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MONETARY POLICY AND THE REAL ESTATE MARKETS 

Congress has placed on the F e d e r a l Rese rve System re spon

sibility for formulat ing and ca r ry ing out national c red i t and mone ta ry 

pol ic ies . The Sys tem ' s objective is to contr ibute to sustainable 

economic growth and to maintenance of a stable value for the dol la r . 

This responsibi l i ty for c red i t and moneta ry conditions r e l a t e s to the 

over -a l l c red i t si tuation, not to m a r k e t s for pa r t i cu la r goods and s e r 

vices or to the act ivi t ies of pa r t i cu la r p roducer or consumer g roups . 

The Sys tem ' s act ions influence mos t d i rec t ly the lending and investing 

act ivi t ies of commerc i a l banks , which supply the c red i t used by 

individuals or b u s i n e s s e s . These opera t ions of the c o m m e r c i a l banks , 

in turn , influence other financial inst i tut ions and m a r k e t s . 

The genera l economic developments with which the System 

is p r i m a r i l y concerned a r e the resu l t of combined ac t iv i t ies of the 

many m a r k e t s that make up the economy. The System mus t keep i tself 

informed constantly about these pa r t i cu la r m a r k e t s in o rde r to make 

judgments and to de termine appropr ia te c red i t and mone ta ry po l i c i e s . 

* The Sys tem ' s only d i rec t influence on a pa r t i cu la r m a r k e t 
is exerc i sed through marg in r equ i r emen t s (Regulations T and U) in 
the marke t for r eg i s t e r ed s tocks . 
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Response to the Subcommit tee ' s inquiry about the influence of 

c redi t and mone ta ry policy on mor tgage and housing m a r k e t s mus t be 

considered against this background. As these a r e specific m a r k e t s , the 

influence of c red i t and moneta ry pol icies upon them is ind i rec t . 

Monetary Pol icy and Real Es ta te Markets 
Over the Pas t Few Years 

The amount of housing that may be built , sold, and financed 

within any period depends upon a number of cons ide ra t ions . Demand 

for housing depends on growth and shifts in famil ies and other occupants , 

upon pr ice fac to r s , and upon abili ty of individual buyers to finance the i r 

p u r c h a s e s . It a lso depends upon the physical availabil i ty of r e s o u r c e s 

for const ruct ion of new h o m e s - - l a n d , building m a t e r i a l s , and labor . 

This p laces definite l imi t s on the amount of housing that can be added 

to the supply within any short per iod of t i m e . 

The capaci ty of the economy to finance home p u r c h a s e s mus t 

a lso be cons idered . The avai labi l i ty of funds for inves tment in 

mor tgages depends on the flow of savings , on a l te rna t ive opportuni t ies 

for investing funds, and on c red i t and capital m a r k e t conditions genera l ly . 

Residential building and home pu rchase s a r e s t rongly 

influenced by the avai labi l i ty and t e r m s of c red i t . The nature of this 

influence is not easy to t r a c e , for many other fac tors a re always a t 

work. It is c l e a r , however , that because of the complexity of these 

m a r k e t s , the impact of c red i t and mone ta ry policy on the i r different 

sec to r s and on par t ic ipants the re in v a r i e s cons iderab ly . Digitized for FRASER 
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Mortgage Markets and Lenders 

Because mortgage markets are local in important respects , 

variations usually develop among geographic areas , reflecting different 

market structures as well as differences in regional economic develop-

ment. To a considerable extent the development of Federally under* 

written mortgages has served to reduce regional differences in the 

supply of savings relative to local investment demands. The relative 

attractiveness cf Federally underwritten mortgages and conventional 

mortgages may change from time to time, partly because interest rates 

on the latter are free to vary more widely than are rates on the former. 

The effects of changes in credit and monetary policy normally 

take some time to permeate a market as complex and variable as the 

mortgage market. They may be particularly slow to influence con

struction, for instance, if the amount of financing commitments by lend

ing institutions is large. The precise timing of events cannot be fore

seen in view of the many variables involved and the changing c ircum

stances of each period. 

For example, from mid-1952 to mid-1953 large over-al l 

demands for credit pressed upon limited, though growing, credit avail

ability and resulted in some strains on financial markets . Expansion 

of real estate mortgage debt was restrained at the start of this period 

by the selective regulation of real estate construction credit. 

Regulation X, governing the extension of conventional credit on new 
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houses and other new s t r u c t u r e s , was suspended in September 1952, 

but some r e s t r i c t i ve conditions on Fede ra l l y underwr i t ten mor tgages 

continued until Apri l 1953. 

Fede ra l ly underwr i t ten mor tgages having re la t ive ly low maxi

mum in te res t r a t e s became l e s s a t t rac t ive to inves to rs in a m a r k e t of 

general ly r is ing y ie lds , and were salable only at discounts from p a r . 

GI loans on new houses , in p a r t i c u l a r , declined marked ly during the 

year ending June 1953 and were a much sma l l e r propor t ion of total 

mortgage lending than in comparab le e a r l i e r p e r i o d s . Conventional 

mortgage lending meanwhile inc reased substant ia l ly , although such 

loans were genera l ly available to b o r r o w e r s only at higher i n t e r e s t 

r a t e s and on more r e s t r i c t i ve t e r m s than had been the case p r io r to 

select ive c red i t regulat ion and genera l c red i t r e s t r a i n t . 

In te res t r a t e s on Fede ra l l y underwr i t ten mor tgages were 

ra i sed in May 1953. Shortly a f t e rwards , the slackening of other c red i t 

demands, the easing in c redi t and mone ta ry policy, and the resul t ing 

decline in yields on nonmortgage inves tments improved the competi t ive 

position of mor tgages genera l ly in financial m a r k e t s . Moreover , the 

flow of savings to financial inst i tut ions was increas ing rapidly while 

i s sues of corpora te secur i t i e s available to inves to r s were reduced . 

The changed demand and supply si tuation in financial m a r k e t s 

began to be reflected significantly in mor tgage m a r k e t s late in 1953. 

By that t ime , with slackening in other demands for c red i t and a 
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continuing decline in yields on competi t ive inves tments , funds for m o r t 

gages with Fede ra l underwri t ing became much m o r e readi ly avai lable , 

with both FHA and VA loans selling in secondary m a r k e t s at p r i c e s c lose 

to pa r , and in t e re s t r a t e s on conventional loans reduced by 1/4 to 1/2 

per cent. Inves to rs began act ively to seek mor tgages on t e r m s which 

they would not have granted six months e a r l i e r , Commi tmen t s by l ende r s 

to take m o r t g a g e s , especia l ly those guaranteed by VA, were made in 

increas ing volume toward the end of 1953 and rose sharply in 1954, and 

many l ende r s who e a r l i e r did not engage in such act ivi ty began to do so, 

The r i se in mor tgage c red i t on newly completed and exist ing 

p rope r t i e s did not occur until the second half of 1954. In that per iod 

total mortgage lending was one-fourth l a r g e r than in the preceding six 

months , reflect ing gains in mos t types of loans for purchase of both 

new and exist ing houses . GI loans were increas ingly available to 

b o r r o w e r s with no down payment and ma tu r i t i e s of 30 y e a r s , and other 

types of mortgage loans were a lso readi ly available on favorable t e r m s . 

Mortgage lending on res iden t ia l p rope r t i e s expanded sharply 

in the f i rs t half of 1955 to an a l l - t ime high of a lmos t 14 billion d o l l a r s . 

The volume of G I loans made on new houses rose marked ly to over 

2 billion do l l a r s , the l a rge s t total by far for any half y e a r . In the same 

period there was a sharp r i s e in FHA-insured loans on exist ing houses 

to over 900 mill ion do l l a r s , reflecting chiefly a l ibera l iza t ion of t e r m s 

made possible by the Housing Act of 1954. 
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For the full year ending June 30, 1955, new r e c o r d s for 

near ly all types of mor tgage lending were es tab l i shed . The ready 

acceptance by inves to rs of VA-guaranteed loans on t e r m s favorable to 

bo r rower s and the accumulat ion of a l a rge backlog of commi tmen t s by 

lending ins t i tu t ions , to take mor tgages in the future, stand out a s 

major influences on the mor tgage m a r k e t during this per iod . Inc rease 

in the volume of VA loans amounted to over two- th i rds of the i nc rea se 

in lending on new houses and over two-fifths of the i nc r ea se in lending 

on existing houses . Meanwhile, FHA-insured loans made on new houses 

during these 12 months showed li t t le change from the two preceding 

12-month pe r iods . 

Housing Markets 

The influence of c red i t conditions on home building and p u r 

chase is even more difficult to t r ace than that on mor tgage m a r k e t s , 

pa r t i cu la r ly as far as the t iming of changes is concerned . Fo r 

example , there was litt le decline in res ident ia l const ruct ion activity 

as a resul t of the c red i t s t r ingency in the spring of 1953. Subsequently , 

there was cons iderable lag in the adjustment of res iden t ia l m a r k e t 

activity to the change toward e a s i e r c red i t availabil i ty which began 

around mid-1953 . The number of housing units s ta r ted through the 

f i rs t half of 1954 was li t t le different from comparable per iods in p r e 

ceding y e a r s . Stat is t ical m e a s u r e s of pre-bui ld ing act ivi ty did not 

begin to move upward until ea r ly 1954, but thereaf te r rose rapid ly . 
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By August, r eques t s by bui lders to the Veterans Adminis t ra t ion for 

appra i sa l of proposed houses were more than double the l a rge s t monthly 

total in the three preceding y e a r s . Applications to FHA for mor tgage 

insurance on new houses a lso reached considerably higher levels in 

the summer and autumn of 1954 than in previous comparab le p e r i o d s . 

Reflecting the upsurge in pre-bui lding act ivi ty, new pr ivate 

housing s t a r t s beginning in June 1954 inc reased con t r a - s ea sona l ly 

through the end of the yea r , with monthly totals in the las t qua r t e r the 

l a rges t for any comparable month on r e c o r d . The substant ia l ly l a r g e r 

volume of units s tar ted in the second half of 1954 compared with the 

like period of 1953 reflected chiefly a m o r e than doubling in units 

s tar ted under VA guaran tee . Units s tar ted under FHA financing 

a r r angemen t s also inc reased slightly, while conventionally financed 

s t a r t s declined. 

Sales of old as well as new houses acce le ra ted in the second 

half of 1954 and continued strong through the middle of 1955. In the 

12 months ending June 1955, substant ia l ly more houses were sold than 

during preceding comparable p e r i o d s . Reflecting the impact of easing 

t e r m s in the G I loan marke t during 1954, the i nc r ea se in units sold 

with VA-guaranteed mor tgages in the yea r ending June 1955 amounted 

to a lmost two- th i rds of the i nc r ea se in new house sa les and nea r ly 

two-fifths of the i nc r ea se in exist ing house s a l e s . 
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The Cur r en t Situation 

This s u m m e r and autumn economic activi ty in mos t l ines 

has been at new high l eve l s . The g ros s national product in the third 

quar te r was a record 392 bill ion dol la rs (seasonal ly adjusted annual 

rate) and a further la rge i nc rease is indicated for the c u r r e n t q u a r t e r . 

In October, indust r ia l production continued at the new high es tabl ished 

in September and nonagr icui tura l employment was a r eco rd for any 

October. 

The most s t r iking economic developments over the pas t year 

have been the marked expansion in consumer buying, espec ia l ly of 

durable goods, renewed r i s e in bus iness outlays for fixed capi ta l , and 

the re la t ively modera te nature of inventory accumulat ion. Since output 

in many a r e a s is now close to capaci ty , further i n c r e a s e s in product ion 

will neces sa r i l y be at a slower pace and growth in consumption and 

investment demands will need to be cor respondingly modera ted . 

Reflecting the p r e s s u r e s of expanding demands upon l imited 

supplies , wholesale p r i c e s of indus t r ia l commodi t ies have been r i s ing 

considerably since m i d - y e a r , with the i n c r e a s e s m o r e recen t ly extending 

to in termedia te products and finished goods. Consumer p r i c e s , which 

have been re la t ively stable for two y e a r s , have recent ly shown signs of 

edging up. 

The situation is not grea t ly different in cons t ruct ion and rea l 

estate m a r k e t s , except that these m a r k e t s have been ex t r ao rd ina r i l y 

strong for a longer per iod . Since the r ecove ry in the genera l economy 

began more than a year ago, ac t iv i t ies revolving about cons t ruc t ion Digitized for FRASER 
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and rea l e s t a t e , which continued high throughout the 1953-54 r e c e s s i o n , 

have expanded sharply further and a r e now at r eco rd l eve l s . The 

evidence in recent months suggests increas ingly that cons t ruc t ion and 

rea l es ta te ac t iv i t i e s - - even more marked ly than most manufacturing 

a c t i v i t i e s - - a r e close to capaci ty. In these a r e a s , as in the economy 

as a whole, a major c u r r e n t p rob lem is to prevent development of 

inflationary fo rces , which could lead to se r ious malad jus tments and 

declines from the gratifying levels of activity exper ienced in recent 

y e a r s . 

The recen t volume of construct ion and high levels of economic 

activity general ly have resul ted in la rge and widespread pr ice i n c r e a s e s 

for building m a t e r i a l s . After about two y e a r s of compara t ive ly easy 

mate r i a l supplies and efficient opera t ions , m a t e r i a l s shor tages and 

delays in the p r o g r e s s of work have reappeared . L ikewise , financing — 

in competit ion with many other expanded demands in a capital m a r k e t 

cha rac t e r i s ed by l a r g e , though l imi ted , supply- -has become m o r e 

difficult and more expensive for many types of under tak ings . 

Some o b s e r v e r s in recent weeks have a t t r ibuted these develop

ments and the modera te ly reduced level of s t a r t s solely to a more 

res t r i c t ive moneta ry policy. This is by no means an adequate explana

tion. For example , although housing s t a r t s for some months have been 

below the very high levels reached las t spr ing, the number of houses 

under construct ion this s u m m e r was probably l a r g e r than ever before . 

If construct ion delays have been as se r ious as some t rade r e p o r t s 
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suggest , this number may st i l l be r i s ing . The number of new houses 

completed and occupied in the f i r s t six months of 1955 was cons iderably 

l a rge r than in any other f i rs t half yea r . Completions in the second 

half will undoubtedly r i s e further to exceed the a l l - t ime r eco rd second 

half of 1950. 

These complet ions have requi red an exceptionally heavy 

volume of financing. In addition, sa les of an unprecedented number of 

old houses have also been financed. Accordingly mor tgage lending so 

far this year is at record l eve l s , more than one-fourth higher than in 

the comparable period las t y e a r . Demands for financing a r e st i l l 

r i s ing . Whatever effects the p r e s e n t c red i t si tuation may be having on 

housing m a r k e t s , it has not prevented an ex t r ao rd ina r i ly la rge volume 

of mortgage underwri t ing . It is the la rge demands, for c red i t through

out the economy, r a the r than a cur ta i lment of funds for inves tment in 

housing, that has caused a tightening in the money m a r k e t . 

Mortgage repayments have a lso been r i s ing , but at a s lower 

r a t e . As a resu l t , the amount of mor tgage debt outstanding has been 

growing rapidly. Mortgage debt outstanding on smal l p r o p e r t i e s this 

year can be expected to i nc rea se by about 13 billion do l l a r s , compared 

with 9.6 billion dol la rs in 1954. 

This y e a r ' s i nc r ea se in all nonfarm mor tgage debt will be close 

to 16 billion do l l a r s , and of this over 11 billion will be acquired by 

three major groups of l e n d e r s - - s a v i n g s and loan a s soc i a t i ons , mutual 

savings banks, and life insurance companies . This is a ve ry la rge 

proport ion of the total i nc rease this yea r in the capital and l iabi l i t ies Digitized for FRASER 
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due from these inst i tut ions to the public . In other r ecen t y e a r s the 

increase in their capital and l iabi l i t ies to the public exceeded the 

inc rease in their mor tgage holdings by a wider m a r g i n . 

To obtain the funds needed to keep up the r ecen t high and 

r is ing level of mor tgage lending and to mee t other financing demands 

which have a lso been l a r g e , these inst i tut ions have been borrowing 

heavily this year from c o m m e r c i a l banks . Mortgage l enders have a lso 

been obtaining forward commi tmen t s from the banking sys tem in o rde r 

to be in a posit ion to make good the i r own forward commi tmen t s to 

lend. A special survey of l a rge city banks indicated that in the year 

ended August 10 loans of such banks to mor tgage l ende r s had r i s e n by 

over half a billion do l la rs and that additional commi tmen t s for 1-1/4 

billion dol la rs of loans to such l enders were outstanding. In addition, 

d i rect rea l es ta te loans by c o m m e r c i a l banks a r e likely to r i s e this 

year by over 3 billion do l l a r s . It should be borne in mind that expan

sion in commerc i a l banking opera t ions c r e a t e s new supplies of money 

in cont ras t to other financial inst i tut ions which lend exist ing funds. 

It is evident that c o n s u m e r s have been buying houses - -bo th old 

and new- -a t a higher ra te than ever before . B u i l d e r s ' o p e r a t i o n s - -

which means houses under cons t ruc t ion , bu i lders ' financial obl igat ions, 

consumption of m a t e r i a l s and need for c r e d i t - - h a v e been higher than 

ever before . Commitments of financial organizat ions to take mor tgage 

loans have been very close to if not the l a rges t on r e c o r d . Moreover , 

a l a rge r propor t ion of financial inst i tut ions appea r s to be obligated on 
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commi tmen t s . This means that individual inst i tut ions have not had the 

freedom to respond to the c u r r e n t demands that they might o therwise 

have had. It no doubt accounts in pa r t for r e p o r t s that bui lders a r e 

unable to obtain additional forward commi tmen t s . 

With the housing indus t ry operat ing close to capaci ty and 

bidding act ively against other indus t r ies for r e s o u r c e s , p r i c e s of con

struct ion m a t e r i a l s have i nc rea sed . P r o p e r t i e s under cons t ruc t ion have 

been very high and so also has been const ruct ion financing to c a r r y 

these inventor ies . The demand for funds has been beyond the supply 

of savings, and additional funds have been supplied from an unusually 

large expansion of bank c red i t . 

Except , p e r h a p s , for the extent to which commi tmen t s to 

finance future t r ansac t ions a r e outstanding, the si tuation in res iden t ia l 

construct ion and rea l es ta te is very much like the c red i t si tuation 

general ly . Heavy demands for c r ed i t have been in evidence a lmos t 

eve rywhere - - t o finance the high level of consumer buying of automobi les 

and other durable goods; to finance bus iness expansion of fixed plant 

and equipment; to finance public improvement s by State and local 

governments . The F e d e r a l Government has a l so been a substant ia l 

bor rower in recent months , but mos t , if not a l l , of this borrowing 

will be offset by debt r e t i r e m e n t during the r ema inde r of the f iscal 

yea r . The volume of investable funds becoming avai lable from con

sumer and bus iness savings has not been adequate to take ca r e of al l 

these demands . Mortgages a r e competing with all these other uses 

for the l a r g e , but l imi ted , supply of funds. 
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While some expansion of c o m m e r c i a l bank c red i t has been 

des i rable in o rder to supply additional cash ba lances , consis tent with 

the growth needs of the economy, the c o m m e r c i a l banking sys tem 

could not have met all of these demands for c red i t not supplied from 

savings without running the r i sk of inflationary consequences . 

In a p r o s p e r o u s , expanding economy, funds for financing 

home ownership , as well as financing ownership of other long- las t ing 

capital goods, should come as far as possible from savings in the 

hands of the owners or made available on loan from inst i tut ional or 

other ho lders of accumulated savings funds. F r e e competi t ive c red i t 

m a r k e t s a r e the mos t effective means for al locating these funds to 

appl icants . 

Under prevai l ing condit ions, demands for funds a r e running 

far ahead of the supply of savings . To meet these demands by 

crea t ing new supplies of money through the c o m m e r c i a l banking 

sys tem with Fede ra l Rese rve a s s i s t a n c e , would invite dangerous 

inflationary r e p e r c u s s i o n s throughout the en t i re country . 
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