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  3 P r e s i d e n T ’ s  M e s s a g e

  4 Which Came First—
Democracy or Growth?
By Rubén Hernández-Murillo  

and Christopher J. Martinek

Most economists agree that 

economic freedom promotes 

growth, but fewer agree that  

more political freedom improves 

economic performance as well.  

Chile of the 1970s and 1980s  

and China today are just two 

autocracies whose economies 

performed well. 

12 Extra Credit
By Kristie M. Engemann  
and Michael T. Owyang

Not only are more American 

families in debt, but the median 

value of the debt more than 

doubled between 1989 and 2004.  

Credit cards and payday loans 

are two of the favorite tools for 

digging the hole deeper. 

14 The Fed and 
Consumer Protection
By Sharon K. Blei

The Federal Reserve plays a key 

role in protecting consumers 

when they seek financial services.  

That role revolves around four 

pillars: rulemaking, enforce-

ment, community affairs and 

consumer education.
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Skirting the Edge? 
By Kevin L. Kliesen

As unemployment rises and 

growth slides, the chances for a 

recession are increasing, say some 

forecasters.  The administration’s 

rebates and the FOMC’s interest 

rate cuts are expected to have only 

a modest, temporary effect on 

aggregate demand growth.

18 d i s T r i C T  o v e r v i e W

Revisions in Jobs Data
By Michael R. Pakko  
and Howard J. Wall

Among the major metro areas  

in the Eighth District, only  

Louisville fared well when 

the latest revisions in payroll 

employment data were released 

in March.  St. Louis came out 

looking the worst, with the level 

of employment being revised 

downward by a whopping 19,900. 

20 C o M M u n i T Y  P r o F i l e 

Louisiana, Mo.
By Susan Thomson

Don’t let the brightly colored  

Victorian buildings in this tiny 

town deceive you.  Louisiana  

isn’t living in the past.  After 

nearly turning into a ghost  

town 10 years ago, Louisiana  

is embracing change.  Whether  

a key business declares bank-

ruptcy or moves out of town, 

the residents are finding a way 

to adapt and keep the economy 

humming along.

23 r e a d e r  e x C h a n g e 

C o n T e n T s

 Neighborhoods That Don’t Work
By Allison K. Rodean and Christopher H. Wheeler

Unemployment is becoming more concentrated. 
Neighborhoods that had high unemployment in 1980 
had even higher unemployment 20 years later.  What 
are the possible reasons and solutions for this trend? 
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Much of my thinking over the past 10 
years as president of the St. Louis Fed 

has been devoted to monetary policy—both 
the strategy (the big-picture objectives of 
price stability and real economic growth)  
and the tactics (the specific actions taken  
by the FOMC to achieve those objectives).   
More specifically, I’ve concentrated on how 
the actions fit the strategy.

The study of these matters for central 
bankers (and many others) is important for 
two reasons.  First, the central bank—just 
like any other public or private body that 
makes important decisions—must not act 
on the basis of whim.  We must think ahead 
of time about the circumstances that would 
require any particular action.  Second, for a 
central bank to achieve good outcomes for 
the economy, private decision-makers need 
not only understand monetary policy but 
need to form sensible expectations about 
future policy actions.

The formation of these expectations led 
to one of my first surprises as a monetary 
policymaker.  As a longtime academic, I 
knew the professional literature in econom-
ics was full of insights into the importance 
of private-sector expectations about policy. 
But there was virtually nothing in the 
literature on how those expectations were 
formed.  That became important to me as I 
started talking regularly with the press and 
other outsiders; it was clear that I needed to 
become part of the process of trying to  
establish correct expectations. 

The expectations of the traders, journalists 
and others I was addressing were sometimes 
off-course because so often they were focus-
ing on the “now”—what will affect them 
in the next few hours or days.  They always 
wanted my prediction for what the FOMC 
would do at its next meeting, even if it were 

several weeks away.  My standard answer was 
that I do not forecast policy decisions; rather, 
my job was to participate in making policy 
decisions.  And those decisions—the specific 
actions—often had to be made at the FOMC 
meetings themselves because of late-breaking 
data or new arguments from fellow FOMC 
members at the meetings.

(Truth be told, over the years, I realized that 
even I had to be more flexible in my assess-
ments of needed actions and not get stuck on 

a policy action that I thought for sure was the 
right one only days ahead of a meeting.) 

Because today’s FOMC believes it’s impor-
tant not to surprise the markets, the commit-
tee started in 1999 at its regular rate-setting 
meetings to issue formal guidance to the 
public on the likely direction of future policy. 
I initially embraced this communication.  If 
the committee were on the edge of raising the 
target, why not reveal that information?  Then, 
the market could observe incoming informa-
tion and decide whether strong data reports 
might complete the case for raising the target.

But several problems arose.  It was harder 
than expected for the market to determine 

Reflections of a Monetary Policymaker

“Because of these problems, 

i’ve now come to the con-

clusion that any forward 

guidance in the policy  

statement issued at each 

FoMC meeting causes  

more communications 

difficulties than it solves.”

P r e s i d e n T ’ s  M e s s a g e

when incoming data made the case to change 
the funds rate target as suggested in the guid-
ance.  Sometimes, the data came in the other 
way, in which case the committee might 
want to change the target in the opposite 
direction to what was suggested earlier; this 
was awkward and could be interpreted incor-
rectly by the markets.  Still another problem 
I had with such guidance:  If the committee 
had a strong feeling as to what needed to be 
done at the next meeting, why not take care 
of it right away?  Given lags in the effects of 
policy action, the current policy had to be 
based on the future outlook.

Because of these problems, I’ve now come 
to the conclusion that any forward guidance 
in the policy statement issued at each FOMC 
meeting causes more communications dif-
ficulties than it solves.

If these reasons don’t carry enough weight 
for critics, they need to know that the econ-
omy is shocked more often than most people 
realize, and those shocks can’t be ignored 
because of policy guidance from a month 
earlier.  I once thought that these shocks 
occurred only occasionally.  But in my years at 
the Fed, I’ve found out that they are continual.  
Think of Long-term Capital Management, the 
dot-com bust, 9/11, the war in Iraq and now 
the subprime mortgage meltdown.

The shocks have become so normal that 
the markets are getting quite good at dealing 
with them on their own.  Sometimes, the 
best thing the Fed can do is stay on the side-
lines.  When action is needed, however, the 
markets, the press and the public in general 
need to understand that the FOMC will 
move in accordance with its overall objec-
tives … and not act on a whim. 

This is the last column in The Regional Econo-
mist by William Poole.  He retired at the end 
of March.
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In today’s world, most rich countries are 
democratic and most dictatorships are 

poor.  In the U.S., democracy goes hand in 
hand with political institutions that promote 
economic freedom—an environment charac-
terized by the protection of private property 
and the ability of individuals to engage in 
voluntary exchange of goods and services.  
However, democratic governments, even 
in rich countries, often enact redistributive 
policies that encumber economic freedom 
and are detrimental to growth.  Therefore, 
although most economists agree that eco-
nomic freedom promotes growth, it is not 
clear that more political freedom (that is, 
more democracy or political rights) improves 
economic performance as well.

Economic growth is primarily a conse-
quence of the accumulation of both physical 
and human capital.  The accumulation of 
capital is sensitive to the choice of public 
policies, which, in turn, depend on the 
political institutions in place.  In a classic 
study, economist Robert Barro explained 
that democratic institutions provide checks 
on government power that impose limits 

on politicians’ ability to amass wealth and 
enact unpopular policies.  These constraints, 
he noted, help improve economic freedom.  
However, authoritarian governments may 
also improve economic freedom as a matter 
of policy without the need of institutional 
constraints; an example is the rule of Gen. 
Augusto Pinochet in Chile.

In Barro’s study of about 100 countries 
over the period 1960 to 1990, he found that, 
at low levels of political freedom, an increase 
in political rights might enhance economic 
growth by imposing limits on the govern-
ment.  But he noted that in countries that 
have already achieved medium levels of 
democracy, further increases in political 
rights might retard growth because of grow-
ing concerns about income redistribution.  
After controlling for the presence of free 
markets, maintenance of the rule of law, 
education and initial level of income per 
capita, he concluded that the overall effect  
of democracy on growth is slightly negative.

Although Barro’s study was not the 
first, his findings spurred a debate among 
economists that has continued in more 

By Rubén Hernández-Murillo and Christopher J. Martinek

P o l i T i C s  a n d  e C o n o M i e s

Which Came First–democracy or growth?

“  although most econ-

omists agree that 

economic freedom 

promotes growth, it 

is not clear that more 

political freedom ... 

improves economic 

performance.”
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recent studies.  One view establishes that the 
adoption of democracy—or, more generally, 
of political institutions that impose checks 
and balances on the government—promotes 
investment in physical and human capital, 
and, therefore, growth.  In contrast, a second 
view establishes that reaching a certain level 
of economic development is what allows 
countries to adopt better institutions.1

The institutional View

Economists Daron Acemoglu, Simon 
Johnson and James Robinson espouse the 
view that political institutions promote eco-
nomic performance.  These authors found 
a strong correlation between a measure of 
protection against government expropria-
tion (to proxy for political institutions) and 
economic performance (measured by real 
income per capita) across a large sample of 
countries.  A strong correlation, however, 
does not necessarily imply that better insti-
tutions cause better economic performance,  
as richer countries may prefer better insti-
tutions.  To eliminate this feedback effect, 
Acemoglu and his co-authors studied 
former European colonies, arguing that 
current economic performance in these 
countries depends on existing political 
institutions that were shaped from the insti-
tutions established by European settlers.

The authors characterized two types of 

colonization strategies that led to different 

types of political institutions.  The first kind 

was the creation of extractive states.  In these 

colonies, the main goal was to transfer much 

of the resources of the colony to the European 

power.  Institutions created in the colonies 

did not provide much protection of private 

property and did not impose checks against 

government expropriation.  Examples of this 

case were the Spanish colonies in Mexico and 

Latin America, and the Belgian colonization 

of the Congo.

In the second colonization strategy, Euro- 

pean settlers migrated in large numbers and 

created institutions that replicated those 

in their home country.  These institutions 

emphasized the protection of private property 

and checks against government expropriation.  

Examples of this case were Australia, New 

Zealand, Canada and the United States.

The authors found that the types of institu-

tions adopted in the early stages of either kind 

of colonization strategy persisted even after 

the colonies became independent.  In extrac-

tive states, after achieving independence, the 

new ruling class may have found it convenient 

to maintain the existing institutions and use 

them for their own benefit rather than incur 

the cost of switching to the alternative model.  

In the democracy-oriented colonies, since 
the cost of establishing institutions to impose 
government checks and secure private prop-
erty had already been incurred by the colonial 
power, it was easier for the new independent 
country to maintain these institutions rather 
than switch to an extractive model.

The Development View

Economists Edward Glaeser, Rafael La 
Porta, Florencio Lopez-de-Silanes and 
Andrei Shleifer defend the second view—
that it is economic growth which stimulates 
democracy or the adoption of better institu-
tions, and not the opposite.  They further 
make the point that the accumulation of 
human capital is a more important determi-
nant of economic growth than political insti-
tutions.  They studied a large set of countries 
in the period 1960 to 2000, classifying them 
into four categories: autocracies, imperfect 
autocracies, imperfect democracies and 
stable (or perfect) democracies.  Their mea-
sure of democracy captures basic government 
practices in a combination of institutional 
and behavioral indicators, such as competi-
tiveness of political participation, openness 
and competitiveness of executive recruit-
ment, and constraints on the executive.

Glaeser and his co-authors noticed that in 
2000 nearly all countries with high levels of 

Countries are classified into democratic and autocratic 
states using the polity2 score from the Polity IV data set.   
A polity2 score greater than zero indicates that a coun-
try’s political institutions are characterized by a greater 
degree of democracy than autocracy, while a score of less 
than zero indicates a greater degree of autocracy.  Eco-
nomic growth is measured by compound annual growth 

DEMOCRATiC 

  < 0%  GROWTH

 0–2%  GROWTH

 >2%  GROWTH

 AUTOCRATiC 

 < 0%  GROWTH

 0–2%  GROWTH

 >2%  GROWTH

         MISSING DATA

rates in real GDP per capita from 1994 to 2004 with 
data from the International Monetary Fund.

SOURCES: Polity IV Project, Center for International  
Development and Conflict Management.   
See www.cidcm.umd.edu/polity/

World Economic Outlook Database, IMF, October 2007

DiFFERENT PAThS TO GROWTh
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education were classified as stable democra-
cies, and nearly all stable democracies were 
highly educated.  In contrast, the economists 
saw that nearly all countries run by dicta-
tors were poorly educated.  The authors also 
noticed that as education levels increased, 
democracies were more common, albeit 
many imperfect.  In terms of growth, they 
noticed that most of the poor countries 
in 1960 were run by dictators.  In the four 
decades that followed, the growth rates 
among poor countries varied, and some of 
them managed to get out of poverty while 
still being run by dictators.  This evidence 
suggests, they argue, that it was not con-
straints on dictators imposed by institutions 
that led to growth; rather, dictators chose 
policies that provided security of property 
rights to foster investment in physical and 
human capital, and this led to growth.  The 
authors mention China as an example of a 
dictatorship in which economic growth  
has been the result of favorable policy 
choices and not of institutional constraints 
on the government.

indirect Effects of Democracy

Regardless of whether there are any  
direct effects of democracy on economic 
growth, the connection between democracy 
and human capital highlighted by Glaeser 
and his co-authors has been the subject of 
more analysis.

Political scientists Matthew Baum and 
David Lake have found important indirect 
effects of democracy on growth through 
its impact on public health and education, 
two common determinants and proxies 

of human capital.  Both public health and 
education have large social spillovers even 
when they are privately provided; there-
fore, investment in these areas is subject to 
be influenced by public policy.  Baum and 
Lake found that increasing democracy in 
poor countries improves the life expectancy 
of women, whereas increasing democracy 
in more developed countries improves 
secondary education enrollment of women.  
Although the authors did not find any direct 
effects of democracy on growth, they found 
that both life expectancy and secondary 
education have positive effects on gross 
domestic product per capita growth.

Exporting Democracy

The debate about whether democracy 
and political institutions generate growth or 
rather economic development leads coun-
tries to adopt better institutions is likely 
to continue.  But, as Barro and others have 
pointed out, this type of analysis has impor-
tant implications about the feasibility and 
desirability of exporting democratic insti-
tutions to developing nations, particularly 
those with low levels of human capital.  Ini-
tially, it may be easier (or wiser) to promote 
fundamental features of Western economic 
systems, such as free markets and the impor-
tance of securing private property. 

Rubén Hernández-Murillo is an economist and 
Christopher J. Martinek is a research analyst, 
both at the Federal Reserve Bank of St. Louis.  
For more on the work of Hernández-Murillo,  
go to http://research/stlouisfed.org/econ/ 
hernandez/index.html.

e n d n o t e s

 1 For a lively discussion between Acemoglu and 
Glaeser, the two proponents of the alternative 
views discussed in this article, read also the 
article in The Wall Street Journal Online from 
March 13, 2007, listed in the references. 
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neighborhoods 
That Don’t Work

u n e M P l o Y M e n T

By Allison K. Rodean and Christopher H. Wheeler

Within any metropolitan area in the United States, there 
are vast differences in the economic well-being of indi-

viduals residing in different neighborhoods.  Some areas tend 
to be populated by individuals with high incomes and levels of 
education; others, by those who are substantially less well-off.

Unemployment also varies substantially from one residential area 
to another.  For instance, among the 6,100 “block groups” (neigh-
borhoods consisting of approximately 500 households and 0.33 
square miles of land, on average) that make up the St. Louis met-
ropolitan area, the unemployment rate in the year 2000 ranged 
from 0 percent in one neighborhood to 100 percent in another.

© CATHERINE K ARNOW/CORBIS 

In a poor part of the  
Anacostia neighborhood  
in Washington, D.C.,  
working-age people  
hang out on the streets.
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Although it is hardly surprising that 
unemployment rates differ across neighbor-
hoods within a metropolitan area, the varia-
tion in neighborhood-level unemployment 
between 1980 and 2000 is striking.  Over 
this period, rates of joblessness among block 
groups with the lowest levels of unemploy-
ment dropped even further, whereas rates of 
unemployment among neighborhoods with 
the highest levels tended to grow larger.  In 
other words, the unemployed within the 
nation’s metropolitan areas became increas-
ingly concentrated within relatively few 
residential areas between 1980 and 2000.

Why should this rise in the concentra-
tion of unemployment within relatively few 
neighborhoods concern us?  The answer 
relates to the idea that we are all influenced 
by our immediate surroundings.

For decades, economists and sociologists 
have argued that the characteristics of an 
individual’s residential area greatly influ-
ence his or her economic outcomes, and 
a fair amount of evidence supports this 
notion.  Economists Anne Case and Law-
rence Katz, for instance, looked at a sample 
of residential areas in Boston and found evi-
dence of strong peer effects characterizing 
a variety of behaviors, including criminal 
activity, drug and alcohol use, schooling 
and employment status.1  Giorgio Topa, an 
economist at the Federal Reserve Bank of 
New York, found evidence of local spillovers 
in unemployment across neighborhoods 
in Chicago; high levels of unemployment 
within a residential area tend to have a nega-
tive influence on the employment prospects 
of individuals residing within or near that 
neighborhood, he said.2

The rise in the concentration of unem-
ployment, therefore, may be creating  
poverty traps from which people will find  
it increasingly difficult to escape.

Determining the reasons for this trend, 
therefore, are important from the perspec-
tive of policymakers interested in combating 
unemployment.  Three possible reasons for 
the trend are:  urban decentralization (i.e., 
the movement of individuals from dense 
city cores into less dense suburban fringes), 
industrial and institutional changes in the 
labor market, and increases in the extent of 
segregation of individuals across neighbor-
hoods by income and education.

The Trend in Residential Unemployment

Based on data from the decennial U.S. 
census covering more than 165,000 block 
groups located in 361 metropolitan areas, 
neighborhoods became increasingly divided 
into high- and low-unemployment areas 
between 1980 and 2000.  Rates of unem-
ployment tended to fall in neighborhoods 
that already had low rates of unemploy-
ment in 1980, while they tended to rise in 
neighborhoods that had relatively high rates 
of unemployment in 1980.  People without 
a job, therefore, were more likely to come 
from one of a handful of high-unemploy-
ment neighborhoods in 2000 than two 
decades earlier.

To see this, consider the unemployment 
rate of the neighborhood in which the “aver-
age” unemployed person resides.3  In 1980, 
this individual lived in a block group with 
an unemployment rate of 7.5 percent.  Two 
decades later, this person lived in a block 
group with an unemployment rate of 7.9 
percent.  This trend is particularly striking 
in light of the fact that the national unem-
ployment rate and the average metropolitan 
area unemployment rate both declined over 
this period, suggesting that labor market 
conditions throughout the U.S. improved 
over this period.  These differences are 
depicted in Figure 1.

The degree to which unemployment is 
geographically concentrated can also be 
quantified by looking at the 90th, 50th  
and 10th percentiles of the block group  
unemployment distribution within each  
metropolitan area.  These percentiles are  
intended to represent neighborhoods with  
high (90th), medium (50th) and low (10th) 
rates of joblessness.  Figure 2 plots each  
one over the years 1980, 1990 and 2000.   
In 1980, the average difference between  
the neighborhood at the 90th percentile  
of the unemployment distribution and  
the neighborhood at the 10th percentile was 
7.3 percentage points (a difference between 
an unemployment rate of 11 percent and 
one of 3.7 percent).  Two decades later, the 
difference was 11.2 percentage points.

Where Do the Unemployed Live?

In looking for explanations for these pat-
terns, it is instructive to look at some basic 
characteristics of neighborhoods with high 
(and low) rates of unemployment.  To begin, 

The figure shows selected unemployment 
rates over the years 1980, 1990 and 2000. 
The average neighborhood unemployment 
rate of the median unemployed worker has 
increased roughly 0.5 percentage points over 
this period, despite the national unemploy-
ment rate and the average metropolitan area 
unemployment rate declining roughly three 
and one percentage points, respectively.

1980    1990  2000

Unemployment rate of median unemployed 
worker’s neighborhood
Metropolitan area unemployment rate
National unemployment rate

PE
RC

EN
TA

GE

YEAR

10

8

6

4

2

0

U N E M P L O Y M E N T  R AT E S

FIGURE 1
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the rate of joblessness in a neighborhood 
tends to be strongly tied to the level of edu-
cation and income of its residents.  Neigh-
borhoods with higher average levels of 
income, not surprisingly, tend to see lower 
unemployment rates, which can be inter-
preted in at least two ways.  First, employed 
households tend to receive more income 
than unemployed households because only 
the former receive earnings from a job.  
Second, individuals with high incomes 
tend to be relatively successful in the labor 
market because they are highly skilled or 
highly educated (or both).  These types of 
individuals have a much lower incidence of 
unemployment.

In terms of demographic characteristics, 
neighborhoods with larger fractions of for-
eign-born, female, nonwhite and nonmar-
ried households tend to be associated with 
higher rates of unemployment.  Individuals 
belonging to these groups tend to have less 
successful labor market outcomes, particu-
larly with respect to earnings.

The census data also show that neighbor-
hoods with fewer workers under 25 tend 
to exhibit lower rates of unemployment, 
consistent with the idea that individuals 
between 25 and 64, the so-called prime 

working years, are especially likely to have 
a job.  The lower unemployment rate may 
also reflect the result that, beyond age 65, 
many individuals are considered retired 
and, therefore, would not be counted 
among the unemployed.

Block groups with high rates of unem-
ployment also tend to have relatively large 
fractions of their working households 
facing longer commute times to work.  In 
particular, the data reveal a strong, positive 
association between unemployment and 
the percentage of individuals with a one-
way commute time in excess of 45 minutes.

Finally, there is some evidence that a 
neighborhood’s rate of unemployment 
is connected to the industries in which 
its working residents are employed.  In 
particular, larger fractions of workers in 
construction, wholesale trade, finance-
insurance-real estate (FIRE) and educa-
tion services tend to have lower rates of 
unemployment.  In the case of FIRE and 
education services—sectors that employ 
relatively well-educated individuals—this 
result is quite sensible.  The results for 
construction and wholesale trade, on the 
other hand, may simply be related to the 
strong growth of these industries between 

seeking to help individuals find work are a number of public and private 

programs, including unemployment insurance, job training and 

employment agencies.  For the most part, these programs are aimed at  

assisting people who do not have jobs either by trying to connect them 

with employers who have vacancies or by helping those jobless people 

acquire skills that employers require.

Yet, because research indicates that a worker’s ability to find and main-

tain employment may be influenced by the extent of joblessness in his or 

her neighborhood, this process may have become increasingly difficult for 

workers residing in high-unemployment areas.  Consequently, policymak-

ers interested in the reduction of unemployment within a metropolitan 

area may wish to investigate strategies that attempt to reduce the extent 

to which the unemployed are residentially isolated.  although it is difficult 

to influence where people with different levels of education and income 

choose to reside, programs that attempt to achieve greater heterogeneity 

within residential areas could certainly help to prevent areas of extreme 

unemployment and poverty from forming.

revitalizing downtowns, for example, might help to draw high-income, 

highly educated residents to areas that currently suffer from high unem-

ployment.  doing so may also help the unemployed find work by providing 

greater numbers of jobs nearby.  recall, although population density did 

not show a significant association with unemployment concentration, a 

neighborhood’s unemployment rate is strongly tied to the average com-

mute times of its residents.

in addition, programs aimed at helping individuals living in impoverished 

areas to relocate to more economically successful neighborhoods might 

help.  Policies that encourage mixed-income housing—that is, policies 

that set aside certain fractions of new housing units for low- to moderate-

income households—may also assist individuals who face a high risk of 

unemployment with finding and maintaining employment.

These, of course, are just a few hypothetical strategies, and they require 

a great deal more research before any formal policy recommendations 

could be made.  however, the notion that the residential concentration of 

unemployment probably represents a significant aspect of the unemploy-

ment problem in the united states is one to which policymakers should 

give some serious consideration.  The fact that this problem seems to 

have grown worse in recent decades suggests that the costs of not doing 

so are rising.

The figure shows the 90th, 50th and 10th 
percentiles of the block group unemployment 
distribution within each metropolitan area, 
representing neighborhoods with high, medium 
and low rates of joblessness, over the years 
1980, 1990 and 2000.  A greater difference 
between the percentiles indicates a greater 
unemployment distribution.  The majority of 
the widening took place between 1980 and 
1990 when the average 90th percentile rose 
while the 50th and 10th percentiles decreased.  
Between 1990 and 2000, all three percentiles 
actually decreased by similar amounts, leaving 
the three differentials mostly unchanged 
between 1990 and 2000.

N E I G H B O R H O O D  U N E M P L O Y M E N T  P E R C E N T I L E S
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One Possible Solution:  Move the unemployed to Workers’ neighborhoods
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1980 and 2000.  On the other hand, larger 
fractions of employment in manufacturing 
tend to be associated with higher rates of 
unemployment in a neighborhood, a result 
that is likely driven by the decline of this 
sector within the U.S. in recent decades.  

Some Explanations 

 Sprawl

One of the most significant ideas to 
emerge from the field of urban economics 
over the past half century holds that the 

movement of population and employment 
away from city centers toward suburban 
locales has created an underclass of unem-
ployed workers in central cities.  This idea 
is known widely as the spatial mismatch 
hypothesis.4

As city populations and employers move 
away from traditional central business dis-
tricts, finding and securing jobs becomes 
more difficult for workers who choose to 
remain in those central cities.  Increased 
spatial isolation from employment oppor-
tunities, presumably, increases commuting 
costs and makes the job search process 
more difficult.  In addition, increased 
distance may limit access to information 
about available jobs or create negative 
attitudes about central city workers among 
employers.  As employers move farther 
away, therefore, locating and maintaining 
a job becomes less likely for the residents 
of historical city centers.  In addition, one 
of the characteristics of high-unemploy-
ment neighborhoods is the prevalence of 
relatively long commutes to work among 
residents who have jobs.

In order to evaluate whether sprawl has 
influenced the residential concentration 
of unemployment, it must be measured.  
Unfortunately, quantifying sprawl tends to 
be difficult because the term does not have 
a precise definition.  A variety of measures 
attempt to capture the basic concept:  

individuals and employers moving from 
dense cores toward less-populated subur-
ban peripheries.  Such measures include the 
fraction of a metropolitan area’s population 
or employment located in a central city, 
the fraction within certain distances of the 
historical city center and overall metropoli-
tan area density.

Urban decentralization within a metro-
politan area can be quantified using popu-
lation density, which is constructed as an 
average of block group-level densities, tak-
ing into account each block group’s share of 

total metropolitan area population.  Hence, 
a metropolitan area’s density is taken to be 
the density of the block group in which the 
average resident lives.  Because suburban 
locales tend to have much lower residential 
densities than urban cores, lower levels of 
population density ought to be associated 
with more extensive sprawl.5

Between 1980 and 2000, the average 
metropolitan area saw its population 
density decrease from 3,080 residents 
per square mile to 3,004 residents per 
square mile.  Although average density 
did increase slightly during the 1980s, 
it dropped during the 1990s, leaving 
the residential density faced by a typical 
metropolitan resident lower in 2000 than 
two decades earlier.  This pattern fol-
lows the long-standing trend over the past 
century for U.S. populations to spread out 
geographically.

Industrial Shifts and Unionization

Over the past several decades, the U.S. 
economy has seen a decrease in the employ-
ment of certain sectors, but increasing 
employment in others.  Manufacturing 
employment has decreased, while ser-
vice employment has increased.  In addi-
tion, rates of unionization have fallen 
substantially.

Between 1980 and 2000, the aver-
age share of manufacturing in total 

employment declined from 22 percent to 
14 percent across the metropolitan areas 
studied for this article, whereas the fraction 
of workers employed in education and in 
health services rose from 17 percent to 20 
percent.  Rates of unionization decreased 
from an average of 24 percent in 1980 to 14 
percent in 2000.

How might these changes influence the 
geographic distribution of unemployment 
within a metropolitan area?  If workers in 
certain neighborhoods tend to be employed 
in similar types of industries, or if union-
ization is relatively concentrated among 
the residents of certain neighborhoods, 
these changes may have produced differ-
ent rates of unemployment across different 
areas within a city.  In other words, rather 
than there having been a change in the 
way that residents of an area sort them-
selves across neighborhoods, it may simply 
be that changes in the labor market have 
differently influenced workers of different 
neighborhoods.

For example, larger fractions of workers 
within a neighborhood who are employed 
in manufacturing tend to be associated 
with higher unemployment rates.  Larger 
fractions of workers in finance-insurance-
real estate, by contrast, correspond to 
lower unemployment rates.  The change 
in the industrial makeup of a metro area’s 
economy, then, might help to explain the 
trend in neighborhood unemployment.

Segregation by Income and Education

The rise in the concentration of unem-
ployment may, on the other hand, be the 
product of greater segregation of individu-
als by income and education.  Unemploy-
ment shows a very strong association with 
both income and education.  If the way 
individuals sort themselves into residen-
tial areas has created neighborhoods with 
concentrations of either high- or low-skill 
individuals, increasing disparity between 
the unemployment rates of different 
neighborhoods should be seen.  Low-skill 
individuals, after all, tend to experience 
higher rates of unemployment than high-
skill individuals.6

On the surface, this explanation seems 
related to the urban decentralization 
hypothesis.  Indeed, previous work has 
suggested that as city populations spread 

“  The rise in the concentration of unemployment, therefore, 

may be creating poverty traps from which people will find  

it increasingly difficult to escape.”
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e n d n o t e s

 1 See Case and Katz (1991).
 2 See Topa (2001). 
 3 Some workers live in high-unemploy-

ment neighborhoods; others live in  
low-unemployment neighborhoods.   
The “average” worker is found by finding  
the median of this distribution.

 4 See Kain (1968).
 5 In the year 2000, the average central city 

population density was 2,716 residents per 
square mile.  Suburban densities that year 
averaged 208 residents per square mile.   
See Hobbs and Stoops (2002).

 6 For example, the Bureau of Labor Statistics 
reports that the average rate of unemployment 
tends to decrease with education attainment.  
See www.bls.gov/news.release/empsit.t04.htm.

 7 See Glaeser and Kahn (2004).
 8 See Wheeler (2006).
 9 The analysis is based on regressions of unem-

ployment concentration, given by differences 
between the 90th, 50th, and 10th percentiles 
of each metropolitan area’s block group 
unemployment distribution, on numerous 
metropolitan area-level characteristics.
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out, households become increasingly sorted 
into high- and low-income neighborhoods.7  
Recent research, however, finds little asso-
ciation between the extent to which urban 
populations spread out and the income dif-
ferentials they exhibit across block groups.8

We quantify income segregation by 
calculating the variance of average income 
across neighborhoods.  As high- and low-
income people move into separate areas, of 
course, this measure increases.  To quantify 
the segregation of households by educa-
tion, we compute an index describing the 
extent to which individuals with at least a 
bachelor’s degree live in the same neighbor-
hoods as those with less formal schooling.

On average, the amount of income 
variation between neighborhoods nearly 
doubled over this period, although essen-
tially all of the increase took place during 
the decade of the 1980s.  The educational 
segregation measure rose by more than 17 
percent during the 1980s, but remained 
relatively constant during the 1990s.

The Findings

Results from the statistical analysis of 
these patterns indicate that, of these three 
possible explanations, rising segregation of 
individuals by income and education is the 
most likely culprit.9  After controlling for a 

number of characteristics that may influ-
ence the residential distribution of unem-
ployment, including the basic demographic 
make-up of each metropolitan area, the 
findings indicate that there is essentially 
no correlation between rising unemploy-
ment concentration and any of the follow-
ing three quantities:  population density 
(a measure of urban decentralization), the 
industrial composition of a metropolitan 
area and the extent of unionization among 
the local workforce.  In contrast, there is a 
significantly positive association between 
unemployment concentration and the extent 
to which neighborhoods are segregated by 
income and educational attainment. 

Allison K. Rodean is a research analyst, and  
Christopher Wheeler is an economist, both  
at the Federal Reserve Bank of St. Louis.  For 
more on Wheeler’s work, go to http://research.
stlouisfed.org/econ/wheeler/index.html.

Three women walk past a billboard reading “Say no to poverty, get an education” in Gary, Ind.   
High crime levels and poverty have been major problems for residents of Gary.
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The average American is carrying more 
debt than ever.  According to the 2004 

Survey of Consumer Finances (SCF), the 
percentage of families holding debt rose 
from 72.3 percent in 1989 to 76.4 percent 
in 2004.  Among families holding debt, the 
median value of the debt more than doubled 
during that time from $22,000 to $55,300 
(in 2004 dollars).  These numbers reflect 
both a rise in collateralized debt (e.g., mort-
gages) and uncollateralized debt (e.g., credit 
cards).  During the same period, median 
family income increased by only 12.8 per-
cent to $43,100.  

This shift toward more debt appears 
to have long-term ramifications for the 
U.S. economy, as evidenced by the grow-
ing number of personal bankruptcies over 
recent decades.  Perhaps playing a role in 
this rise is the increase in debt accumulated 
via credit cards and payday loans.

Paper or Plastic?

In 1989, a total of 55.8 percent of American 
families owned at least one credit card; in 
2004, a total of 74.9 percent owned at least 
one card.  Over time, the characteristics of 
credit card holders have changed to include 
people who are riskier for the lenders.1  For 
example, a higher percentage of single people 
and renters now have a credit card.  Also, 
workers with less job seniority, lower incomes 
and unskilled jobs are now more likely to 

hold a credit card.  Attitudes toward borrow-
ing have changed as well; for example, people 
increasingly borrow to finance things like 
vacations and living expenses.

While credit card usage has increased 
across the income spectrum, the largest 
increases occurred among lower-income 
groups.  (See the accompanying table.)  
Among those in the lowest 20 percent of the 
income distribution, the fraction with credit 
card debt nearly doubled between 1989 and 
2004, and their median credit card debt 
increased to $1,000 from $400.  For those in 
the next lowest 20 percent, the fraction with 
credit card debt increased by 51 percent, and 
their median debt doubled to $1,800.2

Data from the Federal Deposit Insurance 
Corp. (FDIC) provide some perspective as to 
the magnitude of the credit card industry.3  
Between 1992 and 2006, the total dollar 
amount of credit card loans nearly tripled 
while the dollar amount of loans that are 90 
days delinquent more than tripled.  At the 
end of 2006, FDIC-insured institutions had 
$385 billion in credit card loans to individu-
als, and $6.5 billion were past due 90 days or 
more (1.7 percent of the total).

What’s in the Balance?

In addition to carrying a balance, bor-
rowers do not appear to rush to pay off their 
credit cards.  Several economists have found 
that some consumers carry credit card bal-
ances even though they have sufficient funds 
in the bank to pay off their high-interest 
debt.  Using data from the 2001 SCF and the 
2000-2002 Consumer Expenditure Survey, 
economist Irina Telyukova categorized 
households into three groups: borrowers, 
savers, and borrowers-and-savers.  She found 

that about 28 percent of those surveyed had 
at least $500 both in credit card debt and 
liquid assets.  This group—the borrowers-
and-savers—held an average credit card debt 
of $5,766 and an average of $7,237 in liquid 
assets.  Furthermore, the average interest rate 
on the debt was 13.7 percent and only about  
1 percent on their liquid assets.

To explain why some continued to hold 
both high-interest debt and liquid assets, 
Telyukova hypothesized that households 
keep liquid assets for payments where cash 
is required.4  While many of these expenses 
are predictable, others may arise in an emer-
gency.  To protect themselves in the event 
such a case arises, households may forgo 
paying off credit card debt in order to keep 
cash available.5

i Want it All, and i Want it Now

Another increasingly common form of 
short-term debt is the payday loan.  From 
2000 to 2003, the industry quadrupled 
in size to $40 billion.6  Payday loans are 
designed to lend small amounts of money 
for short amounts of time, usually two 
weeks.  Typical interest rates for two weeks 
can range from 15 to 18 percent, which 
translates into about a 400 percent annual 
interest rate.  Payments are due on the bor-
rower’s payday but may be renewed with 
additional fees.

Similar to credit cards, payday loans 
have become popular among lower-income 
households.  A Center for Responsible Lend-
ing (CRL) report argues that 90 percent of 
lenders’ revenue comes from borrowers who 
have five or more loans per year, not one-
time borrowers.7  To demonstrate, an aver-
age borrower renews a loan eight times and 

Extra Credit: The Rise of Short-term Liabilities

d e B T

By Kristie M. Engemann and Michael T. Owyang

“  americans appear willing 

to trade substantial interest 

payments for access to  

short-term credit markets.”
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e n d n o t e s

 1 See Bucks, Kennickell and Moore (2006) and Black 
and Morgan (1999) for a description of changes in 
credit card holders.

 2 Note that the numbers are only for families with 
credit card balances.

 3 The data include all institutions insured by the FDIC.  
See www2.fdic.gov/sdi/sob/.

 4 “Cash” here refers to cash and similar payments, 
e.g., check, debit card.

 5 For the average household in each group, the bor-
rower-and-saver kept 3.4 times more, the borrower 
kept 0.1 times more and the saver kept 10 times more 
money in the bank than needed for cash-only goods 
in a typical month.

 6 From the Center for Responsible Lending.  See www.
responsiblelending.org/issues/payday/briefs/page.
jsp?itemID=29557924.

 7 See www.responsiblelending.org/pdfs/rr012-
Financial_Quicksand-1106.pdf.

 8 The authors obtained data from a provider of 
financial services.

 9 New bankruptcy laws effective in October 2005 
made it harder for consumers to file for Chapter 7 
bankruptcy, which caused a sharp increase in the 
bankruptcy rate in the first three quarters of 2005 
and a sharp decline in 2006.

 10 To obtain a loan, the applicant’s credit score must 
reach a certain threshold.  Of first-time applicants,  
99.6 percent below that threshold were rejected, and 
96.9 percent above the threshold were accepted.   
Because the difference between a consumer whose  
application was barely accepted and one whose  
application was barely rejected is very small, the 
authors focused their analysis on those near the  
acceptance threshold.

 11 Chapter 7 bankruptcy eliminates all dischargeable 
debts, and Chapter 13 bankruptcy creates a long- 
term repayment plan.
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                                                                  Percentage with credit card debt                              Median credit card debt (2004 dollars)
                                                         1989                       2004                  Difference                 1989                       2004                 Difference

                  All families 39.7 46.2 6.5 $1,300 $2,200 $900

Percentiles of income
< 20 percent 15.0 29.1 14.1 $400 $1,000 $600

20 – 39.9 percent 28.2 42.5 14.3 $900 $1,800 $900

40 – 59.9 percent 48.8 55.0 6.2 $1,200 $2,200 $1,000

60 – 79.9 percent 57.4 56.2 –1.2 $1,500 $3,000 $1,500

80 – 100 percent 49.0 48.1 –0.9 $2,600 $3,400 $800

Credit Card Debt by income Distribution

SOURCE:  2004 Survey of Consumer Finances.  See www.federalreserve.gov/pubs/oss/oss2/2004/scf2004home.html.

ends up paying back $793 for a $325 loan.  
According to the CRL estimates, Americans 
paid $4.2 billion in payday loan fees in 2005.

Economists Paige Skiba and Jeremy 
Tobacman found that applicants for payday 
loans from a particular lender in Texas had 
an average monthly income of $1,699 and 
$235 in their checking account.8  Addition-
ally, 77 percent of the applicants were black 
or Hispanic and 62 percent were women.  
Based on the study’s results, it seems that 
access to loans can lead to recidivism.  
Within one year, a consumer whose first-
time application for a payday loan was 
approved would apply for another loan an 
average of 8.4 more times; in comparison, 
a consumer whose first-time application 
was rejected would apply 1.8 more times on 
average.  The total loans for the former were 
for $2,200 with roughly $400 in accompa-
nying fees/interest payments. 

You Get What You (Don’t) Pay For

Americans appear willing to trade 
substantial interest payments for access to 
short-term credit markets.  But, does this 
new behavior have detrimental long-term 
effects?  Based on data from the American 
Bankruptcy Institute, for every 1 million 
adults in the U.S. population, about 1,800 
filed for bankruptcy in 1980, a number that 
increased to about 7,300 in 2004.9

According to a study by economist 
Michelle White, an increase in the amount 
of revolving debt per household (especially 
in the form of credit card debt) coincided 
with the increase in personal bankruptcy 
filings from the 1980s to 2005.  There were 
5.4 times more bankruptcies in 2004 than in 
1980, and revolving debt per household was 

4.6 times larger in 2004 than in 1980.  White 
discussed other possible explanations for the 
increase in bankruptcy filings, such as job 
loss and medical bills.  However, these types 
of adverse events have not increased since 
1980.  Therefore, she concluded that the rise 
in personal bankruptcies can be attributed in 
large part to the rise in credit card debt.

Similarly, the payday loan applicants in 
Skiba and Tobacman’s study were six times 
more likely to file for bankruptcy between 
January 2001 and June 2005 than the general 
population in Texas.  The bankruptcy filing 
rate for the state was 0.38 percent per year 
versus 2.3 percent per year for loan applicants.

Skiba and Tobacman tested whether 
access to payday loans increased bankruptcy 
filings.10  They found no effect on the num-
ber of Chapter 7 filings, but the number of 
Chapter 13 filings increased significantly.11  
Within one year of his first payday loan, 
a borrower’s likelihood of filing Chapter 
13 increased by 1.9 percentage points, and 
within two years, the likelihood was 2.5 
percentage points higher.

As with any kind of loan, credit cards and 
payday loans can be convenient for some 
people as a means to borrow money for a 
relatively short period of time.  However, 
the recent rise in short-term liabilities—
especially by lower-income households—
may have long-term implications for the 
economy as demonstrated by their apparent 
correlation with bankruptcy filings. 

Kristie M. Engemann is a research analyst, and 
Michael T. Owyang is an economist, both at the 
Federal Reserve Bank of St. Louis.  For more on 
Owyang’s work, see http://research.stlouisfed.org/
econ/owyang/index.html.
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Recent problems in the subprime mortgage 
markets highlight the importance of con-

sumer protection in the financial services sec-
tor.  Financial services are an essential part of 
everyday life.  Deceptive and unfair financial 
practices can cause serious problems for con-
sumers and threaten to undermine confidence 
in the financial services industry.

Nearly every aspect of this industry is 
covered by consumer protection laws that 
are designed to promote the availability of 
financial services to all consumers without 
discrimination, prohibit abuse of customers 
by financial institutions, and ensure effec-
tive and adequate disclosure of information 
to customers about the features and risks 
embedded in financial products.

Consumer protection laws are enforced by 
state regulators (mainly, state attorneys gen-
eral) and a range of federal regulatory agen-
cies.1  These regulators differ with respect to 
jurisdiction, authority, budget, agenda and 
approach, producing a most intricate and 
multifaceted structure.

Federal regulatory agencies, including the 
Federal Reserve Board, have been entrusted 
with a certain degree of rulemaking authority 
under federal consumer laws; these agencies 
enforce compliance by financial institutions 
within their jurisdiction.2

The Federal Reserve’s role in consumer 
protection consists of four pillars: rulemaking, 
enforcement, the Federal Reserve’s Commu-
nity Affairs program and consumer education.

Rulemaking

The Federal Reserve’s Board of Governors 
has been entrusted by Congress with the 
exclusive mandate to write and interpret 
regulations designed to put into effect many 
of the major federal consumer protection 

laws.  These regulations apply not only to 
the banks under the Board’s jurisdiction, 
they also address mortgage brokers, finance 
companies and certain businesses, such as 
retailers and automobile dealers.  The table 
lists major consumer protection laws that 
are implemented by Board regulations.

Under other federal laws, such as the Com-
munity Reinvestment Act, the Federal Reserve 
Board shares rule-writing responsibility with 
other regulators.  In addition, the Board is 
responsible for crafting rules prohibiting 
practices that fall under the legal standards  
for “unfair or deceptive.”

The formation of consumer protection reg-
ulations poses significant challenges due to the 
diversity and complexity of financial products 
and to the undesirable consequences of over-
regulation.  Overly simplistic regulations 
are also undesirable because they can easily 
be avoided.  Given these challenges, the 
Board has often opted to adopt a case-by-
case approach rather than use its rulemak-
ing authority in tackling certain seemingly 
“unfair and deceptive” practices.3

The dynamic nature of financial markets 
poses yet another regulatory challenge.  To 
keep up with financial innovation, market-
place developments and changes in existing 
legislation, as well as to address emerging 
circumstances and problems encountered 
by customers, regulations are being subject 
to recurrent revision and updating—mostly 
in the form of amendments to existing regu-
lations (see table) or revised interpretations 
to existing regulations.4

In executing its role in consumer protec-
tion, the Board seeks the advice of consumer 
advocates and other supervisory agencies, 
reviews comments from the public, and 
conducts occasional consumer surveys and 

testing.  The Board is also assisted by its 
Consumer Advisory Council.5  Meetings 
of the council are held three times a year as 
public hearings at the Board’s headquarters 
in Washington, D.C.

Enforcement

The Federal Reserve enforces compliance 
with more than 20 federal consumer protec-
tion laws by the financial institutions under its 
jurisdiction through examinations, handling 
of consumer complaints, investigation of 
alleged violations and punitive actions against 
delinquent institutions.6

On-site consumer compliance examina- 
tions are the responsibility of the Banking 
Supervision and Regulation division of each 
Federal Reserve bank, carried out by specially 
trained examiners.  When examinations 
reveal consumer compliance deficiencies, the 
findings are communicated to the institution’s 
management.  In the rare cases where institu-
tions do not address the deficiencies brought to 
their attention, the Federal Reserve can wield 
a variety of enforcement tools, ranging from 
informal supervisory actions to formal actions 
and cease and desist orders.  In particularly 
severe cases, the Federal Reserve appeals for 
intervention by the Department of Justice.7

Depository institutions under the Federal 
Reserve’s jurisdiction are also assessed for 
their performance under the 1977 Com-
munity Reinvestment Act (implemented by 
regulation BB); the CRA encourages deposi-
tory institutions to help meet the credit needs 
of the communities in which they operate. 

An important tool for monitoring institu-
tions between examinations is the analysis 
of consumer complaints.  An established 
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continued on Page 16

The Federal Reserve Seeks 
To Protect Consumers

F i n a n C i a l  s e r v i C e s

Carol Mondesir participates in a protest in front of Ocwen Financial, 
a subprime loan servicer, Sept. 26, 2007, in West Palm Beach, Fla.
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e n d n o t e s

 1 The eight federal regulators that are involved 
in consumer protection are the Federal Reserve 
Board, the Office of the Comptroller of the 
Currency (OCC), the Federal Deposit Insur-
ance Corp. (FDIC), the Federal Trade Com-
mission (FTC), the Securities and Exchange 
Commission (SEC), the National Credit Union 
Administration (NCUA), the Office of Thrift 
Supervision (OTS) and the Commodity Futures 
Trading Commission (CFTC).

 2 A table of regulatory authorities and their 
responsibilities is available with the online 
version of this article.  See www.stlouisfed.org/
publications/re.

 3 The most recent example is alleged predatory 
lending practices in the subprime mortgage 
market.

 4 The Home Ownership and Equity Protection 
Act, for example, is a 1994 amendment to the 
Truth in Lending Act.

 5 The Consumer Advisory Council is a Congress-
established council consisting of 30 members 
with diverse backgrounds; they have staggered 
terms and represent the interests of consumers, 
community groups and financial institutions.

 6 Institutions under the Federal Reserve’s 
jurisdiction include state member banks, bank 
holding companies, nonbank subsidiaries of 
bank holding companies, edge and agreement 
corporations and branches, and agencies of 
foreign banking organizations operating in the 
U.S. and their parent banks.

 7 The Department of Housing and Urban Devel-
opment (HUD) provides litigation assistance in 
cases pertaining to home loans.

 8 To help consumers identify the agency they 
should address their complaints to, the Federal 
Reserve has launched an online consumer com-
plaint system that automatically dispatches com-
plaints to the appropriate supervisory agency.  
The Board is also planning to establish an 
administrative center with a toll-free telephone 
number for handling consumer complaints.

 9 These publications focus on selected topics, 
such as bank accounts and services, credit 
cards, credit scores, identity theft, mortgages, 
vehicle leasing, checks, etc., and target consum-
ers’ special needs as indicated by consumer 
behavior research, surveys and testing.  Many of 
these publications are also available in Spanish.  
See www.federalreserve.gov/consumers.htm.

 10 The press release, background information 
and a form for submitting public comments  
are available at www.federalreserve.gov/ 
newsevents/press/bcreg/20071218a.htm.

 11 Bernanke’s semiannual Monetary Policy 
Report to Congress normally is dedicated to 
macroeconomic issues alone.  The fact that 
nearly one-third of his July testimony discussed 
the subprime-mortgage market and planned 
reforms to consumer-protection regulation 
underscores the high priority the Federal 
Reserve assigns to its consumer-protection 
responsibilities.  The testimony is available at 
www.federalreserve.gov/newsevents/testimony/
bernanke20070718a.htm.

R e f e R e n c e s

    The online version of this article includes a 
lengthy list of web sites related to consumer 
protection.  See www.stlouisfed.org/publica-
tions/re.

in the wake of the recent subprime mortgage 

debacle, the Federal reserve Board proposed and 

asked for public comment on changes to regula-

tion Z (which implements the Truth in lending act, 

or Tila) on dec. 18, 2007.10  The deadline for com-

menting is april 8, 2008.

The intent of the new rules is to better protect 

consumers from unfair or deceptive home-

mortgage lending and advertising practices.  When 

enacted—probably near the end of 2008—these 

changes will extend the guidelines of the home 

ownership and equity Protection act (hoePa) to a 

much broader category of loans, defined as higher-

priced mortgage loans.  The proposed changes will 

require lenders to document and verify borrowers’ 

ability to repay high-priced loans, restrict the imple-

mentation of prepayment penalties, and require 

lenders to establish escrow accounts for taxes and 

insurance bills.  additional changes will apply to all 

loans secured by a consumer’s principal dwelling.

These changes would prohibit lenders from 

compensating mortgage brokers with yield-spread-

premiums, prohibit lenders and brokers from coerc-

ing real estate appraisers to misstate a home’s 

value, impose restrictive criteria on loan servicers 

and ban misleading advertisements.  These new 

rules represent the most significant revisions to u.s. 

consumer-protection regulation in over a decade.

The impetus for revising regulation Z’s 

mortgage-lending provisions was a widespread per-

ception that the subprime-mortgage market was 

malfunctioning.  Federal reserve Board Chairman 

Ben Bernanke summarized the case for more and 

stronger consumer protections, and the Board’s  

intent to provide them, in his July 18, 2007, testi-

mony before Congress:

   [T]he recent rapid expansion of the subprime 

market was clearly accompanied by deteriora-

tion in underwriting standards and, in some 

cases, by abusive lending practices and outright 

fraud. ...By the end of the year, we will propose 

changes to TILA rules to address concerns about 

mortgage loan advertisements and solicitations 

that may be incomplete or misleading and to 

require lenders to provide mortgage disclosures 

more quickly so that consumers can get the 

information they need when it is most useful to 

them. ...[Also,] we plan to exercise our authority 

under  the Home Ownership and Equity Protec-

tion Act (HOEPA) to address specific practices 

that are unfair or deceptive. ...I expect that the 

Board will propose additional rules under HOEPA 

later this year.11  

Public Comment Sought on New Mortgage Rules

FEDERAl lAw PURPosE/ REqUIREMEnts IMPlEMEntAtIon

the truth in lending Act (1968) Requires lenders to clearly disclose lending terms and costs to borrowers. Regulation Z

the Fair Credit Billing Act (1974)
Enacted as an amendment to the Truth in Lending Act.  Protects consumers from 
unfair billing practices by creditors and provides a mechanism for addressing 
billing errors, mostly in credit accounts, such as credit card or charge card accounts.

Regulation Z

the Fair Credit and Charge Card  
Disclosure Act (1988)

Enacted as an amendment to the Truth in Lending Act.  Requires disclosures on 
credit and charge cards issued by financial institutions, retailers and others. Regulation Z

the Home Equity loan Consumer 
Protection Act (1988)

Enacted as an amendment to the Truth in Lending Act.  Requires creditors to disclose 
the terms and costs for open-end credit lines secured by the borrower’s dwelling.  
Restricts the terms of such credit lines and the circumstances under which 
creditors may modify or terminate the terms of a home equity plan once opened. 

Regulation Z

the Home ownership and Equity  
Protection Act (1994)

Enacted as an amendment to the Truth in Lending Act.  Establishes rules 
and disclosure requirements and prohibits abusive practices in connection 
to certain types of mortgages that carry high rates or fees.

Regulation Z

the Fair Credit Reporting Act (1970) Protects consumers from abusive credit reporting practices and requires credit 
reporting agencies to allow credit applicants to correct inaccurate reports. Regulation V

the Equal Credit opportunity Act (1974)
Protects consumers from discrimination by creditors on the grounds of familial 
status, sex, religion, race, national origin, age or because the applicant receives 
income from a public assistance program.

Regulation B

the Home Mortgage Disclosure  
Act (1975)

Requires the bulk of mortgage lenders located in metropolitan areas to collect 
data about home purchases, home purchase preapprovals, home improvement 
and refinance applications; to report the data annually to the government; and 
to make the information  available to the public.

Regulation C

the Electronic Fund transfer Act (1978) Requires disclosure of the terms and conditions of electronic fund transfers. 
Protects consumers against unauthorized transfer. Regulation E

the Consumer leasing Act (1976) Requires disclosure of information about the costs and terms of vehicle leases. Regulation M

the Expedited Funds Availability Act (1987) Standardizes hold periods on deposits made to depository institutions and to 
regulate their use of deposit holds. Regulation CC

the truth in savings Act (1991)
Requires disclosure of terms and conditions regarding interest rates and fees  
associated with savings accounts.  Establishes uniformity in disclosure standards. Regulation DD

Major Federal Consumer Protection Laws and Their implementation by the Board
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policy framework specifies the procedures for 
addressing consumer complaints by trained 
staff of the Federal Reserve banks.8

To address emerging issues, or in cases 
where strict rules might do more harm than 
good, the Federal Reserve uses principle-based 
supervisory guidelines, sometimes including 
best practices.

Community Affairs Program

The Federal Reserve’s Community Affairs 
activities promote community development 
and fair and impartial access to credit to tra-
ditionally underserved markets.  The Federal 
Reserve launched community development 
programs designed to advance financial insti-
tutions’ engagement in servicing their entire 
communities, educate low- and moderate-
income consumers, and encourage coopera-
tion among local governments, community 
leaders, financial institutions and nonprofit 
organizations with whom it collaborates 
closely and to whom it provides assistance, 
information and educational resources.  In 
so doing, the Federal Reserve studies and 
analyzes the special needs of underserved 
consumers—both at the national and the 
district levels.  The Federal Reserve also holds a 
community development research conference, 
designed to present studies and discuss current 
trends and developments, every two years.  
Another activity in which the Federal Reserve 
partakes (and sometimes hosts) is the National 
Consumer Protection Week: a yearly sympo-
sium for consumer professionals, designed to 
highlight consumer protection and education 
efforts and to discuss recent developments in 
consumer laws, policies and practices.

Consumer Education

Informed consumers who know their rights 
and responsibilities and who understand their 
options can make better choices when shop-
ping for financial services.  The promotion 
of consumers’ financial literacy is, therefore, 
part and parcel of the Federal Reserve’s con-
sumer protection responsibilities.  Consumer 
education resources are released in the form 
of brochures and handbooks, which are also 
available on the Board’s web site.9  

Sharon K. Blei is an economist in the Banking  
Supervision and Regulation division at the  
Federal Reserve Bank of St. Louis. 

e C o n o M Y  a T  a  g l a n C e

Eleven more charts are available on the web version of this issue.  Among the topics they cover are agriculture, commercial 
banking, housing permits, income and jobs.  Much of the data is specific to the Eighth District.  To go directly to these charts, 
use this URL:  www.stlouisfed.org/publications/re/2008/b/pdf/4-08-data.pdf.
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n a T i o n a l  o v e r v i e W

skirting the edge?

The pace of economic activity in the 
United States slowed sharply over the 

final three months of 2007.  Real GDP man-
aged an anemic 0.6 percent rate of growth  
in the fourth quarter.  In January and Feb-
ruary, growth appeared to weaken further.  
The primary contributors to this downshift 
have been continued sharp declines in 
the rate of new home construction (which 
helped to cool the pace of consumer spend-
ing and, thus, production of consumer 
durables), high and rising oil prices, and 
lackluster growth of new equipment and 
software purchases by firms.

With growth slowing and financial market 
uncertainty still high, banks and other deposi-
tory institutions began to tighten terms and 
standards on loans to households and firms.

Recession Forecasts

A key development in the near-term 
economic outlook occurred in early January 
2008 when the Bureau of Labor Statistics 
(BLS) reported that private nonfarm payroll 
employment declined unexpectedly in 
December 2007 and the unemployment 
rate rose by more than expected.  Over the 
next two months, the BLS reported further 
declines in private nonfarm employment. 

Because employment is an important 
indicator in dating business cycle peaks 
and troughs, some forecasters dramatically 
raised the odds of a recession to about 50 
percent.  By March 2008, the Blue Chip 
consensus forecast for the first half of 2008 
had been cut to about 0.25 percent, while 
growth over the second half of the year had 
been trimmed to about 2.25 percent.  Seven 
months earlier, forecasters had expected real 
GDP growth to average about 2.75 percent 
over the first half of this year and by about  

3 percent over the 
second half.

Emerging economic 
weakness and persistent 
financial market turmoil 
engendered several responses by poli-
cymakers.  First, the Federal Open Market 
Committee lowered its federal funds target 
rate from 5.25 percent to 3 percent.  Many 
forecasters and financial market participants 
expect further cuts in the first half of 2008.  
To help meet the increased demand for short-
term financing by depository institutions 
and to help alleviate market uncertainty, 
the Federal Reserve also enacted what it’s 
calling the Term Auction Facility and the 
Term Securities Lending Facility.  Next, the 
administration signed into law a fiscal policy 
stimulus package totaling approximately 
$150 billion.  The centerpiece of this legisla-
tion is a one-time tax rebate for households;  
this rebate comprises about two-thirds of the 
total package, with most of the rest going to  
a business investment tax credit.

The majority of forecasters seem to 
believe that these fiscal actions will have 
only a modest, temporary effect on aggre-
gate demand growth.  However, a few note-
worthy forecasters believe that consumer 
and business outlays will increase dramati-
cally in the second half of 2008, providing  
a sizable stimulus to real GDP growth.

As the effects of the fiscal stimulus pack-
age wane, the economy might also receive 
a boost from the FOMC’s actions to boost 
economic growth and stabilize financial 
markets.  In addition, as conditions in the 
housing industry begin to stabilize, a key 
drag on the economy’s pace of growth will 
be removed.  However, with the economy 
slowing by more than expected in early 

2008, a return to 
trend-like growth 

(2.75 to 3 percent) 
by early next year seems 

most plausible.

Concerns about inflation

An abiding concern of some economists 
is that much of this monetary and fiscal 
stimulus is hitting the economy at a time 
when inflation pressures—led by rising oil 
and commodity prices—are uncomfortably 
high.  In 2007, overall PCE (Personal Con-
sumption Expenditures) inflation measured 
3.6 percent, the highest rate in 17 years.  
Last year brought especially large increases 
in food and energy prices for consumers.  
Although most forecasters expect overall 
inflation to drop back to about 2.5 percent 
this year, some economists and a few Fed 
policymakers have warned that this forecast 
is subject to considerable uncertainty.  In 
fact, the slowing in the growth of economic 
activity over the past six months has not yet 
produced a slowing in inflation that many 
were expecting.

Should inflation continue to rise, the 
FOMC might find itself fighting an unwel-
come increase in inflation expectations.  
Already, long-term inflation expectations 
started to creep up in early March.  If this 
development persists, larger future increases 
in the federal funds target rate might be 
necessary, perhaps leading to a more pro-
nounced downturn later. 

By Kevin L. Kliesen

Kevin L. Kliesen is an economist at the Federal 
Reserve Bank of St. Louis.  Joshua A. Byrge pro-
vided research assistance.  For more on Kliesen’s 
work, go to http://research.stlouisfed.org/econ/
Kliesen/index.html.
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d i s T r i C T  o v e r v i e W

A New Picture of Metro-Area  
Employment in the Eighth District

the Eighth Federal Reserve District 
is composed of four zones, each of 
which is centered around one of  
the four main cities: Little Rock, 
Louisville, Memphis and St. Louis.   

MISSOURI

I L L INO IS

ARKANSAS
TENNESSEE

KENTUCKY

MISS I SS IPP I

IND IANA

Memphis

Little Rock

Louisville

 St. Louis

By Michael R. Pakko and Howard J. Wall

On March 11, the Bureau of Labor Sta-
tistics (BLS) released its latest annual 

benchmark revisions to the payroll employ-
ment data for metro areas in the United 
States.  These revisions, which are often 
substantial, reflect updated information 
from a comprehensive count of employment, 
also done by the BLS.  (See the sidebar for a 
discussion of the revision process.)  For sev-
eral of the metro areas in the Eighth Federal 
Reserve District, the newly released data sug-
gest job growth that was less robust than had 
been reported initially.

Among the four major metro areas in 
the District, only Louisville experienced an 
upward revision in the estimated levels of 
total nonfarm payroll employment for the 
end of last year.  Employment in Louisville in 
December 2007 is now estimated at 633,300 
jobs, up from the previous estimate of 
629,600 (an increase of 3,700 jobs).  For Little 
Rock, the new data represent a downward 
revision of approximately 2,100 jobs.  The 
Memphis revision shows 3,700 fewer jobs.  
For St. Louis, the level of employment was 
revised downward by a whopping 19,900.

The revisions also change the picture of 
the recent performance of local economies.  
The table presents the pre- and post-revision 
estimates of employment growth in 2007 
for all 18 metro areas that lie predominantly 
within the Eighth District.  The benchmark-
ing involves data revisions going back 21 
months; so, year-over-year changes repre-
sent revised data for December 2007 and for 
December 2006.

Job growth in 2007 for Louisville is now 
estimated to have been 6,900 (1.1 percent), 

nearly four times what was indicated by the 
initial estimates released in January.  For 
Memphis, the estimated job gains are now 
5,400 (0.8 percent), a reduction of nearly 
one-half from the initial estimate.  For Little 
Rock, job growth was revised down from 
7,200 (2.1 percent) to 5,200 (1.5 percent).  
Despite the downward revisions, current data 
suggest that in all three of these metro areas 

employment grew at least as fast as it did for 
the United States as a whole (0.8 percent).

In contrast, new estimates for the St. Louis 
metro area indicate that job growth was 
substantially weaker than for the country 
as a whole.  As of January 2008, St. Louis 
job growth for last year was estimated to 
have been 24,500 (1.8 percent), but the new 
estimate shows job growth of only 2,000 
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Metro Area Employment Growth, 2007

 D E C E M B E R  2 0 0 6  T O  D E C E M B E R  2 0 0 7

LARGE METRO AREAS
                                         Original Estimate as of January 2008             Revised Estimate as of March 2008

                                                                        Thousands              Percent Change               Thousands              Percent Change

Little Rock-N. Little Rock, Ark. 7.2 2.1 5.2 1.5

Louisville, Ky.-Ind. 1.8 0.3 6.9 1.1

Memphis, Tenn.-Ark.-Miss. 10.1 1.6 5.4 0.8

St. Louis, Mo.-Ill. 24.5 1.8 2.0 0.1

SMALL AND MEDIUM METRO AREAS

Fayetteville-Springdale-Rogers, Ark. 4.9 2.4 0.9 0.4

Fort Smith, Ark.-Okla. 2.0 1.6 1.7 1.4

Hot Springs, Ark.* 0.6 1.6                                NA

Pine Bluff, Ark.* 0.0 0.0                                NA

Texarkana, Texas-Ark. 1.2 2.1 0.7 1.2

Bowling Green, Ky. 0.9 1.4 1.8 2.9

Elizabethtown, Ky.* 0.3 0.6                                NA

Evansville, Ind.-Ky. 2.1 1.2 1.4 0.8

Owensboro, Ky.* 0.6 1.2                                NA

Jackson, Tenn. 0.9 1.4 0.3 0.5

Jonesboro, Ark.* 0.5 1.0                                NA

Columbia, Mo. 0.4 0.4 1.0 1.1

Jefferson City, Mo. 0.5 0.6 1.5 1.9

Springfield, Mo. 5.0 2.5 5.2 2.6

SOURCE:  Bureau of Labor Statistics                                                                                                                                                 *Series discontinued by BLS as of March 11, 2008



(0.1 percent).  The largest revisions were 
for leisure and hospitality (–6,800) and for 
trade, transportation and utilities (–4,600), 
although downward revisions were the norm 
across sectors.

Data from some of the District’s smaller 
metro areas were also subject to substantial 
revision.  Job growth in Fayetteville-Spring-
dale-Rogers, Ark., was originally estimated 

to have been 4,900 jobs in 2007.  The revised 
data show only 900 more jobs.  Smaller 
downward revisions were also recorded for 
Fort Smith, Evansville and Jackson.  Data 
were revised upward for the metro areas of 
Bowling Green, Columbia, Jefferson City 
and Springfield. 

Revised data for five of the smaller  
metro areas in the District are not available.  

In fact, beginning with the March  
11 data release, the Bureau of Labor Sta- 
tistics has discontinued its employment 
series for these metro areas, along with  
60 other small metropolitan areas across 
the country.

Although downward adjustments pre- 
dominated in this year’s benchmark revi-
sions of Eighth District job growth, none 
of the metro areas experienced declines 
in employment.  For the 13 metro areas 
that were subject to revision, total employ-
ment growth in 2007 was lowered from the 
initial estimate of 61,500 down to 34,000 
new jobs. 

Michael R. Pakko and Howard J. Wall are both 
economists at the Federal Reserve Bank of  
St. Louis.  Joshua Byrge, a research analyst  
at the Bank, provided substantial research  
assistance.  For more on Pakko’s work, see 
http://research.stlouisfed.org/econ/pakko/ 
index.html.  For more on Wall’s work, see 
http://research.stlouisfed.org/econ/wall/ 
index.html.
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So, how is it that the pictures of the 

local economy can change so much?1  

The payroll employment in a metro area—

the number of jobs—is provided by the 

Current employment statistics (Ces) pro-

gram of the Bureau of labor statistics (Bls).  

according to the Bls, each month it sur-

veys about 160,000 businesses and govern-

ment agencies, representing approximately 

400,000 individual work sites around the 

united states.  although the survey covers 

hundreds of thousands of employers, these 

employers make up only a small percent-

age of all businesses and work sites in the 

country.  (according to the Bls, there were 

more than 8.8 million such establishments 

in the united states in June 2006.)

To calculate a comprehensive measure 

of metro area employment, the Bls needs 

to estimate the number of establishments 

in the area.  This is the primary reason for 

the sometimes-large revisions to the Ces 

data:  the difficulty in estimating the number 

of establishments.  When the economy is in 

recovery, for example, new firms might be 

setting up and hiring workers very quickly.  

The Bls doesn’t find out about the new firms 

or jobs until the unemployment insurance 

records are updated, which can take several 

months or more.  This lag is compounded by 

the fact that small firms, which provide the 

bulk of jobs, might need to provide unem-

ployment insurance information only once a 

year rather than monthly or quarterly, as is 

required of larger firms.

To estimate the number of establish-

ments, the Bls relies on the Quarterly 

Census of employment and Wages (QCeW).  

The QCeW is a tabulation of employment in-

formation for workers covered by state and 

federal unemployment insurance programs.  

Because of its comprehensive nature, 

data from the QCeW cannot be produced 

as quickly as data from the Ces:  initial data 

are released six to seven months after the 

end of a quarter and are subject to subse-

quent revision.  To fill in the blanks, the Bls 

estimates the number of establishments 

using the QCeW as a benchmark.

each year, the Bls establishes new 

benchmarks, using updated data from the 

QCeW.  Because of the lags and revisions 

to the QCeW data, the yearly benchmark-

ing affects employment data from the Ces 

going back 21 months.  This is why the 

estimates just released have affected the 

yearly employment changes for 2006 and 

2007.  note also that the estimates for job 

growth in 2007 will change again in March 

2009 because much of the data for 2007 

will be affected by the benchmark revisions 

that will occur then.

1 The recent history of benchmark revisions is provided 

by Michael r. Pakko and howard J. Wall in “Post-Casting 

employment in the eighth Federal reserve district: 

revised data for Metro areas,” Cre8 occasional report 

no. 2007-01, March 2007.  see http://research.stlouisfed.

org/regecon/op/Cre8oP-2007-001.pdf.

For more discussion and analysis of the 
Eighth District Economy, visit the web 
site of the Center for Regional Econom-
ics—8th District (CRE8).  Go to http://
research.stlouisfed.org/regecon/dis- 
trict.html.  There, you will find the  
St. Louis Fed’s new Burgundy Book, 
which provides localized summaries of 
District conditions as reported by our 
contacts in the business community, 
along with the latest government data 
releases.

The Story Behind the Drastic Revisions in Jobs Data



Don Giltner nostalgically remembers the 
Louisiana, Mo., of 49 years ago, when 

he and his wife, Priscilla, arrived in town to 
begin careers teaching in the public schools.

A humming local economy was reflected 
in a vibrant downtown, celebrated for the 
finest collection of Victorian commercial 
buildings in the state.  “Every store in the 
downtown area was full, and every store  
had apartments above it, and they were full,” 
says Don Giltner, retired from education  
and the town’s mayor now.  Townspeople 
gathered there Friday and Saturday nights  
to shop and socialize.

As years passed, roads improved.  As the 
locals became more mobile, they gravitated 
for shopping to larger downtowns in Han-
nibal, Mo., 33 miles away, and Quincy, Ill.,  
47 miles away—even to the malls of the  
St. Louis suburbs, a smooth hour’s drive 
away by a new four-lane highway. 

By the millennium’s turn, downtown 
Louisiana had become almost a ghost town. 
“There were a lot of vacant buildings, which 
were deteriorating,” recalls Bruce Griffith, 
executive vice president of Louisiana’s Mer-
cantile Bank.  “Year after year, one or two 
businesses decided to leave downtown, and 
we sort of hit rock bottom.”

The chemical industry—consisting of the 
local operations of international specialty 
companies Hercules and Dyno Nobel—was 
still providing some of the town’s highest-
paying jobs.  But technology was making it 
possible for both plants to sustain or increase 
production with fewer workers. 

Dodging a Bullet

Suddenly, in June 2001, the possibility of 
closure came to Stark Bro’s Nurseries, Loui-
siana’s oldest and largest employer, famous 
worldwide for the fruit trees it grew and 

C o M M u n i T Y  P r o F i l e

By Susan C. Thomson

As Louisiana, Mo., Embraces 
Changes, Economy Bounces Back

PHOTO BY BOB MCEOWEN, RuRal MissouRi PHOTO BY JEFF GUAY

the stark Bro’s companies in Louisiana know all about change.  The nursery (left) almost went under in 2001.  But it’s going strong once again, looking forward to its 200th anniversary.  
The fulfillment service (right) has taken off since being bought out of bankruptcy; it nearly doubled its warehouse capacity last year.
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Louisiana, Mo. by the numbers
Population  .................................................................. 3,831

Pike County population  ........................................... 18,566

County labor force  ..................................................... 8,580

County unemployment rate  .............................5.4 percent

County per capita income  ..................................... $21,568

 

TOP EMPLOYERS (BY Full-TiMe Workers)

stark Bro’s Fulfillment.................................................... 280

stark Bro’s nurseries ..................................................... 200

Pike County Memorial hospital .................................... 175

hercules inc. .................................................................. 130

allparts inc. ...................................................................... 85

dyno nobel ...................................................................... 80

(all self-reported 2008)

 * 2006, u.s. Census Bureau
 ** december 2007, Bureau of labor statistics
 *** 2005, Bureau of economic analysis

 * Plus approximately 70 part-timers 
  during busy season
 ** Plus approximately 50 part-timers 
  during busy season
 *** a distributor of brake parts for 
  the automotive aftermarket

*

*

**

**

***

*

**

***



sold.  Stark had been owned by the same local 
family for six generations before it was sold to 
an out-of-town company in the mid-1990s.  
When that company declared bankruptcy 
nearly seven years ago, Louisiana was shocked.  
The town’s very identity was wrapped up in 
Stark, as were 240 full-time and about 300 
part-time jobs.

The alarm was short-lived. By fall of that 
year, Stark Bro’s was back—as two separate 
businesses.  Thanks to employees who tended 
the trees for months without pay, the nurser-
ies returned to life with at least a crop in the 
ground.  But without phones, computers or 
mailing lists, “it was very much a shell of a 
company,” says Kyle Brown, chief operat-
ing officer and son of one of the two private 
investors who bought the nurseries at a bank-
ruptcy court auction.

Three years and an investment of close to 
$3 million put the company back on solid 
ground, he says, and sales are now on track  
to double by 2016, when the business turns 
200 years old. 

Meanwhile, brand new Stark Bro’s Ful-
fillment Services has overtaken the nurseries 
to become Louisiana’s top employer.  This 
had been the nurseries’ off-season sideline 
—filling orders for mail-order sellers of  
nonplant products.  Jack Alexander, who  
was running the division, bought it out of 
bankruptcy and re-established it as a stand-
alone company.

Alexander started in 2001 with just 50 
employees.  He has been hiring steadily since 
to keep pace with sales, which have been  
rising at an average rate of 30 percent a year. 

The company provides stocking, order-
taking, shipping and billing services for cata-
log marketers—seven originally, now more 
than 30.  Their wares number 50,000  items, 
among them contact lenses, pet supplies, 
clothing, consumer electronics and greet-
ing cards.  Orders arrive at an in-house call 
center that operates 24 hours a day, 365 days 
a year.  Computers track the orders every step 
of the way through the company’s ware-
houses and out the doors by the truckload, 
bound for buyers around the world.

Expanding on Many Fronts

Late last year, Stark Fulfillment doubled 
its warehouse capacity by buying a building 
vacated by a plastics company that left town 
in 2006.  The latter’s departure was a major 

setback in what had been several years of com-
munity investment and economic reinven-
tion.  Over the last two years, Pike County 
Memorial Hospital spent $7 million on new 
construction and technology, and Hercules 
doubled its capacity.

Also late last year, St. Louis developer 
Keith Short opened Old Town Centre in two 
adjacent downtown properties, downtrod-
den when he bought them in mid-2005 and 
before he put them through a $750,000 rehab.  
The ground floor now consists of clothing 
and gift shops, and a bar that mixes more 
than 20 kinds of martinis.  Upstairs, nine 
hotel rooms, the most elaborate of them 
with Jacuzzis and fireplaces, virtually shout 
“weekend getaway.” 

That was how John and Karen Stoeckley 
envisioned Louisiana back in the dark days 
of 2000 when they bought a strip of derelict 
buildings at downtown’s main intersection. 
From those buildings, they have created the 
Eagle’s Nest, consisting of a bistro, a restau-
rant, a seven-room bed-and-breakfast and a 
winery.  The couple says their guests, daily 
as well as overnight, come from 100 or more 
miles away.

Not long after the Stoeckleys started their 
pioneering efforts, the downtown revival 
got a boost from a $275,000 state grant that 
the city used to resurface two streets and to 
install new curbs, sidewalks and street lights.  
A group of townspeople followed up by form-
ing the Louisiana Economic Development 
Committee.  Its sole purpose was to encour-
age new business and historic preservation 
in a seven-block downtown area by offering 
small grants to upgrade building facades.  
Now, standing out among the vacant and 
boarded-up buildings are many that are 
showily decked out in the eye-popping color 
combinations of their original era.

Cindy Blaylock, who until earlier this year 
headed the committee as well as the Louisi-
ana Chamber of Commerce, says only seven 
or eight businesses were in the targeted area 
four years ago.  Now, she counts 33, including 
professionals’ offices, as well as stores selling 
such things as antiques, flowers, herbs and 
handcrafted pewter. 

Luring Tourists

Downtown is a centerpiece of Louisiana’s 
nascent new industry—tourism.  The town 
comes with the scenic location for it—on the 
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tourists flock to Louisiana to see artisans 
at work, such as this pewter smith at the 
ASL Pewter shop (above), and to stroll 
through the restored downtown (below), 
which boasts one of the state’s best 
collections of brightly colored Victorian 
storefronts.
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Mississippi River’s limestone bluffs with 
pleasant river views from town and the river 
road that runs through it. 

To prospective visitors, Louisiana also 
promotes itself as home to several artists’ 
shops and a collection of 24 murals depict-
ing local history.  Another—and growing—
attraction is Whittle Shortline Railroad, 
the only U.S. manufacturer of wooden toy 
trains and trucks.  Business is booming in 
the wake of recent revelations about lead 
paint in toys made in China.  Begun in 
a suburban St. Louis garage in 1996, the 
company moved  production to Louisiana 
in 2005.  Visitors can watch the toys being 
made and buy them at a factory store. 

“We’ve had weekends when we’ve had  
100 families coming through the shop,”  
says President Mike Whitworth. 

Griffith says he has been noticing a 
general pickup in weekend traffic and in 
people buying second and retirement homes 
around town.

importing Skilled Workers

Louisiana is home to the greatest con-
centration of people and businesses in 
otherwise thinly populated Pike County.  
The county is a good source of the hourly, 
unskilled workers tourism generally 
demands but is without a ready pool of 
professionals or skilled craftsmen.

W.C. Crenshaw, manager of the Hercu-
les plant, says he recruits all professional 
and technical employees from out of town.  
Stark Nurseries’ Brown says that all of his 
information technology staffers live in  
St. Louis and commute daily to their jobs.  

Similarly, Giltner says, the contractors  
on the town’s proposed trash-to-energy  
plant would probably have to import their 
150 to 200 construction workers from  
St. Louis.  The project has been on Loui-
siana’s horizon for several years, since the 
seven-county Mark Twain Solid Waste  
Management District set up a nonprofit 
corporation to make it happen.

The incinerator would replace an obsolete 
coal-fired burner used by the adjacent  
Hercules and Dyno Nobel plants with a 
source of cleaner, lower-cost power. 

Hercules has donated 171 acres for the 
plant, which would cost about $150 million 
and be financed with revenue bonds.  Con-
struction, which could start later this year,  
is expected to take 1½ to two years.

The new plant is expected to employ about 
as many people as the old one, producing no 
immediate net increase in local employment. 

For that, the city has been looking to some 
extent to an eight-year-old industrial park, 
which has only two tenants now and 50 of 
its 62 acres still available.  Giltner sees the 
separate incinerator property as providing 
“an incentive for other industries or corpora-
tions to locate around it so that they can buy 
the power from it.”

He also envisions it conveying an impor-
tant economic message about Louisiana: 
“Even though we’re a small community and 
kind of laid back, we’re not afraid of change 
at all.  In fact, we will embrace change and 
the new technology.” 

PHOTO BY JEFF GUAY
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the Eagle’s nest (right) was once 
a strip of derelict buildings at down-

town’s main intersection.  John and 
Karen Stoeckley bought the buildings 

in 2000 and remodeled them into a 
bistro, restaurant, inn and winery.  
A few years later, Whittle Shortline 

Railroad moved its operations to 
Louisiana from St. Louis.  Whittle is 

the only U.S. manufacturer of wooden 
toy trains and trucks.  Tourists flock 

to the factory store on weekends 
to see the toys being made.

Susan C. Thomson is a freelance writer.



ASk AN ECONOMiST

r e a d e r  e x C h a n g e

Christopher J. neely has been an economist 
at the Federal Reserve Bank of St. Louis since 
1993.  The primary focus of his research is  
empirical international finance.  Leading 
academic journals have published his papers 
on technical trading rules, foreign exchange 
intervention and intertemporal asset pricing.  
In his spare time, he tries to do cartwheels in 
his daughters’ dance class.  For more on Neely 
and his research, see his web page at http://
research.stlouisfed.org/econ/cneely/.

COLORFUL ECONOMiCS:  iNTRODUCiNG ThE Burgundy Book

You’ve heard of the Beige Book, right?  This is a collection of anec-
dotal information and data gathered by Fed economists across the 
System eight times a year in preparation for FOMC meetings.  Now, 
the St. Louis Fed is producing a sort of local version of the Beige 
Book.  Called the Burgundy Book, this quarterly report will take a 
detailed look at economic data for each of the four zones in our  
District: St. Louis, Little Rock, Louisville and Memphis.  The first  
set of the Burgundy Book debuted March 19.

The first section of each book contains information similar to the 
Beige Book—trends in agriculture, consumer spending, real estate, 
manufacturing and banking, compiled from anecdotal reports 
from our many business contacts and other sources.  The second 
section includes the most-recent government-provided data for the 
particular zone, such as unemployment figures, housing activity and 
personal-income growth.

Anecdotal information will offer a perspective that is not available 
anywhere else, and the data section will bring together information 
from various sources in one convenient place.

The Burgundy Book will be available online only.  To read it, go to 
http://research.stlouisfed.org/regecon/district.html.

hEAR! hEAR!
Two new interviews with st. louis Fed economists have been posted to 
the Bank’s web site, www.stlouisfed.org:
• Bill Poole, outgoing president and Ceo, talks about the current credit 

upheaval and other financial crises over his tenure on the FoMC, along 
with the role that the central bank should play at such times.  other  
topics:  consumer protection, government-sponsored enterprises  
(such as Fannie Mae and Freddie Mac) and fair value accounting.   
(This is a video interview.) 

• Michael Pakko talks about the economic impact of preventing smokers 
from lighting up in public places.  Pakko’s article on smoking bans in 
the January issue of The Regional Economist created somewhat of a 
firestorm, drawing coverage by The Associated Press, Business Week, 
the St. Louis Post-Dispatch, Kansas City Star and a variety of radio and 
Tv stations.  (This is audio only.)

Why are economists unconcerned about 
foreign investment in the United States?

The counterpart of the huge u.s. current account deficit is an equally large 

u.s. capital account surplus.  in other words, the rest of the world is sending 

us goods and services today in exchange for claims on future income, such 

as stocks and bonds or real investment in assets like automobile factories.

Foreign investment creates jobs and raises wages for local workers, 

lowers interest rates for local business investment and permits consumers 

to borrow more cheaply when times are tough.  indeed, 19th century eco-

nomic development in the u.s. was substantially funded by foreign (largely 

British) investment. 

anxiety about international investment in the united states dates back 

at least to World War i, when americans were concerned about german 

investment in strategic industries.  during the 1980s, americans worried 

about Japanese investment in landmarks like rockefeller Center.  More 

recently, heavy Chinese government purchases of Treasury securities has 

garnered criticism.

although critics do not usually carefully define the problems with foreign 

investment, one might infer three concerns:  1) Foreigners could obtain 

interests in militarily sensitive industries; 2) Foreigners could suddenly dump 

their holdings of u.s. assets, harming the u.s. economy; or 3) high foreign 

investment could disguise problems with low domestic savings.

economists are not usually very concerned about the first two reasons.

While foreign investment could potentially compromise sensitive military 

technology, the president has the authority—under the exon-Florio amend-

ment to the omnibus Trade and Competitiveness act of 1988—to block 

such acquisitions.  

What if the foreign investors dump u.s. assets to pressure the u.s. for 

political reasons?  a sudden decline in demand for u.s. assets would drive 

up u.s. interest rates and reduce the value of the dollar, but such a decline 

would also reduce the real value of the foreign investments in the united 

states.  if a major holder of a particular asset tried to sell its holdings over-

night, large losses would surely result. 

Perhaps the most serious issue with foreign investment is that it  

effectively disguises a lack of domestic savings.  But domestic savings are 

the result of americans’ individual and governmental decisions and are 

only modestly influenced by foreign demand for u.s. assets.  We have our 

economic destiny in our own hands.

Submit your question in a letter to the editor.  (See Page 2.)   
One question will be answered by the appropriate economist in each issue.

ThiS iSSUE’S POLL qUESTiON:

How much credit card debt are you carrying right now?

• Less than $500.    
• 501 to 1,000.    
• 1,001 to 5,000.    

to vote, go to www.stlouisfed.org.  
Anyone can vote, but please do so only 
once.  (This is not a scientific poll.)

• 5,001 to 10,000.    
• More than 10,000.  

FED FLASh POLL RESULTS
Here are the results of the poll that went with the January issue.   

The question stemmed from the article “Stable Prices, Stable Economy.”

WhAT ShOULD BE ThE NO. 1 GOAL OF MONETARY 
POLiCYMAkERS?

Price stability 
Maximum employment 
Moderate long-term interest rates 
stability of the financial system
A strong dollar exchange rate

382 REsPonsEs As oF 3/14/2008

39%

33%

7%

15%6%

PHOTO BY EMILY HOSLER
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The Mortgage-Foreclosure Crisis:  
What Can Government Do?

almost 3 percent of first-lien mortgages entered foreclosure in  

the u.s. during 2007, representing about 1.5 million households.  

Weak housing and mortgage markets suggest the mortgage- 

foreclosure crisis may intensify throughout 2008.  What are the 

policy options to address the foreclosure crisis?  a large-scale  

government bailout is not the only—or best—option.  read about 

the policy options in the July issue of The Regional Economist.
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All $100 million - 
$300 million

Less than
$300 million

$300 million-
$1 billion

Less than
$1 billion

$1 billion- 
$15 billion

Less than
$15 billion

More than 
$15 billion

Return on Average Assets*

Net Interest Margin*

Nonperforming Loan Ratio 

Loan Loss Reserve Ratio

 0.96 1.03 0.94 1.13 1.03 1.12 1.08 0.92 

 3.36 4.16 4.19 4.10 4.14 3.88 4.01 3.15 

 1.32 1.22 1.19 1.31 1.25 1.22 1.24 1.36 

 1.36 1.24 1.26 1.25 1.25 1.30 1.28 1.39
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H O U S I N G  P E R M I T S  /  F O U R T H  Q U A R T E R REAL PERSONAL INCOME* / THIRD QUARTER
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*NOTE:  Real personal income is personal income divided by the PCE
  chained price index.
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†

† For the first six months of 2008, this was incorrectly labeled 
“Eighth District.” The data were for the U.S., however.

All data are seasonally adjusted unless otherwise noted.

YEAR-OVER-YEAR PERCENT CHANGE IN YEAR-TO-DATE LEVELS YEAR-OVER-YEAR PERCENT CHANGE

All data are seasonally adjusted unless otherwise noted.

* NOTE: Nonfarm payroll employment series have been converted from the 1987 Standard Classification (SIC) system  
   basis to a 2002 North American Industry Classification (NAICS) basis.

YEAR-OVER-YEAR PERCENT CHANGE
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Total Nonagricultural

Natural Resources/Mining

Construction

Manufacturing

Trade/Transportation/Utilities

Information

Financial Activities

Professional & Business Services

Educational & Health Services

Leisure & Hospitality

Other Services

Government

United 
States

Eighth 
District Arkansas Illinois Indiana kentucky Mississippi Missouri Tennessee

 0.9% 0.6% 0.4% 0.7% 0.3% 0.6% 1.4% 0.5% 0.8% 

 4.4 3.9 22.2 1.6 0.5 3.2 –2.1 1.3 1.6 
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