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The Sixth Federal Reserve District, like the rest 
of the United States, was affected last year by 
forces already in operation well before the year 
began. These forces were nationwide, even world
wide, in scope. At times purely regional events 
may have an important bearing on the perfor
mance of the District economy—for example, if 
there were a severe freeze in Florida. But last 
year the outstanding feature of the economic en
vironment was the pause in national industrial 
and construction activity that followed the halt 
in credit expansion in 1966. Thus, we must look 
beyond our borders, both of time and space, for 
an explanation of District events.

We must go back at least as far as 1965, when 
Federal defense spending began to rise strongly 
from its level of $50.2 billion. (The Budget Bu
reau in midsummer suggested that defense spend
ing in fiscal 1968 might possibly increase $4 
billion over the January budget estimate of $75.5 
billion. If it should, this would represent an in
crease of nearly 60 percent in three years.) With 
labor and plant capacity in tight supply, prices 
began to go up. Then, beginning in December
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1965, the Federal Reserve System gradually re
strained credit expansion, and the Federal Gov
ernment accelerated tax collections and reduced 
nondefense expenditures. This combination of 
monetary and fiscal measures dampened the 
growth in consumer and business spending. These 
measures were accompanied by some unfortunate 
by-products, however. Interest rates rose to rec
ord postwar levels; banks were caught in the 
tightest liquidity squeeze in many years; and the 
residential building industry, already weakened 
by several years of overbuilding, suffered a sharp 
recession because of the scarcity (and high price) 
of mortgage money.

Beginning late in 1966, as inflationary pres
sures lessened, monetary policy was eased to 
counteract recessionary tendencies that seemed 
to be developing. Interest rates declined. Early 
in 1967 homebuilding picked up once again. Na
tionally, industrial employment and production 
fell off in the early part of the year as inventory 
accumulation plummeted, but the fall was not 
great and was fairly brief. Banks found that their 
liquidity position was improved, with increasing 
reserve availability and a rather slack loan de
mand. Funds raised by corporations and state 
and local governments were unusually large, as 
corporate borrowers substituted money raised in 
the capital markets for bank credit. This demand,
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plus a prospective Federal budget deficit larger 
than at any time since the Korean War—partly 
arising from increasing demands of the Viet Nam 
conflict—drove long-term interest rates consider
ably beyond their 1966 highs. The final scene 
was heralded by the British devaluation, which 
prompted the Federal Reserve to raise the redis
count rate from 4 to 4*/2 percent. Congress had 
not, by the end of the year, agreed with President 
Johnson that a tax increase was necessary to 
halt what seemed a renewed spiral of inflation.

It is against this broad sketch of recent na
tional and international events that the perfor
mance of the Sixth District should be judged.

T h e  R e s p o n s e  o f th e  S ix th  D is t r ic t

The national slowdown in industrial activity in 
early 1967 manifested itself primarily, in the Dis
trict, in a decline in manufacturing activity. From 
January through May manufacturing employ
ment fell off each month. After May, jobs in
creased once more, but by November only about 
85 percent of the previous decline had been made 
good, with manufacturing employment slightly 
above a year earlier. Over 100,000 new manu
facturing jobs had been created in 1966, under 
the impact of rapidly expanding private and 
governmental demand. Only 24,000 of those jobs

Sixth D istrict states’ manufacturing employment declined 
slightly in the first half of 1967, but has since begun to re
cover. There was considerable d iversity in performance among 
the states, with Florida and Louisiana experiencing the great
est gains from January to November, compared with the same 
1966 period.
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were lost during the “pause,” so that 1967 was 
not so bad as it might seem at first glance. 
Toward year-end, recovery seemed to be gather
ing momentum.

Most of the job loss was concentrated in three 
major industries: lumber, wood, furniture, and 
fixtures; apparel; and textiles. The first of these 
was strongly influenced by the decline in con
struction that was intensified by the credit 
squeeze in mid-1966. With mortgage money very 
scarce and expensive, fewer homes were built. 
This hit all sections of the industry—less lumber 
products demanded to build the houses, less fur
niture and fixtures to put in them. After April, 
however, construction recovered and, with a lag, 
so did employment in the industry. By Novem
ber, 38 percent of the lost jobs had been recouped, 
and the industry seemed to have turned the 
corner.

Apparel and textiles both benefited in 1966 
from the sharp rise in defense orders and, when 
these orders fell off in 1967, so did employment. 
Apparently, employment did not suffer in pro
portion to the decline in orders, as many firms 
reportedly held on to employees for fear they 
could not rehire them when demand revived. 
Moreover, a wage increase of about 6 percent was 
announced in September. Both industries were 
plagued, not only by lower defense orders, but 
also by slackened consumer demand and in
creased imports, so that by November, employ
ment was hardly above the low point of the year. 
In recent weeks, however, textile prices have risen 
considerably and new orders have improved.

The manufacturing industries that did best in 
1967 were transportation equipment, paper, and 
food products. In the first case, performance was 
related directly to defense procurement. Award
ing of the prime contract for the C-5A transport 
aircraft to Lockheed probably accounted for a 
good part of the gain through July, but upon 
completion of tooling-up, layoffs were announced 
in September.

Employment in the paper industry was hardly 
affected by the pause. Nationally, employment 
held up well, but District gains in 1967 are prob
ably accounted for, at least in part, by the com
ing on-stream of several new plants announced 
in 1965 and 1966. For the first eleven months,
1967 employment averaged 3.5 percent higher 
than the previous year’s comparable period.

Food products employment ran counter to the 
performance in most other industries, being 
weaker since midyear than in the first five 
months. Nevertheless, the eleven months’ average
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was 2.8 percent above that of 1966. A trend to
ward a greater degree of food processing and 
larger farm output, particularly Florida citrus, 
contributed to the improvement.

Nonmanufacturing employment held up much 
better than did manufacturing employment. In 
particular, state and local government jobs in
creased through November at just under the 1966 
rate. The increase would have been greater had it 
not been for teachers’ strikes in Florida in Sep
tember. Retail and wholesale trade employment 
was also well maintained, although the increase 
through November was much smaller than the 
year before. This is consistent with the behavior 
of retail sales, which increased only 2.9 percent in 
the January-November 1967 period over the com
parable 1966 period, whereas 1966 had shown an 
increase of 9.6 percent over 1965. The sector that 
held gains below their potential level was, inter
estingly enough, the Federal government, where 
employment in November was slightly below its 
January figure. Recent announcement of a reduc
tion in force at the Redstone Arsenal in Hunts
ville, Alabama, may presage a further decline.

The hike in defense spending had fueled much 
of the industrial expansion of 1965 and 1966, but 
in 1967 it began to level off. Awards of prime 
defense contracts, in particular, hardly changed 
from the July-December 1966 level in the District 
and the nation.

In spite of the pause in industrial activity, the 
total value of new and expanded plants an
nounced in 1967 for the Sixth District states was 
nearly 12 percent higher than in 1966. Many of 
them, of course, have not been completed.

S u r p r i s in g  S t r e n g t h  in C o n s t r u c t io n  A c t iv ity

The building industry, hit earlier by the pause 
than manufacturing, recovered sooner. As long
term interest rates rose in early 1966, the total 
value of new construction activity declined na
tionally. Particularly hard-hit was residential 
construction. Private housing starts declined from 
a level of nearly 1.5 million in 1965 to an annual 
rate of less than 900,000 in October 1966. Not 
only had the cost to builders of borrowed money 
gone up, but the availability of funds had gone 
down. Commercial banks and savings and loan 
associations were unable to attract, or in some 
cases even to retain, savings deposits, one of the 
most important sources of mortgage funds. The 
competition from other borrowers was too great.

Once interest rates began to fall in late 1966, 
the way was open for a revival of savings flows 
into savings institutions. With mortgage and

After suffering a sharp decline in early 1967, total construc
tion activity in District states recovered nicely. Residential 
building led both the decline and the revival and showed 
surprising strength late in the year.
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other long-term money more readily available, 
the dollar volume of construction contracts in 
the District began to recover by April of last 
year. By October, the volume was nearly as great 
as it had been in the first 10 months of 1966, and 
the trend was still upward. Construction employ
ment had not recovered to 1966 levels, however.

The turnaround in the residential construction 
section of the industry was by far the most dra
matic. The 1966 decline was very sharp, but by 
the beginning of 1967 homebuilding had begun 
to revive. In spite of long-term interest rates that 
rose far above 1966 levels, the volume of resi
dential construction contracts by October had 
exceeded by 8 percent that of the first ten months 
of 1966.

F in a n c ia l  In s t i t u t io n s  L e s s  H a rd  P r e s s e d

One reason for the remarkably good performance 
of construction in 1967 was the fact that banks 
and other financial institutions in the District 
were in a considerably easier liquidity position 
than during much of 1966. Federal Reserve 
policy was more liberal in supplying reserves, but 
also the demand for bank loans was more mod
erate, partly because of the slowdown in indus
trial activity. Time deposits expanded rapidly in 
the first half of the year. Although competition 
from other investments reduced the deposit inflow 
in the second half, it did not stop it, as it did for 
a while in 1966. Contributing to this better per
formance was the very high rate of saving out of 
personal income.
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Savings and loan associations had a relatively 
good year in 1967. Certainly, there was no net 
outflow of savings such as occurred in late sum
mer of 1966. But last December, however, rising 
interest rates were creating enough of a pinch 
that some Florida associations had raised their 
rates on savings deposits to the legal maximum.

Total bank credit grew about as fast in the 
first half of 1967 as in previous periods. In the 
second half of the year, more rapidly rising de
mand deposits partially offset the slowing of time- 
deposit growth. Loan demand recovered from the 
first half slump much less than bankers expected 
—this was particularly true of business loans— 
and banks put their funds to work in investments. 
Treasury bills were the favorite choice in early 
fall, but banks subsequently acquired Treasury 
notes and municipal securities.

Loans increased in the District in 1967 but less than bankers 
had anticipated. In spite of some slowing of time-deposit 
growth late in the year, District banks’ liquidity position was 
fairly good.

A g r ic u lt u r e  L e s s  P ro f ita b le

Farming was a little less profitable in the District 
in 1967 than the year before. This reflects both 
lower cash receipts and higher operating costs. 
Cash receipts were lower largely because sales 
of livestock and livestock products did not keep 
pace with the very high level of 1966. Also con
tributing to this result were lower broiler and egg

Sixth District states’ personal income again increased faster 
than the nation’s in 1967, and estimates show that per capita 
income, as a percentage of the national average, may have 
risen to a new high.

6 0 -

District States’ 
Personal Income

Billions of Dollars
-  60

40

20-

_  A A
District States’

75 -  Per Capita Income 
As Percent of U. S.

6 5 -

5 5 -

4 5 -

- 20

Percent
-  75

1 9 4 0  1 9 4 5  

‘ Estimated.
1 9 5 0 1 9 5 5  1 9 6 0  1 9 6 5  1 9 6 7 *

prices and a disastrous cotton crop. Operating 
costs rose, with the most rapid gains recorded 
for interest, taxes, and wage rates. Extension of 
minimum wage coverage to farm labor had its 
greatest impact in labor intensive farm enter
prises, thereby encouraging further mechaniza
tion. Because many southern farmers have a 
longer way to go in completely mechanizing their 
operations, a period of advancing prices for capi
tal equipment and interest rates will have a 
greater impact on their costs than on farmers in 
other regions. All in all, however, agriculture was 
affected relatively little by the slowdown in eco
nomic activity.

W h e re  D o  W e  S t a n d  N o w ?

The best overall measure of District economic 
well-being available to us is per capita personal 
income. In nearly every year of the postwar 
period it has increased relative to the national 
average. Preliminary information indicated that
1967 was no exception. For the six states as a 
whole, per capita personal income seems likely 
to be at least 78 percent of the national average, 
up from 56.6 percent in 1940 and 75.8 percent 
five years ago. Considerable variation among the 
states was reported: Alabama, 69.3; Florida, 89.3; 
Georgia, 80.6; Louisiana, 78.1; Mississippi, 60.7; 
and Tennessee, 75.5.

The rate of increase of total personal income 
in the District was apparently somewhat slower 
in 1967 than in 1966. Whereas 1966 income for
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the six states was 9.8 percent higher than in 1965, 
the data for the first ten months of 1967 show 
only an 8.4-percent gain over the comparable 
1966 period. This parallels developments in the 
entire country, where the like figures are 8.5 per
cent and 7.3 percent, respectively. Thus, the 
“pause” slowed down income growth, although 
the effect was not great.

As the year ended, the greatest imponderables 
were, on the one hand, the future course of Fed
eral spending, particularly for defense, and the 
problems that would be raised if large deficits in 
the Federal budget were to continue and, on the

other, the possibility that rising interest rates at 
home and abroad might once again produce a di
version of funds from savings institutions that 
would hinder the construction industry. Already, 
the District had felt the impact of reductions in 
spending on space exploration and certain mili
tary bases. Congress, it was clear, would demand 
further cuts in Federal spending as the price for 
a tax increase that might serve to hold down ris
ing prices and interest rates. Once again, the 
economic performance of the Sixth District in
1968 will be determined mainly by economic 
forces originating outside its boundaries.

The Research Staff of the Federal Reserve Bank of Atlanta was responsible for this article.

FEDERAL RESERVE BANK OF ATLANTA STATISTICAL RELEASES

The following statistical releases, which are published regularly, are available upon request 
to the Research Department, Federal Reserve Bank of Atlanta, Atlanta, Georgia 30303:

Weekly
Condition Report of Large Commercial Banks in the Sixth District 

Monthly
Condition of Sixth District Member Banks and Selected Balance Sheet Items, Sixth 

District States and Areas

Consumer Instalment Credit at Sixth District Commercial Banks

Debits and Deposits at Commercial Banks in Georgia Metropolitan Areas

Electric Power Consumption by Mining and Manufacturing Establishments in the Sixth 
District

Maturity Distribution of Outstanding Negotiable Time Certificates of Deposit 

Personal Income in Sixth District States

Semi-annually
Sixth District Member Bank Loans by States 

Annually
Average Operating Ratios of Sixth District Member Banks 

Average Operating Ratios of Member Banks by Sixth District States 

Survey of Earnings and Expenses of Sixth District Commercial Bank Trust Departments
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