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The first-half scorecard for the 
Western economy contained a 
mixed bag of statistics. The overall 
trend of activity generally paralleled 
the national performance— declin
ing during the winter months and 
recovering somewhat during the 
spring— but there were also signifi
cant differences. Here are some of 
the highlights:
• Total employment in the nine 
Westernmost states increased at 
more than a 2-percent annual rate, 
somewhat faster than nationally.
• Factory output, although rising 
this spring, lagged behind the na
tional pace over the entire six- 
month period.
• The Western economy as a 
whole, and especially California, 
continued to be beset by structural 
problems of high unemployment 
and severe inflation.

Regional manufacturing produc
tion declined sharply during last 
winter's fuel shortage, but then 
recovered at least partway as the 
supply situation improved this 
spring. Even so, regional production 
this spring still lagged 4 percent be
hind last fall's peak, compared with 
a 2-percent decline nationally. 
Western durable-goods producers 
— especially producers of fabricated 
metals, machinery and transporta
tion equipment— recorded the 
sharpest declines last winter and 
the sharpest recoveries this spring.
In contrast, production held up well 
last winter in food processing and 
other nondurable-goods industries, 
but then weakened in recent 
months.
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Nonfarm payroll employment rose 
by 75,000 (to 12.0 million) during 
the first half, with about one-half 
of the gain occurring in government 
— Federal, state and local. The gain 
would have been greater except 
for a noticeable drop this spring in 
manufacturing jobs. Cutbacks in 
California's aerospace industry and 
reduced activity in the Pacific 
Northwest's forest-products indus
try accounted for much of the 
decline.

Problems: jobs and prices
The overall job expansion was 
accompanied by a considerably 
faster rise in the labor force, so 
that the regional jobless rate in 
recent months reached 7.3 percent 
— up from 6.6 percent last fall. (In 
the same period, the national rate 
rose from 4.6 percent to 5.2 per
cent.) Not surprisingly, 24 of 35 
metropolitan areas in the West 
were classified this spring as areas 
of "substantial or persistent" unem
ployment. This sluggish condition 
reflected, among other factors, the 
continuation of a relatively modest 
recovery in the key aerospace
manufacturing sector, following the 
severe decline recorded around the 
turn of the decade. The job situation 
in the last several years has not 
been helped by an increase in 
in-migration, although the flow of 
newcomers still lags considerably 
below the very heavy pace of the 
1950's and 1960's.

This year's job expansion, along 
with a rising wage trend, caused a 
significant rise in consumer incomes

(continued on page 2)
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in dollar terms, but incomes appar
ently declined in real terms because 
of a 12-percent annual rate of in
crease in prices. With purchasing 
power held down in this fashion, 
retail sales in the West rose at only 
a 3.5-percent annual rate from last 
fall, compared with a 5.4-percent 
increase nationally. Sales of non
durable goods increased substan
tially, mostly as a reflection of 
sharply rising food costs, while 
purchases of durable goods (espe
cially autos) actually declined.

Strength in farming
The farm sector continued to lend 
solid support to the regional 
economy, although in some cases 
declining prices caused receipts to 
fall somewhat below the unprece
dented levels of last summer and 
fall. Cash receipts of farmers and 
ranchers reached $5.5 billion in the 
January-June period— 25 percent 
above the comparable year-ago 
figure— at least in part because of 
the wheat-and-potato boom of 
the Pacific Northwest. Farm exports, 
although trending downward this 
spring, are still about two-thirds 
above year-ago levels.

Western crop prospects appear 
favorable in view of a record expan
sion of acreage and favorable grow
ing weather, but livestock prospects 
are somewhat somber because of a 
rapidly developing cost-price 
squeeze. For 1974 as a whole, gross 
cash receipts could increase about 
14 percent to $14 billion— some
what better than the prospect for 
farmers nationally. However, net
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farm income may be slightly lower 
than last year, in view of a sharp 
rise in production costs and a sub
stantial drop in government 
payments.

Another basic Western industry, 
aerospace manufacturing, reduced 
its payrolls slightly to 595,000 dur
ing the first half of the year. How
ever, the decline was much smaller 
than had been anticipated early in 
1974, when a business slowdown, 
fuel shortages and cutbacks in 
scheduled flights threatened a sharp 
cutback in airline passenger traffic 
and thereby in commercial-aircraft 
orders. The decline centered in 
California, where the postponed 
delivery of nine L-1011 jetliners 
forced layoffs at Lockheed Aircraft 
and its subcontractors. Meanwhile, 
Western aerospace firms cap
tured about $1.9 billion in military 
prime-contract awards during the 
first quarter, and thus maintained 
their roughly 27-percent share of 
total Pentagon spending.

Weakness in Homebuilding
A third major support of the 
Western economy, homebuilding, 
lagged considerably during the 
first-half period. Housing starts 
declined at about a 14-percent rate 
from the second half '73 figure to 
a level of about 321,000 units 
(annual rate), while mobile-home 
sales also fell steeply, after some 
years of outpacing the fixed-site 
homebuilding sector. Permit activity 
held up somewhat better than hous
ing starts, in many areas matching 
late-1973 levels, but the outlook at 
midyear nonetheless remained
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worrisome, because of financing 
difficulties and a serious overhang 
of unsold housing, both of com
pleted and uncompleted units.

For prospective home buyers, 
steadily rising prices and record 
borrowing costs were doubly dis
couraging. Between December 
and June, conventional new-home 
mortgage rates jumped almost a 
full percentage point to 9.60 per
cent, and at midyear builders had 
to pay construction-loan rates of 
14 percent or more in a number of 
major markets. The sharp rise in 
mortgage rates reflected not only 
the impact of exceptionally heavy 
credit-market demands, but also the 
reduced inflow of savings into 
thrift institutions brought about by 
the attractive yields available on 
competing market instruments. The 
net inflow of savings into the S & L's 
dropped about 35 percent from 
year-ago levels.

Strength in basic industry
With a nonresidential building 
boom offsetting the housing slump, 
the lumber industry experienced 
only a modest decline in output 
during the first half of the year. At 
the same time, demand for pulp 
and paper remained exceptionally 
strong, so that prices in this seg
ment of the forest-products industry 
rose 21 percent above a year ago.

Tight supply versus strong demand 
was the scenario in the metals 
industries. For example, steel de
mand burgeoned on the basis of 
continued strength in the nonresi
dential-construction market and 
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a reduced inflow of imports into 
the region, but the supply situation 
weakened as producers, in their 
rush for all-out production, suffered 
furnace breakdowns due to deferred 
maintenance. Prices soared for 
steel-mill products, rising 23 per
cent between April and early July 
alone. In this situation, major ex
pansion programs were launched 
at two major regional plants.

Improved availability of hydro
electric power, following the end 
of the Pacific Northwest drought, 
enabled aluminum producers to 
restore operations to full capacity 
early in the year. Supply expanded 
not only because of this production 
increase but also because of pro
ducers' purchases of 450,000 tons 
of government stockpile metal—  
yet demand rose even more rapidly, 
so that ingot prices rose 44 percent 
above year-ago quotations.

On the energy front, petroleum- 
refinery output lagged considerably 
below earlier levels, reflecting a 
decline in domestic crude-oil pro
duction, the Arab oil embargo, and 
a cutback in imports from other 
countries, such as Canada. Not 
surprisingly, prices of refinery 
products by mid-year were 82 
percent higher than a year ago. 
Meanwhile the Alaska pipeline 
boom finally got underway, six 
years after the discovery of the 
Prudhoe Bay bonanza, as a frenzied 
pace of construction and related 
activities took hold in Alaska and in 
such supply centers as Seattle.
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BANKING DATA— TW ELFTH FEDERAL RESERVE DISTRICT
(Dollar amounts in millions)

Selected Assets and Liabilities 
Large Commercial Banks

Amount
Outstanding

7/17/74

Change
from

7/10/74

Change from 
year ago

Dollar Percent

Loans (gross) adjusted and investments* 83,659 +  132 +  9,316 +  12.53
Loans gross adjusted— 65,727 +  153 +  8,931 +  15.72

Securities loans 1,213 +  87 +  34 +  2.88
Commercial and industrial 23,365 +  40 +  3,274 +  16.30
Real estate 19,604 +  46 +  2,768 +  16.44
Consumer instalment 9,385 +  4 +  785 +  9.13

U.S. Treasury securities 4,814 -  4 -  909 -  15.88
Other Securities 13,118 -  17 +  1,294 +  10.94

Deposits (less cash items)— total* 79,232 +  156 +  7,088 +  9.82
Demand deposits adjusted 22,346 -  229 +  656 +  3.02
U.S. Government deposits 427 -  182 -  203 -  32.22
Time deposits— total* 55,028 +  786 +  6,435 +  13.24

Savings 17,937 -  47 -  197 -  1.09
Other time I.P.C. 27,937 +  698 +  6,712 +  31.62
State and political subdivisions 6,231 -  51 -  349 -  5.30
(Large negotiable CD's) 14,710 +  700 +4,490 +  43.93

Weekly Averages Week ended Week ended Comparable
of Daily Figures 7/17/74 7/10/74 year-ago period

Member Bank Reserve Position
Excess Reserves -  40 109 59
Borrowings 177 139 191
Net free (+) / Net borrowed (—) -  217 -  30 - 1 3 2
Federal Funds— Seven Large Banks
Interbank Federal funds transactions 

Net purchases (+) / Net sales (—) + 1,452 + 2,071 + 355
Transactions: U.S. securities dealers 

Net loans (+) / Net borrowings (—) + 181 + 171 -  53

‘ Includes items not shown separately.

Information on this and other publications can be obtained by calling or writing the
Administrative Services Department, Federal Reserve Bank of San Francisco, P.O. Box 7702,
San Francisco, California 94120. Phone (415) 397-1137.
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