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20 Surveying the Economic Landscape
Data occupy an important part in formulating 
monetary policy, but they don’t play the only 
part. The Federal Reserve conducts an array 
of surveys designed to take the pulse of 
various aspects of the economy.

EDITOR’S NOTE: This issue 
of EconSouth contains quick 
response, or QR, codes. Using an 
iPhone, Android phone, or other 
device and a downloaded reader 
application, you can scan the QR 

codes embedded throughout the issue. The codes will take 
you to locations on the Atlanta Fed’s website that will provide 
enhanced information on the subject at hand.
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nt There’s no question that the housing swoon 

caused hardship to many individuals 
across the country, both for those who 
own homes and those employed in build-
ing them. But the downturn also provided 
opportunity in the form of ample and 
affordable housing stock in hard-hit areas 
such as Atlanta and parts of Florida. Staff 
writer Charles Davidson takes a look 
at the move by some large institutional 
investment fi rms to scoop up single-family 
homes—often publicly at courthouse 
auctions—that the fi rms fi x up and rent. 
These homes are either foreclosures or 
bank real estate owned.
 The gist of the article, Davidson 
notes, is the creation of a new asset class: 
institutional owners of single-family rental 
property. “It’s a great example of people 
with access to enormous sums of money 
seizing a fairly obvious opportunity, a 
case of investors moving toward likely 
returns,” he said. “Homes became artifi -
cially cheap during the fallout from the 
recession. These investors’ strategy is to 
buy a lot of them and profi t when prices go 
back up. In the meantime, earn money by 
renting them. The rental strategy makes 
sense because of diminished prospects for 
homeownership for many people. If they 
can’t buy, they’ll rent. 
 “Another part of the story is the 
differing views of this phenomenon,” 
Davidson added. “Institutional investors 
say they are rebuilding an economic pil-
lar—the U.S. housing market—and help-
ing to stabilize communities. On the other 
hand, skeptics contend that Wall Street 
helped destabilize the housing market in 
the fi rst place and is now taking actions 
that could again damage local communi-
ties and the national housing market.”

The state of governments’ budget

While this issue’s lead article discusses 
one by-product of the economic downturn, 
another story looks at a different recession/
recovery outcome: the severe hit that state 
and local governments’ revenues took and 
how they’re faring now. Staff writer Lela 
Somoza noted that governments struggled 

to come to terms with a new normal and, 
even in the (modest) economic recovery, 
are still grappling with severe budget 
stresses.
 “In researching my article, I found 
it interesting that the steep drop in home 
prices didn’t have an immediate impact on 
local government fi nances, even though 
property taxes account for such a signifi -
cant share of local government revenues. 
I learned that property values tend to lag 
three years or more, so revenue impacts 
lag as well. 
 “Also, as state revenues recover, some 
governments are restoring the services 
they pared back during the recession, 
such as cuts to education. Others are pro-
posing to cut or even eliminate taxes in an 
effort to boost economic growth.”

Behind the numbers

Assessing economic performance relies 
on a great deal of data. But data alone 
don’t provide a nuanced understanding 
of the economy. For that, the Federal 
Reserve fi nds it useful to conduct sur-
veys to take the pulse of what people are 
experiencing and—just as important—
what they’re anticipating with regard to 
the economy. Nicholas Parker, a senior 
economic research analyst at the At-
lanta Fed, looked at the role of surveys in 
information gathering and formulating 
monetary policy. “In examining the sur-
veys conducted by the regional Reserve 
Banks as well as the Board of Governors, 
I was struck by the near-ubiquitous focus 
on qualitative data collection,” he said. “It 
seems regardless of what is learned from 
statistical releases, there remains a need 
to confi rm the direction of trends and root 
them in some real-world context.”
 Parker and Mike Bryan, an Atlanta 
Fed vice president and senior economist, 
explore this topic further in the EconSouth 
Now podcast accompanying this issue’s 
online edition. I hope you will listen to 
their discussion.  ❚

Lynne Anservitz
Editorial Director
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 Is
sue Too Big to Fail: 

Not Easily Resolved

A s Fed Chairman Ben Bernanke 
indicated in a March 2013 speech, 
too big to fail (TBTF) remains a 

major issue that has not been resolved. 
As he put it, “there’s a lot of work in 
train.” He pointed in particular to efforts 
to institute Basel III capital standards 
and the orderly liquidation authority in 
the Dodd–Frank Wall Street Reform and 
Consumer Protection Act (Dodd-Frank 
Act, or Dodd-Frank). The capital stan-
dards seek to lower the probability of 
insolvency in times of fi nancial stress, 
while the liquidation authority attempts 
to create a credible mechanism to wind 
down large institutions if necessary. The 
Atlanta Fed’s fl agship Financial Markets 
Conference (FMC) recently addressed 
various issues related to both of these 
regulatory efforts.
 Although the exact origin of the 
expression “too big to fail” is debatable, 
the term has become an integral part of 
the ongoing discussion of the U.S. (and 
global) economy post-Great Recession. 
The simple defi nition is that TBTF 
describes an organization—most often 
a large fi nancial institution—that is 
so integral to the economy that many 
informed observers believe that resolving 
the organization through normal bank-
ruptcy channels could have a substantial 
adverse impact on the overall economy. 
To mitigate the risk to the economy, the 
government will intervene, protecting at 
least some creditors from losses and pos-
sibly preventing the failure.

Are the Basel standards too complex?

The Basel capital standards are a series 
of international agreements, or accords, 

on capital requirements reached by the 
Basel Committee on Banking Supervision. 
These requirements are referred to as “risk-
weighted” because they tie the required 
amount of bank capital to an estimate of 
the overall riskiness of each bank’s port-
folio. Put simply, under this system, riskier 
banks need to hold more capital.
 The fi rst iteration of the Basel 
requirements, known as Basel I, required 
only 30 pages of regulation. But over 
time, banks adjusted their portfolios in 
response to the relatively simple risk 
measures in Basel I, and these measures 
became insuffi cient to characterize bank 
risk. The Basel Committee then shifted 
to a more complex system called Basel 
II, which allows the most sophisticated 
banks to estimate their own internal risk 
models subject to supervisory approval 
and to use these models to calculate their 
required capital. After the fi nancial cri-
sis, supervisors concluded that Basel II 
did not require enough capital for certain 
types of transactions and agreed that a 
revised version—called Basel III—should 
be implemented.
 At the FMC, Andrew Haldane from 
the Bank of England gave a fascinating 
recap of the Basel capital standards as a 
part of a broader discussion on the merits 
of complex regulation. His calculations 
show that the Basel accords have become 
vastly more complex, with the number 
of risk weights applied to bank positions 
increasing from only fi ve in the Basel I 
standards to more than 200,000 in the 
current Basel III standards. Haldane ar-
gued that this increase in complexity and 
reliance on banks’ internal risk models 
has unfortunately not resulted in a fair or 

LARRY WALL is director of the 
Atlanta Fed’s Center for Financial 
Innovation and Stability. 
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credible system of capital regulation. He 
pointed to supervisory studies revealing 
wide disparities across banks in their 
estimated capital requirements for a 
hypothetical common portfolio. Further, 
Haldane pointed to a survey of investors 
conducted by Barclays Capital in 2012 
showing, not surprisingly, that investors 
do not put a great deal of trust in the 
Basel weightings.
 So is the problem merely that the Basel 
accords have taken the wrong technical 
approach to risk measurement? The conclu-
sion of an FMC panel on risk measurement 
is: not necessarily. The real problem is that 
estimating a bank’s losses in unlikely but 
not implausible circumstances is at least as 
much an art as it is a science.
 Til Schuermann of the consulting 
group Oliver Wyman gave several answers 
to the question “Why is risk management so 
hard?” including the fact that we (fortu-
nately) don’t observe enough bad events 
to be able to make good estimates of how 
big the losses could become. As a result, he 
said, much of what we think we know from 
observations in good times is wrong when 
big problems hit. We estimate the wrong 
model parameters, use the wrong statisti-
cal distributions, and don’t take account 
of deteriorating relationships and negative 
feedback loops.
 David Rowe of David M. Rowe Risk 
Advisory gave an example of why crisis 
times are different than normal times. He 
noted that there is always some volatility 
in asset prices and trading volumes. But, 
he argued, the large fi nancial fi rms can 
absorb some of this volatility in normal 
times, making the fi nancial system ap-
pear relatively stable. During crises, on 
the other hand, the large movements in 
asset prices can swamp even these large 
players. Without their shock absorption, 
all of the volatility passes through to the 
rest of the fi nancial system.

Creating a credible resolution 

mechanism

The problems with risk measurement 
and management, however, go beyond 

the technical and statistical problems. 
The continued existence of TBTF means 
that the people and institutions that are 
best placed to measure risk—banks and 
their investors—have far less incentive 
to get it right than they should. Indeed, 
with TBTF, risk-based capital require-
ments can be little more than costly con-
straints to be avoided to the maximum 
extent possible, such as by “optimizing” 
model estimates and portfolios to reduce 
measured risk under Basel II and III. 
However, if a credible resolution mecha-
nism existed and failure were a realistic 
threat, then following the intent of bank 
regulations would become more consis-
tent with the banks’ self-interest, less 
costly, and sometimes even nonbinding.
 The FDIC has given considerable 
thought as to how it would use its new 
Dodd-Frank authority to create such 
a mechanism. Arthur Murton of the 
Federal Deposit Insurance Corporation 
(FDIC) presented, as a part of a TBTF 
panel, a comprehensive update on the 
FDIC’s planning process for making the 
agency’s new Orderly Liquidation Author-
ity functional. The FDIC’s plans for re-
solving systemically important nonbank 
fi nancial fi rms (including the parent hold-
ing company of large banks) is to write 
off the parent company’s equity holders 
and then use its senior and subordinated 
debt to absorb any remaining losses and 
recapitalize the parent. The solvent oper-
ating subsidiaries of the failed fi rm would 
continue in normal operation.
 Importantly, though, the FDIC may 
exercise its new power only if both the 
Treasury and Federal Reserve agree 
that putting a fi rm that is in default or in 
danger of default into judicial bankruptcy 
would have seriously adverse effects on 
U.S. fi nancial stability. And this raises 
a key question: why isn’t bankruptcy a 
reasonable option for these fi rms?
 Keynote speaker John Taylor and 
TBTF session panelist Kenneth Scott—
both Stanford professors—argued that in 
fact bankruptcy is a reasonable option, 
or could be, with some changes. They 

maintain that creditors could better pre-
dict the outcome of judicial bankruptcy 
than FDIC-administered resolution. 
And predictability of outcomes is key 
for any mechanism that seeks to resolve 
fi nancial fi rms with as little damage as 
possible to the broader fi nancial system.

Resolving TBTF

Unfortunately, some of the discussion 
during the TBTF panel also made it ap-
parent that Chairman Bernanke is right: 
TBTF has not been solved. The TBTF 
panel discussed several major unresolved 
obstacles, including the complications of 
resolving globally active fi nancial fi rms 
with substantial operations outside the 
United States (and hence outside both 
the FDIC and the U.S. bankruptcy court’s 
control) and the problem of dealing with 
many failing systemically important 
fi nancial institutions at the same time, 
as is likely to occur in a crisis period. (A 
further commentary on these two ob-
stacles is available online in an April 2013 
edition of the Atlanta Fed’s Notes from 

the Vault.)
 In summary, the Atlanta Fed’s recent 
FMC highlighted both the importance 
of ending TBTF and the diffi culty of do-
ing so. The Federal Reserve continues 
to work with the FDIC to address the 
remaining problems. But until TBTF is a 
“solved” problem, what to do about these 
fi nancial fi rms should and will remain a 
front-burner issue in policy circles.  ❚

This article has been adapted from an April 

2013 macroblog post that appeared on the 

Atlanta Fed website (macroblog.typepad.com/

macroblog/2013/04/too-big-to-fail-not-easily-

resolved.html).
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Cleveland 
Enjoys 
Manufacturing 
Resurgence 

T he stoves are still burning in Cleve-
land, Tennessee, after more than a 
century. 

 Kitchen appliances have been good to 
the small metropolitan area 25 miles east of 
Chattanooga. A company called Hardwick 
Stoves started making wood-burning cook-
ing appliances there in 1879. A couple of 
other stove builders set up shop during the 
next few decades. That history, proximity 
to two rivers, and fi nally an interstate high-
way built in the 1950s combined to make 
Cleveland a small manufacturing hub.
 It has remained so even as the United 
States has lost millions of factory jobs in 
recent decades. The City of Cleveland’s 
website boasts that the city is home to 12 
Fortune 500 manufacturers. To be sure, 
Cleveland has lost its share of manufac-
turing employment. From 2000 to 2012, 39 
percent of the metro area’s factory jobs 
vanished, according to the U.S. Bureau of 
Labor Statistics.  
 More recently, however, the goods-
making sector has stirred anew, locally 
and more broadly. The extent of this 
manufacturing rebound is a matter of 
debate, as many economists minimize the 
resurgence of U.S. factory employment. 
Nonetheless, it is true that both the United 
States and Tennessee added manufactur-
ing jobs in 2011 and 2012, the fi rst back-to-
back years of net factory job growth since 
the late 1990s, according to the University 
of Tennessee (UT) Center for Business 
and Economic Research. 

Cleveland rocks with 1,000 new 

factory jobs

Cleveland gained roughly 1,000 manufac-
turing jobs over the past three years. It 
accounted for a fi fth of Cleveland’s non-
farm employment as of March, more than 
twice the national ratio of manufacturing 
jobs to overall employment, and nearly 
double Tennessee’s ratio.
 Realistically, neither the nation nor 
Cleveland is likely to reclaim all of the lost 
manufacturing jobs. But factory employ-
ment is forecast to continue growing in 
Tennessee through 2017, as hiring in the 
production of durable goods such as ap-
pliances exceeds job losses in nondurable 
goods, according to the January Economic 
Report to the Governor by the UT Center 
for Business and Economic Research. 
 Cleveland is a good example of the 
rise of durable goods manufacturing. A 
German maker of silicon used in solar en-
ergy panels, Wacker Chemie, plans to open 
a $1.5 billion plant there next year that 
will employ 650 people. And the appliance 
maker Whirlpool opened a $200 million 
plant in 2012 to replace several Cleveland 
production facilities. Meanwhile, Mars 
Chocolate, a nondurable goods maker, 
plans to expand its local operation 
and add 40 jobs to its 500-person local 
workforce. 
 Keeping Whirlpool in Cleveland was 
critical. The company employs about 
2,000 people, accounting for almost 5 
percent of the Cleveland metro area’s 
total employment. Whirlpool’s impor-
tance transcends numbers, though. The 
company in some form has been in the 
city since 1916. That year, the local Rymer 
family started making cast-iron stoves 
under the name Dixie Foundry, later 
Dixie Products, then Maytag Cleveland 
Cooking Products, and fi nally Whirlpool 
after a string of acquisitions. 
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 In the present day, Whirlpool deemed 
obsolete its three separate Cleveland 
plants, including a nearly century-old 
downtown facility. The company scouted 
locales inside and outside the United 
States for a new factory before electing 
to stay home in Cleveland. Whirlpool’s 
decision did not constitute “reshoring,” or 
returning jobs from overseas to the United 
States. But forces similar to those behind 
the repatriation of some factory jobs—
labor and shipping costs, workforce skills, 
and experience, along with a multimillion-
dollar package of incentives from the 
state, county, and city—helped Cleveland 
hang onto a leading corporate citizen.   
 At the April 2012 grand opening of 
the million-square-foot factory, Whirlpool 
executives said the decision to expand in 
Cleveland was part of the company’s com-
mitment to manufacturing in the United 
States. Then-U.S. Secretary of Commerce 
John Bryson was also at the ceremony to 
extol American competitiveness and 
innovation. 
 Those things surely help. Recent 
gains in U.S. manufacturing employ-
ment stem mainly from the emergence of 
advanced manufacturing and diminished 
interest in producing offshore, Matthew 
Murray, associate director of the UT 
center, wrote in the center’s January 2013 
report to the governor. The allure of off-
shoring has faded because of weak intel-
lectual property rights in many countries 
and rising labor costs in places like China, 
Murray said. 

 “We’ve had our ups and downs,” said 
Doug Berry, vice president of economic 
development at the Cleveland/Bradley 
County Chamber of Commerce. “But what 
we are defi nitely seeing now is a reemer-
gence of manufacturing and value-added 
production as a nation, and we’re one of 
the recipients of that.” 

Looking to Germany 

In economic development, Cleveland is 
after more than chocolate, appliances 
and chemicals. Hoping to lure automotive 
suppliers, the city and Bradley County 
are developing an industrial park 11 miles 
from the German automaker Volkswa-
gen’s new Chattanooga assembly plant. 
Nearness to Chattanooga, and even its 
relative proximity to Atlanta, have con-
tributed to Cleveland’s economic stability 
compared to similar towns, said Paul 
Conn, a native and president of Lee Uni-
versity in Cleveland. “We’re fi ercely proud 
that Cleveland is its own center of gravity 
in a certain sense,” Conn said. “Still, our 
proximity to Chattanooga has been very 
good for us.” 
 The new 330-acre industrial park 
along Interstate 75 will be the third such 
project jointly developed by the county 
and city. The city-county industrial devel-
opment board has secured state and fed-
eral funding to widen the I-75 overpass at 
the site from two lanes to six, Berry said. 
That roadwork will be among $100 million 
in recent publicly fi nanced transportation 
projects in the area, Berry said, such as 

the $42 million Cleveland Regional Jetport 
that opened in January 2013. 
 A manufacturing resurgence builds 
on the area’s historic strengths but also 
creates challenges. One of the biggest is 
keeping the local workforce sharp enough 
to perform the advanced tasks demanded 
by manufacturers like Whirlpool. Com-
panies in advanced manufacturing must 
either train many of their workers or con-
vince skilled workers to move from other 
places, said UT’s Murray. Improving the 
skills of Cleveland’s workforce is indeed 
an ongoing challenge, as it is in much of 
the Southeast, Berry noted. 
 Toward that end, Berry and other 
economic developers in Tennessee trav-
eled to Germany in March to consult edu-
cation and training professionals there. 
The Tennesseans want to establish train-
ing programs based at least partly on Ger-
man methodologies, including a system in 
which companies pay and train workers 
while they also attend a vocational school.  
 “For a small southern town that 
historically had a manufacturing base, 
manufacturing has stayed quite healthy in 
Cleveland,” Conn said. 
 The real job will be keeping it that 
way.  ❚

This article was written by Charles Davidson, 

a staff writer for EconSouth. 

Cleveland, Tennessee 
Population 30,439
Bradley County population 98,963
Total housing units 12,188
Median household income $40,393
Median home value $113,300

Source: U.S. Census Bureau, 2007–11 American Community Survey

Whirlpool employs about 2,000 people, accounting for almost 5 percent of 
the Cleveland metro area’s total employment.

Cleveland

frbatlanta.org    5

http://www.frbatlanta.org/


A COTTAGE INDUSTRY GOES BIG: 
Institutional Investors Flock to Single-Family Homes

The depressed housing market has offered buyers an opportunity: attractive 
deals. Large investors have responded, buying houses that they intend to place on 
the rental market. How might their decisions affect the housing sector overall?

Some of the country’s richest, savviest fi nanciers have created 
a multibillion-dollar industry over the past year and a half. And 
the Southeast is smack in the middle of it. 
 Institutional investors, led by private-equity giants Black-
stone LLC and Colony Financial Inc., have fi re-hosed money into 
the traditionally mom-and-pop business of buying discounted 
single-family houses, renovating them, and then renting them 
out. In the past year, deep-pocketed investors have scooped up 
tens of thousands of distressed properties, including thousands 
in Georgia and Florida, before prices rise too much. Just to name 
a couple of the biggest players, Blackstone has spent more than 
$4 billion on about 25,000 houses and is still shopping, while 
Colony has invested more than $1 billion in more than 8,200 
properties and, as of March, still had $1 billion set aside to buy 
another 1,000 homes a month. In May, Colony’s single-family 
rental subsidiary, Colony American Homes, fi led for an initial 
public offering.
 Individual fi rms’ strategies differ, of course, but the idea 
behind this new asset class of single-family rentals is straight-
forward. Investors are targeting markets with two broad traits: 

places that suffered abundant foreclosures and the recession-
driven decline in home prices, but ones that also offer sound 
long-term economic prospects. Along with several cities in the 
West and Southwest, Atlanta and Florida’s metropolitan areas—
including Miami, Orlando, and Tampa—fi t that bill, in the view 
of these investors. Investors are acquiring houses through 
numerous channels, including foreclosure auctions (see the side-
bar)—the source of roughly half of Blackstone’s portfolio—and 
normal individual purchases, as well as acquiring homes from 
government-sponsored mortgage enterprises, fi nancial institu-
tions, and other investors. 
 It’s the old mantra, with a twist: buy low, fi x up, rent, and 
then perhaps sell high.
 “We looked at this asset class and said, ‘Gosh, we can buy 
homes that sold for $300,000-plus for $150,000,’” Jonathan Gray, 
global head of real estate for Blackstone, said at the Credit Su-
isse Financial Services Forum held in February 2013 in Miami. 
Gray’s fi rm last year formed a company called Invitation Homes 
to execute Blackstone’s rental strategy. Blackstone calculates 
that, given the dearth of new homes built since the housing bust, 
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its venture should work with even modest economic and popula-
tion growth. 
 Colony Financial, a publicly traded real estate investment 
trust established by the private equity fi rm Colony Capital, is 
equally enthused about this “new institutional real estate asset 
class,” said its CEO, Richard Saltzman, during a March earnings 
conference call.
 The institutionalization of house rentals parallels what hap-
pened to the apartment business about 20 years ago. Around the 
early 1990s, the multifamily real estate business evolved from 
one dominated by individual landlords with a handful of units to 
one ruled by institutional players with sprawling apartment com-
plexes all over the country, noted several real estate experts, 
including Marcus Ridgway, the chief operating offi cer of Invita-
tion Homes (see the Q&A on page 12). 

Long-range implications are unclear

This emerging rental industry is suffi ciently new that its implica-
tions for the broader housing market are not clear. Most observ-
ers believe investor purchasing has pushed up home values, 
which have risen nationwide in the past year but remain below 
prerecession levels in most markets hit by the housing bust. At 
the same time, by forcing prices up and the supply of available 
homes down, the entrance of deep-pocketed buyers has shrunk 
the supply of homes available to lower-end buyers as well as 
small-scale landlords, who traditionally have bought foreclosed 
houses.
 Then there are questions about what this trend could mean 
for communities. Some real estate agents and neighborhood activ-
ists worry that bulk home buying will fl ood neighborhoods with 
renters and thus make communities less stable. In addition, the 
large investors fi gure to eventually sell their houses for a profi t. 
On top of the rental income, home price appreciation is part of the 
typical institutional investment strategy, spelled out in the initial 
public offering documents of a couple of fi rms. When will they 
sell, and how will that affect local housing markets? 
 Many of these medium- and long-term effects probably won’t 
be apparent for several years. But some things are clear, notably 
the startling speed at which this new business is coalescing.
 Blackstone, widely billed as the country’s biggest private-
sector real estate owner, bought 1,500 houses in metro Atlanta 
in a single April transaction for Invitation Homes, bringing to 
roughly 25,000 the number of houses Invitation Homes has ac-
quired nationally since early 2012. Another fi rm, Arizona-based 
American Residential Properties Inc., bought or put under con-
tract 785 houses in the fi rst two weeks of April, including 91 in 
Florida and Georgia. Meanwhile, Silver Bay Realty Trust of Min-
neapolis aims to acquire 300 to 400 homes a month across the 
country this year. At the end of 2012, 45 percent of Silver Bay’s 
inventory of 3,400 homes was in the Southeast. Colony American 
Homes plans to expand its holdings this year from 8,200-plus 

On the Courthouse Steps

Buying dozens or even hundreds of houses at a time 
has typically not been the practice of purchasers at 
foreclosure auctions. Before the institutions showed 

up, individuals who rented out a dozen or couple dozen 
houses were generally the only buyers on courthouse 
steps, said Frank Norton, CEO of the 85-year-old real 
estate and insurance brokerage the Norton Agency, which 
is based in Atlanta and has offi ces in three states.
 The institutions have changed that. Recent monthly 
foreclosure auctions in metro Atlanta have drawn four 
times the usual crowds, said Norton, who closely follows 
Atlanta-area housing conditions. In suburban Gwin-
nett County, the April auction drew 250 people, Norton 
estimated. Before the housing bust, Gwinnett’s monthly 
auctions attracted 50 or 60 people. 
 On a gray and unseasonably chilly morning in May, 
some 200 people crowded the steps of the Fulton County 
Courthouse in downtown Atlanta. To a novice, the event 
might appear chaotic. Three people simultaneously read 
legal notices and conducted auctions. Potential bidders 
clustered around each auctioneer and leaned in to hear, 
many of the bidders swiping through listings on tablet 
computers or perusing pages on clipboards. Several 
people circulated through the crowd wearing caps bear-
ing the logo of bidcast.tv, an online service that provides 
live streaming video of auctions around the country. 
 Buyers for institutional investors have in recent 
months attended these auctions “in armies,” carrying 
folders stuffed with cashier’s checks, Norton said. 
“They leave the auctions disappointed they weren’t 
able to buy more.” 
 Their purchasing has raised home prices, though it 
is hard to gauge how much price appreciation is a result 
of investors. Rising investor demand, which has supported 
house prices, could “continue to provide a fl oor for 
them,” Federal Reserve Governor Elizabeth Duke said 
in a March 2013 speech. She added that some investors 
will likely sell their accumulated homes as prices rise. 
She also said, though, that she suspects “the develop-
ment of large-scale rental of single-family homes as an 
asset class has gained enough traction with investors to 
continue in some form.”  ❚ 
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houses as of March—including more than 1,000 in Georgia—to 
about 20,000, according to the company (see the table).

Exact volume of investor-owned homes hard to quantify 

It is diffi cult to calculate the precise number of houses insti-
tutional investors have acquired, but their overall share of the 
total housing market is small. For instance, among the 13 million 
to 13.5 million single-family rental houses in the United States, 
institutional investors own no more than 100,000 to 300,000, 
Ridgway said. 
 Still, a year and a half ago, they owned far fewer. In metro 
Atlanta and Florida during 2012 and early 2013, the top half-
dozen institutional investors appear to have amassed at least 
15,000 homes based on interviews, data from securities fi lings, 
news reports, listings on rental company websites, and Core-
Logic, a data and analytics company. Four Southeast markets—
Miami, Orlando, Atlanta, and Tampa—were among the seven 
markets nationally where institutional investors were most 
active in 2012, according to CoreLogic (see the chart).
 In Miami, 30 percent of 2012 home sales were to institu-
tional investors, which CoreLogic defi nes as groups that buy fi ve 
or more properties a year using the same name, or as investors 
that used an incorporated entity to fi nance their purchases. 
Yet Miami is an outlier in the single-family home market, as the 

majority of home sales in Miami-Dade County—60 percent—are 
condominiums, said Ron Shuffi eld, president of Miami-based 
EWM Realty International, one of south Florida’s leading resi-
dential real estate fi rms. 
 In recent months, Atlanta Fed surveys of builders and real 
estate agents found that investors accounted for about a quarter 
of all home sales in the Southeast. But that portion rises to more 
than half of sales in some markets in central and south Florida.

Is the window closing?

Some institutional investors believe that the window for bulk buy-
ing could be closing as the inventory of distressed homes dwin-
dles and home prices climb. In Phoenix, Arizona, for example—
thanks mainly to institutional investors—the price of foreclosed 
houses shot up 37 percent in the fourth quarter of 2012 compared 
with the same period in 2011, according to data from CoreLogic. 
News reports in late 2012 said institutional buyers had shifted 
their attention from Phoenix and toward markets such as Atlanta 
and Tampa, where prices of foreclosures—or real-estate-owned 
property (REO)—had not risen as much (14.5 percent and 12.5 
percent, respectively) and REO properties were more plentiful.
 As of April, builders and real estate agents in Georgia and 
Florida apparently did not think the window for investors had 
closed. The Atlanta Fed conducted a survey in April, and 96 per-
cent of respondents in Florida and 56 percent in Georgia expected 
home sales to investors to remain steady or increase in the second 
quarter of 2013 over the fi rst quarter. 
 Meanwhile, public statements from corporate landlords 
indicate they expect buying will remain active. For instance, 
the CEO of Silver Bay, David Miller, said on a March conference 
call with analysts that his company sees plenty of bargains left. 
While conditions differ from market to market, Miller said that 
Florida has a backlog of foreclosures because the process there 
involves the judicial system and therefore takes longer than in 

A Sampling of Institutional Investors’ Single-Family 
Holdings in the Southeast

Silver Bay Realty Trust Properties Average cost/
property

Average age 
(years)

Tampa 897 $125,000 23

Atlanta 785 116,000 17

Orlando 134 139,000 23

Miami-Dade, Broward, 
Palm Beach counties

115 158,000 33

Jacksonville 51 89,000 36

American Residential Properties

Atlanta 169 70,554 20

Fort Myers, Florida 138 45,996 9

Colony American Homes

Georgia 1,848 110,000 23

Florida 603 161,000 22

Invitation Homes

Florida 5,800 DND DND

Atlanta 3,800 DND DND
Notes: Data are current as of March 31, except data for Invitation Homes are current as of May 9. Average cost per property 
includes renovation costs. DND indicates “did not disclose.”
Sources: U.S. Securities and Exchange Commission fi lings, Invitation Homes
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some other states. “In Florida, we see supply for a number of 
years,” Miller said. “Our team is at auction every day; they’re 
writing offers every day.”

A boon to homeowners?

Support for home prices is good news for homeowners looking 
to build, or rebuild, equity. Fed researchers have estimated that 
house price increases of 10 percent or less, from levels in April, 
would allow about 40 percent of underwater homeowners to 
regain positive equity, noted Federal Reserve Governor Sarah 
Bloom Raskin in an April speech. 
 Yet there is another side to the equation. The investor 
purchases are forcing up prices of lower-end homes, according 
to numerous reports, which damages the prospects of home-
ownership for some potential buyers, some real estate agents 
say. CoreLogic notes that in markets where institutional investor 
activity rose last year, lower-end home prices rose 15 percent, 
compared with only 6 percent in other markets. 
 In the $100,000–$250,000 price range in relatively new 
subdivisions, “it’s defi nitely having an effect,” said Brad Monroe, 
a past president of the Greater Tampa Association of Realtors. 
“It’s a popular conversation … any time you get a group of Real-
tors together, bemoaning the fact they can’t get offers accepted 
because [the sellers] have multiple all-cash offers from investors.”
 Higher prices at auctions are also pricing out the smaller 
single-family landlords, said Frank Norton, CEO of the Norton 
Agency, an Atlanta-based real estate and insurance brokerage. 
And rising values are fueling the notion that prices for dis-
tressed properties will eventually reach a level that will under-
mine the business model of institutional single-family 
home landlords. 
 Some community activists contend 
that a proliferation of rental homes 
can threaten the stability 
of neighborhoods. If 
banks would offer 
underwater 

homeowners principal reductions that match the prices they 
are getting at foreclosure auctions, more homeowners could 
probably make payments and remain in their homes, rather than 
seeing them sold to investors, Atlanta neighborhood activist 
Shabnam Bashiri wrote in a recent column on the Huffi ngton 

Post website. 

A compelling business strategy

A confl uence of factors makes single-family rental an attractive 
business strategy for groups that can secure hundreds of mil-
lions of dollars to buy houses in bulk.
 First, millions of homes in foreclosure or in distress can 
be had for less than “replacement cost,” or what it would take 
to build them. Second, because of tighter lending standards, 
many aspiring or former homeowners can’t secure fi nancing to 
purchase a home and are therefore renting. If a homeowner loses 
a house to foreclosure, for instance, that person is unlikely to 
qualify for another mortgage for many years. 
 In metro Atlanta, for example, the homeownership rate fell 
from 68 percent in 2006 to 63 percent at the end of 2012, accord-
ing to the U.S. Census Bureau. Nationally, the share of people 
who own homes was 65 percent in the fi rst quarter of 2013, the 
lowest level in 18 years and down from a peak of 69 percent in 
June 2004. Every 1 percent drop in the homeownership rate 
equates to 1.1 million new prospective renters, said the single-
family rental fi rm American Residential Properties Inc. in a 
March Securities and Exchange Commission fi ling for an initial 
public offering. The fi rm cited research by John Burns Real 
Estate Consulting of Irvine, California. 
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 Finally, household formation plummeted during the reces-
sion. One reason frequently cited: young people who were unable 
to land jobs, or who were only able to fi nd lower-paying work, 
lived at home with their parents. As the economy continues to 
slowly recover, household formation is expected to rebound 
and outpace housing starts by more than 2 million households 
through 2015, according to John Burns Consulting.
 Other factors are at work, too. With jobs harder to fi nd, 
many people want to be mobile so they are more likely to rent a 
home than own one. As a result of these factors, rental rates in 
recent years have risen, vacancy rates have fallen, and institu-
tional investors have decided to become single-family landlords. 
 “There are just not a lot of people building,” Ridgway said. 
“There are not a lot of people lending, and there’s a lot of people 
needing homes.”

Who said homes are not an investment?

After home values plummeted in recent years, conventional 
wisdom held that homeowners should not consider houses 

an investment. Median U.S. home prices had climbed steadily 
since the 1940s, according to the U.S. Census Bureau. But after 
the Great Recession, the notion that home prices would climb 
forever became debatable.
 “Whatever changes homeownership undergoes,” said a 2009 
EconSouth article, “it seems probable that more Americans will 
regard their home primarily as their domicile rather than an 
investment that comes with a roof over their heads.” 
 That may well be right for “more Americans.” But four years 
on, houses have become investments again—only on a grander, 
institutional scale.  ❚

This article was written by Charles Davidson, a staff writer for 

EconSouth.
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“We Like the 
Southeast Market”
An Interview with Marcus Ridgway of Invitation Homes

Marcus Ridgway is chief operating offi cer 
of Invitation Homes, the nation’s larg-
est single-family-home rental company. 
As of mid-May, Invitation Homes owned 
roughly 25,000 houses, including about 
10,000 in the Southeast, mostly in metro 
Atlanta and Florida. Invitation Homes 
was formed in 2012 as a subsidiary of 
Blackstone LLC, the nation’s largest 
private-equity fi rm, with $218 billion 
under management. Ridgway spoke with 
EconSouth about his company and the 
rapidly growing institutional single-family-
home rental industry.

EconSouth: You make the point about the 

single-family rental industry’s similar-

ities to the multifamily business from 

20 or 25 years ago. Can you talk a little 

about those similarities? 
Marcus Ridgway: I’m not a multifam-
ily expert, but I can tell you from an 
anecdotal perspective. You looked at an 
[multifamily] industry that was fairly 
fractured. There were a lot of people 
who owned 5, 10, 20, or 50 units. There 
wasn’t a lot of lending into that space. 
It was small, one-off deals. Big institu-
tional plays, rollups, REITs [real estate 
investment trusts]—all these things just 
didn’t exist. 
 As cities developed, you saw more 
developers come in and build larger 
complexes. You saw institutions enter 
the space, having an opportunity for 
consolidation. The result was now you 
have some publicly traded REITs, you 

have some institutional platforms for 
property management, you have per-
manent fi nancing. We’re seeing some of 
the same things take place now in the 
single-family space. 

ES: You’ve mentioned having an 

institutional-grade property manage-

ment network or infrastructure. What 

are the elements of that?

Ridgway: Invitation Homes was modeled 
off the backbone of Riverstone Residen-
tial [a multifamily property-management 
service]. They are a highly valuable 
partner on the vendor side. When we fi rst 
started this, the ownership [of Invitation 
Homes] was able to focus in on acquisi-
tion and rehab, which was a monumental 
task. We had a vision from the beginning 
that this needed to be all in-house, so—
through our partnership with the owners 
of Riverstone Residential—we were able 
to benefi t from their policies and proce-
dures, their best practices, their em-
ployees for the fi rst 10, 11 months of this 
endeavor. It wasn’t until about a month 
and a half ago that we did a full transition 
of all of our regional staff into the Invita-
tion Homes brand. From an institutional 
approach, it’s important that the experi-
ence that a resident has is consistent 
across all markets. 

ES: From what I read, institutions are 

still actively acquiring homes. Will 

there be adequate inventory in the price 

range that meets your plan for some 

MARCUS RIDGWAY

Title:  Chief operating offi cer

Organization:  Invitation Homes

Website:  invitationhomes.com

Other:  Ridgway joined Invitation Homes at 
its founding in 2012. He previously  
served as a managing member of 
the Treehouse Group, an Arizona 
property management and broker-
age fi rm specializing in invest-
ment properties. Ridgway earned 
a bachelor’s degree from Arizona 
State University. 
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time to come, especially in Atlanta and 

the Florida markets?

Ridgway: That’s the million-dollar ques-
tion, how long this opportunity will last. 
This is what I do know: we are seeing a 
[housing] recovery as we move east. It 
kind of started in the sand states [in the 
West]. Florida is a little different because 
of the judicial nature of the foreclosure 
process. I think those markets [Florida 
and Atlanta] are going to take longer to 
recover. I believe there’s still opportunity 
there. There’s still high demand for pro-
fessionally managed rental homes. 

ES: How much of your acquiring so 

far has been through courthouse-step 

auctions? 

Ridgway: We have about 25,000 homes. 
Most all of those homes have been one-off 
deals, sharpshooter deals. We’ve had one 
bulk deal that occurred in the Atlanta 
market, about 1,500 homes. Other than 
that it has been one-offs, some 10s, some 
20s [homes at a time] from local owners. 
Most everything has been pretty evenly 
divided between the courthouse steps and 
traditional, on-the-market MLS listings. 

ES: Do you have a feel for how many of 

your renters are people who had been 

homeowners who had homes foreclosed 

or for whatever reason have elected not 

to own a home anymore? 
Ridgway: That’s a hard one to track down. 
We buy homes that are occupied and un-
occupied. I can tell you anecdotally we’ve 
leased back to a lot of people who owned 
their homes and were living there when 
we bought them. 

ES: I’m sure you get asked this a lot: 

As far as an exit—and I know you 

indicate that you’re in this for the long 

haul—but do you have an estimated 

time frame for when you’ll look to start 

selling pieces of the portfolio?

Ridgway: I don’t envision us selling these 
homes any time soon. I think the market 
more and more is recognizing that, with 
the way our competitors are approaching 
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the market, this is a long-term hold, that 
it will be, in fact, an institutional space. 
You’ll see trades of assets here and there. 
But similar to what happens in multifam-
ily, that’s just optimizing the portfolio as 
opportunities come. 

ES: Long term, if you could point to a 

few demographic markers or data, what 

are the ones that look most encouraging 

for this business? 

Ridgway: It seems like [the rate of] home-
ownership is still coming down. There 
still is a need for product because of two 
things. People still aren’t building, right? 
And there’s population growth. That’s an 
interesting dynamic when you triangu-
late those things. I think also you look 
at just the general feeling that there’s a 
generation that sees a value in leasing or 
renting a home. 
 Look at how we move so frequently 
across America and within our com-
munities because of jobs or whatever. 
And when you really look at the num-
bers, for the fi rst three to fi ve years of a 
mortgage—even at these great interest 
rates—a high percentage of your mort-
gage payment goes to interest. I think 
people are looking at that now. They’re 
looking at the fact that there’s a high level 
of comfort in our approach, institutional-
izing this. There’s still a credit crunch; it’s 
still hard for some people to get lending 
[to buy a house]. 

ES: Do you think metro Atlanta and 

your Florida markets fi t the description 

you just laid out?

Ridgway: Most defi nitely. If not, we 
wouldn’t have done a 1,500-home trade 
[in Atlanta in April]. We have a high level 
of confi dence in the Atlanta job market, 
in the community, in the government. 
It’s a great place to live. And central 
Florida—it’s a growing demographic, 
and there is demand there. There are just 
not a lot of people building; there are not 
a lot of people lending. And there are a 
lot of people needing homes. We like the 
Southeast market.  ❚
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The Southeast economy grew moderately in the second quar-
ter of 2013. Businesses related to energy, tourism, and real 
estate continued to do especially well, and sales activity in 
the auto sector stabilized at a high level. Industries with more 
exposure to low-end retail and government spending saw 
slower growth from earlier in the year. Firms continued to 
look for ways to enhance productivity and remained hesitant 
about expanding their workforce, with many doing so only as 
a last resort.

Consumer spending varies

Reports on consumer spending were mixed. Firms experiencing 
increased sales attributed growth to seasonal variations such as 
bonuses and tax refunds as well as increased consumer confi -
dence. In particular, consumer spending in the high-end luxury 
market remained strong, with contacts indicating improved 
home equity and growth in fi nancial markets as factors infl uenc-
ing their behavior. Firms that focus on low-income consumers 
noted that the expiration of the payroll tax cut earlier this year 
appeared to be hindering sales, as consumers were beginning 
to pull back and adjust to the change in their paychecks. For 
example, contacts noted that the casual-dining sector took a 
particular hit as an increasing number of people were staying 
home and cooking their own meals. 
 However, not all segments of the hospitality industry have 
experienced the same decline as casual dining and were actually 
somewhat upbeat. The Atlanta Fed’s travel and tourism coun-
cil met in April to discuss economic conditions in its sector. 
Many members agreed that the sector remains strong, and their 
outlook for the remainder of 2013 is positive. Strength across key 
metrics of growth such as occupancy, average daily rate, revenue 
per available room, and bed tax collection were cited as reasons 
driving their confi dence. 

Housing shows strength

Results from the Atlanta Fed’s regional housing survey showed 
that more than three-fourths of brokers and two-thirds of home-
builders said sales were ahead of a year ago (see chart 1). Most 
brokers also reported that early spring sales met or exceeded 
expectations. 
 Nearly all brokers said that existing home inventories were 
below the year-earlier level (see chart 2). Although low invento-
ries were restraining sales, they were also generating multiple 
offers for properties, particularly at the low end of the market. 
Homebuilders, on the other hand, indicated that construction 
activity was ahead of the year-earlier level. 
 Both brokers and homebuilders reported that their outlook 
for sales growth was better than it was a year ago (see charts 3 
and 4). 

Regional Update: Moderate Growth Continues into Spring

Businesses’ investment strategies undergoing changes

Business contacts noted a shift in spending patterns as compa-
nies reengaged in broad-based advertising campaigns, employee 
development programs, and increased business travel. Larger 
fi rms also noted having ample cash on hand and readily avail-
able credit. However, reports of signifi cant capital investment 
in sectors beyond real estate and energy remained inconsis-
tent. Of the companies making capital investments, many were 
largely engaged in merger and acquisition activity as a means to 
increase capacity and enlarge their customer base. The excep-
tion was energy, where investment in both onshore and renewed 
offshore drilling initiated investment with industry suppliers 
throughout the sector.

–1

0

1

2006 2007 2008 2009 2010 2011 2012 2013

Brokers 

Builders 

Note: Data are through March 2013. 
Source: Atlanta Fed business contact poll 

Chart 1 
Southeast Home Sales versus a Year Earlier  

–1

0

1

2006 2007 2008 2009 2010 2011 2012 2013 

Brokers

Builders

Note: Data are through March 2013.
Source: Atlanta Fed business contact poll 

Chart 2 
Southeast Home Inventory versus a Year Earlier  
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Employment’s pace remains slow

Hiring in the Southeast grew at a tepid pace. Firms said they could 
achieve high levels of productivity, often with fewer employees. 
Many have been able to attain this level of output by meeting 
increased demand through automation and streamlined processes. 
 Concerns about the impact of health care legislation on la-
bor costs continued to surface. Further challenging the employ-
ment landscape, the availability of workers for low-skill jobs—
which typically have frequent turnover—were becoming an 
increasing source of concern as the pool of interested, qualifi ed 
applicants for those positions continued to shrink. Companies 
also indicated that they continue to explore means of eliminat-
ing some lower-level offi ce positions by replacing them with 

highly skilled personnel 
who provide more value 
and fl exibility to profes-
sional and administrative 
initiatives. Additionally, 
companies continued to 
move toward the use of 
contractors and temporary 
workers instead of bringing 
full-time staff on board.
 Despite the anecdotal evidence of 
a shift in hiring philosophies and approaches, Atlanta Fed busi-
ness contacts reported that companies increased hiring when 
they encountered capacity constraints. Notably, fi elds such as 
architecture, engineering, and construction saw an uptick in hir-
ing as a result of growth in residential and some commercial real 
estate activity (see chart 5). 
 Also, some contacts mentioned that salary-increase pro-
grams are being restored. This move, along with rising home val-
ues and equity prices, is having a positive impact on consumer 
sentiment.

Input prices and wages hold fi rm

According to results from the Atlanta Fed’s business infl ation 
expectations survey, input prices remained stable, with year-
ahead unit cost expectations remaining in the 1.7 percent to 2.1 
percent range since the survey’s inception (see the discussion of 
business infl ation expectations on page 17).
 Although some commodities, such as lumber, have experi-
enced upward price pressure, most fi rms continued to experi-
ence fairly stable input costs and very little pricing power. In 
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Chart 4 
Southeast Builder Home Sales Expectations 
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Chart 6 
Growth Rate Outlook in the Southeast   

terms of wages, the general consensus among our business 
contacts has been that wage increases of 2 percent to 3 percent 
will take place this year. However, reports of increases in the 
3 percent to 5 percent range and the return of bonuses have 
broadened beyond select skilled-trade workers and into the pro-
fessional ranks. Competition for select trade positions, such as 
welders and truck drivers, continued to drive pay raises in those 
fi elds. We also have started to hear of increased wage negotia-
tion power and competition for experience at the professional, 
managerial, and executive levels.

Looking ahead

The effects of sequestration, the federally mandated budget 
constraints, have not broadly affected the economy because the 
impact has largely affected only certain industries and locations. 
Specifi cally, contacts said that defense contractors, research 
universities, and local economies driven by military activity 
were beginning to experience some negative impact. Although 
a general concern about the impact of current fi scal policy 
decisions on demand remains, businesses are still reasonably 
optimistic that effects from the expiration of the payroll tax cut 
and sequestration will prove to be transitory and that momen-
tum will pick up later this year.
 On balance, business contacts continue to anticipate 
moderate growth for this year despite what has proved to be an 
uneven path to recovery. Nearly half of the members of the 

Atlanta Fed’s board of directors expect growth in their business-
es to increase over the next three to six months (see chart 6). 
 The view held by our business contacts echoes comments 
from Atlanta Fed President Dennis Lockhart, who said this in an 
April speech: “My outlook for the economy calls for continued 
moderate growth. I now expect GDP to come in a bit north of 2 
percent for 2013 as a whole, with infl ation expectations remain-
ing well anchored.”  ❚

On the Ground: An Interview with Lee Jones, Regional Executive at the Atlanta Fed’s Nashville Branch

Gatlinburg area, near 
the Smoky Mountains—
provides us with regular 
reports on this sector. 
The industry has benefi ted 
from strong tourism 
activity, and its employ-
ment has surpassed the 

prerecession level as well. Moreover, 
because of the surge in auto production 
and the opening of the Volkswagen plant 
in Chattanooga, over the past few years 
manufacturing employment has grown 
faster in Tennessee than in other parts of 
the nation.

Tennessee’s employment recovery has 
been the strongest among the states 
in the Southeast. What do you think 
are the main reasons behind the state’s 
employment gains? Education and health 
services along with professional and 
business services are the state’s larg-
est private industries, as measured by 
employment. In terms of the number of 
jobs, both these industry segments have 
rebounded now to exceed the peaks seen 
before the recession. Leisure and hospi-
tality services also account for a big part 
of the state’s employment. Branch Direc-
tor Billy Carroll—from the Pigeon Forge-

Nashville has done particularly well in 
terms of employment gains. What is go-
ing on in Music City that explains this? 
In 2012, Nashville ranked as the number 
one region in the country for job growth 
among the nation’s metro areas, with 
more than 1 million people. In early 2012, 
payroll employment exceeded the peak 
seen before the recession. Manufactur-
ing, management and fi nancial services, 
education, and health care led the gains. 
Durable goods manufacturing—particu-
larly autos produced at the nearby Nissan 
and General Motors plants—and educa-
tion and health services account for a 
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bigger share of employment in Nashville 
than in the United States as a whole. With 
several large hospital chains, such as 
HCA [Hospital Corporation of America] 
and Community Health Systems head-
quartered in Nashville, along with the 
city’s largest private employer—Vander-
bilt University and its medical center—
the resiliency of the health care sector 
throughout both the recession and the 
recovery has helped insulate Nashville’s 
labor market relative to many other 
metro areas. 

Are you seeing a shift in optimism 
among your business contacts regarding 
their outlook? My business contacts in 
Middle and East Tennessee continue to 

be cautiously optimistic about their out-
look. Although overall demand has been 
growing modestly for some time, busi-
ness activity continues to be constrained 
by the persistent headwinds related to 
fi scal and regulatory policies, as well as 
some slowing in global demand. On the 
bright side, a number of contacts tell me 
that if and when these headwinds are 
addressed, the economy is positioned to 
grow.

The TV show “Nashville” is a big hit 
and depicts Nashville in a unique way. 
Has the city seen any economic benefi t 
from the exposure? Absolutely! First, it’s 
been reported that the show is estimated 
to bring about $75 million to the city 

in overall economic impact in its fi rst 
season, including more than $6 million 
in payroll for about 120 full-time studio 
mechanics, according to Peter Kurland of 
the International Alliance of Theatrical 
Stage Employees union, which represents 
Tennessee television workers. Second, 
the show’s name—along with most of the 
outdoor scenes being fi lmed on location 
and featuring many Nashville land-
marks—is like having weekly hour-long 
advertisements on prime-time television, 
attracting visitors excited to explore the 
real city portrayed in their favorite show. 
You just can’t buy this type of publicity.  ❚

Editor’s note: This part of EconSouth’s REIN section takes a 
quarterly look at the state of businesses’ infl ation expectations 
and economic conditions in the region.
 Year-ahead infl ation expectations have remained relatively 
fl at from January through May 2013, hovering around the Federal 

Reserve’s 2 percent target (see chart 1). Long-term infl ation ex-
pectations (measured quarterly) fell to 2.9 percent in April from 
3.1 percent in January (see chart 2). 
 Firms reported slight improvements in sales levels and prof-
it margins over the same period but both measures remain well 

Business Infl ation Expectations Survey
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Year-Ahead Infl ation Expectations and Uncertainty  
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Chart 2 
Long-Term Infl ation Expectations and Uncertainty  
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below normal (see chart 
3). Firms also reported 

rising year-over-year 
unit costs, from 1.6 
percent in January 
to 1.8 percent, on 
average, in April. 

Assessing the 

sales gap

On average (weighted by 
industry share of gross do-

mestic product, or GDP), respon-
dents indicated in March that unit sales are approximately 
7.7 percent below normal, which is unchanged from the De-
cember measure. 
 Despite stability in the aggregate measure, wide variations 
across fi rm size remain (see chart 4).
 Midsize fi rms noted a considerable narrowing of their 
sales gap (from 11.1 percent below normal in December to 6.8 
percent below normal in March), while small fi rms’ sales gap 
estimate continued to grow (from 10.3 percent below normal in 
December to 12.2 percent below normal in March). Large fi rms 
remained fairly stable, with an average gap of around 3 percent 
below normal.

Long-term infl ation expectations remain anchored

Over the long term—that is, per year over the next fi ve to 10 
years—respondents said in April that they expect unit costs 
to increase 2.9 percent, on average, relatively unchanged from 
the January reading of 3.1 percent (see chart 2, above). Re-

spondents’ uncertainty (or variance) regarding this expecta-
tion continued to decline, having reached a new low of 
2.2 percent.

Factors contributing to price changes 

Compared with the November measure, in May respondents 
indicated that sales levels are expected to put signifi cantly more 
upward pressure on prices over the next 12 months. In May, 
fi rms overall indicated slightly more upward price pressure com-
ing from labor costs. 
 Expectations for nonlabor costs (including materials, 
commodities, and transportation) lean more toward moderate-
to-strong upward infl uence. Most fi rms do not expect changes 
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Chart 6 
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Chart 8
Distribution of Year-Ahead Compensation Growth Expectations  
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Chart 7 
Year-Ahead Unit Sales Level Growth Expectations  

in productivity or margins to affect prices signifi cantly over the 
next 12 months.

Asking other questions

In March, the Atlanta Fed asked survey participants, “By what per-
cent would your unit costs have to increase for you to increase the 
prices of your products and/or services?” They indicated that, on 
average (weighted by sector contribution to GDP), unit costs would 
have to increase by 2.8 percent to trigger a price increase, but the 
distribution of these responses was wide (see chart 6).
 The April question gauged panelists’ expectations for year-
ahead sales-level growth (1.8 percent), revealing a signifi cant im-
provement compared with the November measure (1.2 percent). 

A breakdown by sector reveals signifi cant improvement in unit 
sales levels forecasts for some sectors (see chart 7). 
 The May special question asked respondents about their 
expectations for compensation growth (including benefi ts) over 
the next 12 months. Respondents’ mean expectation (weighted 
by fi rm size and sector) was 2.8 percent, although this measure 
varied signifi cantly among some sectors (see chart 8).  ❚

Regional PMI: A Look at Regional Manufacturing

Editor’s note: This part of EconSouth’s REIN section takes a 
quarterly look at manufacturing conditions in the region.
 The regional manufacturing index indicated that manu-
facturing in the Southeast region continued to expand into the 
beginning of the second quarter of 2013, with four consecutive 
months of increased growth (see the chart on page 24). 
 This positive trend for manufacturing activity in the region 
came after the Institute of Supply Management’s (ISM) manu-
facturing index reported two consecutive drops in the national 
purchasing manager’s index (PMI), which suggested that manu-
facturing growth slowed nationally. The tool the Atlanta Fed 
uses to track regional manufacturing activity is not a subset of 
the national PMI. Both indexes measure a mix of similar compo-
nents by surveying purchasing managers. 

REIN continues on page 24
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Economists use a variety of tools to 
gauge economic performance, includ-
ing surveys on retail sales, consumer 
sentiment, and the unemployment 
rate. The Federal Reserve also con-
ducts its own surveys to contribute to 
the overall economic picture and help 
inform monetary policy.

Much of what we know about our nation’s economy comes 
from one survey or another. Consider the U.S. Bureau of Labor 
Statistics’ employment situation report, which combines data 
from two surveys and provides us with the unemployment rate 
and a measure of household income, among other features. The 
retail sales report, generated from a survey of approximately 
13,000 retailers conducted by the U.S. Census Bureau for the 
Department of Commerce, provides a measure of the health of 
the all-important consumer sector, the main driver of the U.S. 
economy. Another important survey is the Institute for Supply 
Chain Management’s (ISM) Manufacturing Survey, which gauges 
the health of the manufacturing sector by polling approximately 
400 purchasing managers across the country. 
 Indeed, these surveys create a foundation for understand-
ing the current state and trajectory of the U.S. economy, but they 
don’t paint a complete picture. To address lingering questions 
about the state of the economy, over the years, Federal Reserve 
Banks and the Fed Board of Governors have created their own 
surveys. What motivates the Fed’s efforts to improve on an 
already large body of available data? It’s the simple fact that the 
overall quality of economic data (as measured by depth, timeli-
ness, and other factors) can help determine the effectiveness of 
monetary policy. 
 Given the widely felt impact of its policies, one would 
expect no less from a monetary policymaking body like the Fed. 
While some data may be merely informative to those outside the 
Fed, they can be crucial for policy makers trying to understand 
the effectiveness of current monetary policy and when consider-
ing future policy. For example, information on infl ation expecta-
tions is one topic that provides unique insight but has not been 
fully represented in existing data sources. 

Taking a closer look at infl ation

Infl ation expectations have long been an area of interest for 
policymakers, economists, and academics, as they provide an 
indication of the future path of infl ation as well as a measure 
of the effectiveness of Fed communications (judging how well 
anchored they are around the infl ation rate target). Are expecta-
tions for future price increases well anchored? Have they changed 
over time? How will these expectations affect fi rms’ behavior? 
These are a few important questions a survey can address.
 Although a long-standing measure of consumer infl ation 
expectations exists in the University of Michigan Survey of Con-
sumer Sentiment, expectations of companies—the price setters, 
after all—went unmeasured until the creation of the Atlanta 
Fed’s business infl ation expectations (BIE) survey. This monthly 
survey measures the short- and long-term infl ation expectations 
of fi rms as well as the current business conditions in which 
these expectations are formed. Firms’ infl ation expectations are 
particularly important because they factor into companies’ pric-
ing and wage decisions, which ultimately infl uence the overall 
price level. Thus, if accurately measured, they could prove to be 
a leading indicator of infl ation. 

Quick takes on what’s happening in the marketplace

In addition to these unique data needs, Fed policymakers in some 
cases may also require timelier reporting. The Fed’s tools for 
achieving its dual mandate of price stability and maximum em-
ployment work on a lag. In other words, the effects of monetary 
policy take time to fi lter through the economy. Therefore, it’s 
important for Fed policymakers to spot economic trends early so 
they can address problems in a timely manner. In some instances, 
Fed surveys are created to provide an early indication of changes 
in economic activity or infl ationary pressures in an effort to stave 

off undesirable fl uctuations in price and employment levels. The 
Federal Reserve’s Beige Book is a good example of a data source 
specifi cally designed to provide current information when policy-
makers need it most. 
 Each of the 12 Federal Reserve Banks collects anecdotal 
information from members of the business and academic com-
munity in its district approximately three weeks before each 
Federal Open Market Committee (FOMC) meeting. On a rotating 

Researchers at the Fed need to 
know more about the economic 
perspectives of individuals and 
businesses to create policies 
that will ultimately promote 
economic prosperity.
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basis, this information is compiled by one of the 
Reserve Banks into what is referred to as the 
Beige Book. The timeliness of this publication 
is ideal given that the collection period immedi-
ately precedes each FOMC meeting, and the data 
are collected earlier than most of the statistical 
data in a given period. 

Getting beyond the numbers

To monitor and evaluate the functioning of 
aspects of the fi nancial system that are not 
accounted for on a bank’s balance sheet, the 
Fed must collect qualitative data, which adds 
greater detail. Fed surveys generally employ 
qualitative questions to obtain expectations 
about future business activity or fi rms’ inter-
pretations of their current environment. These 
“tendency” measures can add depth and nuance 
to what is gleaned from other data sources and 
enhance understanding of what may be fueling 
economic trends.
 For instance, the Senior Loan Offi cer Opinion 
Survey conducted by Board of Governors research-
ers employs such qualitative survey methods. 
This survey asks approximately 60 of the largest 
domestic banks and 24 U.S. branches and agencies 
of foreign banks questions regarding the standards 
and terms of their banks’ lending and the state of 
business and household demand for loans. 
 Respondents not only provide their assess-
ments of change in demand for loans and the 
standards and terms of bank lending but they 
also reveal the thinking that may be behind 
such changes. Data are collected multiple times 
per year in coordination with the FOMC meet-
ing schedule, acting as a timely, more detailed 
update to the conditions of credit markets.
 The sidebar at left, an overview of the major 
Fed surveys, provides some perspective on the 
reasoning behind the Fed’s data collection 

efforts. Surveys 
cover a broad 
range of topics; 
manufactur-
ing is the most 
scrutinized 
sector and is 
considered 
separately 
on the next 
page.

A Look at Reserve Bank Surveys
INFLATION EXPECTATIONS
Atlanta Fed Business Infl ation Expectations (BIE) Survey, originated 
October 2011: The BIE surveys a panel of approximately 350 business lead-
ers about their current business conditions, unit cost changes, and year-
ahead infl ation expectations. It also asks quarterly questions to explore 
long-term infl ation expectation, factors infl uencing price changes, and 
year-ahead sales growth expectations, among other topics.

MANUFACTURING
See the next page for details about Fed manufacturing surveys.

RETAIL
Dallas Fed Texas Retail Outlook Survey, originated January 2007: A 
survey of Texas retail sector fi rms that gauges current business conditions 
such as revenue, employment, and prices, as well as the fi rms’ six-month 
outlook.

SERVICES
Dallas Fed Texas Service Sector Outlook Survey, originated January 
2007: A survey of Texas service sector fi rms that gauges current business 
conditions such as revenue, employment, and prices, as well as the fi rms’ 
six-month-ahead outlook.

FINANCIAL ACTIVITY
Federal Reserve Board Senior Loan Offi ce Opinion Survey, originated 
1964: A survey that provides qualitative information about changes in 
supply and demand for loans to households and businesses at commercial 
banks. The survey, conducted roughly quarterly, often includes questions on 
one or two other topics of current interest. 

Federal Reserve Board Senior Credit Offi cer Opinion Survey, origi-
nated June 2010: A quarterly survey that collects qualitative information about 
the availability and terms of credit in securities fi nancing and over-the-counter 
derivatives markets. The survey panel currently consists of 20 dealers.

SMALL BUSINESS 
Atlanta Fed Small Business Survey, originated 2010: A semiannual poll 
of small business contacts in the Southeast that gathers their perspectives 
on general business and fi nancing conditions.

New York Fed Small Business Credit Survey, originated 2010: A survey that 
collects information from small businesses in New York, New Jersey, and Con-
necticut about their performance, fi nancing decisions, and credit experiences.

OVERALL ECONOMIC ACTIVITY
Chicago Fed National Activity Index (CFNAI), originated January 
2001: The CFNAI is a weighted average of 85 existing monthly indicators of 
national economic activity drawn from four broad categories of data: 
production and income; employment, unemployment, and hours; personal 
consumption and housing; and sales, orders, and inventories. Each of these 
data series measures some aspect of overall macroeconomic activity. The 
derived index provides a single summary measure of a factor common to 
these national economic data, acting as a gauge of current and future eco-
nomic activity and infl ation in the United States.  ❚

ECONSOUTH NOW PODCAST

Mike Bryan, vice president and 
senior economist in the Atlanta 
Fed’s research department, 
discusses the role of survey data 
in policymaking. On frbatlanta.org, 
select “Podcasts.”

SMALL BUSINESS
Atlanta Fed Small Business Survey, originated 2010: A semiannual pollyy

of small business contacts in the Southeast that gathers their perspectives 
on general business and fi nancing conditions.

New York Fed Small Business Credit Survey, originated 2010: A survey that yy

collects information from small businesses in New York, New Jersey, and Con-
necticut about their performance, fi nancing decisions, and credit experiences.
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Making a mountain out of manufacturing

Reserve Banks conduct manufacturing surveys to stay abreast 
of regional developments. Here’s a roundup of those efforts.
• Philadelphia Fed Business Outlook Survey, originated 

May 1968: The oldest Fed manufacturing survey, it asks 
local manufacturers to indicate the direction of change in 
overall business activity and various measures of activity at 
their plants.

• New York Fed Empire State Manufacturing Survey, 
originated April 2002: It surveys New York State manu-
facturing executives about their current business condi-
tions and six-month-ahead expectations regarding those 
conditions.

• Richmond Fed Survey of Manufacturing Activity, 
originated September 2008: Approximately 220 business 
contacts whose fi rm type, size, and location match the over-
all manufacturing profi le in the district are polled on their 
current activity, including shipments, new orders, order 
backlogs, and inventories. Respondents also provide insight 
into their employment conditions, prices, and their expecta-
tions of business activity.

• Kansas City Fed Survey of Tenth District Manufacturers, 
originated 1995: This survey monitors manufacturing plants 
selected according to geographic distribution, industry mix, 
and size. Survey results reveal changes in several indicators 
of manufacturing activity, such as production and ship-
ments, and also identify changes in prices of raw materials 
and fi nished products.

• Dallas Fed Texas Manufacturing Outlook Survey, 
originated June 2004: This survey of Texas manufacturing 
sector fi rms gauges current business conditions such as 
revenue, employment, and prices, as well as the fi rms’ six-
month outlook.

 Why are so many manufacturing surveys conducted? Mike 
Trebing, the director of the Philadelphia Fed’s Business Outlook 
Survey, notes that “manufacturing remains quite sensitive to 
shifts in overall economic activity.” For the Business Outlook 
Survey, in particular, “the survey’s indexes are useful in quanti-
tatively estimating how the manufacturing sector is doing along 
a variety of dimensions,” he said. 
 According to a 2004 paper written by William R. Keeton and 
Michael Verba, researchers at the Kansas City Fed, the major 
value of the Survey of Tenth District Manufacturers is “providing 

information about current and future manufacturing condi-
tions in the district, especially on variables such as production, 
orders, and capital spending for which no independent data exist 
at the regional level.”
 Data from these regional manufacturing surveys vary 
in their ability to predict overall U.S. manufacturing activity. 
However, the surveys satisfy the need for regional manufactur-
ing data that otherwise would not be available in the desired 
frequency.

Getting it right: The survey design process

The survey creation process isn’t as straightforward as thinking 
of a topic, writing some questions, and polling a few hundred 
people. To create a survey in a manner that renders the fi ndings 
reliable, researchers must consider numerous factors. 
 Researchers must balance what they hope to learn with 
the willingness of the target survey population to provide 
that information. Researchers must allow time for people to 
respond. Is a 10-minute survey too long for a busy chief fi nan-
cial offi cer? 
 Researchers must also ensure the questions are tested to 
avoid words or phrases that could be interpreted differently 
from what was intended, depending on the audience. Assuming 
these and many other details are handled properly, researchers 
must face what is probably the most challenging task of all: 
getting people to respond. 

Researchers must 
balance what they 
hope to learn with 
the willingness of the 
target survey popula-
tion to provide that 
information.
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Collaboration with other central banks to improve methods

The Federal Reserve isn’t alone in facing these data needs 
and survey design challenges. This process is undertaken by 
researchers at central banks the world over who share the desire 
to learn more about topics relevant to effective monetary policy. 
 In fact, an annual gathering of central bank survey prac-
titioners was fi rst hosted four years ago by the Norges Bank 
in Oslo, Norway. In subsequent years, the Riksbank, Sweden’s 
central bank, and the Bank of Canada played host to the confer-
ence. After growing in popularity, the annual conference will 
be hosted by the Atlanta Fed later this year. Representatives 
from more than 30 of the world’s central banks will convene to 
discuss survey methods and, ultimately, the application of sur-
vey data to the monetary policymaking process. Survey topics 
include small business access to credit, infl ation expectations, 
and general business sentiment and forecasting. 

 Researchers at the Federal Reserve and other central banks 
need to know more about the economic perspectives of individu-
als and businesses to create policies that will ultimately promote 
economic prosperity. As Mike Bryan, Atlanta Fed vice president 
and senior economist, says, “By exploring new methods and 
improving upon existing ones, we hope to advance to the point 
where fewer lingering questions remain about the state of the 
economy. And by broadening the pool of ideas and sharing our 
experiences with colleagues around the world, we hope to get 
there sooner.”  ❚

By Nicholas Parker, senior economic research analyst in the research 

department at the Atlanta Fed

 The survey that the Atlanta Fed’s research department uses 
to track manufacturing activity in the region is the Southeast PMI, 
which is produced by the Econometric Center at Kennesaw State 
University. It provides an analysis of the most current market con-
ditions for the manufacturing sector in Alabama, Georgia, Florida, 
Louisiana, Mississippi, and Tennessee. It is based on a survey of 
representatives from companies in those states regarding trends 
and activity around new orders, production, employment, supplier 
delivery time, and fi nished goods. A reading on this index above 50 
represents an expansion in the manufacturing sector, and a read-
ing below 50 indicates a contraction.
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Note: Data are through April 2013. A reading above 50 indicates expansion. A reading below 50 indicates contraction.
Source: Kennesaw State University Econometric Center  

Southeast Purchasing Managers Index 

REIN continued from page 19

 The Southeast PMI experienced less than a point increase 
in April over March. Although this increase is minimal, the over-
all index, at 55.5, refl ected the highest level since May 2012. This 
reading is 5.5 points above the expansion-contraction boundary 
of 50. Increases in indices of new orders, production, and em-
ployment drove this growth, and all of these components were 
substantially above their respective measures in the national 
PMI. Stronger expansion in the Southeast, versus the recent 
slowing in the national ISM survey, is likely a refl ection of the 
region’s large auto and energy manufacturing presence. Produc-
tion experienced the most signifi cant jump of the survey compo-
nents, with an increase of 5.7 points from March to April to 61.2, 
while employment jumped 4.1 points during the same period, to 
57.8. While new orders refl ected a much smaller increase—0.4 
point—this minimal gain brings the submeasure to 57.8 points, 
well above the expansion boundary.
 Purchasing managers who participate in the southeastern 
PMI are asked about their outlook on production expectations 
over the next three to six months. This question refl ects poten-
tial factory activity in the near term from those closest to the 
industry. Of survey participants, 43 percent expect production 
to be higher in the next three to six months versus 33 percent 
for the prior survey period. Although this is not the highest level 
of optimism reported this year by survey participants, those 
following the industry welcome these positive sentiments while 
they watch to see if the regional manufacturing activity will 
continue to outperform national levels.  ❚ 
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Climbing Out of the Trough: State 
and Local Government Budgets 
Regain Some Traction
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In Tallahassee, Florida, Governor Rick Scott put his signature on 
a $74.1 billion budget. The state’s 2013 budget, which includes a 
more than $1 billion increase in spending on public schools and 
the fi rst across-the-board raise for state workers in seven years,
is perhaps a sign that state fi nances are turning the corner. For 
the fi rst time since 2008, the Florida legislature has extra tax
revenues to spend—a sharp departure from recent years, when
the state faced billions of dollars in budget shortfalls. 
 On the other hand, Louisiana’s governor proposed a pro-
gram popularly called a “tax swap,” whereby state income and
corporate taxes are eliminated while sales taxes are raised. Al-
though it appears that the governor’s proposal has been shelved 
for now, it highlights ongoing efforts to balance taxes and spend-
ing as state and local revenues strengthen.  (See the sidebar for a 
more in-depth look into these two different approaches.)
 Whichever path states choose—whether it’s reversing 
cuts, as Florida is doing, or cutting taxes—the spending and
taxing decisions of state and local governments will have 
a signifi cant impact on the economy and the services most 
people rely on daily.
 While news of the fi scal cliff, sequester, and mounting fed-
eral defi cit may garner more headlines, state and local fi nances
arguably hit closer to home for most people. State and local 
governments together spend more on directly consumed public 
goods and services (excluding grants and national defense) than 
the federal government does, said Tracy Gordon, a fellow at the 
Brookings Institution. The economic impact of that spending is
signifi cant—state and local governments account for approxi-

mately $1.8 trillion, or about 12 percent of U.S. gross domestic 
product, she added.
 However, these positive contributions to the economy have
weakened in recent years, especially since the recession. State 
and local governments, their budgets severely reduced, have
dragged down growth during the recovery. This drag stands in 
stark contrast to previous recessions, said Benjamin Harris and 
Yuri Shadunsky in their research paper “State and Local Govern-
ments in Economic Recoveries: This Recovery Is Different.” On
average, state and local government consumption and gross
investment would increase 6 percent in the three years following 
a recession, the authors found. But in the most recent recovery,
consumption and investment by state and local governments
declined 4 percent.

Recession dealt a blow to state fi nances

The damage caused by the Great Recession varies across state 
and local governments. Generally speaking, however, states 
were the fi rst to feel the impact as unemployment rose and con-
sumers kept a tighter hold on their pocketbooks. State revenues
depend heavily on sales and income taxes, which began their 
descent in late 2008 and fell for fi ve consecutive quarters, ac-
cording to the U.S. Census Bureau. At their lowest point, in the
second quarter of 2009, state revenues were 17 percent below
year-earlier levels. Meanwhile, personal income taxes were 
down 27 percent during the same period, noted the Brookings 
Institution’s Gordon. In the Southeast, state and local govern-
ments were on slightly better footing to withstand the recession.

After several years of battered budgets—fi rst from the deep recession and slow 
recovery, and more recently from federal defi cit reduction efforts—states are at 
a crossroads of sorts. Some states, like Florida, will begin to reverse cuts made 
during the recession. Others are considering tax cuts in an effort to boost 
economic growth.
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However, the region still suffered mightily from the downturn. 
During the period 2007 through 2009, total revenues in the south-
eastern states were down 11.8 percent from year-earlier levels 
(see chart 1). 
 At the same time that revenues were declining precipitously, 
demand for government programs was growing, driven largely by 
the weak economy. Federal stimulus funds, including $145 billion 
in general fi scal relief ($90 billion of which was enhanced federal 
Medicaid payments), helped blunt the recession’s impact on state 
and local government fi nances. However, it wasn’t enough to ame-
liorate the vise-like pressures of rising expenditures and declining 
revenues. States scrambled to close large budget gaps, which at 
their worst totaled close to $170 billion nationally in 2010. 
 In general, state and local governments had three options 
for dealing with budget gaps: raise revenues, cut spending, 
or draw down reserves. The most common response was to 
cut spending, Gordon said. That was certainly the case in the 
Southeast, where states tend to favor spending cuts over tax 
increases, explained Atlanta Fed research economist and 
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Chart 1 
State Government Tax Revenues

The fi nancial crisis and Great Reces-
sion were especially hard on those 
cities that were fi nancially strapped 

even before the downturn. Having exhaust-
ed most or all of the traditional ways to bol-
ster their fi nances, some of these struggling 
cities are considering more unconventional 
means—asset sales and privatization, for 
example. 
 Detroit, Michigan, is one of those 
cities. Once the thriving hub of the U.S. 
automotive industry, the Motor City today 
is on the brink of bankruptcy. Kevyn 
Orr, the emergency manager appointed 
to fi x Detroit’s fi nances, is considering 
a creative source of revenue—literally 
creative. He has requested an appraisal 
of the city’s art collection in case the city 
has to fi le for bankruptcy.
 The Detroit Free Press in May re-
ported that Orr had requested a valuation 
of the Detroit Institute of Art’s (DIA’s) re-
nowned collection, which includes works 
by Vincent Van Gogh and Henri Matisse, 

to name just two. By some estimates, the 
most treasured pieces could sell for $50 
million to $100 million apiece. With more 
than $15 billion in long-term debt, one 
thing is relatively certain: the city will 
have to take drastic action, like selling its 
unusual assets, to fi x its fi nances. 
 Detroit’s relationship with the DIA 
is unique. The city owns the building and 
art collection, while a nonprofi t handles 
the day-to-day operations. Although 
many pieces were donated, some by 
families with surnames like Dodge and 
Ford, the city also purchased famous 
works during its automotive heyday. The 
collection is among the best in the nation, 
the crowning jewel for the beleaguered 
city. It is no surprise that reports that the 
artwork could be sold to pay off creditors 
are causing a stir.
 No plans to sell the art had been 
announced at the time of this writing, but 
legislators and concerned citizens have 
been scrambling to build legal protections 

around the collection. For instance, Senate 
Majority Leader Randy Richardville intro-
duced a bill that would prohibit Michigan 
museums from selling artwork for reasons 
other than to purchase new pieces or to 
maintain the existing collection. 
 The fact that such a controversial 
sale is even under consideration refl ects 
the diffi cult circumstances facing Detroit 
and other cash-strapped cities. Any plan 
to sell the art would almost certainly 
raise complex and contentious legal 
issues. Other assets could also end up 
on the auction block, according to the 
Detroit Free Press. Orr is reportedly tak-
ing stock of all municipal assets, includ-
ing artifacts from the Detroit Historical 
Museum, public parks, and properties. 
The city is not the fi rst to consider selling 
the family silver to ease fi nancial woes. 
Baltimore, Maryland, and Newark, New 
Jersey, both sold historic buildings in 
recent years to help fi ll budget gaps.  ❚

Cities Get Creative
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Chart 2 
Changes in State Aid to Localities, 2009 to 2010

While news of the fi scal cliff, seques-
ter, and mounting federal defi cit may 
garner more headlines, state and local 
fi nances arguably hit closer to home 
for most people.

assistant policy adviser Chris Cunningham. A few other factors 
also helped put the region on fi rmer footing when the reces-
sion hit. In addition to a general willingness to cut spending 
quickly, southeastern states benefi ted from leaner public sector 
workforces and larger rainy day funds, he added. However, the 
willingness among southeastern states to slash spending “has 
also imposed greater stress on local governments that rely on 
state funds,” Cunningham noted.

Local governments hit, too, but with a lag

Local government fi nances also suffered in the recession and its 
aftermath, but only after a lag. Property taxes, which account 
for about 30 percent of local revenues, did not immediately 
respond to declining property values. Instead, they continued 
to grow during the recession and did not register a decline until 
the 2011 and 2012 fi scal years, said Lucy Dadayan, a senior policy 
analyst at the Rockefeller Institute of Government. Unfortu-
nately, 2013 is not looking much better for property taxes than 
the last two years. Local governments will likely continue to see 
declining property tax collections and as a result “could face 
substantial fi scal challenges,” she noted.
 In past downturns, property taxes remained relatively 
stable. But like so many aspects of the Great Recession, this 
time was different. Falling property taxes were accompanied by 
a decline in state aid, which together account for more than half 
of local revenues (see chart 2). From 2009 to 2010, local govern-
ments in several southeastern states—including Alabama, Geor-
gia, and Tennessee—saw their state funding shrink, according 
to an analysis of U.S. Census data by the Pew Center on the 
States. The one-two punch of declining property tax revenues 
and state aid, which has not occurred since the early 1980s, 
stressed local fi nances even further.

Governments shed jobs in wake of declining revenues

Perhaps the most visible indication of the pressures facing 
state and local fi nances has been the dramatic loss of public-
sector jobs. After peaking in August 2008, state and local 
government employment shrank steadily. By the end of 2012, 
state employment nationally had shed 174,000 jobs and local 
government payrolls were down 552,000, according to the U.S. 

Bureau of Labor Statistics. Today, more than fi ve years after 
the recession began, the public sector continues to bleed jobs. 
Indeed, “it is this persistence of state and local job cuts that 
makes the Great Recession quite distinctive compared to past 
recessions,” wrote Gordon in a 2012 Brookings Institution re-
port. In comparison, state and local governments added jobs 
in the previous two recessions. 
 The trend is much the same in the Southeast, where recent 
job fi gures highlight the recession’s lingering effects on state and 
local governments. Across the region, state and local payrolls re-
main signifi cantly below peak levels (see chart 3). From August 
2008 to December 2012, the Southeast lost roughly 46,600 state 
jobs and more than 98,000 local jobs. 

Some improvements, but challenges on the horizon

Much like the broader economic recovery, improvements in tax 
revenues have been slow to materialize. The good news, though, 
is that state and local government fi nances are improving, albeit 
more slowly than in past recoveries. In 2012, tax revenues fi nally 
surpassed their prerecession peak and, by the end of the year, 
had increased for 12 consecutive quarters. Tax revenues rose 
5.2 percent in the fourth quarter, driven in part by a 10.8 percent 
growth in personal income tax revenues. 
 However, Rockefeller Institute senior policy analyst Dadayan 
warned that the gain likely refl ects taxpayer efforts to avoid the 
fi scal cliff. To avoid paying higher taxes on capital gains and 
other types of income, some taxpayers may have shifted income 
into the 2012 calendar year, she explained. “People are paying 
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Chart 3 
Government Employment  

taxes on those gains at the state level, which is great,” said the 
Brookings Institution’s Gordon. “But it also means those gains 
will not be available in the future.” In addition, “there’s just a 
lot of uncertainty at the state and local level about whether 
we’re really coming out of the downturn, whether these revenue 
gains are going to be sustained, and what’s coming up in terms 
of federal policies that affect state and local governments, like 
changes to the Medicaid program or the tax code,” she added. 
As a result, governments have been cautious about committing 
to new spending. But, as Florida’s recent budget indicates, some 
states are starting to meet some of the pent-up demand accu-
mulated during the recession by proposing modest spending 
increases. 
 In addition to the weak economic recovery and federal 
budget concerns, state and local governments face a host of 
longer-term issues, many of which Federal Reserve Chairman 
Ben Bernanke identifi ed in a 2011 speech and which remain 
today. These issues include rising health-care-related costs, 
underfunded pensions, and increasing reliance on economically 
sensitive revenue sources. There is no one way for state and 
local governments to approach these and other pressing issues, 
but as Chairman Bernanke noted, “meeting them will be essen-
tial to ensuring that our resilient and dynamic economy delivers 
rising living standards…to our nation as a whole.”  ❚

This article was written by Lela Somoza, a staff writer for EconSouth.

Recovery Mode: Balancing Taxes 
and Spending

A s the economy continues to recover slowly from the 
Great Recession, state governments are facing tough 
decisions on taxes and spending. Among them: do 

they restore some services cut during the lean years, or 
do they lower taxes?
 The way forward for state governments is as varied 
as their circumstances. Take Florida, for instance. The 
state, projecting its fi rst budget surplus in years, passed 
a record $74 billion budget in May. Up 6 percent from the 
previous year, the budget includes $1 billion in new educa-
tion spending, across-the-board raises for state employ-
ees, and increases in several fi nancial aid programs for 
college students. Georgia, too, boosted its spending for 
the next fi scal year, although the $838 million increase 
mostly covers population-driven costs, the governor’s of-
fi ce said in a press release. 
 At the other end of the spectrum, Louisiana Gover-
nor Bobby Jindal in early 2013 proposed eliminating the 
state’s personal income and corporate taxes and replac-
ing them with higher sales taxes. This “tax swap” is an 
effort to make the state more competitive against nearby 
low-tax states Texas and Florida. The governor was 
eventually forced to shelve the plan, however. Opponents 
of the plan claimed the swap would disproportionately 
affect low-income families and voiced concern about the 
political feasibility of raising the sales tax. Jindal instead 
asked state legislators to phase out the income tax over 
several years. 
 Although the tax swap plan may not become real-
ity, it illustrates a key trend taking shape as revenues 
strengthen and governments seek to boost economic 
growth. Similar tax-cutting and swapping measures were 
under consideration in North Carolina and Virginia, ac-
cording to the Washington Post’s Wonkblog. And in the 
past couple of years, legislators in Georgia, Kansas, and 
Oklahoma have debated proposals to eliminate state 
income taxes. Meanwhile, in North Dakota—a state 
fl ush with oil revenues—voters in 2012 considered and 
ultimately rejected a ballot measure to eliminate state 
property taxes. 
 Whatever the outcome, one thing is relatively certain. 
Governments at all levels will be faced with hard choices 
for some time to come when trying to balance taxes and 
spending.  ❚

30    EconSouth  Second Quarter  2013



fo
llo

w 
up W e are following up on a story 

on ethanol that appeared in 
the third-quarter 2006 issue of 

EconSouth. That article proposed some 
answers to the question the title posed: 
“The Energy Debate: Is Ethanol the An-
swer?” In this issue, we look at this ques-
tion again to determine if ethanol was in 
fact the magic elixir that would help the 
United States attain energy independence 
while also spurring economic growth for 
farmers growing corn and entrepreneurs 
operating processing plants. We also look 
at some promising directions that the 
search for alternative fuels is taking us. 
 At the time of the story, the demand 
for ethanol was rising quickly, mostly be-
cause environmental legislation required 
the industry to replace a compound 
called methyl tert-butyl ether with etha-
nol, which works as an oxygen aid to help 
gasoline burn cleaner. Also at the time, 
about 40 ethanol factories were under 
construction in the United States to meet 
the growing demand, one in Camilla, 
Georgia. Since then, however, corn etha-
nol factories have met the demand and 
construction has fallen off, according to 
Jill Stuckey, director of the Georgia Cen-
ter for Innovation. Furthermore, demand 
did not reach anticipated levels because 
fl ex-fuel vehicles, which burn a fuel blend 
containing 85 percent ethanol and 15 
percent gasoline and which appeared to 
be the next step in the auto industry, have 
not seen strong adoption. 
 Corn remains the most common 
component in ethanol production, but 
the debate over the effi ciency of using 
this crop has grown increasingly heated. 
Basically, the increased demand for corn 

ethanol has meant that more agricultural 
land and output are being used for energy 
production rather than for the food sup-
ply. The resulting higher agricultural and 
retail prices have led to discontented 
consumers (this is sometimes referred to 
as the “food versus fuel” argument). 
 In addition, as we noted in the origi-
nal article, “[m]ost experts concede it 
takes a signifi cant amount of energy and 
money” to produce ethanol from corn. In 
fact, it takes so much energy to produce 
ethanol from corn that the net energy cre-
ation is much lower than it is from some 
other potential sources. 
 Many researchers are now look-
ing at products known as drop-in fuels, 
so called because of their ability to be 
“dropped in” to existing infrastructure. 
These alternative fuels can run in 
most vehicles on the street without 
necessitating equipment modifi cations. 
“Researchers are trying to take biomass 
and convert it instantaneously into crude 
oil. That oil is then cracked and refi ned 
into liquid fuels that can be used to 
replace gasoline and jet and plane fuels,” 
Stuckey said. 
 After seven years, ethanol may not 
have fulfi lled the hopes many had for it, 
but this setback hasn’t blocked the path 
toward alternative fuels. Instead, the 
road has been recharted.  ❚

By Elizabeth Bruml, an economics major at 

Emory University in Atlanta, who contributed 

to this article as part of her internship at the 

Federal Reserve Bank of Atlanta
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Amount, in billions 
of dollars, of the 
combined acquisition 
budgets of the two 
largest institutional 
investors purchasing 
single-family homes
Source: Blackstone LLC 

and Colony Financial Inc., 

as cited in EconSouth’s 

article “A Cottage 

Industry Goes Big”

10,071
Number of alternative fueling stations 
in the United States in 2011
Source: U.S. Department of Agriculture

6,912
Number of alternative fueling stations 
in the United States in 2010
Source: U.S. Department of Agriculture

}
60
The number of largest 
domestic banks 
surveyed in the Federal 
Reserve’s Senior Loan 
Offi cer Opinion Survey
Source: Federal Reserve 

Board of Governors, as 

cited in EconSouth’s article 

“Surveying the Economic 

Landscape”

2.181
Number, in millions, of farms in 
the United States in 2011
Source: U.S. Department of Agriculture

5.967
Number, in millions, of farms in 
the United States in 1945
Source: U.S. Department of Agriculture

}
2.19
Number, in trillions, 
of text messages sent 
in the United States 
in 2012
Source: The Wireless

Association

552,000
The number of jobs shed by local governments 
through 2012 from a 2008 peak in the United States
Source: U.S. Bureau of Labor Statistics, as cited in EconSouth’s 

article “Climbing Out of the Trough”

135
Increase, in percent, gained 
by the S&P 500 (including 
dividends) from March 2009 
through January 2013 
That increase equals the gain from 

1996 through 2000, recalled as one of 

history’s great bull markets. 

Source: Morgan Housel, the Motley Fool
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The Georgia State Capitol 
building was completed 
in 1889. The building’s 
exterior has undergone 
few alterations since, 
except for in 1959, when 
Lumpkin County donated 
enough gold leaf to cover 
the dome and lantern. The 
dome was refurbished 
with additional gold leaf 
in 1989.
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