
EXPENDITURES for all major types of con-
struction except residential have been main-
tained in recent months at or above earlier
record levels. In March, total outlays for
new construction were close to the highest
rate reached in 1956 and slightly larger than
a year earlier. The number of new houses
started has continued to decline and is cur-
rently about one-sixth below a year ago and
substantially below the highs reached in the
spring of 1955. Sales of new houses are also
down, while sales of existing houses have
been maintained at a record level.

An element in the decline in residential
building and in new house sales has been the
unattractiveness of Federally underwritten
mortgages to lenders in a period when yields
on competitive investments have been rising
and house buyers have become more se-
lective. In part to meet this selectivity,
builders have incurred increasing costs to
develop land—particularly suburban land
—and have been constructing larger, more
fully equipped houses.

The availability of conventional mortgage
financing, and the ability and willingness of
borrowers to use such financing, have helped
to maintain active markets for residential
properties generally. The total number of
new and used houses purchased in 1956 and
the amount of credit extended to finance
them were within 5 per cent of the 1955
records. In late 1956 and early 1957, how-
ever, such activities fell somewhat further
below the levels of a year earlier. Prices of
old houses are slightly lower now than in
early 1956, and average prices of new
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houses somewhat higher. Vacancies have
remained at a low level suggesting con-
tinued strength in demand for housing
space. Rents on occupied units were un-
changed from December to February.

Greater use of conventional first mort-
gages has probably been accompanied by
an increase in junior mortgage financing.
Downpayment requirements typically are
appreciably higher under conventional than
under Federally underwritten financing.
Rather than require downpayments com-
pletely in cash, house builders and sellers
of existing houses seem to have been willing
to accept junior mortgages as part of the
settlement.
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CONSTRUCTION ACTIVITY

Outlays for construction in 1956 reached a
record level of $44 billion, about $1 billion
above 1955. After allowance for cost in-
creases, however, the physical volume of
work was about the same in the two years.
In the first quarter of 1957, total new con-
struction was at a seasonally adjusted an-
nual rate of $44.8 billion.

Output of some building materials that
had been in short supply earlier, notably
structural steel and cement, has increased.
Production of many materials, however,
particularly those used in residential con-
struction, has declined. The wholesale price
index of all building materials has been
stable for the past year, while average hourly
earnings in construction have continued to
advance. Construction costs, which rose
about 8 per cent from early 1955 to mid-
summer of 1956, have risen less than 1 per
cent since then.

Residential. The value of private residen-
tial construction in 1956 was 8 per cent be-
low the all-time high in 1955, and has
fallen steadily further this year as can be
seen in the chart on the preceding page.
The decline in value, which has been general
throughout the country, was not so great
last year as the decline in the number of
housing units started, as costs rose and
the proportion of higher priced houses built
increased. The total of more than $15 bil-
lion spent for housing construction in 1956
represented a larger physical volume of
work than in any other year except 1955.

Business. Private construction for busi-
ness purposes has been increasing again in
recent months after declining in the closing
months of 1956. Despite the decline, out-
lays in 1956 for manufacturing plants were
one-fourth larger than in 1955, and for com-
mercial and public utility construction were

about one-tenth larger. Continued strength
in these lines is indicated by a rise in con-
struction contracts to record levels in the
opening months of 1957.

According to the latest survey by the De-
partment of Commerce and the Securities
and Exchange Commission, business con-
cerns intend to spend more on plant and
equipment in each of the first two quarters
of 1957, after allowance for seasonal influ-
ences, than in the record fourth quarter of
1956. For the year as a whole, expendi-
tures are indicated to exceed actual outlays
in 1956 by 6.5 per cent. Commercial and
mining companies, however, in contrast to
manufacturing, transportation, and utility
companies, are expecting to reduce their
capital expenditures somewhat.

Public. Public expenditures for new con-
struction have risen markedly since mid-
1955 to a new high early this year. In the
first quarter outlays were 11 per cent larger
than in the comparable period of 1956. The
major increases in the past year were in the
lines that have been rising for some time—
schools, roads, and sewer and water facili-
ties. In view of the large amount of securi-
ties marketed recently to finance construc-
tion of such facilities, and the work to be
done on the Interstate and Defense Highway
System approved by Congress last summer,
public construction of these types will prob-
ably rise further.

HOUSING AND MORTGAGE MARKETS

Strong demands during the past two years
or so by businesses, governments, and con-
sumers for funds to finance capital invest-
ment and purchase of goods have resulted
in higher interest rates generally. Reflecting
the competition of these alternatives for in-
vestors' funds, rates on conventional mort-
gages have also risen. In this situation, in-
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vestors have been reluctant to take Federally
underwritten mortgages on which interest
rates, fixed by law or regulation, have been
below market rates. They have been will-
ing to acquire such loans only at discounts
from par sufficient to yield a return close
to that available on alternative investments.

Federally underwritten mortgages have
also been unattractive to builders and sellers
of houses, who have been required to bear
directly the major part of the costs of mort-
gage discounts—that is, the difference be-
tween the unpaid balance of the mortgage
and the price paid by the investor. House
purchasers or borrowers are precluded by
statute and by administrative regulations
from paying more than a small part of such
costs. Thus the effective price received by
the seller of the house is reduced by the
amount of the discount that he absorbs.

As long as discounts were small, builders
and sellers continued to use this type of
financing, which, because of attractive terms
to the borrower, facilitates sales. As cap-
ital markets tightened, however, investors
required increasingly large discounts. With
buyers more selective, builders and sellers
found it more difficult to recover the dis-
counts in higher selling prices, and so be-
came less willing to pay them. In this situ-
ation the use of conventional mortgages in-
creased.

Construction and purchases. The steady
decline since the late summer of 1955 in the
number of private housing starts has con-
tinued in 1957, and in March the season-
ally adjusted annual rate was 880,000 units,
compared with 1.1 million a year earlier and
the peak rate of 1.4 million in the spring of
1955. The number of private starts in the
first three months of 1957 was almost one-
fifth smaller than in the corresponding
period of 1956. Starts under conventional
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financing, meanwhile, have been as numer-
ous in 1957 as in the comparable quarters
of 1956 and 1955, as may be seen in the
chart. As a result, such units have ac-
counted for nearly 7 in 10 of all private
starts this year, compared with about 6 in
10 a year ago.

The decline in starts has taken place al-
most entirely in metropolitan areas, where
the number of units started in 1956 was
one-fifth smaller than in 1955. Builders in
these areas, and particularly large builders
who relied heavily on financing insured by
the Federal Housing Administration or
guaranteed by the Veterans Administration,
reduced their building activity considerably
as such financing became less readily avail-
able. In nonmetropolitan areas, on the
other hand, where conventional financing is
relatively more important, the number of
houses placed under construction changed
little. In both types of areas, starts in the
first quarter of 1957 were below the levels
of a year earlier, and builders' plans, as
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reported from various sources, suggest that
the number of units built in 1957 will be
smaller than in 1956.

More than 3 million houses changed own-
ership during 1956, of which more than 2
million were existing houses. Sales of exist-
ing houses were a larger proportion of all
house sales than in 1955 or 1950, years in
which new house sales were unusually large,
but not much different from that in other
recent years. Because FHA and VA loans
have been used relatively little in the pur-
chase of existing houses, reduced availability
of such financing in 1956 had only a small
influence on the number of transactions. In-
creased use of junior mortgage financing has
probably been a significant factor in main-
taining used house sales at a high level in
1956 and early 1957.

Mortgage financing. Even with interest
rates higher and terms such as maturities
and downpayments less favorable to bor-
rowers, mortgage lending on 1- to 4-fam-
ily properties in 1956 amounted to $27.1
billion compared with a record $28.5 billion
in 1955. The decline, as may be seen from
the table, was in financing of new house
purchases and in borrowing for purposes

MORTGAGE LENDING ON 1- TO 4-FAMILY

NONFARM PROPERTIES

Year

1956
1955
1954. . . .
1953
1952
1951
1950

[In

Total

27.1
28.5
23.0
19.7
18.0
16.4
16.2

billions of dollars]

House ]

New

9.2
10.2
7.3
6.6
5.9
6.4
6.3

purchase

Existing

13.3
13.3
11.1
9.2
8.6
6.9
6.9

Other
purposes

4.6
5.0
4.6
3.9
3.5
3.1
3.0

NOTE.—Figures for total are from Federal Home Loan Bank
Board and represent nonfarm mortgage recordings of $20,000 or
less. All other figures are Federal Reserve estimates based on data
from Government and other sources.

other than house purchase. Lending to
finance purchase of existing houses was
unchanged.

During the first half of 1956, mortgage
lending continued relatively stable at a level
only slightly below the corresponding
months of 1955. In late summer it began
to decline and has continued to fall in
recent months. The dollar volume of mort-
gage recordings in the first quarter of 1957
is estimated to have been one-tenth smaller
than a year earlier.

As the availability of funds for FHA
and VA mortgages diminished and housing
starts continued to decline, several Federal
statutory and administrative actions were
taken to make terms more favorable to
borrowers and to supply additional funds
for these mortgages. In late 1955, the
Federal Home Loan Bank Board had eased
restrictions on borrowing by savings and
loan associations from the Federal home
loan banks, and in early 1956 the Federal
Housing Administration and the Veterans
Administration lengthened maximum matu-
rities permitted on insured and guaranteed
loans.

Last summer and autumn FHA reduced
downpayment requirements on low-priced
houses, the Federal Home Loan Bank Board
further relaxed restrictions on borrowing
by savings and loan associations, and the
Federal National Mortgage Association
eased the conditions on which it would
purchase mortgages through its secondary
market program. In December 1956, with
funds for Federally underwritten mortgages
still available only at large discounts, the
Federal Housing Administration increased
the maximum interest rate on FHA-insured
home loans from AV2 to 5 per cent.

Effective March 29, 1957, two addi-
tional administrative actions were taken to
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stimulate residential markets. The FHA
reduced downpayment requirements on
houses valued above $9,000 by two per-
centage points, to the minimum established
by statute, and the Federal Home Loan
Bank Board modified its regulations to per-
mit an insured savings and loan associa-
tion to purchase participating interests in
home mortgage loans originated outside its
regular 50-mile lending area by another
insured association, provided the originat-
ing institution retains at least a 50 per cent
interest.

After liberalizing its terms in mid-1956,
the Federal National Mortgage Association
became an increasingly important source of
mortgage funds. Under authority given in
the Housing Act of 1956, the Association
twice reduced the stock purchase required
of mortgage sellers—in August from 3 to
2 per cent of the amount of mortgages sold,
and in September to 1 per cent. The
Association also began to make standby
commitments to purchase Federally under-
written mortgages at prices well below the
market, thus providing a source of funds
to builders or lenders who were unable to
obtain loans at a better price from private
investors. Reflecting these actions, FNMA
purchases and commitments to purchase
FHA and VA mortgages under its sec-
ondary market program increased sharply
and in the five months ending in March
1957 amounted to about $675 million. Dur-
ing 1955, purchases and commitments were
$112 million.

MORTGAGE DEBT

The expansion during 1956 of nearly $15
billion in real estate mortgage debt out-
standing, shown in the chart, was less than
the record increase during 1955, but larger
than in any preceding year. The more mod-
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erate increase in 1956, like the increases of
earlier years, reflected changes in the debt
on 1- to 4-family houses. Mortgage debt
on other types of nonfarm properties and on
farms grew about as much last year as the
year before.

The slower growth in home mortgage
debt in 1956 resulted from a smaller in-
crease in Federally underwritten mortgages.
Conventional mortgage debt increased by a
record $6.2 billion in 1956; this was more
than the increase in FHA-insured and VA-
guaranteed debt taken together, as it had
been in each of the three years before 1955.
In that year of extraordinarily rapid debt
expansion, VA-guaranteed debt alone in-
creased almost as much as conventional
mortgage debt.
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MAJOR LENDERS

The more moderate increase in residential
mortgage debt in 1956 than in 1955 re-
flected varying portfolio adjustments by
major types of lenders in response to mort-
gage and general capital market conditions.
Growth in residential mortgage portfolios
was much smaller in 1956 than in 1955 at
savings and loan associations and commer-
cial banks, as shown in the table; in contrast,
the increase at life insurance companies was
about the same in both years, and at mutual
savings banks was not much less in 1956
than in 1955.

Savings and loan associations, which had
borrowed a record amount of funds from the
Federal home loan banks in 1955 to support
a volume of mortgage lending in excess of
their net inflow of savings capital, sharply
reduced such indebtedness in the first quar-
ter of 1956 and borrowed little in addition
during the remainder of the year. They also
acquired a record amount of United States
Government securities during the year.
These developments apparently reflected a
desire on the part of the associations in 1956
to increase their liquidity and to bring mort-
gage lending in line with the net inflow of
savings and repayments on mortgage loans.
In the early months of 1957, savings and
loan associations reduced their indebtedness
to the home loan banks to the lowest level
since the spring of 1955.

The smaller volume of mortgage acquisi-
tions by commercial banks in 1956 than in
1955 reflected chiefly the change in real
estate credit outstanding to mortgage lend-
ers. Under mortgage warehousing arrange-
ments, these lenders had supplemented their
funds in 1955 by short-term borrowing at
commercial banks. In some cases, the banks
became temporary owners of the mortgages
under agreement that the mortgages would

INCREASE IN RESIDENTIAL MORTGAGE
PORTFOLIOS OF MAJOR LENDERS

[In millions of dollars]

Year

1956....
1955....
1954....
1953....

1956....
1955....
1954....
1953....

1956 773
1955 1,170
1954 742
1953 585

Savings
& loan
assns.

Life
insurance

cos.

Mutual
savings
banks

Com-
mercial
banks

Total residential

4,162
4,997
4,005
3,354

2,665
2,656
1,999
1,513

2,148
2,357
1,877
1,451

1
1
1

,137
,736
,227
737

FHA-insured

87
233
124
144

259
279
104
331

226
350
311
321

255
454
194
237

VA-guaranteed

1
1
1

,244
,431
,083
213

1
1
1

,455
,511
,209
816

209
361
289
49

Conventional

1956
1955
1954
1953

. . 3,302

. . 3,594

. . 3,139

. . 2,625

1,162
946
812
969

467
496
357.
315

673
922
744
450

NOTE.—Figures for savings and loan associations represent loans
on 1- to 4-family nonfarm houses only, which include over 95 per cent
of their residential loans. Data are from Federal Home Loan Bank
Board, Federal Deposit Insurance Corporation, and Federal Reserve.
Figures for 1956 for commercial and mutual savings banks and for
life insurance companies are preliminary estimates made by Federal
Reserve.

be repurchased within a specified limited
time. The fulfillment of these agreements
in 1956 tended to reduce mortgage holdings
of commercial banks.

Commercial banks also make business
loans to mortgage lenders, secured chiefly by
the pledge of mortgages held by these lend-
ers. Such loans approximately doubled in
1955 to a total of $1.2 billion and, after
changing little on balance during 1956, fell
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sharply in the early part of this year. Total
credit extended by commercial banks to real
estate mortgage lenders followed a pattern
similar to that for advances by the Federal
home loan banks, as can be seen in the
chart.

In 1956 life insurance companies in-
creased sharply their acquisition of conven-
tional mortgage loans with higher interest
rates, and reduced their purchases of Fed-
erally underwritten mortgages with less com-
petitive rates. Even so, net acquisition of
FHA and VA loans by life insurance com-
panies was only moderately smaller than in
1955, mainly because a large volume of
commitments made in 1954 and 1955 was
taken up during 1956. In fulfilling these
commitments and originating new loans,
life insurance companies added substantially
more to their holdings of mortgages than of
business securities, and they liquidated $1
billion of their Government security hold-
ings. The latter was the largest reduction
since 1951.

A striking development in mortgage ac-
tivity of mutual savings banks during 1956
was the continued increase in holdings of
VA loans at about the 1955 record pace, in
contrast to the decline in net acquisitions
of such loans by other institutional lenders.
Since 1952, savings banks have been acquir-

ADVANCES OUTSTANDING TO MORTGAGE LENDERS
Billions of dollar!

FROM COMMERCIAL
BANKS

FROM HOME LOAN
BANKS

2.4

2.0

1.6

1.2

1953 1954 1955 1956 1957

NOTE.—Data for commercial banks are from Federal Re-
serve quarterly survey of weekly reporting banks; latest sur-
vey, February 13. Data for Federal home loan banks are
from Federal Home Loan Bank Board; latest figure shown is
for March.

ing VA loans in larger volume than any other
type of lender, and these loans have repre-
sented by far the greater part of savings bank
acquisitions of residential mortgages. Then-
continued large investment in VA loans re-
flects in part the ability of these predomi-
nantly Eastern institutions to make out-of-
State purchases at discounts that provide
more favorable yields than those on invest-
ments available locally.
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