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the past two years. Any further decline in his liquidity 
may lessen his bank’s ability to meet successfully any un
expected deposit drain. His decision to invest in loans or 
securities, moreover, would depend largely on their yields, 
which are determined by factors over which he has little 
control.

A banker may improve his earnings position by trim
ming down cash assets—on which he is earning no income 
—and investing in loans or securities. In so doing, how
ever, he must realize that his cash assets already com
prise a much smaller share of total assets than they did 
a year or two ago. In fact the ratio declined significantly 
in 1957.

A bank’s earning capacity during 1958, therefore, will 
depend partly on the skill of its management and partly 
on the general economic condition of the nation and area 
in which the bank is located. Economic conditions deter
mine whether credit-worthy applicants will seek loans and 
also the level of interest rates on both loans and invest
ments.

The current economic downturn has already reduced 
the demand for loans at banks in the District’s lead
ing cities. Outside these cities, however, the demand for 
bank credit has held up well; the total has declined 
less than it ordinarily does at this time of year.

Somewhat easier conditions in the money and credit 
markets have produced a pronounced drop in rates on 
most types of securities that banks normally buy. In ad
dition, falling money rates, including the Federal Reserve 
rediscount rate, have prompted large banks throughout 
the nation to reduce the rates charged on prime business 
loans.

District bankers, therefore, are likely to experience a 
decline in the rate of return on both loans and invest
ments during 1958. In addition, unless the recession 
proves to be a short one, the weakening demand for loans 
may spread to all banks. Bankers, therefore, could ex
perience difficulty in finding credit-worthy applicants 
necessary for expanding the ratio of loans to total assets 
even if liquidity considerations would permit them to do 
so. The supply of Governments and other securities, on 
the other hand, is likely to increase; banks should thus 
have little difficulty in increasing their security holdings.

The recent decline in interest rates has a further im
plication for District bankers. With the rates of return on 
loans and investments likely to fall, the current high rate 
banks are paying on time deposits will be an even heavier 
drag on total earnings than it was in 1957. Bankers must 
soon decide whether they will continue to pay the 1957 
rate.

New developments that will threaten bank earnings 
during 1958 are taking shape. Bank management will need 
all the skill it can muster to meet these threats. Although 
only time can tell whether 1957 profit rates can be 
matched, we may be sure that banks’ financial statements 
will change considerably. w  „  n

Charting The Course of Construction 
Contract Awards

To provide readers of the Monthly Review with a better 
picture of current developments in District construction, 
the Federal Reserve Bank of Atlanta is publishing its in
dexes of construction contract awards on a seasonally 
adjusted basis, beginning with this issue. Separate indexes 
for total awards, residential awards, and nonresidential 
awards are shown on page 7. Indexes were previously 
Published without adjustment of any kind. As always, of 
course, the indexes are computed from data provided by 
the F. W. Dodge Corporation on the dollar volume of 
construction contracts awarded each month.

We are interested in construction contract awards be
cause they give us a preview of construction projects to 

started in the near future in terms of their value. Care 
®ust be exercised in interpreting the figures, however, 
Slnce they are characterized by wide, irregular fluctuations

and sharp changes associated with the different seasons 
of the year. Irregular fluctuations often reflect contracts 
for unusually large individual projects. In such cases, the 
entire value of the construction project is recorded in one 
month, whereas actual construction may take many 
months or even years. Fairly regular seasonal changes oc
cur because of increased activity in warm weather and 
slower activity in cold weather. To avoid being misled by 
these changes and to determine the more basic trend, it is 
necessary to eliminate the effects of these regular seasonal 
fluctuations.

It is fairly simple to adjust the irregular changes if we 
are somewhat arbitrary in choosing the averaging period. 
For our purpose here we used the so-called three-month 
moving average, that is, the figure for each month was 
based upon the average of contracts awarded in that
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month, the preceding month, and the following month. 
The index for December 1957, for example, is based on 
the average of contracts awarded in November, December, 
and January 1958. A three-month moving average is more 
representative of contracts awarded during a given month 
because it helps to smooth out the sharp, irregular fluctu
ations obscuring the level of activity likely to be sustained 
for a longer period of time.

Having adjusted our series for irregular fluctuations, 
we are ready to measure the regularly recurring seasonal 
changes and adjust for them. The measurement is made 
by determining the average percent by which each month 
is above or below the trend, based on figures for a num
ber of years. To complete the seasonal adjustment, we 
“correct” each month using these average percentages. In 
recent years, for example, we have lowered the April 
figure for residential awards by about 12 percent because 
April awards have been averaging about that much above 
the trend. Similarly, we have raised the October figures 
by about 10 percent, because the value of residential 
awards is normally that much lower in October. Contract 
awards for nonresidential construction are adjusted in a 
similar manner, and are combined with the residential 
figures to get the series on total awards shown by the solid 
line in the chart.

Fortunately, we were able to have the necessary com
putations for both steps made by UNIVAC. In this way, 
days of manual computations were reduced to seconds of 
electronic computations. We carefully reviewed the re
sults, however, and made some additional minor adjust
ments, which we believe improved the series.

The two lines on the chart show the results of all the ad
justments. The dashed line shows the index based on the 
dollar value of construction contracts awarded, without 
adjustment of any kind. The solid line shows the index 
adjusted for both types of fluctuations. The adjustments 
smoothed the series substantially, bringing into sharper 
focus the more basic movements. The general upward 
trend from mid-1954 through early 1955, the subsequent 
slight dip, and the resumption of an upward movement

through mid-1956, for example, are shown much more 
clearly by the adjusted index. By contrast, the sharp fluc
tuations in the unadjusted series sometimes almost com
pletely obscure these sustained movements.

The chart also shows some irregular fluctuation still in 
the adjusted index. This was to be expected; with our 
method of handling them, treating irregular movements in 
a regular way, we could only hope to dampen their effects. 
The dampening is of substantial help in our analysis, how
ever, for it reveals just how extreme certain figures are. 
Thus we have a better basis for judging what sustained 
effect unusually large projects may have on construction.

A striking instance of this type of situation occurred m 
September 1952, when a contract for over 460 million 
dollars was awarded in Tennessee for the construction of 
an atomic energy project. It took our unadjusted index 
beyond the upper limit of the chart. The adjustment pro
cedure moderated this extreme picture considerably, &v' 
ing us a better idea of the probable effect on construction 
activity over the long pull. As it turned out, this major 
project kept large numbers of construction workers em
ployed for about three years beyond the time it first af
fected the series on contract awards.

By adjusting the raw data for these two major types 
of fluctuation, we have answered some questions. At the 
same time, we have raised other questions by revealing the 
more significant movements that require special analytical 
attention. Take the declines in late 1956 and 1957, fof 
example. Our adjustment tells us these declines were
larger than usual for that time of year, but we are faced
with the question, “What is their real meaning?” The de
cline in 1956, of course, proved to be temporary and due, 
in large measure, to a drop in contracts awarded for con 
structing new factories. Subsequent increases in awar 
for most other types of construction brought the total up 
again in the first half of 1957. The decline in late 195 , 
judging from the available information, appears somew a 
more general than was the case a year earlier.

P h i l ip  M. W ebster
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