
Economic Review of 1970

THE FIFTH DISTRICT

Efforts to overcome inflation continued to be a 
prime economic concern in 1970 as in 1969, and 
prevailing conditions gave evidence of the deep 
entrenchment of inflation in the nation’s economy. 
As anti-inflationary policies were pursued, unem
ployment began a steady climb, and the problem 
became one of preventing the slowdown from slip
ping into a deep recession. The Fifth District 
shared with the nation the problems of rising wages, 
prices, and unemployment, as well as a contraction 
in the construction industry.

Economic data on states and regions are seldom 
available immediately following the end of the year. 
Even now, some of the final statistical series neces
sary for a complete evaluation of economic conditions 
within the District are not available. Thus, in addi
tion to the published statistical sources, this article 
depends heavily upon responses to the Fifth Dis
trict Opinion Survey of Business Conditions con
ducted by the Federal Reserve Bank of Richmond.

Questionnaires are mailed at four-week intervals, 
so that replies are received and compiled during the 
week preceding each meeting of the Federal Open 
Market Committee. The survey sample currently 
contains between 80 and 90 respondents representing 
manufacturing, banking, and trade and services 
throughout the Fifth District. The sample is strati
fied so as to represent all important industries and 
all regions of the District. In order to obtain more 
accurate data and thus a better picture of general 
economic conditions, the survey questionnaire was 
revised in May 1970. Accordingly, the charts and 
comments that follow pertain to the period from 
May 1970 through February 1971.

The graphs show diffusion indexes computed from 
responses to the questionnaires. These indexes are 
interpreted as follows: a + 1  indicates that all re
spondents feel that conditions in that particular 
category are “ up,” a — 1 shows that all replies are 
“ down,” and 0 indicates that “ up” and “ down” re
sponses are evenly distributed. Thus, movements in

the index may reflect convergence of opinion about 
the direction of change without indicating a change 
in the economic series itself.

Manufacturing W eakness in sales accompanied 
by large wage settlements produced a serious profit 
squeeze in manufacturing industries throughout the 
nation last year. District survey respondents also 
reported weakness in shipments, volume of new 
orders, and backlogs of orders in both durable and 
nondurable goods manufacturing. This sluggishness 
characterized some of the District’s most important 
industries, including textiles, chemicals, nonferrous 
metals, and furniture. Inventory levels, which re
mained fairly stable on the high side, were a con
tinuing concern for manufacturers throughout the 
year, as most respondents felt that inventories were 
too high relative to desired levels.

Retail Sales Retail sales fell o ff during 1970 in 
the nation at large, with durable goods purchases, 
particularly appliances and furniture, suffering more 
than nondurable goods. The situation was ag
gravated in the final quarter of the year by the Gen
eral Motors strike. The ensuing decline in auto 
sales was the largest quarterly drop in 20 years. 
The level of consumer purchases during the Christ
mas season was greater than expected, lending sup
port to the belief that the downward trend in retail 
sales was reversing. The first two months of 1971 
have tended to confirm that conclusion.

The situation in the Fifth District, as indicated 
by the survey, was much the same. Retail sales, ex
cluding autos, were consistently down until fall, 
when an upturn became evident, partly in accord 
with seasonal expectations. Auto sales were poor 
early in the year, and, as the work stoppage stretched 
from September into November and output was 
significantly reduced, sales dropped sharply. Dis
trict surveys show that this trend is continuing 
into 1971.
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Employment and Unemployment Patterns of 
employment and unemployment within the District 
generally paralleled those of the nation throughout 
1970. The District’s total civilian employment grew 
from 8,216,100 in December 1969 to 8,245,400 in 
December 1970, an increase of .4 percent. Over the 
same period unemployment in the District increased 
by 30 percent from 240,600 to 313,100, but this 3.7 
percent rate of unemployment for December 1970 
was considerably below the 6.0 percent seasonally 
adjusted national rate.

Survey respondents in the District interpreted 
the employment situation as becoming progressively 
weaker during most of 1970, as the number of re
spondents reporting declines in employment out
numbered those reporting increases throughout the 
year. At the same time, however, numerous re
spondents indicated that while the supply of avail
able labor was usually adequate, it was often dif
ficult to find labor of the desired quality, particularly 
skilled labor. The District’s employment situation has 
yet to show clear signs of strength in 1971, ac
cording to the survey.

MANUFACTURERS' ORDERS AND SHIPMENTS

INVENTORIES

Wages and Prices The survey accurately re
flected wage and price movements in the Fifth Dis
trict, indicating that despite scattered reports of price 
declines and price shading, the price trend was up 
until late in the year. In the last two months of 
1970, and thus far in 1971, surveys have indicated 
that among manufacturers, price decreases out
weighed increases, particularly in the textile and 
nonferrous metals industries. Price advances were 
generally the rule among businesses in the trade 
and services category. Upward pressure on wages 
was consistently reported by survey respondents 
during 1970, and this pressure is continuing in the 
current year. Both 1970 and 1971 are record years 
in terms of numbers of employees affected by col
lective bargaining agreements in the nation at large, 
and the effect of the settlements is clearly felt in the 
District. Numerous work stoppages occurred in the 
District last year, and survey respondents continue 
to express concern about the likelihood of further 
work stoppages in the District this year.

Construction For the U. S. at large, 1970 was 
a year of marked recession in residential construc
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tion, continuing the trend that prevailed throughout 
the previous year and reflecting the effects of rising 
costs of materials and labor as well as the scarcity 
of funds.

Survey respondents reported a similar weakness 
in residential construction in the District, and for 
the District as a whole, residential construction de
clined from the 1969 level. North and South Caro
lina were exceptions to this general trend; both 
states recorded increases in square feet, number of 
dwellings units, and value of total residential build
ing in 1970. In December, bankers throughout the 
District began to anticipate increased activity in 
residential construction in the months ahead, and 
early 1971 surveys show an apparent recovery under
way in this field.

During most of 1970, most respondents re
ported that nonresidential construction activity was 
gradually increasing. Actual statistics show, how
ever, that the District experienced a slight decline 
in the number of projects, square feet, and value of 
total nonresidential building, except in the District 
of Columbia area where there wras a substantial in

crease in both the square feet and valuation of non
residential construction. The lifting of the freeze on 
Federal construction projects was perhaps a sig
nificant factor in this growth.

Loan Demand Increases in both mortgage and 
business loans at District banks were reported until 
July, when a downward trend developed and lasted 
throughout the remainder of the year. At year end, 
business and mortgage loan demands in the District 
were particularly weak. This condition also existed 
in the nation at large, and coincided with a sub
stantial growth of the liquidity positions of banks. 
Consequently, several cuts in the prime rate oc
curred, market interest rates declined significantly, 
and banks actively sought borrowers. A  slight turn
around in the demand for business loans has oc
curred, according to respondents, during the first 
two months of 1971, but so far, it does not represent 
a significant increase. Mortgage loan demand, on 
the other hand, has made a much more dramatic 
recovery since the beginning of the year.

Demand for consumer loans, while marked by
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fluctuation, increased moderately on balance during
1970, according to District bankers. Since 1971 
began, consumer loan demand has strengthened 
further in the District.

Capital Spending During the first three quarters 
of the year, District manufacturing respondents con
sistently reported excess plant and equipment ca
pacity, while businessmen in trade and services gen
erally considered their facilities inadequate. Neither 
group of respondents indicated any strong tendency 
toward reduction of expansion plans in the early 
part of the year when the prevailing sentiment among 
businessmen was that inflationary conditions would 
continue. In the final quarter, manufacturers began 
to report cutbacks in capital spending plans, and at 
year end, this tendency was still in evidence.

While recently announced accelerated deprecia
tion allowances are expected to exert some influence 
on capital spending throughout the nation in 1971, 
reports from District manufacturers fail to indicate 
any tendency to step up capital expenditure plans. 
The survey results imply that capital spending by

District manufacturers is not readily affected by 
changing economic policies.

Prospects for the Immediate Future From May 
through the summer months of 1970, the general at
titude expressed by respondents concerning eco
nomic conditions in the Fifth District was one of 
uncertainty, produced not only by economic develop
ments but by the discontent and social unrest felt 
throughout the nation. Remarks to the effect that 
the economic situation was likely to worsen before 
any improvement occurred were not uncommon. 
By September a definitely optimistic tone was ap
parent as respondents anticipated an increase in 
economic activity. By the end of the year, a sig
nificant majority still expected an economic upturn, 
although cautioning that such a change would be 
slow in coming and expressing some discouragement 
over the obvious sluggishness of the economy. More
over, manufacturers were less optimistic than re
spondents in trade and services, citing the persisting 
problems of excess inventories and plant and equip
ment capacity, rising costs, employment weakness, 
and the effects of strikes. Ann M. Spivey
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