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W™ t w o  m o n t h s  o f  t h e  y e a r  already history, the national 
housing and mortgage markets have been dissected, previewed, re
viewed, summarized, and analyzed to a fare-thee-well. Will demand for 
houses continue strong throughout 1960? How much mortgage money 
will be available? How many houses will be started? Since a number of 
economic pundits have already considered these and similar questions, 
one might well ask what purpose can be served by a further outpouring 
of words.

Our purpose is to analyze housing and mortgage developments and 
prospects in the South. Much of our analysis will be conducted within 
a national economic framework, however, because the flow of mortgage 
funds through regional markets is influenced by economic and financial 
developments throughout the country. Inferences drawn from national 
data, moreover, sometimes help to bridge statistical gaps that are all 
too frequent at the regional level.

The Past
In a Review article last spring, we remarked that “The housing indus
try has been looking over its shoulder apprehensively for several months, 
expecting the phenomenon of mortgage money tightness to overtake 
it momentarily. So far, however, in most sections of the country mort-

Residential Building Permits Issued
Sixth District States, 1959
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A record number of residential building permits was issued 
in District states last year, with Florida again leading the w ay.
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gage money still appears ample.” A reduction in the 
availability of mortgage funds did catch up with the 
housing industry in the second half of last year. Neverthe
less, enough mortgage money was available during 1959 
to finance a record volume of home building in the South.

In states lying wholly or partly within the Sixth Federal 
Reserve District—Alabama, Florida, Georgia, Louisiana, 
Mississippi, and Tennessee—housing starts, measured by 
building permits issued, reached a new high of 140,000. 
Florida accounted for almost one-half of all permits 
issued, or 64,198. The number in other states ranged from
4,002 in Mississippi to 20,584 in Georgia. The large 
volume of residential building in Florida reflects a rela
tively high per capita income as well as a tremendous in
flux of people into the state.

Private nonfarm housing starts in the nation totaled a 
near-record 1,341,500 units in 1959. Of that number 67 
percent carried conventional financing, 25 percent carried 
mortgages insured by the Federal Housing Administration, 
and only 8 percent carried mortgages guaranteed by the 
Veterans Administration. The distribution of starts by 
type of financing was probably about the same in District 
states as in the nation, since financial institutions in both 
places over the years have held conventional, FHA, and 
VA debt in similar proportions.

In recent years, conventional financing has grown in 
importance relative to Federally underwritten financing, 
partly because of differences in the way interest rates on 
these two types of mortgages respond to changing market 
conditions. When credit demands are strong, for example, 
interest rates generally move up. Since interest rates on 
conventional mortgages rise with other long-term rates, 
conventional mortgages tend to maintain their competitive 
position for investor funds. Interest rates on Federally 
underwritten mortgages are fixed by law or regulation, 
hence they are insensitive to market forces. Investors 
therefore will acquire such loans only at discounts that 
will yield a return close to that on alternative investments. 
Findings of a recent mail survey of District builders illus
trate how mortgage rates behave in a period of strong 
credit demands.

The builders surveyed indicated that the cost of mort
gage borrowing advanced throughout 1959 in the District, 
as it did in the nation. Over half of them reported an 
interest rate on conventional loans early this year of over 
6 percent; last spring, however, only one-tenth of these 
same builders reported a rate of over 6 percent. Dis
counts of 4-6 points on 25-year loans insured by FHA 
were reported in January, compared with 2-4 points last 
spring; discounts are higher now despite an increase in 
the FHA rate last September from 5*4 to 5% percent. 
The majority of builders reported that discounts on VA 
mortgages—with a rate of 5% percent— total about 10 
points. Even with such high discounts, there is practically 
no VA money available.

With VA money scarce and FHA funds limited, it is 
not surprising that most of the increase in residential

mortgage debt in 1959 in both the nation and the District 
was in conventionally financed debt. The sharp rise in 
conventional lending reflected in part a substantial in
crease in funds obtained by savings and loan associations, 
primarily lenders on conventional terms. Insured savings 
and loan associations in District states, for example, 
added $754 million to their share account balances, a 
gain of 23 percent over 1958. Most of the net increase was 
accounted for by a gain of $450 million by Florida sav
ings and loan associations.

The Present
Most everyone would agree home building fared well in
1959. But, what about now? Our appraisal of the situa
tion is, .of course, based upon events only through 
January. Although the current view of home building is 
slightly blurred because of the lag in economic indicators, 
the picture that does emerge is one of reduced activity.

Residential Building Permits
District States and U.S.
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Residential building activity has declined since 
last spring in both the District and the nation.

Housing starts in the nation have drifted down from 
a seasonally adjusted annual rate of 1,434,000 in April 
1959 to 1,210,000 in January of this year. Residential 
building in District states appears to be following the 
same pattern, judging from the steady decline in building 
permits issued since May 1959. The number of build
ing permits, however, is down percentage-wise more 
than the value of residential contracts awarded. This 
implies that the decline in the number of houses started 
is being partly offset by a gain in average value.

Most of the decline in housing starts in the nation and 
in the District has been attributed to a reduction in 
mortgage funds rather than a basic weakness in demand 
for houses. Though it is impossible to isolate the factors 
associated with the decline in housing starts, it is apparent 
that mortgage funds are less readily available now than 
they were some months ago. This is evident from the com
petition for funds and the rise in mortgage rates as well as
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the reduced net inflow of funds into financial firms whose 
activities are oriented toward the mortgage market.

Throughout the nation, life insurance company assets, 
deposits at mutual savings banks, and share capital at 
savings and loan associations combined grew more slowly 
during the last half of 1959 than a year earlier. True, the 
net increase in share capital at savings and loan associations 
was slightly larger than in 1958, and the asset growth of 
insurance companies was maintained, but savings bank 
deposits were substantially smaller. Reflecting largely a 
reduced inflow of savings, the total value of commitments 
to acquire mortgages by these institutions has declined.

The Future
Home building is skidding. But what about the future? 
More specifically, what about 1960? Many forecasters 
who have ventured an opinion estimate that for the year 
about 1,200,000 houses will be started throughout the 
country. Early this year, we asked builders in the Dis
trict what they were planning in the way of starts for
1960. They indicated that they plan to build 12 percent 
more houses in 1960 than they actually started in 1959. 
This planned increase is considerably smaller than that 
reported in early 1959, and when adjusted for the usual 
upward bias may be interpreted to mean a slight decline. 
Of the total number of houses planned, District builders 
had advance commitments for one-fourth, about the same 
percentage as a year ago.

Just how many starts will be made in 1960 in both the 
nation and the District depends upon the strength of 
housing demand and the availability of mortgage funds. 
The volume of funds in turn hinges largely upon the flow 
of savings into financial institutions and the attractiveness 
of mortgages relative to competitive types of investments. 
The latter is partly contingent upon the pattern of interest 
rates which may affect the willingness of all investors to 
channel funds into the mortgage market.

Although it is difficult to accurately predict savings 
flows for the remainder of the year, it is possible to point 
out a couple of things that may lend an element of sta
bility to the mortgage market. Much of the decline in 
mortgage lending by financial institutions is due to a 
reduction in the inflow of funds rather than a shift out 
of mortgages into corporate securities or other types of 
investments. A major reason for past instability in the 
mortgage market was variations in the rate at which in
vestors added to their holdings of VA debt. This insta

bility, however, is not likely to carry into 1960, because 
VA mortgages— whose yields are presently most out of 
touch with the market—have been relatively unimportant 
since 1957. The recent general easing in interest rates has, 
for the time being at least, reduced the pressure for higher 
discounts on FHA mortgages. The firmness in conven
tional mortgage rates and the decline in bond yields may 
also make this type of mortgage more attractive to inves
tors. Finally, with conventional financing playing a more 
prominent role in the housing drama, the mortgage market 
should be more able to adapt to changing economic and 
credit conditions.

Net Additions to Residential Mortgage Debt
United States, 1946-59

Billions of Dollars Billions of Dollars

With the expansion in savings and loan association activity, 
net additions to outstanding conventional mortgage debt 
have been greater than additions to FHA and VA debt.

In recent years, much of the instability in home build
ing has been attributed to the ebb and flow of mortgage 
funds. We would do well to remember, however, that 
there is still a demand side to housing, and that home 
design, quality of production, price, consumer incomes, 
stock of houses, rate of family formation, and other fac
tors strongly influence the level of housing activity.

A l f r e d  P .  J o h n s o n

Bank Announcements
On February 1, the newly organized Oconee State 
Bank, Watkinsville, Georgia, opened for business as a 
nonmember bank and began to remit at par for checks 
drawn on it when received from the Federal Reserve 
Bank. C. G. Hardigree, Sr., is President and Chairman 
of the Board; R. M. Nicholson and A. W. Green, Sr., 
are Vice Presidents; and G. E. Borden is Cashier. It has 
capital of $75,000 and surplus of $15,000.

On February 4, the newly organized National Bank

of Commerce, Miami, Miami, Florida, opened for 
business as a member of the Federal Reserve System 
and began to remit at par. Officers are Leonard A. 
Usina, President; Roland M. Stafford, Vice President 
and Cashier; Henry A. Freeman and Frank Peterson, 
Jr., Vice Presidents; Robert G. Hughes, Assistant Vice 
President; and Thomas Vento, Assistant Cashier. Capi
tal stock totals $450,000 and surplus and other capital 
resources $326,250.
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