
With Mortgage Money, Will Construction Rise?
How would you react to an easing of mortgage credit? As 
the preceding article has pointed out, the cost of borrow
ing money to buy a house has declined in recent months. 
Moreover, you can probably borrow a larger part of 
the purchase price and take longer to repay your loan 
now than you could a few months ago. Would this be 
sufficient inducement to lead you to buy a house? If 
economists knew how you and other hundreds of thou
sands of Americans would answer that question, they 
would also know the answer to the one posed in the 
preceding article; a question that is being asked by many 
observers of the economic scene today: “Will credit ease 
stimulate home building?” This is an important question 
in the Sixth Federal Reserve District states, as an examina
tion of developments in the area’s construction industry 
shows.

Current Activity Down
The chart on construction employment in Sixth District 
states suggests why builders in the area are looking for 
a stimulus to building. While businessmen are usually 
happy to obtain more business, they are particularly so 
when business has been trending downward, as it has in 
the District’s construction industry. Assuming that changes 
in the seasonally adjusted number of construction workers 
give at least a rough idea of building trends, we can see 
that District building activity started a more or less 
steady decline after reaching a record high in mid-1959. 
With the downtrend continuing through March of this 
year, the industry’s employment in the first quarter of
1961 averaged 14 percent less than during the second and 
third quarters of 1959. A further drop occurred in April, 
but the rate of decline slackened appreciably, possibly 
heralding a leveling off of construction employment.

The decline in District construction activity over the 
past year and a half has reflected declines in every 
District state. Florida, which had previously been in 
the forefront of expansion, has experienced the sharpest 
decline, about 19 percent. Alabama has shown the smallest 
decline among District states, about 6 percent. Nationally, 
the trend has also been downward, but the decline has 
been considerably smaller than in District states.

Decline, in Part, Because of Housing
Our concern with the possible effect of easier mortgage 
credit on the District’s construction industry is under
stood when we note that reduced home building has been 
a major factor in the industry’s decline. Compared with 
mid-1959, when District construction employment reached 
its peak, seasonally adjusted contracts for residential 
construction in the first quarter of this year were down 
about 28 percent. Residential building in District states 
accounted for over 46 of every 100 dollars in construc
tion contracts awarded during 1960, making home build
ing the most important single component of the con
struction industry. Add this to the fact that about 85 per
cent of houses purchased each year in the nation involve 
the use of mortgage credit, and you see why so much

Construction em ploym ent in D istrict states started  to decline  
a fte r  m id-1959 and continued dow nw ard through A p ril 1961.

The decline in construction em ploym ent during the past y e a r  
and a  ha lf reflected decreases in each D istrict state . The U. S. 
decline in the sam e period w as sm alle r.

Percent Decrease,

District 
u- S. States

District construction activ ity  w as off because of a  reduced  
volum e of contracts reported fo r both resid en tia l and other 
types of construction b y  F. W . Dodge Corporation .
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A rising trend in vacancy rates in the U. S. and the South, 
illu stra tive  of the District trend , g ives ev idence of an easing  
dem and for housing that m ay dam pen a n y  stim ulus from  
ea sie r  m ortgage cred it.
Percent Percent
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attention is being given to the possible impact on con
struction activity of easier home-mortgage credit.

If the downtrend in this important sector were turned 
into an uptrend, total construction activity would be given 
a major boost. This, in turn, would have an immediate 
helpful effect on the entire economy of the Sixth District 
states, where total nonfarm employment has changed little 
in recent months after earlier declines associated with the 
nationwide recession that began in about the second 
quarter of last year.

But Housing May Pick Up
Is there evidence yet of such a stimulus from easier 
mortgage credit? So far, the signs have not been particu
larly encouraging, but perhaps it’s just too early to tell. 
In the nation, where housing statistics are available more 
quickly than in the District, the number of new houses 
started rose in January, February, and March, then 
dropped back slightly in April. Even the pessimists 
probably would agree that this indicates at least a leveling 
off, but because the recent developments have partly re
flected recovery from the effects of unusually severe 
weather, some remain unconvinced that there is any 
improvement.

In the Sixth Federal Reserve District, where the decline 
in home building had been more severe than in the nation, 
the pessimists may be even harder to convince. Still, there 
are omens of possible better days ahead in the District. 
First, the number of new dwelling units authorized by 
local building permits had apparently halted their earlier 
sharp decline by late 1960, as had the comparable national 
number. Second, the index of seasonally adjusted contracts 
for residential construction stopped declining in January, 
and, more important, has picked up somewhat since then. 
Because contracts cover work soon to be started, this 
development points toward a probable rise in home build
ing activity.

Does this mean that residential construction activity 
is, at last, responding to easier credit and that we can 
sit back and confidently await the sharp upswing in home 
building characteristic of the mortgage market during the 
postwar years? Such a rise is, of course, a possibility. A 
more cautious attitude, however, is warranted when one 
sees evidence that the basic demand for housing may have 
eased enough to dampen any stimulus from easier credit 
alone. As the chart on quarterly vacancy rates shows, 
there has been a steady uptrend in vacant dwelling units 
available for rent. Figures for the South, comprised of 
Sixth District states and nine other states, show an upward 
trend similar to that of the nation but with an even higher 
level of vacancies. Although quarterly figures for District 
states alone are not available, figures from the Censuses 
of Housing for the area indicate a similar uptrend between 
1950 and 1960, with the actual vacancy rates falling be
tween those of the South and the nation in 1950 and 
in 1960.

Judging from available national figures, we may explain 
the apparent easing in housing demand by the tendency 
during the last ten years for the number of houses built to 
exceed the number of new households formed and also 
by a steady decline in the number of married couples

without their own households. It seems quite likely that 
the same factors have been at work in the District, since 
the pace of building here generally exceeded that in the 
nation during the last decade. Whatever the explanation, 
the apparent easing in the demand for housing leads one 
to expect easier mortgage credit to provide less of a 
stimulus to home building now than it has in previous 
postwar periods of credit ease.

Rise in Other Types Too?
Important as the home-building sector of the construction 
industry is, the other numerous and varied kinds of con
struction account for more than half of total construction 
activity in Sixth District states. Ranging from the building 
of highways, schools, and hospitals to office buildings 
and factories, these other types of construction collectively 
may have similar or different movements than residential 
construction. During the past year and a half they have, 
unfortunately for District activity, reinforced a down
trend in home building. Thus, seasonally adjusted non- 
residential contracts in the first quarter of this year 
averaged about 23 percent below the monthly average of 
second and third quarters 1959, when total construction 
employment reached its record high. We may now hope 
that nonresidential building will also reinforce any up
swing in residential activity that may be getting underway. 
Contracts through April, however, showed that the hoped- 
for rise in Sixth District nonresidential construction ac
tivity had not, as yet come. „

J ’ 3 P h ilip  M. W e b s te r

Bank Announcements
On M ay 1, tw o nonm em ber banks began to rem it at par for  
checks drawn on them  when received  from  the Federal 
R eserve Bank:

The B uford C om m ercial Bank, Buford, G eorgia. O fficers  
are John D . Carter, President, and F orrest P uckett, V ice  
President and Cashier. C apital totals $100,000, and surplus 
and undivided profits $112,288.

The P eoples Bank, Lithonia, G eorgia. Officers are G. O. 
Persons, II, President; R . O. Persons, Jr., V ice President; 
W. L. W illiam son, Cashier; and M rs. E m elyn  Gardner, 
A ssistant Cashier. C apital totals $25,000, and surplus and 
undivided profits $52,088.

On M ay 12, the new ly organized nonm em ber Exchange 
Bank o f T em ple Terrace, T em ple Terrace, Florida, opened  
fo r  business and began to rem it at par. O fficers are G. R. 
G riffin , President; M ax H . H ollingsw orth, V ice President; 
A rchie H . Jones, Cashier; and F red P. H aym an, A ssistant 
Cashier. C apital totals $300,000, and surplus and undivided  
profits $150,000.

STATISTICAL STUDY
The second revision o f E c o n o m i c  C h a r a c t e r i s t i c s  o f  

t h e  S i x t h  F e d e r a l  R e s e r v e  D i s t r i c t  is now  available 
for distribution. This study classifies econom ic data fo r  the 
D istrict by state and 27 trade and banking areas. Individual 
copies m ay be obtained w ithout charge upon request to the 
Research D epartm ent, F ederal R eserve Bank o f  A tlanta, 
A tlan ta  3, G eorgia.
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