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As part of the 75th anniversary 
(1914-1989) of the Federal Reserve 
Bank of Atlanta, the Economic 
Review takes on a slightly different 
look for this and the next five issues. 
This year we will display a design that 
commemorates the Bank's 75 years of 
service to the region. By keeping this 
logo in view, we hope to remind our 
readers of the Atlanta Fed's ongoing 
role in the financial and payments 
systems of the southeastern economy 
and in the conduct of U.S. monetary 
policy. 
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Southeastern Manufacturing: Rapid technological advances, here and abroad, 
Recent Changes and Prospects and the dollar's fluctuations have combined to 
Gene D. Sullivan and David Avery change the region's manufacturing industries. What 

is the pattern of this change, and has it affected 
rural and urban parts of the Southeast differently? 

1 Q Interregional Migration: Shifting American migration patterns have been 
Boon or Bane for the South? closely linked to each region's economic environ-
William J. Kahley m e n t - a s w e ! I a s t h e unprecedented willingness of 

older people to move. Addressing these and other 
causes for increased migration to the South, the 
author considers the positive and negative effects 
of population movements and their likely future 
patterns. 

^ Poverty in the South 
Jon R. Moen 

Poverty persists throughout America, especially in 
the South. The distribution of southern poverty 
resembles the nation's, but more of the South's 
poor live in rural areas, which makes designing 
antipoverty policy more difficult. 

Public Finance and Economic In-m ¡grants and the poor are two sources of the 
Growth in the Southeast increased demand for state and local government 
Aruna Srinhrasan services in the Southeast. The region's tax jurisdic-

tions are devising ways to meet these challenges 
in the face of shrinking federal support. 
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Southeastern
Manufacturing:
Recent Changes 
and Prospects
Gene D. Sullivan and David Avery

The Southeast's manufacturing environment is becoming more 

and more like the nation's, both in terms of dominant industries 

and the level of wages paid to workers, as the importance of the 

Southeast's low-wage manufacturing sector has decreased.

M any of the region's workers will have to improve their train­

ing, education, and skills to benefit from the changing composi­

tion of southeastern manufacturing.
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U.S. manufacturing has undergone wrenching 
changes during the 1980s. With the improved 
competitive position of foreign producers—a 
result of outmoded American technology and 
the dollar’s shifting exchange value—many do­
mestic industries have had to innovate quickly 
or halt operations.

The forces of change appear to have affected 
traditional southeastern manufacturing indus­
tries more seriously than the nation's, prompt­
ing questions about the differences between 
southeastern and U.S. manufacturing. Have re­
cent adjustments caused this region s factory 
sector to resemble the nation’s more closely? 
Have the impacts been different for urban and 
rural areas? What do recent developments sug­
gest for future manufacturing trends in general 
and, more specifically, for the future incomes of 
southeastern workers? This article addresses 
these and other timely questions.

A Comparison of Southeastern 
and U.S. Manufacturing

Throughout the twentieth century, manufac­
turing has been a significant component in the 
southeastern economy. Its early importance was 
based on timber-related production and on the 
southward movement of the textile and apparel 
industries. The proportion of the Southeast’s 
population engaged in manufacturing was about 
the same as the nation’s through the 1930s, 
1940s, and 1950s, but the region was unlike the 
nation in that its workers were predominantly 
engaged in the low-skilled jobs of lumbering, 
weaving, and sewing.

Table 1 shows that in 1985 these industries 
still held the highest concentrations of the 
Southeast’s manufacturing em ployment d e ­
spite recent declines in the number of low-skilled 
jobs this type of industry typically generates.1 
Even with this contraction, however, other types 
of manufacturing made enough gains that total 
manufacturing employment in the Southeast

The authors are, respectively, research officer in charge o f 
the regional section of the Atlanta Fed's Research Depart­
ment and an economic analyst in that section.

reached its highest point ever during 1987. 
Nonetheless, manufacturing’s share o f total 
employment has fallen from 21 percent in 1970 
to about 16 percent in 1987, lower than the 
nation’s 17 percent average share, which has 
also dropped since 1970. In the Southeast, the 
shrinking percentage of manufacturing employ­
ment reflects primarily the rapid growth of non­
manufacturing sectors such as trade and other 
service-producing industries. Nationally, the 
number of manufacturing em ployees has actu­
ally declined since the late 1970s, when tech­
nological inefficiencies and the dollar’s rise 
against other currencies reduced the com­
petitiveness of domestic plants. At the same 
time, the nation’s nonmanufacturing industries 
were also growing rapidly.

Well-paid jobs have not historically accom­
panied the Southeast’s predominant types of 
manufacturing activities. Thus, regional wages 
lagged well behind the U.S. average. For exam­
ple, the average pay of manufacturing workers in 
Georgia, a state that is fairly typical o f the 
Southeast, was $ 1.00 per hour in 1949 compared 
with an average of $ 1.38 per hour for the United 
States. The gap between  G eorgia ’s average 
wage and the U.S. mean hourly rate narrowed 
only slightly through the mid-1960s. By 1970, 
Georgia’s norm of $2.67 per hour was 80 percent 
of the U.S. average, a difference that continued 
to hold through the m iddle o f the present 
decade. When the recovery from the early 1980’s 
recessions eventually began reaching the manu­
facturing sector, the wage gap closed further. By 
1986, Georgia’s average wage had advanced to 
86 percent of the nation’s level. Among the other 
southeastern states, Alabama, Florida, and Ten­
nessee were near Georgia’s level. Louisiana’s 
wages, pushed up by the lucrative petroleum 
sector, were 109 percent of the nation’s average, 
but Mississippi’s workers, on average, made 
only 77 cents for every dollar paid in the country 
as a whole.

The prevalence of low-wage industries arrest­
ed the diversification of southeastern manufac­
turing. Not surprisingly, lower wages throughout 
most of this century have translated to lower 
household incomes in the Southeast than in the 
rest of the country. Because of the region ’s lower 
relative income levels, many manufacturers of 
high-cost consumer goods shunned the South­
east when locating new manufacturing facilities;
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Table 1. 
Concentration Ratios of Southeastern Manufacturing Industries, 1985 

Industry Southeast Alabama Florida Georgia Louisiana Mississippi Tennesi 

Apparel 2.0 2.8 1.2 2.1 0.8 2.7 2.1 
Men's-Boy's Furnishings 3.1 4.7 0.6 3.4 1.4 4.8 3.8 

Textiles 2.0 2.4 0.2 4.7 0.3 0.8 1.3 
Weaving Mills, Cotton 1.8 3.2 0.2 4.2 0.0 0.7 0.7 
Weaving Mills, Synthetics 1.6 3.4 0.0 4.2 0.0 0.4 0.4 
Floor Covering Mills 5.0 0.7 0.0 18.3 0.0 1.3 0.7 

Lumber 1.7 2.2 1.5 1.6 1.8 2.9 0.9 

Furniture 1.3 1.0 1.2 0.8 0.2 3.1 2.0 
Paper 1.3 1.6 1.0 1.5 1.7 1.0 1.0 

Chemicals 1.1 0.6 0.9 0.7 2.9 0.5 1.8 
Food and Kindred Products 1.1 0.9 1.2 1.1 1.3 1.1 0.9 

Meat 1.3 1.7 0.6 1.8 0.8 2.4 0.7 
Tobacco 1.0 0.0 1.3 1.0 0.0 0.0 1.7 

Stone, Clay, and Glass 1.1 0.8 1.6 1.0 1.3 0.9 0.9 
Petroleum 1.0 0.6 0.3 0.2 7.1 1.1 0.3 
Printing and Publishing 0.9 0.5 1.6 0.8 0.8 0.4 0.9 

Commercial Printing 0.9 0.5 1.4 0.9 0.8 0.6 0.9 
Rubber and Plastics 0.9 1.2 0.9 0.7 0.3 0.8 1.1 
Leather 0.9 0.0 0.9 0.3 0.1 0.4 2.4 

Miscellaneous Manufacturing 0.9 0.9 1.1 0.7 0.6 0.9 1.1 
Transportation Equipment 0.8 0.6 1.1 0.8 1.3 0.9 0.7 

Motor Vehicles 0.6 0.7 0.2 0.6 0.5 0.4 0.9 
Aircraft 0.8 0.7 1.1 1.3 0.0 0.0 0.5 

Fabricated Metals 0.8 0.9 1.0 0.5 0.9 0.8 0.9 

Electrical/Electronic Equip. 0.8 0.6 1.5 0.4 0.6 0.8 0.7 
Primary Metals 0.7 1.6 0.3 0.5 0.5 0.5 0.7 
Nonelectrical Machinery 0.6 0.5 0.8 0.4 0.5 0.6 0.7 
Instruments 0.4 0.3 0.8 0.3 0.2 0.2 0.3 

A ratio of 1.0 indicates that the proportion of manufacturing workers engaged in that industry in the Southeast is the same 
as the proportion for the nation. A ratio greater than 1.0 signifies that southeastern employment is more concentrated in that 
activity than in the nation, while a ratio of less than 1.0 signifies the opposite. For example, in Mississippi furniture's share of 
employment is three times as big as it is in the nation, whereas primary metals' share is half that of the nation. 

Source: Computed by the Federal Reserve Bank of Atlanta from data supplied by the U.S. Department of Commerce, Bureau of the Census, 
County Business Patterns—Alabama; Florida; Georgia; Louisiana; Mississippi; and Tennessee, 1985. 

the expected spending levels were not high 
enough to yield cost advantages associated with 
building plants near major consumption points. 

Native workers' low skills are also a partial 
explanation of industries' eschewing the South, 
though probably not the sole determining fac-
tor. After all, skilled labor from other regions can 
b e transferred to new work sites when firms 

change locations. In fact, companies imported 
large numbers of workers into the Southeast 
when opportunities became sufficiently attrac-
tive in locations such as metropolitan Atlanta 
and certain Florida cities. Even more workers 
moved on their own from other regions as em-
ployment opportunities grew. (The article by 
William J. Kahley on page 18 discusses further 
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the relationship between interregional migra-
tion and economic opportunities.) 

As the mix of people and business activities 
has changed in the Southeast, the composition 
of manufacturing has also undergone a substan-
tial transition. Rather than merely diminishing 
in importance as traditional low-skilled indus-
tries either closed or modernized to use fewer 
but higher-skilled workers, manufacturing in the 
Southeast has b e c o m e more like that in the 
United States. A look at the relative composi-
tion of U.S. and southeastern manufacturing in 
1970 and 1985 helps demonstrate this evolution 
(see Charts 1 and 2). In 1970 the Southeast's 
dominant industries were apparel, textiles, food, 
and fabricated metals, which together account-
ed for more than 40 percent of manufacturing 
employment. At the same time the top four 
industries in the United States were nonelectri-
cal machinery, electrical and electronic equip-
ment, transportation equipment , and food 
manufacturing, which as a group represented 
slightly less than 40 percent of factory jobs. Only 
one industry, food, ranked in the top four of both 
the Southeast and the nation as a whole. Ap-
parel and textiles were only about half as impor-
tant in U.S. manufacturing as they were in the 
Southeast 

The composition of manufacturing employ-
ment had changed by 1985. Although the same 
four industries ranked at the top of U.S. manu-
facturing, the relative importance of machinery, 
electrical equipment, and transportation equip-
ment manufacturing had increased while food 
manufacturing had declined, reflecting a nation-
al shift toward more technologically advanced 
production techniques. 

The Southeast's leading industries showed 
more significant change during this 15-year 
period. Apparel and food manufacturing were 
still at the top, although the relative importance 
of each had declined from 1970's level. Two in-
dustries requiring more skilled labor—electrical 
equipment and transportation equipment— 
greatly increased in importance and displaced 
textiles and fabricated metals in the top four 
ranking. With those changes, three of the South-
east's four top industries are now the same as 
the nation's. In addition, employment distribu-
tion regionally has grown more similar to the 
nation's in industries such as printing and pub-
lishing as well as nonelectrical machinery manu-

facturing. Without quest ion, the Southeast ' s 
manufacturing sector b e c a m e more like t h e 
nation's between 1970 and 1985. The continuing 
importance of apparel in the Southeast is the 
main feature that distinguishes the region's 
manufacturing from the rest of the country. 

Changes in the Southeast's 
Manufacturing Sector 

The principal factor responsible for the shift 
in the Southeast 's manufacturing composition 
is the region's loss of competitiveness with pro-
ducers in low-skilled industries in other loca-
tions. Although texti le and apparel workers' 
wages have risen less rapidly than manufactur-
ing wages in general, they had cl imbed to the $5 
to $6 per hour range by 1982. Wages at or below 
$ 1 per hour in some Asian and Caribbean coun-
tries gave manufacturers in those areas a large 
cost advantage, particularly in labor-intensive 
apparel production. With the U.S. dollar's rapid 
rise against other currencies during the early 
1980s, fabrics and apparel products manufac-
tured abroad at a far lower cost became avail-
able at prices well below the unit production 
costs of U.S. industries. 

In response to this situation the least efficient 
texti le and apparel plants in the Southeast 
began closing their doors. Other producers 
rushed to update techniques and substitute 
automated machinery for hand labor wherever 
possible; low-skilled workers who were unsuited 
to operate the technologically advanced ma-
chines were subsequently laid off. This process 
of increased mechanization and computeriza-
tion has sharply reduced employment in the 
region's texti le mills while output has b e e n 
expand ing. Opportunities to substitute machin-
ery for labor in apparel plants have b e e n more 
limited than in textile manufacturing, but that 
situation is changing. Apparel makers will prob-
ably find ways to effect greater work force reduc-
tions as time passes, especially since such a 
move is necessary to remain competi t ive in 
international markets. 

While employment in traditional southeast-
ern industries has flagged, more technologically 
advanced industries have b e e n expanding their 
job rolls rapidly. Changing markets within the 
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Chart 1. 
Percentage of Total Southeastern 

Manufacturing Employment 
in Major Industries, 

1970 vs. 1985 

Apparel 

Food and Kindred Products 

Electrical and Electronic Equipment 

Transportation Equipment 

Textiles 

Nonelectrical Machinery 

' Z I 
Printing and Publishing 

Fabricated Metals 

Chemicals 

Paper 

Lumber 

Furniture mtrn , , , , 
0 2 4 6 8 10 12 

0 1 9 7 0 
H 1985 

Southeast are partly responsible for the area's 
growth in more technically sophisticated types 
of manufacturing. With the recent significant 
inflow of residents from other regions, the popu-
lation's purchasing potential has risen and 
product preferences have changed, enhancing 
marketing opportunities for consumer goods. 
For example, one reason that automobile manu-
facturers have established and enlarged auto 
assembly plants in the region is to take advan-
tage of fast-growing southeastern markets. Par-
tially b e c a u s e of the perception of growing 
market opportunities here, foreign manufac-
turers are also setting up operat ions within 
the region. 

With massive in-migration and the upgrading 
of the population's education and skills, the 
region's work force has also been changing (see 
Kahley, page 18). Although a substantial group 
of poorly educated unskilled workers remains, 
an increasing proportion is a b l e to perform 
high-skilled tasks. About 75 percent of the adult 
population in 1980 had nine or more years of 
education, up from nearly 65 percent in 1970. 
Persons with fewer than five years of elementary 
school are highly concentrated in the age group 
of 40 years and above. In the Atlanta area, less 
than 10 percent of the population above age 16 
falls within this minimally educated category. 
Since most younger entrants into the work force 
are no longer limited to unskilled tasks, though, 
the potential labor pool is reduced for manufac-
turers who are dependent upon low-cost human 
capital. 

Other workers are leaving low-wage manufac-
turing jobs for better alternatives in the non-
manufacturing sector. In Atlanta, for example, 
some low-skilled workers have left less remu-
nerative manufacturing jobs to accept employ-
ment in the burgeoning hospitality industries. 

Charts 1 and 2 portray generally declining employment in 
traditional rural southeastern industries, such as apparel, 
textiles, and food, and generally increasing employment in 
typically urban industries, such as electrical and electronic 
machinery and printing and publishing. These trends augur 
well for the economies of states with more urban manu-
facturing—Florida and Georgia in particular. 

Source: See Table 1. Data were also drawn from County Business 
Patterns—Alabama; Florida; Georgia; Louisiana; Mis-
sissippi; and Tennessee, 1970. 
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For increasing numbers of workers who can and 
will move to urban areas, enough good employ-
ment opportunities have b e e n available to re-
duce the labor pool for traditional low-wage 
manufacturing jobs. Without a doubt, the di-
minished supply of low-skilled workers dis-
courages the startup of new industries that 
would b e attracted to locations offering such 
labor in abundance. In the current environment, 
the low-skilled portion of the manufacturing 
sector is likely to continue to shrink as existing 
industries pare back operations or shut down 
altogether while new employers of low-skilled 
labor seek offshore sources, leaving the void 
unfilled. 

Urban and Rural Differences 
in Southeastern Manufacturing 

Nonmetropolitan areas in the South suffer 
substantially lower per capita income than the 
metropolitan areas. This problem has persisted 
for a long time with only small declines in the 
income difference. Recent changes in the struc-
ture of manufacturing could further exacerbate 
the urban-rural income gap. In theory, one 
would expect growth in the technologically ad-
vanced industries to b e concentrated in urban 
areas since the high-skilled employees neces-
sary for such operations are more easily found 
c lose to the educational opportunit ies and 
cultural amenities offered by most cities. The 
demise of low-skilled industries would prob-
ably have a greater negative impact on rural 
areas if such employers are in fact more concen-
trated in nonurban locations. Urban industries 
have in reality fared much better than rural ones 
during the recent changes in manufacturing. 
Furthermore, prospects for rural improvement 
hinge heavily on the ability to make difficult 
structural changes, albeit ones that would ele-
vate incomes and opportunities. 

To gain a better understanding of the urban-
rural dichotomy, the geographical locations of 
the Southeast's manufacturing activities were 
examined to determine the dispersion of manu-
facturing within the region. Industries were 
identified as predominantly urban or pre-
dominantly rural. This categorization also allows 
a look at the relative geographic impacts on 

Chart 2. 
Percentage of Total U.S. 

Manufacturing Employment 
in Major Industries, 

1970 vs. 1985 
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Electrical and Electronic Equipment 

Transportation Equipment 
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Source: See Chart 1. 
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Table 2. 
Distribution of Industries across the Rural and Urban Southeast, 1985 

State Predominantly Rural Industries Predominantly Urban Industries 

Alabama textiles 
apparel 
lumber and wood 
metals 

metals 
electrical and electronic equipment 
transportation equipment 

Florida textiles 
lumber and wood 

food and kindred products 
stone, clay, and glass 
electrical and electronic equipment 
transportation equipment 
printing and publishing 
instruments (including medical 
and optical goods) 

Georgia carpet manufacturing 
apparel 
lumber and wood 

food and kindred products 
stone, clay, and glass 
transportation equipment 
printing and publishing 

Louisiana apparel 
lumber and wood 

chemicals 
petroleum 
rubber and plastics 

Mississippi textiles 
apparel 
lumber and wood 

transportation equipment 
petroleum 

Tennessee textiles 
apparel 
lumber and wood 

printing and publishing 
chemicals 
stone, clay, and glass 

Source: See Table 1. 

employment that recent changes in manufactur-
ing activities have had. Future trends in manu-
facturing employment and income are thus 
made more readily discernible. 

Rural-Urban Classification. Industries were 
sorted between rural and urban categories 
based on the counties in which the factories or 
plants were located. Counties included in met-
ropolitan statistical areas (MSAs)—the U.S. Cen-
sus Bureau's units of integrated economic 
activity around major cities—were considered 
to b e urban. All other counties in each state 
were designated as rural areas. Obviously, this 
categorization has certain shortcomings. For 
example, even in the larger metropolitan areas, 
some manufacturing workers commute daily 
from rural areas. Moreover, it classifies manufac-
turing in the region's numerous smaller cities 
and towns as rural when the actual plant fa-
cilities may b e within the city limits of popula-

tion centers approaching 50,000 people in size. 
Nevertheless, a large proportion of the em-
ployees of such plants probably reside in rural 
areas. 

County-level manufacturing information makes 
it possible to identify the industrial activities 
located within MSA counties and relegate the 
balance of the state's manufacturing activities to 
rural areas. From this data, one can determine 
that the primarily urban industries include 
food; printing; chemicals; stone, clay, and glass; 
fabricated metals; machinery; electrical equip-
ment; transportation equipment; and instru-
ments manufacturing. The predominantly rural 
industries include meat, textiles, apparel, lum-
ber, leather, and miscellaneous manufacturing, 
which comprises jewelry, toys, brooms, caskets, 
sporting goods, pens, pencils, and musical in-
struments. Paper is a significant industry in both 
urban and rural locales. Table 2 shows the dis-
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tribution of urban and rural industries through-
out the southeastern states. 

Transportation equipment was the most im-
portant urban manufacturing activity in 1985. In 
order of importance the next industries were 
electrical equipment, food, printing, chemicals, 
fabricated metals, machinery, apparel, textiles, 
and paper (see Chart 3). The rural manufacturing 
sectors in order of importance were apparel, 
lumber, textiles, food, electrical equipment , 
machinery, fabricated metals, chemicals, furni-
ture, and paper. Confirming the expectat ion 
that low-skilled industries would predominate 
in rural areas, traditional fields such as apparel, 
lumber, and textiles rank at the top of the rural 
list. Similarly, the newly important industries 
such as electrical and electronic equipment or 
transportation equipment, which includes some 
space-related products as well as aircraft and 
automobile assembly, head the urban employ-
ment list. 

Just as the regional importance of various 
industries has shifted since 1970, the rankings of 
rural and urban industries have also changed 
from 1970 to 1985 (see Table 3). For instance, of 
the predominantly urban industries, employ-
ment in transportation equipment has moved 
from second to first in importance, and electri-
cal equipment has jumped from seventh to 
second. Another change highlighting the in-
creased prominence of more technologically 
advanced manufacturing is the rise in rank of the 
printing and machinery industries. Primarily 
urban activities that decl ined in importance 
were food, chemicals, and paper manufacturing. 
In rural areas, texti les and apparel retained 
their high rank even though apparel manufac-
turing declined sharply in urban areas during 
the same time. (The loss of apparel manufactur-
ing in urban areas undoubtedly reflects the con-
tinuing movement of the industry away from 
high-wage locales.) Both lumber and food be-
came more important components of the rural 
economy, and electrical e q u i p m e n t manu-
facturing—a predominantly urban industry— 
also made significant gains (from ninth to fifth 
position). Rural industries fading or declining in 
importance were primary and fabricated metals 
as well as paper and chemicals manufacturing. 

Although the region registered rather strong 
overall growth in manufacturing employment 
from 1970 to 1985, rural and urban industries did 

Chart 3. 
Urban vs. Rural Percentages 

of Southeastern Manufacturing 
Employment, 1985 

Apparel 
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Textiles 

Nonelectrical Machinery 

Printing and Publishing 

Fabricated Metals 

Chemicals 

Lumber 

Paper 

Furniture 

I I 1 1 
0 5 10 15 2 0 

• Urban 

EH Rural 

Electrical equipment, transportation equipment, and print-
ing prevail in cities. The predominantly rural industries are 
apparel, textiles, and lumber. 

Source: See Table 1. 
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Table 3. 
Rural vs. Urban Rank of 

Key Southeastern Industries 
in Terms of Employment, 1970-85 

Urban 

Industry 1970 1980 1982 1985 

Transportation Equipment 2 1 1 1 

Electrical and 
Electronic Equipment 7 3 3 2 

Food and Kindred Products 1 2 2 3 

Printing and Publishing 6 6 5 4 

Chemicals 3 4 4 5 

Fabricated Metals 5 5 6 6 

Nonelectrical Machinery 10 8 7 7 

Apparel 4 7 8 8 

Textiles 9 9 9 9 

Paper 8 10 10 1 0 

Rural 

Transportation Equipment 6 8 * * 

Electrical and 
Electronic Equipment 9 5 6 5 

Food and Kindred Products 5 4 4 4 

Printing and Publishing * 10 * * 

Chemicals 8 7 9 8 

Fabricated Metals 3 6 7 7 

Nonelectrical Machinery * 9 5 6 

Apparel 1 1 1 1 

Textiles 2 2 2 3 

Paper 7 * 8 10 

Lumber 4 3 3 2 

Primary Metals 10 * * * 

Furniture * * 10 9 

* Asterisks indicate that the industry listed did not rank 
among the top ten in terms of rural southeastern 
employment. 

Source: See Table 1. 

not share equally in that expansion (see Table 4). 
The disparities are particularly notable during 
three subperiods since 1970. First, manufactur-
ing expanded rapidly. Then it entered into and 
began to emerge from the two back-to-back 
recessions that coincided with the fluctuation of 

the dollar's value against other major curren-
cies. In the ten-year period from 1970 to 1980, 
rural manufacturing growth expanded at a ro-
bust 33 percent compared to a 14 percent gain 
for urban manufacturing. In turn, employment 
declined with the arrival of the recessions, and 
the rural areas' drop of 5.8 percent from 1980 to 
1982 was greater than the 4.2 percent deci ine for 
urban manufacturing. Furthermore, from 1982 to 
1985 rural manufacturing posted another de-

cline while urban manufacturing reversed its fall 
and rose by 2.5 percent. As expected, low-
skilled manufacturing industries in rural areas 
were hit harder by competitive pressures from 
foreign producers from 1980 to 1982. Those rural 
industries have been largely unable to regain 
their lost positions during the subsequent re-
covery that has propelled technologically ad-
vanced manufacturing in urban areas. (See the 
article by Jon R. Moen on page 36 for a discus-
sion of the concentrations of rural and urban 
poverty in the Southeast.) 

A Comparison of Earnings. The urban-rural 
disparity can b e further illustrated by compar-
ing earnings in the top five employment sectors 
of each region (see Table 5). Rural factory em-
ployment dominated by low-skilled jobs clearly 
brings less pay to workers than urban factory 
jobs. For example, in the Southeast the top 
urban manufacturing employer, transportation 
equipment, pays more than two times the aver-
age weekly wage of the number-one rural manu-
facturing employer, apparel. The second largest 
employer for the region's urban area, electrical 
equipment, paid an average of $392 per week 
while the rural sector's lumber workers, second 
in importance, collected $266. In fact, weekly 
earnings in each of the top five urban employ-
ment categories are substantially higher than 
those with the same rank in rural areas. The fact 
that recent employment growth has largely oc-
curred in these higher-income, urban industries 
helps explain the rising income levels in south-
eastern manufacturing and the narrowing of the 
earnings gap between the Southeast and the 
nation. However, this growth also implies an 
increasing urban-rural income gap. 

These comparisons use regional average 
data, yet the divergence is even greater when 
looking at particular states that specialize in 
certain sectors. For example, regional average 
earnings for transportation equipment workers 
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Table 4. 
Southeastern Manufacturing Employment in Urban and Rural Areas, 1970-85 

1970 1980 1982 1985 

Urban Rural Urban Rural Urban Rural Urban Rural 

TOTAL EMPLOYMENT (000s) 1,115 7 8 3 1,275 1,040 1,221 9 8 0 1,251 9 7 6 

INDUSTRIES (% of Total) 

Transportation Equipment 9 7 11 4 12 4 13 4 

Electrical/Electronic Equip. 5 5 9 6 10 5 10 7 

Food and Kindred Products 12 8 11 7 11 7 10 7 

Printing and Publishing 6 2 7 2 8 3 9 3 

Chemicals 8 5 8 4 9 4 7 5 

Fabricated Metals 6 13 7 5 7 5 7 6 

Nonelectrical Machinery 4 4 6 6 7 6 7 6 

Apparel 7 22 6 2 0 6 2 0 5 2 0 

Textiles 6 17 6 12 5 11 5 10 

Paper 5 6 5 4 5 4 5 4 

Lumber 3 10 3 10 2 9 3 10 

Primary Metals 4 5 4 4 3 4 3 3 

Furniture 3 4 3 4 3 4 3 4 

Stone, Clay, and Glass 4 3 4 3 4 2 4 3 

Leather 1 3 1 2 1 2 1 1 

Instruments 1 1 1 1 2 1 2 1 

Miscellaneous Manufactur ing 1 2 1 2 2 2 1 2 

Percent Change for Periods Shown 

1970-1980 1980-1982 1982-1985 1970-1985 

Urban Rural Urban Rural Urban Rural Urban Rural 

TOTAL EMPLOYMENT 14.3 32.8 -4.2 -5.8 2.5 -0.4 12.2 24.6 

Transportation Equipment 49.1 -33.1 -0.7 -8.2 10.9 4.4 64.2 -35.9 

Electrical/Electronic Equip. 101.5 44.5 5.8 -13.1 3.6 25.8 120.8 57.9 

Food and Kindred Products -0.3 17.9 -3.2 -3.0 -1.3 -1.7 -4.7 12.4 

Printing and Publishing 43.6 73.5 8.6 9.1 16.9 16.2 82.3 119.9 

Chemicals 23.0 -4.9 -3.4 5.6 -15.2 11.8 0.7 12.3 

Fabricated Metals 33.7 -50.7 -9.5 0.6 -1.1 13.9 19.7 -43.5 

Nonelectrical Machinery 70.9 68.5 6.9 4.9 -1.6 1.8 79.7 79.9 

Apparel 11.9 20.1 -12.3 -4.7 -4.8 -1.3 -6.5 13.1 

Textiles 6.3 -6.4 -15.5 -13.4 -1.9 -5.7 -11.8 -23.5 

Paper 16.8 -12.0 -8.5 11.2 3.4 -4.0 10.5 -6.1 

Lumber 13.5 31.4 -22.0 '17.2 24.8 17.3 10.5 27.7 

Primary Metals 9.8 6.1 -24.9 -9.0 -22.1 -7.2 -35.8 -10.5 

Furniture 6.5 32.8 -10.0 16.4 12.1 -1.0 7.4 53.1 

Stone, Clay, and Glass 15.7 23.9 -9.8 -14.3 7.3 20.8 12.0 28.3 

Leather 6.8 -14.2 -0.2 -10.7 -31.2 -29.3 -26.7 -45.8 

Instruments 249.2 23.1 10.2 15.8 9.8 19.4 322.8 70.2 

Miscel laneous Manufactur ing 37.7 44.2 9.3 -4.7 -2.3 2.5 47.1 40.8 

Sources: See Table 1. See also comparable issues for 1970,1980, and 1982. 
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Table 5. 
Average Weekly Earnings for Labor in Manufacturing Industries, 1985 

(in dollars) 

Industry Southeast Alabama Florida Georgia Louisiana Mississippi Tennessee 
United 
States 

Importance 
Ranking in 

Urban/Rural 
Areas* 

Total Manufacturing 344.54 345.98 324.62 328.86 434.93 293.13 339.72 385.56 

Petroleum 714.91 — — — 714.91 — — 603.72 
Transportation Equipment 461.89 539.30 355.89 564.63 444.40 405.21 — 542.72 1-U 
Chemicals 475.85 512.02 427.06 425.00 641.09 417.08 432.84 484.78 5-U 
Primary Metals 396.68 467.16 386.01 359.38 — 325.73 445.14 484.72 
Paper 530.93 608.30 535.25 526.39 573.27 499.53 442.83 466.34 
Nonelectrical Machinery 359.29 353.12 349.03 381.78 407.12 324.84 339.82 427.04 
Stone, Clay, and Glass 387.42 392.04 403.32 349.02 360.10 324.12 495.91 411.88 
Fabricated Metals 355.46 330.48 325.75 346.15 423.76 325.73 380.89 398.96 
Electrical and 
Electronic Equipment 391.52 324.39 372.47 465.26 437.38 358.11 — 384.48 2-U/5-R 
Instruments 327.09 — 313.29 — — — 340.88 376.79 
Printing and Publishing 348.31 375.83 319.52 — 374.53 323.36 — 365.31 4-U 
Rubber and Plastics 381.62 488.87 246.38 — — — 409 .60 350.58 
Food and Kindred Products 281.35 244.90 298.45 296.46 305.63 216.39 326.30 341.60 3-U/4-R 
Lumber 265.84 275.88 266.37 246.60 304.00 279.69 222.47 326.36 2-R 
Furniture 254.35 — 248.27 229.61 — 261.10 278.43 283.29 
Textiles 260.53 268.40 — 265.44 — 256.22 252.06 266.39 3-R 
Leather 199.43 — — 158.98 — — 239.87 217.09 
Apparel 190.75 198.15 188.78 183.32 201.25 180.48 192.54 208.00 1-R 

* The top five ranking industries in urban and rural areas are designated as 1-U, 1-R, etc. For example, the food industry ranks third in urban areas and 
fourth in rural areas. 

Source: U.S. Department of Labor, Bureau of Labor Statistics. Employment, Hours, and Earnings: States and Areas (1985). 
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are $462 per week, but Georgia—with urban 
auto assembly plants and military aircraft pro-
duction facilities—posts average weekly wages 
of $565. In contrast, the highest average weekly 
earnings in any state's apparel sector was $201. 
Apparel manufacturing is the single most im-
portant provider of factory employment in Ala-
bama, Mississippi, and Tennessee, states where 
personal income ranks among the lowest in 
the region. 

The post-1970 declining employment in low-
wage industries such as apparel, textiles, and 
food manufacturing and the significant employ-
ment gains in higher earnings industries like 
electrical equipment, machinery, and printing 
help explain the upward trend in personal 
income in the region. Other relatively high-
income industries such as chemicals and paper 
manufacturing, though somewhat below 1970s 
employment levels, continue to b e significant 
employers of high-wage workers and providers 
of strong boosts to average income levels within 
the region. 

How are these urban and rural industries dis-
tributed among the states in the region? Food 
processing employment is greatest in the states 
with the largest population centers. The stone, 
clay, and glass sector, including largely the brick, 
concrete, and glass materials used in construc-
tion, is concentrated likewise around the large 
urban centers of the region's most populous 
states, Florida, Georgia, and Tennessee. Trans-
portation equipment production is located in 
Florida's and Georgia's urban centers. 

Given the advantages of proximity to raw 
materials, it is not surprising that lumber is 
primarily rural. In the case of apparel, industry 
structure—the prominence of small p l a n t s -
helps explain why the apparel industry alone 
accounts for over 20 percent of total rural em-
ployment in the region. 

State-by-State 
Manufacturing Forecasts 

Comparisons of the urban-rural manufactur-
ing mix within the states reveal differences that 
are likely to affect the future course of each 
state's economic activity. For example, the num-
ber of people employed in rural manufacturing 

is more than twice that working for urban fac-
tories in Mississippi. Apparel and lumber ac-
count for a leading share of the state's rural 
employment, but these industries have grown 
very little in the state in the last decade and will 
probably not add significant numbers of work-
ers in the near future. As a result of projected 
slow growth at bes t for these major industries, 
Mississippi should expect lackluster overall 
employment activity for some time unless it can 
attract more rapidly growing, higher technology 
industries. Unfortunately, even if such employ-
ers came to Mississippi the large unskilled com-
ponent of the labor force there is not well 
prepared for transfers to jobs in the more highly 
skilled industries. 

Following Mississippi, the s ta te with the 
largest portion of rural manufacturing jobs is 
Georgia. In contrast to Mississippi, though, 
Georgia's rural manufacturing employment ac-
counts for only 5 percent more workers than its 
urban counterpart, and a large portion of the 
state's rural jobs are in textiles. Although this 
industry's employment has b e e n shrinking over 
the years, many textile mills have modernized 
and upgraded production techniques so that 
more highly skilled labor is used. Because of 
this updating, texti le production is likely to 
remain healthy into the future. Georgia's chief 
urban employment sectors—transportation 
equipment and printing and publishing—have 
paced the state's manufacturing employment 
expansion until recently. The slowdown in trans-
portation equipment manufacturing should b e 
only a temporary ad jus tment that is unlikely 
to alter its positive prospects for long-term 
growth. 

Manufacturing employment in both Alabama 
and T e n n e s s e e is about evenly divided b e -
tween urban and rural industries, but both 
states rely heavily on cyclical industries such as 
apparel, metals, and chemicals, which slow ap-
preciably in a business slump. Louisiana's econ-
omy is also cyclical with nearly 60 percent of 
total manufacturing employment in the urban-
dominated transportation equipment and chem-
ical industries. Lumber and apparel are the 
leading industries in Louisiana's rural areas, 
though chemicals make a strong showing as 
well. Strengthening domestic and foreign mar-
kets for chemicals and metals will provide some 
impetus to the manufacturing sectors of Ala-
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bama, Tennessee, and Louisiana in 1989. Al-
though apparel was weak in 1988, recent evi-
dence of improved retail demand could lift that 
industry in the coming year as well. However, 
slow construction activity will keep a damper on 
lumber markets. On balance, manufacturing 
activity is likely to provide some increasing sup-
port to the economies of these three states in 
the coming year. 

Florida's manufacturing employment, in con-
trast to the other states in the region, is domi-
nated by industries in urban areas. In fact, over 
90 percent of Florida's manufacturing jobs are 
located in the denser population centers. Print-
ing, electrical equipment, and transportation 
equipment—typical fast-growth sectors that are 
likely to continue to contribute to Florida's 
expansion—are the largest employment cate-
gories in that state's urban areas. 

Southeastern Manufacturing: 
A Look Ahead 

In light of changes over the last 15 years, what 
are the prospects for the future? Obviously, 
competitive forces will continue to change the 
composition of manufacturing. Many companies 
relying on low-skilled labor will either reshape 
their structure and become more technologi-
cally advanced or cease to exist. In the process, 
manufacturing in the region will lose more of its 
dependence on cheap, low-skilled labor and 
will become more like the nation's industrial 
sector. 

The changes ahead will b e inextricably con-
nected to shifts in the Southeast's labor supply. 
The demise of rural industries will result in 
increased unemployment among the unskilled. 
These workers will need to transfer to other 
locations, usually urban areas, to find work 
that suits their capabilities. Fortunately, many 
lodging, food service, and other jobs in urban 
areas can use this type of labor. On the other 
hand, the educational skills of younger people 
entering the work force should help them find 
higher paying jobs than can b e provided by the 
traditional factory. The resulting decline in the 
low-skilled labor pool will force even more in-
dustries to shut down as time passes. 

Although the share of manufacturing employ-
ment will probably fall in the years ahead as 
automated production techniques replace more 
and more workers, the value of manufacturing 
output and the sector's contribution to regional 
economic activity are likely to increase. For 
instance, textile output has grown rapidly dur-
ing the same time that job rolls have diminished 
sharply. 

A more highly trained work pool, resulting 
from both the migration of skilled workers from 
other regions and the improvements in educa-
tion of the resident population, should attract 
increasing numbers of technologically advanced 
manufacturers to the Southeast. Urban areas are 
likely to b e the recipients of much of this future 
manufacturing growth. Companies will want to 
gain access to skilled personnel who typically 
prefer the amenities of urban living to the ac-
commodations in rural areas, and these em-
ployees will subsequently benefit from ad-
vances in earnings and personal income. 

In short, the southeastern manufacturing sec-
tor of the future will reflect the culmination of 
trends that have been well underway since the 
onset of the business downturns in the early 
1980s. The prospect for rural regions is some-
what gloomy, but the living standards of workers 
who b e c o m e retrained and gain employment in 
urban areas will b e considerably brighter. Their 
contributions to the region's economy will also 
b e vastly enhanced. 

In conclusion, the ongoing changes in the 
region's manufacturing sector are moving the 
mix of industrial activity closer to the nation's. 
With a good deal more progress still to b e made, 
the shrinking of low-skilled manufacturing, prin-
cipally in rural areas, and the growth of high-
skilled and high-wage industries are raising 
income levels and helping close the Southeast's 
income gap with the nation. Rural economies 
are bearing the brunt of this shift because of the 
preponderance of low-skilled, undereducated 
workers who lose jobs with the demise of low-
wage manufacturing industries. Hopes of alter-
ing or capitalizing on this trend lie largely with 
the possibilities for improving the training and 
skills of rural area residents. Unfortunately, 
though, this is not a short-term process. Quick 
but sustained remedial action is all the more 
important if economic prospects for rural areas 
are to b e brightened within the next decade. 
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Note 

'Concentrat ion ratios for employment in various manu-
facturing industries within each state are shown in Table 1. 
These ratios measure the importance of employment in 
various industries in the Southeast as compared with the 
United States. A ratio of 1.0 indicates that the proportion of 
manufacturing workers engaged in that industry in the 
Southeast is the same as the proport ion for the nation. A 
ratio greater than 1.0 signifies that southeastern employ-
ment is more concentrated in that activity than in the 
nation, while a ratio less than 1.0 signifies the opposite. For 
example, Georgia's concentration of employment in floor 

covering mil ls (carpet manufacturing) is over 18 t imes 
higher than the nation's. Florida's employment concentra-
t ion in meat manufacturing is only six-tenths as high as 
the nation's. 

A relatively high concentration ratio does not necessarily 
signify an industry is unusually important to an area's total 
economy. Although Florida's concentration in lumber and 
wood manufacturing employment is well above the na-
tion's, such workers make up less than one percent of the 
state's total employment. 
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Interregional Migration: 
Boon or Bane for the South? 

William J. Kahley 

In a significant turnaround from the pattern of the late 1960s, North-to-South migration increased substan-
tially during the 1970s and the first half of the 1980s. This article explores the reasons for these population 
movements, examines their impacts on economic conditions in the South, and reports projected migration 
patterns. 

Most southern politicians, business leaders, 
and planners are aware that an important turn-
around in South-to-North migration took place 
in the 1970s. In contrast to the 1960s, when pop-
ulation movements had a more northerly direc-
tion, during the 1970s the South began to attract 
a large number of workers and retirees from 
other regions. Many policymakers welcome 
population gain from migration in the belief that 
it raises incomes, fuels job growth, and pro-
motes general economic development. How-
ever, others are less certain about the economic 
benefits that migration brings and are con-
cerned about overcrowding, increased public 
infrastructure needs, and other possible ad-
verse consequences of these population flows. 
This article explores the future direction of 
migration patterns affecting the South and con-
siders their causes and impacts on the region's 
economic development. 

The author is an economist in the regional section of the 
Atlanta Fed's Research Department. 

Regarding the important practical question of 
expected regional migration flows in the United 
States, forecasters display a surprising consen-
sus. Virtually all published projections assume 
that U.S. migration trends established in the 
1970s will continue into the twenty-first century, 
meaning that the South is expected to gain pop-
ulation from migration for at least another 
dozen years.1 Policymakers should be wary of 
these projections, though. Experience shows 
that merely extrapolating trends based on pre-
vious experience has often led economic and 
demographic forecasters astray; unforeseen 
events have upset even the most sophisticated 
projections. Furthermore, interpretation of the 
latest available migration data indicates a pos-
sible reversal of interregional migration trends, 
although the emerging pattern is not yet clear. 
More importantly, given the theoretical dis-
agreements about what determines the direc-
tion and magnitude of migration streams, one 
would expect different projections. 

Despite considerable research on migration 
and the resulting valuable insights, issues as 
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fundamental as migration's basic causes and 
economic impacts remain in dispute. Analysts 
have traditionally ascr ibed a great deal of 
importance to economic variables in explaining 
the migration of workers. Conventional wisdom 
holds that it is a response to differences in 
regional economic conditions and employment 
opportunities. In this light, population move-
ments are viewed as enhancing public welfare 
since they serve as an equilibrating mechanism, 
moving resources to their most productive use. 
On the other hand, concentrated flows of mi-
grants can speed economic decl ine in the send-
ing areas (that is, the areas from which the 
population moved) if the remaining labor force 
as a group is less skilled than the out-migrants. 
Moreover, if in-migrants to an area are less 
skilled or have other attributes that differ from 
the resident population, their arrival can im-
pose burdens on the receiving community. 

This article first reviews, largely from a south-
ern perspective, shifting U.S. migration pat-
terns. This information serves as a framework for 
the subsequent discussion of interstate migra-

tion's causes and effects, primarily on receiving 
states. Finally, the article outlines alternative 
scenarios for future southern migration pat-
terns. The major objectives of this research are 
to assess the benefits to the South of past mi-
gration and to discern what changes in popula-
tion shifts are in the region's future. 

Recent Population Movements 

In 1970 the population of the South—defined 
by the U.S. Census Bureau as Delaware, Mary-
land, the District of Columbia, Virginia, West 
Virginia, North Carolina, South Carolina, Geor-
gia, Florida, Kentucky, Tennessee , Alabama, 
Mississippi, Arkansas, Louisiana, Oklahoma, and 
Texas—was 62.8 million, or 30.8 percent of the 
nation's total. By 1987, the region's population 
had grown to 83.9 million and represented 
34.5 percent of all Americans. During the 1970-
87 period over half of the nation's population 
increase occurred in the South, and migration 
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Table 1. 
Regional Migration Patterns, 1975-85 

(in thousands) 

Northeast Midwest South West 

1975-80 

In-migrants 1,275 2,125 4,738 3,114 

Out-migrants 3,059 3,505 2,752 1,935 

Net migration -1,784 -1,380 1,986 1,179 

1980-85 

In-migrants 1,218 1,901 4,428 2,641 

Out-migrants 2 ,240 3,426 2,530 1,992 

Net migration -1,022 -1,525 1,898 6 4 9 

Sources: Data for 1975-80 are from 1980 Census of Population, Geographical Mobility for States and the Nation, PC-80-2-2A (Tables 22-23); 
data for 1980-85 are from Current Population Reports, Geographical Mobility: 1985, Series P-20, Number 420 (Table 19). 

gain was the primary factor in the region's 
above-average pace of population increase. 

One factor in this upsurge was a historic turn-
around during the late 1960s and the 1970s in 
South-to-North migration. The magnitude of this 
shift was impressive. For the first six decades of 
the twentieth century, the South lost population 
through migration, and a majority of southern 
states continued to experience out-migration 
through the 1960s. In the 1970s, however, net 
migration losses from many southern states 
were reversed.2 Today, the region still attracts a 
large number of people from other parts of the 
country. However, the migration experience of 
individual southern states is as varied as their 
economic performance. 

Table 1 shows the pattern of interregional 
migration for the 1975-80 and 1980-85 periods. 
Both the South and West gained population 
from migration during these times, while the 
Northeast and Midwest each lost population. In 
the South the migration gain during the 1975-80 
period was three times the amount added in the 
second half of the 1960s, but today the gain from 
migration is declining. 

Net migration to the South probably will not 
regain the momentum reached in the late 1970s. 
Most members of the large post-World War II 
baby-boom generation were at that time reach-
ing their twenties, a period in their lives when 

they were most likely to move. Relative to the 
rest of the country at that time, also, the south-
ern economy was unusually strong. Now, though, 
in- and out-migration levels from all four regions 
are declining as smaller successor population 
cohorts follow the baby boomers into the prime 
moving ages. Net migration to the South is de-
clining also because several state economies 
are now relatively weak. 

Changes in the flow of migrants, of course, 
depend on both the size of the migration pool 
and migration propensities. From an economic 
or business perspective, northeastern states 
and much of the South experienced compara-
tively strong economic activity during and after 
the two recessions in the early 1980s. In contrast, 
midwestern states, heavily dependent on manu-
facturing jobs, went through an economic re-
structuring, and growth in the energy-rich western 
states slowed or turned negative in response to 
lower prices for energy resources. Theoretically, 
these varying economic conditions should have 
affected migration tendenc ies and patterns 
among regions. A review of each of the regions 
shows that movement out of the Northeast 
appears to have slowed in the first half of the 
1980s while continu ing unabated out of the Mid-
west. The South received much of this migra-
tion, but population shifts to the West de-
celerated appreciably. 
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Table 4. 
Southern Migration Streams, 1975-85 

(in thousands) 

1975-80 1980-85 

To South From South Net Migration To South From South Net Migration  

Total Black Total Black Total Black Total Black Total Black Total Black 

Northeast 

Midwest 

West 

TOTAL 

1,817 2 0 8 6 5 4 84 1,163 124 

1,878 144 1,029 130 8 4 9 14 

1,044 87 1,069 117 -25 -30 

4 ,739 4 3 9 2,752 331 1,987 108 

1,389 132 651 101 7 3 8 31 

1,954 171 8 5 4 105 1,100 66 

1,085 110 1,025 123 6 0 -13 

4,428 4 1 3 2,530 3 2 9 1,898 8 4 

Sources: Data for 1975-80 are calculated by the Federal Reserve Bank of Atlanta from the 1980 Census of Population, PC-80-2-2A (Table 9); 
data for 1980-85 are calculated from Current Population Reports, Geographic Mobility: 1985, P-20, No. 420 (Table 19). 

The magnitudes of specific migration streams 
between the South and other regions during the 
1975-80 and 1980-85 periods are shown in Table 2. 
Migration from the Northeast to the South slowed 
sharply in the second half of the 10-year period 
while out-migration from the Midwest to the 
South increased. In addition, for the first time 
ever, the South registered a net gain (roughly 
60,000 people) from population exchange with 
the West. Shifts in all of these streams were 
characteristic of both black and white migra-
tion activity. 

The volatile pattern of migration, possibly in 
response to changing economic growth pros-
pects, is suggested even more strongly by the 
net migration streams for individual states . 
Crude estimates of yearly net migration gains or 
losses for each southern state during the 1980-87 
period are shown in Table 3.3 Evidently, some 
regions and states experienced dramatic shifts 
within this short period. Following the recovery 
from nearly three years of economic recession 
that marked the beginning of the decade, the 
U.S. Census Bureau's New England, Middle 
Atlantic, and East North Central divisions, which 
make up the nation's manufacturing heartland, 
tended to lose fewer people from migration. 
Michigan and Pennsylvania, two of the most 
important manufacturing states in the nation, 
exemplify migration e x p e r i e n c e s that have 
shifted with the manufacturing sector's restruc-
turing and subsequent rebound. 

Energy-dependent states like Louisiana and 
Oklahoma, on the other hand, experienced net 

in-migration until the middle of the 1980-87 
period when oil prices plummeted; thereafter, 
the previously strong net gains turned into 
significant net out-migration. Meanwhile, agri-
cultural states in the East and West North Cen-
tral areas and the South Atlantic region had no 
significant migration exchange shifts. Undiver-
sified agricultural states such as Iowa and Kan-
sas experienced net out-migration throughout 
the period. The South Atlantic states, with the 
exception of energy-dependent West Virginia, 
gained population from migration throughout 
the period. 

Close examination of individual states' migra-
tion patterns over the entire 1975-87 period 
shows that migration in the South has b e e n 
much more turbulent and volatile than data per-
taining to the entire region imply. These data 
also suggest even more strongly a fairly c lose 
link between economic growth prospects and 
the direction of net migration for geographic 
areas. The information in Table 4 indicates that 
all of the states in the South Atlantic census divi-
sion except West Virginia tended to gain more 
or lose fewer residents from migration through-
out the 1975-87 period. T h e s e positive net 
migration performances coincided with above-
average economic growth achievements in the 
South Atlantic states. 

Among East South Central states, in contrast, 
migration losses mounted steadily for Kentucky 
and Mississippi, both of which suffered linger-
ing economic weakness because of their depen-
dence on energy and agriculture. Initially, net 
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Table 1. 
Annual Net Migration, 1980-87* 

(in thousands) 

1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986- i 

UNITED STATES 789 4 6 8 791 5 9 0 892 711 6 4 3 

NEW ENGLAND 38 -1 -65 32 2 4 4 5 4 

MIDDLE ATLANTIC -73 -72 -81 -24 -105 -63 -31 

EAST NORTH CENTRAL -391 -377 -324 -175 -233 -116 -125 

WEST NORTH CENTRAL -105 -29 -39 -19 -80 -68 -61 

MOUNTAIN 145 112 212 76 89 96 -3 

PACIFIC 295 2 5 3 2 7 8 2 1 8 5 1 4 317 4 7 4 

SOUTH ATLANTIC 536 225 371 4 3 2 536 431 556 
Delaware -2 1 -1 3 4 9 5 
Maryland 15 -28 10 16 12 3 4 4 4 
District of Columbia -10 -3 -11 -3 0 -2 -7 
Virginia 39 22 20 50 3 0 22 91 
West Virginia - 10 -13 10 -19 -21 -20 -26 
North Carolina 3 4 23 26 52 53 38 49 
South Carolina 14 7 37 11 22 7 23 
Georgia 49 22 49 62 91 83 68 
Florida 4 0 8 193 230 261 345 260 310 

EAST SOUTH CENTRAL -72 -14 4 2 -3 7 22 -8 
Kentucky -31 -19 26 -12 -16 -9 -23 
Tennessee -14 13 9 8 2 2 22 27 
Alabama -8 -4 7 8 7 13 7 
Mississippi -19 -4 15 -8 -6 -3 -20 

WEST SOUTH CENTRAL 415 3 7 3 3 9 6 51 140 9 0 -212 
Arkansas -8 -19 25 10 -2 5 4 
Louisiana 4 5 6 27 -20 -29 -21 -82 
Oklahoma 46 49 91 -26 -23 -21 -49 
Texas 3 3 3 3 3 4 255 87 193 128 -85 

* These numbers represent approximate estimates of state net migration gains or losses based on subtracting cumulative 
net migration estimates for successive years. For example, the 1986-87 estimate is the difference between the net 
migration estimate for the entire 1980-87period and the net migration estimate for the 1980-86period. These estimates 
include the effects of international migration. 

Source: Current Population Reports, Population Estimates and Projections, Series P-25, Numbers 911, 927, 944, 970, 998, 1010, and 
1024. 

migration declined for Alabama and Tennessee, 
but it has rebounded over the past few years, 
paralleling the spurt in employment since mid-
decade in these two manufacturing-intensive 
states. Similarly, the turnaround in net migra-
tion experienced by the West South Central 
region's energy-dependent states—Louisiana, 
Oklahoma, and Texas—coincides closely with 
the energy price cycle. Arkansas's performance 
corresponds strongly with changing fortunes in 
agriculture and light manufacturing. 

Migration and Economic Growth 

Economists, as mentioned earlier, have tend-
ed to view migration as the key link between 
regional economic and population growth. In 
short, perceived differences in wages and job 
opportunit ies motivate p e o p l e to migrate. 
(However, regional wage differences can per-
sist because of offsetting amenity advantages, 
such as weather and lifestyle, for some areas.) 
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Table 4. 
Southern States' Migration Patterns, 1975-87 

(in thousands) 

Net Migrat ion* 

1975-80 
Average 
Annual 1980-85 

Average 
Annual 1980-87 

Average 
Annual 

SOUTH ATLANTIC 
West Virginia 5 1.0 -53 -10.6 -99 -14.1 
Maryland -75 -15.0 25 5.0 103 14.7 
Delaware -9 -1.8 5 1.0 19 2.7 

District of Columbia -72 -14.4 -27 -5.4 -36 -5.1 
Virginia 6 4 12.8 161 32.2 2 7 4 39.1 
North Carolina 87 17.4 188 37.6 275 39.3 
South Carolina 67 13.4 91 18.2 121 17.3 

Georgia 131 26.2 273 54.6 4 2 4 60.6 
Florida 8 2 3 164.6 1,437 287.4 2,007 286.7 

EAST SOUTH CENTRAL 
Kentucky 23 4.6 -52 -10.4 -84 -12.0 
Tennessee 103 20.6 38 7.6 87 12.4 
Alabama 47 9.4 -4 -.8 16 2.3 
Mississippi -2 -0.4 -22 -4.4 -45 -6.4 

WEST SOUTH CENTRAL 
Oklahoma 7 1.4 137 27.4 67 9.6 
Arkansas 56 11.2 6 1.2 15 2.1 
Louisiana 47 9.4 29 5.8 -74 -10.6 
Texas 5 7 4 114.8 1,202 240.4 1,245 177.9 

* Includes international migration. 

Sources: 1980 Census of Population, vol. 2, Geographical Mobility for States and the Nation, PC-80-2-2A (Table 25); Current Population 
Reports, Population Estimates and Projections, Series P-25, Numbers 998 and 1024 (Table 1). 

Nonetheless, regional analysts disagree over 
whether migration is a response to differentials 
in regional economic growth variables such as 
wages or employment opportunities or at least 
a partial cause of regional economic growth. 
Whether so-called "push" factors that might b e 
expec ted to stimulate out-migration are the 
same factors that "pull" or attract migrants to a 
receiving locale is also a matter of considerable 
debate. In effect, the possibility exists that in-
and out-migration warrant separate economic 
modeling because migration involves not only 
making a decision to leave one place but also a 
decision to move somewhere else. The deter-
mining factors may b e different for the two 
processes. 

The internal migration literature suggests 
that the availability of jobs, especially when 
they pay well, appears to attract migrants and 
that population growth from migration can in-

duce economic growth.4 Moreover, tentative 
new research findings confirm that "push" and 
"pull" factors are often similar. However, eco-
nomic influences on migration—such as unem-
ployment rates and the pace of job c r e a t i o n -
tend not to b e entirely symmetrical in dis-
couraging or encouraging migration. 

Though the migration of workers is probably 
quite sensitive to economic growth, this charac-
teristic does not necessarily apply to elderly 
migrants. Worker migration and employment 
growth are interrelated or determined simul-
taneously, meaning that workers are attracted to 
existing job opportunities and that their migra-
tion helps to create additional jobs. This bi-
directional causality almost certainly does not 
operate as strongly in the case of elderly mi-
grants. Larry Long and Kristin Hanson (1979) 
found that most older people move in response 
to a desire for a change in climate, closer prox-
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imity to relatives, or reasons linked to the 
availability and cost of amenities, health facil-
ities, or other factors. Among the elderly, the 
decision to move is generally unrelated to labor 
market conditions or prospects, but their migra-
tion helps to create jobs in the receiving area. 
Findings by several researchers shownumerous 
differences in motivations, migration patterns 
and propensities, and socioeconomic charac-
teristics for the working and retiree populations. 
Because of these differences, especial ly the 
average age and 1 ikely employment status of the 
two migrating groups, the economic impacts of 
elderly migration might b e expected to differ 
from those caused by workers' migration. 

The S o u t h s specific migration exper ience 
apparently resulted partly from a competitive 
edge over other regions that enabled it to lure 
both workers and retirees; often, job growth was 
generated by an inviting business environment 
that encouraged firms to locate or expand in the 
region. A prominent researcher, summarizing the 
movement of workers to the South, concluded: 

One i m p o r t a n t reason for t h e d ramat i c shi f t 
in in te r reg iona l m ig ra t i on is tha t e m p l o y m e n t 
o p p o r t u n i t i e s in t h e Nor theas t and Nor th Cen-
tral reg ions had b e e n lagging s ince a b o u t 1970 
and were, moreover , dea l t ser ious b lows by t he 
recess ions of t h e m i d 1970's a n d t h e ear l y 
i 980's. T h e large and po ten t i a l l y h igh ly m o b i l e 
b a b y - b o o m genera t i on tha t was aging in to t he 
labor force of t hese o l d indus t r ia l reg ions was 
thus f i n d i n g unat t rac t ive j o b p rospec ts and 
re la t ive ly h igh u n e m p l o y m e n t . On t h e contrary, 
j obs we re g row ing rap id l y in many sou the rn 
and western areas. T h e c o m b i n a t i o n of a h igh 
p r o p e n s i t y t o m ig ra te and a s t rong incen t i ve t o 
migrate resu l ted in t r emendous migratory f lows 
of re la t ive ly young p e o p l e to t he South and 
West.5 

Among the factors that stimulated job growth 
in the South, analysts typically cite the availa-
bility and low cost of natural resources and 
dramatic improvements in transportation and 
communications linkages. The S o u t h s large 
and fast-growing internal market, abetted by 
the favorable business and weather climates of 
many southern communities, helped induce 
businesses to increase their investments in the 
region, thus creating more employment op-
portunities. 

Substantial evidence, reviewed by Philip L. 

Rone (1986), Michael J. Greenwood (1985), and 
others, shows that the relationship between 
migration and job growth in the South has been 
a beneficial and self-sustaining cycle for at least 
a decade and a half.6 In this cycle, the avail-
ability of work in the region has attracted job 
seekers from other parts of the country. (Gene D. 
Sullivan and David Avery's article on page 2 dis-
cusses manufacturing labor distribution in the 
Southeast.) Moreover, migration in and of itself 
raises employment in the region. The growing 
number of jobs in defense- and space-related 
electronics firms in Florida and the massive 
wave of retiree migration to that state are prime 
components and examples of this reinforcing 
cycle. 

Impacts of Southern Migration Flows 

Although migration and employment growth 
in the South most likely were self-sustaining 
and reinforcing in the past, this scenario may not 
b e repeated in the future. An argument that has 
strong support, both theoretically and from a 
longer-run historical perspective, is that in-
comes and wages among regions will eventually 
converge and break the cycle. Shifts in regions' 
relative competitive positions occur for a variety 
of reasons. Several factors could b e eroding the 
South's competitive advantage: the unexpect-
ed drop in oil prices, renewed competition from 
inexpensive foreign labor, and the heightened 
importance of a more highly educated labor 
force in generating U.S. economic growth, among 
others. In addition, the extent of migration to 
date could by itself b e ending the South's boom 
because of certain adverse effects of rapid pop-
ulation influx—such as infrastructure strains, 
overcrowding of amenit ies , and rising living 
costs—discussed below. 

The infusion of income and spending by both 
young and old migrants into a receiving area's 
economy will ripple through all of its sectors via 
the multiplier effect. However, as mentioned 
previously, still unsettled is the empirical issue 
of migration's impact on employment and in-
come creation. Greenwood, Gary L. Hunt, and 
John M. McDowell (1986) concluded that one 
additional net migrant will add almost 1.4 jobs 
directly to the receiving area. 
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Migrants generally have influenced the south-
ern economy in several well-publicized ways, 
but estimation of their overall impact remains 
unmeasured because the effects are so numer-
ous and complex. For example, workers bring 
human capital and many other personal charac-
teristics that add resources, but these factors 
can also change in offsetting ways the composi-
tion of socioeconomic and demographic traits in 
the receiving area. Similarly, retirees bring with 
them wealth or income generated outside the 
region, and they, too, skewthe population in dif-
ferent ways. Both types of migrants influence 
labor supply and demand, directly or indirectly. 
They both also influence the production, price, 
and profitability of private goods and services 
such as housing or health care. Migration affects 
the demand for public infrastructure such as 
roads and schools as well. 

One of the major impacts of interstate net 
migration to the South probably has been to 
increase the size of the work force. Migrants 
swelled the Souths population in the 1975-85 
period by more than 2.8 million people of work-
ing age while the region's entire labor force grew 
by less than 10 million. The desire to relocate 
tends to b e highest among people in their twen-
ties and among the more highly educated. In-
and out-migration rates for se lec ted demo-
graphic characteristics and the net gain or loss 
for the resident southern population are shown 
in Table 5. In both five-year subperiods the 
South gained large numbers of migrants in all 
age groups. However, because of the huge size 
of the baby-boom generation and the height-
ened tendency of workers to migrate early in 
their careers, the amount and rate of migrant 
gain in the 1975-85 period were highest for 
young workers. These demographic factors also 
help explain why the rate of gain to the South 
increased most for this particular age group. In 
effect, an abnormally large share of the nation's 
work force entrants began their careers in the 
South, and their numbers were sizable relative 
to the comparable resident base population. 

This bulge of migrants to the South had 
several significant facets. First, some of the cost 
of educating and preparing these job seekers 
for entry into the southern work force was borne 
by other states. Thus, the change in the southern 
labor pool represented a North-to-South trans-
fer of human capital. Second, although these 

new workers were inexperienced and might have 
been expected to pose an absorption problem 
for the receiving states—thus retarding produc-
tivity increases—important advantages offset 
these potential problems. In the fast-growing 
southern labor markets the demand for workers 
outstripped growth in the pool of locally sup-
plied labor. Also, as suggested by occupational 
growth data presented below, the strongest de-
mand tended to b e in jobs and occupations 
that, on average, paid more and provided more 
opportunity for advancement than those held 
by the resident population. In effect, baby-
boomers from around the country were avail-
able to move into the many white-collar service 
jobs that were being created in the South as the 
nation's employment structure shifted from 
manufacturing to services. These developments 
resulted in below-average unemployment rates 
and above-average employment and income 
growth rates for both the southern states and 
substate areas that gained population from 
migration. 

Available data on the educational charac-
teristics of migrants to and from the South are 
presented in Table 6. From 1980 to 1985 the 
region gained nearly one-third of a million peo-
ple aged 25 and over who held college degrees. 
More than one-fourth of the migrants in this age 
group were college graduates in 1980-85, com-
pared to just 15 percent of the Souths resident 
population in 1980. These data may even under-
state the South's "brain gain" from migration. 
Statistics on the educational characteristics of 
younger migrants to the South are not available 
(presumably because significant numbers of 
them, even those aged 20-24, had not com-
pleted their schooling). Judging by this lack of 
information on the younger cohort and by the 
statistics for migrants aged 25 years and over, a 
larger share of migrants aged 20-24 are likely to 
have attended college or to have earned a col-
lege degree compared to e i ther the entire 
migrant population or the South's resident pop-
ulation. Moreover, an unknown number of the 
younger migrants from 1975 to 1980 may have 
been Southerners who were counted as mi-
grants because they attended schools outside 
the region and then returned home after com-
pleting their education.7 

The occupational characteristics of migrants 
to the South are consistent with the educational 
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Table 5. 
Southern Migration by Selected Characteristics, 1975-85 

In-Migrants Out-Migrants Net Migration 

Number (000) Rate (per thousand)* Number (000) Rate (per thousand)* Number (000) Rate (per thousand)* 

1975-80 1980-85 1975-80 1980-85 1975-80 1980-85 1975-80 1980-85 1975-80 1980-85 1975-80 1980-85 

Age 

5 -14 759 748 29.4 32.5 509 4 4 3 41.0 37.2 249 305 20.1 25.6 

15-24 1,197 921 44.0 32.6 689 4 9 4 51.7 34.7 5 0 7 4 2 7 38.1 30.0 

25-34 1,121 1,268 52.7 51.0 859 8 1 3 85.6 66.6 262 455 26.1 37.2 

35-44 554 6 1 6 36.0 36.0 3 3 3 374 45.2 43.9 222 242 30.0 28.4 

45-64 710 563 23.6 18.7 245 2 9 9 17.9 20.7 465 264 34.0 18.3 

6 5 + 398 312 25.8 18.3 117 107 16.1 12.6 2 8 0 205 38.6 24.2 

TOTAL 4,738 4,428 35.0 31.5 2,752 2,531 42.9 36.2 1,986 1,897 31.0 27.2 

Race 

Black 4 3 9 4 1 3 21.7 35.9 3 3 0 329 10.6 25.9 109 84 9.1 6.5 

White 4 ,140 3,926 35.9 30.2 2,301 2,120 45.5 35.9 1,839 1,806 36.3 30.6 

Sex 

Male 2,442 2,251 37.4 33.1 1,428 1,263 46.3 37.4 1,014 9 8 8 32.9 29.3 

Female 2,297 2,177 32.8 30.0 1,325 1,268 39.8 35.1 972 9 0 9 29.2 25.2 

* In calculating migration rates or propensities, the base populations used were the relevant age, sex, or race populations of the non-South U.S. population in 1975 
and 1980 for in-migration rates, and the 1975 and 1980 Census South population for out-migration and net migration rates. The 1975populations in the various 
age/sex/race groups were estimated on the basis of population distributions derived from responses to a question on the 1980 Census of Population concerning 
residence five years earlier and post-1980 Census estimates of the total 1975 South and non-South populations. The 1980population groups are from the 1980 
Census of Population. 

Sources: Data for 1975-80 are from 1980 Census of Population, Geographical Mobility for States and the Nation, PC-80-2-2A; data for 1980-85 are from Current Population Reports, 
Geographical Mobility: 1985, Series P-20, Number 420. Rates calculated by the Federal Reserve Bank of Atlanta. 
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Table 6. 
Educational Characteristics of Residents and Net Migrants, 1975-85 

(Age 25 and Over) 

Resident Southern Population (in millions) Net Interstate Migrants (in thousands) 

1975 1980 1975-80 1980-85 

Educational Level Number Percent Number Percent Number Percent Number Percent 

No High School Diploma 16.1 44.0 17.4 39.8 336 27.4 235 20.2 

High School Diploma 11.7 31.9 13.5 30.9 435 35.4 4 3 9 37.7 

Some College 4.2 11.6 6.3 14.4 208 16.9 171 14.7 

College Graduate 4.6 12.6 6.5 15.0 2 5 0 20.3 320 27.5 

Sources: 1980 Census of Population, Geographical Mobility for States and the Nation, PC-80-2-2A (Table 26); Current Population Reports, Geographical Mobility: 1985, Series P-20, 
Number 420 (Table 19); Current Population Reports. Educational Attainment in the U.S.: March 1975, Series P-20, Number 295 (Table 3); 1980 Census of Population, U.S. Sum-
mary, PC-80-1 -C1 (Table 316 A). 

Table 7. 
Occupational Characteristics of Residents and Net Migrants, 1975-85 

(Age Wand Over) 

Resident Southern Work Force (in millions) Net Interstate Migrants (in thousands) 

Occupat ion 

1975 1980 1985 1975-80 1980-85 

Occupat ion Number Percent Number Percent Number Percent Number Percent Number Percent 

White Collar 13.6 47.7 16.7 50.2 20 52.0 4 8 2 63.0 647 62.0 

Blue Collar 10.1 35.4 11.4 34.2 12 31.2 181 23.7 217 20.8 

Service 3.7 13.0 4.2 12.6 5 13.5 89 11.6 136 13.0 

Farm 1.1 3.9 1.0 3.0 1 3.4 12 1.6 4 4 4.2 

Sources: 1980 Census of Population, U.S. Summary, PC-80-1 -C1 (Table 323); Current Population Reports, Geographical Mobility: 1985, Series P-20, No. 420 (Table 19); 1980 Census of 
Population, Geographical Mobility for States and the Nation, PC-8-2-2A (Table 29). 
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distribution of migrants. Table 7 shows that over 
60 percent of the net migrant gain from 1980 to 
1985, or almost two-thirds of a million workers, 
were engaged in white-collar executive, pro-
fessional, sales, or administrative support oc-
cupations. For the resident population aged 16 
and over, white-collar workers constituted 10 to 
12 percentage points fewer workers. The white-
collar job gain from migration can b e primarily 
attributed to especially fast growth of jobs in 
accounting, legal, and other business services in 
burgeoning southern metropolitan statistical 
areas (MSAs) such as Atlanta, Charlotte, Nash-
ville, Norfolk, Richmond, several Florida cities, 
and a scattering of MSAs in other southern 
states. 

Aside from raising the level of education in 
the region, net in-migrants have helped to re-
duce the South's poverty rate. (For more infor-
mation on poverty in the South, s e e the article 
by Jon R. Moen on page 36.) In 1980,16.5 percent 
of the South's resident population lived below 
the poverty line. Among net in-migrants in the 
1980-85 period, only 9.2 percent earned income 
below the poverty level. The relative income 
levels of the newcomers to the South lowered 
overall poverty in the region to 16 percent of the 
res ident population in 1985. This decrease 
helped narrow the poverty differential between 
the South and the nation; the national poverty 
rate increased from 13 percent in 1980 to 14 per-
cent in 1985.8 

Beyond these favorable impacts of migration, 
a few other noteworthy beneficial changes oc-
curred in migrants' characteristics between the 
1975-80 and 1980-85 periods. First, the number 
of net in-migrants lacking a high school diploma 
dropped by 100,000, and this group's share of 
net in-migration dropped from over one-fourth 
in 1975-80 to one-fifth in 1980-85. Meanwhile, 
the number of college graduates represented in 
the net migrant gain was up 70,000 despite an 
overall decline of 90,000 net migrants. Second, 
from 1975-80 to 1980-85 the number of net 
migrants who were employed in white-collar 
jobs rose by 166,000, and the total number of 
white-collar jobs added through migration ac-
counted for almost one-fifth of all white-collar 
jobs gained in the South during the 1980-85 
period. 

Net in-migration by the elderly added nearly 
one-half million people to the South's popula-

tion in the 1975-85 period, providing important 
benefits to the region. Although migration of 
retirees generally does not have a major direct 
impact on an area's labor supply, their migration 
does attract younger people who move to es-
tablished or newly created retirement com-
munities to serve the retiree population. This 
indirect effect on labor supply can b e sizable for 
small local economies and even large parts of 
states, as Florida demonstrates. 

The major positive economic impact of re-
tirees' migration is that it provides the receiving 
economy with a stable and significant source of 
income and wealth from outside its boundaries, 
making the area less vulnerable to cyclical 
downturns. In Florida, for example, nearly 40 per-
cent of total personal income comes from divi-
dends, interest, and rent (24 percent) plus 

"Aside from raising the levei of educa-
tion in the region, net in-migrants have 
helped to reduce the South's poverty 
rate." 

transfer payments (15 percent), primarily Social 
Security. In contrast, these combined sources 
account nationally for less than one-third of per-
sonal income. In 1985, Florida's economy re-
ceived a $1 billion bonus each month just from 
Social Security; retirees also kept in the state's 
financial institutions sizable deposits that were 
recycled to foster economic activity. From an 
economic perspective, the flow of retirees has 
an effect similar to an "export-base industry" 
that produces mainly for out-of-state buyers. 

Relatively little is known about the quantita-
tive impacts that retirees' spending has on the 
economies of sending and receiving states . 
William H. Crown (1988) analyzed data from the 
1980-81 Consumer Expenditure Survey and 
found that net elderly in-migration results in 
substantial increases in the demand for food, 
housing, transportation, and entertainment in 
the receiving area. Compared to younger house-
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holds, the elderly also spend more on health 
and medical services. Crown also estimated that 
Florida's net expenditure gain from its migra-
tion exchange of persons aged 60 and over just 
with New York was more than $1 billion in the 
1975-80 per iod. 9 Applying the researcher 's 
methodology to the entire South suggests the 
region gained over $3.6 billion from migration 
exchange of the elderly with the rest of the coun-
try during the 1975-80 period. 1 0 

Increases in the demand for goods and ser-
vices can stimulate a state's employment and 
economic growth, but it may also strain the 
ability of local or state agencies to provide ser-
vices. Crown argues that although policymakers 
tend to have a positive outlook toward increases 
in demand for privately produced goods, they 
are apprehensive about increased demands on 

"For some real estate developers and 
rural community development experts, 
attracting retirees has become a lucra-
tive venture that can be viewed as a 
new form of light industry. " 

public infrastructure or services. Even though 
health care, for example, is financed primarily 
by private insurance, Medicare, and out-of-
pocket expenditures by the elderly, the state 
must cover medical expenses of the poor, in-
cluding many older people, through Medicaid. 

For some real estate developers and rural 
community development experts, attracting re-
tirees has b e c o m e a lucrative venture that can 
b e viewed as a new form of light industry. The 
perception that the elderly's moving into an 
area can b e as good or better for that local com-
munity than attracting factory jobs has b e e n 
fairly well publicized by the national news 
media . " Currently, reporters are touting rural 
economic development successes in Arkansas 
and North Carolina as well as the economic clout 
retirees traditionally have brought to Florida.12 

Success has also come to communities in parts 
of South Carolina, Georgia, Alabama, and Mis-

sissippi. Furthermore, a study by Mark Henry, 
Mark Drabenstott, and Lynn Gibson (1986) re-
ports that economies based on retirees have out-
paced all others in per capita income growth. 

To summarize, the public impression of mi-
gration to the South—that the region has b e e n 
highly successful at attracting both workers and 
retirees—is generally supported by available 
data. The net in-migration gain of young, rela-
tively well-educated workers has been a vital 
force in enabling some states and metropolitan 
areas to experience burgeoning growth over the 
past few decades. Similarly, newly retired cou-
ples are younger, healthier, and more active 
than their counterparts of a generation ago. As a 
group, migrating retirees are better off than the 
average retired couple that does not move, and 
they have more discretionary income than the 
average American household. 1 3 This group is 
both able and will ing to spend, a trait that is vital 
to local economic performance since spending 
by 100 retiree households is estimated to have 
the same economic impact, or multiplier effect, 
as a new factory with 100 jobs. 1 4 

On the other hand, when migration causes an 
increase in the demand for services, such in-
creases are often viewed with consternation 
because a portion of the cost, say, of medical 
services, is borne by state or local governments.15 

Other potential costs may involve cultural dis-
agreements, including the clash of migration-
fed urban growth and nearby rural interests for 
scarce land. 1 6 Migration can also generate other 
possibly important problems associated with 
competing demands. For example, poor adults 
with families and more affluent singles may 
contend for available housing or may have con-
flicting views on providing schools for the young 
or hospitals for the elderly. In Florida and else-
where, retirees commonly oppose tax increases 
to fund services they do not use. 1 7 

The Future of Southern Migration 

Current patterns of interstate and interre-
gional migration are sending mixed signals 
about what may lie ahead. Net migration to the 
South declined from 426,000 in the year ending 
in March 1984 to 160,000 in 1985 and 35,000 in 
1986.18 This sharp drop-off is consistent with 
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shifting strengths and weaknesses in the na-
tion's economic sectors and differences in state 
economic dependencies on particular indus-
tries. In a few instances, turnarounds in state 
migration tendencies have been well publicized, 
primarily for states dependent on the flagging 
energy sector or those that benefit from re-
newed manufacturing strength. For example, 
Alvin J. Sanders and Long (1987) note that, 
according to Internal Revenue Service (IRS) 
figures, the net Michigan-to-Texas migration 
had nearly dried up by 1985 from a positive net 
flow into Texas of more than 30,000 in 1980.19 

They also observe that Texas lost migrants to all 
six of its southeastern migration partners (Flor-
ida, Tennessee, Georgia, Alabama, North Car-
olina, and Virginia) between 1984 and 1985. 

Sanders and Long argue in general that: 

N o w t h e long -s tand ing pa t t e rn tha t l i nks t he 
S u n b e l t g iants t o o n e ano ther and t o o the r 
s ta tes in t h e S o u t h a n d N o r t h has d i s i n t e -
g ra ted : T h e t rad i t i ona l ne t sou thward f low of 
p e o p l e in to F lor ida f rom t h e o the r southeast -
e r n s ta tes has d i s a p p e a r e d . T h e m i g r a t i o n 
s t ream tha t sends sou the rn res iden ts West has 
b e e n e x c e e d e d b y a coun te r f low f rom West 
t o East .2 0 

The authors also argued that the Sunbelt 
giants—California, Texas, and Florida—have be-
come "revolving doors," pulling people from 
the Northeast and Midwest and then sending 
them out to other states in the South and West. 
Sanders and Long assert that the key question 
for the future is how the migrants from the 
Northeast and Midwest to the South and West 
will distribute themselves within these regions. 

In an extension of the current low-migration 
experience, one can argue that net southern in-
migration will continue at the low 1986 level for 
at least several more years. In this scenario, 
lingering weakness in energy-dependent south-
ern states and continued economic rebound in 
northern manufacturing states lessen the tra-
ditional push and pull factors that sent so many 
workers to the South before 1985. Even formerly 
burgeoning Florida and metropolitan areas 
such as Atlanta and Nashville might now b e 
experiencing notable reductions in net in-
migration; evidence in this area is still only 
fragmentary, though, and is based on moderat-
ing employment and other labor market figures 
and softer housing market conditions rather 

than direct measurements of migration flows. 
Moreover, longer-run demographic forces ap-
parently are likely to cause reduced in-migration 
in the remaining year of this decade and in the 
1990s. Fewer people will b e migrating for two 
reasons: the post baby-boom generation is 
smaller, and the baby-bust cohort born during 
the Great Depression will reduce the number of 
new retirees during the 1990s. 

What differences can we expect in the future 
pattern of southern population growth? By mak-
ing certain assumptions about age-specif ic 
migration rates as well as mortality and fertility, 
population growth can b e projected fairly sim-
ply. Table 8 shows alternative migration projec-
tions based on the propensities prevailing in 
the late 1970s versus those in the first half of the 
1980s.21 These forecasts indicate that the de-
cline in total net migration to the South, under 
either assumption, will continue for the remain-
der of this century as a consequence of the long-
run demographic forces mentioned above. For 
example, if the migration rates of the first half of 
the 1980s hold steady, the South will add about 
75,000 fewer people per year from migration in 
the late 1990s compared to its gains in the late 
1970s. Significantly for Florida, more than 31,000 
fewer people aged 65 and over would b e migrat-
ing to the South; by the mid-1990s, this could 
amount to roughly a 10 percent decline. 2 2 

The total amount of net in-migration is roughly 
the same during the 1985-2000 period under 
both sets of assumptions, but differences in 
age-specific migration rates influence timing 
and age patterns significantly. For example, the 
late 1970s migration rate for the elderly was 
significantly higher than in the first half of the 
1980s. As a consequence, the elderly account for 
a larger migration share under the 1970s sce-
nario. The total amount of migration gain also 
shifts under the two sets of rates, with a greater 
gain developing by the end of the century under 
the late 1970s rates. 

By the year 2000, the South should have a 
slightly higher population under the 1980s migra-
tion scenario and a slightly smaller elderly pop-
ulation. These differences are attributable to 
the greater relative tendency of the young to 
migrate to the South under the 1980s scenario 
and vice versa for the 1970s scenario. If the very 
low current (1986) migration rates to the South 
continue, or if a rebound reaches only the 100,000 
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to 150,000 annual level from the 35,000 gain in 
1986, the southern economy is likely to slow 
appreciably—to a pace substantially more re-
strained than that of the late 1970s—from the 
growth that would occur under the migration 
paths shown in Table 8. 

Naturally, the actual future course of migra-
tion to the South and the region's economic 
growth will b e affected strongly by the national 
environment. However, within that context, cer-
tain shifts are significant for southern states. For 
example, elderly migrants are becoming more 
affluent and thus can b e expected to have an 
increasing impact as they spend more. In addi-
tion, migration rates for the elderly might rise 
again in the 1990s as the popularity of retire-
ment planning climbs and continued improve-
ments in the health of older people enable 
more of them to relocate easily. More and more 
retirees also have visited or lived in different 
parts of the country and thus may b e more 
receptive to moving during retirement. These 
factors, along with a growing shortage of young 
workers, could also increase the labor market 
effects of elderly migration by making it finan-
cially possible for more of the North's elderly 
to migrate. 

A final caveat is in order. U.S. Census Bureau 
and other projections of migration and popula-
tion growth that are driven by the changing size 
of age cohorts and constant fertility, mortality, 
and migration rates are inherently prone to 
error. Virtually all projections of U.S. interregion-
al migration implicitly assume that attractive 
living costs and employment opportunities for 
individuals, along with lower labor, land, and 
other resource costs for businesses, will continue 
to attract newcomers to the South. However, his-
torical experience and theoretical expectations 
suggest wages and living costs in the South and 
the rest of the nation will continue to move 
toward equality. For example, increased popu-
lation density and the need for more public 
infrastructure may cause the cost of living in the 
South to rise at an above-average pace. 

If the national and regional economic en-
vironments shift as suggested above, the condi-
tions that favored the South in the past decade 
are unlikely to favor it as strongly in the coming 
dozen years. Over time, the convergence proc-
ess would diminish the S o u t h s net economic 
advantages. The momentum from demographic 
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forces is also waning. Nonetheless, while the 
S o u t h s population gain from migration can b e 
expected to slow, it is highly unlikely that net in-
migration will evaporate entirely. 

Conclusion 

The 1970-85 period may eventually b e viewed 
as a watershed for the South. During this time, 
millions of people flocked to the South whereas, 
previously, migration streams had tended to 
flow North and West. The surge of migration to 
the South coincided with and reinforced the 

region's economic growth and development to 
the point where the southern economy advanced 
at a pace above the U.S. average. The South's 
favorable cost of production and living con-
ditions fostered higher growth and attracted 
workers and businesses to the region. More-
over, demographic changes were ideal for help-
ing transform the South's economy. In the future, 
as the region approaches other parts of the 
country in wages and cost of living, these relative 
advantages should erode. Weakening of the 
region's competitive advantage would reinforce 
the pattern of slower growth resulting from 
reduced demographic-influenced migration to 
the South. 
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Notes 

'Technically, projections differ from forecasts in that the 
former only represent the mathematical results of a model 
that incorporates precise assumptions concerning rates of 
fert i l i ty, mortality, and migration. These assumptions 
usually emphasize current trends. When the mathemati-
cal results are expected or anticipated, they are called 
forecasts. 

2For a detai led discussion of this turnaround in inter-
regional migration, see Kahley (1982). 

3State level data that are comparable to the regional data 
shown in Table 2 are not available because of the l imited 
sample size of the U.S. Census Bureau's Current Popula-
t ion Survey. 

Comprehensive surveys of the extensive migration litera-
ture that are recommended to the interested reader are 
Greenwood (1985) and Greenwood (1975). 

5Greenwood (1985): 524. 
6Rone (1986) presents a comprehensive review of shifts in 
regional economic performance and job growth as well as 
a good discussion of the many factors that can alter 
regional advantages. 

7The 1980 Census of Population counted students where 
they lived while attending school, and the 1980-85 survey 
data included students as part of their parental house-
hold. 

^The overall poverty rate for out-migrants from the South in 
the 1980-85 period was 16.8 percent, and the rate for black 
out-migrants, who made up 13 percent of total out-
migration, was 35.8 percent. Thus, southern out-migration 
also contributed to a narrowing of the non-South/South 
poverty gap by raising non-South poverty. 

9This number was arrived at as follows: After-tax mean 
household income of elderly migrants from New York to 
Florida was $16,545 in 1979, and 70,806 elderly house-
holds migrated to Florida in the 1975-80 period. Assum-
ing, conservatively, that household expenditures equaled 
household income, Crown calculated that from 1975 to 
1980 the increase in expenditures in Florida caused by the 
migration of households from New York was about $1.163 
bill ion. He estimated that the comparable rise in expen-
ditures in New York due to migration of older households 
from Florida was $57 mil l ion (3,420 households x $16,600). 
The $1.71 b i l l ion absolute value difference between 
$ 1. 163 bi l l ion and $57 mil l ion is his crude estimate of the 
net effect of the migration exchange. 

I ^These numbers are small compared to personal income in 
the region or even in Florida, where income is approach-
ing $200 bi l l ion annually. However, the high share of the 
South's $3.6 bi l l ion gain resulting from New York-Florida 
exchange correctly suggests that the geographic pattern 
of elderly migration and the benefits it confers are highly 
concentrated. For several decades, one out of four elderly 
interstate migrants has been relocating to Florida. Even 
so, the volume of nonelderly migration there exceeds that 
of elderly migration. 

I I An excellent recent example is Richards (1988). This arti-
cle cites impressive anecdotal benefits that retirees bring 
to communities. A lengthier story told in a similar vein is 
found in Edmonson (1987). 

l 2An informal calculation by Leonard Sahling of Merri l l 
Lynch Real Estate suggests that one extra job is created 
for each retired couple that moves into Florida. Richards' 
(1988) article quotes state officials and developers who 
variously claim that an addit ional retiree household gen-
erates 0.25, 0.33, 0.60, and 0.70 new jobs for each retiree 
household that migrates to a community. 

13Sahling and Strubel (1988). 
l 4Phi l l ips Publishing Company, The Retirement Letter, 

no. 238, September 1988. This estimate is based on an 
unpublished study by Mark Fagan, Jacksonville (Alabama) 
State University. 

1 ^Health care provides one-quarter of Florida's service jobs. 
Medicaid, the state-supported program that pays the 
medical expenses of low-income people, cost Florida 
$581 mil l ion during the 12 months ending in June 1982, 
and over$l bi l l ion in 1986. This health tab is projected to 
continue rising as Florida's elderly increase in number. 

16Richards (1988) reports on the spray-painting of a dump-
ster neara retirement development in South Carolina with 
the message "No more damn yankees." 

,7See Kahley (1988) for a detai led discussion of this issue 
and Florida's growth infrastructure needs, which are in large 
measure attr ibutable to populat ion gain from migration. 

I8U.S. Department of Commerce, Bureau of the Census, 
Current Populat ion Reports, Geographical Mobility: 
March 1985 to March 1986, Series P-20, no. 425, June 1988. 

19IRS data and Census of Population statistics are not strictly 
comparable because the Census counts students as living 
where they go to school, but the IRS places them in their 
parents' homes. Also, the Census tallies military person-
nel based on where they are stationed, but the IRS bases 
its numbers on mail ing addresses. The IRS data also 
should be used cautiously. For the most recent year avail-
able, 1986, the migration gap between Texas and Michigan 
reappeared, contrary to the experience predicted by San-
ders and Long, and perhaps also to economic develop-
ments in the two states. 

20Sanders and Long (1987): 39. 
21 As a consistency check, the total populat ion projections 

from this exercise (not shown in Table 8 but available from 
the author of this article) were compared to newly re-
leased population projections for U.S. states and regions 
made by the U.S. Department of Commerce. See release 
CB88-48, Apri l 1988, and Current Populat ion Reports, 
Series P-25 (forthcoming report). Population totals for 
1990, 1995, and 2000 for the South and non-South United 
States are nearly equal for the two sets of projections after 
factoring out the effect of international migration that is 
included in the U.S. Census Bureau's projections but ex-
cluded in the author's projections. 

22Coincidentally, Florida's official state population projec-
tions show that net migration of people aged 65 and over 
declines by 31,000 from 1985-90 to 1995-2000. Overall 
migration gain drops from 1.3 mil l ion to 1.17 mil l ion in the 
same period. These are unpublished data made available 
to the author by Stanley K. Smith, Bureau of Economic and 
Business Research, University of Florida. The bureau pre-
pares the official state projections. 
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Poverty in the South 
Jon R. Moen 

Though the South's manufacturing sector has been updated in the last two decades and though migration of 
people and companies to the region has moved the income of Southerners closer to that of the nationwide income 
level, large numbers of the regions citizens, especially its black and rural citizens, are still impoverished. In this 
article, the author studies the distribution of the poor throughout the region and suggests that increased educa-
tion and stable employment are two ways of mitigating the poverty problem, particularly in rural areas. 

Since the Civil War, if not before, poverty has 
been more widespread in the South than in the 
rest of the United States. Although rapid eco-
nomic growth has brought the region closer to 
the national average of per capita personal 
income, not everyone has shared in this prog-
ress nor have some states benefited as much as 
others. Less educated and low-skilled people 
have often been left behind, and those already 
living in poverty have become relatively poorer 
because a higher-income population has been 
migrating from the North. This article examines 
the demographic distribution of poverty in the 
South, evaluates the effectiveness of some 
current poverty-directed programs, and sug-
gests some ways to curtail the region's persis-
tent poverty problems. 

Most people have little trouble recognizing 
poverty, though characterizing accurately what 
"being poor" is presents greater difficulty. 

Nevertheless, precise definitions and iden-
tification of poverty are critical for making 
decisions on how to battle it. A program that is 
appropriate for the elderly poor may be ineffec-

The author is an economist in the regional section of the 
Atlanta Fed's Research Department 

tive for impoverished young people or single 
parents. Moreover, the rural poor have different 
concerns than do unemployed urban workers 
and inner-city families. Therefore, to design 
appropriate policies, individuals and govern-
ments need to know who is poor, where they 
live, and, whenever possible, whether their 
spells of poverty are chronic or intermittent. A 
comparison of southern and U.S. poverty reveals 
that the southern poor, on average, are more 
geographically dispersed and, to a lesser ex-
tent, demographically distinct from those in the 
nation overall. Poverty-directed efforts in the 
South must, as a result, be targeted differently 
from national programs. 

If the South's economic expansion is to con-
tinue, the poor need to be brought more fully 
into the work force, especially as labor becomes 
scarcer in the future. Workers must have higher 
education and skill levels as manufacturing be-
comes more technologically advanced and as 
employment in information-based service in-
dustries becomes more widespread. Because 
the South does not compare well against the 
nation in educational achievement, programs to 
improve schools and occupational training will 
be particularly important in reducing the re-
gion's level of poverty. 
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Who is Poor in the South? 

In 1986, 16.1 percent of the Souths popula-
tion lived in poverty compared to 13.6 percent 
for the United States.1 Since 1970, however, the 
incidence of poverty has declined in the region, 
while rising in the nation as a whole. In 1970,20.3 
percent of the S o u t h s population lived in 
poverty, yet just 12.6 percent of the U.S. popula-
tion that year was considered poor.2 

Poverty Distribution by Household Classifi-
cation. One way to study the composition of 
poverty in an area is to classify ind ividuals by the 
types of households in which they live. This form 
of analysis reveals that the South has higher 
poverty rates in each category than the nation, 
although the patterns of the two are similar (see 
Chart I). The distribution of all persons across 
the different types of households is also roughly 
the same for the South and the nation; the same 
is true for the population in poverty. Table 1 pre-
sents the distribution of persons in poverty by 
household type and race for the region and the 
nation. The numbers in each column indicate 
the percentage of poor individuals that lives in 
each household classification. The figure in 
parentheses shows that group's representation 

Chart 1. 
Poverty Rates by Household Type, 

1986 
All Persons 

Families 

Unrelated Males 

I T 

Unrelated Females 

Female-Headed Households 

• " • J " " " — • • » I r ' ' I Percent 
0 10 2 0 3 0 4 0 

• South 

• U.S. 

In each household classification, southerners were more 
likely to be poor than were U.S. citizens in general. 

Source: U.S. Department of Commerce, Bureau of the Census. 
Poverty in the United States: 1986, Current Population 
Reports, Series P-60, No. 160, tables 5 and 6. 
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Table 1. 
Distribution of Poor Population by Household Type, 1986 

(percentages) 

Female-headed 
household, no 

Families Unrelated males Unrelated females husband present 

White South 75 (87) 7 (6) 15 (6) 22 (10) 
U.S. 7 4 (86) 8 (6) 15 (7) 28 (10) 

Black South 83 (87) 6 (6) 9 (6) 58 (35) 
U.S. 8 2 (86) 7 (7) 9 (6) 61 (34) 

The numbers in each column Indicate the percentage of all poor people in each household classification. The number in 
parentheses shows that group's representation in the total population. For example, among white southerners in poverty, 
75 percent lived in a household with their family. In the total population of white southerners, 8 7 percent lived in a household 
with their family. The total of the four categories does not sum to 100 percent for two reasons: (1) households with female 
heads are counted as families and are included in that category in addition to being a separate classification and (2) a small 
category, "persons in unrelated subfamilies," is not presented. These individuals live in families within a household but are 
not related to the household head. 

Source: See Chart 1. 

Table 2. 
Poverty Rates in the South by Race according to 

Type of Household and Degree of Urbanization, 1986 
(percent in poverty) 

All 
persons Families Unrelated males Unrelated females 

Female-headed 
household, no 

husband present 

Central cities 

White 13.3 11.6 14.2 24.8 28.4 
Black 30.3 29.0 30.9 44.1 50.5 

Urban/outside 
central cities 

White 8.1 6.8 13.0 21.1 20.5 
Black 26.9 25.8 28.9 46.0 56.2 

Nonmetropoli tan 
areas 

White 16.5 14.5 36.0 40.0 34.2 
Black 43.6 41.2 50.2 67.9 65.9 

Source: See Chart 1. 

in the total population. For example, among 
white southerners in poverty, 75 percent live in 
households made up of families, whereas 87 per-
cent of the total white southern population live 
with their families. On the other hand, among 

poor blacks nationwide, 61 percent live in a 
female -headed household with no husband 
present, though only 34 percent of the total 
black population in the United States lives in 
this type of household. 
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Persons in families with two or more adults 
have the lowest poverty rates, while those in 
households headed by a woman with no hus-
band present have a much higher rate. Unre-
lated individuals living separately also have 
higher-than-average poverty rates. The dif-
ferences between household types are about as 
great for the nation as a whole, although each 
category has higher rates in the South than in 
the nation. Consistent with the behavior of the 
overall poverty rate in the South since 1970, 
each category's rate has fallen roughly 20 per-
cent. The relative ranking by household type or 
race has not changed significantly during this 
period. 

Poverty Distribution by Race. Race is still the 
most important indicator of poverty in the South 
and the United States. On average, blacks are 
three times more likely to b e poor than are 
whites. Across all household types and geo-
graphic locations, blacks' poverty rates are 
higher (see Chart 2 and Table 2). More than half 
of all blacks in female-headed households live 
below the poverty level. This situation exacer-
bates the poverty problem for blacks in general 
because female-headed households are more 
predominant among them. Only 10 percent of 
whites as opposed to about one-third of blacks 
fall in this household classification, a pattern 
that holds for the nation as well as the South.3 

It is sometimes pointed out that poor whites 
outnumber poor blacks. That statement ob-
scures the fact that in the South blacks make up 
40 percent of the poor but just 20 percent of the 
total population. Their disproportionate rep-
resentation in this income category appears 
across all household types (see Chart 3). The 
confusion over who suffers more from poverty 
results from mistakenly comparing numbers or 
levels to percentages or rates; more whites suf-
fer from poverty, but proportionately far more 
blacks are poor. 

A Comparison of the Nation and the Region. 
Southern and U.S. poverty differ in some impor-
tant respects. Poverty in the South is less urban 
than in the rest of the country, primarily because 
the population distribution, especially among 
blacks, is less urban in the South. Fewer than 
two-thirds of the southern poor are urban resi-
dents, while nationally almost three-quarters of 
poor whites and virtually all poor blacks live in 
or near cities (see Table 3). In the South, poor 

Chart 2. 
Poverty Status of Southerners 

by Race, 1986 
(percent in poverty) 

All Persons 

Families 

Unrelated Males 

Unrelated Females 

Female-Headed Households 

i i I I I 1 
0 10 2 0 30 4 0 5 0 

• White 

• Black 

In each household classification, black southerners experi-
enced more widespread poverty than did white southerners. 

Source: See Chart 1. 

blacks and whites are distributed in a like 
fashion across urban and rural areas. Whites are 
spread similarly across the South and non-South, 
whereas the black population outside the South 
is located almost completely in metropolitan 
areas. The largest share of poor southern blacks 
lives in towns and rural areas. In the rest of the 
country nonmetropolitan poverty is confined 
almost exclusively to whites. 

Prior migration patterns help to explain these 
differences regarding poverty, race, and loca-
tion. When blacks were migrating from the 
South earlier this century, few settled in smaller 
towns and rural areas in the North and West. 
Most of the manufacturing jobs that blacks 
sought were in urban areas. In the South, on the 
other hand, many blacks continued to b e farm-
ers and agricultural laborers, occupations that 
often garnered only subsistence income.4 

Poverty rates for southern blacks are lowest in 
metropolitan areas outside central cities, as is 
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Chart 3. 
Distribution of Individuals 

in the South by Race 
according to Household Type 

and Location, 1986 

All persons 

Percentage of total population 

Percentage of poor population 
1 

Persons in families 

Percentage of total population 
r~8ô% 

Percentage of poor population 

Persons in female-headed households 

Percentage of total population 
53% 

Percentage of poor population 
r ^ [ 

Persons in central cities 

Percentage of total population 
I 70% 

Percentage of poor population 

Persons in urban areas outside central cities 

Percentage of total population 
88% 

Percentage of poor population 

Persons in nonmetropolitan areas 

Percentage of total population 

I 78% 

Percentage of poor population 

I 58% 

0 10 2 0 3 0 4 0 5 0 6 0 70 8 0 9 0 100 

• White 

EZZ3 Black 

In each classification, blacks experience more poverty than 
whites. For example, outside of central cities, 12 percent of 
all people are black, but 31 percent of the poor are black. 

Source: See Chart 1. 

true for whites (see Table 2). Areas outside of 
central cities—referred to here for simplicity's 
sake as "suburbs"—have the lowest poverty 
rates throughout the nation on average, and 
suburban blacks in nonsouthern states have 
poverty rates that approach the national rate for 
whites. White rates in the suburbs, however, are 
substantially lower than the national averages 
for whites and blacks. 

Groups with Higher Poverty Rates. House-
holds headed by females with no spouse pre-
sent are much more likely to be impoverished 
than are other households. Of all categories, the 
contrast between white and black poverty is 
most apparent here. While 10 percent of whites 
in the South live in female-headed households, 
that figure is over 34 percent for blacks. The 
incidence of poverty is more than twice as high 
among blacks as among whites in female-headed 
households (56.5 percent vs. 26.6 percent), and 
in nonmetropolitan areas the rates are even 
higher—65.9 percent vs. 34.2 percent. Compare 
these high rates to overall poverty rates for 
blacks and whites: 33.6 percent and 11.8 per-
cent, respectively. 

In contrast to the poverty experience for other 
family types, the numbers and proportion of 
poverty-stricken female-headed households 
have increased in the South since 1979. During 
that time, the number of poor living in these 
households has risen dramatically—by 41 per-
cent for whites and 46 percent for blacks. The 
number of persons living in households headed 
by women has also increased substantially—up 
33 percent for whites and 35 percent for blacks 
since 1979. 

Several other demographic groups in the 
South and the nation have higher-than-average 
poverty rates. Persons who are 65 and older are 
slightly poorer on average than people of all 
ages (17 percent vs. 16 percent). Moreover, 
elderly persons living alone have much higher 
poverty rates than older people on average. 
Almost 30 percent of older whites living alone 
were poor compared to 14 percent of all older 
whites. The pattern is similar for older blacks; 
38 percent on average were poor, while 61 per-
cent living alone were impoverished.5 

Similarly, children are somewhat more likely 
to b e poor in the South than in the rest of the 
nation; 15.8 percent of white children and 
44.8 percent of black children in the South are 
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Table 3. 
Location of Poor Population by Race and Urban Area, 1986 

Central Cities 

Female-headed 
household, no 

Families Unrelated males Unrelated females husband present 

White South 27 (24) 35 (40) 32 (34) 3 4 (32) 
U.S. 36 (22) 46 (40) 39 (35) 46 (37) 

Black South 38 (42) 4 4 (51) 45 (52) 43 (48) 
U.S. 85 (76) 87 (81) 82 (77) 86 (82) 

Urban/Outs ide Central Cities 

Female-headed 
household, no 

Families Unrelated males Unrelated females husband present 

White South 32 (48) 3 4 (41) 31 (39) 32 (42) 
U.S. 34 (53) 3 0 (43) 37 (43) 33 (46) 

Black South 21 (26) 18 (22) 19 (21) 2 0 (21) 
U.S. 13 (24) 11 (19) 17 (23) 13 (17) 

Nonmetropoli tan Areas 

Female-headed 
household, no 

Families Unrelated males Unrelated females husband present 

White South 41 (29) 31 (19) 37 (27) 33 (26) 
U.S. 3 0 (22) 24 (17) 24 (18) 21 (18) 

Black South 41 (32) 38 (27) 36 (27) 37 (31) 
U.S. 2 (1) — — — — — — 

The numbers in each column refer to the percentage of all poor people in each location, and the number in parentheses 
indicates the percentage of all people that lives in each classification. For example, 19 percent of poor southern blacks in 
households of unrelated females lived in urban areas outside central cities. On the other hand, 21 percent of all southern 
blacks in households of unrelated females lived in urban areas outside central cities. Since this table does not show a dis-
tribution of the poor across household classifications (as does Table 1), the rows across do not sum to 100. However, the 
vertical columns total 100 when one adds the figures that apply to each regional or national race category for each location 
and household classification. For example, among poor white southern families, 27 percent live in central cities, 32 percent 
live in urban areas outside central cities, and 41 percent live in nonmetropolitan areas. 

Source: See Chart 1. 

poor, compared to 15.3 and 42.7 percent, re-
spectively, in the nation. In female -headed 
households the figures are much higher in both 
the United States and the South. Over 40 per-
cent of white children and nearly 70 percent of 
black children in female-headed households in 
the South are living in poverty.6 

In short, persons living outside of "tradition-
al" two-parent households have a much higher 
chance of being poor than persons in families 

with both spouses present. Events that break 
up or hinder the formation of families—like di-
vorce, teenage pregnancy, or death of a s p o u s e -
appear to b e some of the causes of poverty, 
rather than life in a nontraditional household 
itself. The proportions of both poor and non-
poor population living in nontraditional house-
holds are about the same in the South and the 
rest of the nation. However, the location of these 
households is less urban in the South, espe-
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daily for blacks, and the incidence of poverty is 
higher in all household types in the South than 
in the rest of the nation. 

The South s Persistent 
Poverty Problem 

More than 90 percent of U.S. counties where 
poverty persists are located in the South, par-
ticularly in Appalachia and the Mississippi 
Delta cotton-growing area.7 A county with per-
sistent poverty has had per-capita income in the 
lowest quintile—that is, the lowest 20 percent in 
terms of per capita incomes among counties in 
the United States—for the past three decades. 
This type of county tends to be rural and thinly 
populated—containing about 6 percent of the 
nonmetropolitan population. In counties with 
persistent poverty, disproportionate levels of 
persons have physical disabilities and health 
problems that prevent them from participating 
fully in the labor force. Blacks are concentrated 
in these counties, as are individuals with low 
education. Even though these counties are 
rural, some of them are also dependent on 
manufacturing for wage and proprietor income; 
this reliance reduces the option to use farm 
income maintenance and crop subsidy pro-
grams, which have provided almost half of total 
farm income in the United States in recentyears. 
Few counties have much dependence on ser-
vices or government employment as a source 
of income.8 

Many counties with continuing poverty prob-
lems were at one time dependent on agricul-
ture and forestry. However, the mechanization 
of cotton-picking and timber-cutting eliminated 
many low-skill, low-wage jobs. In the 1940s and 
1950s some of the displaced population moved 
north to seek manufacturing jobs. Others re-
mained in the South and worked in rural manu-
facturing industries like textiles and food or 
paper processing, which at the time required 
low-skill labor. A remaining segment of the pop-
ulation joined the ranks of the poor or took up 
farming on marginal land. During the 1980s rural 
manufacturers who had relied on low-wage labor 
began to modernize as domestic and foreign 
competition made cost reduction urgent. Em-
ployment levels of unskilled workers dropped, 

although the demand for skilled workers to 
operate the new machines has remained strong. 
In these rural manufacturing counties techno-
logical change has adversely affected the poor 
and unskilled in each of the last two genera-
tions. (The article by Gene D. Sullivan and David 
Avery on page 2 discusses the changing com-
position of manufacturing in the South. They 
point out that the demand for higher wage, 
skilled labor predominates in urban areas.) 

Because many people in counties with persis-
tent poverty have less access to education, 
health care, and other resources to improve 
their skills and productivity, underemployment 
in poor counties is extensive. Low labor force 
participation results in lower income, which 
helps to perpetuate poverty. Insufficient skills 
also prevent many of the poor from taking jobs 
in manufacturing elsewhere. 

What Should Be Done about Poverty? 

Researchers and policymakers are handi-
capped in their efforts to formulate solutions to 
reduce poverty because they do not fully under-
stand its cause.9 They do recognize, though, 
that people living in poverty are in general 
poorly educated, which contributes to their in-
ability to obtain good-paying jobs. Being black 
or living in a female-headed household adds to 
one's chance of being poor. Unemployment 
resulting from business cycle downturns or a 
long-run restructuring of the economy explains 
some of the rise in poverty in the early 1980s. 
Coming from a poor family increases one's 
chance of being poor as well. 

Are Current Programs Effective? Though the 
results have been sketchy at times, several 
lessons can be learned from the attempts over 
the past 20 years to lessen poverty. Programs 
like Head Start that try to improve the skills and 
education of the very young have had some suc-
cess in helping people escape impoverishment 
Such efforts have contributed to a reduction in 
high school dropout rates—increasing the chance 
of future employment—and even have helped 
increase enrollment in further education or 
training programs. Programs like the Job Corps, 
which provides remedial education and some 
training for disadvantaged youth, also have 

42 ECONOMIC REVIEW, JANUARY/FEBRUARY 1989 

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



benefited a number of individuals and com-
munities. Gauging the extent of these programs' 
s u c c e s s e s relative to their costs is difficult, 
though, because the results unfold slowly. When 
it comes to adults, 1 ittle evidence exists to show 
that education and training programs have in 
fact helped reduce their poverty rate. 

Aside from education, income transfers— 
that is, direct payments from government to 
individuals—have reduced the incidence of 
poverty. The Social Security Administration's 
payments in particular have reduced poverty 
rates of the nonaged in addition to those of the 
elderly and retired. Income transfers through 
Social Security, Unemployment Insurance, Work-
ers' Compensation, various government pen-
sions, and Medicare have been greater than 
those provided by the means-tested and welfare-
oriented programs such as Aid to Families with 
Dependent Children (AFDC), Supplemental 
Security income, general assistance, food stamps, 
school lunches, or subsidized housing. This dis-
parity helps explain the greater drop in poverty 
among the elderly than among the nonelderly. 
Of course, some of the payments, particularly 
Social Security, go to retirees, many of whom 
were not poor before they retired. The addi-
tional income supplements their savings. How-
ever, Social Security may have replaced some 
private saving for retirement. 

Income transfers such as the ones mentioned 
above reduce the labor supply. Yet, with the dif-
ficulty in measuring changes in the labor supply 
and the differences in the programs being 
studied, the overall reduction in work is difficult 
to gauge.1 0 Nevertheless, many studies indicate 
that some withdrawal of labor occurs because of 
transfer payments, which dampens their effec-
t iveness in eliminating poverty by reducing 
earned income. More difficult to es tabl ish 
clearly has b e e n a relationship between wel-
fare or income transfers and the rise of female-
headed households, the increasing number of 
children born outside of marriage, or the de-
velopment of a permanently welfare-dependent 
class. The current programs do not seem to 
exacerbate poverty, but whether they have 
helped reduce it is not yet certain either. 

Migration from low- to-high wage areas is a 
way that persons can improve their income and 
perhaps escape poverty. However, general eco-
nomic growth appears to have been more im-

portant than migration in reducing impoverish-
ment in the South relative to the rest of the 
nation in the late 1970s. Actually, a net migration 
of poor people into the South took place during 
this time.1 1 During the 1980s, when the southern 
economy began growing rapidly, the higher in-
c o m e s of in-migrants helped to reduce the 
South's poverty rate. (The article by William J. 
Kahley on page 18 gives more detail on the role 
of migration in the South's recent economic 
development.) 

Conclusion 

The Souths fight against poverty presents 
several challenges. Relative to the rest of the 
nation, the low levels of education in the region 
and the recent success of educational enhance-
ment in the early years indicate that improving 
the young's learning skills may b e t h e most 
effective method of helping the South reduce 
poverty at least to the nation's rate in the long 
run. If educational programs work, they will also 
lessen the need for welfare and relief payments 
in the future. Though t h e s e payments have 
helped people rise above the poverty thresh-
old, they are unlikely to eliminate the causes 
of poverty. 

One major characteristic distinguishes south-
ern poverty and may call for a different mix of 
government programs in the region: the greater 
tendency of southern poor to b e in rural loca-
tions. Bringing aid to the poor is more difficult 
and perhaps more costly in rural areas. When 
poverty is geographically more concentrated, as 
it is in cities, identifying the impoverished and 
making them aware of available benefit pro-
grams is easier. Rural poverty tends to b e more 
dispersed, which renders delivery of aid and 
education more difficult. Yet improved educa-
tion and training are vital if the rural poor are to 
secure jobs that pay more than a subsistence 
income, either in their current home or one to 
which they have migrated. Because not all rural 
poverty stems from low farm income, steps to 
revitalize rural manufacturing and produce bet-
ter paying jobs may b e useful in the long run to 
diminish southern rural poverty. Better educa-
tion will help to assure that manufacturers will 
have access to a skilled labor force, thus improv-
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ing the attractiveness of rural areas for poten-
tial investors. 

The slightly larger shares of the poor in the 
South who are young or living in female-headed 
households also distinguish this region from the 
rest of the country. Members of this group of 
poor are less likely to b e able to take advantage 
of the benefits offered through the Social Security 
Administration, which, as mentioned before, 
has helped boost many of the elderly above the 
poverty threshold. In 1984 about $100 billion of 
aid was provided nationally to families through 
the various means-tested plans like AFDC and 
food stamps. Social Security's retirement in-
surance provided about $375 billion overall in 
1985, although much of it was not available to 
young people with little or no work history.12 

AFDC benefits vary greatly across the nation, the 
lowest levels being dispensed in the South. In 
1985 Mississippi made available to families an 
average of $103.50 in monthly benefits while in 
Minnesota, for example, the average benefit was 
$494.62. The national average was $342.15. 1 3 

Most southern states also receive less revenue 
per capita for welfare expenditure from the 
federal government than the national average 
(see Aruna Srinivasan's article on page 48 for a 
discussion of state finances in the South). By 
raising benefit levels for these programs, there 

seems to b e room to improve the assistance 
provided to female householders without intro-
ducing new programs. 

To fight southern poverty seriously, though, 
raising the educational and skill levels of the 
poor and the rest of the population is, in the 
long run, a key step. Reaching the young with 
better education, and, if necessary, remedial 
schooling will probably b e the most effective 
method of actually eliminating one of the fun-
damental causes of poverty in the South. 

The importance of job creation and stable 
employment is beginning to b e recognized as 
an important approach to reducing poverty 
rates.14 Welfare and assistance programs, though 
helpful economically in lessening short-run suf-
fering, do not s e e m to b e useful in curbing 
poverty and eliminating its fundamental causes. 
With state and local policies encouraging busi-
ness growth in higher value-added industries 
and industries using skilled labor, particularly in 
rural areas, continued emphasis on improving 
education will help reduce d e p e n d e n c e on 
welfare and transfer payments. Relying on jobs 
in low-skill industries will not, because the pace 
of economic development in the region has 
eliminated many of these jobs, first in forestry 
and agriculture and now in texti les through 
technological improvements. 
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Problems in Defining Poverty 

Inaccessibility to resources is certainly a charac-
teristic of being poor, as is a shortage of money 
income. Yet characteristics alone do not tell which 
resources poor people lack or how much money 
they would need to emerge from poverty. Being 
poor is not a clear-cut condition; at no naturally 
defined point does one stop or start being poor. 
Definitions of poverty thus tend to be arbitrary, 
reflecting current beliefs about an appropriate 
standard of living. 

Poverty is usually measured in one of two ways. 
Absolute measures of poverty select a level of 
income below which people are considered poor. 
This level reflects how much society considers to 
be just sufficient to provide basic food and shelter. 
Although this poverty indicator is termed "abso-
lute," a society's values and its degree of concern 
for its less fortunate members, rather than a scien-
tifically determined standard of living, are still 
the focus. 

In a growing economy poverty tends to disap-
pear when measured with an absolute standard. 
This vanishing act is the result of an across-the-
board per-capita income increase coupled with a 
fixed poverty threshold. As income grows, propor-
tionately fewer and fewer people will be found in 
the left tail, that is, the poorer end of the dis-
tribution. 

A relative measure of poverty counts as poor 
those individuals who are in the bottom X percent 
of the income distribution. Like the absolute 
measure, the poverty threshold under a relative 
measure is chosen according to a society's atti-
tudes. In contrast to the absolute measure, though, 
a relative measure does not guarantee that in a 
growing economy fewer and fewer people will be 
below the poverty level. As more income generally 
becomes available, the poverty threshold also 
increases. By definit ion, the proport ion of the 
population living in poverty will remain statis-
tically the same with a relative measure.1 Of course, 
their level of real income may be growing, but they 
will not be advancing on the rest of the popu-
lation. 

This article uses the definition of poverty devel-
oped by the Social Security Administration in 
1964, which is the definition currently used by the 
U.S. Census Bureau in estimating national and 
regional poverty rates.2 The current definition is 
an absolute measure of impoverishment. The 
threshold was established on the basis of the 
Department of Agriculture's 1955 Survey of Food 
Consumption, which revealed that families of 

three or more persons spent about one-third of 
their income on food. The poverty level was subse-
quently established at three times the level of the 
U.S. Agriculture Department's economy food plan, 
a low-cost food budget that provided adequate 
nutrition. Several thresholds were created, de-
pending on the number and age of children in the 
family.5 The average poverty threshold for a family 
of four in 1966 was $3,317. By 1986 it had risen to 
$ 11,203, mostly because of adjustments for infla-
tion. In 1980 the poverty threshold for farm house-
holds was readjusted to be 100 percent of the 
threshold for nonfarm households rather than 85 
percent. 

The downward trend since 1959 in the number 
and percent of persons below the poverty level is 
consistent with that of a growing economy and an 
absolute measure of poverty. Both the number 
and percent have fallen, except during periods 
of recession, although the upturn in black poverty 
between 1986 and 1987 is troublesome. 

The absolute measure used by the Census 
Bureau has its limitations, of course. Variations in 
the cost of living across the nation are not con-
sidered. An individual earning $5,701 in rural Mis-
sissippi faces different costs from someone living 
in Atlanta. The measure no longer adjusts for dif-
ferences in the cost of living between farm and 
nonfarm households, although the small share of 
the population living on farms suggests that most 
adjustments will not make much difference in 
overall poverty rates. Because farm households 
probably now rely less on home production than 
in the past, a lower poverty threshold for farm 
households as measured by money income is 
less important. 

The measure of money income that the Census 
Bureau uses presents its own complications in 
determining the extent of poverty in the United 
States. Money income includes wages and sal-
aries; Social Security, public assistance, and 
welfare payments; dividends, interest, and rents; 
unemployment compensation; and government 
and private pensions. Goods and services pro-
duced and consumed in the home or on a farm are 
not included in money income, nor is noncash 
income like food stamps, health benefits, sub-
sidized housing, and employer contributions to 
health insurance or retirement plans. According to 
the Census Bureau, 59 percent of all poor house-
holds received at least one of the following non-
cash benefits in 1985: food stamps, Medicaid, 
subsidized school lunches, and public or sub-
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sidized housing. If certain noncash benefits were 
included in income, the Census Bureau claims, the 
poverty rate would fall between 8 and 34 percent.4 

Other noncash benefits like employer-provided 
stock purchase plans and company perquisites 

are probably not widely available to working per-
sons below the poverty threshold, and their inclu-
sion in income would have little effect on mea-
sured poverty rates. 

Notes 

1 Using a percent of median income as a poverty thresh-
o ld wil l result in fewer impoverished people if income 
inequality is reduced. Victor Fuchs has suggested that 
50 percent of median income be used as a poverty 
threshold ["Redefining Poverty and Redistributing In-
come," The Public Interest 6 (Summer 1967): 3-27.1 

2 Isabel Sawhill points out that the official def ini t ion has 
been useful for analyzing trends in poverty rates. Even 

though di f ferent measures produce dif ferent point 
estimates, the trends are consistent. See her article, 
"Poverty in the U.S.: Why Is It So Persistent?" The Journal 
of Economic Literature 26 (September 1988): 1073-1119. 

3See Poverty in the United States: 1986, U.S. Bureau of 
the Census, Current Population Reports, Series P-60, 
No. 160, pp. 154-55, 1988, for details. 

4I bid., p. 3. 

Notes 

'The U.S. Census Bureau defines the South as Alabama, 
Arkansas, Delaware, the District of Columbia, Florida, 
Georgia, Kentucky, Louisiana, Maryland, Mississippi, 
North Carolina, Oklahoma, South Carolina, Tennessee, 
Texas, Virginia, and West Virginia. 

2The 1970 figures are from the 1970 Census of Population, 
vol. I, Characteristics of the Population, part I, U.S. 
Summary-sec. 1, table 135 (Government Printing Office; 
Washington D.C., June 1973). The estimates for 1986 are 
taken from Poverty in the United States: 1986, U.S. Bureau 
of the Census, Current Population Reports Series P-60, No. 
160, 1987. This same source, tables 5 and 6, was used for 
the other 1986 figures as well. 

3 ln the South, races other than whites and blacks account 
for about I percent of the population, and their poverty 
rate averages 11 percent. 

4See Gavin Wright's Old South, New South (New York: Basic 
Books, 1986). 

5Poverty in the United States, tables 5 and 6. 
6lbid. 

7The Diverse Social and Economic Structure of Nonmet-
ropolitan America, U.S. Department of Agriculture Rural 
Development Research Report No. 49, 1985: 12-14. 

8Dependent is defined as 30 percent or more of labor and 
proprietor income coming from manufacturing, or 20 per-
cent or more from mining. 

9Most of the following discussion is based on an excellent 
survey article by Isabel Sawhill, "Poverty in the U.S.: Why Is 
It So Persistent?" The Journal of Economic Literature 23 
(September 1988): 1073-1119. 

l 0 / b /d „ p. 1103. 
1 ' Larry Long, Interregional Migration of the Poor: Some 

Recent Changes. U.S. Bureau of the Census, Current Pop-
ulation Reports Series p-23, No. 73, 1978. 

l 2See Sawhill (1988): 1099. 
13Social Security Bulletin, Annual Statistical Supplement, 

1987 (1988): 295. 
l 4See Wilson (1987). 
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Public Finance and 
Economic Growth in the Southeast 

Aruna Srinivasan 

The influx of population from other regions and the South's persistent poverty problem are two major stresses 
on the region's system of public finance—that is, the revenues and expenditures of state and local governments. 
This pressure comes at a time when the federal government is paring back its levels of support. This article 
reviews the sources of state and local governments' monies as well as the ways these funds are spent, and 
considers the capacity of public finance in the region to address these problems. 

State and local governments in the Southeast 
are at a crucial financial juncture. They are being 
pressured toward providing expanded health 
care, education, and similar public services. Not 
only are states and localities being asked to fill 

The author is an economist in the regional section of the 
Atlanta Fed's Research Department. She would like to thank 
Steve Benenson for valuable research assistance. 

the gap left by reductions in federal support, 
but in some cases governments are being called 
on to offer an improved or broadened range of 
services as well. The willingness of many south-
eastern states to launch new programs—while 
simultaneously adjusting to less federal a i d -
demonstrates the initiative of state and local 
leaders and the improved condition of their 
governments' finances. With the exception of 
Louisiana, the financial status of most state and 
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local governments in the region has been good 
in the late 1980s. Yet even though resources and 
responsibilities for providing services are fairly 
well matched, uneasiness abounds about what 
the future may hold. 

The economic slowdown in the early 1980s 
was a reminder that the health of state and local 
finances depends largely on the performance of 
the national economy. Moreover, the movement 
to limit taxes showed that even during periods 
of economic growth, taxpayers may constrain 
the increase of state and local expenditures and 
revenues. 

Issues relating to public finance—that is, the 
management of a government's revenues and 
expenditures—vary widely among the south-
eastern states. This diversity often reflects the 
disparity of their growth experiences. The long-
term development concerns in the region range 
from fostering growth in Mississippi to manag-
ing it in Florida. In Louisiana, the key develop-
ment problem is to reduce a historical de-
pendence on primary industries. In contrast, 
Tennessee has already experienced a consider-
able transformation from traditional manufac-
turing to a more diversified industrial base . 
Virtually all states proclaim the need to build up 
infrastructure. Providing a nationally competi-
tive education is another objective that tran-
scends state lines. 

With revenues, the problems range from 
building up the tax base in capital-poor Mis-
sissippi to tapping Florida's considerable tax 
capacity to pay for its infrastructure needs. A 
major concern of state policymakers in Louisi-
ana is the heavy reliance on oil and gas produc-
tion as revenue sources; production is steadily 
declining as the state depletes these non-
renewable resources. The call for tax reform in 
Tennessee is not merely to raise more money 
but to achieve revenues that are more respon-
sive to new and changing economic conditions. 
Tax reform that would exploit the economy's 
shift toward the service sector is desirable but 
politically difficult to achieve. 

State and local governments in the Southeast 
confront these and many other issues. The 
choices facing these governments are important 
ones regionally and nationally. This article con-
tributes to the understanding of public finance 
in the region by providing an overview of the 
Southeast's revenue and expenditure systems. 

The essential feature that emerges is diversity, 
both in the relative size of expenditures and 
revenues and in the types of financing used. 
This article also examines the impacts of recent 
changes in state and local relations. Two impor-
tant trends of the last decade are that state and 
local revenues have grown relative to federal 
revenues, and transfers of funds from federal to 
state governments have been cut. Finally, the 
implications of fiscal policy changes for eco-
nomic deve lopments in the region are con-
sidered. 

Overview of Public Finance 
in the Southeast 

The great diversity among southeastern states 
precludes generalizations about the way they 
raise and spend their money. The difference 
between Georgia, which took in $2.6 billion in 
income taxes alone in 1987, and neighboring 
Florida, which has no income tax and garnered 
the bulk of its $9.8 billion revenue from general 
sales taxes, is too great to make comparisons 
meaningful. Similarly, the $1.9 billion spent on 
public welfare programs during 1987 in Florida 
may have been used much differently than the 
$544 million dispensed in nearby Mississippi. 
Moreover, the variety of governments' account-
ing rules and budget procedures contributes to 
the diversity. 

Still, the funds for state and local govern-
ments come from the same three main sources 
(see Table 1). By far the most important is 
taxation—sales and income taxes for states, and 
property taxes for cities and counties. In the 
early part of this century, s ta tes also relied 
heavily on the property tax. Mississippi was the 
first state in the Southeast to adopt both an 
income and a sales tax, and by the early 1950s all 
states in the region had begun collecting some 
form of income or sales taxes. 

A major concern in evaluating revenue sys-
tems is the degree of sensitivity to business 
cycles. A tax system is considered sensit ive 
when its receipts come from sources that are 
more easily affected by shifts in economic con-
ditions. Examples of such sources are income 
taxes and general sales taxes. Sensitivity is 
measured by income elasticity, which is the per-
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Table 1. 
Distribution of Total Revenue by Source in Southeastern States, 1987 

(percentages) 

Alabama Florida Georgia Louisiana Mississippi Tennessee Southeast United States 

TOTAL REVENUE 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

TOTAL TAXES 45.5 56.6 52.0 37.3 44.0 48.8 49.1 47.8 
Broad-Based Taxes 27.3 34.9 42.4 19.7 32.5 32.0 32.2 34.1 

General Sales 12.5 31.5 17.0 12.9 23.0 27.0 22.1 15.4 
Income 14.8 3.4* 25.4 6.8 9.5 5.0* 10.1 18.7 

Severance Taxes 0.8 0.5 0.0 4.9 1.1 0.0 1.1 0.8 

Other Taxes 17.5 21.2 9.6 12.7 10.4 16.8 15.8 12.9 
Property 1.0 1.3 0.2 0.0 0.0 0.0 0.6 0.9 
Motor Fuels and Vehicles 5.2 6.2 4.5 4.6 4.2 8.4 5.6 4.6 
Other Narrow Taxes 11.3 13.7 5.0 8.1 6.2 8.4 9.6 7.3 

CURRENT CHARGES 10.6 4.5 6.0 7.8 7.3 7.4 6.7 6.2 
Education 5.5 2.0 3.3 4.7 4.4 4.4 3.6 3.5 
Hospital 3.6 0.4 0.9 1.2 1.7 2.1 1.4 1.3 
Other 1.5 2.1 1.8 1.9 1.3 1.0 1.7 1.4 

FROM FEDERAL GOVERNMENT 20.9 16.1 22.3 26.5 26.0 25.1 21.6 18.5 
For Public Welfare 6.7 5.9 9.8 9.0 9.9 11.3 8.3 8.7 
For Education 5.9 4.1 4.5 4.0 5.7 4.4 4.5 3.3 
General Revenue Sharing^ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Other 8.3 6.1 8.0 13.5 10.4 9.4 8.7 6.5 

INTEREST EARNINGS 5.2 3.6 2.1 3.2 2.8 2.6 3.3 3.6 

MISCELLANEOUS REVENUE 17.8 19.2 17.6 25.3 19.8 16.1 19.4 24.0 

* Corporate income taxes only. These states do not impose a personal income tax. 

1" States were excluded from general revenue sharing beginning in 1980. 

Note: Total revenue is the sum of general and miscellaneous revenues. General revenue consists of taxes, current charges, transfers from the federal government, 
and interest earnings. Miscellaneous revenue consists of utility, liquor store, and insurance trust revenues and totaled almost one-fifth of total revenues in 
1987. Miscellaneous revenue is especially important in Louisiana. 

Source: U.S. Department of Commerce, Bureau of the Census, State Government Finances in 1987. Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



centage change in revenues that can b e related 
to a given percentage change in income. The 
higher the elasticity, the more sensit ive to 
changes in income are the source's revenues. An 
elasticity of 1.2, for example, indicates that a 
10 percent change in personal income auto-
matically results in a 12 percent change in 
revenues. 

Of the $54 billion total revenues of southeast-
ern states in 1987, taxes provided almost exactly 
half of them, or $26.5 billion. Of that amount, 
nearly $17.9 billion c a m e from broad-based 
taxes such as general sales and income taxes, 
which are especially sensitive to economic fluc-
tuations, according to Stephen P A Brown (1987). 
Narrow taxes such as property, motor fuels, and 
vehicle taxes provided $8.7 billion in revenues 
in 1987. These are relatively insensitive to busi-
ness cycles. Motor fuel and vehicle usage does 
not vary much cyclically, and so tax revenues 
from these sources are less sensitive than in-
come taxes. Since assessments are infrequent 
and many mortgage lenders require borrowers 
to escrow money for property taxes, payments 
are made even in bad times. As a result, this 
revenue source shows little sensitivity over the 
business cycle. 

In 1970 the share of narrow taxes was greater 
than that of broad-based taxes. However, the 
pattern was reversed in 1975; since then in the 
Southeast, broad-based taxes as a percentage 
of the total have steadily increased, standing at 
66 percent in 1987. Because the importance of 
broad-based taxes has climbed, the revenue 
system's sensitivity to economic fluctuations 
has been amplified. Though convenient during 
periods of economic growth, the increased elas-
ticity of the tax structure is actually a mixed 
blessing. For example, states are more fiscally 
vulnerable to recess ions b e c a u s e of the in-
creased weight of broad-based taxes. 

Severance taxes, which make up just over I per-
cent of southeastern governments' total reve-
nue, are directly affected by the production and 
price of commodi t ies such as oil and gas. 
(Severance taxes are imposed on nonrenew-
able resources extracted from a political juris-
diction.) In the region as a whole, severance 
taxes, royalties, and rentals are declining. On 
the other hand, user fees, current charges, and 
interest earnings constitute a small but growing 
share of state finances. 

Payments from the federal government pro-
vide the second leading source of funds in the 
Southeast, accounting for about 20 percent of 
state revenues (see Table 1). After steady in-
creases throughout the post-World War II era, 
payments to state governments peaked at the 
end of last decade. Under the revenue-sharing 
program that began in 1972, undesignated fiscal 
help was provided to state and local govern-
ments. In 1980, however, according to Helen F. 
Ladd (1984), the relatively healthy condition of 
state treasuries, in combination with the pros-
pect of growing federal deficits, led to the exclu-
sion of s ta tes from revenue-sharing. At that 
time, federal grants—subsidies and shared 
taxes, for example—provided 26 percent of 
s tate revenues. Within seven years, federal 
budget constraints had pushed that level down 
to 20 percent. 

Moreover, the nature of federal grants has 
shifted, adding to short-term fiscal pressures on 
state governments. The two main types of federal 
grants are welfare and other payments to in-
dividuals, and direct payments to state govern-
ments. Only the direct payments to governments 
help state officials balance their books, and this 
segment of the federal grant structure is growing 
at less than half the rate of welfare and other 
individual payments. The finances of state and 
local governments are strained as a result. 

Bonds and other kinds of debt issues repre-
sent the third significant source of financing. 
They differ from taxes and other sources of 
income because the money raised is usually 
designated for long-term capital spending proj-
ects, such as bridges and school buildings, and 
not for day-to-day operations of the government 
that show up in year-end revenue and expense 
statements. Although few states in the region 
have budget deficits, in the sense of an annual 
excess of spending over income, they do have 
large and growing debts.1 Among southeastern 
states debt has grown at an annual rate of 26 per-
cent in the 1980s, reaching a total of $4.8 billion 
in 1987. However, changes over the years in the 
character of those debts have resulted in less of a 
burden on taxpayers (Harrison Donnelley, 1986). 
For example, general obi igation bonds, a type of 
full faith and credit debt that must b e repaid 
from tax revenues, have shrunk to a third of 
states' total debt. Half a decade earlier, these 
bonds made up 50 percent of state debt. Reve-
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nue bonds have now b e c o m e more prevalent in 
state government financing. They are repaid 
from income generated by the projects the debt 
helps fund. A revenue bond would b e used, for 
example, to build a toll road on which the tolls 
col lected would help service and retire the 
debt . 

To date, gains in personal income and popu-
lation have outstripped debt issuance in all of 
the Southeast except Louisiana. Bond ratings 
according to Standard and Poor's are generally 
good across the region, ranging from AA- in Mis-
sissippi to AA+ in Georgia and Tennessee . 
Louisiana was downgraded to B B B + earlier this 
year as it struggled with falling oil prices and a 
heavy debt load. The debt- income ratio is low 
but rising in Alabama and Florida, a trend that 
can help maintain capital programs in down 
cycles. However, a state with a low debt burden 
is not necessarily a be t ter credit risk than a 
state with more debt. Factors such as the level, 
nature, and history of a state's revenues and 
expenditures are also important in this deter-
mination. Moreover, failure to incur debt and 
make necessary infrastructural investments 
could dampen future growth and thus imply a 
poorer credit risk. 

Table 2 shows expenditures by functional 
categories for Alabama, Florida, Georgia, Loui-
siana, Mississippi, and Tennessee . The first 
eight items constitute total general spending 
and include both direct and intergovernmental 
expenditures, that is, those channeled from the 
state government to local governments. Like 
revenues, expenditures are sensitive to busi-
ness cycles. During contractions, spending tends 
to increase automatically since governments 
must pay more into income-maintenance pro-
grams to respond to rising unemployment. 
When recovery begins, the decline in the de-
mand for income maintenance and the need to 
rebuild fund balances often lead to reductions 
in expenditures. However, in the later stages of 
the expansion, inflationary pressures may esca-
late the cost of providing established levels of 
services. 

Like most states , those in the Southeast 
spend more on education than on any other 
single item: $562 per capita of total state gen-
eral expenditures in 1987, or 37 percent of total 
expenditures (see Table 2). In recent years, 
though, growth in educat ion spending has 

52 ECONOMIC REVIEW, JANUARY/FEBRUARY 1989 

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



slowed, now claiming a smaller share of the total 
than in the 1970s. On the other hand, govern-
ment expenditures on public welfare and health 
have increased, growing more rapidly than state 
expenditures as a whole. The aged now consti-
tute a larger proportion of the population, and 
continuing advances in medicine are lengthen-
ing lives and broadening the range of treat-
ments. Relatively large increases in health and 
hospital spending have resulted. Highways are 
another important expense for state govern-
ments. The interstate highway system is largely 
completed, but repairs and maintenance of 
roads and bridges are costly. 

One-third of the general expenditures of 
southeastern states in 1987 was channeled to 
local governments in the form of shared taxes or 
grants. At the local level, education received the 
bulk of such revenue, with public welfare and 
highways also priority items. Miscellaneous 
expenditures (see Table 2) consist of utility, 
liquor store, and insurance trust outlays. This 
category represents the second highest share of 
total expenditures in Alabama, Florida, Louisi-
ana, and Mississippi. 

Interstate Variations in 
Revenues and Expenditures 

As mentioned above, each of the southeast-
ern states spends and collects money in dif-
ferent ways. The variety among the states, and 
among the hundreds of localities within each 
state, reflects historical and economic condi-
tions. 

Characteristics of State Revenue Systems. 
Table 3 shows that per capita revenues in the 
Southeast range from $1,520 in Tennessee to 
$2,075 in Louisiana. The long-standing fiscal 
conservatism of the region is reflected in per 
capita revenues and taxes that fall below the 
national average. Currently, the primary focus of 
state taxes is on consumption and income. 
Though the income tax has increased in relative 
importance, the largest source of revenue for 
the majority of the southeastern states has been 
the sales tax. Only in Alabama and Georgia is the 
income tax the major source of funds. 

According to the Tax Foundation, southeast-
ern states ranked in the top twenty-five in the 

use of the sales tax, which in most states is con-
fined to tangible property. Specific consump-
tion taxes, such as on gasoline, beer, alcohol, 
and tobacco, combine with severance tax reve-
nues to make up over 30 percent of the tax base 
in Alabama, Florida, Louisiana, and Tennessee. 
Broad-based taxes, which have performed sub-
stantially better than inflation, constituted over 
70 percent of state tax collections only in Georgia 
and Mississippi. This heavy reliance on inelastic 
revenue sources has resulted in a great dis-
crepancy between the sensitivity of the revenue 
base and the expenditure base. In other words, 
during inflationary periods, costs of providing 
services increase, but collection of sales taxes 
lags. During recessions, sales tax receipts fall 
more than personal income (which is main-
tained by unemployment compensation and 
other factors) because consumers postpone 
spending on durable goods such as cars and 
appliances. The requirement that states main-
tain balanced budgets implies that govern-
ments must act quickly to increase taxes and cut 
expenditures during recessions. For example, 
all southeastern states except Georgia respond-
ed to fiscal pressures in the early 1980s by 
increasing tax rates in income-elastic revenue 
sources such as income and general sales taxes. 

Although Tennessee taxes interest income 
and dividends, its constitution prohibits an 
income tax, as does Florida's. As a result these 
two states have long been dependent on the 
sales tax as a principal source of revenue. One 
advantage of the sales tax in Florida is that it 
relies heavily on out-of-state visitors, that is, 
tourists. However, during the 1980s, sales tax 
revenues have not kept pace with the Florida 
economy; the service sector, which is untaxed, 
has grown faster than the taxed goods sector. 
Tax revenue growth exceeded economic growth 
only for a few years, primarily due to tax in-
creases (Academy for State and Local Govern-
ment, 1986). Florida has thus been under steady 
pressure to raise the rates or expand the base to 
meet greater fiscal demands created by the 
state's rapid growth. Changes in the sales tax 
system are made more difficult by the system's 
complexity; all of the taxes imposed include 
numerous exemptions, exclusions, multiple 
ratios, and special conditions.2 

Another major drawback arising from the 
absence of an income tax in Florida and Ten-
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Table 3. 
Per Capita State Government Revenues by Source, 1987 

Alabama Florida Georgia Louisiana Mississippi Tennessee Southeast United States 

TOTAL REVENUE $1,733.19 $1,446.75 $1,645.86 $2,075.18 $1,681.33 $1,520.62 $1,683.82 $2,129.60 

TOTAL TAXES 789.17 818.95 855.62 773.06 740.34 742.19 786.56 1,017.12 

Broad-Based Taxes 473.52 505.26 697.14 407.87 546.18 486.32 519.38 726.29 
General Sales 216.45 455.65 279.54 266.69 386.82 410.78 335.99 328.03 
Income 257.08 49.61* 417.60 141.19 159.36 75.54* 183.39 398.26 

Severance Taxes 13.06 6.76 0.00 100.78 18.74 0 .33 23.28 16.67 

Other Taxes 302.59 306.93 158.49 264.41 175.42 255.54 243.90 274.15 
Property 16.81 18.46 2.86 1.02 0.11 0.00 6.54 18.99 
Motor Fuels and Vehicles 89.84 89.76 73.74 96.10 70.80 127.62 91.31 98.91 
Other Narrow Taxes 195.93 198.71 81.88 167.30 104.52 127.93 146.04 156.25 

CURRENT CHARGES 183.37 64.92 98.10 161.32 123.29 112.46 123.91 131.40 
Education 95.14 28.91 53.81 98.22 73.50 66.65 69.37 74.62 
Hospital 63.08 6.22 15.43 24.71 28.51 31.24 28.20 27.84 
Other 25.15 29.80 28.86 38.39 21.28 14.58 26.34 28.94 

FROM FEDERAL GOVERNMENT 362.80 232.81 367.64 549.37 437.93 381.52 388.68 393.21 
For Public Welfare 116.37 85.61 161.13 185.85 167.21 172.16 148.05 185.23 
For Education 102.34 58.88 74.13 82.65 96.43 66.73 80.19 69.54 
General Revenue Sharing 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Other 144.09 88.33 132.38 280.87 174.29 142.63 160.43 138.44 

INTEREST EARNINGS 90.08 52.58 35.35 67.42 46.75 39.63 55.30 77.56 

MISCELLANEOUS REVENUE 307.78 277.49 289.16 524.00 333.02 244.83 329.38 510.32 

* Corporate income taxes only. These states do not impose a personal income tax. 

Source: See Table 1. 
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nessee is the "importation" of a substantial 
quantity of taxes through the federal tax struc-
ture. Residents of these two states carry more of 
a federal tax burden since the absence of a state 
income tax gives them fewer deductions from 
federal income tax. In Florida, the effect is to 
offset the sales tax collected from nonresidents. 

In 1987 Florida tried to impose a broad-based 
tax on services. However, some groups opposed 
it so strongly that it was repealed in early 1988, 
six months after taking effect. To make up the 
lost $ 1.2 billion tax revenue in 1988, the sales tax 
rate was raised from 5 to 6 percent (Robert K. 
Landers, 1987). 

Fiscal Capacity and Tax Effort in the South-
east. Comparisons of states' revenues are more 
meaningful when they are modeled on a mea-
sure that relates the revenues available to state 
and local governments to a relevant, uniform 
base . One popular way to gauge the fiscal 
capacity, or tax base, of state and local govern-
ments is with personal income, though that may 
not always b e accurate. The corresponding tax 
effort measure is the ratio of tax collection to 
personal income. Using this fiscal capacity mea-
sure, Georgia exhibited the highest fiscal effort 
(10.5 percent), while Mississippi had the lowest 
(8.4 percent). All the states in the region were 
below the national average of 11.3 percent in 
1987 (Advisory Commission on Intergovernmen-
tal Relations, 1987). 

An alternative evaluation, devised by the 
Advisory Commission on Intergovernmental 
Relations, is the yield of the representative tax 
system (RTS). It can help calculate how much 
revenue a government could raise by applying 
national average tax rates to the tax bases under 
its jurisdiction. Representative tax system num-
bers do not show absolute changes in the level 
of fiscal capacity over time, but the statistics do 
highlight uneven relative changes, as well as the 
extent of differences among states. This mea-
sure is much more comprehensive in determin-
ing fiscal capacity than is per capita income, not 
only because the representative tax system 
incorporates a broader range of tax bases, but 
because it implicitly accounts for a state's tax 
exportation opportunities, that is, the chances 
to collect taxes from nonresidents. 

Another important advantage of this system 
as an indicator is that it is far more sensitive than 
the per capita income measure to changes 

Table 4. 
Tax Capacity and Tax Effort, 1985 

(U.S. average = 100) 

Tax Capacity Index Tax Effort Index 

Alabama 75 87 

Florida 103 76 

Georgia 9 0 9 0 

Louisiana 97 93 

Mississippi 69 93 

Tennessee 83 8 2 

Source: Advisory Commission on Intergovernmental Relations, 
Significant Features of Fiscal Federalism (1988): Wash-
ington, D.C. 

affecting a state's tax base. For example, shifting 
oil prices may not strongly and quickly affect the 
per capita income of Louisiana, but they clearly 
have a large and immediate effect on the state's 
fiscal capacity. From 1980 to 1985, the represen-
tative tax system capacity indices fell by more 
than 10 points in energy-rich Louisiana but in-
creased in Florida, Georgia, and Tennessee and 
held steady in Alabama and Mississippi. 

Using this alternative fiscal capacity measure, 
Florida had the highest index in 1985 (103) and 
Mississippi emerged with the lowest (69) (see 
Table 4). Thus, Florida would collect taxes 3 per-
cent above the national average if it applied 
national average rates to its state, and Mis-
sissippi would raise only 69 percent of the 
national average. Florida and Louisiana have 
higher tax capacity indices than other south-
eastern states because of their ability to collect 
sales and severance taxes, respectively, from 
nonresidents. 

Analysis of a state's tax structure should also 
include a review of tax effort. Tax capacity and 
tax effort indicators are complementary in that 
the former measures a state's tax base and the 
latter indicates the overall burden placed on 
that base. Together, they offer a perspective on 
each state's general fiscal status. The tax effort 
index is found by dividing a state's actual tax 
collections by its estimated tax capacity. The 
result may b e interpreted as a measure of how 
much that state chooses to exploit its potential 
tax bases relative to other states. (A state with a 
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tax effort beneath the national norm will have 
an effort index under 100.) Louisiana and Mis-
sissippi lead the region in tax effort, although 
they are still below the national average (see 
Table 4). 

Characteristics of Expenditure Systems 

Interstate comparisons that highlight each 
state's finances can b e quite misleading be-
cause many factors affect expenditure levels. 
First, some state governments either take over 
and perform functions that others provide for 
locally or assist by grants-in-aid. Florida's state 
government, for example, spends the lowest 
proportion in the region on total (state and 
local) direct expenditure. Second, although more 
revealing comparisons can b e made when state 
expenditures are expressed on a per capita 
basis, population is by itself an inadequate 
proxy for expenditure needs. Some groups—for 
example, dependent children and the a g e d -
require extra public ass is tance. Per capita 
spending is a rough measure also because it 
does not allow for price or quality differences, 
s ta te by state, of public goods. Third, s tate 
variations in expenditure cannot b e thoroughly 
explained by quantitative means ; noneconomic 
and intangible factors stemming from different 
historical backgrounds are also important (J. 
Richard Aronson and John L. Hilley, 1986). 

With these caveats in mind, Table 5 shows 
state expenditures in the Southeast for fiscal 
year 1987. Note that the average outlay of $ 1,510 
per person is well below the U.S. norm of $ 1,877. 
Only Louisiana surpassed the national average. 
Florida and Tennessee spent less than $1,400-, 
Alabama, Georgia, and Mississippi, between 
$1,400 and $1,600. 

Aside from population, the most important 
factor accounting for the diversity among states 
is income. As a group, the southeastern states 
appear to defy the generally held perception 
that personal income and government expendi-
ture tend to rise together. Public spending in 
the region has not climbed as quickly as per-
sonal income. A plausible explanation is that 
local governments in some states are perform-
ing functions that are typically left to s tate 
governments. In addition, factors such as the 
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Table 6. 
Variation in Proportionate 

Expenditures of States 
by Type, 1987 

Mean 
Standard 
Deviation 

Coefficient 
of Variation 

Education 37.25 3.95 10.61 
Public Welfare 13.53 2.54 18.74 

Highways 9.75 1.21 12.41 

Hospitals 
and Health 8.55 0.86 10.11 

Natural 
Resources 2.67 0.65 24.38 

Public Safety 3.94 0.79 19.99 
Administration 2.90 0.62 21.32 

Interest on 
General Debt 3.73 1.75 46.96 

Miscellaneous 
Expenditures 17.71 3.52 19.86 

Source: Calculated at the Federal Reserve Bank of Atlanta from 
U.S. Department of Commerce, Bureau of the Census 
data. 

density and age structure of the population as 
well as the degree of urbanization may lessen 
the effect of per capita income on expenditure. 

When expenditures on particular functions 
are examined, diversity rather than uniformity 
again prevails. However, state rankings of socio-
economic indicators should be discussed guard-
edly, particularly b e c a u s e distributions vary 
among states. For example, Florida ranks the 
lowest regionally in per capita spending for 
education, but at the top in spending per pupil. 
The difference reflects Florida's large share of 
elderly residents . Furthermore, variations in 
state levels of per pupil expenditure cannot b e 
explained entirely by differences in fiscal ca-
pacities. Studies find a positive relation be-
tween these two measures, but Aronson and 
Hilley indicate that price, socioeconomic status, 
and preferences can also b e important. For 
example, educational services may simply b e 
cheaper in Mississippi than in Florida. 

Apparently, the expenditure preferences of 
southeastern governments for most functions 
are quite diverse from state to state, with the 
exception of education. Variations across states 
in functional expenditures can b e examined in 
Table 2. The relative proportions of total state 
expenditure on education by Florida, a rich 
state, and Mississippi, a poor state, are quite 
similar (37 percent), indicating that both govern-
ments placed similar degrees of importance on 
this function even though the actual per capita 
expenditures were quite different. 

The extent of state variation in proportionate 
expenditure on each function can b e measured 
first by calculating the standard deviation of that 
function, and then calculating the coefficient of 
variation. The lower the value of the coefficient, 
the more similar the proportionate amounts 
spent by the states-, the higher the value, the 
greater the variability. The coefficients of varia-
tion for the southeastern states in 1987 shown in 
Table 6 indicate that differences in the ratios of 
state spending for education are modest. 

Expenditures for education fall into two cate-
gories: (1) elementary and secondary schools 
and (2) higher education. The lack of variation 
among the states in educational spending can 
b e explained by the relative similarity of expen-
diture on elementary and secondary schools. 
Variations in expenditures for most other func-
tions are much greater than that for education. 

Fiscal Decentralization 
in the State-Local Sector 

The state revenue and expenditure policies 
described in the previous section, of course, are 
not made in a vacuum but rather are influenced 
by federal policies and local needs. Because of 
reductions in federal aid in the early 1980s, state 
governments were forced to adjust almost all 
aspects of their budgets. Kenneth E. Quindry 
and Niles C. Schoening (1981) report that in 
some states, these constraints have led to a 
reappraisal of both the appropriate role of state 
aid to localities and the proper distribution of 
service responsibilities between state and local 
governments. 

In 1902 local governments accounted for 82 per-
cent of the combined tax revenues of the state 
and local sector; by 1986 this figure had fallen to 
43 percent. Major centralization occurred in the 
first half of this century, according to John Joseph 
Wall is and Wallace E. Oates (1988). As with many 
matters, wide variations exist among the states 
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in the extent of fiscal centralization. For exam-
ple, state government spending in Florida ac-
counted for only 29 percent of total state-local 
expenditures in 1986. In Louisiana, on the other 
hand, state government's share of spending was 
50 percent. 

The difficulty of developing a fully satisfactory 
measure of centralization must b e acknowl-
edged at the outset. Following earlier work by 
the U.S. Treasury Department (1985) and David 
A. Wildasin (1987), the fiscal share of the state 
government in the state-local sector is used as 
the measure of fiscal centralization. Fiscal "cen-
tralization ratios" can b e constructed on either 
an expenditure or revenue basis. For the pur-
poses of this article the basic issue is how to 
treat intergovernmental transfers of revenues. 
The revenue-basis measure attributes inter-
governmental transfers of funds to the grantor, a 
treatment that s e e m s sensible if the grantor 
authorizes use of the funds only for specific pur-
poses. However, when funds are transferred un-
conditionally (for example, under a revenue-
sharing program), attributing the funds to the 
transfer recipient may make more sense. This 
article presents fiscal centralization measures 
in both revenue and expenditure terms. 

Table 7 shows state and local government 
shares in public expenditure for selected years. 
T h e s e "direct expendi ture" shares attribute 
intergovernmental transfers of funds to the re-
ceiving government. The most striking feature of 
Table 7 is the divergent trend between the 
United States and the Southeast. The region 
appears to have decentral ized s ince 1970, 
whereas the nation has shown signs of increas-
ing centralization. In the last two decades the 
state share in public expenditure has declined 
in all southeastern states except Louisiana, 
where it showed a marginal increase. Decentral-
ization is especially marked in Florida, Georgia, 
and Tennessee. 

Until 1950 the state share of spending grew 
rapidly with the expansion of the states' role in 
several major new public services—education, 
highways, and public welfare, for example. Once 
these services were established, however, the 
responsibility for them began shifting from state 
to local governments. What's more, new services 
have b e e n disproportionately assigned to the 
local government level (Mary H. Cooper, 1986). 
The significance of this development should not 
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b e overrated, though. This trend toward local 
governments' bearing an increased share of the 
burden is relatively recent, is not especially 
large in comparison to the earlier centralization, 
and may not persist. 

In examining trends in fiscal centralization 
from the perspective of revenues rather than 
expenditures, roughly the same picture emerges. 
However, state governments account for a larger 
portion of state-local revenues than they do for 
expenditures. Slight trends toward decentral-
ization of revenue decisions in the Southeast 
and centralization of them in the nation are 
apparent (see Table 8).3 As with expenditures, 
the bulk of the revenue centralization process 
took place in the first half of the century. Until 
1980 fiscal decentralization brought with it an 
increase in the reliance on state intergovern-
mental grants to localities and a decline there-
after. Table 9 documents this trend, indicating 
the percentage of state and local revenues com-
ing from intergovernmental transfers. 

To sum up, in 1970 the region was more cen-
tralized than the nation, both in terms of reve-
nues and spending. Since then the Southeast's 
state and local sectors have revealed a mod-
erate tendency toward decentralization in both 
measures. However, the increase in the share of 
the local sector has b e e n modest. In addition, 
interesting and persistent patterns emerge 
across states. For example, rapid population 
growth in certain areas of Florida and Georgia 
has led to relative decentralization as a result of 
an increase in the demand for local government 
services. Furthermore, local governments in 
Florida have historically b e e n less regulated in 
their revenue-raising functions. 

The major concern of a decentralized revenue 
and expenditure structure is the greater effect 
that cutbacks in federal grants-in-aid have on it. 
In general, local governments are more heavily 
dependent on federal revenue-sharing funds, 
and so cutbacks reduce the ability of economi-
cally poor localities even to maintain existing 
services. 

Fiscal Policies and Economic Growth 

An overview of state and local revenue and 
expenditure systems in the Southeast helps to 

evaluate the overall fiscal health of the south-
eastern states now and in the years ahead. Be-
cause of constitutional or statutory require-
ments that budgets b e balanced, a state's reve-
nue collections are generally very near to or 
slightly higher than its expenditures. In fiscal 
1987, southeastern states reported growth in 
revenues of 8.3 percent. (Only Louisiana repott-
ed revenue slippage.) This figure compares 
favorably with the growth rate in expenditures of 
6.3 percent. However, fiscal difficulties may b e 
coming soon as expenditures are projected to 
grow faster than revenues in 1989. 

One of the leading indicators of fiscal health 
in state budgets is the ending balance of the 
general fund. The government standard for this 
balance—5 percent of total expenditures—is 
generally recognized as adequate. The National 
Governors Association reported in 1988 that "an 
ending balance of this size is necessary to pro-
vide cash flow during the year to accommodate 
the cyclical nature of revenue collections and 
disbursements, and most particularly, to pro-
vide sufficient revenue at the change of a fiscal 
year without disruption of service." 

S t a t e governments in the region and t h e 
nation have not achieved the 5 percent stan-
dard in the aggregate since 1980. In 1987, the 
general fund balance in the Southeast varied 
from -11.72 percent in Louisiana to 7.76 percent 
in Tennessee. Perhaps more telling of the nar-
rowing gap between expenditures and reve-
nues is the number of s ta tes budgeting for 
ending balances in the general fund of 1 percent 
or less in fiscal 1989 compared to those with 
similar balances in fiscal 1987. Although three of 
the six southeastern states ended 1987 with fis-
cal balances over 1 percent, only Louisiana is 
projected to do so in 1989. Furthermore, Flor-
ida, Alabama, and Georgia are anticipating zero 
ending balances in fiscal 1989. 

Overall, all southeastern states except Loui-
siana continue to hold the line at present, but 
expenditures are likely to increase vis-a-vis 
revenues, eventually putting pressure on the 
ending fund balances. As noted earlier, with the 
exception of Louisiana, per capita expenditures 
in southeastern states are below the national 
average. Virtually all states proclaim the need to 
build up public infrastructure. The pressing 
need to provide a nationally competitive educa-
tion for all of the region's students is a promi-
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Table 8. 
State and Local Government Shares in State-Local Revenues from Own Sources 

(percentages) 

Alabama Florida Georgia Louisiana Mississippi Tennessee Southeast United States 

State Local State Local State Local State Local State Local State Local State Local State Local 

1970* 62.0 38.0 51.8 48.2 55.8 44.2 66.9 33.1 65.2 34.8 56.1 43.9 59.6 40.4 52.8 47.2 

1975* 64.3 35.7 53.7 46.3 52.0 48.0 65.9 34.1 66.8 33.2 53.8 46.2 59.4 40.6 53.4 46.6 

1980 58.8 41.2 50.9 49.1 50.7 49.3 65.3 34.7 66.1 33.9 42.7 57.3 55.8 44.3 57.7 42.3 

1982 59.8 40.2 45.9 54.1 48.8 51.2 62.7 37.3 64.4 35.6 41.4 58.6 53.8 46.2 57.0 43.0 

1986 59.2 40.8 47.3 52.7 49.1 50.9 60.0 40.0 63.0 37.0 43.7 56.3 53.7 46.3 57.1 42.9 

* General Revenues 

Source: See Table 7. 

Table 9. 
Share of Intergovernmental Revenue in Total Revenue of State and Local Governments 

(percentages) 

Alabama Florida Georgia Louisiana Mississippi Tennessee Southeast United States 

State Local State Local State Local State Local State Local State Local State Local State Local 

1970 34.6 45.0 20.0 36.6 27.9 36.5 26.8 45.1 32.4 48.8 31.6 40.2 28.9 42.0 26.0 36.5 

1975 32.9 47.1 24.1 44.2 33.2 35.7 26.4 49.1 33.3 54.7 32.0 41.0 30.3 45.3 28.1 42.4 

1980 34.5 45.9 24.5 44.2 31.2 39.8 27.2 47.0 37.4 54.7 34.8 40.6 31.6 45.4 27.5 44.1 

1982 28.3 43.6 23.1 39.1 29.1 35.8 20.7 43.2 32.1 51.2 32.0 35.5 27.6 41.4 25.1 41.5 

1984 24.7 40.2 20.4 37.0 29.0 33.9 24.0 37.1 30.1 46.9 32.4 33.7 26.8 38.1 24.6 39.2 

1986 27.1 40.7 20.3 34.4 27.9 32.3 25.1 35.5 32.7 46.8 31.5 33.4 27.4 37.2 25.1 38.7 

Source: See Table 7. Digitized for FRASER 
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nent example of a common shortcoming and 
objective of southeastern states. Spending on 
schools per pupil is nearly 30 percent lower in 
the region than the nation. Closing the gap in-
volves somehow raising the priority given edu-
cation as well as devoting more resources to 
financing the educational process. Unfor-
tunately, there are formidable financial obsta-
cles to bettering educational systems in the 
Southeast. 

Thus, southeastern states are still positioned 
precariously, vulnerable to economic swings or 
changes in federal grants and aid. Given the 
relatively low tax burden and expenditures per 
capita in the Southeast, the region's fiscal prob-
lems would appear to b e more closely tied to its 
revenue structure. Reforming this structure, 
though, entails a number of problems, ranging 
from cyclicality and excess ive rel iance on 
energy-related severance taxes in Louisiana to in-
creased demands from rapid growth in Florida. 

Since Louisiana businesses are already taxed 
heavily, a likely candidate for increased revenue 
would appear to b e the property tax, which is 
not as sensitive to changes in the economic 
environment. Florida has different concerns. 
Unable constitutionally to tax personal income 
or personal property, the state government in 
Florida has had to rely largely on the sales tax at 
a time when more and more money is being 
spent on services, which are exempt from taxa-
tion. Tax revenues in Florida are also more sen-
sitive to national business cycles than to local 
conditions b e c a u s e of tourism's significance 
there. 

Tennessee 's problems are similar to Florida's 
but probably not as acute because it has not 
experienced the rapid overall growth that Flor-
ida has. Growth in services is also not as robust 
as in Florida. The Special Joint Legislative Task 
Force on State and Local Tax Structure, created 
in 1983, considered imposition of the personal 
income tax to b e the most desirable form of tax-
ation in T e n n e s s e e (Academy for S ta te and 
Local Government, 1986). 

Mississippi has traditionally been a capital-
deficient state, heavily dependent on transfers 
from the federal government. Furthermore, the 
economic problems of rural Mississippi have 
reduced the local tax base, and so the state has 
had to seek funds elsewhere. Transfer pay-
ments, though, are also somewhat vulnerable to 

budget-reduction programs and recession-
induced declines in government revenues. 

The governor of Georgia recently proposed 
doubling the state's motor fuel tax to 13.5 cents, 
a proposal that comes as the state grapples with 
a tight budget. The increased revenues, which 
would b e earmarked for road construction, are 
expected to help free up the state's general 
fund for other programs such as education and 
health. 

State tax policy in Alabama has continued to 
nurture the state's primary industries; however, 
the tax structure is more diversified than that in 
Louisiana, and the existing revenue sources are 
expec ted to prove a d e q u a t e in the coming 
years (National Governors Association, 1988). 

Conclusion 

State and local governments in the Southeast 
should now prepare themselves to play an ex-
panded role in financing and providing services. 
Improved financial conditions and a diminished 
federal presence have created a momentum 
toward state and local assumption of respon-
sibility. Thus, in the coming years, those gov-
ernments that pay the bills must have access to 
adequate revenue sources. According to a study 
conducted by the Academy for State and Local 
Government, the shift toward a service-based 
economy means that states need to diversify 
their revenue sources by broadening the bases 
of their existing taxes, finding new taxes, and 
"tailoring them to the unique attributes of ser-

vices within a jurisdiction." 
Looking ahead, the infrastructure demands of 

the states are great, as is the need for increased 
resources. Several states have undertaken pro-
grams to improve the qual ity of their school sys-
tems. Spending on health and hospitals can 
also b e expected to rise as costly medical ad-
vances and longer I ife spans drive up publ ic and 
private health expenditures. In welfare spend-
ing, the debate over federal versus state re-
sponsibility suggests that the state role may 
grow here as well. 

The issue of financing increased expendi-
tures is an important one. Governments must 
cope with reduced federal aid by turning to 
alternative sources. Most states rely on both an 
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income and a sales tax; the high income elas-
ticity of the income tax serves as a boon in good 
times. Though more stable, the sales tax has its 
own well-known drawbacks. Since 1970, states 

have improved the productivity of their revenue 
systems by diversifying their tax bases and in-
creasing collection efficiency, but much more 
can still be done. 

Notes 

'Vir tual ly all states and local governments share a com-
mon mandate to balance their budgets. States have laws 
that include barring the governor from submit t ing an 
unbalanced budget and preventing the legislature from 
passing one. Should unexpected developments threaten 
to cause a deficit in the middle of a fiscal year, many states 
require the governor to take emergency measures to bring 
spending down to the level of revenues. 

Exempt ion of necessities such as food and drugs tends to 
make the Florida revenue system more elastic. 

3The major difference between Tables 7 and 8 is that the lat-
ter attributes intergovernmental revenues to the level of 
government which is the source (not the recipient) of 
the funds. 

References 

Academy for State and Local Government. Where Will the 
Money Come From? 3 vols. Washington, D.C.: Academy 
for State and Local Government, 1986. 

Advisory Commission on Intergovernmental Relations. 1983 
Tax Capacity of the States. Washington, D C.: ACIGR, 
1986. 

Significant Features of Fiscal Federalism. 
Washington, D.C.: ACIGR, annual editions, 1984, 1985-86, 
1987, 1988. 

Aronson,). Richard, and lohn L. Hilley. Financing State and 
Local Governments. Washington, D.C.: Brookings Institu-
tion, 1986. 

Brown, Stephen P.A. "New Directions for Economic Growth: 
Redesigning Fiscal Policies in Louisiana, New Mexico, 
and Texas." Federal Reserve Bank of Dallas Economic 
Review (July 1987): 13-20. 

Cooper, Mary H. "Revenue Changes Make Waves in The 
States." Editorial Research Reports (October 17, 1986): 
755-59. 

Donnelley, Harrison. "State Financing." Editorial Research 
Reports (February 21, 1986): 127-43. 

Ladd, Helen F. "Federal Aid to State and Local Govern-
ments." In Federal Budget Policy in the 1980s, edi ted by 
Gregory B. Mills and )ohn L. Palmer. Washington, D.C.: 
Urban Institute Press, 1984: 165-202. 

Landers, Robert K. "Taxing Business Services." Editorial 
Research Reports (August 28, 1987): 442-54. 

National Governors Association. Fiscal Survey of the States. 
Washington, D.C.: National Governors Association, Octo-
ber 1988. 

Quindry, Kenneth E., and Niles C. Schoening. "Changing 
Relationships in the American Federal System." Growth 
and Change 12 (October 1981): 33-42. 

Tax Foundation. Facts and Figures on Government Finance. 
1988-89 ed. Baltimore: )ohns Hopkins University Press, 
1988. 

U.S. Department of the Treasury. Federal-State-Local Re-
lations. Report to the President and the Congress. 
Washington, D.C.: U.S. Government Printing Office, Sep-
tember 1985. 

Wallis, John Joseph, and Wallace E. Oates. "Decentralization 
in the Public Sector: An Empirical Study of State and 
Local Government." In Fiscal Federalism: Quantitative 
Studies, ed i ted by Harvey S. Rosen. Chicago: University 
of Chicago Press, 1988: 5-28. 

Wildasin, David A. "Federal-State-Local Relations: A Re-
view of the Treasury Report ."Public Finance Quarterly 15 
(October 1987): 472-99. 

62 ECONOMIC REVIEW, JANUARY/FEBRUARY 1989 

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



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



An Important Notice for Readers 
of the Economic Review 

B e g i n n i n g with this issue, the Federal Reserve Bank of Atlanta will no longer publish 
the statistical pages (with finance, employment, construction, and general data) that 
have traditionally appeared at the end of the Economic Review. Another source for 
southeast regional economic indicators is Regional Update. Aggregate financial data for 
each state are available in Financial Update. Both of these quarterly newsletters are also 
published by the Federal Reserve Bank of Atlanta and are available free of charge. 

D a t a formerly printed in the Economic Review are still being made available to 
interested subscribers. If you want to continue receiving this data, please fill out the form 
below and return it to the Public Information Department, Federal Reserve Bank of 
Atlanta, 104 Marietta Street, NW, Atlanta, GA 30303-2713. To find out more about the 
specific data provided in each of these three sources, contact the Public Information 
Department at 404/521-8788. 

r T 
Yes, I want to receive the southeastern data pages. 

Name 

Address 

City State ZIP 

Please return this form to the Public Information Department, Federal Reserve Bank of Atlanta, 104 Marietta 
Street, NW, Atlanta, Georgia 30303-2713. 
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