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End of the Tunnel?

More and more analysts are finding

" favorable portents this bleak
December in the economy’s most
depressed sector, the housing in-
dustry. Various Administration offi-
cials have seen light at the end of
the funnel, and some have argued
that we will reach the exit as soon.
as early 1975. The light at that point
may not be dazzling in its radiance;
nonetheless, somewhat brighter
days for homebuilders and home-
buyers appear to lie ahead.

It should quickly be added that the
immediate prospects are stilt
gloomy, even on the heels of the
sharpest downturn of the postwar
era. Housing starts declined 55 per-
cent from the early 1973 peak to an
annual rate of 1.1 millien units in
August-October 1974, which com-
pared with a 38-percent drop

in 1966 and a 25-percent drop

in the 1970 slump. {Single-family
starts fell substantially in the past
year and a half, and multiples fell
by a precipitous 70 percent) A

continued slide recently in both new

permit activity and the backlog of
unused permits implies a possible
further dip in starts in the months
immediately ahead.

Hopeful signs

The hopefut signs are the usual re-
cession symptoms of easier and
cheaper financing. Market interest
rates have fallen substantially since
last summer, with three-month
Treasury bills, for example, now

yielding 7V2 percent as against the

-earlier peak of 9 percent or morc.

(The latter is illustrative of the type
of rate movement which pulled such
substantial sums out of the thrift
institutions last summer, crippling
the home-financing sectorin the’
process.) With rates on competitive
instruments declining, savings-and-
loan associations recorded a $400-
million net savings inflow in
October, and the improvement ap-.
parently continued into November.
This casier situation has been ac-
companied by a sfight drop in mort-
gage rates from their record highs.

Looking ahead, many observers
have concluded that the combina-
tion of a weakening economy and
an easier monetary-policy stance
means decreased markel pressures
and a further decline in rates, ta the
advantage of the thrift institutions
and the housing market. A slacken-
ing In business investment and in
consumer purchases of autos and
appliances would case borrowing
pressures, while a drop in market
rates meanwhile would entice savers
to put their funds again into thriit
institutions, and thus indirectly

into housing. Heavy government
borrowing may continue, partly
because of locked-in Federal spend-
ing increases and partly because of
a recession-caused shortfall in rev-
enue, and these pressures inay linnit
the expected decline ininterest
rates, but overall, the state of the
market should permit some casing
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of the mortgage market. (But the’
easing movement could be limited -
“if corporations continue to turn to.
the bond market for funds, as they
have done in recent weeks.) The

- following illustrative example shows”

. what could happen in an easier -
_mortgage market. L

A Tr"éastjry-_bill rate averaging, say,
7 percent in 1975 might be con-

- sistent with a $20-billion net savings -

inflow into the S&L's—one-third
higher than this year's likely gain.

This arﬁcunt,—'-shpp!emented by $23

billien or so in loan repayments,
would make about $43 billion in -
funds available to the S&L's for
mortgage lending. However, that
amount would still be semewhat
below the record $51 billion of both
1972 and 1973. Besides, at today’s

home prices, $43 billion in mortgage

money would finance only 1.2 mil-
lion homes, compared with the

1.8 million homes that could have o
been financed with the funds avail- - -~
able just two yéars ago. '

Rlsmg pnces ; : :
Indeed, home prices have already

. reached $36,500—twice the' avcrage L

figure of a decade ago—and they.
are continuing to increase. Lumber -

. prices have eased in recent months,

but prices of other materials (such
as asphalt, concrete and plumbing -

fixtures) afe now 15 to 55 percent

above their 1973 levels, while fand
and labor. costs have continued their...
inexorable rise. In addition, the
overall costs of home ownership
{including taxes, insurance and util-
ities) have increased by 13 percent
over the past year, :

Yet these very considerations—the
“today is the best time to buy” syn-
drome—may lure growing numbers
of potential homebuyers back into
the market as mortgage credit be-
comes more available. The home-
buying public appears increasingly
reconciled to the fact that higher
costs (including mortgage costs)

arc here to stay. Rates on conven-
tional new-home loans could drop
from the recent level of 9.80 percent -
to about 9.00 percent in 1975, but
they are unlikely to drop to the 7.75-
percent level of two years ago, be-



cause of centinued inflationary ex-
_pectations on the part of market

participants as wel| as the still- high

cost of funds lo mortgage Iendmg
'_'mstltutlons .

- "\ Y

Desp:te the |mprowng fmancmg sit-

uation; the pro;ecﬁed housing re-. .

. covery may again require substantial.

agency intervention, although not as
‘much as this year, when the various
housing agencies through October
raised $10 billion in the credit mar-
kets: Still, borrowers apparently

have.drawn down only about one-......

sixth of the $20 billion involved in
various government support pro-
grams this year. In terms of housing
units, about 475,000 of the original
potential 537,000 units remain to be
financed, thus providing a measure
of support to the present housing
market. . -

Another questionmark is a potential
oversupply of units, despite the
severe sfump in building of the past
two years. The unsold inventory of
single-family housing now totals
about 415,000 units, the equivalent
of aten-month supply at current
sales rates. Houses under construc-
ticn now total about 1.4 million, half
again as many as the npumber in the
pipeline at the beginning of the last
housing recovery in early 1970. Also,

vacancy rates stiil exceed year-ago
levels despite the depressed level

of building, although they are not

excessive by the standards of the .
middle and late 1960’s. -

Industry sources suggest that, with
an casing financial situation, housmg

_' starts could average about 1.45 mil-
lion units in 1975—moderately

above the 1974 average but well be-
low the 2-million-plus rates of the
1972-73 period. However, such a
level would imply a 1.7-miltion

rate by late 1975, orhalf agajnas
much as the recent level of activity,
This would represent a hefty pickup,
and would require a substantial
volume of financing, especially in

view of the 33-percentincrease in

home prices over the past two years,
But if the hoped-for turnaround
does not occur, we may witness in-
tensified Congressional pressure to
“do something” for housing, "

Verle Johnston




