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Implications for Govermmental Policy
In view of the incrsasing shortage in housing, of the large emount

of conatruction necessary in the next five years, and of tha danpger of &
housing boom and collepse, it appears desirable for the Govermment to do
whet 1% can to stimulate construction nows In this way the danger of an
exgopaglve concentration of bBuilding setivity and excessively high prices
soms years hence mey be lessensd, The lomger it tskes to attain an enmual
output of some 800,000 uniis, the greater will be the accummlated shortege,
£8d the more difffcult it will be to achisve stability in building snd ix
goneral business activity.

The chief obstacles to & considerably higher rate of building activity
in the npext yexr or 80 are the rise in the prics of building meteriels
on the one hand, and & shortage of skilled lebor on the other, Wholesale
priges of building materials have risen 6.5 percent in the paet few months
t0 & levsl only 4 percent under 1929_; A continuation of this riss would
be & metter of grave concern,

The sbortage of skilled labor 18 a consequence of the longe-contimmad
Auep in vuilding. The seriocusness of the shortage ie indicated by the
nﬁmema conplaints on this score that arcose last year when the output
of new housing units was only betwesn 250,000 lanﬁ 300,000,

'n;u shortage mz¥Xes for higher prices, an inadequate wvolume of bullding,
and less opportunity for the emrloyment of umskilled bduilding workers,

The ehortege might be lessened dy govermentsl action in two ways, In the
f£irst place, the Govermmeni could lend its influence agsinst any shortening
of the ‘work week in the building trades. The average hours worksd per
wosk in private bullding wers 52 for the first ten months of 1936 while the
highest aversge for = sinzgle month was 34, Secoplly, the Govermment counld
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in various weys provide for or encoursge technical training 4in order to
relieve ths moet preseing shortages.

When the output of housinr-,;'units etteins a volume of some 800,000
anmaelly it may be desirable to sttempt 4o restraln a further expsnsion,
If this could be done building sctivity might bs stretched over au longer:

poriod with beneficisl effeote on both building employment apd general employ-

ment.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



February 5, 1937

SUIMARY OF THE SECOND MFMORAKDUM ON THE PROSPECTS FOR THE

IURAELE GOODS INDUSTRIES

by
George Terborgh

HOUSIRG

Importance of housing

There can be no question that we have in housing one of the most
important of sl durable goods. Expenditures for new construction and
repairs in this field averaged over 5 billion dollars annuelly during
the residsntiel building boom of 1928-1928, a figure which represents
roughly 35 per cent of the totel for consumers® dursble goods, snd 15 per
cent of the total for all dmrable goods, in the same period.

The eigniricance of residentiel copstruction from the standpoint of
business fluctuations 18 greater than these relative magnitudes suggest,
gince it is sudbjeat to swings in activiiy more extreme than those which
characterize the ovutput of durabls goods as a whole, During the low year
of the depression, house bullding and repair operations were only 15 per
cent of the previous high, as contrasted with 45 per cent for the cutput
of all other durable goods,

Timing of movements

A review of housing construction since 1919 shows & movement with
turning points differing Quite widely from those recorded by most types of
durabdble goods production, and by business sctivity in general. Thus resi-
dentiel building turned down in the middle of 1919, & yesr ahead of the

bresk in business, and began rising early in 1921, several months sherd of
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the general recovery. I1is next downturn came late in 1925, four yezrs
ahead of general recession, and the succeeding upturn appeared about
the beginning of 1935, almosf two years after the business revival set
in, X% 1= apparent thet housing construction has been in an exceptional
degree a law unto itselr,

This ie Gue not only to the fzct that the demand for new housing
moves in cycles @iffering from those which characterize most goods, but
also to the fact that readjustments of supply to demand in this field
praceed 8o slowly, and with such inertia, that they are likely to over-
compensete, and to give rise to swings in production thst ars at tices
out of phase with the swings of business in general.

Housing duringz the depression.

The most important effect of the depressior on housing was to suspend
for several years the growth in occupancy on which, as we have seen, most
of the demend for new construciion depends, Becauss of the migration of
population from urban communities to farms, the cessation of net immigra-
tion from abroud, the curtsilment in the number of marriages, and the
doudling up of families omn account of reduced incomes, the total of non-
farm occupency actually declined during the worst pert of the depression
m remained until 1934 below the 1929 figure. Even now it exceeds 1929
by only 1,500,000 to 1,600,000 dwelling units, es compared with & gain of
at least 3,000,000 units to be expected except for the depression.

This increase in the present occupsncy over 1929 has been accommo-

dated in part by a growth in the housing supply in the interval, vhich.
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despite the drastic curtailment of building, has smounted to 800,000

t0 900,000 dwelling units. In purt it has been accommodeted by an
absorﬁtion of sons of the ;arge supply of vacancies existing at the
beginning of the period, Although the nuwmber of vacant units increased
from 1929 to 1933 by sozething like 700,000, the reduction since then
has been approximately twice &5 grest. At the present time the supply
is about 400,000 to 500,000 dwelling units below the level indicated by
& long~term sverage vacancy ratio.

The decrease in vacancies which began in 1933 was followed eerly in
1924 by en uptura in rental rates on new leases. It was ai least a year
letar, bowever, before there wes any Significant advance in ihe average
of rents on outstanding leasss or in broperty values. New construction
did not degin to revive before 1935, The tendency for bullding to give
8 delaysd remsction to vacancy situztions has been evidenced egein in this
movement, The housing shortesge, as meesursé by the suppdy of vacsncies,
was more acute in 1936 then in 1925, when 900,000 dwelling units were
produced, yet the 1936 cutput has been less thean a third of that emount.
Realigrments in rents and values have clearly not procseeded fast enough
to keep building in step with the growth of uccupancy. Just ag in the
Tﬁentiea we passed from a shortage to a surplus of housing becuuse of the
delayed response of building to the uanderlyinz supply and demund situation,

ue‘have already passed in the Thirties from s surplus to a ahortage, and

for the Same Ieason.
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Building prospects during the naxt rife yeers,

Without going hers into questions of method and procedure {which
ars discussed in the full mesmorsnduws} I skell merely cummarize the
resulis of an analyeis of the probubls housing murket during the next
five years, Ths estinates are bzsed on the assumpiion that the
period will be prosperous!

Components of ths Five-Yesr Housipg M=rket

1. Increase in households R A P
{8) From currently accruing petural increase 2,400,000
(v} Prom reduction of the depression marriage
backlog 300,000
(c} From undoubling of femilies 300,000
(d) From nat reduction in farm households 200,000

{ Total increase in households 3,200,000

2. Replacement of dwelling unitc demolished duriug

the period 400,000

3. Elimination of present housing shortage 500,000
Total housing market in

dwelling units 4,100,000

Avers;e market per yesr 820,000

The prospoct mey be summarized s little more fully ir three proposie
tions. {1} If bullding avercges 800,000 units a yssr for the next five
years, the period should close with & reasoupably coxfortzble housing
situation, {2) If construction aversges 700,000 units annually the period
should close with a shortage comparable in negnitude with the present
shortege, {3) If the average is 600,000 units, the shortage at the end
of the period promises to be very acute, comparable, let us say, withk the
worst period after the World War,

In view of the fact that the five years atert st & relatively low

level of construction (250,000-300,000 units in 1956) the attaimment of &

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



=5

rate of 800,000 units a year cannot be expected until we are well into

the period, and the achievement of that rate as an averagse for the pericd

as & whole would call, therefors, for an output of at least a million
unites a year in its later stages. ¥hile this is not impossible (it is only
10 per cent higher than thé 1825 peak) it seems to me doubtful thet it
will come soom emough, 1f it ecoxes at all, to produce an aversge of 800,000
for the five years. The inference is, therefore, that thers will be some
housing shortage remeining st the end of the psriod.

One reasonr for this doubt iz tha danger that as construction activity

increases there will develop shortages of skilled labor, and of certain
classes of builldinz materisls, that will retard further expansion. Such a
limitatiqn of the output of new housing, if it becomes effactive, will be
reflected partly in higher lebor snd materiel costs snd pertly in higher
upit profit margins for contractors and developers, but in eny event the
finel cost of the product to buyers will tend to rise sufficiently to equate
demsnd with the limited supply being produced. It saens likely that 1t will
require prices for new housinzg materially higher than those now prevalling
to mobilize encugh productive activity to offset demolitions end occcupancy
expansion during the next few years, to say nothing of eliminating the
ghortage now axisting. I en inclined to believe that barring unexpected
developments in pre-fabrication, zovermument subsidies, or other slleviatives
of the situntion, supply and demand will be equated during the next five
years by a volume of construction which sversges between 600,000 and 800,000
dwelling units a year, with 700,000 as likely a guess as any. This would

represent an average expenditure &t pre~depression building cost laevels
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(inoluding repeir activity) of 4.5 to 5 billions of dollars annuelly,
Higher cost levels would of course incresss this figure.

There eeems noc doudt, in any event, that the current housing
shortage will become considerably worse before it begins to be
generally alleviated, Even with the most raplid picke-up in ecrnstruction
for which we have nny reason to hope, the prospect is for s worsening
of the situuation for at least & year, and the probabilitiss appear to
Tavor a period nesrer two years than one., The shortage secems destined
10 become decidely acute in many places during this stage. The attsin-
ment of ressonebly counforteble housing corditions is, of course, much
more remote than the beginninz of improvement, sinece progress will et
first be slow.

More remote prospects,

For the next few yeers the housing market will exparience Bn excep~
tional econcentration of demand. OSuperimposed on the regular demend
arising from the currently eccruing natural incresse in households and
the replacement of structures currently demolished will de a special
and temporary demand atiributsble to the after-effects of the depression.
This specisl demend eppears to total souething like 1,300,000 dwelling
units, as follows:

Accumulated housing shortege et the end

of 1936 500,000
Delayed merrieges likely to be contracted
in the future 300,000

Probable undoudbling of femilies still
doubled becmune of the depression 300,000
Probeble net decreass in farm.familiask/ 200,000

1/ There is no satisfectory way of estimating this item. The assumption
here is that the net decrease ip farm families during the next few
years will be half of the incrsese attributeble to the depression.
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If, as seems probable, these special demends will becone effective
during $the first few yeanrs of prospsrity, the building of housing will
be .stimulnted to a level that cannot bs meintriped oncs. they have been
getisfied, The regular demand thercafter, berring &n unprecedented
increese in demolitions snd replacementgs, will probadly be around
€00,000 awelling units & year. If during the poriod vhen general and
aspacisl demend operate concurrently corstructiou activity is stepped
up to say a million units & year, a subrequent lei-dowm will be inevite
able,

Kistoriecal asnalogies are seldom c¢lose, nid no one con rightly be
very confident of inferences drawn fron eurlier situsvions, but it
eeens to me nevertheless thst shere 1s epough similarity between
conditione preveiling at the beginning of the last building boom and
those obtaining today to Jjustify a tentative expectation that the
forthcoming boom will repeat, in a general way, the pattern of the
preceding ons,

I this expsctetion is justified, we mny look forward to & pro-
trected housing shortage, accomparnied by rising rends &nd values,
wi%h the letter culminating &t very high levals when building szotivity
at last overtakes the current growth in occupancy (plus demolitions).
By that time construction costs will be high, along with lend velues
and contractor-~developer profit marging, and the momentum of the
buildiprg boom will carry 1t forwerd despits a dacline in the growth
of occupesncey and the ascoumulation of vasancies., By thet time also,
lenGers will be full of confidence, Tho most lideral loans will be
mede at the top of the market, or sven during the early stuges of the
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gecossion in values, The sale of mew housing will be supported against
the growing compsetlition of existing structures by & narrowing of the

wigde profit margins previously obteined by contrsctors and developers,

and by excessive credit, In the end the process will exter its

eritical stage when mew housing can be sold only at prices which severely
réstrict autput and when lenders become disturbed by the sdverse trend |
of develcpments, A fairly abrupt contraction of activity will then ensue,

This pattern of developmenis is not presznted as a definite furecust,
but merely as & basis ror orienting our expectations at the morment, Con-
stant recheel;ing and revision oY these expsovations will be nscessary ss
time ‘goes one It is guite possidble thst eome of the incipient develop-
ments of the eurrsnt housing situstion, such s8 pre-fabrication and mass
production, or govermment lezdership in the mortgage m:rket, may later
begone sufficisently controllinz to slter the psttern, or that the course
of business activity in general mny provide & background for housing
construction so differsnt from that of the Twenties that & radicelly
modified pattern results. Just now, howsver, I see no reason to reject
the pattern of the preceding housing boom a& a tentative gulde to the
future,

If govermmentsl authority is to be invoked to prevent the accumila-
tion of & housing surplus and a subsequent reaction some years from now,
it secems to me that control over the supply of mortage funds for new
construction is the most pranising approach. This would have to be mmch
more intimate and direct then the blanket asnd general countrol over money

rates now within the power of the Reserve Board,
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It 1a one thing to prevent the developmert of housing surpluses,
and quite snother to stabilize the volume of residentisl construction,
Even if it wers possible to tis consiructiorn setivity c¢loscly to the

current growth im occupancy (plus current replacements) we would still

heve tuilding boous and depressions. Thas growti of uccupancy, as
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wo have egeen, 18 extremely irreguler, and promises to resain so a8
long as the ecoromy ig subject 4o periodic business doprsssions. The
prevention of e heousing surplus several yeure hencs - which 1s about
the most thzt we cen even hope far from regulatory control - will not
prsvent 2 boom and recesslon in the meanilire. It canr only mnke the

recesaion prompt, zradusl, snd orderly.
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Implications for Govermmental Policy

In view of tha increasing shortage in housing, of the lerge emount
of corstruction necessary in the next {ive yesrs, snd of the denger of &
housing boom and collapse, it appears desirable for the Government to do
whet 14 can to stimulnto construction now. In this way the danger of an
sxcessive concentration of btuilding netivity and excessively high prices
some years hemce mey be lessened, The longsr 1t tekes to atteln en snmal
output of soms 800,000 upits, the greater will be the accumulated shortage,
end the more difficult 1t will be to schieve atebility in building z2nd ixn
gensral business sctivity,

The chief obstacles to 8 considerably hicher rate of duilding setivity
in the next yozyr or 8o are thes rise in tha prics of building m=tericls
on the one hand, and & shordage of skillad labor on the other, Fholeszle
prices of building muaterimls heve risen 5,5 percent in tho past few months
40 a level only 4 percent under 1989, 4 continustion of this riss wonld
be n matter of grava concern,

The shortage of skilled labor ie a consequence of ths longecontimmad
slump in bdullding. The seriousness of the shortase iz indicated by the
mmerous compleints on this score that arose last yser vhon the output
of new housing unite wes only between 250,000 and 300,000,

This shortage mokes for hisher prices, am insdequate volume of building,
and less opportunity for the om:-loymsnt of unskilled bullding workers,

The shortage might be lessened by govermeentsal action in two weyse I3 the
first place, the Coverment could lend its influence ag:ipst any shortsning
of the work week in the building trades, The average hours worked per
waek in private bullding wers 32 for the firet texn monthsa of 1936 while the

highest average for & sinzle month was 34, Secondly, the Government could
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in verious weys provide for or sencourase tochnical training in order to
relisve the most pressing shortages.

¥hen the output of housing units ettzine o wolume of some 800,000
anmally it mey bs desirable to attempt 1o restrain & further expansicn,
If this could be dope bullding setivity mizht be stretched over u longer

poriod with benefioinl effucts on both building employmont end gemeral employ-

nment,
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