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The W est at M idyear

Th e  W e s t , like the rest of the nation, re
corded a slower growth rate in the second 
quarter of 1965 than it did earlier in the year. 

Here as elsewhere, nonfarm  employment in
creased roughly Vi percent in the A pril-June 
period, as com pared with a 1 -percent gain in 
the preceding quarter. A t the same time, the 
unemployment rate rose slightly in Twelfth 
District states, while continuing to decline 
elsewhere in the nation.

Unemployment thus has remained a nag
ging problem  in the West— at least in Cali
fornia— even in the face of a sustained cyclical 
expansion. In the first two quarters of the year, 
the unemployment rate in California averaged 
5.9 percent— close to the average of the 
1963-64 period. By way of contrast, the job
less rate in other District states declined from
5.4 to 5.0 percent between 1964 and the 
first half of 1965, and the jobless rate else
where in the nation dropped from 5.1 to 4.7 
percent in the same period.

Aerospace off the ground?
By midyear, nonetheless, some improve

ment was visible in the region’s key export 
industry, aerospace manufacturing— the in
dustry which had been largely responsible for 
the unsatisfactory growth rate of the past two 
years. District aerospace firms during the sec
ond quarter increased their employment to 
about 550,000. This increase, although only 
a slight advance over the first-quarter level, 
represented the first quarter-to-quarter gain 
since employm ent peaked at 640,000 in late 
1962. M uch of the improvement was due to 
increased orders for commercial jet produc
tion at California and W ashington firms.

Hopes for a continued rise in aerospace em
ployment increased, meanwhile, because of 
recent significant gains in defense and space 

152 agency contract awards. In the A pril-June

period, for example, District firms received 
$ 1 . 6  billion in defense procurem ent awards, 
as com pared with a $ 1.3-billion total in the 
year-ago period. And the supplem ental ap
propriation request sent to Congress in early 
August suggested even further gains, although 
increased spending for helicopters, fighter air
craft, and other conventional weapons may 
be offset by cutbacks in spending for extra
terrestrial vehicles.

Construction mixed
The D istrict’s construction industry pre

sented a mixed picture during the second 
quarter. Contract awards, at $2.2 billion, were 
8  percent below the first-quarter level, but 
most of the decline could be traced to a drop
off from early 1965’s unsustainably high level 
of heavy construction. Residential construc
tion awards were relatively stable during the 
A pril-June period, and nonresidential build
ing continued strongly upwards.

Housing starts, during the second as dur
ing the first quarter, held stable at about a 
310,000 annual average. But the num ber of 
residential building permits trended down-

U nem ploym ent rate remains high 
in California, but improves elsewhere
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wards during the quarter; although this did 
not necessarily portend a further decline in 
construction volume, it threw a dash of cold 
water on hopes for a bounceback to early- 
1964 housing levels.

Nonresidential building, meanwhile, in
creased by 1 0  percent over the first-quarter 
figure. Store awards were up sharply, just as 
in the rest of the nation. But industrial awards, 
which have supplied much of the steam be
hind the national construction boom, rose 
only modestly in the West, and educational 
building also lagged the national pace.

Around midyear, construction work at Cal
ifornia sites was disrupted by a num ber of 
labor contract disputes. The longest and most 
extensive strikes were called by painters in 
N orthern California and by operating engi
neers in Southern California. Settlements to 
date have resulted in fairly substantial in
creases in wages and fringe benefits.

Rising farm prices
The District farm sector reported signifi

cant gains in receipts throughout the first half 
of the year. Crop and livestock marketings 
both rose, and thereby contributed to a 3- 
percent year-to-year gain in receipts— a gain 
in line with the national increase.

Farm ers found their price situation quite 
favorable at midyear. Almost without excep
tion, commercial vegetable producers report
ed considerably higher prices in June than in 
last year’s m arketing season, and meat and 
poultry producers also reported higher prices. 
W heat prices trended downwards, however, 
because of a change in the technique for sup
porting wheat prices.

The biggest price news came from the live
stock sector. Prices received by District farm 
ers, particularly for meat animals, strength
ened considerably during the second quarter. 
The prices received for fed beef advanced 
somewhat more than the cost of animals en
tering feedlots, and this increase in price

W estern  construction activity sags 
because of year-long housing decline
M i l l i o n s  of D o l l a r s

spread contributed to a rapid increase in the 
num ber of cattle on feed. At midyear, a rec
ord num ber of cattle were being fattened in 
W estern feedlots for this time of the year.

On the other hand, crop production pros
pects were somewhat weaker at midyear.
Crop production in 1965, according to the 
midyear report of the U. S. D epartm ent of 
Agriculture, should fall below 1964 levels.
The wheat crop may increase, but cotton out
put should decline. Deciduous fruit produc
tion should drop as a result of last winter’s 
freeze in im portant producing areas, and to
mato production may fall off substantially.

The labor supply in California was reported 
generally adequate at midyear, after six 
months of experience with rigid restrictions 
on the use of alien farm labor. In the latter 
part of June, only about 1,500 foreign work
ers were working on California farms, pri
marily in the strawberry and asparagus fields.
By way of contrast, about 36,000 of these 
braceros were employed at the same stage of 
the growing season last year. Nonetheless, the 
major test of the adequacy of supply of do
mestic labor is yet to come. The seasonal 
peak in farm -labor requirements should oc
cur in early September, and a potential short
age at that time could be accentuated by the 
return to school of the young seasonal work
ers who have been employed this summer. ] 5 3
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M aterials producers gain

W estern lum ber producers reported disap
pointing results in the spring quarter. Despite 
good construction weather in most major 
markets, a hoped-for upsurge in orders failed 
to materialize and prices rem ained relatively 
low. Soft spots in the lum ber m arket centered 
along the East Coast, where heavy inventories 
continued to retard new business, and in the 
Los Angeles area, where a severe decline in 
apartm ent building depressed demand. In 
addition, a shortage of railroad cars seriously 
interrupted shipping schedules to all destina
tions. A fter midyear, however, lumber and 
plywood m arkets strengthened considerably, 
on the basis of Governm ent and construction 
demand.

Western steel mills turned out a record 
amount of steel during the second quarter. 
O utput continued strong, even after the May 
1 postponem ent of a nationwide steel-strike 
deadline took some of the frantic pressure off 
the market. The District industry’s perform 
ance was based prim arily on the W est’s 
strong pace of heavy construction and to a 
much smaller degree on the type of inven
tory accumulation that has stimulated pro
duction elsewhere. W estern mills thus do not 
anticipate severe declines in stockpile de
mand, such as may face other mills in the 
event of a prom pt settlement of steel labor 
negotiations.

The D istrict’s aluminum industry also re
ported a high level of demand in the April- 
June period. M ajor aluminum companies in 
mid-M ay posted increases of from 2 to 3 cents 
a pound on prices of soft alloy extrusions, 
and producers then raised prices 1 cent a 
pound on m ost fabricated products immedi
ately after a new labor contract was signed 
at the end of that month. The industry appears 
confident of its ability to make these price in
creases stick— unlike last year, when an- 

1 5 4  nounced increases were rendered ineffective

by competitive pressures arising from excess 
capacity conditions.

O ther metal m arkets also rem ained very 
strong during the spring quarter. Pressures 
on copper prices, which were reflected in 
early M ay’s 2-cent increase (to  36 cents a 
pound) in refined copper prices, were sub
sequently relieved by the release of 1 0 0 , 0 0 0  

tons from Governm ent copper stockpiles. The 
sale brought about a sharp reduction in pre
mium prices on the dealer and exchange m ar
kets, but the producer price rem ained firm. 
The 75,000 tons of zinc released from Gov
ernm ent stockpiles also found ready purchas
ers, but consumers purchased only one-third 
of the 60,000 tons of lead offered at the same 
time. W estern silver producers, meanwhile, 
lam ented the fact that a run-up in silver prices 
was practically precluded by the Govern
m ent’s action in reducing the use of silver in 
the nation’s coinage.

A reversal of the downward trend in W est
ern crude-oil output appears assured this year 
because of a combination of more intensive 
secondary recovery efforts and of increased 
supplies from new fields. Since heavier do
mestic supplies are now anticipated, licensed 
import quotas for the second half of 1965 
have been reduced by 67,000 barrels per day 
from the first-half quota. M eanwhile, W est
ern refiners are spending substantial sums for 
new facilities and for the modification of exist
ing facilities, in response to the continued 
growth in overall dem and for petroleum 
products and to the rapidly changing struc
ture of demand for such products. Industry 
sources estimate the value of construction 
projects now underway at California refin
eries at $365 million, considerably above the 
year-ago figure.

Underpinning for retailers
In general, W estern farm ers, miners, and 

other prim ary producers benefited strongly 
from the cyclically expanding dem and for
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materials during the first half of the year. At 
the same time, the crucial aerospace and hous
ing industries saw some signs of an end to the 
recent softness in their markets.

The resultant increase in employment and 
income provided the underpinning for con
tinued gains in retail sales throughout the 
District. Overall, sales during the spring quar

ter rose about 7 percent above the levels pre
vailing during the tax-cut period of last spring. 
Some retailers reported declines, however. In 
particular, apparel stores and furniture-appli- 
ance stores both suffered sales decreases of at 
least 5 percent below year-ago levels. But auto 
dealers, here as elsewhere, recorded a substan
tial (16 percent) year-to-year gain in sales.

—-Regional Staff

At Western Banks

T h e  s t r o n g  demand for credit which 
characterized the national banking scene 
during the second quarter was much less evi

dent at the regional level. In fact, a $506-mil- 
lion loan increase at Twelfth District member 
banks was little more than half as great as 
the contra-seasonal rise recorded in the first 
quarter of 1965, while nationally, the second- 
quarter increase almost matched the record 
first-quarter gain. On the other hand, District 
banks invested in municipal and Federal 
Agency securities at more than double the 
national rate, as they had during the first three 
months of the year. Consequently, an $852- 
million net investment in “other” securities 
in the first six months of 1965 more than 
offset a $482-million reduction in holdings of 
U. S. Government securities (all series sea
sonally adjusted).

Although District banks displayed less 
credit growth than other banks, they remained 
in a tighter liquidity position than banks na
tionally, as measured by either the ratio of 
loans to deposits or the ratio of short-term 
Governments to deposits. Thus, District 
banks may simply have had less flexibility 
than other banks in expanding their loan port
folios.

After posting a $264-miIlion increase in 
demand deposits adjusted in the first quar
ter of the year, District banks gained only 
$95 million more in such deposits in the suc

ceeding three-month period. In the time-and- 
savings category, the $496-million second- 
quarter increase was about 25 percent smaller 
than the inflow recorded in the first quarter, 
when the higher interest rates paid on such 
deposits had their greatest initial impact.

For each of these deposit categories, the 
total first-half increase was somewhat greater 
than the gain recorded in January-June 1964. 
Nonetheless, the composition of interest-bear
ing deposits shifted somewhat between these 
two periods. Savings deposits increased twice 
as fast in the first half of 1965 than in the 
comparable period of 1964, but negotiable 
time certificates of deposit grew only half as 
fast as in the earlier period. Since February,

Liquidity positions remain tight, 
especially for District banks

S o u rce : F ed e ra l R eserve  B o ard ; F ed era l R eserve  B a n k  of San 
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