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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.
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Chart 1 
Southeast Home Sales versus a Year Earlier  
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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 3 
Southeast Broker Home Sales Expectations  
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Chart 4 
Southeast Builder Home Sales Expectations 
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Chart 5 
Southeastern Employment Momentum by Sector  
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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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Chart 1 
Year-Ahead Infl ation Expectations and Uncertainty  
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Chart 2 
Long-Term Infl ation Expectations and Uncertainty  

frbatlanta.org    17

http://www.frbatlanta.org/


R E I NR e g i o n a l  E c o n o m i c  I n f o r m a t i o n  N e t w o r k

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 4
Percentage Above/Below Normal Sales Levels  
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Chart 5
Expected Year-Ahead Infl uence over Prices   
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Chart 3 
Sales Levels and Margins  
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Chart 6 
Percentage Unit Cost Increase That Would Trigger Price Increase  
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Chart 8
Distribution of Year-Ahead Compensation Growth Expectations  

1.1

0.5

1

1.8

1.5 1.5

1.2

1.8

1.3

2.2

1.7

2.0

1.7
1.8

0

1

2

Construction and 
Real Estate 

Finance and 
Insurance

General
Services

Manufacturing Retail and 
Wholesale Trade

Other All Respondents

Pe
rc

en
t

November 2012
April 2013

Source: Atlanta Fed Business Infl ation Expectations (BIE) Survey  

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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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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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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