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Editor's Note: This article based on a lecture
delivered by Professor James Tobin in May 1986,
inaugurated the Atlanta Federal Reserve Bank's
distinguished lecturer series. Those attending
included both professional economists and the
general public. The lecturer sought to present
macroeconomic analysis familiar to many econ-
omists for a lay audience. The views expressed
are Professor Tobin’s, not those of the Federal
Reserve Bank of Atlanta.

Professor Tobin analyzes the macroeconomic
impacts of monetary and fiscal policies. Within
limits the same short-run paths of gross national
product (GNP) and employment can be achieved
by different “mixes” of the two policies. But a
mix of high real interest rates and large budget
deficits, though it temporarily dampens inflation,
has adverse long-run consequences. Carried to
the extremes of recent U.S. policies, such a mix
if continued would lead to unending rises in the
ratio of public debt to GNP, in interest rates,
and in “crowding out.”

Aggregate Demand and Supply

In this lecture, | shall discuss the strategy of
what economists call demand management—
the policies of the government, including the
Federal Reserve, that affect the aggregate spend-
ing of the population on goods and services
and so act upon the economy. | refer to the
economy as a whole, not to particular products
or markets.

| distinguish demand from supply in the
following sense: During business cycles the
economy is not always constrained by its ca-
pacity to produce, its supply potential. Cyclical
fluctuations reflect variations, for one reason or
another, in the overall demand for goods and
services, and thus for workers to produce
them. In the long run, however, the output of
goods and services in the country is clearly
limited by the capacity of the economy to
produce.

“Supply-side” economics concerns the growth
of productive capacity. “Demand-side”’ eco-
nomics, my main focus in this lecture, has to do
with the management of the economy, not for

The author is Sterling Professor of Economics at Yale
University and 1981 winner of the Nobel Memorial Prize in
Economic Science.
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The Monetary and

James

accelerating its long-run capacity
growth, but for stabilizing the busi-
ness cycleand avoiding excesses of
unemployment on the one hand
and inflation on the other. The two
“sides” are, however, related in a
way that | will be discussing and
trying to describe. Some strategies
of short-run demand management
are better for long-run growth than
others.

In recent years, | think it is fair to
say, the capacity of the economy
to produce goods and services—
potential output—has not been
the binding constraint on the real
output of the United States econ-
omy. Rather, the constraint has
been the adequacy of aggregate
demand to purchase the output
of the economy. This has been
true since 1980, when we fell into
the first of two recessions that
occurred in rapid succession. We
began recovering from the second
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one at the end of 1982, but we
haven't yet fully recovered. For
more than two years the rate of
utilization of the economy's po-
tential has been flat only 80 per-
cent of industrial capacity has been
utilized, recently even less. Normal
capacity utilization in our econ-
omy in prosperity has been at 85,
86, or 87 percent The unem-
ployment rate of workers has been
stuck for more than two years at 7
percent of the labor force, plus or
minus a couple of tenths, more
often plus than minus. There is no
evidence that 7 percent is as low
an unemployment rate as we can
have today without setting off in-
flation. It's hard to find any bottle-
necks or scarcities or shortages in
this economy, or any tendency for
wages to accelerate. The inflation
rate has been extremely well-be-
haved, even after the end of the
deep recession of 1981-82. This
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means that ever since 1979, demand manage-
ment, or short-run stabilization policy, which is
the main business of the Federal Reserve, has
been the decisive determinant of unemploy-
ment, capacity utilization, and the growth of real
GNP.

Demand Management,
Fiscal and Monetary

Two major instruments of demand manage-
ment are available to the central government
in the United States and other advanced econo-
mies: on the one hand, monetary policy and,
on the other, fiscal policy. Reference was made
in the introductions to my service in Washington
on the President’'s Council of Economic Advisers.
At that time we on the Council were doing a
teaching job. We had an important student, the
President of the United States, John F. Kennedy,
who seemed not to have absorbed a lot of
economics in his undergraduate training. He
was a good student and able to learn fast, and
we were good teachers, | must say. We knew
we were getting somewhere one day when he
said “1 think I now know the difference between
monetary policy and fiscal policy. Monetary
policy begins with an “M,” and the chairman of
the Federal Reserve is [William McChesneyl
Martin, so that's monetary policy. What we
do in the budget must be fiscal policy.” These
two instruments of demand management policy
are the ingredients | refer to when | speak of
“the mix.”

How does the use of these two instruments
work on aggregate demand? Fiscal policy in-
volves spending money. When the government
spends more money directly on goods and
services—mainly armaments these days—or
transfers money to the beneficiaries of Social
Security and other programs, aggregate demand
for goods and services increases. You may or
may not like particular programs, but how the
money is spent doesn’t matter for our immedi-
ate purpose. What matters is the additional
overall spending on goods and services. If you
don’t believe that defense spending is stimu-
lating, | invite you to come to Connecticut or
Massachusetts to see that economies supplying
defense-related products do prosper. Tax re-
ductions work the same way. People generally
spend a large fraction of their tax savings. For
example, in 1981 we had a mammoth reduction
in income taxes under the Economic Recovery
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Tax Act of 1981. To be sure, it was advertised
by the Administration and in the press as a
supply-side tax cut Its philosophy was to
increase incentives for working more, saving
more, producing more, and taking more risk.
Thus it was meant to be a policy to increase the
capacity of the economy, its productivity, its
potential output In the immediate circum-
stances of the day, however, when the potential
output of the economy was far above its actual
performance, it worked to increase spending
The recipients of the tax cut didn’t know that
they weren't supposed to spend the proceeds,
and so they spent them. Thus it worked as a
demand-side stimulus.

Monetary policy generally works in ways that
lower or raise interest rates and raise or lower
market values of bonds, stocks, and other
assets. Through these effects, monetary policy
stimulates or restrains spending for investment
goods—for house building business plant and
equipment, and inventories.

Exchange Rates and Aggregate Demand

There is one other mechanism by which
monetary policy works to expand or restrict
demand, a mechanism fairly new in American
experience—and in world experience. Recent
events have given a striking demonstration of
its power. It works through the balance of
exports and imports in foreign trade. Because
of the floating exchange rate regime in which
the United States and other countries have
been operating since 1973, along with the
amazing international mobility of funds, im-
mense amounts of money can move rapidly
across the exchange rates from, say, dollar
assets into yen assets or vice versa, or into and
out of pound-sterling deutsche mark assets, or
others. Recently we have had a textbook ex-
ample of this mechanism, which, | must say to
the credit of us economists, was well under
stood in theory before it actually occurred with
such remarkable fidelity.

In the 1980s, thanks to our monetary and
fiscal policies, interest rates in the United
States were high, even higher than interest
rates in other advanced economies. They at-
tracted funds across the currency exchanges
into dollar assets, often U.S. Treasury bills and
bonds but into the whole range of dollar
denominated assets as well. Likewise, they
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deterred Americans from lending funds over-
seas. The result was a big demand for dollars
relative to other currencies, which bid up the
price of a dollar in yen and other major curren-
cies. The dollar became costly to foreigners;
other currencies became inexpensive to Ameri-
cans. The further result was that people didn’t
buy many American goods, while we bought a
lot of foreign goods at bargain dollar prices. We
developed the massive surplus of imports over
exports that is still reported every month.

Here, then, was a powerful mechanism by
which a monetary policy that actively raised
interest rates affected demand for U.S. goods
and services. By reducing exports and raising
imports, it diverted American demand to foreign
goods instead of goods produced by American
labor and capital. That supplemented the nor-
mal, old-fashioned way tight monetary policies
and high interest rates work, by restricting
residential construction and business invest-
ment.

The Fiscal/Monetary Policy Mix

In discussing the policy mix | want to give
the word a precise meaning. | am not talking
about a mix-up between the two policies,
although that may often occur. | am not referring
to the two policies in a general way. | make a
precise distinction between the total stimulus
administered by the two policies and the rela-
tive contributions of each of the two policies to
that total. It's as if you have two types of
medicine: first you ask what is the total dose of
the two medicines together; and second, how
is the dose split between the two medicines.
Right now | want to address the second ques-
tion, how the dose is split between the two
medicines—the mix.

Figure 1 relates the after-tax interest rate in
the economy and the real (inflation-corrected)
output of the economy. The horizontal axis
represents output, real GNP, labeled “Y.” The
vertical axis is the interest rate after tax (1-9r,
one minus the tax rate, that quantity times the
interest rate. Red curves, “1S,” for investment
and saving tell how the interest rate has to
move for given monetary and fiscal policies in
order to induce the amount of spending that
would buy exactly the output measured on the
horizontal axis. Each red curve is sloping down,
because lower interest rates are needed to get
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Figure 1. Policy Mixes, Interest Rates, and GNP
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The diagram shows how the same GNP values, Y1 or Y2 or Y* (full employment output), can be achieved by different
mixes of monetary and fiscal policies. Fiscal policy determines which IS locus the economy is on; curves higher and to
the right result from easier fiscal policies. Monetary policy determines which LM curve the economy is on; curves
lower and to the right represent easier monetary policies. The horizontal line at g depicts the real growth rate of GNP.
As discussed in the text, an after-tax interest rate above g means that federal debt grows explosively indefinitely.

people to spend more money. When interest
rates are low, people spend more money on
investment and borrow more for consumption
as well. The down-sloping effect also comes
through exports and imports, as | already ex-
plained. Lower interest rates mean the dollar is

FEDERAL RESERVE BANK OF ATLANTA

cheaper, and that helps our exports relative to
our imports. All these effects together make an
IS curve slope down, as shown.

This figure shows a whole family of red IS
curves. Some are higher than the others and
further to the right The position of a curve
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depends on government policies. (Other things
too can affect the position, but for our purposes
the point is that the position depends on
policies.) Specifically, the position of an IS curve
depends on fiscal policy. Each of the red curves
could be regarded as being drawn for a particu-
lar budget program, encompassing the federal
tax system, the expenditure budget, the legis-
lation determining transfer entitlements like
Social Security. Curve 1S; is a relatively tight
budget policy, whereas ISp is somewhat looser,
with more spending or lower taxes or both. IS¢
and IS4 are even looser, even more stimulating.
Think of the effects of the Reagan Adminstra-
tion’s budgets from 1981 on as moving up to the
right, shifting to higher red IS curves by decreas-
ing taxes and increasing defense expenditures.

Now consider the gray curves, which are
determined by our friends of the Fed. Any one
such curve answers the following question:
given a certain amount of money that the Fed is
willing to provide to the economy, what will
happen to interest rates if output should in-
crease? The curve says the interest rate will go
up. Why? Because banks have only so many
reserves, and households and businesses have
only so much money in the banks and in their
pockets and tills. Higher outputs mean higher
levels of business activity and more competition
by borrowers for the limited amount of funds
that the Fed is willing to supply. That competi-
tion will raise interest rates. Economists typically
label this sort of relationship, depicted by the
gray curves, “LM” for liquidity, money.

Just as there is a family of red IS curves, so
there is a family of gray LM curves. In this
abstract representation, fiscal policy chooses a
member of the the red IS family, as | already
explained. Monetary policy chooses a member
of the gray LM family. If the Federal Open
Market Committee, which meets every five or
six weeks in Washington, decides to be more
generous to the economy in the amount of
money it provides, it will move to a gray curve
further to the right and down; any given output
of income will be associated with a lower
interest rate. Easier monetary policy moves the
economy’s LM curve to the right, and tighter
monetary policy moves it to the left As all
economics students know, economists like
intersections of curves, such as those that show
the price of peanuts and the quantity bought

8

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

and sold where a peanut demand curve crosses
a peanut supply curve. Here we are interested
in the intersection of a red IS and a gray LM
showing the interest rate and output generated
by the corresponding fiscal policy and monetary
policy. In Figure 1 there are lots of such inter
sections, indicating that there are several ways
of achieving the same output, the same value
of Y. All of these policy combinations deliver
the same total dose, but the mixes differ.
Different mixes of fiscal and monetary policy
can generate the same aggregate demand, the
same output, the same employment and un-
employment, and the same capacity utiliza-
tion rate. For example, the output represented
by Y2 can be created by the combination of
monetary and fiscal policy designated by bd as
well as by the combination marked cb. The
higher intersection has a tighter monetary policy,
and thus a higher interest rate and a relatively
easier fiscal policy than bd. The intersection
bd, on the other hand, has an easier monetary
policy and a tighter fiscal policy, defined by a
red curve to the left

Keeping Figure 1 in mind, let's think about
what has happened in the United States during
the last few years. Through a combination of
policy decisions starting in 1979, we arrived at
high intersections. That is, monetary policy was
tight and fiscal policy was easy compared with
mixes that could have produced the same
output. The same Y could have been achieved
with a different mix of policies.

Figure 2 makes the same point in another
way. The horizontal axis represents fiscal policy.
Moving to the right means easier budgets with
lower taxes, more spending and bigger deficits.
Monetary policy is on the vertical axis. Going
up means easier monetary policy, with the Fed
providing more money relative to total output.
The red curves in this diagram are called iso-
quants (same quantity). All the points on one of
the red curves are different ways of getting a
given output Y1. All the points on the next red
curve Y2 represent combinations that produce
the common result Y2. The two Y2 mixes we
singled out in Figure 1 are both shown here,
too, as cb and bd. One of them has easy fiscal
policy and tight money and the other has tight
fiscal policy and easy money. Then there is Y*,
which represents full capacity output—not the
forced economic mobilization that occurred

AUGUST/SEPTEMBER 1986, ECONOMIC REVIEW




Figure 2. Fiscal and Monetary Policies and GNP Outcomes

Monetary Ease

Mo/pY*

gdo
—> debt/yrises

(-t)r=g
/

\ od N (-t r>g

bd d
dc
C i Y*
rrises
/ cb Y2
y rises R e dE e \
e
Boces Y1
a b C d
B 0 gdo

——» Fiscal Ease —»

The information of Figure 1 is presented here in a different way. Monetary policy is measured by the ratio of the
monetary base, in real terms, to potential output pY*. Isoquants—combinations of the two policies that yield the same
real GNP—are pictured for Y1, Y2, and Y*. Points of intersection in Figure 1 are placed here also and labeled the same
(ad, bd, etc). The vertical line gd, tells how big a deficit will keep the debt-GNP ratio at do, given GNP growth at rate g

The downward sloping curve (1-f)rd, is the interest cost

of the existing debt do The upward sloping curve (1-f)r= g is

the boundary between stable (above) and unstable (below) debt-GNP ratios, as explained in the text

during World War Il but the highest output a
peacetime market economy can expect without
having a resurgence of accelerating prices,
rising inflation. (I don't know how large that is
nor do | know what the corresponding lowest
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inflation-safe unemployment rate is. | was ar-
guing with the local Fed people this morning
about whether that figure is closer to 7 or to 6
percent or even lower than that now. As | said
earlier, | am sure i's not as high as 7 percent)
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Prices vs. Quantities:
The Common Funnel Theory

If our objective is just to determine output,
our two policies evidently give us more degrees
of freedom than we really need. We have at
least two instruments—maybe more, consider-
ing that there are different kinds of taxes and
expenditures, and several monetary tools. Since
we have more tools than we need, why can't
we achieve some other goal at the same time?
We know that the the main constraint on
demand, output, and employment is the danger
of inflation. Why not use one instrument to
control inflation and the other one to get a
desirable level of output and employment? For
example, why not keep inflation down by tight
money while we push output up by easy
budgets? Why not manipulate the mix of the
policies to combat inflation and unemployment
simultaneously? That would be ideal. Unfortu-
nately, the world is not made that way—at least
according to the strong belief of most macro-
economists.

This belief | call the “common funnel theory,”
illustrated in Figure 3. Fiscal and monetary
policy together determine aggregate dollar
spending for GNP. They do not, however,
determine how dollar spending is divided be-
tween prices and quantities. The common
funnel theory goes as follows: Consider an
injection of spending in dollars into the econ-
omy. Its size matters for prices and quantities.
But whether it comes from the Fed or the
budget doesn’t matter; it produces inflation
and unemployment in the same combination
either way. In Figure 3 we see that money is
being provided by the Fed (gray), while fiscal
stimulus is being poured in (red). They go into a
mixing pot, turning pink. Then they come out in
the form of prices and quantities. It doesn’t
matter from what source they came in, whether
in red or gray, whether from fiscal stimulus or
the Fed; they come out in the same proportions
in changes in prices and changes in quantities.

Those proportions do depend on the state of
the economy. If the economy is tight in terms
of capacity utilization, then most of the demand
goes into prices and little into quantity. If it is
slack in term of capacity utilization and labor
employment, then the injections will show up
mostly in quantities and only slightly in prices.
The price/quantity outcome depends on the
state of the economy, not on the sources of the

10

demand or the policies that generated the
demand.

Thus it is not true, according to the common
funnel proposition, that the Fed has a particular
handle on prices and the budget a particular
handle on quantities. Some people in Wash-
ington thought that in 1981 or at least said that,
but it flies in the face of most evidence and
theory about how the economy works. We
cannot solve the unemployment/inflation di-
lemma by mixing monetary and fiscal policy in
different proportions.

Exchange Rates and Inflation

One necessary amendment to this discour-
aging proposition arises in international trade
through the implications of floating exchange
rates for macroeconomic policies, mentioned
above. To understand this amendment let's go
back to my previous story, in which tight
money produces high interest rates and causes
the dollar to shoot up in value relative to
foreign currencies. This made foreign imports—
Toyotas, Sonys, European vacations—cheap
in dollars to Americans and helped our process
of disinflation. The cheapness of foreign goods,
which enter our price indexes in some propor-
tion, gave us some relief from inflation in the
early 1980s. That mechanism is now working in
the opposite direction as the recent deprecia-
tion of the dollar becomes reflected in dollar
prices of imports and exports.

This consequence of floating exchange rates
is a point in favor of a tight money/easy fiscal
mix. Relative to other mixes, it will have higher
interest rates with the same outcome in em-
ployment and output, the same Y in Figures 1
and 2. This mix will be somewhat less inflation-
ary, or more disinflationary, than a mix in which
low interest rates are the result of easy money
combined with a tight fiscal budget.

But there is a catch, as we are now learning: A
high exchange rate obtained through higher
interest rates is only temporary. We can’t live
with massive import surpluses forever. At some
point—a point we recently reached in the
United States—the exchange rate has to go
down again, the dollar has to depreciate. As
that happens, we have to give back the price
reductions we earned earlier by artificial ap-
preciation of the currency. After all, the same
movements of exchange rates that made things
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Figure 3. The Common Funnel Theory
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This schematic diagram illustrates the point that the mix of price/quantity outcomes is
independent of the sources of aggregate dollar demand. Monetary policy affects the supply of
money and fiscal policy its circuit velocity. It is the product MV (money supply times circuit
velocity), which is equal to dollar GNP, that represents demand for goods, services, and labor
and induces output and price responses from businesses and workers.
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cheap for us made things dear for other coun-
tries. This game is not one that all countries can
play at the same time. One reason that Japan
and Germany objected to the high value of the
dollar is that it made not only American imports
but also oil, which is also invoiced in dollars,
much more expensive in yen and deutsche
marks.

For these reasons, | do not regard this qualifi-
cation to the common funnel theory as a really
important consideration in deciding on the
monetary-fiscal mix. The gains in inflation control
from choosing one mix rather than another to
achieve the same output and employment are
likely to be small and temporary for the United
States.

Policy Mixes, Crowding Out,
And Long-Run Growth

How do we decide the mix of policies?
Assume that someone has decided on the total
dose, that is, the path of GNP and unemploy-
ment. What is a socially rational choice of the mix
of policies to support that decision? The mix
does make a difference, much more for the long
run than for the short run. At the beginning of the
lecture, | pointed out that demand management
stategy does affect the long-run capacity of the
economy to produce. The policy mix makes that
connection. The reason is that the composition
of national output will be different with a differ-
ent mix, even though aggregate GNP is the same
with one mix as with another. The tight money
and easy fiscal mix emphasizes consumption
relative to investment—consumption by gov-
ernment and by private sector relative to future-
oriented uses of national output. High interest
rates deter investment, while an easy fiscal
stance encourages consumption through tax
cuts, high transfer payments, or high government
current expenditure. True, government pur-
chases are not always for consumption; if the
government were running deficits to accumulate
public capital that would enhance the produc-
tivity and capacity of the economy over the long
run, this characterization would not be valid.

Recently the federal government has been
financing current expenditures by deficit spend-
ing and the Federal Reserve has countered the
expansionary effects of this fiscal policy by
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high interest rates. The result is a larger con-
sumption component of output than with a
different policy mix High interest rates have
“crowded out” some domestic investment and
a spectacular amount of foreign investment. By
running big trade deficits, we are spending the
overseas capital we previously acquired and
going into debt to the rest of the world. This is
just as damaging to the future prospects of
Americans as failing to replace worn-out or
obsolete capital equipment at home. Although
our record of domestic capital formation in the
last several years is not bad, we have financed it
essentially by mortgaging productive assets to
the rest of the world. That cannot be regarded
as future-oriented activity. Whether domestic
or foreign investment is crowded out, future
generations pay the price.

Suppose we had achieved the same recovery
since 1982 with a tighter budget and an ap-
propriately easier, lowerinterest-rate, monetary
policy. Then we would not have suffered such
big deficits in our balance of trade. We would
have had as much, perhaps even more, domestic
investment, and it would not be mortgaged to
the rest of the world. That is one reason why |
and many other economists have strongly pre-
ferred a mix easier in money and tighter in
budget.

Stable and Unstable Policies

There is another reason for that preference.
Freedom of choice among policy mixes is not
unlimited. The mix chosen in the United States,
at least until recently, is one that cannot be
sustained. Let me explain: A substantial part of
the federal budget is payment of interest on
the national debt Suppose that the interest
rate the government has to pay on the debt is
higher than the rate of economic growth. Sup-
pose, realistically, that the Treasury's average
interest rate is 7 percent, while the economy is
growing in current dollar GNP at 6 percent per
year, with 3 percent inflation and 3 percent real
growth. Even if the budget is otherwise balanced,
this disparity alone will make the debt grow by
7 percent while GNP will be growing by only 6
percent. As the debt grows faster than GNP, the
interest burden will grow further, so that the
deficit and debt become still larger relative to
GNP. This accelerating process will continue
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Table 1. Federal Fiscal History and Projections

(As percent of GNP) (Percent Per Yean) (Percent)
(1) (2) ®) @ (5) (6) 7)
Debt Net Real Growth Equilibrium
Beginning  Primary Total Real Interest Rate of Real Debt/GNP
of Period Deficit Deficit Deficit Assumed GNP Ratio
1952-57 65 -0.6 0.3 -1.0 0.7 28 17
1958-66 48 -0.5 0.1 -0.8 0.7 34 -12
1967-74 36 0.3 11 05 -2.8 3.8 5
1975-79 23 1.4 25 -0.8 2.8 35 22
1980-85 22 2.6 4.5 2.7 0.3 1.9 45
1986 38 2.7 5.2 40 34 3.0 Unstable
1991 A 35 -1.9 0.0 -14 1.5 3.0 -126
1991 B 35 07 14 0.0 20 30 -70
1991 C 35 0.2 25 1.1 25 3.0 35

1991 A Balanced Budget, G-R-H.

1991 B Balanced Budget, Correcting Interest for Inflation (4%).

1991 C Stabilizing Debt Relative to GNP.

Source: Author's calculations. Before 1980, originally presented in Towards a Reconstruction of Federal Budgeting, The

Conference Board, 1983, pp. 51-59.

year after year. This would be true even if the
rest of the government budget were exactly
balanced, but of course that has not been the
case. A deficit in the “primary” budget—that is,
exclusive of debt service—makes the process
more explosive. The ratio of debt to GNP rises
indefinitely, faster and faster, as does the deficit
as a share of GNP. An even larger share of the
population’s saving is diverted from productive
investment, at home or abroad, into financing
the federal government As “crowding out”
becomes more and more severe, the interest
rate itself rises. The policy mix becomes a still
tighter money, easier budget combination. The
circle is really vicious.

Note the black line or curve on Figures 1 and
2. These depict the boundary | have just been
discussing crossing it leads to the vicious circle
just described. The black boundary traces the
limit at which the interest rate becomes the
same as the growth rate. If you go to mixes
tighter in monetary policy and looser in fiscal
policy, you enter the unstable territory of ex-
ploding debt.
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The Policy Mix in the United States
Today

Table 1 presents some data on the United
States’ federal debt and deficits since 1952. It
shows the ratios of federal debt (to the public)
to GNP at the beginning of each of several
periods. In 1952, for example, the public debt
was 65 percent of one years gross national
product. As the Table shows, the ratio declined
until 1980, to about 22 percent The debt-GNP
ratio actually started declining right after World
War I, which had raised the ratio to 120
percent. While many people think the federal
government has been following profligate fiscal
policies continuously, as long as anyone can
remember, at least since the Great Depression,
the Table shows that this charge is far from true.
The debt grew more slowly than GNP from
1946 to 1980.

Things changed radically in the 1980s. In the
last five years the debt to GNP ratio has risen to
38 percent. That is a big increase, though 38
percent is still not a disastrously high number.
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We have had higher numbers before without
disaster; nonetheless, in the 1950s and 1960s
the ratio was declining while in the 1980s it
has been rising.

Table 1 also shows the primary deficit in
percent of GNP. This is the deficit we would
have had if there had been no outstanding debt
at the beginning of the period. For example, in
the first period, 1952 to 1957, the primary
budget showed an average surplus of 0.6 of
one percent of GNP. It continued in surplus or
close to balance in all periods through 1974. In
1986 prior to Gramm-Rudman, however, the
primary deficit would have been 2.7 percent of
GNP, the largest ever in peace time. The next
column shows the total deficit, includirig interest
payments on the debt, again in percent of GNP.
The total deficit, which was very close to zero
in the 1950s and 1960s, has risen tc about 5
percent of GNP. Most of the increase occurred
after 1980. Much of it, as the Table shows, is
due to the tight money/easy fiscal mix, which
brought high interest rates and in turn a tremen-
dous surge of interest payments compared to
the years before 1980.

Column 4 of Table 1 shows the “Real Deficit”
Applying inflation accounting principles to the
government budget and its debt means count-
ing only real interest—the difference between
the interest rate and the inflation rate—as a
cost to the government The implicit assumption
is that the public's latent demand for govern-
ment debt will cause people to save enough to
maintain their holdings of the debt in real
terms. In other words, people are assumed to
understand that part of the high nominal interest
they receive just pays for the loss in the real
principal value of government securities due to
inflation. Inflation accounting gives lower defi-
cit figures, but the pattern shows a very sharp
increase since 1980.

Columns 5 and 6 of Table 1 compare the real
growth rate of the economy with the interest
rate the government has to pay on its debt |
pointed out earlier the danger that confronts
us if the interest that the Treasury has to pay
(allowing for taxes) exceeds the growth rate of
the economy. We were never close to that
point until now; we crossed the line some time
between 1980 and 1985. Before 1980 real
GNP growth always exceeded interest cost by
a wide margin—you get the same answer by
comparing nominal interest rates and dollar

14

GNP growth. But since then the comparison
turned the other way, and these circumstances
produced the unstable vicious spiral | described.
This mix of monetary and fiscal policy simply
cannot be allowed to continue indefinitely.

The last column is a bit more esoteric It
addresses the question: Is there a value at
which the debt-GNP ratio would settle down
permanently, as long as the parameters of the
budget and the economy remained constant?
If so, what is it? The answers depend on the
values of three parameters: the primary deficit
in ratio to GNP, x; the net (after-tax) interest
rate (1-0r; and the rate of growth of GNP, g
The answer to the first question is “yes,” if (1-Or
is less than g as was true in every period except
1986. The answer is “no, unstable,” if (1-Or
exceeds g as in 1986. When a numerical
answer to the question exists, it can be calcu-
lated for each period from the parameters of
the period. Those numbers are shown in column
7. The negative numbers are especially hypo-
thetical. Their significance is that the debt-GNP
ratio would rapidly decline and, in principle,
would settle down only if and when the govern-
ment became a creditor rather than a debtor.

Three possibilities are shown for 1991 in
Table 1. All of them assume that through fiscal
year 1990 deficits will be reduced according to
the Gramm-Rudman-Hollings schedule, enough
to lower the debt-GNP ratio to 35 percent. The
first scenario, A, assumes the Gramm-Rudman-
Hollings target of a balanced total budget by
conventional accounting will be met in 1991
and ever thereafter. As the applicable row of
Table 1 shows, this is a very austere regimen,
requiring a primary surplus of 1.9 percent of
GNP, about $120 billion in 1991. A less austere
policy would be to balance the budget calcu
lated according to inflation accounting The
result is given in row B. The third possibility is to
let bygones be bygones and be satisfied to
maintain a 35 percent debt-GNP ratio. As row
C shows, this could be approximated just by
balancing the primary budget. The total deficit
would then be 7 percent of the debt, 2.5
percent of GNP; the real deficit would be only
1.1 percent of GNP.

Table 2, borrowed from an article by Barry
Bosworth in Brookings Bulletin of Winter/Spring
1986, offers additional relevant insights into
our topic. Bosworth’s numbers show for several
periods national saving relative to net national

AUGUST/SEPTEMBER 1986, ECONOMICREVIEW

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



i

Table 2. National Saving and Investment as Percentage Shares of
Net National Product, 1951-1985

National Saving

Net Investment

Private Government Total Foreign Domestic
1951-60 8.4 -0.7 1T 0.3 7.4
1961-70 9.2 -1.0 8.1 0.6 7.6
1971-80 9.7 -2.0 T 0.3 74
1981-85 8.6 -4.7 39 -1.3 5.2
1985 8.8 -5.4 34 -3.1 6.5

Source: Barry Bosworth, “Fiscal Fitness: Deficit Reduction and the Economy,” Brookings Bulletin, Winter/Spring

1986, Table 1, p. 5.

product (NNP). (NNP is smaller than GNP by
allowing for capital consumption) National
saving is composed of two parts, “private”
(inclusive of state and local governments) and
federal. In the 19505 private saving amounted to
about 8.4 percent of NNP, but the government
had a small deficit, and so national saving was
7.7 percent of NNP. Similarly in the 1960s and
even the 1970s the national saving ratio was
still close to 8 percent. Throughout these dec-
ades net national saving went both into do-
mestic investment and, via trade surpluses,
into increasing the nation’s net claims against
the rest of the world. Once again, the drastic
change occurred in the 1980s. Federal dissaving
offset more than half of private saving. Foreign
investment, in consequence, turned strongly
negative, and, even so, domestic investment
fell relative to NNP.

These dismal outcomes are the result of the
policy mix The mix of fiscal and monetary
policy we have drifted into in recent years is
bizarre, extreme, and unprecedented. It has
had very unfortunate consequences. This policy
was meant, according to the rhetoric of 1981,
to increase investment. It was supposed to be
oriented toward using resources in ways that
would increase productivity and long-term
growth. The results are just the opposite. Fully
97 percent of the additional output the country
has been able to produce since 1978 or 1979
has been consumed, either publicly or privately.
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How did we manage to adopt such a bad
policy mix? Tight monetary policies were used
to bring down inflation after 1979, and real
interest rates have never been the same. Then
came the reckless budget policies of the 1980s—
big tax cuts and rapid growth of defense spend-
ing

Changing this policy mix is a high priority. We
seem to be embarked upon a course that will
tighten the budget under the gun of Gramm-
Rudman. | do not myself believe Gramm-
Rudman is a good way to correct our fiscal
policy, and | think the target of balancing the
conventional budget is overkill. | believe the
federal government needs more tax revenue,
but this is not the forum for arguing these
points.

In any case, let me emphasize, fiscal correc-
tion is only half the needed remedy. The other
half is up to the Federal Reserve, to whom |
never fail to give advice, generally unheeded,
when given the chance. As budget policy is
tightened, monetary policy must be eased and
interest rates substantially lowered. Otherwise,
we will not achieve the same results in output
and employment as under the present mix.
Indeed, there is ample evidence now that the
overall dose of stimulus from the two policies
together is inadequate. It's not enough to keep
the economy from outright recession. It needs
to be rescued from stagnation. It is not enough
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to keep the unemployment rate near 7 percent
and capacity utilization at 78 percent The
economy can do better than that without
courting renewed inflation. In the present cir-
cumstances fiscal policy obviously can make

no contribution to the resumption and com-
pletion of the recovery; it will instead be
moving us the other way. Prosperity is the
responsibility of the institution playing host to
us today, the Federal Reserve System.

Appendix

The formulas used for the calculations reported in
column 7 of Table 1 are as follows: Let d be the speed
at which the ratio d is rising. The other symbols were
defined in the text, p. 14. Then,

Md=x+[1-t)r-dd

This tells us immediately that d will be rising if neither
xnor[(1-t)r- gl is negative and if one or both of them
is positive. We can also see, by putting d equal to zero,

that the equilibrium or stationary ratio d* is x/(g - n.
Therefore,

@d=[(1-t)r-gl (d-d
Equation (2) tells us that if [(1- t)r- d] is negative d
moves toward its equilibrium value d*. If [(1 - t)r- g] is

positive, however, it moves away from d¥ which is
then an uninteresting unstable stationary point
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Distinguished
Lecturer
Series

Sponsored by the
Federal Reserve Bank of Atlanta

The Atlanta Fed continues its Distinguished Lecturer Series with a presentation by
Canadian economist David E.W. Laidler on November 20, 1986, 2 p.m., at the
Georgia World Congress Center in Atlanta. Author of The Demand for Money and
Essays on Money and Inflation, among many other significant publications in the
field of monetary economics, this noted scholar will speak on the transmission of
monetary policy.

Dr. Laidler is professor of economics at the University of Western Ontario,
President Elect of the Canadian Economics Association, and a fellow of the Royal
Society of Canada. He is currently involved in research on the history of monetary
economics through a grant from the Social Sciences and Humanities Research
Council of Canada. He received his doctorate in economics from the University of
Chicago and completed his undergraduate work at the London School of Economics.

If you would like additional information or wish to attend the lecture, please
complete the form below or call Ellen Gerber at (404) 521-8764. The lecture is free of
charge, but pre-registration is requested.

I would like to pre-register to attend the lecture by David E.W. Laidler.

Name
Affiliation
Address
Telephone (Day)

Return to: Information Center, Federal Reserve Bank of Atlanta, 104 Marietta Street, N.W.,
Atlanta, Georgia 30303-2713.

---—-------—------—---------------------J

R
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Overall, commercial bank profitability improved
in 1985 for the first time since 1979. Banks
gained according to two of three measures
used to gauge bank profitability—return on
assets (ROA) and return on equity (ROE). The
third measure, adjusted net interest margin,
registered a small decline. The general trend
in bank profits, however, masks some sharp
differences across size categories and regions.

A closer look at the figures reveals that only
those banks with assets in excess of $1 billion
showed an improvement in both ROA and
ROE. Banks with assets below $25 million, on
the other hand, experienced a continuing de-
cline in these two measures, both of which
dropped to a mere one-third of their 1981
levels. At least 25 percent of the banks with
assets below $25 million had returns that at
best barely exceeded the break-even level
These figures suggest that a significant number
of small banks could fail or be forced into
mergers.

The author is a financial economist in the Atlanta Fed's
research department.
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Although profitability at banks in the six
southeastern states is down slightly, southeast-
ern banks remained more profitable than banks
in other regions, showing a higher ROA, ROE,
and adjusted net interest margin? Nevertheless,
the overall performance figures for the South-
east also hide significant contrasts among banks.
Those in Alabama, Georgia, Mississippi, and
Tennessee showed notable improvements in
profitability ratios. All four of these states ex-
perienced at least some economic growth.
However, banks in Louisiana experienced mark-
edly lower ratios, probably as a result of the
sharp decline in energy prices. Florida banks
had slightly lower returns in 1985 than they did
in 1984, even though Florida is one of the fastest
growing states in the region.

—

How Profitability is Measured

Three different profitability measures provide
information about bank performance. Adjusted
net interest margin is roughly similar to a
business’'s gross sales margin and gauges the
difference between the bank’s interest income
and its interest expense. This measure is calcu-
lated by subtracting a bank’s interest expense
from its interest revenue, net of loan losses,
and dividing that result by its net interest-
earning assets. The interest revenue from tax-
exempt securities is adjusted upward according
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Profits in’85: Large Banks Gain
While Others Continue to Lag

Larry D. Wall

Bank profitability overall has increased for the first time since 1981, but only
because profits at larger banks offset losses at smaller banks.

to the bank’s marginal tax rate to yield a return
consistent with that obtained from taxable
investments. Loan losses are subtracted from
interest revenue to place banks that make low-
risk loans at low interest rates on a more equal
footing with those that make high-risk loans
producing greater interest income.®

The ROA ratio, obtained by dividing a bank’s
net income by its assets, gauges how well a
bank’s management is employing those assets.
The ROE ratio is the most important figure for
bank shareholders because it tells them how
much the institution is earning on their invest-
ments. It is calculated by dividing a bank's net
income by its total equity.

To distinguish these three ratios, the perfor-
mance of Alabama banks can be compared
with that of banks in Florida and Georgia. The
adjusted net interest margins of banks in Ala-
bama trailed those of banks in Florida in 1985,
yet Alabama banks showed a higher ROA ratio
than banks in Florida (Tables 13 and 17).
Alabama’s higher ROA can be traced to differ-
ences in non-interest revenues and non-inter-
est expenses between the two states’ banks,
and changes in their securities gains or losses.
Alabama’s ROA of 1.19 percent was slightly
lower than Georgia's ROA of 1.21 percent;
however, Georgia banks posted an ROE of
18.49 percent, which is substantially greater
than Alabama’s ROE of 14.77 percent (Table
18). Georgia's higher ROE suggests that Georgia
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banks have lower equity capital ratios than
those in Alabama.

e S S T S 2 T e L e e R ]

Banks' Adjusted Net Interest Margins
Drop

Adjusted net interest margins dropped over-
all in 1985 due to an increase in the loan loss
expense ratio. Lower adjusted net interest
margin ratios affected all bank size categories
except those banks with over $1 billion in
assets (Table 1). The tax-equivalent interest
revenue and interest expense ratios both were
lower in 1985, but expenses dropped more
than revenues, producing a partial offset to the
greater loan loss ratios experienced by most
banks in 1985 (Tables 2 and 4).

Loan loss expense continued to increase as a
percentage of interest-earning assets for banks in
all six of the size categories (Table 3). Ordinarily
loan losses would have peaked in the first year
of the recovery and begun dropping The con-
tinued rise in losses undoubtedly reflects dis-
tress in major segments of the economy, in-
cluding agriculture, energy, and other industries
facing foreign competition.

Substantial rises in loan loss expenses for all
but the largest banks provide a major explana-
tion for the drop in bank profitability ratios.
Several size categories faced increases that
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Table 1. Adjusted Net Interest Margin as a Percentage of Interest-Earning Assets
(Insured Commercial Banks by Consolidated Assets)

All 0-$25 $25-$50 $50-$100 $100-$500 $500 Million-
Year Banks Million Million Million Million $1 Billion $1 Billion +
1981 4.10 5.43 5.1 4.93 474 4.76 3.49
1982 4.00 5.15 5.00 4.94 4.71 4,78 3.41
1983 3.86 4.90 4.74 4.73 4.62 4.69 3.30
1984 3.98 4.07 3.92 4.01 5.31 5.02 3.55
1985 3.95 3.83 3.80 3.79 5.21 4.86 3.62

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 2. Tax-Equivalent Interest Revenue as a Percentage of Interest-Earning Assets
(Insured Commercial Banks by Consolidated Assets)

All 0-$25 $25-$50 $50-$100 $100-$500 $500 Million-
Year Banks Million Million Million Million $1 Billion $1 Billion +
1981 15.89 13.65 13.61 1244 13.81 14.23 17.45
1982 1491 14.06 13.88 13.82 13.82 14.00 15.60
1983 12.61 12.76 12.58 1246 12.35 12.52 12.70
1984 13.12 12,55 12.29 12.16 1341 13.19 13.27
1985 1127 11.81 11.54 11.35 1245 1222 11.64

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 3. Loan Loss Expense as a Percentage of Interest-Earning Assets
(Insured Commercial Banks by Consolidated Assets)

All 0-$25 $25-$50  $50-$100 $100-$500 $500 Million-
Year Banks Million Million Million Million $1 Billion $1 Billion +
1981 34 .38 32 32 32 32 .36
1982 52 54 49 45 51 .50 .54
1983 60 .65 58 .56 51 .54 64
1984 69 .90 75 .60 53 57 73
1985 .78 1.19 95 .88 87 79 76

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of income for

Insured Commercial Banks,” 1980-1985.

exceeded 0.20 percent of interest-earning as-
sets. The smallest banks were particularly af-
fected, with a loan loss to interest-earning
assets ratio of 1.19 percent

The gap between the interest expense of
banks with assets below $1 billion and banks
with assets above $1 billion continued to
narrow in 1985. Although interest expense has
historically increased with bank size (the 1981
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interest expense figures shown in Table 4 are
an example), deregulation of the interest paid
on bank deposits has forced smaller banks to
offer competitive rates on deposits, thus less-
ening the disparity. Based on 1980 to 1984
figures, last year's bank profitability study (Wall,
1985) suggested that the interest expense gap
might stabilize at slightly greater than one
percentage point. This year, however, the gap

AUGUST/SEPTEMBER 1986, ECONOMIC REVIEW

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



\

Table 4. Interest Expense as a Percentage of Interest-Earning Assets
(Insured Commercial Banks by Consolidated Assets)

All 0-$25 $25-$50 $50-$100 $100-$500 $500 Million-
Year Banks Million Million Million Million $1 Billion $1 Billion +
1981 11.45 7.83 8.18 8.32 8.75 9.15 13.59
1982 10.39 8.37 8.40 843 8.61 8.73 11.65
1983 8.15 7.22 7.26 717 7.23 7.29 8.76
1984 8.45 7.58 7.63 7.55 .57 7.61 8.98
1985 7.04 6.79 6.79 6.69 6.57 6.57 7.26

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 5. Percentage Return on Assets
(Insured Commercial Banks by Consolidated Assets)

All 0-$25 $25-$50  $50-$100 $100-$500 $500 Million-
Year Banks Million Million Million Million $1 Billion $1 Billion +
1981 .76 1.20 1.16 1.08 94 .88 .61
1982 A1 1.02 1.10 1.06 .86 81 57
1983 87 .88 .98 .98 .88 .78 54
1984 65 .61 79 .90 91 86 54
1985 Tl 41 .74 79 91 73 .67

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 6. Percentage Return on Equity
(Insured Commercial Banks by Consolidated Assets)

All 0-$25 $25-$50  $50-$100 $100-$500 $500 Million-
Year Banks Million Million Million Million $1 Billion  $1 Billion +
1981 13.15 12.81 13.70 13.43 12.83 12.99 13.17
1982 1217 10.76 12.80 13.18 11.80 12.07 12.16
1983 11.32 9.06 11.34 12.06 1213 11.59 11.10
1984 10.73 6.32 9.16 11.23 12.35 12.67 10.51
1985 11.49 4.21 8.50 9.80 12.34 10.41 12.55

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

shrank significantly: the largest difference (be-
tween banks in the two size categories with
assets between $100 million and $1 billion and
those with assets above $1 billion) was down
to 0.69 percent. The reduction may have re-
sulted from smaller banks' paying rates that
more closely approximate market rates. An
alternative explanation is that large banks may
be growing less reliant on market funds, possibly
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in reaction to the funding difficulties of Conti-
nental Illinois, which demonstrated the danger
of excessive dependence on purchased funds.
The capital adequacy guidelines issued by
federal bank regulators may also be discourag-
ing asset growth at large commercial banks, so
that in the largest banks below-market-rate
deposits may be growing faster than assets,
allowing the banks to reduce their use of
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Table 7. Adjusted Net Interest Margin as a Percentage of Interest-Earning Assets
(Insured Commercial Banks in the Southeast by Consolidated Assets)

All 0-$25 $25-$50 $50-$100 $100-$500 $500 Million-
Year Banks (SE) Million Million Million Million $1 Billion $1 Billion +
1981 5.41 5.54 5.39 5.35 5.13 5.42 5.76
1982 5.22 5.05 5.09 5.36 5.16 5.35 5.28
1983 5.07 4.86 4.94 4.96 4.97 5.27 5.23
1984 5.26 4.47 4.21 4.14 5.88 5.55 5.48
1985 5.08 4.51 4.22 4,01 5.82 4.87 56.10

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 8. Tax-Equivalent Interest Revenue as a Percentage of Interest-Earning Assets
(Insured Commercial Banks in the Southeast by Consolidated Assets)

Al 0-$25 $25-$50  $50-$100 $100-$500 $500 Million-

Year  Banks(SE)  Million Million Million Million  $1 Billion $1 Billion +
1981 14.91 1399 14.06 1397 1413 14.98 17.41
1982 1435 14.25 1413 1422 1404 1453 14.83
1983 12.88 12.70 12.66 1270 12.49 12.90 1334
1984 13.44 12.68 12.41 1230 13.85 1367 1381
1985 12.32 12.02 11.82 11.60 12.96 12.87 12.16

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 9. Loan Loss Expense as a Percentage of Interest-Earning Assets
(Insured Commercial Banks in the Southeast by Consolidated Assets)

All 0-$25 $25-$50 $50-$100 $100-$500 $500 Million-
Year Banks (SE) Million Million Million Million $1 Billion $1 Billion +
1981 41 49 42 .36 .36 32 51
1982 52 e o7 49 .51 55 47
1983 54 .84 59 .66 52 54 45
1984 .54 .75 .64 .62 48 .69 46
1985 g2 .85 .82 87 .64 117 .60

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

market-rate funds. Unfortunately, available data
are inadequate to test these hypotheses due to
the deregulation of deposit rates.

Table 4 also suggests that banks with assets
between $100 million and $1 billion raised
funds in 1985 at a lower interest expense than
banks with assets below $100 million. This is in
sharp contrast to 1981 figures that showed
smaller banks could raise funds at a lower rate
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than large banks. If 1985 trends continue, small
banks will face one more obstacle to their
survival.
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ROA Figures Mask Disparities

While overall ROA figures improved in 1985,
it was only because profits at larger banks offset
losses at smaller banks. The only category that
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Chart 1. Bank Profitability in the Southeast and the Nation
(Based on percentage return on assets, 1984 compared with 1985)

% Southeast [N Nation ]

'85 '85

'84 ° '85 '84 ‘84 ° '85 ‘B4 =085 '84 ' '85 '84 ' '85 '84
All 0-$25 $25-$50 $50-$100 $100-$500 $500 Million- $1 Billion +
Banks Million Million Million Million $1 Billion

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Comercial Banks” 1980-1985.

actually showed an increase in ROA was that of
banks with assets above $1 billion (Table 5).
The best ROA figure, 0.91 percent, was posted
by banks with assets between $100 and $500
million. The worst figures by a substantial
margin were for banks with assets below $25
million, which recorded an ROA of only 0.41
percent. The ROA for the other categories
ranged between 0.67 and 0.79 percent

The change in ROE figures from 1984 to
1985 mirrors the change in ROA figures over
the same period (Table 6). The highest ROE
figures come from banks with assets above $1
billion. Those with assets between $100 and
$500 million post a relatively close second.
Once again, the worst figures appear for banks
with assets below $25 million—a mere 4.21
percent return on equity.

Southeastern Banks Remain More
Profitable

Southeastern banks showed higher adjusted
net interest margins, ROAs, and ROEs than

FEDERAL RESERVE BANK OF ATLANTA

their peers across the nation in every size
category except banks with assets between
$500 million and $1 billion (Chart 1). The figures
for southeastern banks between $500 million
and $1 billion are distorted by a small sample
size (36 banks) and substantial losses at Park
Bank of Florida and Fidelity National Bank in
Louisiana? Although banks with assets below
$50 million showed lower ROA and ROE ratios
than they did in 1981 and 1982, their profitabik
ity ratios improved in 1985, as distinct from
those of their peers across the nation (Tables 11
and 12).

Overall adjusted net interest margin in the
Southeast, like that for the entire nation, de-
creased in 1985 (Table 7). However, unlike the
nation as a whole, the margins of banks with
assets below $50 million are wider in 1985
than in 1984. Interest expenses were down for
all size categories, but the sharpest declines
were registered at banks with assets above $1
billion (Table 10). The largest southeastern
banks now have interest expense ratios below
those of smaller banks in the six states. This is in
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Table 10. Interest Expense as a Percentage of Interest-Earning Assets
(Insured Commercial Banks in the Southeast by Consolidated Assets)

All 0-$25 $25-$50 $50-$100 $100-$500 $500 Million-
Year Banks (SE) Million Million Million Million $1 Billion $1 Billion +
1981 9.10 7.95 8.24 8.26 8.64 9.23 11.14
1982 8.61 8.48 8.47 8.37 8.38 8.64 9.09
1983 7.26 717 713 7.09 7.01 7.09 7.67
1984 7.65 7.46 7.56 7.56 7.49 7.43 7.87
1985 6.56 6.66 6.78 6.72 6.50 6.83 6.45

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks” 1980-1985.

Table 11. Percentage Return on Assets
(Insured Commercial Banks in the Southeast by Consolidated Assets)

All 0-$25 $25-$50 $50-$100 $100-$500 $500 Million-
Year Banks (SE) Million Million Million Million $1 Billion $1 Billion +
1981 1.05 1.16 1.18 17 1.00 99 .95
1982 .98 .90 1.08 1.16 97 92 92
1983 97 .70 1.01 1.01 97 94 7 .98
1984 94 g7 .90 92 1.00 .84 .96
1985 .93 .81 .93 .86 1.03 50 1.00

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 12. Percentage Return on Equity
(Insured Commercial Banks in the Southeast by Consolidated Assets)

All 0-$25 $25-$50 $50-$100 $100-$500 $500 Million-
Year Banks (SE) Million Million Million Million $1 Billion $1 Billion +
1981 14.10 12.28 13.68 14.30 13.58 14.13 15.81
1982 1345 9.57 12.36 14.16 13.17 13.26 15.27
1983 13.51 7.15 11.39 12.53 13.19 13.81 16.57
1984 1342 7.64 10.16 11.38 13.62 11.84 16.59
1985 13.39 7.78 10.36 10.39 13.95 7.64 16.76

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of income for

Insured Commercial Banks,” 1980-1985.

marked contrast to the national figures, which
show that the largest banks have the greatest
interest expense.

Loan loss expense as a percent of interest-
earning assets for southeastern banks was up
substantially in 1985 for all size categories
(Table 9). However, southeastern banks con-
tinue to have lower loss ratios than their peers
in every category except $500 million to $1
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billion. The lower loan losses are probably due
in part to the relatively greater economic stabil
ity of the Southeast.

B R i s e e i S s e

A State by State Breakdown

Banks in the six southeastern states had
higher adjusted net interest margins than other
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Table 13. Adjusted Net Interest Margin as a Percentage of Interest-Earning Assets
(Insured Commercial Banks in the Southeast by State)

Year Banlf‘s"(SE) Alabama Florida Georgia Louisiana  Mississippi Tennessee
1981 5.41 4.94 6.00 6.29 5.47 4.25 4.33
1982 522 4.69 5.87 5.57 552 4.01 4.28
1983 5.07 492 5.58 5.56 4.83 4.10 4.36
1984 5.26 4.99 5.74 5.36 4.82 4.86 493
1985 5.03 5.31 5.41 5.30 4.09 5.13 4.60

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 14. Tax-Equivalent Interest Revenue as a Percentage of Interest-Earning Assets
(Insured Commercial Banks in the Southeast by State)

Year Banl?s"(SE) Alabama Florida Georgia Louisiana  Mississippi Tennessee
1981 1491 15117 15.40 15.04 1479 13.78 1448
1982 1435 1412 14.65 14.12 1447 13.65 1444
1983 12.88 12.70 13.26 13.27 12.39 12.19 12.75
1984 1344 12.90 13.79 1340 13.14 13.25 13.56
1985 1232 1240 12.59 12.38 12.03 12.39 1183

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 15. Loan Losses as a Percentage of Interest-Earning Assets
(Insured Commercial Banks in the Southeast by State)

All
Year Banks (SE)  Alabama Florida

Georgia Louisiana Mississippi Tennessee
1981 41 51 33 42 40 46 45
1982 Lo 56 37 43 55 73 75
1983 54 46 41 43 .70 68 74
1984 54 42 A7 45 .83 54 57
1985 72 .60 .65 56 1.27 61 .64

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

banks around the nation, and five of the six
states also had higher ROA and ROE ratios.
However, banks in Louisiana fared much worse
than the national averages for ROA and ROE
Both ROA and ROE figures indicate increases
over 1984 figures in four states: Alabama, Geor-
gia, Mississippi and Tennessee.

Georgia banks once again had the highest
ROA and ROE in the region (Tables 17 and 18).

FEDERAL RESERVE BANK OF ATLANTA

The adjusted net interest margin (Table 13) for
Alabama banks is slightly above Georgia's, and
the ROA figure is slightly below Georgia's.
However, as noted above, Alabama banks have
a significantly lower ROE ratio.

Mississippi banks had a much higher adjusted
net interest margin than banks in Tennessee,
but Mississippi’s ROA advantage is narrower.
Tennessee banks obtained a higher ROE ratio,
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Table 16. Interest Expense as a Percentage of Interest-Earning Assets
(Insured Commercial Banks in the Southeast by State)

Year Banit\s"(SE) Alabama Florida Georgia Louisiana Mississippi Tennessee
1981 9.10 9.72 9.07 8.32 8.92 9.07 9.70
1982 8.61 8.87 8.41 8.12 8.40 8.91 9.40
1983 7.26 7.32 7.28 7.21 6.86 7.42 7.64
1984 7.65 7.50 7.58 7.59 7.49 7.85 8.06
1985 6.56 6.48 6.53 6.53 6.67 6.65 6.59

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 17. Percentage Return on Assets
(Insured Commercial Banks in the Southeast by State)

All
Year Banks (SE) Alabama

Florida Georgia Louisiana  Mississippi Tennessee
1981 1.05 112 .96 1.26 1.24 1.02 78
1982 .98 1.05 .98 112 1.20 .84 .64
1983 .97 1.12 97 3112 1.03 .83 $089
1984 94 1.09 91 1.14 L 91 .86
1985 .93 1.19 .88 121 .45 1.04 .99

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

Table 18. Percentage Return on Equity
(Insured Commercial Banks in the Southeast by State)

Year Ban lﬁs"(SE) Alabama Florida Georgia Louisiana  Mississippi Tennessee
1981 14.10 13.32 13.39 16.90 16.39 13.64 10.86
1982 1345 12.77 14.06 15.38 15.60 11.41 9.25
1983 13.51 13.75 14.66 16.24 12.81 1121 10.03
1984 13.42 13.58 14.34 17.23 9.52 12.34 12.60
1985 13.39 14.77 13.93 18.49 5.59 1417 14.36

Source: FDIC, “Consolidated Reports of Condition for Insured Commercial Banks” and “Consolidated Reports of Income for

Insured Commercial Banks,” 1980-1985.

suggesting that Tennessee banks have less
equity capital than banks in Mississippi.

Florida banks had the highest adjusted net
interest margins, but their ROA and ROE figures
rank fifth in the region. This suggests that
Florida banks have relatively higher non-inter-
est expenses and lower non-interest revenue,
possibly because of the costs of growing to
serve a larger population.
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The adjusted net interest margin for banks in
Louisiana fell sharply from 1984 to 1985. Lour
siana banks tax equivalent revenue as a per-
centage of interest-earning assets dropped in
1985, but the decrease was in line with dimin-
ished revenues for other states in the Southeast
(Table 14). The interest expense ratio also fell,
but less than for other banks in the Southeast.
Louisiana banks went from having the lowest
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Table 19. Percentage Return on Assets
(Insured Commercial Banks With Assets
Below $25 Million)

Percentile According to Profitability

Year 75% 50% 25%
1981 1.7 1.27 .86
1982 1.59 17 a2
1983 1.61 1.07 .58
1984 1.36 .93 .35
1985 1.31 .85 A1

Source: FDIC, “Consolidated Reports of Condition for
Insured Commercial Banks” and “Consolidated Reports
of Income for Insured Commercial Banks,” 1980-1985.

Table 21. Percentage Return on Assets
(Insured Commercial Banks With Assets of
$50 Million to $100 Million)

Percentile According to Profitability

Year 75% 50% 25%
1981 1.45 1.09 .76
1982 1.47 1.1 .79
1983 1.41 1.09 .76
1984 1.32 1.02 .70
1985 1.35 1.04 .64

Source: FDIC, “Consolidated Reports of Condition for
Insured Commercial Banks” and “Consolidated Reports
of Income for Insured Commercial Banks,” 1980-1985.

interest expense ratio in 1984 to having the
highest in 1985 (Table 16).

Another major reason for the weak perfor-
mance of Louisiana banks is the sharp increase
in the loan loss expense ratio to 1.27 percent of
interest-earning assets (Table 15). Louisiana
banks are not alone in posting higher loan loss
ratios, however. Banks in all five of the other
southeastern states also showed increased loan
losses. The increase in Louisiana losses can
easily be explained by declining oil prices.
Losses in the other states may also reflect
problems in particular industries such as agri-
culture.

I S R T S T S e o S R s

Distribution of Bank Profitability

Banks in most size categories clearly have
become less profitable in the past few years,
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Table 20. Percentage Return on Assets
(Insured Commercial Banks With Assets
Of $25 Million to $50 Million)

Percentile According to Profitability

Year 75% 50% 25%
1981 1.56 1.18 82
1982 1.54 117 .80
1983 1.46 111 .73
1984 1.34 1.00 .60
1985 1.34 .99 53

Source: FDIC, “Consolidated Reports ‘of Condition for
Insured Commercial Banks” and “Consolidated Reports
of Income for Insured Commercial Banks” 1980-1985.

Table 22. Percentage Return on Assets
(Insured Commercial Banks With Assets
of $100 Million to $500 Million)

Percentile According to Profitability

Year 75% 50% 25%
1981 1.30 .98 .67
1982 1.29 .97 66
1988 1.27 97 67
1984 1.28 1.01 73
1985 1.32 1.04 75

Source: FDIC, “Consolidated Reports of Condition for
Insured Commercial Banks” and “Consolidated Reports
of Income for Insured Commercial Banks,” 1980-1985.

and smaller banks have experienced the great-
est decline. However, these statistics provide no
information on profitability within the size
categories. For example, perhaps only the most
profitable banks were unable to sustain their
earnings, while the majority of banks were
unaffected by the changing environment. Al
though slumping earnings would displease the
owners and managers of highly profitable banks,
somewhat reduced profitability at these banks
poses no public policy problems. If, on the
other hand, the least profitable banks suffered
most of the decline in profitability, the number
of problem and failed banks could increase.
Growth in the number of troubled banks would
concern the government regarding the safety
and soundness of the banking system and
would affect the Federal Deposit Insurance
Corporation, which covers up to at least the
first $100,000 for each depositor.
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Table 23. Percentage Return on Assets
(Insured Commercial Banks With Assets
of $500 Million to $1 Billion)

Percentile According to Profitability

Year 75% 50% 25%
1981 1.13 .88 62
1982 1.15 91 58
1983 1.10 .88 .61
1984 1.19 91 .62
1985 1.21 92 .66

Source: FDIC, “Consolidated Reports of Condition for
Insured Commercial Banks” and “Consolidated Reports
of Income for Insured Commercial Banks,” 1980-1985.

One way of analyzing the distribution of
bank profitability is to study the ROA figures at
various profitability percentiles. We chose to
look at the profitability of banks across the
nation at the 25th, 50th, and 75th percentiles
in ROA. (Twenty-five percent of the banks
were less profitable than the banks at the 25th
percentile, and three-quarters had lower pro-
fitability than the banks at the 75th percentile.)
The ranking was done separately for each year,
and so some banks shifted to different profit-
ability ranges over the five years we analyzed.

Banks with assets below $50 million show
sharply lower profits since 1981 (Tables 19 and
20). The fall-off in profits at banks with assets
below $25 million is even greater than that for
banks with assets between $25 and $50 mik
lion. The return on assets is only 0.11 percent at
the 25th percentile for banks with assets below
$25 million.

ROA figures in 1985 are lower than in 1981
for all three percentiles of banks with assets
between $50 and $100 million (Table 21).
However, ROA levels improved from 1984 to
1985 for banks at the 50th and 75th percentile.

In contrast to the smaller banks, banks in the
three size categories with assets greater than
$100 million showed improvement (Tables 22-
24). Banks in all three categories ($100 to $500
million, $500 million to $1 billion, and greater
than $1 billion) showed their lowest ROAs in
1982 or 1983 and have improved every year
since, and even banks at the 25th percentile
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Table 24. Percentage Return on Assets
(Insured Commercial Banks With Assets
Over $1 Billion)

Percentile According to Profitability

Year 75% 50% 25%
1981 95 76 53
1982 .95 .76 51
1983 .98 75 46
1984 1.05 .86 54
1985 1.10 .88 59

Source: FDIC, “Consolidated Reports of Condition for
Insured Commercial Banks” and “Consolidated Reports
of Income for Insured Commercial Banks,” 1980-1985.

have higher ROAs in 1985 than they did in
19815

The decreased profitability of.small banks,
particularly banks at the 25th percentile, is a
cause for some concern since 4,931 banks in
our sample have assets below $25 million and
11,432 have assets below $100 million. (The
total sample consisted of 14,026 banks.) Rich-
ard B. Schmitt (1986) suggests that small banks’
profitability problems may be caused in part by
the deregulation of interest rates and the econ-
omies of scale available with new technologies.
Schmitt also suggests that small banks have
higher loan losses, partly because they have
taken on assets with higher returns and risks to
offset the higher rates they pay for deposits. If
Schmitt is correct, then many small banks are
likely to be forced out of business.

Lynn Nejezchleb (1986) found that the pri-
mary cause of reduced profitability at banks
with less than $100 million in assets is higher
loan losses. Banks in regions east of the Missis-
sippi had only slightly lower profitability in
1985 than they did in 1981.2 However, the
average ROA at small banks in the hard-hit
regions west of the Mississippi (where farming
and energy production are relatively more
important) had fallen to less than one-half their
1981 levels. His findings suggest that small
banks may be disproportionately affected by
problems in the agriculture and energy sectors
of the economy. Nejezchleb also found that
new small banks (banks in operation for less
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Table 25. Percentage Return on Assets
(Insured Commercial Banks in the
Southeast with Assets
Below $25 Million)

Percentile According to Profitability

Year 75% 50% 25%
1981 1.66 1.24 .76
1982 1.45 11 .61
1983 1.46 1.03 .56
1984 1.45 1.08 51
1985 1.57 1.15 61

Source: FDIC, “Consolidated Reports of Condition for
Insured Commercial Banks” and “Consolidated Reports
of Income for Insured Commercial Banks,” 1980-1985.

than seven years) were far less profitable than
new banks were in 1981.

Nejezchleb notes that interest revenues
minus interest expenses have remained rela
tively constant over his sample period, suggest-
ing that deregulation of deposit interest rates is
not one of the causes of small bank problems.
He cautions, however, that falling market in-
terest rates over the period from 1981 to 1985
could have helped banks maintain spreads. He
suggests that small banks may have more in-
terest-sensitive liabilities than interest-sensitive
assets so that falling rates would improve
spreads. If this analysis is correct, then small
banks could face further problems in the future
if rates stop falling or start increasing, An alter-
native explanation for small banks' ability to
maintain spreads is that they passed the subsidy
from lower deposit rates to their borrowers in
the form of lower loan rates. If this explanation
is true then small banks may be able to maintain
their spreads when interest rates stop falling.

Nejezchleb's analysis of small bank problems
appears to contradict Schmitt's suggestion that
deregulation and economies of scale are signi-
ficant causes of reduced profitability. Nejezch-
leb’s finding that regional problems are the
primary cause of weak profits at many small
banks is supported by this study’s finding that
small southeastern banks are more profitable
than their peers. However, aggregate figures on
profitability could mask distressed situations at

FEDERAL RESERVE BANK OF ATLANTA

Table 26. Percentage Return on Assets
(Insured Commercial Banks in the
Southeast With Assets of $25 Million to

$50 Million)
Percentile According to Profitability
Year 75% 50% 25%
1981 1.58 1.26 .85
1982 1.55 1.20 .82
1983 1.652 116 .78
1984 1.48 1.09 7o
1985 195 1.19 €2

Source: FDIC, “Consolidated Reports of Condition for
Insured Commercial Banks” and “Consolidated Reports
of Income for Insured Commercial Banks,” 1980-1985.

large numbers of southeastern banks. There-
fore, return on asset figures at the 25th, 50th,
and 75th percentile were developed for south-
eastern banks with assets below $50 million.
The national figures for two size categories of
banks with assets below $50 million showed
sharp deterioration in profitability at all three
percentile levels and particularly severe prob-
lems for banks at the 25th percentile. Similar
figures for southeastern banks, on the other
hand, show that they are far more profitable at
all three percentile levels (Tables 25 and 26).
Even banks with assets less than $25 million at
the 25th percentile have shown improvements
in recent years in the Southeast. Thus, recent
experience in the Southeast supports the hy-
pothesis that profitability problems at some
small banks are due primarily to economic
weakness in the communities they serve. De-
regulation and economies of scale may be
responsible for some reduction in the profit-
ability of small banks, but existing evidence
suggests that they are not major factors at this
time.

S A O R e e LS S ST R TR

Conclusion

The average ROA and ROE figures for all
commercial banks in the United States increased
in 1985 despite lower adjusted net interest
margins. However, these average figures conceal
considerable differences across banks. Only
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banks with assets in excess of $1 billion experi-
enced improved ROAs and ROEs. Banks with
assets below $25 million experienced a sharp
drop in profits due in part to higher loan losses.

Once again, banks in the Southeast outper-
formed their peers across the nation. Consid-
erable differences in performance exist among
the six states, however. Georgia banks experi
enced another year as the most profitable of
the six states while profit ratios tumbled in
Louisiana.

Examinations of bank profitability at the
25th, 50th, and 75th percentile revealed that

'The figures for adjusted net interest margin and for tax-
equivalent interest revenue may differ from those presented in
the Economic Review in prior years due to the correction of an
error in the calculations in previous studies. (Previous editions
of the articles in this series may be found in the July 1983, June
1984, and June/July 1985 issues of this Economic Review.)
The error was in the adjustment to interest income for interest
revenue from state and local governments that is exempt from
federal taxation. This tax-exempt revenue is adjusted for each
bank's marginal tax rate to place the revenue on a tax-
equivalent status with other interest revenue. Other reports on
bank profitability frequently assume that all banks face the
same marginal tax rate. This study uses reported federal
income tax payments to estimate each bank's marginal tax
rate. Both methods of adjusting income suffer significant
flaws, but the use of more than one marginal tax rate may
better reflect differences in rates across banks. Previous
studies in this series erred in that they underestimated the
marginal tax rates of many banks The effect of this error is to
bias down the estimates of tax-equivalent interest revenue
and adjusted net interest margin None of the other ratios
suffer from this error; however, the ratios presented in this
study may differ slightly from those presented for comparable
years in previous studies due to corrections of bank reporting
errors.

2In this article the Southeast refers to the six states all or
partially within the Sixth Federal Reserve District Alabama,
Florida, Georgia, Louisiana, Mississippi and Tennessee. The

the problems of less profitable small banks
continue to become more severe. At the 25th
percentile, banks in all three asset size categories
below $100 million showed declines in ROA.
The ROA for banks at the 25th percentile with
assets less than $25 million is a mere 0.11
percent. In contrast, all the three categories of
banks with more than $100 million in assets,
whether at the 25th, 50th, or 75th percentile,
experienced increased profits.

The author thanks Sherley Wilson for research assistance.

NOTES

outlook for the economies of these states was reviewed in the
February 1986 issue of this Economic Review.

3For example, the interest rates on credit cards have been
substantially higher than the rates on prime commercial loans,
but the loan losses on credit cards have also been larger. Loan
losses on credit cards were 1.25 percent of credit card volume
in 1985 according to Michael Weinstein (1986).

“Fidelity National Bank was acquired by Hibernia Corporation
in November 1985 and Park Bank of Florida was acquired by
Chase Manhattan Corporation in February 1986 under the
emergency provisions of the Garn-St Germain Act

SThis finding of improved ROA ratios at the 25th, 50th, and 75th
percentile levels for banks with assets between $100 and
$500 million and for banks between $500 and $1 billion
appears to clash with the results in Table 5 showing no
increase in the average ROA for these two groups. The
apparent contradiction in findings can be resolved in a couple
of ways. First, the profitability of banks within the percentile
groups could be lower; for example, the 90th percentile in
profitability could be lower in 1985 than in 1984. Second, most
of the improved profitability in these size categories could
have taken place at the smaller banks in each range while the
larger banks experienced reduced profitability. This second
possible explanation appears unlikely, however, as profit
performance in 1986 seemed to improve with bank size.

®Banks in the Middle Atlantic states of New Jersey, New York,
and Pennsylvania actually showed higher ROA ratios in 1985
than they did in 1981.
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Appendix

The data in this article were taken from the Reports of
Condition and Income that insured commercial banks
file with their federal bank regulators. We chose a
1985 sample consisting of all banks that had the
same identification number at the beginning and end
of each year. The number of banks in the sample was
14,026.

The three profitability measures used in this study
are defined as follows:

Adjusted Net Interest Margin =

Expected Interest Revenues - Interest Expenditures
Average Interest Earning Assets

Return on Assets = Net Income
Average Consolidated Assets

Return on Equity = Net Income
Average Capital Equity

FEDERAL RESERVE BANK OF ATLANTA

Average interest earning assets and average stock-
holders equity are the average of the beginning,
middle, and end-of-the-year balance sheet figures
The expected interest income component to net
interest margin incorporates two significant adjust-
ments from ordinary interest income. Revenue from
state and local securities exempt from federal income
taxes is adjusted by the bank's marginal tax rate and
loan losses are subtracted from interest income.

The figures presented in this study differ from those
presented in Wall (1983) and Wall (1984) due to a lack
of a merger adjustment Those two studies used data
that had been modified by the staff of the Board of
Governors of the Federal Reserve System. This study
does not contain the merger adjustment because the
file is no longer being created.
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Two Measures of Employment: What Can They Tell Us?
David Avery

Statistics on employment, key gauges of the
economy, are provided each month by the U.S.
Department of Labor's Bureau of Labor Statis-
tics through two independent estimates: the
household series (current population survey)
and the establishment survey (payroll, or non-
farm, series). The household employment series
is used in part to compute the familiar jobless
rate, and the payroll employment series mea-
sures primarily employment by industry.

Although both series attempt to quantify
changes in the labor market, the two series
sometimes record significantly different re-
sults; this disparity is caused mainly by funda-
mental differences in structure and coverage.
Total employment as measured in the current
population survey (C.P.S) and total nonfarm
employment as measured in the establishment
(payroll) survey are quite distinct. For example,
the differences between them cannot be rec-
onciled by simply adding farm employment to
the payroll series, as the uninitiated are some-
times prone to do. A look at the composition of
the two series highlights some of their contrast-
ing features (Figure 1).

What Each Series Measures

Household Survey. The household (C.P.S)
series provides employment status data repre-
sentative of the entire U.S. civilian population
16 years of age and older. This survey of about
55,000 households, conducted by the U.S.
Commerce Department’s Bureau of the Census
and published by the Bureau of Labor Statistics,
measures the work status of individuals. In
addition to canvassing respondents employed
in corporations, government agencies, non-
profit organizations, and other establishments,

32

it also captures those who are self-employed,
unpaid employees working 15 hours or more
during the survey week in family-operated
enterprises, and private household workers.
Members of the armed forces stationed in the
United States are included in the employment
total, as are citizens of foreign countries em-
ployed temporarily in the United States but
not living on embassy premises.! Since each
person surveyed is classified as either employed,
unemployed, or not in the labor force, the
household survey counts each person by work
status only once. Employed persons with more
than one job are counted in the job for which
they work the most hours. A number of other
characteristics, such as age, sex, race, educa-
tional attainment, and marital status are also
reported. Inmates of correctional and mental
institutions are excluded from the household
data.

A household consists of all persons—related
family members and all unrelated persons—
who occupy a housing unit. A house, an apart-
ment, a group of rooms, or a single room are
each regarded as a housing unit when occupied
or intended for occupancy as separate living
quarters.

Establishment Series. The second measure
of employment is the establishment or payroll
employment series, also known as nonfarm
employment, which is collected from a sample
of business payroll records by the Bureau of
Labor Statistics in cooperation with state agen-
cies. Those who worked in more than one
business establishment during the survey per-
iod are counted each time their name appears
on a payroll. The establishment series provides
practically no socioeconomic information about
workers but is a good source of information on
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Figure 1. Contrasting Two Measures of Employment

employment by specific geographic areas and
industries. It also gathers hours and earnings
data that correspond directly to the employ-
ment data. This series encompasses military
personnel who hold civilian jobs during their
off-duty hours and may also include some
inmates of institutions who are working either
inside or outside the institution, if they are
included on payrolls. Unlike the household
survey data, the establishment series has no
age limitations; however, since child labor laws
and school prevent most children under 16
from working, few statistics about children are
captured in the survey.
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Measurement Method

The household survey regularly covers a
group of 55,000 to 60,000 households selected
throughout the nation by a probability sample
designed to represent the entire non-institu-
tional population. A sample is used because
the costs of conducting a complete census to
identify every employed and unemployed per-
son each month would be prohibitive. The
sample data are weighted according to total
population estimates of age, sex, and race.
These estimates are prepared by carrying for-
ward the most recent census data to reflect the
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aging of the population, deaths, immigration,
and emigration. Each month approximately
59,500 occupied residential units are eligible
for interview. Usually, about 2,500 of these
households are missed because the occupants
are not at home during repeated calls or they
are unavailable for other reasons. This repre-
sents a non-interview rate for the survey of
between 4 or 5 percent A portion of the
sample is changed each month on a scheduled
basis by replacing some old households with
new ones. Monthly national unemployment
statistics are derived from the C.P.S. and do not
necessarily reflect employment gains or losses
as reported by establishments in the separate
payroll employment series. Since the estab-
lishment series counts only jobs, no unemploy-
ment measure is associated with that series.

Labor force and unemployment estimates
for states, labor market areas, and other areas
covered by federal assistance programs are
developed by state employment security agen-
cies through a state and federal cooperative
program. Local unemployment estimates are
the basis for determining an area’s eligibility for
benefits under federal programs. The C.P.S.
sample designed to represent the nation is not
adequate to provide reliable monthly state
estimates except for 11 large states and two
large areas that receive special treatment?
Therefore, employment data and unemploy-
ment rates for most of the states are generated
separately by statistical methods hinging on
local sample surveys and state unemployment
records. Adjustment factors from the C.P.S. are
included to correct for differences among states
in unemployment coverage as well as differ-
ences between employment measures at places
of work and places of residence.®

Once each year, monthly estimates prepared
by state employment security agencies (using
estimating procedures based on unemploy-
ment insurance) are adjusted or benchmarked
by the Bureau of Labor Statistics to the annual
average C.P.S. estimates for these 39 states and
the District of Columbia. This adjustment is

necessary because state-prepared estimates
are not as reliable as the C.P.S. annual averages
due to differences in state unemployment
insurance laws, errors in the unemployment
insurance data, and limitations of the unem-
ployment insurance estimating method. Month-
ly state unemployment rates and those of
counties should therefore be used with cau-
tion, keeping the limitations in mind. In the 11
states that use C.P.S. estimates directly, no
benchmark correction is required as the average
of the monthly state C.P.S. estimates will equal
the C.P.S. annual average*

Payroll employment estimates are derived
from a relatively large survey sample of em-
ployers—220,000 establishments—having over
35 million employees. This size enhances the
degree of the survey's accuracy. Payroll reports
provide current information on wage and salary
employment, hours and earnings of workers,
and labor turnover in nonagricultural establish-
ments by industry and geographic location.
Under cooperative arrangements, responding
establishments report data to state agencies.
State agencies mail the forms to establishments
and examine the returned reports for accuracy
and completeness. State employment offices
use the reported data to prepare state and area
series and also send the reported data to the
Bureau of Labor Statistics in Washington for
use in preparing the national series. The collec-
tion agency then returns the same forms to the
respondent each month so that the next month’s
data can be entered.

Reporting establishments are classified by
industry on the basis of their principal product
or activity, as determined from information on
annual sales volume. This information is col
lected in a supplement to the quarterly unem-
ployment insurance tax reports filed by em-
ployers. Employment for an establishment
making more than one product or engaging in
more than one activity is included under the
industry identified as the principal product or
activity. This procedure has obvious short
comings for business conglomerates with a
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number of different activities. Further, no dis-
tinction is made by occupation. A nurse em-
ployed at a textile mill would be counted as a
textile industry employee, not as a health
services worker. All data on employment, hours,
earnings, and labor turnover for the nation and
most states and areas are classified in accor-
dance with the 1972 Standard Industrial Clas-
sification Manual, which is the latest available
overall taxonomy of this kind.®

Since state estimating procedures compute
the current month’s level on the basis of the
previous month’s estimate, sampling errors
may accumulate over several months. To re-
move any accumulated error, employment es-
timates for establishments are also adjusted
annually to new benchmarks—comprehensive
counts of employment derived primarily from
unemployment insurance tax returns and sup-
plemented by social security tax returns from
small businesses and other sources.

Another major feature of the procedure used
to estimate employment from the establish-
ment data is the use of the “link relative”
technique. This is a form of ratio estimation in
which a sample composed of establishments
reporting for both the previous and current
months is used to compute the ratio of the
current month’s employment to the previous
month's. This ratio is called a link relative.
Current estimates of employment by industry
are obtained by multiplying estimates for the
previous month by the link relative.

Comparison Problems

Many factors affect the comparability of the
two surveys. One difference is how workers
absent for a full week from their jobs are
considered. The household survey includes
among the employed all persons who had jobs
during the survey week but were temporarily
absent because of illness, bad weather, vacation,
strikes, or various personal reasons, regardless
of whether they were paid by their employers
for the time off or taking unpaid leave. By

contrast, the establishment survey excludes all
absent employees except those persons on
paid leave during the survey period. Another
discrepancy is in the treatment of those em-
ployed in more than one job. The household
survey, as noted earlier, counts each person by
work status only once, since each person is
classified as either employed, unemployed, or
not in the labor force. Employed persons work-
ing more than one job are counted in the job in
which they worked the most hours. For the
establishment series, those employed in more
than one position during the survey period are
counted each time their names appear on a
payroll.

Industries in the trade and service sectors,
where dual job-holding is common, are re-
sponsible for the bulk of the comparison prob-
lems between series. Since 86 percent of job
growth in the national economy over the past
two decades has occurred in the service sec
tor, the discrepancies between the two series
are significant

Yet another distinguishing feature between
the two surveys is that sample adjustments are
made in the household survey to reflect ongoing
changes in the composition of the population.
Since the sample is tied to the decennial census
of population, an undercount or an overcount of
the population would affect the household sur-
vey, whereas population changes would have no
effect on the establishment survey. Age limita-
tions mentioned previously also create differ-
ences between the series.

Different methods of surveying agricultural
workers also account for a discrepancy between
the two series. The payroll series, though known
as the nonagricultural employment series, in-
cludes some farm workers in the services cate-
gory. Still, most farm workers are missed by the
payroll series. One reason for this omission is
that many workers on family farms are unpaid;
of course, unpaid workers are not taken into
account in the payroll series because they are
not on payrolls. Indeed unpaid workers on
farms actually outnumber paid workers by
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almost 3 percent, according to the U.S. Depart-
ment of Agriculture. In contrast, the household
series includes unpaid people who worked
more than 15 hours a week in a family-operated
enterprise. Since all family members, excluding
small children, typically work in some fashion
on the family farm and in other small family-run
businesses, these figures could be responsible
for a fairly large disparity between the employ-
ment measures of the two series.

The survey period itself is a point of difference
between the two series. The time period for
the household series is always one calendar
week including the 12th of the month. For the
payroll series, the time reference is the payroll
period (not necessarily one week) that includes
the 12th of the month. Clearly this period may
not coincide with the week of the household
survey.

The two series are also distinguished by
separate methods of data collection and unique
measurement problems. Establishment data is
collected by mail on a voluntary basis, while
household data is collected directly from indi-
viduals by personal visits or telephone con-
tacts. Data collection problems may develop if
the respondent to the establishment survey
does not have ready access to the information
requested. Self-employed people are another
large and growing group not included in the
establishment survey (Chart 1). As a result, this
survey misses expanding employment for many
small businesses, especially in the service and
the agricultural sectors. Although adjustments
have been incorporated into the payroll series
to account for the number of new business
formations, “segmenting out” the adjustments
by component has proved difficult, especially
for the manufacturing sectors.®

An additional problem is that part-time
workers constitute a large portion of the work
forces of service- or trade-oriented firms (20.7
percent compared with 4.5 percent in manu-
facturing). Since the establishment survey
makes no distinction between part-time and

Chart 1. Self-Employed Workers and

Total Nonfarm Employment
(Percent change)
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Source: Bureau of Labor Statistics.

fulk-time workers, the numbers of workers re-
ported for service industries are not strictly
comparable to the manufacturing industries,
where nearly all employees are full-time.

A Regional Perspective

When the two employment series are ap-
proached from a regional perspective, the dif-
ferences between them are accentuated by
the radical changes in the structure of the
southeastern economy since 1970. The nation
has had a fairly consistent ratio of total employ-
ment (C.P.S) to payroll employment since
1970 (around 90 percent); however, the pro-
portion of payroll employment has been much
lower in southeastern states until recently.
Many regional states are just now approaching
the national ratio, though Alabama and Missis-
sippi continue to lag (Table 1). Almost all of the
states considered show a smaller spread be-
tween the two employment series in 1985 than
they did in 1970.
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Table 1. National Versus Southeastern Employment
Total Employment (CPS Series) as a Percentage of Nonfarm Employment (Payroll Series)

1970 1975 1980 1985
United States 111 1.10 1.08 1.10
Southeast 122 1.16 141 1.12
Tennessee 1:.20 1.12 1.11 112
Mississippi 1.33 1.26 1.18 1.18
Louisiana 1.18 1.16 1.06 1.10
Georgia 1.18 1.14 1.10 1.04
Florida 1.19 1.16 1.12 1.0
Alabama 1.26 17 1.13 147

Source: Computed by Federal Reserve Bank of Atlanta from Bureau of Labor Statistics data.

This gap between total employment and
payroll employment narrowed in part because
of the changing industry mix of the states. The
trade, service, and manufacturing sectors have
altered significantly, though government em-
ployment as a part of total employment has
changed little over the period. Mississippi and
Alabama have always shown high concentra
tions in manufacturing compared with other
southeastern states or the nation. Although it
occupies a less dominant place in their econ-
omies now than in 1970, the shift away from
manufacturing has not been as fast for these
states as for the nation as a whole. Tennessee,
by contrast, has turned rapidly from manufac-
turing so that its employment composition
now closely mirrors the nation’s. Tennessee’s
industry, like Florida's and Louisiana’s, shifted
mainly to the service sector. During reces-
sionary periods, the services industries in the
Southeast have shown resilience while the
goods industries have suffered the most eco-
nomic decline, followed by little comparative

growth. As a result, the household employment
series, which captures more nonmanufacturing
employment, indicates less cyclical downturn
than the payroll series.

Farm employment differs markedly among
the states. The ratio of farm employment to
total employment is .01 for Florida and .03 for
Georgia, but it is .07 for Mississippi; in other
words, about 7 percent of Mississippi's em-
ployment comes directly from the farming
sector. Mississippi’s relatively large farming
sector is in part responsible for the large com-
parative gap between the two employment
series in the state (Table 1), since farm labor
consists mostly of unpaid workers who are not
picked up on payroll records.

Although seasonal adjustment factors are
incorporated in both the household and payroll
series to smooth recurrent fluctuations in the
data, an analysis of the nonadjusted data is
useful to illustrate some of the basic differences
between the two employment series (Table 2).
The household series shows a peak buildup in
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Table 2. Southeastern Employment Comparison

(Thousands)
Employment Percent Change, Month-to-Month
Month, 1985 Household Payroll Household Payroll
January 13,809 12,443 — —_
February 13,831 12,477 0.2 0.3
March 13,929 12,697 0.7 1.0
April 13,998 12,662 0.5 0.5
May 14,099 12,706 0.7 0.3
June 14,023 12,720 0.5 0.1
July 14,056 12,652 0.2 -0.5
August 14,246 12,663 1.4 0.1
September 14,216 12,762 0.2 0.8
October 14,303 12,847 0.6 0.7
November 14,225 12,907 0.5 0.5
December 14,285 12,955 04 04

Source: Federal Reserve Bank of Atlanta.

southeastern employment over the summer as
young people out of school enter the labor
market. The payroll series, however, typically
shows its major decline in July, reflecting unpaid
absences as people go on vacation. Many
southeastern textile mills, for example, tradi-
tionally shut down for a summer vacation
period. Double counting of dual job holders, a
flaw in the payroll employment series, helps to
explain the payroll employment growth in

November and December; the household sur-
vey shows growth only in December, when
previously idle workers are drawn into the
work force. Christmas hiring of part-time work-
ers by retailers and others with highly seasonal
businesses also accounts for a significant portion
of the gap between the two surveys.
Establishment data tend to be more volatile
than household data due to a number of
measurement problems. Double counting of

38

AUGUST/SEPTEMBER 1986, ECONOMIC REVIEW

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



employees causes fluctuation by seasons. Ex-
clusion of the self-employed as well as signifi-
cant numbers of service employees and agri-
cultural workers further affects the establish-
ment data. The data-gathering method also
assigns more weight to the cyclical manufactur-
ing sector, which processes reliable records
routinely, than to the fast-growing service sec-
tor, which is less subject to cyclical fluctuations.

Conclusion

In spite of their respective differences in
methodology and purpose, the two employ-
ment series have been largely consistent, es-
pecially when comparing year-to-year change.
Monthly changes, however, sometimes differ
between the two series, mostly because of the
differences in the way unpaid absences, dual
job-holding, service and farm workers, and the
self-employed are treated.

This analysis has not attempted to provide
adjustments that would force the two employ-
ment series into agreement; however, drawing
attention to the composition and distinctions
between the two series should help the reader
interpret various reports of labor market data
more accurately. For example, the reader should
now have a clear idea that the difference
between nonagricultural (payroll) employment
and total (household) employment does not
reflect agricultural employment. Once the re-
spective purposes, strengths, and limitations of
the two series are understood, both can be
useful and informative. Because of the inex-
actness in the data-collecting techniques,
however, short-run fluctuations in either series
should be interpreted with extreme caution.

NOTES

1The familiar civilian unemployment rate is calculated without
using the military component A separate series includes the
resident armed forces. A more comprehensive measure of
employment instituted in January 1986 includes an allowance
for net undocumented immigration into the United States and
an increased estimate of emigration from the United States by
legal residents These largely offsetting adjustments produce
a small net effect on employment measures.

2| abor force and unemployment data collected in 11 large
states—New York, California, lllinois, Ohio, New Jersey, North
Carolina, Pennsylvania, Michigan, Texas, Massachusetts, and
Florida—and two areas—Los Angeles/Long Beach and New
York City—constitute large and statistically meaningful sam-
ples that can be used directly from the C.P.S.

sEmployment data are based on place of work (unemployment
insurance contribution records); unemployment data are based
on place of residence (unemployment insurance compensation
claims). Monthly employment and unemployment estimates
for the state incorporate an adjustment factor based on a six-
month moving average of the estimates derived from the C.P.S
for the state.

4These adjusted unemployment rates are available in the May
issue of Employment and Earnings, U.S. Department of Labor,
Bureau of Labor Statistics.

5The 1377 supplement to the 1972 Standard Industrial Classi-
fication Manual updates the 1972 manual with new and
deleted industries and introduces modifications to some in-
dustry descriptions and index items.

sFor additional information see Thomas Plewes, “Better Mea-
sures of Service Employment Goal of Bureau Survey Redesign,”
Monthly Labor Review, November 1982, pp. 7-15.
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GENERAL

ANN. ANN.
LATEST CURR. PREV. YEAR % JUL JUN(R) JUL %
DATA PERIOD PERIOD AGO CHG. 1986 1986 1985 CHG.
ersonal Income Agriculture
($ bil. - SAAR) 1Q 3,304.6 3,268.0 3,157.0 +5 Prices Rec'd by Farmers
Taxable Sales - $ bil. N.A. N.A. N.A. Index (1977=100) 124 121 126 -2
Plane Pass. Arr. (thous.) N.A. N.A. N.A. Broiler Placements (thous.) 84,189 86,019 86,858 =~ 3
Petroleum Prod. (thous.) JUL 8,809.9 8,808.1 8,957.5 - 2 Calf Prices ($ per cwt.) 59.80 58.10 60.00 -0
Consumer Price Index Broiler Prices (¢ per 1b.) 42.40 34.00 30.60 +39
1967=100 JuL 328.0 327.9 322.8 +2 Soybean Prices ($ per bu.) 5.07 5.19 5.42 -6
Kilowatt Hours - mils. MAY 179.4 187.7 177.6 +1 Broiler Feed Cost ($ per ton) (Q3)190 (Q2)189 (Q3)196 - 3
ersonal Income griculture
($ bil. - SAAR) 1Q 403.5 398.3 384.4 +5 Prices Rec'd by Farmers
Taxable Sales - $ bil, N.A. N.A. N.A. Index (1977=100) 119 115 119 0
Plane Pass. Arr. (thous.) JUN 5,160.8 4,928.1 4,811.1 7 Broiler Placements (thous.) 34,924 35,815 33,357 4+ 5
Petroleum Prod. (thous.) JuL 1,412.0 1,408.1 1,627.0 -13 Calf Prices ($ per cwt.) 57.28 54.96 §6.15 2
Consumer Price Index Broiler Prices Et per 1b.) 41.85 32.93 29.89 +40
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.19 5.22 5.49 -5 -
Kilowatt Hours - mils. MAY 28.3 27.3 25.5  +1 Broiler Feed Cost ($ per ton) 189 181 190 -1
Personal Income Agriculture
$ bil. - SAAR) 1Q 43.6 43.0 41,7 x4 Farm Cash Receipts - $ mil.
Taxable Sales - § bil. N.A. N.A. N.A. Dates: APR., APR, 554 - 565 - 2
Plane Pass. Arr. (thous.) JUN 151.8 146.1 1473+ 3 Broiler Placements (thous.} 12,112 12,342 11,244 + 8
Petroleum Prod. (thous.) JUL 59.0 57.0 58,07 +2 Calf Prices ($ per cwt.) 54,10 52.80 54,70 -1
Consumer Price Index Broiler Prices (¢ per 1b.) 42.00 33.10 29.00 +45
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.20 5.20 5.55 =6
Kilowatt Hours - mils. MAY 3.8 3.7 3.7 +3 Broiler Feed Cost ($ per ton) 189 181 191 -1
ersonal Income griculture
($ bil. - SAAR) 1Q 156.4 154.4 142.7: 6 Farm Cash Receipts - $ mil
Taxable Sales - § bil. Dates: APR., APR. 1967 - 1939 +1
Plane Pass. Arr. (thous.) JUN 2,340.1 2,391.4 2,113.6 +11 Broiler Placements (thous.) 2,241 2,388 2,065 +9
Petroleum Prod. (thous.) JUL 29.0 29.0 34.0 -15 Calf Prices ($ per cwt.) 63.00 58.50 59,90 + 5
Consumer Price Index JUL MAY JUN Broiler Prices (¢ per 1b.) 42.00 32.00 30.00 +40
1977=100 MIAMI 171.2 173.0 171.4 -1 Soybean Prices ($ per bu.) 5.20 5.20 5.55 -6
Kilowatt Hours - mils. MAY 8.1 7.9 8.3 %1 Broiler Feed Cost ($ per ton) 189 181 230 -18
ersonal Income griculture
($ bil. - SAAR) 1Q 557 74.3 71000t 2 Farm Cash Receipts - $ mil
Taxable Sales - § bil. N.A. N.A. N.A. Dates: APR., APR. 746 - 779 - 4
Plane Pass. Arr. (thous.) JUN 1,999.5 1,765.8 2,016.8 -1 Broiler Placements (thous.) 13,969 14,191 13,634+ 2
Petroleum Prod. (thous.) N.A. N.A. N.A. Calf Prices ($ per cwt.) 53.20 51.70 53.70 -1
Consumer Price Index JUN APR JUN Broiler Prices Et per 1b.) 42.00 32.00 29.50 +42
1967=100 ATLANTA 338.5 334.9 328.0 +3 Soybean Prices ($ per bu.) 5.20 5.20 570 = 9
Kilowatt Hours - mils. MAY 5.0 4.5 4.8 +4 Broiler Feed Cost ($ per ton) 189 181 195 -3
!ersonal !ncome !gr1cu ture
($ bil. - SAAR) 1Q 49.4 49.4 43.3 +0 Farm Cash Receipts - $ mil.
Taxable Sales - § bil. N.A. N.A. N.A. Dates: APR., APR. 446 - 451 -1
Plane Pass. Arr. (thous.) JUN 285.8 314.7 300.9 -5 Broiler Placements (thous.) N.A. N.A. N.A.
Petroleum Prod. (thous.) JUL 1,240.0 1,238.0 1,362.0 -9 Calf Prices ($ per cwt.) 60.00 58.00 58.40 + 3
Consumer Price Index Broiler Prices (¢ per 1b.) 44.00 35.50 31.00 +42
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.20 5.20 5.38 -3
Kilowatt Hours - mils. MAY 4.4 4.2 4.7 -6 Broiler Feed Cost ($ per ton) 189 181 250 -24
Persona| Income !gr\culture
($ bil. - SAAR) 1Q 24.5 24.0 23.6 +4 Farm Cash Receipts - $ mil.
Taxable Sales - $ bil. N.A. N.A. N.A. Dates: APR., APR. 524 - 689 -24
Plane Pass. Arr. (thous.) JUN 40.0 38.1 38.4 +10 Broiler Placements (thous.) 6,602 6,874 6,414 +
Petroleum Prod. (thous.) JUL 84.0 84.0 85.0 -1 Calf Prices ($ per cwt.) 58.90 55.60 56.80 + 4
Consumer Price Index Broiler Prices (¢ per 1b.) 40,80 34.40 32.00 +28
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.14 5.20 5.43 -5
Kilowatt Hours - mils. MAY 2.0 1.8 200+ 1 Broiler Feed Cost ($ per ton) 189 181 154 +23
ersonal Income griculture
($ bil. - SAAR) 1Q 53.9 53.1 5t.1 15 Farm Cash Receipts - $ mil.
Taxable Sales - § bil, N.A. N.A. N.A. Dates: APR., APR. 465 - 578 =20
Plane Pass. Arr. (thous.) JUN 343.5 272.1 194.3 +77 Broiler Placements (thous.) N.A. N.A. N.A.
Petroleum Prod. (thous.) N.A. N.A. N.A. Calf Prices ($ per cwt.) 54.30 53.30 53.60 +1
Consumer Price Index Broiler Prices (¢ per 1b.) 41.00 30.50 28.50 +44
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.24 5.31 5.53 -5
Kilowatt Hours - mils. MAY 5.1 5ol 5.2 =2 Broiler Feed Cost ($ per ton) 189 189 173 9
NOTES: Personal Income data supplied by U.”S. Department of Commerce. Taxable Sales are reported as a 12-month cumulative total. Plane

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

R = revised.
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i EMPLOYMENT

-
ANN. ANN.
JUN MAY JUN % JUN MAY JUN %
1986 1986 1985 CHG 1986 1986 1985 CHG
!!vih’an La!or !orce - thous. 1!8,!!! !!l,sa “!,52! +3 Non!arm !mp'oyment - t!ous. !5!,’28 !00,333 98,3!7 2
Total Employed - thous. 109,673 109,110 106,601 + 3 Manufacturing 19,269 19,173 19,420 -1
Total Unemployed - thous. 8,443 8,554 8,423 +0 Construction 5,154 5,001 4,865 + 6
Unemployment Rate - % SA 7.0 T2 72 Trade 23,934 23,761 23,292 3
Insured Unemployment - thous. N.A. N.A. N.A. Government 16,801 17,063 16,447 + 2
Insured Unempl. Rate - % N.A. N.A. N.A. Services 23,241 23,027 2331+ 1
Mfg. Avg. Wkly. Hours 40.6 40.5 40.6 0 Fin., Ins. & Real Est. 6,334 6,255 5,994 + 5
Mfg. Avg. Wkly. Earn. - $ 396 394 386 +3 Trans., Com. & Pub. Util. 5,219 5,267 5,287 =1
!!v”nn !a!or !orce - t!ous. !!,!!! !!,!!! !!,!!! + ! !on!arm !mploymen! - !!ous. !!,!!! !!,!” l!,!!l + !
Total Employed - thous. 14,756 14,648 14,1561 +4 Manufacturing 24312 2,311 2,328 -1
Total Unemployed - thous. 1.312 1,202 1,261 + 4 Construction 780 776 787 -1
Unemployment Rate - % SA 1.9 7.9 7.9 Trade 3,252 3,245 3,148 + 3
Insured Unemployment - thous. N.A. N.A. N.A. Government 2,256 2,300 2522 2
Insured Unempl. Rate - % N.A. N.A. N.A. Services 2,759 2,752 2,659 + 4
Mfg. Avg. Wkly. Hours 41.0 40.9 4.1 -1 Fin., Ins. & Real Est. 758 755 733 £ 3
Mfg. Avg. Wkly. Earn. - § 350 350 382 +2 Trans., Com. & Pub. Util. 715 718 729 -2
Civilian Labor Force - thous. 1,896 1,893 1,814 '+'b Nonfarm !mp]oyment - thous. 1,!43 1,445 1,428 +1
Total Employed - thous. 1,705 1,718 1,659 +3 Manufacturing 359 355 366 -
Total Unemployed - thous. 191 175 186 422 Construction 72 72 72 0
Unemployment Rate - % SA 10.1 9.9 8.7 Trade 312 311 306 +2
Insured Unemployment - thous. N.A. N.A. N.A. Government 300 306 292+ 3
Insured Unempl. Rate - % N.A. N.A. N.A. Services 246 247 242 + 2
Mfg. Avg. Wkly. Hours 41.1 41.0 40.9 +20 Fin., Ins. & Real Est. 70 69 66 + 6
MFfg. Avg. Wkly. Earn. - $ 356 356 344 +3 Trans., Com. & Pub. Util. 71 71 74 -4
iyilian Labor Force - thous. ,655 5 3132048 Nonfarm Employment - thous. 4,55 390, 4,430 +
Total Employed - thous. 5,313 5,256 4,907 %] Manufacturing 524 522 514 +2
Total Unemployed - thous. 342 293 367 -7 Construction 336 336 334 +1
Unemployment Rate - % SA 5.7 5.7 6.6 Trade 1,233 1,233 1,195 23
Insured Unemployment - thous. N.A. N.A. N.A. Government 684 699 671 + 2
Insured Unempl. Rate - % N.A. N.A. N.A. Services 1,187 1,186 15131 +:%
Mfg. Avg. Wkly. Hours 41.3 41.0 41,2 v 0 Fin., Ins. & Real Est. 332 331 317 +5
Mfg. Avg. Wkly. Earn. - § 329 328 323 + ¢ Trans., Com. & Pub. Util. 244 244 245 -1
!ivilian Labor Force - thous. 2,999 2,969 2,881 + 4 Nonfarm Employment - thous. 2,640 2,628 28l 2
Total Employed - thous. 2,817 2,798 2,677 ah Manuf acturing 554 555 554 0
Total Unemployed - thous. 182 172 204 -11 Construction 158 154 148 +7
Unemployment Rate - % SA 5.9 5.9 6.7 Trade 637 671 649 - 2
Insured Unemployment - thous. N.A. N.A. NJA. Government 457 456 452+ 1
Insured Unempl. Rate - % N.A. N.A. N.A. Services 481 477 468 + 3
Mfg. Avg. Wkly. Hours 40.9 40.7 40.7 +0 Fin., Ins. & Real Est. 143 142 138 +4
Mfg. Avg. Wkly. Earn. - § 334 335 322 +4 Trans., Com. & Pub. Util. 165 165 163 +1
jvilian Labor Force - thous. 1,994 ,995 2,020 -1 Nonfarm Employment -~ thous. 10527 1,544 1,605 -5
Total Employed - thous. 1,773 1,733 1,779 -1 Manufacturing 167 168 181 -8
Total Unemployed - thous. 271 263 241 +12 Construction 93 94 109 -5
Unemployment Rate - % SA 13.2 13.8 11.5 Trade 383 382 387 -2
Insured Unemployment - thous. N.A. N.A. N.A. Government 318 328 323 =2
Insured Unempl. Rate - % N.A. N.A. N.A. Services 316 317 322 =2
Mfg. Avg. Wkly. Hours 41.1 41.1 41.9 -2 Fin., Ins. & Real Est. 85 85 86 -2
Mfg. Avg. Wkly. Earn. - § 435 433 433 30 Trans., Com. & Pub. Util. 105 107 116 -9
Civilian Labor Force - thous. !,!!O !,166 !,!37 *3 Non!arm !mp!oyment - thous. 506 909 839 +8
Total Employed - thous. 1,024 1,033 707t Manufacturing 223 222 223 0
Total Unemployed - thous. 147 133 121 +21 Construction 36 36 37 -3
Unemployment Rate - % SA 11.9 11.6 10.0 Trade 184 183 179 +3
Insured Unemployment - thous. N.A. N.A. N.A. Government 185 191 184 +1
Insured Unempl. Rate - % N.A. N.A. N.A. Services 136 136 131 +4
Mfg. Avg. Wkly. Hours 40.5 40.2 40.6 -0 Fin,, Ins. & Real Est. 37 37 36 +3
Mfg. Avg. Wkly. Earn. - § 30 299 291 +4 Trans., Com. & Pub. Util. 39 40 40 -2
ivilian Labor Force - thous. g 4276 520 + onfarm Employment - thous. Z ) ,863 + 3
Total Employed - thous. 2,122 2,110 2014 +2 Manufacturing 484 438 494 - 2
Total Unemployed - thous. 180 166 190 -5 Construction 84 84 84 0
Unemployment Rate - % SA 11.9 11.6 10.0 Trade 467 465 435 + 7
Insured Unemployment - thous. N.A. N.A. N.A. Government 311 319 299 + 4
Insured Unempl. Rate - % N.A. N.A. N.A. Services 392 388 365 '+ 7
Mfg. Avg. Wkly. Hours 41.1 41.4 41.4 -1 Fin., Ins. & Real Est. 91 92 9 +1
Mfg. Avg. Wkly. Earn. - § 343 347 337 1 ¢ Trans., Com. & Pub. Util. 90 92 92 -2
NOTES: A1l labor force data are from Bureau of Labor Statistics reports supplied by state agencies.
Only the unemployment rate data are seasonally adjusted.
The Southeast data represent the total of the six states.
N.A. = Not Available.
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1 MSA

V\l ] SOUTHEAST REGIONAL ECONOMIC INDICATORS
\ NONFARM EMPLOYMENT UNEMPLOYMENT RATE PLANE PASSENGER ARRIVALS
[ THOUSANDS PERCENT THOUSANDS
June June Annual % June May June June June Annual %
1986 1985 Change 1986 1986 1985 1986 1985 Change
!1rm1ngham !l!! l!!l + ! !! ll l! !!! 69.4 * !
Huntsville 115.0 107.8 +5 7.8 9.9 6.2 34.3 29.9 +15
Mobile 158.8 156.3 11.0 8.9 9.5 29.9 29.8 +0
Montgomery 1171 115.5 8.0 7.3 7.9 17.8 18.0 -2

|

aytona Beach R . X +35
Ft. Lauderdale 440.6 424.5 +4 4.5 4.2 5.4 258.2 223.4 +16
Jacksonville 378.1 360.9 +5 5.8 5.0 5.9 120.9 104.2 +16
Melbourne 137.5 135.5 +1 6.0 5.5 5.5 16.7 20.2 -17
Miami 801.2 782.6 +2 6.8 6.4 8.7 853.2 826.9 +3
Orlando 433.6 412.5 +5 5.2 4.2 5.5 518.6 491.9 +5
Sarasota 94.2 92.7 +2 4.4 3.8 4.9 44.5 45.2 -2
Tallanassee 99.5 95.7 +4 4.1 3.4 5.2 29.6 25.5 +16
Tampa-St. Pete 742.2 723.8 +3 5.5 4.9 5.8 345.2 340.7 &l
West Palm Beach 292.6 283.0 +3 6.5 5.4 74 129.9 115.2 +13

Augusta
Columbus 89.5 89.8
Macon 115.5 113.2
Savannah 97.0 95.7

SN
Bobw

SN S
0w o w

aton Rouge § .
New Orleans 511.9 536.3

o
)
-
wl
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wl
)

P
=
-
-

o

252.3

o )

+

Hoxi-Guifport

o
& o
N
O

0.4
o
w
St
w

+
}J‘O

Jackson 165.8 1614

Chattanooga 80.3 179.3 +1
Knoxville 230.6 229.3 +1
Nashville 425.4 420.7 +1

25.6 22.7 +13
47.4 41.4 +14
270.5 130.2 +108

o
o o
FataPe
00 N
i
o

RESIDENTIAL SINGLE-FAMILY RESIDENTIAL MULTI-FAMILY

NONRESIDENTIAL BUILDING PERMITS BUILDING PERMITS BUILDING PERMITS
$ MILLIONS, 12-M0. RATE NO. OF UNITS, 12-M0. RATE NO. OF UNITS, 12-M0. RATE
June June Annual % June June Annual ¥ June June Annual %
1986 1985 Change 1986 1985 Change 1986 1985 Change

rmingham g

Huntsville 99.8
Mobile 80.2
Montgomery 50.0

3 £) * » +,
1,775 1,427 +24 2,275 1,702 +34
732 895 -18 138 601 =77

s R
O~

aytona Beacl 5 5 5 +
Ft. Lauderdale 662.2 9,547 5,209 +83
Jacksonville 288.9 7,848 6,331 +24
Melbourne 177.5 5,343 5,603 -5
Miami 579.2 6,718 5,160 +30
Orlando 4 12,936 11,485 +13
Sarasota 6. 2,048 1,996 +3
Tallahassee 1,369 1,540 =11 -16
Tampa-St. Pete 15,961 15,783 +1 16,201 -9
West Palm Beach 11,139 11,799 -6 9,875 +6

+
o}

anta 5 »330.. + 5 5 i~ B s
Augusta 53.6 74.9 =28 3,522 2,731 +29 1,874 1,726 +9
olumbus 2 77.7 -40 846 497 +70 653 525 +24
Macon 50.7 38.6 +31 = - “ »
Savannah 96.3 104.4 -8 - - - -

aton Rouge 1,552
New Orleans 368.2 553.7 -34 3,705

-2l 349 2,393 -85
36 =22 1,228 3,477 -65

o)
~ ol
)
o
o]
'
o)
S
ol

&

1loxi-Gulfport 7 - - - - -
Jackson 115.1 65.6 +75 1,563 1,533 +2 1,044 1,815 -42

&
+
+
+

anooga 3 X B » »
Knoxville 101.6 98.0 +4 1,829 1:656 +10 1,305 753 +73
Nashville 308.9 474.5 =35 6,640 4,726 +40 7,918 12,008 -34

NOTES: Labor Force data are from Bureau of Labor Statistics reports supplied by state agencies. Plane Passenger Arrivals are collected
from 26 airports. Building Permit data are supplied by the U. S. Bureau of the Census. Nonresidential data exclude the cost of construction
for publicly owned buildings.
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CONSTRUCTION

ANN. ANN.
JUN MAY JUN % JUN MAY JUN %
1986 1986 1985 CHG. 1986 1986 1985 CHG.
(12-month cumulative rate)
Nonresidential Building Permits - § Mi esidential Building Permits
Total Nonresidential 59, 517 61,149 64,639 -8 Value - $ Mil. 90,028 88,225 75,280 +20
Industrial Bldgs. 8,866 8,846 8,565 +4 Residential Permits - Thous.
Offices 15,572 15,823 16,485 - 6 Single-family units 1,026.9 1,005.0 896.9 +14
Stores 11,850 11,644 10,027 +18 Multifamily units 765.4 770.4 217 it b
Hospitals 2,405 2,403 2,025 ' +19 Total Building Permits
Schools 1,126 1,090 1,127 =1 Value - § Mil. 149,553 149,373 139,918 + 7
Nonresidential Building Permits - B Residential Building Permits
Total Nonresidential 10,120 10,361 10,065 +1 Value - $ Mil. 15,818 15,564 13,635 +16
Industrial Bldgs. 15175 1,178 15037« +13 Residential Permits - Thous.
Offices 2,402 2,482 2,438 -1 Single-family units 204.4 203.7 1873 .9
Stores 2,415 2,343 2,018 +20 Multifamily units 159.0 157.6 159.0 0
Hospitals 404 419 372 +9 Total Building Permits
Schools 159 161 116 - 37 Value - $ Mil. 30,546 30,293 23,257 431

Nonresidential Building Permits - R Residential Building Permits
Total Nonresidential 630 632 646 -2 Value - § Mil. 615 607 474  +29
Industrial Bldgs. 63 59 66 -5 Residential Permits - Thous.
Offices 155 149 121 +28 Single-family units 10.4 10.2 9:1 - +14
Stores 180 181 139 +29 Multifamily units 8.2 8.2 6.4 +28
Hospitals 21 21 51 -59 Total Building Permits
Schools 17 +89 Value - § Mil. 1,245 1,239 1,123
Nonresidential Building Permits - ! H1! Res1dentla| Bu\ ding Permits
Total Nonresidential 52217 5,349 5,111 Value - § Mil. 8,696 7,746
Industrial Bldgs. 448 469 559 -20 Residential Permits - Thous.
Offices 1,187 1,197 1,102 "% 8 Single-family units 105.3 106.2 100.0 +5
Stores 1,212 1,203 1:1562 +5 Multifamily units 96.9 94.7 9650 =+l
Hospitals 236 243 182  +30 Total Building Permits
Schools 52 53 40 +30 Value - § Mil. 14,022 14,044 12,856 + 9
Honresmentwa Building Permits - !M1 !en!enhal Building Permits
Total Nonresidential 1 945 1,979 1,821 Value - $ Mil. 3,692 3,546 2,843
Industrial Bldgs. 351 352 272 +29 Residential Permits - Thous.
Offices 510 523 4937 4+ 3 Single-family units Bls5 50.3 44.3 +16
Stores 426 392 290 +47 Multifamily units 28.6 28.4 23.1. +24
Hospitals 34 35 29 17 Total Building Permits
Schools 28 26 $6 175 Value - § Mil. 5,637 5,524 4,664 +21

Nonresidential Building Permits - 15 Residential Building Permits
Total Nonresidential 872 955 1,310 -33 Value - § Mil. 673 707 848 -21

Industrial Bldgs. 36 40 46 -22 Residential Permits - Thous.
Offices 267 325 390 -32 Single-family units 10.4 10.7 12.4 -16
Stores 215 215 239 -10 Multifamily units 3.9 4.7 8.9 -56
Hospitals 34 35 64 -47 Total Building Permits
Schools +16 Value - § Mil. 1,545 1,662 2,158
Nonresidential Building Permits - ! H Res1dent1a Bm ding Permits
Total Nonresidential 308 307 242 +27 Value - § Mil.
Industrial Bldgs. 31 31 14 +121 Residential Permits - Thous.
Offices 69 69 45 +53 Single-family units 5.9 5.8 62 =5
Stores 90 79 48 +88 Multifamily units 2.9 2.7 3.3 -12
Hospitals 16 16 6 +167 Total Building Permits
Schools 5. 420 Value - § Mil.
Nonresidential Building Permits - ! Mil. Residential !uﬂdmg Permits
Total Nonresidential 15137 1,138 936 +21 Value - § Mil 1,684 1,658 1,369
Industrial Bldgs. 246 229 81 +204 Residential Pernnts - Thous.
Offices 214 218 286 -25 Single-family units 20.9 20.5 15.4 +36
Stores 291 272 146 +99 Multifamily units 18.5 18.8 21.0 -12
Hospitals 63 70 39 +62 Total Building Permits
Schools 13 15 8 463 Value - § Mil. 3,032 3,006 2,304 +32
NOTES: Data supplied by the U. S. Bureau of the Census, Housing Units Authorized By Building Permits and Public Contracts, C-40.
Nonresidential data exclude the cost of construction for publicly owned buildings. The Southeast data represent the total of the six
states.
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GENERAL

- - o - -
ANN. ANN .
LATEST CURR. PREV. YEAR %. AUG JUL (R) AUG %
DATA PERIOD PERIOD AGO CHG. 1986 1986 1985 CHG.
ersonal Income griculture

($ bil. - SAAR) 1Q 3,304.6  3,268.0 3,152.0. +5 Prices Rec'd by Farmers
Taxable Sales - $ bil. N.A. WA A Index (1977=100) 125 124 122 +3
Plane Pass. Arr. (thous.) N.A. N.A. N.A. Broiler Placements (thous.) 81,200 84,189 86,679 - 6
Petroleum Prod. (thous.) AUG 8,653.1 8,809.9 8,926.0 =~ 3 Calf Prices ($ per cwt,) 60.70 59.80 60.20 + 1
Consumer Price Index Broiler Prices ét per 1b.) 45.90 42.40 28.70 +60
1967=100 AuG 328.6 328.0 Be3eD ok 2 Soybean Prices ($ per bu.) 4.88 5.07 5,05 -3
Kilowatt Hours - mils. JUN 194.7 179.4 208.9 -7 Broiler Feed Cost ($ per ton) (Q3)190 (Q2)189 (Q3)19%6 - 3

ersonal Income griculture

($ bil. - SAAR) 1Q 403.5 398.3 384.4 +5 Prices Rec'd by Farmers
Taxable Sales - $ bil. N.A. N.A. N.A. Index (1977=100) 119 119 114 + 4
Plane Pass. Arr. (thous.) JUL N.A.  4,946.0 4,851.6 Broiler Placements (thous.) 34,450 34,924 33,620 + 2
Petroleum Prod. (thous.) AUG 1,530.0 1,515.0 1,527.0 +0 Calf Prices ($ per cwt.) 57.97 57.28 58.30 -1
Consumer Price Index Broiler Prices (¢ per 1b.) 45.13 41.85 2l 163
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.10 5.19 5.09 -1
Kilowatt Hours - mils. JUN 32.8 28.3 35.0 -6 Broiler Feed Cost ($ per ton) 189 181 190 -1

Personal Income Agriculture

($ bil. - SAAR) 1Q 43.6 43.0 41.7 +4 Farm Cash Receipts ~ $ mil.
Taxable Sales - $ bil. N.A. N.A. N.A. Dates: May, May 677 708 -4
Plane Pass. Arr. (thous.) JUL 158.7 151.8 a7+ Broiler Placements (thous.) 11,911 12,112 11,317 5
Petroleum Prod. (thous.) AUG 59.0 59.0 58.0 + 2 Calf Prices ($ per cwt.) 54.40 54,10 56.30 - 3
Consumer Price Index Broiler Prices (¢ per 1b.) 43.00 42.00 27.50 +56
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.10 5.20 5.31 -4
Kilowatt Hours -~ mils. JUN 4.3 3.8 4.6 -7 Broiler Feed Cost ($ per ton) 189 181 191 = 1

Personal Income Agriculture

($ bil. - SAAR) 1Q 156.4 154.4 147.7 * 6 Farm Cash Receipts - $ mil.
Taxable Sales - $ bil. Dates: May, May 2,275 ‘ 2,447 -7
Plane Pass. Arr. (thous.) JUL N.A.: 2,302 2,221.4 Broiler Placements (thous.) 2,139 2,241 2,063 + 4
Petroleum Prod. (thous.) AUG 29.0 29.0 34,0 -15 Calf Prices ($ per cwt.) 62.30 63.00 61.20 + 2
Consumer Price Index JUL MAY JuL Broiler Prices (¢ per 1b.) 46.00 48.00 27.00 +70
1977=100 MIAMI 171.2 173.0 171.4 1 Soybean Prices ($ per bu.) 5.10 5.20 5.31 -4
Kilowatt Hours - mils. JUN 9.9 8.1 10.4 5 Broiler Feed Cost ($ per ton) 189 181 230 -18

Personal Income Agriculture

($ bil. - SAAR) 1Q 75.7 74.3 71.0 +7 Farm Cash Receipts - $ mil.
Taxable Sales - $ bil. N.A. N.A. N.A. Dates: May, Ma 1,169 954 +23
Plane Pass. Arr. (thous.) JUL 2,086.8 1,999.5 1,960.3 + 6 Broiler Placements (thous.) 13,854 13,969 13,699 +1
Petroleum Prod. (thous.) AL N.A. N.A Calf Prices ($ per cwt.) 56.50 53.20 54.90 + 3
Consumer Price Index AUG JUN Broiler Prices (¢ per 1b.) 46.00 42.00 27.00 +70
1967=100 ATLANTA 338.9 338.5 334+ 2 Soybean Prices ($ per bu.) 4.87 5.20 5.17 -6
Kilowatt Hours - mils. JUN 6.1 5.0 L R Broiler Feed Cost ($ per ton) 189 181 195 3

ersonal Income griculture
($ bil. - SAAR) 1Q 49.4 49.4 49,3 +0 Farm Cash Receipts -~ $ mil.
Taxable Sales - $ bil. N.A. N.A. N.A. Dates: May, May 469 518 -9
Plane Pass. Arr. (thous.) JUL 309.1 285.8 283.0 9 Broiler Placements (thous.) N.A. N.A. N.A.
Petroleum Prod. (thous.) AUG 1,255.0 1,240.0 1,350.0 -7 Calf Prices ($ per cwt.) 60.50 60.00 60.60 -0
Consumer Price Index Broiler Prices (¢ per 1b.) 47.00 44.00 29.50 +59
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 5.19 5.20 4,86 + 7
Kilowatt Hours - mils. JUN 5.3 4.4 Y Broiler Feed Cost ($ per ton) 189 189 250 -24

Personal Income

Agriculture

($ bil. - SAAR) 19 24.5 24.0 23.6 +4 Farm Cash Receipts ~ $ mil.
Taxable Sales - $ bil. N.A. N.A. N.A. Dates: May, May 606 775 =22
Plane Pass. Arr. (thous.) JuUL 43.4 40.0 40.5 7 Broiler Placements (thous.) 6,547 6,602 6,541 +1
Petroleum Prod. (thous.) AUG 84.0 84.0 85.0 1 Calf Prices ($ per cwt.) 56.90 58.90 59.30 - 4
Consumer Price Index Broiler Prices (¢ per 1b.) 46.30 40.80 29.50 +57
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 4.98 5.14 5.06 -2
Kilowatt Hours - mils. JUN 2.2 2.0 2.6 -15 Broiler Feed Cost ($ per ton) 189 181 154 +23

ersonal Income Agriculture
($ bil. - SAAR) 1Q 53.9 531 5.3 +.5 Farm Cash Receipts - $ mil.
Taxable Sales - § bil. N.A. N.A. N.A. Dates: May, May 523 682 -23
Plane Pass. Arr. (thous.) JUL 286.1 280.5 198.7 +44 Broiler Placements (thous.) N.A. N.A. N.A.
Petroleum Prod. (thous.) .A. N.A. N.A. Calf Prices ($ per cwt.) 57.40 54,30 57.30 +0
Consumer Price Index Broiler Prices (¢ per 1b.) 44,50 41.00 26.00 +71
1967=100 N.A. N.A. N.A. Soybean Prices ($ per bu.) 4.96 5.24 5.20 -5
Kilowatt Hours - mils. JUN 5.1 531 5.8 =12 Broiler Feed Cost ($ per ton) 189 189 173 £ 9

NOTES:

Personal Income data supplied by U. S. Department of Commerce.

Taxable Sales are reported as a 12-month cumulative total.

Plane

Passenger Arrivals are collected from 26 airports. Petroleum Production data supplied by U. S. Bureau of Mines.
supplied by Bureau of Labor Statistics. Agriculture data supplied by U. S. Department of Agriculture.
as cumulative for the calendar year through the month shown.
the total of the six states. N. A. = not available.
R = revised.

Consumer Price Index data
Farm Cash Receipts data are reported
Broiler placements are an average weekly rate. The Southeast data represent
The annual percent change calculation is based on most recent data over prior year.

b

4 AUGUST/SEPTEMBER 1986, ECONOMIC REVIEW
Digitized for FRASER

http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis




‘4 | EMPLOYMENT

ANN. ANN.
JuL JUN JuL % JuL JUN JuL %
1986 1986 1985  CHG 1986 1986 1985 CHG
!!n |1an !abor !orce - !!aus. !!!,!!! H!,H! !U,!!! + ! Ion!arm !mp oyment - thous. !!!!,l!! !!!).!3! 9!,650 & !
Total Employed - thous. 111,832 109,673 108,854 + 3 Manufacturing 19,056 19,269 19,315 -1
Total Unemployed - thous. 8,471 8,443 8,682 -2 Construction 5,290 5,154 4,865 + 9
Unemployment Rate - % SA 6.9 71 7.3 Trade 23,972 23,934 23,359 +*3
Insured Unemployment - thous. N.A. N.A. N.A. Government 15,852 16,801 15,581 4 2
Insured Unempl. Rate - % N.A. N.A. N.A. Services 23,367 23,241 22,123+ b
Mfg. Avg. Wkly. Hours 40.2 40.6 40.1 +0 Fin., Ins. & Real Est. 6,417 6,334 6,015 +17
Mfg. Avg. Wkly. Earn. - § 391 396 382 42 Trans., Com. & Pub. Util, 5,290 5,216 55319 =1
ivilian Labor Force - thous. 16,095 6,02 5,443 + 4 Nonfarm Employment -~ thous. 12,918 2,993 12,662 + 2
Total Employed - thous. 14,705 14,704 14,138 + 4 Manufacturing 2,291 2,312 2,304 -1
Total Unemployed - thous. 1,390 1,319 1,305 +.7 Construction 793 782 795 -0
Unemployment Rate - % SA 8.2 8.0 8.0 Trade 3,260 3,253 3,158+ 3
Insured Unemployment - thous. N.A. N.A. N.A. Government 2,167 2,256 2,k53 1
Insured Unempl. Rate - % N.A. N.A. N.A. Services 2,761 2,761 2,653 + 4
Mfg. Avg. Wkly. Hours 40.5 41.1 40.5 0 Fin., Ins. & Real Est. 763 758 739+ 3
Mfg. Avg. Wkly. Earn. - § 348 351 340 +2 Trans., Com. & Pub. Util. 720 710 728 -1
!ivi ian Labor Force - thous. 1,898 1,89! 1,821 +4 Nonfarm Employment - thous. 1,448 1,444 1,432 +1
Total Employed - thous. 1,698 1,704 1,658 - & 2 Manufacturing 355 359 357 -1
Total Unemployed - thous. 200 192 164 +22 Construction 75 72 74 +1
Unemployment Rate - % SA 10.1 10.2 8.5 Trade 316 313 305 +4
Insured Unemployment - thous. N.A. N.A. N.A. Government 301 300 298 + 4
Insured Unempl. Rate - % N.A. N.A. N.A. Services 248 247 243 + 1
Mfg. Avg. Wkly. Hours 41.1 41.3 40.7. 1 Fin., Ins. & Real Est. 70 70 66 + 6
Mfg. Avg. Wkly. Earn. - § 354 357 346 +2 Trans., Com. & Pub. Util. 72 71 74 -3
!1y1|1an La!or !orce - thous. !,!20 5,6!! 5,345 % ! Nonfarm !mp]oyment - t!ous. 4,508 4,547 4,370 + 3
Total Employed - thous. 5,328 55315 4,971 +7 Manufacturing 520 524 510 +2
Total Unemployed - thous. 392 342 374 +4 Construction 340 338 339 +0
Unemployment Rate - % SA 6.5 b7 6.8 Trade 1,233 1,234 1,191 +'3
Insured Unemployment - thous. N.A. N.A. N.A. Government 643 684 628 + 2
Insured Unempl. Rate - % N.A. N.A, N.A. Services 1,183 1,187 1,128 4.5
Mfg. Avg. Wkly. Hours 40.8 41.2 40.6 +0 Fin., Ins. & Real Est. 333 332 320 +4
Mfg. Avg. Wkly. Earn. - § 329 327 319w k3 Trans., Com. & Pub. Util. 243 238 244 -0
Civilian Labor !orce - thous. 3,5!9 3,002 2,878 b Nonfarm Emp!oyment ~ thous. 2,634 2,640 2514 &2
Total Employed - thous. 2,822 2,818 2,666 + 6 Manufacturing 547 553 550 -1
Total Unemployed - thous. 197 184 211 -7 Construction 161 158 151 + 7
Unemployment Rate - % SA 6.1 6.0 6.6 Trade 679 674 654 + 4
Insured Unemployment - thous. N.A. N.A. N.A. Government 443 457 436 + 2
Insured Unempl. Rate - % N.A. N.A. N.A. Services 486 481 470 + 3
Mfg. Avg. Wkly. Hours 40.2 41.0 40.8 -2 Fin., Ins. & Real Est. 145 143 140 + 4
Mfg. Avg. Wkly. Earn. - § 329 335 330 -0 Trans., Com. & Pub. Util. 166 166 164 +1
Civilian Labor Force - thous. !,964 !,992 1,999 -2 Nonfarm Employment - thous. 1,506 1,524 1,590 -5
Total Employed - thous. 1,713 1,718 1,758 -3 Manufacturing 167 167 179 -7
Total Unemployed - thous. 251 275 241 + 4 Construction 94 93 107 -12
Unemployment Rate - % SA 12.4 13.4 11.6 Trade 378 380 387 -2
Insured Unemployment - thous. N.A. N.A. N.A. Government 302 317 315 -5
Insured Unempl. Rate - % N.A. N.A. N.A. Services 313 315 319 -2
Mfg. Avg. Wkly. Hours 41.1 41.3 41,2 -0 Fin., Ins, & Real Est. 85 85 86 -1
Mfg. Avg. Wkly. Earn. - $ 441 437 429 %3 Trans., Com. & Pub. Util. 107 105 115 -7
ivilian Labor Force - thous. 2 5169 Jis0 e Nonfarm Employment - thous. 900 907 835 + 8
Total Employed - thous. 1,017 1,023 1,014 =+ 0 Manufacturing 220 223 220 0
Total Unemployed ~ thous. 152 146 126 +21 Construction 36 36 38 -5
Unemployment Rate - % SA 12.3 11.8 10.5 Trade 184 184 180 +2
Insured Unemployment - thous. N.A. N.A. N.A. Government 180 185 182 -1
Insured Unempl. Rate - % N.A. N.A. N.A, Services 136 136 130 +5
Mfg. Avg. Wkly. Hours 39.2 40.5 39.4 -1 Fin., Ins. & Real Est. 37 37 36 +3
Mfg. Avg. Wkly. Earn. - $ 291 302 281 -+ 4 Trans., Com. & Pub. Util. 40 39 40 0
ivilian Labor Force - thous. 2,324 2,306 25260 &3 Nonfarm Employment - thous. 1,925 1,931 1,862 + 3
Total Employed - thous. 2,341 2,122 2,070 +13 Manufacturing 483 485 488 -1
Total Unemployed - thous. 198 181 190 + 4 Construction 87 84 86+ 1
Unemployment Rate ~ % SA 8.2 7.8 8.1 Trade 470 467 441 + 7
Insured Unemployment - thous. N.A. N.A. N.A. Government 298 313 293 +2
Insured Unempl. Rate - % N.A. N.A. N.A. Services 395 393 363 +9
Mfg. Avg. Wkly. Hours 40.8 41,3 40,5+ Fin., Ins. & Real Est. 92 91 93kl
Mfg. Avg. Wkly. Earn. - § 345 348 334 +3 Trans., Com. & Pub. Util. 92 91 9k #1
NOTES: A1l labor force data are from Bureau of Labor Statistics reports supplied by state agencies,
Only the unemployment rate data are seasonally adjusted.
The Southeast data represent the total of the six states.
N.A. = Not Available.
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SOUTHEAST REGIONAL ECONOMIC INDICATORS

M AL
l NONFARM EMPLOYMENT UNEMPLOYMENT RATE PLANE PASSENGER ARRIVALS
:& THOUSANDS PERCENT THOUSANDS
i July July Annual % July June July July July Annual ¥
1986 1985 Change 1986 1986 1985 1986 1985 Change

|
B
o)
4
o

Birmingham 380.9 362.2 +5 9.0 8.4

Huntsville 115.0 110.2 +4 9.8 10.0 5.9 33.2 29.4 +13
Mobile 158.0 157.7 +0 11.1 1.1 8.9 31.4 28.9 *+9
Montgomery 117.9 116.7 +2 8.1 8.1 7.4 19.1 18.5 +3

aytona Beach - s o +
Ft. Lauderdale 432.8 418.3 +3 4.9 4.5 5.5 289.3 237.8 +22
Jacksonville 375.9 358.2 +5 6.2 5.7 5.8 133.2 102.5 +30
Melbourne 136.8 136.0 +1 6.6 6.1 5.2 18.9 21.1 -10
Miami 794.0 779.1 *2 7.5 7.0 8.3 N.A. 885.9
Orlando 433.1 411.2 +5 5.6 5.1 5.5 591.0 422.8 +40
Sarasota 93.4 91.1 + 3 4.7 4.3 4.7 44.7 41.1 +9
Tallahassee 98.5 95.5 +3 4.5 4.0 4.7 29.8 22.5 +32
Tampa-St. Pete 739.2 723.3 +2 6.0 5.4 5.6 384.4 350.7 +10
West Palm Beach 287.0 276.5 +4 8.1 6.6 8.4 139.7 116.1 +20

%
)l
o
o
S
)
+
o

Atlanta ,325.6 +282. 5.2 1.8

Augusta 145.7 146.4 -1 6.1 6.3 6.6 18.3 17.5 +5
Columbus 89.5 89.3 +0 7.7 7.8 8.7 10.4 9.5 4
Macon 115.5 113.5 +2 6.1 6.4 7.6 4.5 4.7 -4
Savannah 96.5 94.6 +2 6.8 6.9 7.5 45.6 36.9 +24

Baton Rouge 211.7 214.2
New Orleans 510.5 535.2

H
&)
gl

H
o
o

Biloxi-Gulfport 70.7 71.5 -1
Jackson 163.5 160.3 3

o
O
@ o
o
S
nN O
-

& o
2

Chattanooga 178.6 171.2 +4 7 7.8 7.9 25.0 22.1 +13
Knoxville 230.3 229.5 +0 7.8 7.6 7.3 49.1 42.5 +16
Nashville 426.3 425.5 +0 5.2 5.0 5.0 211.9 134.2 +58
RESIDENTIAL SINGLE-FAMILY RESIDENTIAL MULTI-FAMILY
NONRESIDENTIAL BUILDING PER MITS BUILDING PERMITS BUILDING PER MITS
$ MILLIONS, 12-M0. RATE NO. OF UNITS, 12-M0. RATE NO. OF UNITS, 12-M0. RATE
July duly Annual X July July Annual % July July Annual %
1986 1985 Change 1986 1985 Change 1986 1985 Change

Birmingham 214.9 239.8 -10 3,039 2,472 +23 1,789 758 +136
Huntsville 91.4 101.0 -10 1,738 1,465 +19 2,591 1,628 +59
Mobile 80.4 87.5 -8 749 869 -14 266 497 -47
Montgomery 48.4 55.6 -13 - - = £ - -

aytona Beach 18.5 87.9 +35 4,936 4,415 +12 2,943 3,12 -16
Ft. Lauderdale 700.6 455.6 +54 10,259 5,061 +103 16,126 11,005 +47
Jacksonyille 275.3 351.7 -22 7,909 6,689 +18 6,498 7,740 -16
Melbourne 162.6 212.9 -24 5,195 5,687 -19 3,263 4,705 -30
Miami 554.9 628.8 =12 6,682 5,130 +30 9,903 8,288 +19
Orlando 609.2 1,175.9 -49 13,045 11,470 +14 14,355 7,550 +90
Sarasota 67.5 75.7 -11 2,159 1,975 +9 1,494 1,794 =17
Tallahassee 63.0 5.2 +23 1,368 1,501 -9 298 312 -4
Tampa-St. Pete 841.8 1,007.9 -17 15,939 15,951 =1 16,643 18,133 -8
West Palm Beach 415.4 570.9 =27 11,279 11,486 -2 10,398 8,734 +19

S
=
Wl
=
Y
=4

+
ES

Atlanta 7.6 35,722 32,10 +11 18,853 15,578 +2
Augusta 55.3 76.2 =27 3,675 2,572 +43 1,609 1,797 -
Columbus 45.2 77.6 -42 671 543 +24 842 475 +77
Macon 47.0 39.5 +19 3 - - - - -
Savannah 98.5 107.9 =9 - - = - - -

Baton Rouge 147.6 275.5 -46 1,515 1,920 -20 341 2,160 -84
New Orleans 344.4 564.2 -39 3,585 4,688 -24 1,152 3,354 -66

1loxi-Gulfport
Jackson

i
~ W)
N
i)
;
o)

+47 1,589 1,540 3 1,183 1,439 ~18

=
© wi
{3

Chattanooga 171.7 74.5 +130 1,612 1,339 +20 1,935 1,067 +81
Knoxville 95.7 97.7 -2 1,904 1,714 +11 944 1,333 =30
Nashville 301.0 480.9 ~37 7,016 4,806 +46 8,280 10,979 =25

NOTES: Labor Force data are from Bureau of Labor Statistics reports supplied by state agencies. Plane Passenger Arrivals are collected
from 26 airports. Building Permit data are supplied by the U. S. Bureau of the Census. Nonresidential data exclude the cost of construction
for publicly owned buildings.
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CONSTRUCTION

' ANN. ANN.
! JuL JUN JuL % JuL JUN JuL %

1986 1986 1985 CHG. 1986 1986 1985 CHG.
(12-month cumulative rate)

Nonresidential Building Permits - $ Mil. Residential Building Permits
Total Nonresidential 57,224 59,517 65,966  -13 Value - § Mil. 91,483 90,028 76,609 +19
Industrial Bldgs. 8,851 8,866 8,630 + 3 Residential Permits - Thous.
Offices 15,405 15,573 16,485 -7 Single-family units 1,039.6 1,026.9 910.2 +14
Stores 11,929 11,850 10,210 +17 Multifamily units 759.7 765.4 728.9 +4
Hospitals 2,503 2,405 231157 #18 Total Building Permits
Schools 1,112 1,126 1,128 -1 Value - § Mil. 148,716 149,553 142,575 + 4
onresidential Building Permits - $ Mil. esidential Building Permits
Total Nonresidential 9,312 10,120 10,878 -14 Value - $ Mil. 16,001 15,818 13,772 +16
Industrial Bldgs. 1,080 1,175 15073 2 %1 Residential Permits - Thous.
Offices 2,191 2,402 2,503 -12 Single~-family units 205.1 204.4 190.0 + 8
Stores 2,168 2,415 2,074 +4 Multifamily units 159.5 159.0 1675 & §
Hospitals 349 404 415 -16 Total Building Permits
Schools 143 159 140 +2 Value -~ $ Mil, 30,930 30,546 24,063  +29
Nonresidential Building Permits - $ Mil. Residential Building Permits
Total Nonresidential 608 630 b5 s 7 Value - $ Mil. 631 615 485 +30
Industrial Bldgs. 64 63 65 -2 Residential Permits - Thous.
Offices 155 155 125 +24 Single-family units 10.4 10.4 9,3 412
Stores 173 180 1502 +15 Multifamily units 8.6 8.2 6.6 +30
Hospitals 21 21 52 -60 Total Building Permits
Schools 10 17 13 -23 Value - § Mil. 1,239 1,245 1,035 2 9

Nonresidential Building Permits - il. Residential Building Permits
Total Nonresidential 4,582 5,227 5,746 -12 Value - § Mil. 8,887 8,796 7,796  +14
Industrial Bldgs. 468 448 572 -18 Residential Permits - Thous.
Offices 1,157 1,187 i3l 2 Single-family units 105.2 105.4 100.9 +4
Stores 1,216 1,212 1,165 + 4 Multifamily units 99.0 96.9 95.3 v 8
Hospitals 213 236 211+ 1 Total Building Permits
Schools 43 52 49 -13 Value - § Mil. 13,469 14,023 13,541 -1

Nonresidential Building Permits - Residential Building Permits

Total Nonresidential 1,934 1,945 15883 -+ 3 Value - $ Mil. 3,721 3,692 2,908 +28
Industrial Bldgs. 366 351 279 *3} Residential Permits - Thous.
Offices 483 510 502 -4 Single-family units 52.0 51.5 45,1 +15
Stores 433 427 303 +43 Multifamily units 27.6 28.6 23.1 19
Hospitals 34 33 26 431 Total Building Permits
Schools 29 28 19 453 Value - § Mil. 5,654 5,637 4,791 +18
Nonresxden!]al Building Permits - ! Mil. !es1!ent1a !mlding Permits
Total Nonresidential 790 872 1,335 -41 Value - § Mil. 659 673 843 -22
Industrial Bldgs. 34 36 47 -28 Residential Permits - Thous.
Offices 246 267 401 -39 Single-family units 10.0 10.4 12.4 -19
Stores 186 214 241 -23 Multifamily units 3.6 3.1 8.6 -58
Hospitals 41 34 68 -40 Total Building Permits
Schools 44 43 43 +2 Value - § Mil. 1,450 1,545 211 -33
Nonresidentia !m'!mg !erm\ts - ! H1| !es!!enha !ull!mg !er‘m\!s
Total Nonresidential 278 308 213 0 2 Value - § Mil. 363 358 348 + 4
Industrial Bldgs. 27 31 18 +50 Residential Permits - Thous.
Offices 67 69 50 +34 Single-family units 5.9 5.9 6.2 =h
Stores 86 91 56 +54 Multifamily units 3.0 2.9 2:3 0+ 3
Hospitals 8 16 17  -53 Total Building Permits
Schools 3 6 8 -62 Value - § Mil. 641 666 621+ 3
Nonresidential Building Permits - ! Mil. Residentwl Building Permits
Total Nonresidential 1,120 1,137 991 + 13 Value - § Mil. 1,740 1,684 1,393 ) #2h
Industrial Bldgs. 259 246 91 +104 Residential Permits - Thous.
Offices 231 214 295 - 22 Single-family units 21.6 20.9 15.9 436
Stores 279 291 158 + 77 Multifamily units 17.8 18.6 21.0 -15
Hospitals 61 63 41 + 49 Total Building Permits
Schools 14 13 81 % 75 Value - § Mil. 3,071 3,031 2,384 +29
NOTES: Data supplied by the U. S. Bureau of the Census, Housing Units Authorized By Building Permits and Public Contracts, C-40.
Nonresidential data exclude the cost of construction for publicly owned buildings. The Southeast data represent the total of the Six
states.
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