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Population Change and

|ncome Gronth In the 1970°s —
The Tenth District Experience sy clenn H. mier

In a country as large and as geographically
and economically diverse as the United States,
significant regional differences can and do exist
in the growth of population and income.
Interregional migration of people, capital, and
economic activity is also relatively easy. Such
migration is very sensitive to economic
conditions and prospects, leading to flows
toward areas that seem to offer more favorable
employment and income opportunities. This
article discusses some of the changes in
population and income growth, and in the
migration of people, that have occurred in
major regions of the United States in the early
1970's. More specificaly, the article examines
the population growth, migration experience,
and income growth of the states in the Tenth
Federal Reserve District,’ in comparison with
such changes in other regionsand in the United
States as a whole in the first half of the 1970's.

POPULATION CHANGES IN THE
UNITED STATES

The resident population of the United States?
grew at an average annual rate of about 1.7 per

1 Colorado, Kansas, Nebraska, Wyoming, most of
Oklahoma and New Mexico, and 13 counties in western
Missouri. Tenth Digtrict population and income as used in
this article mean the population and income of all of the
seven statesthat lie wholly or partly within the District.
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cent in the 1950’s, about 1.3 per cent in the
1960’s, and about 0.9 per cent from 1970 to
1976. With immigration rates changing only
dlightly from decade to decade, the explanation
for thefalling rate of U.S. population growth is
found in the falling rate of natural increase.
That, in turn, is attributable to steadily
decreasing fertility rates because the average
death rate has declined very dlightly during the
period.

All three basic annual measures of
fertility —the crude birth rate, the generd
fertility rate, and the total fertility
rate-—dropped to their lowest levels in U.S.
history in 1976, from post-World War II peaks
reached in the late 1950's. The crude birth
rate—number of births per 1,000 population—
was 14.7 in 1976, down from 25.2 in 1957. The
general fertility rate—number of births per
1,000 women 15 to 44 years dd—is a more
satisfactory indicator of fertility trends because
it relates the number of births to the number of
women in the childbearing ages; it reached 65.7
in 1976 after declining steadily from 122.7 in
1957.

The total fertility rate— annual births
expressed as the implied completed fertility of

2 " Resident population” isthe concept of U S population
used in the decennial census report, and includes residents
of the 50 dates and the District of Columbia.



1,000 women—is not affected by the age
structure of the female population, and is thus
considered the most satisfactory of the three
indicators of fertility trends.* In 1976, the total
fertility rate was about 1,760—down from
3,760 in 1957. While the total fertility rate in
1976 was below the replacement level of 2,100
for the fifth successive year, population growth
by natural increase continues because of the
existing age structure for women. Indeed, it
would require an estimated 70 years with a
constant total fertility rate at the 2,100
replacement level for the U.S. population to
stabilize, in the absence of immigration.

The declining fertility rate has made natural
increase relatively less important, and net
migration relatively more important, as a
sourceof population change in individual states
and regions. The pattern of migration by
region, especialy in the 1970’s, has been from
the Northeast and North Central states to the
South and the West. This is a significant
change for the South (excluding Florida),
which experienced net out-migration in the
1950's and 1960’s. Immigration into California
dominated the movement of people to the
western states in the 1950’s but, by the late
1960's and 1970’s, the other western states had
achieved higher net immigration rates than
Cdlifornia. The fall in natural increase has
been accompanied in the Northeast by more
rapid out-migration— to bring population
growth there almost to a halt in the 1970's.
After some modest immigration in the 1960’s,
the East North Central region returned to its
earlier pattern of net out-migration. The West

3 "More specifically, the total fertility rateisthe number of
births that 1,000women would have in their lifetime if, at
each year of age, they experienced the birth ratesoccurring
in the specified calendar year." U.S. Eepartment of
Commerce, Bureau of the Census, " Estimates of the
Population of the United States and Components of
Change: 1940 to 1976,"* Current Population Reports, Series
P-25, No. 706, September 1977, p. 1.

North Central region, which has had net
out-migration in each 5vyear period since
1950-55, has suffered somewhat less outward
movement in the periods since 1965 than
earlier.

POPULATION CHANGES IN THE
TENTH DISTRICT

Population changes thus far in the 1970's in
the states of the Tenth District have severd
distinct and significant differences from those
of the 1960's. The mgjor differences for Tenth
District states both reflect and are included in
population changes in the United States as a
whole over the same time span. Most important
among those changes are the continuing fall
in the population's net growth rate— because of
a declining rate of natural increase, which is
due, in turn, to a faling fertility rate—and
some pronounced shifts in net internal
migration patterns.

The resident population of the Tenth District
has grown more rapidly so far in the 1970's
than has the U.S. resident population—a
reversal from the 1960's (Table 1). Population
in six of the seven District states (Missouri is
the exception) has grown more rapidly in the
1970's than in the preceding decade.

Population changesfor the seven statesin the
1970's reflect the changes in the major Census
regions of the United States to which they
belong (Figure 1). Kansas, Missouri, and
Nebraska— part of the West North Central
census region—grew at annual rates below the
national average for the 1970’s. The resident
population of Oklahoma, classified by the
Bureau of the Census as part of the South,
increased faster than the national average, but
not as fast asthat of the Mountain states of the
Tenth District. Colorado, New Mexico, and
Wyoming posted average annual rates of
population growth from 1970 to 1976 of 2.6\per
cent, 2.3 per cent, and 2.7 per cent,
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Table 1
RESIDENT POPULATION OF THE UNITED STATES AND
TENTH DISTRICT STATES
1976,1970, and 1960

Average Per Cent Change

Population (Thousands) Per Year
1976 1970 1960 1970-76 1960-70
United States 214,659 203,304 179,323 09 13
Tenth District 15,548 14,529 13,273 11 0.9
Colorado 2,583 2,210 1,754 26 23
Kansas 2310 2,249 2,179 04 0.3
Missouri 4,778 4,678 4,320 04 0.8
Nebraska 1,553 1,485 1411 0.7 0.5
New Mexico 1,168 1,017 951 23 0.7
Oklahoma 2,766 '+ 2,559 2,328 13 1.0
Wyoming 390 332 330 2.7 01

SOURCE: U.S. Department of Commerce, Bureau of the Census, Current Population Reports, Series P-25,
No. 642.
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Table 2
CHANGES IN CIVILIAN RESIDENT POPULATION AND COMPONENTS OF CHANGE
TENTH DISTRICT STATES, 1970-76

(In Thousands)

Net
Population
State Change
Colorado 376
Kansas 71
Missouri 111
Nebraska 67
New Mexico 152
Oklahoma 22
Wyoming 57

Net Net Net Movement
Natural Civilian from the
Increase Migration Armed Forces

136 231 9

74 —14 11
133 -57 35
56 -2 13
84 63 5
101 94 18
21 34 2

SOURCE: U.S. Department d Commerce, Bureau d the Census, Current Population Reports, Series P-25,

No. 642.

respectively. These rapid rates of growth placed
the three states among the nine fastest-growing
states in the nation.

Changes in civilian resident population (the
concept of population most closely related to
measures of labor input such as the civilian
labor force and civilian employment) are shown
in Table 2 for the states of the Tenth District
for the 1970-76 period. The three North Central
states have experienced net civilian out-migra-
tion in the early 1970’s, while Oklahoma and
the three Mountain states have attracted net
civilian immigration. In Colorado and
Wyoming, net civilian immigration contributed
more to population growth than did natural
increase, and such a situation was nearly the
case for New Mexico and Oklahoma. Despite
the generally slower rate of natural increase in
the 1970’s, there was sufficient natural growth
in Kansas, Missouri, and Nebraska to more
than offset the amount of net out-migration
experienced and thus to provide population

growth for those three states. Finally,
reductions in the size of the nation's military
establishment led to movements from the
armed forces into the civilian population for al
Tenth District states.

In order to alow for differences among the
states in population size, civilian migration
during the 1960's and the early 1970's is shown
in Table 3 as a per cent of each state's
population at the beginning of each period.
From Table 3, it may be ascertained, for
example, that although many more people
migrated into Colorado than into Wyoming in
the early 1970’s, these two states had very
similar rates of civilian in-migration. Reversals
in migration patterns from the 1960's to the
1970's were experienced by New Mexico and
Wyoming, which went from strong out-migra-
tion to strong in-migration, and by Missouri,
which went from being a slight gainer to being
a moderate loser of migrants. Kansas and
Nebraska both reduced their rates of net
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out-migration; Colorado and Oklahoma both
increased their rates of population inflow.
Thus, migration patterns in all Tenth District
states except Missouri moved in a positive
direction in the early 1970’s, compared to the
1960's.

POPULATION CHANGE BY
METROPOLITAN-NONMETROPOLITAN
STATUS

An important feature of population change
in the United States during the 1970's has been
the changing distribution of population growth
between metropolitan and nonmetropolitan
areas. From 1970 to 1975, the population of the
United States living in Standard Metropolitan
Statistical Areas (SMSA’s) grew 4.2 per cent,
while the population in the nonmetropolitan
part of the country increased 6.5 per cent.'

It has been observed that *"with
the possible exception of a brief
period during the heart of the Great
Depression, we do not appear in the
modern history of our country ever
to have had a previous time when
nonmetropolitan population growth
rates exceeded metropolitan rates.”’*

The swing to faster population growth in
nonmetropolitan areas than in metropolitan
areas is clearly evident in the statistics on
annual rates of change. In the 1960’s, U.S.
metropolitan population grew at an annual rate
of 1.6 per cent, compared to a 0.4 per cent
growth rate for nonrnetropolitan areas. In the
first haf of the 1970’s, the positions were
reversed: nonmetropolitan population grew 1.3
per cent per year while metropolitan growth fell
back to 0.8 per cent per year. The South, the
West, and the North Central region al went
from net migration out of nonmetropolitan

Economic Review » July-August 1978

Table 3
NET CIVILIAN MIGRATION RATES
TENTH DISTRICT STATES
1960-70 and 1970-76

Civilian Migration as Per Cent
of Population on Beginning Date

State 1960-70 1970-76 |
Colorado 12.1 10.7
Kansss -58 -0.7
Missouri 0.6 -1.2
Nebraska -4.4 -01
Nav Mexico -125 6.3
Oklahoma 0.6 3.7
Wyoming -119 105

SOURCE U.S. Depatment d Commerce, Bureau
d the Census, Current Population Reports, Series
P-25, No. 460 and No. 642.

areas in the 1960's to net migration into such
areas in the first half .of the 1970's. The total

.number of States experiencing net nonmetro-

politan out-migration declined from 36 in the
1960's to 8 in the early 1970's. Here again,
national patterns of migration are reflected in
the experience of the seven Tenth District

states. In the 1960’s, six District states

4 The concept of an SMSA as "an integrated economic and
socid unit, with a recognized urban population nucleus of
substantial size" has been made operational by establish-
ment of several objectivequantitive criteria. The population
nucleus is generally a city of 50,000 or more inhabitants.
The SMSA includes that city's county, and contiguous
counties determined to be of metropolitan character and
to be socialy and economically integrated with the nuclear
county. Criteria of metropolitan character and of inte-
gration include attributes of a county as a place of work or
as a home for a specified concentration of nonagricultural
workers, population density, and patterns of commuting.
For more details, see US, Executive Office. of the
President, Office of Management and Budget, Standard
Metropolitan Statistical Areas. 1975 (Revised Edition).

S Calvin L. Beale, "A Further Look at Nonmetropolitan
Population Growth Since 1970,” American Journal d
Agricultural Economics, Vol. 58, No. 5, December 1976, p.
953.




Chart 1
PER CENT OF POPULATION IN SMSA'S, 1975
. UNITED STATES AND TENTH DISTRICT STATES

Per Cent
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(Colorado being the exception) had out-migra-
tion from their nonmetropolitan areas, while
only Nebraska registered such an outflow in the
1970's.

The proportion of the nation's population
living in SMSA’s—after rising fairly steadily

8
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from just over half in 1930 to nearly
three-fourths in 1970 stabilized in the 1970-75
period. Indeed, the 1975 estimates show a
fractional decline since 1970 in the percentage
of Americans living in metropolitan areas.
However, there were still 157 million
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metropolitan residents of the United States
compared with 57 million inhabitants of
nonmetropolitan areas.

In the Tenth Federal Reserve District, the
share of population living in metropolitan areas
remained unchanged at 57 per cent from 1970
t01975.¢ Thus, in 1975, the Tenth District still
had a considerably smaller share of its
population living in SMSA's than did the
United States as a whole (Chart 1). Using that
yardstick alone, Colorado was the most
"metropolitan’™ of the Tenth District states in
1975, and was the only one with a larger share
of its population living in SMSA's than was
true for the nation. In only two other District
states— Missouri and Oklahoma— were metro-
politan residents more than half of the state's
total population.

The decline in the rate of natural increase
discussed earlier reduced the rate of growth of
both metropolitan and nonmetropolitan
population, thus increasing the importance of
net migration as a factor in population change
in the metropolitan-nonmetropolitan context. A
significant part of the movement of people from
the Northeast and North Central regions to the
South and West represents migration from
metropolitan areas in the former regions to
metropolitan areas in the latter. The Bureau of
the Census has observed that "migrants are,
indeed, moving to the South and West but they
are more likely to be going to metropolitan
than nonmetropolitan areas. In fact, less than
one-third of the total net immigrants to these
two regions settled in nonmetropolitan
places.*

6 Although Wyoming hasno SMSA's as defined by OMB,
Cheyenneis treated as an SMSA in this article.

Tu.s. Department of Commerce, Bureau of the Census,
" Estimates of the Population of Counties and Metropolitan
Areas. July 1, 1974 and 1975,” Current Population
Reports. Series P-25, No. 709, September 1977, p. 2.
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Four District states show net migration
patterns for their metropolitan areas in the
1970's quite like those of the major census
divisionsof which they are a part. The SMSA's
of Kansas and Missouri produced net
out-migration in the first half of the 1970’s,
while Colorado and New Mexico SMSA's
experienced net in-migration at nearly a 10 per
cent rate. Net migration from 1970.to 1975 for
metropolitan and nonrnetropolitan parts of the
states of the Tenth District isshown in Chart 2

When population gain through natural
increase is added to change through net
migration, relative population growth from
1970 to 1975 was greater in SMSA's than in
nonmetropolitan areas in Colorado, Nebraska,
New Mexico, and Oklahoma. With metropoli-
tan and nonrnetropolitan growth occurring at
virtualy the same rate in Wyoming, only
Kansas and Missouri among Tenth District
states had faster population growth in
non-SMSA areas than in SMSA's from 1970 to
1975.

Thus, overdl, the Tenth District metropoli-
tan-nonmetropolitan population growth experi-
ence in thefirst half of the 1970's differed from
the U.S. experience in the following ways.

1. Tenth District SMSA population
grew faster than that of the
United States, while District
nonmetropolitan population grew
more dowly.

2. Tenth District SMSA population
grew more rapidly than Tenth
District nonmetropolitan popula
tion, the opposite of the
aggregate national experience.

Tenth District performance was heavily
weighted by the growth pattern in its Mountain
states and Oklahoma, and was aso affected by

9
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Chart 2
NET MIGRATION, 1970-75, AS PER CENT OF 1970 POPULATION
TENTH DISTRICT STATES, SMSA'S AND NON-SMSA AREAS

Per Cent
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Table 4
TOTAL PERSONAL INCOME
UNITED STATES AND TENTH DISTRICT STATES
1970 AND 1976

Millions of Dollars

1970
United States $793,491
Colorado 8,537
Kansss 8,383
Missouri 17,111
Nebraska 5440
Nenv Mexico 3117
Oklahoma 8,576
Wyoming 1,226

Average
Per Cent Change

Per Year

1976 1970-76
$1,373,511 9.6
16,633 11.8
14,945 10.1
28,494 8.9
9,450 9.6
6,217 12.2
15,788 10.7
2,593 133

SOURCE U.S. Depatment & Commerce, Bureau d Economic Analysis, Survey of Current Business,
August 1977, p. 17. (1970 data furnished by Buresu d Economic Analysis.)

the counter-typical population behavior of one
of its North Central states, Nebraska.

INCOME GROWTH IN THE
UNITED STATES AND IN THE
TENTH DISTRICT

Total personal income and per capita
persona income are often used as indicators of
economic activity and economic welfare for
states and for larger regions of the country
where no fully comparable measures of total
output exist. Personal income estimates for
states, metropolitan areas, and nonmetro-
politan counties are made by the U.S.
Department of Commerce, and serve as the
basis for interstate comparisons of growth in
economic activity and economic welfare, as well
as for comparing growth in subnational
geographic areas with that of the nation as a
whole.
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From 1970 to 1976, total personal income in
the United States in current dollars grew at an
average annual rate of 9.6 per cent. In only one
Tenth District state— Missouri — did total
personal income growth fail to match at least
the national rate in that period (Table 4). As
was true for population growth, total income
grew more rapidly in the early 1970°s in the
three Mountain states than in the other four
states of the District.

Population and total income together
determine average income per person, which is
often used as an indicator of economic welfare.
The level of per capita persona income in the
United States as a whole in 1970 was higher
than the per capita income in every Tenth
District state. Those state levels ranged from 78
per cent to 99 per cent of U.S. per capita
income (Table 5). In current dollars, U.S. per
capita income grew at an average rate of 8.6
per cent per year from 1970 to 1976. As was

11




Table 5
PER CAPITA PERSONAL INCOME
UNITED STATES AND TENTH DISTRICT STATES
1970 AND 1976

Per Capita Income

1970 1976 Per é\efﬁrta%%ange

Per Cent Per Cent Per Year

Dollars of U.S. Dollars of U.S. 1970-76
United States $3, 894 100 $6, 399 100 86
Colorado 3,840 99 6, 440 101 90
Kansss 3,727 96 6, 469 11 9.6
Missouri 3,650 94 5,963 93 85
Nebraska 3, 656 94 6, 086 95 89
Nev Mexico 3,047 78 5,322 83 97
Oklahoma 3341 86 5, 707 89 9.3
Wyoming 3, 669 94 6, 642 104 10.4

SOURCE: U.s. Department of Commerce, Bureau d Economic Analysis, Survey of Current Business,
Augud 1977, p. 17. (1970 data furnished by Buresu d Economic Analysis.)

true of total income growth, per capita personal
income grew more rapidly than the national
average in six Tenth District states in the same
period. (Missouri was again the exception, but
in the case of per capita income, Missouri’s
growth very nearly matched the national rate.)
As a result of the differences in growth rates,
every District state but Missouri improved its
position relative to U.S. per capita income.
Indeed, Colorado, Kansas, and Wyoming all
had levels of income per person in 1976 above
the national average, and per capita income in
the seven District states ranged from 83 per
cent to 104 per cent of the national average.
The three states showing the largest relative
gainsin per capita income vis-avisthe national
average— Wyoming, New Mexico, and Kansas
—achieved their gains somewhat differently.
Wyoming and New Mexico posted rates of total
income growth substantially higher than the
U.S. rate in the early 1970’s, and thus were

12

able to accommodate very rapid rates of
population growth while attaining significant
improvement in their relative levels of per
capita income. Kansas, on the other hand, with
total income growth only dlightly higher than
the national rate (and less than that of four
other District states), achieved a significant
improvement in its per capita income leve
relative to the U.S. average because of its low
rate of population growth. The Kansas case
illustrates that an area's level of per capita
income can benefit from restrained population
growth as well as from rapid income growth.
As was true of the share of the nation's
population living in SMSA'’s, the proportion of
U.S. total personal income earned in metro-
politan areas decreased dlightly in the 1970's.
The proportion of Tenth District income
earned in SMSA’s also fell dightly, although
the share of District population in metropolitan
areas remained stable in the early 1970's. The

Federal Reserve Bak d Kansas City




Chart 3
PER CENT OF TOTAL PERSONAL INCOME EARNED IN SMSA'S
UNITED STATES AND TENTH DISTRICT STATES, 1975

Per Cent
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difference in direction of change in
metropolitan income share in the 1970s is
perhaps more significant for the Tenth District
than for the nation. The proportion of income
earned in SMSA's in the United States had
increased only minimally from 1929 to 1969,
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while it had increased by about one-fifth in the
Tenth District.

In 1975, Colorado was the sole District state
with a larger share of total income earned in
SMSA's than was true for the United States
(Chart 3). The concentration of economic

13



activity (as measured by total personal income)
in SMSA's was greater than the concentration
of population in every Tenth' District state
except Nebraska, where the proportions were
equal.

The volume of economic activity, as
measured by total personal income, grew more
rapidly in nonmetropolitan than in metropoli-
tan areas of the United States in the early
1970's; the same wastrue for the Tenth District
as'a whole. However, income growth was faster
in the District than in the whole United States
for both SMSA's and non-SMSA areas. The
income growth record of the individual states
shows further that both SMSA and non-SMSA
income grew faster in every District state than
in the nation at large (Chart 4). Three states—
New Mexico, Oklahoma, and Wyoming—
posted faster income growth rates in SMSA's
than in nonmetropolitan areas. The total
amount of income produced in the other - four
states (which had more rapid growth in their
non-SMSA regions) was, however, enough to
give faster nonmetropolitan income growth for
the District as a whole.

SUMMARY

That the seven states of the Tenth Federa
Reserve District do not make up a
homogeneous region is shown by patterns o
population change and income growth in the
1970's. The mgjor differences between District
states separate the slower-growth North Central
states of Kansas, Missouri, and Nebraska from
the faster-growth states of Colorado, New
Mexico, Wyoming, and Oklahoma. Thus,
generalizations about growth in the Tenth
District as a whole must often be qualified after
looking at individual state data.

¢ Resident population of the Tenth
District grew more rapidly than that
of the United States in the early

1970's. However, Kansas, Missouri,
and Nebraska experienced sower
population growth than the nation;
Colorado, New Mexico, Wyoming,
and Oklahoma grew more rapidly
than the United States.

* With regard to patterns of net
migration in the early 1970’s,
Colorado, New Mexico, Wyoming,
and Oklahoma had net civilian im-
migration; Kansas, Missouri, and
Nebraska had net civilian out-mi-
gration.

e All Tenth District states but Mis-
souri improved their migration
patterns in the early 1970’s,
compared to the 1960's—they either
moved from net outflow to net
inflow of migrants, or increased
their rate of net immigration, or
decreased their rate of net
out-migration.

e All Didtrict states, except Mis
souri, had total personal income
growth in the early 1970's at least as
fast, or faster, than the U.S. rate,
and al District states but Missouri
improved their per capita income
postion, relative to the U.S. level.

The swingt o faster nonmetropolitan growth
in the United States in the early 1970's has
been tentatively identified as an important
change of trend in the nation's population
history. The Tenth District appears to be
partaking in some, but not all, of the emerging
national trend of dower growth in SMSA's than
in nonmetropolitan areas.

Federal Reserve Bank of Kansas City



Chart 4
AVERAGE ANNUAL PER CENT CHANGE IN TOTAL PERSONAL INCOME
SMSA'S AND NON-SMSA AREAS, UNITED STATES AND TENTH DISTRICT STATES
1969-75

Per Cent .
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e The Tenth District and most of its
individual states are still less
"metropolitan* than the whole
United States, in that the District's
share of population residing in
SMSA's and its share of income
earned therein, are both less than
the comparable proportions for the
United States.

® The share of population in
SMSA's declined for the United
States in the early 1970’s, and
remained unchanged for the Tenth
District. The share of total persona
income earned in SMSA's declined
for both the United States and the
Tenth District in the same period.

e For the whole United States,
population grew more rapidly in the
nonmetropolitan areas than in the

SMSA's in the early 1970's. The
opposite was true for the. Tenth
District: SMSA population grew
more rapidly than nonmetropolitan
population. However, both metro-
politan and nonmetropolitan popu-
lation growth were faster in the
Tenth District than for the nation.

¢ Growth in the volume of economic
activity, as indicated by total
personal income growth, was more
rapid in nonmetropolitan areas than
in SMSA's in both the Tenth
District and the United States. But
in three of the District's four faster-
growth gates—New Mexico, Wyo-
ming, arid Oklahoma— income
growth in SMSA's was more rapid
than in nonmetropolitan areas in
the first half of the decade of the
1970's.

Federal Reserve Bank of Kansas City



Multifamily Housng

In the 1970,8 By Peggy Brockschmidt*

The housing market is one of the most
volatile parts of the U S economy. The level of
housing starts changes rapidly over short
periods of time in response to general economic
conditions, shiftsin the cost and availability of
credit, and changes in the demand for various
kinds of housing. In the past several years, this
volatility has been particularly noticeable in the
multifamily sector of the housing market.
Construction of multifamily residences rose
rapidly in the first part of the 1970’s, then
declined sharply during the 1973-75 recession.
The sharp decline was followed by a dow
recovery that is continuing in 1978. This article
first describes the general structure of the
construction and morteage markets for
multifamily housing. The article then describes
and analyzes the fluctuations that have
occurred in the level of multifamily starts over
the past several years.

THE STRUCTURE OF THE MARKET
Multifamily Construction Market

Multifamily housing structures are defined
here as those containing five or more separate

*Carl M. Gambs, Financial Economist, advised in the
preparation of this article.
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dwelling units. In most cases, the units are
rented; however, a new type of multifamily
housing unit— typically referred to as a
condominium— has appeared in recent years.
The condominium is a type of ownership in
which the owners of the individual housing.
units in a building are also joint owners of the
common areas of a building or community.

The multifamily sector is an important part
of the nation's residential housing market.
During the 1970-77 period, construction starts
of multifamily units averaged about 450,000
units per year, or 30 per cent of al housing
units started during the period.

Financing p,,titamily Construction

The financing of multifamily residences
occurs in both the construction loan market,
which provides temporary funds during the
building stage, and the permanent mortgage
market, which provides funds over longer
periods of time. In addition, the secondary
market for multifamily mortgages provides a
mechanism for transferring mortgages from
originators to permanent holders and from one

permanent holder to another.
The Construction Loan Market. Con-

struction loans for multifamily units, which
averaged $8.8 billion yearly in the 1970-77

period, are extended mainly by financial

17



Table 1
CONSTRUCTION LOANS FOR MULTIFAMILY RESIDENCES
Yearly Average: 1970-77

Originations—1970-77

Holdings— Sept. 30, 1977

Biltions of

Lender Group Dallars
Commercid Banks 27
Savings and Loans 21
Mortgage Companies 14

Red Estate Investment Trusts 1.6
State and Locd Credit Agencies 04
Others* 0.5

Tota 8.8

Billions of

Per Cent Dollars Per Cent
304 34 35.1
24.1 2.6 27.1
16.5 0.9 9.6
18.6 1.0 10.4
5.0 1.3 13.7
54 0.3 4.2

100.0 9.8 100.0

SOURCE: Department & Housing and Urben Development.
'Mutud savings banks, life insurance companies, state and loca retirement funds, and Federd credit
agencies. Other-groups not included here due to lack d data aso make or hdd small amounts of

construction loans.

intermediaries. (See Table 1.) The two major
groups granting construction credit in this
market are commercial banks and savings and
loan associations, which together made 54 per
cent of al construction loans in the 1970-77
period. These two lender groups held 62 per
cent of all outstanding construction loans on
September 30, 1977. Mortgage companies and
real estate investment trusts made 35 per cent
of total construction loans, and state and local
credit agencies made 5 per cent.

Permanent Financing. Originations of
permanent mortgages for multifamily housing
averaged $12.4 billion a year during the
1970-77 period. (See Table 2.) Of this amount,
57 per cent was used for loans for new
buildings, while the remaining 43 per cent was
used for loans on existing property.

Four groups— savings and loan associations,
life insurance companies, mortgage companies,
and Federal credit agencies--originated 78 per
cent of total loans on new properties in the
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1970-77 period." In contrast to the importance
of commercial banks in the construction
lending market, banks are relatively inactive in
the permanent financing area; the same is true
for real estate investment trusts (REIT’s). On
the other hand, life insurance companies,
mutual savings banks, and Federal credit
agencies are more heavily involved in
permanent financing than in construction
lending.

Mortgages on existing properties generaly
are made when property is sold or a mortgage
is refinanced. Savings and loans accounted for
nearly one-half of this market in the 1970-77
period and mutual savings banks and
commercial banks together contributed an
additional 32 per cent. These groups, along

1 Mortgages closed by one investor, but transferred to
another within a few weeks of closing, are considered to be
originations of the second investor.
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Table 2
PERMANENT LOANS FOR MULTIFAMILY RESIDENCES
Yearly Average: 1970-77*

New Properties

Existing Properties Holdings—Sept. 30, 1977

Billions of Billions of Billions of

Lender Group Dollars Per Cent Dollars Per Cent Dollars Per Cent
Commercid Banks 0.4 53 0.7 13.3 4.6 51
Mutud Sa/irgs Banks 0.6 84 1.0 19.0 145 15.8
Savings and Loan Associtions 1.6 231 25 46.8 29.0 31.6
Life Insurance Companies 13 18.1 0.3 6.2 18.0 19.7
Mortgage Companies 11 151 0.2 3.3 0.3 0.3
Federd Credit Agencia 1.6 218 0.1 1.2 13.0 14.1
State and Locd Credit Agencies 0.3 45 0.3 6.1 6.1 6.6
Otherst 0.3 37 0.2 3.9 6.2 6.8
Total 71 100.0 53 100.0 91.7 100.0

SOURCE: Depatment & Housing and Urben Development.

'Figures do nat include 1977 Q4.

tReal estate investment trusts, private pension funds, and state and locd retirement funds. Other groups
not included here due to lack d data a'so meke small amounts d mortgage loans.

with state and local credit agencies, are more
involved in financing existing properties than
lending for new properties. Mortgage
companies are much less active in the existing
property market than in the new property area.
The same istrue of Federal credit agencies and
life insurance companies.

Approximately 20 per cent of the permanent
multifamily mortgages originated in the
1970-77 period were insured by the Federal
Housing Administration (FHA). Most FHA
mortgages were on new properties rather than
existing properties and nearly two-thirds of the
new mortgages were made by the Federal credit
agencies. Mortgage companies made an
additional 21 per cent of FHA mortgages on
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new properties. Conventional mortgages make
up the remaining 80 per cent of multifamily
originations, and savings and loans made 40
per cent of these mortgages.

The Secondary Market

The secondary market for multifamily
mortgages provides a mechanism for
transferring mortgages from originators to
permanent holders and from one permanent
holder to another. Purchases of multifamily
mortgages in the secondary market averaged
$2.3 hillion yearly in the 1970-77 period, or 18
per cent of total originations. Federal credit
agencies accounted for 30 per cent of al
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purchases in the secondary market and pools
sponsored by Federal agencies purchased an
additional 20 per cent.'

In the private sector, the most important
purchasers were savings and loan associations,
which accounted for about one-fourth of total
purchases. The most important sellers of
mortgages were mortgage companies, which
accounted for one-haf of all saes in the
1970-77 period. The second largest selling
group was the Federal credit agencies; savings
and loan associations were aso prominent
sellers.

U.S. Government's Role in the
Multifamily Housing Market

Federal credit agencies are very important in
the construction and financing markets for
multifamily housing. The Federal Government
provides funds at various levels for the
construction and maintenance of low-income
housing. In some subsidy programs, the
Government contributes funds to housing
projects to reduce the cost to the developer. In
other programs, the Government contributes
part of the rent and thus lowers housing
expenditures for qualifying households. Starts
of multifamily units constructed with
Department of Housing and Urban Develop-
ment (HUD) subsidies totaled 900,000 units in
the 1970-77 period—nearly one-fourth of all
multifamily units started during the period.

2 Mortgage pools are created by setting aside a package of
mortgages and insuring securities that represent shares in
the pool mortgages. Federally sponsored pools are those in
which a Government agency guarantees payment of the
principal and interest on the securities of the pool in case of
default or delinquency by the mortgagee. Pools provide a
way for groups which do not wish to directly invest in
mortgages because of administrative difficulties or risk of
default to supply funds to the market by purchasing a
federally guaranteed security.

Various subsidy programs have been
employed by the Federal Government to
support multifamily housing. Under one plan,
the low-rent public housing program, housing
is constructed and owned by loca public
housing authorities and provided at below-
market rents. Another plan— which was
discontinued in 1973—was the FHA's Section
236 program. This insured loan program was
available to both public agencies and private
investors; it lowered the effective interest rate
on the mortgage to 1 per .cent. A third
program, the Section 8 plan, supplements
rental payments made by low-income families.

During the 1970-77 period, in addition to
originating $12.8 billion in multifamily
mortgages, Federal agencies purchased $5.6
billion and sold $4.5 billion in the secondary
market. The Government National Mortgage
Association (GNMA) purchases multifamily
mortgages with below-market interest rates and
sdlls these mortgages at prices based on market
interest rates, absorbing the difference as a
subsidy. The Federal National Mortgage
Association (FNMA) purchases mortgages from
GNMA and private mortgage lenders. The
FHA holds mortgages as a result of default by
mortgage borrowers. Difficulties in the rental
housing market in the 1970's— particularly the
market for low-income housing— pushed many
federally insured multifamily mortgages into
default and resulted in a risein FHA's holdings
of multifamily mortgages. In addition to
holding mortgages outright, three of the
Federal credit agencies—GNMA, the Federal
Home Loan Mortgage Corporation, and the
Farmers Home Administration — sponsor multi-
family mortgage pools.

VOLATILITY IN THE 1970°S

Multifamily housing starts have fluctuated
sharply in the past few years. Starts increased
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Chart 1
MULTIFAMILY HOUSING STARTS

Millions of Units
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in the first part of the 1970’s, reaching a level
of 917,000 units in 1972. (See Chart 1.)
However, multifamily starts dropped sharply in
the 1973-75 period, totaling only 208,100 units
in 1975. The three-year decline was followed in
,1976 by a moderate increase, and starts rose
further in 1977 and in the first few months of
1978. In the first four months of 1978,
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1970

1973 1976

multifamily starts averaged 426,000 units on a
seasondlly adjusted annual rate basis, higher
than in any year since 1973, but much lower
than in 1972.

The decline in multifamily housing starts
during the 1973-75 period was much more
pronounced than the decline in single-family
starts. Thus, multifamily starts as a per cent of
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total startsdropped from 39 per cent in 1973 to
18 per cent in 1975. The ratio of multifamily to
total starts increased in 1976 and 1977 but
remained lower than in 1974.

Factors Affecting Multifamily Starts

The economic recession of the 1973-75 period
was a mgjor factor leading to the sharp decline
in multifamily housing starts during that
period. The severity of the recession kept
demand below builders' expectations. Also, the
increase in interest rates and restrictive credit
conditions in 1973 and 1974 reduced the
availability of funds to the housing market and
contributed to the drop in starts. Similarly, the
lower level of interest rates and easier credit
conditions since 1975 have contributed to the
partial recovery in multifamily starts.

Conditions in the multifamily construction
market were also important in setting the stage
for the 1973-75 decrease in the levd of
multifamily construction activity. The rental
vacancy rate had declined steadily from 8.3 per
cent in 1965 to 5.6 per cent in 1972. After
1972, the low vacancy rate contributed to
considerable " overbuilding." Thus, the vacancy
rate moved back up, reaching 6.2 per cent in
1974.

Overbuilding was especialy evident in the
condominium sector of the multifamily housing
market. By 1973, over one-fourth of all new
multifamily units were intended for condo-
minium use, with the ratio being much higher
in vacation areas such as Florida. The heavy
building of new condominium units accom-
panied by conversion of existing units to
condominium status led to an oversupply of
units. This condition was reflected by the
"market absorption rate,” which is the
'percentage of completed units that are sold
within three months. The market absorption
rate was less than 50 per cent in 1975,
indicating that more than one-half of al new

condominium units were unsold three months
after completion.

Role of Federal Subsidies

Another important factor contributing to
volatility in the multifamily construction
market in the 1970's was a change in the
volume of starts subsidized by the Federal
Government. HUD-subsidized starts declined
from 155,000 units in 1972 to 37,000 units in
1975, duein part to cutbacks in the Section 236
program. Starts under the Section 236 program
fell from 81,000 unitsin 1972 to 14,000 unitsin
1975. As operating costs of Section 236 projects
rose rapidly in the early 1970’s rents were not
sufficient to cover these costs and many
borrowers defaulted on the FHA-insured loans.
Due to the high loan default levels and to
alleged abuses in housing programs for
low-income families, a moratorium on new
commitments for subsidized housing was
announced in January 1973. As a result,
subsidized'starts fell dramatically at the same
time that other multifamily starts were
declining.

Lenders in the Multifamily
Housing Market in the 1970's

The volume of funds made available by
lenders to the multifamily mortgage market in
the 1970's followed a pattern similar to the leve
of housing starts. Construction loans increased
sharply in thefirst part of the 1970’s, reaching
$12.9 billion in 1973. Lending declined sharply
in the 1974-75 period, and recovered somewhat
in 1976 and 1977. (See Chart 2.)

Fluctuations in the volume of construction
lending were accompanied by sharp changes in
the relative importance of various types of
lenders. Commercial banks steadily increased
their share of the multifamily construction loan
market from 26 per cent in 1970 to 43 per cent
in 1977. (See Chart 3.) Savings and loan
associations reduced their share of the market
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Chart 2
CONSTRUCTION AND PERMANENT LOANS
NEW MULTIFAMILY HOUSING
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in the early 1970’s, but increased in the latter act as a "mutual fund™ for real estate

half of the period.

The market share of REIT's fluctuated
considerably during the period, increasing from
16 per cent in 1970to 28 per cent in 1973, then
declining sharply to 3 per cent-in 1977. Rea
estate investment - trusts make equity
investments, construction loans, and perma-
nent mortgages for income properties such as
apartments, motels, or office buildings. REIT's
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investment; they were initialy seen as a way for
small investors to reduce the risk of real estate
investment through diversification. REIT's
earn income on the spread between the interest
received on 'loans and the cost of funds
acquired. In the early 1970’s, building cost
overruns sometimes required additional
injections of funds and project delays tied up
funds for longer than expected. In 1973 and



Chart 3
LENDER SHARE OF MARKET
MULTIFAMILY CONSTRUCTION LOANS
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1974, loan defaults by developers, particularly
those building condominiums, jeopardized the
financial stability of several large REIT’s and
contributed to a sharp increase in the cost of
acquiring funds. While the commercial paper
market closed to them in 1974, REIT's turned
to bank loans to avoid bankruptcy, and they
have yet to return to construction lending in
any great amount.
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Permanent financing for new properties
peaked in 1972, a year earlier than construction
lending. (See Chart 2.) Life insurance
companies .were once the most important
investors in. multifamily mortgages but they
reduced their involvement in real estate
investment in recent years as the rate on
competing investments like corporate, bonds
rose. Also, the market share of mutual savings
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Chart 4
PRIVATE MULTIFAMILY HOUSING STARTS

Millions of Units
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banks fell during the 1970-77 period. Savings
and loans' market share, on the other hand,
rose steadily over the period to 50 per cent in
1977.

Prospective Developments

It islikely that future declines in multifamily
construction will be less pronounced than those
of the 1973-74 period. The severity of the
recession was a major reason that the
construction drop was so steep. If future
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dowdowns in economic activity are not as
severe, then the decline in construction activity
should not be as sharp. In the current
economic recovery, multifamily housing starts
have grown steadily but not as rapidly asin the
early 1970's.

The development of the secondary market for
mortgages for multifamily housing also may
help stabilize the market. The secondary
market quadrupled between 1970 and 1977,
and multifamily mortgage purchases rose much
faster than originations. Purchases rose from
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about 10 per cent of originations in 1970 to
nearly 30 per cent in 1977. (By comparison,
single-family purchases are now about 35 per
cent of originations.)

Another factor that could influence the
future volatility of multifamily housing is lender
caution. After the REIT difficulties, lenders
may be more conservative about rapidly
expanding their volume of loan commitments
for multifamily housing.

Over the next year or so, multifamily housing
starts are expected to continue on a steady
upward trend. From the second quarter of 1975
to thefourth quarter of 1977, private starts rose
from a seasonaly adjusted annual rate of
171,000 units to 458,000 units. (See Chart 4.)
Extremely bad weather conditions reduced the
number of units started in early 1978, but the
level has risen substantially since then. Further
gains are expected for the remainder of 1978,
in the absence of a sharp economic owdown
or severely restrictive credit conditions.

SUMMARY

Multifamily housing construction fell sharply
in the mid-1970's following a period of rapid
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growth, and isonly now recovering some of its
former strength. Overbuilding of units,
particularly condominiums, contributed to the
decline, asdid thedrop in new units subsidized
by Federal programs to house lower income
families. The various lender groups partici-
pating in the mortgage markets for multifamily
structures reacted in different ways to the
decline in construction. Difficulties in the
construction sector forced real estate
investment trusts to reduce their commitments
to the construction loan market, and REIT’s
have yet to increase their lending significantly.
On the other hand, commercial banks have
steadily increased their construction lending in
recent years. In the permanent financing area,
life insurance companies partly withdrew from
the market while savings and loan associations
participation increased. The Federal credit
agencies and the pools sponsored by these
agencies have come to be a major source of
funds to the multifamily housing market in
recent years through their participation in the
secondary market. In the absence of a severe
recession, the growth of the secondary market
should help to stabilize the multifamily
construction market in coming years.
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