
Construction and Residential Real Estate

CONSTRUCTION ACTIVITIES in the early
months of 1956 have been maintained for
the most part at levels not far below the
mid-1955 record. Residential building has
been somewhat below, and other construc-
tion somewhat above, this record. Credit
demands by businesses for construction and
related purposes have continued strong
while demands by consumers to finance
home ownership have been reduced from
last year's peak. House purchases appear
to have been well maintained.

The lower level of residential building in
recent months has reflected a readjustment
in dwelling units started from the un-
precedented number a year earlier. Dwell-
ing units under construction are still very
numerous, however, and with business ex-
penditures for plant and equipment extend-
ing their rise, construction activity as a
whole has maintained pressure on short-run
supplies of materials, labor, land, manage-
rial skills, and financing. In consequence,
construction costs and prices of building
materials have risen further, delivery of ma-
terials in short supply has been slow, and
the price of developed land has continued
to advance.

The volume of mortgage financing of
small residential properties in the early
months of 1956 was about the same as a
year earlier but smaller than in mid-1955.
Repayments of debt continued in large vol-
ume, and outstanding mortgage debt in-
creased less than in early 1955.

CONSTRUCTION ACTIVITY

New construction in the first four months
of 1956 remained a strong element in the
economy and in April was at a seasonally
adjusted annual rate of $42 billion, not
far below the record high of last summer.
A rapid increase in private expenditures has
accounted almost entirely for the rise in
value of new construction since early 1954.

NEW CONSTRUCTION
Billions of dollars

NOTE.—Department of Commerce seasonally adjusted data.
Public and other private not shown. Latest figures are for April.

The increase in outlays for business con-
struction that began in late 1954 has been
extended in recent months, as shown in the
chart. The record level of industrial and
commercial construction thus far in 1956,
following a year of rapid expansion, has
generated increasingly heavy demands for
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funds, both short- and long-term, and for
construction materials and labor. Business-
men recently reported intentions to spend 30
per cent more in 1956 for plant and equip-
ment than in 1955.

Expenditures for industrial construction
in 1955 exceeded the previous record in
1952 when Government orders gave unusual
stimulus to this type of building. The mo-
mentum gained in 1955 has carried over
with considerable strength into 1956, and
April expenditures, seasonally adjusted,
were about 9 per cent above December
1955, the peak month of that year. Ac-
tivities toward further expansion of plant
are reflected in the dollar amount of con-
struction contracts awarded for manufac-
turing buildings, as reported by the F. W.
Dodge Corporation, which in the first four
months of 1956 were more than 50 per cent
larger than in the same period a year earlier.

Expenditures for stores, office buildings,
and other commercial buildings increased
more in 1955 than in any year since 1946;
in the first four months of 1956 such ex-
penditures were one-fourth above those in
the same period a year earlier. Commercial
construction outlays in April of this year,
adjusted for seasonal variation, reached the
highest level ever recorded. All major types
of commercial construction have risen ap-
preciably in the past year but the increase in
the total reflects in large measure expanded
outlays for stores and shopping centers.

Public utility construction in 1955 was
approximately the same as in the two pre-
vious years. A recent survey found utilities
expecting to increase capital outlays 15 per
cent in 1956 over 1955.

Residential construction in recent months,
seasonally adjusted, is the only major line
of private construction in which outlays are
not at or above the record level reached last

summer. Nevertheless, in the first four
months of 1956, residential expenditures
have been at a level above that of any period
before 1955. Physical volume, after allow-
ance for usual seasonal changes, is probably
little different from that in 1950, the record
year before 1955.

Public construction, in total, has shown
little change for the past two years, as fluc-
tuations in various types have for the most
part offset one another. Spending for
schools, highways, and sewer and water fa-
cilities has increased steadily, and early this
year each type was about one-fifth higher
than in 1954. During the same period
public outlays for housing and industrial
construction were sharply reduced.

RESIDENTIAL SERVICE CONSTRUCTION

Rapid growth and spreading out of popula-
tion since the war has made necessary a
large amount of nonresidential construction,
public as well as private, to fill needs of
residents. As suitable land within estab-
lished communities was more fully devel-
oped for residential use, building moved
further out to areas where community fa-
cilities were inadequate or nonexistent.

Extensive construction of schools, stores,
streets and local roads, churches, and rec-
reational and public service facilities was
necessary to meet growing requirements of
residential communities—old as well as new.
As can be seen from the table, public and
private outlays for major, readily identifia-
ble types of such construction in 1955 were
three-fifths more than in 1950. Such out-
lays have continued to rise this year.

Building of public schools in the past dec-
ade has risen more than any other major
segment of construction; this development
has reflected in great part a movement of
population to the suburbs as well as an in-
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M A J O R T Y P E S OF CONSTRUCTION TO PROVIDE

RESIDENTIAL SERVICES

[In billions of dollars]

Type of service or ownership

Total, major types

Type of service:
Education & administration1

Local streets & roads1

Utilities
Stores2

Hospitals & recreation
Religious2

Type of ownership:
Public
Private . . . . .

1955

10.6

2.7
1.1
3.4
1.5
1.1

.7

5.6
5.0

1950

6.6

1.3
.7

2.3
.7

1.2
.4

3.5
3.1

1946

2.4

.1

.3
1.0

.6

.3

.1

.8
1.6

1 Publicly-financed only.
2 Privately-financed only.
NOTE.—Department of Commerce data have been regrouped and

store construction estimated by Federal Reserve. Each type of con-
struction is assumed to provide residential services only; the utilities
category has been adjusted to this concept by the Federal Reserve.
Data are a representation of construction outlays for residential
services, not an aggregate of all such outlays.

creasing number of children of school age.
Spending for public schools, at close to $2.5
billion last year, was more than twice as
much as in 1950 and so far in 1956 has
been slightly above a year ago. Other pub-
lic outlays for service facilities this year have
also been somewhat above last year.

Value of construction of churches and
related religious facilities, which increased
sharply in the years immediately following
the war, has continued to rise in most years
and in 1955 totaled $736 million. This
total was four-fifths above the 1950 level.
On the other hand, outlays for hospitals and
recreational facilities in recent years have
been somewhat below the 1950-51 level.

HOUSE BUILDING AND FINANCING

The number of dwelling units started in the
first four months of 1956 was considerably
smaller than a year earlier and also, after
allowance for usual seasonal changes, below
the level of late 1955. The volume of mort-

gage financing of old and new houses to-
gether in the first months of the year, on the
other hand, was about the same as a year
earlier, although down somewhat from the
latter part of 1955. Available information
suggests that repayment of such debt has
been relatively large in recent months, so
that outstanding mortgages have probably
increased more slowly than in 1955.

Compared with any period before 1955,
residential starts, mortgage financing, and
growth in outstanding mortgage debt have
been large in the early months of 1956.
Compared with the record or near-record
levels reached during 1955, however, all of
these lines of activity are down.

The situation in 1955 was unusual and
reflected to a considerable extent the ease
in capital markets during recovery from the
1953-54 recession. Throughout that period
residential markets remained strong, and
house building and financing turned up early
in 1954. Toward the end of 1954 institu-
tional investors, having experienced lessened
demands for funds, especially from busi-
nesses, and anticipating no great change in
such demands in 1955, increasingly sought
mortgages as an investment outlet. They in-
creased their takings, particularly of Gov-
ernment-underwritten mortgages, and in
some cases investors made commitments to
mortgage bankers, correspondents, and
builders to take mortgages many months in
the future.

Dwelling units started. Builders, with a
strong demand from consumers and ade-
quate financing in hand, started a larger
number of dwelling units in the six months
ending March 1955 than ever before—about
590,000 compared with the earlier record
550,000 in the corresponding period of
1949-50, as shown in the table on the
following page. The number of 1- and
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PRIVATE DWELLING UNITS STARTED

[In thousands]

6 months
ending All
March types

1956 512
1955 592

1954 467
1953 487
1952 447
1951 511
1950 548

Units in 1- and
2-family structures

Started with FHA or
VA inspection

Number

238
310

168
177
136
207
n.a.

Per cent

50
57

40
40
33
45

n.a.

n.a. Not available.
1 Federal Reserve estimate.
NOTE.—Bureau of Labor Statistics data, except those on units

started with FHA and VA inspection, which are from the Federal
Housing Administration and the Veterans Administration and include
a negligible number of units in structures with 3 or 4 dwelling units.

2-family units started in the recent period
was about as large as total starts in the
1949-50 half year; the proportion started
under arrangements for Government under-
writing of financing was also high, as is
usual when credit is readily available.

Houses built in recent years have been
larger and better equipped on the average
than those built earlier, so that the amounts
of labor, materials, and financing required
to complete them have been considerably
greater than in the previous peak period of
building, 1950-51. As work proceeded on
the record number of houses started in late
1954 and early 1955, builders' capacity to
begin work on additional houses was re-
duced, and in the middle months of the
year starts increased less than seasonally.

The number of houses under construc-
tion continued to grow, however, and with
it the demand for materials and labor to
complete work under way and for credit
to finance construction and sale. As a
result of this and of high levels of activity
in nonresidential construction and other

capital investment lines, builders of houses
in some parts of the country experienced
difficulty from time to time in obtaining
prompt delivery of such critical materials
as cement, gypsum products, metal products,
and window glass.

Residential financing. Houses coming to
completion early in 1955 had to be financed
by purchasers at a time when mortgage lend-
ing was already in record volume and when
economic activity generally was rising rap-
idly. Investors were called upon to take up
their earlier mortgage commitments, in
some cases sooner than they had anticipated.
The pressure of large demands for mort-
gages, as well as for credit generally, on an
expanding, though still limited, supply of
investible funds became evident early in the
year in some tightness in the mortgage mar-
ket. This was reflected in rising discounts
quoted for insured and guaranteed mort-
gages and in a shift toward conventional
financing of both new and old houses. The
volume of Federally underwritten mortgages
made continued to rise through most of the
year, however, reflecting earlier arrange-
ments, and in 1955 was the largest on
record.

In this situation, lenders and investors in
mortgages found it desirable to supplement
the funds directly available to them. By
summer there was a variety of arrangements
for temporary financing—usually referred to
as "mortgage warehousing"—involving large
amounts of borrowing from commercial
banks. A special survey by the Federal
Reserve revealed that in mid-August com-
mercial banks had outstanding to other
mortgage lenders $1.4 billion of credit,
some $800 million more than a year earlier.
They were also committed to make an addi-
tional $1.3 billion of loans. By mid-No-
vember such credit outstanding had risen to
$1.6 billion, but commitments had declined
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slightly, to $1.2 billion. In mid-February
of this year these figures had declined to
$1.4 billion and $1.1 billion, respectively.

Savings and loan associations, which were
also called upon to meet large current de-
mands for mortgages and to honor earlier
commitments, increased their borrowings
from the Federal Home Loan Banks after
the beginning of 1955. By August such
borrowings had risen $500 million to $1.2
billion; the advance continued at a some-
what slower pace during the rest of the year,
and at the year-end the total outstanding
amounted to $1.4 billion. Since then it has
declined, to $1.1 billion at the end of April.

In the second and third quarters of 1955
mortgage repayment was particularly heavy.
This, together with the large amount of
borrowing by mortgage lenders, may ac-
count in part for continuation of a large
volume of lending after mid-summer when
reports of limited availability of mortgage
funds were widespread.

For a number of years, repayment of
loans in full prior to maturity has accounted
for substantially more debt retirement than
has amortization. This has reflected in
large part refinancing of debt on houses
sold. The recent behavior of retirements
suggests, however, that in 1955 short-term
construction lending made up a larger part
of total lending than usual. Such lending
(in contrast with financing of construction
from long-term mortgage borrowing) is
likely to appear fairly quickly in retire-
ments and within a relatively short time to
be counted again when long-term mortgages
are made to replace the construction loans.

Altogether, during 1955 some $28.5 bil-
lion of loans was extended on small residen-
tial properties, $5.5 billion or nearly a fifth
more than in 1954. Repayments, amount-
ing to about $15.7 billion, were also large.
Nonetheless, debt outstanding rose by a rec-

ord $12.7 billion compared with $9.6 billion
in 1954.

To the extent that short-term construction
lending was more important last year than
earlier, "permanent" lending to finance
owners of houses was smaller in 1955 than
the $28.5 billion of mortgages recorded, and
repayment of long-term mortgages was cor-
respondingly less than the $15.7 billion of
total retirements suggested by the data.
Furthermore, to the extent that die amount
of short-term construction credit outstand-
ing may have been larger at the end of 1955
than a year earlier, the rise during 1955 in
"permanent" mortgage loans outstanding
was somewhat smaller than $12.7 billion.
Even after such an allowance, however, the
expansion of mortgage debt in 1955 was
greater by far than in any earlier year.

MORTGAGE LENDERS

Mortgage lending was expanded by all lend-
ers to a record level at the end of 1954, as
can be seen from the chart. The influence

NONFARM MORTGAGE LENDING
Billions of dollon

SAVINGS AND LOAN
ASSOCIATIONS

AND
COMMBtdAl BANKS ,

1.6

1951 1956

NOTE.—Federal Home Loan Bank Board data on mortgage
recordings of $20,000 or less. Latest figures shown are for March.
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in 1955 of borrowing from commercial
banks and, through the Federal Home Loan
Bank System, from the capital market is
reflected in the fact that mortgage lending
by commercial banks and savings and loan
associations continued until after mid-1955
to rise more than seasonally in contrast with
lending by others, which remained relatively
stable after the beginning of the year.

The decline in commercial bank and sav-
ings and loan association lending in the
second half of the year reflected in large
part the working down of some commit-
ments. In the case of savings and loan as-
sociations, the decline also reflected the
limitation placed by the Federal Home Loan
Bank System on member borrowing for
expansion of business beyond growth in
capital, as it became more difficult to obtain
credit from the capital markets last summer
and autumn. Acquisition of mortgages by
insurance companies showed little change
from late 1954 until the end of 1955; as
insurance companies limited their purchases,
originators built up their holdings of mort-
gages, financed largely by commercial bank
credit.

In 1955, for the first time since 1951,
Federally underwritten debt outstanding on
small properties rose more than conventional
debt. The increase was about $6.8 billion
compared with $4.0 billion in the preceding
year. Mortgages guaranteed by the Veter-
ans Administration accounted for $5.3 bil-
lion of the increase and those insured by
the Federal Housing Administration for
$1.5 billion.

As in the case of gross mortgage lending,
the marked rise in net additions to FHA
and VA debt took place in the second half
of 1954. Throughout 1955 and early 1956
net additions to such debt fluctuated around
the level reached at the end of 1954.

At savings and loan associations, net ac-
quisitions of FHA and VA debt changed
little during 1955, reflecting the fact that
the substantial growth in their holdings,
as is usual, was in conventional mortgages.
At savings banks, on the other hand, net
acquisitions of FHA and VA mortgages
continued to rise through the third quarter
of 1955 much as they had since mid-1953.
In the fourth quarter, acquisitions by sav-
ings banks declined.

The prevalence of "mortgage warehous-
ing" during 1955 is indicated in the be-
havior of net acquisitions of Federally un-
derwritten mortgages by commercial banks
and life insurance companies. During the
first three quarters insurance companies,
after adding a very large amount in the
fourth quarter of 1954, added declining
amounts to their holdings of Federally un-
derwritten mortgages. In the first two quar-
ters commercial banks acquired very large
amounts of FHA and VA mortgages from
insurance companies and mortgage com-
panies under repurchase agreements as well
as on their own account.

COSTS AT CAPACITY OPERATION

Since mid-1955 residential construction and
residential markets have adjusted from an
extraordinarily high level of activity while
capital outlays by businesses and govern-
ments have expanded further. The adjust-
ment so far has been smaller in the amount
of house building under way than in houses
started, so that the amount of resources—
both physical and financial—required to
maintain the current level of all kinds of
construction is still very large.

The strain on resources has been evident
in price developments. Construction costs
rose throughout 1955 and have continued
to rise in recent months, as the chart shows.
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Delays in work in this period have resulted
in cost increases in addition to those ordi-
narily measured. The upward movement in
materials prices—some 7 per cent since
the beginning of 1955—has been unusually

long-sustained. In the case of residential
building, an important additional develop-
ment is the steady rise in the cost of land
and in the cost of preparing land for resi-
dential building.

CONSTRUCTION COSTS
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