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THE HOUSING REBOUND
The construction industry has experienced an up

surge of record proportions since July 1970. Private 
housing construction spearheaded the upsurge, al
though there were substantial increases in nonresi- 
dential and public building as well. From a cyclical 
low of $30 billion in July 1970, the value of new 
private residential construction put in place reached 
a seasonally adjusted annual rate of $52.5 billion in 
April 1972, 75% higher than July 1970. Total new 
construction put in place rose from a cyclical low 
of $91.1 billion in April 1970 to $122.6 billion in 
April 1972. This gain, which represents an increase 
of 34.6%, dramatically illustrates the position of the 
construction industry as a leading source of economic 
expansion in the past year and a half.

The recent surge has been a boon to the construc
tion industry, which was hard hit by the scarcity of 
mortgage money and the high mortgage interest 
rates of 1969 and early 1970. The effects of the two 
latest tight money episodes (1966 and 1969) on 
private residential housing were especially noticeable,

as clearly shown in Chart 1. The recoveries from 
the ensuing downturns, however, differ considerably. 
The recent housing recovery has been both sharp and 
prolonged relative to comparable episodes in the past.

The implications of the data are unmistakable. As 
spokesmen for the construction industry are wont to 
point out, the residential building rebound has been 
the star of the recovery from the 1969-1970 business 
slowdown. Underlying this rebound is a large back
log in housing demand built up mainly in earlier 
tight money periods, changes in financial conditions 
and in other governmental policies affecting housing, 
and industry ingenuity in expanding supply apace 
with housing demand.

DEMAND AND SUPPLY FORCES IN 
THE HOUSING MARKET

Housing Cycles

Home building in this county appears to have 
followed a wave-like pattern, as can be seen from the 
data on new private housing starts shown in Chart 2.

C hart 2
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Five distinct cycle-like movements in the series are 
discernible, and the peak of each is designated in the 
chart. To facilitate comparison of these movements, 
or so-called housing cycles, Chart 3 gives, for each 
cycle separately, the number of housing starts in the 
months subsequent to the peaks expressed as a per
centage of the peak value of the series for that cycle.

Four of the cycles, those prior to 1969, have an 
average duration of 4 3̂ years from peak to peak. 
The most recent cycle, which began in January 1969, 
may not have yet run its course, although starts fell 
off rather sharply in March and April of this year. 
In any event, the most striking characteristic of this 
latest cycle is the unusual strength of the recovery 
phase as compared with the same phase in earlier 
cycles. This strength is readily apparent from even 
the most casual inspection of Chart 3.

As noted earlier, a major factor in the latest hous
ing rebound has been a sharp change in financial 
conditions since 1969. The two recent tight money 
episodes had a pronounced effect on the housing 
market, but there are some interesting differences 
in the two cycles associated with these episodes. 
Chart 4 compares the November 1965-November
1968 period to the January 1969-January 1972 
period. As can be seen from the chart, the trough 
of the housing downturn was relatively deeper in the 
1965-1968 cycle than in the 1969-1972 period. The 
recovery from the trough, moreover, was much 
stronger in 1969-1972.

Interestingly enough, further scrutiny of housing 
starts since 1950 (Chart 2) reveals that there has 
been very little long-run trend in the series. Other 
than cyclical and irregular variations, the distinguish
ing characteristic of housing starts in the fifties and 
sixties has been the absence of any positive trend in 
the series. Thus, the behavior of housing starts 
since 1970 has been all the more unusual.

FEDERAL RESERVE BANK OF RICHMOND 3Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1972



Measuring the Supply of Shelter

Total private starts figures include both single and 
multi-family dwellings. The number of multi-family 
units started increased from 482 thousand units in 
January 1970 to 1,342 thousand units in February 
1972 at seasonally adjusted annual rates. The per
centage of total starts in multi-family dwellings also 
increased, from 45.5% to 50.5%. Thus, the increase 
in the total private starts series includes a relatively 
large increase in multi-family units. Since each 
dwelling unit in a multi-family unit is counted as a 
separate start in the series, the increase in the per
centage of multi-family units does not result in an 
understatement of individual dwelling places started.

Mobile homes, however, are not included in the 
housing starts series, and mobile home shipments 
totaled 497 thousand units in 1971, up from 401 
thousand in 1970. Thus, shelter is becoming available 
to more families than is indicated by the growth in 
housing starts.

Demand Factors

The housing industry is influenced, over the long 
run, by both population growth and changes in the 
level of affluence. The average rate of net household 
formation, published for five year intervals by the 
National Industrial Conference Board, measures 
fairly accurately the effect of population growth on 
the demand for houses. This series is superimposed 
on Chart 2, which shows housing starts since 1950. 
Through the latter half of the 1960’s, the difference 
between net household formation and the level of 
housing starts was clearly smaller than in earlier 
periods. Thus, housing demand was being stored 
up during the late sixties. This pent-up demand 
accounts for much of the strength of the recent hous
ing rebound. However, as is also clear from the 
chart, the relationship between housing starts and 
family formation has again changed. By January 
1972 the difference was much larger than in any other 
time period since 1950. Current data thus indicate 
that present levels of starts are higher than can be 
sustained by net family formation.

The difference between starts and net family for
mation, however, does not by itself portend dire con
sequences for the housing industry. Even though 
starts are much higher than family formations at the 
present time, the new relationship can be sustained 
if changes in other factors that contribute to demand 
are sufficient to account for the difference. For ex
ample, if ( 1 ) more houses were demolished or 
abandoned, (2 ) population shifted more rapidly from

central cities to suburbs (or vice versa), and/or 
(3 ) an increase in subsidy programs made homes 
available to those who previously could not buy 
homes, the demand for houses would be much 
stronger than would be indicated by the rate of new 
family formation. Even existing households who 
are already housed can contribute to housing demand 
since people often wish to up-grade their dwelling 
unit as they become more affluent. From 1950 to 
1960, median family income adjusted for inflation in
creased 37.6%. From 1960 to 1970 it increased 
33.9%. As real income rose, so did the consumer’s 
ability to buy a better home and also to buy a second 
home. Both of these factors contributed to the growth 
in the demand for housing during the late sixties.

The availability and cost of mortgage credit, both 
of which are sensitive to general credit policy, have 
an important bearing on the demand for housing. 
Monetary policies designed to stem inflation tend to 
make credit scarce, and such policies were clearly an 
important factor in the 1969 housing downturn. But 
specific governmental programs for providing funds 
to the mortgage market cushioned this effect and 
helped to keep the downturn from becoming as severe 
as in 1966. Much of this government help to the 
mortgage market was channeled through certain in
stitutions whose functions were either newly initiated 
or re-thought after the 1966 episode with the specific 
purpose of averting its repetition.

Although the availability of credit is difficult to 
measure with precision, total funds flowing into 
savings institutions and household savings accounts 
at commercial banks provide a rough proxy for fund 
availability in the mortgage market. Savings flows 
from 1968 are shown in Chart 5a and mortgage in
terest rates in Chart 5b. The charts point up the 
extreme stringency and the high cost of mortgage 
money in 1966 and 1969. Once monetary policy 
began to ease in early 1970, however, savings inflows 
recovered quickly, and this helped account for the 
housing rebound.

Federal Stimulus to Demand The Federal g ov 
ernment has long been involved in programs to 
stimulate the demand for housing and to promote 
house ownership. Some of these provisions, as in
dicated earlier, are designed to increase the avail
ability and lower the cost of mortgage credit. Others 
involve direct government outlays for public housing, 
community development, and rent subsidies and sup
plements. Following the credit crunch of 1966, which 
bore so heavily on the construction industry, Federal 
programs in both areas were expanded significantly. 
This increased government activity in the mortgage
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and housing markets has been an important factor 
in the current housing rebound.

Federal National Mortgage Association One of 
the functions of the Federal National Mortgage A s
sociation, or Fannie Mae, is to stabilize the mortgage 
market by providing a secondary market for mort
gages. Prior to 1968, FN M A  also had a special as
sistance and a management and liquidating function, 
but these functions were split off from FN M A  when 
she became a privately owned corporation in 1968 
and are now functions of the Government National 
Mortgage Association (G N M A ).

With respect to providing a secondary market for 
mortgages, therefore, FN M A  has benefited from 
several years of experience. The 1966 situation in 
particular pointed to some problems that FN M A  
would face when it was confronted with a major 
reduction in the availability of funds in mortgage 
markets. Under operating procedures existing at 
that time, FN M A  stood ready to buy all eligible 
mortgages at announced prices. Because of sharply 
rising interest rates, the agency was confronted with 
a flood of mortgage offers, and its credit supplies 
were soon exhausted, with mortgage holdings rising 
to near statutory ceilings.

In 1968, with its conversion from a government 
owned to a private corporation, Fannie Mae’s pur
chasing procedures were altered in a significant way. 
Its function remained one of making a secondary 
market for mortgages and gearing its purchases and 
sales to current and prospective conditions in mort
gage markets, as reflected in mortgage rate move
ments. The new Fannie Mae continues, as before, to 
finance its operations by selling its own debt obliga
tions in the market for government agency securities. 
But as a private corporation, FN M A  obligations 
are not included as part of the government debt and 
are not, therefore, subject to Congressionally-imposed 
debt ceilings for U. S. public debt. FN M A  is not free 
to issue as much debt as it chooses, for the Secretary 
of Housing and Urban Development must approve 
the corporation’s total debt and the Secretary of 
the Treasury must approve the timing, maturity, and 
amount of all security issues. Nevertheless, its debt 
ceilings are presently much higher than they were in 
1966; and more importantly, they are more flexible.

As a result of the 1966 “ credit crunch,”  FN M A  
also changed its method of operating. Under the cur
rent procedure, Fannie Mae accepts bids each week 
from the public, mostly mortgage companies, which 
include the price and quantity of mortgages they 
would like to sell over a future period (usually four 
months). When the bidding closes, Fannie Mae de

cides how many of these offerings to accept. In 
this fashion, prices (and, hence, rates on Fannie 
Mae’s holdings) are determined by offers received 
from the market. And most importantly, by vary
ing the dollar amount of commitments, Fannie Mae 
can determine the exact dollar amount of mortgages
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that it is committed to buy and can therefore influ
ence directly the market supplies of mortgage funds. 
Its operations also add to the liquidity of the port
folios of permanent and temporary mortgage lenders.

Fannie Mae’s operations can be keyed to ironing 
out temporary ups and downs in the mortgage mar
ket, in which case purchases in one period may be 
offset by sales shortly afterward. But the corpora
tion is principally a buyer of mortgages, and it holds 
them on a permanent basis, which of course provides 
additional funds for the mortgage market. By vary
ing its purchase activity, it can help to provide funds 
for the housing industry in periods of mortgage 
credit stringency. In the recent tight money period, 
it allowed its mortgage holdings to rise substantially. 
As shown in Chart 6, its holdings of $7.3 billion in 
January 1969 rose to $15.5 billion by January 1971. 
They edged off slightly during the first half of 1971 
but resumed their upward trend thereafter.

Government National Mortgage Association An
other important functionary in the mortgage market 
is the Government National Mortgage Association, 
generally referred to as Ginnie Mae. G N M A is an 
agency of the Federal Government that was or
ganized to take over some of F N M A ’s functions 
when the latter became a private enterprise in 1968. 
G N M A serves two major functions, a special assist
ance function and a management and liquidation 
function. Special assistance funds can be used to 
finance home mortgages qualifying under special pro
grams such as slum clearance and low-income hous
ing. Special assistance money can also be used to 
purchase mortgages to resist declines in home build
ing activity if they appear to pose a threat to the 
stability of the economy. In its management and 
liquidation function, Ginnie Mae manages and liqui
dates several existing mortgage portfolios as an agent 
for the Federal Government. Another function 
given to G N M A  by Congress was the “ pass-through” 
security program. This program is designed to en
able more of the investing community to purchase 
mortgages and thus to broaden the mortgage market.

Ginnie Mae’s mortgage portfolio is much smaller 
than Fannie Mae’s and, as shown in Chart 6, rose 
at a much slower rate in 1970. But this is not the 
only index of the relative importance of the new 
government agency in the mortgage market. In 
recent months, Ginnie Mae has had the responsibility 
of administering a $2 billion program of Federal 
subsidies designed to reduce mortgage rates on mod
erately priced houses. The program allowed Ginnie 
Mae to buy FH A  and V A  home and multi-family 
loans at prices of 96 cents on the dollar for new

homes and 95 cents for existing structures. The 
existing market rate when the program was instituted 
was 91 and 92 cents, so G N M A purchased mortgages 
or mortgage commitments at prices considerably 
above the market level. Then G N M A either resold 
the mortgages at the existing market price, taking a 
loss on the transaction, or held them until prices 
rose again. Although G N M A  could purchase no 
mortgages higher than $24,500 ($22,000 for less 
than four bedroom homes), which some builders 
thought was an unreasonably low ceiling, the program 
was, nevertheless, well received. Basically, GN M A 
was helping to pay the discount charges (often called 
“ points” ) for the homebuyer, and in the process 
bringing more families into the housing market.

By December 1971, GN M A, using special assist
ance funds authorized by Congress, had issued $2.3 
billion of commitments and purchased $50 million 
of mortgages. G N M A still has almost $2 billion of 
the funds available for use if support operations 
again become necessary. These funds have not been 
used to purchase mortgages or commitments this 
spring, mainly because mortgage money has been 
ample and rates have fallen below the support levels. 
However, if mortgage rates again begin to rise, 
G N M A is expected to reactivate the plan.

The Housing and Urban Development A ct of 1970 
Another source of strength in the housing sector 
was the Housing Act of 1970. The Act increased 
spending for rent supplements, home ownership, and 
rental subsidies, although its major purpose was to 
develop new communities for urban growth. It 
set up a new Community Development Corporation 
(C D C ) to oversee a $500 million program of Fed
eral guarantees of obligations issued by developers of 
new communities. The CDC can also make direct 
loans on community development programs approved 
by the Department of Housing and Urban Develop
ment and can help pay debt services for state land 
development agencies on those programs.

Other programs Along with the $2.1 billion 
allotted to G N M A to keep mortgage rates for mod
erately-priced homes from rising, the Federal Home 
Loan Mortgage Corporation began actions to help 
purchasers of somewhat larger homes. It announced 
that it would buy mortgages larger than $22,000, 
which helped to subsidize the purchase of homes 
larger than those covered by the G N M A subsidy. 
It also raised the price that it would pay for FH A 
and V A  loans by three full points to 94.

In another effort to support the housing market, 
the Federal Home Loan Bank Board allowed Federal 
associations to make mortgage loans on up to 95%
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of a home’s assessed valuation. This change in 
policy enabled more people to purchase homes by 
lowering the required down payments. Also, liquid
ity requirements were lowered from 7 ^ %  to 7% 
for savings and loans, which freed around $800 mil
lion for mortgages.

Supply Factors

The Boeckh building cost index for residences, 
shown in Chart 7, rose 22% from 1969 to 1972. This 
building cost index takes into account prices for 
building materials, common and skilled labor, and 
sales and social security taxes. It is also adjusted 
to reflect the impact of labor shortages and labor 
efficiency.

Prices of new houses, while up substantially in 
recent years, have lagged behind the increase in 
building costs; partly because of significant tech
nological improvements in the construction industry. 
The Bureau of the Census’ one-family houses index, 
a price index for houses computed from actual trans
actions prices, rose 16% between the second quarter 
of 1968 and the second quarter of 1972. For the

same period, the Boeckh building cost index rose 
22%. The Census index takes account of all cost 
items that enter the selling price, including the value 
of the undeveloped lot, the cost of construction, land 
costs, selling expenses, and “ points” paid by the seller 
in connection with mortgage financing. This index 
is thus broader than the building cost index and more 
reflective of productivity and financial changes. 
Part of the difference in the performance of the 
two indexes is attributable to changes in mortgage 
rates and other finance charges and land prices. But 
part is also attributable to cost-cutting innovations in 
the construction industry.

The construction industry, contrary to some 
commonly held beliefs, has been increasingly pro
ductive for the past several years. Builders use 
prefabricated materials in almost every house con
structed. The increased use of pre-hung doors 
and prefabricated materials has improved produc
tivity by removing a greater percentage of the con
struction from the site. Off-site production is less 
subject to the vagaries of weather and, since it can be 
adapted to factory techniques, frequently requires 
less skilled labor.

Modular Housing The ultimate step in reducing 
home building to a factory process is the modular 
home. The modular home industry is in its infant 
stages and has accounted for only a small fraction of 
the new shelter built in recent years. Only 27,000
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modulars were produced in 1970 and 52,160 in 1971. 
But the process could well prove to be a major in
novation in the housing market, especially in the 
market for second, or vacation, homes.

The advantages of modular construction stem 
from the ability of modular builders to use fewer 
skilled workers, to schedule work more efficiently, 
and in general to speed up the construction process. 
Essentially, modular construction amounts to on-site 
operations moved indoors. By doing the bulk of 
the building indoors, year-round production can be 
scheduled, and labor can be utilized more efficiently. 
Not only can workers be hired on a more permanent 
basis, but their tasks can be more specialized. Thus, 
modular construction is a relatively new application 
of the economic principle of specialization and divi
sion of labor to the housing industry.

A  number of special problems in modular con
struction have thus far held back the growth of the 
process. The diversity of building codes in various 
municipalities has inhibited standardized production, 
and financial institutions have not yet accommodated 
themselves to the industry. The financial community 
often views modular companies as simple construc
tion companies. Construction loans to finance con
ventional buildings are usually made in various stages 
as the structure nears completion on the lot. The 
modular house, however, is virtually completed when 
is arrives on the site, and work done in the factory

C hart 8

YEAR-ROUND RENTAL UNITS VACANT AND 
AVAILABLE FOR RENT

Percentage
D is tribu tion

Source: U. S. D epartm en t o f  Commerce.

is not eligible for interim construction loans of the 
traditional type. Also, as compared with other busi
nesses, the modular firm has a unique inventory prob
lem, since bad weather on the prospective home site 
can cause a piling up of finished modules. On the 
other hand, the modular building firms should have a 
working capital advantage over the traditional builder 
since construction time is shortened. Shorter con
struction time should also result in less interest ex
pense per house than for traditional building.

A  final difficulty that has plagued the modular 
builder is that of controlling the output of the firm. 
The builder must know exactly where his factory’s 
output will go when it comes off the assembly line, 
and he must make sure that the purchaser will be 
ready to accept the house when it is completed. In 
many cases modular producers have been forced to 
become land developers in order to solve this control 
problem. The capital needs of the modular pro
ducer are thus likely to be far greater than those of 
the ordinary builder.

CONCLUSION

Spurred by a congenial turn in credit conditions, 
a number of Federal Government initiatives, and 
technological developments in construction, housing 
has rebounded sharply in the past two and a half 
years. Through 1970 and 1971, residential building 
was a major prop holding up a sagging economy. 
But the sharpness of the rebound, coupled with its 
extended duration, has precipitated some forms of 
over-building. As noted earlier, the rate of housing 
completions is far in excess of the rate of new 
family formation. Moreorer, the vacancy rate for 
rental units, shown in Chart 8, is seemingly begin
ning to rise, although it edged lower in the first 
quarter of 1972. At the end of 1971, this rate was 
still considerably below the level maintained in the 
early sixties, but a large number of houses started in 
the second half of 1971 and the first months of 1972 
were not yet ready for occupancy at that time. Re
gionally, there are signs of over-building. Apart
ments in some parts of California and in some major 
Southern and North Eastern cities appear to be ex
periencing rental difficulties. In some markets, ac
cording to House and Home Magazine, vacancy rates 
are as high as 20% . All in all, it seems unlikely 
that the recent rapid rate of growth of housing will 
continue through 1972. Even so, total starts seem 
likely to remain for a time yet at levels that, by 
historical standards, are high; and the construction 
industry appears likely to remember 1972 as an ex
cellent year. William E. Cullison

8 MONTHLY REVIEW, JULY 1972Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1972


