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U n i f o r m  P r i c e  a n d  

B a n k i n g  M a r k e t  

D e l i n e a t i o n

b y  C h a r l e s  D .  S a l l e y

This study tests the service area m ethod of geographic banking market 
delineation, using a uniform price criterion. Secondarily, the study seeks to 
identify other uniform perform ance variables that may coexist with geographically 
uniform prices. These other variables include banks' return on assets and 
capital, measures of portfolio mix, and measures of operating efficiency. There 
is no theoretical expectation that most of these variables, apart from profit 
and output measures, should be uniform in separate geographic markets. 
Coincidental uniformities are sought primarily for future investigation, although 
they might serve as proxies for price measures that are difficult to obtain.
The study attem pts to delineate objectively num erous local markets that can 
be used to evaluate proposed bank mergers. Previous studies have used the 
more readily available county and SMSA boundaries or subjective estimates 
of econom ic trade areas.

M a r k e t  d e f i n i t i o n  b o u n d s  a n t it r u s t  j u r i s d i c t i o n  b o t h  t h e o r e t i c a l l y  a n d  
a d m i n i s t r a t iv e l y .  T h e  A n t i - M e r g e r  A c t  o f  1 9 5 0  p r o h i b i t s  m e r g e r s  w h i c h  
s u b s t a n t ia l ly  le s s e n  c o m p e t i t i o n  " in  a n y  l in e  o f  c o m m e r c e  in  a n y  s e c t io n  
o f  t h e  c o u n t r y . "  T h e s e  p r o d u c t  a n d  g e o g r a p h ic  a re a s , o r  m a r k e t s ,  m u s t  
b e  e m p i r i c a l l y  d e l i n e a t e d  to  e v a l u a t e  t h e  c o m p e t i t i v e  i m p a c t  o f  p a r t i c u l a r  
m e r g e r s  f o r  e n f o r c e m e n t  p u r p o s e s .  P r io r  t o  e m p i r i c a l  d e l i n e a t i o n ,  t h o u g h ,  
m a r k e t s  m u s t  b e  c o n c e p t u a l l y  d e f i n e d  t o  e s t a b lis h  t h e  s o u g h t - f o r  p e r f o r m a n c e  
c r it e r ia  u n d e r l y i n g  a c tu a l c a s e  e v a lu a t io n s .

T h e  s o c ia l l y  d e s i r a b le  m a r k e t  p e r f o r m a n c e  c r it e r ia  s o u g h t  b y  s u c h  l e g is la t io n  
in c lu d e s  t h e  l o w e r  p r ic e  a n d  p r o f i t  l e v e ls  f o u n d  in  " c o m p e t i t i v e  m a r k e t s "  
in  c o n t r a s t  to  h ig h e r  p r ic e  a n d  p r o f i t  l e v e ls  e x p e c t e d  o f  " m o n o p o l i s t i c  m a rk e ts ."  
P o l i c y  a c t io n s  t h u s  p r e s u m e  c e r t a in  m a r k e t  d e f i n i t i o n s  a n d

Monthly Review, V o l.  LX, N o . 6. Free su b s c rip tio n  a n d  a d d itio n a l co p ie s  a va ila b le  
u p o n  re q u e st to  th e Research D e p a rtm e n t, Fed era l R ese rve  Bank o f  A tla n ta , 
A tla n ta , G e o rg ia  30303. M a terial h e re in  m a y  b e  re p rin te d  o r  abstra cted  p ro v id e d  
this Review, th e  Bank, a n d  th e a u th o r are c re d ite d . Please p r o v id e  this Bank's 
R esearch D e p a rtm e n t w ith  a c o p y  o f  a n y  p u b lic a tio n  in w h ic h  such m ateria l is 
re p rin te d .
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a c c o m p a n y in g  p e r f o r m a n c e  le v e ls .

In  s im p le s t  te rm s ,  a m a r k e t  m u s t  in c lu d e  b u y e rs  

a n d  s e l le r s .  In t e r a c t io n s  b e t w e e n  b u y e r s  a n d  s e l le r s  

e s t a b l is h  p r o d u c t ,  p r ic e ,  a n d  g e o g r a p h ic  d im e n s io n s  

w h ic h  e c o n o m is t s  a n d  p o l ic y m a k e r s  u s e  to  id e n t if y  

m a r k e ts .

Structural M arket D efin itio ns

T h e  m o s t  c o m m o n  d e f in it io n s  o f  m a r k e t s  a re  

s t r u c t u r a l ;  th a t  is , t h e y  a re  b a s e d  o n  t h e  n u m b e r  

o f  b u y e r s  a n d  s e l le r s .  S t r u c t u r a l  d e f in it io n s  p r e s e n t  

p r o b le m s ,  h o w e v e r ,  b e c a u s e  th e  n u m b e r  o f  p a r t i c i ­

p a n ts  in  a m a r k e t  v a r ie s  as th e  m a r k e t  b o u n d a r ie s  

c h a n g e ,  b o th  b y  p r o d u c t  d im e n s io n  a n d  b y  g e o ­

g r a p h ic  d e l in e a t io n .  T h e  n u m b e r  o f  b u y e r s  a n d  

th e  p r o d u c t  d e f in it io n  a re  d e t e r m in e d  s im u l t a n e ­

o u s ly ;  t h e  n u m b e r  o f  s e l le r s  a n d  th e  g e o g r a p h ic  

d e l in e a t io n  a re  d e t e r m in e d  s im u l t a n e o u s ly .

Product Line and Price

B u y e r s  h a v e  a m a r k e t  id e n t ity  o n ly  a s  t h e y  

c o m m o n ly  d e m a n d  a s p e c i f i c  p r o d u c t .  T o  is o la t e  a 

g r o u p  o f  b u y e rs ,  a m a r k e t  a n a ly s t  m u s t  f ir s t  is o la t e  a 

p r o d u c t .  A n  is o la t e d  p r o d u c t  is o n e  f o r  w h ic h  

b u y e r s  w i l l  a c c e p t  n o  s u b s t it u te s .  F o r  in s t a n c e ,  a 

b u y e r  m ig h t  b e  e q u a l ly  s a t is f ie d  w it h  o r a n g e  ju ic e  

o r  a  s o f t  d r in k .  In c r e a s e d  c o n s u m p t io n  o f  o n e  

r e s u lt s  in  a d e c r e a s e d  c o n s u m p t io n  o f  t h e  o t h e r .  

(T h is  s u b s t it u t a b i l i t y  in  c o n s u m p t io n  is c a l le d  

" c r o s s - e la s t ic i t y ." )  In  th is  c a s e ,  th e  t w o  f o r m s  o f  

r e f r e s h m e n t  a re  r a t h e r  c lo s e  s u b s t it u te s .  B e c a u s e  

th e y  h a v e  a h ig h  d e g r e e  o f  c r o s s - e la s t ic i t y ,  t h e y  d o  

n o t  m a k e  u p  t w o  c o m p le t e ly  s e p a r a t e  p r o d u c t  l in e s  

o r  m a r k e t s .  A  m o r e  is o la t e d  p r o d u c t  d e f in it io n  

w o u ld  b e  a c o l le c t iv e  t e rm , s a y , b e v e r a g e s ,  w h ic h ,  

a s a g r o u p , h a s  a  v e r y  lo w  d e g r e e  o f  c r o s s - e la s t ic i t y  

w ith  p r o d u c t s  l ik e  g a s o l in e  o r  in k .

A  w e l l - k n o w n  d e f in it io n  o f  a p r o d u c t  m a r k e t  

(o r  l in e  o f  c o m m e r c e )  r e q u ir e s  th a t  t h e  p r o d u c t  

" b e  b o u n d e d  o n  a ll s id e s  b y  a m a r k e t  g a p  in  th e  

c h a in  o f  s u b s t i t u t e s ." 1 C o m m o n  s e n s e  p la c e s  th e  

b u y e rs  o f  in k  a n d  th e  b u y e r s  o f  o r a n g e  ju i c e  o n  

o p p o s it e  s id e s  o f  s u c h  a g a p . H o w e v e r ,  in  th e  c a s e  

o f  c lo s e r  s u b s t it u te s  l ik e  o r a n g e  ju i c e ,  m ilk ,  a n d  

b e e r ,  m a r k e t s  m a y  b e  o u t l in e d  o n ly  b y  r e s o r t in g  to  a 

p r ic e  r e s p o n s e  m e a s u r e .  C r o s s - e la s t ic i t y  is a c t u a l ly  

a m e a s u r e  o f  s u b s t it u t io n  in r e s p o n s e  to  p r ic e  

c h a n g e . If th e  p r ic e  o f  o r a n g e  j u i c e  r o s e  h ig h  

e n o u g h ,  m ilk  o r  b e e r  m ig h t  n o t  a p p e a r  s o  r e m o t e  

as s u b s t it u te s .  O n  th e  o t h e r  h a n d , a t n o  p r ic e  o f  

o r a n g e  ju i c e  is in k  a l ik e ly  s u b s t it u te .  In  th is  w a y ,  

p r o d u c t  l in e s  c a n  b e  c o n c e p t u a l l y  is o la t e d  a n d  a

'Robinson, Joan. Economics of Imperfect Competition, New
York: St. M arlins Press, 1961, p. 5.

g r o u p  o f  b u y e r s  id e n t i f ie d  b y  t h e ir  r e a c t io n  to  p r ic e  

c h a n g e s .

O n c e  p r o d u c t  a n d  b u y e r s  a re  d e f in e d ,  s e l le r s  c a n  

b e  g r o u p e d  in to  in d u s t r ie s  ( p r o d u c t  l in e  s u p p l ie r s ) .  

" A n y  s u c h  s u b g r o u p  m a y  b e  c a l le d  an  in d u s t r y —  

s t r ic t ly  a g r o u p  o f  s e l le r s  o f  c lo s e - s u b s t i t u t e  o u t p u ts  

w h o  s u p p ly  a c o m m o n  g r o u p  o f  b u y e r s . " 2

G eo g ra p h ic  Area and Price*

T h e  d e f in it io n a l  r e la t io n  b e t w e e n  t h e  n u m b e r  o f  

s e l le r s  a n d  a g e o g r a p h ic  m a r k e t  p a r a l le l s  th e  

in t e r d e p e n d e n c e  b e t w e e n  th e  g r o u p  o f  b u y e r s  a n d  

th e  p r o d u c t  d e f in it io n .  A g a in ,  a p r ic e  m e a s u r e  

is u s e d  to  f o c u s  o n  th e  r e la t io n s h ip .

B o th  m o n o p o ly  a n d  c o m p e t it iv e  m a r k e t s ,  fo r  

e x a m p le ,  a re  s t r u c t u r a l ly  d e f in e d  a c c o r d in g  to  th e  

n u m b e r  o f  s e l le r s .  T h e  f e w e r  s e l le r s ,  th e  m o r e  

" c o n c e n t r a t e d ”  th e  p r ic in g  a n d  e x c h a n g e  d e c is io n s .  

E c o n o m ic  t h e o r y  a s s o c ia t e s  h ig h e r  le v e ls  o f  c o n ­

c e n t r a t io n  w ith  h ig h e r  p r ic e s ,  h ig h e r  p r o f it s ,  a n d  

lo w e r  o u t p u t .  M a n y  e m p ir ic a l  in v e s t ig a t io n s  a re  

c o n d u c t e d  to  e s t a b l is h  th is  t h e o r e t ic a l ly  e x p e c t e d  

s t r u c t u r e - p e r f o r m a n c e  l in k  u n d e r ly in g  m u c h  a n t i­

t ru s t  a c t iv it y .

O b v i o u s ly ,  t h o u g h , th e  n u m b e r  o f  s e l le r s  a n d  

th e  le v e l o f  c o n c e n t r a t io n  w i l l  d e p e n d  d ir e c t ly  o n  

th e  g e o g r a p h ic  e x t e n t  o f  th e  m a r k e t .  R e g u la t o r s  

m a y  w is h  to  d e f in e  a m a r k e t 's  c o n c e n t r a t io n  b y  th e  

n u m b e r  o f  p a r t i c ip a n t s ,  b u t  a s  p r ic e  t h e o r y  te x ts  

p o in t  o u t ,  " t o  k n o w  th e  p r o p e r  n u m b e r  o f  

in d iv id u a ls  to  in c lu d e  w it h in  t h e  m a r k e t  fo r  a 

c o m m o d i t y ,  t h e  m a r k e t  a re a  fo r  th e  p r o d u c t  m u s t  

b e  e s t a b l i s h e d ." :i It is p o s s ib le  to  d e f in e  a r b it r a r i ly  

a m a r k e t  so  s p e c ia l i z e d  a n d  so  lo c a l th a t  t h e r e  w il l  

b e  b u t  o n e  s e l le r  o f  a p a r t i c u la r  p r o d u c t .  C o n t r a s t  

t h e  n a r r o w  P o rt  St. J o e , F lo r id a ,  m a r k e t  fo r  a u to  

in v e n t o r y  lo a n s  w it h  a b r o a d  n a t io n a l  m a r k e t  fo r  

b u s in e s s  c r e d it .  T h e  f ir s t  is g e o g r a p h ic a l ly  s m a ll  w ith  

f e w  s e l le r s ;  th e  s e c o n d  is la rg e  a n d  in c lu d e s  m a n y  

s e l le r s .  M a r k e t  s t r u c t u r e  a n d  e x t e n t  a re  in t e r r e la t e d  

in  th a t  d e f in it io n s  o f  o n e  b a s e d  o n  th e  o t h e r  a p p e a r  

to  b e  c i r c u la r  o r  in d e t e r m in a t e .

T h e  m u t u a l i t y  in  s t r u c t u ra l  g e o g r a p h ic  d e f in it io n s  

o f  m a r k e t s  is t r a d it io n a l ly  o v e r c o m e  b y  r e s o r t in g  

to  a p r ic e  d im e n s io n .  A lf r e d  M a r s h a l l  d e f in e s  a 

g e o g r a p h ic  m a r k e t  a s  th e  a re a  w it h in  w h ic h  p r ic e  

te n d s  to  u n if o r m it y .  " T h u s ,  th e  m o r e  n e a r ly  p e r f e c t  

a m a r k e t  is , th e  s t r o n g e r  is th e  t e n d e n c y  f o r  th e

-Bain, joe. Industrial Organization, New York; W iley, 1968, p. 6.

*The synthesis of concepts used to define the theoretical banking 
market in this study was suggested in conversations with 
David D. Whitehead, economist at the Federal Reserve Bank 
of Atlanta, concerning his dissertation in progress.

:tStigler, George j. The Theory of Price, New York: M acmillan, 
1966, p. 92.
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T h e  D a t a

Sixty-eight Florida banking markets were examined 
because their geographic delineation has been estab­
lished on the service area basis in the course of many 
actual bank acquisition cases. Only markets having 
more than one bank were selected, since the investiga­
tion centers on comparing price variation within 
markets with the variation among markets. The 
markets include a total of 539 banks; the largest market 
contains 70 banks and the smallest, 2 banks.

Price variables used in previous studies have been 
limited to passbook savings rates, sampled rates on new 
automobile loans, and sampled rates on unsecured 
personal loans. The present analysis uses four actual

savings rates, a calculated rate paid for borrowed funds, 
and a calculated measure of  account service charges 
for all banks in the respective market areas.

The savings rates for 336 banks are taken from the 
Federal Reserve System's Quarterly Survey of Time 
and Savings Deposits for October 1973. Rates for the 
remaining 203 banks were obtained from FDIC reports 
of examination conducted during 1973. The other per­
formance variables are taken from the Federal Reserve 
System's Bank Operating Ratios for 1973. These 
individual bank ratios are calculated from an average 
of three Reports of Condition filed during the year.

T h e  Statistical T est

The statistical test is basically one of significant 
difference in the mean price prevailing in two areas 
designated as separate banking markets. The null 
hypothesis is that there is only a single market— the 
prices in the subdivided areas are merely the mean 
prices of  two randomly drawn samples from the same 
population. There should be no difference except 
by chance variation between these means as estimates 
of the hypothesized common population mean. 
However, if the test yields significant differences in the 
means, of the divided areas, the null hypothesis must be 
rejected; significantly different means must have come 
from different populations. Then the alternate 
hypothesis holds: The two areas may be taken as 
separate banking markets.

Such a test of  two means can be extended to test 
for differences among the means of more than two 
samples (markets) using analysis of  variance and the 
F-test. (The technique works with variances, though, 
rather than means.) If a uniform price is characteristic 
of properly isolated geographic markets, there should 
be little variation of price within these markets. And 
if the markets are actually isolated, there should be 
some variance among their prices because of differing 
local circumstances. If the markets are indeed separate, 
the price variation between markets, then, will be 
greater than the variation within them. The between 
market variance: within market variance ratio (the 
F-ratio) will be greater than one. ’

The null hypothesis is that the areas defined by 
overlapping bank service areas are not separate 
markets, that these groupings are merely random 
samples from a common population. If this is the case, 
the F-ratio, except for chance variation, will be equal 
to one. An F-ratio was calculated for each price variable 
and also for the other performance measures.

’ The F-ratio is actually a comparison of two independent 
estimates of the population variance. O ne is derived from 
variance within samples and the other from the variance of the 
sample means. If they are in fact both estimates of the same 
population, their ratio w ill equal one. Blalock, Hubert M. 
Social Statistics, New York: M cGraw -H ill, 1972.

F-ratios were also calculated for each performance 
variable after the banking markets were redefined by 
using the arbitrary but more commonly used county- 
line delineation. This tests the accuracy of county lines 
(in Florida) as a proxy for delineated markets.

Previous studies did not use the F-test because the 
only price variable used was the passbook savings rate. 
Since the Federal Reserve Board's Regulation Q sets a 
maximum rate payable on such accounts, the rate 
variations among banks would not be normally 
distributed, even though not all banks pay the ceiling 
rate. The F-test is limited to samples (markets) drawn 
from normal populations.

For this reason, Edwards- used the following t-test:

x7 -x^

~\l Sh S': 
v N> N 2

where Ni and N-j are the banks in either market,
Si and S  ̂ are the standard deviation, and Xi and 
Xs are the mean interest rates. Glassman, in a more 
ambitious study of all banking markets in Pennsylvania, 
used the chi-square test . ;

Nonetheless, the analysis of variance was chosen for 
the present study, since in the fall of  1973 Regulation 
Q interest rate ceilings did not apply to the four-year 
and large-denomination CD rates. These, as well as the 
operating ratios, may be assumed to come from normal 
populations. Also, Cochran suggests that with 
nonnormality in the experimental errors, the true 
probability corresponding to the 1-percent significance 
level of the F-table may lie between one-half of 1 
percent and 2 percent.4

-Edwards, Frank R. "The Banking Com petition Controversy,"  
National Banking Review, September 1965, p. 8.

■'Classman, Cynthia A. "Banking Markets in Pennsylvania,"  
Changing Pennsylvania's Branching Laws, Federal Reserve Bank 
of Philadelphia, 1973, pp. 19-41.

^Cochran, W. G. "Som e Consequences W hen the Assumptions 
lor the Analysis of Variance are not Specified ," Biom etrica, 
March 1947, pp. 22-38.
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The F-ratios for the 68 delineated markets are 
significantly greater than 1 for 7 of the 8 price measures 
(see table). Five are significant at the .01 level, and two 
others are significant at the .05 level. The null hypothesis 
that these geographic areas are not separate banking 
markets on the basis of  uniform price can be rejected.

The F-ratios for the 51 county markets are 
significantly greater than 1 for six of  the eight price 
measures. Five are significant at the .01 level, and one is 
significant at the .05 level. The test of the delineated 
market areas obtained a higher level of significance 
than the county market test only on the performance 
variable that included interest received for Federal 
funds.

Two conclusions seem reasonable: (1) Geographic 
areas in Florida delineated by clustering bank service 
areas are separate banking markets and (2) county 
boundaries are valid proxies for banking markets, at 
least when concentration or performance studies are 
carried out with statewide data. This may not be true 
for studies limited to a small number of counties.

Nine additional performance measures have F-ratios 
greater than one. All are at the very high .01 level of 
significance. Various hypotheses and conclusions can 
be drawn to "fit" these results. In general, the local 
uniformity of income shares related to pricing, wage 
measures of efficiency, and portfolio mix seem to 
coincide with the uniform price delineation of 
separate banking markets. On the other hand, rates 
of return and measures of risk, contrary to theoretical 
expectation, are not uniform within markets delineated 
either by service area or by county line technique.
Bank size and time in operation are likely influences 
on these variables.

The level of significance for interest paid on 
$1,000 four-year certificates was disappointingly low, 
although a somewhat higher level of  significance was 
obtained in delineated markets (.18) than in county 
markets (.36). These savings certificates are the highly 
publicized and controversial "wild card" certificates 
exempted from Regulation Q rate ceilings during the 
period when the data were reported. As a highly 
competitive savings instrument, rates on these 
certificates were expected to provide a particularly 
accurate test of local banking market delineation.

Two explanations might account for the low level 
of significance obtained. The certificates, introduced 
first in the summer of  1973, may have appeared too 
recently to have established equilibrium market prices 
by the time of the October survey. Alternatively, 
many banks may not have been interested in raising 
funds in this manner and consequently priced their 
certificates well below the local market rate. For this 
reason, a 5-percent quoted rate might appear amid 
several 8-percent quoted rates in the same market. 
Such great local variance would produce a very 
low F-ratio.

Finally, an analysis of variance of deposit  size by 
banking market was performed as a loose check for 
the influence of bank size on the performance 
measures. Although the test is no substitute for a 
vigorous two-way analysis of variance to remove the 
influence of  bank size, a large F-value would indicate 
the need for further testing. The F-ratio was less than 
one both for delineated markets and county markets, 
indicating that there is no systematic variation among 
markets and bank size which would bias the 
conclusions.

s a m e  p r ic e  t o  b e  p a id  f o r  t h e  s a m e  t h in g  at all p a rts  
o f  t h e  m a r k e t . " 4 ( T h is  p r e s u m e s  th a t  t h e  p r o d u c t  
l in e  h a s b e e n  d e f in e d .)

E m p ir ic a l  s t u d ie s  h a v e  g e n e r a l l y  f o l l o w e d  
M a rs h a ll' s  (a n d  L o e s c h 's )  m e a n s  o f  g e o g r a p h ic  
d e l i n e a t i o n .  S c h w e ig e r  a n d  M c G e e  f irs t  u s e d  p r ic e  
u n i f o r m i t y  as a t o o l  o f  i d e n t i f y i n g  b a n k in g  m a r k e t s  
in  1 9 6 1 , u t i l i z i n g  s ta te  b o u n d a r i e s  as s ig n if ic a n t  
m a r k e t  d e lin e a t o r s .  T h e y  f o u n d  th a t  e v e n  w h e n  
s ta te  lin e s  c ro s s  t h r o u g h  s in g le  m e t r o p o l i t a n  a re a s , 
p r ic e s  d if f e r  s i g n if i c a n t l y  o n  e i t h e r  s id e , in d ic a t in g  
s e p a ra te  g e o g r a p h ic  m a r k e t s .5

S c h u ll  a n d  h l o r w i t z  u s e d  t h e  p r ic e  a p p r o a c h  in  
1 9 6 4  to  e s ta b lis h  th a t  s u b s e c t o r s  o f  m e t r o p o l i t a n  
a re a s  w i t h  b r a n c h in g  s y s t e m s  f o r m  s in g le  b a n k in g  
m a rk e ts ,  w h e r e a s  u n it  b a n k in g  m e t r o  a re a s  h a v e  
less p r ic e  u n i f o r m i t y  a n d , t h e r e f o r e ,  c o n s is t  o f  
n u m e r o u s  s u b m a r k e t s .

" O u r  c o n c e p t i o n  o f  a 'm a rk e t'  is th e  t r a d it io n a l  
e c o n o m i c  o n e .  It is a p a r t ic u la r  p la c e  in  w h i c h  
g o o d s  o r  s e r v ic e s  a re  b o u g h t  a n d  s o ld ,  a n d  in 
w h i c h  t h e  r e l a t i o n s h i p  b e t w e e n  b u y e r s  a n d  s e lle rs  
is s u c h  th a t  t h e  p r ic e s  o f  t h e  'sa m e ' p r o d u c t s  t e n d  
t o w a r d  e q u a l i t y .  . . . b u t  if a p r o d u c e r  c a n  
'se p a ra te ' h is  c u s t o m e r s  s o  th a t  h e  c a n  c h a r g e  
d if f e r e n t  p r ic e s  f o r  t h e  'sa m e ' p r o d u c t ,  h e  is, in  
e ff e c t ,  s e l l in g  in  m o r e  th a n  o n e  'm a rk e t.'  " r“
S e ll in g  t h e  s a m e  a rt ic le  at d if f e r e n t  p r ic e s  to  

d if f e r e n t  b u y e r s  is c a lle d  p r ic e  d i s c r i m i n a t i o n ; 7 a 
p r o d u c e r  is t a k in g  a d v a n t a g e  o f  g e o g r a p h ic  b a r r ie r s  
b e t w e e n  p a rts  o f  a p r o d u c t  m a r k e t  to  c h a r g e  d if f e r ­
e n t  p r ic e s  f o r  t h e  s a m e  t h in g .  D i f f e r e n t  p r ic e s  a re  
p o s s ib le  o n l y  w h e n  a p r o d u c e r  o r  s e v e r a l p r o d u c e r s  
d o  n o t  fa c e  a c o m m o n  g r o u p  o f  b u y e r s .  B u y e r s  
m u s t  b e  s o m e h o w  d i v i d e d  s o  th a t  g o o d s  s o ld  
c h e a p e r  in o n e  a re a  c a n n o t  b e  b o u g h t  f r o m  th e  
p r o d u c e r  a n d  t h e n  r e s o ld  in th e  h ig h e r - p r i c e  a re a .

4Marshall, Alfred. Principles of Economics, London: Macmillan, 
1961 ed., p. 324.

5Schweiger, Irving, and McGee, John S. "Chicago Banking,"
The Journal of Business of the University of Chicago,
July 1961, p. 258.

“Schull and Horwitz, "Branch Banking and the Structure of 
Competition," National Banking Review, March 1964, 
pp. 301-341.

’ Robinson, op cit., p. 179.

FEDERA L RESERVE BANK O F  ATLANTA 8 9

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



A  u n if o r m  p r ic e  fo r  th e  s a m e  c o m m o d i t y ,  t h e n ,  is 

t a k e n  a s e v id e n c e  th a t  t h e r e  is a c o m m o n  g r o u p  o f  

b u y e r s .

T h is  s a y s  th a t  th e  d e m a n d  c u r v e  fo r  a c o m m o d i t y  

in  e a c h  m a r k e t ,  if it is t ru ly  s e p a r a t e ,  is in d e p e n d e n t  

o f  th e  p r ic e s  c h a r g e d  in  o t h e r  m a r k e t s .  F o r  in s t a n c e ,  

if a  b a n k  lo w e r e d  its p r ic e ,  o t h e r  b a n k s  s e r v in g  a 

c o m m o n  g r o u p  o f  b u y e r s  w o u ld  b e  f o r c e d  to  lo w e r  

t h e ir  p r ic e s  a ls o  o r  lo s e  b u s in e s s .  P r ic e  d is c r im in a t io n  

e it h e r  b y  o n e  f irm  o r  s e v e ra l  s e p a r a t e  f irm s  w o u ld  

n o t  b e  p o s s ib le  a n d  a c o m m o n  p r ic e  w o u ld  

p r e v a il  in  th e  g e o g r a p h ic  m a r k e t .  (A  s in g le  p r ic e  

w o u ld  a ls o  p r e v a i l ,  o f  c o u r s e ,  if t h e r e  w e r e  o n ly  o n e  

b a n k  s e r v in g  a n  is o la t e d  g r o u p  o f  c u s t o m e r s . )

A  b a n k  o u t s id e  t h e  m a r k e t ,  i .e . ,  o n e  s e rv in g  a 

d if f e r e n t  g r o u p  o f  b u y e r s  in  s o m e  w a y  is o la t e d  

f ro m  th e  f ir s t  g r o u p ,  c o u ld  m a in t a in  a p r ic e  d i f ­

f e r e n c e .  D i f f e r e n c e  in  p r ic e  c a n  b e  u s e d ,  t h e n ,  a s  an  

in d ic a t o r  o f  d if f e r e n t  g e o g r a p h ic  m a r k e t s .  T h is  sa y s  

n o t h in g , h o w e v e r ,  a b o u t  e x p e c t e d  d if f e r e n c e s  in  

p r ic e  le v e l a n d  a n y  c o r r e la t io n  w ith  th e  n u m b e r  

o f  s e l le r s .

F r a n k  E d w a r d s  a ls o  u s e d  a u n if o r m  p r ic e  c r i t e r io n  

in  h is  1 9 6 5  s tu d y  o f  th e  s ig n if ic a n c e  o f  s ta te  

b o u n d a r ie s  a s  g e o g r a p h ic  m a r k e t  l im it s .

“ It is o b v io u s  th a t  t w o  m a r k e t s  m a y  h a v e  

id e n t ic a l  o r  n e a r ly  id e n t ic a l  p r ic e s  b e c a u s e  o f  a 

c o in c id e n t a l  c o m b in a t io n  o f  s u p p ly ,  d e m a n d ,  a n d  

s t r u c t u r e .  H o w e v e r ,  w h e n  a  s ig n if ic a n t  d i f f e r e n c e  

d o e s  e x is t  b e t w e e n  th e  'm e a n '  p r ic e s  in  t w o  a re a s ,  

t h e s e  m a y  b e  t a k e n  a s  d if f e r e n t  ' m a r k e t s . ' ,,s

The Uniform Price Criterion

P r ic e  u n if o r m it y ,  t h e n ,  a p p e a r s  to  b e  a u s e fu l  

t o o l in  e m p ir ic a l l y  e s t a b l is h in g  g e o g r a p h ic  m a r k e t s .  

T h is  in it ia l  d e l in e a t io n  is o f  o v e r r id in g  im p o r t a n c e  

in  s t r u c t u r a l  a n t it ru s t  c a s e s ,  s in c e  it a u t o m a t ic a l ly  

e s t a b l is h e s  t h e  c o n c e n t r a t io n  le v e l .

M o r e  a c c u r a t e ly  s ta t e d ,  th e  u n if o r m  p r ic e  m e a s u r e ,  

r a t h e r  th a n  d e l in e a t in g  m a r k e t  l im it s ,  v e r if ie s  a 

m a r k e t  p r e v io u s ly  e s t a b l is h e d  in  th e  m a n n e r  

d e s c r ib e d .  F irs t ,  th e  p r o d u c t  l in e  is is o la t e d  in  te rm s  

o f  a  la c k  o f  s u b s t it u t e s .  S im u lt a n e o u s ly ,  a ra n g e  

o f  b u y e r s  fo r  t h e  p r o d u c t  l in e  is e s t a b l is h e d ,  i .e .,  

t h o s e  w h o  v ie w  th e  p r o d u c t  a s  u n iq u e .  A  ra n g e  o f  

s e l le r s ,  th e  in d u s t r y ,  is n e x t  a p p r o x im a t e d  a s t h o s e  

f ir m s  c a p a b le  o f  s u p p ly in g  t h e  p r o d u c t .  T h e s e  a re  

p o t e n t ia l  b u y e r s  a n d  s e l le r s  in  th e  p r o d u c t - l in e  

s e n s e .  T h e  f ir s t  g e o g r a p h ic  e s t im a t e  to  in c lu d e  a 

s p e c i f i c  d o m a in 9 o f  s e l le r s  a n d  b u y e r s  is ju d g m e n t -  

a l ly  c h o s e n  o n  t h e  b a s is  o f  o b s e r v e d  e x c h a n g e  

p a t te r n s ,  t h e  r o le  o f  d is t a n c e  b e t w e e n  b u y e r s  a n d

s e l le r s ,  n a tu r a l o b s t a c le s  s u c h  a s m o u n t a in s  a n d  

r iv e r s — a ll u s u a l ly  s u m m e d  u p  b y  a n  e x is t in g  p o l i t i ­

c a l b o u n d a r y ,  s u c h  as  a c ity ,  S M S A ,  o r  c o u n t y  l im it .  

S u c h  b o u n d s  a re  t a k e n  a r b it r a r i ly  a s  b a r r ie r s  to  

b u y e r  m o b i l i t y  a n d  a s f in a l d e l in e a t o r s  o f  is o la t e d  

a n d , t h e r e f o r e ,  c o m m o n  g r o u p s  o f  b u y e rs .

T h is  p r o c e d u r e  o f  a r r iv in g  a t a s t r u c t u r a l  m a r k e t  

d e f in it io n  c la r i f ie s  th e  im p o r t a n c e  a t t a c h e d  to  th e  

in it ia l  d i s c u s s io n  o f  b a n k in g  as a l in e  o f  c o m m e r c e .  

W h e n  th e  J u s t ic e  D e p a r t m e n t  o b je c t e d  to  th e  

m e r g e r  o f  th e  P h i la d e lp h ia  N a t io n a l  B a n k  a n d  th e  

G ir a r d  T r u s t  C o r n  E x c h a n g e  in  1 9 6 3 ,  id e n t if y in g  

b a n k in g 's  e s s e n t ia l  p r o d u c t  l in e  b e c a m e  c r u c ia l .  T w o  

l in e - o f - c o m m e r c e  c o n c e p t s  e m e r g e d  d u r in g  th e  

c a s e .  O n e ,  an  e x t e n s io n  o f  th e  s t a n d a r d  e c o n o m ic  

m o d e l o f  a m u lt ip le  p r o d u c t  f ir m , m a in t a in s  th a t  

b a n k s  s e ll d is t in c t  p r o d u c t s ,  s u c h  a s  p a y m e n t  s e r ­

v ic e s ,  lo a n s ,  f id u c ia r y  s e r v ic e s ,  e t c . ,  to  s e p a r a t e  

g r o u p s  o f  c u s t o m e r s .10 A c c o r d in g ly ,  th e  d e m a n d  

e la s t ic i t ie s  a re  d if f e r e n t  fo r  e a c h  p r o d u c t  l in e  

( i .e .,  t h e r e  is a g a p  in  th e  c h a in  o f  s u b s t it u t e s ) ,  a n d  

a b a n k  c a n  p r a c t ic e  p r ic e  d is c r im in a t io n .  ( G e o ­
g r a p h ic  d e f in it io n s  c a n  th e n  b e  c o n s t r u c t e d  fro m  

in d iv id u a l ly  d e f in e d  p r o d u c t  l in e s .)  In  th is  p a r t i c u la r  

c a s e ,  lo w e r  c o u r t s  v ie w e d  c r e d it  a s  t h e  p r im a r y  

p r o d u c t .  C o m m e r c ia l  c r e d it  a s  a l in e  o f  c o m m e r c e  

p e r m it t e d  g e o g r a p h ic  d e l in e a t io n  o f  a b r o a d  n a t io n a l  

m a r k e t  w h ic h ,  o f  c o u r s e ,  w o u ld  b e  lit t le  a f f e c t e d  b y  

a lo c a l  m e r g e r .

T h e  a lt e r n a t iv e  l in e - o f - c o m m e r c e  c o n c e p t  v ie w e d  

b a n k in g  as a c o m p o s i t e  s e r v ic e  in d u s t r y .11 L o a n  

c u s t o m e r s  a re  g e n e r a l ly  d e p o s it  c u s t o m e r s  a ls o ,  

e s p e c ia l l y  w h e n  c o m p e n s a t in g  b a la n c e  r e q u ir e m e n t s  

a re  c o n s id e r e d .  E m p ir ic a l l y ,  lo n g - t e r m  c u s t o m e r  

r e la t io n s h ip s  a re  o b s e r v e d  r a t h e r  th a n  a c o n s t a n t  

s h if t in g  o f  c u s t o m e r s  f r o m  b a n k  to  b a n k  in  

r e s p o n s e  to  th e  p r ic in g  o f  in d iv id u a l  s e r v ic e s .  

F o l lo w in g  th is  c o n c e p t ,  th e  S u p r e m e  C o u r t  f o u n d  

c o m m e r c ia l  b a n k in g  to  b e  a s in g le  l in e  o f  c o m m e r c e  

in  f a ir ly  n a r r o w ,  lo c a l i z e d  m a r k e t s .  T h e  p r o p o s e d  

m e r g e r  w o u ld  n a t u r a l ly  le a d  to  h ig h e r  c o n c e n t r a t io n  

in  th e  m a r k e t  d e l in e a t e d  a s t h e  lo c a l  P h i la d e lp h ia  

a re a ,  a n d  th e  m e r g e r  w a s  e n jo in e d .

The Service Area Concept

In  a c t u a l ly  d e l in e a t in g  g e o g r a p h ic  m a r k e t s ,  

t h o u g h , th e  t w o  c o n c e p t s  a re  p e r h a p s  n o t  m u t u a l ly  

e x c lu s iv e .  M a n y  s t u d ie s  h a v e  c o n c lu d e d  th a t  th e  

m a rk e t (s )  fo r  th e  m a jo r i t y  o f  b a n k in g  s e r v ic e s  is

1 °Schu11, Bernard. "C om m ercia l Banks as M ultiple-Product 
Price-Discrim inating Firm s,” Banking and Monetary Studies,

--------------  ed. Deane Carson, Homewood, Illino is: Richard D. Irwin,
8Edwards, Frank R. "The Banking Com petition Controversy," Inc., 1963, pp. 351-368.
National Banking Review, September 1965, p. 8.

"Flodgm an, Donald R. Commercial Bank Loan and Investment
9Range and domain are used in the functional sense of mapping Policy, Bureau of Econom ic and Business Research, Urbana,

a specific subset from all possible market participants. Illino is: University of Illino is Press, 1963.
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F L O R ID A  B A N K IN G  M A R K E T  F - R A T I0 S  (1 9 7 3 )

68 Delineated 
Markets

51 County 
Markets

Prices Paid
Passbook Savings 2.78 + (.01)* 3.50 + (.01)
1 to 2V2-year Certificate 2.25 + (.01) 3.46 + (.01)
$1,000 4-year Certificate 1.17 (.18) 1.07 (.36)
$100,000 Certificate 1.33 (.05) 1.52 (.02)
Interest Paid on Deposits/Assets 4.33 (.01) 4.20 (.01)
Interest on Tim e & Savings Deposits/Total T & S Deposits 1.65 (.01) 1.55 (.01)

Prices Charged
Interest & Fees on Loans/Average Loans Outstanding 1.81 (.01) 2.08 (.01)
Interest & Fees on Loans & FF/Average Loans Outstanding 1.35 (.04) 1.33 (.07)

Income Shares
Deposit Account Service Charges/Total Operating Income 2.86 (.01) 4.65 (.01)
Interest & Fees on Loans/Total Operating Income 2.11 (.01) 2.08 (.01)
U. S. Securities Incom e/Total Operating Income 2.72 (.01) 3.56 (.01)

Portfolio Mix
G ross Loans/Total Assets 2.56 (.01) 2.56 (.01)
Consum er Loans/G ross Loans 2.06 (.01) 2.64 (.01)
Tim e & Savings Deposits/Total Deposits 4.78 (.01) 4.95 (.01)

Rates of Return
After Tax Incom e/Equity Capital .80 (.86) .95 (.57)
After Tax Incom e/Assets 1.03 (.42) 1.04 (.40)
Net Incom e/Assets 

Efficiency and Risk Measures

1.17 (.18) 1.27 (.11)

W ages/Assets 2.08 (.01) 2.84 (.01)
Sa laries and W ages/Total Operating Income 1.87 (.01) 2.48 (.01)
Interest Paid on Deposits/Total Operating Income 4.29 (.01) 4.25 (.01)
Interest Paid on Borrowed Money/Total Operating Income .73 (.92) .73 (.88)
Loan Losses/Average Loans Outstanding  

Based on data from 539 banks 

+ Normality assum ption violated

* Level of significance, i.e., .01 probability, that F-value is by chance

.98 (.52) 1.23 (.14)

f a i r ly  l o c a l.1" M o r e o v e r ,  i n d i v i d u a l  b a n k  s e r v ic e  
a re a s  f o r  d e m a n d  d e p o s it s ,  t i m e  d e p o s it s ,  b u s in e s s  
lo a n s , a n d  c o n s u m e r  lo a n s , as d e t e r m i n e d  in  
n u m e r o u s  m e r g e r  a n d  h o l d i n g  c o m p a n y  a c q u is it io n  
a p p lic a t io n s ,  r a r e ly  e x t e n d  b e y o n d  lo c a l p o lit ic a l  
l im its . T h e  s e r v ic e  a re a  as a r e g u la t o r y  d e f i n i t i o n  
is th e  c o n t i g u o u s  g e o g r a p h ic  a re a  f r o m  w h i c h  a 
b a n k  d e r iv e s  a p p r o x i m a t e l y  80 p e r c e n t  o f  its d e p o s it s  
o r  lo a n s . L o a n  s e r v ic e  a re a s  t e n d  to  b e  s o m e w h a t  
la r g e r  th a n  d e p o s i t  s e r v ic e  a re a s , b u t  t h e ir  b o u n d s  
r e m a in  lo c a l w h e t h e r  m e a s u r e d  b y  n a r r o w e r  p r o d u c t  
lin e s  o r  b y  n u m b e r  o r  d o l l a r  a m o u n t  o f  a c c o u n t s  
a n d  re g a rd le s s  o f  a c c o u n t  s a m p le  s i z e . 13

W i t h  th is  e v id e n c e ,  t h e  t w o  t h e o r e t ic a l  c o n c e p t s  
m ig h t  b e  r e c o n c i l e d .  It c o u l d  w e l l  b e  th a t  t h e r e  
a re  b a n k in g  p r o d u c t  l in e s  th a t  h a v e  d if f e r e n t

“ Federal Reserve Bank of Chicago, Bank Loans to Business, Chicago, 
1956; Kaufman, George G. “ Bank Market Structure and 
Performance: The Evidence from Iow a," Southern Econom ic  
Journal, April 1966, pp. 429-439.

“ Austin, Douglas V. "D efin ing  the Market Area of a Bank,"
The Bankers Magazine, spring 1969, p. 73.

d e m a n d  e la s t ic it ie s . H o w e v e r ,  J o a n  R o b i n s o n  a d d e d  
a s a lie n t  c o n d i t i o n  f o r  t h e  m u l t i p l e  p r o d u c t  
a r g u m e n t :  P r ic e  d is c r i m in a t i o n  is p o s s ib le ,  “ p r o ­
v i d e d  th a t  t h e  e la s t ic it ie s  o f  d e m a n d  in  t h e  
s e p a ra te  m a r k e t s  a re  n o t  e q u a l.' ' 14 S o  t h e  c o n ­
v e n i e n c e  o f  " o n e - s t o p  b a n k in g "  o r  th e  r e q u i r e m e n t  
th a t  lo a n  c u s t o m e r s  m a in t a in  c o m p e n s a t i n g  b a l­
a n c e s  c o u l d  m a k e  o t h e r w i s e  s e p a ra te  d e m a n d  
e la s t ic it ie s  s o  n e a r l y  e q u a l  th a t  t h e  o b s e r v e d  c o i n c i ­
d e n c e  o f  v a r i o u s  p r o d u c t  l in e  s e r v ic e  a re a s 
re s u lts .

M o r e o v e r ,  n o t  o n l y  d o e s  t h e  s e r v ic e  a re a  c o n c e p t  
o f f e r  a n  e m p ir ic a l  s o l u t io n  t o  t h e  in it ia l  l i n e - o f -  
c o m m e r c e  d e t e r m i n a t i o n ,  it h e lp s  o v e r c o m e  a 
f u r t h e r  c ir c u la r  a r g u m e n t  in  th e  a l l - i m p o r t a n t  s t r u c -  
t u r e - p e r f o r m a n c e  r e la t io n s h ip .  If th e  u n i f o r m  p r ic e  
c r it e r io n  a lo n e  w e r e  u s e d  to  e s ta b lis h  a g e o g r a p h ic  
m a r k e t ,  t h e  s t r u c t u r e - p e r f o r m a n c e  t h e o r e m s  b a s e d  
o n  t h e  r e la t io n  b e t w e e n  le v e l  o f  p r ic e s  a n d  l e v e l  o f  
c o n c e n t r a t io n  ( its e lf d e r i v e d  f r o m  p r ic e  b e h a v io r )

“ Robinson, op. c it., p. 181.
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Defined by service area overlap.

Note: The market boundaries shown do not 
reflect in all cases the current market defini­
tions used by the Board of Governors in bank 
holding company decisions.

w i l l  h a v e  n o  o p e r a t io n a l  c o n t e n t  b e y o n d  a  c i r c u la r  

d e f in it io n .

" T o  d e f in e  th e  m a r k e t  a c c o r d in g  to  th e  

p r ic e  b e h a v io r  e x h ib it e d  d e s t r o y s  a n y  p o s s ib i l i t y  

o f  u s in g  t h e  m a r k e t  s o  d e f in e d  to  s a y  a n y th in g  

a b o u t  p r ic e  b e h a v io r ,  a n d  it p r e ju d g e s  t h e  

q u e s t io n  o f  w h ic h  m a r k e t  s t r u c t u r e  is  th e  r e le v a n t  

o n e  f o r  m a k in g  p r e d ic t io n s ." 15 

T h e  m e a s u r e d  s e r v ic e  c o n c e p t  c a n  b r e a k  th e  

c h a in  o f  m u tu a l d e t e r m in a t io n ,  s in c e  it s t a t is t ic a l ly  

id e n t if ie s  a g r o u p  o f  b u y e r s  a n d  a s u p p l ie r .  A

l;iSteiner, Peter O . "M arkets and Industries," International 
Encyclopedia of the Social Sciences, Vol. 9, p. 577.

m a r k e t  a re a  id e n t i f ie d  a s  a  c lu s t e r  o f  o v e r la p p in g  

s e r v ic e  a re a s  is  in  th is  m a n n e r  d e l in e a t e d  a s  a  c o m ­

m o n  g r o u p  o f  b u y e r s  t o g e t h e r  w it h  t h e  s e l le r s ,  

in d e p e n d e n t ly  o f  p r ic e .  P r ic e  u n if o r m it y  c a n  t h e n  

b e  u s e d  to  te s t  if m a r k e t s  s o  e s t im a t e d  a re  in d e e d  

s e p a r a t e  m a r k e t s .  M o r e  im p o r t a n t ly ,  m a r k e t s  so  

d e f in e d  c a n  b e  u s e d  to  p r o d u c e  s t r u c t u r e - p e r f o r m -  

a n c e  t h e o r e m s  w it h  s o m e  p r e d ic t iv e  c o n t e n t .

I m p l i c a t io n s  f o r  C a s e  A n a l y s is

T h e  p r e s e n t  s tu d y  n o t  o n ly  le n d s  s o m e  s u p p o r t  

to  th e  G la s s m a n  ( F e d e r a l  R e s e r v e  B a n k  o f  

P h i la d e lp h ia )  f in d in g s  o n  th e  lo c a l  n a t u r e  o f  b a n k in g  

m a r k e t s ;  it  a ls o  s u g g e s ts  a t e c h n iq u e  fo r  t e s t in g
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geographic delineations used to analyze holding 
company and merger applications (see map).

Market areas are particularly difficult to separate 
where there are no obvious geographic breaks 
between population centers. This has been the 
case in Florida for the coastal area north of Miami 
and the various cities in Polk, Lake, and Brevard 
Counties. In the Daytona Beach-New Smyrna Beach 
area, an actual poll of bank customers had to be 
used to determine a boundary.

This study suggests a method of delineating

B an k  
A n n o u n ce m e n ts

April 1, 1975
SOUTH COUNTY BANK
South Venice, Florida

Opened for business as a member. Officers: Gilbert N. 
Parker, chairman; Charles J. Henning, president: Jack G. 
Shultz, executive vice president; James S. Brown, vice 
president and cashier; John C. Pinkerton, vice president. 
Capital, $500,000; surplus and other funds, $500,000.

April 4, 1975
CITY NATIONAL BANK OF SOUTH DADE
Miami, Florida

Opened for business as a member. Officers: Allan T. Abess, 
Jr., chairman; R. L. Budde, president; Connie Arnaz, vice 
president and cashier; Florence S. Kmitto, assistant vice 
president. Capital, $850,000; surplus and other funds, 
$425,000.

April 11, 1975 
CITRUS PARK BANK
Citrus Park, Florida

Opened for business as a par-remitting nonmember. Officers: 
Robert D. Sellas, president; George G. Lamberson, vice 
president and cashier. Capital, $890,000; surplus and other 
funds, $311,000.

April 15, 1975
THE BANK OF CENTRAL FLORIDA
Orlando, Florida

Opened for business as a par-remitting nonmember. Of­
ficers: Joseph O. Hutchinson, president; Frank H. Roark, 
vice president; Keith N. King, cashier. Capital, $866,790; 
surplus and other funds, $433,395.

neighboring local markets on the basis of micro­
banking data. Banks in contiguous market areas 
located adjacent to a disputed boundary can be 
shifted from one side of the boundary to the other 
until a maximum F-ratio value is attained for the 
test variables or the highest significance level is 
achieved.

Such a method is surely easier than polling banks 
and their customers and may prove valuable when 
local markets in Georgia, Mississippi, and Louisiana 
must be determined. ■

April 24,1975
DEER CREEK STATE BANK
Deerfield Beach, Florida

Opened for business as a par-remitting nonmember.

April 28, 1975
JUPITER-TEQUESTA NATIONAL BANK
lupiter, Florida

Opened for business as a member. Officers: Jack T. 
Williams, chairman; William R. McDonald, president; 
David N. Devick, cashier. Capital, $600,000; surplus and 
other funds, $400,000.

May 1,1975 
CITIZENS BANK
Ville Platte, Louisiana

Opened for business as a par-remitting nonmember. Of­
ficers: Carl Fontenot, president; J. R. Aucoin, executive 
vice president; J. B. Veillon, first vice president; Dale Reed, 
second vice president; Eugene Fontenot, secretary. Capital, 
$375,000; surplus and other funds, $375,000.

May 1, 1975
CITIZENS FIRST NATIONAL BANK OF 
CRYSTAL RIVER
Crystal River, Florida

Opened for business as a member. Officers: Thomas J. 
Tobin, president; Shirley Haynes, vice president and cashier. 
Capital, $650,000; surplus and other funds, $650,000.

May 1, 1975
COVINGTON COUNTY BANK
Collins, Mississippi

Opened for business as a par-remitting nonmember. Of­
ficers: R. E. Blackwell, chairman; Jack D. Triggs, president; 
Stephen L. Goff, cashier. Capital, $312,500; surplus and other 
funds, $312,500.

May 1, 1975
C & L BANK OF BRISTOL
Bristol, Florida

Opened for business as a par-remitting nonmember. Officers: 
|. W. Weaver, Sr., chairman; Jerry M. Smith, president; 
Butler Read, exec, vice president and cashier.
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T h e  C u r r e n t  R e c e s s io n  

in  P e r s p e c t i v e *

by A rth u r F. B urns, C h a irm an  
Board  of G o ve rn o rs  of the Fed era l R eserve  System

I am glad to meet with this distinguished group of business and financial 
journalists in a leisurely setting. As a policymaker, I feel I have much in common 
with the members of your profession. Both you and I must be alert to every 
twist and nuance of the changing economic scene. Both you and I must keep 
busy searching the business skies for some clues to the economic future. I find 
this aspect of my work exciting and intriguing, as I am sure you do. But it does 
involve a certain risk for both of us.

Sharing —  as we do —  the problem of continually meeting deadlines, we are 
in danger of becoming so preoccupied with the very short run that we fail to 
see economic events in perspective. For that very reason, I have wanted to take 
advantage of your invitation, so that we might ponder together the historical 
developments which have brought our economy to its present condition.
This is a large and highly important subject. I cannot hope to do full justice to 
it on the present occasion. Nevertheless, I shall make a start this evening.

As you are well aware, these past few years have been trying times for the 
American people. Not only have we lived through the agony of Vietnam and 
Watergate, but some of us have even begun to wonder whether our dream of 
full employment, a stable price level, and a rising standard of living for all our 
people is beyond fulfillment.

Early last year, economic expansion began to falter in our country, as it did in 
other countries around the world. At the same time, the pace of the inflation 
that had been building for more than a decade accelerated sharply further.
As the year advanced, it became increasingly clear that our economy was 
moving into a recession.

During the past two quarters, the real gross national product has declined by 
5 per cent, and the level of industrial production is now 12 or 13 per cent below 
last September. The unemployment rate has risen swiftly, and so also has the 
idle capacity in our major industries. The decline in business activity since last 
fall has been the steepest of the post-war period, and yet the advance of the 
price level —  while considerably slower than last year —  is continuing at a 
disconcerting pace.

No business-cycle movement can be comprehended solely in terms of the 
events that occur within that cycle or the one preceding it. The economic

*An address given before the Society of American Business Writers, Washington, D.C., 
May 6,1975.

JUNE 1975, MONTHLY REVIEW

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



currents of today are heavily influenced by longer- 
range developments— such as changes in economic 
and financial institutions, the course of public 
policy, and the attitudes and work habits of people. 
By examining the historical background of recent 
economic troubles, we should be able to arrive at a 
better understanding of where we now are.

The current recession is best viewed, and I believe 
it will be so regarded by historians, as the culminat­
ing phase of a long economic cycle.

There have been numerous long cycles in the 
past —  that is, units of experience combining two 
or more ordinary business cycles. One such long 
cycle ran its course from 1908 to 1921; another 
from 1921 to 1933. And if we go back to the 
nineteenth century, we encounter long cycles from 
1879 to 1894 and from 1894 to 1908. These long 
cycles differ in innumerable ways from one another. 
But they also have some features in common —  in 
particular, each culminates in an economic decline 
of more than average intensity.

The beginning of the long cycle that now appears 
to be approaching its natural end may be dated as 
early as 1958, but it is perhaps best to date its start 
in 1961. The upward movement of economic activity 
which began in that year was checked briefly in 
1967 and interrupted more significantly in 1970. 
Although these interruptions were watched with 
concern and some anxiety by practicing economists 
and other interested citizens, they will be passed 
over lightly by economic historians concerned with 
large events.

The reason is not hard to see. Putting aside 
monthly and quarterly data and looking only at 
annual figures, we find that total employment rose 
every year from 1961 through 1973. So also did 
disposable personal income and personal consump­
tion expenditures —  both viewed on a per capita 
basis and in real terms. This sustained upward trend 
of the economy came to an end in 1974.

The successive phases of the long upswing from 
1961 to 1974 provide a useful perspective on our 
current problems. Some years ago, in my work at 
the National Bureau of Economic Research, I 
observed a pattern in past long upswings —  an 
initial stage that may be called the "industrial 
phase" followed by what is best described as the 
"speculative phase." The imbalances that develop 
in this latter phase lead inevitably to the final 
downturn. The events of the past 15 years conform 
rather closely to this pattern.

The period from 1961 through 1964 may be 
regarded as the industrial phase of the long upswing. 
Productivity grew rapidly —  increasing in the private 
nonfarm sector at an annual rate of 3.6 per cent 
between the final quarters of 1960 and 1964, or well 
above the average rate of the preceding decade.
Unit labor costs were then remarkably stable, and 
so too was the general price level. Real wages and 
profits rose strongly. During this period of sustained

economic expansion, unemployment fell from about
7 per cent of the labor force to 5 per cent, while the 
rate of use of industrial capacity rose substantially.

The second —  or speculative —  phase of the long 
upswing began around 1965 and continued through 
much of 1974. This ten-year period was marked by 
a succession of major, interrelated, and partly 
overlapping speculative waves that in varying 
degrees gripped other leading industrial countries 
as well as the United States.

The first speculative movement involved corpo­
rate mergers and acquisitions. In the euphoria of 
what some commentators have called the "go-go" 
years, rapid growth of earnings per share of common 
stock became the overriding goal of many business 
managers. Other yardsticks of corporate perform­
ance —  such as the rate of return on new 
investments —  were neglected, and so too were the 
serious risks of increased leveraging of common 
stock.

The aggregate volume of large corporate 
acquisitions, which for some years had been running 
at about $2 billion per year, jumped to $3 billion in 
1965, to $8 billion in 1967, to $121/2 billion in 1968, 
and then tapered off. This was the great era of 
conglomerates, when a variety of unrelated busi­
nesses were brought together under a single 
corporate management. Entrepreneurs who 
displayed special skill in such maneuvers were 
hailed as financial geniuses —  until their newly built 
empires began to crumble. Being preoccupied with 
corporate acquisitions and their conglomerate 
image, many businessmen lost sight of the 
traditional business objective of seeking larger 
profits through better technology, aggressive 
marketing, and improved management. The 
productivity of their businesses suffered, and so too 
did the nation's productivity.

The spectacular merger movement of the late 
1960's was reinforced, and to a degree made 
possible, by the speculative movement that 
developed in the market for common stocks. The 
volume of trading on the New York Stock Exchange 
doubled between 1966 and 1971, and fora time 
trading volume on the American Exchange rose even 
faster. The prices of many stocks shot up with little 
regard to actual or potential earnings. During the 
two years 1967 and 1968, the average price of a 
share of common stock listed on the New York 
Exchange rose 40 per cent, while earnings per share 
of the listed companies rose less than 2 per cent.
On the American Exchange, the average price per 
share rose during the same years more than 140 
per cent on an earnings base that again was virtually 
unchanged.

Much of this speculative ardor came from a 
section of the mutual fund industry. For the new 
breed of "performance funds," long-term invest­
ment in the shares of established companies with 
proven earnings became an outmoded concept. In
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their quest for quick capital gains, these institutions 
displayed a penchant for risky investments and 
aggressive trading. In 1965, a typical mutual fund 
turned over about one-fifth of its common stock 
portfolio; by 1969, that fraction had risen to nearly 
one-half. As Wall Street then had it, the "smart 
money” went into issues of technologically-oriented 
firms or into corporate conglomerates —  no matter 
how well or poorly they met the test of profitability.

Speculation in equities was cooled for a time by 
the stock market decline of 1969-1970, but then it 
resumed again and took on new forms. Money 
managers began to channel a preponderant part of 
their funds into the stocks of large and well-known 
firms —  apparently with the thought that earnings 
of those companies were impervious to the 
vicissitudes of economic life. A huge disparity was 
thereby created between the price-earnings ratios 
of the "favored fifty” and those of other corpora­
tions. Share prices of these "favored” companies 
were, of course, especially hard hit in the 
subsequent shakeout of the stock market.

Speculation in common stocks was not confined 
to the United States. From the late 1960's until 
about 1973, nearly every major stock exchange in 
the world experienced a large run-up in share prices, 
only to be followed by a drastic decline. Indeed, 
speculation reached a more feverish pace in some 
countries than in the United States. On the Tokyo 
stock exchange, for example, both share prices and 
the trading volume actually doubled in the twelve 
months between January 1972 and January 1973 
and then suffered a sharp reversal.

The third speculative wave that nourished the 
long upswing of our national economy occurred in 
the real estate market. Homebuilding fluctuated 
around a horizontal trend during the 1960's. The 
vacancy rate in rental housing was at a high level 
from 1960 to 1965, then fell steadily until the end 
of the decade, and thus helped pave the way for a 
new housing boom. Between January of 1970 and 
January of 1973, the volume of new housing starts 
doubled. Since then, homebuilding has plunged, 
and in some sections of the nation it has virtually 
come to a halt. Failures of construction firms and 
unemployment among construction workers have 
reached depression levels. These unhappy develop­
ments stem in large measure from the excesses of 
the housing boom that got under way in 1970.

Inflationary expectations clearly played a 
substantial role in bolstering the demand for houses. 
But the boom was fostered also by an array of 
governmental policies designed to stimulate activity 
in the housing sector. These governmental measures, 
however well-intentioned, gave little heed to basic 
supply conditions in the industry or to the under­
lying demand for housing.

In response to easy credit and Federal subsidies, 
merchant builders moved ahead energetically, put 
up one-family homes well ahead of demand, and

thus permitted the inventory of unsold homes to 
double between 1970 and 1973. Speculative activity 
was even more intense in the multi-family sector —  
that is, in apartments built for renting, and 
particularly in condominiums and cooperatives, 
which accounted for a fourth of the completions of 
multi-family structures by the first half of 1974.

The boom in housing was financed by a huge 
expansion of mortgage credit and construction 
loans. Real estate investment trusts played an 
exceptionally large role in supplying high-risk 
construction loans for condominiums, recreational 
developments, and other speculative activities. The 
growth of real estate trusts was extraordinary by any 
yardstick. Their assets, amounting to less than $700 
million in 1968, soared to upwards of $20 billion by
1973. Unsound practices accompanied this rapid 
growth and, as a result, many real estate trusts now 
face difficult financial problems.

The speculative boom in real estate was not 
confined to residential structures. It extended to 
speculation in land, to widespread building of 
shopping centers, and to construction of office 
buildings. By 1972, the vacancy rate in office 
buildings reached 13 per cent, but this type of 
construction still kept climbing.

The real estate boom in the United States during 
the early 1970's had its parallel in other countries. 
Speculation in land and properties became rampant 
in the United Kingdom. In 1972 alone, new house 
prices rose 47 per cent on the average. The 
amount of credit absorbed in real estate ventures 
rose so rapidly that the Bank of England felt forced 
to place special controls on bank lending for such 
purposes. And in Germany, the boom in residential 
construction during 1971-73 left an inventory of 
about a quarter million unsold units— more than 
a third of a peak year's output— that now overhang 
the market.

It is in the nature of speculative movements to 
spread from one country or market to another.
Just as the speculative wave in real estate was 
beginning to taper off in 1973, a new wave of 
speculation got underway— this time in inventories. 
That was the fourth and final speculative episode of 
the long economic upswing from 1961 to 1974. It 
involved massive stocking up of raw materials, 
machinery, parts, and other supplies in the United 
States and in other industrial countries.

The inventory speculation of 1973 and 1974 was 
the outgrowth of a boom in business activity that 
had raised its head by 1972 in virtually every 
industrial country of the world. The synchronism of 
economic expansion in these countries was partly 
coincidental, but the expansion that stemmed from 
ordinary business-cycle developments was rein­
forced by the adoption of stimulative economic 
policies almost everywhere. As a result, production 
increased rapidly around the world and led to a 
burgeoning demand for raw materials, machine
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tools, component parts, and capital equipment—  
goods for which our country is a major source of 
supply. The pressure of rising world demand was 
reinforced in our markets by the devaluation of the 
dollar, which greatly improved our competitive 
position in international trade.

By the beginning of 1973, as business firms at­
tempted to meet intense demands from both 
domestic and foreign customers, serious bottlenecks 
and shortages had begun to develop in numerous 
industries— especially those producing steel, non- 
ferrous metals, paper, chemicals, and other raw 
materials. In this evironment of scarcities, the rise 
in prices of industrial commodities quickened both 
here and abroad. The dramatic advance of food 
prices in 1973, and later in energy prices, greatly 
compounded the worldwide inflationary problem.
In our country, these price pressures were sup­
pressed for a time by price and wage controls, but 
the general price level exploded when controls were 
phased out in late 1973 and ealy 1974.

One of the unfortunate consequences of infla­
tion is that it masks underlying economic realities.
As early as the spring of 1973, a perceptible weak­
ening could be detected in the trend of consumer 
buying in this country. The business community, 
however, paid little attention to this ominous de­
velopment. The escalating pace of inflation fostered 
expectations of still higher prices and persistent 
shortages in the years ahead, so that intensive 
stockpiling of commodities continued. Inventories 
increased out of all proportion to actual or pro­
spective sales. In fact, the ratio of inventories to 
sales, expressed in physical terms, had risen by the 
summer of 1974 to the highest figure for any 
business-cycle expansion since 1957— another year 
when a severe recession got under way.

In summary, the period from 1965 to 1974 was 
marked by a succession of interrelated, partly over­
lapping, speculative waves— first, in buying up of 
existing businesses; then, in the stock market; next, 
in markets for real estate; and finally, in markets for 
industrial materials and other commodities.

A prolonged speculative boom of this kind can 
seldom be traced to a single causal factor. In this 
instance, however, a dominant source of the 
problem appears to have been the lack of discipline 
in governmental finances.

The industrial phase of the long upswing drew 
to a close in late 1964 or early 1965. By then, the 
level of real output was very close to the limits 
imposed by our nation's physical capacity to 
produce. By then, the level of wholesale prices was 
already moving out of its groove of stability. Never­
theless, our Government did nothing to moderate 
the pace of expansion of aggregate monetary 
demand. On the contrary, it actually embarked on 
a much more expansive fiscal policy. The tax 
reductions of 1964 were followed in 1965 by fresh 
tax reductions and by a huge wave of spending both

for new social programs and for the war in Vietnam. 
These misadventures of fiscal policy doomed the 
economy to serious trouble, but we were slow to 
recognize this. Indeed, substantial tax reductions 
occurred again in 1969 and 1971, and they too were 
followed by massive increases of expenditures.

Deficits therefore mounted, and they persisted 
year in and year out. Over the last ten complete 
fiscal years— that is, from 1965 through 1974— the 
Federal debt held by the public, including obliga­
tions of Federal credit agencies, rose by more than
50 per cent. The large and persistent deficits added 
little to our nation's capacity to produce, but they 
added substantially to aggregate monetary demand 
for goods and services. They were thus directly 
responsible for much of the accelerating inflation of 
the past decade.

Monetary and credit policies were not without 
some fault. As every student of economics knows, 
inflation cannot continue indefinitely without an 
accommodating increase in supplies of money 
and credit. It is very difficult, however, for a central 
bank to maintain good control of money and credit 
when heavy governmental borrowing drives up 
interest rates, and when the public is unwilling to 
face squarely the long-run dangers inherent in 
excessively stimulative economic policies.

To make matters worse, laxity in our national 
economic policies spilled over into private markets. 
The "new economics," of which less is now heard 
than before, held out the possibility, if not the 
actual promise, of perpetual prosperity. Many 
businessmen and financiers came to view the 
business cycle as dead, and to expect the Federal 
Government to bail out almost any enterprise 
that ran into financial trouble. All too frequently, 
therefore, the canons of financial prudence that 
had been developed through hard experience were 
set aside.

Many of our business corporations courted 
trouble by permitting sharp reductions in their 
equity cushions or their liquidity. In the manu­
facturing sector, the ratio of debt to equity— which 
had been stable in the previous decade— began 
rising in 1964 and nearly doubled by the end of
1974. Moreover, a large part of the indebtedness 
piled up by business firms was in the form of short­
term obligations, and these in turn grew much more 
rapidly than holdings of current assets.

Similar trends developed in some segments of 
commercial banking. Large money-market banks 
came to rely more heavily on volatile short-term 
funds to finance their business customers, and at 
times they increased their loan commitments to 
businesses beyond prudent limits. A few bank 
managers, too, began to concern themselves exces­
sively with maximizing short-run profits, so that the 
prices quoted for their common stock would move 
higher. Capital ratios of many banks deteriorated; 
questionable loans were extended at home and
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abroad; insufficient attention was given here and 
there to the risks of dealing in foreign exchange 
markets; and too much bank credit went into the 
financing of speculative real estate ventures.

A variety of loose practices also crept into State 
and local government finance. Faced with rapidly 
expanding demands for services and limited sources 
of revenue, some governmental units resorted to 
extensive short-term borrowing and employed 
dubious accounting devices to conceal their budget 
deficits. Statutory debt limits were circumvented 
through the creation of special public authorities 
to finance the construction of housing, schools, and 
health facilities. Some of these authorities issued so- 
called "moral obligation” bonds, which investors 
in many instances regarded as the equivalent of 
"full faith and credit" obligations. The novel fi­
nancial devices seemed innocuous at the time, but 
they have recently become a source of serious 
concern to investors in municipal securities.

A nation cannot realistically expect prosperous 
economic conditions to continue very long when 
the Federal Government fails to heed the warning 
signs of accelerating inflation, when many of its 
business leaders spend their finest hours arranging 
financial maneuvers, and when aggressive trade 
unions push up wage rates far beyond productivity 
gains. After 1965, the strength of the American 
economy was gradually sapped by these ominous 
trends. Productivity in the private nonfarm sector, 
which had grown at an annual rate of 3.6 per cent 
from 1961 through 1964, slowed to a 2.2 per cent 
rate of advance from 1964 to 1969, then to 1.5 
per cent from 1969 to 1974. Expansion in the 
physical volume of national output likewise de­
clined during successive quinquennia. The rate of 
inflation, meanwhile, kept accelerating.

With the pace of inflation quickening, seeds of 
the current recession were thus sown across the 
economy. Rising prices eroded the purchasing 
power of workers' incomes and savings. Corporate 
profits diminished— a fact that businessmen were 
slow to recognize because of faulty accounting 
techniques. New dwellings were built on a scale 
that greatly exceeded the underlying demand. 
Inventories of commodities piled up, often at a 
fantastic pace, as businessmen reacted to gathering 
fears of shortages. Credit demands, both public 
and private, soared and interest rates rose to un­
precedented heights.

These basic maladjustments are now being 
worked out of the economic system by recession—  
a process that entails enormous human and financial 
costs. Our country has gone a considerable distance 
in developing policies to alleviate economic hard­
ships, and these policies have been strengthened 
recently. Nevertheless, the recession has wrought 
great damage to the lives and fortunes of many of 
our people.

This recession has cut deeply into economic

activities. It must not, however, be viewed as being 
merely a pathological phenomenon. Since we 
permitted inflation to get out of control, the reces­
sion is now performing a painful— but also an 
unavoidable— function.

First, it is correcting the imbalances that de­
veloped between the production and sales of many 
items, also between orders and inventories, between 
capital investment and consumer spending, and 
between the trend of costs and prices.

Second, business managers are responding to the 
recession by moving energetically to improve ef­
ficiency— by concentrating production in more 
modern and efficient installations, by eliminating 
wasteful expenditures, by stimulating employees 
to work more diligently, and by working harder 
themselves.

Third, the recession is improving the condition of 
financial markets. Interest rates have moved to 
lower levels as a result of declining credit demands 
and of the Federal Reserve's efforts to bolster the 
growth of money and credit. Commercial banks 
have taken advantage of the reduced demand for 
loans to repay their borrowings from Federal 
Reserve Banks, to reduce reliance on volatile 
sources of funds, and to rebuild liquid assets. The 
rapidly rising inflow of deposits to thrift institutions 
has likewise permitted a reduction of indebtedness 
and addition to their liquid assets.

Fourth, the recession is wringing inflation out of 
the economic system. Wholesale prices of late have 
moved down, and the rise of consumer prices has 
also slowed. Although general price stability is not 
yet in sight, a welcome element of price competi­
tion has at long last been restored to our markets.

These and related business developments are 
paving the way for recovery in economic activity.
No one can foresee with confidence when the 
recovery will begin. The history of our country 
indicates clearly, however, that the culminating 
downward phase of a long cycle need not be of 
protracted duration.

Signs are multiplying, in fact, that an upturn in 
economic activity may not be far away. For example, 
employment rose in April after six successive months 
of decline. The length of the workweek also 
stabilized last month. The rate of layoffs in manu­
facturing is now turning down, and some firms 
have been recalling workers who formerly lost 
their jobs. Sales of goods at retail— apart from 
autos— have risen further. Business and consumer 
confidence has been improving. And prospects for 
an early upturn in economic activity have been 
strengthened by passage of the Tax Reduction Act 
of 1975.

Our nation stands at present at a crossroads in its 
history. With the long and costly cycle in business 
activity apparently approaching its end, the critical 
task now is to build a solid foundation for our 
nation's economic future. We will accomplish that
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only if we understand and benefit from the lessons 
of recent experience.

Since World War II, a consensus has been build­
ing in this country that the primary task of economic 
policy is to maintain full employment and promote 
maximum economic growth. We have pursued 
these goals by being ever ready to stimulate the 
economy through increased Federal spending, 
lower taxes, or monetary ease. Neglect of inflation 
and of longer-run economic and financial problems, 
has thus crept insidiously into public policy mak­
ing. Our Government has become accustomed to 
respond with alacrity to any hint of weakness in 
economic activity, but to react sluggishly, and 
sometimes not at all, to signs of excess demand 
and developing inflationary pressures.

The thinking of many of our prominent 
economists has encouraged this bias in our eco­
nomic policies. During the 1950's and 1960's, they 
frequently argued that "creeping inflation" was a 
small price to pay for full employment. Some even 
suggested that a little inflation was a good thing—  
that it energized the economic system and thus 
promoted rapid economic growth.

This is a dangerous doctrine. While inflation may 
begin slowly in an economy operating at high 
pressure, it inevitably gathers momentum. A state 
of euphoria then tends to develop, economic 
decision-making becomes distorted, managerial and 
financial practices deteriorate, speculation becomes 
rampant, industrial and financial imbalances pile up, 
and the strength of the national economy is slowly 
but surely sapped. That is the harsh truth that the 
history of business cycles teaches.

To emphasize this truth, I should now like to 
offer this distinguished group of journalists a bit 
of professional advice. Since few of you are reluc­
tant to pass along hints as to how I should do my 
job, I have decided to suggest to you what the 
really big economic news story of 1975 is likely to 
be.

The story has to do with the drama now unfolding 
on Capitol Hill in the implementation of the Budget 
Control Act adopted last year. If I am right in 
thinking that our present economic difficulties are 
largely traceable to the chronic bias of the Federal 
budget toward deficits, there can be no doubt about 
the importance of what is now being attempted.

No major democracy that I know of has a more 
deficient legislative budget process than the United 
States— with revenue decisions separated from 
spending decisions and the latter handled in piece­
meal fashion. Budgets in this country have just 
happened. They certainly have not been planned.

We are now attempting to change that by 
adopting integrated Congressional decisions on 
revenues and expenditures. My advice to you 
journalists is to follow this new effort closely. It has 
a significance for our nation that may carry far into 
the future. But nothing can be taken for granted 
here. We have tried budgetary reform once before 
under the Legislative Reorganization Act of 1946, 
and it failed. It failed partly because of the challenge 
to cherished Committee prerogatives, partly also 
because Congress as a whole balked at accepting 
so much self-discipline. I would urge you to study 
the history of that earlier effort and to watch the 
present undertaking for tell-tale signs of similar 
faltering.

The potential gain for our nation from budget 
reform is enormous even in this first year of "dry 
run." If, in fact, the work of the new budget com­
mittees produces in the Congress a deeper under­
standing of the impossibility of safely undertaking 
all the ventures being urged by individual legisla­
tors, a constructive beginning toward a healthier 
economic environment will have been made. On 
the other hand, if the new budget procedures are 
scuttled, or if they are used with little regard to 
curbing the bias toward large-sized Federal deficits, 
there ultimately may be little anyone can do to 
prevent galloping inflation and social upheaval.

I am inclined to be optimistic about the outcome. 
More and more of our people are becoming con­
cerned about the longer-range consequences of 
Federal financial policies. Perspective on our 
nation's economic problems is gradually being 
gained by our citizens and their Congressional 
representatives. A healthy impatience with inflation 
is growing. You journalists are becoming more 
actively involved in the educational process. I 
therefore remain hopeful that we shall practice 
greater foresight in dealing with our nation's 
economic problems than we have in the recent 
past, and that we will thus build a better future 
for ourselves and our children in the process.
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District banks experienced strong demands for 
credit and rising interest rates during 1974. Though 
record interest rates on loans pushed operating 
income to new highs, banks were also forced to 
pay record interest rates for funds. As a result, 
operating expenses rose more than income and 
profitability declined. Net income, as a percentage 
of equity capital, for District member banks de­
clined from 12.7 percent in 1973 to 10.4 percent 
last year. Even though earnings were down, banks 
tended to maintain their cash dividends by paying 
out a larger portion of net income.

Earnings declined in five District states; the largest 
drop was in Florida. Alabama banks posted the 
smallest decline and continued with the highest 
earnings rate in the District. After declining in 1973, 
Louisiana banks again bucked the District trend by 
exhibiting higher earnings in 1974.

Increased income usually leads to higher earn­
ings, but this is not always the case. While banks 
collected more income in interest from loans and 
investments, they also had to pay much higher 
interest rates for deposits and borrowed funds. 
These crosscurrents worked to the disadvantage of 
many banks.

Because of a strong loan demand, District banks 
increased their portfolios, at the same time cutting 
back on securities relative to total assets. Larger 
relative volumes and a higher return on loans (9.35 
percent in 1974 compared to 8.52 percent in 1973) 
increased the proportion of total income derived 
from lending. Part of the higher loan interest, how­
ever, was offset by increased losses on loans and 
additional provisions for such losses. Real estate

SOURCES AND USES OF BANK INCOME*

INCOME 1973 1974 
(p e rcen t)

Loans 65.9 68.8

T reasu ry  sec u rit ie s 8.9 7.1

S ta te  and  m un ic ipa l o b lig a tio n s 9.6 9.3

EXPENSES

In te re s t on d ep o sits 36.7 40.4

In te re s t on borrow ed m oney 1.7 2.3

Em ployee e x p en se s 20.6 20.0

Provision  for loan lo sses 2.4 3.6

Taxes 4.1 2.5

*E xpressed  a s  a p e rcen tag e  of to ta l o p e ra tin g  incom e

loans, though they grew the most, seem to have
caused much of the problem.

The major factor accounting for last year's sharply 
higher expenses was higher interest costs. The 
average rate of interest paid on time deposits rose

Note: Data b a sed  on “ 1974 O pera ting  R atios, Sixth D istric t 
M em ber B an k s ,” now av a ilab le  upon re q u e s t (max. 10 copies).

RATES OF RETURN ON ASSETS 
AND INTEREST ON DEPOSITS

1973 1974 
(p e rcen t)

Loans (inc lud ing  Federal funds) 9.52 10.67

Loans (exc lud ing  Federal funds) 8.52 9.35

T reasury  se c u rit ie s 6.01 6.72

S ta te  and  m unicipal o b lig a tio n s 4.36 4.70

In te re s t on all tim e  d e p o sits 5.38 6.25

from 5.38 percent to 6.25 percent; such payments 
equai 40 percent of total income. Interest on 
borrowed funds such as Federal funds purchased, 
a major expense for most large banks, was also 
much higher. And at times last year banks had to 
pay more for Federal funds than the interest rates 
they charged their prime customers for loans. One 
large expense, employee wages and salaries, de­
clined in relation to total costs.

The earnings decline affected every size of bank, 
though in different ways. The smallest banks (de­
posits of less than $10 million) tended to have the 
lowest earnings level. These banks have relatively 
higher salary and occupancy expenses. They also 
experienced a large increase in interest payments on

DISTRIBUTION OF ASSETS* AND LIABILITIES
1973 1974

(percen t)
Loans 52.7 54.8

T reasury  s ec u rit ie s 9.8 7.7

S ta te  and  m un ic ipa l ob liga tions 14.1 14.3

G ross loans 52.7 54.8

C ash a s s e ts 13.1 12.9

Tim e d e p o sits  to  to ta l d e p o sits 53.8 56.5

*as a p e rcen t of to ta l a s s e ts

time deposits. And since these banks tend to 
concentrate on loans with relatively constant rates 
of return (real estate and consumer instalment lend­
ing), they were less able to take advantage of the 
increasing returns on other loans available through­
out most of last year.

The very largest District banks, in contrast, were 
able to spread salary and occupancy expenses over 
a large asset base; also, they tended to make more 
business loans, which allow quicker adjustment to 
other borrowing costs. These banks' earnings suf­
fered most from much higher interest payments on 
deposits and borrowed funds, expenses that 
amounted to three-fifths of total operating ex­
penses.

JOHN M. GODFREY
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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 s o n a l l y  A d ju s t e d

S IX T H  D IS T R IC T

IN CO M E AND SP E N D IN G

Fa rm  C ash  R e ce ip ts

L ive s to ck  .........................................................
In sta lm e n t C red it a t B a n k s*  (M il.$ )

EM P LO Y M EN T  AND PRO D U CTIO N

P ap e r ............................................
P r in t in g  and P u b lish in g

Stone , C lay , and G la s s

Tran sp o rta tio n  E q u ip m en t

T ran sp o rta tio n

F in ., in s .,  and  real est . 
S e r v i c e s ................................

S ta te  and Lo ca l G overnm ent

U nem p lo ym ent R ate  
(P e rce n t o f W ork Fort 

In su red  U nem p loym ent

Avg. W eek ly  H rs . in Mfg. (H rs .)

Cotton C onsum p tio n*

Food
T e x t ile s

P r in t in g  and P u b lish in g
C h e m i c a l s ......................................

D urab le  G o o d s ......................................
Lu m b er and Wood . . . .  
F u rn itu re  and F ix tu re s  . . 
S to ne , C lay , and  G la s s  . .
P r im a ry  M e t a l s .........................
F ab rica te d  M eta ls . . . .  
N o n e lectrica l M ach inery  
E le c tr ic a l M ach inery  . . 
T ran sp o rta tio n  Eq u ip m ent

F IN A N C E  AN D  B A N K IN G  
Loan s*

( A l l  d a t a  a r e  ii n d e x e s ,

L a te s t Month 
1975

One
Month

Ago

Tw o
M onths

Ago

One
Y ea r
Ago

. Apr. 170.6 168.2 170.2 172.3

. Mar. 224 214 254 203

. Mar. 391 308 354 218
Mar. 177 188 194 203

. Apr. 568 522 628 687
Apr. 613 604 714 643

. Apr. 129.9 130.3 131.1 134.5

. Apr. 107.8 107.5 109.1 119.7

. Apr. 106.7 105.9 108.0 116.7

. Apr. 104.5 104.5 104.0 106 .4

. Apr. 96.4 95.2 96.5 114.2

. Apr. 102.0 101.1 104.3 115.8

. Apr. 104 .9 105.0 107.5 114.2

. Apr. 123.7 125 .0 126.0 131.0

. Apr. 105 .4 105.7 107.9 110 .4

. Apr. 109.2 109.5 110.5 123 .4
. . Apr. 94.5 94.0 95.9 111.2

. Apr. 116.8 116 .6 119.1 130 .9

. Apr. 102 .9 103.9 106.6 114 .6

. Apr. 121.2 121.8 122.8 134.5

. Apr. 149.8 150 .4 151 .4 164.7
. Apr. 97.5 97.5 96.5 110 .3
. Apr. 137.7 138.4 138.9 139 .8
. Apr. 133.1 1 36 .4 141 .0 160 .3
. Apr. 123 .4 123 .6 124.8 127.7
. Apr. 134.3 135.1 135.6 138.2
. Apr. 149.9 150.3 151.1 153.2
. Apr. 153.9 154.3 154.7 151 .7
. Apr. 105.0 106.0 106.2 104.0
. Apr. 143.7 143.5 142 .8 137.1
. Mar. 94. l r 9 3 .8r 9 2 .2r 9 8 .5r

Apr. 10.2 10.1 9.3 5.1

. Apr. 6 .9 6 .7 6.1 2.2

. Apr. 38.8 38.6 38.9 39.7

. Apr. 163 224 153 228

. Apr. 133 131 110 247

. Apr. 191 316 195 210

. Mar. 56 54 53 86

. Mar. 139.8 141 .4 142.6 147.7
. Mar. 142.6 144.6 144.4 146.8
. Mar. 135.9 135.6 135.0 131.1
. Mar. 136.5 136.9 137.0 148.2
. Mar. 117 .9 120.9 125.1 137.3
. Mar. 132.4 133.7 135.5 135 .4
. Mar. 126.3 127.3 127.9 133.3
. Mar. 160 .4 159.7 156.7 155 .4
. Mar. 135.5 136.6 139.7 149.6
. Mar. 129.3 126.2 120.2 149.5
. Mar. 115.2 117.1 121.4 152.0
. Mar. 135.5 142.3 144.8 157.5
. Mar. 101.4 102.7 105.2 109.2

Mar. 111.3 112.6 116.1 131.3
. Mar. 151.3 153.8 156.7 147.6
. Mar. 226 .7 227 .8 232 .4 250 .7
. Mar. 122 .4 121.8 128.1 127.1

B a n k  D e b its */*

A LABAM A

IN CO M E

E M P LO Y M EN T

N o n m anu factu ring  
C on stru ctio n  

Fa rm  E m p loym ent .

. Apr. 267 276 278 272
Apr. 250 255 261 254

. Apr. 219 219 217 210

. Apr. 192 193 188 181
308 303r 287 293

. Apr. 172.2 170.6 176.4 181.8
204 233 300 217

. Apr. 118.3 118.5 120.1 121*9

. Apr. 106.1 105.8 109.3 118 .4

. Apr. 123.8 124.3 125.0 123.4

. Apr. 131 .4 131.2 134.3 141.2

. M ar. 113.6 112.7 115.6 125 .Or

U nem p lo ym ent R ate
(P e rce n t of W ork Fo rce ) . . . 

Avg. W eek ly  H rs . in M fg. (H rs .)  .

F IN A N C E  AN D  BA N KIN G

M an ufacturing  P a y ro lls  ................................Apr.
Fa rm  C ash  R e c e ip t s .............................................Mar.

E M P LO Y M EN T

N onfarm  E m p lo y m e n t ...................................... Apr.
M an u fac tu ring  ...................................................Apr.
N o n m a n u fa c tu r in g .............................................Apr.

C o n s t r u c t io n ...................................................Apr.
Fa rm  E m p lo y m e n t ...................................................M ar

U nem p loym ent R ate
(P e rce n t of W ork F o r c e ) ..........................Apr.

Avg. W eekly  H rs . in Mfg. (H rs .)

F IN A N C E  AND B A N K IN G

B an k  D eb its*

M an u fac tu ring  P a y ro lls  ................................Apr.
Farm  C ash  R e c e ip t s ............................................ M ar.

E M P LO YM EN T

N o nm anu factu ring

Fa rm  E m p loym ent 
U n em p lo ym ent R ate

Avg. W eekly  H rs . in Mfg. (H rs .) 

F IN A N C E  AND BA N KIN G

B an k  D eb its**

E M P LO Y M EN T

N onfarm  E m p loym ent

U nem p lo ym ep t R ate
(P e rce n t of W ork Fo rce ) . 

Avg. W eekly  H rs . in Mfg. (H rs .)

F IN A N C E  AN D BA N KIN G

M IS S IS S IP P I

L a te s t Month 
1975

One
Month

Ago

Tw o
M onths

Ago

One
Y e a r
Ago

Apr.
Apr.

9 .8
3 8 .0

10.2
38.4

9.5
39.0

5 .2
4 0 .4

Apr.
Apr.
Apr.

265
216
310

267
214
294

267212
280

249202
245

Apr.
Mar.

178.7
309

180.7
249

179 .4
229

182 .3
176

Apr.
Apr.
Apr.
Apr.
M ar.

149.6
117 .6  
155.8 
158.3

80.8

149 .8
117.2
156.1
162.1

75.3

150.1 
118.5
156 .2  
167 .4

77.2

1 56 .4
128 .4  
161 .8  
222 .9

8 4 .3 r

Apr.
Apr.

12.3
39.2

10.7
39 .9

9.5
39.5

5.3
39 .7

. Apr. 288 301 308 306

. Apr. 240 242 241 240

. Apr. 303 309r 296 310

IN CO M E

E M P LO Y M EN T

150.0
202

149.1
218

151.5
244

163.3
221

Apr.
Apr.
Ap r.
Apr.
M ar.

124.5
98.8

136.3
124.0
1 04 .0 r

125.1 
97.8

137 .6
128.2 
104 .6 r

125.9
98 .2

138.3
1 33 .2

9 9 .0 r

131.1
113.1 
139 .4  
147 .9  
1 1 7 .l r

Apr.
Apr.

10.3
38.7

11.5
37 .9

11.2
38.3

4 .9
3 9 .8

Apr.
Apr.
Apr.

248
195
3 8 ]

250
191
353

256
190
326

269
186
364

Apr.
M ar.

167 .0
239

169 .4
181

166 .3
346

1 53 .9
178

Apr.
Apr.
Apr.
Apr.
Mar.

120.2
107 .2
122 .9
105 .5
102 .5

120.9
107 .4
123 .7
107 .6
102.7

121.2
108.0
1 24 .0
109 .2

64.5

1 19 .8  
109.7
1 21 .9  
1 08 .4

9 3 .8r

Apr.
Apr.

8.1
38.6

8 .4
39.5

8.8
38.8

6 .7
39 .2

Apr.
Apr.
Apr.

253
207
261

261
207
259

253201
253

249
189
225

Apr.
Mar.

195 .9
230

193 .0
215

195 .4
329

191.3
290

Apr.
Apr.
Apr.
Apr.
M ar.

126.5
118.6 
130.2 
125.986.2

127.5
119 .5  
131.2 
135.0

85.2

128.3
121.3
131.5
140.5 

84 .6

130 .9
133 .6
129 .6  
150 .2

9 2 . l r
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One Tw o One 
Month M onths Y ea r 

La te s t M onth Ago Ago Ago

One Tw o  O n* 
Month M onths Y ea r 

L a te s t Month Ago Ago Ago

. Apr, 

. Apr.

U nem p lo ym ent R ate
(P e rce n t o f W ork Fo rce ) . .

Avg. W eek ly  H rs . in Mfg. (H rs .)

F IN A N C E  AND B A N K IN G  
M em ber B a n k  Lo a n s*  . . . .
M em ber B a n k  D ep o sits*  . . .
B an k  D e b i t s * / * * ......................................

T E N N E S S E E

IN CO M E

M an ufac tu ring  P a y r o l l s ......................................Apr.
Fa rm  C ash  R e c e ip t s ............................................Mar.

. Apr. 248 266 263 257

. Apr. 217 217 215 216

. Apr. 259 255r 237 260

172.1
197

167.0
244

171.1
184

174.5
205

EM P LO YM EN T

Farm  Em p loym en t . 
U nem p lo ym ent Rate

Avg. W eekly H rs. in Mfg. (H rs .)

F IN A N C E  AN D B A N K IN G

. Apr. 125.1 125.5 126.9 129.4

. Apr. 107.5 107.5 109.4 119.9
134.9 135.5 136.6 134.7

. Apr. 135.8 138.4 146.0 139.8

Apr. 9 .0 9 .6 7.8 4.3
39.2 38.3 39.0 39 .4

. Mar. 89.8 93.6 94.0 9 1 .4r

. Apr. 274 291 287 258

. Apr. 220 224 220 203
258 276 260 265

‘ Fo r S ix th  D is t r ic t area  o n ly ; o ther to ta ls fo r en tire  s ix  s ta te s **D a ily  average b a s is  tP re lim in a ry  data r-Revised  N.A. Not a va ila b le

Note: All indexes: 1967=100.
S o urces : M an ufactu ring  production estim ated  by th is  B a n k ; no nfarm , mfg. and nonm fg . em p., m fg. payro lls  and hours, and unem p., U .S . Dept, of Labor and cooperating  
state  a g en cie s ; cotton co n su m p tio n , U .S . B u reau  of C en su s ; con stru c tio n  co n tra cts , F . W. Dodge D iv ., M cG raw -H ill In fo rm ation  Sys tem s C o.; farm  cash  rece ip ts  and 
farm  em p., U .S .D .A . O ther in dexes based on data co llected  by th is  B an k . A ll indexes ca lcu la te d  by th is  B an k .

'D a ta  b enchm arked  to Ju n e  1971 Report of Cond ition .

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 Commercial Banks in the Sixth District

( I n  T h o u s a n d s  o f  D o l l a r s )
Pe rcen t Change

Y ear
to

A pril date
1975 4 m os.
from 1975

April M arch April Mar. Apr. from
1975 1975 1974 1975 1974 1974

STAN D ARD  M ETR O PO LITAN  
S T A T IS T IC A L  A R EA S '

B irm ingham  . . . . 5 ,815 ,746 5.213 ,832 4 .393 ,125 12 + 32 + 24
G adsden . . 107,292 99,576 108,759 + 8 -  1 + 2
H u n tsv ille  . . . . 402 ,409 398 ,694 359.123 + + 12 + 21
M obile . . . . . . 1 ,510 ,229 1 .396 ,602 1,228,559 -r 8 + 23 + 26
M ontgomery . . . . 860 ,170 738,199 684,067 + 17 + 26 + 17
Tu sca lo o sa  . . . . 274 ,789 257,096 252 ,197 + 7 + 9 + 7

B arto w -Lake land
W inter Haven 909.589 860,623 803 ,434 + 6 - 1 3 + 9

Daytona B each  
F t. Lauderdale-

543.237 483,914 496 ,244 + 12 + 9 + 15

Hollywood . . . 2 .197 ,921 1 ,878 ,105 2 ,331 ,826 + 17 -  6 -  4
F t. M yers . . . 477 ,695 445,890 415,941 + 7 + 15 + 8
G a in e sv ille  . . . 285 ,117 286,469 286.585 -  0 -  1 + 6
Ja ck so n v ille  . . 
M elbourne-

. 5 ,061 .661 4 ,921 ,194 5 .023 .580 + 3 -  1 -  1
Titusville-C o co a 478,973 456 .796 514,659 + 5 -  7 + 5

M iam i ......................... . 7 ,756 ,151 7 ,302 ,095 7 ,888 ,835 + 6 -  2 -  1
O rlando . . . . 1 ,729 ,627 1 ,564 ,279 1 ,687 .774 + 11 + 2 -  2
Pensaco la 511 .659 516 .670 477 ,061 -  1 -  7 + 16
S a raso ta  . . . 610 ,162 545 ,104 621 ,469 + 12 -  2 + 2
T a llah a sse e  . . . 1 ,014 ,988 1,170 ,233 9 33 ,039 - 1 3 + 9 + 2
Tam pa-St. Pete . 4 ,670 ,570 4 ,2 45 ,4 02 4 ,4 86 ,8 79 + 10 + 4 + 1
W. Pa lm  B each . 1 .268 ,676 1,298 ,338 1 ,484 ,807 -  2 - 1 5 -  4

A lbany ......................... 191,476 185,396 224 ,815 + 3 - 1 5 -  4
A t l a n t a ......................... . 23 .191 ,372 19,494,214 21 ,831 ,289 * 1 9 + 6 + 6
A u g u s t a ......................... 660 ,043 630 ,502 664 ,350 + 5 -  1 + 8
C olum b us . . . . 503 ,324 455 ,134 492 ,807 + 11 + 2 + 2
Macon ......................... 862 ,580 818 ,046 796 ,033 + 5 + 8 + 13
S avann ah  . . . . . 1 ,022 ,588 969 ,055 597 .159 + 6 + 71 + 68
A lexan d ria  . . . 316 ,682 331,531 289,221 -  4 + 9 + 10
Baton Rouge . . . 1 ,995 ,526 1,903,051 1 ,593 ,069 + 5 + 25 + 38
La faye tte  . . . . 421 ,327 376 .154 309 ,814 + 12 + 36 + 33
Lake  C h ar le s  . . 291 ,050 271 ,125 281 ,607 + 7 + 3 + 12
New O rleans . . . 5 ,769 ,502 5 .476 ,521 5,147 .463 + 5 + 12 + 13

B ilo x i-G u lp o rt . . 312 ,768 2 84 ,203r 254 ,769 + 10 + 23 + 18
Jack so n  ......................... . 1 ,710 ,050 1,656 ,263 1 ,787 ,249 + 3 -  4 + 9

Chattanooga . . . . 1 ,283 ,410 1 ,300 ,110 1 ,386 ,500 -  1 -  7 -  8
K n o xv ille  . . . . . 1 ,577 ,568 1 ,669 ,234 2 ,0 01 ,9 52 -  5 -21 -  2
N ash v ille  . . . . . 4 .7 03 ,6 78 4 .638 ,890 4 ,240 .712 + 1 + 11 + 18

O TH ER  C E N T E R S
A nn iston  .........................  121,924 121 ,614r 122,399 + 0  -  0 + 10

'Con fo rm s to SM SA d e fin itio n s  a s  of D ecem ber 31. 1972.
-D istric t portion on ly , 
r-revised

F ig u res  fo r som e a reas d iffe r s lig h tly  from  p re lim in a ry  fig u res  pub lished  in “ B an k

P e rce n t Change

A pril
1975

M arch
1975

A pril
1974

April 
1975 
from  

M ar. Apr. 
1975 1974

Y e a r
to

date  
4  m os 
1975 
from  
1974

Dothan . . . . 195,719 194,364 216 ,955 + 1 -10 -  3
Se lm a . . . . 91 ,794 76,143 80,275 + 21 +  14 -  8
Bradenton  . . . 214 .283 201 ,863 220 ,293 + 6 -  3 +  3
Monroe County 125,398 142,448 119,789 -12 + 5 +  9
O c a l a ......................... 251 ,772 225,667 219,551 + 12 + 15 + 6
S t. A ugustine 46,296 49 ,474 64,938 -  6 - 2 9 - 2 3
S t. Petersbu rg  . . 1 ,106 ,088 962 ,494 1 ,133 ,289 + 15 -  2 -  2
Tam pa . . . . 2 ,456 ,866 2 ,1 97 ,7 68 2 ,196 ,051 + 12 + 12 +  9

Athens . . . . 169,488 165,782 184,552 + 2 -  8 +  1
B ru n sw ick  . . 124,973 116,003 118,863 + 8 +  5 +20
D alton . . . . 180 ,924 157,850 196,240 + 15 -  8 - 1 4
E lberton  . . . 28 ,500 25,982 30,043 + 10 -  5 + 5
G a in e sv ille  . . 176,855 163,605 165,431 + 8 + 7 +  9
G riff in  . . . . 77 ,538 69,260 95,290 + 12 - 1 9 -10
LaG range . . . 38 ,345 39,876 52,736 -  4 - 2 7 - 1 5
Newnan . . . . 50,241 43,477 59,617 + 16 - 1 6 - 1 4
Rom e . . . . 165,620 157,446 165,521 +  5 +  0 +  3
V aldosta  . . . 118,224 109,106 114,728 + 8 +  3 + 8
A b b ev ille  . . . 19.449 18,915 18,507 + 3 + 5 +  11
B u n k ie  . . . . 17,708 17,401 12,327 + 2 + 44 + 34
Ham m ond . . . 117,847 111,708 96,669 + 5 +22 + 34
New Iberia  . . 88,381 88,379 72,165 + 0 +22 + 33
P laq u em in e  . . 29,411 32,115 24,355 -  8 + 21 + 30
Th ib o d aux . . . 74,271 68,809 41,221 + 8 + 80 + 71

H attie sb u rg  . . 149,210 151,160 143,964 -  1 + 4 + 15
Lau re l . . . . 85 ,663 77,280 88,056 + 11 -  3 +  1
M erid ian . . . 136,488 120,054 141,043 + 14 -  3 + 2
N atchez . . . 62 ,988 54,233 60,559 + 16 + 4 + 7
Pascagou la* 

M oss Po int 152,626 181,599 156,059 - 1 6 -  2 + 4
V ick sb u rg  . . . 80 ,579 75 ,768 91,175 + 6 -12 -11
Yazoo C ity  . . 54,650 52,429 53,457 + 4 + 2 + 4

B ris to l . . . . 148,181 149,755 , 147,035 -  1 + 1 + 17
Johnson  C ity 181,929 173,483 196,011 + 5 -  7 -  0
K ingsport . . . 326 ,636 356,381 308,353 -  8 + 6 + 9

D IS T R IC T  TO TA L . . 98 ,324,031 9 1 ,00 1 ,60 2r 93,405 ,524 + 8 + 5 + 8
A labam a . . . 12,429,289 11,194,767 9 ,825 .146 + 11 + 27 +21
F lo rid a  . . . . . 30 ,028,461 2 8 ,3 6 0 ,143r 30 ,572 ,896 + 6 -  2 -  0
G eorgia . . . . 30 ,671 ,954 26 ,830 ,394 28,973 ,013 + 14 + 6 + 8
Lo u is ian a- . . . 10 ,576,305 10,058,772 9 ,133 ,325 + 5 + 16 + 19
M iss iss ip p i-  . . . 3 ,594 ,940 3 ,4 3 0 ,534r 3 ,601 ,171 + 5 -  0 + 6
Tennessee- . . . 11,023,082 11,126,992 11,299,973 -  1 -  2 + 8

i its  and  D eposit T u rn o ve r”  by Board  of G overnors of the Fed era l R ese rve  Sys tem .
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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

-  200 

—  300

*Seas. ad j. figure; no t an  index
L a tes t p lo tting : April, e x ce p t mfg. p roduction  and  farm  c ash  rece ip ts , M arch.

Some encouraging signs were inteVminjgTed with lingering weakness in the Southeastern economy. Job 
gains in manufacturing tempered April's rise iri unemployment. Consumer instalment credit declined at 
a more moderate rate. Agriculture benefited from rising livestock prices, improved planting weather, and 
strong farm cash receipts. District banks received increasing amounts of consumer savings deposits, but 
construction sagged as the nonresidential sector weakened.

Despite an upturn in manufacturing jobs, total 
nonfarm employment declined in April. The un­
employment rate rose only moderately, however, 
because some workers stopped seeking jobs. Work­
ers were recalled in several manufacturing in­
dustries; in others, job losses were halted. Textiles 
and apparel both showed significant job gains at 
the* same time that the average workweek and 
hourly earnings increased. The employment slide 
in nonmanufacturing and construction continued, 
with only state and local government showing gains.

Consumers' instalment indebtedness to commer­
cial banks, buffeted by conflicting currents, con­
tinued to ebb during April. Automobile and non­
automotive consumer goods credit receded further. 
Home repair and modernization credit was essen­
tially unchanged, while personal loans outstanding 
rose for the second consecutive month, primarily 
as a result of increased loan extensions. New auto 
registrations for March sank 16 percent below the 
year-ago level, documenting the prolonged weak­
ness of auto sales. Department store sales in March 
were buoyed by an early Easter.

Following five consecutive months of decline, 
prices of farm products stabilized in April and may 
have turned upward in May, owing to rising cotton

and livestock prices. Hog prices, in particular, have 
moved sharply above year-ago levels, reflecting a 
severe curtailment in pork production. Broiler place­
ments have also increased but remain under the 
comparable 1974 level. Crop planting progressed 
rapidly, following earlier delays from heavy rainfall. 
Cash farm receipts, boosted by crop sales in Florida 
and Louisiana, continued strong through the first 
quarter of the year.

District member banks continued to experience 
sizable deposit gains during May. Inflows of pass­
book savings deposits have accounted for over one- 
half of the increase. The larger banks reported that 
business loan demand remained weak; the busi­
nesses paying off loans are mostly service firms, 
wholesale and retail trade establishments, food 
products irtdustries, and the textile and apparel 
industries.

The value of construction contracts declined in 
April. The nonresidential sector accounted for all 
of the drop as it failed to maintain March's un­
usually high level. The value of residential contracts 
remained at the same level recorded in March 
because reductions in Florida were offset by gains 
in other states. Large deposit inflows continued at 
savings and loan associations, but residential 
mortgage rates crept upward.

Note: Data on which statements are based have been adjusted whenever possible to eliminate seasonal influences.
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