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Views on promoting the diversification of a region’s economy have 
changed through the years. During the age of mercantilism, pub
lic officials stressed diversification in order to make their area 
more self-sufficient. Concurrent with the publication of Adam 
Smith’s The Wealth of Nations in 1776 was the switch in em
phasis to economic specialization. The worldwide depression of 
the 1930’s led many areas which were especially hard-hit by the 
economic decline to seek ways to diversify their economies. In
dustrial diversification received particular emphasis throughout 
the Southeast, and several of the states passed legislation to en
courage it as a means of decreasing dependence on agriculture.

Measures
Diversification is generally equated with the presence of many 
different industries in an area or a “balance” among different in
dustries. The critical elements are the number of industries and 
their relative importance. The concept of “balance” requires a 
norm for comparison. In measures of diversification in local areas, 
the distribution of economic activity in the nation is the norm. 
If a local area has the same percentage of total employment in 
each sector as the nation, it receives a score of 100. The greater 
the deviations, the smaller the index. This index tells how close 
the structure of an area’s economy is to that of the nation.

Economic activity could have been measured by other variables, 
such as payrolls, value added, or output. Employment was chosen 
because of the greater availability of employment data and the 
widespread interest attached to it. Other variables would give 
somewhat different measures of diversification.

Of the three different diversification indexes used in this study, 
the first is based upon the percentage distribution of total employ
ment among the nine divisions in the economy. The other two 
are based upon total manufacturing employment, with one index 
relating to employment in 20 major groups and the other to 142 
industries.*

The diversification measure of total employment is the most 
comprehensive, but the least detailed. This index would be more
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important in measuring diversification changes in areas dominated 
by a major sector such as agriculture. In more industrialized 
areas, on the other hand, a measure of the diversification of manu
facturing would be more important because of its key role in this 
growth and economic fluctuations of an area.

The area statistics in Census of Manufacturers permitted the 
calculation of diversification indices on the basis of the major 
groups after an estimation of employment in a few of the smaller 
major groups. Lack of employment data for all major groups in 
nonmanufacturing prevented the calculation of a similar index 
for total employment. Because disclosure rules led to significant 
gaps in the detailed industry statistics for manufacturing, the 
Federal Reserve Bank of Atlanta contracted with the Bureau of 
the Census to calculate the indices of diversification of manufac
turing employment for 1963 on the basis of unpublished data. 
The Business and Defense Services Administration published 
similar indices for 1947 and 1963.

The greater detail of the industry figures provides a somewhat 
better index of diversification than does the measure based upon 
major groups. For example, in comparing two areas with a con
centration of jobs in a major group like transportation equipment, 
fluctuations in the area would likely be greater if all the jobs were 
in one industry, say automobiles, rather than several, like aircraft, 
railroad equipment, automobiles, and ship building. Each of these 
industries is affected by different sources of demand.

The size of the index depends upon the number of sectors into 
which the total is divided and the definition of the area. The 
more sectors in the total, the smaller the index. The manufactur
ing diversification index based on 20 major groups is larger 
than the corresponding index based on 142 industries for each 
state, as can be seen in the table. Generally, the smaller the defi
nition of the area, the smaller the diversification index. A state 
will usually have a lower diversification index than the group of 
states of which it is a part, because different specialties in various 
states offset each other. However, there are exceptions: In the 
diversification of total employment, Georgia had a higher index 
than the six District states in 1963.

DIVERSIFICATION INDICES FOR SIXTH DISTRICT STATES’ EMPLOYMENT

Total E m ploym ent-a  
9 D ivisions

M an u fac tu rin g  
20 M ajor G roups

M an u fac tu rin g  
142 In d u s tr ie s

S ta te 1947 1954 1963 1947 1954 1963 1947b 1954b 1963c

A labam a 83.8 88.5 91.3 58.1 63.4 68.2 45.8 51.5 58.3
Florida 78.7 81.3 85.9 50.1 55.9 72.3 35.8 43.8 57.8
G eorgia 88.2 92.9 94.3 55.5 59.2 62.8 46.1 52.4 56.6
L ouisiana 85.8 86.3 85.4 50.0 55.6 59.1 39.4 43.0 46.4
M ississippi 55.5 63.9 76.6 54.8 57.7 65.4 34.8 41.3 47.8
T en n e ssee 83.2 88.7 89.1 73.5 72.1 72.7 56.1 57.8 63.4
Six S ta te s 84.3 89.2 91.8 68.5 70.0 74.8 — — —

M ean, 48
S ta te s 45.3 48.3 —

a— N onfarm payroll p lu s agri c u ltu ra l em p lo y m en t.
b— U.S. D ep artm en t of C om m erce, Office of Area D evelopm ent, “ D iversification  of 

M an u fac tu rin g  E m ploym ent fo r S ta te  an d  M etropo litan  A reas” (W ashington: 
U.S. G overnm en t P rin tin g  Office) J u n e  1960. 

c— C alcu la tio n s  by B ureau  of th e  C ensus .
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Diversification of Total Employment
The structure of the region’s total employment and manufacturing 
jobs have become more nearly like the nation’s since 1947. The 
most pronounced change in total employment structure occurred 
in Mississippi. In 1947, an estimated 63.6 percent of Mississippi 
jobs were in agriculture, compared with 19.1 in the nation, for a 
difference of 43.5 percentage points. By 1963, the percentage point 
difference in agriculture dropped to 23.3 and caused nearly all of 
the rise in Mississippi’s diversification index for total employment.

Louisiana, on the other hand, registered practically no change 
in her diversification index. Although the percentage point devia
tion between the Pelican state and the U. S. dropped 5.4 points 
for agriculture, the deviations increased in mining, manufacturing, 
government, and trade. The growth of the petroleum-gas industry 
increased the state’s specialization in mining, and the decline in 
manufacturing jobs in Louisiana widened the gap in this sector.

Florida, with the best employment growth during the period, 
had only a moderate gain in her total diversification index be
cause the deviation between U. S. and Florida percentage of em
ployment in agriculture was the smallest of District states in 
1947. Consequently, opportunity to reduce the deviation in sub
sequent years was less.

Manufacturing Diversification
Tennessee had the most diversified structure of manufacturing 
jobs on the basis of major groups and industries. Florida, with 
a 140-percent growth in manufacturing jobs, recorded the largest 
increase in diversification of manufacturing. In 1947 and 1954,

Chart I: Differences in Sixth District and U.S. 
Percentages of Total Employment in 

Major Divisions
Percentage Points 

+ 10

T he d is trib u tio n  of em p lo y m en t in th e  D istric t b e ca m e  m ore like th a t  in th e  
n a tio n  b e tw een  1947 a n d  1963.
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Alabama, Georgia, and Tennessee had more diversified manu
facturing industries than the average state, according to the 
Census. Although the mean diversification index for all states 
has not been calculated for 1963, the large increase in Florida’s 
index makes it likely that four of the six District states were more 
diversified in manufacturing industries than the average state.

The shifts in manufacturing jobs in the six states have gen
erally been toward higher wage industries. The deviation between 
workers in the textile and lumber groups in the six states and the 
nation between 1947 and 1963 decreased 6 and 8 percentage 
points, respectively. The District’s percent of employment in the: 
high-wage transportation equipment and machinery groups be
came more like the nation’s. In the textile group the percentage; 
point deviation decreased, even though the District’s textile jobs 
declined only about half as fast as the nation’s. In the two ma
chinery groups, jobs grew in the District about ten times as fast 
as in the nation.

Diversification Arguments
With the aid of these measures, we can better assess some of the 
arguments for diversification. For areas with marked seasonal 
and/or cyclical variation in economic activity, it is claimed the 
introduction of new industries would level out these fluctuations. 
In the District states, for example, seasonal patterns in the chemi
cal and textile industries complement each other (see Chart II). 
If the area were small enough, the transfer of workers might be 
possible. However, the two sectors would have to require workers 
with the same skills for the transfer to be feasible. But even if 
the transfer were limited, fluctuations in the total level of activity 
would be reduced. Less volatile fluctuations in total activity would 
level out fluctuations in sales of local merchants and the demand 
for public and private services. However, an area specializing in 
sectors with stable seasonal and cyclical patterns might decrease 
its stability by diversifying.

Diversification can also lead to better utilization of the labor 
force insofar as diversification results in demands for different 
types of characteristics. For example, some industries, such as 
coal mining, primarily employ men, while other industries, like 
the apparel industry, employ a large proportion of women. Em
ployees differ in age, education, and certain physical characteris
tics among some industries.

Diversification proponents also see variation in the economy as 
insurance against possible declines in a major existing sector. 
This reason accords with the proverbial maxim of “not carrying 
all one’s eggs in the same basket.” The more evenly jobs are 
spread among different sectors, the less chance the area will be 
uprooted by the decline of one sector. A deterioration of a sector 
locally could stem from a decline nationally; exhaustion of local 
natural resources; and changes in techniques of production, trans
portation rates, service costs; or the allocation of public contracts. 
In areas which specialize in industries with slow growth, diversi
fication would likely mean attracting faster growing industries, for 
slower growing ones seldom expand to new areas since this in-
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Chart II: Seasonal Activity of Sample Industries 
Sixth  D is tric t S ta te s

P e r c e n t  o f  
A v e r a g e  M o n t h ’s  
E m p l o y m e n t

101

100

99

J F M A M J  J A S O N D

The p re sen c e  of in d u s tr ie s  w ith  d iffe ren t sea so n a l p a tte rn s  can  level o u t f lu c tu a 
tio n s  in an  a re a . The p a tte rn s  fo r sea so n a l activ ity  for th e  ch em ica l an d  te x tile  
in d u s tr ie s  a re  bo th  g re a te r  th a n  w ould be th e  p a tte rn  of th e  tw o in d u s tr ie s  com 
b ined . B alan c in g  th e  se a so n a l p a tte rn  w ith  o th e r  in d u s tr ie s  m igh t red u ce  th e  
flu c tu a tio n s  fu r th e r .

volves building new plants. However, diversification could also 
increase when total employment declines because of a cutback in 
a region’s major industry. The movement of textile firms to the 
South increased diversification in some parts of New England 
because of the loss of these jobs.

In areas with a high percentage of jobs in agriculture, such as 
the Southeast, diversification of total employment and industriali
zation are closely related. Even if the new plants have lower pay- 
scales than the average manufacturing plant in the nation, the 
wages will likely be higher than those received by most farm 
workers. And if rapid mechanization is occurring in agriculture, 
attracting these plants is necessary to replace the jobs eliminated 
by new farm machinery. Although the new plants may not in
crease the diversification of manufacturing jobs, they will increase 
the diversification of total employment. The economic structure 
probably improves because of the lessened dependence upon agri
culture—a sector with large seasonal and cyclical fluctuations.

An additional argument involves the desire for social balance. 
There is a tendency for the dominating sectors of the economy 
to determine the area’s outlook. On the other hand, as an area 
becomes increasingly specialized, it becomes more dependent 
upon other areas for items not produced locally. Consequently, 
its ties with other regions become stronger.

Measures and Arguments
In 1947, the District states with the highest diversification of man
ufacturing industries also had the smallest seasonal fluctuations. 
Between 1947 and 1963, the marked change in the diversification 
of Florida’s economy brought a sharp reduction in the state’s
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seasonal fluctuations. An increase in seasonal fluctuations accom
panied the decrease in the diversification of Tennessee’s major 
manufacturing groups. In Mississippi, on the other hand, the in
crease in manufacturing diversification brought little change in 
the seasonal fluctuations in manufacturing jobs.

Between 1947 and 1963, Florida had the most stable growth in 
manufacturing (measured by the coefficient of variation—the; 
standard deviation divided by the mean—of the annual percent
age changes in manufacturing jobs) and the largest change in. 
both manufacturing diversification indices. Louisiana had the 
most volatile manufacturing growth and the smallest change in. 
manufacturing diversification. However, among the other District 
states, there was no relation between the two variables. More than 
likely, the greater specialization of the Pelican state in the 
cyclical petro-chemicals and lumber accounts for the contrast. 
No significant correlation was found between the coefficient of 
variation and manufacturing indices for the six states.

No consistent relation was evident between diversification and 
job growth or between changes in these factors. Similarly, no 
correlation existed between one of the major creators of new 
manufacturing jobs, plant and equipment spending, and diversifi
cation. The key was not diversification, per se, but the particular 
industries involved.

Growth in Louisiana was spurred by large investments in the 
petro-chemical industry, and the state became more specialized 
in this area. Florida, on the other hand, gained many of its in
vestments in industries which were previously of less importance 
to the Sunshine state. Consequently, her diversification index 
increased sharply. For the 1947-1963 period, Tennessee ranked 
third in employment gains, but was the only District state with 
a lower diversification index for manufacturing groups in 1963 
than in 1947.

Georgia had the highest diversification index for total jobs and 
the largest increase in per capita personal income between 1947 
and 1963. Mississippi, which ranked second in per capita personal 
income growth, registered the largest change in total diversifica
tion. Apparently, both the level and the change in diversification 
affect income growth.

Diversification in the Future
In our comparisons, some relationships between the level and 
changes in diversification with other economic variables were 
found. However, no strong correlation existed for the group of 
six states. Does diversification not matter? Such a conclusion 
would not be warranted. First, it is more difficult to find signifi
cant relationships with only a few observations. More impor
tantly, diversification can influence a number of economic goals, 
depending upon the initial economic structure of the area and 
the way in which the increased diversification is achieved. In Mis
sissippi, increased diversification figured prominently in rising 
per capita income, as many workers moved from the farm to the 
factory. In Florida, diversification helped to reduce seasonal fluc
tuations and maintain a stable growth pattern. In Louisiana, on
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the other hand, the special locational advantages of large oil de
posits made specialization, not diversification, the key to economic 
growth. Economic structure, not diversification per se, should 
guide the development plans of an area. Diversification for areas 
with a concentration of low-wage industries carries a higher pri
ority than for areas specializing in high paying industries. The 
South’s attempts to reach national per capita income levels call 
for a further narrowing of the differences between the distribution 
of jobs in the nation and the South. c , Richard LoNG

APPENDIX

The Standard Industria l C lassification Manual is the guide fo r classifying 
establishments by type of economic activ ity. The Manual divides the 
economy into nine major divisions. Each division in turn is divided into 
major groups, which are broken down into industries. The names of the 
nine divisions are given in Chart I. Below are listed the 21 major groups 
in manufacturing. One diversification index was based upon the “ d i
visions,”  one on manufacturing “ major groups,”  and one on manufactur
ing "industries.”  The manufacturing diversification index, based on major 
groups, has only 20 groups because sta tis tics on ordnance and m iscel
laneous manufacturing were combined.

MAJOR GROUPS IN MANUFACTURING

Ordnance and Accessories 
Food and Kindred Products 
Tobacco Manufactures 
Textile M ill Products 
Apparel and other Textile Products 
Lumber and Wood Products 
Furniture and Fixtures 
Paper and A llied Products 
Prin ting and Publishing 
Chemicals and A llied Products

Petroleum and Coal Products 
Rubber and Plastics Products 
Leather and Leather Products 
Stone, Clay, and Glass Products 
Primary Metal Industries 
Fabricated Metal Products 
Machinery, except E lectrical 
Electrical Equipment and Supplies 
Transportation Equipment 
Instruments and Related Products

Miscellaneous Manufacturing Industries 

Steps used in computing the index:
(1) Compute the percentage of tota l employment in each sector of the 
U. S. economy.
(2) Compute the percentage of the tota l area’s employment in each 
sector.
(3) For each sector, subtract the percent of employment in the sector in 
the U. S. (step 1) from the percent of area employment in the sector 
(step 2).
(4) Since the sum of the positive difference equals the tota l of the neg
ative deviations, e ither set of differences may be used.
(5) The sum of the absolute values of the positive or negative differences 
is called the specialization index.
(6) To obtain the diversification index, subtract the specialization index 
from 100.

ECONOMIC CHARACTERISTICS
of the Sixth Federal Reserve District

This statistical booklet has been revised to include 1964 and
1965 farming data. Copies are available upon request to the 
Research Department, Federal Reserve Bank of Atlanta, At
lanta, Georgia 30303.
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