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Construction industry reacts
to restrictive monetary policy

Within the last few inonth~the effects of a Chart 1 — Tota’ valuation of construction
restrictive monetarypolicy appearto have been contractsawarded
(listinctly felt in the constructionindustry--- both ke.~son~IIy~djusfed}

throughout the nation and in the Ninth district.
Private housingstarts in the months of July and
August were at the lowest level ever observedin
the current businessexpansion. A major reason
for this sharpdeclinein housing wasthetightness
of the mortgagemarket-— both in terms of in.
terest rates and credit availability. During the
first eight months of 1966 interest rates on con-
ventional mortgagesrose by more than 40 basis
points, and the amount of mortgageloans made
by savings and loan associationsthroughout the
nation during July were more than 4.0 per cent
below the preylulls year’s level. Testimony Con’

cerning the tightness of the mortgagemarket ap-
pearsalmostdaily in thenewspapersand financial
press.

In chart form, the leadingconstruction industry

statisticaldataof thenation and theNinth district
tend to corroborate the story of decline. The
charts also presentno clear evidencethat the imn.

pact of recentmonetarypolicy in the district has
beensignificantly different than the impact on the
entire nation.

Construction contracts

One of the broadest measures available to

measuretheconstructionindustry is thevaluation
of constructioncontractsawarded.Chart 1 indi-
catesa substantialdeclinein the levol of construc-

tion contracts from the first few months of the
year. A more dramatic picture of the stateof the
construction industry is presented by Chart 2
showingonly the valuation of residentialbuilding
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Chart 2 — Residential building contracts
awarded
(seasor~I!y~~Ju~fed)



contractsawarded.During July thevalue of resi- of permits issued betweenMay and August was
dential contractsdeclined in both thedistrict and more substantialthan normally experienced.The
thenation by more than30 percentfrom thepeak July and August figures in the district were lower

achievedearlier in the year. In rontrast,value of than any July or August figures for thepast sev-
nonresidential building awardshasheld up rearn eral years. Looking at Charts4 and S together it

Chart 4 — Number of housing unitsChart 3 — Nonresidentialbuilding . . -

authorizedby building permitscontractsawarded

sonably well during this period 01 credIt restranit Chart 5 — Numberof single family
(Chart3, more so in the nation than in the dis- housing units authorizedby building
trict. In recent months the level of district non- permits

1 . _1__1 t__~ ~~__1~_~_J
FCSIUCLILIaI UIJfILLd~LS dWdIUCU 1Id~ iit~tiiii~u,

thedeclinehasnot beenassevereas in residential
building.

Building permits

The number of housing uniL~authorized b~
building permits for 1)0th all residential structures

and single.family housingunits are portrayed in
Charts4 and5. Chart4 showstheextremedecline
in building pennits experiencedin the nation——

the July and August figures are the lowest cx-
periencedsince at least 1959. Since the (listrirt
dataare not seasouall~adjusted,interpretation is
somewhatmore diflicult. however,a careful cx-
amination of Chart 4 comparing 1966 levels with
1965 levelsshows that the decline in the number
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is seen that the decline in housingstarts was not their jobs are not all going on the unemployment
confined to single-family units, it was spread rolls. Many appearto be finding employment in
rather evenly between single.family and multi- other areasof constructionas well as in other
family dwellings.

Chart 7 — Construction firm business
Employment in the construction industry failures

The effect of the construction slowdown has
beenfelt by bothemployersand employeesof the
industry. Chart 6 depictsthe impact of the recent
slowdown on total construction employment. By
August construction employment in the district
had declinedby about 7 per cent from its April
peak. A similar decline was experiencedat the
national level. In addition, the constructionem-
ploymentdatacorrespondquite closely to the pic-
ture presentedby the constructioncontractdata:
most of the decline in constructionemployment
was attributableto declinesin building construc-
tion sincegainswere experiencedin highway and
heavyconstructionas well as specialtradescon-
struction. For example, in Minnesota, building
constructionemploymentduring Augustwas about
3 percentbelow thecorrespondingperiodof 1965
while employmentin highwayand heavyconstruc.
tion advancedby about 17 percent and employ-
ment in special tradesconstruction advancedby
about 9 per cent. Some evidenceindicates that
the building constructionworkers who are losing

Chart 6 — Constructionemployment
(seasonally adjusted)

Chart 8 — Constructionfirm failuresas a
percentof total failures
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industries, and these shifts have helped to ease the Minneapolis areaone building executivehas
the situation of excess demand for workers by estimatedthat thereare perhaps40 to 50 “border-
theseindustrieswhich appearedearlier in the year. line” caseswhich would leave the industry by the

end of the year. None of thesefirms, in this ex-
Constructionfirm businessfailures ecutive’s opinion, would be classifiedas business

A partialpicture of the impact of the construe- failures.--— they would not leave the industry be-
Lion slowdown on constructionemployersmay be causeof bankruptcyor other liability reasons.
observedfrom Charts7 and8 which show business
failures of constructionfirms. In the nation the Outlook
numberof constructionfirms which failed during
August 1966 reachedthe highest level ever ob- The outlook for the construction industry ap-
served in the post-World War II period, but no pearsto dependquite critically upon future mone-
evidence of an unusually large number of con- tary amid fiscal policy as well as the impact of
struction firm failureswithin the Ninth district is recent policy changes. In the residential area
indicated. Although the number of failures iii recentnational legislation authorizedthe Federal
the construction industry was quite high in the \atiorial MortgageAssociation (FNMA) to bor.
nation during August, one might be tempted to row 84.8 billion to buy existing mortgagesand
argue that the tight money situation has affected for direct investment in mortgages. To avoid

all businessseverely. However, Chart 8, showing adding to money market pressures,most of
the percentageof total businessfailures attribut. F~\MA’sborrowing would be done through gov.
ableto theconstructionindustry, refutesthis argu- ernment trust accountsrather than in the open
inent. Nut only was the numberof failures large market.
in August, but thepercentageof total failureswas In order to improve sales under presentcon-
historically large as well. ditions. it appears that the home building in-

Oneof themajor weaknessesin interpretingthe dustry is likely to increaseits advertisingoutlays.
failure statisticsin a periodof tight money is that This has occurred, for example, in the Twin
these datagive no indication of the number of Cities area. Although it may seem paradoxical
firms leaving the industry. For example, within that homebuilders have increasedtheir advertis-

ing outlays in the face of restrictedcredit avail.
ability, their reasoningseems to be that they
simply have to get more people interested in
housesin order to find one customerwho is able
to obtain credit. One banker has expressedthis
attitude by saying that in effect the builder has
got to sell his housethree times ratherthan once:

of threepotentialbuyers presentedfor credit, all

of whom would have been acceptedabout six to
eight monthsago, only one is accepted.

In the nonresidentialbuilding areathe outlook
appearsto dependin largepart upon the reaction
by busimivssmnemito the pendingnational legislation
eliminatingtheaccelerateddepreeiation allowances
on building and structures. It is, of course,too
early to evaluatethis policy decision,but from the



testimonyprovided by the financial press, there the outlook must remain optimistic within the

does riot appearto bean overly restrictiveattitude nonresidentialconstructionarea.
within the businesscommunity. Nonresidential In summary,thereis ampledatato supportthe

building has been the backboneof construction testimonY of the popular press concerning the
building throughout the year and a small survey slowdown in the constructionindustry. Housing

of structural engineers and architeet~within in particular hassuffered. There is, however, no
the Minneapolis-St. Paulareaindicates continued particular evidencethat this situation has had asignificant impacton theover-all economy--- other
strengthin this area. This survey indicatedthat a industrieshave picked up the slack created by
large part of the work in constructionover the uristruction so that total income is continuingits
next six monthswill be at educationalandpublic rapid rate of growth and unemploymentremains
institutions. As much of this type of construction at reasonablylow levels.

is probably insensitiveto depreciationallowances, ~- Tmu~i~sM. Sui’i~i~

conditions.

A..~ the approachof fall the economy of the Industrial production, as measured by con-
Ninth FederalHeserve district continuedto reg- sumption of electrical power by industrial users,
ister its summertimeascension.Exceptfor a slack which expandedrapidly duringJuly, slowedsome-
createdby a slowdown in construction,most dig- what in August.Slight increasesoccurredin such
trict economic sectors registered moderate in- industries as fabricated metals,electrical machimi-

creases. The constructiondecline was more than er~,and nonelectricalmachinery.
madeup by exhibits of growth in the manufactur- In construction,a decline in housingstarts has
ing and government sectors and by signals beenratheruniformly spreadthroughoutthe Ninth
pointing to favorablefarm income, district’s geographical regions— declines were

Impetusfor growth in manufacturing,according registeredin all statesexcept in Upper Michigan
to indices of productionworker man hours,came and northwesternWisconsin.

rather uniformly from most major industries. In Crop output and prices appear favorable for
particular, the machinery industry chronicled farm income. The Septembercrop report showed
rapid gains within the district just as it did in amarkedimprovementin district cropproduction

the nation. In Minnesota 10,000 machinery in- estimatesas comparedto the August report. The
dustrv workers were added during the searend- estimatedproduction of all wheat is now set at
ing in August. The district’s unemployment rate 305 million bushels,up 3 million bushelsfrom the
during August was estimated at 3.7 per cent August estimate. Soybean estimatesalso moved
seasonallyadjusted), about the same rate ex- upward 4 million bushels, pushing the district

perience(l in June and July. - total to 92 million bushels. The sharpestincrease
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in estimatesoccurred in corn 435 million bush- ings. In action effective September26 the Board
els, ~ :-~smillion bushels. Crop prices continue reduced to 5 per cent from 51,12 per cent the
to run well aheadof last year’s. maximum interest rates that banks can pay to

Total deposits during Septemberflowed into attract savings. Authority for the action was
district banksat a pace which fell short of the grantedin a law signed by PresidentJohnsona
normal inflow by 20 per cent. This slower-than, few hours before the Board’s decision. The law
usual growth was due in large part to deposit provides increasedflexibility for establishingceil-
behavior at city banks. l’hese banks recorded ing rateson time depositsand savingsaccountsat
a sizeablecontraction in tinme deposits(primarily commercial banks and other depository institu-
in negotiabletime certificatesof deposit) which tions.
was not entirely offset by growth in private de- Thereductionin maximumratesappliesto time

mnanddeposits.Thus, insteadof a healthy advance depositsof less than $100,000. It does not by
which might havebeen expectedduring Septem- itself require any changein interestpaidon certif-
ber basedon the experienceof recent years,city icatesof depositandothertime depositsoutstand.
bank deposits declined slightly. Country banks ing on the effective date. If a memberbankhas
reported an unusually vigorous upsurgein de- agreedto pay a specifiedrate of intereston such
posits during September.Demand depositsinflow a deposit.without any right to modify its obliga-

was slightly strongerthan usualwhile time deposit tion, it may continueto pay the contract rate to
growth was twice as large as the averageinflow maturity. If thedeposit is then renewed,the rate
for comparableperiods in recent years. of interestmay not exceedthenewceiling.

The reserveandliquidity positionsof city banks The Board’s action doesnot changethe maxi-

remainedrelatively tight during September:a de- mum rate payable by member banks on savings
dine in credit was generally offset by the con- accounts.which remainsat 4 per cent. The maxi-

traction in deposits. The loan-to-deposit ratio at mum rates payable on multiple-maturity time
the end of September(67 per cent’) was slightly deposits, which are 4 per cent or 5 per cent,
above that of the end of August. City banks, in dependingon maturity, are also unchanged.The
order to meet reserve requirements, borrowed ceiling rate on single-maturity time deposits of
more heavily during Septemberthan in August over 1.00,000 remains at the present level of
in the federal funds market. Borrowing at the 5½percent.
Federal Reserve’s discount window during the The Septemberaction is one of a series of
month was virtually nonexistent. measurestaken liv theFederalReserveSystem in

Quite thecontrary wasreserveandliquidity cx- recentmonths to temper the aggressivecompeti.

perience of country banks. The loan-to-deposit Lion for funds amongcommercialbanksandother
ratio fell to 56 per cent at the end of September. financial institutions, and at the same time to

assurean orderly and moderaterate of growth

The /ol!owiII~(epic describesa particular aspect ~n bank credit - in order to restrain inflationary
of time district’s current economicscene: pressures.Earlier actions included a lowering of

interestrateceilingson time depositswith multiple
maturities,two increasesin the reservesthatmimem-

Maximum time deposit her banks must maintain against some of their
rate rolled back time depositsand, more recently, a statementto

The FederalReserveBoard in Septembermoved memberbanksconcerningthe needto adopt lend.
to limit escalationof interest ratespaid by corn- ing policies that will result in slowing the growth
niercial banks in conipetition for consumersay. of husine—sloatis.
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Economic

1. Lime plant to expand 3. Nickel leases granted
A $1 million expansionis plannedat Big Horn InternationalNickel Companyhas beengra~Lted

Calcium Company,Warren,Montana. A kiln and mining leasesover about 5,000 acres in north-
hydratorwill lo’ installedto produce250 tonsper easternMinnesotafrom the U.S. government. The
day of quicklime, pebblelime, and hydratedlime, propertiescovered by the leasesare about eight
The new expansionis the secondsince the firm miles southeastof Ely, Minnesota, in Lake and
beganoperationsin Warrensevenyears ago. St. Louis counties. The companyis now conduct-

ing evaluation studiesto determinethe over-all
feasibility of establishinga nickel mining opera-
tion in the area.

2. REA grant approved
The Rural Electrificationadministration,Wash- . . . -

ington, I).C., has approveda $55.7 million loan 4. City to receive beautification funds
to the MinnkotaPower Cooperative,GrandForks, Minneapolis,Minnesota,will receivea $502,o25
North Dakota, for the constructionof a 212,000- federalgrant underthe Urban BeautificationPro-
kilowatt generatingplant, 430 miles of heavy-duty gramto landscapeand improve a main downtown
transmissionlines, and 25 new substations.The shopping street and to aid in other citywide
generating plant will be built at Center, North beautificationprojects. Nicollet avenue,the down-
Dakota; the transmissionlines in North Dakota town street,is being reconstructedinto a shopping
andnorthwesternMinnesota. mall and transit roadway.


