
Lumber: A Key Factor in the Economic Outlook

Attainment of capacity production in the lumber 
industry would be a major contribution to the solu
tion of two critical domestic problems—housing 
and inflation. The volume of lumber produced for 
construction during the next two years will be a 
determining factor in achieving the national hous
ing goal of 2.7 million dwelling units started in 
1946-1947. Availability of lumber for non-construc
tion purposes will have considerable bearing upon 
the speed and efficiency with which large-scale 
production and distribution of many consumer 
goods is reached. To that extent it will be an im
portant factor in restraining inflationary pressures 
resulting from goods shortages.

From a longer range viewpoint the lumber in
dustry itself is most concerned about reaching 
capacity operations, for its success in meeting pro
duction quotas will have an important effect upon 
the long-term demand for lumber. The critical 
nature of the current housing and industrial needs 
could well lead to development of many substitute 
materials, both for construction and industrial use, 
unless adequate supplies of lumber are produced.

The current production goals in the lumber 
industry, however, can be achieved only if some 
conditions which have led to curtailed output 
throughout the war period are changed. Lumber 
production declined sharply during the war years;
1945 output was almost 25 per cent less than that 
of 1941. Current production is now at an annual 
rate somewhat higher than in 1945, but most of 
the adverse factors of the war period persist. If 
they continue, there is little likelihood that quotas 
will be made and there seems to be small promise 
that conditions can be changed soon enough or to 
a sufficient extent to bring prompt relief.

CURRENT PRODUCTION REQUIREMENTS
The major problem confronting the lumber in

dustry is to raise output to a level which will 
provide sufficient lumber for current needs. In addi
tion, a substantial increase in inventories is almost 
imperative to assure a reasonably smooth flow of 
lumber from the mills to the consumer.

The magnitude of the production job confront
ing the industry is indicated by the fact that total 
lumber requirements during 1946 and 1947 are esti
mated at 36.7 billion and 39.6 billion board feet 
respectively. These will average 36 per cent more 
than estimated actual production in 1945 and 6 per

cent more than in 1941 when the industry operated 
at the highest level since the late 1920's.

While industrial demand is expected to reach 
new peaks this year, the bulk of the lumber pro
duced, as usual, will be channeled into the construc
tion industry. In 1946, the value of total construc
tion is estimated at $14.0 billion, including $8.9 
billion for new construction and $5.1 billion for 
essential maintenance of existing structures. Pre
liminary estimates indicate that in 1947 total con
struction will amount to $19.5 billion, of which 
$13.4 billion will represent new construction and 
$6.1 billion maintenance and repair expenditures. 
These amounts become comprehensible only when 
compared with the peak years of the 1920’s when 
dollar volume of total construction amounted to 
$14.7 billion and new construction reached a peak 
of $11.1 billion.

Translated into terms of board feet of lumber, 
the construction program is expected to consume
19.0 billion board feet in 1946 and about 26.3 bil
lion board feet the following year. New residential 
construction alone in 1946 will require about 6.6 
billion board feet and in 1947 is expected to call for 
almost 11.0 billion board feet.

Added to the construction demand, which ac
counted for about 57 per cent of total domestic 
consumption in the decade preceding the war, are 
the requirements for non-construction use. Box 
and crating requirements normally take about 17 
per cent of total consumption. Other manufactur
ing, including the furniture, automobile and ship
building industries, requires approximately 11 per 
cent, while railroads take about 10 per cent of the 
total. The remainder, averaging before the war 5 
per cent, represents the volume for exports.

In addition to producing sufficient lumber to 
meet the estimated construction and industrial de
mands during 1946 and 1947, the lumber industry 
also is confronted with the necessity of rebuilding 
inyentories, which at the end of 1945 were 52 
per cent lower than at the close of 1941. Faced 
with a tremendously expanded wartime domestic 
consumption rate, which averaged almost 8 per 
cent greater than estimated production during the 
past six years, mills and dealers were forced to 
make increasingly deep inroads into lumber stocks. 
Wholesalers’ inventories declined 68 per cent and 
retail dealers’ stocks 80 per cent from the beginning 
of 1942 to the end of 1945. In district states, mill
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stocks were reduced 57 per cent during 1944 and 
1945. The seriousness of the decline in total stocks 
is accentuated by the gross disbalance which exists 
between various types and sizes of lumber.

TH E  E IG H TH  D ISTR ICT LUM BER IN DU STRY
Logging and lumbering are important economic 

activities in this district. In 1940, some 65,000 
people worked in district establishments of this 
type, about 13 per cent of total manufacturing em
ployment in this area. In 1942, the latest year 
for which detailed regional statistics on the lumber 
industry are available, the district contained about 
one-sixth of all the sawmills in the United States. 
It should be noted that the average district mill 
was appreciably smaller, in terms of output, than 
the national average—the district had 17 per cent 
of the nation's mills but only 8 per cent of national 
output.

Production of lumber in the Eighth District is 
heavily concentrated in Arkansas, which accounts 
for more than half of total district output. The 
district portion of Mississippi is also an important 
lumber center with about one-fifth of the region's 
production. Other important district areas are in 
Missouri where walnut is the leading item, and in 
Kentucky and Tennessee. Soft woods, especially 
various species of pine, are the predominant form 
of lumber found in the district, but there are numer
ous valuable hardwood stands, including oak, gum, 
poplar and hickory. These latter are important 
sources of materials for the furniture and other 
finished lumber products industries.

PRO D U CTIO N  DU RING W O R LD  W A R  II
Despite the pressure to increase lumber output 

as part of the war effort, production which was 
very high in 1941 and 1942 declined steadily in the 
ensuing years. During the four war years, 1942- 
45 inclusive, it averaged 32.9 billion board feet 
annually, 10 per cent less than in 1941 and 1942. 
Last year only 28 billion board feet were produced. 
It should be noted, however, that output in the war 
years averaged about 20 per cent more than in the
1936-39 period.

Compared with the 1936-39 period, district pro
duction in the war years was up considerably more 
than that for the entire country. The ratio of output 
in the seven states partly or wholly contained in 
the Eighth District to national production averaged
12.5 per cent from 1936 through 1941, with each 
year's ratio almost identical with the average ratio. 
In 1942, however, when national production held 
about the same as a year earlier, district production 
rose sharply and was 14.3 per cent of the nation's

total. It maintained this share in 1943, lost relatively 
in 1944, and came back somewhat in 1945. This 
means that the district output decline in 1943 was 
proportionate to the national decrease, was rela
tively greater in 1944, and relatively less in 1945.

As noted earlier, the district contains a large 
number of small sawmills. During the war years 
the major part of the national production decline 
apparently occurred in large sawmills. A study 
made in the eastern region indicated that the large 
producers (those cutting 10 million or more board 
feet per year) accounted for only 13.5 per cent of 
total output in 1945 as compared with 15.3 per cent 
in 1943. The small mills (those cutting less than
1 million board feet per year) had 40.3 per cent of 
total production in 1945 and but 35.4 per cent in
1943.

FACTORS IN TH E  PRO D U CTIO N  DECLIN E
The sharp reduction in output during the period 

when demand was at peak levels reflects a combina
tion of adverse conditions which prevailed through 
most of the war years and which persist in 1946. 
Shortages of manpower, particularly skilled labor, 
and equipment shortages, which were especially 
critical in the logging industry, made it difficult to 
maintain operations at a high level. Many areas 
were hampered by local shortages of readily acces
sible merchantable timber, a condition generally 
of more importance to large mill operations than 
to the very small mills capable of being moved into 
more productive timber stands. Adverse weather 
conditions were a primary factor in the low produc
tion rate during 1945 and the first quarter of 1946. 
Finally, output undoubtedly suffered from the gen
eral dissatisfaction with cost-price relationships 
because while ceiling prices were placed on finished 
lumber, the cost of stumpage and labor and other 
expenses increased sharply from prewar levels.

Manpower Problems—As early as 1942, mill and 
logging operations were retarded by labor short-

LUM BER PRODUCTION. 1936-1945
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1937 1939 »94l 1943 1945

Page 3Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

June 1, 1946



ages, particularly of skilled workmen, although 
total employment that year in the lumber industry 
averaged 560,000, the highest level reached during 
the war. In subsequent years total employment de
clined and in 1945 averaged 20 per cent less than 
in 1942.

Attracted by the comparatively higher wages 
available in the war production plants and by the 
fact that working conditions generally were more 
attractive than in the logging and lumber camps, 
large numbers of workers left the industry. Loss 
of personnel for this reason and as- a result of in
ductions into the armed forces were offset in part 
by employment of women and unskilled workers. 
Such replacements were unsuited to logging opera
tions, however, and there was a consequent loss of 
productivity. In any event, the number of new 
workers was not equal to the number leaving the 
industry.

Some improvement occurred late in 1945, and in 
the fourth quarter new e m p l o y m e n t  was at a 
higher rate than separations. The return of experi
enced workmen is expected to continue, stimulated 
by the discharge of former woods workers from 
the armed forces and the return of war workers to 
their farms or jobs. These additions, however, are 
relatively slow in coming and are offset in part by 
the loss of seasonal workers to their normal agri
cultural jobs. The total working force is still far 
from sufficient to permit full-time or multiple-shift 
operations of most mills.

Considerable production was lost in 1945 and 
early this year in the West Coast region as a result 
of work stoppages. Recent settlement of these dis
putes, however, has returned most of the affected 
mills to production.

Equipment Shortages— Modern logging opera
tions are virtually impossible without trucks, trac
tors and other heavy equipment. Shortages of 
such items appeared early in the war period and 
still exist today. The importance of equipment 
shortages will probably become more apparent later 
this year if improvement occurs in the other fac
tors which have retarded output. Although priori
ties assistance in the purchase of equipment has 
been established for the industry, the availability 
of such equipment has been set back considerably 
by the recent strikes in the steel, automobile and 
coal industries. Thus, production during most of
1946 probably will be affected adversely by con
tinued shortages of equipment.

Weather Conditions—A promising factor in the 
immediate outlook is that the industry is entering 
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the season when weather conditions are most favor
able for a high operating rate. Logging operations 
should increase during the coming months, but per
centage gains in lumber output over fourth quarter
1945 and first quarter 1946 are apt to be mislead
ing. Production during 1945 was seriously handi
capped by extremely bad weather conditions which 
prevailed during the most important production 
periods of the year. The effect carried over into
1946 because it is customary, especially in the 
southern states, to accumulate a supply of logs 
during the last quarter in order to maintain mill
ing operations during the first part of the follow
ing year when normally poor weather conditions 
prevent logging operations. Bad weather late in 
1945 resulted in the accumulation of a very limited 
supply of logs for first quarter 1946 lumber pro
duction.

Depletion of Timber Stands— Often minimized 
in explaining the recent decline in output but a 
factor that threatens to become increasingly sig
nificant in the future is the growing scarcity of 
merchantable timber stands readily available to ex
isting mills in many important producing areas. 
Such timber scarcities are particularly important at 
present because the necessity of logging longer 
distances over poor roads will accentuate any ad
verse effects of bad weather and manpower and 
equipment shortages.

During 1945, shortages of available timber for 
winter operations were reported in Washington and 
Oregon and were a major factor in the decline in 
output in the New England area. Although less 
serious in the South, local shortages of high quality 
stumpage for winter operations were reported late 
in 1945, and the rapid expansion of production in 
this area during recent years has resulted in large 
reductions in timber reserves.

CO ST-PRICE R E L A TIO N SH IPS
The precise extent to which production has been 

and is retarded by the general dissatisfaction over 
cost-price relationships cannot be measured, but 
there is general agreement that this factor is im
portant not only in terms of total output but with 
respect to specific types and sizes of lumber.

Ceiling lumber prices are based on the assump
tion that they will enable the industry to earn a 
return on capital investment comparable with that 
earned during the period 1936-39. The industry con
tends that the established prices do not compensate 
sufficiently for cost increases since that period, 
especially higher stumpage and labor costs.

The average sale price of all softwood stumpage
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in 1943 was 36 per cent higher than in the 1936-39 
period. Second growth stumpage registered a price 
increase of 65 per cent during that time. The in
crease in sale price of lumber logs was even more 
pronounced. Since 1943 the cost of stumpage has 
shown further gains and timber in parts of this dis
trict, for example, which before the war cost from 
$3 to $5 per thousand board feet now costs from $10 
to $12 with some sales of high quality timber stands 
running as high as two to three times that price.

In addition to the increase in raw material costs, 
payrolls in the lumber industry moved upward 
rapidly during the war period. In mid-1943, when 
employment reached its wartime peak, payrolls 
were almost 50 per cent higher than at the be
ginning of the war, according to the Bureau of 
Labor Statistics indexes. However, with the de
crease in employment during the following years, 
total payroll payments declined steadily and in 
1945 averaged only 3 per cent above 1942, the first 
full war year. Average hourly earnings (including 
overtime and other payments) in the lumber and 
timber basic products industry increased during the 
entire war period and in 1945 averaged 24 per cent 
higher than in 1942, while average weekly earnings, 
computed on the same basis, were almost 27 per cent 
higher than in 1942. Except on the West Coast, 
wage rates in the industry generally are below those 
available in many other manufacturing lines, and 
increases from present levels p rob a b ly  will be 
necessary in many lumbering areas in order to 
attract sufficient labor into the industry. These 
would further increase costs.

Part of the increase in costs has been recovered 
through higher average prices which, measured by 
the Bureau of Labor Statistics index of wholesale 
lumber prices, in 1945 were 69 per cent and cur
rently are about 80 per cent higher than in 1936-39. 
More than one-fifth of this increase has come since 
early 1942 when price controls were put into effect.

During the war years the profit record of the 
lumber industry was very good relative to that of 
the 1936-39 base period, but was unfavorable rela
tive to that of 1941 when net profits after taxes 
were higher than in any year since the late 1920,s. 
As noted, production in 1941 was also higher than 
in any year since the 1920’s and unit costs had not 
vet advanced in any great degree. Estimates made 
by the Department of Commerce indicate that the 
industry's total net profits between 1942 and
1945 averaged 2.8 times those in the base period. 
The ratio of net profits to sales in 1942 through
1945 averaged 5.7 per cent or 50 per cent higher

than in 1936-39. In 1941, however, net after taxes 
relative to gross sales was 8.2 per cent.

The profit record of the war years thus can be 
read to indicate either favorable or unfavorable 
experience. There is no question that the industry 
wants higher profits, perhaps as high as in 1941. 
To get them it would be necessary to increase prices 
sharply, in view of the improbability of immedi
ately increased productivity in the industry. The 
proponents of continued price control contend that 
present prices, or at best small price increases to 
adjust inequities among various items, insure ade
quate profits.

Some of the pertinent facts in the situation are 
as follows. After the initial decline from the 1941 
peak, profits fluctuated only slightly from year to 
year between 1942 and 1945, inclusive, but average 
profits relative to sales during those years were 30 
per cent below 1941 as compared with a 10 per cent 
decline in average volume of production. Net in
come was unchanged in 1944 and 1945 and in those 
years was higher than in 1943 even though produc
tion continued to decline. The fact that profits 
were maintained while production dropped was due 
partly to higher prices which enabled mills to sell 
off at substantial gains lumber made from low- 
cost timber acquired during the 1930’s.

The decline in output during the war years un
doubtedly was due in part to the pressure of in
creased costs against ceiling prices. This factor

RAT IO S OF NET PROF ITS AFTER TAXES TO 
GROSS SALES.  1936-1945

Percent Percent

ALL MANUFACTURING
INDUSTRIES

LUMBER AND TIMBER 
BASIC PRODUCTS

S O U R C E : D E P A R T M E N T  OF COMMERCE
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apparently was more important in the larger mills 
than in the very small units although it has re
sulted in a number of small mills closing.

The extent to which profits have been main
tained by black market sales is difficult to estimate 
in view of the mixed trends in production and costs 
during 1944-45. Except for a 10 per cent decline 
in payroll payments in 1945, most costs were higher 
that year than in 1944. Average legal prices in 1945 
were only 3 per cent more than 1944. Yet, despite a
12 per cent decline in production, estimated profits 
in 1945 were unchanged from the preceding year, a 
fact undoubtedly due in part to the widespread ac
tivity of the black market in lumber.

Known to exist in practically every lumber- 
producing area of the country, the illegal marketing 
of lumber at above-ceiling prices is estimated to 
account for from one-half to as much as nine- 
tenths of all lumber sales, depending on the area in 
question. Various devices are used, including bonus 
payments, applying price allowable on the best 
grade of lumber to shipments of mixed grades, and 
billing customers for quantities in excess of the 
amounts actually shipped. Considerable difficulty 
is experienced in application of requirements which 
permit mills to sell direct to consumers, at prices 
above those allowed on sales to distributors, pro
vided the‘ lumber is consumed within a radius of 
25 miles of the mill and provided the sale is less 
than 5,000 board feet. Obviously, mill operators' are 
not able to and probably do not care to determine 
the ultimate destination of all such sales, and in 
view of the large number of mills in operation,

which totaled almost 40,000 in 1942, adequate polic
ing of the industry is virtually impossible. Thus, 
with current demand at record levels many mills 
and distributors are able to maintain profits well 
above their earnings during 1936-39 and consider
ably higher than might be expected from the pro
duction record.

The black market problem has become increas
ingly important from an angle not directly con
cerned with high prices and high profits. In a 
period when demand far exceeds the probable 
supply, the efficiency with which available lumber 
is distributed will have a significant influence on 
the extent to which volume production in housing 
and industry generally is achieved.

Regardless of the equity of a particular price and 
profit level, the fact is that production has declined 
and there is every evidence that it will not increase 
sufficiently to meet requirements without some 
legal increase in prices and profits. It may be also 
that to increase output sufficiently to meet current 
needs would result in so much higher costs that 
without price reassurance the industry could not 
reach and maintain the necessary scale of produc
tion. However substantial increases in lumber prices 
might well provide additional stimulus to the fur
ther development of substitute materials, par
ticularly those most adaptable to mass production. 
Thus, it is possible that while higher prices may 
result in short-term benefits to the industry, such 
increases might, in the long run, affect the industry 
adversely due to increased competition from newer 
materials. WELDON A. STEIN

CURRENT CONDITIONS
(Continued from page 1)

the Eighth District increased rapidly until January, 
but since that month the rate of increase has been # 
fairly slow. This development was expected in 
part but not in the degree experienced. Many lines 
where employment had been curtailed in the war 
period made up much of this deficiency by the be
ginning of 1946, and other lines where substantial 
continuing expansion was scheduled ran into ma
terials problems, price-cost difficulties and labor 
disputes. The latter, in the eight months from 
September, 1945, to May, 1946, have cost 2.8 million 
lost work days in this district. Most of these lost 
work days came in the highly important steel and 
coal industries.

Despite th e  less-than-anticipated employment 
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gain since January and the increasing influx of 
veterans into the labor force, unemployment has 
not risen greatly, although there has been some 
increase. R e g u l a r  unemployment compensation 
claims in the district have been declining in num
bers and recently the volume of Servicemen’s Re
adjustment Allowances has leveled off. The de
crease in the former probably understates the 
amount of unemployment, since some workers’ 
benefits have been exhausted, but it does indicate 
some increase in employment of displaced civilian 
workers and substantial retirements from the labor 
force. The number of G.I. claims paid, on the other 
hand, tends to overemphasize veterans’ unemploy
ment, since more liberal administration of such 
claims has led to payments to veterans not actively 
in the labor force. The problem of re-employing 
veterans is still serious, however, and apparently
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