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Boom Year in the West
The Western economy experienced a
boom year in 1978,measured by rap
idly falling jobless figures as well as rap
idly rising employment and income
statistics. But along with these pleasant
surprises, the region faced several un
pleasant surprises - notably a severe
and accelerating inflation, aggravated
by the declining value of the dollar in
world markets. Still, the West's busi
ness leaders generally found little
to complain about, and at year-end,
few of them could yet put much
credence in the widely-heralded 1979
recession.

More jobs, more income
Civilian employment in this nine-state
area jumped almost 7 percent - an
unprecedented increase of almost one
million new· jobs - to reach a new
peak of 15.3million. The pace of ex
pansion was much faster than in the
rest of the nation, following a pattern
set earlier in the decade. Employment
gains were substantial in almost every
industry - especially construction,
aerospace manufacturing, trade and
services. The only exception was the
government sector, where employ
ment remained flat because of tight
.fiscal controls at every level- typified
by California's Proposition 13 slash in
property-tax revenues.

Reflecting this very active job market,
the average jobless rate dropped from
7.5 percent in 1977to about 6.7
percent in 1978.The improvement
was evident in almost every Western
state. Indeed, the strong expansion
brought the rate down to about 6.0

percent by year-end, almost closing
the wide gap that had persisted be
tween the regional and national jobless
rates throughout the past decade.

Personal income increased more than
12V2 percent to about $295billion in
1978.Much of the gain was eaten
away by inflation, as consumer prices
rose more than 8 percent during the
year - but the result was still a solid
gain of about 4 V2 percent in real in
come. The consumer buying pace
was rather uneven during much of the
year, but evidently quickened during
the Christmas season. New-car regis
trations increased for the third straight
year, but the gain was somewhat mod
est in relation to those of the 1976-77
period.

Farm recovery
After two solid years of drought and
depressed livestock prices, Western
farmers and ranchers found them
selves smiling in 1978at their green
pastures, brim-full reservoirs and large
quantities of thick black ink. On the
basis of preliminary estimates, total
farm sales exceeded the 1977figure
by almost 10 percent. Net farm income
grew even faster, since the drought's
demise helped ease some exceptional
ly high operating costs for a number
of farm enterprises. Massive exports
also helped boost the farm economy,
as dollar depreciation made u.s.farm
products exceedingly attractive in
world markets.

The livestock industry provided the
brightest news on the agricultural
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front, as producers found themselves
in the trough of the cattle cycle, with
reduced supplies but with rapidly ris
ing prices. Some of the cattle-price rise
came with the compliments of Mid
west hog producers, who failed to ex
pand output as they had originally
intended. Thus a 4-percent decline in
beef output, paralleled by no growth
in pork output, sent \l'jestern cattle
prices soaring 33 percent above
1977's low levels. Net income from
ranching operations also benefitted
from the wet weather, which dramati
cally improved pasture and range con
ditions, and thereby reduced the
need for high-cost feed and watering
operations.

Western wheat farmers also found
welcome relief from the drought, as
their output and per-acre yields
rebounded sharply from 1977 levels.
Total wheat production nationwide
dropped about 12 percent, as farmers
elsewhere cut back on their acreage,
and \;Vestern farmers thus sold more
wheat at prices which averaged about
a third higher than a year before.
Western fruit growers meanwhile
produced somewhat less, but earned
substantially higher prices on the pro
ducts they sent to market in 1978.

Housung-still strong
The Western housing boom continued
in 1978, as new starts and new build
ing permits roughly matched the peak
levels attained the year before.
Through most of the year, the pace of
permit activity actually ran slightly
ahead of 1977's peak figure of 473,000
housing units. The speculative buying
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pressures 'vV'hich had Iilarred the earlier
stages of the boom were mostly
lacking, especially in California. Even
so, demand and cost pressures

. pushed the median price of new
homes to $64,900 at midyear- 22
percent above the mid-1977 level.

Demand pressures remained high,
partly because of the low level of va
cancies in for-sale and rental housing,

. and also because of the widespread
belief that buying a home represented
the best inflation hedge. Financing
problems arose as the year wore on,
reflecting the high cost and decreasing
availability of mortgage money. How
ever, lending institutions had more
funds available than they might have
expected for a tight-money period, at
least partly because of their new
found ability to offer savings certifi
cates at rates tied to Treasury-bill rates.

A massive boom in nonresidential
building accompanied the continued
strength of home-building, and these
developments together placed heavy
pressures on the Western lumber in
dustry. Timber shortages meanwhile
forced a 4-percent reduction in West
ern lumber production for the year,
and thus forced domestic builders to
turn increasingly to foreign suppliers to
meet their requirements. Not surpris
ingly, softwood lumber prices climbed
almost without interruption, to practi
cally double the average level reached
during the 1974 recession.

Busy factories
Western manufacturing production
expanded at a faster-than-national
pace, sparked by considerable
strength in durable-goods manufactur-
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ing.ln particular, the aerospace-manu
facturing industry recorded its
strongest sales gains in years, which
spurred a 14-percent increase in indus
try employment over the course of
the year. (Still, employment remained
about 20 percent below its Vietnam
war peak.) The main stimulus came
from the world airline industry, which
responded to the rapid growth of pas
senger traffic by placing large orders
for both the present and the next gen
erations of jets. (Boeing's 757 and 767
planes launched the nation's first new
commercial-jet manufacturing pro
grams in a decade.) Defense and space
business also increased, along with
consumer demand for electronic
products.

yYestern steel demand rose sharply,
due to the strong pickup in
nonresidential-building and heavy-en
gineering projects as well as the con
tinued rise in consumer-goods
markets. But foreign producers in
creased their share of the Western
market from 34 to 40 percent, despite
the introduction of the price N

mechanism designed to blunt just such
an import drive. Regional steel produc
ers thus benefitted only modestly
from the sharp increase in demand, re
cording a 6-percent rise in production
for the year. The Northwest's alumi
num industry, in contrast, benefitted
fully from the upsurge in demand from
aerospace and other industries. More
over, it recovered well from its earlier
supply problems, as winter rains
brought an end to the drought-related
shortage of hydro power.

The same development also helped
bring about slight declines in Western
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pioduction and consumption of ie
fined petroleum products, because
regional utilities were able to increase
their reliance on hydro power and
thus reduce their usage of fuel oil dur
ing the year. But not surprisingly, in
dustrial and transportation demands
for petroleum rose significantly. Re
gional production of crude oil in
creased sharply for the second
straight year as more Alaskan oil
flowed through the pipeline and the
import share of the Western market
thus fell to 26 percent. (It had been 48
percent at the 1976 peak.) In fact, Alas
ka in 1978 became the nation's third
largest oil producer, being out-ranked
only by Texas and Louisiana.

Slower pace in 19791
At year-end, most observers foresaw
some moderation of business activity
in 1979, if only because of the pres'"
sures generated by shortages of
trained manpower and usable indus
trial capacity throughout the regional
economy. But the West once again
seemed likely to outpace the national
economy, on the basis of the strength
expected in such regional specialties as
aerospace and agriculture - industries
which boast attractive products that
can sell well in both domestic and
overseas markets. Some sectors seem
bound to weaken - especially gov
ernment spending in the wake of Pro
position 13 and a host of other
budget-tightening measures. But over
all, the Western economy needs only
a modicum of luck to extend the ex
pansion into a fifth consecutive year.
William Burke, Yvonne levy and

Michael Gorham
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BAN KI NG D AT A- TWlElfTH FI EDI ERAl RESIERVIE DI STRI CT
(Dollar amounts in millions)

Selected Assets and Liabilities
Large Commercial Banks

Loans (gross, adjusted) and investments*
Loans (gross, adjusted) - total

Security loans
Commercial and industrial
Real estate
Consumer instalment

U.s.Treasury securities
Other securities

Deposits (less cash items) - total*
Demand deposits (adjusted)
U.s.Government deposits
Time deposits - total*

States and political subdivisions
Savings deposits
Other time depositst

Large negotiable CD's

Weekly Averages
of Daily Figures

Member Bank Reserve Position
Excess Reserves(+)/Deficiency (-)
Borrowings
Net free(+)/Net borrowed (-)
Federal Funds-Seven Large Banks
Interbank Federal fund transactions

Net purchases (+)/Net sales( -)
Transactions with U.s.security dealers

Net loans (+)/Net borrowings (-)

Amount
Outstanding
12/13178

123,125
99,857

1,900
28,789
35,030
18,775
8,373

14,895
117,646
32,273

298
83,352

7,178
31,275
42,406
20,648

Week ended
12/13178

+ 46
6

+ 40

+ 843 "

+ 960

Change
from

12/6178

- 6
- 285
- 544
- 154
+ 183
+ 121
+ 30
+ 249
+ 984
+ 443
+ 1
+ 732
+ 245
- 148
+ 678
+ 629

Change from
year ago

Dollar Percent

+ 16,523 + "15.50
+ 17,641 + 21.46
- 713 - 27.29
+ 3,810 " + 15.25
+ 8,024 + 29.7"1
+ 4,378 + 30.41
- "1,018 - 10.84
- 100 - 0.67
+ 14,418 + "13.97
+ 2,493 + 8.37
+ 5 + 1.71
+ 12,005 + 16.83
+ 1,074 + 17.60
+ 68 + 0.22
+ 11,265 + 36.17
+ 5,752 + 38.61

Week ended . Comparable
12/6178 year-ago period

+ 91 + 69
18 24

+ 73 + 45

+ 989 + 351

+ 347 + 654

*Includes items not shown separately. tlndividuals, partnerships and corporations.

Editorial comments may be addressed to the editor ( William Burke) or to the author . . ••
Free copies of this and other federal Reserve publications can be obtained by calling or writing the Public
information Section, Federal Reserve Bank of San Francisco, P. O. Box 7702, San Francisco 94120. Phone
(415) 544-2184.


