 

2,057.5 
902.4 

1,155.1 

571.4 
2,173.8 

500.2 
1.850.7 

344.7 
1,506.0 

September 
1978 

9,766.9 
586.4 

2,131.4 
958.1 

1.173.3 

590.5 
2,236.0 

511.1 
1.920.4 

348.4 
1,572.0 

Amount 
Increase 

317.3 
35.8 
73.9 
55.7 
18.2 

19.1 
62.2 

10.9 
69.7 

3.7 
66.0 

Percent 
Increase 

3.4 
6.5 
3.6 
6.2 
1.6 

3.3 
2.9 

2 . 2 

3.8 
1.1 
4.4 

savings and loan inf lows exceeded year-
ago levels in three of the first five months 
since their in t roduct ion. 

A l though residential construct ion and 
mortgage lending remained stronger 
than one might nave expected in 1978, 
some t roub le for these activities remains 
on the hor izon. Usury ceilings have begun 
to constrain convent ional mortgage 
loans in each of the southeastern states. 
Further rapid increases in money market 
rates since the summer have already begun 
to have their effects on long- te rm rates 
( including mortgage rates) and on 
savings and loan associations' ability to 
compete for funds. These efforts certainly 
wi l l raise the costs of mortgage funds 
and may l imi t their availabil ity to some ex-
tent. Nevertheless, basic housing and 
mortgage demand factors remain strong 
and very l ikely wi l l unt i l income growth 
slows or inf lat ion abates. 
JOB GROWTH SLOWER IN 1978 

District emp loyment growth over the first 
nine months of 1978 slowed considerably 
f rom the comparable 1977 per iod. M o n t h l y 
gains in 1978 averaged only 14.3 thousand, 
wel l be low the 22.4-thousand month ly 
increase dur ing 1977. The table shows 
emp loyment gains by industry. 

The District's labor force also grew 
at a slower rate than in 1977. Af ter increas-
ing an average of over 30,000 per mon th 
in 1977, the District's labor force g rowth 
slowed to only 22,000 per mon th last 
year. Slower labor force growth enabled 
the unemp loymen t rate to fall despite 
slower job growth . By September 1978, the 
District unemp loymen t rate had been 
cut by a ful l percentage po in t f r o m 
September 1977. O n tne other hand, the 
month ly improvement to the District 
joblessness was not as impressive as year-
over-year comparisons. Af ter reduc ing 
the level of unemp loymen t by approxi -
mately 2,000 per mon th in 1977, the 
southeastern economic g rowth was not 
suff icient to reduce the number of 
people jobless last year. Instead, the 
number of persons unemployed rose an 
average of 2,000 per mon th in 1978. 

Many have speculated as to the 
reasons why emp loyment growth has been 
sluggish. Tne advanced age of the 
current economic expansion and fear 
of a s lowdown in 1979 have probably 
hampered District emp loyment growth. 
However , we are of tne op in ion that 
the boost of the Federal m i n i m u m wage 
f rom $2.30 to $2.65 per hour was a pr imary 
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cause of slower job growth last year. 
In a previous issue of the Economic 
Review,2 we argued that the increase 
in the m i n i m u m wage could constrain 
emp loyment growth in the District by 
nearly 160,000 by midyear. Other studies 
reached similar conclusions for the 
nation. Accord ing to our study, south-
eastern emp loyment growth was more 
adversely af fected by the increase in the 
m i n i m u m wage, since a large f ract ion 
of our work force earned m i n i m u m wages 
or less. Moreover , the " b u m p i n g - u p " 
effect of the m i n i m u m wage hike inten-
sified the p rob lem. O u r study f ound 
that the January increase in tne m i n i m u m 
wage should not have a signif icant 
effect on the overal l unemp loyment rate 
but w o u l d adversely affect unemp loymen t 
of youths. Therefore, in v iew of our 
earlier f indings and those of others, the 
slower growth of southeastern employ-
ment was not surprising. In addi t ion, 
other effects such as reduced over t ime 
and shorter workweeks have resulted 
f r o m the m i n i m u m wage hike. 

Secondly, studies designed to examine 
the effect of higher m in imum wages 
on labor force part ic ipat ion conc lude 
that higher m i n i m u m wages reduce 
labor force part ic ipat ion. This, it is argued, 
is due to the reduct ion in emp loyment 
demand caused by higher wages. Thus, the 
reduct ion in labor force part ic ipat ion 
due to lack of job availabil ity is a plausible 
explanat ion for slower labor force 
growth last year. Reduced labor force 
growth is not l imi ted to reduct ion in labor 
force part ic ipat ion but also to slow 
growth of the work ing-age populat ion. 
The Bureau of the Census had pro jected 
earlier that a slower popu la t ion g rowth 
wou ld begin in 1978. 

A th i rd possible explanat ion for slower 
growth in employment is technical 
rather than economic . Beginning in 
January 1978, the Bureau of Labor Statis-
tics inst i tuted a new procedure to estimate 
emp loyment and unemp loyment in 
states and local areas. Tne new procedure 

2 Charl ie Carter. "The New M in imum Wage: A Threat to Southeastern Jobs. " 
Economic Review, March /Apr i l 1978. 

was designed to reduce year-end revisions. 
Under the o ld procedure, current 
estimates of emp loyment were revised 
downward at year-end to reflect the 
so-called December emp loyment bench 
marks. Evidence f r o m an earlier study 
shows that use of the new procedure wi l l 
require fewer downward revisions in 
the employment estimates at year-end. 

What's in store for 1979? Unfor tunate ly , 
the new year wi l l b r ing much of the 
same. The m i n i m u m wage has just been 
raised f rom $2.65 to $2.90 per hour , 
again constraining employment growth 
and labor force part ic ipat ion. However , 
since the 1979 increase in the mini -
m u m wage is less than last year's increase, 
the adverse employment effects are 
not expected to be as severe. The Bureau 
of the Census projects even slower 
increases in the work ing-age popu la t ion 
this year, wh ich wi l l mean slower labor 
force growth. Secondly, since state labor 
departments wi l l be in their second year 
of the new procedure for est imating 
emp loyment , the year-over-year compar i -
sons wi l l not be distorted. Third, this 
year's increase in Social Security taxes wi l l 
take a larger p ropor t i on of workers ' 
weekly earnings and raise business costs. 

STRONG CREDIT GROWTH BEGINS T O 
PRESS DISTRICT BANK LIQUIDITY 

Dur ing the four th year of economic 
advance, District member banks contin-ued to 
exper ience substantial requests for credit . By 
con t inu ing to lend, however , banks faced 
increasing l iquid i ty pressures, as deposit 
gains fai led to keep pace w i th credit 
extensions. As a result, l iquid i ty pres-
sures, as measured by the loan-to-deposi t 
ratio, advanced f rom 0.69 to 0.73 th rough 
the year. Despite the increasing l iquid i ty 
pressures, District banks were able to 
accommodate their exist ing customers 
and generally repor ted strong income 
gains. 

District bank credit rose an estimated 
$5.5 b i l l ion dur ing 1978, nearly 14 percent. 
By far, the largest part of the increase 
was compr ised of new loans, but holdings 
of munic ipal securities also advanced at a 
solid pace. Deposits, however , gained only 
$3.2 b i l l ion, aoout an 8-percent increase. 
To acquire these funds, banks had to attract 
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more expensive and interest-sensitive 
money market funds. In addi t ion, the 
country banks sharply reduced their 
sales of Federal funds. 

The large banks also issued sizable 
amounts of large-denominat ion certif icates 
of deposit and other large deposits to 
acquire funds for lending. Wni le these 
funds are technical ly deposits for l iquidi ty 
purposes, they resemble more closely other 
forms of bo r rowed funds such as Federal 
funds and securities repurchase agree-
ments because of their short matur i ty and 
interest-sensitivity. Therefore, greater 
reliance on these funds may tend to l imit 
the l iquid i ty of some banks in ways that do 
not readily show up in the more traditional 
measures of bank l iquid i ty. 

Strong Credit Expansion. Last year 
marked the second year of solia lend ing 
gains for the larger banks and over three 
years for the moderate and smaller size 
banks. There were some shifts in the sources 
of the loan strength. Fueled by a strong 
demand for auto loans, consumer credit 
rose nearly 20 percent. Real estate 
lend ing also con t inued to rise at a brisk 
pace. Home buyers con t inued to seek 
mortgage loans to purchase homes, and 
business f i rms used bank credit to f inance 
construct ion of new projects and to 
finance investments in commercial property. 

Business bo r row ing in general was strong 
but advanced at an irregular pace. Interest 
rates on business loans rose sharply dur ing 
the year; the pr ime rate moved f rom 73A 
percent to 113/4 percent, w i th most of 
the advance concentrated in the fou r th 
quarter. Dur ing the year, banks became 
more selective in approv ing loan com-
mitments to both new and existing 
customers and have t r ied to maintain high 
credi t standards. The lessons of t ight credit 
in the mid-70s were not fo rgot ten by 
bankers as they again felt the pressures 
of monetary restraint and the problems 
that cou ld occur if loan commi tments 
rise excessively. 

At the larger banks, business loans were 
up at only an 8-percent annual rate, about 
three-quarters of 1977's pace. On ly in 
loans to wholesale and retail trade 
f irms, service f irms, and texti le and ap-
parel goods manufacturers d id gains 
approach those of the previous year. In 

contrast, construct ion f irms, businesses 
involved in min ing and other extractive 
lines, and durable goods manufacturers 
sharply curta i led the g rowth of their 
bank bo r row ing in the Southeast. Bank 
loans to sales and personal f inance 
companies posted small gains dur ing the 
year ( fo l lowing two years of reduct ions), 
but bank lending to other f inancial in-
stitutions fel l by nearly 25 percent. 

The cont inued strength in lend ing 
caused banks to redirect the acquisit ions 
for their security port fo l ios. Bank hold-
ings of U.S. Government securities 
decl ined modestly as banks f ound lending 
to be a more prof i table use for their 
funds. Banks made por t fo l io adjustments 
by t r imming their holdings of Treasury 
bills and some med ium matur i ty coupon 
issues and by acqui r ing addi t ional higher 
y ielding, longer matur i ty governments. 
They obta ined better yields but reduced 
their holdings of the more l iquid assets. 
District banks sharply increased the 
amount of new state and local government 
securities. Not since the early Seventies 
have District banks' earnings been 
strong enough to justify adding nearly 
$1 b i l l ion in such investments in a single 
year. 

Deposit Gains Slow. Deposit inf lows 
remained sizable but at a slightly slower 
pace than in 1977. Slower deposit g rowth 
at this stage of a business cycle is not 
unusual. Demand deposits, nowever , con-
t inued qui te strong, advancing at nearly 
a 10-percent rate. Gains in t ime deposits 
were varied, ref lect ing the more at-
tractive yields available on alternative 
investments. Household passbook savings 
accounts, wh ich for three years had pro-
v ided District banks w i th tne bulk of 
their t ime deposit inf lows, advanced only 
slightly. By late February, small ou t -
f lows f rom these 5-percent accounts had 
begun at the larger banks. In contrast, 
smal l -denominat ion t ime deposits (under 
$100,000) rose over $1.25 bi l l ion. The major 
factor account ing for the strong showing 
in these accounts was the in t roduc t ion 
of the s ix-month money market t ime 
certificates in June. These t ime deposits, 
issued in $10,000 min imums w i th rates t ied 
to the s ix-month Treasury bil l auct ion 
rate, totaled over $1 b i l l ion by year-end. 
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Decreases in these deposits came partly 
at the expense of bank savings and other 
short maturi ty t ime deposits. The gain in 
money market certif icates represented to 
some extent new funds for lending. Con-
sumer t ime deposits matur ing in four 
years and over rose over $400 mi l l ion. 

OUTLOOK FOR 1979 
This t ime last year, forecasts for 

the national economy were call ing 
for 4 to 5 percent real g rowth and a 5-
to 6-percent increase in prices. Both 
proved to be too opt imist ic. Inf lat ion 
nas been much worse than was forecast, 
and real g rowth was under 4 percent. 

For the Southeast, developments have 
been less of a surprise, except possibly for 
food prices. Employment was up, non-
residential bu i ld ing improved, and 
consumer spending was strong for the first 
half of the year. 

As we look ahead to 1979, there are 
some dark clouds on the hor izon. Interest 
rates have risen to near record levels, 
inf lat ion has got ten worse, and households 
have taken on debt at record rates. These 
developments are anyth ing but auspicious. 
Many iorecasters are now call ing for a 
recession in 1979. 

In the Southeast, we still have a heavier-
than-national dependence on construction, 
and that cou ld be a p rob lem if interest 
rates remain at present levels or go higher. 
A slowing in construct ion activity cou ld 
severely hamper job growth in 1979. 
If housing, capital spending, and auto 
sales slow nationally, as many expect they 
wi l l , durable goods employment , wh ich 
en joyed a good year in 1978, wi l l almost 
certainly be weak if not down in 1979. 
Service emp loyment growth , wh ich seems 
to be less sensitive to economic f luc-
tuations, wi l l probably cont inue upward. 
Fortunately, nondurab le goods employ-
ment is less sensitive to business 
cycle f luctuat ions and much of south-
eastern manufactur ing is in the 
nondurab le category. 

Livestock producers are expected to 
benefi t f r o m higher animal prices. Other 
farmers may not get the k ind of increase 
in receipts they had in 1978, but w i th 
favorable weatner, should have a good 
year. Retailers of durable goods such as 
autos are probably going to have a slower 
year in 1979 than they have had in the 
past two years. 

In sum, 1979 may be the slowest year 
we have had since 1975.1 
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