
The Pace Slows, But Growth Continues 

Joel Parker and Mehmet llgaz 

Continuing development in Atlanta and other areas should make 
Georgia a state to watch again this year, although some slowing from 
1985's pace appears likely. 

Since 1980, the strength and 
consistency of Georgia's eco-
nomic growth have pushed the 
state into the forefront of south-
eastern states. If Georgia's econ-
omy cannot yet match the size 
of Florida's economy, it com-
pares favorably in such key per-
formance measures as personal 
income growth and job gains. 
Indeed, the state ranks among 
the top five nationally in these 
indicators. 

Largely because it is well di-
versified industrially, Georgia's 
economy posted another strong 
year in 1985 compared with 
the nation and its own previous 
performance. Job growth in con-
struction, retail trade, and mis-
cellaneous services propelled 
the state, overcoming manufac-
turing weakness in the apparel, 
chemicals, primary metal, and 
textiles industries.1 Although 
we expect slightly less vigorous 
growth overall this year, the state 
shows no signs of an impend-
ing slump. 

The authors are, respectively, an econo-
mist and an intern on the Research 
Department's regional team. 

The sectors of Georgia's econ-
omy crucial to its 1986 perfor-
mance show up clearly in its 
1985 record. Services, construc-
tion, manufacturing, govern-
ment, and farming are key indus-
tries because they employ about 
half the state's labor force and 
because they have more poten-
tial for change The state's over-
all performance is also closely 
tied to its capital city: Atlanta 
looms large in the state's popu-
lation and economic activity 
and has been a dominant source 
of growth in past years. 

Our forecast for some weaken-
ing of Georgia's strength in 1986 
is based on a balance of forces 
in the state's crucial economic 
sectors. The services sector is 
expected to be the principal 
source of job growth this year. 
Construction, which contributed 
heavily to Georgia's economic 
expansion over the last four 
years, is a major question mark 
in 1986. Manufacturing could 
switch from being a source of 
weakness in 1985 to become a 
strength in 1986. Government 
is caught between federal bud-
get cutting and the need for 

growth to serve the state's rapid-
ly expanding population. The 
farm debt crisis also threatens 
to slow the state's relatively large 
agricultural sector. 

Prospects for growth and sta-
bility over the long run also 
depend on actions taken to 
facilitate economic develop-
ment For example, while a mod-
ern infrastructure has helped 
economic growth in the past 
problems have arisen that could 
hinder future expansion. Geor-
gia's industrial recruitment pro-
gram is also changing the state's 
economy by continuing to diver-
sify the manufacturing sector 
from its traditional textile and 
apparel base. 

How Georgia Fared 
Last Year 

Most measures of Georgia's 
economic growth continue to 
exceed those of the nation. Yet 
some indicators have begun to 
converge wi th their national 
counterparts, suggesting that 
the state's growth rate is begin-
ning to resemble the nation's. 
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Jobs. Georgia's unemploy-
ment figure, which hung below 
the U.S. rate early in 1985, began 
to hover close to it in the sum-
mer and autumn as in-migration 
remained strong Fast job forma-
tion in 1983 and 1984 absorbed 
additional workers and even 
reduced the state's jobless rate 
However, the number of new 
jobs has slowed to more typical 
long-term rates that although 
still strong, cannot accommo-
date all new job seekers. 

In Georgia and the nation, 
the apparel, textiles, and primary 
metals industries shed jobs last 
year. The dollar's high exchange 
value has been blamed for many 
of the difficulties of all three 

Table 1 . Job Growth by Industry 
(Percent) 

Total Nonagricultural 
Manufacturing 

Durables 
Fabricated Metals 
Lumber and Woods 
Machinery 
Primary Metals 
Stone, Clay, and Glass 
Transportation Equipment 

Nondurables 
Apparel 
Chemicals 
Food 
Paper 
Textiles 

Nonmanufacturing 
Construction 
Finance, Insurance, and 

Real Estate 
Government 
Printing 
Sen/ices 
Trade 
Transportation and 

Public Utilities 

industries, and the state's higher-
than-national proportion of tex-
tiles and apparel jobs made it 
relatively vulnerable to job 
losses. Nationwide, the textiles 
and apparel industries have 
been among those hardest hit 
by the flood of less expensive 
imports and by difficulties sell-
ing products overseas. 

A look at job growth by indus-
try shows that Georgia and the 
United States restructured in 
much the same manner from 
1980 through 1985 (Table 1). 
The nonmanufacturing sector 
set the pace in both the state 
and nation. This partly reflected 
the strength of the dollar, which 
damaged U.S. manufacturing 

1984 to 1985 
(year-over-year) 

Georgia U.S. 

3.6 3.1 
0.6 -0 .9 
2.5 -1 .4 
2.5 -1 .7 
2.0 0.7 
2.1 -3 .8 

-1 .8 -4.1 
5.2 0.5 
6.7 3.0 

-0 .6 -0.1 
-4 .5 -1 .0 
-0 .5 -2 .0 

2.1 1.4 
3.4 0.3 

-2 .2 -2 .9 
4.5 4.1 
9.8 6.5 

5.9 5.1 
0.9 2.6 
6.4 3.3 
5.7 5.6 
5.2 3.8 

2.6 1.9 

and commodities trade more 
than nonmanufacturing output 
facing less trade competition. 
However, the U.S. foreign ex-
change disadvantage merely 
accelerated a long-term move 
by the national economy away 
from manufacturing toward more 
service-type ou tpu t 

Georgia's greatest job surge 
last year occurred in the con-
struction, trade, services, and 
finance, insurance, and real es-
tate (FIRE) industries. Construc-
tion employment grew faster in 
Georgia than in the nation be-
cause of net in-migration, rapid 
employment growth, and fast 
absorption of commercial space 
in 1984 and 1985. These factors 

1980 to 1985 
(average annual change) 
Georgia U.S. 

3.8 1.8 
1.4 -0 .8 
3.8 -1 .0 
0.1 36.7 
4.3 1.1 
4.2 -1.1 

-0 .5 -5.8 
3.2 -1 .5 
7.5 1.1 
0.1 -0 .4 
0.1 -1 .2 
2.5 -1 .3 

-0.1 -0 .5 
1.5 -0.1 

-2 .7 -3 .2 
4.6 2.5 
8.9 2.0 

4.6 3.2 
0.6 0.4 

10.0 3.0 
6.8 4.6 
6.0 3.0 

2.9 0.8 

Source: Georgia Department of Labor, U.S Department of Labor and Survey of Current Business, December data 
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made the state attractive for 
both residential and nonresi-
dential building. 

Similarly, Georgia's brisk trade 
employment growth seems to 
be a response to the state's 
rapid rise in population and 
jobs. Services job growth ex-
ceeded the nation's rate primar-
ily because of a long-run trend 
in Atlanta toward producing 
many services locally that had 
been imported. Sophisticated 
accounting, technical, and sci-
entific services that once could 
be secured only from firms based 
in New York and other large 
cities are now provided routinely 
by Atlanta-based firms. Georgia 
FIRE employment outpaced U.S. 
rates during 1985, primarily on 
the strength of the state's busi-
ness expansion, which has been 
more robust than the nation's. 

C o n s u m e r Spending. Geor-
gia's personal income gains out-
paced the nation's primarily 
because of more vibrant job 
growth. Third quarter data in-
dicate the state's savings rate 
also exceeded the national fig-
ure.2 Together, the relative 
strength of these indicators less-
ens the chances of an abrupt 
adjustment in consumer spend-
ing that might shake the state 
from its steady advance. 

Retail selling activity grew 
almost twice as fast in Georgia 
as in the nation.3 Again, the 
same fundamentals that sup-
ported expansion in other eco-
nomic sectors boosted retail 
sales: relatively rapid popula-
tion, employment, and income 
growth. 

Atlanta, the only Georgia area 
for which price level changes 
are computed, faced signifi-
cantly faster consumer price 
inflation than the nation as a 
whole. Through 1985, Atlanta's 
inflation rate averaged about 
1.5 percentage points above 

the national rate, with the 12 
month rates ending in Decem-
ber at 5.3 percent and 3.8 per-
cent respectively. The rising 
costs of dining out and renting 
apartments are influential in 
driving up prices in the Georgia 
capital. 

Construction. Judging from 
bui lding permits, residential 
construction growth in Georgia 
more than doubled that of the 
United States in 1985. Georgia 
single-family permits grew by 
6.9 percent over 1984, com-
pared with 3.3 percent for the 
nation. The state recorded 3.9 
percent more multifamily per-
mits than the year before, while 
the country registered only 1.8 
percent growth. Faster popula-
tion growth provided the impe-
tus for Georgia's stronger-than-
national residential construction. 

Nonresidential construction 
remained stronger in Georgia 
than in the nation last year. 
Office space absorption, a mea-
sure of demand, rose by over 
25 percent last year in Georgia's 
capital. Strong retail construc-
tion added substantial amounts 
of new space Atlanta's expected 
growth in office demand, as 
anticipated by population and 
white collar employment ex-
pansion, remains strong although 
some submarkets appear over-
built Effective rents (stated rent 
minus perquisites) declined in 
the face of rising vacancy rates, 
yet the Atlanta metro area office 
vacancy figures remained below 
the U.S. metropolitan average 
for the year.4 

Construction of mercantile fa-
cilities has mushroomed through-
out Georgia until overbuilding 
has become a concern. Also, as 
some of the additional store 
space is leased and staffed, retail 
employment may grow too fast 
for sales increases to sustain. 

The Rest of Georgia Gains 
Some Ground. Atlanta's econom-
ic growth moderated as the rest 
of Georgia accelerated. Advanc-
ing urbanization and other fac-
tors increased the similarities 
between the economies of At-
lanta and the rest of the state. 

In 1985, Atlanta's economy 
grew faster than that of the rest 
of Georgia, according to the 
broadest measure available, 
nonagricultural emp loyment 
gains Both economies expanded 
more slowly as the year pro-
gressed, but remained positive 
through year-end. 

Single-family, multifamily, and 
nonresidential building permits 
grew more slowly last year in 
Atlanta than in the rest of Geor-
gia Single-family permits in At-
lanta declined during the first 
quarter from the same period 
of 1984, but showed fairly con-
sistent strength afterward. Out-
side Atlanta, single-family build-
ing posted strong monthly gains 
with few and scattered monthly 
declines. 

Multifamily building permits 
fell below previous-year levels 
in Atlanta, but rose sharply out-
side Atlanta The city's poorer 
showing indicated some mod-
erating of building plans follow-
ing intense apartment develop-
ment in the past three years. 
Last fall, however, Atlanta multi-
family permits rebounded in 
response to rising rents and low 
vacancy rates in several metro 
submarkets. These apartment 
units constructed with last yeaKs 
permits will be ready for leasing 
in 1986 and early 1987. 

Nonresidential building out-
side At lanta as measured by 
building permit growth over pri-
or years, significantly outpaced 
that in Atlanta last year. Even 
though leasing increased marked-
ly in 1985, office construction 
in Georgia's capital city grew at 
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a faster rate than absorption. 
Much construction is in the 
pipeline for the city, but a recent 
decline in permits suggests out-
put will begin to taper off by 
1987. The remainder of the 
state does not match Atlanta's 
attractiveness for speculative 
office building, so other Georgia 
cities have lower vacancy rates. 
Office space output in the rest 
of the state has stayed much 
closer to current demand than 
it has in Atlanta 

Strong growth in Atlanta ser-
vices industry jobs last year 
greatly exceeded that elsewhere 
in Georgia (Table 2). However, 
gains among service profession-
als such as doctors, accountants, 
and consultants contr ibuted 
more to growth outside Atlanta 
than in the metro area, where 
the rate of expansion in these 
jobs probably has peaked. Much 
of Atlanta's service growth stems 
from job gains in its lodging and 
convention businesses, which 
added significant new capacity. 

Statewide, manufactur ing 
grew weakly last year. A late-
year textile and apparel upturn 

Total 
Construction 
Manufacturing 

Durables 
Nondurables 

Transportation, Communications, 
and Utilities 

Trade, Wholesale 
Trade, Retail 
Finance, Insurance, and 

Real Estate 
Services 
Government 

Source: Georgia Department of Labor 

boosted manufacturing in rural 
and small-town Georgia but had 
little effect on Atlanta where 
these industries are not particu-
larly important Durables manu-
facturing slightly outperformed 
nondurables in Atlanta, although 
neither category showed a clear 
advantage over the other out-
side the metro Atlanta area 

Despite the disparity between 
Atlanta and the rest of the state, 
the same industries appear to 
be contributing to both areas' 
economic progress. Manufac-
turing and farming, long-time 
mainstays of rural and small-
town Georgia, are fading in favor 
of the services, construction, 
and FIRE industries. As mea-
sured from the fourth quarter 
of 1984 to the same quarter of 
1985, these industries also led 
growth in the Atlanta economy. 

Georgia's increasing urbani-
zation, a trend toward local pro-
vision of services, and satura-
tion of older urban areas with 
stores and shopping malls con-
tribute to increasing parallels 
between urban and rural areas. 
Metropol i tan areas are now 

The Rest 
Atlanta of Georgia 

5 3 
13 7 

3 0 
4 2 
1 0 

2 2 
5 0 
6 6 

6 7 
8 3 
0 2 

home to 63 percent of Georgians, 
up from 61 percent in 1970.5 In 
the United States, by contrast 
the metropoli tan populat ion 
declined from 77 to 76 percent 
from 1970 to 1983. 

As more Georgia communi-
ties become urban, they take 
on economic characteristics of 
cities, including more rapid ser-
vices growth. The state is moving 
from an agricultural economy 
in which each household fur-
nishes many of its own needs to 
an urban economy in which 
each household produces a sin-
gle good or service for the mar-
ket (or, at most a few) and 
purchases the rest This calls for 
more service workers and facilities. 

Georgia's urbanization cre-
ates a favorable marketing sit-
uation for retailing and services. 
The more a region is oriented 
toward farming, the more evenly 
its population is distributed. 
Most service producers and re-
tailers locate in population cen-
ters such as towns and cities. 
But sometimes even these loca-
tions lack the population con-
centration necessary to ensure 
profitability. Without local ven-
dors, retail and other types of 
services must be imported from 
outside the region. 

At one t ime Georgia fit this 
mold, and some central and 
southern counties still do. But 
the growth of population in 
urban areas has created an en-
vironment in which more ser-
vices can profitably be offered 
locally. In response to this op-
portunity, retail and service jobs 
have proliferated in the newly 
urban areas and in Atlanta where 
growth has been strong for some 
time. 

Retail growth in Georgia (out-
side Atlanta) has to some extent 
spilled over from Atlanta and 
large markets outside the state 

Table 2. Employment Growth in Atlanta and the Rest of Georgia 
(Percent, fourth quarter 1984 to fourth quarter 1985) 
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As these more populous areas 
became saturated with mercan-
tile space, medium and small 
retail markets have become tar-
gets for retail chains seeking 
selling areas with less competi-
tion and higher margins. Neigh-
borhood strip shopping centers 
have been particularly popular 
with developers in the state 
during the past year. As these 
properties leased up and the 
retail chains hired their staffs, 
mercantile employment growth 
outside Atlanta accelerated to 
match the pace in the metro 
area Again, fast growth in Atlanta 
preceded the rest of the state, 
but both areas experienced rapid 
retail job gains this past year. 

Outlook for 1986 

Georgia's economic growth 
is expected to continue this 
year at a pace slower than last 
year's but faster than the nation's. 
Services will remain the state 
economy's prime mover. The 
state's diversification will pay 
off if anticipated weakening of 
construction is roughly balanced 
by expected manufactur ing 
growth. Government job growth 
is expected to be slow and the 
farm sector can expect weak 
growth, if any. 

Services. Georgia's single larg-
est nonmanufacturing industry— 
services—seems most likely to 
grow significantly though 1986. 
The industry employed almost 
473,000 workers, or about 18 
percent of the nonfarm work 
force, as of December. In 1985, 
services industries expanded 
employment by 5.7 percent over 
the previous year (Table 1). 

Georgia's services employ-
ment, while continuing to an-
chor its growth, is expected to 
expand more slowly this year. 
Business services grew rapidly 

in 1984, but probably peaked 
last year. Georgia, and particu-
larly Atlanta, is approaching its 
short-term saturation level of 
accountants, consultants, and 
attorneys, reducing services' ex-
pansion pace. The completion 
and staffing of several new ho-
tels in Atlanta last year boosted 
growth in 1985. Slower expected 
growth of both the Atlanta and 
Georgia economies means fewer 
new services jobs this year. How-
ever, an actual decline in the 
services sector, which has dem-
onstrated stability even through 
recessions, is unlikely. 

Building. Construction em-
ployment which grew faster 
than services last year, will prob-
ably grow more slowly in 1986 
since total construction activity 
in the state is expected to de-
cline. Apartment construction 
will slow while condominium 
output drops sharply. Yet re-
cent sharp declines in mort-
gage rates, combined with pop-
ulation growth, should buoy 
home demand enough to mod-
erate the single-family decline. 
A l though fewer commercia l 
buildings are planned, office 
and retail work-in-progress will 
keep actual commercial con-
struction activity virtually un-
diminished. Thus, relative firm-
ness in singlefamily and com-
mercial activity should cush-
ion the overall decline stem-
ming from weakness in multi-
family building. 

Sales and construction of 
Georgia singlefamily housing 
will probably decline this year 
since job and income growth 
is expected to slow, because 
those moving to Georgia from 
other states will be less affluent 
with a higher percentage seek-
ing jobs. A greater proportion 
of the housing demand may be 
concentrated in Atlanta, so sales 

and construction should hold 
up better in the capital than in 
the rest of Georgia 

Georgia's singlefamily hous-
ing outlook is affected strongly 
by national mortgage rate levels, 
demographics, and tax reform 
proposals. On the upside, mort-
gage rates declined significantly 
in 1985 and early 1986 (Chart 
1). If rates do not rebound sharp-
ly this year, singlefamily home 
sales will benefi t Furthermore, 
the rising fraction of buyers trad-
ing up to larger homes will buoy 
singlefamily housing even if 
mortgage rates rise Tradeup 
buyers, who have usually accu-
mulated equity in their pres-
ent homes, are less constrained 
by rising interest rates than 
first-time buyers. 

On the downside, demograph-
ic changes in the national pop-
ulation toward older individ-
uals, smaller families, and slower 
household formation will tend 
to depress singlefamily's share 
of the housing pie Second, mort-
gage insurers tightened their 
standards in 1985, effectively 
increasing income requirements 
for homes at all prices, thus 
shrinking the pool of potential 

Chart 1. Effective 
Mortgage Rates 
Conventional Fixed Rate Loans 
Percent 

14 .0 r 

11.5'1 ' 
O N D J F M A M J J A S O N D 

1 9 8 4 1 9 8 5 

Source: Federal Home Loan Bank Board. 
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buyers. Third, most of the na-
tion's large homebuilders have 
fared poorly and will probably 
avoid entering new markets un-
til their balance sheets improve 
Finally, builders are expected 
to continue tr imming their in-
ventory-to-sales ratios. 

We expect such national fac-
tors to limit single-family sales 
and starts in 1986. But migration 
gains and employment growth 
promise to make Georgia's sin-
gle-family housing market strong-
er than the nation's, although 
state construction and sales 
should finish the year below 
1985 levels. 

Population flows into and with-
in the state have changed to 
the slight detriment of single-
family housing activity. Net in-
migration remained strong from 
1984 to 1985; the Census Bu-
reau reported that Georgia's 
population grew 9.4 percent 
from April 1, 1980 to July 1, 
1985, compared with 5.4 per-
cent for the nation. However, 
the character of the inflow has 
shifted from transferees and self-
employed professionals toward 
a higher proportion of unem-
ployed men and women. 

Within the state, the peren-
nial flow of labor from Georgia's 
rural areas and smaller cities to 
metropolitan Atlanta is expected 
to accelerate Because they tend 
to be less affluent less educated, 
and often unemployed, people 
in this group, too, probably will 
have a delayed and less positive 
effect on housing demand. The 
unemployed migrants must first 
find jobs and then accumulate 
savings before buying homes. 

Georgia's employment and 
income growth rates, which 
slowed during 1985, should 
continue tapering off this year, 
also contributing less to new 

home demand. But both prob-
ably will exceed U.S. growth 
rates, helping to make single 
family housing demand in the 
state greater than in the nation. 
Job and income gains will largely 
determine how quickly new 
arrivals move from apartments 
to dwellings of their own. 

"The perennial flow 
of labor from Georgia's 
rural areas and smaller 
cities to metropolitan 
Atlanta is expected to 
accelerate." 

Multifamily Constructioa MuL 
tifamily construction is likely to 
decline in the state. Except for 
the favorable interest rate trend 
carried over from last year, na-
t ionwide factors that influence 
apartment building appear to 
be negative for 1986. Impend-
ing tax reform hovered over the 
commercial real estate industry 
virtually all last year, and may 
have encouraged developers 
to shift construction to 1985 
from future years. Moving up 
these investments could steal 
from 1986 and spell significantly 
reduced multifamily construc-
tion in many markets. Congress 
almost certainly will continue 
the debate on a tax reform bill 
this year. For apartment con-
struction, this could mean a 
significant cut in tax deprecia-
tion benefits, reduced or elim-
inated industrial revenue bond 
funding, and curtailed tax breaks 
for syndicators. Each of these 
measures, if enacted, would 
reduce the federal subsidy to 
apartment construction and 
push up rents to cover develop-
ers' higher after-tax costs. 

Also, the Federal Home Loan 
Bank Board has been concerned 

over the aggressiveness of some 
thrift institutions in making con-
struction loans for apartments 
and other commercial buildings. 
The Bank Board's recent assert-
iveness in suggesting what sav-
ings and loan associations should 
do to protect their net worth 
may portend some slowing of 
thrift commercial construction 
lending. 

Atlanta market factors brighten 
the state's outlook, but apart-
ment construction is still likely 
to weaken appreciably from last 
year. Both absorption and rents 
should increase, although already 
high vacancy rates will continue 
rising due to the number of 
projects scheduled to come on 
line during the year. 

If population flows to Atlanta 
increase as projected, we ex-
pect absorption and rents to 
strengthen in the city. Demand 
should improve, particularly for 
smaller and less expensive apart-
ment units, as migration brings 
metro Atlanta a higher propor-
tion of job seekers who must 
minimize housing expenses. 

Metro Atlanta's low-end apart-
ment vacancy rate is in the 2 to 
3 percent range, much less than 
the 8 percent for all types of 
apartments.6 The escalating d e 
mand for less expensive apart-
ments expected for 1986 and 
1987 will cut vacancy rates fur-
ther, put upward pressure on 
rents, and encourage building 
in the market 

Luxury apartments, which 
have the highest vacancy rates, 
must compete with Atlanta's 
soft condominium market and 
the metro area's vigorous single 
family housing market The rela-
tively limp demand for high-
end apartments seems unlikely 
to improve much this year. 

Commercial Construction. 
Commercial construction may 
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Table 3. Office Vacancy Rates in Metropolitan Areas 
(Percent) 

December 
1983 

December 
1985 

Atlanta 10.3 18.6 
Boston 7.7 14.1 
Chicago 12.8 14.5 
Dallas 23.2 24.3 
Denver 26.4 26.1 
Houston 29.1 28.2 
Los Angeles 15.9 16.9 
Miami 11.4 20.3 
New Orleans 22.2 22.1 
Philadelphia 9.7 14.5 
San Francisco 10.6 16.6 
St Louis 13.0 10.3 

National Average 16.2 20.1 

Source: Coldwell Banker, Office Vacancy Index of the U.S. 

not match its record of 1985, 
but will remain strong neverthe-
less. Last year, total absorption 
in the Atlanta metro area ex-
ceeded 4 million square feet, 
compared with 3.2 million in 
1984.7 Given vacant space of 
around 10 million square feet, 
and 9 million more under con-
struction, at the current absorp-
t ion pace the market will end 
1986 with a nearly five-year 
inventory of vacant office space. 

Despite the ostensible over-
supply, the Atlanta market will 
remain attractive to developers 
for several reasons. First, em-
ployment in FIRE, which fuels 
demand for offices, is expand-
ing more rapidly in Georgia (and 
even faster in Atlanta) than in 
the United States. No slowdown 
is expected for 1986. From 1980 
through 1985, FIRE employ-
ment grew 20.9 percent in Geor-
gia compared with 14.3 percent 
for the nation. Georgia FIRE 
industries ended 1985 wi th 
nearly 136,000 workers on the 
payrolls. As new firms in this 
sector are incorporated and ex-
isting ones expand, they will 
need more office space. 

Even if demand drops sharply 
in 1986, most work-in-progress 
will still be completed. Lenders 
are reluctant to stop troubled 
commercial projects, because 
usually they cannot be sold un-
til virtually complete Thus, Atlan-
ta's commercial building activity 
is almost guaranteed to con-
tinue this year. 

In spite of widespread pub-
licity surrounding high office 
vacancy rates, which stood at 
18.6 percent in metro Atlanta 
last fall, Atlanta is not yet as 
overbuilt as other major mar-
kets (Table 3).8 It still represents 
a relatively attractive, lucrative 
market for developers. 

Financing is expected to r e 
main readily available in 1986, 
even though the ongoing tax 
reform process may have an 
adverse impact on develop-
ment undertaken primarily for 
tax benefits. Most developers 
feel financing sources simply 
will adjust to tax changes and 
continue to supply money to 
the market 

Many in the construction in-
dustry believe that well-con-
ceived developments with good 
locations can succeed regard-
less of the volume of competing 
new projects. The most active 
sub-markets in Atlanta are Buck-
head-Lenox, Midtown, and the 
entire northern arc of 1-285. 
North Atlanta which accounted 
for more than 60 percent of the 
1985 absorption, is expected 
to continue this strength in 
1986. 

The supply of commercially 
zoned land is running thin in 
the Atlanta metro area setting 
the stage for more showdowns 
between developers, neighbor-
hood associations, and officials 
concerned with generating jobs. 

These confrontations probably 
will not inhibit commercial d e 
ve lopment in the long run, 
however. 

The booming retail market is 
evidenced by a proliferation of 
strip shopping centers. With 
several regional malls already 
in place, the development em-
phasis statewide has shifted to 
smaller strip centers ranging from 
40,000 to 400,000 square feet 
In Atlanta, 29 opened in 1985, 
and around 40 are expected 
this year. The major stimuli for 
this proliferation have been res-
idential expansion, local income 
growth, and a concommitant 
increase in retail sales. 

Retail bui lding has shifted 
toward strip centers for two 
primary reasons. Less capital 
and land are required for these 
compact centers, enabling smal-
ler developers to participate. 
What's more, many retailers 
are concluding that it is better 
to be the major name in a small 
shopping center than vice versa 

Benefiting from Atlanta's prime 
position as a distribution center, 
the warehouse market also has 
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prospered. Total absorption in 
1985 ran close to the 1984 
record of nearly four million 
square feet Vacancy rates are 
low, around 4.1 percent, com-
pared with 5 percent nationally. 
The combination of favorable 
geography, low vacancies, and 
short lead time between de-
mand and supply should en-
courage further industrial de-
velopment in 1986. 

The outlook for commercial 
construction in Atlanta contin-
ues to be good, although the 
volume of contracts for new 
work is expected to taper off 
through the year. A major de-
terrent could be a growing aware-
ness of overbuilding and tighter 
federal regulation of lenders, 
especially savings and loan 
associations. A firmer regulatory 
grip might restrict the volume 
of capital entering the market, 
slowing development In the 
long run, however, developers 
probably would find other fi-
nancing sources to make up for 
any constriction caused by bank 
and thrift regulators. 

Of the other major Georgia 
cities, Savannah shows the most 
promise in commercial building 
activity for 1986. Building per-
mits in 1985 ran more than 150 
percent above their levels of 
1984. In apparent response to 
low retail vacancy rates in the 
city two years ago, substantial 
investment has been funneled 
to this sector. Office construc-
tion in Savannah is also strong, 
although it does not compare 
with retail development Macon 
is the only major Georgia city 
where commercial building per-
mits declined, but this is pri-
marily due to 1984's great 
strength rather than 1985's weak-
ness. Macon's retail construction 
approximately balanced de-
mand for new store space in 

1985, but some decline in retail 
building is expected this year. 

Manufacturing. Unlike con-
struction employment which 
could peak in 1986, manufac-
turing employment growth could 
accelerate this year. After a year 
of painful job losses among tex-
tiles and apparel firms, Georgia 
manufacturing may regroup this 
year, a prospect that export 
growth and reduction of com-
peting imports would improve. 
Employment, however, is ex-
pected to continue declining 
as a share of total jobs through 
the end of the decade. 

The textile and apparel in-
dustries, which account for over 
half of all nondurable goods 
production employment in Geor-
gia and almost one-third of the 
manufacturing jobs, have suf-
fered severe job and market 
share attrition due to foreign 
competitors. 

Yet Georgia's textile industry 
could realize a modest rebound 
in product ion and employ-
ment this year. Textile employ-
ment expanded, on a month-
over-month basis, from August 
through October and did not 
change in November. For the 
whole year, though, the industry 
suffered through its worst job 
losses since 1982, as average 
employment dipped to a 20-
year low. More than 22,000 
jobs have been lost among the 
state's texti le manufacturers 
since 1979. Total employment 
now stands at about 101,500, 
down more than 4,000 from 
the 1984 average. Three major 
mill closings last year were the 
Reeves Brothers plant at East-
man (350 jobs), M t Vernon Mills 
at Calhoun (450 jobs), and Mill'h 
ken Mills at Gainesville (650 
jobs). 

The dollars strength, lower 
wage rates, and more efficient 

product ion technologies, in 
some instances, have allowed 
foreign producers of many goods 
to underprice domestic man-
ufacturers. The pricing disad-
vantage has been a millstone to 
Georgia's textiles and apparel 
producers, among others. The 
same foreign exchange rate that 
makes comparable foreign goods 
cheaper here also makes U.S. 
exports more expensive in mar-
kets abroad, hurting Georgia 
textiles. 

Despite the difficulty of ex-
porting and the long-term trend 
of job losses, textile industry 
employment in the state moved 
ahead for three consecutive 
months last fall as retail inven-
tories ran low because of strong 
domestic demand. While the 
weaker dollar may help boost 
exports this year, trade restric-
tions by many potential import-
ers will retard their progress. 
Further improvement in the 
industry's productivity, which 
has increased at about twice 
the rate for U.S. manufacturing 
since the 1960s, could strengthen 
textile performance by reducing 
costs. 

One Georgia-based texti le 
segment that clearly has grown 
is carpet manufacturing, spurred 
by national strength in home 
sales, vigorous commercial build-
ing, and faster domestic auto 
production. Georgia mills pro-
duce 60 to 70 percent of the 
total U.S. carpet output Produc-
tion is keeping pace with the 
high levels of a year ago, with 
the help of national personal 
income gains. 

However, foreign competition 
is becoming a problem for car-
pets, too; imports doubled in 
the last year. Foreign manufac-
turers reportedly expanded more 
into the bulk carpet market from 
the high-priced specialty seg-
ment 
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In an attempt to offset im-
ported goods' lower prices, the 
textile industry is campaigning 
to educate wholesalers and re-
tailers on hidden costs of stock-
ing their inventories from over-
seas manufacturers. They em-
phasize that buying from abroad 
ties up more money and limits 
buyers' options. 

Apparel manufacturing, like 
textiles, may realize employ-
ment gains in 1986, although 
cheap imports continue squeez-
ing both. State apparel employ-
ment levels for last October ran 
ahead of the same month in 
1984 for the first t ime since 
January 1985. Apparel jobs grew 
from August through October 
on a month-over-previous-month 
basis but ended the year below 
the 1984 leveL Given the dollar's 
declines and a growing flexibility 
on the part of domestic manu-
facturers, employment is ex-
pected to stabilize this year. 
Hoping to improve their com-
petitiveness, some American 
apparel manufacturers are con-
centrating more on marketing 
their products than they have 
in the past 

Georgia's lumber industry, 
which produces more lumber 
than any state except Oregon, 
is expected to slow from its 
strong performance last year. 
Although Georgia's lumber em-
ployment increased by 2 per-
cent in 1985, it faltered as the 
year progressed. Strong demand 
for housing buoyed the industry, 
but Canadian exporters' invasion 
of the U.S. market wi th lower-
priced lumber has cut domes-
tic prof i ts—a deterioration ex-
pected to continue into 1986. 
Local companies are trying to 
recoup by addressing smaller 
market niches, such as planking 
for backyard decks and p r e 
manufactured fences. 

Transportation equipment em-
ployment growth should slow 
in 1986. Lockheed Georgia, a 
major employer based in Mari-
etta, has already hired most of 
the engineers and production 
personnel needed to fulfill its 
contract to build C5-B cargo 
planes for the Air Força General 
Motors' announced switch to 
producing larger models at its 
Lakewood Plant however, will 
generate close to 1,000 new 
jobs after remodeling is com-
pleted in 1987. 

"Georgia's textile 
industry could realize 
a modest rebound in 
production and 
employment this year." 

Domestic auto sales, which 
surged when the major U. S. 
producers instituted special dis-
count financing last fall, slowed 
when the discounts ended in 
October. The introduction of 
more recent incentives has failed 
to revive sales to their p r e 
October volume Domestic sales 
are unlikely to recover to the 
volume of 1985 or 1984 be-
cause the large number of autos 
sold last year satisfied consider-
able demand. Thus, domestic 
demand is not likely to spur 
significant further job gains this 
year at Atlanta's auto assembly 
plants. 

Government Government hir-
ing has grown fairly consistently 
in recent years. State and fed-
eral government employment 
should expand steadily this year, 
in spite of federal budget cutting 
The rapid population influx has 
swamped some local govern-
ment agencies' ability to deliver 
services. 

As of December, government 
units in Georgia employed about 

449,000 people, or 17 percent 
of the nonagricultural work force 
This is about two percentage 
points lower than in 1970 and 
1980. Federal positions make 
up roughly 20 percent of all 
government jobs in the state, 
wi th state and local workers 
accounting for the remainder. 
Federal employment outpaced 
state and local government 
growth from December 1984 
to the same month in 1985. 

The Reagan administration's 
pressure for less government 
probably wil l continue to hold 
down that sector as a percent 
of total employment this year. 
More growth is expected in 
state and local employment 
than in federal hiring in the 
state. But Georgia's 9.4 percent 
population gain over the 1980 
to 1985 period, compared with 
only 5.4 percent nationally, sug-
gests that federal employment 
growth in the state, too, will 
have to accelerate some to main-
tain the intended level of ser-
vices. 

Population gains in the Atlanta, 
Augusta, and Savannah metro 
areas wil l require addit ional 
police and fire personnel, build-
ing inspectors, and clerical per-
sonnel, along with more mana-
gerial and administrative staff. 
Overall, federal employment in 
Georgia should expand moder-
ately this year, while state and 
local employment grow some 
what faster. 

Agriculture. Georgia farmers 
can expect their situation to be 
only slightly improved over last 
year. Crop farmers face medi-
ocre prospects, while poultry 
profitability should be good. 
The real cloud over the state's 
farm outlook involves the threat 
of resumed loan foreclosures 
by the Farmers Home Admini-
stration (FmHA). Because of the 
possibility of significantly fewer 
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Chart 2. Georgia's Major 
Crops, Estimated Revenue 
and Total Costs, 1985 
$ Million 

Source: Estimated by the Federal Reserve 
Bank of Atlanta 

farms and, perhaps, a much 
weaker farm credit system, the 
farm sector is strategically im-
portant to Georgia's 1986 out-
look. 

In general, the state's farmers 
made moderate financial pro-
gress last year. Of the major 
revenue producers, peanuts 
were profitable (Chart 2), broil-
ers made money with the help 
of lower feed costs, and eggs 
generated small profits due to 
low prices. Pork producers' pro-
fits were also low as their in-
ventories dwindled from 1984 
levels, while soybeans lost mon-
ey as overproduction cut prices. 

The outlook for crop farming 
in the state hinges on the na-
tion's ability to boost farm com-
modity exports. Georgia's larg-
est acreage crop, soybeans, can 
expect only meager price gains 
in 1986. Efficient farmers will 
benefi t while the crop could 
be a net financial burden to 
higher cost producers. Peanuts, 
the state's major revenue crop, 
can anticipate another good 
year, especially if the United 
States Department of Agricul-
ture raises its price support for 
the crop this year as expected. 

Farm animal producers can 
expect, in general, improved 
revenues and lower feed costs. 
This year should yield greater 
profits for eggs and broilers, 
the state's most important ani-
mal products. Georgia egg pro-
ducers saw prices fall 30 per-
cent last year, but lower output 
and low feed prices may allow 
them to profit this year. Broiler 
producers, most of whom took 
profits last year as slumping 
feed costs more than offset 
weaker product prices, could 
enjoy a similar scenario in 1986. 

With no progress made to-
ward resolution, the Georgia 
farm debt crisis threatens to 
heat up again this year. The 
FmHA farm lender of last resort, 
plans to begin taking action 
against delinquent borrowers. 
A court ruling has prevented 
FmHA from acting against errant 
borrowers since 1981. The agen-
cy holds 27 percent of the rough-
ly $4.5 billion of farm debt in 
the state, or about $1.2 billion. 
It now holds over 3,700 delin-
quent loans to Georgia farmers, 
originally booked at $915 mil-
lion. The dollar amount past due 
has grown by over 325 percent 
during the past four years. The 
proportion of FmHA loans delin-
quent improved slightly from 
61 to 49 percent over the past 
year, but Georgia still has the 
highest past due rate in the 
nation. 

The agency's authorization to 
move against its slow or non-
paying borrowers probably does 
not mean that all, or even most 
will end in foreclosure Those not 
up-to-date on their payments 
are being advised formally of 
this fact and asked to make 
their accounts current Delin-
quent borrowers are also receiv-
ing information regarding their 
alternatives under the law. 

Farmers, the FmHA and other 
farm lenders are highly con-
cerned about potential dele-
terious effects of a rash of fore-
closures on farm land prices. 
With little improvement expect-
ed in farm cash flows again this 
year, the market value of farmers' 
land and debt secured by the 
land could decline in the event 
that the FmHA proceeds vigor-
ously wi th foreclosures. Just 
the threat of such proceedings 
can reduce land values. 

Farmers in arrears must be 
concerned that if earlier fore-
closures degrade their land's 
value, they will remain in debt 
even after their land and assets 
are liquidated. Farmers with no 
current debt difficulties may 
find that declining land prices 
wi l l reduce their borrowing 
limits For non-FmHA farm lend-
ers, a rash of foreclosures could 
devalue their institutional net 
worths if their regulators decide 
they should explicitly recognize 
the reduced value of their farm 
loan portfolios. Finally, the FmHA 
must walk the fence between 
minimizing its own losses through 
quick liquidations and the po-
tential hardships such action 
would inflict on the rest of the 
farm credit system. 

Infrastructure: Good 
Overall But Problems Exist 

A sound infrastructure is ex-
pected to facilitate the state's 
economic growth this year, en-
hancing its ability to respond to 
local, national, and international 
problems and opportunities. In 
general, Georgia water, sewer, 
power, and road systems are 
relatively new and trouble-free, 
with only isolated problems. 

Atlanta's infrastructure suffers 
fewer breakdowns and deterio-
ration than most large urban 
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areas mainly because it is newer. 
A 100-year old section of the 
city's sewer system needs re-
placement, but funds have been 
allocated for this project and 
no lasting problems are fore-
seen. Fast-growing Gwinnett 
County is struggling to keep up 
with the demand for additional 
wastewater treatment capacity 
and has imposed a moratorium 
on new development in the 
Norcross area until April. This 
moratorium has slowed the in-
flux of new business into the 
county, but steps are being taken 
to fund more sewerage treat-
ment capacity. 

Gwinnett County also has 
approached its peak-load water 
pumping capacity during the 
last two summers; remedial ef-
forts are underway, and the situ-
ation should not slow the area's 
growth. Otherwise, water facili-
ties are in good shape through-
out metro Atlanta 

The city's freeway system is 
being reconstructed and in three 
to four years will be streamlined 
with an expanded traffic han-
dling capacity. Traffic problems 
are most frequent in new subur-
ban areas, where road use often 
exceeds design expectations. 
Arterials are being widened in 
many suburbs, with a consider-
able amount of construction 
and repairs taking place. 

Recent expansions at the 
ports of Savannah and Bruns-
wick provided an important 
stimulus to the state economy. 
Savannah, however, continues 
to lose business because many 
modern container ships cannot 
pass beneath the Eugene Tal-
madge Memorial Bridge. De-
spite numerous attempts, the 
$90 million project has yet to 
be financed. Unless this problem 
is solved, the port, which pro-
vides approximately 16,000 jobs 

in the Savannah area risks losing 
its race with Charleston for ship-
ping business. Savannah led 
Charleston in total container ton-
nage last year, in spite of its 
handicap. 

The state's capacity to gener-
ate power is considered ample, 
but growing concern exists that 
mounting construction costs at 
nuclear-powered Plant Vogtle 
and other Georgia Power Com-
pany facilities will increase pow-
er costs substantially within the 
next decade. The state's Public 
Service Commission says Geor-
gia Power may have to raise its 
rates 135 percent by 1997, while 
the utility anticipates an increase 
of 100 percent Georgia Powers 
rates now lie below the national 
average but are expected to 
exceed the nation's by 1988. 

Although some businesses 
have the option of shifting to 
alternative energy sources, con-
sumers and most businesses 
probably will see their power 
bills rise. If rates rise, the state 
will lose some of its allure for 
businesses considering Georgia 
for relocation or expansion. This 
problem has prompted a drive 
within the state government to 
develop a comprehensive long-
term energy plan. 

Industrial Development 
Progress 

Industrial recruitment suc-
cesses last year offer evidence 
that Georgia's infrastructure 
favors economic growth and 
change 

The new plants and firms are 
continuing Georgia's economic 
diversification, which is largely 
responsible for the state's strong 
and steady growth in the 1980s. 
In addition to the Ft Howard 
Paper Company's decision to 
build a $1 billion plant in Effing-
ham County, Teledyne and NWL 

Control Systems announced 
plans to open manufacturing 
facilities in Gainesville and Dub-
lin. Mitsubishi of Japan indicated 
that it will locate a 500-employee 
plant in Braselton to make color 
televisions and cellular mobile 
telephones. The value of new 
manufacturing facilities moving 
into Georgia totaled over $2 
billion last year, compared with 
$1.2 billion in 1984.9 These 
investments generate emp loy 
ment both directly, by adding 
workers on the plant floors, and 
indirectly, in support industries. 

Georgia's competitive advan-
tages include good infrastruc-
ture, a largely nonunion work 
force, a pro-business atmo-
sphere, and stable tax rates. 
The corporate income tax rate 
has not been raised since 1969, 
when it was increased from 5 to 
6 percent The state sales tax 
rate, lowest in the nation, has 
not changed since it was in-
creased to 3 percent in 1951. 
(However, local option sales 
taxes are levied in many counties 
and urban areas.) The state's 
per person tax burden ranks 
36th nationally.10 Besides such 
tax incentives, Georgia offers a 
"Quick Start" program to train 
employees of newly recruited 
plants. 

At lanta has successfully at-
tracted small ($1 million to $300 
million in sales) computer firms 
for two major reasons: the city 
is a regional financial center, 
where commercial lending is 
readily available, and the com-
puter industry is a major user of 
software, developed by several 
small Atlanta companies. Fur-
thermore, the state is home to a 
number of defense and aero-
space industry plants, major 
users of advanced computer 
technology. 
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With Toyota's decision to lo-
cate its prized new plant in 
Kentucky instead of Georgia, 
the state probably will not be-
come a major focus of foreign 
auto manufacturing investment 
like Tennesssee. Given the pref-
erence of new foreign-owned 
automakers in the United States 
to concentrate all aspects of 
production in a single locale, 
centrally located states are much 
more likely than Georgia to at-
tract such investment There 
may be a bright side to this 
competitive disadvantage, as it 
screens Georgia from the cycli-
cal employment fluctuations 
experienced by major auto pro-
ducing areas. 

Computer software and peri-
pherals merchants will continue 
to locate in Atlanta, because 
their low-bulk, high-value prod-
ucts are more amenable to 
nationwide distribution from 
Georgia Coastal Georgia, con-
venient to 1-95, will remain a re-
gional distribution center serv-
ing the Atlantic seaboard. 

Georgia is actively taking its 
development pitch abroad and 
last year became the first state 
to open a business develop-
ment office in South Korea This 
recruitment of overseas busi-
ness has already helped gener-
ate $200 million of foreign in-
vestment in the state.11 In addi-
t ion to its other advantages, the 
state offers excellent domestic 
and some international airline 
connections from Hartsfield In-
ternational Airport Japan Air-
lines last year announced that 
it hopes to add direct flights 
between Tokyo and Atlanta 
this summer. 

Conclusions 
In 1985, Georgia's economic 

expansion remained vigorous 
but slowed a bit from the previ-
ous year. The state's growth fell 
closer to the U.S. rate, but still 

exceeded i t Performance in the 
rest of Georgia improved rela-
tive to that of At lanta which 
nevertheless continued as the 
single most important source 
of strength and growth in the 
state economy. 

This year Georgia's growth 
probably will slow from 1985's 
rate. The state is expected to 
outpace the nation and vie with 
Florida for top rank in the region. 
Services again will act as the 
economy's prime mover, and 
the farm sector most likely will 
continue to falter. Construc-
tion may peak after three years 
of explosive growth, while man-
ufacturing is expected to stabi-
lize after near record textile 
and apparel job losses last year. 
Federal budget cutting probably 
will limit government job gains, 
though population growth may 
warrant faster expansion. In-
dustrial recruitment successes, 
which are expected to continue 
in 1986, demonstrate that mod-
ern infrastructure favors Geor-
gia's development 

'Miscellaneous services includes engineers, architects, accountants, 
artists, lecturers, and writers as well as those engaged in educational, 
scientific, and research activities 

'The state's third quarter 1985 savings rate was estimated by 
subtracting the growth rate of taxable sales from the growth rate of 
personal income The U.S. savings rate, similarly, is estimated from the 
difference between personal income growth and retail sales growth for 
the period Although the definitions of taxable sales and retail sales 
differ, their growth rates appear close enough to those of consumption 
in Georgia and the U.S., respectively, to indicate which area had the 
higher savings rate 

3Bureau of the Census, Monthly Retail Trade (Government Printing 
Office November 1985) and the Georgia Department of Revenue 
telephone interview, December 3 ,1985. 

«Coldwell Banker, Office Vacancy Index of the United States (Atlanta: 
September 30, 1985). 

5Bureau of the Census, Statistical Abstract of the United States (GPO, 
1984), p. 212. 

6GD. Ellington, Atlanta Apartment Owners and Managers Association, 
telephone interview, December 3, 1985. 

'Carter and Associates, Inc., Atlanta, Ga, November, 1985. 
8Office Vacancy Index 
«Georgia Department of Industry and Trade telephone interview, 

December 5 ,1985. 
'"Georgia Economic Forecasting Project, The University of Georgia 
"Cath leen Cole "Foreign Investment Jobs and Capital for Georgia" 

Georgia Trend (VoL 1, December 1985), p.64. 
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