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Ample Mortgage Money for 
the Boom in Housing

Home building has been maintained at a high level so far this year. In 
April, housing starts remained at a seasonally adjusted annual rate of
1,390,000 units, a record for that month. In the face of expanding 
business activity and rising long-term interest rates in the corporate and 
government sectors of the economy, this development has been some
what surprising to some experts in the housing area. These experts, 
haunted by memories of past mortgage money shortages, had fully ex
pected that at this stage of the business upturn, a shortage of mortgage 
funds—the old bugaboo—would result in a sharp cut-back in private 
housing starts. The housing industry has been looking over its shoulder 
apprehensively for several months, expecting the phenomenon of mort
gage money tightness to overtake it momentarily. So far, however, in 
most sections of the country mortgage money still appears ample.

Where Did the Money Come From?
The money to finance the increase in private home building since the 
spring of 1958 originated with savings. In the course of the last year 
and a half, the flow of savings into financial institutions created an im
mense reservoir of lendable funds. During 1958, for example, the net 
increase in savings of consumers and businesses in savings accounts, 
United States savings bonds, and life insurance reserves totaled $18.3 
billion, the largest annual increase since the war years 1943-45.

The rapid growth in savings during 1958 was shared by all the major 
financial institutions. The net increase in accounts in savings and loan 
associations, time deposits at commercial banks, and reserves of life in
surance companies totaled $6.0 billion, $5.8 billion, and $4.2 billion, 
respectively. These financial institutions accounted for almost 90 per
cent of the total net increase in savings by consumers and businesses. 
The largest percentage gain in net savings was recorded by mutual sav
ings banks, although dollar-wise the rise amounted to only $2.3 billion.

That savings flowed into savings and loan associations and mutual 
savings banks at a high rate was extremely favorable to residential 
building, since the activities of these institutions are oriented primarily 
toward mortgage financing. A second factor which operated to increase 
the flow of funds into the mortgage market was the shrinking demand 
for new long-term funds by corporations and Federal and state and local 
governments in the second half of 1958.

The net acquisition of mortgages by savings and loan associations 
and mutual savings banks was 34 percent greater in 1958 than in 1957. 
These institutions increased their holdings $5.6 billion and $2.1 billion, 
respectively, amounts almost equivalent to their record gains in saving. 
Acquisitions of mortgages by life insurance companies in 1958 were 
one-fifth smaller than in 1957, although the net increase in holdings 
accelerated in the latter part of last year. Commercial banks also in
creased their mortgage holdings sharply after the first quarter of 1958.Digitized for FRASER 
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For Current District Developments . . . 
Ask the Ones Who Know

Early this year, savings were flowing into savings and 
loan associations, mutual savings banks, and insurance 
companies at about the same rate as in early 1958, but 
the growth in time deposits at commercial banks had 
definitely slowed. With demands for mortgage funds con
tinuing strong, and with demands for credit by other 
sectors of the economy rising, we thought it appropriate 
to ask builders in major cities in the District for an up-to- 
date report on housing and mortgage developments.

During May, therefore, questionnaires were mailed to 
builders, large and small, located in Atlanta, Birming
ham, Jacksonville, Miami, Nashville, and New Orleans. 
They were asked about changes in interest rates and dis
counts on mortgages, changes in lender requirements 
with respect to advance commitments, and changes in 
mortgage credit terms. They were also asked how many 
houses they built last year, and how many they planned 
to build this year. The report that follows represents only 
a summary of the information supplied by builders parti
cipating in our survey and does not, therefore, purport 
to represent a complete analysis of housing and mortgage 
market conditions throughout the Sixth District.

Number of Housing Starts 
United States, 1957-59

What Builders Report
The responses of the builders questioned in this survey 
indicate that while mortgage funds are generally ample, 
the cost of borrowing is edging upward. The present level 
of rates varies somewhat from one major city to another, 
with borrowing costs being highest in Miami and Jackson
ville and lowest in Birmingham. For the District, the 
typical or average interest rate on conventional loans in 
May was reported by 63 percent of the builders to be 6.0 
percent or more. Last October, however, only 52 percent 
of these same builders reported the typical rate as 6.0 i 
percent or more. Six months ago, discounts on 25-year I 
loans insured by the Federal Housing Administration , 
were quoted most often at 2-3 points; now, according to 
our reports, discounts are frequently 3-4 points, with a 
goodly number in excess of 4.

The majority of builders stated that discounts on loans 
guaranteed by the Veterans Administration have also 
risen since last fall and that discounts of 8 or more points ; 
are now common. Even at these prices, however, VA j 
money is hard to come by. Passage of legislation now j 
before Congress—which includes a provision to raise 
the VA rate from 4% to 5*4 percent—would tend to re
lieve the “tightness” in the VA market.

Builders also reported that loans are being closed on 
about the same terms as last fall. They stated that when 
granting advance commitments, lenders, for the most 
part, had not changed their requirements with respect to 
maturities and down payments or the income to monthly- 
payment ratio of the borrower.

Optimism Prevails j
The availability of mortgage credit on favorable terms 
and at reasonable cost and a rising demand for new and 
old homes have been the main factors behind the boom in 
housing. Whether these factors will continue to support 
housing starts at about the present level is of significance 
to the economy as well as to the building industry.

About 80 percent of the District home builders sur
veyed reported that they plan to build more houses 
in 1959 than they actually built in 1958. A quarter of 
them, moreover, reported plans to build 50 percent more | 
houses, and another quarter plan to more than double 
their 1958 output. Builders reported that the number of 
houses planned for 1959 exceeds the number actually 
started in 1958 by 40 percent. Percentage gains in starts 
were widespread among builders of all sizes, in all major 
cities, and among all house price classes.

Experience with similar surveys indicates that the num
ber of houses actually started frequently falls short of tbe i 
number planned. Builders’ reports in the present survey , 
on advance commitments and houses completed or under i 
construction so far this year imply that starts for the fro* 
year are likely to exceed the 1958 total. The builders 
themselves mentioned many things that might prevent 
their plans from being realized—reduced availability 0 
credit, higher interest rates, tighter credit terms, risjpS 
land and construction costs, and reduced demand 
houses. As of now, at any rate, builders appear optin115 
tic. As to the future, we’ll have to just wait and see.

A l f r e d  P. J ohnson
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