
Responsiveness of Housing 
and State and Local 
Governments 
The more expansive monetary policy followed during 1970 led to a 
significant increase in flows of credit into markets for mortgages and 
for State and local government securities. Outlays for residential con-
struction began to expand after midyear, and by the final quarter pri-
vate housing starts had risen to the highest annual rate in 20 years. 
In contrast, construction expenditures by State and local government 
units had not increased appreciably by the close of 1970. Easier 
credit conditions, however, have led to heavy volumes of financing 
by such units. Under these circumstances construction contracts and 
actual outlays in this area are likely to increase in the months to 
come. 

HOUSING 
As noted earlier, deposit inflows to savings and loan associations and 
mutual savings banks increased sharply in 1970. By the fourth quar-
ter these inflows had reached the highest rate since 1967 and were 
permitting the thrift institutions to rebuild their depleted liquidity po-
sitions and to increase their lending on both new and existing resi-
dential properties. 

A t the year-end the thrift institutions had accumulated a substan-
tial backlog of mortgage commitments. Such a backlog pointed 
toward a continued, if not enlarged, flow of credit to the housing 
market. Other lenders—including commercial banks—also appeared 
to be showing more interest in residential mortgages, as yields on 
such loans were declining less sharply than returns on other types of 
capital market instruments, and hence were becoming relatively more 
attractive. In addition, weaknesses in business loan demands made 
more funds available to commercial banks for investment in mort-
gages. 
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8. THRIFT- INST ITUTION A C T I V I T Y ; 
HOUSING STARTS 

BILLIONS OF DOLLARS RATIO SCALES M I L L I O N S OF UNITS 
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Quar te r l y averages of m o n t h l y data at seasonal ly ad justed annua l rates. T h r i f t ins t i tu -
t ions inc lude savings and loan associations and m u t u a l savings banks ( N e w Y o r k State 
banks on ly fo r mortgages c losed) . 

Sources: S&Ls, Federa l H o m e Loan B a n k B o a r d ; savings banks. N a t i o n a l Assoc ia t i on o f 
M u t u a l Savings Banks and Savings Banks Assoc ia t i on o f the State o f N e w Y o r k ; p r iva te 
f a r m and n o n f a r m hous ing starts. Bureau of the Census. 

As the availability of private credit expanded, market support 
from the Federal National Mortgage Association and the Federal 
home loan banks slackened in the latter months of 1970. Support 
provided by these institutions had been an important factor limiting 
the decline in housing starts in 1969 relative to 1966, even though 
deposit growth at the thrift institutions—the dominant group that 
lends on residential mortgages—dropped sharply in each of these 
years. To finance this support, the two housing-related agencies to-
gether had borrowed a net of more than $7 billion in 1969. In 1970 
they borrowed a similar amount. During 1971, however, these insti-
tutions are more likely to be net repayers of debt, in view of the ex-
pectation of some net repayment to the home loan banks of out-
standing advances made to member savings and loan associations and 
of a reduced volume of F N M A purchases in the secondary market. 

In early 1971 the low rate of housing vacancies, the accelerated 
pace of inflows of funds to thrift institutions, the high level of out-
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standing mortgage commitments, and the increased momentum in 
builder planning and activity all suggested that the pace of housing 
starts would continue at advanced levels. The demand for housing in 
1971, however, wi l l be tested critically by consumer concern about 
unemployment and by record levels of housing costs, prices, and 
rents. Mortgage interest rates, though somewhat reduced, also con-
tinue at levels that are high by historical comparison. During 1970, 
new home buyers were already tending to focus on smaller units that 
carry lower average prices, and it also became more difficult for 
owners of new apartments in the highest rent brackets to lease such 
units. A sharply increased portion of the market for lower-priced or 
lower-rent dwellings was aided in 1970 by Federal subsidies—a type 
of support that appears likely to expand further in 1971. 

STATE A N D L O C A L GOVERNMENTS 

By the final months of 1970, gross long-term borrowing by State and 
local governments had risen to new highs. The increased volume of 

9. STATE A N D L O C A L GOVERNMENTS 
BILL IONS OF DOLLARS 

A l l figures f o r 1970 are p re l im ina ry . Bo r row ings : f r o m Investment Bankers Associa-
t i on ; quar te r l y data , at annua l rates not seasonally adjusted. Cons t ruc t ion out lays : Bureau 
o f the Census est imates; semiannua l data, at annual rates seasonally adjusted. 
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such borrowing and the strong pace expected in 1971 reflect several 
factors. 

In 1970 many State and local governments took advantage of de-
clining interest rates—and record purchases of tax-exempt bonds by 
commercial banks—to market issues that had been postponed the 
previous year. In 1969, according to Federal Reserve surveys, the 
rapid increase of market interest rates had contributed directly and 
indirectly to the first year-to-year declines in gross long-term borrow-
ing by State and local governments since 1960. In addition, many 
units had resorted to short-term financing to cover their most urgent 
needs in 1969 and early 1970 and were under pressure to issue 
long-term bonds as market interest rates declined in the second half 
of 1970. Moreover, the ability of State and local units to borrow had 
been improved since the fall of 1969, as the ceiling rates that many 
units could pay on their securities had been increased or temporarily 
suspended. Thus, by the end of 1970 many States and their subdivi-
sions had a greater amount of flexibility to market new long-term 
bond issues, particularly in view of the fact that interest rates on 
such issues had declined substantially below their earlier peaks. 

Construction outlays by State and local governments, which are 
financed in large part by borrowing, had increased at an average an-
nual rate of more than 9 per cent from 1962 to 1968. The shortfall 
in their borrowing in 1969 restrained such expenditures, however, 
and these outlays rose little further even in current dollars. Despite 
the increased pace of borrowing in 1970, total outlays showed no 
significant change—and actually declined in real terms—because of 
the long lags between fund availability and expenditures. In view of 
the increased borrowing undertaken since mid-1970, however, it ap-
pears likely that construction outlays in 1971 wil l move back toward 
their earlier pattern of growth. Indeed, a period of unusual expan-
sion in such outlays could well develop as shortfalls from previous 
capital budget plans are made up. • 
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