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T h e  C o n s u m e r  C o n u n d r u m

P red ic tin g  consu m er beh avior is  lik e  try in g  to  
answ er a ridd le, b u t m uch  m ore difficult. O nce a  
r id d le’s  in ten d ed  d ecep tio n  an d  p la y  on  w ords are  
uncovered , an  answ er is  u su a lly  d erived . In  con ­
trast, p rec ise  ex p la n a tio n s o f con sum er behavior  
are m ore e lu s iv e  and  chan ges m ore frequent. 
H ow ever, certa in  ru les o f thum b are u sefu l in  a n ­
tic ip a tin g  w h at con su m ers w ill do. C om paring  
con su m ers’ b ehavior in  certa in  p eriod s w ith  their  
ex p ected  b eh avior is  h e lp fu l in  id en tify in g  u n ­
u su a l or sp ecific  factors or s itu a tio n s th at in flu ­
en ce  sp en d in g  and  sav in g  hab its. T h is  approach  
is  u sefu l in  a n a ly z in g  th e  cau tiou s sp en d in g  m ood  
an d  in creased  sav in g  o f consum ers, re la tive  to  in ­
com e, s in ce  la te  1966.

A  recogn ition  o f sp ecific  factors u n d er ly in g  re­
cen t consum er beh avior m ay  a lso  sh ed  lig h t on  
sp en d in g  an d  sav in g  prosp ects in  com ing m onths. 
W ith  th e  n a tio n ’s econ om y a lread y  op eratin g  a t  
fu ll em p lo y m en t and  p rices acceleratin g , th e  re­
lea se  o f an  ad d itio n a l $5 to  $6 b illio n  in  consum er  
sp en d in g  b y  a return  to  m ore norm al sav in g  p a t­
terns w ou ld  add  ap p reciab ly  to  in fla tion ary  p res­
sures. W h eth er  con su m ers b eg in  sp en d in g  m ore  
free ly  d ep en d s on  th o se  factors th a t con tributed  
to  la s t y ea r ’s  ca u tio u s m ood , as w ell a s  th e  
stren gth  or w eak n ess o f th o se  th a t n orm ally  h ave  
th e  greatest e ffect on  sp end in g .

P erson a l sav in g  and th e  sav in g  rate— th e  pro-
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portion  o f d isp o sa b le  person a l in co m e n o t sp en t—  
are u sed  h ere a s  su m m ary  m easu res o f consu m er  
behavior. A lth ou gh  th is  se lec tio n  w as arbitrary, 
our a n a ly s is  con cern in g  sa v in g  can  b e  turned  
around an d  a p p lied  eq u a lly  to  sp en d in g , sin ce  
person a l sav in g  is  th e  d ifferen ce  b etw een  d isp o s­
ab le  in com e and  sp en d in g .

T h e  P a s t  a s  a G u id e

If a rep resen ta tive  group o f con su m ers w ere ask ed  
w h y th e y  save  an d  w h a t p roportion  o f their  
in com es th e y  n o rm a lly  “p u t a s id e ,” th e  m ost 
str ik in g  co n clu sio n  w ou ld  p rob ab ly  b e  th e  variety  
of answ ers g iven . S o m e p eo p le  save  for retirem en t  
and  vacation s; o thers, for ed u ca tio n  or m ajor pur­
ch ases su ch  a s a  h om e or an  au tom ob ile; and  s t ill 
others, for a d d itio n a l reasons. E v en  if  in d iv id u a ls

Consumer spending follows closely the trend in disposable 
income. Thus, personal saving, the difference between income 
and spending, is determined largely by the trend in income. 
Since late 1966, the saving gap has widened.
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The changes in income and the associated changes in saving 
for each quarter from 1950-66 are shown by the dots. The 
solid line is an estimated regression which shows the best 
relationship pattern between income and saving changes. The 
regression can be used to approximate roughly quarterly 
changes in saving when the income change is known. The 
wide scatter of dots around the line is an indication of the 
influence of factors other than income on saving behavior.
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Regression equation: A S = —1.81 + 0.31 A Y 
R2 : 0.19

A S = quarter-to-quarter change in personal savings at an 
annual rate.

A Y  = quarter-to-quarter change in disposable personal income 
at an annual rate.

w ith  id en tica l in com es w ere q u estion ed , th eir  a n ­
sw ers w ou ld  d iffer b eca u se  o f p erson a l characteris­
t ic s  and  p referen ces an d  long-range goals.

M a n y  o f th ese  in d iv id u a l d ifferen ces in  sav in gs  
b eh avior can cel ou t, how ever, w h en  a ll con sum ers  
are con sid ered  co lle c tiv e ly . T o ta l p ersonal sav in g  
fo llow s fa ir ly  c lo se ly  th e  trend  in  to ta l d isp osab le  
person a l incom e. G oing b ack  to  1950, for exam ple, 
th e  trend  in  sav in g  and  sp en d in g  h a s p ara lle led  
c lo se ly  th e  m ovem en t in  d isp o sa b le  incom e. L on g­
term  m ovem en ts in  such  econ om ic  aggregates, 
how ever, con cea l m an y  shorter-term  b u t im p or­
ta n t reactions. T h ese  can  b e  exam in ed  in  m ore  
d eta il b y  stu d y in g  th e  re la tion sh ip  b etw een  quar­
ter-to-quarter ch an ges in  p ersonal sav in g  and  
in com e. I f  a  ch an ge in  in com e w ere th e  o n ly  fac­
tor cau sin g  a  ch an ge in  sav ing , a  p lo ttin g  o f th e  
d ata  w ou ld  fa ll a lon g  a  stra igh t lin e , it s  s lop e  
b ein g  d eterm in ed  b y  th e  proportion  o f th e  ch ange  
in  in co m e saved  a t  variou s in com e leve ls . T h e  
sca tter  o f d o ts  in  an  actu a l p lo ttin g  o f sav ing- 
in co m e ch an ges for 1950-66 in d ica tes  th a t th is  is  
n o t th e  case.

A  s ta tis tica l tech n iq u e su ch  a s a  regression  
lin e  can  b e  u sed  to  show  th e  m o st rep resen ta tive  
or norm al re la tion sh ip  b etw een  a  ch an ge in  in ­
com e and  a  ch an ge in  sav ing . T h e  re la tion sh ip  
w hich  b est d escrib es quarterly  chan ges in  sav in g  
an d  in com e for th e  1950-66 p eriod  is  p lo tted  as  
th e  so lid  lin e . A p p rox im ate ly  on e-h a lf o f th e  
quarter-to-quarter ch an ges in  sav in g  w ere d e­
creases, w h ile  d isp osab le  in com e d ec lin ed  in  o n ly  
three quarters. C on seq u en tly , th e  regression  lin e  
goes through  th e  n eg a tiv e  p ortion  o f th e  chart 
m easu rin g  ch an ges in  sav ing . A ccord in g  to  th e  
regression  re la tion sh ip , ch an ges in  sav in g  w ou ld  
be p o sitiv e  if  th e  an n u al rate o f in com e ch ange  
w ere above ab ou t $5.5  b illio n  an d  n eg a tiv e  if  
b elow  th a t am ount. I f  d isp osab le  in com e in ­
creased  a t an  an n u al rate o f $10  b illio n  d uring a 
particu lar quarter, a  ga in  in  th e  an n u al ra te  of 
sav in g  o f $1 .3  b illio n  w ou ld  b e  exp ected . S im i­
larly , if  d isp osab le  in com e ju m p ed  b y  o n ly  $2 b il­
lion , sav in g  w ou ld  be ex p ec ted  to  d ec lin e  about 
$1 .2  b illion .

O ver th e  en tire  1950-66 p eriod  our quarterly  
e st im a te s  o f ch an ges in  sav in g  b ased  on  ch an ges  
in  in com e w ou ld  h a v e  b een  o n ly  a  rough ap p rox i­
m ation  o f th e  ch an ges in  sav in g  w h ich  a c tu a lly  
occurred. O n ly  ab ou t one-fifth  o f th e  varia tion  in  
ch an ges in  sav in g  cou ld  b e  exp la in ed  b y  in com e  
changes.

B y  u sin g  th e  “n orm al” re la tion sh ip  b etw een  a  
ch an ge in  in com e an d  a  ch an ge in  sav in g  a s d e­
r ived  from  our regression  eq u ation  for th e  1950-66  
period , w e  can  e stim a te  w h at quarterly  sav ing  
ch an ges w ou ld  h a v e  b een  in  1967 h ad  in com e  
ch an ges b een  th e  so le  in flu en ce on  con su m ers’ 
sav in g  d ec is ion s. T h e  w id e  up-and-dow n sw in gs in  
a ctu a l ch an ges in  sav in g  in  recen t quarters com ­
pared w ith  th e  sm oother up tren d  in  th e  e stim a ted  
v a lu es  in d ica tes  th e  in flu en ce o f o ther factors b e ­
s id es  in com e on  sav in g  behavior. T h e  com b in ed  
im p act o f th e se  a d d ition a l factors w as in  th e  di-

Recently, actual quarterly changes in saving have fluctuated 
more than would be expected from estimates based on in­
come changes only.
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Movements in the sav­
ing rate indicate the 
influence of many fac­
tors other than income 
on saving and spending 
behavior.

Sharp rises in the sav­
ing rate correspond to 
periods of accelerating 
consumer prices.

Although no clear pat­
tern between in te rest  
rates and saving behav­
ior can be established, 
the sharp rise in recent 
quarters reinforces the 
tendency to save more, 
relative to income.

Per Capita, Constant s

The rise in real per cap­
ita income and spend­
ing on durable goods 
also affects the deci­
sions of consumers to 
save more or le ss  in 
certain quarters.

rection  o f m ore sav in g , s in ce  th e  
actu a l ch an ge w as above th e  
est im a ted  ch an ge for th ree  o f th e  
five quarters.

T h e  sav in g  rate, in  contrast  
w ith  ch an ges in  th e  lev e l o f sav ­
ing , is  a better in d ica tor  of the  
in flu en ce o f factors o ther th an  
in com e on  con su m er behavior.
S in ce  th e  sav in g  rate m easu res  
th e  proportion  o f in co m e saved , 
th e  e ffec t o f in co m e on  sav in g  
is  in c lu d ed  im p lic itly . T h e  sav ­
in g  ra te  w ou ld  rem ain  con stan t  
i f  c o n s u m e r s  r e s p o n d e d  to  a  
ch an ge in  in com e b y  d ec id in g  to  
sa v e  th e  sam e proportion  o f th eir  
in co m es a s  p rev iou sly . A  rise in  
th e  sa v in g  ra te  in d ica te s  a co l­
le c t iv e  d ec is io n  to  sa v e  m ore or 
sp en d  le ss , re la tiv e  to  a g iven  in ­
com e level.

C onsum ers saved  on  average  
ab ou t 6 p ercen t o f th eir  d isp o s­
a b le  in com e each  quarter over  
th e  1950-66 period . T h is  ra te  w as  
p u lled  up  b y  an  u n u su a lly  h igh  
rate  in  1951-53, 1956-58, and  th e  
final quarter o f 1966. S in ce  th e  
b eg in n in g  o f th e  current eco ­
n o m ic  ex p a n sio n  in  1961, th e  
rate h a s averaged  low er, around  
5.0-5 .5  p ercen t o f d isp osab le  in ­
com e. T h u s, th e  m a in ten an ce  o f  
a sav in g  ra te  o f 7 p ercen t or 
above du rin g  1967 w as a  s ig n i­
fican t sh ift  in  consum er behavior.

C o n su m e r  B eh a v io r  in 1 9 6 7

S in c e  n o rm a lity  a s w e  h a v e  u sed  
it  refers la rg e ly  to  s ta tis tica l 
a g g r e g a te s  a n d  a v e r a g e s , o n e  
cou ld  argue th a t sp ec ia l circum ­
sta n ces are m ore th e  ru le  than  
ex cep tio n  in  a  ser ies  th a t flu ctu ­
a te s  a s w id e ly  a s  th e  sav in g  rate.
L ast yea r  th ese  sp ec ia l circum ­
sta n ces  in c lu d ed  u n certa in ty , a c ­
ce lera tin g  in fla tion  la te  in  th e  year, an d  large  
a ccu m u la ted  stock s o f du rable goods in  th e  h an d s  
o f consum ers. A  rev iew  o f p eriod s o f h igh  sav in g  
in  th e  p a st m a y  reveal sim ilar  c ircum stan ces.

T h e  h ig h  sav in g  ra te  la s t year  bears a  c lo se  re­
sem b lan ce  to  th e  period  o f in creased  sav in g  
du ring  th e  K orean  W ar. T h is  earlier  period , s im ­
ilar  to  la s t  year, w as ch aracterized  b y  large  m ili­

tary  exp en d itu res, rap id  g a in s in  in com e, and  ac­
ce lera ted  p r ice  ad van ces. T h is  su g g es ts  th a t con ­
su m ers are m ore re lu c ta n t to  sp en d  in  p eriod s of 
grow ing u n certa in ty , a lth ou gh  in co m es m a y  a c­
tu a lly  b e  ex p a n d in g  faster. A d d in g  to  con sum er  
u n certa in ty  la s t  y ea r  an d  p rob ab ly  h a v in g  a  re­
tard ing  e ffect on  con su m er sp en d in g  w ere th e  d is ­
c u ss io n s su rroun d ing  th e  in co m e tax  surcharge.
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A n d  current p ea ce  overtures, w h ich  w ou ld  b e  e x ­
p ec ted  to  h a v e  th e  o p p o site  effect, m a y  b e  a sso ­
c ia ted  w ith  th e  recen t u p tu rn  in  sa les.

A cce lera ted  in creases in  p rices m a y  a lso  h ave  
ad d ed  to  consum er u n certa in ty  la s t y ea r  an d  re­
tard ed  sp en d in g . G en era lly , i t  is  a ssu m ed  th a t ex ­
p ec ta tio n s  o f h igh er  p rices cau se  a  faster  tem p o  
o f sp en d in g  in  order to  a vo id  h igh er  prices later. 
T h a t con su m ers in  som e in stan ces, how ever, h ave  
sa v ed  a t a  h igh  rate w h en  p r ice  a d van ces qu ick ­
en ed  ca sts  som e dou b t on  th is  prop osition . L ast 
y ea r ’s  r ise  in  th e  sav in g  ra te  occurred  a t  th e  sam e  
tim e  p r ices  w ere acceleratin g , a s  w as th e  case  
du rin g  th e  K orean  W ar. A nother p eriod  o f in ­
creased  sav in g , 1956-58, w as a lso  a  tim e  o f rap id  
ad van ces in  prices. T h is  re la tion sh ip  b etw een  
p rices and  sav in g  su g g ests  th a t con su m ers in it ia l­
ly  react to  an  upturn  in  p rices b y  sp en d in g  le s s  
or sav in g  m ore an d  la ter  ad ju st th e ir  sp en d in g  to  
th e  h igh er  p rice  leve l. T h is  reaction  on  th e  part 
o f con su m ers w ou ld  a lso  b e  co n sisten t w ith  their  
d esire  to  a ch iev e  a  certa in  lev e l o f real sav in gs. 
I f  p r ices  rise, th ey  sa v e  m ore in  order to  m a in ta in  
th is  goal.

In  ad d itio n  to  th e  p o ss ib le  e ffec t o f p rices on  
con su m er behavior, th e  r is in g  trend  o f in terest  
rates m a y  h ave  in d u ced  a  h igh er  rate o f sav in g  
du rin g  1967. C onsum ers m a y  find  it  m ore a t­
tra ctiv e  to  a llo ca te  a  larger proportion  o f th eir  in ­
com es to  acqu iring  financia l a sse ts  an d  therefore  
refrain  from  sp en d in g  a s  m uch  on  good s and  
serv ices. A lth ou gh  it  is  d ifficult to  e sta b lish  a 
clear re la tion sh ip  b etw een  th e  m ovem en t o f th e  
sav in g  ra te  and  in terest ra tes over a  lon g  tim esp an , 
su ch  a s  from  1950-67, r is in g  in terest ra tes in  re­
cen t quarters, w h en  co u p led  w ith  th e  oth er  sp ec ia l 
circum stan ces, m a y  h a v e  in d u ced  consum ers to  
save  m ore.

C onsu m ers n ow  h a v e  m ore flex ib ility  th an  in  
y ears p a st in  d ec id in g  w h eth er  to  sa v e  m ore or 
le s s  o f their  in com e in  certa in  quarters. W ith  ad ­
v an ces in  real per cap ita  in com e, con sum ers can  
sa t is fy  their  b a sic  n eed s w ith  a  sm a ller  propor­
tion  o f th eir  incom e. T h u s, th e y  h a v e  m ore d is ­
cretion  in  th e  ty p es  or tim in g  o f p u rch ases m ade. 
G en era lly , consum ers h a v e  reacted  to  ad van ces  
in  rea l in com e b y  in creasin g  th eir  o u tla y s  on  d u ­
rab le good s sa le s  (au tom ob iles  an d  h ou seh o ld  fur­
n ish in g s) an d  serv ices (v a ca tio n s and  e d u c a t io n ) . 
E x p en d itu res on  durable goods and  som e serv ices, 
how ever, m a y  b e  p ostp on ed  e a s ily  if  circum ­
sta n ces  change. In  a  p eriod  fo llow in g  rap id  ga ins  
in  sa le s  and  th e  resu ltin g  accu m u la tion  of durable  
good s in  th e  h an d s o f consum ers, th e  d ec is io n  
m a y  w ell be to  p ostp on e further p u rch ases and  
to  save  m ore if  o ther c ircum stan ces change.

Personal consumption expenditures, as indicated by the 
changes, rose substantially more in the first quarter of 1968 
than in previous recent quarters; this increase accounted for 
a major portion of the $19-billion rise in gross national 
product
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L ast y ea r ’s  su b d u ed  consum er sp en d in g  w as  
co n sisten t w ith  th ese  prop osition s. D u ra b le  goods, 
n on durab le goods, an d  serv ice  expen d itu res, 
w h ich  h ad  a ll ad van ced  sh arp ly  in  recen t years, 
rose le s s  rap id ly  la s t year. T h e  rate o f in crease  
in  prices w as a lso  faster in  each  o f th e se  sectors.

T h e  sharp r ise  in  durab le goods sp en d in g  in
1965 an d  th e  slow er grow th la s t year  w ere re la ted  
to  sp en d in g  on  au tom ob iles . N ew  car sa les  
dropped  from  a  record o f 9 .3  m illio n  u n its  in  1965  
to  o n ly  7 .8 m illio n  in  1967. A  slow er rate o f gain  
in  exp en d itu res for h o u seh o ld  durable goods a lso  
con trib u ted  to  th e  poor sh ow in g  o f du rab les la s t  
year.

In 1 9 6 8

A lth ou gh  th ese  sa m e factors, r is in g  p rices and  
in terest rates, w ou ld  su g g est a  con tin u a tio n  of  
su ch  behavior, consum er sp en d in g  ad van ced  rap­
id ly  and  th e  sav in g  ra te  d ec lin ed  in  th e  first quar­
ter o f 1968. C on sum er sp en d in g  rose $17 b illion  
an d  accou n ted  for over 80  p ercen t o f th e  ga in  in  
G N P . T h e  h ea lth y  first-quarter ga in  w as based  
b road ly  as w ell, w ith  a ll m ajor ca tegories of 
sp en d in g  in creasing . H a lf o f th e  $ 1 7 -b illio n  ad ­
v an ce occurred  in  th e  n on d u rab les category , 
w h ich  sh ow ed  large ga in s in  food  an d  c lo th ing . 
S p en d in g  on  d u rab les a lso  im proved , for both  a u ­
tom ob iles and  furniture, and  serv ice  exp en d itu res  
co n tin u ed  to  expand .

T h ese  in creases reflect m a in ly  th e  grow th in  
in com e a ccom p an y in g  th e  exp an sion  in  th e  over­
a ll econ om y. T h e  ad van ce  in  m in im u m  w ages  
in  F ebruary  an d  a  sharp sp urt in  soc ia l secu r ity  
ben efits in  M arch  con trib u ted  to  th e  first quarter’s 
large  gain . T h is  su b sta n tia l in crease  accrued  
m a in ly  to  low er in com e persons. I t  w ou ld  th ere­
fore be ex p ected  to  h a v e  a  stim u la tin g  effect on

Personal Consumption 
Expenditures
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sp en d in g  an d  a  red u ction  in  th e  aggregate  sav in g  
rate  s in ce  th o se  w ith  low er in com es n orm ally  
sp en d  a  larger proportion  o f th eir  in com e.

O n b alan ce, a  drop in  th e  sav in g  rate to  th e  
m ore norm al le v e l o f 5 .0-5 .5  p ercen t o f recen t 
y ears seem s u n lik e ly  in  th e  im m ed ia te  future. 
C on sum er sp en d in g  s in ce  th e  en d  o f th e  first quar­
ter ap p ears to  b e  ex p an d in g  le s s  ra p id ly  th an  in ­
com e g a in s m ig h t su ggest. C on seq u en tly , th e  
sav in g  ra te  prob ab ly  h a s n o t retreated  from  it s  
u n u su a lly  h ig h  le v e l o f recen t quarters. U n til sp e ­
c ia l c ircum stan ces— su ch  a s  th e  V ietn am  conflict, 
in fla tion , an d  r is in g  in terest rates— are overcom e, 
con su m ers m a y  co n tin u e  to  b eh ave cau tio u sly . 
I f  th e  in co m e tax  surcharge is  en acted , con su m ers  
co u ld  resp on d  b y  sp en d in g  a h igh er  proportion  o f  
th e ir  in com es. T h ereb y , p art o f th e  ex p ected  e f­
fe c t  o f a  cu tback  in  con su m er sp en d in g  w ou ld  b e

° ^ set- J o e  W . M c L e a r y

B a n k  A n n o u n c e m e n t s

The First-Palmetto Bank, Palmetto, Georgia, a non­
member bank, began to rem it at part on May 1 fo r 
checks drawn on it when received from the Federal 
Reserve Bank.

On May 22 The First National Bank of Trion, Trion, 
Georgia, opened as a member bank and began to rem it 
at par. Officers are F. H. Boney, president; Hugh E. 
Overfield, executive vice president and cashier; and 
A. J. S trickland, Sr., vice president. Capital is $150,000; 
surplus and other capita l funds, $60,000.

The St. Johns River Bank, Jacksonville, Florida, a new 
nonmember bank, opened on May 24 and began to 
rem it at par. Officers are J. C. Spink, Jr., president; 
Carl L. Hasty, vice president; and Bruce M. Johnson, 
cashier. Capital is $750,000; surplus and other capital 
funds, $750,000.

The Marine National Bank of Jacksonville, Jackson­
ville , Florida, a member bank and the successor of 
Central National Bank of Jacksonville, opened on May 
27 and began to  rem it par. Daniel S. Goodrum is 
president, and John G. Adicks, cashier. Capital is 
$1,050,000; surplus and other capita l funds, $450,000.
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S t a t e  a n d  L o c a l  G o v e r n m e n t  F i n a n c e s  

I n  t h e  S i x t i e s

E v ery o n e  w ho can  read  m u st be aw are th at 
F ed era l G overnm ent sp en d in g  h a s sh o t up  d rasti­
ca lly  in  th e  la s t few  years, la rg e ly  b eca u se  o f th e  
w ar in  V ietn am . M a n y  do n o t rea lize , how ever, 
th a t s ta te  and  loca l govern m en ts’ p u rch ases of 
goods an d  serv ices are very  n ea r ly  a s  great as  
th o se  o f th e  F ed era l G overnm ent. In d eed , if  it  
w ere n o t for n a tion a l d efen se  exp en d itu res, sta te  
an d  lo ca l governm en ts w ou ld  far ou tw eigh  th e  
F ed era l G overnm ent. F urtherm ore, s ta te  and  
lo ca l governm ent purch ases o f good s and  serv ices  
h ave  grow n faster  during th e  postw ar p eriod  th an  
F ed era l G overnm ent p u rchases, ev en  w h en  d e ­
fen se  sp en d in g  is  in clu d ed .

T h e  tab le  b elow  sh ow s an n u a l ra tes o f grow th, 
1948-67, for certa in  m ajor com p on en ts o f th e  
gross n a tio n a l product. S ta te  an d  lo ca l govern­
m en t p u rch ases o f goods and  serv ices, r is in g  a t  
an  average an n u al rate o f 9 .7  p ercen t, w ere ex ­
ceed ed  o n ly  b y  F ed era l G overn m en t p urchases  
for n a tion a l d efen se . F ed era l p u rch ases for fu n c­
tio n s  oth er th an  n a tio n a l d efen se  h a v e  grow n  
m u ch  m ore s lo w ly  th an  sta te  and  lo ca l pur­
ch a ses— m ore s low ly , in  fact, th an  to ta l G N P .

1948-67 
Annual Rate

Sector of Increase*

Total gross national product 6.0
Personal consumption expenditures 5.6
Total government purchases 9.5

Federal 9.3
National defense 10.6
Other 5.9

State and local 9.7

* Initial to terminal year, compound interest tables.
Source: Department of Commerce, Office of Business 

Economics.

B eca u se  sta te  and  loca l govern m en ts p la y  a  
large  ro le  in  our econ om y, w h at th e y  sp en d  th eir  
m on ey  on  and  w here th e  m o n ey  com es from  are  
im portan t. H o w  th e  sta tes  in  our area, th e  S ix th  
F ed era l R eserve  D istr ic t , com pare w ith  th ose  in  
o ther p arts o f th e  cou n try  is  a lso  im portant. 
T y p ic a lly , th e  com p arison s in c lu d ed  in  th is  ar­
t ic le  are: (a )  b etw een  fiscal 1960 an d  1966 (th e  
la te s t year  for w h ich  com p lete  d ata  on  sta te  an d  
lo ca l governm ent finances are a v a ila b le ) ; and  
(b ) b etw een  th e  averages for S ix th  D is tr ic t  s ta tes  
and  th e  n a tio n  in  1966.

E x p en d itu res

S ta te  an d  lo ca l governm en ts h a v e  a ssu m ed  a  
larger share o f a ll governm ental a c tiv ity . W h at  
h a v e  th ey  sp en t th e  m o n ey  for? A lth ou gh  sp en d ­
in g  on  a ll p u b lic  fu n ction s h a s  risen , th e  b ig g est  
in crease  h a s com e in  ed u cation , p articu larly  
high er ed u cation . F rom  1960 to  1966, to ta l sp en d ­
in g  on  ed u ca tio n  b y  a ll s ta te  an d  loca l govern­
m en ts rose 78 percent; sp en d in g  for h igh er  ed u ca ­
tion , 125 percent. A t th e  oth er  en d  o f th e  sca le , 
sp en d in g  on  h ig h w a y s in creased  o n ly  36  percent, 
an d  finan cia l a d m in istra tion  and  general con ­
trol, 43  percent. T h e  “so c ia l” serv ices, i.e ., p u b lic  
w elfare, h o sp ita ls  an d  h ea lth , and  h o u sin g  an d  
urban renew al, h a v e  grow n o n ly  ab ou t a s  fa s t as  
to ta l sp en d in g , i.e ., ab ou t 55  or 56  percent.

T a b le  I  sh ow s th e  breakdow n b y  fu n ction . 
T o ta l exp en d itu res in c lu d e  n o t o n ly  th e  “gen eral” 
governm ent fu n ction s b u t th ree  oth er  ty p e s  o f  a c ­
tiv ity  u n d ertak en  b y  som e governm en ta l u n its:  
th e  op eration  o f lo ca l u tilit ie s  (w ater  su p p ly  
sy stem s, e lec tr ic  pow er, gas su p p ly , an d  tran sit  
s y s t e m s ) , s ta te  liquor stores, and  in su ran ce tru st 
fu n d s (for  em p lo y ee  retirem en t p lan s, u n em p lo y ­
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T a b l e  I

E x p e n d i t u r e s  o f  S t a t e  a n d  L o c a l  G o v e r n m e n t s ,  1 9 6 0  a n d  1 9 6 5 - 6 6

1960 
$ Billions

Percent of 
Total Exp.

Percent of 
General Exp.

1965-66 
$ Billions

Percent of 
Total Exp.

Percent of 
General Exp.

1960-66
Percent
Change

Total expenditure 61.0 100.0 94.9 100.0 55.6

General expenditure 56.2 85.1 100.0 82.8 87.2 100.0 59.5

Education 18.7 30.7 36.0 33.3 35.1 40.2 78.1
(Local schools) (15.2) (24.9) (29.3) (25.1) (26.4) (30.3) 65.1
(Higher education) (3.2) (5.2) (6.2) (7.2) (7.6) (8.7) 125.0

Highways 9.4 15.4 18.1 12.8 13.5 15.5 36.2
Public welfare 4.4 7.2 8.5 6.8 7.2 8.2 54.5
Hospitals & health 3.8 6.2 7.3 5.9 6.2 7.1 55.3
Police & fire protection 2.8 4.6 5.4 4.2 4.4 5.1 50.0
Sewerage and sanitation 1.7 2.8 3.3 2.6 2.7 3.1 52.9
Parks and recreation 0.8 1.3 1.5 1.2 1.3 1.4 50.0
Housing & urban renewal 0.9 1.5 1.7 1.4 1.5 1.7 55.6
Financial administration

and general control 2.1 3.4 4.0 3.0 3.2 3.6 42.9
Interest on general debt 1.7 2.8 3.3 2.7 2.8 3.3 58.8
Other 5.6 9.2 10.8 8.9 9.4 10.7 58.9

Utility expenditure 4.1 6.7 6.0 6.3 46.3
Liquor stores 1.0 1.6 1.2 1.3 20.0

Insurance trust expenditure 4.0 6.6 4.8 5.1 20.0
Employee retirement 1.3 2.1 2.2 2.3 69.2
Unemployment compensation 2.4 3.9 1.9 2.0 -2 0 .8
Other 0.4 0.7 0.7 0.7 75.0

Source: Governmental Finances in— , Department of Commerce, Bureau of the Census.

m en t com p en sation , w orkm en’s com p en sa tion  pro­
gram s, e t c .) .

N o  m ajor ch an ges in  th e  ran k in g  o f th e se  fu n c­
tion s occurred  over th e  s ix -year  period . E d u ca ­
tion  w as, an d  rem ain s, b y  far th e  largest re­
c ip ien t o f s ta te  and  lo ca l funds, fo llow ed  b y  
h igh w ays, p u b lic  w elfare, and  loca l u tilit ie s . T h e  
oth er  fu n ction s reta in ed  th eir  re la tiv e  p osition s , 
w ith  o n e  excep tion : E x p en d itu res for in su ran ce  
tru st program s took  a co n sid erab ly  sm aller  sh are  
o f to ta l exp en d itu res in  1966 th an  in  1960, re­
flec tin g  th e  gen era lly  in creasin g  p rosp erity  o f th e  
S ix t ie s  th a t resu lted  in  d ec lin in g  p a y m en ts for 
u n em p lo y m en t com p en sation .

S om e o f th e  fu n ction s lis ted  in  T a b le  I  are 
shared  b y  sta te  govern m en ts w ith  lo ca l govern ­
m en t u n its. F or exam p le , m an y  sta te  governm en ts  
sp en d  som e m o n ey  d irec tly  on  loca l sch oo ls, as  
w ell a s provide, through  grants or shared  rev­
en u es, m u ch  o f th e  m o n ey  loca l govern m ents  
sp en d  on  sch oo ls; and , in  m an y  sta tes , loca l gov­
ern m en ts p rov id e  part o f th e  su p p ort for h igh er  
ed u ca tio n  (th rou gh  su p p ort of c ity  co lleg es  or 
lo ca l p riva te  in s t itu t io n s ) . H ig h w a y s , p red om i­
n a n tly  a s ta te  fu n ction , co n stitu te  th e  largest

s in g le  item  o f s ta te  govern m en t direct ex p en d i­
ture. I f  in tergovern m en ta l p a y m en ts  (from  sta te  
to  loca l govern m en ts) are ad d ed , how ever, ed u ca ­
tion  is  s t ill th e  largest ex p en d itu re  in  to ta l s ta te  
governm en t general exp en d itu re . H ig h w a y s  are  in  
a n y  ca se  th e  secon d  largest item  in  lo ca l govern­
m en t sp en d in g .

A lth ou gh  in  th e  50  sta te s  p u b lic  w elfare  is  d i­
v id ed  rou gh ly  eq u a lly  b e tw een  sta te  an d  loca l 
governm ents, in  th e  S ix th  D is tr ic t  s ta te s  i t  is  
o v erw h elm in g ly  a  s ta te  fu n ction . E v en  in  th ose  
s ta te s  o u ts id e  th e  D is tr ic t  w h ere  i t  is  m a in ly  a  
fu n ction  o f lo ca l govern m en ts, n o ta b ly  C aliforn ia  
and  N e w  Y ork , b y  far th e  larg est p art o f th e  
m o n ey  sp en t is  d er ived  from  sta te  fu n d s rather  
than  loca l. S p en d in g  on  h ea lth  an d  h o sp ita ls  is  
ab ou t ev en ly  d iv id ed  in  th e  n a tio n  b etw een  sta te  
an d  loca l govern m en ts, b u t in  S ix th  D is tr ic t  
sta tes , ex cep t for L ou isian a , m o st o f th e  m o n ey  
is  sp en t b y  loca l governm ents. F urtherm ore, th e  
m o n ey  com es from  local fu nds, b oth  h ere  an d  n a ­
tio n a lly . P o lic e  p ro tec tio n  is  p red o m in a n tly  a  
lo ca l fu n ction , a s  are fire p ro tection  an d  sew er­
a g e  and  sa n ita tio n  en tire ly .

T h e  variou s s ta te s  are n o t eq u a lly  w ea lth y . P er
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capita personal income varied in 1965 from a 
low of $1,625 (in Mississippi) to a high of more 
than $3,400 (in Connecticut). Direct comparisons 
of dollar expenditures between states is there­
fore not very meaningful. A better measure of the 
effort going into various state and local govern­
ment functions is expenditure per $1,000 of per­
sonal income.

The comparisons of Sixth District states and 
the nation in Table II are not entirely predictable. 
Alabama, Louisiana, and Mississippi spend con­
siderably more in relation to income than the 
average state, while Florida, Georgia, and Ten­
nessee are not very far above the national aver­
age. To a large extent, the same pattern was ob­
servable in 1960, except that Alabama was then 
much closer to the U. S. average.

Within the overall total, the emphasis varied 
widely. The greatest efforts in education were 
made in Alabama, Louisiana, and Mississippi, 
with Louisiana putting the greatest emphasis on 
local schools and Mississippi the most effort, 
relative to income, on higher education. The 
other three states spent less, relative to income, 
than the average state. Even those District states 
that spend the most on education in proportion 
to income lag behind many states outside the 
District in their total educational programs. For 
example, Iowa, with only a slightly larger popula­
tion under 18 years old, spends about the same 
amount per $1,000 of personal income on local 
schools as Mississippi, yet its total expenditure 
on local schools is more than twice as large as

Mississippi’s. Connecticut, with a similar school- 
age population, spends a good deal less in rela­
tion to personal income (partly because private 
schools educate an unusually large proportion of 
the school population), yet almost twice as much 
in total. This means, of course, that those states 
spend much more per pupil than Mississippi. The 
riddle is explained by the differences in per capita 
income—Mississippi, $1,625; Iowa, nearly $2,700; 
and Connecticut, over $3,400. The poorer states, 
even with a relatively greater effort, cannot do 
as much as the wealthier ones. Nevertheless, 
states such as New Mexico, Utah, and Wyoming 
spend far more proportionately on education (over 
$100 per $1,000 of personal income) than does 
any of the Sixth District states.

Spending on highways was greater than the 
national average in all six states, as might be ex­
pected in states with relatively large areas and 
low incomes. This was particularly true in Ala­
bama, Louisiana, Mississippi, and Tennessee. 
Public welfare spending was very high in Lou­
isiana, which has a long tradition of state involve­
ment in welfare programs, and moderately high 
in Alabama and Mississippi, the states with the 
lowest per capita incomes. Florida was consider­
ably below the national average, probably be­
cause of the ceiling imposed by state law on 
monthly welfare payments. Recent legislation 
has removed that ceiling, and the picture is likely 
to change. Finally, Georgia and Mississippi de­
voted relatively more government resources to 
health and hospitals than the other four states,

Table II

E xpenditures per $1,000 of Personal Incom e, 1965-66
All S ta te  and Local G overnm ents and T hose of Sixth D istrict S ta te s1

(Dollars)

Item
U.S.

Average Alabama Florida Georgia Louisiana Mississippi Tennessee

Total general expenditure 154.90 179.30 159.50 155.65 201.86 202.30 165.79

Education 62.24 70.60 61.36 61.84 72.21 73.10 60.16

Local schools 46.92 46.98 46.89 46.72 52.28 49.51 43.43

Higher education 13.48 17.39 12.91 12.97 16.88 20.74 14.36

Highways 23.88 35.31 24.22 24.31 35.92 44.58 36.93

Public welfare 12.63 19.15 9.23 13.29 28.09 19.62 11.41

Health and hospitals 11.05 12.09 14.77 17.22 11.92 17.22 14.41

Personal income per capita 2,760 1,922 2,438 2,174 2,085 1,625 2,038

iSources: Governmental Finances in 1965-66, U.S. Department of Commerce, Bureau of the Census; Business Statistics, 1967, 
Department of Commerce, Office of Business Economics; and Current Population Reports: Population Estimates, De­
partment of Commerce, Bureau of the Census. Expenditure data for state governments are for the fiscal year ended 
June 30, 1966, except for Alabama and Texas, whose fiscal years end September 30 and August 31, respectively. 
Data for local governments are for fiscal years ending at some date within the 12 months preceding June 30, 1966. 
Most of them have fiscal years that are the same as calendar years. For this reason, the divisor used was the latest 
revision of 1965 personal income.
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T a b l e  I I I

R e v e n u e s  o f  S t a t e  a n d  L o c a l  G o v e r n m e n t s ,  1 9 6 0  a n d  1 9 6 5 - 6 6

1960 
$ Billions

Percent of 
Total Rev.

Percent of 
General Rev.

1965-66 
$ Billions

Percent of 
Total Rev.

Percent of 
General Rev.

1960-66
Percent
Change

Total revenue 60.3 100.0 97.6 100.0 61.9

General revenue 50.5 83.7 100.0 83.0 85.0 100.0 64.4

Intergovernmental 7.0 11.6 13.9 13.1 13.4 15.8 87.1
General revenue from

own sources 43.5 72.1 86.1 69.9 71.6 84.2 60.7

Taxes 36.1 59.9 71.5 56.7 58.1 68.3 57.1
Individual income 2.5 4.1 5.0 4.8 4.9 5.8 92.0
Corporate income 1.2 2.0 2.4 2.0 2.0 2.4 66.7
Sales & gross receipts 11.8 19.6 23.4 19.1 19.6 23.0 61.9
Property 16.4 27.2 32.5 24.7 25.3 29.8 50.6
Other 4.2 7.0 8.3 6.2 6.4 7.5 47.6

Charges and miscellaneous 7.4 12.3 14.7 13.2 13.5 15.9 78.4

Utility revenues 3.6 6.0 5.1 5.2 41.7

Liquor stores 1.3 2.2 1.6 1.6 23.1

Insurance trust receipts 4.9 8.1 8.0 8.2 63.3

Employment retirement 2.1 3.5 3.7 3.8 76.2

Unemployment compensation 2.3 3.8 3.3 3.4 43.5

Other 0.5 0.8 0.9 0.9 80.0

Memo: Total receipts from own (53.3) (88.4) (84.5) (86.6) (58.5)

sources

Source: Governmental Finances in— , Department of Commerce, Bureau of the Census.

a lth ou gh  th e  oth er four w ere a lso  ab ove th e  n a ­
tio n a l average.

N atio n w id e , ab ou t a  quarter o f s ta te  an d  loca l 
governm en t exp en d itu re  rep resen ts cap ita l o u tla y  
and  ab ou t th ree  quarters current op eration s. N a t­
u ra lly , th e  proportion  is  m uch  h igh er in  h igh w ay  
exp en d itu res, ru nn ing  ab ou t tw o-th irds; sew erage, 
ab ou t one-half; and  loca l u tilit ie s , ab ou t one- 
th ird . P ra ctica lly  n o n e  o f th e  sp en d in g  for pub­
lic  w elfare  is  for cap ita l o u tla y , an d  o n ly  sm a ll 
am ou n ts for h ea lth  an d  h osp ita ls . O n ly  ab ou t 15 
p ercen t o f loca l sch oo l exp en d itu re  is  for cap ita l 
o u tla y , b u t for h igh er  ed u ca tio n  th e  p ercen tage  
is  m ore th an  one-quarter. T h e  p attern  in  S ix th  
D is tr ic t  s ta te s  is  q u ite  sim ilar , ex cep t th a t in  A la ­
bam a, F lorid a , G eorgia, and  T en n essee  cap ita l 
o u tla y  for h igh er  ed u ca tio n  ranged  around one- 
th ird , w h ile  in  L ou isian a  an d  M is s is s ip p i it  w as  
o n ly  ab ou t one-fifth .

R e v e n u e s

T o  fin an ce their exp en d itu res, s ta te  govern­
m en ts  in  gen eral re ly  m a in ly  on  sa les  and  gross 
rece ip ts taxes, in c lu d in g  b oth  th e  general sa les  
tax  (th e  largest sou rce) an d  se lec tiv e  ex c ise  taxes  
on  m otor fu e ls , a lco h o lic  beverages, tobacco, in ­

surance, etc. L ocal govern m en ts r e ly  p r in c ip a lly  
on  th e  p roperty  tax. T a b le  I I I  sh ow s com b in ed  
s ta te  and  loca l govern m en t rev en u es for a ll sta tes.

T o ta l reven u e co n sists  o f “ gen era l” revenu e, 
p lu s reven u e from  sp ec ific  b u sin ess- or insurance- 
ty p e  a c tiv itie s— loca l u tilit ie s , liquor stores, and  
in su ran ce trust funds. G eneral reven u e co n sists  
o f in tergovern m en ta l revenu e— in  th is  con text, 
p a y m en ts b y  th e  F ed era l G overn m en t and  its  
a g en c ies  in  th e  form s o f gran ts-in -a id , re im b u rse­
m en ts  or cost-sh arin g  p a y m en ts  for serv ices per­
form ed, and  p a y m en ts  in  lieu  o f taxes, such  as  
th ose  m ad e b y  T V A — an d  general reven u e  from  
ow n sources. T h e  la tter  in c lu d es  reven u e  from  
taxes and  from  cu rrent charges, su ch  a s  u n iver­
s ity  tu itio n  fees, h ig h w a y  an d  b rid ge to lls  and  
fees , h o sp ita l charges, a irport an d  harbor fees, 
and  m isce lla n eo u s reven u e  from  fines, in terest  
earn in gs, an d  sa le  o f prop erty .

T a x es  in  gen eral h ave  in creased  le s s  th an  to ta l 
reven u e and  so  h a v e  b eco m e a  le s s  im p ortan t 
sou rce o f reven u e  over  th e  y ears, ev en  th ou gh  tax  
rates h a v e  b een  ra ised  fa ir ly  freq u en tly . C harges  
and  m isce lla n eo u s reven u e, on  th e  o th er  hand , 
h ave b ecom e a  m ore im p ortan t sou rce  o f revenue. 
S o m e in d iv id u a l ta x es  h a v e  grow n m ore rap id ly  
th an  others. A s m ore s ta te s  h a v e  tu rn ed  to  th e
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personal income tax, this revenue source has 
grown proportionately more than any other. It is 
still one of the least important taxes, though, 
contributing less than 5 percent of total revenue 
in 1966. Corporate income taxes are even less 
important.

Sales and gross receipts taxes and property 
taxes have contributed most to the growth in the 
dollar volume of revenue and remain the two 
largest tax producers. The former, under the in­
fluence of rising incomes and tax rates, has grown 
equally as fast as total revenue, but property tax 
revenues have increased more slowly. This fact 
helps to explain the financial difficulties many 
local governmental units—cities, counties, school 
districts, and special purpose districts—have been 
having. Even though property value should rise 
more or less in proportion to income, in practice 
tax assessments are revised only at intervals of 
several years and, in many cases, local govern­
mental units assess property at only a fraction of 
market value. Various other devices, such as 
homestead exemption, tend to prevent the base 
for the property tax from expanding as rapidly as 
population and the demand for government serv­
ices. Since the property tax is the principal and, 
in some cases, the only tax source of local gov­
ernments, they have felt the pinch severely. To 
meet this problem, some states have allowed 
cities and counties to impose their own sales 
taxes or to share in the state sales tax. In a few 
cases, cities have even been permitted to levy in­
come taxes.

In spite of the rapid growth in revenue from 
their own sources, state and local governments 
would have suffered if it had not been for greatly 
increased intergovernmental payments from the 
Federal Government, which increased by $6.4 
billion from 1960 to 1966, or one-sixth of the in­
crease in total revenue. This reflects an expan­
sion of Federal programs in aid of education, road 
building, housing, medical care, and welfare pro­
grams for the indigent. A comparison of Tables 
I and III shows that total expenditures were 
higher in both 1960 and 1966 than total receipts 
from own sources. Furthermore, the gap has been 
widening, from a $7.7-billion deficit in 1960 to 
$10.4 billion in 1966. The $13.1 billion received 
from the Federal Government in 1966 more than 
made up the deficit and allowed state and local 
governments to build up cash resources.

States in the Sixth Federal Reserve District 
differ from the national average in several re­
spects. In all but one of them (Florida), state and 
local governments derive much larger percentages 
of their revenue from the Federal Government; 
in all of them, property taxes are less important;

and all but one (Louisiana) relies more heavily 
on sales and gross receipts taxes than is true na­
tionwide. Table IV shows the breakdown. The 
figures in parentheses refer to state governments 
only.

Alabama relied most heavily on Federal Gov­
ernment assistance in 1965-66, followed by Mis­
sissippi and Tennessee. Florida was below the 
national average. Florida’s peculiar position re­
flects partly the fact that a higher per capita in­
come makes it easier to obtain revenues internally 
and partly a state Supreme Court decision that, 
until recently, hampered local governments in 
undertaking public housing programs, for which 
Federal funds are available only on a matching 
basis.

Revenue from fees, charges for government- 
provided services, and miscellaneous sources is 
relatively more important among District local 
governments than nationally. This is probably 
accounted for by the inflexibility of the property 
tax as a source of income, as was mentioned 
earlier; and cities, in particular, have turned to 
various fees and charges, such as utilities taxes, 
garbage collection fees, etc.

Recent tax changes in District states have al­
most all been, as might be expected, in the di­
rection of raising taxes. For example, the 1967 
Alabama legislature increased the cigarette tax 
(to 9 cents a pack), the severance tax on certain 
forest products, auto license fees, and the tax on 
fire insurance underwriters. Jefferson County, 
where Birmingham is located, was allowed to levy 
license taxes on businesses not presently subject 
to them by the state or county, and an additional 
sales tax, at one-fourth the state rate, is to be 
levied in the county in place of the county’s own 
sales tax. The Florida legislature, meeting in spe­
cial session early this year, approved a tax pack­
age to pay for an expanded educational program. 
Among the taxes increased were those on alco­
holic beverages, utility gross receipts, retail sales, 
cigarettes, and motor carrier fees. The Lou­
isiana and Mississippi legislatures, similarly, are 
now considering tax increases to pay for upgrad­
ing the educational systems.

So far in 1968, bills have been introduced in 
the Mississippi legislature to raise taxes on gaso­
line, cigarettes, soft drinks, and coffee and tea, and 
to remove sales tax exemptions in certain classes 
of sales. In Louisiana, increases have been pro­
posed for the gasoline, cigarette, and corporation 
franchise taxes. In 1967 Tennessee raised the 
cigarette, corporate income, alcoholic beverages, 
realty transfer, and inheritance and gift taxes; 
increased motor vehicle registration fees; and 
raised assessments on real property. In 1968
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Table IV

P ercentage D istribution o f General R evenue, 1 9 6 5 -6 6  

Sixth D istrict S ta tes  and Local G overnm ents

Item
U.S.

Average Alabama Florida Georgia Louisiana Mississippi Tennessee

Total general revenue 100.0 100.0 100.0 100.0 100.0 100.0 100.0

15.8 27.6 14.1 20.5 21.7 23.7 22.8
Intergovernmental (26.1) (36.4) (23.5) (29.4) (26.9) (33.6) (32.6)

84.2 72.4 85.9 79.5 78.3 76.3 77.2
Own sources (73.9) (63.6) (76.5) (70.6) (73.1) (66.4) (67.4)

68.3 53.5 65.4 60.4 57.4 57.4 61.1
Taxes (62.8) (54.5) (67.7) (62.7) (54.7) (55.8) (60.8)

5.8 n.a. 5.3 2.0 1.3 0.7
Individual income (9.2) (6.3) t (8.2) (2.5) (1.9) (1.0)

2.4 1.9 3.9 2.1 2.1 3.1
Corporate income (4.3) (2.7) t (6.1) (2.6) (3.1) (4.8)

23.0 n.a. n.a. n.a. n.a. n.a. n.a.
Sales & gross receipts (36.3) (38.8) (50.6) (43.9) (25.9) (42.9) (42.2)

29.8 9.7 25.6 18.0 12.4 15.7 18.1
Property (1.7) (2.7) (1.8) (0.2) (1.5) (0.8) (*)

7.5 n.a. n.a. n.a. n.a. n.a. n.a.
Other (11.3) (4.1) (15.4) (4.3) (22.0) (7.2) (11.7)

15.9 18.9 20.5 19.1 20.9 18.9 16.0
Charges & miscellaneous (10.9) (9.0) (8.8) (7.9) (18.5) (10.6) (6.6)

tThis tax prohibited by state constitution. *Back taxes only, negligible, n.a. Not available.
Source: Governmental Finances in 1965-66, U.S. Department of Commerce, Bureau of the Census. 
Note: Figures in parentheses refer to state governments only.

co u n tie s  an d  c it ie s  h a v e  b een  au th orized  to  in ­
crease  lo ca lly - lev ied  sa le s  taxes.

In d e b te d n e s s

S in c e  1963 sta te  and  loca l governm ents, th an k s  
la rg e ly  to  in creased  p a y m en ts from  th e  F ed era l 
G overnm ent, h a v e  b een  ru nn ing  a su rp lu s o f to ta l 
reven u es over to ta l exp en d itu res. In  sp ite  o f th is, 
th eir  d eb t h a s co n tin u ed  to  m ount, in creasin g  a l­
m o st as fa st a s exp en d itu res. T h e  resu lt h as b een  
a  very  con sid erab le  in crease  in  th eir  h o ld in g s of 
cash  an d  secu r itie s . F or exam p le , in  fisca l 1966, 
th e  su rp lu s o f reven u es over exp en d itu res o f a ll 
sta te  and  loca l governm ents w as $2 .7  b illion . T h e  
in crease  in  to ta l d eb t du ring  th e  year  w as $7.5  
b illio n . T h e  resu lt: C ash  and  secu r ity  h o ld in g s  up  
b y  $10 .2  b illion .

T h is  d oes n o t m ean  th a t s ta te  and  loca l govern­
m en ts are  borrow ing m on ey  in  order to  s it  on  a  
hoard  o f co in s an d  bonds. M o st o f th e  $10.2-b il- 
lio n  in crease  w en t in to  reserves for in su ran ce or 
a n n u ity  program s or in to  s in k in g  fu n d s for re­
tir in g  ex is tin g  debt. F or exam p le , $1 .4  b illio n  rep ­
resen ted  an  in crease  in  th e  b a lan ces of s ta te  u n ­

em p lo y m en t co m p en sa tio n  fu n d s in  th e  F ederal 
T reasury; h o ld in g s  o f em p lo y e e  retirem en t s y s ­
tem  fu n d s rose $3 .5  b illion ; o th er  in su ran ce  tru st 
fu n d s (su ch  a s  w orkm en ’s  co m p en sa tio n ) in ­
creased  th eir  h o ld in g s  b y  $0.1  b illion ; an d  “lo n g ­
term  d eb t o ffse ts” ( i .e ., s in k in g  fu n d s, e tc .)  rose  
b y  $1 .5  b illion . T h e se  u se s  o f fu n d s are u su a lly  
required  b y  law , so  th a t th e y  m u st rea lly  b e  
ad d ed  to  exp en d itu res to  g e t a  true p ic tu re  of 
d em an d s on  a v a ila b le  funds. O f th e  rest o f th e  
$10 .2  b illio n , $1 .2  b illio n  rep resen ted  accu m u la ­
tion  o f th e  p roceed s o f bon d  is su e s  prior to  d is ­
bu rsem en t on  th eir  in ten d ed  p ro jects and  $2.5  
b illio n  w en t to  “a ll o th er” purp oses, ap p a ren tly  a 
bu ild -u p  o f cash  ba lan ces.

N o n e  o f th e  S ix th  D is tr ic t  s ta te s  d iffered  s ig ­
n ifica n tly  from  th is  p attern , b u t in  oth er  w ays, 
som e w ere q u ite  o u t o f th e  ord inary . F lorid a , for 
exam p le , h as a  co n stitu tio n a l p rov is ion  th a t pro­
h ib its  th e  sta te  govern m en t from  is su in g  bonds, 
ex cep t for su p p ressin g  in su rrection  or rep e llin g  
in vasion . N ev er th e le ss , F lo r id a ’s  deb t, and  par­
ticu la r ly  th e  sta te  govern m en t debt, h a s  in creased  
m uch  faster  th an  th e  U .S . average. T h is  h a s b een
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possible through the device of “authorities” and 
other state agencies. What the state constitution 
does prohibit is the pledging of the state’s full 
faith and credit, or the taxing power. Thus, debt 
issued by state agencies such as the Turnpike 
Authority or the universities, which depend for 
their servicing on non-tax revenues accruing to 
those agencies, does not violate the constitution. 
Interest costs tend to be higher on such borrow­
ing than on general obligations of a state, how­
ever.

Georgia has an almost identical provision in 
its constitution, except that the state had some 
general obligation debt when the constitution was 
amended, and a very small amount remains out­
standing. The debt of these two states, both state 
and local, has grown faster since 1960 than that 
of the other four District states, which have no 
such constitutional prohibition.

C o n c lu s io n

The constantly increasing demands of the pub­
lic—for schools, roads, aid to the handicapped; 
for parks, social insurance, fire and police protec­
tion; and for all of the governmental services we 
so often take for granted—have put a severe 
strain on state and local government finances. The 
strain has been met partly by increasing taxes 
and fees, partly by larger subsidies from the Fed­
eral Government, and partly by assuming more 
debt. Many local governments in particular, re­
lying so heavily on the property tax, are in des­
perate straits. The strain is not likely to go away. 
On the contrary, it is much more likely to become 
more intense. Now, as never before, new solutions 
are needed for an old problem.

L a w re n c e  F. M a n s f ie ld
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S o u t h e r n  M u n i c i p a l s  F e e l  t h e  P i n c h

A  prom in en t and  freq uent issu er  of m u n ic ip a l 
bon ds in  th e  S ix th  F ed era l R eserve  D is tr ic t1 o f­
fered  a  $25-m illion , A a-rated  is su e  for b id d in g  
on  M a y  28, 1968. T h e  p roceeds w ere in ten d ed  to  
finance con stru ction  projects for sta te-su p p orted  
ed u ca tion a l in stitu tio n s . N o  b id s w ere received  
b ecau se  o f a  4 x/2 p ercen t b id d in g  lim it, accord ing  
to  th e  press. A  co u n ty  in  an  a d jo in in g  sta te  re­
ce ived  a  b est b id  for a  $ 1 0 -m illion  is su e  o f B aa- 
rated  tax  reven u e w arrants a t a  n e t  in terest co st  
o f 5 .403 percent. T h e se  is su es  cam e w h en  m arket 
y ie ld s  for top -grade m u n ic ip a ls  w ere th e  h ig h est  
s in ce  th e  ea r ly  1930’s  an d  fo llow in g  a  w eek  in  
w hich  “ . . . th e  tax -exem p t m ark et p lu n ged  to  n ew  
low s a s jad ed  in vestors sa t on  th e  s id e lin e s .”

O n ce m ore, sou th ern  m u n ic ip a ls  fe lt  th e  p inch  
o f restr ic tive  m on etary  p o licy , a s  th ey  h ad  in  th e  
la s t  h a lf o f 1966. W hy?

O ne o f th e  n o ta b le  a sp ec ts  o f prolonged , re la ­
t iv e ly  s tea d y  econ om ic  grow th, w ith  restra ined  
p rice  in creases, is  th a t m ore an d  m ore p artic i­
p a n ts  a ccep t it  a s norm al. T h a t is  to  say , w hen  
a ll forces o f fiscal an d  m on etary  p o licy  are exerted  
in  th e  d irection  o f a  gradual m ove  from  su b ­
sta n tia l u n d erem p loym en t a s in  th e  ea r ly  1960’s  
tow ard fu ll em p lo y m en t, u sers b ecom e accu stom ed  
to  ob ta in in g  fu n d s or real resou rces read ily  and  
w ith o u t sharp  in creases in  prices or co sts  of 
m on ey . In  su ch  a s itu a tio n  b asic  d ifferen ces in

sav in gs flow s, a ccep ta b ility  o f cred it, ch an ges in  
p referen ces for in v estm en ts , an d  d ifferen ces in  
co m p etitiv e  com m and  over fin an cia l resources in  
th e  m ark etp lace  are le s s  n o ticea b le . A s th e  curve  
o f a ch iev ed  grow th ap p roach es th e  ce ilin g  of 
m axim u m  p o ten tia l in  a  real sen se , th ese  tem ­
porarily  subm erged  d ifferen ces su rface o n ce  m ore  
and  com b in e to  in te n s ify  d ifferen ces in  m arket 
factors rather th an  acco m m o d a te  th em . In  short, 
w h en  th e  econ om y is  a t  or n ear fu ll em p lo y m en t  
and  real resources h a v e  to  b e  rea lloca ted , th ey  
g et sh ifted  from  re la t iv e ly  w eaker to  re la tiv e ly  
stronger econ om ic  sectors. T h e  job  g ets  d on e in  
th e  finan cia l m arkets, an d  a t th e  m argin  th e  d e ­
c is io n  o f th e  m ark ets can  be ex trem ely  p a in fu l. 
T h e  record in  th e  la s t  tw o  d eca d es  o f s ta te  and  
loca l borrow ing in  th e  S ix th  D is tr ic t  p rov id es a  
prim e ex a m p le  o f th e se  forces in  op eration .

D u rin g  th e  p ostw ar p eriod  th e  S o u th ea s t h as  
m et its  b a sic  reg ion a l p a y m en ts  d efic it in  a  
varie ty  o f w ays. D ir e c t  corp orate in v es tm en t in  
branch p lan ts, d istr ib u tio n  fa c ilit ie s , an d  reg ion al 
com m u n ica tion s cen ters w as a n  im p ortan t factor, 
a s  w ere F ed era l G overn m en t d isb u rsem en ts in  
ex cess  o f ta x es co lle c te d  in  th e  reg ion . E xp ort 
or corporate ca p ita l in s tru m en ts a lso  p la y ed  a 
part, b u t th e  m o st im p ortan t id en tifia b le  ca te ­
gories o f exp orted  lia b il it ie s  w ere m ortgages2 and  
m u n ic ip a l secu r itie s .

xThe terms “Sixth Federal Reserve District,” “Sixth District states,” and “southeastern states” as used in this 
article include Alabama, Florida, Georgia, Louisiana, Mississippi, and Tennessee. The term “municipals” or 
“municipal securities,” unless otherwise qualified, refers to the general category of tax-exempt state and lo­
cal government securities.

2See M on th ly  R eview , this Bank, October and November 1967, for quantitative estimates and institutional 
data pertaining to importation of capital by the mortgage banking community.
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In  th e  1958-67 period , govern m en ta l u n its  o f  
th e  s ix -sta te  area issu ed  m ore th an  $16  b illio n  
in  d eb t secu r itie s  an d  in creased  th e  an n u al v o l­
u m e o f su ch  is su es  b y  120 p ercen t b etw een  1958  
and  1967. T h e y  very  n ea r ly  tr ip led  th e  p ace  o f 
is su e s  for n ew  cap ita l, w h ich  a t  an  estim a ted  
lev e l o f $663  m illio n  in  1958 rose in  1967 to  
$1 .9  b illion . D u r in g  o n ly  o n e  o f ten  y ea rs  d id  th e  
d o llar  vo lu m e o f to ta l n ew  is su es  d eclin e; th is  
occurred  in  1966 an d  w as con cen trated  in  th e  
secon d  half.

T h e  chart b elow  covering  ten  y ea rs  o f m u n ic i­
p a l secu r itie s  is su es  com p ares th e  exp er ien ce  of 
th e  s ix  sou th eastern  sta tes  w ith  th a t o f th e  cou n ­
try  in  term s o f an n u al d o llar v o lu m e o f to ta l 
issu es. S evera l con trasts are im m ed ia te ly  ev id en t. 
W h ile  y ea r ly  sw in gs in  v o lu m e o f sou th ern  is su es  
for n ew  cap ita l are m u ch  sharper th an  for th e  
U n ite d  S ta tes , th is  w ou ld  p robab ly  b e  true in  
m o st reg ion a l grou p in gs for p u re ly  s ta tis tica l rea ­
sons. M ore  s ign ifican t is  th a t in  every  yea r  ex cep t  
th ree  th e  in creases w ere m u ch  greater for th e  s ix  
sta tes , a perform ance to  b e  ex p ected  from  a reg ion  
grow ing con sid erab ly  faster  th an  th e  U n ited  
S ta tes . W h en  n ew  d eb t is su es  for th e  s ix  s ta tes  
are v iew ed  a s  a  p roportion  o f n a tio n a l offerings o f  
m u n ic ip a ls  for n ew  cap ita l, th e  re la tion sh ip  is  
som ew h at m ore sta b le  ex cep t in  1959, 1964, and
1966 an d  ex h ib its  a  strong  grow th trend.

T h e  varia tion  p attern  illu s tra tes th a t m argin al

Municipal bond issues for new capital expanded more rapidly 
in the Sixth District states than in the United States between 
1959 and 1963. The pace of southeastern borrowing slowed 
more in the credit restriction of 1966, but its recovery was 
much sharper than that of the U.S. Even before 1966, how­
ever, the Southeast’s borrowing for new capital as a percent 
of total U.S. issues had become more subject to changing 
market conditions.

$Millions

Percen t of 
U.S. Issues

,g - W il l  II !»■ . -15

borrow ers fare b est w h en  th e  su p p ly  o f loan ab le  
fu n d s is  exp an d in g . In d eed , th e  fu n ction  o f m on e­
tary  p o licy , actin g  on  th e  su p p ly  sid e , is  to  coax  
such  borrow ers in to  th e  m arket for fu n d s w h en  
real resources are n o t o p tim a lly  em p loyed . A l­
thou gh  there are m an y  h ig h ly  rated  sou th eastern  
borrow ers during a ll p h ases o f th e  cy c le , m an y  
m ore p rojects w ill be pursued  w hen  m o n ey  and  
other co sts  are low  or fa llin g . C erta in ly , th e  su p ­
p ly  s id e  o f both  resource and  fu n d s m arkets m et  
th e se  co n d itio n s b etw een  ea r ly  1960 an d  m id- 
1965. I t  seem s a  fa ir presu m p tion  th a t th e  year- 
to -year var ia tion s in  sou th ern  m u n ic ip a l is su es  
w ere large ly  d em an d  in fluenced . T h e ir  behavior  
in  1966 an d  1967, how ever, su g g ests  th e  re- 
em ergen ce o f tw o se ts  o f difficu lties. T h e  first 
m ay  b e v iew ed  a s  in h eren t in  a  b a sica lly  w eak  
borrow ing p o sitio n  in  th e  m ark ets’ h ierarchy. T h e  
secon d  is  re la ted  to  th e  resp on se  to  c y c lica l 
sw in gs in  w h ich  d ifficu lties in  m eetin g  som e  
borrow ing n eed s  m a y  p ersist, a lo n g sid e  sharp ex ­
p an sion  in  oth er  ty p e s  o f borrow ing.

R e la tiv e  w eak n ess a s  a  borrow er in  th e  m ar­
k e ts ’ h ierarchy  m ay  stem  from  a v a r ie ty  o f fea ­
tu res o f a secu r itie s  issu e . M a n y  o f th e se  are  
w ell know n an d  require lit t le  e laboration— for 
exam p le, ty p e  o f issu e , d egree o f f lex ib ility  in  
th e  se lf-im p osed  lim ita tio n s  on  borrow ing, h istory  
of p a st m arket exp erience , and  ratio  o f o u tsta n d ­
in g  d eb t to  th e  taxab le  p roperty  or in com e base. 
T h e se  ch aracteristics, a lon g  w ith  m a n y  others, 
are cap ab le  o f a n a ly s is , eva lu a tion , an d  red u ction  
to  a  sim p lified  rating. S iz e  o f is su e  an d  fre­
q u en cy  o f m ark et trips, how ever, m ay  largely  
d eterm in e  th e  m ark et or sector  in  w h ich  borrow ­
in g  is  p o ss ib le  and  co st is  m in im ized . B eca u se  
o f its  h igh  proportion  o f sm aller borrow ing en ­
titie s , th e  S o u th ea st is  m ore h ea v ily  d ep en d en t  
u p on  n on reg ion a l underw riters for th o se  is su es  
large en ou gh  to  b e  m ark etab le  in  th e  n a tion a l 
m arket. I ts  d ep en d en ce  is  rein forced  b y  th e  
lim ited  resources o f lo ca l in v estm en t bankers.

In  v iew  o f th e  very  large  in creases in  offerings  
for n ew  cap ita l b y  th e  s ix  sou th eastern  sta tes  
b etw een  1960-65, i t  is  c lear  th a t w hatever th e  
structural d ifficu lties m a y  h a v e  b een , th e y  im ­
p acted  on  co st rather th an  a v a ila b ility  o f funds. 
M oreover, in terest co st in crea ses w ere q u ite  
gradual d uring  th is  p eriod , so  th a t th ere  w as  
m in im u m  in cen tiv e  to  ra ise  or rem ove in terest  
rate  c e ilin g s  lo n g  on  th e  le g is la tiv e  books or  
l it t le  reason  to  a n tic ip a te  th a t i t  w ou ld  b e  re­
q u ired  sh ortly . A fter  a ll, com m ercia l banks w ere  
n o t o n ly  aggress ive  underw riters and  in vestors  
in  general ob lig a tio n s b ut w ere a c tiv e ly  seek in g  
to  broaden  th eir  p a r tic ip a tion  in  reven u e is su e  
underw riting. O ther in stitu tio n a l in vestors ex ­
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h ib ited  sim ilar  in creasin g  a p p e tite s  for tax- 
ex em p t secu r itie s , an d  in d iv id u a ls  w ere m ore  
and  m ore a ttracted  to  h igh er  y ie ld in g  in d u str ia l 
tax -exem p ts. For th e  S ou th east, lon g  a  m arginal 
borrower, a  broad en in g  m arket ap p rec ia tion  of 
th e  ris in g  in com es, p roperty  va lu es, and  general 
im p rovem en t o f d eb t serv ic in g  a b ility  com p leted  
th e  illu s io n  o f co m p etitiv e  m u sc le  in  th e  m arket.

S o u th e r n  M u n ic ip a ls  C o m e to  L ife

T h e  sharp rebound o f d o llar vo lu m e o f n ew  
cap ita l o fferings in  1967 a tte s ts  to  th e  con tin u in g  
pressures for exp an d ed  ca p ita l exp en d itu res for 
v irtu a lly  a ll ty p e s  o f loca l serv ices in  th is  region . 
U n d o u b ted ly , a  sign ifican t part o f th e  44-p ercen t  
overall in crease  b etw een  1966 and  1967 repre­
sen ted  p o stp o n em en ts from  1966 and  rev iva l of 
issu es ab andoned  in  prior years, a s  in terest co sts  
d ec lin ed  sh arp ly  b etw een  S ep tem b er 1966 an d  
M arch  1967. Issu es  for w ater and  sew ers, h o s­
p ita ls  and  h ea lth , airports, parks and  recreation , 
and  p u b lic  u tilit ie s  w ere am on g th ose  sh ow in g  
th e  greatest year-to -year p ercen tage in creases. 
In  dollar term s, how ever, th e  overw h elm in g  in ­
crease w as in  in d u str ia l d eve lop m en t bonds, 
w h ich  in  1967 to ta led  a lm o st $600  m illio n  versu s  
$158 m illio n  in  1966. T h is  brings u s to  th e  secon d  
se t  o f d ifficu lties p o in ted  o u t above, i.e., resp on se  
to  c y c lica l in ten sifica tio n  o f b a sic  w eak n esses in  
th e  borrow ing h ierarchy.

T h e  s tea d y  u p tren d  in  sh are  o f n ew  cap ita l 
is su es  o f m u n ic ip a ls  began  to  fa lter  a s  ear ly  as
1964. C learly , th e  la s t four y ears h a v e  w itn essed  
th e  re-em ergence o f m ark et d iscr im in a tion  w ith  
resp ect to  borrow ers, an d  in  th e  sharp cred it re­
str ic tio n  period  o f 1966 th e  im p a ct on  sou th eastern  
borrow ers w as greater th an  on  th e  cou n try  as a  
w hole.

T h e  in flu en ce  o f  in terest ra tes on  aggregate  
borrow ing, reg ion a l d ifferences, and  com p osition  
o f secu r itie s  is su es  is  far from  certain . In  order  
to  ev a lu a te  th e  im p a ct o f cred it restra in t on  
m u n ic ip a l borrow ers in  1966, th is  B an k  in  co ­
op era tion  w ith  th e  F ed era l R eserv e  S y stem  sur­
v e y e d  rep resen ta tive  borrow ers ab ou t th eir  re­
sp o n se  in  1966. O f 103 large sou th eastern  govern­
m en ta l u n its , 27  is su ed  bon d s to ta lin g  $707  m il­
lio n  in  1966. T h e ir  is su e s  acco u n ted  for ab ou t 11 
p ercen t o f su ch  issu es  reported  b y  983  u n its  sur­
v e y e d  n a tio n a lly , ab ou t in  lin e  w ith  recen t re la ­
tion sh ip s . F ou rteen  u n its  d e la y ed , reduced , or 
a b an d on ed  bond  flo ta tion s, w ith  e ig h t g iv in g  
h igh er  in terest ra tes as th eir  reason. T w o  u n its  
c a n ce lled  p lan s for borrow ing $15 m illio n , and  
th ree  o th ers red u ced  th eir  “1966  is su es  b y  p o st­
p on in g  $51 m illio n  in to  1967.

T w o  o f th e  large  u n its  w h ich  d e la y ed  their

Industrial aid municipals have played a much greater role in 
maintaining the Southeast’s share of total borrowing for new 
capital in the last five years.

Percen t of U.S. Total16— —16 
All Issu es  L ess 

Industria l Aid Issu es

1959 1961 1963 1965 1967

borrow ing in  1966 reported  th e  o p p o site  reaction , 
how ever. T h e se  u n its  borrow ed ab ou t $6 m illio n  
m ore th an  th e y  o r ig in a lly  in ten d ed , b eca u se  
th e y  ex p ected  in tere st ra tes to  r ise  further. O n  
b alan ce, how ever, th e  d irec t im p a ct o f h igh er  
in terest ra tes red u ced  borrow ing b y  th e  sam p led  
u n its  b y  a b ou t $60  m illio n , or 13 p ercen t of  
in ten d ed  borrow ing.

P re lim in ary  d a ta  from  resp on d en ts in d ica te  a 
som ew h at sm a ller  p rop ortion  o f “sm aller” bor­
row ing u n its  p ostp on ed  or ca n ce lled  borrow ing  
b eca u se  o f r is in g  in tere st rates. O f 47  th a t re­
p orted  a  to ta l o f  a b ou t $60  m illio n  in  p lan n ed  
offerings, 21 in d ica ted  in tere st ra tes  w ere ju d ged  
too  h igh , an d  th ree  a d d itio n a l resp on d en ts gave  
in terest rates in  ex cess  o f sta tu to ry  lim ita tio n s. 
H ow ever, on e gave cou rt p roceed in gs a s  the  
reason  for p ostp on em en t, w h ile  ten  reported  
referend um  d ifficu lties. A lm o st one-fourth  c ited  
d e la y  in  rece ip t o f m a tch in g  grants or au th or iza ­
t io n s  from  variou s F ed era l a g en c ies . T h ere  is  n o  
in d ica tio n , o f  course, h ow  m a n y  u n its  n eed ed  to  
borrow  b u t m a y  n o t h a v e  p la n n ed  to  do  so  b e ­
ca u se  in terest rate le v e ls  h ad  already p assed  
practica l lim its  in  term s o f s ta tu to ry  lim its  or 
favorab le referenda.

S u b tractin g  is su e s  for in d u str ia l a id  financing  
revea ls th a t th e  large  in crea ses  in  d o llar  vo lu m e  
o f m u n ic ip a ls  from  th e  s ix  s ta te s  from  1964 on ­
w ard w ere a lm o st e n tir e ly  a ttr ib u ta b le  to  th ese  
bonds. In  1966 th e  d ec lin e  in  to ta l n ew  cap ita l 
is su e s  w ou ld  h a v e  b een  m u ch  greater ex cep t for 
th e  rem arkable s ta b ility  o f in d u str ia ls . In  1967  
th e  in crease  from  d ep ressed  1966  w o u ld  h a v e  
a m ou n ted  to  12 p ercen t in s tea d  o f th e  rem ark­
ab le  4 4 -p ercen t in crea se  in  overa ll vo lu m e if  th e  
a p p rox im ate ly  $600  m illio n  in d u str ia l a id  bonds  
are d ed u cted .

I t  seem s reason ab le  to  co n c lu d e  th a t con tin u ed  
h igh  rates o f grow th in  ca p ita l im p orta tion  
through  ta x -ex em p t secu r itie s  h a s d ep en d ed  to
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an ever increasing degree on these securities. 
In 1960, for example, this type of municipal ac­
counted for about 1 percent of total issues in 
the six states. In 1965 and 1966 it had grown to
8 percent and in 1967 skyrocketed to 24 percent.

W h ere From  H ere?

Legislation severely limiting the use of in­
dustrial aid bonds is being processed currently 
in Congress. Under its terms the use of such 
financing would be reduced once more to a 
minor means of capital importation. As for other 
forms of tax-exempt financing, it seems likely 
that both market structure and cyclical difficulties

will persist for a considerable time. It is true, of 
course, that this region will continue to benefit 
from the considerable improvement of its ability 
to service debt incurred for capital improvements. 
In those cases where interest rate ceilings and 
other limitations have been modified to achieve 
greater flexibility in borrowing for capital needs, 
it seems unlikely that such impediments would be 
reimposed. If one assumes that a better balance 
between fiscal and monetary policy in the future 
than in the immediate past is possible, then the 
Southeast may emerge from the current squeeze 
on financial resources much stronger than be­
fore- H ir a m  J. H o n e a
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S i x t h  D i s t r i c t  S t a t i s t i c s
S e a so n a lly  A d ju ste d

(All data are in d exes, 1 9 5 7 -5 9  =  IOO, u n less  in d ica ted  o therw ise.)

One Two One
L a test M onth M onth M onths Year

(1968) Ago Ago Ago
SIXTH DISTRICT

INCOME AND SPENDING

P ersonal Incom e (Mil. $ Annual R ate) . Mar. 63,505 63,842r 61,926r 59,079
M anufacturing  P a y r o l l s ............................. Apr. 219 221 220 200
Farm  Cash R e c e i p t s .................................. Mar. 154 146 158 139

C r o p s ...........................................................Mar. 183 154 167 137
L iv e s to c k ......................................................Mar. 148 152 156 145

In sta lm en t C redit a t  Banks* (Mil. $)
New L o a n s .................................................Apr. 332 305 293 261
R epaym ents ............................................Apr. 304 269 266 265

Retail S a l e s ............................................ ....  Apr. 169p 178r 168 158

PRODUCTION AND EMPLOYMENT

Nonfarm  E m p lo y m e n t ..............................Apr. 140 141 141 137
M anufactu ring  .......................................Apr. 139 140 140 137
Apparel ......................................................Apr. 170 171 169 168
C h e m i c a l s .................................................Apr. 133 134 132 131
F abrica ted  M e t a l s .................................. Apr. 156 156 157 151
F o o d ............................................................... Apr. 114 114 116 114
Lbr., Wood Prod., Furn. & Fix. . . . Apr. 105 105 106 105
P a p e r ...........................................................Apr. 121 121 120 118
Prim ary M e t a l s .......................................Apr. 131 133 132 127
Textiles ......................................................Apr. 109 109 109 108
T ransportation  Equipm ent . . . .  Apr. 177 181 181 177

N o n m a n u fa c tu r in g ....................................... Apr. 141 141 141 137
C o n s t r u c t i o n ............................................Apr. 132 133 135 129

Farm  E m p lo y m e n t .......................................Mar. 61 64 67 61
U nem ploym ent Rate

(P ercen t of Work F o r c e ) ....................Apr. 3.7 3.6 3.6 3.7
Insured  U nem ploym ent

(P ercen t of Cov. E m p .) .........................Apr. 1.9 2.0 2.1 2.1
Avg. Weekly Hrs. in Mfg. (Hrs.) . . . Apr. 40.3 41.0 41.2 40.7
C onstruction  C o n t r a c t s * ........................ Apr. 147 184 173 160r

R e s i d e n t i a l .................................................Apr. 194 222 186 150r
All O t h e r ......................................................Apr. 107 151 162 168

Electric Pow er Production** . . . .  Mar. 149 155 152 143
Cotton C o n s u m p tio n * * ..............................Mar. 108 109 108 108
Petrol. Prod, in Coastal La. and  M iss.**Apr. 219 223 222 216

FINANCE AND BANKING 

Loans*
All M em ber B a n k s .................................. Apr. 274 268 267 248
Large B a n k s ............................................Apr. 242 237 238 222

Deposits*
All M em ber B a n k s .................................. Apr. 207 204 204 187
Large B a n k s ............................................Apr. 182 178 181 170

Bank D e b i ts* /* * ............................................ Apr. 226 225 210 208

ALABAMA

INCOME

Personal Incom e (Mil. $ Annual Rate) . Mar. 8,359 8,381r 8,192r 7,852
M anufacturing  P a y r o l l s ............................. Apr. 199 197 197 177
Farm  Cash R e c e i p t s .................................. Mar. 150 150 156 146

PRODUCTION AND EMPLOYMENT

N onfarm  E m p lo y m e n t ............................. Apr. 126 127 127 125
M anufactu ring  ....................................... Apr. 127 128 128 124
N o n m a n u fa c tu r in g .................................. Apr. 126 127 127 125

C o n s t r u c t i o n ....................................... Apr. 115 116 119 117
Farm  E m p lo y m e n t....................................... Mar. 69 62 68 68
U nem ploym ent R ate

(P e rcen t of Work F o r c e ) ....................Apr. 4.5 4.4 4.3 4.3
Ayg. Weekly Hrs. in Mfg. (Hrs.) . . . Apr. 41.0 41 .4  41.3 40.6

FINANCE AND BANKING

M em ber Bank L o a n s .................................. Apr. 254 251 251 232
M em ber Bank D e p o s i t s .........................Apr. 200 196 195 183
Bank Debits** ............................................ Apr. 211 216 199 196

INCOME

Personal Incom e (Mil. $ A nnual Rate) . Mar. 18,020
M anufac tu ring  P a y r o l l s ..............................Apr. 265
Farm  C ash  R e c e i p t s .................................. Mar. 188

PRODUCTION AND EMPLOYMENT

Nonfarm E m p lo y m e n t............................Apr. 155

U nem ploym ent Rate 
(P ercen t of Work Force) . .

Avg. W eekly Hrs. in Mfg. (Hrs.)

FINANCE AND BANKING

M em ber Bank L o a n s ...................................Apr.
M em ber Bank D e p o s i ts ..............................Apr.
Bank D e b its * * ................................................. Apr.

One Two One
L a test Month M onth M onths Yea

(1968) Ago Ago Age

Apr. 160 159 160 157
Apr. 154 154 153 149
Apr. 105 102 103 104
Mar. 80 83 96 83

Apr. 2.7 2.9 2.9 2.6
Apr. 40.4 40.8 41.1 42.6

289
221
227

280 279 
216 215 
214 205

256
194
198

GEORGIA

INCOME

P ersonal Incom e (Mil. $ Annual Rate) . Mar. 12,240 12,484r 12,235r 11,406
M anufactu ring  P a y r o l l s ..............................Apr. 216 220 219 199
Farm  Cash R e c e i p t s .................................. Mar. 147 134 159 135

PRODUCTION AND EMPLOYMENT

Nonfarm  E m p lo y m e n t ..............................Apr. 141 141 141 137
M anufactu ring  ....................................... Apr. 133 133 133 132
N o n m a n u fa c tu r in g .................................. Apr. 144 145 145 139

C o n s t r u c t i o n ....................................... Apr. 148 152 153 144
Farm  E m p lo y m e n t ........................................Mar. 52 56 58 51
U nem ploym ent Rate

(P ercen t of Work F o r c e ) ....................Apr. 3.3 3.2 3.2 3.3
Avg. Weekly Hrs. in Mfg. (Hrs.) . . . Apr. 40.1 40.7 40.9 40.0

FINANCE AND BANKING

M em ber Bank L o a n s ...................................Apr. 288 282 279 258
M em ber Bank D e p o s i ts ..............................Apr. 226 224 225 206
Bank D e b its * * ................................................. Apr. 247 256 236 230

LOUISIANA

INCOME

Personal Incom e (Mil. $ Annual Rate) . Mar. 9,836 10,008r 9,873r
M anufacturing  P a y r o l l s ..............................Apr. 194 196 196
Farm  Cash R e c e i p t s ...................................Mar. 151 161 183

PRODUCTION AND EMPLOYMENT

Nonfarm  E m p lo y m e n t ..............................Apr. 131 131 132
M anufacturing  ....................................... Apr. 121 121 121
N o n m a n u fa c tu r in g .................................. Apr. 133 133 134

C o n s t r u c t i o n ....................................... Apr. 160 153 156
Farm  E m p lo y m e n t....................................... Mar. 59  60 61
U nem ploym ent Rate

(P ercen t of Work F o r c e ) ....................Apr. 4.5 4.3 4.4
Avg. Weekly Hrs. in Mfg. (Hrs.) . . . Apr. 41.3 42.5 43.8

FINANCE AND BANKING

M em ber Bank L o a n s * ..............................Apr. 235 232 229
M em ber Bank D e p o s i t s * .........................Apr. 169 170 169
Bank D e b i ts * /* * ............................................ Apr. 184 182 176

17,863r 17,264r 16,490 
267 267 254 
163 164 141

MISSISSIPPI
INCOME

P ersonal Incom e (Mil. $ A nnual Rate) . Mar. 4,966 5,008r
M anufacturing  P a y r o l l s ..............................Apr. 256 258
Farm  Cash R e c e i p t s ...................................Mar. 132 143

PRODUCTION AND EMPLOYMENT

Nonfarm  E m p lo y m e n t ..............................Apr. 142 143
M anufacturing  ........................................Apr. 150 151
N o n m a n u fa c tu r in g ...................................Apr. 138 140

C o n s t r u c t i o n ........................................Apr. 143 155
Farm  E m p lo y m e n t ........................................Mar. 51 64
U nem ploym ent Rate

(P ercen t of Work F o r c e ) ....................Apr. 4.3 4.1
Avg. Weekly Hrs. in Mfg. (Hrs.) . . . Apr. 40.4 41.1

FINANCE AND BANKING

M em ber Bank L o a n s * ..............................Apr. 327 332
M em ber Bank D e p o s i t s * .........................Apr. 237 235
Bank D e b i ts * /* * ............................................ Apr. 228 246

4,792r
254
182

143
151
140
160

59

4.5
41.0

340
242
226

9,260
184
138

127
117
129
153

58

4.4
41.8

222
158
180

4,708
223
144

139
147
135
144

51

4.6
40.3

300
220
220
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One Two One One Two One
L atest M onth Month M onths Year L ates t M onth M onth M onths Year

(1968) Ago Ago Ago (1968) Ago Ago Ago

TENNESSEE N o n m a n u fa c tu r in g ......................... 134 136 136 132
C o n s t r u c t i o n ............................. . . Apr. 172 183 189 155

INCOME Farm  E m p lo y m e n t............................. 66 63 70 65
Personal Incom e (Mil. $, Ann. Rate)
M anufacturing  P a y r o l l s .........................
Farm  Cash R e c e i p t s ..............................

Mar. 10,084 
. Apr. 213 

Mar. 144

10,098r
215
125

9,570r
213
107

9,363
191
133

U nem ploym ent R ate
(P ercen t of Work Force) . . . 

Avg. W eekly Hrs. in Mfg. (Hrs.) .

FINANCE AND BANKING

. . Apr.
3.7

39.7
3.4

40.7
3.6

40.6
4.0

40.0

PRODUCTION AND EMPLOYMENT M em ber Bank L o a n s * .................... 266 260 257 243
Nonfarm  E m p lo y m e n t ......................... . Apr. 139 140 141 136 M em ber Bank Deposits* . . . . 194 189 188 178

M anufactu ring  .................................. . Apr. 148 149 149 145 Bank D e b i t s * / * * ............................. 252 253 223 241

*For Sixth D istrict a rea  only. O ther to ta ls  for e n tire  six s ta te s .  **Daily average  basis . r-Revised. p-Prelim inary e s tim a te .

D e b i t s  t o  D e m a n d  D e p o s i t  A c c o u n t s
Insured C om m ercial B anks in th e  Sixth D istrict

(In T housan ds of Dollars)

P ercen t Change

Year-to-Date 
4  m onths 

Apr. 1968 from  1968 
Apr. Mar. Apr. Mar. Apr. from
1968 1968 1967 1968 1967 1967

P ercen t C hange

Year-to-Date
4 m o nths 

Apr. 1968 from  1968 
Apr. Mar. Apr. Mar. Apr. from
1968 1968 1967 1968 1967 1967

TANDARD METROPOLITAN 
TATISTICAL AREASf

B irm ingham  . . . .  1,622,014 1,736,159 1,499,339 - 7 + 8 + 9
G adsden  .................... 63,207 59,143 54,005 + 7 +  17 + 7
H untsv ille  . . . . 190,022 179,606 161,831 + 6 +  17 + 5
Mobile .................... 542,422 481,726 472,919 +  13 + 16 + 11
M ontgom ery . . . 337,624 313,364 261,977 + 8 + 29 +  11
Tuscaloosa . . . . 94,142 94,677 88,589 - 1 + 6 + 8

Ft. L auderdale—
Hollywood . . . 883,062 747,567 664,157 +  18 +33 +  19

Jacksonville  . . . . 1,688,610 1,556,403 1,368,121 + 8 + 23 + 7
M i a m i ........................ . 2,952,952 2,623,786 2,187,790 + 1 3 + 3 5 + 2 3
O r l a n d o .................... 663,884 574,387 550,433 + 1 6 +21 +  16
P en saco la  . . . . 212,413 199,461 185,077 + 6 +  15 +  10
T a llah assee  . . . 151,815 142,315 130,164 + 7 +  17 +  11
T am pa—

St. P e tersb u rg . 1,654,067 1,578,606 1,326,211 + 5 + 2 5 + 2 0
W. Palm  B each . . 534,995 487,564 433,210 +  10 + 2 4 +  18

Albany .................... 99,185 91,481 78,292 + 8 + 27 + 1 4
A tlanta .................... . 5,450,348 5,304,003 4,642,525r + 3 + 1 7 +  14
A u g u s t a .................... 346,529 301,762 266,429 +  15 + 3 0 +  11
C olum bus . . . . 241,981 223,814 201,852 + 9 + 20 +  12
M acon .................... 284,832 258,090 228,965 +  10 + 2 4 +  14
S avannah  . . . . 294,596 283,214 244,497 + 4 + 20 +  11

Baton Rouge . . . 632,861 558,276 544,427 + 1 3 +  16 +  11
L afayette  . . . . 135,744 132,834 114,696 + 2 + 1 8 +  16
Lake C harles . . . 157,237 153,089 140,438 + 3 + 1 2 +  10
New O rleans . . . . 2,529,585 2,512,241 2,250,552 + 1 +  12 + 7

Jack so n  .................... 672,106 714,623 589,292 - 6 +  14 +  15

C hattanooga  . . . 657,254 624,020 554,743 + 5 +  18 + 8
Knoxville . . . . 517,465 464,750 432,964 +  11 + 2 0 +  10
N ashville . . . . . 1,884,674 1,794,494 1,678,390 + 5 + 1 2 +  13

OTHER CENTERS

A n n i s to n .................... 71,896 66,721 58,653 + 8 + 23 + 9
Dothan .................... 67,420 63,177 58,086 + 7 +  16 + 10
S e l m a ........................ 46,352 44,725 43,395 + 4 + 7 + 8

Bartow .................... 36,857 32,996 33,118 + 1 2 +  11 - 4
B radenton  . . . . 88,024 82,389 71,919 + 7 + 2 2 +  19
Brevard C ounty . . 237,569 222,436 198,999 + 7 +  19 +  10
Daytona B each . . 103,041 84,736 95,025 + 2 2 + 8 + 7
Ft. M yers—

N. Ft. M yers . . 103,884 99,547 74,314 + 4 + 4 0 + 3 2
G ainesville . . . . 96,150 94,424 79,351 + 2 + 21 +  15

Lakeland . . . . . 132,070 123,114 118,887 + 7 + 11 + 7
M onroe County . . . 42,040 39,786 36,284 + 6 +  16 + 7
Ocala . . . . . . . 65,507 58,586 57,198 + 1 2 +  15 + 9
St. A ugustine . . . 23,029 18,915 19,931 + 2 2 + 1 6 + 4
St. P e tersb u rg . . . 404,840 345,932r 358,004 + 1 7 + 1 4 +  10
S araso ta  . . . , , . 146,555 116,076 109,309 + 2 6 + 3 4 + 2 8
Tam pa . . . . . . 845,750 864,744r 646,239 - 2 + 31 + 2 5
W inter Haven . . . 73,301 69,945 61,897 + 5 + 1 8 + 1 1

A thens . . . . . . 87,889 78,308 65,387 + 1 2 + 3 4 +  17
Brunsw ick . . . . . 45,487 42,071 37,495 + 8 +21 +  15
Dalton . . . . . . 105,450 95,329 81,428 +11 + 3 0 + 2 3
Elberton . . . . . . 15,692 14,420 14,162 + 9 + 11 - 4
G ainesville . . . . . 73,575 67,370 68,302 + 9 + 8 - 1

. . . 38,448 35,273 32,166 + 9 + 2 0 + 1 0
LaGrange . . . . . 21,813 23,738 20,417 - 8 + 7 - 1
New nan . . . . . . 23,063 25,929 23,852 - 1 1 - 3 + 8

. . . 80,666 72,699 64,329 + 11 + 2 5 +  10
V aldosta . . . . . . 58,583 54,661 50,813 + 7 + 1 5 + 8

Abbeville . . . . . 11,654 11,903 10,220 - 2 + 1 4 + 1 2
A lexandria . . . . . 146,326 135,110 128,602 + 8 + 1 4 + 2
Bunkie . . . . . . 6,293 6,089 5,918 + 3 + 6 + 6
Ham m ond . . . . . 38,029 41,963 39,276 - 9 - 3 + 3
New Iberia . . . . . 37,604 36,330 34,149 + 4 + 1 0 + 4
P laquem ine . . . 12,398 12,476 10,628 - 1 + 17 +  13
Thibodaux . . . . . 25,531 20,781 19,868 + 2 3 + 2 9 + 8

Biloxi-Gulfport . . . 115,158 106,122 95,260 + 9 + 21 + 1 2
H attiesburg . . . 59,362 55,755 53,813 + 6 + 1 0 + 7

. . . 37,646 36,873 29,963 + 2 + 2 6 + 1 5
M eridian . . . . . 61,240 63,380 57,012 - 3 + 7 + 4
N atchez . . . . . . 39,870 38,537 34,808 + 3 + 1 5 + 7
P ascag o u la— 

Moss Point . . . . 65,189 59,632 46,566 + 9 + 4 0 + 21
Vicksburg . . . . . 42,982 41,007 36,755 + 5 + 1 7 + 7
Yazoo City . . . . . 34,202 29,650 32,903 + 15 + 4 + 1 0

Bristol . . . . . . 80,829 79,463 60,473 + 2 + 3 4 + 2 7
Johnson  City . . . . 81,556 76,663 70,789 + 6 +  15 + 7
Kingsport . . . . . 177,628 181,021 152,199 - 2 +  17 + 11

SIXTH DISTRICT, Total 34,558,925 32,756,556 28,938,619r + 6 + 2 0 + 1 3

A labam a^ . . . . . 4,325,307 4,155,641 3,647,878 + 4 + 1 9 + 1 1
Florida! . . . . . . 11,167,563 10,181,260r 8,828,485 + 1 0 + 2 6 + 1 7
Georgia}: . . . . . 8,685,585 8,366,971 7,354,055r + 4 + 1 9 + 1 3
Louisiana*t . . . 4,311,672 4,149,504 3,821,577 + 4 + 1 3 + 8
M ississippi* t . . . . 1,486,756 1,492,029 1,305,516 - 0 + 1 4 + 1 2
T en n essee* t . . . 4 ,582,042 4,411,151 3,981,108 + 4 + 1 5 + 1 2

•In c lu d es  only b an k s in th e  Sixth D istrict portion of th e  s ta te . fP a rtia lly  e s tim a ted . tE s tim a ted . r-Revised. 
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D i s t r i c t  B u s i n e s s  C o n d i t i o n s

The D istrict’s econom y has slack en ed  its pace of ad van ces. With the unem ploym ent rate at a low level, 
a worker shortage has inhibited nonfarm job growth. Consum er activity w as more subdued  during April 
than in recent m onths. Tapering off from April’s  high rate of gain , b u sin ess  lend ing  rose only m oderately  
in May. Virtually all indicators su g g est the recovery in construction  volum e has topped  out. Agricultural 
p rospects have im proved.

April’s  overall unem ploym ent rate equalled  that 
of March, and the rate for experienced  workers, as  
m easured by unem ploym ent insurance c la im s, fell 
below  2 percent. M an u factu rin g  em p lo y ees  took  
h om e sm aller  p a y ch eck s b ecau se  o f a red u ction  
in  jobs and  a  shorter w orkw eek. D is tr ic t  firm s 
received  few er d e fen se  con tracts in  th e  first quar­
ter th an  in  th e  record h igh  fourth  quarter o f 1967.

In April the incom e of individuals reversed the  
m oderate dip recorded in March. S p en d in g , as  
m easu red  b y  bank  d eb its, ed ged  upw ard frac­
tio n a lly . A  sm all ad van ce in  reta il sa le s  reflects in  
part m ore su b d u ed  a u tom ob ile  sa les , com pared  
w ith  th e  b u oyan t a c tiv ity  d uring  M arch . N ew  
consum er cred it a t com m ercia l banks con tin u ed  
to  ex ceed  loan  rep aym en ts, b u t A p r il’s rate w as 
slow er.

In May loan expansion  at large banks m oder­
ated  from the high April rate. L en d in g  to  con ­
stru ction  an d  serv ice  firm s provided  m uch  of th e  
in crease  in  b u sin ess  loans, w h ile  consum er an d  real 
e sta te  loan s w ere p rin cip a l ga iners in  th e  n o n b u si­
n ess  categories. L arge d en om in ation  certifica tes  
o f d ep o sit  ad van ced  s lig h tly  on  th e  strength  of

th ose  issu ed  to  s ta te  an d  loca l govern m ents. O ver­
a ll tim e-d ep o sit grow th slow ed  som ew hat.

For the secon d  co n secu tiv e  m onth the five- 
m onth m oving average of the index of D istrict 
con struction  con tracts w as lower in April. T h e
to ta l w as p u lled  dow n  b y  a sharp  2 9 -p ercen t drop  
in  n o n resid en tia l con tracts an d  a  con sid erab le  
w eak en in g  in  resid en tia l vo lu m e. S a v in g s  and  
loan  a sso c ia tio n s  co n tin u ed  to  ad d  to  th eir  o u t­
sta n d in g  loan  com m itm en ts, in  sp ite  o f further  
d ec lin es  in  n ew  sa v in g s in flow s. A sso c ia tio n s  in  
severa l m etrop o litan  areas ex p er ien ced  a  n e t  lo ss  
o f sav in gs from  M arch  lev e ls , an d  a  grow ing  
num ber slow ed  their  n ew  m ortgage len d in g  pace.

Spring growing con d ition s have generally  been  
good, excep t in local areas w hich have experienced  
unusual w eather problem s. P la n tin g s  in  m o st areas 
are n earin g  com p letion . T h e  in d ex  o f p rices re­
ce ived  rose o n e  p ercen t in  A pril; o n ly  broilers an d  
som e citru s prod u cts m oved  a g a in st th e  trend. 
P each  p rod u ction  in  n in e  sou th ern  sta tes  is  ex ­
p ected  to  b e  u p  63  p ercen t from  la s t  year.
NOTE: Data on which statements are based have been ad­

justed whenever possible to eliminate seasonal in­
fluences.
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