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Construction Headed for New Records

Th e  v o l u m e  of construction contract 
awards rose to new dollar highs in 1958, 
both within the Fourth Federal Reserve Dis

trict and in the rest of the country. This vir
tually assures peak rates of construction 
activity well into 1959.

Contract awards in the nation rose to 
record levels in May and continued to set new 
monthly records as the year 1958 progressed. 
For the year as a whole, the total dollar vol
ume exceeded the previous 1957 peak by 9 
percent. Most of the gains were scored in resi
dential building, public works projects, and 
utilities construction. Awards made for non- 
residential buildings, on the other hand, de
clined from 1957 levels as the rate of indus
trial expansion slowed down during the re
cession.

In the Fourth District, the volume of con
tract awards ran roughly parallel to the 
national figures, posting about the same year- 
to-year gains for about the same reasons. But, 
as is shown by the accompanying table, there 
had been a decline in both residential build
ing and heavy engineering awards within the 
District in 1957, contrary to the national ex
perience. Although a moderate comeback in

CONSTRUCTION CONTRACT AWARDS 
Indexes o f dollar value (1956 =  100)

Type of 
Construction

Fourth
District United States

1957 1958* 1957 1958*

Residential.................. 95 102 101 113
Nonresidential............ 108 94 101 98
Heavy Engineering. . . 83 121 104 128
T O T A L ....................... 96 104 102 111

Source: P. W. Dodge Corporation.
* 1958 partly estimated by Federal Reserve Bank of 

Oleyeland.

residential awards and a sharp recovery in 
heavy engineering awards occurred in the 
District during 1958, the change over the two- 
year interval showed the District to be lag
ging behind the pace set by the rest of the 
country in respect to all three major groups 
of awards.

Interpreting Contract Award Data
Contract awards are the equivalent of new 

orders for the construction industry. They 
indicate the dollar volume of work being 
placed under contract for construction at 
some future date. The time elapsing between 
the initial award and final completion of the 
project naturally varies considerably with the 
type of construction. It may also be affected 
by the vagaries of the weather, by material 
shortages, and by labor disputes.

Summary figures on contract award volume 
thus provide a rough indication of the prob
able future trend of construction activity — 
that is, of work put in place. Thus, the con
tract award figures also give a clue to the 
direction and magnitude of possible near- 
term changes in the construction industry’s 
requirements for labor and materials as well 
as its probable demands upon the capital mar
kets for funds.

The record level of contract awards pre
vailing since last May is one of the major 
reasons that new high rates of construction 
activity—in terms of work put in place—are 
expected in the early months of 1959.

Residential Building Booms
Stimulated by the provisions of housing 

legislation passed in 1958 and by some ease in 
the capital markets associated with the reces
sion, residential construction turned up 
sharply in 1958. Private housing starts
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literally skyrocketed from an annual rate of 
915,000 units last February to 1,430,000 in 
December. Most of the gain came in units 
financed under the program administered by 
the Federal Housing Administration.

Contract awards for residential buildings 
hit record levels in May and, for 1958 as a 
whole, exceeded the record 1957 dollar total 
by 11 percent. Within the District, however, 
the year-to-year gain amounted to only 7 
percent from the reduced 1957 total, and 1958 
volume exceeded that of 1956 by just 2 per
cent.

Mortgage market conditions have become 
less easy in recent months and yields on home 
mortgages have risen slightly. Although mort
gage lending activities appeared to reach 
new dollar highs in the final months of 1958, 
commitments for future mortgage acquisi
tions have become less attractive as interest 
rates on other long-term investments re
turned to or exceeded their pre-recession 
highs. Nevertheless, the recent high rate of 
contract awards would seem to assure a large 
volume of residential building under con
struction during the coming year.

Nonresidential Building Declines

A marked slowing in the rate of expansion 
of the nation’s manufacturing capacity was 
reflected in awards for nonresidential build
ing during the past year. The effect was 
even more pronounced in the heavily indus
trialized areas of the Fourth District than it 
was in the rest of the country. The decline in 
awards for industrial buildings was mitigated 
somewhat, however, by a continued high level 
of contracts covering commercial, educa
tional, and other nonresidential buildings.

The dollar value of all nonresidential build
ing awards during 1958 dropped about 3 per
cent throughout the 48 states as compared

with a 13 percent decline within the District. 
The sharper decline noted in the Ohio and 
Western Pennsylvania industrial belt is 
partially a reflection of the fact that the pre
vious capital expansion boom had expanded 
industrial building in this area somewhat 
more than in the rest of the country.

New Highways Boost 
Heavy Engineering Work

Heavy engineering projects received the 
biggest boost from the 1958 flow of contract 
awards, chiefly due to a sharp expansion of 
public spending for new streets and high
ways. Private electric utilities also stepped up 
their awards for new plants and transmission 
lines during the year. In 1958, both nationally 
and locally, awards for public works and 
utilities projects exceeded—by more than one- 
fifth—previous dollar highs.
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Cross Currents in Banking
Fourth District, 1958

Du r i n g  1958, banks in the Fourth District, 
as elsewhere in the nation, responded to 

changes in the direction and momentum of 
business activity. The sharp decline in busi
ness activity through April was followed by 
an equally sharp recovery; the resulting V- 
shaped movement of industrial production 
was reflected in bank statements.

Contraction of business and consumer 
spending reduced the demand for bank loans 
during the decline, but the subsequent re
covery was not fully reflected in bank loan 
expansion. Security holdings, on the other 
hand, rose markedly during the business de
cline and continued to rise, though at a slower

Table 1

MEMBER BANK RESERVE REQUIREMENTS
JULY 1954 to APRIL 1958

Effective 
Date of 
Change

Percent of Net Demand Deposits 
Required as Reserves

Central 
Reserve 

City Banks

Reserve
City

Banks
Country

Banks

July 29, 1954 20% 18%

August 1, 1954 12%
February 27,1958 19^ 17 ̂

March 1, 1958 u y 2

March 20, 1958 19 17

April 1, 1958 11
April 17, 1958 18^

April 24, 1958 18 16^

pace, during the recovery. Among the per
vasive influences were Federal Reserve ac
tions designed to stimulate recovery through 
increasing the availability of money and 
credit and, once recovery was well under way, 
to avoid inflationary excesses.

Monetary Policy

The decline in business activity was a 
major problem at the beginning of 1958; the 
Federal Reserve System had previously 
started to move toward monetary ease. The 
discount rate — the charge paid by member 
banks on loans from the Federal Reserve 
Bank—was lowered in four steps during the 
period from November through April, alto
gether from 3.5 percent to 1.75 percent. Also, 
from February through April, several steps 
were taken to lower reserve requirements— 
the percent of demand deposit liabilities that 
must be deposited as a reserve with the Fed
eral Reserve Bank. (See Table 1 for details.) 
At Fourth District member banks, the volume 
of reserves freed by the reduction in reserve 
requirements would have supported a poten
tial expansion of bank credit amounting to 
about $400 million. At the same time, the sea
sonal withdrawal of reserves through open 
market operations was carried out on a 
smaller scale than in 1956 and 1957.

The immediate impact of the increased 
availability of reserves was a reduction in 
borrowings from Federal Reserve Banks. 
Free reserves—reserve balances in excess of 
requirements less borrowings from the Fed
eral Reserve Bank—represent a partial indi
cator of the degree of monetary restraint or
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ease. Free reserves, averaging about $55 mil
lion at Fourth District member banks in May 
1958, contrasted markedly with the $72 mil
lion average volume of net borrowed reserves 
in July 1957. (See accompanying chart.) For 
the first time in about three years, there was 
room for substantial expansion and the sharp 
shift from restraint to ease was reflected in a 
marked rise in bank credit.

Substantial free reserves were maintained 
until fall. The rapid rate of recovery, the con
tinued large demands for long-term credit, 
and the speculative increases in stock market 
prices were among the factors pointing 
toward the possibility of renewed inflation. 
Meantime, supply and demand forces in the 
money market had pushed up interest rates. 
In September and October the discount rate 
was raised first to 2 percent and then to 2y2 
percent, suggesting a gradual reduction in 
the degree of monetary ease. While free 
reserves of Fourth District member banks de
clined, the degree of restraint was considera
bly less marked than it had been in 1956 and
1957. Monetary policy ended the year hover
ing between restraint and ease.

Loans and Investments
In response to the increased availability of 

reserve bank credit, Fourth District member 
banks, as elsewhere in the nation, substanti
ally increased their loans and investments. 
The bulk of the expansion in bank credit was 
a $507-million addition to security holdings; 
85 percent of the addition to security hold
ings occurred during the first six months of
1958. The depressed loan demand resulted in 
a $78-million reduction in loans during the 
first half of 1958. For the year as a whole, 
loan portfolios increased a slight $50 million. 
Thus the practice of disposing of securities in 
order to meet an expanding loan demand, 
that typified the previous three years, was 
reversed in 1958.

Business borrowing slid off sharply be
tween the year end 1957 and late June 1958. 
Inventory liquidations and curtailment of 
plant and equipment outlays contributed to a 
$163-million reduction in business loans out
standing at Fourth District member banks.

NET CHANGES IN 
BUSINESS LOANS OUTSTANDING*

By Business of Borrower, Jan. 1 — Dee. 31, 1958

Mi l l i o n s  of D o l l a r s  

-60 -40 -20

SALES FINANCE COMPANIES

PUBL I C  UTILITIES

P R O D U C E R S  OF P E T RO L E U M  
& RELATED P RO DUC T S  

M A N U F A C T U R E RS  OF  F O O D ,  L I Q U O R ,  
& T O B A C C O  P RO DUC T S

P RO D U C E RS  OF METALS  & METAL  P RO DU C T S  

T RADE  FIRMS  

C O M M O D I T Y  DEALERS  

C O N S T R U C T I O N  FIRMS

M A N U F A C T U R E RS  OF  TEXTILES & REL ATE D P RO DU C T S  

UNCLASS I F I ED

* Large commercial and industrial loans at 14 weekly report
ing banks.

Despite the marked recovery in activity, 
business borrowing from banks fell short of 
seasonal expectations during the last half of 
1958. The reduced rate of inventory liquida
tion, though a stimulus to business, did not 
require additions to bank loans. Moreover, 
current additions to depreciation allowances 
and a turnabout in business earnings im
proved the ability of business firms to meet 
the needs of business recovery through in
ternally-generated funds. New money raised 
by corporate business in the capital market, 
about $11 billion in 1958, fell short of the 
record volume raised in 1957 by 12 percent. 
Nevertheless, a substantial nonbank supply 
of credit was obtained from long-term debt 
issues.

Data obtained from a sample of fourteen 
large banks that report weekly to the Federal 
Reserve Bank of Cleveland, indicate that all 
types of business, except manufacturers of 
textile and related products, construction 
firms, and commodity dealers, reduced their
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bank-held debt during 1958. The largest re
ductions can be attributed to sales finance 
companies, public utilities, manufacturers of 
petroleum and related products, and metals 
producers.

Consumer borrowing at Fourth District 
member banks also declined steadily during 
most of 1958. Slow sales of autos and other 
consumer durables reduced the volume of 
borrowing from banks. Repayments on previ
ously incurred instalment loans also reduced 
consumer demand for bank credit. Bank loans 
to consumers began to increase in November, 
but the $40-million addition for the year was 
the smallest since 1954.

One major loan category registered a gain 
in 1958. The residential construction indus
try, spurred by further Federal aids and an 
improved competitive position as long-term 
rates on other investments fell, experienced a 
marked recovery, and real estate loans estab
lished a new record high at Fourth District 
member banks. Security loans rose $73 mil
lion during the first six months of 1958, re
flecting principally the large volume of Treas
ury financing, but the change for the year 
was negligible.

Money Rates
The increased availability of money and 

credit was reflected in a sharp decline in the 
cost of borrowing. The rate on new Treasury 
bills plummeted from 3.1 percent in Decem
ber 1957 to less than 1 percent in June 1958. 
The rate on long-term Treasury issues de
clined sharply between December 1957 and 
April 1958, but steadied above 3 percent. The 
prime rate—the cost of bank borrowing by 
large top-rated business — declined from 4.5 
percent in July 1957 to 3.5 percent in April 
1958. By September 1958 the recovery was 
well under way; at that time the prime rate 
rose to 4.0 percent.

In general, monetary ease during the early 
part of the year, combined with other factors, 
lowered the cost of borrowing. A continued 
large demand for long-term funds, however, 
sustained long-term rates above 3 percent, 
despite the enlarged supply of money and 
credit. While corporate business reduced the

volume of new money issues in the capital 
markets, increased borrowing by state and 
local governments and expanded mortgage 
demands raised the total demand for long
term funds slightly above the record volume 
of 1957.

As the degree of monetary ease was gradu
ally reduced, however, both long- and short
term rates increased dramatically. (See ac
companying chart.) While Federal Reserve 
actions to avoid inflationary excesses during 
the recovery were probably a factor, the con
tinued availability of the free reserves in the 
banking system and the moderate degree of 
restraint point to other forces as major causes 
of the sharp rise in rates since midyear. The 
upsurge of the business recovery was appar
ently projected into the future along with 
anticipations of further inflation.

Asset Composition

The shifting pattern of interest rates and 
of asset holdings has affected the liquidity 
and earnings potential of Fourth District 
member banks. Liquidity, often measured by 
changes in the ratio of risk assets — assets 
other than cash and Government securities— 
to total assets, steadily decreased in the post
war period as banks disposed of securities to 
meet the demand for loans. By June 1957, the 
risk-asset ratio had risen to 53 percent, thus 
enhancing the degree of responsiveness to 
monetary restraint. During 1958, substantial 
additions to security holdings, coupled with 
slight additions to loans, reduced the risk- 
asset ratio to 51 percent. Although the per
centage change was small, the liquidity posi
tion of Fourth District member banks, when 
measured in dollars, was substantially im
proved by the year end.

Moreover, the extension of the average 
maturity of bank security portfolios during 
the first half of the year, which may have re
duced the ability of banks to shift from 
securities to loans in any future period of re
straint, was largely reversed during the sec
ond half of the year. The share of securities 
held with maturities in excess of five years in 
late September was only one fifth of total 
holdings, about the same as it had been in
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1957. Indeed, the large additions to holdings 
of Treasury issues were in short-term issues 
—notes and certificates of indebtedness.

The increased volume of loans and invest
ments would appear to indicate greater bank 
earnings for 1958.(1) However, the gain has 
been principally in lower-yielding assets. In 
1957 for example, Fourth District member 
banks earned an average return on loans of 
5.11 percent in contrast to 2.50 percent on 
U. S. Government securities. Roughly, it ap
pears that it takes about $2 of Treasury issues 
to return an amount equivalent to that re
turned on $1 of loans.

Further, the rise in yields on securities in 
the fall of 1958 implies that disposition be
fore maturity will result in losses. However, 
net losses or profits on sales of securities have 
been an erratic factor in bank earnings dur
ing the postwar period, ranging from net 
profits of $38 million in 1954 to losses of $46 
million in 1956. For the postwar years 
through 1957, losses have exceeded profits by 
$27 million at Fourth District member banks.

Deposit Growth
Total deposits at Fourth District member 

banks rose more than $500 million during
1958. The availability of reserves during most 
of the year, in contrast to monetary restraint 
in the previous three years, resulted in the 
largest expansion of deposits since 1955. The 
pattern of change between demand and time 
deposits, however, was markedly different.

Time deposits rose at near-record rates 
throughout most of 1958, while demand de
posits remained below the December 1957 
level until late December 1958. Year-end 
additions to demand deposits resulted in an 
increase for the year of $148 million in con
trast to a $357-million addition to time de
posits.

The decline in loans early in 1958 and the 
failure of loans to reflect the business re
covery or seasonal increases in the last half of 
the year contributed to the smallness of the 
increase in demand deposits. Growth in time 
deposits probably reflects higher interest
(1) At this writing, compilation of final reports for the publi
cation of the year s earnings have not been completed.

Table 2

NUMBER OF INSURED 
COMMERCIAL BANKING OFFICES 

Fourth District, 1958

Number of Offices
Banks Branches

Total Number, Dec. 31,1957 971 745

Changes During 1958

Newly Opened +  3 + 6 2

Discontinued -0- —  4

Consolidations and Absorptions: 
Converted to Branches 
Discontinued

— 13 
—  1

+  13 
-0-

Total Number, Dec. 31, 1958 960 816

rates paid, as well as the sharp decline in the 
Treasury bill rate early in the year. Other 
studies have indicated, however, that reduced 
withdrawal activity in time deposit accounts 
during recession periods is a contributor to a 
net increase in time deposit balances.

Banking Structure

Banks, like other businesses, have followed 
their customers into the suburbs. In many 
metropolitan areas, the comer branch of a 
city bank has become a mark of modern 
suburbia.

The number of insured commercial banking 
offices serving the Fourth Federal Reserve 
District increased more than 3 percent in
1958. Consolidations and mergers reduced the 
number of banks by fourteen; however, thir
teen of the absorbed banks were converted to 
branches and only one was discontinued. The 
net reduction in the number of banks, after 
accounting for three newly-opened banks, was 
eleven. In addition to the thirteen banks con
verted into branches, sixty-two new branch 
offices were opened in 1958 and only four 
were discontinued. At the year end, there 
were 960 insured commercial banks with 816 
branch offices operating in the Fourth Dis
trict.
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BANK DEBITS IN DECEMBER AND YEAR 1958

Dec. ’58 Year ’58
% change from % change

year ago from ’57

Columbus ........................ ................. +14% + 6%
Pittsburgh ...................... ................. +11 -  7
Dayton ............................ ................. +11 -  4
Cincinnati ...................... ................. +10 + 1
Akron ............................. ................. +10 -  2
Canton ............................................. + 5 -  7
Cleveland ........................ ................. + 2 -  9
Toledo .............................................  +  2 -  5
Erie ............................... .................  +  1 -  7
Youngstown .................. .................  -  9 -1 2
FOURTH DISTRICT TOTAL ...  +  7 -  5

*  *  •  #

Fourth District department stores in December scored the largest gain in 
many months, as sales topped the record year-ago volume by 9%. Sales for the 
entire year were 2% below those of 1957 for the District, but in Pittsburgh and 
Columbus the year’s sales were 2% better than in the previous year.

# # # #

Total 1958 steel production in the Cleveland-Lorain area amounted to about 
3.8 million tons, or only two-thirds as much as in 1957. Yet so great was the 
upsweep late in the year that volume in the October-December quarter showed 
a 16% rise from the year-ago level and was only 9% short of the all-time high 
mark established nearly 3 years ago in early 1956.

# # # #

Railroad freight volume in the Cleveland area for the year 1958 fell below 
that of 1957 by substantial amounts, with inbound carloadings being down 29% 
and outbound carloadings down 35%.

# # # #

Retail display advertising in Cleveland’s three major daily newspapers 
totaled a little more than 48 million lines for the year, off 2 million lines, or 4%, 
from the preceding year. As with many other business indicators, most of the 
year-to-year deficit occurred between January and June; after the mid-point 
of 1958, the year-to-year declines still continued but were somewhat smaller.

(The above items are based on various series of District or local data, which are assem
bled by this bank and distributed upon request in the form of mimeographed releases.)
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NOTES ON FEDERAL RESERVE PUBLICATIONS

Among the articles recently published in monthly business reviews of other 
Federal Reserve banks are:

“ The Trend of Liquidity” , Federal Reserve Bank of New York, January
1959.

“ Resilience of the American Economy: Tested in Three Postwar Reces
sions” , Federal Reserve Bank of St. Louis, December 1958.

“ Economic Recovery in Retrospect and Prospect” , Federal Reserve Bank 
of Kansas City, January 1959.

“ About Mutual Savings Banks” , Federal Reserve Bank of Richmond, 
January 1959.

(Copies may be obtained by writing to the Federal Reserve Bank named in 
each case.)

* *  *  *

Recent statements on Federal Reserve policy and related matters include:
“ The Statistical Foundation for Policy Formation in the Federal Reserve 

System” , by RALPH A. YOUNG, Director, Division of Research and Statistics, 
Board of Governors of the Federal Reserve System. (Paper for the American 
Statistical Association, Chicago, Illinois, December 28, 1959.)

(Copies of this paper are available at the Board of Governors of the Federal 
Reserve System, Washington 25, D. C.)
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