MONTHLY REVIEW

of Financial and Business Conditions

FIFTH
FEDERAL

RESERVE
DISTRICT

Federal Reserve Bank of Richmond, Richmond 13, Va.

August 31, 1947

Business Conditions

RODUCTION and distribution of goods to con-
Psumers were somewhat slower in the Fifth District

in July than in June after correction for seasonal
variation, based upon past experience in seasonal ten-
dencies. There are numerous evidences, however, that
further shifts have taken place in seasonal characteristics
this year which will require readjustment in these mea-

sures.

For example, shifts have been made in store hours in
several cities of the District and these may in part be
responsible for a reduction in our seasonally adjusted in-
dex of department store sales from 317 per cent of the
1935-39 average in June to 301 per cent in July, or a drop
of 5 per cent. Likewise, cotton consumption in the Fifth
District, on a seasonally adjusted basis, declined 2 per
cent from June, probably due in the main to a greater ob-
How-
ever, new business booked by the mills of the District

servance of vacation periods than in recent years.

during July appears to have been adequate to permit
capacity production in the next two or three months, and
perhaps the rest of the year.

Bituminous coal output nationally (District figures not
available) is not yet up to levels established in the early
war years. The reduction in hours worked per week un-
der the new contract together with a smaller number of
workers makes it doubtful if production will return in
the near future to levels established during the war.

The wholesale trades in the District, however, improved
their sales for most lines on a seasonally adjusted basis in
July as compared with June, and all lines save drugs, dry

goods and tobacco showed sales well above a year ago.
These increases from June to July are a reflection of the
improved inventory situation of the smaller retailers, and
further reflect confidence in the fall trade outlook.

It is interesting, and of substantial importance, to note
a further increase in building permits in the District in
July over June after seasonal correction. The permit
figures in the District, however, have made a better show-
ing since the first of the year than have building contracts.
The permits index has shown a steady expansion since
February, whereas the contract awards index, though
quite erratic, has shown essentially a flat trend thus far
in the year. Building materials’ prices and labor wage
rates are still at their peak with wages here and there
still rising. Prudent analysis of these costs invariably
leads to the conclusion that they are too high to result in
a sustained volume of high constructive activity. Yet the
record of permits and contracts in the Fifth District
holds at a very high level, which might reflect urgent re-
quirements. New residential construction awards in this
District, which slowed down materially in the spring, have

since been holding at the reduced levels.

The dollar value of financial transactions as measured
by bank debits in July were about the same level after
seasonal correction as in June, but 10 per cent above a year
ago. July business failures rose sharply from the June
level probably due in part to the mid-year accounting
period. July failures were still less than half the average

monthly number in the years 1935 through 1939.
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Fifth District Business
in the

First Half of 1947

In the first half of 1947 business activity in the Fifth
Federal Reserve District was at a high level. Except for
a small amount of unemployment in most cities, resulting
largely from an inability to match skills and jobs, the
labor force was fully occupied over most of the period.
In May and June, mostly in June, there were minor
employment cut-backs in textile industries, but these were
concentrated largely in apparel factories, knitting mills,
and sales yarn mills, Non-agricultural employment levels
in the District in the first half of 1947, though higher than
in the same period of 1946, were lower than in any of the
war years, but well above the prewar levels. The lower
current level of employment relative to the war years
might seem inconsistent with the insignificant amount of
unemployment, but such is not the case. There is evi-
dence of an over-all reduction in the District’s labor force
since 1943 due to out-migrations from war production
centers and to a withdrawal of some women and elderly
men from the working force.
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There have been three distinct patterns established in
the movement of business indicators of the District from
1939 to the present time. Some of those measuring phy-
sical volume are lower in the first half of 1947 than in
corresponding periods of the war years. Other indicators
measuring physical volume had risen up to the end of the
war and then tended to level o.., while most of those series
representing trade and measured in dollars had continued
an uninterrupted ascent through the first half of 1947.

In the charts presented in this article, data in all instances
are for the Fifth Federal Reserve District. The figures
for the most part are for the first six months of each year,
exceptions being employment, lumber production, electric
power, and gasoline consumption—the data on these series
not being available for the six month period. Of those
series representing production in physical quantities and
employment figures reflecting in general changes in pro-

duction volumes, the following observations can be noted.-

The cotton textile industry’s output in the first half of
1947 was higher than in the same period of 1946, 1945,
1941 and 1939, but lower than in the first half of 1944,
1943 and 1942. There is considerable unbalance in the
industry at the present time since numerous fine construc-
tions are in large demand, and, in short supply with result-
ing high to exhorbitant prices being paid for goods which
cannot be produced for nine months in the future. Other
constructions are in supply with looms operating short

hours or being converted to more profitable constructions
Yarn demands for fine and coarse counts are showing
similar tendencies. Of late, demand in general for cotton
goods and yarns has broadened to where full production
can be expected for the next 90 days.
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Employment levels in the basic grey goods and yarns
cotton textile industry declined steadily from February
1943 to October 1945, when war industries and selective
service caused a constant drain on the industry’s man-
power. In this period labor turnover and absenteeism
reduced the output per man-hour, which caused production
to fall more than employment. From October 1945 until
March 1947 employment rose to within 5 per cent of the
1943 peak. In this period there was considerable im-
provement in labor efficiency and a substantial reduction
in absenteeism. Employment levels in the industry de-
clined moderately from March 1947 to June 1947, and
will probably show a fairly sharp decline in July owing to
the greatly broadened adoption of vacations and to the
concentration of these in July. Employment levels at
the present time (August) are probably back to their
spring peak.

Apprehension regarding a substantial loss of export
business in cotton textiles may not be well founded, since
evidence points to the fact that Great Britain is purchas-
ing large amounts of gray goods from this country to
finish and re-export. Such business, which creates for-
eign exchange for Great Britain, is not likely to be dis-
rupted by dollar shortages except in an extreme emer-
gency. June exports to all countries of cotton goods,
including tire cord, declined sharply from May levels but
continued well ahead of June 1946.

CHART 3
EMPLOYMENT—~ GOTTON TEXTILES
300 T T 300
| THOUSANDS |
250j:::::::>\~*=L=;_~‘//’“ﬂ”—_-_ 250
200 J l 200
1943 1945 1947

The output of bituminous coal in the first half of 1947
was moderately above that of the same periods in 1946,
1941, 1940, and well above the long strike of the year
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1939, but below similar months of 1942, 1943, 1944, and
1945. The labor agreement in this industry fairly well
assures the elimination of organized work stoppages
through the winter, but does not assure a level of coal
production commensurate with that in the war years, and
such an amount of production and more is needed at the
present time.

CHART 4
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The output of cigarettes has risen in each of the six
months periods (except one) since 1939, but is showing
a tendency to level off. With all the increase that has
taken place in cigarette production there has been only a
very moderate increase in the employment in this industry
in the Fifth District. Employment in the industry in
Virginia has shown a downward trend since 1943, while
the gain in North Carolina in the same period has more
than offset this loss.
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Consumption of gasoline rose through the first half of
1941, and owing to wartime rationing declined sharply in
the first halves of 1942 and 1943; started to recover in
the first half of 1944; had risen to a new high level by
the first half of 1946; and was still higher in the first half
of 1947. The rate of increase in gasoline consumption
shown since 1944 will probably slow down in future years
as the number of old cars and trucks are replaced by
newer ones. It is likely, however, that with improved
highways in the offing an increase in miles driven would
more than offset gains in new car efficiency.
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Electric power output rose in the first six months of
each year over the corresponding period a year earlier
from 1940 through 1945. Requirements of war-indus-
trial and military facilities, out-of-area exports and fur-
ther growth in outlets caused electric output to expand
after the time when industrial production of the area had
turned down. Electric power output was reduced only
moderately from its first half year peak in 1945 to the
first half of 1946, and in the first half of 1947 about half
of this loss had been recovered.
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The iron and steel industries of the District had em-
ployment levels, and very likely production levels, in the
first five months of 1947 moderately higher than in the
same period of 1946, but considerably below those of
similar periods of other years back to 1943. Employ-
ment levels of these industries in Maryland were at new
high levels in the first five months of 1947, while those of
other states were considerably below their peaks. The
employment of these industries in Virginia and North
Carolina, which had been augmented by war orders, re-
ceded sharply during 1945 and have shown little recovery
since.
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Transportation equipment industries—aircraft and ship-
yards—which were responsible for a large part of the war-
time gain in employment and income in the District—
showed an employment peak in 1943 close to 200,000. By
the spring of 1946 these industries were employing less
than 55,000. Recovery to 64,000 occurred by the fall of
1946, but the trend has since been downward, present
levels being about 54,000. Immediate prospects in both
industries point to a still lower level ahead. The employ-
ment trends in this industry did not measure satisfactorily
the quantity of production during the war period owing
to the substantial gains in output per man employed, nor
did they represent the employment (or production) at the
two navy yards in the District which totaled over 65,000
at peak levels. Based on tonnage of merchant ships and
airframes turned out in the District, it appears that pro-

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



4 MONTHLY REVIEW

duction volumes peaked sometime later than employment
peaked; receded gradually to the end of the war then fell
precipitously to the spring of 1946; recovered moderately
in the summer of 1946; and have been receding ever since.
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Lumber, though in great demand in the war period,
showed a decline in production in the Fifth District in
each first half year period from 1943 through 1945 owing
to a lack of manpower. This situation was corrected early
in 1946 and the District’s output by the first half of 1947
had moved up to the highest average monthly rate since
1916, despite the retarding effects of adverse weather
during February, March and April.
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Employment levels in the lumber industry have, in
general, maintained similar trends, but there has been a
very large increase in output per man employed owing
to mechanization of the logging end of the industry.
Lumber is still in large demand, but facilities for finishing
lumber in the District have not been adequate to accom-
modate the output of the sawmills and as a result some of
the small rough lumber mills have closed down. This,
however, has had only a negligible adverse effect on em-
ployment levels of the industry in Virginia and West Vir-
ginia, and no adverse effects on employment in the Caro-
linas, employment in the industry in these states having
continued an uninterrupted rise since the end of the war.
A sharp decline in rough lumber prices occurred in May
and early June, but part of the loss has since been re-
covered.
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The furniture industry of the District, handicapped
during the war by a shortage of manpower and materials,
nevertheless continued to expand its shipments throughout
the war period and up to the present time. Although
shipments are reported in dollars, it is probable that quan-
tity of shipments increased also since furniture prices did
not rise proportional to their dollar gain.
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Employment levels in the industry, however, declined
from 1943 until the end of the war and this was not offset
by increased hours of work, It is apparent, therefore,
that a notable gain in output per worker occurred in this
period. Virginia furniture industries employ only about
half as many workers as those industries in North Caro-
lina, but the rate of employment increase in Virginia has
been much more rapid since the war than in North
Carolina.
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Stone, clay and glass industries of the District employ-
ing around 50,000 workers have continued to expand
employment levels at a slow but steady rate since February
1946. Employment trended downward from the summer
of 1943 to the end of the war and then rose sharply up to
January and February 1946. Over 60 per cent of the
District employment in these industries is in West Vir-
ginia where several large glass factories are located and
that state has shown no slackening in the employment
level thus far this year. Other states of the District have
shown an employment let-down in May and June which
may be indications of a lessened demand for the products
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or may be a resumption of seasonal trends. No data on
output or sales is available for any of these industries in
the District.
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The national statistical record on quantity output in
knitting mills is not sufficiently applicable to this District
1o justify its usage. The employment level in knitting
miils, however, is shown for the states of North Carolina
and Virginia. This industry, employment levels of which
declined continuously from 1943 through the end of the
war and recovered nearly to the former peak level by the
summer of 1946, thereafter leveled off and has undergone
a recessionary tendency since February of this year. The
reduction in the employment levels has been a reflection
of a lessened market demand for the products of the in-
dustry, other than underwear items which have been in
continuous strong demand. This decline in employment
of knitting mills occurred concurrently with the inventory
readjustment policy of large retail and wholesale con-
cerns. The latest available figures on employment of
knitting mills are for May. It is probable that June fig-
ures will have shown some further drop. Market condi-
tions in July changed notably, and it would appear that
the production and employment levels of the industry
would soon regain such losses as have been sustained
earlier this year.
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Concerns manufacutring apparel of one sort or another
in this District employ in the neighborhood of 50,000
workers at the present time. This is roughly 5,000 larger
than in the summer of 1945 and about the same level as
prevailed at the peak in 1943. There has been a slight
recession in employment in these industries since Febru-
ary of the current year, but this appears to be more of a
reestablishment of a seasonal pattern than a basic market
weakening. The outstanding feature of the apparel in-
dustry in this District has been the substantial and un-
interrupted growth in South Carolina since 1943.

In the woolen segment of the apparel industry there has
been no slackening in demand for worsted fabrics. De-
spite the substantial rise in the cost of woolens announced

for the fall and winter period, trade indications seem to
point to the fact that all production available can be dis-
tributed provided the cutters and retailers absorb a good
part of this increase. Demand has improved in the work
clothing field and production, which had been cut back in
the spring and summer, has been recovered.
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The pulp and paper production in the Fifth District is
expanding, though the pulp supply is still a limiting factor
in the output of paper. Employment levels in the basic
pulp and paper industry have risen about a third since the
end of the war. This is largely a reflection of the acti-
vation of new mills in North Carolina and South Carolina
and the addition of needed workers to short-handed plants.
Some paper fabricating industries cut back their employ-
ment levels moderately this spring but this was a tem-
porary situation, and production and employment are
again apparently approaching new peak levels. These in-
dustries at the present time are employing approximately
30,000 people in the Fifth District, and indicated expan-
sion of production facilities will probably augment the
employment level considerably over the next several years.
Prices of the industry’s products are at the highest level
ever experienced, having risen approximately a third since
the middle of 1946 and about 20 per cent since the ter-
mination of OPA.
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The chemicals and allied products industries of the
Fifth District are the second largest employers in the
Fifth District’s manufacturing industries. Employment
in these industries reached a peak in 1943 of 115,000 and
held at a level ranging around 105,000 and 110,000 until
the end of the European war. Cut backs in ordnance
works reduced the employment in chemicals industries to
about 87,000 by October 1945, and since that time there
has been a gradual increase, seasonal factors considered,
to slightly above 90,000. The reductions in employment
in ordnance plants were particularly sharp in Virginia and
in Maryland, but partial offsets to these reductions have
occurred in the rayon industry in Virginia and West Vir-
ginia. Except for the strike at the celanese plant in
Maryland in June, the employment level in the chemicals
industry has been in a steady upward trend thus far in
1947.
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Construction activity as reflected by employment levels
in three states of the District for which figures are avail-
able was at a new post-war peak by mid-year at a level
which was only 18 per cent below the peak of 1943. The
employment figures probably overstate the physical volume
of construction put in place at the present time in relation
to the level in 1943 because of shortages of materials and
lower labor productivity. In dollar terms, new construc-
tion contract awards in the District in the first six months
of 1947 were 18 per cent smaller than in the same period
of 1946, but they were more than triple those in the first
half of 1945 and two and a half times those in the first
half of 1939. In the first half of 1947, awards were only
13 per cent below the peak for corresponding months in
1942. Contrary to the downward trend shown in new
contract awards in the United States, the Fifth District
level throughout the first six months remained approxi-
mately flat. Building permits in the Fifth District during
the first six months of 1947 were 3 per cent higher than
in the same period of 1946, and at an all-time high for any
similar period on record in the District. Although the
June figures for permits, after seasonal correction, were
only 10 per cent lower than in the recent peak level of
March 1946, several large projects were chiefly respon-
sible for that month’s showing.
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The current level of building construction is sufficient
to result in a continued expansion in employment levels,
seasonal variations considered, through the remainder of
this year,
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Those indicators of business activity in the Fifth Dis-
trict which are measured in dollars, as previously stated,
have in the main continued in an almost uninterrupted rise
since 1941. With the exception of the sales of wholesale
drugs and wholesale dry goods, they were higher in all
cases in the first half of 1947 than in the first half of 1946.

Department store sales in the first six months of 1947
were 5 per cent higher than in the same months of 1946
and, according to the seasonally adjusted monthly figures
through June, the trend of sales is still upward. Depart-
ment store inventories which had risen to their record
high point in December, after seasonal adjustment, have
since declined 17 per cent. Department store stocks have
again become low relative to sales and the unexpected
sales performance since March has caused the stores to
step-up their purchases from manufacturers and whole-
salers. These new orders have been the chief motivating
factor in reversing the production trend of Fifth District
manufacturing industries since the middle of the year.
Retailers still are concerned about consumers’ reactions to
rising prices, but their purchase policies indicate that they
anticipate active trade levels in the several months ahead.
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Bank debits, which are a measure of the value of all
transactions, in the first half of 1947 were 15 per cent
higher than in similar months of 1946, and at an all-time
record for these months. However, the seasonally ad-
justed monthly record of bank debits in the first six
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months of 1947 has been essentially at a flat level in
contrast with the rising trend in department stores which
historically it has so closely paralleled.

CHART 22
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In the wholesale trades of the Fifth District sales of
those products which were in supply through the period
from 1939 to 1947 have risen without interruption, with
the exception of wholesale dry goods. The first half-year
of wholesale sales of dry goods concerns established a
peak in 1943 which it has not exceeded since, sales in the
first half of succeeding years having run on about a flat
level a little below the 1943 peak.
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Hardware, electrical goods, industrial and auto supplies
were in many cases not produced or in short supply. As
a consequence, wholesale sales of these products declined
somewhat in the first six months periods of 1942 through
1945. 1In the first halves of each succeeding year, how-
ever, recovery has taken place with automotive and indus-
trial supplies establishing new peak levels in each half-
year period. Wholesale hardware and electrical supplies,
however, have met with problems of supply and had failed
by the first half of 1947 to reach the level of sales of either
1941 or 1942.
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Wholesalers’ sales of paper products which ran in short
supply between 1942 and the end of the war, had risen
to a level, by the first half of 1947, 28 per cent above the
same months of 1946, and 95 per cent above the same
months of 1939,
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Monthly index numbers, seasonally adjusted, of most
indicators of wholesale trade in the District still indicate
a rising trend ; wholesale tobacco products, drugs and dry
goods, however, have flattened off while automotive sup-
plies have reacted since last spring. Wholesale grocery
sales as a result of increases in both quantity and price
have continued in a rising trend.
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Retail furniture sales in the Fifth District, as a result
of prior year shortages and the rapid formation of new
families during the war period, have continued in an
- expansionary trend through the first half of 1947. This
high level of sales and the substantial clearance of war-
time merchandise from retail inventories has found re-
flection in an improved level of new orders to manufac-

turers. CHART 32
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Savings in the form of new life insurance sold in the
Fifth District in the first half of 1947 was moderately
higher than in the same period of 1946, but considerably
below the peak level established in the last half of 1946.
The monthly seasonally adjusted life insurance sales, after
receding from their peak last fall, have since tended to
flatten off at a higher level than in any previous year of
record.
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Business failures rose moderately in the first half of
1947 in the Fifth District, but they are still at an ex-
tremely low level and have so far given little evidence of
an encroachment of costs or selling prices of marginal
concerns. The rise in the number of failures is largely
a mortality of newly formed businesses wherein the
operators were not sufficiently skilled to have conducted
a successful venture even under optimum conditions.

CHART 34
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Conclusion

The record of the first six months of 1947 of business
activity of the Fifth Federal Reserve District shows, in
the main, operations at essentially peak levels. Such in-
dustries as cotton textiles and bituminous coal were lower
than their wartime records, mainly because of lack of
labor, inordinately high prices, and strikes, Cut backs in
production, such as occurred between March and June,
appear now to have been of a temporary nature, and re-
sumption of full production appears likely for the next
several months or perhaps the remainder of the year.
Construction activity in the District is holding at a better
level than nationally, and contracts already awarded seem
adequate to maintain or further expand the employment
levels for the rest of the year, seasonal factors considered.
Trade, both wholesale and retail, have been quite active
and in some cases surprisingly good, and with the main-
tenance of national employment levels, which appears
likely, should continue active through fall and early win-
ter months. Confidence in the ability of concerns to
operate profitably over a longer period is evidenced by the
fact that plant extension and the purchase of new ma-
chinery are continuing at record high levels.
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Banking

The four weeks ended August 13 witnessed an at least
temporary reversal of the downward trend in total loans
and investments of weekly reporting member banks in
the Fifth Federal Reserve District. Holdings of govern-
ment obligations increased by a small amount, while loans
resumed their earlier upward movement after a four-
month leveling off period. Total loans and investments
stood at $2,534 million on August 13 as compared with
$2,509 million on July 16.

The increase in the volume of loans occurred princi-
pally in commercial, industrial and agricultural loans,
which increased by $9 million to $337 million, and real
estate loans, which increased by $5 million to $154 mil-
lion. Loans for purchasing and carrying securities showed
no net change for the four-week period, although fluc-
tuating during the period. Loans to banks increased by
$3 million to $7 million, marking a new high for the
thirteen months covered by the new weekly reporting
series. Other loans increased by $1 million to $160 mil-
lion, a continuation of the gradual climb that has charac-
terized this group.

The increase in holdings of United States Government
obligations came about principally as a result of a $12
million increase in Treasury bills held by the reporting
banks. Holdings of certificates of indebtedness decreased
by $7 million during the four-week period, while holdings
of notes increased by $2 million and portfolios of United
States Government bonds remained constant. Below is
presented a record of the week to week changes.

HOLDINGS OF UNITED STATES GOVERNMENT OBLIGATIONS
WEEKLY REPORTING MEMBER BANKS
Fifth District

(Millions of dollars)

Date Bills C.of L. Notes Bonds* Total
July 16 17 206 87 1,377 1,687
23 24 201 87 1,377 1,689

30 28 196 89 1,378 1,691
August 6 29 198 87 1,379 1,693
13 29 199 89 1,877 1,694

*Includes obligations guaranteed by the United States,

Reserves of Fifth District member banks declined by
$6 million during the four-week period ended August 13.
The decline actually represented an easing of the reserve
position, since it was brought about by a decrease in re-
serve bank credit extended locally. Commercial and
financial transactions brought an inflow of $42 million,
concentrated principally in the last week of July and
the second week of August. Treasury transactions were
of a small amount on balance and, in spite of a loss of $12
million to an increased currency demand, member banks
were able to reduce reserve bank credit in every week but
one during the four-week period. Float declined by $9
million, while other locally extended credit increased some-
what. The big reduction, however, was in Treasury bills
held by the Richmond bank. The table below shows a
recapitulation of factors affecting member bank reserves
during the four weeks.

FACTORS AFFECTING MEMBER BANK RESERVES
Fifth District
Change for 4 weeks
Factors increasing () or ended August 13, 1947
decreasing (—) reserves: (Millions of dollars)
Reserve bank credit extended locally —36
Commercial and financial transactions + 42
Treasury transactions — 1

Currency transactions —12
Other factors + 1
Net change in reserve balances — 6
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Total deposits of Fifth District member banks, as re-
flected in average daily deposits, were at a lower level
during the last half of July than in the last half of June.
A small increase occurred in total member bank deposits
in the United States which resulted in the small dollar
loss in the Fifth District amounting to a more substantial
relative loss, the Fifth District proportion of the total
being reduced from 4.75 per cent to 4.71 per cent. All
states except West Virginia showed an absolute decline
in deposits.

ASSETS AND LIABILITIES OF MEMBER BANKS

Fifth Federal Reserve District
July 30, 1947

Preliminary
(Millions of dollars)
Reserve Chg. from
city Other All May 28, *47
Member member member all member
ITEMS banks banks banks banks
Assete
1. Loans and investments 1,939 2,309 4,248 + 6
a. Loans and discounts 542 727 1,269 +19
b. U.S. Gov't obligations 1,302 1,433 2,735 —11
¢. Other securities 95 149 244 — 2
2. Reserves, cash, and bank
balances 660 708 1,368 — 7
a. Reserves with F.R. Bank 392 324 716 417
b. Cash in vault** 44 72 116 —12
c. Balances with banks in U.S. 93 249 342
d. Balances with banks in +11
foreign countries** * — *
e. Cash items in process of
collection 131 63 194 —23
3. Other assets** 40 31 1 — 2
4. Total assets** 2,639 3,048 5,687 — 3
Liabilities and Capital
5. Gross demand deposits 2,013 1,977 3,990 4+ 6
a. Deposits of banks 282 83 36 + 8
b. Other demand deposits 1,731 1,894 3,625 —_2
6. Time deposits 449 864 1,313 + 3
7. TOTAL DEPOSITS 2,462 2,841 5,303 412
8. Borrowings 3 4 ‘ 7
a. From F.R. Bank 3 3 6 — 6
b. From others** 1 1 —1
9. Other liabilities** 13 10 23
10. Total capital accounts** 161 193 354 — 5
11. Total liabilities and
capital acecounts** 2,639 3,048 5,687 — 3

*Les