
A  M illion  N ew  Homes A ga in  in  1953
C o n d i t i o n s  U n d e r l y i n g  B o o m  S e e m  T o  B e  C h a n g i n g

More and more evidence is appearing that the peak of the 
biggest residential building boom in the history of America 
has been passed. The floodlights in front of demonstration 
homes are burning longer into the night, and “Sold” signs 
are getting bigger as if each sale is becoming more of an 
accomplishment. It seems likely, however, that when 1953 
ends and the new homes are counted, this will have been 
the fifth consecutive year in which over one million new 
nonfarm dwelling units were built. Even in comparison 
with the lush years from 1923 to 1928, the rate of con
struction of nonfarm homes in the last five years has been 
high; one out of every ten homes standing today has been 
built since 1949.

Notwithstanding the 1.1 million new nonfarm dwelling 
units started this year, a steady decline in the seasonally 
adjusted number of houses started since February seems 
to indicate that the peak of such building has been passed 
and that in the immediate future, the trend of housing 
starts in the nation will be downward. Although the slow
ing down in residential building activity has not reached 
alarming proportions, it has been more pronounced in the 
Sixth District than in the United States.

B o o m  H a s  B e e n  P r o p  to  B u s in e s s
Signs of an actual or impending decline in home building 
activity are causing considerable concern, not only to 
builders and businessmen directly connected with the con
struction industry, but to others as well. There is no 
doubt that the housing boom has been one of the three 
or four major driving forces to the economy since the end 
of World War II. There is also evidence that the con
struction industry has represented a greater slice of the 
economy in the Sixth District than it has in the remainder 
of the nation. A drop in residential construction activity 
at this time, therefore, can hardly fail to affect the total 
volume of business, particularly in the District.

It is apparent that the causes of the decline in residen
tial building are manifold and that they cannot be traced 
to decisions made in any single area such as Government 
regulation or monetary policy. Instead, nearly all the 
major factors determining the volume of home building 
seem to have been unfavorable for any further increase 
in the rate of housing construction. Of major importance 
in explaining the recent decline are conditions surround
ing the demand, supply, and financing of new homes.

F in a n c in g  i m p o r ta n t  to  B u ild in g  V o lu m e
An adequate supply of both short-term construction 
credit and long-term mortgage credit is necessary to main
tain a high volume of home building. Since World War 
II, the availability of credit has been a particularly strong

force affecting the number of new houses because most 
homes have been built for speculative sale rather than 
upon order by the prospective owners. Temporary loans 
to finance construction were available in most cases only 
if arrangements could be made for long-term mortgage 
money to be available to future buyers. Thus, the willing
ness of credit institutions to make mortgage loans has 
determined, in effect, whether some builders would be 
able to start construction. In the trade this all-important 
agreement to extend mortgage credit to future buyers of 
homes is known as a commitment.

Long-term mortgage funds ordinarily have four im
portant sources: commercial banks, savings and loan as
sociations, life insurance companies, and mutual savings 
banks. In the District, life insurance companies and mu
tual savings banks are ordinarily represented by mortgage 
correspondents so that lack of headquarters for these 
institutions in this area does not mean that they do not 
serve District home buyers. Commercial banks and mu
tual savings banks, as well as life insurance companies, 
have important alternative outlets for funds other than 
mortgages. Demands from other users of long-term funds, 
therefore, have a notable impact upon the availability and 
terms of long-term mortgage money from these institu
tional lenders. These “other users” consist of corporations, 
state and local governments, the Federal Government, and 
to some extent, unincorporated businesses.
Competition for Long-term Funds. There is little 
doubt that the demand for long-term funds by all users 
increased during the first half of 1953. The volume of new 
securities of state and municipal governments was 11 
percent higher than in the first half of 1952; the amount 
of corporate new money was almost the same as a year 
earlier; and Federal Government borrowing was almost 
one-third greater. Also, commercial bank loans failed to 
decline as much as in previous years. Although the rate 
of personal saving had increased, resulting in more funds 
available for lending, the additional demand for long-term 
funds impinged upon a fairly limited supply. These de
velopments were accompanied by a rise in interest rates.

Substantially increased rates of interest that investors 
earn on municipal, corporate, and Federal Government 
obligations resulted from the heavy demand for long
term funds during the first half of 1953. More and more 
it appeared to lending institutions that mortgages at the 
then prevailing rates and terms were less attractive than 
they had been, compared with alternative types of invest
ments. Construction expenditures, however, did not slack 
off sharply because builders had already obtained com
mitments for long-term financing, which most financial 
institutions honored faithfully even though in many cases
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Residential Real-Estate Loans of Member Banks

to do so was to their own disadvantage. But commitments 
from lending institutions for future long-term financing of 
new homes became increasingly harder to obtain.

The general increase in interest rates in the late winter 
and spring had its greatest effect upon the supply of funds 
for VA and FHA mortgages. In view of increases in in
terest rates on other types of investments, the maximum 
rates payable on VA and FHA loans no longer seemed 
quite so attractive to many lending institutions, and many 
of them became reluctant to make such loans. Maximum 
rates payable on those types of loans, therefore, were 
raised during the first week of May 1953. Some reports 
indicate, however, that lenders still find the VA and FHA 
loans relatively less attractive than other investments.

VA and FHA loans have been important in the finan
cing of mass housing projects, which have accounted for 
a substantial proportion of the new homes. Maximum 
rates on these loans, therefore, together with money market 
conditions, have had a strong influence on the volume of 
new home construction. As these rates have become less 
appropriate to changed money market conditions, more 
mortgage loans have been made without Government 
insurance or guarantees.

In the major cities of the District, commercial banks 
have not been as important as sources of new residential 
mortgage loans since 1950 as they were before. Changes 
in credit conditions in the first half of this year, therefore, 
had little effect upon mortgage money available to build
ers from that source. Apparently, however, many life in
surance companies and mutual savings banks did instruct 
their loan correspondents in District cities to cut down 
on commitments to accept requests from prospective 
home buyers for VA and FHA mortgages. District lenders 
who had formerly accumulated such mortgages to sell in 
the market generally found themselves stuck with mort
gages that were salable only at a discount.

Only those savings and loan associations that relied al
most exclusively upon inflows of their own share funds 
seemed to be relatively unaffected by the tighter money 
situation. Most of these associations, of course, raised their 
rates, along with other lenders, as some of the demand 
for VA and FHA loans spilled over to conventional loans.

Because funds for Federally underwritten loans in the 
District come largely through insurance companies and 
mutual savings banks, however, the money situation un
doubtedly has been a significant influence upon the volume 
of District residential construction.

D e m a n d  F a c to rs  S h o w  W e a k n e s s
Stringent financing conditions do not seem to have been 
solely responsible for the moderate decline in residential 
construction this year. Certain demand factors have been 
unfavorable for the sustaining of the peak reached in 
February: the backlog of demand for homes that was 
built up during the war has been reduced; new families 
are no longer being formed at such a rapid rate; and 
personal income is not growing at the same pace of the 
earlier postwar years.
Backlog of Demand Falling In April 1947, almost 
three million married couples were without their own 
households and presumably were living doubled up with 
friends or relatives; by April 1952, this number had 
dropped 46 percent. The three million families in such a 
situation in 1947 represented 9 percent of the total num
ber of married couples in this country. By 1952, only 4 
percent of the married couples did not have their own 
dwelling places, which was actually a smaller proportion 
than before the war.

Clearly then, as early as a year and a half ago, the 
number of families forced by the housing shortage to live 
doubled up had been greatly reduced; and the situation un
doubtedly has eased even more since then, with a conse
quent diminishing of demand for new homes. It is prob
able, moreover, that some of the doubling-up is voluntary, 
as in the case of aged couples living with their children; 
so the smaller the number of doubled-up families be
comes, the less representative it is of the number of 
families who are in the market for new homes.
New Family Formation Declining The decline in the 
backlog of demand for new homes is not the only factor 
tending to bring about a downturn in home building. In 
addition, the rate at which new households are being 
formed is also falling off. The peak of new household 
formation was reached in 1947 when about 1.6 million 
new units were set up. Since that time, there has been a 
rather substantial decline; in the year ended April 1953, 
only about 950,000 new units were set up.

Estimates based upon population projections indicate 
that little if any rise in the rate of household formation is 
expected until around 1965, when the postwar crop of 
babies reaches marriageable age. The Census Bureau 
estimated last year that the annual rate of household for
mation in 1955 will run around 697,000 and in 1960 will 
be about 624,000. Later data, however, seem to indicate 
that there may be some upward revision of those figures.

Because population projections indicate a greater rate 
of growth in the District states than in the nation, it is quite 
likely that new household formations will be more im
portant as a factor in sustaining housing demand in the 
Southeast than in most other sections. In addition, the
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growing urbanization may be expected to add to housing 
demand in this area.
Personal Income Growth Slowing Down In the
decade from 1940 to 1950, the increase in the number 
of dwelling units in any particular locality, as would be 
expected, was rather closely associated with the growth in 
population. Another seemingly important factor in ac
counting for the increase in dwelling units, however, was 
the level of income in the particular locality. Percentage
wise, in low- and high-income areas experiencing the same 
rate of growth of population, more new homes were built 
in low-income areas than in high-income areas. The num-

Number of New Households and Dwelling Units 
United States

TH O U SA N D S TH O U SA N D S

*  PROJECTED

ber of dwelling units in District states, therefore, expanded 
at a somewhat greater rate than population growth would 
have indicated. Furthermore, in contrast to the situation 
in most major cities in other parts of the country, the 
quality of homes in many District cities, measured in 
terms of average number of rooms, plumbing facilities, 
and the like actually improved. It is difficult to gauge the 
extent of demand for higher quality housing arising from 
improved income levels. The declining rate of growth of 
personal income in the nation, however, would not seem 
to indicate that this factor will give great support in the 
near future.

Bank Announcement
The Metropolitan Bank of Miami, Miami, Florida, 
a newly organized nonmember bank, opened for bus
iness October 21 and began remitting at par for 
checks drawn on it when received from the Federal 
Reserve Bank. I t  has a capital of $1,500,000 and 
surplus and undivided profits of $500,000. Its offi
cers are T . T . Scott, President; Scott L .  Moore, 
Executive Vice President; Clarence B . Beutel, Vice 
President and Cashier; Ronald N. Aurswald, A s
sistant Vice President; and Francisco Grovas, A s
sistant Cashier.

S u p p ly  F a c to rs  A ls o  U n fa v o r a b le
The apparent lack of strength in the demand for new 
housing, together with stringent financing conditions, 
should result in an eased supply situation. Such an easing 
has not shown up yet in the statistics. At present, con
struction materials production, nearly 70 to 75 percent 
greater than in 1939, is at or very near peak levels. Pro
duction peaks of lumber, cement, brick, and other build
ing supply products have been reached within recent 
months. Likewise, construction employment has remained 
near peak levels for about a year, and building costs are 
the highest on record.
Non-residential Construction Costs High An increase 
in building costs at the same time that residential building 
has been declining is, of course, attributable to the strong 
demand for labor and materials for non-residential build
ing. In effect, builders of new homes have had to compete 
with builders of roads, schools, and office buildings and 
with industry for scarce materials and labor. Indications 
are that, although non-residential building starts or con
tract awards may be smaller in 1953 than in 1952, actual 
expenditures for labor and materials during the year will 
be just about as great in 1953 as in 1952. Record public 
construction of roads, schools, and hospitals has been par
ticularly important in sustaining non-residential construc
tion. Throughout the nation, composite building costs are 
now about 80 percent higher than in 1946; figures for 
the city of Atlanta indicate that costs have risen about 
the same in the District as in the nation.

High construction costs, of course, have been reflected 
in the selling prices of new homes. Thus, despite the appar
ent declining demand, the seasonal peak in selling prices 
of new homes has been almost as high this year as in the 
last two years. Rising building costs during 1953 and 
stable selling prices seem to have subjected builders to 
some profit squeeze. According to reports from District, 
cities, this seems to have resulted in a shift by some 
builders to the construction of higher priced homes.

H o m e  B u ild in g  a n d  M o n e ta r y  P o lic y
If the peak of the housing boom is past, it seems clear 
that financing conditions have not been solely responsible. 
Instead, declining demand factors and continued high 
building costs must certainly bear a major portion of the 
blame. It is even more clear that stringent supplies of 
mortgage credit have not been solely the result of general 
monetary policy but rather, the result of increased com
petition for long-term funds among corporations, state 
and local governments, the Federal Government, and 
business borrowers.

Because of the complexity of factors apparently acting 
to decrease the volume of residential building, it would 
seem that efforts to maintain a high volume of home con
struction must take many channels. In particular, reliance 
upon the monetary means of stimulating the housing in
dustry would appear to provide only a partial answer to 
the industry’s present problems and one that would create 
other problems,

Thomas R. Atkinson
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