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HA-INSURED AND VA-GUARANTEED real estate mortgages, with their usually easier
than “conventional” mortgage terms, helped the building industry produce and sell more than
10 million dwelling units in the 10-year period since 1947. But the availability of these Fed-
erally underwritten loans varies sharply, considerably more than conventional mortgage loans,
with changes in market rates of interest. In tight money periods, for example, when dis-
counts appear and FHA and VA money becomes less available, builders’ plans are at once
affected, and absorption of secondary market discounts leads eventually to higher prices of
houses. /The experience of the last two years demonstrates the responsiveness of the housing
market to changes in the availability of Federally underwritten mortgages.

Sinfee mid-1955 changes in FHA and VA administrative regulations have been minor with
the exception of an increase in the maximum allowable rate on FHA-insured mortgages in
December 1956. In recent months the most significant Federal influence on the urban resi-
dential inortgage market has been the activity of the Federal National Mortgage Association.
FNMA las experienced a fairly continuous increase in its secondary market operations since
the mortgage market began to tighten early in 1955, and through both over-the-counter pur-
chases of eligible mortgages and issuance of stand-by commitments “Fanny May” has per-
formed a market-stabilizing service in a discount market.

The present temporary abatement of the housing shortage may prove to be short-lived,
as rates of household formation and drop-out increase in the 1960's. Even in a period of rising
demand for houses and increasing general prosperity, some kind of a mortgage instrument out-
side the conventional type will probably be made available. Perhaps the Federal Housing
Administration can provide such an instrument with a minimum of Federal Government sup-
port and at the same time link its program to general monetary policy by making its rates
more sensitive to changing market conditions.
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Residential Mortgage Market Changes:
1955-1957

AT THE END OF WORLD WAR II, returning
servicemen were confronted with a housing shortage
as severe as the country had ever experienced. The
reasons for the deficiency of dwelling units were
plain. During the 15 years that spanned the Great
Depression and World War II less than five million
private homes were put up, and as world conflict
ended the American rate of household formation
jumped sharply.

How great the shortage was is indicated by the
fact that in 1947 close to three million married
couples, or almost 9 per cent of the total, were
without their own households. Ten years and more
than ten million houses later, only one and a quarter
million married couples, or just over 3 per cent of
the total, are without their own households. The
country is a long way from being “overbuilt,” as
some people have suggested; only 2.3 per cent of the
housing supply was vacant and available for rent or
sale in the first quarter of 1957. But the urgent short-
age has temporarily abated.

The performance of the building industry over the
past decade has been creditable indeed. In 1956,
for the eighth year in a row, more than one million
houses were constructed. In 1950 an all-time high
of 1.35 million starts was reached, and 1955 was a
close second with just over 1.3 million. It should be
remembered, too, that production of this magnitude
has been achieved by putting up single-family, sales-

type structures as distinguished from rental-type, -

multi-family buildings.

It has been apparent for some time that construc-
tion achievements of this magnitude would have been
unlikely without the assistance of Federally under-
written mortgages and the activities of the Federal
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National Mortgage Association. How the Federal
government has stimulated construction of urban resi-
dences and owner occupancy of homes has been
demonstrated in previous issues of this Monthly
Review.!

Mortgage Financing and Recent
Residential Construction

A large proportion of house buyers can make only
modest cash down payments and must fit monthly
payments to limited budgets. The “easy terms” of
FHA-insured and VA-guaranteed loans offer many
families the only means of home ownership.

1 For detailed historical discussions of Federal influence in the housing
market, see the September 1953 and November 1955 issues of the
Monthly Review, Federal Reserve Bank of St. Louis.
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Interest rates on conventional loans may in some
cases be as low as those of FHA and VA loans, but
conventionals will usually range from 0.25 to 1.00
percentage point per annum higher. The interest ad-
vantage is not as important, however, as the reduction
of monthly payments which results from the usually
longer amortization periods of Federally underwritten
loans. Moreover, the down payment required by con-
ventional lenders is seldom less than 25 per cent and
may be as high as 40 per cent or more. Indeed, from
the point of view of prospective borrowers, govern-
ment-underwritten mortgages have only one serious
drawback. Their availability decreases considerably
more than that of conventional mortgages during
periods of “tight money.” The reason for the sen-
sitivity of FHA and VA mortgages to changing yields

may be briefly summarized.

Rates on conventional loans rise and fall with other
interest rates; but rates of FHA and VA loans are
fixed for long periods, and the attractiveness of these
loans to lenders varies with changes in capital-market
yields. The FHA Commissioner currently has author-
ity, as market conditions change, to raise the rate
charged borrowers as high as 6 per cent, exclusive of
the 0.5 per cent fee for insurance, but the present
statute places a ceiling of 4.5 per cent on VA loans.
In practice both agencies generally have been reluct-
ant to increase the financing charges for housing
under their control. Experience suggests that in-
stitutional investors require a differential net yield of
from 125 to 1.50 percentage points between long-
term government bonds and mortgages.*

The consequence of this relation between Treasury
bond yields and required net yields on Federally
underwritten mortgages has been clear for some time.
As bond yields rise, prices of Federally underwritten
mortgages fall, for lenders can assure themselves a
sufficient yield on the fixed-interest mortgages only by
purchasing them at a discount. Contrariwise, as bond
yields fall, prices of FHA and VA mortgages, after a
brief time lag, rise. Furthermore, as money becomes
tighter, maturities on FHA and VA loans tend to
shorten, and down payments on VA loans, which are
not determined by a schedule, increase. 'When money
is easy, maturities on FHA and VA mortgages length-

2 Net yield is the yield after the cost of loan servicing and home-office
expenses are deducted.

en, and down payments on many VA loans fall to
zero or actually become negative.?

In tight money periods, when discounts appear and
FHA and VA money becomes less available, builders’
plans are almost immediately affected. Builder and
seller absorption of secondary market discounts, by
allowing whatever yields permanent investors de-
mand, prevents a sudden stoppage of the flow of
funds to these mortgages. Clearly, though, the in-
creasing cost of money must ultimately be paid by
someone, and it is unrealistic to suppose that build-
ers (or sellers) will absorb rising mortgage costs with-
out eventually raising the price of the product. At
higher prices fewer houses clear the market and the
number of starts falls. Meantime, builders of more
expensive homes, customarily financed by conven-
tional loans, find their sales not materially affected
by a rise of from 0.5 to 1.0 percentage point in inter-
est charges, other terms remaining about the same.

The experience of the past two years bears out
these conclusions. A remarkable upsurge of housing
starts during the easy-money year of 1954 culmi-
nated in an annual rate of starts of 1.46 million in De-
cember of that year. Beginning in January, 1955,
just after the initiation of a change in monetary policy,
starts began a fairly steady decline which continued
through 1955 and 1956 on into 1957. In March of
this year starts fell to a seasonally adjusted annual
rate of 880,000, rising in April, however, to an annual
rate of 940,000.

The value of nonfarm residential construction was
at an all-time high of $16.6 billion in 1955. A drop
of 8 per cent to $15.3 billion in 1956 was not as
great as the percentage decline in number of houses
started for two reasons: costs were rising and a
larger proportion of more expensive houses were

built.

It is too soon to say what this year’s construction
will be. Predictions as low as 950,000 or even 925,000
starts are not uncommon, and it may be that total
outlays on nonfarm residences will not exceed $14
billion by very much.

3 Down payments have at times been ‘‘negative’’ in the sense that
builders have paid all or part of the closing costs or closing costs have been
added to the loan. At present, VA regulations require the veteran borrower

to pay, in addition to closing costs, a down payment of 2 per cent of the
purchase price of his house.
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NUMBER OF PRIVATELY OWNED PERMANENT NONFARM DWELLING UNITS STARTED, BY TYPE OF AID

Sources: United States Department of Labor, Federal Housing Administration, and Veterans Administration.

Just as the great impetus to home building during
1954 (and with a lag on into 1955) was associated with
more liberal terms to borrowers, so the decline of the
past two years has coincided with less favorable
terms. As Chart Il shows, the decline in nonfarm
starts has been in the units financed by Federally
underwritten mortgages. An examination of dollar
amounts of conventional recordings of $20,000 or
less yields corroborating information. In 1954 the
amount of FHA home loans insured was just under $2
billion; this figure rose to over $3 billion in 1955 and
fell back to $2.6 billion in 1956. The amount of VA
home loans partially guaranteed rose from $4.3 billion
in 1954 to the unprecedented sum of $7.2 billion in
1955 and declined to $5.9 billion in 1956. Mean-
while, conventional recordings rose from $16.8 billion
in 1954 to $18.2 billion in 1955 to $18.6 billion in
1956. Conventional recordings thus actually in-
creased in 1956 while FHA and VA home loans were
declining.

Data available for the first four months of 1957
indicate a continued decline in the number and pro-
portion of houses begun with arrangements for Fed-
erally underwritten financing. The total number of
private housing starts during the first quarter of 1957
was about 20 per cent smaller than in the first quar-
ter of 1956. At the same time starts under conven-
tional financing have been at about the levels of 1955
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and 1956. Conventional financing is currently ac-
counting for about 70 per cent of all private nonfarm
starts and about the same percentage of purchases
of existing houses.

With one exception, changes in FHA and VA ad-
ministrative regulations have been minor in the last
two years. A regulation of the VA published July 30,
1955, placed maturity and down payment limitations
on veterans' loans . . pending possible changes in
economic conditions and until further legal changes
(regulatory or statutory).” On any properties for
which a request for appraisal was received on or after
July 30, 1955, the veteran purchaser was required to
make a cash payment of 2 per cent of the selling
price in addition to closing costs, and the loan could
not have a maturity in excess of 25 years and 32
days. In January 1956, however, the Veterans7 Ad-
ministration restored maximum maturities to the old
length of 30 years.

By a regulation of July 30, 1955, terms on FHA
insured loans were similarly restricted. As in the
case of VA loans, the maximum permissible amortiza-
tion period was shortened to 25 years and 32 days.
The down payment schedule on both existing and new
property was changed to require an additional down
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payment of 2 per cent of the FHA valuation. How- ARIE
ever, in January, 1956, the maximum maturity of 30

years authorized by the Housing Act of 1954 was FEDERAL NATIONAL MORTGAGE ASSOCIATION
restored, and in the latter part of 1956 down pavments ACTIVITIES
on certain low-priced houses also were eased. Effec- SECONDARY MARKET OPERATIONS

tive March 29, 1957, down payments were reduced by

. DOLLAR AMOUNTS IN THOUSANDS
two percentage points on houses valued at more than { !

$9,000, so that the FHA down payment schedule pro- liquidation
vided by the Housing Act of 1954 was restored.! by
Repayments Liquidation
In December, 1956, the Federal Housing Adminis- Purchases oaly {all types)
tration increased the maximum interest rate on FHA No. Amt. No.  Amp. No.  Amt.
insured mortgages from 4.5 per cent to 5 per cent, 1954

exclusive of the 0.5 per cent fee for insurance. Mar-

Nov..... 1 $ 13 . .-
ket reaction to this administrative change was not Dec . "
especially favorable; almost immediately there was h ’ o ’
an increase in the discounts then existing on the old 1055
4.5 per cent'mortgages, and the new 5’s likewise began o 16 142 B ]
to sell at discounts. In recent weeks there has been
a slight improvement in some localitics in prices Feb..... " 103 )
paid for the 5’s, the FHA reporting a national average March... 117 85 .. $ 1 - %1
of $97.30 for each $100.00 of outstanding mortgage April.... 180 1257 .. 3 - 3
amount on May 1, 1957. Prices range from $96.80 May.... 313 2,537 .. 5 . 5
in the western states to $99.00 in the northeastern Jone.... 533 4599 .. 12 . 12
region. July.... 600 5177 17 17
In recent months the most significant Federal in- Aug..... 835 7,338 . 30 30
fluence on the urban residential mortgage has been Sept..... 877 7760 . 42 42
the activity of the Federal National Mortgage Asso- Oct.... 1385 12,607 .. 0 60
ciation. As reported previously, FNMA was rechar-
tered under the Federal Housing Act of 1954 and Nov..... 1625 13458 ! 93 ! 95
began operations in November, 1954, on a new basis. Dec..... 2,987 28257 128 128
Under the new charter FNMA was reorganized to 1056
undertake three separate and distinct functions. The
Association was to continue to provide a secondary fan..... 2085 20,329 ! 163 92 1,008
market for Federally underwritten residential mort- Feb..... 2,702 26,519 .. n 1 216
gages, it was to furnish special assistance for financ- March... 2,528 25129 ... 247 23 489
ing of mortgages originating under regular and spe- April.... 2270 22,524 ... 204 63 905
;ial ‘lllotusThg ngt;m;ls, and 'it 5"35 50 “.‘ta“age F‘“d May.... 2,364 23977 .. 33 133 1,201
iquidate the portfolios acquired under its previous
cl?arter. The pAssociation %vas directed to 1Ir)1aintain fune.... 3184 33,867 2 424 o4 428
separate accountability for each of the three types of Joly..... 3579 39.538 4 462 2 622
operation. Avg..... 3975 42,541 3 541 46 1,097
It is the secondary market operations which are of Sept..-- 3611 St o 2 lew
chief interest to home builders and mortgage lenders. Oct..... 5981 65463 7 767 54 1,353
As Table 1 shows, there has been a fairly continuous Nov..... 11,442 127,266 8 il 12 932
increase in secondary market operations since the Dec..... 9,533 107,566 5 1,195 12 1,255
mortgage market began to tighten early in 1955. By
now there is little question that the new “Fanny 1957
May” has performed a market-stabilizing service in a Jan..... 12916 144,820 ~ 6 1,298 14 1,371
discount market. Feb..... 11,016 126,693 7 1,663 93 2,258
The rules, of course, have been changed. FNMA March... 9913 116247 14 1893 26 1,995
is directed to purchase and sell only such mortgages April.... 7,606 89.345 14 2050 31 2208
4 For this schedule in detail, see the Monthly Rerview, Federal Reserve TOTAL. 104169 ?"137'716 76 .5'13.4-'” 768 $19.728
Bank of St. Louis, November, 1955, page 126. Source: Federal National Mortgage Association,
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as are of a quality to meet the purchase standards
required by private investors. Over-the-counter pur-
chases of eligible mortgages are at prices which vary
according to area and market terms and are set in
accordance with continuing price surveys to reflect
average market prices.?

In order to prevent excessive use of FNMA’s facili-
ties, a purchase and marketing fee of 0.5 per cent of
the unpaid principal balance is charged in connec-
tion with the purchase of a readily marketable mort-
gage; a fee of 1.0 per cent is charged in connection
with the purchase of mortgages of lesser marketabil-
ity. Finally, sellers of mortgages to FNMA are re-
quired to subscribe to common stock of the Associa-
tion in an amount which can never be less than 1.0
per cent of the unpaid principal amount of the mort-
gages sold. A 2 per cent stock subscription is
presently required.°

It will be apparent that FNMA thus provides a
minimum price floor for lenders on eligible mortgages
but no longer furnishes a par market for any paper
that a lender happens to have. Moreover, FNMA’s
common stock has up to now sold considerably below
its issuing price of 100. At one point in late spring
it traded at approximately $.65 on the dollar; a seller
disposing of his stock at such a price would be paying
an additional two-thirds of a point for the privilege
of selling to FNMA.

Fanny May is of maximum assistance to the mar-
ket when it can make some kind of advance commit-
ment, for with assurance of a specified price for the
permanent mortgage builders can more readily
obtain construction financing. The FNMA Charter
Act of 1954 originally authorized the Association’s
board of directors to reinstitute its one-for-one pur-
chase-and-sale program, but this was never done. By
a bill approved August 7, 1956, FNMA was author-
ized to issue advance commitments in its secondary
market operations “. . . only at prices which are suf-
ficient to facilitate advance planning of home con-
struction, but which are sufficiently below the prices
then offered by the Association for immediate pur-
chase to prevent excessive sales to the Association
pursuant to such commitments.”

G1n the last purchase price schedule of the Chicago agency, which
includesAten midwestern states, current prices were as follows:
S's
10 per cent or more equity: 9814
Less than 10 per cent equity: 98
VA and FHA 4Y%’s
10 per cent or more equity: 9415
Less than 10 per cent equity: 94
Prices in Michigan were 14 point less for each category.

6 Between August 2, 1954, and August 7, 1956, the stock subsciption
requirement was set at 3 per cent. On August 9, 1956, the stock subscrip-
tion was changed to 2 per cent, and on September 21, 1956, it was further
reduced to the legal minimum of 1 per cent. Effective January 5, 1957, it
was raised to the present level.

7 Background and History of the Federal National Mortgage Association,
op. c1t.,, page 19.
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The trade refers to these commitments as “stand-
by” commitments. Contracts are for twelve-month
periods and are presently made upon payment of a
fee of 1.5 per cent of the amount of the commitment,
of which 0.5 per cent is for the purchase of FNMA
stock. If subsequently the mortgages are sold, the
seller must buy additional stock equal to 15 per
cent of the amount of the sale.® In its stand-by com-
mitment procedure the Association had outstanding
at the end of April 1957, commitments involving
11,448 mortgages, totaling $140,353,000. FNMA leg-
islation does not prescribe any limitation on the
amount of its stand-by commitments, but when added
to immediate-purchase obligations they may not ex-
ceed the Association’s over-all authority. In practice
when the Association executes a stand-by commit-
ment, available funds are obligated to that extent, and
funds available for the purchase of mortgages on
immediate-purchase basis are decreased accordingly.

As of February 20, 1957, FNMA had a purchasing
authority for the secondary market operation of
$1,138 million, most of which had been used. On
that date approximately $90 million was available
for additional contracts, both on an immediate-pur-
chase and a stand-by basis. At mid-March this
amount was practically exhausted.

At the last moment, however, legislation was passed
and approved which increased FNMA’s borrowing
authority. By the act FNMA’s authority to sell pre-
ferred stock to the Secretary of the Treasury was
increased by $50 million. Because FNMA can bor-
row funds for its secondary market activity by selling
obligations to private investors in an amount equal to
ten times its capital and surplus, the Association can
now sell an additional $500 million in debentures for
money to purchase qualified mortgages. These bor-
rowings plus the $50 million received from the sale
of preferred stock to the Treasury gave the Associa-
tion an additional $550 million for immediate-pur-
chase and stand-by commitments. FNMA’s total bor-
rowing authority at the end of April, 1957, was
$1,690,557,120, of which an estimated $558,922,000
was available for additional purchases.

No one expected the March legislation to do more
than tide Fanny May over an uncomfortable interim,
and various proposals to increase purchasing authority
in the secondary market operations have been forth-
coming. In H.R. 6659 (the “Edmondson Bill”) the
House recently approved the issuance of additional

8 Current prices of stand-by commitments at the Chicgo agency are 90
for the 4l5’'s and 94 for the 5's. FNMA recently expanded its stand-by
commitment {)xocedure to include stand-by commitments for the purchase
of multi-family housing mortgages (FHA sections 207 and 213) at a price
of 93 and a term of two years.
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preferred stock totaling $125 million, which would
increase FNMA’s borrowing power by $1.25 billion.
Other suggested amounts range up to the $4.5 billion
which a representative of the National Association of
Home Builders has recently asked Congress to pro-
vide. A sum of the latter magnitude would be suf-
ficient to restore Fanny May’s activity to the old free-
wheeling days of 1948-1950, when FNMA support of
Federally underwritten mortgages at 100 prevented
the appearance of a discount market.

Rapidly Growing Housing Demand and ihe
Federal Agencies

Temporary abatement of the housing shortage in
the mid-1950’s was made easier by a drop in the rate
of household formation consequent upon the low
birth rates of the early and middle '30’s. The respite
has proved short-lived, however. Indeed, in only
one year, 1954, did household formation fall as low
as the 600,000 annual rate expected for several years.
In 1955 and 1956 the rate was apparently in excess
of 800,000, and for the current year it is estimated to
be 900,000 or a little more.

Estimates of demolition, dilapidation, and other
withdrawal of houses from the nation’s inventory are
difficult to obtain. During the 1940’s something like
50,000 dwelling units a year were destroyed by catas-
trophies, and drop-out on account of obsolescence
and dilapidation probably averaged about 250,000
units a year. Demolition of houses has increased dur-
ing the 1950’s on account of highway and freeway
construction, and there is little question that rising
incomes will cause Americans to insist upon a higher
future rate of drop-out because of obsolescence.
Moreover, provision must be made for replacement
of substandard dwelling units, conservatively esti-
mated at around six million.

It seems likely that a current annual rate of starts
of 1,200,000 would just about offset current drop-out
and net household formation. This figure will grow
as the rate of household formation rises sharply in
the early and middle '60’s. A decade from now the
United States may well require an annual rate of
construction of dwelling units substantially above
the size of the average for the 1950’s.

Thus, demand conditions as well as the economic
climate in coming years are likely to be altogether
different from what they were in the 1930’s, when the
old-line housing agencies were established. The

TABLE

NUMBER OF MORTGAGES OFFERED
TO FEDERAL NATIONAL MORTGAGE ASSOCIATION
FOR PURCHASE, BY MONTHS

Month Number Month Number

1954 November 2 1956 Janvary 3,000

T December 35 — February ‘ 2,450

March 2,390

April 2,966

1955 Janvary 46 k May 4,432

™ February 226 June 4,523

March 315 k July 4,392

April 427 August 5,762

May 569 September 9,659

June 1,096 October 16,405

July 899 November 14,977

August 1,495 December 10,371
September 2,008

October 3,236 1957 January 10,981

November 3,182 T February 8,473

December 3,002 March 7,005

April 6,121

Total 130,445

Source: Federal National Mortgage Association.

question to be faced in the years ahead is this: In
view of a rapidly increasing demand for housing dur-
ing a period of prosperity, what kind of Federal
assistance will be required by the private housing
market?

The historical record shows that the FHA was
created in a period of low interest rates and depres-
sion to bring about recovery in the stricken con-
struction industry. FNMA was originally created in
1938 to furnish a market for FHA loans. After World
War II, FNMA was raised to major status primarily
to furnish a market for VA loans as money for those
loans threatened to dry up in 1948. And, of course,
guarantee of mortgage loans by the Veterans” Admin-
istration was established in order to facilitate the
return of servicemen to civilian life.

The old device of Federally underwritten mort-
gages, combined with FNMA purchase of these mort-
gages when their fixed interest rates fell below mar-
ket rates, has frequently required a Government-sup-
ported market. Funds for this purpose have been
raised indirectly through the sale of FNMA deben-
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tures rather than through the purchase of mortgages
by established lenders in the secondary market.

Future demands for housing credit will probably
be accommodated in part with a mortgage loan out-
side the conventional type. Perhaps the Federal
Housing Administration could supply this noncon-
ventional type of mortgage loan and still operate

with a minimum of Federal Government support by
exercising its statutory right to make the rate on FHA
loans flexible. By making rates on Federally under-
written mortgages more sensitive to changing market
conditions, Federal assistance to housing could be
linked to general monetary policy.

Ross M. ROBERTSON
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May 1955. 18 pages.

SELECTED LiQum Asser HoLpINGS OF INDIVIDUALS AND
Businesses. July 1955. 2 pages.

A FLow-0OF-FunDs SysTEM OF NATIONAL ACCOUNTS, AN-
NUAL EstimMaTEs, 1939-54. October 1955. 40 pages.

BANKING AND MONETARY StaTIsSTICS, 1955. (Selected
series of banking and monetary statistics for 1955 only.)
February and May 1956. 12 pages. (Similar reprint of
1954 data, February and May 1955 BULLETINS. )

TuE 1957 BupGer. February 1956. 11 pages.

INTERNATIONAL GoLD AND DoLLAR FLows. March 1956.
11 pages.

1956 Survey oF ConsuMER FINANCES. Preliminary Find-
ings. March 1956. 3 pages. The Financial Position of
Consumers. June 1956. 14 pages. Consumer Indebted-
ness. July 1956. 17 pages. Durable Goods and Hous-
ing. August 1956. 17 pages. Similar Surveys are avail-
able for earlier years from 1952, 1953, 1954, and 1955
BuLLETINS.

SurvEY OF BANK LoaNs FOR COMMERCIAL AND INDUSTRIAL
Purroses. Business Loans of Member Banks. April
1956. 14 pages. Credit Lines and Minimum Balance
Requirements. June 1956. 7 pages. (Other articles on
this Survey will appear in later issues of the BULLETIN.)
Reprints on a similar Survey are available from March,
May, June, July, and August 1947 BULLETINS.

FINANCING OF LARGE CorrPoraTIONS, 1951-55. June 1956.
9 pagc;s. (Also, similar reprint from June 1955 BuL-
LETIN.

Bank Crepir anp Mongy. July 1956. 7 pages. (Also,
similar reprint from February 1956 BULLETIN.)

Survey oF CommoN Trust Funps. August 1956. 6 pages.

WoRLD TRADE AND PAYMENTS IN 1955-56. October 1956.
8 pages.

Revision oF CoNnsuMER CREDIT STAaTISTICS. October 1956.
24 pages. (Also, similar reprint from April 1953 Bur-
LETIN.)

InpEX OF ELECTRICITY AND GAS Ourput. October 1956.
15 pages.

Farm Loans AT CoMMERCIAL Banks. November 1956.
16 pages.

UNITED STATES BANKING ORGANIZATION ABROAD. Decem-
ber 1956. 16 pages.
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OF CURRENT CONDITIONS

Released for publication June 2

BUSINESS ACTIVITY in the Eighth Federal Re-
serve District declined slightly during May. Indus-
trial production and total loans by large district
banks eased more than the usual amount and con-
struction contracts awarded in April were less than
a year earlier. Nevertheless, business activity has
been fairly stable so far this year as seen by the
small change in employment in the district’s major
areas. Department store sales were also unchanged
on a seasonally adjusted basis in the first four months
of the year and in May were about equal to a year
ago. The steadiness in business activity in this dis-
trict and the nation was further demonstrated by the
small change in average wholesale prices. Consumer
prices, however, continued to rise in April and were
expected to climb further.

With activity leveling out in recent months, busi-
ness sentiment remained cautious, as indicated by
the slower rate of inventory building. Yet, confidence
was also widespread, as seen in the recent rise in
stock prices and substantial plans for plant expan-
sion. Sentiment was also buoyed by the increase in
first quarter profits over a year ago.

Industry

Production of several important commodities de-
clined in the Eighth District in May. Manufactur-
ing of household appliances slowed somewhat in
May and further cutbacks were scheduled in June,
reflecting the slow rate of sales in recent months.
Steel mills in the St. Louis area operated at an aver-
age rate of about 85 per cent of their rated capacity
through four weeks of May, as compared to an
average rate of 95 per cent in April. Southern pine
production in the first three weeks of May was down
a little from the April rate and was about 8 per cent
smaller than in the same weeks of last year. Par-
tially offsetting these declines in durable goods pro-
duction was the addition at mid-month of a second
shift at an auto assembly plant in Louisville which
is expected to increase output of the plant by 75
per cent.

Livestock slaughter in the St. Louis area during
May was at about the April rate and was slightly
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higher than last year. Numbers of cattle and calves
slaughtered were running below last year, while
hogs and sheep numbers were well above those of
a year ago.

District crude oil production in the first two weeks
of May, after declining slightly in April, returned to
the high rate held through the first quarter of the
year, and was 4 per cent higher than a year ago.

Construction

The value of both residential and nonresidential
construction contracts awarded in the district in April
was less than a year earlier. The decline in resi-
dential awards was a continuation of the downtrend
which has persisted for some time in private home
building. For the first four months of the year, how-
ever, the value of residential awards was greater than
a year ago because of a substantial rise in publicly
owned housing awards in February which more than
offset the lag in private awards.

The decline in nonresidential construction awards
in April was a reversal of the trend established in
the first quarter of the year.

The largest gains in new construction undertaken
have been in public works and utilities. In the first
three months of the year awards were about 60 per
cent greater than a year ago.

Labor Markets

Labor market conditions in the district's major
metropolitan areas improved less than usual in the
first four months of the year. Total employment in
nonagricultural establishments changed little from
January to April, in contrast to an increase of about
one per cent in the same period last year. In the
past year total employment has declined slightly in
four metropolitan areas. Only Evansville and Spring-
field experienced increases. In May, however, claims
for unemployment insurance decreased more than a
year ago. For the week ended May 18, claims in
Louisville were still more than double the number
last year, in St. Louis they were slightly greater, but
in Memphis and Evansville they were less.
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Trade

Retail sales in recent weeks have been well main-
tained but at less than record levels. Department
store sales in April, after allowance for seasonal fac-
tors and the difference in trading days, continued at
the same level as in the first quarter of the year, 125
per cent of the 1947-49 average, compared with an
average index of 129 in the last half of 1956. In the
first four weeks of May and for the year to date dis-
trict department store sales about equaled year
earlier volumes.

Shifts in the pattern of consumption in the past
year could be seen in the reports from retail stores.
Demand for durable goods in recent months has
been weaker than a year ago. Sales at furniture
stores and of house furnishings at department stores
in the district in the February-April period declined
in comparison with the like 1956 period. New auto-
mobile sales also continued to lag in April and May.
The demand for clothing this spring, however, has
been better. Sales of clothing at apparel stores and
department stores in the district were slightly greater
in the three months ending in April than a year earlier.

With total sales about on a par and stocks greater
than a year ago, district department stores reduced
outstanding orders in the early part of the year.
Thus, by the end of April stocks were lowered to
about the same level as a year ago. However, store
managers were apparently expecting some improve-
ment in sales, since outstanding orders at the end of
April were 3 per cent larger than a year ago.

Banking

The demand for credit eased somewhat at the
larger banks in the district during May. Total loans
(except interbank) at district weekly reporting banks
declined $37 million or more than 2 per cent during
the five weeks ended May 22, somewhat more than
usual for this period. All major loan categories
showed net reductions except “other”, largely con-
sumer loans. At banks reporting information on the
industry of borrowers, manufacturers of textiles, ap-
parel and leather and public utilities made larger
than average net repayments for this time of year.
On the other hand sales finance companies and trade
concerns added to their outstanding indebtedness.

Total investment holdings were reduced $20 mil-
lion at weekly reporting banks in the district. The

reduction centered in Treasury notes, probably re-
flecting the maturing of a major issue on May 15.
However, the decline in Treasury notes was offset in
part by some net purchases of Treasury certificates
of indebtedness and other securities.

Total deposits at the weekly reporting district
banks also declined somewhat more than usual in the
five weeks ended May 22. Most of the deposit with-
drawals were in demand accounts of individuals,
businesses and other banks. Reflecting the outflow
of funds, these banks reduced their cash assets and
increased their borrowings.

Agriculture

Excessive rainfall continued to delay farming op-
erations in a large part of the district during May.
For example, by May 21 only about 5 per cent of the
soybean crop and less than 20 per cent of the corn
crop had been planted in Illinois. At the same date
last year 75 per cent of the corn and 53 per cent of
the soybean crops had been planted. Cotton plant-
ing, although nearly completed by May 20, was two
or three weeks later than usual. However, at the
same time, soybean planting in the Mid-South was
almost finished.

The spring rains have had a favorable effect on
small grains and grazing crops in the district. Win-
ter wheat was generally in fair to good condition,
although it will need some warm, sunny weather for
proper development. Pastures made excellent prog-
ress from a slow early spring start and were consid-
ered good to excellent over most of the district in
May.

Nationally, prices received by farmers rose 2 per
cent during the month ending April 15 and were 3
per cent above a year ago. Prices paid by farmers
rose 1 per cent, establishing a new high for the
month. The mid-April parity ratio of prices received
to prices paid increased 1 per cent from that of the
previous month but was 2 per cent lower than a
year ago.

Reflecting generally higher average prices, dis-
trict cash farm income for the first quarter of 1957
was 7 per cent above that of 1956. All district states
except Arkansas shared in the gains. The great-
est increases in income occurred in the Corn Belt
states primarily as a result of substantially higher
prices received for cattle and hogs.
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VARIOUS INDICATORS OF INDUSTRIAL ACTIVITY 1957*
Apr. compared with
- 1957 Mar. 1957 Apr. 1956
VI Industrial Use of Electric Power (Thousands of KWH per working day, selected
industrial firms in 6 diStrict Cities).........cccoouiiiiiiniiiiiiciics e n.a n.a. na
Steel Ingot Rate, St. Louis area (Operating rate, per cent of capacity) 95 — 3% — 2%
Coal Production Index— 8th Dist. (Seasonally adjusted, 1947-49=100).........c.cc....... 96.1 p + 7 — 8
Crude Oil Production— 8th Dist. (Daily average in thousands of bbls.) . 390.2 -1 + 2
Freight Interchanges at RRs— St. Louis. (Thousands of cars— 25 railroads— Termi-
nal R. R, ASSN.).ccoevieinnnns ettt e a ettt b s naes nnties s s tenie  esesesesees 98.2 -1 — 8
Livestock Slaughter— St. Louis area. (Thousands of head— weekly avera%? 115.0 — 9 — 3
Lumber Production— S. Pine (Average weekly production— thousands of bd. ft.). .. 207.5 + 3 — 6
Lumber Production— S. Hardwoods. (Operating rate, per cent of capacity)............... 73 — 10 — 17

*

Percentage change is shown in each case. Figures for the steel ingot rate, Southern hardwood rate, and the coal
production index, show the relative percentage change in production, not the drop in index points or in percents of
capacity.

p Preliminary, n.a. Not available.

BANK DEBITS1 CASH FARM INCOME N CONSTRUCTION CONTRACTS AWARDED

Agril April, 1957 Percentage Change IN EIGHTH FEDERAL RESERVE DISTRICT *
1(|57 ’\(/:lom%ared XVitq Jan. thru Mar.
Ain arc pr! Mar. ‘57 1957 Value of contracts in thousands of dollars
millions) 1957 1956 (n tdh(ifsar)]ds war,  from’ compared with ( )
Six Largest Centers: ot dollars ar.
i Largest Cont miansss s 15377 G — 2%+ 90 Vg fp M
National Stock Yards. Ilinois........ 162,050  + 1% + 21 + 35
11 ’ 152.4 5 7% + oY Indiana 79,055 + + 11 + 12
L 1524 % o Kentucky 22418 +45  +15 25 Total e $134,068 $130,255 $121,102
Lyt.'%lnsv’l2 e,k l)A'k 1812 3 . Mississippi 21,710 + 19 + 10 + 19 Residential 44,496 65,349 50,497
Little Rock, Ark. 1988 F % + Missouri 65032 +22 + 3 N Nonresidential 53,811 26,315 52,831
OuIsVIL e, 1. : Tennessee 21,533 +12 + 6 + 14 Public Works
Memphis,  renn. , 884 42 1'% 7 States 390175 4+ 13 412 + 17 and Utilities . 35761 38,591 17,774
Total—Six Largest 8th District 1148,104 + 8 + 7 + 13
Centers......cccoccvevnne $4,642.8 — 1% + 79 _ Source: State data from USDA preliminary es- rat?or‘?aSEd upon reports by F. W. Dodge Corpo-
OtherR ting Centers: timates unless otherwise indicated. ’
erReporting Centers: 1Estimates for Eighth District revised based on
;’(-;\Iton,G_:I.'I.‘I...d ......... " %):f{ + 1% llg% 1954 Census of Agriculture.
ape Glrardeau, 0... . —_—
E(I)r?%ﬁﬂ% ﬁl’rl‘(( g%(l) -_"-_15%’ ASSETS AND LIABILITIES OF EIGHTH DISTRICT MEMBER BANKS
Greenville, Miss 26.2 — In Millions of Dollars i
Creenvilie, M 25.2 _6_ ( ) Weekly Reporting Banks All Member Banks
Helena, Ark. 85 + E 1 Change from Change from
Jackson, Tenn.............. 27.1 + — 5 Apr. 17, Apr. 24, Mar. 27,
Jefferson City, Mo. 1292 139 + 18 Assets May 22, 1957 1957 1957 1957
Owensboro, Ky . + Loans 1 $1.594
9 T A Loans Lo , 37 2,635 ]
E?ﬁeUCBEmHKXr' %gs _ % :’ ;% Business and Agricultural 819 = 40 $ 1
Quincy, 11 ‘212-7 + % +10 ggglljrggtate... . 2?8 — .0-
gg?'?rzléll‘ie%OMo 9}13 :_3(7§ :_4% ¥ OSthgr (largely cog\sunjley). . 473 +
f : - . S. Government Securities 840 — 26 1,872 + 78
Texarkana, Ark 19.3 — 9 Other Securitli(es... 227 L 49 + 2
Total— Other Loans to Banks. 18 -
Centers......... 621.3 + 9% + 8% g?ﬁl;rf&ssssegctsé... ggf _ 5% 1’4%7 — 13
— + 1
Total—22 Centers. .. $5,264.1 Q% + 7% Total ASSEtS.......ooweriieens $3,584 $— 122 $6,502 $+ 67
INDEX OF BANK DEBITS—22 Centers Derman d'—é"’e}b'c:'sti'tessoef‘”gagig'ta'
Seasonally Adjusted (1947—13;1597: 100) 1056 ?};her Bema?]d DepOoSits............. $1,g€2); $: ;% $3 ggﬁf $:7l§
ime Deposits . 596 1
April March April Borrowings and Other Liabilities. 76 I 231 3%3 : ?_
179.4 165.5- 16779~ Total Cap!tal_ _A_ccounts.......: ....... 288 + 2 512 + 3
1Debits to demand deposit accounts of individuals, Total Liabilities and Capital $3,584 $—122 $6,502 $+ 67

partnerships and corporations and states and political
subdivisions.
2 Seasonal adjustment factors revised.

ude loans to banks; the total is reported
to banks; breakdown of these loans is not available

DEPARTMENT STORES RETAIL FURNITURE STORES

Percentage of Accounts

Stock Séo?ks— %nd Nzc)jt_es AReceivag%e
ocks ales utstanding Apr. 1, '57, Net Sales
Net Sales on Hand Ratio collected during March. April, 1957
April, 1957 4 mos. '57 Excl. : ;
compared with to same Instal. Instalment l\/?g:’n%:%redA v¥|/t5h6
Mar. '57 Apr. '56 period '56 Accounts Accounts 8th Dist. Total 1 '40/ P ”
gth F.R. District Total . +14% +12% -0-% 16 46 gh Dis Jotal 1. PR
Fort Smith Area, Ark. 1.. +18  +13 — 2 40 ) Y +17 —38
Little Rock Area, Ark. +25 + 8 —-3 14 43 + 8 — 16
Quincy, Ml................ ..+28 + 9 — 7 Monthly stocks and i + 5 —14
Evansville Area, Ind. ..+15 + 8 + 2 stocks-sales ratio data Springfield Area... _ 25 + 5
toui_svi”e ?\éeail, )Ky., +§2 +131 — g. ?ot aval_labtl_e n tltmhe 16 40
ouisville (City). + + — or puplication in_tne * Not shown separately due to insufficient coverage,
Paducah, Ky. i .... +25  +26 +7 M_‘I’Intgly REV"I?_Wa Data pbut included in Eighth Dlystrict totals. 9
g% Il:gﬂlé Aé??y)M" - 1107 1195 x 13 \I{\gques? supplied: upon 16 56 ~1In addition to the following cities shown separately
Springfield Area. +6 +3 2 . in the table, the total includes stores in Blytheville, Fort
Mpemp is Aren ren 11 13 v 1 17 31 Smith, Pine BIuff, Arkansas; Owensboro, Kentucky;
All Other Cities 2...... Y 427 i 4 " Greenwood, Mississippi; Evansville, Indiana, and Cape

3 L i L ) Girardeau, Missouri.
11In order to permit publication of figures for this city (or area), a special sample has been con-

structed which is not confined exclusively to department stores. Figures for any such nondepartment revl?ls?g% Figures shown are preliminary and subject to
stores, however, are not used in computing the district percentage changes or in computing depart-
ment store indexes.
2 Fayetteville, Pine BIuff, Arkansas; Harrisburg, Mt. Vernon, lllinois; Vincennes, Indiana; Dan-
ville, Hopkinsville, Mayfield, Owensboro, Kentucky; Chillicothe, Missouri; Greenville, Mississippi;
an((i) JaCkag}v TENQESSEE-f . h d of April 1957 3 | h PERCENTAGE DISTRIBUTION OF
utstanding orders of reporting stores at the end o ril, , were er cent larger than
on the corresgonding date a’ilear g\go. P P 9 FURNITURE SALES
INDEXES OF SALES AND STOCKS- -8TH DISTRICT Apr’57 - Mar/s7  Apr/56
Cash Sales 15% 14% 13%
Apr. Mar. Feb. Agr. Credit Sales. 85 86 87
1957 1957 1957 1956 Total Sales 100% 100%  100%
123 107 98 115
125 125 125 123
n.a. 141 134 144
na. 133 141 137

3 Daily average 1947-49= 100

4 End of Month average 1947-49= 100
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