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A  New Upsurge?

W e s t e r n  i n c o m e  and employment rose 
at a good clip during the third quarter, 
on the heels of the escalating situation in Viet

nam and the continued expansion in the civil
ian economy. Nonfarm employment in
creased about one percent (the same as in the 
rest of the country) and the gain would have 
been even greater but for strike-induced cut
backs in the construction and shipbuilding in
dustries. Total civilian employment increased 
at a slightly slower pace, because of a smaller- 
than-usual increase in farm employment.

Despite the West’s employment upsurge, 
unemployment remained a problem because 
of the continuing growth of the region’s labor 
force and the continuing impact of earlier cut
backs in defense-related manufacturing. The 
jobless rate was 5.7 
percent during the 
summer quarter—  
about the same as it 
was when defense 
employment reach
ed its peak almost 
three years ago. In 
contrast, the jobless 
rate in the rest of 
the nation declined 
from 5.6 to 4.2 per
cent over that same 
three-year period.

T he im p ac t of 
j o b l e s s n e s s ,  o f  
course, has varied 
from one District 
s ta te  to  an o th e r.
Oregon and Idaho 
have followed the 
national pattern of 
declining job less
ness, and Washing
ton is in roughly the 

200 sam e situa tion  as

three years ago. But California, the center of 
the nation’s aerospace industry, recorded a 
6.0-percent jobless rate in the third quarter 
of this year, as against a 5.8-percent rate in 
late 1962. Utah (5.5 percent) and Arizona 
(5.8 percent) have encountered rising un
employment.

Jets take off
District states thus were well prepared to 

welcome the significant turnaround in defense- 
related manufacturing that has occurred over 
the past several months. Aerospace-manufac
turing employment reached 571,400 in Sep
tember— 4 percent above the first-quarter low 
although still about 10 percent below the 1962 
peak. Employment gains also strengthened in

Jobless problem rem ains intractable
despite W est’s substantial employment gains
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both government and commercial shipyards.
A n improvement in commercial-aircraft 

purchases was a major factor in the recent 
recovery, as two Western producers received 
substantial new orders for jet aircraft. The re
gional industry’s thickening orderbooks are 
reflected in the one-fifth increase in new or
ders which the nation’s aircraft industry has 
logged in the last several months. And one 
manufacturer, which claims it has exhausted 
Southern California’s pool of experienced la
bor, has recently tried to persuade 1,500 air
craft workers to make the long trek from Long 
Island, New York to Long Beach, California.

Western firms received two major military 
contracts during the third quarter, but these 
are likely to have only a minor impact on em
ployment in this region. The manned-orbiting- 
laboratory project involves a great deal of 
subcontract work which may be done outside 
the District, while the C-5A transport plane 
is scheduled to come off Georgian instead of 
Western production lines.

A backward look at Defense Department 
fiscal-1965 contract data highlights the source 
of the industry’s earlier weakness. District 
firms received $5.3 billion in DOD prime- 
contract awards during the year— off 10 per
cent from the preceding year’s total and down 
even more from the fiscal-1963 peak. The Dis
trict share of total awards thus dropped from 
31 percent in 1963 to 27 percent in 1965. 
California firms recorded a slight increase in 
awards in fiscal 1965, but Washington and 
Utah dropped substantially from their 1964 
performance.

More stores, fewer homes
Western construction activity strengthened 

during the third quarter, despite the continued 
slowdown in residential building. Now, on the 
basis of a strong third-quarter performance, 
total construction awards for the year to date 
are finally ahead of their 1964 pace.

Awards in both nonresidential building and

W estern housing slump continues 
but activity stabilizes elsewhere
Tho usands of U n its

N ote: C hart shows residential building perm its, a t  seasonally 
adjusted annual rates.
Source: U.S. D epartm ent of Commerce; Federal Reserve Bank 
of San Francisco

heavy construction ran 16-18 percent above 
their year-ago pace during the quarter. Com
mercial establishments and office buildings 
contributed to the strength of nonresidential 
construction, and dam-building and electric 
power systems continued to dominate the ac
tivity in heavy construction.

Housing activity fell to a new low during 
the summer period, as new starts declined 1 7 
percent below the second-quarter rate to 239,- 
000 (seasonally adjusted annual rate). But 
permit activity remained at a higher level than 
starts, which suggests that some improvement 
in actual construction may occur in future 
months. An upturn in future activity is also 
suggested by a recent reduction in the size of 
the West’s housing surplus. For example, the 
rental vacancy rate declined during the quar
ter to 10.9 percent (seasonally adjusted), as 
compared with the 11.7-percent peak reached 
in late 1964. Similar improvement also oc
curred in the for-sale market, where the inven
tory of new homes for sale dropped by mid
year to 60,000—-down 20 percent from the 
year-ago level.

The recent sluggishness in housing activity 
meanwhile continued to exert a depressive im 201-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

November 1965



FEDERAL RESERVE BANK  OF S A N  FR A N C I S C O

202

pact on lumber markets. Except for a brief 
flurry in July, lumber orders remained as 
weak during the summer quarter as they had 
during the spring. In addition, a disappoint
ing inflow of new orders from government and 
civilian customers led by mid-September to a 
decided weakening of the price structure, 
which had been supported for several months 
previously by a backlog of unfilled orders and 
by transportation difficulties created by a se
rious shortage of railroad cars and cargo ships.

Steel, aluminum, copper
Metals markets, on the other hand, re

mained in strong shape throughout recent 
months. Admittedly, Western steel produc
tion dropped sharply after the signing of the 
labor-contract agreement in early September, 
but output declined less here than it did else
where in the country. By late-October the 
Western steel industry was operating about 
9 percent below its year-ago level, while na
tional output was 23 percent below the 1964 
figure. The regional industry’s performance 
resulted from the strong underpinning to de
mand provided by the pace of activity in non- 
residential building and heavy construction. 
Moreover, Western mills participated less 
than other mills in the wide swings of inven
tory buildup and subsequent cutback.

A1 uminum dominated the headlines in early 
November, as major producers backed off 
from earlier-posted price increases after the 
Administration announced plans to throw 
substantial amounts of stockpiled metal onto 
the market. The cancelled increases involved 
a Vi-cent hike for ingot prices (from 24 Vi to 
25 cents a pound) and a 1-cent average price 
rise for fabricated items. Defense Secretary 
McNamara —  the largest buyer of aluminum 
in the country —  stated that producers can
celled the posted increases because they “rec
ognized the need to maintain price stability at 
a time of rising demand and increasing de-

W est suffers less than nation
from steel-production decline

Source: Federal Reserve Board; Federal Reserve Bank of San 
Francisco

fense production associated with operations 
in South Vitenam.”

Activity in the nonferrous-metals markets 
strengthened considerably during the third 
quarter of the year. Copper, lead, and zinc 
markets all exhibited strong demand pres
sures during this period.

Rising industrial consumption of copper, 
plus strike-induced losses in refinery produc
tion, reduced fabricators’ and producers’ 
stocks despite the release of substantial 
amounts of the metal from Government stock
piles. Political tensions in Rhodesia and mili
tary tensions in Vietnam also accentuated 
fears of future shortages of the red metal. 
Eventually, in late October, Chilean pro
ducers responded to a sharp advance in the 
premium price quoted on the London ex
change by raising their export price for re
fined copper from 36 to 38 cents a pound. 
Other foreign producers quickly followed 
suit, but U. S. producers continued to hold the 
price line at end-month.

Zinc remained in short supply despite the 
release during the quarter of 75,000 tons of 
stockpiled metal, which matched the amount 
released in earlier months. Lead demand 
picked up late in the third quarter, so stock
pile officials at that time began selling 40,000

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

November 1965



November 1965 MONTHLY REVIEW

tons left over from an under-subscribed April 
offering. Just before adjournment, Congress 
authorized the release of 200,000 tons of 
zinc, and the Administration followed up this 
action by terminating quota restrictions on 
the importation of both lead and zinc.

Western petroleum refineries responded to 
an increased third-quarter demand by step
ping up operations to 85 percent of capacity, 
as against an early-1965 pace of roughly 80 
percent of capacity. Military aircraft and 
shipping requirements led to substantial in
creases in Government purchases of jet fuel 
and residual fuel oil. The diversion of shipping 
from civilian to military tasks led to a drop in 
civilian demand for residual fuel oil, but this 
drop was offset by increased civilian demand 
for gasoline and jet fuel.

Cattle rise, peaches fail
The Western farm-income picture was very 

strong in mid-summer, as increased marketing 
of livestock and products more than offset a 
drop in crop marketing receipts. For the Jan
uary-August period as a whole, cash receipts 
were 3 percent above the comparable 1964 
figure, as compared with an 8-percent gain 
elsewhere in the nation. The stronger gain 
elsewhere reflected a boom in some products, 
such as hogs and soybeans, that District 
farmers do not specialize in.

Western cattlemen remained in a strong 
position during the summer quarter. Beef 
prices were higher than a year ago, and mar
ketings from Western feedlots were much 
heavier than in the first three quarters of 1964. 
But California cling-peach producers present
ed a different picture. Growers harvested about 
20 percent less than the early-season estimate

of 37.5 million bushels, and canners produced 
the smallest pack of the last four years— pri
marily because unseasonable August rains, 
on top of planned reductions carried out un
der a state marketing order, reduced the size 
of the crop even more than intended.

California growers relied primarily on the 
domestic labor supply for their harvest needs, 
despite the importation of some Mexican 
workers for the processing tomato crop. More 
than 16,000 foreign workers were employed 
on California farms in late September, but 
this was far below the 63,000 figure of a year 
ago. Yet, despite the resultant pressure on 
the domestic labor supply, farm-wage rates in
creased more slowly in California than in the 
rest of the country over the past year— up 
6.2 percent and 7.5 percent, respectively—  
and wages in other District states increased at 
a somewhat slower pace.

Significant third-quarter gains in Western 
employment and Western income created the 
basis for a future upsurge in consumer buy
ing, which has lagged behind the national pace 
so far this year. Through August, District re
tail sales were 5 percent above the 1964 level, 
as opposed to an 8-percent gain elsewhere. 
For the year to date, District apparel-store 
sales were off 9 percent, fumiture-appliance 
sales were down 5 percent— and auto registra
tions were up only 5 percent in the West (and 
3 percent in California) as against a 15-per
cent gain in the rest of the nation. In view of 
this unprepossessing sales performance, West
ern retailers undoubtedly will be looking for
ward to the Christmas-buying season with 
even more anticipation than usual.

— Regional Staff
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