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The U.S. Economy 
in 1985 and Beyond 
Robert P. Forrestal 

Our economic destiny will be shaped over 
the long term by technology, demographic 
forces, and the evolution of a global 
economy. In a recent speech, the Atlanta 
Fed's president extolled America's newly 
hopeful attitude, which he believes will 
strengthen our future. 

M y message, though not w i thou t certain con-
cerns and caveats, is essentially hopeful . I wou ld 
l ike to discuss the economic out look for the 
remaining months of 1985, both for the nat ion 
and the Southeast and, more broadly, to examine 
the several factors that wi l l fundamenta l ly shape 
the longer te rm economic prospects. 

National Scene 
To assess this yeaKs out look, we first should 

review the economy's performance in 1984 and 
evaluate what the underlying condit ions portend 
for coming months. At the beginning of last year 
most economists, seriously doubting the recovery's 
strength and durabil i ty, pred ic ted rather modest 
GNP growth. In addi t ion, expectat ions were 
widespread that inf lat ion wou ld surpass that of 
1983. On the brighter side, many economists 
forecast that a decl ine in the exchange rate of the 
dollar wou ld improve somewhat our nation's 
international trade situation. Generally agreeing 
w i th this consensus out look, I projected that 
economic growth was l ikely to slow to around 5 
percent and that unemployment probably would 
hover at the 8 percent level, perhaps dropp ing to 
7 1/2 percent by year-end. In addition, I expected 
inflat ion to pick up to about 5 percent in 1984. 

Al though these project ions were not far off the 
mark, I was happy to have erred on the side of 
underest imat ing the enormous growth in GNP 
for 1984 whi le overest imat ing bo th inf lat ion and 
unemployment . Last year actually brought heady 
economic growth: the full-year growth rate was 
nearly 7 percent—the highest in over 30 y e a r s -
whi le inf lat ion remained more moderate than 
generally expected. This expansion was led by 
consumers, whose purchases of homes, cars, 
appliances, and a myriad of durables and non-
durables spurred businesses to increase production, 
expand their work forces, and bui ld inventories 
in anticipation of cont inued strong sales. Business 
investment, particularly in machinery and other 
equ ipment and, to a lesser extent, in new plants, 
also cont r ibu ted significantly t o the rebounds in 
manufactur ing and construction. 

Mr. Forrestal, president of the Federal Reserve Bank of 
Atlanta, has delivered these remarks recently in several 
forums. 
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W e f inished the year on a strong note. The 
annual growth rate of GN P revived to4.3 percent 
f rom the th i rd quarter's sluggish pace of 1.6 
percent Buoyed by cont inued growth of e m p l o y 
ment and personal income, consumers regained 
con f i dence and increased the i r spend ing 3.6 
percent in the four th quarter after essentially 
standing pat over the summer. Advances in 
consumer spending together w i th capital invest-
ment and government purchases he lped final 
sales rise almost 8 percent in the last three 
months of 1984 after decl in ing 1 percent in the 
th i rd quarter. Meanwhi le , inventories increased 
at only half the pace of the th i rd quarter. This 
combinat ion of higher sales and lower inventory 
accumulat ion enabled producers and retailers to 
adjust their stocks to more desired levels, thereby 
sett ing the stage for renewed growth in factory 
orders, industrial output , and e m p l o y m e n t 

Early estimates of the economy's performance 
in the first quarter of this year indicate growth at a 
s l o w e r pace t h a n in last year 's f i na l qua r te r . 
However, these prel iminary indicators should 
not be taken as signs of serious troubles. Some of 
the weakness in domest ic ou tpu t was related to 
the transitory inf luence of bad weather, some to 
the increased subst i tut ion of imports spurred by 
the strong dollar. Yet w e have not seen the kinds 
of economic imbalances that have presaged 
recessions in the past, and most fundamenta l 
sources of strength remain. 

Wh i le the economy was regaining m o m e n t u m 
late last year, inf lat ion cont inued to abate. Com-
pet i t ion f rom imports and oil price reduct ions 
earlier in the year accounted for much of this 
year-end decelerat ion in inflation. So far in 1985, 
most indicators show that the inf lat ion rate may 
have bo t tomed out. However, we do not expect 
a notable resurgence of prices to accompany the 
moderate real income growth we expect this 
year. 

Anticipated slower growth is a welcome change 
f rom last year's pace, which was so rapid in the 
first half that it threatened to reignite inflation. 
Healthy monetary growth and the nearly com-
plete inventory correct ion have laid the ground-
work for economic expansion in the coming 
months. Consumer purchases, investment by 
businesses, and expenditures by the government 
all should contr ibute to making 1985 a good 

year, w i th real GNP probably advancing around 
V h percen t 

Consumer spending l ikely wi l l remain vigorous 
since personal income and employment cont inue 
to strengthen. However, growth is unl ikely to 
match 1984's performance. Last year's sharp 
gains in consumer purchases largely resulted 
f rom demand that had accumulated dur ing t w o 
almost back-to-back recessions, and much of 
that deferred demand already has been m e t 
Business spending on capital goods should con-
t inue to support expansion in 1985, even though 
the growth rate of business inves tment like that 
of consumer spending, probably wi l l be slower 
than in 1984. Sustained growth of final demand 
should be suff icient to drive ongoing expansion 
in business investment this year. In addi t ion, 
business investment in inventories l ikely wi l l 
rebound somewhat, fo l lowing the sharp decel-
eration in the four th quarter of 1984 and the 
improvement in final sales. 

A major source of short-term strength is highly 
st imulat ive fiscal policy. Defense expendi tures 
in particular should help maintain substantial 
m o m e n t u m in the nation's factories despite 
some possible spending cuts. Recent monetary 
growth, especially of M1, has helped reduce 
interest rates, which also should encourage eco-
nomic expansion in 1985. N e w data suggest that 
reduced credit costs are sparking improvement 
in the home bui ld ingsegment. Again, since much 
of the pent -up demand for housing has been 
fil led, we cannot expect a return to the booming 
single-family construct ion that we saw in the 
recovery stage. 

Of course, some potent ial problems loom and 
certain economic sectors are less likely to be 
sources of expansion this year. Perhaps the 
foremost area of cont inu ing weakness is the 
international sector. The dollar's persistently high 
exchange value and slower recovery abroad 
have sapped considerable strength f rom Ameri-
can farming and manufacturing. Producers of 
textiles, apparel, lumber, and other import-sensitive 
goods exper ienced lackluster growth in 1984, 
and their condi t ion probably wi l l not improve in 
1985. In addit ion, industries that depend heavily 
on exports, such as agriculture and machine 
tools, cannot hope for much stimulus from foreign 
demand. In contrast to recent business cycles, in 

FEDERAL RESERVE BANK O F ATLANTA 5 

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



wh ich construct ion and capital investment were 
burdened by high real interest rates, foreign 
t rade has suffered most in this business cycle. In 
1984, capital spending and residential bui ld ing 
proceeded apace despite high real interest rates, 
but the year's merchandise trade deficit including 
insurance and freight tota led over $123 bill ion, 
far higher than 1983's record shortfall of $69 
bil l ion. The ou t look for a decl ine in the value of 
the dollar still is uncertain even in light of 
declines in March. Despite narrowing interest 
rate differentials and large trade deficits, the 
t rade-weighted index of the dollar rose con-
siderably this year before the decl ine that began 
in late February. Even if the dollar cont inues to 
decline, it wi l l take t ime to have a substantial 
effect on trade patterns. 

A second potent ia l ly dampen ing factor to 
economic expansion is tax policy. Uncertainty 
about possible tax changes may persuade busi-
nesses to defer p lanned investment, particularly 

economic expansion. However, because many 
state economies tend to concentrate along lines 
of local comparative advantage, various strengths 
and weaknesses that affect the national economy 
may have a more p ronounced impact in certain 
areas. For example, defense spending wi l l be 
particularly important to many southeastern states 
where defense-related manufactur ing of elec-
tronics and transportat ion equ ipmen t is a major 
industry. Cont inu ing healthy growth of auto sales 
also augurs wel l for car assembly plants in this 
region. Finally, a steady populat ion influx should 
help many southeastern states, especially Florida 
and Georgia, ou tper fo rm national averages by 
sustaining the need for new homes, apartments, 
and off ice buildings as wel l as boost ing demand 
for business and personal services. 

Agriculture, a sector of substantial impor tance 
to many parts of the Southeast, faces another 
troubled year. Weak foreign sales have contributed 
to price-depressing surpluses in domestic markets. 

"On the whole, most [southeastern] residents should 
enjoy a year of economic prosperity at least as good as 

that experienced by the rest of the nation." 

in the near term, unti l more is known. O n the 
other hand, investment cou ld increase as busi-
nesses rush to take advantage of current tax 
incentives before they are rescinded. 

Because of the l ikel ihood of slower growth in 
consumer spending and business investment, 
unemp loyment probably wi l l decl ine much less 
th isyear than in 1984, but I am qu i te hopefu l that 
it wi l l fall be low the 7 percent mark. Import 
compet i t ion, lower oi l prices, and bount i fu l har-
vests should hold price increases to 3 1/2 to 4 
pe rcen t close to recent trends. Overall, I look for 
respectable economic growth consonant w i th 
this stage of an expansion. 

Outlook for the Southeast 
Southeastern businesses and workers likely 

wi l l share the fruits of this cont inu ing national 

Low prices for many crops and l ivestock along 
w i th historically high real interest rates make it 
d i f f icul t for f inancial ly t roub led farmers to im-
prove their credit situation, and no substantial 
change appears in the offing. The unusually high 
exchange rate of the dollar l ikewise is aggravating 
problems in the Southeast's energy sector by 
making its products more expensive in wor ld 
markets, and is intensify ing foreign compet i t ion 
faced by the region's steel producers. Moreover, 
many southeastern states also have a large con-
centrat ion of text i le and apparel industries that 
have been hard hit by imports, whose prices are 
d iscounted by the current value of the dollar. 
Notwi thstanding probable weaknesses in some 
aspects of t he Southeast's economy, on the 
who le most of its residents should enjoy a year of 
economic prosperi ty at least as good as that 
exper ienced by the rest of the nation. 
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Intermediate Range Problems 
Overall, I am opt imist ic about the economic 

future, but see some weak areas that wil l demand 
change in the next few years. A m o n g these are 
inflation, unemployment the deficit, real interest 
rates, and internat ional trade. The rate of price 
increases decelerated dramatical ly in the early 
1980s and has remained a moderate 4 percent 
despi te last year's rapid economic growth. None-
theless, i i t t le more than a decade ago 4 percent 
was considered suff iciently high to warrant the 
imposi t ion of wage and price controls. Clearly, 
we have room for more improvement on this 
f r on t 

Similarly, because of progress toward reducing 
the unemp loymen t rate f rom double-dig i t levels, 
w e can feel enormous satisfaction w i t h our 
economy's capacity to rebound. Still, the current 
jobless level falls short of the ful l emp loymen t to 
wh ich our nat ion has been commi t ted since the 

business costs generally and discouraging invest-
m e n t Consumer demand for houses, autos, 
appliances, and home furnishings also is dampened 
in such an env i r onmen t Defici t prob lems affect 
the internat ional sector as we l l because high real 
U.S. rates make dollar-denominated investments 
more attractive to foreigners. The higher return 
from holding dollars raises our currency's exchange 
rate. This in tu rn u l t imately worsens our trade 
def ici t by raising prices foreigners must pay for 
expor ted U.S. goods and lower ing prices Ameri-
cans pay for imports. 

Addit ional ly, a cont inuat ion of the current 
international t rade imbalance is encouraging a 
resurgence of protect ionism. Understandably, 
some firms wou ld we lcome such measures to 
help t hem ride out what is generally v iewed as an 
abnormal exchange rate situation. However, pro-
tect ionism tends loosely to adhere to Newton 's 
Third Law act ion by one country usually is 
fo l lowed by countermeasures in other countries. 

"I am optimistic about the economic future, but see 
some weak areas . . .: inflation, unemployment, the 
deficit, real interest rates, and international trade." 

end of W o r l d War II. Moreover, unemp loyment 
in many industries and areas remains much 
higher than the national average. W e certainly 
must strive to lessen the human suffering and 
unreal ized economic potent ia l impl ied by these 
statistics. 

A th i rd mid-range prob lem is the huge federal 
budget de f i c i t wh ich the Congress and the 
administrat ion now are striving to reduce. As 
macroeconomic growth moderates and the def-
icit increases in absolute terms, th roughout 1985 
the federal budget def ic i t is l ikely t o remain 
around 3 1/2 to 4 percent of GNP, even if 
adjusted to the level that cou ld be expected w i th 
full e m p l o y m e n t This share compares w i t h an 
average of about 1 percent since the mid-1960s. 

Large federal budget deficits are ext remely 
t roubl ing because they tend to exert upward 
pressure on real interest rates, thus increasing 

It may take years of negotiations to reestablish 
the degree of free trade that prevai led at the 
outset, even when protect ionist policies are 
conceived as inter im measures. Furthermore, by 
curtai l ing incentives for innovation, improve-
ments, and necessary reforms, protect ionism 
ul t imately weakens the very businesses and 
workers it purports to shield. 

If app l ied today, protect ionism could snuff ou t 
the weak economic recovery in many developing 
countr ies by reducing their access to Amer ican 
markets, e l iminat ing a major source of what 
l imi ted growth they have achieved. Many of 
these countr ies are heavily indebted, and whi le 
defaul t by a th i rd-wor ld nat ion is highly unlikely, 
the prob lem of deb t in less deve loped countries 
is a serious and long-lasting one. The issue 
requires cont inu ing surveil lance and careful con-
sideration as w e fashion or mod i fy policies to 
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correct domest ic economic problems and pro-
mote growth in the Uni ted States. 

Longer Term Outlook 
Accurately project ing how the economy wi l l 

fare in the longer run, say, to the end of the 
century, is far more d i f f i cu l t Nonetheless we can 
ident i fy the fundamenta l forces of strength and 
weakness as wel l as broad changes that seem to 
be occurr ing in the structure of the economy. In 
my judgment at least three critical environmental 
factors that wi l l shape our economic destiny for 
years to come are at work in our society: tech-
nology, demographic changes, and the evolut ion 
of a global economy. 

W h e n in another 50 years historians and other 
observers look back to the era of the 1980s, they 
no doubt will compare our technological revolution 
to the industrial revolut ion of the 1800s. Even 
though w e are growing accustomed to our new 
technology and even taking it for granted, the 
fact remains that we are living through a miraculous 
t ime in terms of technological breakthroughs— 

Dur ing the last recession, Amer ican businesses 
relearned the impor tance of investing in tech-
nologically advanced equ ipmen t and methods 
in order to compe te in the global marketplace. 
W e have not yet felt the ful l effect of that 
investment. Productivi ty grew about 2.5 percent 
last year, somewhat above the postwar average 
rate for the second year of an expansion. The 
longer term challenge wi l l be to f ind ways to 
foster greater product iv i ty gains, especially in the 
services part of t he economy. This sector, which 
is l ikely to provide a vast por t ion of the new jobs 
in the future, historically has been less amenable 
than manufactur ing to the improvement of pro-
duct iv i ty through technology. 

Demographic changes—the "graying" of the 
populat ion and matur ing of the postwar baby-
boom generation—constitute a second environ-
mental factor that wi l l affect us and our policies. 
The aging of our popula t ion has pro found impli-
cations for the way in wh ich we structure our 
work force, re t i rement Social Security, health 
care and del ivery systems. Absorpt ion of the 
" b a b y boomers" into the labor force is virtually 

"At least three critical environmental factors . . .will 
shape our economic destiny for years to come . . 

technology, demographic changes, and the evolution of 
a global economy." 

space explorat ion, computer izat ion, and minia-
turization, t o say noth ing of medical and surgical 
advances such as the mechanical hear t These 
are truly wonder fu l deve lopments that wi l l en-
rich the lives of people everywhere. 

In economic terms, the appl icat ion of new 
technology generally results in higher productivity 
and greater economic growth in the aggregate. 
The Un i ted States tradit ional ly has been a tech-
nological leader. Experiences of the last t w o 
decades have made us forget that terms like 
" ingenu i ty " and " innova t ion" are virtually sy-
nonymous w i th America and that technological 
leadership is related fundamenta l ly to our polit i-
cal and economic leadership among nations. 

complete, and so f inding entry-level jobs should 
become less di f f icul t than over the last decade 
and a half. As the postwar generation passes 
through its peak spending period, demand for all 
sorts of consumer goods should be vigorous. 
Productivi ty also should rise as exper ienced 
workers, who tend to be more productive, occupy 
a growing propor t ion of the nation's work force. 
Since the number of students now enter ing 
school is generally less than w h e n baby boomers 
predominated in the education system, the need 
to invest in facilities should abate. That wi l l free 
up a larger share of publ ic funds for improv ing 
the qual i ty of education, a t rend that should 
magnify the expected product iv i ty gains. 
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The evolut ion of a truly global market economy 
is a th i rd envi ronmenta l factor affect ing the 
longer te rm out look. Clearly, the Uni ted States 
no longer buys and sells only w i th in its o w n 
borders, which obviously implies that our industry 
and business must learn to compete more effec-
t ively w i th foreign producers. A l though w e of ten 
berate ourselves about our performance relative 
to other economies, the U.S. manufactur ing 
sector is far more innovat ive than some wou ld 
have us believe, and it holds the potent ia l for 
significant product iv i ty advances. And I f i rmly 
bel ieve that Amer ican management is as good as, 
if not bet ter than, management anywhere in the 
world. That is not t o ignore our weaknesses. W e 
need to improve our product iv i ty and the qual i ty 
of our goods and services to compete more 
successfully in wor ld markets. 

A recent report of the Commit tee for Economic 
Deve lopment noted that one way to raise our 

v product iv i ty and product qual i ty is to remove 
unnecessary government barriers and regulations, 
thus a l lowing free market forces to work in our 
economy. This a pol i te way of saying, " L e f s get 

private sector, if the publ ic sector is d iminished, 
market forces wi l l hone our compet i t ive edge 
and thereby enhance our posit ion in wor ld 
markets. 

Finally, let me add one other env i ronmenta l 
factor. It seems that w e are emerging f rom a 
per iod of deep negativism in our country into a 
far healthier att i tude of hope and positive thinking. 
Dur ing the 1970s our nat ion underwent massive 
changes, such as the oi l-price shock fo l lowing the 
format ion of OPEC and the imp lementa t ion of 
regulations designed to assure safety in our 
products, workplaces, and env i ronmen t In ad-
dit ion, the m o m e n t u m of far-reaching social 
change begun in the 1960s cont inued into the 
1970s. Once barriers to racial and sexual equal i ty 
began to disappear, society started to address 
more subtle and persistent vestiges of inequality. 
In this env i ronment of p ro found social, polit ical, 
and economic change Americans quest ioned 
and cr i t ic ized some of the fundamenta l aspects 
of our culture. 

The changes that occurred over the past de-
cades exacted a considerable toll, although future 

"We are growing more upbeat about ourselves and 
more adaptable to the economic realities of the 1980s, 

particularly the implications of global competition." 

the government off our backs." For evidence that 
this is the right approach, we need only compare 
our nation's economic performance dur ing the 
recovery w i th that of many deve loped and de-
veloping countries. Too frequent ly, their growth 
has been stif led by the un in tended effects of a 
large public sector on the economy and on adapt-
ability to change Cradle-to-grave welfare systems 
are l imi t ing economic recovery in Europe and 
perpetuat ing high unemp loymen t rates. In less 
deve loped countries, measures such as price 
regulations on certain basic goods are distort ing 
their economies, bloat ing their underground 
sectors, and generally retarding their develop-
m e n t If our government wi l l retreat f rom the 

generations probably wi l l thank us for most of 
the decisions w e made. W i t h the pains of this 
transit ion essentially beh ind us, I bel ieve that 
people are becoming more posit ive about our 
nation's performance, economical ly and in other 
spheres. I am grateful that w e are growing more 
upbeat about ourselves and more adaptable to 
the economic realities of the 1980s, particularly 
the impl icat ions of global compet i t ion. 

Still, w e must nourish this sensitive, renewed 
faith in our nation's institutions. As an open and 
free society we are of ten our own severest critic 
and so it is natural that bad news crowds out 
good news f rom the headlines. Wh i le keeping 
this in mind, we also must focus on the substance 
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of news reports and on the under ly ing forces at 
work in our economy and our nation. Otherwise, 
w e may lose the compet i t ive edge that comes 
w i th we l l - founded self-confidence. 

Policy Implications 
In light of these envi ronmenta l forces in our 

economy, I wou ld offer the fol lowing prescriptions 
for sustainable, noninf lat ionary growth through 
the end of the century: (1) take advantage of new 
technology and improve product iv i ty; (2) invest 
in human capital through wel l -chosen policies 
designed to improve the qual i ty of educat ion 
and the work ing environment" and, most im-
portantly, (3) reduce the federal budget def ic i t 
over the next five years so that fiscal and monetary 
policies work together more effect ively toward 
stable economic growth. Future generations can-
not pay the price for our failure to keep our fiscal 
house in order. 

Let me conc lude where I began. This wi l l be a 
year of good economic growth, w i t h relatively 
low inf lat ion and decl in ing u n e m p l o y m e n t Of 
course, there always wi l l be dangers and uncer-
tainties, and when you add to those I previously 
ment ioned other problems such as the M idd le 
East, Central America, arms control, terrorism— 
and the list goes on and on—it is obvious that we 
live in a perilous and di f f icul t wor ld. But I am an 
optimist, and I th ink we opt imists have proven 
over t ime to be the realists. This country always 
has been strong, proud, and progress-oriented, 
wi th a deep-seated belief that today is bet ter 
than yesterday and tomor row wi l l be better still. 
W e are at the threshold of a new world, bu t we 
are also at a crossroads. If we can solve our 
problems, w e have an oppor tun i ty to create an 
economy and a society that wi l l provide un-
paralleled prosperity for ourselves and our suc-
cessors in the years ahead. W e can succeed if w e 
have the w isdom and the wi l l to d o i t I f i rmly 
believe w e can. 

1 0 APRIL 1985, E C O N O M I C R E V I E W 

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



Federal Reserve Bank 
of Atlanta 
1984 Annual Report 

This n e w pub l i ca t ion detai ls the Federal Reserve 
Bank of At lanta's central bank ing opera t ions dur ing 
1984 and spells o u t t he Bank's corpora te ph i losophy, 
part icular ly in terms of its c o m m i t m e n t t o h igh-qual i ty 
service. The report explains the At lanta Fed's responsi-
bi l i t ies t o f inancia l inst i tut ions and the i r customers in 
its six-state southeastern District as wel l as its dedicat ion 
to help ing formulate national monetary policy. A special 
sect ion discusses t he e c o n o m i c ou t l ook for t he region 
wh i l e ano ther part of the repor t highl ights t h e com-
mun i t y i nvo l vemen t of bo th t he Bank and its ind iv idua l 
staff members . 

For single or mu l t i p l e copies of t he 1984 r e p o r t 
c o m p l e t e t he f o r m b e l o w and send it to: In fo rmat ion 
Center , Federal Reserve Bank of A t l an ta PO. Box 
1731, At lanta, Georgia 30301-1731 ; or p h o n e (404) 
521-8788. Copies of the 1983 report also are avai lable 

Please send a copy of the 1984 annual report (1983 as well ? ) 

Name 
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Affiliated 
Bank 

Capital 
Larry D. Wall 

Banks play a crucial role in the economy and their deposits are federally insured. Yet 
new capital guidelines issued to ensure their soundness have raised questions about 

the relationship between banks and their parent holding companies 

Since the late 1970s, the safety and soundness of 
banking organizations has generated growing 
concern. Banks have felt mount ing pressures as 
the barriers to compet i t i on toppled, as the do-
mestic economy shi f ted toward disinf lat ion— 
thereby increasing loan riskiness—and as the 
number of bank failures soared to post-Depression 
records. Furthermore, a pro longed slide in the 
capital ization ratios of many banking organi-
zations suggested their f inancial weaknesses at a 
t ime w h e n they needed strength. 

Federal regulatory agencies have demonstrated 
their concern about bank safety by placing a new 
emphasis on capital ratios. In 1981 the agencies 
announced numerical capital adequacy guide-
lines in order to reverse the ratios' decline. 
Congress af f i rmed this measure in November 
1983 when, in the context of the Internat ional 
Lending Supervision Act, it instructed the federal 
bank regulatory agencies to "cause banking insti-
tut ions to achieve and maintain adequate capital 
by establishing m in imum levels of capital for 
. . . such institutions and by such other methods as 
the appropr iate federal banking agency deems 
appropriate."1 

One prob lem bank regulatory agencies face in 
deve lop ing capital standards is how they should 

The author is an economist on the Research Departments 
financial institutions and payments research team. 

treat bank ho ld ing companies (BHCs), organi-
zations that control one or more commercia l 
banks. Should the capital adequacy guidelines 
apply to the subsidiary, or affil iated, banks, the 
BHCs, or both? And if both, should the numerical 
targets be similar for subsidiary banks and BHCs 
or should stricter guidelines apply to one of them? 
Currently, similar numer ic guidelines apply to 
both; however, two of the three federal regulatory 
agencies have indicated that higher capital ratios 
may be appropr iate for banks than for BHCs in 
some circumstances. The Federal Deposi t In-
surance Corporat ion (FDIC) has suggested that 
all banks be required to issue addi t ional subordi-
nated debt, whi le it expl ic i t ly rejected a com-
parable requi rement for BHCs. The Off ice of the 
Comptro l ler of the Currency (OCC) recently 
ordered t w o banks—but no t their BHCs, wh ich it 
does not regulate—to increase their pr imary 
capital (equi ty capital, loan loss reserves, and 
mandatory convert ib le debt items). 

Fol lowing a brief history of capital adequacy 
regulation, this study examines t w o questions 
associated w i th regulating aff i l iated bank capital 
positions: Should capital adequacy guidelines be 
imposed on banking organizations? Should stricter 
capital adequacy guidelines be imposed on affili-
ated banks than on their BHCs? 

The analysis that fol lows suggests a number of 
conclusions. Bank capital protects the money 
supply and the FDIC, and so regulators must 
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ensure that bo th banks and BHCs maintain 
adequate capital. The capital of aff i l iated banks is 
regulated because they accept deposits insured 
by the FDIC; the capital of BHCs is regulated 
because their f inancial cond i t ion can affect sub-
sidiary banks. Stricter regulation of BHCs than 
banks may be appropr iate for provid ing greater 
capital adequacy w i thou t creating incentives to 
spin off activities. But, judg ing f rom our analysis, 
stricter regulation of banks may weaken them by 
p rompt ing the parent BHC to shift activit ies f rom 
the bank to its nonbank affiliates. 

Capital Standards 
Bank supervisors' concern about capital has 

been traced by Yair E. Orgler and Benjamin 
Wo l kow i t z (1976) back to the beginning of this 
century. The early rule of thumb—that the capital 
to total deposits ratio should be 10 percent or 
more—began fading in the late 1930s, and since 
then a variety of capital standards have been 
imposed. Unt i l very recently, the three federal 
bank regulatory agencies ( the FDIC, the Federal 
Reserve, and the Office of the Comptroller of the 
Currency) have hesitated to set explicit numerical 
standards fo r j udg ing bank capital. Alan J. Marcus 
(1983) contends that dur ing the 1970s the 
regulatory authorit ies evaluated individual banks 
relative to their peers rather than to some absolute 
standard. Consequent ly, wh i le they kept insti-
tutions from reducing capital substantially below 
their peers, regulators did not prevent the banking 
system as a who le from reducing capital. 

In December 1981 the regulatory agencies 
announced numerical capital adequacy g u i d e 
lines. The FDIC set a c o m m o n standard for all the 
banks it supervises, requir ing a bank to submit 
an acceptable comprehensive capital plan if its 
equi ty capital t o assets ratio fell be low 6 percen t 
If the ratio declines be low the m i n i m u m accept-
able level of 5 percent, the FDIC insists that the 
bank present a plan p rompt l y to raise its capital 
to that level. 

Also in 1981, the OCC and the Federal Reseive 
Board of Governors announced a jo in t plan for all 
national banks and state member banks. Bank 
ho ld ing companies were given capital guidelines 
by the Federal Reserve early in 1982. The g u i d e 
lines drew on t w o measures of bank capital: 
pr imary capital, consisting of the organization's 
permanent equity capital, mandatory convert ible 
debt items, and loan loss reserves; and secondary 

capital, de f ined as pr imary capital plus subordi-
nated debt and l imi ted life preferred stock. 
Banking organizations fall into three size categories 
for the purposes of the capital adequacy g u i d e 
lines: multinational (as designated by the agencies; 
in practice, the largest 17 organizations), regional 
(all o ther organizations w i t h more than $1 bi l l ion 
in assets), and commun i t y (organizations w i th 
less than $1 bi l l ion in assets). The m in imum 
primary capital t o assets ratio was 6 percent for 
community organizations and 5 percent for regional 
organizations. The regulators' plan divides total 
capital ratios into three zones, w i th organizations 
in the lowest zone (zone 3) fal l ing be low the 
m i n i m u m total capital ratios of 6.5 percent for 
commun i t y organizations and 5.5 percent for 
regional organizations. Zone 3 organizations are 
requi red to submi t a plan for improv ing their 
capital. At first, no numerical standards were 
announced for mul t inat ional organizations; how-
ever, t he O C C and Federal Reserve Board con-
veyed that their capital ratios should improve, as 
they indeed did. In June 1983, the O C C and 
Board ex tended regional guidelines to mult i-
national organizations. 

A year later, the t w o agencies proposed to 
uni fy capital requirements of all banking organi-
zations by establishing a min imum primary capital 
t o assets ratio of 5.5 percen tand a m i n i m u m total 
capital t o assets ratio of 6 percen t This measure 
wou ld lower communi ty primary capital standards 
by0.5 percentand raise regional and multinational 
primary and total capital standards by 0.5 percent3 

The FDIC jo ined the OCC and the Federal 
Reserve in approv ing these plans earlier this 
year. 

Importance of Regulating Bank Capital 
Banks are treated di f ferent ly f rom other firms 

because they are vulnerable to runs on deposits. 
A bank run can damage the entire economy by 
precipitating a sharp reduction in monetary assets 
and disrupt ing the third-party payments mecha-
nism. For instance, U.S. banks operate under a 
fractional reserve system whereby the institutions 
hold only a small vo lume of reserves relative to 
total deposi t liabilities. But w h e n a depositor 
wi thdraws $1, that bank reserve converts into $1 
of currency and thus no longer can support 
addi t ional deposits. Accordingly, bank deposits, 
and therefore the money supply, shrink by more 
than $1. A bank run seriously intensifies these 
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consequences and may wreak havoc in financial 
markets. A clear example of this chain of events 
was the severe reduct ion in the money supply 
that preceded the Depression of the 1930s. 

A strong bank capital posi t ion can deter the 
start of bank runs, a l though once a run begins the 
level of capital probably is i r relevant The Board 
of Governors recently l isted significant funct ions 
of bank capital: "p rov id ing addi t ional protect ion 
against unforeseen losses, helping to maintain 
publ ic conf idence in particular inst i tut ions in the 
banking system, partially protect ing depositors 
f rom a threat of insolvency, and support ing 
reasonable growth of such insti tut ions."4 In 
addi t ion, adequate bank capital is impor tant to 
protect the FD IC If a failed bank's stockholders 
and subordinated debtholders cannot absorb all 

Banks should maintain at least as much capital 
as the private sector wou ld require if the govern-
ment d id not share in the risks of failure through 
deposi t insurance. The government should not 
absorb losses that wou ld be borne by equ i ty 
holders in the absence of insurance. In addi t ion 
to this m i n i m u m amount, an excel lent case can 
be made that banks should hold addi t ional 
capital to cover the losses to society from banking 
system failure. That is, banks should maintain an 
extra cushion of capital t o reduce the probabi l i ty 
of failures that cause a contract ion in monetary 
assets and d is rup t t he th i rd -par ty payments 
mechanism.7 

Deposit insurance reduces the level of capital 
required by the private sector.8 If government 
deposit insurance did not exist depositors wou ld 

"Banks should maintain an extra cushion of capital to 
reduce the probability of failures that cause a contraction 
in monetary assets and disrupt the third-party payments 

mechanism." 

losses, the FDIC wi l l lose money. Furthermore, 
increasing capital enlarges investors' stake in the 
bank's financial condi t ion and may make it more 
l ikely that they wi l l demand prudent manage-
m e n t Unfortunately, bank owners also stand to 
receive lower returns on their investments if the 
bank increases its capital ratios w i thou t making 
other changes. The owners may try t o offset 
lower returns by encouraging managers to invest 
in high risk/high return investments.5 The motives 
of a bank's subord inated debtholders are less 
compl ica ted because they cannot share in the 
greater profits generated by a high-risk bank. 
Potential investors in subordinated debt require 
that their risk p remium be propor t ionate to the 
riskiness of the bank, wh ich encourages a bank to 
be perceived as a low-risk insti tut ion. 

Given the obvious importance of capital, would 
banks not maintain adequate capital in the 
absence of regulation? Ideally, w e wou ld pursue 
this question by first discussing how much capital is 
sufficient. But because no wel l - founded, numeri-
cal est imate is available, we shall a t tempt to 
demonstrate theoretically that bank capital ratios 
would fall too low wi thout government regulation.6 

have to moni tor their bank's financial condi t ion 
because they might lose part or all of their 
deposits if it failed. If depositors bel ieved a bank 
was undercapital ized, they could demand a 
higher return on their deposits t o compensate 
for the greater risk or could move their funds to a 
less risky bank. But deposit insurance means that 
the FDIC bears most of the potent ia l loss of 
depositors, and so they have no reason to pres-
sure banking organizations to increase capital. 
This wou ld not be a prob lem if the FDIC based its 
insurance on banks' risk, but currently the agency 
does not have that power. Therefore, BHCs 
reduce capital to lower their tax burden, since 
interest payments on debt are tax deduct ib le but 
d iv idend payments to shareholders are n o t 

BHCs also might reduce their capital in this 
situation, as George Benston and Cl i f ford Smith 
(1976) suggested, by basing financial pol icy on 
the opt ions pricing model. They argue that bank 
owners cou ld v iew the i r bankassets as an opt ion: 
if the value of the assets exceeds the value of the 
liabilities, then the owners wi l l keep the bank; 
otherwise, the owners wi l l rel inquish the bank to 
its creditors and the FDIC. The value of this 

1 4 APRIL 1985, E C O N O M I C R E V I E W 

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



opt ion is positively associated wi th bank riskiness 
and leverage, but creditors wi l l resist increases in 
either. Extending Benston and Smith's mode l to 
inc lude deposi t insurance suggests that bank 
owners should decrease their capital as low as 
regulators and uninsured creditors wi l l allow. If 
the high risk/high return investments pay off, the 
owners take the profits. If the assets tu rn sour 
and the bank fails, uninsured creditors and the 
FDIC share the losses w i th the owners. 

Nei ther the argument concerning tax treat-
ment of deb t nor the opt ions pricing analysis was 
deve loped expl ic i t ly for the case of aff i l iated 
banks. The tax t reatment argument cannot be 
generalized to inc lude aff i l iated banks, because 
they can meet the regulatory demand for ad-
di t ional capital w i t hou t necessarily losing the tax 

Furthermore, BHCs recognize the need to main-
tain publ ic conf idence in their subsidiaries' vi-
ability. Robert A. Eisenbeis (1983) no ted that 
some BHCs wen t t o considerable t roub le to 
prevent failure even in real estate investment 
trusts (REITs) they sponsored but d id not own. 

W e can better explain why hold ing companies 
w o u l d seek to undercapital ize subsidiary banks 
by considering the effect of affiliated bank capital 
on the consol idated BHCs' profi tabi l i ty. Arno ld 
A Heggestad and John J. Mingo (1975) suggested 
that BHCs' investment in bank capital might 
reduce the ho ld ing companies' profits by re-
duc ing their f lexibi l i ty in al locat ing resources. 
John T. Rose and Samuel H. Talley (1984) argued 
that maximizat ion of consol idated BHC profits 
requires that the ho ld ing company be able to 

"Some BHCs would treat their banks as options if 
permitted, but most have strong incentives to maintain 

the long-term viability of subsidiary banks." 

benefi ts of d e b t W h e n an independent organi-
zation issues addi t ional equi ty capital t he stock 
must be sqld in the financial markets. This 
additional stock reduces the organization's leverage 
and, hence, the tax benefits of d e b t W h e n an 
aff i l iated bank issues addi t ional stock, it can 
issue the shares to its parent BHC. The parent 
company can f inance the purchase by issuing 
stock itself or it can issue addi t ional d e b t In the 
second case, then, the capital posi t ion of the 
consol idated BHC remains unchanged and the 
BHC retains the tax advantages of high leverage.9 

In contrast to the tax t reatment a rgumen t the 
opt ions argument does apply to aff i l iated banks 
since BHCs could treat them as options. But the 
opt ions argument fails to explain aff i l iated bank 
capital posit ions satisfactorily. Certainly, some 
BHCs w o u l d treat their banks as opt ions if 
permi t ted, bu t most have strong incentives to 
maintain the long-term viabi l i ty of subsidiary 
banks. If a BHC is perceived as regarding its bank 
as an opt ion, suppliers (e.g., providers of com-
puter services, employees, and so on) and cus-
tomers wi l l be reluctant t o make long-l ived 
investments that cou ld be lost if the bank failed. 

shift funds among its subsidiaries. Profits are 
maximized w h e n the marginal cost of funds, as 
we l l as the marginal return on investments, is 
equal across all subsidiaries. Match ing the t w o 
requires that a BHC raise funds in the subsidiary 
w i t h the lowest marginal cost of funds and 
transfer t hem to the subsidiary w i th the highest 
marginal cost of funds and the greatest return on 
its investments. 

A BHC's investment in bank capital reduces its 
abi l i ty to shift funds in order to maximize con-
solidated profits. In discussing various restrictions 
imposed on banks' transactions w i th their BHC 
affiliates, Larry D. Wal l (1984b) conc luded that 
the restrictions l imit banks' abi l i ty t o provide 
resources to their BHC affiliates. The net effect of 
the transactions on interaff i l iate restrictions is t o 
make BHC investment in bank equity a permanent 
commi tmen t of funds to the bank. Thus, t o 
maximize profits BHCs should min imize their 
investment in affiliated bank capital, which wou ld 
a l low t hem to preserve max imum f lexibi l i ty in 
resource allocation. 

Theory suggests that BHCs and aff i l iated banks 
wi l l maintain greater capital in the absence of 
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government deposi t insurance, wh ich does not 
base insurance premiums on risk. Though empiri-
cal studies do not prov ide direct support, they 
are consistent w i t h this theory, particularly w i th 
the impl icat ion that creditors current ly exercise 
no significant inf luence over BHC capital ratios. 

Studies of BHC capital posit ions generally 
have analyzed ei ther the risk premiums on BHC 
debt or the changes in capital ratios. For the most 
part, analyses of risk premiums have found that 
they are insensitive to the BHC's capital position.10 

Typically, such studies have focused on the 
largest BHCs, wh ich one might expect to be 
more a t tuned to market pressures since they rely 
heavily on uninsured liabilities.11 An analysis of 
changes in capital ratios since the 1981 guidelines 
also suggests that regulators rather than financial 
markets are the key determinant of bank capital 
positions. Larry D. Wal l and David R. Peterson 

suggests that BHCs' investment in aff i l iated bank 
capital (either through stock purchases or allow-
ing the bank to retain earnings) should be an 
inverse function of the subsidiary's current capital 
position. Lucille S. Mayne (1980a) noted that 
aff i l iated bank d iv idend payments are related 
negatively t o their current capital posit ion, and 
Larry D. Wal l (1983) had similar f indings for BHC 
equi ty capital injections, BHC purchases of affili-
ated bank subordinated debt, and aff i l iated bank 
d iv idend payments. 

A second theoret ical impl icat ion suppor ted by 
empir ical f indings is that the process of changing 
independent banks' capital posit ions wi l l d i f fer 
f rom that for aff i l iated banks. Disparit ies result 
because shareholders of independent banks 
strive to maximize the tax advantages of debt 
whi le BHCs strive to maximize their f lexibi l i ty in 
al locating resources. Two studies that compare 

"The need to maintain flexibility in resource allocation 
makes it likely that BHCs will try to minimize their 

investment in affiliated bank capital consistent with 
market or regulatory pressures." 

(1985) used a d isequi l ibr ium est imat ion pro-
cedure that classified banks according to whether 
their change in capital was determined by financial 
markets or by the regulators. They found that the 
regulators w ie lded far more inf luence than the 
financial markets, wi th approximately 90 percent 
of their sample of large BHCs fall ing into the 
regulatory group. 

The empir ical evidence as to whether aff i l iated 
banks maintain greater capital in the absence of 
deposit insurance is weaker than that for BHCs. 
However, it does support the theoretical implication 
that min imiz ingaf f i l ia ted banks' capital posit ions 
is impor tant to BHCs. The factors influencing 
independent banks' capital do not apply to all 
aff i l iated banks. Certainly, BHCs can realize the 
tax advantages of debt w i thou t min imiz ing affili-
ated bank capital, and not all BHCs wou ld treat 
banks as options. Nevertheless, the need to 
maintain f lexibi l i ty in resource al locat ion makes 
it l ikely that BHCs wi l l try t o min imize their 
investment in aff i l iated bank capital consistent 
w i th market or regulatory pressures. This in turn 

aff i l iated banks' d iv idend payments w i th the 
payments of independent banks support this 
impl icat ion. Employing a Chow test, Robert W. 
Kolb (1981) found that aff i l iated and indepen-
dent banks fo l low di f ferent d iv idend policies. 
Lucille S. Mayne (1980b) used a binary variable 
in a single equat ion f ramework to determine that 
aff i l iated banks pay signif icantly more dividends. 
Addit ional ly, in a study that examined only 
aff i l iated banks, Mayne (1980a) found that divi-
dends are in f luenced by their BHCs' doub le 
leverage ratio, a ratio not relevant t o indepen-
dents. Wal l (1983) conc luded that BHC capital 
inject ions into aff i l iated banks and aff i l iated 
bank d iv idend payments both are inf luenced by 
Federal Reserve pressure exerted dur ing the 
BHC acquisi t ion process (as proxied by the 
number of f irms acquired by the BHC). 

W e have explored three reasons why regulators 
stress bank capital adequacy: because banks 
hold an impor tant posit ion in the economy, 
because their capital reduces the FDIC's risk 
exposure, and because increased capital may 
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motivate a bank to reduce its risk exposure. In 
part, bank capital regulation is imposed as a 
subst i tute for the discipl ine depositors w o u l d 
provide were they not covered by deposit in-
surance, wh ich transfers most risk to the FDIC. 
Wi thou t pressure from depositors and regulators, 
BHCs w o u l d be likely to reduce their capital 
because they cou ld reap the tax advantages of 
debt and treat aff i l iated banks like options. 
Empirical evidence suggests the market is exer-
cising only an insignificant inf luence on BHC 
capital positions. Furthermore, even though BHCs 
can obta in the tax advantages of debt w i thou t 
reducing their affiliated banks' capital, they prob-
ably w o u l d reduce it in order to treat their banks 
like options and to maximize flexibility in resource 
allocation. Studies also f ind that BHCs try t o 
min imize their investment in bank capital con-
sistent w i th regulatory or market pressure, and 

aff i l iated banks, yet it may not be obl igated 
legally to do so. Wh i le most BHCs w o u l d not 
treat their subsidiary banks as options, the few 
that w o u l d do so could impose huge losses on 
the FDIC. 

Even if banking affiliates are protected by the 
guidelines, it is impor tant to safeguard the parent 
BHC's financial position. As was remarked above, 
BHCs have a stake in maintaining publ ic per-
cept ions of the viabi l i ty of all their subsidiaries, 
and somet imes have gone to great lengths to bail 
affil iates ou t of t rouble, as was the case w i t h 
some REITs. Samuel H. Talley (1976) argued that 
an overleveraged BHC could transmit problems 
to its banking affiliates in three ways. First, it may 
draw on the banks' resources through such 
means as requir ing them to pay larger dividends, 
make loans to the BHC's ail ing affiliates, or 
purchase the assets of a t roub led u n i t Talley d id 

"In part, bank capital regulation is imposed as a 
substitute for the discipline depositors would provide 

were they not covered by deposit insurance, which 
transfers most risk to the FDIC." 

that aff i l iated banks fo l low a di f ferent capital 
procedure f rom independents. 

Stricter Capital Guidelines 

The FDIC, OCC, and Federal Reserve Board 
capital adequacy guidelines are similar for banks 
and BHCs. However, the FDIC is considering 
placing stricter guidelines on all banks wh i le 
maintaining current BHC guidelines, which raises 
a fundamenta l quest ion—are capital guidelines 
needed for bo th aff i l iated banks and BHCs? 
Cou ld the object ives of capital regulation be 
achieved by regulating ei ther banks or BHCs, but 
not both? 

Requir ing BHCs alone to meet capital guide-
lines has not been seriously considered, because 
the transaction accounts and FDIC insured de-
posits are located in the aff i l iated bank. Thus, the 
pr imary reason for regulating BHCs is to protect 
the financial condi t ion of their banks. A strong 
BHC can partly offset weakness in one of its 

note, however, that legal restrictions already limit 
banks' abil i ty t o aid their parents or affiliates.12 

Two further ways an overleveraged hold ing com-
pany could transmit problems wou ld be if the 
BHC's failure destroyed market conf idence in 
the bank, or if the courts held a bank legally l iable 
for debts of the BHC. 

Wal l (1984b) discusses t w o more ways a BHC 
could undermine its affiliates. First, he notes that 
restrictions on bank d iv idend payments cou ld 
be overcome if the bank increased its earnings. 
But if a bank already operates at max imum 
efficiency, then the only way it can increase 
earnings is by taking greater risks. A weak BHC 
also could harm its aff i l iated banks if its nonbank 
affil iates provide essential services to the bank or 
the bank's customers. Loss of such services cou ld 
injure the bank's relat ionship w i th its customers 
or even damage its own operations. 

Bank regulators also have a direct interest in 
the f inancial condi t ion of BHCs. The FDIC is only 
obl igated to protect bank depositors; neverthe-
less, it has rescued at least t w o BHCs, First 
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Pennsylvania Corporat ion and Cont inental Illi-
nois Corporat ion. By provid ing capital assistance 
the FDIC safeguarded all creditors of the hold ing 
companies and a l lowed their shareholders to 
retain some interest in the banking organizations. 

Clearly, capital regulation should apply to both 
banks and ho ld ing companies. But is the FDIC 
correct in asserting that higher capital guidelines 
should apply to banks than to BHCs? Can a case 
be made that higher guidelines should apply to 
BHCs? Or should banks and BHCs face the same 
standards? 

One possible advantage of increasing bank 
but not BHC capital standards is that it might 
enable aff i l iated banks to achieve greater capital 
levels in a shorter period. If BHCs could raise 
short-term debt at a lower cost than new equi ty 
capital and subordinated debt, then they could 
"downs t ream" to their banks proceeds f rom 
these obligations as equi ty o rsubord ina ted debt. 
In a sense, hold ing companies cou ld have the 
best of both worlds: aff i l iated banks wou ld be 
better capitalized wi thout the parent BHC having 
to issue expensive equi ty or subordinated d e b t 

Unfortunately, this potent ial advantage is in 
large part illusory, for BHCs still must be able to 
service the debt they issue. Because banks are 
almost always a BHC's primary assets, the holding 
company of ten relies heavily on bank div idends 
to meet its obligations. If a BHC has di f f icul ty 
servicing its debt, in all l ike l ihood its problems 
wi l l spill over into its banks. 

Furthermore, imposing stricter regulations on 
aff i l iated banks could increase a BHCs reliance 
on its other affiliates. The regulatory capital 
guidelines are expressed in terms of the capital 
to assets ratio. Therefore, one way a BHC can 
achieve the required ratio whi le avoiding increased 
investment in aff i l iated bank capital is to shift 
some of the bank's operat ions into nonbank 
affiliates, thereby reducing the bank's assets. 
Capital regulation may not by itself p romp t BHCs 
to reorganize their banks, but in combinat ion 
w i th other regulatory factors it may be suff icient 
t o induce some real ignment Robert A. Eisenbeis 
(1983) po inted out that spinning off activit ies 
could well result in some customers being served 
by coord inated offerings of bo th the banking and 
nonbankingsubsidiar ies of a BHC. He stated that 
the net result of shift ing activities could be that 
bankingsubsidiar ies become more vulnerable to 
the risk-taking of their nonbank affiliates. 

The case for imposing higher capital standards 
on aff i l iated banks than on BHCs therefore is 
f lawed, but an argument can be made for the 
reverse. Suppose the regulatory agencies decide 
that substantially higher capital ratios are needed 
at BHCs and that if the same ratios are imposed 
on aff i l iated banks, BHCs likely wou ld spin off 
bank activities. If the higher guidelines are applied 
to BHCs alone, the pressure to shift activities 
wou ld not increase. This reasoning implies that 
aff i l iated banks—not all banks—should have 
lower capital ratios than BHCs. The guidelines for 
independent banks should equal those for BHCs 
in order to maintain compet i t ive equal i ty across 
di f ferent types of organizations. 

Conclusion 
In recent years, bank regulators have shown 

increasing concern about the capital adequacy 
of banking organizations. An issue that must be 
addressed in sett ing capital guidelines is the 
t reatment of bank ho ld ing companies. Should 
the guidelines apply to BHCs, to their aff i l iated 
banks, or t o both? Furthermore, if bo th are 
regulated, can stricter guidelines be appl ied to 
one type of organization? 

Our analysis suggests that capital regulations 
should apply to both aff i l iated banks and to their 
BHCs in order t o safeguard the money supply 
and the FDIC's insurance fund. Guidel ines are 
needed for aff i l iated banks to prevent some 
BHCs f rom treat ing their banks like options; that 
is, the hold ing company takes the profits f rom 
successful high risk/high return investments whi le 
leaving the FDIC to absorb most of the costs if 
investments fail. BHC capital regulation is necessary 
because the financial condi t ion of the parent 
organization can affect its subsidiary banks signifi-
cantly. 

The regulations imposed on subsidiary banks 
should be no more rigorous than those on the 
BHC—and perhaps they should be weaker. The 
potent ial advantage of imposing stricter capital 
regulation on aff i l iated banks is that they may be 
able to raise their capital faster than BHCs, since 
BHCs may downst ream their short-term deb t 
issues to aff i l iated banks as equi ty or subordi-
nated d e b t However, the advantage is relatively 
minor since the financial condi t ion of the BHC 
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inf luences that of its subsidiary banks. Further-
more, imposing m i n i m u m capital adequacy re-
qui rements on affi l iate banks wi l l tend to make 
them even more dependen t on their nonbank 
affiliates, because it creates incentives for banks 
to spin off activit ies to them. Imposing t ighter 
regulations on a BHC than on its banks, by 

contrast, could permi t increases in required BHC 
capital w i thou t encouraging banks to spin off 
activities. 

The author is grateful to Stephen Rhoades, Mary Rosenbaum, 
and David Whitehead for their comments and suggestions. 

NOTES 

112 U S C 3907. 
M a n d a t o r y convert ible debt is a debt issue that includes a convenant 
mandating conversion into common or perpetual preferred s tock 

3See the Federal Register of July 30, 1984 for addit ional details on the 
proposed revisions. 

"See also Yair E Orgler and Benjamin Wolkowitz (1976) for a discussion of 
the funct ions of bank capital. 

sSee Michael Koehn and Anthony M. Santomero (1980) for an analysis of 
the impact of capital standards on a banking organization's risk exposure, 
and Maggie McComas (1985) for a less rigorous discussion of the 
problem. 

6Larry D. Wall (1984a) gave a numerical est imate of adequate total capital. 
He was only trying to obtain a rough estimate, however, and his crude 
approximation was not set forth as a policy recommendation. Several 
theoretical studies suggest alternative ways of def ining capital adquacy, 
but do not provide numerical est imates For example, theoretical estimates 
of optimal capital are provided by Eli Talmor's (1980) model based on 
gambler's ruin model and George E. Morgan I l l 's(1984) model based on 
the capital asset pricing model (CAPM). 

' S e e Anthony Santomero and R. Watson (1977) for further discussion of 
opt imal bank capital s tandards 

8 Numerous studies of the effect of deposit insurance on bank capital have 
been done. For example, Stephen A Buser, Andrew H. Chen, and Edward 
J. Kane (1981) describe the effect of deposit insurance and how 
regulatory agencies offset this e f fect In a relatively non-technical way, 
Mark Flannery (1982) descr ibes the effect of deposit insurance on bank 
behavior. 

»This analysis holds only in cases where the affi l iated bank is included on 
the BHC's consol idated tax s ta tement Otherwise, the banks dividend 
payment to the BHC would be partly taxable. The bank's income can be 
consol idated with its parent if the parent owns 80 percent or more of the 
banks s tock 

10Examples include David Burras Humphrey and Samuel H. Talley (1975), 
and Donald Fraser and J. Patrick McCormack (1978). 

" O n e could argue, however, that large banks receive more government 
protection. FDIC procedures often result in the protection of all depositors 
in large banks. 

" T h e s e restrictions include l imitations on bank dividends and loans to 
aff i l iates See Larry D. Wall (1984b) for a discussion of these restr ict ions 
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Farmland Price Behavior: 
A Study in Diversity 
Gene Wilson and Gene Sullivan 

In 1984, the USDA reported a substantial upturn in prices for southeastern 
farmland. Yet regional sources contend that considerable variation exists among 
and within states, and that such price differences are widening. 

Land prices in some midwestern and Great Plains 
states d ropped as much as 17 percent dur ing 
1984 and 32 percent since their 1981 peak. 
W i th i n the Southeast some farming areas have 
shown similar or greater declines wh i le others 
have exper ienced price increases. Considerable 
diversity exists among the region's states and 
among areas within states bu t on balance, average 
southeastern land prices dec l ined by less than 5 
percent dur ing 1984, according to some esti-
mates. However, prices tended to p l ummet in 
southeastern areas where land has no actual or 
potent ial alternative uses or is unsuitable for 
specialty crops. The small decl ine for the region 
as a who le reflects prices for land near expanding 
urban areas or where agricultural p roduct ion has 
been profitable, such as in poultry and vegetable-
produc ing regions. 

The authors are economic analyst and research officer 
respectively, on the Research Department's regional team.' 

The fall in asset values—especially the pr imary 
asset farmland—has been a factor in the agri-
cultural sectors financial distress. Farm real estate 
accounts for approx imate ly 76 percent of the 
total value of all farm assets nat ionwide; in the 
Southeast the value is slightly higher at 78 
percent (see Table 1). As a result even small 
changes in farmland prices can alter the f inancial 
posit ion of farmers seriously. Those whose prin-
cipal f inancing depends on capital gains f rom 
farmland price increases can exper ience severe 
financial problems w h e n real estate values drop. 

In total, the value of farm real estate in the 
Southeast fell $6 bi l l ion be tween 1981 and 1984 
(see Table 2). A l though this is largely a paper 
decl ine, it reflects an increasing prob lem both for 
heavily i ndeb ted farmers and their lenders as 
bo r rower equ i t y d imin ishes. Nat ional ly , t he 
average loss in real estate value was $28,000 per 
farm between 1982 and 1984. 

Supply and Demand 
Farmland often is regarded as a homogeneous 

commodi ty , bu t clearly it is not since land 
varies greatly in quality. It has the additional 

characteristics of being immob i le (thus 
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t i e d t o t he local land market) and potent ia l l y 
useful for a n u m b e r of non-agr icu l tura l purposes. 
For these reasons, w i d e dispari t ies exist in t he 
value of fa rm land no t on ly b e t w e e n states bu t 
even b e t w e e n count ies w i t h i n t h e same state. 

I n a free marke t t h e va lue of fa rm land depends 
on the relationship be tween supply, or the quant i ty 
o f fe red for sale, and t he d e m a n d of po ten t ia l 
users. Since t h e a m o u n t of fa rmland is f in i te, t he 
supp ly has an uppe r l i m i t The quan t i t y avai lable 
in local markets at any given t i m e may be even 
more l im i ted because land ord inar i ly is he ld 
w i t h i n t he same fami ly for generat ions. In a 
t yp i ca l year, less t h a n 3 p e r c e n t o f t h e t o t a l 
supp ly of fa rm land changes hands, and t he 
o v e r w h e l m i n g major i ty is o f fe red for sale by 
farmers (as o p p o s e d t o non-farmers). Farmers 
sell e i ther u p o n leaving t he business or to gener-
ate add i t iona l cash f low. Thus, w h e n t h e farm 

economy prospers and farmers earn good returns, 
less land is l ikely t o be sold. W h e n farmers are 
p i n c h e d economica l ly , add i t iona l land tends t o 
be o f fe red for sa le 

D e m a n d for land is relat ively more c o m p l e x 
than supply, as it can or ig inate f r o m ei ther t he 
farm or the non-farm sector. Whereas agricultural 
d e m a n d for fa rmland is t i ed closely t o t he pros-
per i ty o f farmers, non-agr icul tural d e m a n d can 
f l o w f r o m at least th ree sources: (1) deve lopers 
w h o w a n t t he p roper t y for its commerc ia l or 
resident ia l value, (2) speculators w h o t h i n k land 
i nves tmen t prospects are favorable, and (3) 
peop le w h o use fa rmland as a hedge against 
inf lat ion. Histor ical ly, non- farm d e m a n d for farm-
land has been highest in per iods of rapid inf lat ion 
or in areas w i t h cons iderab le d e v e l o p m e n t po-
tent ia l . D e m a n d f r o m real estate deve lopers 
typ ica l ly is strongest in urban-fr inge areas of 

Table 1 . Farm Real Estate as a Percentage of Total Farm Assets 

Alabama 
Florida 
Georgia 
Louisiana 
Mississippi 
Tennessee 
Sixth District 
United States 

1980 

76 
86 
76 
82 
75 
72 
78 
76 

1981 

79 
86 
76 
83 
80 
74 
80 
77 

1982 

77 
86 
74 
83 
78 
72 
79 
77 

1983 

76 
85 
72 
82 
76 
69 
77 
75 

1984* 

77 
85 
73 
83 
78 
71 
78 
76 

l o u ' ^ C o m p u t ' i d f rom data in USDA, Economic Research Service, Economic Indicators of the Farm Sector, 1983. 

Table 2. Farm Real Estate Assets 
($ billions) 

Alabama 
Florida 
Georgia 
Louisiana 
Mississippi 
Tennessee 
Sixth District 
United States 

1980 1981 1982 1983 1984* 

8.6 9.9 9.7 9.1 8.9 
17.0 18.7 17.5 17.6 18.0 

12.1 12.7 11.5 11.1 10.9 

11.9 14.0 14.1 13.7 13.7 

10.9 13.8 13.1 11.9 12.5 

10.7 11.5 10.9 10.3 10.7 

71.1 80.6 76.7 73.6 74.5 

695.1 762 754.6 709.2 705.2 

'Prel iminary f igures 
Source: USDA, Economic Research Service, Economic Indicators of the Farm Sector, WbJ. 
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rapid popu la t i on growth, such as count ies of t he 
At lan ta M S A 

At any o n e t i m e t he st rength of the d e m a n d 
c o m p o n e n t s may vary, or t hey all can interact 
s imul taneously. Past studies have ind ica ted t h a t 
unt i l t he 1950s, land values we re closely related 
to net farm income, w h i c h suggests that d e m a n d 
w i t h i n t he farm sector itself had been t he pr imary 
factor in d e m a n d for agr icul tural land. This hy-
pothesis is logical, because suburban sprawl has 

been more character ist ic of t he last 30 years than 
of earlier periods. Over recent decades, however, 
t he connec t i on b e t w e e n farm i n c o m e and farm-
land prices has a t tenuated. 

Beginning in the 1970s, var ious e lements com-
b ined to p roduce rapid escalat ion in fa rmland 
prices. High c o m m o d i t y prices at t he o p e n i n g 
of that decade increased farm income, p rov id ing 
bo th t he incent ive and t he f inancial means for 
farm expansion. In add i t ion , low and somet imes 

Table 3. Farm Real Estate Debt and Percentage Held by Commercial Banks 

1970 1974 1978 1982 
Debt Debt Debt Debt 

($ millions) Percent ($ millions) Percent ($ millions) Percent ($ millions) Percent 

Alabama 402 21 540 25 807 24 1,369 14 
Florida 614 11 993 11 1,554 10 2,664 6 
Georgia 584 28 956 30 1,583 21 2,424 14 
Louisiana 456 16 639 17 934 17 1,776 12 
Mississippi 624 18 830 19 1,167 19 1,970 11 
Tennessee 543 25 744 31 1,114 30 1,653 21 
Sixth District 3,219 20 4,702 22 7,159 19 11,856 12 
United States 29,182 12 39,527 14 63,307 12 105,539 8 

Source: D e b t - G e o r g e Amols and Wilson Kaiser, "Agricultural Finance Statistics, 1960-1983," Economic Research Service Statistical Bulletin, 706 
(April 1984). Percent—Computed from data in USDA Economic Research Service, Economic Indicators of the Farm Sector, 1983. 

Table 4. Index of Farm Real Estate Values (1967=100) 

Alabama Florida Georgia Louisiana Mississippi Tennessee United States 
1915 12 12 13 14 11 16 24 
1920 21 22 31 28 25 33 40 
1925 10 22 17 20 16 22 29 
1930 17 22 14 19 14 20 26 
1935 13 16 10 15 11 15 18 
1940 15 17 12 17 12 18 19 
1945 21 28 19 23 19 26 29 
1950 31 28 26 32 29 43 40 
1955 43 41 37 44 36 51 53 
1960 57 74 55 66 53 66 68 
1965 85 100 80 80 81 88 86 
1970 121 121 138 116 125 123 117 
1975 233 224 298 191 204 236 213 
1980 407 358 432 369 338 375 401 
1981 488 436 386 555 550 406 439 
1982 483 414 356 553 525 383 436 
1983 458 422 344 542 483 364 411 
1984 450 431 339 542 508 375 406 

Source: USDA Farm Real Estate Market Developments, June 1973 and May 1984. 
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negat ive real interest rates encouraged farmers 
to under take debt . Furthermore, as advances in 
farm techno logy c o n t i n u e d to make larger farms 
more economica l l y ef f ic ient , t hey spur red ex-
pansion of ex is t ing farms. Al l these factors led to 
a substant ia l j u m p in agricul tural d e m a n d for 
farmland. 

Table 3 shows t he a larming g rowth in farm real 
estate d e b t b e t w e e n 1970 and 1982. W h i l e no t 
all of th is d e b t invo lved land transactions, such 
large upswings in farm real estate d e b t l ikely 
re f lec ted cons iderab le act iv i ty in t he marke t for 
farmland. In the Sixth Distr ict such debt increased 
by a lmost $4 b i l l ion b e t w e e n 1970 and 1978, 
t hen j u m p e d an add i t iona l $4 b i l l ion in the next 
four years. 

Co inc iden ta l w i t h the m u s h r o o m i n g d e m a n d 
for acreage w i th in the farm sector, non-agricultural 
d e m a n d also c l imbed markedly. Speculative de-
m a n d arose f r o m bo th the farm and non- farm 
sectors w h e n annual rates of increase in farm-
land prices began to soar we l l above nomina l 
interest rates. C r o w i n g acquis i t ions of fa rmland 
for residential or commercia l deve lopment added 
t o t he overal l d e m a n d (and also gave rise t o 
serious concerns about "disappearing" farmland). 

Ref lect ing t he c o m b i n e d in f luence of these 
marke t forces, t he nat ional average value of 
fa rmland rose by 275 percent b e t w e e n 1970 
and 1981. Increases we re even higher in several 
Sixth District states, notably Louisiana That state's 
land prices, also in f l uenced by mineral values, 
nearly q u a d r u p l e d dur ing this pe r iod (see Table 
4). Relative t o t he base year of 1967, nat ional 
average fa rmland values rose at abou t t he rate of 
in f la t ion unt i l the early 1970s (see Char t 1). Since 
then, fa rm real estate values have far surpassed 
t he consumer pr ice index. Consequent l y , part of 
the increased d e m a n d for fa rmland dur ing t he 
past decade apparent ly was fed by investors' 
desire to hedge against inf lat ion. A l though farm-
land values have dec l ined since 1981, t he sharp 
gains of t he late 1970 s have no t yet been erased. 

A var ie ty of e c o n o m i c factors b rough t land 
pr ice escalat ion to an ab rup t halt in 1981. Agri-
cul tural d e m a n d for land p lunged as c o m m o d i t y 
prices fell and farm profitabil i ty declined. Produc-
t i on costs, especial ly for fuels, machinery, and 
interest had risen rapidly whi le farmers pursued 
their hectic expansion of ou tpu t Additionally, the 
spread of e c o n o m i c recession t o many countr ies 
in 1981 and the do l l a rs soaring va lue w e a k e n e d 

d e m a n d for agr icul tural products. The comb i -
nat ion of rising costs and lower prices severely 
pressured net farm income. Revenue prospects 
were d i m m e d even fu r ther by increasingly fre-
q u e n t droughts, especial ly in t he Southeas t N o t 
on ly d i d land pr ice escalat ion halt in 1981 as a 
result of these deve lopmen ts , b u t prices since 
have dec l i ned substant ia l ly in some of t he most 
p r o m i n e n t fa rming areas. 

A lmos t s imul taneous ly in that year, in f la t ion 
began to slow dramatically, reducing the attraction 
of fa rmland for hedg ing purposes. Also, interest 
rates on real estate d e b t skyrocketed, w h i c h 
made t he purchase of fa rmland increasingly 
costly. W i th the onslaught of the national recession 
in 1981, deve lopers p laced new e c o n o m i c initia-
t ives on ho ld and s lowed land acquisi t ions. Al l of 
these factors led to t he subsequent dec l ine in 
fa rmland values that has a f fec ted bo th t he region 
and t he nation. 

Recent Price Behavior 
W h i l e average fa rmland prices for the 48 

cont iguous states fel l 7 percent f rom 1981 to 
1984, t rends d i f fer vastly f rom one area to 
another. Prices across t he M i d w e s t and most of 
the Great Plains sank as m u c h as 32 percent f rom 
1981 to early 1984, and pre l iminary reports 
ind icate a persist ing slide, w i t h prices d o w n as 
m u c h as 17 percent w i t h i n t he past year. O n t h e 
o ther hand, prices in a f e w states (Texas, for 

Chart 1. Comparison of Index of Farm Real Estate Values 
and Consumer Price Index (1967 = 100) 

Index Values 

5 0 0 

4 0 0 

3 0 0 

200 

100 

C o n s u m e r P r i c e I n d e x 
R e a l E s t a t e 

m J I 
1 9 6 0 ' 6 5 ' 7 0 ' 7 5 ' 8 0 ' 8 1 ' 8 2 ' 8 3 ' 8 4 

Source: USDA, Farm Real Estate Market Developments, 
June 1973 and May 1984; Bureau of Labor Statistics, 
Department ot Commerce 
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example) have c o n t i n u e d t o c l imb dur ing this 
per iod. 

H o w have land values behaved in the South-
east? Acco rd i ng t o an Apr i l 1, 1984 repor t f rom 
t h e U.S. D e p a r t m e n t of Agr icu l ture (USDA), 
f rom 1983 to 1984 prices t u r n e d up enough in 
some states to erase most of t he 7 percent 
dec l ine tha t had occur red since 1981. On l y in 
Alabama, Georgia, and Louisiana, accord ing t o 
t he U S D A d id average prices e i ther ho l d steady 
or con t i nue t o fall sl ight ly (see Chart 2). People 
knowledgeab le in t he area of farm credi t through-
o u t t he Southeast strongly disagree w i th por t ions 
o f t he USDA's repor t wh i l e con f i rm ing some of 
t h e pr ice t rends it carries. In f a c t great d ivers i ty 
characterizes land pr ice movemen ts f rom area t o 
area across t he Distr ic t a n d w i t h i n ind iv idua l 
states. 

Essentially, there are th ree categories of farm-
land: (1) land w i t h po ten t ia l for d e v e l o p m e n t 
(2) land used for p r o d u c i n g specia l ty crops such 
as oranges, and (3) land d e v o t e d pr imar i ly to 
t rad i t iona l f ie ld crops. O u r research indicates 
tha t pr ice behavior has var ied great ly accord ing 
t o category. The va lue of land w i t h d e v e l o p m e n t 
potent ia l general ly has changed l i t t le recent ly, as 
d e m a n d f rom non- farm sources suppo r ted t he 
price. O n average, land used for growing specialty 
crops also has ma in ta ined its value. The most 
severe price decl ines have affected land devoted 
to c rop fa rming that has m in ima l potent ia l for 
non- fa rm d e v e l o p m e n t Such land has dec l i ned 

Chart 2. Index of Average Farm Real Estate Values 
(1977 = 100) 
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Source: USDA Farm Real Estate. May 23, 1984. 
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f r om 25 t o 50 percen t in pr ice over t he past four 
years. 

Relatively l ow farm produc t prices, unfavorable 
weather tha t r educed c rop yields in 1984, and 
large d e b t burdens incurr ing high interest costs 
have exer ted unre len t ing f inancial pressure on 
farm operators. As a consequence, farmers have 
cont inued t o l iquidate their assets in soft markets. 
M o s t po ten t ia l purchasers of fa rmland are o ther 
farmers whose i n c o m e levels are d im in i shed by 
the same forces compe l l i ng t h e most hard-
pressed t o l iquidate. A g row ing n u m b e r of vo lun-
tary and invo luntary farm l i q u i d a t i o n s a d d s t o t h e 
supply of land for sale whi le reducing the number 
of potent ia l buyers. Thus, w h i l e USDA est imates 
of average farmland prices have fal len on ly 
modera te ly in each southeastern state, prices in 
p redominan t l y agricul tural count ies have de-
creased far more. Lenders wi th w h o m w e discussed 
these t rends f requen t l y c i ted examples of land 
that has sold at near half o f 1981 's peak prices. 
Apparent ly , state average land prices mask vast 
d iversi ty b e t w e e n part icular agr icul tural areas 
w i t h i n each state. 

State Developments 
O u r sources w i t h i n t he region cor robora te the 

cons iderab le diversi ty preva lent b e t w e e n areas, 
and at test that d i f ferences are w iden ing. The 
f o l l ow ing is a state-by-state summary of the i r 
responses t o our quer ies abou t recent land pr ice 
deve lopments . 

Alabama. Acco rd ing to t he USDA's repor t in 
t he spr ing of 1984 , fa rmland values had dec l i ned 
b y 8 p e r c e n t f r o m t h e i r 1 9 8 1 peak. However , ou r 
contacts repor t w i d e variat ions across t he state. 
In the Tennessee River Valley, some of t he most 
fer t i le land in t he state, prices t u r n e d up dur ing 
1984. Prices he ld steady in the peanut -produc ing 
area, b u t major decl ines occu r red in Alabama's 
blackbel t area f rom Mon tgomery westward, where 
most acreage is d e v o t e d t o grasslands and soy-
bean p roduc t ion . Specif ic b lackbe l t tracts so ld at 
prices as m u c h as 4 0 percen t b e l o w earl ier peak 
levels- Further decl ines seem probable. Prices of 
pr inc ipa l p roduc ts remain depressed, and de-
m a n d f r o m paper compan ies and ou ts ide in-
vestors, whose interest suppo r t ed land prices in 
t he pas t has been lacking in t he past t w o years. 

O n the posi t ive side, t he pr ice o f land in t he 
western part of t he state a long t he Tennessee-
Tombigbee Waterway has strengthened recently. 
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The potent ia l for increased industrial develop-
ment, as we l l as the establ ishment of hunt ing 
clubs and other recreational facilities along the 
waterway, has posit ively in f luenced land prices 
there. 

Market activity for Alabama farmland is reported 
to be slow, w i th ample supply but l i t t le demand. 
O n average, Alabama's land prices are expected 
to register a moderate decl ine of 2 to 5 percent 
for 1984, about the same as occurred dur ing 
1983. 

Florida. Price trends are mixed in the Sunshine 
State. In the Panhandle region, where farming 
activity is similar to that in southern Georgia and 
Alabama, land prices are 25 to 40 percent be low 
1981's peak levels. For 1984, prices appear to 
have held stable Farther east, land prices are 
reported to range f rom $700 to $900 an acre, 
d o w n about $100 in recent years. 

As a result of the serious freeze of December 
1983, extensively damaged citrus groves in central 
Florida have dropped sharply in value In addition, 
market transactions in p lanted citrus acreage 
have practically ceased since discovery of the 
citrus bl ight late last summer. Because demand is 
virtually nonexistent and prices are low, an in-
creasing amount of citrus acreage in the area is 
being sold to developers. Farther south, however, 
undamaged citrus groves actually have risen in 
value: groves pr iced at $11,000 per acre in 1981 
recently were valued at $15,000 last year. 

Land devoted to most other types of farming 
also has increased in price. Pressures f rom resi-
dent ia l , industr ial , and recreat ional deve lop-
ments are primari ly responsible for pushing up 
farmland values, especially in south Florida For 
the state as a whole, prices apparent ly increased 
an average of 2 to 5 percent dur ing 1984. 

Georgia. Since their peak in 1981, land prices 
in central and southern Georgia have decl ined 
f rom 25 to 50 pe rcen t The market for land was 
virtually inactive dur ing 1982 and 1983; only 
dur ing the past year have enough transactions 
occurred to a l low a reliable measurement of 
market prices. Recent purchases show prices 
varying f rom $500 to $1,000 an acre In counties 
where row crops such as corn and soybeans are 
grown, prices have tended to decl ine more 
severely than other crop land suitable for peanuts 
and tobacco. Dur ing 1984, irrigated farmland 
was marketed for as l i t t le as $800 an acre, 
approx imate ly 40 percent be low its 1981 peak 

For the Piedmont area and specifically the 
fringe count ies of metropol i tan areas, land prices 
have remained relatively stable since 1981, w i t h 
some instances of price increases in 1984. In the 
corridor along I-75 in northwest Georgia, large 
acquisit ions of land for industrial deve lopment 
and demand for small tracts for part- t ime use 
have suppor ted prices. It seems that prices 
increased in the northern half of Georgia, where 
poul try farms d id we l l early in 1984. For the state 
as a whole, however, estimates are that average 
prices dec l ined moderately in 1984. 

Louisiana. O n average, Louisiana's farmland 
prices held steady f rom 1983 to 1984, according 
to the USDA's survey. In addi t ion, Louisiana's 
average decl ine of 3 percent since 1981 was the 
lowest for any state w i th in the region. The factors 
shoring up Louisiana's farmland prices inc lude 
the state's relatively prof i table sugarcane pro-
duct ion, its modest impact f rom droughts that 
devastated much of the agriculture in southeastern 
states, and the posit ive inf luence of revenue 
f rom mineral leases in oil- and gas-producing 
regions. 

Condi t ions deter iorated somewhat in 1984, 
a c c o r d i n g t o o u r c o n t a c t s in t h e area. T h e 
December 1983 freeze killed or weakened sugar-
cane root stocks, leaving sparse stands of cane 
and depressed production. Drought also gripped 
the northern regions of the state, inc luding the 
impor tant Mississippi Delta area in the northeast 
sector. Some areas sustained an est imated 12 
percent decl ine in land values dur ing 1984 
alone. Since 1981, values of heavy (clay) soils 
have d ropped as much as 30 percent, again 
ow ing primari ly to the u n p r o v a b i l i t y of soybean 
product ion in the northeastern area 

Positive land-price developments have emerged 
in gas-producing areas in the vic ini ty of Shreve-
port and Thibodeaux Continuing suburban sprawl 
and rapid local economic growth also have 
suppor ted land prices in the vic ini ty of Baton 
Rouge O n the whole, average prices for the state 
are est imated to have dec l ined by as much as 5 
percent dur ing 1984. 

Mississippi The USDA's 1984 survey indicated 
that land values rose 5 percent in the previous 
year, recouping nearly half of the decl ine that 
had occurred since 1981. Our industry contacts 
in Mississippi dispute those numbers, contending 
that prices did not increase in 1983 and cont inued 
to move downward in 1984. Last year, some 
tracts of the most fert i le land in the Delta sold at 
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discounts of 22 percent or more f rom prices 
existing f ive years ago. In the area surrounding 
Columbus and southward toward Mer id ian and 
Jackson, price decl ines of around 35 percent 
were recorded. Land values in these regions are 
t ied largely to profits f rom soybean product ion, 
wh ich has been scant to nonexistent in most 
years since 1980. Droughts cut product ion per 
acre in 1981 ,1983 , and 1984; w i t h the except ion 
of 1983, soybean prices averaged 20 percent or 
more beneath 1980's level. 

Like that in other states, Mississippi farmland 
adjacent t o met ropo l i tan areas (Jackson, Hatties-
burg, or Memph is , Tennessee) as we l l as along 
the state's Gulf Coast has shown more posit ive 
price t rends In spite of these increases, however, 
our sources est imate land prices dec l ined an 
addi t ional 5 to 8 percent in 1984. Prospects for 
an upturn in 1985 look quest ionable unless farm 
product prices improve significantly. 

Tennessee. In the major cropping areas in 
western Tennessee, land prices have dec l ined 
25 to 30 percent f rom the 1981 peak, largely 
because of a series of droughts and low prices for 
soybeans and cotton. The negative trends only 
worsened in 1984. Excessive late-season rains 
compounded problems by damaging unharvested 
crops and prevent ing farmers f rom harvesting 
1984's drought- reduced product ion. 

In central and eastern Tennessee, price trends 
were posit ive in 1984, except in the most rural 
areas where agriculture is the only potent ia l use 
fo r the land. Manufactur ing workers have uphe ld 
values of small tracts near cities and towns w i th 

their brisk demand to acquire land for part- t ime 
farming activities. The increasing or stable land 
values in eastern Tennessee, combined w i t h 
decl in ing land values in the western part of the 
state, have nearly closed the former gap between 
prices in the t w o areas. O n balance, Tennessee 
farmland apparent ly held at year-ago levels or 
increased slightly dur ing 1984. 

Summary 
High commod i t y prices, low interest rates, 

advances in farm technology, and a b o o m in 
residential and commercial construct ion caused 
farmland prices to escalate rapidly th roughout 
the 1970s. By 1981, however, economic forces 
combined to reverse this upward trend. Although 
agricultural land values fell throughout the nation, 
considerable price diversity prevai led between 
states and even w i th in states. To a large ex ten t 
such diversity hinged on whether the land had 
potent ia l for d e v e l o p m e n t cou ld produce spe-
cialty crops, or was devoted primarily to traditional 
f ie ld crop product ion. 

In its Apri l 1984 repo r t the USDA conc luded 
that in the Southeast an upturn in farmland 
prices by 1984 had modera ted the impact of 
the preceding years' decline. However, our in-
formal survey of those knowledgeable in the 
area of farm cred i t ind icates tha t vast and 
widening price diversity characterizes the region 
and t h a t except for Florida, the southeastern 
states still are struggling to recover f rom the 
farmland price p lunge 

2 6 APRIL 1985 , E C O N O M I C R E V I E W 

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



Trends in Florida Citrus 
Gene Wilson and Ann Pegg 

Periodic bouts w i th adverse weather have di-
min ished the impor tance of the citrus industry in 
Florida agriculture. On ly a few years ago, citrus 
growers accounted for 30 percent of the state's 
total farm revenue, but more recently their share 
has s l ipped to only 25 percent, a decl ine of $200 
mil l ion. The Florida citrus industry employs ap-
proximately 45,000 grove workers, half of w h o m 
are migrant workers. The nearly 9,500 Florida 
citrus farms vary greatly in size: a l though 4 
percent exceed 1,000 acres, the majori ty (76 
percent) are much smaller, wi th operations below 
100 acres. The industry plays a major role in the 
economy of rural Florida and has a w ide impact 
on the state's overall economy. Consequent ly, 
the health of the citrus industry is a matter of 
serious concern for Floridians. 

Barely a year after the devastating freeze of 
December 1983, Florida was gr ipped by another 
blast of record-breaking cold. In the northern-
most counties wi th high concentrations of groves, 
such as Pasco, Orange, and Lake counties, tem-
peratures d ropped into the teens for several 
hours, severely damaging crops and trees. Even 
in the southern c i t rus-producing count ies of 
Mar t in and Highlands temperatures fell into the 
low twenties, freezing fruit but harming trees to a 
lesser ex ten t 

Wh i le the price impact of the recent freeze is 
proving to be sl ight the cumulat ive effects of 
both freezes are ho ld ing ju ice prices wel l above 
those in mid-1983. Little change is expected 
soon in the price level; unti l late summer, orange 
juice supplies wi l l depend on existing inventories 
of the Un i ted States and Brazil, plus this season's 
remaining harvest A l though the short-term price 

impact of the most recent freeze appears limited, 
the af termath of this freeze highlights newt rends 
in the citrus industry itself. 

Florida's role as a major producer in the wor ld 
market is diminishing. The state's orange pro-
duct ion this season, for example, is est imated at 
104 mil l ion boxes—the smallest crop since the 
1960s. As Florida's prominence has decl ined, 
Brazil has made significant inroads on the wor ld 
ju ice market dur ing the past quarter-century. In 
fact, unti l t he recent years of adverse weather in 
Florida, Brazilian growers increasingly worr ied 
about over-product ion. A return to more tem-
perate winters could st imulate Florida citrus 
product ion, of course, whi le another damaging 
freeze could cost the state still more of its wor ld 
marke t 

The increasing occurrence of freezes in the 
past 10 years is reshaping the industry's geo-
graphy. The heart of Florida citrus product ion has 
cont inued to shift southward as the industry 
seeks more favorable w in ter weather. The 1985 
freeze represents still another b low to citrus 
product ion in north central Florida, wh ich has 
seen both profits and jobs lost Expediency is 
encouraging producers to move into south central 
Florida from their historical base in more northerly 
counties. Indeed, a shift in product ion already is 
ev ident in the southern counties' expectat ions of 
supply ing 30 percent of the state's crop this year. 

Another geographic shift taking place is a 
tendency to plant in coastal rather than interior 
counties, as coastal cl imates temper ext reme 
weather changes. That shift also cou ld be s lowed 
by a return to more typical Florida winters. 

An addi t ional result of the freezes appears to 
be a growing disparity be tween prof i tabi l i ty of 
groves in the north central p roduc t ion area and 
those in the lower counties. Many upper county 
producers already feared a reduced crop, if any, 
as a consequence of the December 1983 freeze. 
The recent cold wave accentuated the pl ight of 
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nor thern groves by fu r ther damaging trees and 
lower ing t he j u i ce y ie ld of t he exist ing crop. In 
south Florida, j u i ce y ie lds dec l i ned on ly moder-
ately. Consequent l y , for south Florida orange 
growers higher prices are o f fse t t ing any crop 
losses incurred, w h i l e nor thern growers f ind 
themselves hard-pressed t o recover costs o f 
grove main tenance. 

In add i t i on to t he d i f ferences in prof i t , t he net 
w o r t h of ci trus growers in t h e t w o areas is no tab ly 
dissimilar. W i t h Florida's nor thern groves ex-
per ienc ing losses and be ing perce ived as in-
creasingly risky proposi t ions, the i r value t o citrus 
growers has fallen. Farm sector d e m a n d for such 
groves tends to be rather weak, w h i c h makes 
sales t o deve lopers w i t h compe t i t i ve bids more 
attract ive. In contrast to the dec l in ing va lue of 
ai l ing nor thern groves, undamaged groves in 
south Florida have apprec ia ted markedly in price. 
For example , a grove va lued at $ 11,000 per acre 
in 1981 had risen t o $15 ,000 an acre in 1984. 

No t only is citrus product ion shifting southward, 
bu t some citrus p roducers in t he nor th have 
d e c i d e d they no longer can a f fo rd to c o m p e t e 
against M o t h e r Na tu re and have w i t h d r a w n f rom 

the business. Thus, Florida's overal l citrus land 
area has lessened. The 760 ,000 acres d e v o t e d to 
ci trus in 1984 represents a dec l ine of 86 ,000 
acres since 1982. The reduc t i on in o l d groves 
actual ly to ta led 160 ,000 acres, bu t this was of fset 
in part by 73,000 acres of n e w plantings. 

Florida's grapefru i t p roduc t ion , on t he o ther 
hand, has been spared t he orange crop's sub-
stantial drop-of f . This g row ing season shou ld 
y ie ld a grapefru i t c rop 5 percent larger than last 
year, o w i n g main ly to large plant ings and t he 
fruit's high resistance to freezing. It is unfor tunate 
for growers, though, that grapefru i t d e m a n d does 
no t ma tch that for oranges. 

In summary, Florida citrus growers' repeated 
experiences w i th freezes is causing major changes 
in this impor tan t agr icul tural sector. Reduced 
p roduc t i on levels, co inc id ing w i t h signif icant 
Brazilian expansion, are lessening t he state's role 
in t he w o r l d orange ju ice m a r k e t The state's 
industry is undergo ing a shift in its ma jo r area of 
p roduc t i on as we l l as a cont rac t ion in size. The 
impact of th is change extends t o the general 
Florida economy, w i t h increased sales of groves 
to developers and reduct ions in t he industry 's 
labor demand . The fu tu re of the Florida citrus 
industry u n d o u b t e d l y w i l l h inge on w h e t h e r t he 
severe freezes of 1983 a n d 1985 we re isolated 
inc idents or harbingers of c o m i n g years. 

The authors are an economic analyst on the Research 
Departments regional team and an intern on the publications 
team. 

Retail Sales: A Primer 
R. Mark Rogers 

Economic and f inancial analysts o f ten v i ew the 
U.S. D e p a r t m e n t of Commerce ' s retail sales 
statistical series as an ind icator of t he economy 's 
current strength. Somet imes, however , mislead-
ing inferences are d rawn f rom the release of this 

Chart 1. Orange Juice Price Behavior in 
Market Days Before and After Freeze 
(Futures Market March Contract) 

$ Per Pound 

HDecember 25, 1983 Freeze 
January 21, 1985 Freeze 

Source: Wall Street Journal 
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indicator, possibly because of a misunderstand-
ing of w h a t i n fo rmat ion is conveyed by the 
series. W h i l e some analysts t ie changes in retail 
sales to changes in GNP, the comparison is not 
appropr ia te . In fact, the retail sales series plays a 
role in de te rm in i ng on ly a por t ion of GNP, that of 
personal c o n s u m p t i o n expend i tu res on goods. 
Furthermore, o ther G N P c o m p o n e n t s behave 
independent ly of personal consumpt ion of goods. 
As a result, w e shou ld no t expec t the t w o series 
t o march in lockstep. 

This art ic le examines a n u m b e r of re lated 
issues. W h a t re lat ionship does t he retail sales 
series have t o certa in c o m p o n e n t s of GNP? H o w 
can the series be interpreted? H o w is t he useful-
ness of t he series a f fec ted by the survey, by t he 
representat iveness of the sample, and by t he 
revisions procedure? 

Personal Consumption Expenditures 
A c o m m o n misconcep t ion is that t he retail 

sales data series is a major c o m p o n e n t of G N P. I n 
fact, retail sales data d o not enter G N P figures 
direct ly. Instead, t hey const i tu te a signif icant 
por t ion of personal consump t i on expend i tu res 
(or PCEs), w h i c h compr ise abou t two- th i rds of 
GNP. To unders tand more clearly h o w retail 
sales af fect this aggregate, consider how PCEs f i t 
i n to t he picture. 

W i th in GNP accounts, the C o m m e r c e Depart-
ment subdivides PCEs into durables, nondurables, 
and services consumpt ion , each der ived f rom a 
var iety of data sources. The C o m m e r c e Depart-
men t breaks d o w n retail sales on ly in to durables 
and nondurab les componen ts ; hence, t he series 
helps in est imat ing on ly t w o of t he th ree major 
c o m p o n e n t s of consumpt ion . Services personal 
consumpt ion, missing f rom retail sales, accounted 
for abou t 50 percent of to ta l personal con-
sump t i on—jus t over 30 percent of to ta l G N P— in 
the fou r th quarter of 1984. 

The C o m m e r c e D e p a r t m e n t uses retail sales 
data in est imat ing t he t w o goods c o m p o n e n t s of 
PCEs. Specif ically, t he d e p a r t m e n t uses a com-
puter matr ix to t ransform retail sales data (ex-
c lud ing t he auto c o m p o n e n t and some others, 

such as gasoline sales, w h i c h are es t imated 
independent l y ) f rom an establ ishment , or " w h o 
sold it," basis t o a p roduc t -by -p roduc t basis. It 
also deletes some retail sales c o m p o n e n t s con-
s idered inves tment rather than consumpt ion , 
such as hardware sales to bu i ld ing contractors. 
Some j u d g m e n t calls also enter in to the esti-
mat ion p rocedure w h e n data are not t imely. 
Overal l , t he t rans fo rmed retail sales data make 
up abou t 80 percent of the durables and non-
durables PCEs.1 

Auxi l iary data sources are used for un i t au to 
sales, gasoline sales, and a few other components. 
The data on uni t au to sales are more rel iable than 
the similar retail sales data because the figures 
are actual sales repor ted by f irms, not surveys. 
Gasol ine sales for passenger cars, and also o ther 
vehicles, are est imated using data f rom a variety of 
sources, inc lud ing t he U.S. D e p a r t m e n t of Trans-
por ta t ion and Bureau of Labor Statistics. 

Components in Retail Sales But Not in PCEs 

1. survey estimates of new and used motor vehicles 
and parts sales including imports business sales 
and government purchases 

2. gasoline service station sales 
3. building materials, hardware, garden supplies and 

mobile home dealer sales 

Components in PCEs But Not in Retail Sales 

1. services 
2. unit new private domestic motor vehicle sales from 

producers' data 
3. dealers' margins on used car sales (which are im-

plicitly part of used car sales in the retail sales series) 
4. gasoline and oil sales based on Department of 

Transportation and Department of Labor data 
5. food and fuel produced and consumed on farms 
6. food and clothing received as compensation in kind 
7. expenditures abroad by U.S. residents 
8. personal remittances in kind to foreigners 
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In sum, t he retail sales series roughly fo l lows 
the c o m b i n e d durables and nondurab les com-
ponents of PCEs. However , the retail sales series 
does not trace overall PCEs as wel l because of the 
inclusion of the large services componen t . 2 

Retail Sales As an Indicator of GNP 
Given this in format ion, it is ev ident that wh i l e 

the retail sales series certainly conveys useful 
in format ion , it p rov ides a less than accurate 
ind icator of t he cur rent strength and d i rec t ion of 
t he e c o n o m y as measured by GNP. In fact, the 
short - run compar ison of changes in retail sales to 
changes in G N P is not sound. As Chart 1 shows, 
percentage changes in retail sales somet imes 
move w i t h a d i f fe rent a m p l i t u d e or even in a 
d i f fe rent d i rec t ion f rom nomina l GNP. Clearly, 
the retail sales series is more volat i le than G N P 
and does not precisely f o l l ow GNP m o v e m e n t s 
on a quarter ly basis. The reasons for this lie 
outs ide the make-up and est imat ion of t he retail 
sales series. 

Chart 1. Quarterly Retail Sales versus 
Nominal GNP 

Annualized Percent Change 
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GNP comprises several aggregate components, 
each of w h i c h is d e t e r m i n e d by d i f fe ren t be-
havioral factors. The goods c o m p o n e n t s of per-
sonal c o n s u m p t i o n expend i tu res have the same 
behavioral de te rminan ts as retail sales, bu t o ther 
GNP c o m p o n e n t s d o not. As a result, services 
consumpt ion a n d gove rnmen t purchases t end 
to be more stable than personal consump t i on of 
goods. Also, residential and nonresidential invest-
men t exper ience the i r o w n cycles separate f rom 
durables and nondurab les consumpt ion . Even 
though retail sales are re lated to goods con-
sumpt ion , they represent on ly abou t 30 percent 
of overal l GNP, and t he o ther c o m p o n e n t s of 
GNP can move in d ivergent direct ions. 

W h i l e the retail sales series is not a good 
indicator of changes in to ta l G N P in the short run 
(for example, on a quarter ly basis), t he series is 
r e l a t ed t o d u r a b l e s a n d n o n d u r a b l e s con-
sumpt ion . 3 Hence, t he retail sales series is a 
somewha t be t te r indicator of f inal sales of t he 
goods c o m p o n e n t s of GNP than of t he GNP 
aggregate itself. O n a m o n t h l y basis, h o w rel iably 
d o the retail sales figures est imate such activity? 
Examining t he p rocedure for conduc t i ng and 
revising t he retail sales survey helps to answer 
this quest ion. 

Survey and Revisions 
Retail sales estimates undergo several revisions. 

Because revisions can be large, t he advance 
est imate o f ten const i tutes a relat ively poor eco-
nom ic ind icator in t he short run. Each month , t he 
C o m m e r c e D e p a r t m e n t releases an advance 
estimate as wel l as prel iminary and final estimates 
for earlier months, w h i c h t he med ia s imply refer 
to as " rev ised. " In add i t i on to these revisions, 
annual revisions and five-year census benchmark 
revisions also are made. 

To unders tand h o w the C o m m e r c e Depart-
men t makes month ly revisions, let's first examine 
the survey sample.4 The Commerce Department 's 
goals of ach iev ing relat ively l ow var iance in the 
est imates dur ing revision and a relat ively l ight 

3 0 APRIL 1985, E C O N O M I C REVIEW 

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



burden for report ing establishments determine 
its survey techn ique and est imation processes. 
Of approx imate ly 36,000 establishments the 
depar tment surveys, only about 4,000 (evenly 
chosen f rom large, single-unit and large, mult i-
unit firms) report every month. Other large 
companies generally report once every three 
months. These companies form the backbone of 
three rotat ing survey panels w i t h each month 's 
panel inc luding a sampl ing of smaller retailers, 
each surveyed once or tw ice a year. 

Although the panel varies monthly, its member-
ship maintains the same representative charac-
teristics of the Commerce Department"s sample 
as a whole. The entire sample, in turn, was 
constructed to represent the distr ibution, by size 
and standard industrial classification (SIC), o f t h e 
di f ferent types of stores surveyed in the 7977 
Census of Retail Trade Therefore, each month 's 
rotat ing sample, consisting of both permanent 
and rotat ing respondents, is in tended to repre-
sent the retail trade sector as ref lected in that 
retail census. Reliance on this census introduces 
a prob lem of survey sample stratification: the 
composi t ion of today's retail sales differs f rom 
that of the census, wh ich was based on 1977 
consumer buying patterns. Today, more sales 
occur in electronics stores, discount retailers, 
and specialized retailers and fewer in department 
stores and auto dealerships. 

This stratif ication prob lem is lessened to a 
large degree by the Depar tment of Commerce's 
reliance on in format ion f rom Social Security and 
f rom annual samples. Social Security provides 
current data on "births" and "deaths" of establish-
ments. Commerce uses this information to update 
the sample of firms available for monthly surveys, 
thus sharpeningthe surveys' ref lection of current 
buying patterns. The SIC stratif ication remains 
the same for the survey, but as newer stores (and 
older) represent shifts in product lines, so does 
the retail sales survey. Annual surveys also help 
pick up new sales trends since the last five-year 
census. 

Every panel reports t w o months of sales data 
(or an estimate of sales if actual figures are not 

available): data for the mon th just ended and for 
the previous month. The earlier month 's sales 
figures cont r ibute to revisions of data reported in 
the previous month 's survey by a di f ferent panel. 
The department 's request for sales data through 
rotat ing panels reduces the report ing burden for 
most of the firms, and its request for t w o months 
of data increases the reliabil i ty of the revised 
p roduc t 

Advance Estimate. The Apri l retail sales figures 
that wi l l be released in mid-May can exempl i fy 
the advance estimate process. In the first week 
of May, some 12,000 companies wi l l report their 
est imated or (if available) actual sales for Apri l 
and the actual sales for March. However, because 
some of the data cannot be processed for release 
unti l mid-June, the less accurate but more easily 
processed advance report was devised. The 
Commerce Depar tment wi l l use a sub-sample of 
2,500 companies from the 12,000 to derive the 
advance Apri l est imate for release in mid-May. 
The April advance report sometimes incorporates 
firms' prel iminary estimates for Apri l sales since 
the mon th had just ended when they submit 
their sales figures to the Commerce Depa r tmen t 

In the sub-sample of 2,500 firms, the Apri l 
advance report wi l l use for its calculations not 
only that month's figures but March sales. The 
Commerce Depar tment relies on historical sea-
sonal data to estimate an average ratio of March-
to-Apri l sales. Based on this ratio and March 
sales, another project ion for Apri l sales wi l l be 
made separately f rom the respondent firms' 
figures. Both the firms' reported aggregate Apri l 
est imate and the Commerce's Department 's 
ratio method estimate wi l l be weighted to der ive 
the advance estimate released t o t h e public. The 
depar tment has determined that the we ighted 
figure provides a more accurate estimate of final 
retail sales than does an early estimate der ived 
from the sub-sample's Apri l figures alone. 

Preliminary and "Final" Estimates, The Apri l 
prel iminary estimate, the first to be based on a 
full sample, wi l l be released in June once all the 
data are analyzed. Like the advance estimate, the 

3 1 
FEDERAL RESERVE BANK O F ATLANTA 

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



4 

Table 1. Monthly Percentage Changes in Retail Sales Estimates 
(Seasonally Adjusted) 

1985 

February 
January 

Advance 

1.4 
0.7 

With 
Revised 

Preliminary Final Seasonals* 

N.A 
0.5 

N.A 
N.A 

Advance 

With 
Revised 

Preliminary Final Seasonals* 

1984 

December -0.1 -0.5 -0 .8 0.2 
November 1.8 2.0 1.5 1.2 
October -0.1 0.1 0.5 0.6 
September 1.6 1.2 1.5 0.9 
August -0.8 -0.6 -0.1 -0.2 
July -0.9 -2.0 -1 .7 -1 .4 
June 0.8 0.5 1.0 1.1 
May 0.2 0.5 -0 .9 0.5 
April 2.9 3.1 3.5 2.8 
March -2.2 -2 .0 -1 .5 -1.1 
February -0.2 -0.8 -1.1 -0.4 
January 2.2 3.3 3.8 3.2 

•Percentage changes for both 1984 and 1983 are based on new seasonally adjusted figures released in March 1985. 

Source: U.S. Department of Commerce. 

prel iminary estimate is a weighted average of 
figures f rom the first full sample as wel l as a ratio 
estimate obta ined f rom the historical data com-
paring the current mon th (April) to the previous 
month. The advance and prel iminary figures can 
differ because the large firms may not represent 
all retailers and because of random differences in 
sales be tween the two groups. As wi th the 
advance estimate, the prel iminary retail sales 
estimate is based in part on some firms' projected 
sales for the month. 

In July the Commerce Depar tment releases 
the final, or revised, Apri l estimate. This estimate 
is based on an addi t ional full sample col lected 
dur ing early June, together w i th the data f rom 
May's panel. Hence, the revised estimate is the 

first to inc lude a panel report ing almost entirely 
actual sales for the who le month. Therefore, 
revised figures can dif fer f rom earlier estimates if 
sales trends at the end of the month vary signifi-
cantly f rom those at the beginning, on which 
some firms base their projections. However, the 
final estimate is a composite based on a weighted 
average of the prel iminary composi te estimate 
for Apri l and the Apri l est imate obta ined solely 
f rom the second month's report ing panel. As 
such, this figure still is inf luenced by the earlier 
estimate. 

Unfortunately, even the " f ina l " estimate for 
any mon th is not final. The Commerce Depart-
ment calculates new seasonal factors and in-
cludes t hem in later revisions released around 
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Summary 

W i t h 
R e v i s e d 

A d v a n c e P r e l i m i n a r y F i n a l S e a s o n a l s * 

1 9 8 3 

D e c e m b e r 0.1 0.1 0 . 7 0 .7 
N o v e m b e r 1.9 1.1 1.2 1.2 
O c t o b e r 1.1 1.4 1.7 1.5 
S e p t e m b e r 1 .6 1.3 1.4 1.0 
A u g u s t - 1 . 4 - 1 . 6 - 0 . 1 - 0 . 1 
J u l y 0 . 0 9 . 4 0 .4 0 .4 

J u n e 0 . 7 0 . 3 0 . 8 1.5 
M a y 2.1 3.1 3.1 1.8 
Ap r i l 1.6 1.7 2 . 3 0 . 9 
M a r c h 0 . 3 1.7 2 . 3 2 .2 
F e b r u a r y - 0 . 4 - 1 . 2 - 1 . 2 0.1 
J a n u a r y 0 .1 - 0 . 4 0 .9 0 .2 

m i d - M a r c h for t he prev ious year's data. It 
revises month ly estimates for sales levels to 
achieve consistency w i th year-end sales reports 
whi le maintaining as much as possible the pattern 
of percentage changes that were estimated earlier 
on a month ly basis. Furthermore, the Commerce 
Depar tment compi les a detai led census of re-
tailers every five years, then reworks previous 
estimates for annual sales levels to be consistent 
w i th the five-year censuses. Of course, month ly 
changes are necessary for addit ional consistency 
wi th in the years revised. The last five-year census 
occurred in 1982, but revisions in the U.S. total 
were not released unti l March 1985. The 1982 
census of retailers wi l l be the foundat ion for the 
retail sales survey design early in 1987. 

The retail sales series should be viewed primarily 
as an indicator of the strength of final sales of 
goods. Changes in GNP may dif fer f rom changes 
in retail sales because of the inclusion of many 
components other than expendi tures on goods. 
Adjusted retail sales represent a relatively small 
port ion of GNP—only about half of all personal 
consumpt ion expendi tures and consequent ly 
only about one-thi rd of GNP. Furthermore, GNP 
figures include components that exhibit different 
cyclical behavior. Specifically, services tend to 
be stable whi le investment in structures and 
equ ipment expenditures can take on their o w n 
cyclical patterns. 

As noted earlier, month ly retail sales figures are 
revised, on occasion significantly. Wh i le sales of 
goods are inherently volatile, the series provides 
the best informat ion available on a t imely basis. 
When viewed within the context of other monthly 
indicators, retail sales estimates provide valuable 
insight, especially into the strength of the goods 
sector. 

The author is an economic analyst on the Research Depart-
ment's macropolicy team. He thanks Irving True at the 
Commerce Department, Susan Burch at the Federal Reserve 
Board, and Walter Dolde at Townsend-Creenspan for their 
suggestions. 

NOTES 

1 Revised retail sales data are used in personal consumpt ion revisions each 
month until that particular quarter for GNP is "c losed ou t " as when the 
next quarter's flash est imate is re leased 

2For the services components of PCE, the Commerce Department must 
rely on many different data sources as no single primary source exists. 
One source is the owner-occupied dwell ings housing survey used to 
derive housing services consumption. For statistics, the Commerce 
Department looks to the housing stock and rental equivalents For hotel 
and motel services, a private account ing firm produces data used by the 
Commerce Department 's Bureau of Economic Analysis The long list of 
private sources includes organizations as diverse as the American 
Council of Life Insurance, the Air Transport Association, AT&T, and the 
American Kennel Club. 

3Only over a longer t ime horizon of two or more quarters is the retail sales 
series more closely t ied to changes in GNP. As such, changes in 
inventories is the "equi l ibrat ing mechanism" that eventually ties changes 
in retail sales to changes in GNP. 

"Much of the material discussing the survey sample and revisions pro-
cedures is based on appendices in Monthly Retail Trade, publ ished by the 
U.S. Department of Commerce, Bureau of the Census 
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T i r 

FINANCE 

FEB 
1985 

JAN 
1985 

FEB 
1984 

ANN. 
% 

CHG. 
FEB 
1985 

JAN 
1985 

FEB 
1984 

$ millions 

ANN. 
CHG. 

Commerc ia l Bank Deposits 1,463,097 1,488,634 1,326,657 + 10 Savings & Loans** 
Demand 316,032 346,254 299,371 + 6 Tota l Deposits 725,336 725,323 637,308 + 14 
NOW 97,709 101,204 87,544 + 12 NOW 22,347 23,038 18,669 + 20 
Savings 394,548 386,146 352,739 + 12 Savings 166,190 165,257 173,594 - 4 
Time 596,887 701,005 619,272 - 4 Time 540,262 540,543 448,738 + 20 

Credi t Union Deposits 59,410 59,023 49,687 + 20 DEC NOV DEC 
Share D r a f t s 6,502 6,605 5,120 + 27 Mortgages Outstanding 598,559 598,425 483,596 + 24 
SnvincrQ <V Timp 52.961 52.465 44.492 + 19 Mortgage Commi tmen t s 37,584 40,633 32,331 + 16 

Commerc ia l Bank Deposits 169,711 171,155 151,756 + 12 savings oc Loans 
Demand 36,618 40,298 35,799 + 2 Tota l Deposits 94,469 97,207 N.A. 
NOW 12,703 13,067 11,416 + 11 NOW 3,593 3,784 N.A. 
Savings 44,411 43,604 39,730 + 12 Savings 20,733 21,152 N.A. 
Time 79,926 79,258 68,513 + 17 Time 70,793 72,882 N.A. 

Credi t Union Deposits 6,659 6,599 5,749 + 16 DEC NOV DEC 
Share D r a f t s 600 610 494 + 21 Mortgages Outstanding 75,325 75,225 68,866 + 9 
Snvincrs k Timp 5.959 5.892 5.137 + 16 Mortgage Commitments 4,364 4,507 4,640 - 6 

Commerc ia l Bank Deposi ts 17,743 17,856 15,798 + 12 havings cc L o a n s " 
Demand 3,858 4,134 3,741 + 3 Total Deposits 6,154 6,075 5,280 + 17 
NOW 1,216 1,226 1,031 + 18 NOW 255 251 150 + 70 
Savings 3,484 3,417 3,222 + 8 Savings 951 923 896 + 6 
Time 9,676 9,716 8,305 + 17 Time 5,029 4,989 4,278 + 18 

Credi t Union Deposits 999 994 922 + 8 DEC NOV DEC 
Share D r a f t s 104 105 88 + 18 Mortgages Outstanding 4,315 4,306 3,846 + 12 
Sflvincrs ft Timp 874 866 797 + 10 Mortgage Commitments 215 174 288 - 25 

Commercia l Bank Deposits 60,675 60,983 53,777 + 13 
Demand 13,238 14,276 12,941 + 2 
NOW 5,240 5,407 4,764 + 10 
Savings 20,827 20,456 18,685 + 11 
Time 22,795 22,553 18,609 + 22 

Credi t Union Deposi ts 3,006 2,970 2,498 + 20 
Share D r a f t s 305 310 248 + 23 
Savings & Time 2,581 2,545 2,121 + 22 

Savings oc Loans ' 
Total Deposits 

NOW 
Savings 
Time 

Mortgages Outstanding 
Mortgage Commitments 

59,965 62,648 54,615 + 10 
2,457 2,629 2,165 + 13 

14,070 14,435 14,974 - 6 
43,580 45,734 37,943 + 15 

DEC NOV DEC 
44,589 44,447 41,223 + 8 

2,870 2,916 3.181 - 10 

Commerc ia l Bank Deposits 
Demand 
NOW 
Savings 
Time 

Credi t Union Deposits 
Share D r a f t s 
Savings & Time 

26,183 26,526 22,201 + 18 Savings & Loans 
7,256 8,058 6,739 + 8 Tota l Deposits 8,374 8,346 N.A. 
1,677 1,772 1,493 + 12 NOW 306 314 N.A. 
6,748 6,556 4,964 + 36 Savings 1,886 1,854 N.A. 

11,788 11,708 10,044 + 17 Time 6,347 6,337 N.A. 
1,389 1,387 

98 
1,201 + 16 DEC NOV DEC 

96 
1,387 

98 74 + 30 Mortgages Outstanding 8,990 9,004 8,326 + 8 
1.304 1.297 1.150 + 13 Mortgage Commitments 401 420 477 - 16 

Commerc ia l Bank Deposits 27,699 
Demand 5,627 
NOW 1,623 
Savings 5,850 
Time 15,072 

Credi t Union Deposi ts 184 
Share D r a f t s 17 
Savings <5c Time 180 

27,948 25,572 + 8 Savings & Loans** 
6,237 5,777 - 3 Tota l Deposits 10,912 11,221 9,150 + 19 
1,663 1,499 + 8 NOW 291 301 210 + 39 
5,774 5,451 + 7 Savings 2,247 2,319 2,370 - 5 

14,867 13,335 + 13 Time 8,546 8,752 6,669 + 28 
182 203 - 9 DEC NOV DEC 

16 23 - 26 Mortgages Outstanding 9,266 9,304 8,046 + 15 
179 197 - 9 434 511 446 - 3 

Commerc ia l Bank Deposits 
Demand 
NOW 
Savings 
Time 

Credi t Union Deposits 
Share D r a f t s 

I H H Ï l l i l H H i H H I Commercia l Bank Deposits 
Demand 
NOW 
Savings 
Time 

Credi t Union Deposits 
Share D r a f t s 
Savings & Time 

12,689 12,708 11,923 + 6 Savings 3c Loans 
2,395 2,580 2,419 - 1 Tota l Deposits 1,769 1,597 N.A. 

914 919 841 + 9 NOW 54 54 N.A. 
2,464 2,409 2,480 - 1 Savings 301 351 N.A. 
7,219 7,127 6,506 + 11 Time 1,470 1,204 N.A. 

* * * DEC NOV DEC 
* * » Mortgages Outstanding 2,062 2,074 2,035 
* » * Mortgage Commitments 178 147 63 

+ 1 
+183 

24,722 25,134 22,485 + 10 Savings & Loans** 
4,244 5,013 4,182 + 1 Tota l Deposits 7,295 7,320 6,817 + 7 
2,033 2,080 1,788 + 14 NOW 230 235 176 + 31 
5,038 4,992 4,928 + 2 Savings 1,278 1,270 1,337 - 4 

13,376 13,287 11,714 + 14 Time 5,821 5,866 5,350 + 9 
1,081 1,066 925 + 17 DEC NOV DEC 

78 81 61 + 28 Mortgages Outstanding 6,103 6,090 5,390 + 13 
1,020 1,005 872 + 17 Mortgage C o m m i t m e n t s 266 339 185 + 44 

Notes: All deposit data are ex t rac ted from the Federa l Reserve Report of Transact ion Accounts, o ther Deposits and Vault Cash (FR2900), 
and a re repor ted for the average of the week ending the 1st Monday of the month. This da ta , repor ted by inst i tu t ions with 
over $15 million in deposits ,as of December 31, 1979, represents 95% of deposits in the six s t a t e a rea . The major d i f f e rences between 
this repor t and the "call repor t" are s ize, the t r e a t m e n t of interbank deposits , and the t r e a t m e n t of float. The da ta genera ted from 
the Report of Transact ion Accounts is for banks over $15 million in deposits as of December 31, 1979. The to t a l deposit data generat i 
f rom the Report of Transact ion Accounts e l iminates interbank deposits by repor t ing the ne t of deposits "due to" and "due f rom" other 
depository inst i tut ions. The Report of Transact ion Accounts sub t r ac t s cash i t e m s in process of collect ion from demand deposi ts , while 
the call report does not . Savings and loan mor tgage da ta a re f r o m the Federa l Home Loan Bank Board Selec ted Balance Sheet D a t a . 
The Southeast da ta represent the to t a l of the six s t a t e s . Subcategories were chosen on a se lec t ive basis and do not add to to ta l . 
* = f e w e r than four ins t i tu t ions report ing. 
** = S&L deposits subject to revisions due to report ing changes. 
N.A. = not comparable with previous da ta a t this t ime . 
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CONSTRUCTION 

12-month Cumulative Rate 

Nonresidential Building Permi ts 
Tota l Nonresident ial 

Industrial Bldgs. 
O f f i c e s 
Stores 
Hospitals 
Schools 

JAN 
1985 

DEC 
1984 

JAN 
1984 

ANN 
% 

CHG 

Mil. 
62,351 61,483 52,264 + 19 

9,084 8,800 5,592 + 62 
14,840 14,810 13,024 + 14 

9,780 9,542 7,187 + 36 1,852 1,851 2,065 - 10 
1,042 993 857 + 22 

JAN 
1985 

Residential Building Pe rmi t s 
Value - $ Mil. 

Resident ial Pe rmi t s - Thous. 
Single-family units 
Multi-family units 

Total Building Pe rmi t s 
Value - $ Mil. 

DEC 
1984 

JAN 
1984 

887.6 
744.8 

890.7 
748.2 

900.7 
716.0 

ANN % 
CHG 

74,368 74,412 69,204 + 7 

136,719 135,895 121,468 + 13 

Nonresidential Building Permi ts - $ Mil. 
Tota l Nonresidential 9,597 9,497 

Industrial Bldgs. 1,005 987 
O f f i c e s 2,216 2,247 
Stores 1,959 1,902 
Hospitals 402 402 
Schools 122 105 

8,271 
676 

2,036 
1,376 

470 
152 

+ 16 Value - $ Mil. 13,857 13,854 12,934 + 7 
+ 49 Resident ial Pe rmi t s - Thous. 13,854 12,934 
+ 9 Single-family units 186.6 186.1 184.7 + 1 
+ 42 Mult i -family units 170.3 171.7 165.2 + 3 
- 14 Tota l Building Pe rmi t s 
- 20 Value - $ Mil. 23,454 23,351 21,205 + 11 

726 730 543 + 34 198 197 35 +466 
91 99 62 + 47 126 127 102 + 24 53 53 5 +960 6 7 9 - 33 

Resident ial Building Pe rmi t s 
Value - $ Mil. 

Residential Pe rmi t s - Thous. 
Single-family units 
Mult i -family units 

Tota l Building Pe rmi t s 
Value - $ Mil. 

449 449 440 + 2 
8.1 8.0 8.0 + 1 6.7 6.7 8.1 - 17 

1,175 1,179 983 + 20 

Jonresidential Building 
Tota l Nonresident ial 

Industrial Bldgs. 
Of f i ces 
Stores 
Hospitals 
Schools 

Mil. 
4,796 

495 
1,037 
1,107 

163 
52 

4,747 
479 

1,079 
1,071 

162 
46 

4,133 
360 
969 
777 
297 

57 

+ 16 Value - $ Mil. 7,959 7,964 7,578 + 
+ 38 Resident ial P e r m i t s - Thous. 

7,959 7,578 
+ 7 Single-family units 101.1 100.8 99.8 + 
+ 42 Mult i -family uni ts 96.7 97.9 92.1 + 
- 45 Tota l Building Pe rmi t s 
- 9 Value - $ Mil. 12,755 12,711 11,711 + 

Jonresidential Building 
Tota l Nonresident ial 

Industrial Bldgs. 
Of f i ces 
Stores 
Hospitals 
Schools 

1,822 1,809 1,384 + 32 
189 189 175 + 8 
551 558 464 + 19 
299 293 159 + 88 

47 51 35 + 34 
22 18 28 - 21 

tes ident ia l Building Pe rmi t s 
Value - $ Mil. 

Residential Pe rmi t s - Thous. 
Single-family units 
Mult i -family units 

Tota l Building Pe rmi t s 
Value - $ Mil. 

2,835 2,828 2,436 + 16 
44.0 43.9 41.9 + 5 
26.5 26.4 25.0 + 6 

4,656 4,637 3,820 + 22 

+ 2 Value - $ Mil. 1,040 1,039 1,098 - 5 0 Resident ia l Pe rmi t s - Thous. 1,040 1,039 1,098 
- 24 Single-family units 13.5 13.9 16.6 - 19 + 87 Mult i -family units 13.5 13.0 17.1 - 21 
+ 6 Total Building Pe rmi t s - 21 
- 31 Value - $ Mil. 2,231 2,205 2,262 - 1 

Jonresidential Building 
Tota l Nonresident ial 

Industrial Bldgs. 
O f f i c e s 
Stores 
Hospitals 
Schools 

255 250 195 + 31 
12 12 10 + 20 
40 40 22 + 82 58 56 40 + 45 

9 9 19 - 53 
3 3 4 - 25 

Resident ial Building Pe rmi t s 
Value - $ Mil. 

Resident ia l P e r m i t s - Thous. 
Single-family units 
Mult i - family units 

To ta l Building P e r m i t s 
Value - $ Mil. 

385 383 316 + 22 
6.1 6.0 4.7 + 30 4.6 4.8 5.1 - 10 
640 633 511 + 25 

- • 5 Value - $ MiL 1,189 1,191 1,066 + 12 
+ 24 Resident ial P e r m i t s - Thous. 

1,189 1,191 1,066 12 
+ 44 Single-family units 13.8 13.5 13.7 + 1 
- 25 Mult i -family units 22.3 22.9 17.8 + 25 
+ 59 Tota l Building Pe rmi t s 25 

0 Value - $ Mil. 1,997 1,986 1,918 + 4 
NOTES: — — — — 
Data supplied by the U. S. Bureau of the Census, Housing Units Authorized By Building Pe rmi t s and Public Cont rac t s , C-40 . 
Nonresidential data excludes the cost of construct ion for publicly owned buildings. The southeast da ta represent t he to ta l of 
t he six s t a t es . The annual pe rcen t change calculat ion is based on the most r ecen t month over prior year . Publicat ion of F . W 
Dodge construct ion con t rac t s has been discontinued. 
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M GENERAL 

ANN. 
LATEST CURR. PREV. YEAR % 

DATA PERIOD PERIOD AGO CHG. 
FEB 
1985 

JAN 
1985 

FEB 
1984 

ANN. % 
CHG. 

Personal Income 
($bil. - SAAR) 

Taxable Sales - $bil. 
Plane Pass . Arr . 000's 
Pet roleum Prod, (thous.) 
Consumer Price Index 

1967=100 
Kilowatt Hours - mils. 

3Q 3,032.7 2,970.9 2,755.1 +10 
N.A. N.A. N.A. 
N.A. N.A. N.A. 

FEB 8,910.8 8,737.2 8,661.9 + 3 
FEB 317.4 316.1 306.6 + 4 

185.0 + 1 

Agricul ture 
Pr ices Rec 'd by Farmers 

Index (1977=100) 
Broiler P l acemen t s (thous.) 
Calf P r ices ($ per cwt.) 
Broiler Pr ices (<t per lb.) 
Soybean Pr ices ($ per bu.) 
Broiler Feed C j j j ^ f l y x j M t o R 

135 135 144 - 6 
86,001 85,507 80,879 + 6 

66.20 64.10 63.90 + 4 
30.5 30.9 37.4 -18 
5.74 5.90 7.29 -21 
217 221 243 - 1 1 

Personal Income 
($bil. - SAAR) 

Taxable Sales - $ bil. 
Plane Pass. Arr . 000's 
Pet roleum Prod, (thous.) 
Consumer Pr ice Index 

1967=100 
Kilowatt Hours - mils. 

3Q 
DEC 
FEB 

DEC 

370.8 
N.A. 

4,547.3 
1,507.0 

N.A. 
27.9 

361.8 
N.A. 

4,358.1 
1,510.0 

N.A. 
28.5 

333.7 
N.A. 

3,999.8 
1,404.0 

N.A. 
27.8 

Agricul ture 
+11 Pr ices Rec 'd by Farmers 

Index (1977=100) 127 129 134 - 5 
+14 Broiler P lacements (thous.) 33,640 32,984 31,217 + 8 
+ 7 Calf P r ices ($ per cwt.) 60.7 59.2 60.3 + 1 

Broiler Prices (<t per lb.) 29.0 29.7 36.7 -21 
Soybean Pr ices ($ per bu.) 5.85 6.02 7.40 - 2 1 

+ 0 Broiler Feed Cost ($ per ton) 217 215 235 - 8 

Personal Income 
($bil. - SAAR) 3Q 

Taxable Sales - $ bil. 
Plane Pass. Arr . 000's DEC 
Petroleum Prod, (thous.) FEB 
Consumer Pr ice Index 

1967=100 
Kilowatt Hours - mils. DEC 

Agricul ture 
40.5 39.8 37.0 + 9 Farm Cash Receipts - $ mil. 
N.A. N.A. N.A. (Dates: NOV, NOV) 2,014 - 1,990 + 1 

103.7 109.4 109.1 - 5 Broiler P lacements (thous.) 11,455 11,152 10,596 + 8 
53.0 53.0 49.0 + 8 Calf Pr ices ($ per cwt.) 64.0 59.9 59.0 + 8 

Broiler Prices (<t per lb.) 27.0 29.0 35.5 -24 
N.A. N.A. N.A. Soybean Pr ices ($ per bu.) 5.95 6.03 7.47 -20 

4.0 4.0 3.7 + 8 Broiler Feed Cost ($ per ton) 205 205 275 -25 

Personal Income 
($bil. - SAAR) 3Q 

Taxable Sales - $ bil. JAN 
Plane Pass. Arr . 000's DEC 
Petroleum Prod, (thous.) FEB 
Consumer Pr ice Index - Miami 

Nov. 1977 = 100 
Kilowatt Hours - mils. DEC 

140.0 136.1 125.1 +12 
85.1 84.0 74.3 +15 

2,309.5 2,081.9 1,827.0 +26 
36.0 37.0 49.0 -27 
JAN NOV JAN 

168.6 168.3 165.0 + 2 
+ 3 

Agricul ture 
Farm Cash Receipts - $ mil. 

(Dates: NOV, NOV) 
Broiler P lacements (thous.) 
Calf Pr ices ($ per cwt.) 
Broiler Pr ices (<t per lb.) 
Soybean Pr ices ($ per bu.) 
Broiler Feed Cost ($ per ton) 

3,803 - 3,896 - 2 
2,098 2,087 1,827 +15 

65.2 62.4 63.1 + 3 
30.0 29.0 36.0 -17 
5.95 6.03 7.47 -20 
235 235 260 -10 

Personal Income 
($bil. - SAAR) 

Taxable Sales - $ bil. 
Plane Pass. Arr . 000's 
Pet roleum Prod, (thous.) 
Consumer Pr ice Index -
1967 = 100 
Kilowatt Hours - mils. 

3Q 67.7 65.9 59.8 +13 3Q N.A. N.A. N.A. 
DEC 1,705.6 1,688.4 1,610.9 + 6 

N.A. N.A. N.A. 
At lanta FEB DEC FEB 

322.4 318.2 309.3 + 4 
DEC 4.5 4.4 4.6 - 2 

Agricul ture 
Farm Cash Receipts - $ mil. 

(Dates: NOV, NOV) 
Broiler P lacements (thous.) 
Calf Pr ices ($ per cwt.) 
Broiler Pr ices (* per lb.) 
Soybean Pr ices ($ per bu.) 
Broiler Feed Cost ($ per ton) 

3,236 - 2,927 + 11 
13,553 13,165 12,694 + 7 

60.7 57.3 57.1 + 6 
29.0 29.0 36.5 -21 
5.73 5.86 7.61 -25 
250 245 215 +16 

Personal Income 
($bil. - SAAR) 

Taxable Sales - $ bil. 
Plane Pass. Arr . 000's 
Pet roleum Prod, (thous.) 
Consumer Pr ice Index 

1967 = 100 
Kilowatt Hours - mils. 
Personal Income 

($bil. - SAAR) 
Taxable Sales - $ bil. 
Plane Pass. Arr . 000's 
Pet roleum Prod, (thous.) 
Consumer Pr ice Index 

1967 = 100 
Kilowatt Hours - mils. 

3Q 49.0 48.2 45.6 3Q 
N.A. N.A. N.A. 

DEC 248.0 285.5 272.7 
FEB 1,329.0 1,331.0 1,220.0 

N.A. N.A. N.A. 
DEC 4.5 4.8 4.2 

Agricul ture 
+ 7 Farm Cash Receipts - $ mil. 

(Dates: NOV, NOV) 1,326 - 1,612 -18 
- 9 Broiler P lacements (thous.) N.A. N.A. N.A. 
+ 9 Calf Pr ices ($ per cwt.) 62.0 59.4 - 62.2 - 0 

Broiler Pr ices (4 per lb.) 31.5 32.0 38.0 -17 
Soybean Pr ices ($ per bu.) 5.90 5.97 7.44 -21 

+ 7 Broiler Feed Cost ($ per ton) 250 255 295 -15 

DEC 
FEB 

DEC 

Agricul ture 
23.1 22.6 21.1 + 9 Farm Cash Receipts - $ mil. 

N.A. N.A. N.A. (Dates: NOV, NOV) 1,856 - 2,056 -10 
31.2 33.8 31.4 - 1 Broiler P lacements (thous.) 6,534 6,580 6,101 + 7 
89.0 89.0 86.0 + 3 Calf Pr ices ($ per cwt.) 64.6 60.0 61.7 + 5 89.0 

Broiler Prices ( i per lb.) 31.5 32.0 39.0 -19 
N.A. N.A. N.A. Soybean Pr ices ($ per bu.) 5.65 6.03 7.52 -25 

9i.n 1.9 1.9 + 5 Broiler Feed Cost ($ per ton) 164 162 191 -14 

Personal Income 
($bil. - SAAR) 3Q 

Taxable Sales - $ bil. 
Plane Pass. Arr . 000's DEC 
Petroleum Prod, (thous.) 
Consumer Price Index 

1967 = 100 
Kilowatt Hours - mils. DEC 

50.0 49.3 45.1 
N.A. N.A. N.A. 

149.3 159.1 148.7 
N.A. N.A. N.A. 
N.A. N.A. N.A. 

5.4 5.2 6.1 

+11 

+ 0 

- 1 1 

Agricul ture 
Farm Cash Receipts - $ mil. 

(Dates: NOV, NOV) 
Broiler P lacements (thous.) 
Calf Pr ices ($ per cwt.) 
Broiler Pr ices (<fc per lb.) 
Soybean Pr ices ($ per bu.) 
Broiler Feed Cost ($ per ton) 

1,703 - 1,702 + 0 
N.A. N.A. N.A. 
60.7 56.3 58.6 + 4 
29.0 29.0 36.5 -21 
6.06 6.18 6.95 -13 
185 188 220 -16 

Personal Income da ta supplied by U. S. Depar tment of Commerce . Taxable Sales are repor ted as a 12-month cumulat ive to ta l . Plane 
Passenger Arrivals are col lected f rom 26 airports . Pet roleum Production da ta supplied by U. S. Bureau of Mines. Consumer Price 
Index data supplied by Bureau of Labor S ta t i s t ics . Agricul ture data supplied by U. S. Depar tment of Agricul ture. Farm Cash 
Receipts data are reported as cumulat ive for the calendar year through the month shown. Broiler p lacements a re an average weekly 
ra te . The Southeast data represent the to t a l of the six s t a t es . N.A. = not available. The annual percen t change calculation is based 
on most recent da ta over prior year . R = revised. 
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EMPLOYMENT 

JAN 
1985 

DEC 
1984 

JAN 
1984 

ANN. % 
CHG. 

JAN 
1985 

DEC 
1984 

JAN 
1984 

ANN. % 
CHG. 

Civilian Labor Fo rce - thous. 
Tota l Employed - thous. 
Tota l Unemployed - thous. 

Unemployment R a t e - % SA 
Insured Unemployment - thous. 
Insured Unempl. Ra t e - % 
Mfg. Avg. Wkly. Hours 
Mfg. Avg. Wklv. Earn. - $ m 

113,475 
104,344 

9,131 
7.4 

N.A. 
N.A. 
40.2 
378 

114,028 
106,049 

7,978 
7.2 

N.A. 
N.A. 
41.2 
386 

111,025 
101,270 

9,755 
8.0 

N.A. 
N.A. 
40.6 
369 

- 1 
+ 2 

Nonfarm Employment- thous. 94,594 96,291 91,065 + 4 
Manufactur ing 19,603 19,749 19,030 + 3 
Construct ion 4,115 4,407 3,779 + 9 
Trade 22,148 22,869 21,044 + 5 
Government 16,056 16,261 15,856 + 1 
Services 20,791 21,001 19,828 + 5 
Fin., Ins., 3c Real Es t . 5,724 5,736 5,537 + 3 
Trans. Com. 3c Pub. Util . 5,172 5,265 5,023 + 3 

Civilian Labor Force - thous. 15,027 15,057 14,548 
Tota l Employed - thous. 13,773 13,885 13,221 
To ta l Unemployed - thous. 1,254 1,172 1,327 

Unemployment Ra t e - % SA 7.7 7.9 8.6 
Insured Unemployment - thous. N.A. N.A. N.A. 
Insured Unempl. Ra t e - % N.A. N.A. N.A. 
Mfg. Avg. Wkly. Hours N.A. N.A. N.A. 
Mfg. Avg. Wklv. Earn. - $ N.A. N.A. N.A. 

Nonfarm Employment- thous. 
Construct ion 
Trade 
Government 
Services 
Fin., Ins., 3c Real Es t . 
Trans. Com. 3c Pub. Util . 

12,478 
2,308 

753 
3,069 
2,206 
2,581 

706 
722 

12,623 
2,320 

780 
3,151 
2,219 
2,587 

706 
728 

11,891 
2,240 

675 
2,871 
2,178 
2,426 

674 
699 

+ 5 
+ 3 
+12 
+ 7 
+ 1 
+ 6 
+ 5 
+ 3 

Civilian Labor Force - thous. 1,790 1,798 1,746 
Tota l Employed - thous. 1,587 1,589 1,532 
Tota l Unemployed - thous. 202 208 214 

Unemployment Ra t e - % SA 10.5 11.7 11.5 
Insured Unemployment - thous. N.A. N.A. N.A. 
Insured Unempl. Ra t e - % N.A. N.A. N.A. 
Mfg. Avg. Wkly. Hours 40.5 41.4 40.9 
Mfg. Avg. Wklv. Earn. - $ 339 344 319 

+ 3 
+ 4 
- 6 

- 1 
+ 6 

Nonfarm Employment- thous. 1,370 1,385 1,346 + 2 
Manufactur ing 353 349 351 + 1 
Const ruct ion 63 67 58 + 9 
Trade 291 303 278 + 5 
Government 286 287 293 - 2 
Services 228 229 221 + 3 
Fin., Ins., 3c Real Es t . 64 64 61 + 5 
Trans. Com. & Pub. Util . 71 72 70 + 1 

Civilian Labor Force - thous. 
Total Employed - thous. 
Tota l Unemployed - thous. 

Unemployment R a t e - % SA 
Insured Unemployment - thous. 
Insured Unempl. Ra t e - % 
Mfg. Avg. Wkly. Hours 
Mfg. Avg. Wklv. Earn. - $ 

5,237 
4,895 

342 
6.2 

N.A. 
N.A. 
40.7 
316 

5,196 
4,879 

316 
5.8 

N.A. 
N.A. 
41.7 
326 

5,011 
4,642 

369 
7.0 

N.A. 
N.A. 
41.5 
312 

+ 5 
+ 5 
- 7 

- 2 

+ 1 

Nonfarm Employment- thous. 4,344 4,369 4,094 + 6 
Manufacturing 518 517 491 + 5 
Construct ion 334 339 292 +14 
Trade 1,147 1,167 1,089 + 5 
Government 673 677 649 + 4 
Services 1,108 1,104 1,035 + 7 
Fin. , Ins., & Real Est . 307 307 289 + 6 
Trans. Com. & Pub. Util. 247 248 239 + 3 

Civilian Labor Force - thous. 
Tota l Employed - thous. 
Total Unemployed - thous. 

Unemployment Ra t e - % SA 
Insured Unemployment - thous. 
Insured Unempl. Ra t e - % 
Mfg. Avg. Wkly. Hours 
Mfg. Avg. Wkly. Earn. - $ 

2,768 
2,603 

165 
5.5 

N.A. 
N.A. 
40.7 
319 

2,843 
2,687 

157 
5.7 

N.A. 
N.A. 
41.8 
329 

2,657 
2,480 

176 
6.1 

N.A. 
N.A. 
40.5 
299 

+ 4 
+ 5 
- 6 

Nonfarm Employment- thous. 2,532 2,565 2,346 + 8 
Manufactur ing 548 553 527 + 4 
Construct ion 137 144 114 +20 
Trade 642 664 570 +13 
Government 445 445 440 + 1 
Services 461 459 412 +12 
Fin. , Ins., & Real Est . 133 133 124 + 7 
Trans. Com. 3c Pub. Util . 158 159 150 + 5 

1,912 1,893 1,888 + 1 Nonfarm Employment- thous. 1,589 1,611 1,562 + 2 
1,698 1,708 1,688 + 1 Manufactur ing 180 184 175 + 3 

214 186 200 + 7 Construct ion 111 114 112 - 1 
10.7 10.5 10.4 Trade 381 389 373 + 2 

N.A. N.A. N.A. Government 322 326 317 + 2 
N.A. N.A. N.A. Services 311 313 305 + 2 
N.A. N.A. N.A. Fin., Ins., 3c Real Est . 83 83 82 + 1 
N.A. N.A. N.A. Trans . Com. 3c Pub. Util. 118 118 117 + 1 

Civilian Labor Force - thous. 
Tota l Employed - thous. 
Tota l Unemployed - thous. 

Unemployment Rate - % SA 
Insured Unemployment - thous. 
Insured Unempl. R a t e - % 
Mfg. Avg. Wkly. Hours 
Mfg. Avg. Wkly. Earn. - $ 

e t à 
Civilian Labor Force - thous. 

Tota l Employed - thous. 
To ta l Unemployed - thous. 

Unemployment Ra t e - % SA 
Insured Unemployment - thous. 
Insured Unempl. Ra t e - % 
Mfg. Avg. Wkly. Hours 
Mfg. Avg. Wklv. Earn. - $ a 

1,074 
949 
125 

10.7 
N.A. 
N.A. 
40.8 
291 

1,073 
963 
110 

10.8 
N.A. 
N.A. 
41.0 
292 

1,046 
923 
123 

10.8 
N.A. 
N.A. 
40.5 
280 

Nonfarm Employment- thous. 832 843 801 + 4 
Manufactur ing 219 220 214 + 2 
Const ruct ion 36 38 33 + 9 
Trade 179 186 168 + 7 
Government 189 189 183 + 3 
Services 126 127 124 + 2 
Fin. , Ins., 3c Real Es t . 34 34 33 + 3 
Trans. Com. 3c Pub. Util . 39 40 38 + 3 

Civilian Labor Force - thous. 2,246 2,254 2,200 
Tota l Employed - thous. 2,041 2,059 1,956 
Tota l Unemployed - thous. 206 195 245 

Unemployment Ra t e - % SA 7.7 8.6 12.5 
Insured Unemployment - thous. N.A. N.A. N.A. 
Insured Unempl. Ra t e - % N.A. N.A. N.A. 
Mfg. Avg. Wkly. Hours 40.8 41.8 40.4 
Mfg. Avg. Wkly. Earn. - $ 333 342 315 

+ 2 
+ 4 
- 1 6 

Nonfarm Employment- thous. 1,811 1,850 1,742 + 4 
Manufactur ing 490 497 482 + 2 
Const ruct ion 72 78 67 + 7 
Trade 429 442 393 + 9 
Government 291 295 296 - 2 
Services 347 355 329 + 5 
Fin., Ins., 3c Real Est . 85 85 84 + 1 
Trans. Com. 3c Pub. Util . 89 91 85 + 5 

Notes: All labor fo rce data a re from Bureau of Labor S ta t i s t i cs reports supplied by s t a t e agencies. 
Only the unemployment r a t e da ta are seasonally adjus ted. 
The Southeast da ta represent the to t a l of the six s t a t es . 
The annual percen t change calculat ion is based on the most r ecen t data over prior year . 
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