
through the mortgage market is to refinance in excess 
of an existing mortgage. This is an especially attractive 
alternative when interest rates drop since the household 
can take on a larger debt than the outstanding mortgage 
and still have the same monthly payment. Again, the 
cost of the additional funds borrowed is the mortgage 
rate. 

A third mechanism for obtaining funds backed by 
homeownership is taking on a second mortgage. Second 

mortgages were not particularly popular with lenders or 
borrowers in earlier years; low interest rate ceilings 
made them unprofitable for lenders while borrowers 
found the terms inflexible. But with the removal of 
"usury" rate restrictions, lenders have made second 

mortgages more appealing to borrowers by offering lines 
of credit as well as the conventional lump sum con- 
tracts. 

Which of these home equity financing techniques have 
been prominent recently? Refinancings are estimated to 
have accounted for more than half the current surge in 
debt on existing homes. They became particularly 
appealing during 1983 when mortgage rates dropped 
more than 150 basis points. In the second half of the 
year, the increase in debt from refinancings at savings 
and loan institutions totaled $13 billion. Data on refi- 
nancing activity at other types of lenders are not avail- 
able. But, if those lenders experienced the same volume 
of refinancings per dollar of originations during the six- 
month period, total refinancings would have accounted 

Borrowing against Home Equity 

jjlions_of dollars 

Increase In debt on 
existing homes* 

01111 11111 1111111111111111111 Ii tilt tilt, 111111 
1973 74 75 76 77 78 79 80 81 82 83 

*Total increase in long-term home mortgage debt held by 
households less estimated extensions of debt for new 
flome purchases. Estimates of new home mortgages are 
constructed by multiplying the FHLBB average new home 
loan and number of new homes sold. 

for about $30 billion in net mortgage flows. By com- 
parison, for all of 1979, when market values of houses 
rose rapidly, refinancing contributed an estimated $21 
billion in additional mortgage debt and accounted for 
only 25 percent of the increase in debt outstanding on 

existing homes. 
Also, the new line-of-credit type of second mortgage 

financing is being actively marketed. These contracts, 
frequently called equity access accounts, are accessible 
by writing checks. The maximum line of credit is usually 
70 to 80 percent of the difference between the home's 
current sale value and the balance remaining on the first 
mortgage. The interest rate charged is typically one to 
two percentage points above the prime or some market 
rate. So, equity access funds are cheaper than ordinary 
revolving credit and personal loans, as well as more 
flexible than the conventional second mortgages of the 
past. If their availability continues to spread, future 
increases in home equity values could become more 

readily and quickly liquified to support consumption or 
for other purposes. However, the future popularity of 
equity access accounts tied to market rates will depend, 
in part, on how willing households are to absorb the risk 
of variable rate liabilities. 

Robin C. DeMagistris 

The Impact of Weather 
on Housing Starts in the 
First Quarter of 1984 

The wide swings in the published figures on residential 
construction activity during early 1984 once again 
reminded us how dramatically weather can influence 
economic data. Housing starts figures seasonally 
adjusted in the usual way showed a surge in January 
and February but a sharp drop in March, reflecting in 

part unusual changes in weather conditions. Our 
analysis suggests that after allowing for the extreme 
weather changes, housing starts were strong in the first 

The official seasonal adjustment process eliminates variations in the 

unadjusted data caused by such factors as normal changes in 
weather and differing lengths of months. This adjustment is based 
on the experience of the previous five years, and does not lake 
account of abnormal weather conditions in a particular month. 
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December 

Degree dayo 
(deviation from normal) 

January February March 

Published Noueing Starts 
(seasonally adjusted change) 
January February March 

Weath 

January 

er-adJuoted Ho 

February 

uaInØ Stortot 
(change) 

March 

Region a b a b a b 

Northeast —7 —8 18 —214: 32 59 —45 33 32 21 31 —19 —13 

North Central ... —30 —5 214: —20 49 10 —34 20 15 —17 —2 0 —11 

South —31 —14 13 —104: —3 22 —28 —16 —16 —7 —7 —8 0 

West 0 9 6 15 43 —12 —10 30 43 —10 —12 —18 —23 

United States —19 —6 16 —10 17 14 —27 1 3 —6 —4 —11 —9 

quarter as a whole, but that the peak this winter 
occurred in January rather than February as published. 

Weather conditions help to explain the recent regional 
and national fluctuations in monthly data on housing 
starts (table). Housing starts are especially sensitive to 
temperature extremes in winter, since frozen ground 
makes the starting of new projects nearly impossible. 
January's warming from December coincided with a 
jump in housing starts, especially in the North Central 
region. Moreover, in February increasingly warm weather 
was accompanied by large increases in starts except 
where severe storms occurred. In contrast, March 
brought very cold weather or severe storms in every 
region except the West, and housing starts fell sharply 
in these affected regions. The West, unlike the other 
regions, did not experience large fluctuations in weather 
patterns this winter. Even though the weather appeared 
to be favorable, this region registered declines in 

housing starts in February and March. 
To quantify the effect of weather on starts, the levels 

of regional housing starts were adjusted in two admit- 

tedly crude ways. These methods raised starts in cold 
months and lowered them in warm months; the second 
method also adjusted for severe storms. Although other 
reasonable techniques may yield different outcOmes, the 
results of these two adjustments are quite similar. The 
first quarter weather-adjusted average of the annual rate 
of housing starts stood between 1.92 million and 1.98 
million units, bracketing the reported average. In both 
cases, housing starts rose slightly in January from a 

weather-adjusted December level and declined in Feb- 

ruary and March, ending between 1.74 million and 1.84 
million units. This pattern resembles that of the West 
(where weather was more nearly normal), lending some 
support to our results. 

These weather-adjusted figures suggest that housing 
starts peaked during the quarter in January rather than 

February. They also indicate that, while the published 
figure for March probably did not fully reflect the 
underlying strength of residential construction, there may 
have been some modest slowdown in starts during the 
course of the first quarter. 

Robert B. Stoddard 
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O1ouslr Starts and Weather In the First Quarter of 1984 
In Percent 

Positive numbers indicate warmer than normal temperatures; regions are weighted by population. 

$lndicates severe storm(s) in region during month. 

tHousing starts were adjusted for the weather in two alternative ways. The first method (a) adjusts starts data from their reported levels by 
the same percent as degree-days vary from their normals, thereby increasing the measure when temperatures were below normal, and 
vice versa. Recognizing that small fluctuations of temperatures may not significantly alter housing starts, a second adjusted series (b) ignores 

degree-day deviations of less than ten percentage points. In addition, since severe storms certainly interfere with starts, this series Increases 

starts by ten percent in a region that experienced severe storms—approximately the difference between the Northeast and North Central 

regions in March. 

§Excluding Alaska and Hawaii. 

Source: Bureau of the Census, and Assessment and Information Services Center. Climate Impact Assessment. 




