;MDOMC
- Review B

TEDERAL RESERVE BANK OF ATLANTA FEBRUARY 1983

Tracking
the
Recovery

THE SOUTHEAST
IN 1983




FEDERAL RESERVE BANK OF ATLANTA

President:
William F. Ford

Sr. Vice President and

Director of Research:
Donald L. Koch

Vice President and

Associate Director of Research:
William N. Cox

Financial Structure:
B. Frank King, Research Officer
David D. Whitehead
Larry D. Wall
National Economics:
Robert E. Keleher, Research Officer
Mary S. Rosenbaum
Regional Economics:
Gene D. Sullivan, Research Officer
Charlie Carter
William J. Kahley
Database Management:
Delores W. Steinhauser
Payments Research:
Paul F. Metzker
Visiting Scholars:
James R. Barth
George Washington University

James T. Bennett

George Mason University
George J. Benston
University of Rochester
Gerald P. Dwyer

Emory University

Robert A Eisenbeis
University of North Carolina
John Hekman

University of North Carolina

Paul M. Horvitz
University of Houston

Peter Merrill
Peter Merrill Associates

Communications Officer:
Donald E. Bedwell
Public Information Representative:
Duane Kline
Editing:
Gary W. Tapp
Graphics:
Susan F. Taylor
Eddie W. Lee, Jr.

The Economic Review seeks to inform the public
about Federal Reserve policies and the economic
environment and, in particular, to narrow the gap
between specialists and concerned laymen. Views
expressed in the Economic Review aren't necessarily
those of this Bank or the Federal Reserve System.
Material may be reprinted or abstracted if the Review
and author are credited. Please provide the Bank's
Research Department with a copy of any publication
containing reprinted material. Free subscriptions and
additional copies are available from the Information
Center, Federal Reserve Bank of Atlanta, P.O. Box
1731, Atlanta, Ga. 30301 (404/586-8788). Also con-
tact the Information Center to receive Southeastern

ic Insight, a free r I on economic
trends published by the Atlanta Fed twice a month.

What sets a growth company

apart from the pack?

A unique gathering of experts on growth,
management and the future will meet for
two days of lively exchange and analysis.

Growth Industries
in the 1980s

A Conference Sponsored By
The Federal Reserve Bank of Atlanta

March 17-18, 1983
Atlanta Hilton Hotel® Atlanta, Georgia

featuring:
Alvin Toffler
Arthur Levitt, Jr.
Robert Waterman, Jr.

plus CEOs of
leading growth companies

REGISTRATION FORM

Name

Title

Firm

Address

City. State/ZIP

FEE: Before Feb.15 [1$245 After Feb. 15 [0$295

Payment must accompany registration form. All others will
be returned. Make checks payable to Growth Industries
Conference and mail to: Carolyn H. Vincent, Conference
Coordinator, Federal Reserve Bank of Atlanta, P.O. Box
1731, Atlanta, GA 30301-1731(Telephone 404/586-8865).

FEBRUARY 1983, ECONOMIC REVIEW 0O VOLUME LXVIII, NO. 2 &

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

>



Q

Digitized for FRASER

This special issue of the Economic
Review is devoted to the 1983 outlook for
the states of the Sixth Federal Reserve
District. In addition, this year we are
including analyses of North Carolina and
South Carolina in our outlook issue.
While not in the Sixth District, these two
states are almost always included when
economists and business analysts generalize
about “the Southeast.” With the economic
interactions among the Carolinas and the
states of the Sixth District becoming
more important, no discussion of the
regional outlook would be complete
without some mention of the Carolinas.

The Southeast in 1983:

An Overview. ....... e 4
Florida:
Poised ifor'a Stirge. .. 5. oo i oo 6

In-migration, the key to Florida’s strength in recent
years, dropped sharply in 1982, and the recession
made for lackluster tourism. Will the national
recovery refuel gas tanks for tourists and new
residents? The region’s strongest economy is
ready for another spurt.

Georgia:
Rebuilding 1n 19832 i ded 0 o0 20

Atlanta’s glittering service-related industries kept
many state economic indicators looking better
than most of the region in 1982. But in a state with
widely divergent regions, the outlook for recovery
is not everywhere as bright as in Atlanta.

Tennessee:
Awaiting Recovery
in the Industrial Heartland. ........... 30

With many businesses crucially tied to the con-
struction and auto industries, Tennessee’'s economy
must await the expected nationwide recovery.
Both industries show sparks of igniting in early
1983. If they bounce back strongly, Tennessee
should benefit quickly.
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state through the 1973 and 1980 recessions, but
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in 1983.
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Caught with a heavy concentration in durable
manufacturing, Alabama suffered one of the
nation’s worst unemployment rates in 1982. When
can workers look for signs of revival in the state’s
hard-hit factories?

Mississippi:
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The Magnolia State felt the full impact of the
recession, but improved construction activity
nationally bodes well for the state. If consumer
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Mississippi should blossom in 1983.
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North Carolina resisted the recession’s impact
longer than the nation as a whole. Will its emerging
industries help lead the way to a faster recovery?
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Because of its heavy dependence on textiles,
South Carolina’'s economy has been lackluster
since 1979. Have the state’s efforts to diversify
progressed enough to boost its recovery in 19837
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in 1983:

An
Overview

How fast will economic recovery come to the
Southeast in 1983? The answer depends upon a
number of factors, but the most important is the
vigor of a national economic rebound. Most of
the Southeast’s products depend upon national
and even international markets, so demand at
those levels must strengthen before the region in
general can expect any significant upturn. Never-
theless, there is reason to believe the Southeast
might be quick to profit from even a cautious
recovery.

In the new year it is likely that Florida, North
Carolina and Georgia should continue to outper-
form the nation and other states in the region.
The outlook for other states surveyed in this
outlook is less certain. The Alabama, Mississippi
and Tennessee economies will depend impor-
tantly on the strength of the 1983 rebound in the
interest-sensitive auto and housing industries.
South Carolina’s recovery, meanwhile, will hinge
on the strength of consumer spending. Louisiana,
heavily dependent on the oil and gas industries,
will recover slowly until energy prices firm.

4

That national rebound remains heavily depen-
dent upon stabilization of interest rates at levels
that will encourage consumers to buy housing,
autos, and various other goods. Merchants’ new
orders to restock shelves then should begin to
spur idle manufacturing machinery into production.
That chain reaction, though likely to be slow at
first, should be moving along reasonably well by
the second half of the year.

It should take several months of recovery
before businesses feel the need to hire additional
employees to expand output. For a while, pro-
ducers are likely to rely on current workers to
meet their growing demands.

The whole services-producing sector has held
up well throughout the 1981-82 recession. As
the national recovery gains momentum, even
more jobs in wholesale and retail trade, finance/in-
surance/real estate, and services should be created
as the multiplier effect of higher workers’ income
ripples through the economy. The single exception
to expanding service sectoremploymentis in the

government area. State and local governments .

are under severe budgetary constraints that may
force continuing cutbacks in expenditures and
employment in 1983.

Construction activity began to strengthen in
the second half of 1982, an encouraging sign for
the southeastern economy. Residential building
permits began to increase as mortgage interest
rates declined, reversing a slump in residential
building permits at midyear just as they were
approaching the previous lows set during the
1973-75 recession. Actual construction, which
had fallen about 26 percent from the previous
year in measured units, began showing a slight
upturn in the fall of 1982. Construction and
related industries, major components of the
southeastern economy, have been stimulated in
the past by the Southeast’s rapid in-migration
and business growth. The upturn is being watched
closely by southeastern lumber industries, which
supply animportant chunk of the nation’s require-
ments from the region’s abundant forests.

A construction revival typically is felt rather
quickly in the Southeast, and the budding current
recovery appears to be no exception. Although
the upturn has been weak so far and activity has
remained below normal, momentum seemed to

o

be growing at the threshold of the new year and

should provide renewed strength to the south-,

eastern economy by spring.
Consumers are likely to begin spending more

freely by spring, pushing sales of autos, furniture,
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and appliances to a more robust pace by the
second half. In response to growing demand,
manufacturers should begin gearing up to expand
production. These improvements, combined with
anticipated growth in tourism, should move the
Southeast to modest economic growth by the
second half of 1983. Tourism activity will be led
by travelers headed for Walt Disney World's new
Experimental Prototype Community of Tomorrow
(EPCOT) attraction in central Florida during the
coming summer season, but business should
pick up throughout the Southeast as incomes
increase.

The Southeast’s financial institutions also are
positioned rather well to join in the recovery as it
emerges. Mortgage loans outstanding have de-
clined since last February to 8 percent below
year-ago levels. At the same time, total deposits
grew rather briskly in 1982, reaching 10 percent
above year-earlier levels at banks and 5 percent
above at thrift institutions.

Still, it's a long road back to solid economic
expansion. The preliminary seasonally adjusted
unemployment rate for the states in the Sixth
Federal Reserve District reached 11 percent in
November, up 3.6 percentage points from July
1981, the official starting date of the current
recession. It is also likely to move up farther
before significant new hiring begins. Total em-
ployment has grown slightly from the year-ago
level, but the growth has fallen far short of the
jobs needed to absorb new labor force entrants.

Of course, just as the employment experiences
of states in the region have differed over the
course of the recession, so willadvancesin 1983.
Alabama and Tennessee entered the recession
with unemployment rates of 8.5 and 8.1 percent,
respectively, the highest rates in the District. By
contrast, Florida, at 5.9 percent, and Georgia, at
5.7 percent, had unemployment rates in July
1981 substantially below the nation’s 7.2 percent
rates. Louisiana’s 7.7 percent unemployment
rate then was slightly above the nation’s, as was
Mississippi’s 7.8 percent rate.

As the 1981-82 recession deepened, the spread-
ing hardship was reflected in rising unemployment.
By November 1982, Alabama’s unemployment
rate had risen to 15.9 percent, seasonally adjusted,
or5.2 percentage points higher than the nation’s
10.7 percent rate. The rates for Louisiana, Missis-
sippi, and Tennessee also were above the nation’s
at 11.3, 12.7 and 12.5 percent respectively.
Among District states, only Florida, at 9.5 percent,
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and Georgia, at 8.3 percent, could boast un-
employment rates better than the nation’s.

In manufacturing, much of the region’s un-
employment weakness has been in durable
goods production, although important regional
nondurable industries such as food and kindred
products, textile and apparel, paper and chemi-
cals also have fared poorly. In 1983, lumber and
wood products will gain strength as will such
durable goods as the furniture, stone/clay/glass,
primary and fabricated metal industries, and
transportation equipment. However, their pace
of recovery should be determined in large measure
by consumers’ willingness to purchase housing
and autos. Business investment will provide
limited support, and that improvement should
show up as a slowing of the reduction of business
inventories. Recovery of housing and auto de-
mand will stimulate the textile industry, an im-
portant nondurable goods industry in the region.
However, if the national recovery proves moderate,
as a consensus of national forecasters suggests,
the recovery of this industry and the related
regional apparel industry also promises to be
moderate.

Defense spending should stimulate the South-
east in 1983, since the region hosts both large
and small firms producing for defense. As 1983
unfolds, defense-related production jobs will
grow at a healthy clip, particularly in the electronics
and transportation equipment industries.

Domestic recovery will also add support to the
paper, transportation, and public utilities industries.
Slow-growing European, Canadian, and Japanese
economies may limit the growth of southeastern
industries that produce for export. Mining also
should expand slowly as coal exports level off or
drop slightly from 1982. In fact, the entire South-
east will experience slow international trade
growth through its ports because of the expected
moderate worldwide recovery. The Southeast
may even lose some of its trade share because of
extreme belt-tightening by debt-burdened de-
veloping countries; southeastern ports are linked
closely to financially troubled countries of Latin
America.

However, behind these generalized prospects
forimportantindustries in the region lie important
differences among and within individual states,
despite the typical media characterization of the
Southeast as “the burgeoning Sunbelt” The
outlook in specific southeastern states in 1983
varies widely because of the often vast differences
in major economic activities.



Early signs of revitalized economic activity in
Florida are dawning. Recent trends in building
permits suggest that the decline in residential
construction has stopped. Whether growth can
be sustained will depend on population in-
migration this year. The tourist industry is
optimistic that the winter season will surpass
last year's and that the opening of EPCOT at
Walt Disney World will stimulate tourism through-
out the state. Advance bookings on airlines and
at hotels show a stronger season than last year.
Retail sales have picked up slightly and could
be boosted by a strong tourist season. Business-
men and consumers are cautiously optimistic.
Let's look at some of the factors which will
influence Florida’s economic growth in 1983.

Florida’s economy is affected by both struc-
tural and cyclical factors. The strong long-term
growth trend since the early 1960s tends to
push the economy forward even in weak national
economic periods. As a result, the state’s business
cycle lags the national cycle by nearly six
months and serves to dampen long-term eco-
nomic growth for brief periods of one-to-two
years at a time. Florida’s 1982 weakness was a
temporary lull in the upward trend; 1983 should
be a year of stabilization and recovery beginning
with increased population growth, housing starts
and tourism. Florida’s structural strengths and
the national economic recovery should translate

1982 was a lull in a strong upward trend;
increased population growth, housing
starts and EPCOT-led tourism should boost
Florida into recovery in 1983.

Florida:
Poised for
a Surge

into increased economic activity in Florida in
1983. But the booming growth of 1979 and
1980 may not be seen again until 1984 or
1985

Structural Strengths

Florida is in a class by itself in the group of
southeastern states which comprise the Sixth
Federal Reserve District. It is the largest and
fastest growing southeastern state in terms of
population. The state gained an average 295,000
persons per year during the 1970s, equivalent
to 34 people each hour over the decade.! The
annual population increase, in actual numbers,
is third highest in the nation behind two other
large Sun Belt states—California (370,000) and
Texas (303,000). Those new Florida residents
require homes, jobs, financial services, enter-
tainment, food, clothing, cars and utilities. Pop-
ulation increases alone are enough to push the
economy ahead at rates far above the national
average.

What attracts so many people to the state?
The natural attraction of Florida is the “quality

'Population data reported by the U.S. Bureau of the Census. 1970 Florida
population equals 6,789,443. 1980 Florida population equals 9,746,324.
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of life” it offers. Much of Florida’s initial popu-
lation growth was spurred by retirees seeking a
warm climate. Indeed, the percentage of Florida’s
population over the age of 65 is now 17.3
percent compared to the U. S. average of 11.3
percent. But in actual numbers, Florida’s working
population has increased substantially more
than its elderly population. About 700,000
more retirees lived in the state in 1980 than in
1970. During the same period the working age
population (age 25-65) grew by 1.6 million.
While some of Florida's major cities are becoming
crowded, the state’s average density is 166
people per square mile, which compares well
with New Jersey—940 people per square mile,
Massachusetts, 695, New York, 354, and Ohio,
262.

The “pollution-free” environment is an attrac-
tive characteristic of the state. Manufacturing
represents only 12 percent of nonfarm employ-
ment compared with 21 percent nationwide.
And the manufacturing that does exist is gen-
erally in “clean industries” such as electronics
and food processing. Another attractive feature
of Florida’s living conditions is its relatively new
infrastructure. Most highways, bridges, water
and sewer systems, airports, hospitals, and
schools have been built in the past 20 years.

Many new migrants find the cost of living
lower in Florida. The state ranks seventh lowest
among all states in terms of state and local
taxes paid per $1,000 of personal income. A
recent survey of major cities indicated a family
of four in Florida pays about 4 percent of its
income to state and local governments, while
nationwide, the average is over 8 percent.?
Also, the average electric bill was only $57.48
per 1,000 kwh in 1980 compared with $61.12
nationwide, $80.68 in New Jersey, $87.40 in
New York, and $64.80 in Ohio.® Housing costs
are still more affordable in sections of Florida
than in many other populous areas of the
country. In areas other than major south Florida
metropolitan cites, housing costs range from
72 percent to 98 percent of the national average.*

*Government of the District of Columbia, Department of Finance and
Revenue, Tax Burdens in Washington, D.C. Compared With Those in
the Nation’s Thirty Largest Cities, 1979.

*U.S. Department of Energy, Energy Information Administration, Typical
Electric Bills, January 1, 1981.

‘Federal Home Loan Bank Board
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While the strong population increase provides
an ample labor force for business growth, there
are other factors which attract industry to the
state. In 1981, Florida’s business climate ranked
first among all states. Florida's labor force was
considered a plus since unions have a minor
influence and educational expenditures on
vocational skills are relatively high. Additionally,
government-imposed costs of doing business
are much lower than in other states.

Factors Influencing
The Florida Business Cycle

Quality of life, cost of living, and business
climate have contributed to Florida’s rapid
long-term population growth, which in turn has
carried the economy through most national
recessions unscathed. However, the longer a
national recession persists, the greater the
chances of Florida suffering a serious downturn.

The recession finally came to Florida in 1982.
But recession in Florida must be regarded in
the proper context. Economic activity in the
state, even at its low point, is well ahead of
most states in the nation. Population growth
declined from around 300,000 per year in
1978-81 to 200,000 last year. While the drop is
significant enough to reduce economic activity
substantially, population growth was strong
enough to support the construction of at least
100,000 homes in 1982 and to keep statewide
employment from declining

Migrants to Florida come in greater numbers
when the economy is strong, but when the
national housing market sours and unemploy-
ment rises, in-migration drops sharply. The
outlook for the Florida economy in 1983 depends
largely on population growth, but several other
factors will influence economic activity this
year—tourism, international trade, and business
development.

The 40 million tourists who visit the state this
year will pump approximately $20 billion into
the economy. The nearly $1 billion in sales tax
tourists pay each year has helped the state
keep taxes on residents to a minimum.® The

sTourism data reported by Florida Division of Tourism in Florida Visitor
Study, 1981.



state is one of few without a personal income
tax.

While population growth has a strong cyclical
effect on the Florida economy, tourism is a
more stabilizing factor. Tourism generally slows
only briefly during a national recession. While
population growth and tourism historically have
shaped Florida’s economic growth, new outside
forces have begun to impact the state’s economy.

International influences are permeating the
state. Foreign visitors can make or break the
tourist season. Foreign imports and exports
buoy or restrict the growth of trade and the
activity at the state’s many ports that depend
on the world economy. Accompanying the
influence of international trade is international
banking. Eased banking restrictions have opened
the doors for Miami, quickly becoming recog-
nized as a world banking center.

A fourth influence on Florida is business
development. While new business growth helped
delay the recession in Florida, new industrial
plant openings dropped sharply in 1982, and
new office construction is likely to reach a
saturation point in 1983. The manufacturing
sector should benefit this year from federal
defense spending. Florida boasts a dispropor-
tionately large share of military establishments
and manufacturers of military-related equipment.
The increases in the federal defense budget
should help Florida in 1983.
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Chart 1. Florida Personal Income
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These external factors—population growth,
tourism, international trade and finance, and
business development—will interact to shape
the Florida economy in 1983. The net effect of
these forces is likely to be an upturn with
modest improvement over 1982. The overall
picture at the beginning of 1983 is an economy
resting on the bottom of a business cycle
trough waiting for forces to push it upward and
to supply some sustainable momentum (Table
1). As the economy recovers in 1983, Florida’s
underlying economic strengths will help carry
the state forward. Outstanding growth is likely
to resume in 1984.

One measure of overall activity is personal
income growth. Florida income was up about 9
percent in mid-1982 over the previous year,
compared to 16-17 percent gains in 1979 and
1980. That 9 percent growth rate compared to
a 7 percent national average (Chart 1). But the
state’s lead is attributable more to unearned
income than to stronger economic activity.
Dividends, interest and rent income and transfer
payments make up a larger share of total
income in Florida than elsewhere because of
the state’s large retiree population.

¢Personal income data reported by the U.S. Department of Commerce,
Bureau of Economic Analysis.
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Table 1. Florida Business Cycle

1973-1975 Recession

1980-1982 Recession

Peak Trough % Decline Peak Trough % Decline
Annual Population Growth 476,200 125,800 T =74% *366,000 200,000 —45%
Year Ending 4/1/73 4/1/76 12/31/81 12/31/82
Personal Income
Year-over-Year Change 19.4% 6.6% 15.3% 9%
Date 3Q/73 3Q/75 1Q/81 2Q/82
Residential Construction
Number of Units
. 12-Month Cum. Rate 273,600 52,300 —81% 196,000 101,439 —48%
Year Ending 7/31/73 12/31/75 10/31/79 8/31/82
Single-family Permits
12-Month Cum. Rate 87,100 37,100 —-57% 100,100 49,647 —50%
Year Ending 7/31/73 8/31/75 10/31/79 7/31/82
Multi-family Permits
12-Month Cum. Rate 230,000 11,500 —95% 92,100 49,482 —46%
Year Ending 6/30/73 2/28/76 5/31/81 9/30/82
Nonresidential Construction
Millions of dollars
12-Month Cum. Rate $1,650 $1,250 —24% $3,860 —
Year Ending 10/31/74 10/31/76 11/82
Nonfarm Employment (000’s) 2,901 2,681 —~7.6% 3,812 —
Date 4/74 8/75 11/82
Year-over-Year Change +5% —5% +0.9%
Unemployment Rate
Seasonally Adjusted 3.6% 11.8% 5.0% 9.9%
Date 10/73 SV 12/80 12/82
Taxable Sales N.A. =320 20.9% +1%
Year-over-Year Change 10/75 10/78 10/82
Tourist Arrivals
Millions annually 24.8 24.2 —2.4% S7.r =
Date 1973 1974 1982

N.A. - not available. *Includes 100,000 Cuban and Haitian refugee immigrants.

Florida ended 1982 with employment at
about the same level as in 1981—3.8 million
(Charts 2 and 3). Modest declines were reported
in southeast Florida primarily because of the
depressed construction industry there. Busi-
nesses in Miami, Ft. Lauderdale, and West Palm
Beach employed 1-4 percent fewer workers in
1982 than in 1981. Lakeland suffered the worst
drop in employment, 7 percent for the year,
primarily because of phosphate industry layoffs.
About 17 percent of all phosphate workers
were unemployed in late 1982; but the industry

FEDERAL RESERVE BANK OF ATLANTA

expects slow improvement this year. In Novem-
ber, 700 of the 3,200 laid-off workers were
called back to their jobs.

Tallahassee has also seen a decline in jobs,
down 1 percent, primarily as a result of reduced
government revenues. Because revenues fell
far below projections in 1982, the Governor
called for a 4 1/2 percent across-the-board cut
back in state government spending. At least
one department, Health and Rehabilitative
Services, was forced to slice its payroll by 300
workers. A 3 percent decline in employment in

9
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Chart 2. Florida Nonfarm Employment
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Gainesville reflects reduced availability of funds
for students at the University of Florida as a
result of harder-to-obtain federal grants and
loans to attend college. Daytona’s 2.8 percent
employment drop is almost entirely attributable
to government layoffs. Melbourne has suffered
from the slowdown in construction and manu-
facturing, despite its high technology base,
causing employment to fall 1.4 percent.

Orlando, Pensacola and Ft. Myers each re-
corded employment growth of 1-2 percent for
the year. Other major cities held their own. The
recent closing of Woolco discount department
stores put 3,000 people out of work throughout
Florida. The unemployment rate moved up
sharply in the last few months of 1982—from
7.5 percent in September to 9.9 percent in
December. Improvement in employment should
lag the rest of the economy, possibly gaining by
the end of 1983.7

Population Growth

The Florida economy appeared immune to
recession during 1980 and 1981 when the
nation was experiencing economic difficulties.
Florida sustained healthy growth right through
those years primarily because population in-
creases remained high. Following that strong

"Employment and unemployment data reported by Florida Department of
Labor and Employment Security. Specific industry or company figures
verified by telephone conversations with referenced organization.

10

Chart 3. Florida Metro Area Nonfarm Employment
(Annual Percent Change Nov. 82/Nov. 81)
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growth, the net increase dropped by one-third,
to 200,000, in 1982 (Chart 4).8

The prolonged national recession made it
increasingly difficult for people to move around
the country. Now that mortgage rates are down
to more tolerable levels, people will begin to
reconsider relocating. But plans to move take
at least six months to implement and, as of yet,
the national unemployment situation has not
improved significantly.

According to state forecasters, population
growth may move up to the 225,000-250,000
range in 1983. The high end of that range may
be optimistic if the national recovery does not
materialize as fast as expected. Population
growth is likely to pick up more substantially in
1984.

Much of Florida's recovery will depend upon
how soon new residents begin to pour into the
state. The residential construction industry is
one of the more obvious recipients of population
growth. Construction plummeted in 1982 as
demand for new homes dropped off. Even
prospective realtors were discouraged last year.
Only 30,000 people took the real estate exam
in 1982 compared to 48,000 in 1981.°

8Annual population growth derived from estimates prepared by the
University of Florida, Population Division, Bureau of Economic and
Business Research (1971-1 981). 1982 and 1983 estimates reported in
The Florida Outlook, University of Florida Bureau of Economic &
Business Research. The Bureau’s 1983 forecast for 1983 population
growth is 236,000. The authors place this estimate within a reasonable
range based on previous accuracy of the forecasts.
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Chart 4. Florida Annual Population Growth
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Chart 5. Florida Residential Construction
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New home building in Florida reached a
cyclical low in the 12 months ending in August:
only 101,500 new single- and multi-family
homes were constructed (Chart 5). This level is
still high compared to other southeastern states,
but it is 48 percent below the peak of 196,000
homes built in the 12 months ending October
1979. Both single-family and multi-family con-
struction, currently about 50,000 units each on
an annual basis, were halved from their peaks.
Single-family construction has been declining
since late 1979, while multi-family construction
did not start to descend until mid-1981. Yet the
last half of 1982 brought an upturn in residential
construction. In the 12 months ending in
November, new home building edged up to
104,500 units from August's low of 101,500.
Sales of building supply materials were increasing
by year end as lower mortgage rates unleashed
some pent-up demand for single-family homes.
Depressed condominium prices enticed buyers
to take advantage of the market.’®

New home construction has been running
parallel and slightly ahead of new household
formation for the past four years. Any in-
crease in new households in 1983 should
translate into a stronger construction sector.

°Telephone conversation with Charles Hoeck, Division of Real Estate,
Department of Professional Regulations, State of Florida, December 13,
1982.

1°Construction data reported by F.W. Dodge. Single and multi-family
breakdown derived from building permit data as reported by the U.S.
Bureau of the Census.
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But growth should be modest at best. Based on
population projections, about 126,000 new
households will be formed this year. With
the current pace of construction and a large
condominium inventory remaining in some
areas, it is difficult to see substantial improve-
ment in residential construction in 1983 even
though construction has started to pick up in
central and north Florida's single-family markets.

Table 2 shows the level of construction in
major Florida cities at the recent peak and at
the recent trough. Most cities had turned the
corner on recovery by November. Northern
and central cities have made the strongest
showing so far. Jacksonville, Tallahassee, Pen-
sacola, and Orlando have already surpassed
their construction low points by at least 19
percent. The Orange County (Orlando) area is
producing more homes than either Miami or Ft.
Lauderdale and is building at the same rate as
West Palm Beach.

Residential construction on the southeast
coast of Florida has suffered the most. New
home construction sagged to about one-third
the rate at the 1979 peak. Foreclosures in Dade
rose 52 percent through November compared
to 1981. Broward County foreclosures jumped
42 percent. In the two-county area, 7,928
homes were foreclosed during the 11-month
period.'* Condominium prices dropped 19
percent from late 1981 to late 1982.

11Dade and Broward Counties Circuit Courts.
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Table 2. Residential Construction by SMSA
Number of Units (12 month Cumulative Rate)

1979-80 1982 Decline November Increase
Peak Trough from Peak 1982 from Trough

FLORIDA 195,993 101,439 —48% 104,480 + 3%
Jacksonville 6,608 4,331 —35% 5,336 +23%
Tallahassee 2,808 1,549 —45% 2,101 +35%
Pensacola 3,469 2,234 —36% 3,301 +47%
Daytona 6,123 3,934 —36% 4,075 + 3%
Gainesville 3,433 1,032 —70% 1,042 + 0%
Melbourne 7,169 3,204 —55% 3,332 + 3%
Orlando 12,504 7,896 —37% 9,475 +19%
Lakeland 3,904 2,130 —45% 2,318 + 8%
Tampa-St. Petersburg 30212 15,943 —48% 15,943 —

Sarasota 6,899 3,149 =55% 3,149 -

Ft. Myers 9,652 4,485 —53% 4,595 + 2%
West Palm Beach 29,844 9,471 —68% 9,808 + 3%
Ft. Lauderdale 24,355 6,692 —73% 7,062 + 5%
Miami 22,475 7,695 —66% 8,438 + 9%

Note: Cyclical peaks and troughs for each city varied within the years shown.
Source: McGraw-Hill Information Systems Company, Dodge Construction Potentials.

Home sales began to pick up late in 1982,
indicating new construction should turn up
early this year. The slight upturn in south
Florida home building is primarily a local phe-
nomenon in the single-family market as residents
take advantage of lower interest rates to upgrade
their homes. Condominium sales are resulting
from a slight pickup in migrants from the
Northeast. Foreigners have not reentered the
market, and investors are lying low until the
general economy improves.

As of October there were 21,000 new homes
up for sale in Miami, Ft. Lauderdale and West
Palm Beach. That represents about one year of
building at current rates. With such an overhang
of new homes for sale, construction seems
unlikely to pick up substantially in 1983.

Miami's residential construction industry may
never fully recover, since Dade County experi-
enced a net outflow of residents beginning in
1981. People appear to be leaving south Florida
and moving up the coast.

Tourism

While tourism is no longer the dominant
industry in Florida, it still accounts for 17
percent of the state’s employment. Nationwide,
tourism jobs comprise less than 5 percent of
employment.
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Florida’s tourist industry is significant not
only because of its immediate economic impact
but also because of its “spillover’ effect on
other southeastern states, particularly Georgia
and Tennessee. These states increasingly have
been able to capitalize on pass-through traffic
by increasing interest in local attractions.

The number of visitors to Florida generally
slows down during a national recession when
working-class Americans cannot afford their
annual Florida vacations. However, through
the two worst recessions since World War I,
the number of tourists never declined more
than a few percentage points. Even more impor-
tant, a pickup in tourism usually precedes a
Florida recovery. From 1973 to 1974, tourists
coming to Florida declined only 4 percent,
while in 1975, at the bottom of the recession,
arrivals were up 11 percent.

With the onset of national recessions in 1980
and 1981, growth in the Florida tourist industry
began to suffer, but tourism never declined.
The number of arrivals rose slightly from 35.8
million in 1980 to 35.9 million in 1981. Final
figures for 1982 are expected to show a little
growth over the previous year. Estimates of
1982 arrivals range anywhere from a 10 percent
increase to a 5 percent decline. Official Florida
Division of Tourism data show that tourists
from the U. S. and Canada were up 7.4 percent
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through September compared to January-
September 1981.

- This figure appears high since other indicators
show a decline in tourism. Attendance at a
sample of the state’s major attractions was off 5
percent during most of the year,'? while hotel
and motel occupancy declined 4 percent in
Orlando and 8 percent in south Florida through
September.3

While the state does not monitor international
tourism on a regular basis, Miami tourist officials
estimate that foreign tourist arrivals in Dade
County were down 11 percent for the year
through September.’* On balance, it appears
that the final figures for total tourist arrivals
during 1982 will be about 5 percent above
1981.

Many industry representatives believe the
World’s Fair in Knoxville had a siphon effect
last year, drawing middle-income and blue-
collar tourists from the Midwest and Northeast
to Tennessee rather than Florida. However,
other factors such as the recession and the
reduced value of the dollar (which discourages
foreign visitors) must also be blamed for last
year's comparatively poor record.

The weak showing of tourism, along with a
depressed housing sector, translated into poor
retail sales for Florida. By last years third
quarter, retail sales in Florida were not much
better than in 1981, and, if figures were available
for inflation-adjusted sales, retail trade would
be reported several percentage points below
the previous year. The worst performing area
was Miami, where over 20 percent of Florida
sales are made. Stronger sales growth in north
and central Florida offset the weakness in
south Florida. During the third quarter, total
retail sales in Florida were 0.4 percent higher
than in 1981. In Miami, sales were off 15
percent for the same period.'® The sharp drop
in retail sales in Miami is linked particularly to
the decline in foreign visitors in 1982. And
those foreigners who are coming are staying

'?Florida Attractions Association.

'*Orlando weighted average based on Pannell, Kerr, Forster data reported
in Trends in the Hotel Industry, September 1982, and south Florida
data reported by Laventhol & Horwath, South Florida Trend of
Business Lodging Industry, September 1982.

'*“Dade County Travel Trends Third Quarter Report January - September
1982,” Department of Tourism, Metropolitan Dade County.

'*Retail sales data from U.S. Department of Commerce, Bureau of the
Census, “Current Business Reports Monthly Retail Trade.”
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with friends or relatives or in private condomin-
iums more often and spending less money than
in the past.

The last quarter of the year, for which official
tourist figures aren’t available as of publication,
should be well ahead of 1981. Attendance at
EPCOT, which opened in October, was running
about 30 percent ahead of what officials had
expected. Airplane and hotel bookings for the
holiday season were up from 1981.

Florida's tourist industry representatives are
optimistic that this strong fourth quarter showing
will carry over to 1983. Orlando has proved to
be an attractive area for family vacations. Costs
are still quite low. A recent study shows that
average bed and board for one day in Orlando
costs $69.75 compared to $91.60 in Miami,
$99.25 in New Orleans, $124 in San Francisco,
and $163.80 in New York.'®

Walt Disney World expects 20 million admis-
sions in its fiscal year ending next September,
up 60 percent from 1982’s 12.56 million. The
1982 figure was down 5 percent from 1981.
Since the average visit to Disney is expected to
last 3 1/2 days, the admissions projection
translates into about 2 million additional tourists
in Florida in 1983 as a result of EPCOT. The
theme park employed 3,500 new permanent
employees to staff EPCOT, and seasonal demands
should push that number close to 5,000 by
spring.'?

*Runzheimer and Co., Meal-Lodging Cost Index.
'7John Dyer, Walt Disney World, telephone conversation December 9,
1982.
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Other major Florida attractions are adding
features this year to capitalize on the Disney
visitors. A new attraction by MCA studios,
called Universal City, is being constructed this
year but will not open until late 1984. By its
third year, it is expected to attract 4 million
visitors annually.'®

While EPCOT's strength will not really be felt
until summer, the family vacation season, south
Florida is hoping the attraction will also boost
Florida’s winter tourism. A fare war between
major airlines dropped the price of a one-way
ticket to $99, attracting many more vacationers
from the Northeast and Midwest this winter.

Major airlines say their bookings on Florida
flights are extremely good, and they are opti-
mistic that the increased traffic will hold at
least through March. Additionally, hotel and
motel occupancy rates began to improve late
in 1982.12

Several clouds loom on the horizon, however.
Is the EPCOT-generated boom only a temporary
phenomenon that will settle down after a few
months? Will other areas of the state suffer as
tourists flock to EPCOT and spend more money
on longer stays there? Will Miami recover its
reputation as a vacation and convention attraction?

Miami is counting on an improved season
this year. Both domestic and international travel
were down 11 percent through September. A
convention of the American Society of Travel
Agents, held last October, is expected to boost
tourism in 1983. A new convention facility
should also increase Miami’'s chances of attrac-
ting convention business.

Miami’'s image, however, may still be a hin-
drance. Repeated signs of unrest, such as the
Liberty City riots of 1980 and the recent incidents in
Overtown, continue to cloud Miami's reputation
as a safe tourist destination. In a recent survey,
250 convention travel planners ranked Miami
below the top 10 cities.?° Also, as long as the
dollar remains relatively strong, the European
and Canadian travel market will remain soft.
Latin American visitors have been affected not

8“Perspective on Regional Growth 1982-1986,” East Central Florida
Regional Planning Council, October, 1982, p. 15.

*Hotel & Motel Association, Rosemary Winslow, telephone conversation
December 9, 1982.

20William Poundstone, “Coping With The New Geography,” Association
and Society Manager, April/May 1982, pp. 18-23.
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only by a disadvantageous exchange rate, but
also by political and financial troubles at home.

In 1983 the general outlook for Florida’s
tourist industry seems contingent upon national,
and even international, economic recovery.
Probably Orlando and other northern areas of
the state will do better than south Florida. Pent-
up demand for travel, the opening of EPCOT,
and the absence of a competing attraction
such as the Knoxville World's Fair augur well for
Florida's tourism in 1983; indeed, major fore-
casters expect an 8 percent rise in visitors.2!
Nonetheless, a return to peak 1979 levels
seems to depend on an economic upturn that
reaches the industrial heartland’s middle and
working-class travelers, as well as foreigners,
who comprise so large a portion of Florida's
market.

International Trade and Finance

Florida's geographic location has natural
advantages for encouraging international trade.
Its 580 miles of coastline offer 16 seaports.
Close proximity to Latin America makes Florida
a natural center of trade between the Americas.
In fact, the emergence of the Latin countries as
a growing export market in the 1970s encouraged
Florida’'s development as a center of inter-
national activity. The Miami Customs District
(south Florida ports) in 1980 became the 9th
busiest U. S. export district compared to its
15th ranking in 1970, and the Tampa Customs
District (central and north Florida ports) advanced
to 14th busiest compared to 18th in 1970.22
Altogether, exports through Florida Customs
Districts now account for almost 5 percent of
the total U.S. exports compared to only 2.7
percent 10 years ago.

Just as geography contributes to Florida's
advantage, so does the international nature of
Miami’s population. Foreign-born residents of
Dade county who are of Hispanic origin account
for over 36 percent of the population. Including
their offspring born in the United States, this
figure will be much higher in the future. The

2'University of Florida Bureau of Economic and Business Research; the
Dick Pope, Sr. Institute for Tourism Studies at the University of Central
Florida.

#2U.8. Department of Commerce, Bureau of the Census, Waterborne
Exports and General Imports, 1970 & 1980.
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large Hispanic population provides a natural
labor force for multinational corporations that
must operate across language and cultural
borders.

Following a decade of surging growth in
Florida’s international activity, 1982 was a weak
year. Exports, which comprise more than half of
total foreign trade in Florida, dropped 10 percent
in dollar value in January-September 1982.
South Florida exports, which outnumber imports
by more than two to one, dropped 6.5 percent
in the January-September period from the
prior year?3 Exports to Latin America grew
increasingly worse as the Latin countries suffered
from financial, political and economic troubles.

These conditions do not bode well for Florida
international trade in 1983. Even if a strong U.S.
recovery materializes, Latin economies usually
lag by at least six months. It is doubtful that
exports to Latin America will show any improve-
ment in 1983.

Trade through the Tampa Customs District
was depressed in 1982 because of weak world

23Export and import trade data reported in Highlights of U.S. Export and
Import Trade, U.S. Department of Commerce, Bureau of the Census,
September 1982.
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demand for phosphate. Total exports were
down 19 percent for the first nine months of
the year. Some improvement was noted late in
the year as laid-off phosphate workers were
recalled and closed mines and processing plants
were reopened. Exports of rock are expected
to be no better in 1983 than in 1982, but
exports of processed fertilizer should rise.

Imports were stronger than exports in 1982
and continue to look strong in 1983. In the
Miami District, imports rose 6.5 percent in
1982. South Florida should benefit from increased
trade this year as imports are expected to
account for about 40 percent of all trade, as
opposed to 30 percent in 1982. The rising
significance of imports is particularly attributable
to new facilities at the Miami port which speed
cargo handling. Several new shipping lines will
be importing through Miami in 1983. The port
is in the midst of a $250 million, 225-acre
expansion that will nearly double its size.

Imports through the Tampa District fell 5
percent in 1982, although some sectors remained
strong. The number of import entries and
amount of customs collections at the Port of
Jacksonville each increased by more than 15
percent in the fiscal year ending in September.
Imports of foreign vehicles rose to 373,000,
ahead of fiscal year 1981 by about 1,600 units.
Coffee, steel and lumber imports also increased.
Orlando prospered as a port of entry for fast-
growing imports of high-duty Brazilian orange
juice.

Imports should continue to be a positive
factor in Florida trade this year as south Florida
gears up to bring in more goods, the value of
the dollar remains relatively strong, and the
U.S. recovery gets underway. Exports to Latin
countries are likely to remain weak, and phos-
phate shipments may improve only slightly
from 1982. Some diversification in Florida’s
export trade is expected as firms try to open
European and African markets.

Florida's increased international trade, as
well as important bank regulatory changes,
have spurred the development of international
finance. A significant financial infrastructure
evolved over the past several years that will
promote international trade in years to come.
Over 200 international banking offices operate
in the state, most in Miami. These entities
include a growing number of Florida commercial
banks with strong international departments,
out-of-state U. S. commercial banks operating
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internationally oriented banking subsidiaries
(Edge Act corporations), and foreign banks
operating Edge Act corporations, foreign bank
agencies or representative offices. While the
introduction of Edge Act corporations facilitated
international financial development over the
past several years, several financial innovations
will provide even greater opportunity for Florida
to benefit from international banking in 1983.

Last year eligible banking organizations were
authorized, in effect, to compete with the
offshore Eurocurrency centers in the Caribbean
and elsewhere. By establishing International
Banking Facilities (1BFs), banking organizations
can conduct deposit and loan business with
foreign residents, including banks, without being
subject to reserve requirements or interest rate
ceilings. By September, 395 IBFs had been
established in the United States, 60 of them in
Florida and 180 in New York. In the first nine
months, total IBF assets grew over $150 billion.
IBFs in New York accounted for more than 75
percent of this total, those in Florida 2 percent.

Two other recent innovations in financial
institutions are likely to enhance Miami's status
as an international financial center. The Insurance
Exchange of the Americas opened in October,
as a market for reinsurance and high-risk insurance
similar to Lloyd's of London. In that same
month, President Reagan signed the Export
Trading Company Act, enabling the formation
of export trading companies (ETCs). ETCs are
intended to strengthen the U.S. export sector
by combining the skills and resources of several
U.S. companies to enhance their export capa-
bilities.

Despite these innovations, the outlook for
international banking activity is clouded by
debt and liquidity problems in several Latin
American countries, from Mexico to Argentina.
Furthermore, the impact of the Insurance
Exchange and ETCs in Miami is likely to be
moderate in 1983. Eventually, though, Edge
corporation subsidiaries of money center banks
might benefit, in particular, from the ETC legis-
lation because of their membership in worldwide
banking organizations.

Business Development

New business development helped push
the Florida economy to new heights through
1980 and 1981. But in 1982, new incorporations
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Table 3. Corporate Profits—Florida Companies
Third Quarter, 1982

Profits in % change

Millions from 1981
Banks, S&Ls $ 700 +32.0%
Utilities $149.0 +22.3%
Manufacturing $ 230 —1.3%
Retailers $ 370 —4.4%
Technology $ 195 ~47.2%
Financial $ 48 —50.5%
Developers $ —28 N/M
Transportation $—40.0 N/M

N/M = not meaningful.

were 9 percent lower than 198124 and business
bankruptcy filings rose 30 percent in the third
quarter compared to the previous year.?s

In 1982, corporate profits of Florida firms
were mixed (Table 3).26 Third quarter results
showed manufacturing profits 1.3 percent below
the previous year—a result of extremely strong
profits by some and very weak profits or even
losses by others. High-technology manufac-
turers recorded a 47 percent decline for the
quarter. Real estate developers lost $2.8 million
in the third quarter, and transportation com-
panies recorded a $40 million loss. The latter
loss was attributable almost entirely to Eastern
Airlines; other transportation firms increased
profits in the third quarter. Retailers’ profits
declined 4.4 percent. Profits of financial concerns
other than banks and savings and loans dropped
50 percent, while the depository institutions
increased profits by 32 percent. Utilities man-
aged to show a profit gain of 22 percent. The
profits picture translated directly into employ-
ment gains and losses. While manufacturing
dropped 4.2 percent in 1982, employment in
other business sectors did well. Employment in
wholesale trade and retail trade rose 4.0 percent.
The financial industry posted a 2.6 percent
gain, and the services sector went unscathed as
employment rose 6.1 percent.

24Dun & Bradstreet Business Economics Division, “Monthly New
Incorporations.”

*Unpublished data from the administrative office of the US. Courts,
Washington, D.C.

6L arry Birger, “Corporate profits on a sea of trouble,” The Miami Herald
Business Monday, November 29, 1982, p. 1.
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As corporate profits dropped sharply in many
sectors both in Florida and the rest of the
nation, expansion of existing businesses and
entrance of new business to Florida took a turn
for the worse. The industrial sector, buoyed in
the late 1970s and early 1980s, suffered in
1982 because fewer firms relocated to the
state. Additionally, the state’s high-technology
firms met increasing competition in 1982 which
bit into profits.

In the first six months of 1982, only 35 new
firms joined Florida industry compared to 89
during the same period of 1981, a 60 percent
decline. Employment generated by these firms
totaled 6,755 compared to 11,916 the previous
year. Capital investment resulting from the
new locations amounted to $158.3 million
compared to $430.9 million in 1981.

Even the fast-growing electronics industry,
the largest manufacturing sector in Florida,
decreased jobs in 1982 by 6.0 percent. The
sluggish economy and Japanese imports have
cut into this heretofore vibrant part of the
state’s economy. Semiconductor makers such
as Western Electric in Orlando and Harris
Corporation in Melbourne have spent aggres-
sively on capital expansion, resulting in some
excess capacity. Most of the chipmakers’ output
goes to capital equipment markets, which have
been stagnant lately because of the recession.
Harris’ operating earnings fell 18 percent for
the fiscal year ended last June 30. The firm
expects a gradual return to profitability in 1983
for the semiconductor business.

A bright spot for industrial employment in
1983 will be increased defense spending.??

*’See William J. Kahley, “Southern Fireworks: Will Defense Spending Light
Up the South?” Economic Review, Federal Reserve Bank of Atlanta,
December 1982.
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Chart 6. Florida Nonresidential Construction
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Florida is the fourth largest recipient of Depart-
ment of Defense personnel expenditures and
ranks among the top five states in several major
procurement programs. The state receives the
second highest dollar volume of weapons con-
tracts, the third highest of aircraft engines and
the fourth highest of military services. The
Electronic Industries Association estimates that
electronic components as a share of the cost of
all defense hardware will jump from 40.6 percent
in 1981 to 47 percent in 1991. Most high
technology firms are still fulfilling defense con-
tracts acquired during the Carter administration.
The current administration’s spending plans
will begin to impact Florida contractors in
1983.

Increasing government procurement con-
tracts should also boost the recession-buffeted
machinery and transportation equipment indus-
tries. These firms should benefit from an increase
in missile production (in the Orlando area) and
the expansion of the Space Shuttle program at
Kennedy Space Center.

A positive factor for commercial investment
in 1982 was a boom in office building construc-
tion. Investment in total nonresidential con-
struction leveled off in 1982 at $3.8 billion,
aboutthe same asin 198128(Chart 6). New office
buildings in most major cities kept total invest-
ment from actually declining, It is feared, though,
that the boom may lead to a bust.

Strong development of international trade
and finance and the legal and accounting
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services associated with the industry contributed
to the office boom in Miami. At least 19
projects were underway at one time last year
and occupancy remained high at 93 percent by
year end. Continued growth of the financial
sector is expected to absorb new office space
coming on line in 1983 and 1984, but an
unanticipated slack in new business develop-
ment would leave the city with unoccupied
real estate. The real concern in Miami is that
office space in the suburbs, outside the financial
district, may be only 85 percent occupied in
1983.

Reports of office occupancy in Palm Beach
County are rather dismal. Buildings that opened
in 1982 found little demand. Companies needing
space delayed their plans until the national
economy turns around. South Palm Beach
county has an abysmal occupancy rate of 70
percent; West Palm Beach is slightly better
with 80 percent.

28F W. Dodge
*“Florida’s Downtowns,” a special section in The Miami Herald Business
Monday, October 25, 1982.
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Other major Florida cities also report fairly
low occupancy rates. Ft Lauderdale’s occupancy
rate is 84 percent, Tampa’s 85 percent, St.
Petersburg's 90 percent, Orlando’s 90 percent
and Jacksonville’s 88 percent.2?

Overall, business development is not expected
to pick up substantially this year. Housing,
tourism and population growth tend to lead a
Florida recovery before business growth re-
sponds. Nationwide, corporate profits were
extremely weak across most industries last
year. A return to solid expansion into Florida will
likely lag a general economic recovery by six
months or more. For most corporations, this year
should be one of rebuilding the balance sheet
and establishing greater liquidity. Corporate ex-
pansion is likely to hit Florida again in 1984, but
commercial construction may wane in 1983 as
new space is absorbed and resources shift back
to the residential market.

—Donald L. Koch
and Delores W. Steinhauser
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Summary

Florida should enjoy an upturn in economic activi

economic growth in 1984.

Positive Factors

1. Population growth in 1983 should be stronger
than 1982’s 200,000 new residents because
of a more active national housing market and
an improved national economy.

2. Housing starts have already begun to turn up.
The increased sales are coming primarily
from pent-up demand of local residents in the
single-family market who are anxious to take
advantage of lower interest rates. In-migration
from the Northeast has picked up somewhat.

3. Tourism should improve in 1983, particularly
with Disney World's new EPCOT as a drawing
card. Strong airline and hotel bookings indicate
the season will surpass last year's and reduced
air fares will contribute to the health of this
winter tourist season.

4. |International trade, particularly with Latin
countries, is shifting away from other U.S.
ports to Florida ports. This shift and the new
financial entities to support international trade
bode well for Florida in 1983. Additionally,
Miami's new port facilities will enable more
imported goods to flow through. Several new
shipping lines have signed up to import through
Miami in 1983.

5. Federal spending on defense should stimulate
the Florida manufacturing sector, and an
improved national economy should benefit
Florida companies in general.
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ty that will lay the foundation for strong

Negative Factors

But the initial upturn should be modest It generally
takes six to nine months of improvement in the
national economy to generate renewed move-
ment across the country.

But there have been few signs of renewed interest
from the Midwest. Anticipated population growth
for 1983 translates into about 126,000 new
households this year. This level of demand warrants
about a 25% increase in new home construction.
While the increase may be substantial, the level
is still far below the peak construction level of
200,000 units per year.

Foreign tourists are not likely to provide a stimulus
this year, as they have in years past, since the
value of the dollar should remain strong, especially
relative to South American currencies. Miami's
ability to shed its tainted image and attract
convention business is still questionable.

The volume of exports to Latin countries will
continue to be weak in 1983 as those nations
battle political, economic and financial insta-
bility. Phosphate shipments should improve, but
only slightly.

But industrial relocations are likely to be postponed
until 1984 when higher corporate profits and
more liquidity have been restored to corporate
balance sheets. Furthermore, the office building
boom of 1981-82 will not provide strength in
1983.
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economy.

With metropolitan Atlanta supplying much
of the momentum, Georgia's economy as a
whole is in better shape than most of the
Southeast going into 1983. As of November, the
state’s unemployment rate (SA) was 8.3 percent
compared to 11 percent and 10.7 percent for
the Southeast and United States, respectively.
Georgia entered 1983 with almost the same
unemployment rate as at the start of the year
while the Southeast and nation began with
significantly higher rates.

Although aggregate figures paint a picture of
“better than elsewhere,” various regions within
the state have fared differently. Atlanta domi-
nates state statistics and is oriented toward
recession-resistant service industries, while the
rest of the state depends more heavily on
manufacturing and on recession-sensitive textile
and apparel manufacturing. Outside of the
metropolitan Atlanta area, Georgia has weath-
ered the recession about the same as the rest
of the nation.

The Georgia and U.S. economies are remark-
ably alike in employment structure, with their
respective shares of the manufacturing, con-
struction, mining, and the finance, insurance,
and real estate sectors within 2 percent of each
other. Georgia does have a somewhat smaller
services sector and a larger government sector
(see Charts 1 and 2). Georgia also has a consid-
erably smaller proportion of manufacturing
employment in durables—only 35 percent
compared to 60 percent for the nation. That
smaller share makes the state less vulnerable
to recession, since buyers tend to postpone
purchasing durables during a slowdown. Because
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Atlanta’'s domination of state statistics belies the recession s
impact on the state’s other regions, which face a period of
adjusting to the needs of an emerging “higher-tech”

Georgia:
Rebuilding in 1983

durables last longer, purchases can be postponed.
Higher financing charges also inhibit purchases
during recessions.

Other factors favor Georgia's economic per-
formance relative to the United States. Lower
labor costs in manufacturing and many other
sectors reduce the likelihood of layoffs in
Georgia. Furthermore, plant equipment tends
to be newer and more efficient than in many
parts of the nation, and so plants tend to be
closed last. Of course, while lower labor costs
encourage employment, income growth is not
greatly stimulated by growth in lower paying
jobs. As a result, Georgia's per capita personal
income (by residence) in 1980 was $8,041—
just 84.5 percent of the U.S. figure. Meanwhile,
Atlanta—which has a larger share of employment
in higher paying service-related industries—
boasted a per capita personal income of $9,997,
some 5 percent above the national average of
$9,511.

Future problems do loom ahead. Job markets
are changing toward “higher tech” industries.
Automation is requiring a more skilled labor
force not plentiful yet in some areas of the
state. Some workers with specialized skills for
industries such as textiles and apparel face
challenges adapting to new industries and will
find jobs harder to keep and harder to get as
job markets change. Many jobs in the data
processing and information industries are filled
by people moving in from outside the Southeast.’

"William J. Kahley, “Migration: Changing Faces of the South,” Economic
Review, Federal Reserve Bank of Atlanta, 1982, Vo. LXVII, No.6
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Chart 1. U.S. Nonfarm Employment by Sector —
Annual Average Employment for 1981,
U.S. Department of Labor
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Chart 2. Georgia Nonfarm Employment by Sector
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The new year promises to be a time of
rebuilding and rethinking, particularly in smaller
businesses in smaller cities and towns across
the state. The industries and locations involved
are diverse and include textiles throughout the
Highlands, Piedmont, and other regions; trans-
portation equipment in metro Atlanta; timber
and paper throughout the state; and agriculture

. on the Coastal Plains.

Ceorgia is a state of distinct diversity, whose
geography varies from mountains to the coast.
Though some industries can be found scattered

- throughout the state, the economies of the five

-l

major economic regions? depend on different
mixes. An examination of these regions offers
insight into how Georgia will fare during the
coming year.

*The three major physiographic regions of the state—the Highlands,
Piedmont, and Coastal Plains—do possess internal similarities. In addition,
the Atlanta region's economy differs significantly from the rest of the
Piedmont as does the Coastal region from the Coastal Plains. See
Georgia Development Policies Plan, Volume 2, 1978, published for
internal use by the State of Georgia.
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The Atlanta Region

Atlanta is different. It has the most diversified
regional economy in the state. Manufacturing
is less important than in the other regions. The
“city” relies more on stable employment sectors
such as services, finance, insurance, retail and
wholesale trade, and government. Furthermore,
the Atlanta area economy plays a large role in
the state. Close to half of the state’s personal
income (by place of residence) comes from
metro Atlanta, which in 1980 contained 37
percent of the state’s population. The health of
the Atlanta region very much affects the state’s
economy as a whole.

Atlanta’s population has grown rapidly during
the 1970s, outstripping growth rates in both
Georgia and the United States due to migration
and high fertility. Net migration added as many
as 440,000 people to account for half of the
overall growth of the state. A majority of these
migrants moved to Atlanta.This movement of
people and jobs helps to explain Atlanta’s
healthy economic performance during the
decade. Even so, a longstanding problem
persists—a growing share of new jobs created
are in white-collar occupations for which many
Atlantans are unqualified. Reducing the mis-
match between job opportunities and the skill
levels of a large segment of the area’s population
base is the most important economic challenge
Atlanta faces. The mismatch helps explain why
income per person in Atlanta, though higherthan
the nation or state, grew less than either the nation
or state in the 1970s.

The service and trade sectors provide welcome
stability. As a group, these employment cate-
gories® contribute three-fourths of Atlanta’s
personal income. They have been relatively
stable during 1982 and many should show
modest recovery during 1983. In fact, the trade
and service sectors saw increased employment
during 1982. However, Atlanta’s government
sector has been hit by state and local budget
crunches not likely to reverse in 1983.

The transportation and public utilities sector
in metro Atlanta plays an important role. The
largest component is related to transportation—
Atlanta’s Hartsfield Airport. Hartsfield provides

3The service and trade sectors include: services, transportation and public
utilities, wholesale trade, retail trade, government, and the finance, insur-
ance, and real estate sector.
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29,000 jobs, more than any single employer in
Atlanta. Most of the 29,000 workers fall in the
transportation sector, where workers average
$30,000 per year.

The airport—the nation’s second busiest
behind Chicago's O'Hare—provides an eco-
nomic catalyst for both Atlanta and the state.
Manufacturers and corporate headquarters are
attracted by access. Warehousing and servicing
facilities follow. Hotels, entertainment facilities,
conventions, and tourism are further benefits.

The airport employment outlook depends
largely on passenger traffic. Though air traffic is
down statewide, Atlanta’s activity looks brighter.
Passenger arrivals at the state’s five airports
with scheduled service were below levels of
1981 and even 1980. Yet improvement may be
on the horizon at Hartsfield. Delta and Eastern—
both of which use Atlanta as a hub city—had a
better November in 1982 than in 1981.

Tourism is an important industry in Georgia.
In Atlanta alone tourism provides 81,000 jobs,
according to the Atlanta Convention and Visitors

22

Bureau. Many of these are lower paid, semi-
skilled entry level jobs. Consequently, tourism’s
share of personal income is smaller than its
share of employment.

Even though recession has reduced business
and convention travel, the convention bureau
estimates that Atlanta’s total number of delegates
in 1982 was 1.3 million, 15 percentahead of 1981.
Two new hotels are scheduled to be completed
this year, and three more by 1984-85, nearly
doubling hotel rooms in Atlanta. The expanded
World Congress Center will boost demand for
rooms and enable Atlanta to host the largest
meetings.

Some components of manufacturing in Atlanta
have fared even worse than in other areas of
the state. A saving grace is that a relatively small
portion of the Atlanta area’s employment and
income (about 16 percent of the income by
place of residence) comes from manufacturing.
Only food processing showed any strength in
nondurable employment during 1982. Paper
and textile employment declined at a greater
rate than elsewhere in the state. Overall, non-
durables in the Atlanta region did as poorly last
year as in the rest of the state. Furthermore,
Atlanta’s three auto assembly plants have been
hit with layoffs during the current slump. Lower
interest rates will aid employment this year.
Lockheed's C5-B contract will have only minimal
impact in 1983, since most production workers
will not be hired until late 1984.

Construction activity remained relatively stable
in Atlanta during the recession. The housing
component certainly is poised to provide greater
stimulus to the region’s economy than nonresi-
dential construction. In metro Atlanta, single-
family building permits were up 31 percent
during the first 11 months of 1982 and multi-
family permits were showing similar strength
toward yearend (Table 1). Overall, housing has
held up better in Atlanta than in the rest of the
state. In-migration during the recession kept
housing around Atlanta stronger than in most
of the U.S. Mortgage rate declines, in-migration
and overall recovery should strengthen the
region’s housing recovery this year.

Nonresidential construction apparently will
add little to the metro area’s construction
recovery in 1983. An oversupply of office
space is likely to keep nonresidential contracts
at low levels. In terms of square feet, nonresi-
dential contracts had a slight surge at the end
of the year to bring November cumulative
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Table 1. Selected Construction Indicators for Metro Atlanta and Georgia

November

1981

1982

Year to Date 8 rcent

E rcent
1981 1982 ange

ange

Single-Family Building

Permits (units)
Atlanta 641
Georgia 1,038

Multifamily Building

Permits (units)
Atlanta 484
Georgia 588

Nonresidential Construction
Contracts (square feet, 000)
Atlanta
Georgia

1,672
2,443

1,609
2424

3,072
1,767

151.0
133.5

12,110
19,826

15,853
23,919

30.9
206

—254
—20

4,827
7,655

5,953
10,868

233
42.0

95.4
=207

26,045
30,169

29,290
23,291

125
=228

Sources: U.S. Department of Commerce and McGraw-Hill Information Systems Company, Dodge Construction Potentials.

' levels to a 12.5 percent increase over the

previous year. This compared to a 23 percent
drop for the state as a whole. Yet because of
Atlanta’s office space oversupply,? the rest of

. the state will probably be stronger for this year

* as a whole. Debate still continues on whether
. the Atlanta office absorption rate will recover
- quickly enough this year to encourage further
' building.

3

In short, Atlanta has weathered the recession
well because of its economic mix. The service
industries have held steady. In-migration pro-
vided some support for housing while office
construction merely declined slowly. The manu-
facturing sector—with interest rate-sensitive
inventories—plays a small role in the region’s
employment. In the coming year, these same
factors for the most part will aid recovery.
Housing, retail sales, services, and convention
business should pick up with the overall econ-
omy. Even durable manufacturing promises to
improve later in the year. The biggest negative
factor for 1983 appears to be a glut in office

“Various experts estimate Atlanta’s office vacancy rate at 15 to 20 percent.

FEDERAL RESERVE BANK OF ATLANTA

space. In-migration in 1983 may help prevent
unemployment from declining faster but will
stimulate income growth—six months after
recovery if past patterns repeat.
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Table 2. Population and Personal income by Place of Residence
in Georgia and Sub-State Regions in Georgia

Region’s Total

Population Percent of Personal Income Percent of Per Capita
Region in 1980 State in 1980 State Personal Income
Highlands 651,100 11.8 $ 4,518,870,000 103 $6,940
Atlanta 2,034,800 37} $20,340,365,000 46.2 $9,997
Piedmont 1,229,900 225 $ 8,757,236,000 19.9 $7,120
Costal Plains 1,220,000 223 $ 7,680,641,000 17.4 $6,296
Coast 342,000 6.2 $ 2,753,613,000 6.3 $8,052
State 5,477,400 100.0 $44,043,727,000 100.0 $8,041

Source: Local Area Personal Income, Southeast Region (Vol. 6), Released June, 1982, Bureau of Economic Analysis, U.S. Department of

Commerce. Data is aggregated by counties—disclosure regulations prevent subtotals from equaling totals.

Highlands

The Highlands is one of the least populated
regions, but most of that population is urbanized
(Table 2). This region depends on manufacturing
for a greater share of personal income—45
percent—more than any other part of Georgia.
Two-thirds of these jobs are in textiles and
apparel. Textile plants are concentrated in the
Dalton area and along major highways in the
western half of the Highlands. Their proliferation
enhanced local economies in the postwar period
but now has left them vulnerable to recession
and to import competition. In the United
States, 1982 was not a banner year for textiles.
The recession drastically reduced demand for
carpet in housing and automobiles. Foreign
competition and the strength of the dollar
overseas (raising the price of our exports)
further damaged textiles’ profits—American
imports in the first nine months of 1982 rose 8
percent to $8.4 billion from $7.8 billion the
year before while U.S. exports declined 21
percent from $2.8 billion to $2.2 billion.®

North Georgia's carpet mills are not suffering
as much from imports as are the apparel pro-
ducers, but they are suffering more from the
recession in housing and automobile markets.
Much of the industry’s output goes to carpeting
for new homes and autos. Qutput was sustained

sWall Street Journal, Nov. 23, 1982, p. 7.
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to a large degree in 1982 by replacement
demand in offices. Fortunately, a housing recov-
ery nationwide bodes well for textiles and a
rebound in car sales will add to the improvement
The apparel industry will pick up only after
consumer confidence returns with a growing
economy. Both industries still face the threat of
import competition, which should intensify in the
mid-1980s.

Poultry is also important in the Highlands,
and the industry has been hurting from several
factors. Much of the region’s poultry production
is exported. A strong dollar, a worldwide reces-
sion, and export subsidies by the Common
Market significantly reduced poultry exports in
1982. While the first two conditions should be
more favorable in 1983, Common Market sub-
sidies will continue to hurt the food processing
and poultry industries. Poultry, much of which
comes from the Highlands, produces some 30
percent of the state’s farm receipts. About half
of the state’s “broilers” are grown in the Highlands.

The Piedmont

The Piedmont region—the “foothills” where
the ancient coast of the area once began—

contains a varied economic base. Many resi- .

dents work in manufacturing, retailing, govern-
ment, and education. Though the economic
base is diverse, areas within the region are

often specialized. For example, trade and manu- /

facturing are concentrated in the metropolitan
areas and the urbanizing areas along major
interstate highways: Interstate 20 east and
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west of Atlanta, Interstate 75 between Atlanta
and Macon, and -85 toward the Carolinas.
Access to the financial and marketing center of
Atlanta affects development in the Piedmont.

The textile and apparel industries provide
the greatest share of the region’s manufacturing
employment—around 45 percent. During 1982,
employment in these sectors felt many of the
same pains that were felt in the Highlands, but
the decline varied in degree. Areas such as
Columbus and Griffin were hard hit while
Macon’s textile and apparel employment suffered
only modest declines. Recovery in general will
be slow, but textiles should get a boost from
increased housing activity during 1983. Lumber
manufacturing has been hit hard in the region
during the recession but improvement also will
come slowly as housing improves. One of the
stronger manufacturing components has been
food processing, where employment has held
fairly stable. Unfortunately, employment also
promises to be fairly stable during recovery.
Local personal income seems unlikely to get a
boost from food manufacturing. Overall, the
manufacturing sector has been weak during
the current recession and recovery will be slow
during 1983. The good news is that manufac-
turing does not provide a burdensome share of
the Piedmont’s personal income—about one-
fourth of the total.

The government sector provides a large
employment base and is a source of strength
and stability for the Piedmont region. Thirty
percent of Piedmont's income comes from
government jobs (Chart 3). Military bases near
Columbus, Macon, and Augusta provide a large
infusion of military and civilian jobs and income
to each of the metropolitan areas. The Macon
area—with huge Warner Robins Air Force Base
south of the city—boasts one of the nation’s
highest percentages of civilian government
employees—27 percent as of November. Augusta
and Columbus are not far behind, with their
government shares being 23 and 22 percent,
respectively. (The government share in U.S.
total nonagricultural employment was 18 percent
last November.) The Reagan administration’s
military buildup will have some impact on area
income and employment. But these changes will
come slowly.

As throughout Georgia, state and local gov-
ernment employment in the Piedmont region
has been squeezed during the recession and a
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Chart 3. Labor and Proprietors’ Income by Place of
Work by Industry (1980 Data Released
June, 1982, U.S. Department of Commerce)

turnaround will not come quickly. Yet, the
government sector represents a stabilizing factor
on area income and employment. Levels drop
very little in recession; in fact, government
employment in Georgia continued to grow
during 1982. On the other hand, neither does
employment increase much during recovery.
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Retailing is concentrated in the “fall line” cities
of Columbus, Macon, and Augusta.® Activity
in these sectors is scheduled to pick up as the
overall economy recovers. Still, the improvement
will be modest because increases in income
will be modest. Not only government, but food
manufacturing and education have stable
employment during boom times as well as
during declines. Sectors such as textiles, apparel,
and lumber are either low-wage industries or
sectors that will recover slowly.

Though manufacturing is creeping into rural
areas, rural counties still count on agriculture
for much of their income. Two of the largest
farm products are poultry and soybeans. Farmers
in the Piedmont face many of the same market
problems as those in the Highlands and the
Coastal Plains.

The mining of kaolin (a white, chalky clay
used primarily as a paper coating for glossy
magazines) provides the region a unique source
of employment. Kaolin, the most mined mineral
product in Georgia, is found almost exclusively
in the Piedmont region. Over 90 percent of the
world’s kaolin comes from Georgia. Approxi-
mately 5,000-6,000 Piedmont workers are
employed in mining while another 5,000—
6,000 are employed indirectly in related jobs.

Expectations for kaolin mining activity (which
typically lags the economy by six to eight
months) appear somewhat optimistic in 1983.
At least four firms are currently expanding
production facilities as they anticipate increased
demand from paper manufacturers. Kaolin pro-
ducers remain highly competitive in trying to
develop more efficient purification methods
and in turn increase the final product value.

The Coastal Plains

The Coastal Plains region is Georgia's agricul-
tural heartland, growing major crops including
soybeans, corn, wheat, cotton and peanuts. In
addition to producing most of its crops and
livestock, the region also produces most of its
commercial timber. This region is the farthest
from major urban centers. Population and manu-
facturing are scattered among small cities and

¢The fall line refers to the imaginary dividing line between the Piedmont

and Coastal Plains. The line is also defined by connecting points on
“parallel” rivers where navigability upriver ceases—or where the falls in
these rivers begin (hence the term, “fall line”).
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towns such as Albany (the only SMSA in the
area), Tifton, Valdosta, Vidalia, and Hazelhurst.
Along Interstates 75 and 16, development is
not as extensive as in the Piedmont. Although
the Coastal Plains is generally dependent on
agriculture, manufacturing provides the largest
share (31 percent) of the region’s personal
income.

For Georgia farmers, 1982 was a good year
and a bad year. Crop yields in the state were
basically good—but unfortunately for the state's
farmers, so were yields throughout the United
States. While production costs rose, prices fell
as a result of abundant harvests. Income for
Georgia farmers—including those in the Coastal
Plains—was low but generally adequate to
cover operating expenses for the year. Nation-
wide surpluses for some crops carried over into
1983 and threaten to depress prices and income
for this year. The farm outlook does vary by
crop.

Soybeans are a major crop in Georgia, with
fields concentrated in the lower two-thirds of
the state. About 2.6 million acres were planted
in Georgia last year, producing some 70 million
bushels of soybeans—up about 75 percent
from the previous year. The United States
experienced a record crop—soybean prices
were low, ranging from $4.80 to $5.25 per
bushel. A surplus of over 400 million bushels is
likely to keep prices low in 1983. Furthermore,
the feed grain and the cotton-reduction program
could push more acreage into soybeans.
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Corn and wheat are grown throughout the
state, but most corn is grown in the Coastal
Plains and wheat acreage is expanding there.
Grain prices took a beating in 1982 and a carry-
over surplus and acreage-reduction programs
should ensure smaller harvests in 1983. High
yields per acre should help boost income.

Two crops expected to make profits are
cotton and peanuts. The cotton yield last year
was the highest since the Georgia Extension
Service began keeping records in the 1800s.
Although 180,000 acres were planted last year,
the crop-reduction program is expected to
bring about a 25 percent reduction. Peanuts
provide the state’s biggest cash crop. About 40
percent of the nation’s crop is grown in the
state—mostly in the western half of the Coastal
Plains. Last year's peanut crop was generally
profitable and carry-over is not burdensome.
This year's crop should provide a modest profit.

For the overall Coastal Plains farm economy,
finances are improving slowly. However, three-
fourths of the farmers are experiencing financial
problems as a result of carry-over debt, primarily
because of droughts during 1977 and 1980
and as a result of low produce prices during
some of the “good” years. Though most farmers
covered operating expenses last year, overall
debt remains high.”

Manufacturing provides around 31 percent
of the region’s personal income. The top four
manufacturing industries are—in order of employ-
ment size—apparel, food, textiles, and lumber.
As throughout the rest of Georgia, apparel and
textiles make up a large proportion of the
region’s manufacturing employment—about 30
percent for apparel and about 10 to 15 percent
for textiles. The relatively stable food component
is the region’s second largest employer with 15
percent of the manufacturing labor force; the
lumber industry accounts for about 10 percent
of the jobs.

Except for food processing major manufac-
turing industries have had a rough time during
the current recession. Textiles and apparel
both lost jobs last year. Improvement will
come slowly as elsewhere. Paper manufacturing
and lumber production, concentrated in the

‘Gene D. Sullivan and Gene Wilson, “Farm Credit in the Southeast:
Shakeout and Survival” Economic Review, Federal Reserve Bank of
Atlanta, January 1983, p.4.
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eastern portion of the Coastal Plains, also have
been in a slump. These two industries will only
revive—and then only modestly—after demand
increases and after housing starts reduce 1982’s
inventories of lumber. Food processing—the
second largest manufacturing industry in the
Coastal Plains—provides a relatively stable base
for employment. Though employment does
vary according to the size of harvests, employ-
ment and income are affected less by commodity
prices. Directly and indirectly, agriculture affects
the region’s employment. Food processing
employment was fairly stable in 1982 and
should remain much the same in 1983.

The Coast

Except for the shore itself, the coast physically
is much like the Coastal Plains. However, timber
production is concentrated in a 100-mile wide
strip of land west of the coastline, forming one
of the major paper and timber belts in the state.
Major manufacturing employers include paper,
food, a diverse assortment of chemicals, trans-
portation equipment, fabricated metals, lumber,
and apparel. Jobs and income also are generated
by port activity—including fishing and tourism—
and from military activity.

In the manufacturing sector, paper provides
about 30 percent of the employment. This
sector, along with lumber, has been in a steep
decline. Improvement will come slowly. The
chemical industry also is suffering. Some firms
have shut down at least temporarily. As in many
sections of the state, food processing employ-
ment has held fairly steady in the region.
Sectors such as transportation equipment and
fabricated metals will lag the overall recovery
during 1983.

Shipping activity was down in Savannah but
up in Brunswick for the first three months of
the 1983 state fiscal year compared to the
previous year. In the fiscal year that ended in
June, the volume of trade through the Savannah
customs district was up 9.8 percent. The Savannah
customs district was the strongest performer in
the Southeast in 1982, largely because of
increased capacity at the Brunswick seaport.
However, the important pulp and paper, clay,
and textile markets are soft because of weak
markets abroad. In 1983, exports of these
goods should improve as the year proceeds.
Coal exports, while modest, are likely to expand.
The completion of an ultra-high temperature
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milk plant and expansion of cold storage facilities
at the Savannah terminal brighten the port’s
short-term outlook.

Major products exported from Georgia ports
are also produced in the state. Wood pulp and
paper products, clay, textiles and apparel, food
products, transportation equipment, and mis-
cellaneous manufacturers are major industries
that also employ an above-national-average
share of workers in export-related production.
(One out of eight Georgia manufacturing workers,
or 65,000, produce for export) Port trade is
trending upward, but this year's outlook for
expansion in Georgia is cloudy, as it was in
1982.

Georgia fishermen have reason to look back
upon 1982 with favor. Not only was the shrimp
harvest substantial but prices were good as the
Gulf Coast harvest was below average. Indeed,
the fishing industry generally found 1982 a
beneficial year as the quantity and value of the
catch exceeded 1981.

Tourism along the Coast fared moderately
well during 1982. The economic downturn
significantly increased local tourism as many
families took shorter trips. The Georgia coast
attracted many state and regional residents.
Savannah enjoyed a good summer with hotel/
motel tax receipts up 20 percent through
August (some of this gain resulted from increased
rates). The future of tourism along the Coast
looks promising. For example, the Jekyll Island
Authority has several developers potentially
interested in renovating the Millionaires’ Village
and transforming the Jekyll Island Club into a
hotel. The latter could begin in 1983. Savannah’s
Convention and Visitors Bureau is hopeful that
its location and the city’s role as the birthplace
of Georgia will increase tourism in 1983, the
state’s 250th birthday. The region hopes to
attract tourists as they travel 1-95 to EPCOT in
central Florida.

Perhaps the biggest development in the
Coastal region for the next decade will be the
Navy's King's Bay Submarine Base. In 1980, the
submarine support base was chosen to be the
East Coast housing port for Trident nuclear
submarines. Initial construction is underway
on the project whose ultimate cost is estimated
at $1.5 billion. As the largest peacetime project
in Navy history, King's Bay will absorb approxi-
mately one-tenth of the Navy's construction
budget for the next decade. Most of the con-
struction will be completed by 1990.
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The project will have a direct impact on a
seven-county area. The Navy has a substantial
number of contracts with small businesses in
the community. Road construction valued at
$20-21 million has begun or is under contract,
improving the area’s transportation capabilities.
Residential construction should expect a strong
year because of a shortage of housing in the
area and the future demand by crew members,
their families, and other military personnel.
The growing population will create new oppor-
tunities for retail and other businesses and
services. Thus, expansion of the King's Bay
base will have a tremendous positive impact
on the economy of southeast Georgia.

Summary

Georgia’s economy was in relatively better
shape than most neighboring states going into
1983. The state’s 8.3 percent unemployment
rate in November was the lowest of the District
states. Throughout most of the state, strengths
during the recession have been service-related
industries including services, finance, insurance,
and government. The service-related industries,
especially healthy in Atlanta, will continue to
provide strength in the coming year.

Other sectors within the state have weathered
the recession differently and in turn will respond
to recovery differently. Nonresidential construc-
tion has held up better than housing, but in the
coming year housing will be the trend-setter in
construction. In-migration will continue to shape
Atlanta’s housing market. Textiles will improve
as the demand for carpeting picks up with
increased home and auto sales. The apparel
industry is waiting for a general economic

recovery but still faces stiff import competition.

Other manufacturing industries such as lumber,
chemicals, and transportation equipment will

recover slowly while the food industry will |

remain fairly stable. The state’s farmers should
gradually reduce the debt burdens accumulated
primarily during droughts in 1977 and 1980.

Still, Georgia farmers remain some of the most

debt-ridden in the Southeast.

Georgia’s subregions will have their own |

strengths and weaknesses. The Highlands will
struggle to improve textile employment. Atlanta
should do fairly well in housing and service-
related industries. The Piedmont's textile and
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apparel industries will remain troubled but it
should benefit from strong food industries and
a stable governmental sector. Farming will
make some progress as will lumber in the
Coastal Plains. The Coast will get a slow recovery
in paper and lumber, but a variety of light
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industries plus tourism will aid the economy in
the coming year.

—William N. Cox
and R. Mark Rogers

The authors would like to pay special thanks to Howard Shretter of
the Department of Geography at the University of Georgia for his
helpful insights and suggestions.
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Tennessee: Awaiting ,
| ]
in the Industrial
»
Heartland
)
Pent-up demand for new homes and cars should spark Tennessee’s economy. Now that A
the 1982 World’s Fair is history, the state will have to rely on a national upturn to fuel key
state industries in 1983. )
/
Y
The key to improvement in Tennessee’s econ- stock is newer.? In addition, a recent Atlanta Fed
omy lies in an expected nationwide recovery in survey found a majority of the large Tennessee
construction. An upturn in building would stimu- employers contacted less pessimistic about the ¢
late Tennessee’s large manufacturing sector, where outlook for employment in the months ahead
many businesses are tied to construction. than those in other southeastern states except
Transportation-related manufacturing may also Florida.® A
show improvement. By late 1982, car sales began One of the weakest sectors in Tennessee's
rising nationally, and the increase in average age economy is government. A state budget shortfall
of U. S. cars from 5.7 years in 1974 to seven years will exacerbate the effect of federal budget cuts. |
today portends that sales should continue to The state’s tax structure responds poorly to
grow as long as interest rates decline or remain income growth. Enactment of a more responsive )
stable. tax, such as an income tax, would require a
Other industrial and most nonmanufacturing constitutional amendment, and tax hikes might *
sectors are likely to remain weak in 1983. Most deter potential industrial relocation to the state. &
forecasters predict a softer-than-usual economic Lacking the stimulus of an international expo-
recovery in the nation.! With capacity utilization sition, services and trade are likely to do less well
rates in many industries historically low, there is than in 1982. Deregulation is introducing un-
little stimulation to capital expansion.?2 However, certainty and competitive pressures into trans-
once consumer spending for durable goods does portation and finance. Changing patterns of energy
increase, Tennessee should outstrip most non- use indicate a long-term deceleration of growth
southern manufacturing states because its capital in the state’simportant energy industry. Demand 1
1Chase Econometrics, e.g,, predicts a 2.4 percent growth in real GNP, an in December 1982 was 67.3 percent, a record low; a Commerce
average U.S. unemployment rate of 10.1 percent, buta 15.2 percent rise Department survey of U.S. businesses indicates that capital spending &
in auto sales and a 40 percent jump in housing starts over 1982 levels; will fall in real terms during the first half of this year.
Lawrence Chimerine, Executive Summary - U.S. Macro, November 24, 3Citibank, Regional and Real Estate Review, October 1982, p. 22. .

1982.
2According to figures released by the Board of Governors of the Federal
Reserve System on January 17, 1983, manufacturing capacity utilization
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4“Southeast Employment: After the Recession,” Economic Review,
December 1982, pp. 53-64.

FEBRUARY 1983, ECONOMIC REVIEW

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



Tennessee’s Economic Zones and SMSA s*
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for tobacco, one of Tennessee’s major cash
crops, is likely to be depressed by worldwide
recession and a 200 percent increase in the
federal excise tax on cigarettes. International
economic conditions also bode ill for most other
crops, for other Tennessee exports such as chemi-
cals, and for textiles and apparel products, sensitive
to foreign competition.

The geographical implications of this prognosis
are worst for east Tennessee, where manufacturing,
energy, and government provide relatively more
jobs (see map and Chart 2). These trends are also
inauspicious for many rural counties, where the
only alternative to farming is often a single
apparel or auto parts assembly factory. Metro-
politan areas, such as Nashville, where publishing,
insurance, and tourism are leading industries,
should fare better because of their diversified
economies. The outlook is for a very modest
pickup in 1983.

Profile

Between April 1980 and July 1981, Tennessee’s
population (4.6 million, 2 percent of the U.S.
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population) grew 0.5 percent, more slowly than
the nation’s 1.2 percent for the same period. This
growth is also noticeably slower than Tennessee’s
16.9 percent growth rate from 1970-1980. This
slowing of population growth augurs less rapid
expansion in construction than during the 1970s
(see Construction).

Through November, the state’s labor force
averaged 2.1 million, showing almost no growth
from the first 11 months of 1981. During 1982,
employment declined 1-4 percent relative to
corresponding months of 1981 and remained
below peak levels of 1979-80. Unemployment
grew much more rapidly than employment. By
November 255,000 Tennesseans were unems-
ployed, over one-third more than in November
1981. At 12.5 percent, Tennessee’s preliminary,
seasonally-adjusted unemployment rate in No-
vember was much higher than the District's 11.0
percent and the nation’s 10.8 percent (see Chart

1).

“Population Characteristics,” Series P-20, No. 374, U.S. Department of
Commerce, September 1982, p. 10.
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Chart 1. Tennessee Unemployment Rate
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The state’s jobless fund is predicted to be
depleted this year and will have to borrow from
the federal government, especially if the unem-
ployment rate remains high. Of the state’s five
standard metropolitan statistical areas (SMSAs),
the manufacturing cities of east Tennessee had
the highest unemployment rates; Tri-Cities’ pre-
liminary unadjusted rate was 12.0 in November,
and Chattanooga’s was 11.2. The more diversified
economies of Memphis and Nashville and the
World'’s Fair in Knoxville (Chart 2) helped keep
the rates of those cities comparatively low. Fifteen
of Tennessee’s 95 counties had unemployment
rates of 20 percent or more in November (see
map).

Nominal personal income grew only 6.2 per-
cent in the year ending June 30, one percentage
point less than the nation’s and 1.4 below the
District’s. Corporate bankruptcy filings grew over
50 percent in the same period, much faster than
the 24 percentincrease in the Southeast and the
17 percent growth in the United States.

State forecasters predict modest growth in
gross state product and personal income and a
reversal of the downward trend in employment,
but the expected margins of increase pale in
comparison with rates of previous recovery periods.
For example, by the fourth quarter after the nadir
of the 1973-75 recession, employment had grown
6.4 percent. The 1983 unemployment rate is not
likely to drop much below double-digit levels.
Unemployment is a lagging indicator: as recovery
progresses, formerly discouraged workers reenter
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Chart 2. 1982 Nonfarm Employment Distribution*
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*Figures, based on 11-month average, were computed by Federal
Reserve Bank of Atlanta from monthly data published by Tennessee
Department of Employment Security. Because of rounding tctals may
not add to 100%.

**Tennessee Portion.

the labor force, but employers operating at levels
well below capacity usually increase hours of
currently employed workers before hiring new
employees.

Manufacturing

Manufacturing is by far the largest economic
sector in Tennessee. Abundant, cheap energy
from the TVA, natural resources, and unique
historical factors brought industry to Tennessee
much earlier than to most of the Southeast.
Tennessee became the southeastern publishing
center in the nineteenth century when evangelical
churches established religious publishing houses
in Nashville and Kingsport because of their
central location to frontier members and their
distance from established churches east of the
Appalachians. After the Civil War, East Tennessee,
a stronghold of pro-Union sentiment, actively
recruited industrial firms and workers from the
North. After World War |, Tennessee Eastman, a
division of Eastman Kodak and today the largest
employer in east Tennessee, began using wood
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by-products to manufacture chemicals for photo-
graphic processes. After World War 11, lower
wage, non-union labor became an additional
factor which induced many small firms to relocate
in the state and larger ones to establish branch
plants there. Despite current industrialization,
less than 18 percent of Tennessee’s workers
belong to unions; this share is greater than in less
industrialized states such as Florida, Louisiana,
Mississippi, and Georgia but less than the 23.6
percent of workers unionized nationally.®

Manufacturing accounts for more than 28
percent of Tennessee’s jobs but only about 22
percent of the nation’s. Some east Tennessee
cities have an even higher percentage (Chart 2).
Machinery, apparel, chemicals, and lumber are
the four largest industrial employers. Durable
manufacturing jobs comprise a comparable share
in Tennessee and the United States, but non-
durables are relatively more important in Ten-
nessee than in the nation. Through November
1982 over 15 percent of Tennessee’s employees
produced nondurable goods such as food, apparel,
and chemicals, whereas only 9 percent of U.S.
workers produced nondurables.

This difference helps explain trends in the
state’s personal income. During the first half of
1982 manufacturing income declined 1.3 per-
cent from the second half of 1981; the nation’s
income from manufacturing fell only 0.5 percent
during the period. Durables declined only slightly;
most of the drop occurred in nondurables. Non-
durable manufacturing contributes a smaller share
of personal income than of employment(Chart
3). Many nondurable jobs are routine assembly
processes involving minimal skill and adding
little value to the finished product. Partly because
much of Tennessee’'s postwar manufacturing
growth has been concentrated in nondurables,
the state has not been able to raise per capita
personal income to more than 80.5 percent of the
national average.”

Another limitation of Tennessee manufacturing
is its concentration in industry structure, geography,
and product line. Six firms account for more than
40 percent of employment in printing and pub-

SW.P.A. Federal Writers’ Project, Tennessee: A Guide to the State, (New
York: Viking, 1939), pp. 65-73, 111-119; Ronald E. Carrier and William R.
Schriver, Plant Location Analysis: An Investigation of Plant Locations
in Tennessee (Memphis, Tennessee: Memphis State University, 1969),
pp.vi, 36, 162; Bureau of Labor Statistics, Handbook of Labor Statistics
(December 1980), p. 413.

’Computed from data in Survey of Current Business (August 1982),
p. 57.
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Chart 3. Personal Income versus Employment
by Sector*
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*Percentages were computed from 1981 data obtained from Survey of
Current Business (August 1982) and the Tennessee Department of
Employment Security.

lishing five firms, for one-fourth of all apparel
jobs. Chemicals manufacturing is concentrated
in east Tennessee near Knoxville. Although ap-
parel manufacturing is widely distributed, many
plants in rural counties are the largest single
employers. Almost sixty percent of the state’s
apparel workers make men'’s and boys’ clothes.
Two-thirds of the textile producers manufacture
only two product lines, knits and synthetics.
Almost two-thirds of the transportation equip-
ment manufacturing involves truck assembly
and production of parts.

Most importantly, Tennessee manufacturing is
oriented toward construction. More than 11
percent of manufacturing employment s related
to construction. Direct construction jobs, TVA
construction, and construction-linked manufac-
turing contribute over 10 percent of Tennessee’s
nonfarm jobs. Lumber is the fourth largest industry.
More than 40 percent of fabricated metal employ-
ment is in structural steel for building. One-third
of the electrical and electronic machinery manu-
facturers produce household appliances.®

8Niles C. Schoening, “Alternative Estimates of the Size and Importance of
the Agribusiness, Motor Vehicle, and Construction Industries,” Issue
Paper No. 1, Current Issues in the Tennessee Economy (Knoxville,
Tennessee: Center for Business and Economic Research, University of
Tennessee, May 1982); Patricia D. Postma, “Diversity and Concentration
in the Tennessee Economy,” Issue Paper No. 2, Current Issues in the
Tennessee Economy (Knoxville, Tennessee: Center for Business and
Economic Research, University of Tennessee, July 1982); figures are
based on analysis of data at the 3-digit SIC level from the 1977 economic
census.
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Table 1. Tennessee Employment Change (Peak to Trough) in 1973-75 and Current Recessions*

o WBiafs 2 1981-82

Construction

Peak Feb. '75 91.5 Feb.’82 90.6

Trough Sept. '75 74.0 Aug. '82 76.5

Percent Change 7 months =190 6 months =156
Trans, Comm,, & Pub. Util.

Peak Mar. '74 75.1 Jan.-Mar. ‘81 86.4

Trough Apr. '75 69.7 Nov. ‘82 80.5P

Percent Change 13 months =y D 8 months —68
Finance

Peak Sept. ‘74 70.0 Jan. ‘81 79.3

Trough Dec. ‘75 68.3 Sept. ‘82 7556

Percent Change 15 months 2.4 20 months —-4.7
Trade

Peak Aug. '74 324.1 Jan. ‘81 379.7

Trough Apr. '75 313.6 Nov. ‘82 358.5°

Percent Change 8 months =32 22 months =56
Services

Peak Mar. '75 227.4 July '82 327.2

Trough June '75 226.8 Sept. ‘82 3204

Percent Change 3 months —=0.3 2 months =21
Government**

Trough Jan.'74 250.9 Mar. ‘81 318.1

Peak Dec.'75 280.0 Aug. ‘82 290.3

Percent Change 23 months 11.6 17 months =87
Manufacturing

Peak Jan. '74 526.2 Sept. ‘81 5170

Trough Apr.'75 4476 Nov. ‘82 467.4°P

Percent Change 15 months —14.9 14 months =96

*Figures (in thousands) are derived from BLS data, seasonally adjusted by the Atlanta Fed using the X-11 Program.

PPreliminary
**Government employment rose during the 1973-75 recession,

Tennessee’s manufacturing sector is “open”:
its industries produce many unfinished goods,
and an estimated 80 percent of manufacturing
jobs depend on demand outside the state.®
Many of the state’s factories are branches of
national or multinational corporations with head-
quarters elsewhere. Despite Tennessee's large
manufacturing base, in 1982 Fortune ranked
only 10 manufacturers headquartered in the
state among the nation’s 1,000 leading industrial

°Tong Hun Lee, John R. Moore, and David P. Lewis, Regional and
Interregional Sectoral Flow Analysis: The Method and An Application
to the Tennessee Economy (Knoxville, Tennessee: University of
Tennessee, 1973), pp. 44-45.
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corporations; this figure represents a net loss
over the decade. Although Nissan’s interest in
contracting with local suppliers for its Smyrna
truck plant should increase the manufacturing
sector’s integration, the health of Tennessee's
manufacturing sector this year will continue to
depend on that of the nation.

Improvement in manufacturing, hard-hit by
the current recession (Table 1), will depend on
national economic recovery in construction, con-
sumer durables, and capital spending. However,
the outlook for capital spending nationally looks
bleak through the first half of 1983. A Commerce
Department survey of American companies last
fall found that businesses plan to increase capital

FEBRUARY 1983, ECONOMIC REVIEW



spending only 0.4 percentin the first quarter and
1.1 percent in the second. Adjusted for inflation,
these figures represent declines of 0.4 and 0.2
percent in the respective quarters.™®

Capital spending plans in Tennessee are more
optimistic. Through the third quarter of 1982, a
total of 118 new projects and expansions valued
at almost $500 million with 5,800 potential jobs
had been announced; during the same period of
1981 only 91 projects valued at $262 million
with 4,320 job opportunities had been announced,
according to preliminary reports from the Ten-
nessee Department of Economic and Community
Development. Officials expect final revisions to
show job creations about 20 percent behind
1981 even though capital spending may be
higher. These projections imply that recovery in
manufacturing employment in 1983 will fall
short of the 9.5 percent increase that occurred
the year after the trough of the 1973-75 recession.

International economic conditions offer little
hope for Tennessee manufacturing. Some in-
dustries, such as apparel and aluminum, face
possible long-term declines as a result of com-
petition from developing countries. Recessionary
conditions abroad as well as foreign competition
in domestic markets may mean continued hard
times for the chemical industry, the third largest
manufacturing sector. C. F. Industries closed its
Chattanooga facility indefinitely in December
because of dwindling demand for fertilizer and
competition from subsidized foreign production.!!

Fortunately, there are bright spots in the out-
look for Tennessee manufacturing. The incipient
national recovery in housing should be of particular
benefit to Tennessee because of the state’s
concentration in construction. A nationwide in-
crease in auto sales, which began in late 1982,
should stimulate Tennessee€’s transportation equip-
ment industry. In addition, the opening of the
Nissan plant near Nashville should have a far-
reaching economic impact. The plant is expected
to create 2200 new jobs, increase payroll and
other personal income by $77 million per year,
increase demand for local supplies, attract new
businesses, boost retail sales by $60 million
annually, and add $10 million to state tax revenues.

“Wall Street Journal, December 10, 1982, p. 3.

""Chattanooga Times, November 23, 1982, pp. A1-2. Demand for other
derivatives of phosphorus has been on the wane since 1969 when
environmental regulations were enacted to reduce their deleterious
effects in detergents. Tennesse has 42 percent of the U.S. phosphorus
capacity, alarger share than any state except Idaho. Economic Outlook
(Knoxville, Tennessee: TVA, July 1982), p. 129.
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The Japanese-owned firm is helping to sponsor a
robotics degree at a technical institute to develop
local service and technical manpower for the
extensive applications of computers and robots
in the facility. The Nissan factory, with its spillover
into services and high-technology, typifies the
kind of manufacturing investment that Tennessee
needs if it is to increase personal income in
concert with employment and if it is to reduce its
vulnerability to recessions and imports.

Tennessee is well suited to develop the sort of
agglomeration of advanced scientific and tech-
nical research and manufacturing that exists in
California’s “Silicon Valley,” along Route 128
near Boston, and in Research Triangle, North
Carolina. Oak Ridge National Laboratories (ORNL),
the TVA, and the University of Tennessee could
provide a firm research foundation. Tennessee
already ranks fifteenth in the amount spent on
research and development (R&D). Business-
government cooperation has been enhanced in
the past two years by the opening of ORNL to
private sector, proprietary research.'? In terms of
quality of life, another factorimportant in attracting
such industry, Tennessee is similarly wellpositioned.
Knoxville ranked eleventh and Nashville twelfth
in a recent Rand McNally survey of the quality of
life in 277 U.S. cities. The only other District city
to place among the top dozen was first-ranked
Atlanta. State officials, in cooperation with a
private foundation, have begun to formulate
organizational plans for a “technology corridor”
along the Pellissippi Parkway between Oak Ridge
and the McChee Tyson airport. The concept
should begin to become reality during 1983, but
the economic impact is likely to be less this year
than in 1984 and thereafter.

Construction

After a year of uncertainty, Tennessee’s resi-
dential sector should experience slow but consis-
tent recovery in 1983. A rapid drop in mortgage
rates triggered an upturn in the housing market
beginning in July. Prospects for spring and summer
are hopeful; builders are making preparations.
Between July and November 1982, 832 single-
family building permits were issued, ajump of 65

?2Herman Postma, “Federally Funded R&D: New Opportunities in
Tennessee,” Survey of Business, (Summer 1982), pp. 12-13.
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Chart 4. Tennessee Construction Indicators
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percent (Chart4).'® The housing market in Nash-
ville has been particularly resilient, but other
SMSAs are also showing improvement. However,
multifamily building has not yet begun to recover
(Chart 4).

Savings and loan associations also were slow to
benefit during the turnaround. Total loans closed
by thrifts continued to fall to $35 million in
September—a drop of 22 percent since the
“mini-peak” of late 1981 and early 1982. Caution
among potential home buyers and competition
from seller financing and mortgage companies
retarded loan volume growth by S&Ls, although
by November closings passed the previous high.

Nonresidential construction is still declining.
Because of an earlier building boom, the soft
market for office space has reduced contract
awards and building activity. The number of
square feet awarded in contracts edged steadily
downward by 44 percent, to $1.6 million, between
December 1981 and November 1982. Moreover,
congressional tightening of eligibility require-
ments for state and local government industrial
revenue bonds, effective in January, may further
dampen commercial construction. Nonetheless,
many projects should continue well into 1983.
The TVA is building a $158-million office complex
in Chattanooga. When completed in September
1984, the project should help revitalize the
central business district.'* In Nashville, several

13Except where otherwise indicated, construction data are three-month
moving averages, seasonally adjusted.
14Chattanooga Times, October 22, 1982, p. B-3.
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projects have been announced: a convention
center, a $25-million renovation of several historic
buildings in Riverfront Park, the expansion of

of extended gains during the remainder of the
decade. Both the Census Bureau and the Bureau
of Economic Analysis (BEA) project that Ten-
nessee’s population growth from 1980 to 1990
will exceed that of the nation and several neigh-
boring states although the difference may be
small.’> Because population growth stimulates
demand for construction, Tennessee’s construction
sector should also grow faster than those of the
nation and nearby states. However, Memphis is
unlikely to share in this trend. From 1970 to 1980
it grew at only 9.5 percent compared to rates of
more than 15 percent in other Tennessee SMSAs,
and it experienced a net outmigration of resi-
dents in their “productive years” (20-55).'® More-
over, the slowing of population growth in the
early 1980s to less than 0.5 percentannually (see
Profile) indicates that construction will not be as
expansionary in the 1980s as in the 1970s.
Government cutbacks, including TVA budget
reductions, are depressing nonbuilding construc-
tion. Nonbuilding contracts in the state have
been steadily declining for over two and a half
years. In January 1980 nonbuilding contracts
were $616 million; in November1982 only $524
million (12-month cumulative rates). However,

Thous. Baptist Hospital, and the development of a new
35 office park.
30k Although the improvement in construction in
Multi-Family 1983 is likely to be modest in comparison with
25 Suilding Eerimits past recovery periods, it should mark the beginning

o

}

sections of 1-440 near Nashville are under con- *

struction. Airport expansions in several cities are
also planned. The recent increase in the federal
excise tax on gasoline may also stimulate non-
building construction since revenues from this
hike are earmarked for state infrastructural repair
and development.

Public Sector

The downturn in the public sector is a primary
reason for the severity of the recession in Ten-

)

¢

4

nessee. Government is usually countercylical |
especially in terms of employment, but a broad |

and deep recession and federal budget cuts

SEconomic Outlook, op. cit., p. 136.

'8U.S. Department of Commerce, General Population Characteristics in
Tennessee, Vol. | (August 1982), pp. 44-7; Donald W. Hastings, and Jan C.
Jacobsen, “Tennessee Net Migration Estimates: 1970-1980,” Survey of
Business, 18, 2 (Fall 1982), p. 7.
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have reversed that pattern (Table 1). In the
1973-75 recession seasonally adjusted govern-
ment employment grew 11.6 percent, whereas it
fell 8.7 percent during the current recession. Job
losses are a result of diminishing revenues and
cutbacks in TVA construction and operations.
The TVA's work force declined from almost
51,000 in August 1981 to fewer than 40,000 last
August. The utility may furlough 7,000 more over
the next five years.

Although government contributes only a slightly
larger portion of jobs to Tennessee than to the
nation, federal cutbacks in funds to state and
local governments may be having a greater
impact on Tennessee than on its southeastern
neighbors. Government employmentin Tennessee
declined more in 1982 than in the Southeast and
in the United States, with respect to comparable
months of 1981. Tennessee ranks 19th in the per
capita amount of federal funds received, whereas
other District states rank 25th or lower.'” About
$100 million in federal funds have been slashed
from Tennessee’s budget of $4.5 billion. Federal
support of local transportation systems, such as
Chattanooga’s CARTA, will be halved in 1983
and eliminated in 1984. Yet, Chattanooga voters
defeated a local option, one cent per gallon
gasoline tax to offset the loss of $450,000 in
federal monies. If such resistance to increased
taxes prevails statewide, a projected budget
shortfall of $80-145 million appears certain.

Prolonged recession and an unresponsive tax
system have severely curtailed Tennessee’s revenue
collections. Sales and motor fuel taxes provide
almost 60 percent of all taxes collected. Tax
receipts have been declining in real terms since
1979 (Table 2). Lower-than-anticipated collections
resulted in a $34 million shortfall in the first four
months of the present fiscal year. Revenues from
Tennessee's sales tax do not expand in concert
with economic growth. This leaves the state
government strapped in recessionary periods,
especially when they succeed one another as
rapidly as in the 1980s.'® Revenue has increased
substantially only when rates have been increased.
Some legislators are suggesting an income tax,
but such a measure would necessitate amending

"University of Tennesse, Center for Business and Economic Research,
Tennessee Statistical Abstract 1980, (5th ed.), Knoxville, Tennessee,
1980, p. 569.

'BTheAstate’s sales tax has an estimated income elasticity of 0.9. Center for
Business and Economic Research, University of Tennessee, An Economic
Report to the Governor of the State of Tennessee on the State’s
Ecgnomic Outlook (Nashville, Tennessee: Tennessee State Planning
Office, February 1982), pp. 11,74.
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Table 2. Value of Foreign Investment in Tennessee,
1978-81 (in millions of dollars)

Japan 585.8
West Germany 417
Canada 299
England 26.9
Belgium 26.7
Netherlands 26.3
Subtotal 371.3
Total Foreign Investment 793.7

Source: Tennessee Department of Economic and Community
Development (telephone interview).

the constitution. This cumbersome and rarely
used procedure requires affirmation by two
consecutive legislatures and subsequent approval
by the electorate.Even then the tax would be
vulnerable to challenge. A wage tax and an increase
in consumption taxes are possible alternatives.

Whatever measures the state undertakes to
increase revenues and decrease costs in the
short run, the long-run opportunity costs may be
even greater. Infrastructure will deteriorate if not
maintained and replaced in a timely fashion.
Tennessee’s future labor force may suffer. The
state ranks comparatively high in the performance
of its college-bound students. In 1980-81 Ten-
nessee’s S.A.T. scores averaged 475 in verbal and
514 in math, compared to 424 and 466, respec-
tively, for the United States and 409 and 445,
respectively, for 10 southern states (the District,
the Carolinas, Virginia, and Kentucky). However,
a state Board of Education proposal to raise
tuition at state-supported colleges and universities
probably will reduce enrollment.

What's more, Tennessee appropriated $1,825
per student for elementary and secondary
education, 43rd in the nation.'® If the state is to
attract advanced technology firms and other
industries that would help narrow the gap in per
capita personal income between it and the
nation, it will have to improve the skills and
training of its work force at a variety of educational
and skill levels. Current cutbacks bode ill for
Tennessee’s future labor force.

The Book of States, 1982-83 (Lexington, Kentucky: Council of State
Governments, 1982), p. 442.
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Energy

Energy has been a key factor in Tennessee’s
industrial growth since at least the 1930s, when
the TVA was established to harness the power of
the Tennessee River and help spur the develop-
ment of an economically depressed region. For
several decades cheap and abundant hydro-
electric power enhanced the state’s other com-
parative advantages—natural resources and low-
cost labor. Industries such as aluminum, chemicals,
and pulp and paper, intensive users of electrical
energy, currently consume one-fifth of the agency’s
directly-sold energy.2°

During the 1970s, however, the TVA's pricing
edge began to erode. Cheap hydroelectric power
came to provide only 15 percent of the federal
utility’s output. From 1973 to 1980 TVA rates
grew at 11.4 percent a year, while the national
norm was 6.8 percent. Moreover, since the oil
crises of the 1970s, energy demand has increased
more slowly because of alternative sources and
conservation. Recently, demand has dropped
even more because of the recession. Industrial
kilowatt hours have fallen steadily since 1979.
After dropping more than 3 percent in 1980 and
1981, demand dipped by over 15 percent in
1982. Despite greater consumption by residential
and commercial users, total kilowatt hours fell
almost 6 percent through the first eight months
ofi1982.2!

Economic recovery will engender some im-
provement, but reduced energy demand is both
cyclical and secular. Although the TVA expects
rate increases to taper off, remaining about even
with inflation and 10 percent below national
levels, some businesses consider the cost dif-
ference negligible. Last year's cancellation of four
nuclear reactors for which $1.85 billion had
already been invested, probable congressional
termination of the Clinch River breeder reactor
in 1983, and cost control will enable the TVA to
reduce rate increases scheduled to go into effect
next October. However, these cutbacks are af-
fecting other economic sectors. Still more TVA
workers probably will be furloughed (see Public
Sector). Combustion Engineering, a TVA equip-
ment supplier and Chattanooga’s largest employer,
had to reduce its work force further by laying off
550 workers in January.?2 The TVA's consumption

20Economic Outlook, op. cit., p. 118.

21U.S. Department of Energy, Electric Power Monthly (August 1982),

p. 67, and Federal Reserve Bank of Atlanta data base.
22Wall Street Journal, December 6, 1982, p. 20.
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of 28.8 million tons of coal in 1982, the lowest in
14 years, has reduced coal mining activities since
most of the state’s reserves are sold to the
utility.2® Although Tennessee’s coal production
of 7.5-8 million tons is small compared to that of
Kentucky, the economic impact of reduced de-
mand has been concentrated on a few counties
in east Tennessee. In summary, both the demand
and supply side look bleak for energy. One
harbinger of potential growth is the announce-
ment by two oil companies of plans to under-
take exploratory oil and natural gas drilling in
portions of the Eastern Overthrust Belt in Ten-
nessee.?4

Tourism

Tourism is a significant source of employment
in Tennessee. The 73,000 tourist-related jobs in
1981 represented 4.2 percent of the state's
nonfarm employment, a slightly larger share than
construction. The travel industry accounted for
4.5 percent of state tax revenues and 2.9 percent
of local revenues.

Last year the World's Fair drew more than 11
million visitors, generated an estimated $500
million in spending and $25 million in tax revenues,
created 6,700 jobs, and helped keep Knoxville's
unemployment rate well below the state average
(see map). It also stimulated $250 million in
highway improvements, construction of several
new hotels and parking garages, and plans for
redevelopment of downtown Knoxville. More-
over, the Fair's success had a complementary
effect on tourist attractions throughout the state.
Almost all indicators of tourist activity increased
over 1981 levels. However, the Fair itself was less
profitable than hoped largely because of higher-
than-anticipated interest payments ($9.6 million)
on its $30 million loan. At closing the Fair's net
revenues were only $1 million rather than the
$8.5 million expected.?®

The outlook for tourism in 1983 is less positive
thanin 1982, although there are some encouraging
factors. In Knoxville four new hotels have opened
where previously there was only one, and, on
July 1, the city will have a new convention center.
Knoxville is within a day’s drive of 70 million
people. Consequently, it expects to attract nu-

23Knoxville News Sentinel, November 18, 1982, pp. A1-2.
24Chattanooga Times, October 20, 1982, p. B-5.
25Knoxville News Sentinel, November 20, 1982, p. 1-A.
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merous convention visitors, particularly members
of smaller associations.

In 1983, tourism is likely to be strongest at
established attractions around Nashville and
Memphis. However, improvement of tourism in
Tennessee depends on national economic re-
covery. A large portion of Tennessee’s out-of-
state visitors are blue-collar workers from the
industrial heartland. If unemployment in this
region does not fall, tourism in Tennessee could
decline this year. The most important influence
is likely to be EPCOT, which should boost pass-
through traffic along I-75. However, since vacations
to the expanded Walt Disney World now com-
mand more time and discretionary income (pri-
marily for lodgings), less will remain for sightseeing
en route. Tennessee is likely to suffer the sort of
“siphon effect” from EPCOT that much of the
Southeast felt from the World'’s Fair in 1982.

Finance

From July 1, 1981, to June 30, 1982, bank
deposits grew 8.8 percent to $21.7 million, while
loans grew 8.3 percent to $13.7 million. Ten-
nessee’s loan-to-deposit ratio of 63.1 percent is
second only to Georgia in the Southeast. Employ-
ment in Tennessee’s financial sector (including
insurance and real estate) has not kept pace,
however. Indeed, job attrition has been more
severe than in 1973-75(Table 1). Construction
and consumer spending downturns, which re-
duced the demand for credit, offer partial ex-
planations; another factor is deregulation. In-
creased competition is forcing financial institutions
to be more cost-conscious. These pressures
combined with technological advances, such as
computerization, make labor a prime target for
cost-cutting. However, in other states finance
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employment has continued to grow. One prob-
able factor distinguishing Tennessee’s financial
sector from its counterparts in Florida and Georgia
is the general economic malaise that has charac-
terized the state almost continuously since 1979.
Without economic growth, finance is unlikely to
be an expanding sector, especially in terms of
‘employment.

In the shorter term the outlook is promising. In
early autumn employment in finance began to
rise. Several parties are petitioning to establish a
new bank in Hohenwald to replace one that
failed last September. A revival in construction
and general economic recovery should stimulate
both finance and real estate. Still, competitive
pressures of a deregulated environment may
hold back job growth until labor productivity in
the financial sector improves.

Trade

Retail sales in Tennessee in 1982 held fairly
firm despite weak income growth. Sales—buoyed
by World’s Fair tourists—were up 4.7 percent
through the first 11 months of 1982 from year-
earlier levels, well ahead of the nation’s 2.6 per-
cent rise. Auto sales in late 1982 were far ahead
of 1981 as a result of lower cost financing and
manufacturers’ prices rollbacks. However, em-
ployment in wholesale and retail trade remained
relatively weak. Trade jobs continued to expand
nationwide during most of the recession, yet in
Tennessee trade employment declined more
sharply than in the 1973-75 downturn (5.2 versus
3.2 percent respectively).

Without the stimulus of the World’'s Fair in
1983, retail sales will depend on improvementin
the nation’s and state’s economies. Declining or
even stable interest rates should spur consumer
spending, especially for goods usually purchased
on credit. Lower real rates should boost output,
employment, and income in the state’s many
credit-sensitive industries and thus indirectly
stimulate retail sales. However, the comparatively
low growth rate in real personal income expected
by state forecasters for 1983 implies very modest
retail growth since personal income and consumer
spending are closely linked.

Agriculture

Farming is a more important employer in
Tennessee than in most District states. Tennessee
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has a larger portion (5.5 percent) of its labor force
employed in agriculture than the Southeast (3.5
percent).?® Farmers in Tennessee, like those
throughout the nation, experienced another year
of low income in 1982. Weak demand and high
yields sharply lowered prices for commodities
from year-ago levels. Because of the regional
distribution of agriculture, adverse conditions
had the greatest impact on west Tennessee and
the least on middle Tennessee.

For middle Tennesee’s many livestock farmers,
1982 was a year of mixed results. Hog producers
improved profit margins, but returns for cattle-
men were essentially low. Abundant supplies of
soybeans, the state’s leading cash crop, depressed
prices and profits for many farmers, especially in
west Tennessee. Wholesale trade, revolving largely
around agriculture, is more important to the
economy of Memphis than of any other Tennessee
SMSA (Chart 2). Last year's comparatively poor
agricultural conditions help account for that
city’s relatively high unemployment rate (see
map).Tobacco was the most profitable crop in
1982, but severe rains in late summer damaged
some harvests and forced affected growers to
accept lower prices. Many other crops failed to
provide sufficient revenue to cover costs.

Forestry provides only one percent of farm
cash receipts, but primary and secondary wood-
using industries employ approximately 61,000
workers who generate products with a gross
value in excess of $2 billion, according to a state
Forestry Department survey. With prices down
and many mill operations closed or working only
part-time, the industry is undergoing a serious
downturn.

Improvement in agriculture in 1983 will pro-
bably be slight to moderate. Lower feed costs in
1982 bode well for livestock profit margins in
1983, and the demand for livestock should
improve with economic recovery. Crop surpluses
should work down slowly over the next two
years. Tobacco faces a doubling of the cigarette
tax and a reduction of six cents per pound in
price supports. The most optimistic outlook is for
forest products, which should be stimulated by a
nationwide upturn in construction.

26Farm Labor, February 1981, p. 5.
27U.S. Department of Commerce, 1980 Annual Survey of Manufactures
(January 1982), pp. 16, 28.
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International

International trade has become increasingly
important to Tennessee’s economy. From 1977
to 1980 the volume of foreign trade grew by 24
percent per year to $5.2 billion. Tennessee now
ranks second in the District and 15th in the
nation in the proportion of the value of shipments
attributable to exports. With 14.5 percent of its
manufacturing shipments bound for foreign mar-
kets, Tennessee ranks higher than the nation’s
average share of 14.1 percent. Chemicals, with a
1980 value of $1.4 billion, remain the leading
export.

Even though exports contributed a smaller
share of manufacturing jobs to Tennessee than
to the nation (11.4 vs. 13.7 percent, respectively),
at least two industries—tobacco and chemicals—
account for a larger portion of jobs. More than
one-quarter of tobacco workers, concentrated in
middle and east Tennessee, rely on exports. The
Tri-Cities area, where more than 8 percent of the
workers produce goods for export, leads the
state’s SMSAs in its dependence on foreign
trade.?”

Direct foreign investment is another important
international segment of Tennessee’s economy.
The state has succeeded in attracting considerable
“reverse” investment. Between 1978 and 1981
foreign countries invested almost $800 million
(see Table 2). Foreign investment in Tennessee
landholdings is among the highest in the nation,
although it represents only about 2.4 percent of
the state’s total area. By far the biggest foreign
investment is Nissan’s half-billion-dollar truck
assembly plant. State officials expect Japan to
continue to be the primary foreign investor in
1983.

If the dollar continues the decline against
foreign currencies that began in late 1982, foreign
direct investmentin manufacturing and agriculture
in Tennessee as well as demand for the state’s
exports should accelerate. However, depressed
conditions abroad portend little improvement
for Tennessee's export-oriented industries in
1983.

—Bobbie H. McCrackin

(Sandra L Davis contributed valuable research assistance to this project)
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Louisiana:
Thermostat Setting
Lower

Good prospects for construction and retail sales brighten Louisiana’s outlook. But
lackluster growth in oil, gas, petrochemicals and port activity could make for a

modest recovery in 1983.

Louisiana’s oil and gas industries generated
rapid state economic growth in the 1970s. The
Pelican State’s economy also was buoyed by the
growth of international trade through the state’s
ports. As a consequence, the state virtually by-
passed the stormy 1973-75 national recession
and sailed through 1980 unmarked by that
economic squall. By contrast, in 1982 Louisiana’s
economic boiler cooled dramatically; in 1983 its
temperature is likely to rise slowly.

A spreading worldwide oil and gas surplus
swamped Louisiana’s economy in 1982, much
like the spring floods that periodically breach
Mississippi River levees. Virtually all indicators of
economic prosperity in Louisiana stalled in 1982.
However, by yearend at least one important
indicator of pending recovery— construction—
appeared to be gaining strength. There was also
hope that consumer spending would improve to
help boost economic activity early in the state’s
recovery in 1983.

As 1983 unfolds, expected gradual improve-
ment in residential construction and consumer
spending will be bolstered as New Orleans
prepares for the 1984 World Exposition. In
addition, moderate expansion of the world econ-
omy should reverse, by yearend, the slowing of
imports and exports through Louisiana’s ports in

FEDERAL RESERVE BANK OF ATLANTA

1982. The important oil, gas and petrochemical
industries are expected to show little improve-
ment until midyear. Thus, the course and pace of
economic recovery in Louisiana in 1983 may be
a meandering one that gains momentum late in
the year.

Labor Market Developments

Louisiana’s population spurted to 4.3 million in
the 15-month period following the April 1980
Census, according to Census Bureau estimates.
The state’s 2.5 percent population growth doubled
the growth registered by the nation in the same
period; by contrast, duringthe 1970s, Louisiana’s
population growth equalled the nation’s 1.5
percent rate. Expanding job opportunities in the
state’s then-surging energy sector, its low tax
burden and living costs undoubtedly contributed
to the growth by attracting job-seekers from
outside the state.

The recent energy bust is reflected in Louisiana’s
labor force and employment statistics (see Table
1). The state’s employment in November was
41,000 less than a year earlier. By comparison,
the state’s civilian labor force increased slightly
from November 1981 to November 1982 despite
a rise in the number of dropouts from the work

41

Digitized for FRASER
Attp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis



Table 1. United States and Louisiana Labor Force*

Area and Employment November 1982 November 1981 November 1980
United States (000)
Civilian Labor Force 110,855 109,179 105,287
Employed 99,379 100,502 97,801
Unemployed 11,476 8,676 7,486
Rate 10.8 8.3 75
Louisiana (000)
Civilian Labor Force 1877.2 1,872.0 11502
Employed 1,676.2 1,716.8 1,635.3
Unemployed 201.0 155.2 119.9
Rate 10.7 8.3 6.8
Alexandria SMSA (000)
Civilian Labor Force 13.7 72.9 69.1
Employed 65.9 65.7 62.8
Unemployed 7.8 7.2 6.3
Rate 105 9.9 9.1
Baton Rouge SMSA (000)
Civilian Labor Force 229.8 229.7 2238
Employed 208.3 2125 208.2
Unemployed 215 17.2 15.6
Rate 94 75 7.0
Lafayette SMSA (000)
Civilian Labor Force 100.0 944 81.8
Employed 93.6 90.5 788
Unemployed 6.4 39 3.0
Rate 6.4 4.2 3.7
Lake Charles SMSA (000)
Civilian Labor Force 76.0 825 74.2
Employed 65.2 75.0 69.2
Unemployed 10.8 7.5 5.0
Rate 14.2 9.1 6.8
Monroe SMSA (000)
Civilian Labor Force 554 56.4 54.6
Employed 48.6 50.6 49.8
Unemployed 6.8 58 4.8
Rate 12.3 10.2 8.8
New Orleans SMSA (000)
Civilian Labor Force 505.2 516.6 479.9
Employed 456.3 4741 4496
Unemployed 48.9 425 30.3
Rate 9.7 8.2 6.3
Shreveport SMSA (000)
Civilian Labor Force 159.8 163.1 19557
Employed 142.2 150.3 1446
Unemployed 17.6 12.8 11.1
Rate 11.0 7.8 7.

*Data not seasonally adjusted
Source: Louisiana Department of Labor
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force. As a consequence, the number of unem-
ployed was almost one-third higher in November
than a year earlier. At 11.3 percent, the state's
seasonally adjusted unemployment rate in Novem-
ber exceeded the nation’s rate of 10.7 percent.
Of the seven standard metropolitan statistical
areas in Louisiana, Lake Charles, at 14.2 percent,
had the highest unemployment rate, while Lafay-
ette’s 6.4 percent unemployment rate was the
lowest. Unemployment rates were also historically
high, at 18-25 percent, in some rural agricultural
parishes in north Louisiana at yearend.

Income and Trade

Louisiana’s total personal income rose by 8.2
percent from 1981, to $43.7 billion, in the
quarter ending last June. It had increased by 16
percent a year earlier. That growth outdistanced
every District state except Florida. It ranked
Louisiana twelfth nationally, and was one percent
faster than the nation’s personal income growth.
The fast growth caused Louisiana’s per capita
personal income to rise from 88 percent of the
nation’s level in 1980 to almost 91 percent in
mid-1981. Lingering effects of Louisiana’s oil-
fired economic boom of 1979-81 account for
this robust income increase. But that fire dimmed
in late 1981 and nearly went cold in the last half
of 1982.

The weakening of Louisiana’s economy is re-
flected in the 1.8 percent decline in retail sales
for the first eleven months of 1982 compared to
the same period in 1981. By contrast, retail sales
increased by 2.6 percent for the nation over the
same period. In November, retail sales in Louisiana
were up 3.5 percent from a year earlier while
retail sales rose 7.6 percent nationally. Thus, the
state has trailed the nation’s rebound in retail
sales. But the retail sector was improving at
year-end.

The new year.is likely show continued im-
provement in Louisiana’s retail sector, particularly
when the scheduled midyear federal tax cut
boosts spendable income. Nevertheless, income
and sales growth in the state in 1983 will likely
reverse its above-average performance of recent
years if the recovery in the oil/gas industries is
delayed until midyear, as many analysts expect.

Nonfarm Employment

Louisiana’s three largest employment divisions
are trade, government and services (see chart).
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Chart 1. Louisiana Nonfarm Employment
November 1982

Trans./Public Utilities
8.0%

Trade
22.9%

Government
19.7% Finance
4.7%
ini ~ Services
Mining 18.4%
Manufacturing
12.3% Construction

8.0%
Source: Louisiana Department of Labor.

However, the distribution of Louisiana employ-
ment worked against the state in 1982. The small
finance and large services divisions have registered
(seasonally adjusted) gains in employment in
Louisiana since the national recession began in
July 1981, but those divisions account for a
smaller proportion of jobs in Louisiana than in
the United States or the District Employment in
the usually growing wholesale and retail trade
division has fallen because of the severity of the
downturn in Louisiana’s economy over the past
18 months. On the other hand, government,
transportation, construction, and mining account
foralarger proportion of jobs in Louisiana than in
the nation or District—and, except for govern-
ment, the state has lost jobs in each of these
sectors in the current recession.

Unfortunately, even the state’s gain in govern-
ment employment is likely to be reversed in 1983.
A state hiring freeze has been imposed and layoffs
were increasing going into the new year as a con-
sequence of Governor Treen’s October order to
cut state agency spending by 4.4 percent.

In general, employment has grown in the
services-producing sector of the nation’s econ-
omy—transportation, trade, finance, services, and
government—even during economic downturns.
In the District, services, finance and trade jobs
continued to grow throughout much of the
recession, while transportation and government
employment held fairly steady. In Louisiana, a
small gain in total services sector employment
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was swamped by large declines in construction
and manufacturing employment.

The spreading weakness of Louisiana’s econ-
omy that shows up in employment figures is
painfully evident in business bankruptcy data as
well. Business bankruptcy filings in Louisiana
increased by 75 percent, to 496, in the third
quarter of 1982 over the year-earlier level. Ac-
cording to a bankruptcy court official, filings
surged further in October and November. While
some filings are by firms closely related to the
energy sector—tugboat and exploration com-
panies, for example—some unrelated firms also
are encountering problems. Trucking, warehous-
ing, and industrial supply companies are among
the firms seeking protection in bankruptcy court.

Unfortunately, the unemployment plaguing
Louisiana will probably decline only slowly from
its post-World War Il record level. One reason is
that, in a recovery, employment gains lag pro-
duction increases. Firms operating well below
capacity typically increase employees’ hours be-
fore hiring new workers. Moreover, the short-
term employment outlook for important manu-
facturing industries remains gloomy.

Manufacturing

Manufacturing employment in the third quarter
of 1982 slumped to levels not seen in Louisiana
since mid-1977; the lumber and wood products
industry was the only Louisiana’s manufacturing
industries which had higher employment in No-
vember than a year earlier (see Table 2). Factory
income in the first half of 1982 fell 4.8 percentin
the state compared to the last half of 1981. In
addition, the number of new manufacturing
facilities slumped by 40 percent for the first eight
months of 1982 when compared to the same
months of 1981, and industrial expansions de-
clined by 57 percent duringthe same period. Itis
clear from the statistics that manufacturing activity
in the Pelican State has slowed considerably in a
fairly short period of time, and prospects are not
bright for a rapid turnaround.

Louisiana’s industries are closely linked to
demand for mineral resources in the state. The
“oil glut” and falling prices have puta damperon
what previously was a vigorously expanding
industrial sector. Petroleum refineries and chem-
ical plants along the Mississippi River have been
especially hard hit and have been producing at
only 60 percent of capacity. In fact, employment
in petroleum refining fell by 2,000 workers from
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Table 2. Louisiana: Manufacturing Wage and
Salary Employment
(in 000’s by industry)

% Change
Now. from
1982 Nov. 1981

Manufacturing 198.0 002
Durable Goods 91.8 —14.6
Lumber & Wood Products 120 +0.1
Furniture & Fixtures 0.9 0
Stone, Clay & Glass Products 7.8 ~0.5
Primary Metals Industries 4.8 =28
Fabricated Metals Products 16.8 =2
Machinery, except Electrical 142 =20
Electric & Electronic Equipment 9.4 =19
Transportation Equipment 234 —54
Other Durable Goods 25 {6 R
Nondurable Goods 106.2 151
Food & Kindred Products 289 =01
Apparel & Other Textile Products 8.8 —0.9
Paper & Allied Products 10.9 -1.4
Printing & Publishing 9.3 —03
Chemicals & Allied Products 29.7 —27
Petroleum & Coal Products 144 —-20
Petroleum Refining 134 =20
Other Nondurable Goods 4.2 =02

Source: Louisiana Department of Labor, Louisiana Labor Market
Information, various issues. o

November 1981 to November 1982 while chem-
ical and allied products employment lost 2,700
workers. The more labor-intensive oil and gas
extraction industry saw employment slump by
2,800 employees to 93,000 during the same
period. Altogether, employment was off 7,500 in
November in the oil production, refining and
chemical industries which employed over 140,000
Louisiana workers in 1981.

The slowdown also is affecting a cross-section
of Louisiana’s other employers. For example,
demand for oil field supply equipment and
machinery used in the oil production and retrieval
process has plummeted because of the slowdown
in drilling. Oil field pipe suppliers have experienced
large, unwanted inventory buildups.

A slowdown in the metals industry is consistent
with national trends. Kaiser Aluminum and
Chemical Company in Baton Rouge has laid off
much of its labor force because of weak demand
foraluminum and the high cost of electricity and
natural gas needed to run the plant. The fabricated
metals industry is also slumping from reduced
product demand. The Delta Southern Steel Fab-
ricators Plant in Baton Rouge, for example, is
shutting down for good. A national recovery in
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Oil Slips in 1983

The oil and gas industries are driving forces in
Louisiana’s economy, making Louisiana an important
“oil-patch” state. In fact, Louisiana ranks with Texas as
leading natural gas producing states and is third
behind Texas and Alaska in crude oil production.
Louisiana is also third in refining capacity. In 1981,
Louisiana produced 449 million barrels of oil, or 14
percent of the nation’s total; gas production totaled
nearly 6.8 trillion cubic feet, more than one-third of the
nation’s output; and state oil refineries were capable
of processing 2.5 million barrels per day, or more than
one out of eight barrels nationally. (At 1981 production
levels, Louisiana’s 1981 proven reserves of oil and
gas will run out in 6.6 and 7 years, respectively.) But in
1982, Louisiana’s oil industry soured. What went
wrong and what lies ahead?

A rapidly rising price for U.S. crude oil has swelled
the wellhead price of Louisiana oil in recent years. By
1981, the U.S. price climbed to $31.84 from an average
price of $8.96 in 1978. In Louisiana, the wellhead
price jumped from $19.38 to $34 in 1980-81 alone.
Prices increased as a consequence of the lifting of
federal price controls on domestically produced oil
and of the tight world energy market. Inflation added
to the staggering price increase. Meanwhile, the
Natural Gas Policy Act of 1978 strengthened the price
link between oil and unregulated new gas from extremely
deep wells (those at depths greater than 15,000 feet).

The high price of oil encouraged established firms
and speculative new exploration companies to accel-
erate drilling for both oil and gas. The 5,379 oiland gas
wells drilled in Louisiana in 1981 represented a 60
percent increase from the level five years earlier. The
total for 1981 also eclipsed the previous record of
5,344 wells drilled in 1964. As drilling increased, oil
field supplier activity in tubular goods and other
products, rig rentals and leases, tugboat and other
services stepped up as well.

Oil exploration budgets are established on the basis
of expected revenues and costs. Revenues and costs
are influenced by many factors—including changing
demand for energy, availability of competing fuels,

1983 will help these durable goods industries
get back on theirfeet, but continuing high energy
prices will limit the state’s growth potential and
may cause new industries to look elsewhere for
plant sites in 1983.

Shipbuilding is also troubled; employees have
been laid off at Avondale Shipyards because of a
downturn in ship building and repair. The down-
turn should be balanced in late 1983 by new
military contracts. The Navy has contracted with
Avondale to build new fast logistics vessels for
the Rapid Deployment Force. The Navy also has
selected another Louisiana shipyard to produce
workboats to transport shallow draft equipment
offshore.

FEDERAL RESERVE BANK OF ATLANTA

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

and regulatory constraints. As the world recession
deepened in 1982, the softening of world oil demand
and prices invalidated the explorers’ costand revenue
projections.

The price of oil, instead of rising as many had
expected in 1982, fell. In November spot oil prices
were between $32 and $35 per barrel, down signifi-
cantly from the $42 per barrel charged in 1981.
Conservation efforts by consumers and industrial
users faced with high energy costs also help explain
the limited demand for energy in 1982; the price
softening also reflects a slowing of inflation and the
increased supplies from non-OPEC producers.

In response to the changing prospects, drillers
curtailed sharply their exploration of costly new oil and
gas fields. Their cutback is reflected in the number of
idle drilling rigs. By late 1982 the average number of
drilling rigs in the state had dropped below 300 from
more than 450 a year earlier. Drillers focused instead
on developing less expensive established fields. This
cutback spread throughout the oil/gas and related
industries and then spilled over to the state’s entire
economy as unemployment increased and income
growth in the state slowed. According to the Louisiana
Division of the Mid-Continental Oil and Gas Association,
Louisiana’s oil and gas industry in the early 1980s can
be described as “an industry that has recently expe-
rienced phenomenal growth and is now going through
a period of retrenchment and decline.”

Forecasts of developments in the oil and gas industries
in 1983 vary widely, but the consensus seems to point
to modest recovery around midyear. If previous busi-
ness cycle patterns offer a useful guide, drilling would
follow the economy’s recovery by three to five months.
However, possibly strong underlying trends may alter
the traditional course. Those include conservation
efforts by energy users and the move to substitute
stable domestic supplies of coal for volatile oiland gas
fossil fuels. The strength of these movements will vie
with the strength of economic recovery to determine
this important Louisiana sector's prospects in 1983.

It is doubtful whether Louisiana’s oil-driven
economy will experience much new manufacturing
growth in 1983 in the face of slipping oil prices
and the spillover effects in oil-related industries.
Any industrial expansion will be modest, with an
upturn in the energy industries not expected
until midyear (See Box).

Government

Louisiana’s dependence upon the oil and gas
industry is dramatically revealed by the state’s
current fiscal dilemma. State revenue collections
in the 1970s and early 1980s have been charac-
terized by high growth rates due to either tax
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hikes or oil-related windfalls followed by a per-
ceptible slowing of revenue growth. The deregu-
lation of oil prices and a skyrocketing price for
U.S. crude oil, from $12.64 in 1979 to $31.84 in
1982, doubled Louisiana’s severance taxes and
lease and royalty income, to $1.6 billion, from
19796 1982

Now, with soft oil prices, the state faces a
different revenue picture. Over one-third of the
state’s revenues are directly related to oil and
gas. Because both the severance tax on crude oil
and the royalties on oil and gas are calculated on
a percentage of value of the product, a falling
price for petroleum means less money in taxes
and royalties. (For every dollar price change fora
barrel of oil, state revenues change by $35
million at current prices and production levels.)
Even with stable prices, the state’s mineral wealth
production is dropping 2-3 percent per year as
resources are depleted, thus reducing revenues.
The state’s Legislative Fiscal Office projects that,
unless taxes are increased on new oil windfalls,
Louisiana will have to cut back on the level of
services it provides.

Because of the weak state economy and a
shortfall in expected state tax revenues of $120-
$130 million for the state’s fiscal year ending
June 1983, Governor Treen ordered state agencies
in October to cut spending. He ordered that
spending be cut for the current fiscal year by 4.4
percent on items comprising about half the
general fund budget. Also, a two-week special
session of the legislature was called in January to
consider changes in the state’s unemployment
compensation. The state otherwise will have to
borrow as much as $110 million from the federal
government to support its unemployment in-
surance trust fund through the middle of 1983.

In addition to cutting spending, there is an
outside chance that the state’s legislature will
pass new taxes in a special session in 1983. One
proposal, which died in committee last year,
would be to raise or revise the natural gas levy.
However, additional spending cuts appear likely,
squeezing the state’s public sector severely.

Construction

Louisiana’s construction industry outperformed
the nation’s in 1982. Based on F.W. Dodge
construction contract data for the first 11 months,
virtually all indicators—number of dwelling units,
residential and nonresidential building and non-
building construction—show less weakness in
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Louisiana than in the nation. In fact, the value of
total construction in the state was up nearly 50
percent from 1981 but was flat for the nation in
the first 11 months of 1982.

Nonresidential building, such as office and
hotel construction in New Orleans, accounted
for half the value of all construction in the state
for the 11 months—up 82 percent in 1982. The
value of nonbuilding construction contracts was
also up, by 60 percent. Expensive power plant
and oil refinery projects account for the nonbuilding
surge.

The outlook for nonresidential and nonbuilding
in 1983 is mixed. One favorable factor is the
$150 million in World Fair-related construction
slated to begin early this year. Like many major
U.S. cities, New Orleans has experienced an
office building boom in recent years. In fact, in
terms of buildings under construction, New
Orleans is one of the fastest-growing metropolitan
areas in the country.

In general, the timing and strength of economic
recovery will strongly infuence office vacancy and
rental rates. In 1983, continuing construction may
outpace space absorption to prolong a degree of
“softness” in the market that developed in 1982.
Some office space has been built speculatively
by developers betting that the oil boom would
continue. Yet the potential major tenants for
much of the space, oil services industries and oil
companies, have scaled back expansion plans.

In New Orleans and elsewhere in the state,
industrial construction may also slow in 1983.
Engineering firms and petrochemical and other
industries in Baton Rouge, for example, noted
weak markets as 1982 came to an end. Continuing
excess capacity in petrochemicals will limit con-
struction in that industry to alterations aimed at
economizing on industrial feedstock and con-
serving energy.

Residential construction should fare well in
1983. The nominal value of all residential con-
struction contracts was off 4.3 percent, and the
amount of space 11 percent, for the first 10
months of 1982 from 1981 levels. In the same
period, dwelling units were off 8.2 percent.
However, one indicator showing strong improve-
ment is the number of single-family permits
issued. These permits were up each month
except July from May to November over com-
parable months in 1981. Altogether, permits
increased 10.3 percent in the first 11 months of
1982 over 1981.
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Multifamily construction has also shown evi-
dence of recovery. Compared to 1981, the num-
ber of permits issued is 3.0 percent higher for
January-November, 1982. However, builders and
realtors are optimistic that multifamily construc-
tion will improve this spring and summer if the
improved mortgage tems continue, as expected.

Tourism

Louisiana’s tourist industry suffered a bad year
in 1982. Even local and less expensive tourism
was down. Visitor days at U.S. Forest Service
recreation sites in the state, for example, fell 14
percent in the year ending September 30 from
the previous year; attendance at state parks was
down 11.1 percent during the summer. Visitor
center registrations from May through September
fell by more than 10 percent in almost every
month. National Park Service visits were about
the same as last year.

In more expensive segments of the tourist
market, performance was worse. Although year-
to-date lodgings tax receipts rose 2.1 percent to
$8.3 million through October, much of the in-
crease was attributable to higher room rates,
according to the accounting firm of Laventhol &
Horwath, which specializes in the hotel/motel
industry. Occupancy rates were down. Convention
business also is reported to be off, and oil-related
business travel—especially from Texas—is down.
Plane passenger arrivals data are mixed.

Declining tourism has contributed to the state’s
unemployment and revenue problems. In 1980,
the industry accounted for 71,000 jobs, or 4.5
percent of Louisiana’s nonfarm employment; it
contributed 4 percent and 5.1 percent of state
and local tax revenues, respectively. Although
only 2.5 percent of the state’s personal income
comes from tourism, the industry provides many
entry level jobs to unskilled workers.

The outlook for Louisiana’s tourist industry in
1983 is uncertain. The 1984 World's Fair in New
Orleans is expected to generate 10,000 jobs,
bring 11 million visitors to New Orleans, and
inspire five new hotels with 25,000 first-class
hotel rooms. Moreover, development of the 82-
acre site should renew downtown areas and
revive professional and commercial interest in
central business district locations.

Hotel rooms in New Orleans have already
increased with the opening of the first 500 (of
1,200) guest rooms in the Sheraton New Orleans.
Completion of two other hotels is scheduled for
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late 1983, as is the New Orleans Convention and
Exposition Center, which will house the Louisiana
Pavillion during the 1984 exposition. After the
exposition, the center will be used for major
national conventions and trade shows. Since a
recent survey shows convention planners and
visitors favor New Orleans over all other cities
except San Francisco, this expansion seems to
bode well for the future of the city’s tourist
industry.

However, the fullimpact of these developments
will not occur until 1984; whether tourism im-
proves in 1983 depends on the economic re-
covery. In fact, tourism to New Orleans may be
offin 1983 despite a recovery, as conventioneers
and tourists postpone visits until the 1984 World's
Fair.

International

The Mississippi River system is atremendously
effective channel for moving wheat, corn, soybean,
and otheragricultural shipments to world markets.

Four of the state’s five deepwater ports are along

the stretch of the river from Baton Rouge to
south of New Orleans. These ports handle over
40 percent of the nation’s grain exports, the
fastest-growing category of U.S. exports since the
1960s.

In addition, rapidly growing coal shipments
have joined the Mississippi River barge and ship
traffic in grain and industrial supplies. In 1981
New Orleans became the leading U.S. port for the
movement of steam coal, handling some 13
million of the 110 million tons exported nation-
ally; the value of coal exports in the first nine
months of 1982 was up 39.2 percent over the
same period of 1981. Mississippi River ports also
serve a huge petrochemical complex, importing
petroleum and exporting chemicals and fertilizers.
The Lake Charles port, serving a large petro-
chemical complex in southwest Louisiana, is the
state’s fifth deepwater port. It is also a major
exporter of agricultural products and ranks as the
nation’s leading exporter of rice.

During the 1970s, Louisiana seaports expanded
their share of the nation’s imports and exports. In
the 1981-82 recession, the New Orleans customs
district’s share of imports declined; imports through
New Orleans dropped 14.9 percent in value in
the first ten months of 1982 compared to a year
earlier, while U.S. imports fell 5.8 percent in the
same period. On the other hand, the value of U.S.
exports fell 8 percent in the first ten months of
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1982 while New Orleans” exports fell by 6.8
percent.

These comparative differences reflect the New
Orleans district's concentration in agricultural
exports and petroleum imports. The world energy
glut sharply curtailed the value of U.S. oil imports
and thus their flow through the New Orleans
district. Meanwhile, sluggish demand and abun-
dant crops worldwide weakened grain prices,
dropping the value of exports from New Orleans.
(Despite falling prices in the U.S., the rising
foreign exchange value of the dollar raised the
real price of grain to foreigners substantially.) But
nonagricultural exports were off even more, and,
because New Orleans exports are concentrated
in agricultural shipments, New Orleans has gained
export market share.

The outlook for Louisiana’s ports this year is
uncertain. As usual, weather conditions will in-
fluence grain production and exports. In addition,
it is hard to foresee the implications of a new
Soviet leadership for U.S.-Soviet trade. President
Reagan has offered the Soviet Union 15 million
metric tons of corn and wheat beyond amounts
already specified under the currentagreement, a
one-year extension of a previous accord. That
accord calls for the Soviet Union to buy at least
six million tons of corn and/or wheat, with the
option of purchasing up to eight million tons.
Nevertheless, the outlook for U.S.-Soviet trade is
cloudy.

The strength of economic recovery here, in
Europe and elsewhere, will also influence grain
and other important exports and imports. As
international markets strengthen, trade should
resume the healthy growth of earlier years. Coal
exports from New Orleans in 1983, however,
may slow from the growth of the last few years. In
addition, the sustained strength of the dollar in
1981-82 practically ensures that U.S. manufactured
exports will grow slowly, if at all, in 1983. The
overall outlook for Louisiana’s ports in 1983 is for
weakness early in the year followed by gradual
recovery.

Agriculture

For farmers in Louisiana, 1982 was not kind.
Prices of Louisiana commodities not only failed
to rise but plunged even further. Soybeans,
which provide approximately one-third of the
state’s farm income, were produced in record
amounts nationwide while demand weakened
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due to the worldwide recession and availability
of foreign substitutes. As a result, the-price of
soybeans was 10 to 15 percent lower than in
1981.

Rice, another major Louisiana crop, suffered a
worse price decline despite a 10 percent cut in
plantings. Prices fell 30 percentas aresult of large
carry-over stock from 1981 and weak demand.
For many rice growers, 1982 represented a year
of substantial losses as prices and yields failed to
cover even operating costs.

Louisiana cattlemen, who share 15 percent of
farm cash receipts, saw generally weak prices in
1982 that limited revenue increases despite
their attempts to speed up cattle slaughter. Farm
cash receipts are estimated to have fallen slightly
for the entire livestock sector, primarily because
of weak prices.

There is mixed news in related industries. The
shrimp industry is suffering a reduced harvest
this season while the demand for shrimp is
strong. The catch is limited in the Gulf, possibly
reflecting the effects of unusually cold weather
in 1981. The forest industry has probably bottomed
out from the national recession in construction.
Louisiana production of saw-timber declined
approximately 25 percent with a similar slide in
prices in the year ending in late summer. The
good news is that yearend 1982 reports indicated
a pickup in this industry.

While final figures for 1982 are not yet available,
farm income for the year is expected to be lower
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than in 1981 because of the marked price
declines for Louisiana’s major crops. Farm cash
receipts were about 5 percent lower than 1981
in 1982 because of the marked price declines for
Louisiana’s major crops. Farm cash receipts were
about 5 percent lower than in 1981 near year-
end. Crop farmers seem to have fared the worst
although livestock farmers also did poorly.

What about 19832 The health of the agricultural
sector is closely linked to the national economy.
A moderate improvement in 1983 would help
some agricultural products. The forest products
industry would show substantial improvement if
construction continues to rebound. Demand for
beef may also increase as employment rises and
consumers begin to spend a little more.

The impact of national economic recovery on
farmers will be more indirect, but an improving
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economic climate should help them also. Increases
in acreage reduction programs, negligible cost
increases, and firming crop prices are essential
for a revival of the Louisiana farm economy.
Prospects appear favorable for most of those
conditions in 1983. If weatherand other environ-
mental factors are favorable, then 1983 should
be the year Louisiana’s farm economy begins its
comeback.

However, President Reagan’s announcement
in December that quotas on foreign sugar will be
relaxed offers mixed news for Louisiana. Sugar
refiners will benefit, with one analyst estimating
that exports could expand by about 5 percent of
the industry’s current annual sales. Yet the news
is unfavorable for Louisiana sugar growers, who
face stiff world competition. Markets for rice are
also expected to be sluggish in 1983.

—William J. Kahley

(Gustavo Uceda contributed valuable research assistance in the preparation of this
article.)
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Alabama:
A Slow Recovery

Alabama, loaded with heavy manufacturing industries and high unemployment, will be
slower to recover than most other states. Interest rates and import competition hold the

key to how well the state revives in 1983.

The economic crisis now facing many com-
munities around the Sunbelt refutes the popu-
lar myth that the Sunbelt economy is immune
to national economic downturns. At last reading,
Alabama—the “Heart of Dixie’—had one of
the nation’s worst unemployment rates. Beset
with steel mill closings, layoffs at automobile
part plants (tires, batteries, carburetors), tough
times at Mobile’s shipyards and a revenue
shortfall at the state treasury, employment has
been trending downhill in the state throughout
1982. By November, the state’s jobless rate
had climbed to 15.9 percent.

U.S. Steel, once touted as the state’s largest
employer, shut down its large Fairfield facility
last June. Weak demand for structural steel
combined with antiquated equipment left many
of the state’s important industries vulnerable
to imports. Republic Steel, Gadsden’s largest
employer, has been operating at only 40 percent
of capacity. Nearly half of Gadsden’s steel
workers are without jobs. Many other plants
have closed in 1982 and thus won't provide job
growth to fuel the state’s economy in 1983.

They include a number of textile mills in Tal-
lassee, Greenville, and elsewhere; automobile
parts plants in Sheffield and Tuscaloosa; a cigar
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plant in Cullman, a cabinet producing facility in
Russellville, an Alcoa aluminum smelting plant
and a Teledyne aircraft engine facility in Mobile.

Around the turn of the century, northern
industry—attracted by rich deposits of coal,
limestone, iron ore and access to world markets
through Mobile’s shipyards—Ilocated in Alabama.
Alabama’s economy flourished as it moved
from low-wage farming and textile production
to high-wage durable manufacturing. Nearly a
third of the state’s private nonfarm jobs are in
manufacturing—5.5 percentage points above
the national average and 13 points above its
bordering states. Moreover, almost half of those
factory jobs are in interest-sensitive durable
manufacturing. Many of these are high-wage
industries that have helped boost the state’s
per capita income from 73 percent of the
national average in 1956 to 78 percent today.
As interest rate ceilings are gradually phased
out, such interest-rate sensitive sectors could
be further affected.

Alabama’s economy is reeling from antiquated
physical and human capital and consequent
job losses as the U.S. economy shifts away from
smoke-stack manufacturing industries to more
service-producing and high-tech industries.
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Table 1. Employment Change by Sector in Alabama
(from November to November)

Level
(thousands) Absolute Change Percent Change
981 1982 1981-82 1981-82
Nonfarm Employment 13534 1319.9 =33.5 =25
Private Nonfarm 10604 1023.5 —36.9 =35
Goods Producing 4413 4071 =340 =Y
Mining 171 16.2 -0.9 =55
Construction 66.4 63.5 =29 =45
Manufacturing 357.8 327.4 —30.4 =8.9
Durables 1720 152.0 —20.0 =116
Nondurables 185.8 175.4 —-10.4 =56
Service Producing 619.1 616.7 =24 —-0.4
Trade 275.0 2718 =32 =12
Transportation 71.8 70.5 =13 —1.8
Finance 593 59.1 w0 2 —0.8
Services 213.0 21563 2.3 1
Government 293.0 296.1 31 1.1

Source: Bureau of Labor Statistics, U.S. Department of Labor.

Labor-intensive durable manufacturing is giving
way to more capital intensive_high-tech indus-
tries. Lofty interest rates have simply speeded
up the transition. Since Alabama tended to
have an above-national concentration of those
industries, it should not be entirely surprising
that its economy is suffering from deindustriali-
zation. Thus, many of the approximately 263,000
jobless Alabamians may not return to their former
jobs.

The outlook for Alabama in 1983 is for a
moderate recovery beginning later than the
national upturn. The state’s interest-rate sensi-
tive manufacturing industries, hit hard by the
recession, will begin to revive if interest rates
continue their recent decline. If the recovery
becomes international, foreign demand for
exports should pick up, benefitting Alabama
products like coal, steel and industrial chemicals,
and stimulating the state’s oil and gas production.
Despite these potentially positive influences,
it is likely to be around midyear before Alabama’s
economy begins to revive.

Employment and Unemployment

As of July 1, 1981, Alabama’s population
numbered 3.9 million, representing a 0.7 percent
growth since the 1980 Census. This growth is
less than half the 1.3 percent average annual
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growth rate during the 1970s. Nearly 1.7 million
people in the state were either working or
seeking work last year. While nonfarm employ-
ment contracted by 3 percent last year, labor
supply expanded 1.5 percent. During most of
1982, the number of jobless Alabamians was
more than one-third higher than the year before.

Of the six nonmanufacturing sectors, four
(transportation, communication, and public
utilities; trade; finance, insurance, and real
estate; and services) essentially held steady or
declined slightly (Table 1). These patterns
were similar to national and regional trends
except that finance, trade, and services con-
tinued to grow modestly in both the Southeast
and the United States during the same period.
Construction employment declined sharply as
record high mortgage rates battered the state’s
building industry. Although figures for govern-
ment employment in the state indicate growth
during recent months, this picture is probably
spurious; instead, government agencies, par-
ticularly at the state level, appear to be hiring
students on a temporary, part-time basis during
the summer. This trend is new and is not
“factored out” by seasonal adjustments based
on 10 or more years of data.

Of the state’s eight metropolitan areas, un-
employment was highest in Gadsden (22.3
percent in November), with Florence second
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at 16.9 percent. The Florence area has been
hurt by numerous plant closings, but Inter-
national Telephone and Telegraph’s electrical
wiring facility and continuing layoffs at Reynolds
Metal probably did more harm than others.
Huntsville’s 13.0 rate is worrisome because it is
higher than the national average and because
Huntsville is the focus of numerous high tech-
nology businesses, widely regarded as the source
of future economic growth. Montgomery and
Tuscaloosa also had comparatively low rates,
12.6 and 11.4 percent, respectively, due to the
downsizing of state government and to auto
parts plant closings.

Income and Trade

Alabamians’ income grew only 6 percent last
year, to $33.6 billion, trailing national growth of
7.2 percent and well below the state’s 11.6
percent growth in 1981. However, with inflation
below 5 percent last year, even the meager rise
in nominal income was sufficient to boost real
living standards. Alabama’s economy—dispro-
portionately concentrated in durable goods
manufacturing—is particularly vulnerable to
interest rates and the exchange value of the
dollar. High interest rates reduce demand for
durable goods disproportionately, and appre-
ciation of the dollar against currencies of major
trading countries has reduced demand for
exports and increased domestic demand for
foreign goods. Both of these factors worked
against Alabama’s industrial sector in 1982.

Despite slower job growth, post-war record
unemployment, and below-normal income
growth, consumer spending held up surprisingly
well last year. Sales tax collections advanced
5.6 percent over the prior year and growth was
nearly three times the national increase. The
comparatively strong sales increase in 1982
must be interpreted with caution, however. It
may be more of a reflection of weakness in
1981 than of strength in 1982. Moreover,
income-in-kind—Social Security unemployment
benefits, food stamps, and aid for families with
dependent children—constituted the fastest
growing component of personal income last
year.

In September, value of total loans closed by
savings and loans was $19.6 million, 57 percent
higher than the previous low of November
1981. The sharp increase in housing activity in
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late 1982 is expected to carry over into spring
and summer of this year and boost the state’s
building material manufacturers.

Predictably, high mortgage rates and job
instability have encouraged a growing percen-
tage of Alabamians to rent rather than buy.
Multifamily housing has been affected less
severely by the recession than single family
housing. Multifamily building permits currently
are running above 1974-75 trough levels and
gained strength after mortgage rates began
declining in 1982.

Alabama commercial construction has been
exceptionally weak since 1979. Manufacturing
plant closings around the state are adding a
tremendous amount of space to the market. In
contracted square feet, the nonresidential com-
ponent registered a 10-year low in 1982. Some
glimmer of hope for 1983 surfaced in the latter
part of 1982, as contracted square feet jumped
27 percent from June to November.

During 1982, the nonbuilding component—
roads, recreation, and religious buildings—
proved relatively stronger in Alabama than in
other parts of the Southeast as a result of
funding from oil lease revenue. Nonbuilding
contracts rose by 48 percent from August 1981
to reach November 1982’s level of $456 million.

The Public Sector

Perhaps the most critical aspect of Alabama’s
1983 outlook is its public sector. After three
consecutive years of declining employment
and consequent lost incomes, the annual growth
of money flowing into the state’s coffers has
been falling (Chart 1). The Alabama legislature
has less flexibility than other states in allocating
revenues. Nearly 90 percent of its revenues are
earmarked. Last spring, Governor Fob James
projected that revenues earmarked for the
Educational Fund would rise only 7 percent
over the prior year, and monies for the General
Fund would increase by 10 percent. The Alabama
legislature established budget appropriations
based upon these projections, which assumed
that the economy would improve beginning in
the second half of last year.

Instead of improving, however, the recession
lingered, sending the jobless rate to new highs
and placing a considerable drain on the Unem-
ployment Compensation Trust Fund. Governor
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Chart 1. Comparison of Changes in Total
Tax Collected

20 r Percent Change
16

12

76-77 77-78 78-79 79-80 80-81 81-82 82-83*

Fiscal Periods: 1976-1977 through 1982-1983
*“Represents collections for first 2 months of fiscal year 82-83.

James was not alone in his optimism. Governors
in other southern states—Louisiana, Mississippi,
Tennessee, and Georgia—initially shared that
optimism but later ordered departments to trim
their budgets. Governor James asked for a 10
percent reduction in the $1.4 billion education
budget and 15 percent cutbacks in areas other
than education. State government employment
has been declining for two years—in sharp con-
trast to the continued increases duringthe 1974-
75 recession.

Budget officials expect the state’s hiring prob-
lems to worsen in fiscal 1984. It is difficult to
imagine that the state government will be a
positive force for recovery in 1983.

Coal

Coal mining is an important industry in Alabama.
Direct employment comes to 11,500 miners;
many more workers are involved indirectly in
transporting coal. Twenty nine underground and
250 strip mines operated in the state last year.
Alabama mines produced nearly 25 million short
tons of coal for industrial power and exports.
Alabama Power, the state’s largest utility, depends
on coal for almost three fourths of its power
generation. About 10 million tons, or 85 percent
of the coal purchased by the company in 1981,
were low-sulfur and high-BTU coals from Alabama
mines. The current recession and lagging electricity
demand, however, have weakened coal demand
and resulted in large inventory accumulation.
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The state’s industrial sector, hard hit by the
recession, has curbed both its coal and electricity
consumption. Not only is coal a major source of
energy in the United States—accounting for 52
percent of domestic electricity supply—but it is
even more important in worldwide markets. Yet
exports of metallurgical coal that boomed during
1981-82 reportedly are slowing as a result of
slower industrial growth in Japan and lItaly, the
state’s major export markets.

The outlook for 1983 appears more promising.
Utilities' large inventories have discouraged some
small producers, but an expected uptick in
demand is likely to increase overall coal output.
The mild economic recovery expected in 1983
should stimulate electricity and coal demand
from the state’s energy-intensive industries. Coal
exports in 1983 also may be stimulated by
Mobile’s projected midyear expansion of the
McDuffie coal terminal that will be able to
handle an additional seven million tons of coal
shipments. But much of this is predicated on
how well industrial production recovers in Japan
and other major foreign markets.

Energy Demand

During the last two decades, Alabama’s energy
demand increased nearly three times faster than
its population growth. In 1980, coal represented
43 percent of the state’s energy consumption,
rising sharply in the last decade to become the
leading energy source. Petroleum demand has
also expanded very rapidly in recent years while
use of natural gas has declined steadily. Nuclear
power and hydroelectricity are other important
energy sources for power generation. Alabama
Power in 1981 operated two 860 megawatt
nuclear plants providing 18 percent of the com-
pany’s generation. In addition the company has
13 hydroelectric facilities that because of scant
rainfall provided only 9 percent of its 1981
power generation.

The state’s rapid industrialization has required
large plant investment to accommodate future
energy demand. This trend will likely continue
given the state’s vast energy resources, low-wage
labor, and port facilities for international trade.
Power plant expansion and higher rates are
being hotly debated by state regulators and the
utility’s management. The outlook for future
long-term power construction depends on how
well the parties can work out their differences
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and still preserve the state’s low electricity bills
and a reliable power supply in the future.

Manufacturing

Manufacturing employment in Alabama fell pre-
cipitously in 1982, losing over 30,000 workers
from November 1981 through November last
year. Most of the falloff occurred in the durable
goods-producing sectors where nearly half of the
state’s factory workers are employed. Alabama,
unlike many neighboring states, employs nearly
one in four workers in factory jobs. The recession-
sensitive nature of the state’s heavy industries
makes a full recovery from depressed levels of
output and employment unlikely in 1983. Only
after a national recovery is well underway should
the total manufacturing picture brighten con-
siderably in Alabama. Another indication of
Alabama’s battered industry, factory income, fell
by 4.5 percent from the last half of 1981 through
the first half of 1982. The 37.2 average weekly
hours worked in November of 1982 in primary
metals industries were down three and one half
hours from a year ago.

Although the plight of the state’s steel industry
has been widely-noted, the Alabama economy is
actually quite diversified. In November of 1982,
less than 8 percent of the state’s factory workers
were employed in the primary metals sector
(Chart 2). Ten years ago, 14 percent were em-
ployed in that sector. The state is becoming less
dependent on that recession-sensitive source of
jobs and income. A prospective upturn in demand
for heavy structural steel offers a ray of hope for
the steel industry in 1983. Moreover, increased
defense spending to refurbish and build ships
would increase steel plate demand, as will the
public works project to rebuild the nation’s
highways. Steel plate is used in bridge construction.
The $4.4 billion federal infrastructure program
should favorably impact steel-producing firms in
the state by the end of 1983. According to the
Department of Transportation, one out of five
bridges in the country needs major repairs. The
life of a bridge is about 50 years, and 40 percent
of the nation’s bridges are already more than 40
years old.

The manufacturing of products used in auto
assembly is also important in the Alabama econ-
omy. Therefore, the outlook for domestic auto-
mobile production is critical to Alabama'’s recovery.
A rebound in auto sales late in 1982 has stimulated
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Chart 2. Durable Goods Employment as a Share
of Manufacturing Employment
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state firms producing steering gears, aluminum
transmission cases, and especially tires. The state
is a tire manufacturing center with capacity to
produce 14.5 percent of the national output.
Since tire plants are dispersed throughout the
state, any change in demand for tires would be
feltin many regions. Large tire plants include the
Uniroyal facility in Opelika, the Michelin plant in
Dothan, the Dunlop factory in Huntsville, and
the Goodrich plant in Tuscaloosa. Goodyear's
Gadsden plant employs about 3,700 and has
replaced U.S. Steel as the state’s largest private
employer. The plant can manufacture 40,000
auto tires and 12,500 other tires daily.

For the first eight months of 1982, the number
of new manufacturing facilities that were over a
half million dollars in cost was down about 8
percent from the same period last year. Table 2
lists selected firms announcing new plant locations
or expansions in 1982. Many of the new plants
are electronics or defense related. A distressing
development was the delay of the largest new
facility (in terms of announced capital investment)
in the history of the state. Ground was scheduled
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Table 2. Capital Spending Plans - Alabama*

Investment
Company Name Location ($ million) Product Employment
SCI Systems Arab 5 Electronics plant 500
(Defense, aerospace)
Scott Paper Co. Mobile 80 Woodyard N/A
Mobile Oil Exploration Natural gas
and Producing, S.E. Bayou Labatre 1 billion processing plant —
Hall Chemical Co. Theodore 40 Chemical reclamation 350
Hughes Aircraft Eufaula N/A Defense related 100
Army Huntsville 422 Classified electronics =
Aviation-electronics
Teledyne Huntsville N/A Space shuttle plus 500
Newsprint, pulp
Kimberly-Clark Coosa Pines 36.5 Forest products N/A
Space shuttle
Martin Marietta Huntsville 107 External fuel tanks o
United Space Boosters Huntsville 12.6 Rocket boosters —
Electronics,
Gold Star Co. Huntsville 10 Television/microwave 450/500
Buck Chemical Co. Childersburg N/A Munitions 400
Spiralux Ltd. Boaz 2 Electronic products 100-200
Parker Hannifin Boaz 10 Fluid system components 200
Dresser Industries Eufaula Multimillion Product for enhanced 25

oil-gas recovery

Listing represents spending plans of selected firms announced in 1982; it is not all inclusive.

Source: Alabama Development Office

to be broken for General Electric’s $1.5 billion
Lexan Manufacturing Complex near Montgomery
in mid-1983. Flat industrial demand for plastic
was blamed for the delay of one to two years.

The Huntsville area is becoming an important
center for high-tech industries in the state. Some
200 of the 500 firms in the city's industrial
directory are classified in the high-tech field, an
area certain to continue growing in 1983 because of
defense contracts.

Over 50 percent of Alabama’s nondurable
employment is centered in apparel and textiles.
These sectors have been trending down for
several years and lost 6,600 jobs last year. Apparel
and textiles should respond favorably to a pos-
sible consumer-led recovery in 1983, but foreign
competition could hold down potential growth,
especially for the labor-intensive shirt manufac-
turers in the state. Although industry wages
remain low, domestic firms will continue to have
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atough time competing with cheap foreign labor
and products from places like Hong Kong and
South Korea.

The energy-producing sector should provide

some good news for Alabama in terms of enhanced
revenue collections for 1983. State records show
that $449 million in revenues have already been
added to state collections from leases covering
55,054 acres of Mobile Bay (signed March 1981).
Also, the state will receive royalty payments as
high as 28 percent from the sale of any petroleum
products recovered in the bay. A large inland oil
strike last July 30 miles north of Mobile should
begin producing by mid-1983—adding further
to state coffers.

Banking

The state’s financial sector mirrors the economy’s
weakness. Alabama bank deposits grew by 5.8
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Table 3. Orders for Manufactured Products Plunged in 1982
(millions of dollars)

January to November Percent Change

1980 1981 1982 1980-81 1981-82
Machinery, except electrical 164,867 185,591 153,383 12.6 —17.4
Transportation equipment 184,995 188,204 175,843 1.7 —6.6
Fabricated metals 105,761 113,194 99,487 7.0 —121
Primary metals 121,963 124,093 89,051 1.8 —28.2
Stone, clay, & glass 41,603 45,549 41,538 9.5 8.8
Total 619,189 656,631 559,308

Source: U.S. Department of Commerce, Bureau of the Census, Manufacturers’ Shipments, Inventories,

and November, 1982.

percent over the year, the slowest in the Southeast.
Alabama currently ranks fourth among southeast-
ern states (Alabama, Florida, Georgia, Louisiana,
Mississippi, and Tennessee) in the number of
commercial banks and fifth in terms of deposits.
As of last November, total deposits of large
commercial banks had increased 6 percent over
the same period a year earlier. Like account
holders elsewhere around the country, Alabama
depositors shifted transaction accounts to interest-
paying checking accounts. Negotiable Orders of
Withdrawal (NOW accounts) were up 35 per-
cent over November 1981, while demand de-
posits grew only one percent. Reflecting job
uncertainty, Alabamians stepped up their savings
as time deposits increased by 7 percent. Credit
union deposits increased by 24 percent from
November 1981 through November 1982 with
the bulk of the increase in the savings and time
deposit category. Savings and loan association
deposits in Alabama also increased 4 percent
from the same period a year ago with the largest
absolute change coming from anincreaseintime
deposits. NOW accounts at Alabama S&Ls rose
74 percent from November 1981.

Oil and Gas

The surge in oil prices during the 1970s and
gradual phase-out of price controls on domestic-
ally produced oil have increased the market
value of Alabama’s petroleum reserves. During
1981, some 212 exploratory wells were drilled in
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and Orders, November 1981

the state, almost twice the number drilled in
1975. There were 54 million barrels of proven
crude oil reserves in 1981, 17 percent below the
level in 1970. Natural gas discoveries, however,
have increased dramatically during recent years.
Natural gas reserves in the state are estimated at
636 billion cubic feet, almost four times the 1970
reserve level. Much of the drilling activity was in
the Black Warrior Basin, but other large discoveries
were made recently in the Mobile Bay area.
Declining demand for energy in 1982 has also
slowed the demand for natural gas. Drilling
activity fell 13 percentin 1982, a decline expected
to persist this year. The outlook for 1983 is for
reduced output and declining exploratory wells.

Tourism

Tourism is less important to Alabama'’s economy
than to other states. Less than 5 percent of the
state’s nonfarm jobs are in this sector. The
northern half of the state, particularly Birmingham,
attracts about half of Alabama’s dollars from
tourists, while the Gulf Coast garners only one-
quarter. In 1981, approximately 25 million out-
of-state visitors traveled in Alabama. The largest
number came from Florida.

Compared to Florida and Louisiana, which rely
on destination tourism by out-of-state travelers,
Alabama’s tourist industry enjoyed a banner
year. This record was due largely to local travel
and higher use of public recreation facilities. The
number of visitor-days at U.S. Forest Service
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recreation sites rose 6 percentin 1982. Attendance
at state parks was up 26.5 percent in August and
0.1 percentin September relative to correspond-
ing months of 1981, a pattern typical of the entire
summer. The Corps of Engineers estimates that
use of Alabama recreation facilities in 1983 will
run 5 percent ahead of last year's 23,693,000.
Attendance at the state’s major attractions rose
from 169,470 in September 1981 to 192,073 last
September. Some of this 13.3 percentincrease is
attributable to the addition of two new attractions,
but state tourism officials estimate that attendance
was up during most of this season. Visitor center
registrations rose in September from 75,629 to
78,797, or4.7 percent. Such increases were typical
this summer in Alabama but not in Louisiana and
Florida, where fewer visitors registered than in
1981. Yet recreational visits at National Park
Service sites declined to 676,588 through Sep-
tember, 4 percent below the same months of
1981. The Natchez Trace Parkway showed the
greatest decline.

In the more expensive segments of the tourist
market, performance was relatively weak. Reve-
nues from the lodgings tax rose 47.1 percent
from September 1981 to $886,945 last September,
but a state revenue officer cautions that 1981
was a particularly bad year. Convention business
was reported to be off in Mobile, and business
travel was down in Birmingham. However, the
Birmingham Convention and Visitors Bureau
reported that improved attendance by local and
regional organizations has buoyed convention
attendance in Birmingham.

The outlook for Alabama’s tourist industry is
uncertain. The World's Fair in New Orleans may
generate a large “spillover” effect in 1984. Fair-
destined travelers along 1-20, 1-65, I-59 and |-85
are expected to boost business in the state. One
new hotel opened in Mobile in December and
another is scheduled to open in June. In Birming-
ham, Westin and Marriott are breaking ground
for new facilities. The state has established a task
force to develop plans to exploit opportunities
afforded by the upcoming New Orleans exposition.

Agriculture

For many Alabama farmers, 1983 offers new
hope for a healthier farm economy after still
another year of disappointment. After suffering
seasons of drought and depressed prices, farmers
had hoped that 1982 would be the year when
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farm income would rebound and debts could be
paid. Unfortunately, burgeoning harvests in the
face of weak demand sent prices for most crops
tumbling. For most Alabama crops, the returns
failed to cover costs unless substantial above-
average yields were achieved.

Alabama’s livestock industry, which produces
60 percent of the state’s farm cash receipts, fared
better than the crop sector in 1982. Unfortunately,
there was little in either sector to provide cheer.
Hog farmers enjoyed substantial increases in
pork prices that should have improved profit
margins and eased their cash-flow problems. Yet
the pork-producing sector, accounting for just 5
percent of cash receipts, was the only bright light
in livestock. Cattle prices fluctuated around
1981 levels, showing only slight strength, while
poultry prices were generally lower. Since poultry
and egg enterprises comprise the largest single
source of cash receipts, it is no surprise that
overall livestock returns are estimated to be less
than in 1981.

In 1983 the livestock sector is in a position to
improve its financial situation. With higher prices
providing an incentive for expanding production,
the prospects for hog producers look favorable
throughout most of the year. Cattlemen may also
find 1983 more profitable as large crop harvests
reduce the cost of feed and as other costs remain
relatively stable. The poultry industry should
benefit even more from lower feed costs. The
entire meat-producing industry may find demand
for meat rising this year as the economy slowly
regains its strength, inspiring consumers to spend
more and eat better. It seems unlikely that the
cost-price squeeze of 1981 will return to bedevil
the industry in the near future.

Fortunately for some farmers, the crop with the
greatest potential for a net loss per acre, cotton,
was blessed by exceedingly favorable growing
conditions and produced outstanding yields.
The high yield, and forward marketing by many
large growers, produced profitable returns for
some Alabama cotton farmers. Most other crop
farmers were less fortunate. Either large crops so
depressed prices that losses were incurred, or
yields failed to reach a break-even level. The only
profitable yields appeared to be peanuts.

The prospects for crop farmers in 1983 seem
only slightly more favorable. The 1983 acreage
reduction program will lead to more idle acreage
for field crops, but supplies appear too large for
prices to improve significantly. An improving
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economy should increase demand but, assuming a
normal crop year, it will take some time to work
down the large surplus.

Two other enterprises that failed to benefit
during 1982 were the forest and seafood industries.
Demand forlumber fell in response to the severe
recession-in the construction industry. By yearend,
however, there was some indication that construc-
tion was reviving and with it lumber production.
A poor harvest of shrimp, the state’s primary
seafood product, brought bad news to the coastal
area. Whether 1983 will be better depends to a
great extent on external factors such as the
severity of the winter.

Alabama’s farm economy is entering 1983 with
a mixed outlook. The livestock sector, especially
pork, has had amore favorable year than the crop
sector and the indication is that 1983 should be
kind to livestock farmers. More stable costs, and
lower feed costs, portend favorable profit margins
when combined with stable or higher prices.

Crop farmers, on the other hand, entered the
1982 farm season hoping to rebound from the
droughts, low vyields, and depressed prices of
recent years. Instead, they found still lower
prices because of excessive supplies. Many un-
knowns could affect the coming farm season, but
the prospect now is for reduced acreage of most
crops with resulting smaller supplies. Farm income
for Alabama crop farmers should improve above
1982 with greater potential for profit. There is
little reason to believe, however, that a significant
turnaround in the Alabama farm economy will
occur this year.

International

The port of Mobile handled a record 42.2
million tons of cargo during the 1982 fiscal year,
an increase of almost 20 percent over fiscal
1981; the previous high was reached in fiscal
1980, when 41.6 million tons moved over Mobile’s
docks. The tonnage record was set despite sluggish
economies here and abroad that have caused
both U.S. exports and imports to fall from 1981
levels. The weakening of U.S. trade flows was
reflected in lower tonnage through Mobile in the
last two quarters of the latest fiscal year. This
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downward trend is likely to continue well into
1983. The large increase in tonnage shipped in
the first half of the fiscal year was bolstered by
the surge in coal exports with the opening of the
new McDuffie coal terminal facility.

The composition of Mobile’s exports and im-
ports reflects Alabama’s industrial, agricultural,
and mining economy. Major outbound com-
modities include coal, grain and forest products,
while steel and iron ore are important inbound
commodities (bauxite imports were also important
before the plant shutdown at Alcoa). A variety of
Alabama-produced basic manufactures and ma-
chinery also contribute to export flows through
Mobile.

Alabama’s employment related to manufactured
exports mirrors the national experience. Overall,
one out of 20 workers makes products for
export; in manufacturing, the share is more than
one out of 10. The most important Alabama-
produced manufactured exports are chemicals,
primary metals and miscellaneous manufactures,
while export production in the textile and apparel,
chemical, and rubber industries also exceeds
national averages.

The outlook for manufactured exports in 1983
is not bright because of the continued effects of
high-priced dollar-denominated goods. Wheat,
soybeans and corn exports should improve,
however, particularly if the Soviet Union increases
its purchases. Coal exports are likely to continue
expanding rapidly. Overall, the flow of trade
through Mobile seems likely to pick up steam
after midyear.

Conclusion

Alabama’s heavy concentration of interest-
rate sensitive manufacturing is likely to delay its
recovery in 1983. A decline of the U.S. dollar
against foreign currencies, however, would boost
foreign demand for many of Alabama'’s products—
coal, steel, farm products and industrial chemicals.
Moreover, a moderate national recovery will
revive demand for energy and help Alabama'’s
coal, oil and gas industries. With revenues trailing
projections in the 1982-83 fiscal year, state

officials expect little improvement until fall of
1983.

—Charlie Carter
and David Avery
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Mississippi:
Construction and
Consumer Spending
Are Keys to Recovery

Mississippi’s key lumber industry looks forward to a rebound in home building.
Weaknesses in farming and in the oil and gas industries, however, suggest that
Mississippi probably will continue to fare worse than the nation in 1933.

Mississippi’'s economy seems to be headed toward
moderate growth in 1983. If the national economy
picks up briskly during the year, the state could
achieve strong growth by 1984. The initial recovery
depends heavily on arebound in the construction
industry which appeared to be underway going
into 1983. That is welcome news for industries
such as lumberand other wood products, house-
hold appliances, and textiles, which also should
show improvement with a strong recovery in
home building. Such a recovery, in turn, remains
largely dependent on interest rates, with lower
rates tending to stimulate consumer demand.
With a continuation of the current trend toward
lower rates in 1983, a rebound appears in order.

The apparel industry, important throughout
the Magnolia State, should improve as consumers
once again begin to spend money. The additional
tax cut planned in July could wield a stronger
impact on consumption than 1982’s reduction
because it s likely to coincide with an increase in
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consumer confidence. This could stimulate ap-
parel and other consumer goods industries.

Yet, in spite of brighter prospects for housing
and related industries, a full-scale recovery will
be slow in coming. Mississippi’s economy seems
likely to resume slow, steady growth beginning
this spring and perhaps speed up by year-end.
Unemployment may remain frustratingly high as
employers keep production closely aligned with
sales; they will probably hire more people only
when a clear need exists. Although the unem-
ployment rate was dropping atthe end of 1982, a
return to the lower rates common in past years is
not expected this year.

Industry: Waiting for Recovery

The manufacturing industry is Mississippi’s
single most important employer. Although agri-
culture remains an important segment of the
state’s economy, industrialization has long since
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Chart 1. Sectors of Employment
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replaced farming as the primary component
(Chart 1). Most of Mississippi industry is extremely
sensitive to changes in interest rates and consumer
spending. The leading industrial enterprises—
apparel, lumber, machinery, food, and transpor-
tation equipment—tend to be affected directly
by significant shifts in interest rates (which affect
housing and auto sales) and fluctuations in con-
sumer spending (affecting apparel and food
sales). Although sensitive to changes in economic
conditions, the concentration of light industries
does have advantages as well. For instance, the
state is resistant to the severe, longer lasting
recession typical of heavy industries such as
steel. Also, once consumer confidence returns
and interest rates stabilize at lower levels, light
industry should rebound rather quickly.

During 1982, however, the full impact of the
recession weighed heavily on the state. Employ-
ment in Mississippi’s factories fell by 17,400
from November 1981 through November 1982.
New incorporations have been trending down-
ward, indicating little if any new growth. New
manufacturing facilities in the state fell by 14
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percent in the first eight months of 1982 when
compared with the previous year. More bad
news is that Mississippi’s manufacturing income
fell by 3.1 percent in the first half of 1982 from
the last half of 1981. U.S. manufacturing income
fellonly 0.5 percent duringthe period, indicating
the strain on Mississippi’s manufacturing industries.

The apparel industry, Mississippi’s largest em-
ployment sector, lost jobs steadily in 1982 as a
result of weak consumer demand and the loss of
a growing share of the market to imports. Apparel
is highly labor intensive and the fast-changing
fashion scene has made investment in high-
technology capital equipment nearly prohibitive
so far. Overseas competitors, with the advantage
of low-cost labor, could retard growth in the
state’s domestic apparel sector even after an
economic upturn.

A bright spot in the state for 1983 should be
those industries related to housing construction.
Businessmen in Mississippi’s important lumber
and wood industry are more optimistic than they
have been in the past year and a half. Falling
mortgage interest rates have fueled expectations
for a profitable spring season if housing starts
surge. Lumberand wood producers and building
material suppliers are led by such names as
Masonite Corporation, Georgia-Pacific, and Wey-
hauser Company, each having numerous locations
in small communities in the state. While these
are the large employers, numerous smaller op-
erations are located in virtually every county. The
pervasiveness of this industry accounts for its
strong impact on the state’s economy.

Two other important sectors should benefit
from a consumer-led recovery. Mississippi plants
produce many household appliances, a sector
sure to expand during a housing recovery. Auto
parts manufacturers should also come out of
their slump as car sales accelerate. Although no
one industry is displaying notable strength as
1983 begins, the food industry has shown more
resilience than others. Food production, the
state’s fourth largest employment category, adds
a measure of stability to the state’s job picture.

The sharp plunge in the energy sector is
disturbing. Energy-related industries provided
one of the few areas of Mississippi’s strength
early in 1982. Drilling activity has plummeted
from near-record levels as a world oil glut has
forced prices down. Although prices are expected
to stabilize and perhaps increase in 1983, several
independent drillers and producers of drilling
equipment have already folded.
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Defense spending seems sure to continue as
an important factor in the Mississippi economy.
Ingalls Shipyard in Pascagoula has been awarded
some large contracts that will help offset the
slump in oil rig manufacturing, a relatively new
activity undertaken by the facility in an attempt
to diversify operations. Continued flights of the
Space Shuttle will also keep workers in Bay St.
Louis busy at the Rockwell International plant
where the shuttle’s engines are tested.

Construction: Essential to Recovery

Perhaps the key to an economic recovery in
1983 lies with a resurgence of construction
activity, especially residential construction. After
aslow startin 1982, the residential sector should
show modest gains this year. While the first half
of 1982 was extremely weak, a slow improve-
ment occurred during the latter months of the
year. Building permits (single- and multifamily)
and construction contracts began to improve
during late spring and advanced slowly through
the rest of 1982 as mortgage rates declined. The
state’s residential sector, though improved since
1981, remains weak.

All residential construction indicators are low
compared to earlier peaks of the last 10 years. For
example, the number of single-family building
permits issued in November1982—314 units on
athree-month moving average, seasonally adjusted
basis—was only 37 percent of the 1972 peak, 49
percent of the 1977 high, and just 58 percent of
even the 1980 “mini-peak.” As the overall Missis-
sippi economy strengthens, housing sales and
otherresidential indicators should continue their
modest improvement.

Even realtors and savings and loan officers are
optimistic. During the final months of last year,
mortgage rates fell below the “teens’—in No-
vember, FHA/VA rates had declined to 12 per-
cent. The flurry of activity that began in the fall is
expected to help support home sales during the
upcoming spring and summer. Though the loan
activity of savings and loans in Mississippi is the
weakest of any state in the region, loan officials
have reason for hope. Total loans closed by
thrifts increased by 24 percent from $8.9 million
in October to $11 million in November. Mississippi
was the first state in the region to reverse the
decline in total loans closed. Thrift officers expect
pent-up demand and a continuing decline in
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mortgage rates to nourish the increased loan
activity in 1983.

Nonresidential construction, in many aspects,
is weaker than the residential component. In real
terms, nonresidential contract construction in
Mississippi is lower compared to 1974-75 re-
cession levels than is residential contract con-
struction. Late 1982’s nonresidential contracts,
measured in square feet, slumped 24 percent
below 1974’s trough, whereas residential units
contracted were slightly above the low point set
in 1975. Although office and industrial buildingis
expected to pick up during 1983, growth will be
slow and will trail that of housing.

The nonbuilding sector seems unlikely to sup-
port much construction activity. State and local
government budgets are at austerity levels. Even
the Tennessee-Tombigbee Waterway project will
be winding down considerably during 1983. Last
year, the waterway employed about 3,000 people,
most of them construction workers. With the
project more than 80 percent complete, the
work force most likely will be reduced by at least
50 percent by midyear. Though the“Tenn-Tom”
Waterway is not scheduled to be completely
finished until September 1985, almost all will be
navigable by the first part of 1984.

Agriculture: Record Cotton Yields

While agriculture employs just 8 percentof the
state’s work force today compared to 43 percent
in 1950, sales of farm products contribute in
excess of $2 billion annually to the state’s economy.
These products are the raw material base for
much of Mississippi’s important food and fiber
manufacturing sectors. Clearly, when agriculture
is suffering financially, much of Mississippi's
economy also feels the pain.

The dominant feature of Mississippi’s agriculture
in 1983 may well be the financial distress afflicting
the state’s farmers. In fiscal 1982, the state
accounted for half the total foreclosures and
liquidations reported among debtors of the Farmers
Home Administration across the six District states.
Farm debt in Mississippi exceeds $3 billion and
interest payments on that debt in 1982 cut
deeply into net farm income. In recent years, farm
income has also been depressed by rising costs,
drought, and, in 1982, severely depressed prices.

Since 1980, net farm income has averaged
only about half the levels set in 1978 and 1979
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Chart 2. Mississippi Net Farm Income
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(Chart2). In 1982 ideal growing conditions led to
record crops during a period of slack demand. As
a result, prices of most commodities have fallen.
Two crops, cotton and soybeans, earn 45 percent
of total cash farm receipts and greatly affect the
state’s farm economy. Prices of both crops were
much lower than in 1981, but excellent yields
last year may have moved some farmers from red
ink to black. Even so, the majority of producers
lost money in spite of better-than-average pro-
duction.

‘There was some good news for agriculture last
year, although its primary impact may occur in
the future. Construction began on the state’s first
ethanol plant, expected to produce 500,000
gallons for automotive use annually. The ethanol
will be distilled from grain sorghum and corn,
creating a new source of demand for those
commodities. In addition, grain sorghum (also
known as milo) became the state’s newest export
crop as a shipload left Pascagoula for Portugal last
fall. Further shipments are anticipated in the
future. The potential export market, the low costs
of production and other positive features could
bring substantial increases in acreage.

In spite of farm financial problems, the outlook
for 1983 appears more promising than the last
three years. More acreage will be idled in response
to government programs while the shift toward
double-cropping will gain momentum. As a result,
wheat plantings, which increased approximately
70 percentin 1982, will remain near that level in
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1983. Wheat also has the advantage of being a
low-cost crop. Cotton growers may well find a
greater demand as the economy picks up and
the textile industry increases production. The
lumber industry, which suffered a drastic slow-
down in 1982, was beginning to show signs of
recovery going into the new year. Itis in position
to show strong recovery with continued improve-
ment in construction. Expectations are running
high among lumbermen for a good yearin 1 983.

Public Sector

State and local budget officials in the Magnolia
State are concerned with the same problems as
their counterparts in neighboring states. Revenues
from sales and income taxes are expected to fall
short of projections, requiring action on the part
of the state government. Early in 1982, the
National Governors Association projected that
Mississippi would end its 1983 fiscal year with a
$25 million deficit. Revenues were trailing pro-
jections by as much as $11 million in the first four
months of the 1983 fiscal year. This makes
conditions especially severe for Mississippi since
it was only a year earlier that Governor Winters
ordered a $76 million budget cut. State law
prohibits operating deficits in excess of 2 percent
of projections. Public sector employment has
declined for three years in a row, in sharp
contrast to past recessions.

Like other states, Mississippi is exploring ways
of raising revenue. Early last year, the state went
to monthly, as opposed to quarterly, reporting of
sales tax revenue. Second, it followed other
states by raising the gasoline tax. Third, the
proposed 3 percent increase in the severance
tax on natural gas is likely to be reintroduced this
year. The funds would finance statewide kinder-
garten programs to help raise educational achieve-
ment.

As the recession lingers, it seems doubtful that
several special attempts to raise revenue will
succeed in avoiding additional cutbacks in state
employment and spending in 1983.

Trade: Potential for Growth

Partially in response to weak markets for com-
modities, trade flows through Mississippi ports in
1982 were disappointing. Both exports and im-
ports slowed substantially from the previous
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year's lackluster performance. This year should
see modest improvement as economic recoveries
in the United States and industrialized countries
of Western Europe gain momentum.

Pascagoula’s two harbors account for about 90
percent of Mississippi’s international trade volume,
but the state’s other major port, Gulfport, is an
important entry point for tropical fruits from
Central America. The slump in trade flowing
through Mississippi’s ports ranged from 20 to 30
percent in 1982. It was linked to economic
weakness abroad which has slowed fertilizer,
grain, and wood and paper products exports.
Further, the world oil glut has curtailed oil imports
at Chevron’s oil complex on Pascagoula’s Bayou
Casotte harbor.

Trade in Mississippi, and elsewhere, has been
affected by changing exchange rates. The dollar
has strengthened greatly relative to many foreign
currencies, making U.S. products more expensive
for overseas buyers. Even where American com-
modities such as corn have experienced significant
domestic price declines, the dollar's increasing
value has kept the price to foreign buyers at a
higher level. At ports that handle large amounts
of farm commodities such as Pascagoula, the
result is a decline in activity.

The improvement in Mississippi’s trade fore-
seen for 1983 hinges on several factors. Trade
growth with Central America and the Caribbean
will be spurred by the Caribbean Basin Initiative.
Congress has approved a $350 million foreign
aid package and is considering trade concessions
for products from the area. The opening of a new
cold storage facility at Pascagoula last August
opened up the potential for increased poultry
exports. Chevron’s expanded refinery facilities,
possibly opening late in 1983, will provide ad-
ditional demand for oil imports.

Another sign of the slowdown in commercial
activity affecting both Mississippi and the nation
has been the sharp drop in traffic along the
Mississippi River during 1982. Numerous barges
are idle and those in operation frequently have
trouble finding cargoes for a roundtrip between
ports. There are reports of some failures occurring
among carriers with others near closure. Some
observers contend the decline in business is the
worst since the Great Depression.

Tourism: Priming for 1984

While tourism is less important in Mississippi
than in most Sixth District states, it still accounts
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forabout 30,000 jobs, or 3.6 percent of the state’s
nonfarm employment. Because many tourist
jobs are unskilled or entry-level positions, the
contribution to personal income is small. Yet
tourist expenditures amount to nearly 10 percent
of the state’s retail sales tax collections. Expen-
ditures are concentrated in the Jackson area and
the Gulf Coast, which has hosted the Miss USA
pageant for several years.

Mississippi’s tourist industry enjoyed a better
summer in 1982 than states such as Louisiana
and Florida that rely on “destination” travel by
out-of-state and foreign visitors. For example,
despite a near doubling of fees, visitor days at
U.S. Forest Service recreation sites in Mississippi
rose slightly from 1981’s level. Yet recreational
usage of major lakes and state and national parks
declined. Revenues from the lodgings tax fell 2.6
percent in September compared to September
1981. The county room tax in the Gulf Coast
area, however, was 25-30 percent ahead of last
year, according to a local Convention and Visitors
Bureau spokesman. Air travel was also off except
at Gulfport-Biloxi, which had nearly 25 percent
more arrivals this past November than in 1981.

The outlook for Mississippi’s tourist industry
appears promising, although significantimprove-
ment isn't likely until 1984. Industry representa-
tives are optimistic about the upcoming New
Orleans World's Fair. An economic impact study
estimates that the 1984 exposition will bring
more than a million new visitors to (or through)
Mississippi and will generate more than $120
million in tourist expenditures.

Labor Force

The Census Bureau's latest survey (July 1,
1981) estimated Mississippi’'s population to be
2,531,000. Between April, 1980 and July, 1981,
the population grew only 0.4 percent, a decided
decline from the annual average rate of 1.4
percent during the 1970s. Employment of the
state’s labor force of slightly over one million
declined during 1982, despite a slight rise during
the spring. Unemployment grew rapidly to reach
12.7 percent of the labor force in November
(Chart 3), second only to Alabama in the District
and well above the nation’s rate of 10.8 percent.

Of the three standard metropolitan statistical
areas in Mississippi, Pascagoula-Moss Point suf-
fered the highest unemployment rate (15.5 per-
cent in November). Jackson had the lowest rate

63



Chart 3. Mississippi Unemployment Rate
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(8.3 percent in November), with the help of
government employment that helped stabilize its
labor market.

Mississippi’s three largest nonmanufacturing
employment sectors are government (22.8 per-
cent), trade (19.9 percent), and services (14.7
percent). Government accounts for a larger pro-
portion of jobs in Mississippi than in the United
States, while services and trade account for a
smaller share than in the nation. This distribution
bodes ill for the state’s employment since govern-
ment employment appears to be waning, while
trade and services promise to be primary sources
of job growth.

Moreover, even these “growth” sectors are
faring worse in Mississippi than in the District or
the nation. Of the six nonmanufacturing sectors,
four—transportation, communication, and public
utilities; trade; finance, insurance, and real estate;
and services—held steady or declined less than
1.5 percent over the previous year. Government
employment decreased by 2-4 percent, and
construction employment dropped more than
10 percent during the summer.

In a recent survey of large southeastern em-
ployers, most Mississippi respondents were pes-
simisticabout the outlook foremploymentin the
months ahead. Responses were almost evenly
divided between those who expected no change
and those who expected further layoffs.
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Finance

Growth in commercial bank deposits in Missis
sippi has been only average, increasing at a
annual rate of 11 percent to $10.5 billion durin
the first 11 months of 1982. Vigorous growth il
bank deposits is unlikely until economic condition
improve. Loans have grown at an 8 percent rate fo
for the same time period, reaching $6.6 billior
This represents substantially higher growth thar
in recent years. In 1979-80, for instance, the
growth rate was a mere 2 percent. A loan-deposi
ratio of 63 percent leaves room for a furthe
increase in loan activity, and the prospect o
lower interest rates and a stronger economy ir
1983 should increase loan demand. In addition
the cost of funds to financial institutions shoulc
be lower than in 1982, although the new deregu
lated accounts will certainly limit the gains in thi
area. Profits are likely to improve for most lenders
although loan delinquencies probably will remair
above normal for much of the year.

Income

Total personal income in Mississippi grew by
6.5 percent in the fiscal year ending last June,
compared to 13.5 percent a year earlier. Weak
income growth reflects the sensitivity of Missis-
sippi’'s economy to the recession, particularly the
key lumber, wood products, and manufacturing
industries. The economic weakness is also reflected
in retail activity. November's sales tax collections, a
proxy for retail sales, trailed 2.3 percent behind
November 1981.

On balance, the outlook for personal income
and retail sales growth in Mississippi in 1983 is
dimmer than for some other states in the South-
east and the nation. As the national economy
improves, Mississippi's economy will also begin
to recover, but apparently at a slower pace.

Energy

Though a source of economic strength in the
short run, Mississippi’s energy resources may
represent a problem for the future. During the
last two decades energy consumption in the |
state grew five times faster than the state’s
population. Increasing energy demand was built _
largely around two resources, oil and natural gas.
In recent years nearly half the state’s energy (48
percent) was supplied by petroleum while gas
met 33 percent of demand. Coal, a resource $
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plentiful in the United States, composes only 9
percent of the state’s energy needs.

The sharprise in cost of both oil and natural gas
has already impacted utility rates. The potential
for future cost increases together with the de-
pendency on the two fuels bodes ill for utilities
and consumers. One power company is ambi-
tiously diversifying to add coal and nuclear power
to its future generation capacity. The economic
feasibility of such changes may be in doubt,
however, because of falling electricity sales,
excess plant capacity, and financial constraints.

The future role of oil and natural gas in the
state’s economy remains clouded. The higher
prices of the late 1970s did spur oil exploration.
In 1981, oil companies drilled 758 wells—54
percent of those in areas known to be productive.
Sixty-four percent of all wells drilled, however,
turned out to be unproductive or “dry holes,”
illustrating the costliness of exploration. Of the
wells that proved productive, nearly two-thirds
were oil rather than gas wells.

During the last two years, Mississippians have
benefitted from strong drilling activity that spurred
business employment and tax revenues through-
out the state. In 1982 an average of 11,600
people were involved in the extraction of oil and
gas in the state, a net increase of 3,600 new jobs

created by this sector since 1979. In addition,
severance tax collections accounted for one-
tenth of the state’s tax revenues generated in
fiscal 1982, a 34 percent increase from the
previous year.

Just the same, the oil and gas industry fell upon
hard times in 1982. Crude oil and natural gas
production declined during the first ten months of
the year by 5.2 and 5.7 percent, respectively,
from 1981 levels. Growth in severance tax revenues
slowed dramatically in the latter months, climbing
only 3 percent duringthe July-December period.
A potential increase in the severance tax has
dampened enthusiasm for new drilling. Prospective
tax increases and lower oil prices have reduced
the number of active rigs in operation in Missis-
sippi to approximately half the number reported
in November 1981.

The prospects for 1983 remain mixed. While
an economic recovery should spur demand for
energy resources, growth is likely to be only
moderate and gradual as well. The negative
factors may be sufficiently strong, however, to
keep the industry in the doldrums. The possibility
for decontrol of shallow gas prices, the uncertainty
surrounding oil prices, and industry concerns
about the future tax burden are likely to prevent
a robust turnaround in energy production.

ECONOMIC CONDITIONS IN MISSISSIPPI BY REGIONS

Northeast Mississippi

The economy of the northeast region is based on a
diversity of manufacturing activity, government employ-
ment and agriculture. The Tupelo area is so well
diversified in types of industry that it closely mirrors
the nation. The area’s unemployment is near the
nation’s rate of 10.8 and significantly below Missis-
sippi’s 12.7 percent rate.

Major industries in the area manufacture electric
motors, compressors, industrial conveyor belts and
clothing, including blue jeans and military uniforms.
The economic decline has affected most industrial
activity, but apparel manufacturers have fared better
than other types of industry. The construction of a
nuclear powered electricity generating plant has pro-
vided employment for about 2,000. Work on the
Tennessee-Tombigbee Waterway has been a stimulus
to the area, but construction is winding down as the
project nears completion.

The Columbus area depends heavily on Columbus
Air Force Base, with its annual payroll of $50 million,
and two nearby educational institutions. These govern-
ment-supported facilities have added stability to the
area despite the recession. Area manufacturers of
furniture, tires, wall and floor coverings, bathroom
equipment, and electrical gear have all experienced
decided downturns in business and resulting layoffs.
One bright spot has been a plant manufacturing
disposable hospital fabrics that has continued to

gitizeeperate at iRl capacity right through the recession.
p;//frasﬁmtmg@,%fﬁo@riculture is primarily soybean pro-

t
derafinction &ields arestowsempared with other regions of

the state, and low prices have severely depressed
incomes for the farm sector.

Prospects for recovery hinge largely onareboundin
construction, automobile manufacturing and agriculture.
The industrial recovery is expected to begin by mid-
1983, but is likely to be rather slow. Agricultural
conditions may not brighten significantly until demand
for farm products strengthens in 1984.

Northwest Mississippi

Agricultural activity dominates the economy of the
fertile Mississippi River Delta region along the north-
west side of the state. Cotton, soybeans, and wheat,
the major farm crops, have experienced weak demand
for the abundant supplies produced in 1982. Many
farmers carry heavy debts from the past 10 years.

Bankruptcies and farm business failures are already
numerous and may increase. Likewise, many nonfarm
businesses servicing farm-related activity have failed
and others are struggling to survive. Products manu-
factured in the Clarksdale and Greenwood areas—
including vehicle tires, conveyor rollers for heavy
industry, door openers, automobile parts, blue jeans,
picture frames, and pianos—have been seriously
affected by the downturn. A distribution center for
automobile parts and a wholesale hardware business
have helped keep the region afloat.

Some cotton farmers suffered an additional blow at
the end of 1982 when a merchant to whom they had
contracted to sell their crops suffered bankruptcy.
Checks received in payment for delivered cotton




bounced and the cotton was held by the merchant’s
creditor as security for loans. Additional farm failures
were expected to result from farmers’ apparent losses
as the year ended.

Southwest Mississippi

The U.S. Army Corps of Engineers is a mainstay for
the economy of southwest Mississippi and especially
for the Vicksburg area where 9,000 employees are
located. Although the Corps reduced some operations
in connection with national budgetary cutbacks, its
activity was a major source of strength for the Vicks-
burg area during 1982. Agriculture also remains an
important component of the Vicksburg trade area,
and, just as elsewhere in the state, farmers are ex-
periencing grave hardship. Families that have been
solid components of the farming community for two
and three generations are reported to be suffering
financially. A few investors have been able to purchase
excellent land at bargain prices because of the scarcity
of potential buyers for land forced onto the market.

The Natchez area has a more diversified economy
than the Vicksburg area. Paper manufacturing, oil
drilling and tire manufacturing are important local
business activities. A plant specializing in radial truck
tires is reported to be doing well through the recession.
While oil drilling dropped into a severe slump early in
the year and several new entrants failed, renewed
activity in deep well drilling was noted in the closing
weeks of 1982.

Recession seemed to hit the pulpwood industry sur-
rounding Natchez in late spring. Conditions are ex-
pected to gradually worsen early in 1983 since re-
covery in pulpwood demand is expected to lag well
behind recovery in other segments of the economy.

Anucleargenerating plant under construction north
of Natchez has been stimulating economic activity
and has increased activity at Natchez’s river port. A

warehouse company is constructing a port facility
expected to serve as a central distribution point for all
nuclear energy facilities in the region.

Southeast Mississippi

Academic institutions, a large medical facility, as
well as ship manufacturing and tourism along the
coast are major contributors to southeast Mississippi’'s
economic activity. All of these lent a stabilizing influence
during 1982. In addition, new paper mills under con-
struction are expected to employ up to 2,000 workers
by midsummer. As a result, the recession showed little
evidence in the Hattiesburg area until last fall. A plant
manufacturing turpentine and explosives recently laid
off 30 percent of its work force, and the construction
industry has also idled many workers.

The Laurel area, heavily dependent upon oil and gas
exploration, has been severely depressed since the
second quarter of 1982. Lumber and other building
materials industries have also been in the doldrums
because of construction inactivity.

A pickup is anticipated with renewed oil and gas
exploration, which was showing signs of recovery in
some areas late in 1982. The housing industry is also
anticipated to improve and enliven lumber manu-
facturing when interest rates reach lower levels. Mort-
gage rates had dropped little in southeast Mississippi
by December. Car sales were beginning to pick up at
year-end in response to heavy promotional activity of
dealers.

On the whole, the economy of southeast Mississippi
is expected to begin showing recovery by spring. New
construction should lead the way but increasing oil
and gas activity and a bulge in consumer spending for
cars, furniture, appliances and clothes should provide
noticeable strength to the local economy by the
second half of 1983.

—Gene D. Sullivan
and W. Gene Wilson
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North Carolina:

Diversification
Slowed by
Recession

Efforts to diversify the state’s industrial base and promote export markets are
beginning to pay off. As the recovery takes hold, North Carolina should solidly

outperform the nation.

A decade long period of steady change in
North Carolina’s industrial mix has been slowed
by the longest recession since World War Il.
Cautious optimism about an impending upturn
has done little to sustain industrial investment or
to utilize new and upgraded production capacity
in key industrial sectors. Rapid increases in
output and employment are expected in the
traditional consumer goods industries and in
recently developing producer goods industries
once the anxiously awaited recovery begins.

Immediate Prospects

The prospects for an upturn in 1983 look
mildly encouraging No one believes North Caro-
lina will turn the corner on its own, without a
national economic recovery, because of the
current recession’s extreme depth. During the
early phase of the national recovery, North
Carolina’s economy will do no better than the
U.S. average. Later in this year, however, the state
should solidly outperform the nation regardless
of the national recovery’s relative strength. The
above-average growth rate should be built on
the strength of state consumer expenditures, on
a revival of the housing industry nationally with
attendant demand for home furnishings whose
production remains concentrated in the state,
and on orders for durable goods in machinery
and electronics.

68

Near-Term and Future Trends

Several development policies begun in the
late 1970s or early 1980s are expected to bear
fruit in the near-term and could accelerate de-
pending on the pace and breadth of the expected
recovery. Many experts believe efforts to stimulate
exports will find foreign markets for 95 percent
of the commodities produced or manufactured
within the state. Intensified efforts by the North
Carolina Department of Commerce and new
opportunities afforded by the Export Trading Act
of 1982 to promote the formation of efficient
export companies hold considerable long-term
promise once the recovery improves international
markets. In the meantime, Foreign Trade Zones
continue to be formed in the state’s metropolitan
areas to take advantage of customs-free fabrication
or processing in many of the new growth industries.

A recovery seems certain to continue the
state’s economic transformation. Industrial invest-
ments will shift steadily away from past reliance
on cheap raw inputs such as low-skill labor and
undeveloped plant sites. Conscious state policies
to recruit capital-intensive, high-technology, above-
average wage industries should yield a well-
diversified mixture of industries. The overall
economy will be strengthened against subsequent
business cycles as its traditional industrial base is
both upgraded and complemented by emerging
industries with different product cycles and rates
of growth and technological innovation.
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Effective diversification hinges on rapidly devel
oping support industries such as finance, business
services, printing, utilities and transportation,
particularly air and trucking. The strength and
sophistication of the support industries is expected
to grow with corporate research and development
facilities in the top metropolitan areas. Research
Triangle Park in the Raleigh-Durham area is the
state’s focal point at present for research and
development. The state’s long-term investment
in its highly regarded university and community
college systems should start paying off as North
Carolina expands its support for microelectronics,
bio-engineering, and other scientifically based
innovations to meet the requirements of emerging
industries. Finally, the future of the state’s economy
will be determined by recent policies initiated to
encourage public and private investments in
both urban and rural communities. The planned
development of efficient production centers
and high-quality living environments probably is
indispensible if the economy’s long-term diversi-
fication is to be realized.

Current Developments

Much of the state’s manufacturing is tied to the
homebuilding and automobile industries. Furni-
ture, textiles, furnishings and related producer-
goods manufacturers are tied in to construction;
specialized textiles and suppliers of rubber and
plastics or other motor vehicle supply firms
depend upon sales to automobile manufacturers.
Since both auto sales and housing starts are
extremely dependent on interst rates and con-
sumer confidence, state industries will be counting
heavily on declining interest rates to stimulate
demand.

However, textile and furniture manufacturers
also have taken the initiative to export more to
foreign markets. Productivity improvements have
helped lower prices in both industries to a range
which, when combined with international prefer-
ences for American household and fashion goods,
should pay off in greater exports and reduced
dependence on domesticindustries. Computer-
ized control of efficient new production equip-
ment, combined with worker retraining, has
increased productivity-of the textile industry at a
4 percent annual rate in recent years. Direct
exports from North Carolina manufacturers have
doubled 1976’s $420 million total, and exports
exceeding $1 billion per year are within sight..
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North Carolina furniture manufacturers lead the
nation in industrial production, although the
companies have only begun to tap export markets
through the Tailored Export Market Plan (TEMP)
operated by the U.S. Department of Commerce.

North Carolina currently grows two-thirds of
flue-cured and four-tenths of all U.S. tobacco,
of which $2.5 billion worth is exported annually.
Despite a favorable five-to-one ratio of exports
to imports, the market share of flue-cured
production on world markets dropped from 60
percent in the late 1950s to 29 percent in
1980. Many observers claim that the support
price is set by factors responsible for the price
of U.S. leaf being twice that of foreign producers,
with the consequent loss of North Carolina’s
share of the market. The price and demand
effects of recently enacted tax increases, allot-
ment reductions, and direct export privileges
are unclear but are likely to change the industry’s
cost structure. Since 270,000 North Carolinians
farm tobacco in 91 of the state’s 100 counties,
and another 25,000 are employed at an average
wage of $9.21/hour manufacturing tobacco
products, the state’s economy clearly will be
affected by any important changes in the indus-
try.

The state administration’s aggressive recruit-
ing of high-technology industries centers on
the microelectronics industry. Within the last
several years, a number of national firms, includ-
ing General Electric, have announced major
investments in research facilities and produc-
tion plants in the state. Much of this investment is
located in the Research Triangle area, where
the state is constructing the Microelectronics
Center of North Carolina (MCNC). This 80,000
square feet, $24 million facility will concentrate
on leading-edge research into the design, fabri-
cation, testing and applications of integrated
circuits and semiconductor materials. This re-
search will be conducted collaboratively by
industry scientists and faculty and graduate
students from the three major universities in
the area.

State officials and industry executives antici-
pate that the opening of the MCNC and the
selection of the Research Triangle Park as the
location of the Semiconductor Research Co-
operative, formed under the auspices of the
Semiconductor Industry Association, will fur-
ther enhance the state’s attractiveness to other
high-tech industries, including pharmaceuticals
and bio-technology.
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Table 1. Population, Employment, and Per Capita Income Change in North Carolina 1970-1 980

Population Employment
("000s) Percent {:000s) Percent
1970 1980 Change 1970 1980 Change
United States 203,302.0 226,505.0 114 70,880.0 90,406.0 275
North Carolina 5,099.2 5,888.2 155 1,7489 2,331.0 33.3
Metropolitan
Counties 2,670.6 L2 3:105.0 16.3 898.1 1,394.3 552
Non-Metropolitan .
Counties 24286 2,783.2 14.6 850.7 936.7 10.1

Source: Regional Economic Information System, Bureau of Economic Analysis, North Carolina Economic Security Commission, U.S. Department of

Labor - Bureau of Labor Statistics.

The state’s financial sector has been following
several trends characterizing the industry nation-
ally, but has several wrinkles of its own.

North Carolina has felt the trend toward
increasing concentration in the banking industry.
The number of banking institutions in the state
has declined from 98 to 70 within the past 12
years, but branches have increased from 1,116
to 1,763 while total assets have increased from
$8.5 million to $29.1 million in the same
period. Much of the increased concentration
resulted from extensive mergers and acquisi-
tions. In 1982, three of North Carolina’s banks
were ranked by Fortune magazine among the
nation’s 50 largest (in part, because state law
permits statewide banking). Smaller banks have
expressed some concern about the increasing
concentration and the emergence of financial
supermarkets in an age of increasing industry
deregulation.

The trend toward deregulation nationally is
already manifest in North Carolina in the arena
of interstate banking. North Carolina’s largest
bank, Charlotte-based North Carolina National
Bank (NCNB), is one of the few in the nation
that actually owns and operates full-service
banks across state lines, having purchased two
Florida banks last year. Presently, North Carolina
laws do not limit interstate banking. State
financial leaders, as well as the Southern Growth
Policies Board, believe it is only a matter of
time before legislatures in several seaboard
states from Virginia to Florida authorize recipro-
cal interstate banking Several other large North
Carolina banks may follow NCNB’s lead then
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and move aggressively into other southeastern
markets.

A Decade’s Growth

North Carolina’s population grew by 15.5
percent during the 1970s, a few percentage
points over the U.S. growth rate but still short of
the 22 percent gains posted among all south-
eastern states. The average growth rate was
rather evenly shared by the state’s 100 counties,
although the Raleigh-Durham and Wilmington
metropolitan areas grew at nearly twice North
Carolina’s overall rate and some rural areas
grew even more rapidly. Employment growth
increased twice as fast as the population during
the decade, as a greater proportion of the
population fell between the ages of 16 and 65,
and more working women swelled work force
entrants necessary to fill new job openings.
Employment growth was not as equally shared
by metropolitan and non-metropolitan counties;
SMSAs benefited considerably more by decade’s
end as the state gradually became more urban-
ized.

As higher proportions of the population entered
the work force, per capita personal incomes
rose from $3,220 in 1970 to $7,832 in 1980.
Per capita incomes increased even more rapidly
(by 149 percent) in non-metropolitan areas
(see Table 1). However, by decade’s end, the
per capita income of North Carolinians had
remained a constant 82 percent of the U.S.
figure. The growth of industrial employment
and wage rates in non-metropolitan areas helped
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boost their per capita incomes to 73 percent of
U.S. levels, while metropolitan incomes fell
one point to 91 percent. The stability of lower-
than-average incomes is partially responsible
for the extraordinary increase in job growth
during the 1970s.

These employment changes have been any-
thing but smooth during the 1970s and early
1980s. Troughs and peaks of three distinct
national business cycles have shaken the state’s
economy. Nonagricultural employment plunged
more rapidly for the state than the nation in the
1974-75 recession, although the state had
rebounded strongly from the shallow 1971
recession (Chart 1). Subsequent rates of recov-
ery from the 1974-75 downturn were stronger
during the following two years for North Carolina,
after which they began to converge with the
general pattern of U.S. employment changes.

The uniformity of employment changes across
the state is significant because of its widely
dispersed pattern of industry. Unlike many
states, North Carolind’s industrial development
has not concentrated in a few centers but is
split almost evenly between metropolitan and
non-metropolitan areas. Employment is dis-
persed less evenly across the coastal, piedmont,
and mountain regions. Coastal and mountain
regions enjoyed faster annual employment
growth than the piedmont prior to the 1974-75
recession, during and after which the mountain
region experienced above-average employment
swings. The last half of the decade witnessed a
convergence of cyclical swings among the three
regions.
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Chart 1. Nonagricultural Employment
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Source: North Carolina Employment Security Commission.

Chart 2. North Carolina Metro and
Non Metro Employment (by Residence)
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The most remarkable employment changes
involved the division between metropolitan
and non-metropolitan areas (Chart 2). Metro-
politan and non-metropolitan employment ex-
perienced roughly parallel swings in employ-
ment of comparable magnitude from 1970
until 1978. In the following two years (the
onset of the current recession), the two trends
diverged sharply: employment grew rapidly in
metropolitan areas and dropped sharply in
non-metropolitan areas. The state adopted a
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Balanced Growth Policy in 1980 to help dampen
these swings and to rationalize private and
public investments across areas.

Major Industry Changes

North Carolina’'s economy remains heavily
oriented toward manufacturing, even as services,
trade, and government increase rapidly in size
and importance. The state remains among the
top three in terms of total nonagricultural
employment accounted for by manufacturing
industries. About 33 percent of the nonagricul-
tural employment last October was in manufac-
turing, down from nearly 40 percent in 1972.

The composition of manufacturing also changed
as manufacturers of traditional nondurable goods
slipped from 69 percent to 62.8 percent of all
manufacturing employees in October. These
changes in manufacturing employment clearly
date from major shifts that began after the
1974-75 recession. Nondurable goods manu-
facturers never fully recovered their previous
levels of employment, while durable goods
manufacturers posted steady increases through
the balance of the decade.

The most steadily growing industries in the
past decade were services, trade, and govern-
ment. Together, their 44.8 percent of nonagri-
cultural employment in 1972 jumped to 53.3
percent in October 1982. However, the deep-
ening recession and revised federal budgetary
priorities have inhibited trade and government
since 1980. The continued rise in services
reflects the basic transition underway through-
out the U. S. economy. In North Carolina,
steady growth of population and of information-
based R&D facilities have fueled increased
consumer and business services employment.
Construction employment fluctuated with broad
movements in interest rates and with business
cycles throughout the decade but remained
stable on the whole. Mid-decade downturns in
transportation, communications, and utilities
prompted successive rounds of adjustments to
increases in basic fuel costs, particularly in the
state’s large trucking industry. Stable employ-
ment in FIRE (finance, insurance and real estate)
throughout the decade disguised the changes
in this sector: the burgeoning growth of the
state’s financial industry has been offset totally
by more rapid changes in office automation
and white-collar productivity.
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Key Industries in Flux

The big story in North Carolina’s industrial
diversification concerns the changing mix of its
traditional and emerging industries. North Caro-
lina has long been characterized by traditional,
slow-growing industries such as textiles, apparel,
furniture, tobacco, and food, but other industrial
sectors have come to play an increasingly
prominent role. While the familiar factors asso-
ciated with favorable “business climate” con-
ditions helped build North Carolina’s traditional
industrial base, many business and government
leaders became convinced by the wrenching
1974-75 recession that the economy required
greater diversification. Long-term employment
trends suggested that the state’s manufacturing
employment relied too heavily on stable (ap-
parel, furniture, food, and tobacco) or declining
(textiles) industries. Efforts to reverse this situ-
ation included the aggressive development of
industries that offered high-wage, capital-inten-
sive or technologically innovative employment.
The state has enjoyed some success in expand-
ing employment in the electrical and nonelec-
trical machinery, fabricated metals, chemical
and transportation equipment industries. These
emerging industries accounted for about 7.7
percent of all nonagricultural employment in
1981, up about 0.8 percentage points from the
same post-1974-75 recession period in which
traditional manufacturing industries lost about
3.1 percentage points.

Shifts in employment levels by themselves
are not enough to predict future trends. Invest-
ment by industry sector reveals the rate at
which production capacity or productivity po-
tential are being added. Extremely low invest-
ment rates characterized traditional industries
until 1976; relatively higher rates were registered
for emerging industries through that year, al-
though the absolute amounts were comparable.
Post-1976 investments departed dramatically
from these earlier trendlines. Although apparel
and furniture investments increased less dra-
matically, nearly every other traditional and
emerging industry showed steady or spectacular
gains in investment. Tobacco and brewing
broke ground for new facilities in 1978, and the
textile industry intensified efforts to modernize
and consolidate production in fewer, more
productive plants that have placed some of the
state’s traditional industries on more solid foot-
ing.
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On the other hand, every emerging industry—
and particularly chemicals, nonelectrical, and
electrical machinery—undertook impressive
levels of investment in at least two of the four
years between 1977 and 1981. The growth of
investment and production in this emergent
complex of capital-intensive or high-tech indus-
tries influenced North Carolina’s attempt to
establish a microelectronics industry, particu-
larly since many of these industries also have
been rapidly expanding their research and
development facilities at Research Triangle
Park.

Industrial investment in the state hit a peak
in 1980, declined slightly in 1981 and declined
sharply through the third quarter of 1982. The
type and composition of industrial investment
has changed during the current recession. In
1980, fully 56 percent of all announced indus-
trial investment was for new facilities, with the
remainder for expansion of existing facilities.
In 1981, the proportion for new facilities had
dropped to 44 percent and in the first three
quarters of 1982 it was down to 40 percent.

During 1982, the largest industrial investment
occurred in the textile industry—nearly $200
million, over 20 percent of total industrial
investment in the state. The majority of this
investment was devoted to automating existing
plants during a time when both product demand
and employment had been significantly reduced.
Other sectors with large investments during
the past year were paper, chemicals, nonelectri-
cal machinery, and electrical machinery. Of
these, new investment was larger than expan-
sion investment only in chemicals and electrical
machinery (see Table 2).

Recent Performance of
the North Carolina Economy

The state’s economy has suffered in the
current recession, but the distress has been
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Chart 3. Seasonally Adjusted Monthly
Unemployment Rates
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Sources: North Carolina Employment Security Commission and the
U.S Bureau of Labor Statistics.

uneven among economic sectors and geograph-
ic regions.

Nonagricultural employment dropped 2.7
percent from July 1981 to October 1982,
compared to 2.2 percent for the U. S. In
manufacturing, where the recession has focused
at the national level, employment declined in
North Carolina by 7.8 percent from July 1981
to October 1982, considerably better than the
9.9 percent for the U. S. The unemployment
rate in North Carolina climbed from 5.7 to 10.1
percent from July 1981 to October 1982 but still
was below the U. S. unemployment rate of 10.4
percent. Such economic indicators show that
early in the recession North Carolina fared
better than the U. S. average, but during the last
half of 1982 its performance deteriorated rapidly
to resemble the national economy more closely
(Chart 3). From July 1981 to last October,
average weekly initial claims for unemployment
increased 141 percent and average weekly
hours worked decreased by 1.4 percent. Retail
sales dropped 0.5 percent, and new business
incorporations fell 9.6 percent. However, new
housing permits increased 1.3 percent and
new car registrations 3.8 percent, evidently
buoyed by declining interest rates.

Among major sectors of the state economy,
manufacturing and construction suffered the
most between October 1981 and October
1982. Employment in construction fell by 10.7
percent, compared to 5.6 percent nationally,
while employment in manufacturing fell 6.2
percent compared to 8.7 percent nationally.
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Table 2. New and Expanded Industries by Type
January 1 - September 30, 1982

Number Investment ($000) Employees
New Expansions New Expansions New Expansions
Food and Kindred Products 6 32 6,860 17,638 185 560
Tobacco Manufacturers — 7 - 15,762 = 1,280
Textile Mill Products 11 65 51235 145,991 611 1,456
Apparel and Other Finished Products 1l 29 4,585 11,729 630 655
Lumber and Wood Products 1 36 65 9,428 5 241
Furniture and Fixtures 8 26 5,420 15,474 280 457
Paper and Allied Products 2 17 1,125 111,747 19 259
Printing and Publishing 7 27 25,150 16,754 514 109
Chemicals and Allied Products 7 18 67,730 39,876 633 121
Petroleum Refining & Related
Industries = — — — e e
Rubber & Miscellaneous Plastics
Products 4 12 19,075 4722 302 56
Leather and Leather Products — o - 853 — 220
Stone, Clay, Glass and
Concrete Products 5 16 8,774 15,343 114 o5
Primary Metal Industries < 12 9,062 10,403 195 232
Fabricated Metal Products 8 23 23,656 19,334 470 320
Machinery, Except Electrical 18 35 39,905 58,619 913 3,151
Electrical and Electronic Machinery 8 14 55,575 30,343 1,687 356
Transportation Equipment 6 10 14,850 8,051 328 671
Measuring, Analyzing & Controlling
Instruments 2 1 28,450 1,250 570 82
Miscellaneous Manufacturing
Industries 3 4 500 2,670 95 =
Totals 110 387 362,017 535,987 7.551 10,281
497 898,004 17,832

Source: North Carolina Department of Commerce.

Both durable and nondurable manufacturing
shared in the state’s loss of jobs: a decline of
7.7 percent for the durable goods sectors and
5.3 percent for nondurable goods. The textile
industry was hit particularly hard with a loss of
17,100 jobs (down 7.1 percent) during the
year. While a significant amount of this drop is
cyclical in nature, much will become perma-
nent as the industry continues to invest heavily
in automation to compete more effectively
with foreign producers. Other North Carolina
manufacturing employers highly sensitive to
the national recession have been electrical ma-
chinery (which lost 12.8 percent) and chemicals
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(down 10.6 percent). These industries’ employ-
ment losses are noteworthy because both are
targets of an aggressive state policy to recruit
high-technology industrial activity.

Services, finance, and government continued
to grow despite the recession. These three sectors
added 11,900 new jobs to the state’s economy
during the year, with services accounting for
9,700 of these. These growth sectors were in-
sufficient, however, to offset the loss of over
50,000 jobs in manufacturing alone and another
12,200 in construction.

—Edward Bergman

and Harvey Goldstein
University of North Carolina-Chapel Hill

FEBRUARY 1983, ECONOMIC REVIEW

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



South Carolina:
In Transition, But
to What?

South Carolina’s economy has been in the doldrums since late 1979. The state is
actively diversifying its industries, but continued dependence on consumer-oriented
manufactured products may slow South Carolina’s recovery.

Outsiders often see South Carolina as a typical
Sunbelt state—a robust economy immune to the
ravages of the current recession, a favorable
business climate, and an ability to lure industry
from outside the state. While some of these
perceptions are accurate, others are overstated.
For example, South Carolina has been able to
attract numerous manufacturing facilities of firms
headquartered elsewhere. The state is usually
ranked near the top in surveys of business
climate and factors important in the plant site
selection process.

However, the structure of the South Carolina
economy is probably more similar to those of
Frostbelt states than to others in the Sunbelt.
South Carolina is still highly dependent upon
one industry, textiles, for a large share of its
employment and personal income, similar to the
one-industry dependence seen in several mid-
western states. As a result, South Carolina has
suffered high unemployment and permanent
job losses just as those states have suffered.

The South Carolina economy has reached a
significant transition point. In an effort to reduce
its dependence upon one industry, the state is
attempting to diversify its employment base to
include “the three t's"—textiles, tourism, and
technology. The state’s long term development
prospects depend on its success in making that
transition. In the period immediately ahead, a
moderate recovery in the nation will result in a
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more moderate than usual recovery in South
Carolina. That is because of South Carolina’s
dependence on national markets for the state’s
consumer-oriented manufactured products.

An Overview of the Current Recession

The South Carolina economy has experienced
significant short-run problems in the national
recession which began in mid-1981. In fact, a
strong case can be made that the current recession
in South Carolina began at the end of 1979.

The evidence of a long-term recession is com-
pelling. For example, the state’s unemployment
rate stood at a low 4.8 percent in the second
quarter of 1979. Since then, it has trended
upwards to what may have been a peak of 11.2
percent in the second quarter of 1982 (Table 1).
Other key indicators that peaked in 1979 include
housing starts, textile employment, total manu-
facturing employment, and perhaps the best
indicator of the state’s economy, real per capita
income.

Furthermore, real retail sales have declined an
average of 3.2 percent for the years 1980-1982.
However, other traditional indicators, such as
nonfarm employment and personal income, did
not peak until the second and third quarters of
1981, respectively.

A comparison of the current recession in South
Carolina with 1973-1975 is also revealing. The
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Table 1. The South Carolina Business Cycle

1973-1975 1979-Present
Peak Trough Peak Trough
Series . o % Chg. < % Chg.
Date Value| Date Value Date Value| Date Value
Total Nonfarm
Employment? 74:3 1,0289| 75:1 952.3 =741 812 1.027.5| 82:1 11762 —26
Manufacturing
Employment! 73:4 38211 751 3230, —155| 7914 401.9| 82:2 362.7 —-9.8
Textile Employment'?| 73:4 160.0| 75:1 128.0f —200| 79:2 143.0| 82:2 121 2] —152
Unemployment Rate | 73:4 40| 75:1 10.0 N/A 79:2 48| 82:2 11.2 N/A
Real Total Personal
Income? 74:3 10,6916| 752 10,3987 =27 813 130866} 821 128355 —-1.9
Real Per Capita
Income? 74:1 3,776.6| 75:1 3,513.7 =70 794 41293} 82:1 4,024.6 =25
Real Retail Sales? 132 7.627.21 75:1 6,5344| —-143| 79:2 9,073.6| 82:1 73824 —186
Housing Starts® 72:2 30,936.0} 744 109680] —645| 79:2 31,1280| 814 122440| —60.7
In thousands of workers,
28|C 22 only.
3in millions of dollars, annual rate.
4In dollars.

SNumber, annual rate.

earlier recession was shorter in South Carolina,
but more severe. For example, in the mid-1970s
recession, most economic indicators peaked at
the end of 1973 or in early 1974, while recovery
began in the second quarter of 1975. Thus, that
recession lasted about 5 quarters; in contrast, the
current recession has persisted for 10 or 11
quarters. One effect of the relative length of the
current recession is that retail trade is somewhat
worse off than in the earlier recession.

Yet the prior recession resulted in significantly
greater economic losses. Total nonfarm employ-
ment fell 7.4 percent, or nearly 80,000 jobs in
only a half year. In the current recession, the job
loss has been 2.6 percent, which represents
slightly more than 30,000 lost jobs. Losses in
manufacturing employment also were substan-
tially steeper at 15.5 percent, while in the 1979-
82 recession, those jobs dropped 9.8 percent. Of
particular interest is textile mill products, where
employment declined by 20 percent in the last
recession but “only” 15.2 percent in the current
period. However, the latter decline results in part
from a smaller base and reflects the declining
share of textile employment in South Carolina.

The severity of the 1973-1975 period is also
reflected by real per capita income, which plunged
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7 percent in a year compared to the current 2.5
percent decline. Net migration to South Carolina
was at a relatively high levelin the 1970s and has
lessened in recent years. Accordingly, population
growth has declined somewhat more than income.

The South Carolina economy has probably
undergone some permanent change as a result
of the moderate decline in economic activity
since 1979. The duration of weakness has cost
numerous jobs due to plant closures. In the short
run, it has wreaked havoc on state budgetary
planning since state revenues are determined
largely by growth in personal income and retail
sales.

The South Carolina economy traditionally has
lagged national downturns, but this recession
may reverse the usual experience. The good
news is that the state’s economy may have
troughed in June. For example, nonfarm employ-
ment has risen for four consecutive months, and
the unemployment rate has declined slightly
from its June peak. Furthermore, the state’s
composite index of coincident indicators troughed
in June, and by October it had increased in three
of four months. Thus, South Carolina was not
only in the forefront of the recession, but it may
also precede the national recovery.
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South Carolina’s economy is in transition both

-~ cyclically and structurally. The structural change

is directly related to trends in the manufacturing

sector, and it will strongly influence the strength
of any recovery.

Manufacturing and the
South Carolina Economy

South Carolina’s manufacturing sector is parti-
cularly important from both cyclical and long-run
~ perspectives. As in most areas of the country,
manufacturing employment bears the brunt of
any cyclical downturn. However, in the longer
run, growth in the manufacturing sector is crucial
to South Carolina, which ranks extremely low
among most national economic statistics. The
state’s economy historically has been dominated
by the low-paying textile industry, but its role has
been diminishing at an increasing rate. The key
issue facing South Carolina is whether diversifi-
cation can compensate for continuing job losses
in the textile industry.

In 1970, employment in textile mill products
numbered 148,800 workers, or 17.7 percent of
total nonfarm employment. Employment peaked
in 1973 at 160,000 workers. Yet, by the trough of
the recession in 1975, employment had fallen to
128,000. Although there was a rebound in the
following year, employment in textile mill pro-
ducts has declined each year since 1976. From
the 1973 peak, employment in textile mill pro-
ducts has declined to 121,200. Moreover, the
> 17.7 percent peak share had fallen to only 10.3

percent by 1982.

There are two primary reasons for this decline.
First are the inroads imports have made in the
domestic market. Developing countries in Latin
Americaand the Far East have encouraged textile

_production. Since the U. S. market was relatively

~ unencumbered by restrictions, imports’ market

- share rose dramatically during the 1970s and has
continued to rise despite the implementation of
some quotas.

The second factor is related to investment
decisions made by domestic textile producers.

~ Inan effort to compete with imports, textile firms
have closed obsolete plants, many well over 50
years old, and have invested heavily to modernize
newer plants. However, the domestic market is
growing by only 1 percent per year on a long-
term basis, and investment has tended to be
labor-saving.
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Although the textile industry is still dominant
in South Carolina, itis likely to continue to shrink.
Textile firms that have modernized and increased
efficiency, however, will remain viable and are
likely to be more profitable in the future.

Excluding the textile sector, manufacturing has
maintained a relatively strong position in South
Carolina, and the durables have performed quite
well. Employment in durable goods production
in 1970 was 84,100, representing 10 percent of
nonfarm employment. Before the recession began
in 1979, there were 122,200 jobs, a gain of 45
percent, and the share of total employment was
10.4 percent. (Table 2). The primary growth
sectors include fabricated metals, nonelectrical
machinery, and electrical equipment, which to-
gether recorded a net increase of 26,000 jobs
from 1970-1982. Since these sectors are relatively
capital intensive, their contribution to state per-
sonal income has increased over the past 12
years. In this period, nominal personal income
rose 251.3 percent, but earnings in durable
goods jumped 278.4 percent. Accordingly, dur-
ables’ share of personal income increased from
7.5 percent in 1970 to 8.5 percent in 1980.

A different situation arises in nondurable goods,
attributable to the textile industry. Before the
recession in 1979, nondurable goods employment
rose by roughly 21,000 jobs from 1970, but the
share of total nonfarm employment declined
from 30.4 percentto 23.6 percent. However, the
current recession has caused a severe reduction.
Clearly, the recession has exacerbated the shake-
out in the textile industry.

Excluding 1982, one surprising finding is that
nondurable goods’ share of total personal income
has not fallen proportionately to reductions in
employment. The share was 21 percentin 1970
and 17.8 percent in 1980. This results from a
change in the industry mix of nondurables. Some
growth has occurred in printing and publishing
and chemicals, where wages are somewhat higher
than in textiles.

Although the manufacturing sector’s relative
share in the South Carolina economy has declined
in the past decade, it remains the key to future
growth. The share of manufacturing employ-
ment has fallen 24 percent from 1970-1982, yet
the share of personal income declined a more
modest 17 percent. Continuing industrial develop-
ment and diversification are imperative in order
to compensate for the troubled textile industry.
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Table 2. The Importance of Manufacturing in 'the,Sbuth Carolina Economy 1970-1982

‘ Employment (000's)

Personal Income (nominal, $ millions)

: :  Non- : ~ Non-
Year Total  Durable % Share durable % Share Total  Durable % Share durable % Share

Nonfarm Goods : Goods Goods Goods /
1970 8420 841 100 2562 304 7,668 575 7.5 1,613 21.0
1976 l4iré0 1295 fo4 o773 ode | 208548 1750 85 3/;8 . 18d
1960 [ it18d8. 1208 101 2714 @ 228 g222 1992 85 4034 178
1981 | 11965 1153 96 2730 228 25457 2116 8.3 4,391 172
1982+ | 1,1793 1088 92 2530 215 26,940 2,176 81 4169 155

*Estimated

Diversification of the
State’s Manufacturing Sector

Industrial development has been a major activity
for South Carolina over the past few years, and
the state has established a track record for
attracting manufacturing facilities. Since 1950,
1,935 new plants have been announced for the
state. In 1981 alone, 733 firms announced they
planned to expand or locate in South Carolina, to
create 16,000 new jobs with $2.4 billion of
capital investment.

Much of the effort to attract industry has been
aimed at diversifying the state’s employment.
And there is evidence that this diversification is
beginning to take place. While manufacturing
employment grew 4.6 percent between 1976
and 1981, certain industries grew significantly
faster during that period (Table 3). These industries
include primary metals (73 percent), rubber and
plastics (88 percent), electrical and electronic
equipment (36 percent), transportation (41 per-
cent), and fabricated metals (26 percent). As a
result of this growth, these industries comprised
a larger percent of total manufacturing employ-
mentin 1981 thantheydidin 1976. Forexample,
machinery comprised 6.7 percent in 1976 and
7.9 percent in 1981; similarly, electric and elec-
tronic equipment comprised 4.3 percent of manu-
facturing employment in 1976 and 5.6 percent
in 1981. In addition, rubber and plastics grew
from 2.7 percent to 4.9 percent of the manu-
facturing labor force.
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Firms headquartered in Frostbelt states have
contributed to South Carolina’s employment
gains. For example, 92 percent of the new
employment in electrical and electronic equip-
ment over the past decade resulted from the
expansion of Frostbelt-based firms, and 34 per-
cent of the gains in chemicals resulted from the
expansion of mid-Atlantic-based firms.! Firms
headquartered in New York lead the list for
branch plants located in South Carolina (274),
followed by North Carolina (77), lllinois (61),
(Ohi)o (57), Pennsylvania (48), and New Jersey
46).

Foreign investment has also been a major
component of South Carolina’s industrial develop-
ment; it comprised over 20 percent of announced
industrial investment in 1981 and has been as
high as 46.9 percent (in 1974). This investment
has been predominantly in the chemicals and
metal working industries. In 1981, fully 42 per-
cent of all foreign direct investment in South
Carolina manufacturing was in chemicals, another
23 percent in metal working industries.

While diversification has been a major goal for
South Carolina, the geographic implications of
that new development have been a concern.
The state has expressed the goal of encouraging
industrial development of its rural counties. During

'Nancy Matthews and Richard McKenzie, “New Plant and Employment
Gains in South Carolina during the 1970s,” Business and Economic
Review, Vol. XXIX, No. 1, College of Business Administration, University of
South Carolina, (October 1982).
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Table 3. Composition of the Manufacturing Sector in South Carolina 1976-1981

% 1976 % 1981
1976 1981 % Change Mfg. Mfg.
Industry Employment Employment 1976-1981 Employment Employment
Durable Goods :
Lumber and Wood Products 14,600 14,300 —2.1% 3.90% 3.70%
Furniture and Fixtures 4,500 4,900 8.9 1.20 1.30
Stone, Clay, and Glass 10,800 10,700 =9 2.90 2.80
Primary Metals 4,400 7.600 120 1.20 2.00
Fabricated Metals 11,700 14,700 25.6 3.20 3.80
Machinery, Except Electrical 24,800 30,500 23.0 6.70 7.90
Electrical and Electronic
Equipment 15,900 21,600 35.8 430 5.60
Transportation 3,600 5,100 41.7 1.00 1.30
Instruments 5,100 5,800 138.7 1.40 1.50
Miscellaneous 4,300 4,200 =23 1.20 110
Nondurable Goods
Food and Kindred Products 13,700 14,100 29 3.70 3.60
Textile Mill Products 149,500 133,100 =110 40.30 34.30
Apparel 46,200 46,700 1.1 12.50 12.00
Paper and Allied Products 13,500 13,900 3.0 3.60 3.60
Printing and Publishing 6,400 8,000 25.0 1.70 210
Chemicals 30,700 32,700 6.5 8.30 8.40
Rubber and Plastics 10,200 19,200 88.2 270 4.90
Other Nondurables 1,100 1,200 9.1 .03 .03
TOTAL MANUFACTURING 371,000 388,200 4.6 100.00 100.00

the 1970s, South Carolina’s major metropolitan
areas were the beneficiaries of most new plants,
although a case can be made that contiguous
rural counties benefited as well from these
employment opportunities.

Ironically, the firms that aided the state’s
efforts to diversify tended to hurt rural develop-
ment. These were generally large firms that
located in the major metropolitan areas where
labor was more plentiful. Branch plants from
northern states accounted for 56 percent of the
new employment but 42 percent of the plant
openings during the 1970s.2

Two specific development actions have helped
South Carolina’s rural counties. The Governor's
Rural Economic Achievement Trophy (GREAT)
Towns program was instituted to encourage
small towns to increase their chances by desig-
nating plant sites, providing the necessary infra-
structure, and otherwise accommodating the

*Ibid.
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needs of a facility. In addition, the Governor's
Rural Economic Development Initiatives (REDI)
program was established in 1981 to create jobs
in the most economically distressed counties. To
accomplish this task, federal funds have been set
aside for a revolving loan fund to businesses
locating or expanding in one of these counties.
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Diversification into
High Technology

As in other parts of the nation, South Carolina’s
industrial development specialists have become
infatuated with the newest industrial location
prospects—high-technology and research and
development firms. This interest has escalated
because such “industries of the future” have
been somewhat more resilient in the face of the
nation’s current recession. South Carolina has
already had some success in this field; firms such
as Cincinnati Milacron (which produces and
develops industrial robots), Digital, Sony, United
Technologies, and others have located in the
state.

However, a concerted effort is now being
made to attract more of these firms. The Techni-
cal and Comprehensive Education (TEC) System,
a statewide post-secondary education system
that has helped meet the training needs of the
state’s industries, is preparing to meet the needs
of these high-tech industries as well. Emerging
technology centers have been established at six
of the TEC System'’s regional campuses in fields
such as microelectronics, robotics, computer
applications to manufacturing, and advanced
machine tool technology. These centers, together
with the TEC System'’s ability to tailor training to
an individual firm’s specifications, will offer a
powerful incentive for high-technology firms.

Governor Richard Riley has also announced
the creation of a quasi-public research authority
to lure high-tech industry. The authority will
oversee and lease space in three research parks
that will be established in conjunction with the
University of South Carolina, Clemson University,
and the Medical University of South Carolina.

The state has several real and perceived dis-
advantages in its recruiting, which include a
scarcity of skilled labor (South Carolina ranks
41st of the 50 states in the percentage of
population over 18 with a college education);
and the lack of “critical mass” which develops as
skilled labor, research firms, and universities
attract one another. It also got a late start in
attempting to attract high-tech firms; at least 17
states now have programs to finance high-tech
and research activities. Further, South Carolina is
not perceived as a state strong in high technology,
and it will be difficult to compete with Research
Triangle Park in neighboring North Carolina.
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Diversification of
the State’s Economic Base

South Carolina has also begun to diversify into |
industries other than manufacturing. Tourism is
now the state’s second largest industrial employer,

just behind textiles, with 68,000 jobs directly

related to travel and tourism. This travel-generated |
employment increased 4.7 percent between
1980-1981, substantially more than the .6 per-
cent increase in South Carolina’s total employ- 1
ment during that period. Travelers spent almost
$2.4 billion in the state in 1981, a 13 percent |
increase from 1980 and 56 percent from 1977.
The Department of Parks, Recreation, and Tourism
promotes the state both here and abroad, and
events such as the Spoleto Festival in Charleston
and Canadian-American Days in Myrtle Beach
have boosted tourism. 4

While total nonagricultural employment grew |
15.3 percent between 1976 and 1981, certain |
sectors grew faster (Table 4). Services, including
the travel-related employment, grew 27.4 per-
cent during that period; finance, insurance, and
real estate rose 24.7 percent, and trade increased |
23.3 percent. All three sectors increased their ¢
proportion of nonagricultural employment in )
1981 from 1976. Also significant is that while
government employment grew 15.3 percent in
1981, it merely maintained its share of total |
employment.

White-collar workers comprised 46 percent of
all employment in South Carolina in 1980, an
increase from 39.5 percent in 1970. Blue-collar
workers constituted 39 percent of employment |
in 1980, a decrease from 42.6 percent in 1970. )
This trend is likely to continue into 1990: white-
collar employment is projected to reach 53.5
percent of the state’s total employment in 1990,
and blue-collar workers are projected to comprise ¢
just 34 percent.® i

In summary, South Carolina is exhibiting a }
growing diversification within its manufacturing
sector and among all its employment sectors.
These changes, however, are long-term in nature,
and will not significantly influence the immediate
outlook for the state’s economy. ¢

|

!
)

*Sena Black et al, Information Resources Managementin South Carolina i
State Government: A State Strategy, Institute for Information Manage- /
ment, Technology, and Policy, College of Business Administration, University
of South Carolina, Columbia, South Carolina (December 1982). :

FEBRUARY 1983, ECONOMIC REVIEW

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



e

s

Table 4. South Carolina Nonagricultural Employment 1976-1981

% 1976 % 1981
1976 1981 % Change Nonagricultural Nonagricultural
Sector Employment Employment 1976-1981 Employment Employment
Manufacturing 371,000 388,200 4.6% 35.70% 32.40%
Mining 1,800 1,800 0.0 .02 .02
Construction 61,500 71,200 15.8 5.90 6.00
Transportation and
Public Utilities 42,700 53,800 26.0 410 450
Trade 187,600 231,300 23.3 18.10 19.30
Wholesale Trade 40,900 50,500 23.5 3.90 4.20
Retail Trade 146,600 180,800 23.3 1410 15.10
Finance, Insurance,
and Real Estate 39,700 49,500 24.7 3.80 410
Services 130,500 166,200 27.4 12.60 13.90
Government 203,300 234,400 15.3 19.60 19.60
TOTAL 1,038,100 1,196,500 16.3 100.00 100.00

' The Near-Term Outlook:

Some Risks, But a Moderate
Recovery is Likely

In a typical recovery, the South Carolina economy
has outpaced the national upswing for two pri-
mary reasons. First, many of the state’s manu-
factured products are consumer-oriented, and,
since retail sales lead a recovery, production
rebounds relatively quickly. Second, plant re-
location to and expansion in South Carolina has
provided additional stimulus. However, the antici-
pated recovery in 1983 may be somewhat dif-
ferent. Because consumer spendingis unlikely to
be as robust as in the past, the initial upswing will
be moderated. Furthermore, new investment
may only compensate for the restructuring taking
place in the manufacturing sector.

For the short run at least, the state’s recovery is
dependent on the performance of the national
economy. This is particularly apparent since
approximately 80 percent of the products manu-
factured in South Carolina are exported. Under
the assumption of a consensus forecast that
anticipates 2.5 to 3 percent growth in the national
economy, South Carolina would experience some
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uneven growth with continuing problems in the
manufacturing sector.

For the aggregate economic variables, a mixed
pattern results. Expected gains in real total per-
sonal income would be a minimally satisfactory
2.0 percent in 1983. Growth in total nonfarm
employment is likely to be relatively sluggish.
The projected unemployment rate averages 10.2
percent, with a decline to 9.3 percent by the
year's end.

Employment gains in manufacturing aren’t likely
until the second half of 1983 even under the best
circumstances. There isa 3 percent annual average
loss in the consensus forecast which reinforces
the notion of 2.5 - 3 percent national growth as a
“growth recession.” Durable goods employment
records a small loss on an annualized basis, but
conditions are expected to worsen in some
nondurable goods sectors. Particularly hard-hit is
textile employment, where losses potentially
range near 7 percent for the year.

On the positive side, significant improvement
is expected in both housing and retail sales.
Given declining rates on construction and mortgage
loans, housing starts are expected to rise over 25
percent. This would bring the starts rate back to
the level of 1980. While that was not a banner
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year, it still represents considerable improve-
ment. Real retail sales are expected to climb
about 5 percent. Again, this also must be put in
perspective given the fact that real retail sales
have declined an average of 3.2 percent for the
last three years.

In summary, the consensus forecast would
keep South Carolina in the economic doldrums.
A moderate recovery appears most likely, but
the risks of further economic losses, at least in

the short-run, are clearly present.
Conclusions

The South Carolina economy has experienced
significant short-run problems and will likely
continue to do so in early 1983 unless there is a
major upturn in the national economy. The
state’s economy typically improves more rapidly
than that of the nation, but 1983 may be different
if consumer spending proves lackluster.

The long-term improvement of South Carolina’s
economic picture lies in its ability to diversify its
economic base both within the manufacturing
sector and among all employment sectors. Tourism
has grown into a major component of the employ-
ment base and has exerted a positive influence
on the state’s employment and revenues. Further,
efforts to attract high technology and research
activity are crucial to the state’s long-term eco-
nomic health. South Carolina is not likely to
become a national center of research and develop-
ment. Yet it does have potential as a location for

(1) firms that conduct extensive product or
process improvement research (and which locate
near their manufacturing facilities) and (2) certain
high-technology production processes, such as
the manufacture of computer components, which
can be located away from well-known research
centers.

—Richard W. Ellson’

and Nancy Grden-Ellson
University of South Carolina

Note: The following members of the Federal Reserve Bank of Atlanta research staff also contributed to this issue:
Cheryl Cornish, Sandra Davis, Pam Frisbee, Patricia McGill, Gustavo Uceda, and David D. Whitehead.
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STATISTICAL
PAARSE SUPPLEMENT

ANN. ANN.
DEC NOV DEC % DEC NOV DEC %
1982 1982 1981 CHG. 1982 1982 1981 CHG.

NIt S
Commercial Bank Deposits ,196, 51915 ,088,8 avings &
Demand 294,448 302,058 297,864 Total Deposits 541,650 540,063 515,450
NOW 66,452 65,046 49,767 NOW 12,712 12,403 7,412
’ Savings 155,358 153,992 146,733 Savings 96,737 95,622 91,468
Time 701,061 703,288 619,246 Time 433,390 433,517 416,303
Credit Union Deposits 51,968 51,741 39,825 oCT SEPT OCT

3,845

Share Drafts 3,859 2,489 482,137 509,133

Mortgages Outstanding 485,125
e i 7

Commercial Bank Deposits 128,544 127,260 116,499 +10 Savings & Loans

« Demand 34,163 34,120 34,334 -0 Total Deposits 79,494 79,549 75,559 + 5
NOW 8,700 8,439 6,390  +36 NOW 2,081 1,993 1,224  +70
Savings 15,282 15,153 14,529 + 5 Savings 11,943 12,062 11537 *+3
Time 72,684 72,541 64,092  +13 Time 65,754 65,762 62,760 + 4

Credit Union Deposits 4,932 4,927 3,998  +23 OCT _ SEPT oCT
Share Drafts 345 360 269  +28 Mortgages Outstanding 67,401 68,391 74,633  -10
Savi Ti ge Commitments 2,790 4 -20

Commercial Bank Deposits 14,125 14,057 13,267 + 6 avings & Loans

Demand 3,526 3,537 3,448 + 2 Total Deposits 4,511 4,530 4,370 £ 3
NOW 766 736 570 +34 NOwW 106 106 64 +65
Savings 1,609 1,611 1,521 + 5 Savings 565 569 570 i
Time 8,588 8,623 8,077 + 6 Time 3,874 3,908 3,760 + 3

Credit Union Deposits 854 874 699 +22 OoCT SEPT oCT
Share Drafts 67 70 52 +28 Mortgages Outstanding 3,698 3,787 4,003 =8
Mortgage Commitments -4

Savm s & Time

Commercial Bank Deposits

Demand 12,170 11,793 Total Deposits 48,051 48,108 +.5
NOW 3,786 3,686 NOW 1,416 1,335 +65
Savings 6,517 6,420 Savings 7,941 8,065 +:3
Time 20,504 20,431 Time 38,753 38,758 +5

. Credit Union Deposits 2,217 2,206 OCT SEPT
Mortgages Outstandmg 39,337 40,204 -14

Share Drafts 181 193

Savings & Loans

o3 Total Deposits 9,857 9,915 9,603 +.3

+36 NOW 240 240 126 +90

Savings +9 Savings 1,211 1,209 1,158 b O

Time +14 Time 8,542 8,570 8,347 * 2
Credit Union Deposits +26 OCT SEPT oCcT

Share Drafts +68 Mortgages Outstanding 8,885 8 9,349 =0
i i Mortgage C it t.

Commercial Bank Deposits Savings & Loans

Demand - 4 Total Deposits 8,077 8,033 7,410 +9
: NOW +36 NOwW 129 127 72 +79
| Savings t8 Savings 1,282 1,268 192 + 8
' Time +16 Time 6,692 6,665 6,165 +9
‘ Credit Union Deposits +46 OCT SEPT OCT

Share Drafts 0 Mortgages Outstanding 7,404 7,386 7,141 + 4

Savings & Time Mortgage Commitments bt

Commereial Bank Deposits avings & Loans

Demand 2,323 =~ Total Deposits 2,461 2,420 2,385 3

NOW 470 +35 NOwW 65 63 33 +97

Savings 732 46 Savings 246 241 233 o+ 6

Time 6,328 +11 Time 2,171 2,138 2,128 + 2
Credit Union Deposits N.A. ocCT SEPT OCT

Share Drafts N.A. Mortgages Outstanding 2,100 2,144 2,205 =5

Savings & Time Mortgage Commitments

Demand 4,230 Total Deposits 6,537 6,543 6,095 7
4 NOW 1,083 780 +39 NOW 125 122 69 +81
Savings 2,207 2,096 ¥ 5 Savings 697 710 669 + 4
Time 12,732 11,210 +14 Time 5,722 5,723 5,368 +.7
Credit Union Deposits 780 645 +21 ocCT SEPT OoCT
Share Drafts 49 36 +36 Mortgages Outstanding 5,977 5,992 6,234 -4
P Savings & Time 743 740 615 +21 Mor e Commitments 104 130 42  +148
Notes: All deposit data are extracted from the Federal Reserve Report of Transaction Accounts, other Deposits and Vault Cash (FR2900),
E and are reported for the average of the week ending the 1st Wednesday of the month. This data, reported by institutions with
] over $15 million in deposits as of December 31, 1979, represents 95% of deposits in the six state area. The major differences between
y this report and the "call report" are size, the treatment of interbank deposits, and the treatment of float. The data generated from

the Report of Transaction Accounts is for banks over $15 million in deposits as of December 31, 1979. The total deposit data generated
from the Report of Transaction Accounts eliminates interbank deposits by reporting the net of deposits "due to" and "due from" other
depository institutions. The Report of Transaction Accounts subtracts cash in process of collection from demand deposits, while the call
report does not. Savings and loan mortgage data are from the Federal Home Loan Bank Board Selected Balance Sheet Data. The
Southeait data repr?sent the total of the six states. Subcategories were chosen on a selective basis and do not add to total
ewer than four institutions reportin
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ANN. ANN.,
NOV OoCT NOV % NOV ocT NOV %
1982 1982 1981 CHG. 1982 1982 1981 CHG.

Civilian Labor Force - thous. 0,76 ,179 onfarm Employment- thous. 89,451 89,536 91,765 =3
Total Employed - thous. 99,379 99,825 100,502 =1 Manufacturing 18,302 18,495 20,025 =9
Total Unemployed - thous. 11,476 10,942 8,676 +32 Construetion 3,992 4,081 4,221 =D

Unemployment Rate - % SA 10.8 10.4 8.3 Trade 20,636 20,519 20,883 =P

Insured Unemployment - thous. N.A. N.A. N.A. Government 15,969 15,830 16,137 =1

Insured Unempl Rate - % N.A, N.A. N.A. Services 19,108 19,144 18,800 9

Mfg. Avg. Wkly. Hours 39.2 39.0 39.7 b Fin., Ins., & Real Est. 5,348 5,347 5,308 F01

Mfg., Avg, Wkl Earn, - $ 338 334 326 + 4 T . Uti -3

B

e
Civilian Labor Force

- thous. 14,416 14,553

+ 4 Nonfarm Employment- thous. 11,344
Total Employed - thous. 12,889 13,033 A Manufacturing 2,131 2,134 2,288 =7
Total Unemployed - thous. 1,526 1,520 +34 Construction 653 660 727 -10
Unemployment Rate - % SA 11.0 10.7 Trade 2,709 2,681 2,694 o]
Insured Unemployment - thous. N.A. N.A. Government 2,142 2,137 2,166 sad
Insured Unempl. Rate - % N.A. N.A. Services 2,268 2,251 2,185 + 4
Mfg. Avg. Wkly. Hours 40.1 39.7 = Fin., Ins., & Real Est. 643 639 635 g
Mfg. Avg E: 297 & i 696 693 702 ]

Civilian Labor Foree - thous. Nonfarm Employment-

’
Total Employed - thous. 1,459 1,465 1,494 Manufacturing 328
Total Unemployed - thous. 263 262 179 4 Construction 64 66 =
Unemployment Rate - % SA 15.9 15.9 11.9 Trade 271 275 =
Insured Unemployment - thous. N.A. N.A. N.A. Government 295 293 +
Insured Unempl Rate - % N.A. N.A. N.A. Services 216 213 &
Mfg. Avg. Wkly. Hours Fin., Ins., & Real Est. 59
Mfg. Avg. Wkly. E ns. Com. & Pub, Util

Civilian Labor Forece - thous. Nonfa mploy ent h us.

2

Total Employed ~ thous. 4,485 4,530 +i6 Manufacturing 445

Total Unemployed - thous. 469 459 +34 Construction 246 247
Unemployment Rate - % SA 9.5 8.7 Trade 1,040 1,018
Insured Unemployment - thous. N.A. N.A. Government 607 606
Insured Unempl. Rate - % N.A. N.A. Services 943 920
Mfg. Avg. Wkly. Hours 40.3 39.6 1 Fin., Ins., & Real Est. 283 279
Mfg. A

Trans. Com. & Pub. Util 233 231

Civilian Labor Force - thous. Nonfarm ploy 2,156 2,157
Total Employed - thous. 2,445 2,474 2,433 +0 Manufacturing 487 492
Total Unemployed - thous. 213 209 176 +21 Construection 95 97

Unemployment Rate - % SA 8.3 8.0 6.8 Trade 499 " 496

Insured Unemployment - thous, N.A. N.A. N.A, Government 441 440

Insured Unempl. Rate - % N.A. N.A. N.A. Services 368 369

Mfg. Avg. Wkly. Hours 40.2 39.9 39.7 e Fin., Ins., & Real Est. 116 116

A 271 262 + 5 Trans. Com. & Pub. Util. 141

Civilian Labor Force - thous. 1,877 onfarm Employment- thous. 1,614 1,614 1,650
Total Employed - thous. 1,676 1,705 Manufaeturing 198 197 220 -10
Total Unemployed - thous. 201 216 Construection 129 130 155 =17
Unemployment Rate - % SA 11.3 11.7 Trade 370 369 370
Insured Unemployment - thous. N.A. N.A. Government 318 317 327 =
Insured Unempl. Rate - % N.A. N.A. Services 297 298 287 &
Mfg. Avg. Wkly. Hours 40.9 40.2 42.3 -3 Fin., Ins., & Real Est. 76 76 76
A W 381 367 =55 Trans. Com. & Pub. Util 130 128

Civilian Labor Foree - thous.

onfarm Employment- thous. 796
Total Employed - thous. Manufacturing 201 202 219 =
Total Unemployed ~ thous. 131 88 +42 Construetion 39 40 42 =
Unemployment Rate - % SA 12.7 13.4 9.6 Trade 163 163 165 s
Insured Unemployment - thous. N.A. N.A. N.A. Government 184 184 187 =
Insured Unempl. Rate - % N.A. N.A. N.A. Services 122 122 122
Mfg. Avg. Wkly. Hours 39.3 39.6 39.0 1 Fin., Ins., & Real Est. 33 33
Wi Earn. - § + 5 Trans. Com. & Pub. Util 41 41

Civilian Labor Force - th

5 Nonfarm Employment- thous. 1,700 1,706 1,748 =53

Total Employed - thous. 1,924 2 Manufacturing 468 470 503 R
Total Unemployed - thous. 243 +31 Construction 80 82 79 #e L
Unemployment Rate - % SA 12.2 10. Trade 365 364 376 k)
Insured Unemployment - thous. N.A. N.A., Government 296 295 304 =43
Insured Unempl. Rate - % N.A. N.A. Services 323 326 313 +3
Mfg. Avg. Wkly. Hours 39.6 39.1 39.8 =ik Fin., Ins., & Real Est. 76 76 77 =1
Mfg. Avg. Wkly. Earn. - § 287 282 272 + 6 Trans. Com. & Pub. Util 81 82 86 =6

Notes: All labor force data are from Bureau of Labor Statistics reports supplied by state agencies.
Only the unemployment rate data are seasonally adjusted.
The Southeast data represent the total of the six states.
The annual percent change calculation is based on the most recent data over prior year.
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__1| CONSTRUCTION

NOV
1982

12-month Cumulative Rate

Nonresndentla uﬂdmg Permi
Total Nonresidential

Industrial Bldgs. 5,329
Offices 11,931
Stores 5,131
Hospitals 1,775
Schools 800

Nonresidential Building Permits -~ $ Mil.

Total Nonresidential 6,262
Industrial Bldgs. 719
Offices 1,343
Stores 951
Hospitals 282
Schools 82

‘Nonresidential Building Permits g
Total Nonresidential 392

Industrial Bldgs. 81
Offices 60
Stores 62
Hospitals 23
Schools 8

Nonresidential Building Permits

Total Nonresidential 3,135
Industrial Bldgs. 367
Offices 640
Stores 508
Hospitals 144
Schools 18

‘Nonresidential Building Permits

Total Nonresidential 980
Industrial Bldgs. 135
Offices 222
Stores 90
Hospitals 34
Schools 19

Nonresidential Building Permits - $ %
Total Nonresidential 938

Industrial Bldgs. 87
Offices 296
Stores 147
Hospitals 29
Schools 24

residential Building Permits -

Total Nonresidential 157
Industrial Bldgs. 14
Offices 18
Stores 35
Hospitals 5
Schools 3

Nonresidentia ing b 1

Total Nonresidential 659
Industrial Bldgs. 34
Offices 106
Stores 108
Hospitals 38
Schools 10

Data supplied by the U. S. Bureau of the Census, Housing Units Authorized By Building Permits and Public Contracts, C-40.

OoCT
1982

45,545
5,302
12,215
5,205
1,760
807

6,204
713
1,344
955
269
82

3,090
359
650
506
130

19

983
144
226
89
27
18

924
79
297
150
28
24

NOV
1981

52,495
7,090
14,924
6,513
1,395
758

7,483
769
1,398
1,147
264
74

4,281
387
627
661
142

23

1,068
186
263
123

21
27

891
69
304
134
48
13

181

ANN

CHG

-13
-25
-21
=21
+27
+ 6

-16
SO
=4
=17
< f
+11

=8
27
-16
=27
+62
-30

-13
-18
=57
=3
-50
+200

+2
-47
= 1
-14
+124
+100

den lding Perm
Value - $ Mil
Residential Permits - Thous.
Single-family units
Multi-family units
Total Building Permits
Value - $ Mil

esidential Bui

Value - $ Mil

Residential Permits - Thous.
Single-family units
Multi-family units

Total Building Permits

Value - $ Mil

11

Residential Building Permits
Value - $ Mil

Residential Permits - Thous.
Single-family units
Multi-family units

Total Building Permits

Value - $ Mil

Residential Building Permits
Value - $ Mil

Residential Permits - Thous.
Single-family units
Multi-family units

Total Building Permits

Value - $ Mil

Residential Building Permits
Value - $ Mil

Residential Permits - Thous.
Single-family units
Multi-family units

Total Building Permits

Value - $ Mil

Residential Building Permits
Value - $ MilL

Residential Permits - Thous.
Single-family units
Multi-family units

Total Building Permits

Value - $ Mil

Residential Building Permits
Value - $ Mil

Residential Permits - Thous.
Single-family units
Multi-family units

Total Building Permits

Value - $ Mil

Value - $ MilL

Residential Permits - Thous.
Single-family units
Multi-family units

Total Building Permits
Value - $ Mil

NOV
1982

38,212

518.4
429.0

83,672

6,867

105.7
83.8

13,129

629

4,077

54.4
50.3

7,211

1,300

25.1
12.0

2,280

324

1,108

OCT
1982

36,804

493.3
417.1

82,349

6,693

100.5
83.4

12,897

618

4,015

52.0
50.3

7,105

1,243

23.8
12.0

2,227

6.9
6.8

1,091

NOV
1981

41,363

575.8
424.4

93,858

8,526

123.5
106.7

16,022

738

5,995

74.6
77.9

10,276

1,065

Nonresidential data excludes the cost of construction for publicly owned buildings. The southeast data represent the total of

the six states.
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The annual percent change calculation is based on the most recent month over prior year.
Dodge construction contracts has been discontinued.

Publication of F. W.

ANN
%
CHG

+ 8

=9
+55
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GENERAL .,

ANN ANN. ;
LATEST CURR. PREV, YEAR % DEC NOV (R) DEC % |
DATA PERIOD PERIOD AGO CHG. 1982 1982 1981 CHG. |
) "
Personal Income Agriculture g
($bil. - SAAR) 3Q 2,584.9 2,541.5 2,447.6 + 6 Prices Rec'd by Farmers ?‘
Taxable Sales - $bil N.A. N.A. N.A. Index (1977=100) 127 129 128 =18
Plane Pass. Arr. 000's N.A. N.A. N.A. Broiler Placements (thous.) 79,861 75,276 77,942 +.2 I
Petroleum Prod. (thous.) DEC 8,619.8 8,637.5 8,607.6 +0 Calf Prices ($ per ewt.) 58.30 58.20 57.70 +18
Consumer Price Index Broiler Prices (¢ per Ib.) 24.3 24.5 24.6 il ?
1967=100 DEC 281.5 Soybean Prices ($ per bu.) 5.45 5.34 6.00 =3
Kilowatt Hours - mi 183.6 Broiler Feed Cost ($ pe ) 201 198 418
JOUTHEA X &
Personal Income Agriculture
($bil. - SAAR) 3Q 307.4 301.8 289.3 + 6 Prices Rec'd by Farmers
Taxable Sales - $ bil N.A. N.A. N.A. Index (1977=100) 114 114 114 0
Plane Pass. Arr. 000's OCT 3,763.6  3,268.7 3,821.9 -2 Broiler Placements (thous.) 30,752 28,231 29,733 +3
Petroleum Prod. (thous.) DEC 1,382.0 1,384,5 1,408.1 -2 Calf Prices ($ per cwt.) 55.17 53.25 54.03 + 2 ?
Consumer Price Index Broiler Prices (¢ per Ib.) 24.1 23.9 23.5 + 3 |
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.56 5.45 6.16 -10 .3
34.8 33.8 31.4 Broiler Feed Cost ($ per ton) 189 7

Kilowatt Hours - mils. .

Personal Income

Agriculture (7
($bil. - SAAR) 3Q 33.8 33.6 32.8 .3 Farm Cash Receipts - $ mil
Taxable Sales - $ bil. OCT 22.5 21.7 21.3 + 6 (Dates: SEPT, SEPT) 1,354 - 1,388 =2
Plane Pass. Arr. 000's OCT 106.6 96.1 110.5 -4 Broiler Placements (thous.) 10,263 9,406 9,691 +-5
Petroleum Prod. (thous.) DEC 52.0 53.0 59.4 ~12 Calf Prices ($ per cwt.) 54.40 52.20 53.10 +2
Consumer Price Index Broiler Prices (¢ per 1b.) 24.0 23.5 223 7
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.52 5.41 6.18 =11 (
Kilowatt Hours - mils. Broiler Feed Cost ($ per ton) 197 8 3

Agrlculture R

($b11. ~ SAAR) 3Q 114.3 111.3 105.5 + 8 Farm Cash Receipts - $§ mil ?1
Taxable Sales - $ bil 66.7 66.6 66.7 0 (Dates: SEPT, SEPT) 3,176 " 3,042 + 4 #'
Plane Pass. Arr. 000's OCT 1,709.0 1,474.2 1,662.8 + 3 Broiler Placements (thous.) 1,863 1,852 2,007 -7
Petroleum Prod. (thous.) DEC 67.0 68.0 90.4 ~26 Calf Prices ($ per cwt.) 58.00 55.00 55.20 5 ’
Consumer Price Index - Miami NOV SEP NOV Broiler Prices (¢ per 1b.) 24.0 24.0 24.0 0

Nov. 1977 = 100 156.8 156.1 153.6 + 2 Soybean Prices ($ per bu.) 5.52 5.41 618  -11 §
Kilowatt Hours - mils. SEP WA t ($ F
Personal Income Agriculture ,

($bil. ~ SAAR) 3Q 53.3 52.5 50.6 +. 5 Farm Cash Receipts - $ mil
Taxable Sales - $ bil. 3Q 39.4 37.2 38.1 + 3 (Dates: SEPT, SEPT) 2,138 = 2,190 =2
Plane Pass. Arr. 000's OCT 1,493.4 1,294.0 1,586.4 =6 Broiler Placements (thous.) 12,338 11,307 12,162 + 18
Petroleum Prod. (thous.) N.A. N.A. N.A. Calf Prices (§ per cwt.) 51.50  49.80 50.10 + 38
Consumer Price Index - Atlanta DEC OCT DEC Broiler Prices (¢ per 1b.) 23.5 23.0 23.0 + 27
1967 = 100 296.1 297.8 282.2 + 5 Soybean Prices ($ per bu.) 5.44 5.31 5.96 =3

SEP Ba2 4.7 +17 Broiler Feed Cost ($ per ton) 185 181 194 ~:5 1

Kilowatt Hours - mils.

5.5

Personal Income Agriculture
($bil. - SAAR) 3Q 44.4 43.7 41.8 + 6 Farm Cash Receipts - $ mil
Taxable Sales - $ bil. N.A. N.A. N.A. (Dates: SEPT, SEPT) 838 s 918
Plane Pass. Arr. 000's OCT 271.0 234.5 276.4 =2 Broiler Placements (thous.) N.A. N.A. N.A.
Petroleum Prod. (thous.) DEC 1,173.0  1.1725. /1,184.3 +1 Calf Prices ($ per cwt.) 56.00 55.20 56,30
Consumer Price Index Broiler Prices (¢ per Ib.) 24.5 25.0 25.5
1967 = 100 N.A. N.A, N.A. Soybean Prices ($ per bu.) 5.65 . 6.24

Kilowatt Hours - mils. SEP 6.1 5.9 5.5 Broiler Feed Cost ($ 250

Personal Income

gr
($bil. -~ SAAR) 3Q 19.9 19.7 19.0 5 Farm Cash Receipts - $ mil
Taxable Sales - $ bil N.A. N.A. N.A. (Dates: SEPT, SEPT) 1,120 - 1,156
Plane Pass. Arr. 000's OCT 27.7 29.1 33.9 -18 Broiler Placements (thous.) 6,288 5,666 5,873
Petroleum Prod. (thous.) DEC 90.0 91.0 94.0 -4 Calf Prices ($ per cwt.) 58.20 58.20 55.60
Consumer Price Index Broiler Prices (¢ per 1b.) 25.5 26.0 25.5
1967 = 100 N.A. N.A. N.A. Soybean Prices ($ per bu.)

Kilowatt Ho

Personal Income

Agriculture

($biL. - SAAR) 3Q 41.7 41.0 39.6 ] Farm Cash Receipts -~ $ mil
Taxable Sales - $ bil. DEC 28.7 27.4 26.9 o7 (Dates: SEPT, SEPT) 1,041 = 997
Plane Pass. Arr. 000's OCT 156.0 140.8 151.9 3 Broiler Placements (thous.) N.A. N.A. N.A.
Petroleum Prod. (thous.) DEC N.A. N.A, N.A. Calf Prices ($ per cwt.) 52.40 51.50 52.70
Consumer Price Index Broiler Prices (¢ per 1b.) 23.5 23.5 22.0

1967 = 100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.58 5.53 6.08
Kilowatt Hours - mils, SEP 6.5 6.4 5.8 +12 Broiler Feed Cost er_ton 193 1 0
Notes:

Personal Income data supplied by U. S. Department of Commerce. Taxable Sales are reported as a 12-month cumulative total. Plane
Passenger Arrivals are collected from 26 airports. Petroleum Production data supplied by U. S. Bureau of Mines. Consumer Price
Index data supplied by Bureau of Labor Statisties. Agriculture data supplied by U. S. Department of Agriculture. Farm Cash
Receipts data are reported as cumulative for the calendar year through the month shown. Broiler placements are an average weekly
rate. The Southeast data represent the total of the six states. N.A. = not available. The annual percent change calculation is based
on most recent data over prior year. R = revised.
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