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Anatomy of a  Mortgage M arket

A Decade of Financing Home 
Building in the South

Will the supply of mortgage funds be adequate to finance the anticipated 
expansion in home building in the South? Throughout the postwar 
period, this question has worried people intending to buy, build, and 
finance homes. Perhaps one reason why concern in the South about the 
availability of mortgage money has persisted is that our comprehension 
of today’s mortgage market developments and our vision of tomorrow’s 
have been obscured by inadequate knowledge of what has gone before.

We have had for some time information relating to the volume of 
mortgage lending by savings and loan associations, commercial banks, 
and insurance companies located in the South. But a major stumbling 
block to analysts of the Southern mortgage market has been the lack 
of quantitative data on the volume of mortgage funds flowing into the 
region from financial institutions located outside the South. Such data, 
however, are now available as a result of a recent survey of mortgage 
companies conducted by this Bank. Now, all of the pieces of the mort
gage puzzle are available and can be assembled.

This article, therefore, endeavors to present a picture of the anatomy 
of the mortgage market as it has functioned in the past. Why have some 
regions in the South required more mortgage funds than others? 
Through what arteries have these funds flowed? These are the main 
questions to which we shall direct our attention, since answers to them 
are needed not only for our understanding of the present but also as a 
prerequisite to any prognosis of the future.

M o r e  People Plus Higher Incomes Equal More Housing
The period 1946-49 was characterized by a housing shortage and a 
frantic search for a place to live. Underlying the strong demand for 
housing was the backlog of needs carried over from the depressed 
1 9 3 0 ’s and the war years of the 1 9 4 0 ’s. On top of this came the post
war boom in household formations resulting from a high marriage rate 
and an undoubling— the setting up of separate residences by units for
merly sharing houses or apartments with other units. In these circum
stances, it seemed almost necessary to be at least a blood-relative of the 
landlord and to be high on the social register—with no children—to 
rent an apartment. And almost anything with four walls and a roof 
could be sold as a house.

By the end of 1949, the most pressing housing needs had been met 
but building activity continued to expand, stimulated by a growing and 
shifting population, more and more upgrading— movement of existing 
owners into larger and better equipped homes, rising consumer incomes, 
and continued availability of mortgage credit on liberal terms. During 
the 1 9 5 0 ’s developments in states that lie wholly or partly in the Sixth
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Housing unit increases and population grow th during the 1950's 
were closely related.

Percent Change, I960 from 1950 
-  O + 20  4 0  60  80 100■ 1 1 1 1 1 1 1 1 1

Flo rida

Louisiana

Population*7 Units

Georgia

Tennessee

Alabama

Mississippi K

District States

i i i i ...... i ...... i..... . j — i— i— .—

Expansion in resid en tia l m ortgage debt on Southern p roperty
generally paralleled activity in home building and was financed 
primarily by financial institutions with headquarters inside District 
states ~
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Most of the increase in resid en tia l m ortgage debt of financial 
institutions with headquarters inside District states was accounted 
for by savings and loan associations.
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Savings and loan associations accounted for the major share of the 
national increase in resid en tia l m ortgage debt on houses with 
1-4 family units held by financial institutions.

District— Alabama, Florida, Georgia, Louisiana, Missis
sippi, and Tennessee— demonstrate clearly the relation
ship between changes in population and changes in num
ber of housing units. Even the slight decline in population 
in Mississippi from 1 9 5 0  to 1 960 , for example, was ac
companied by only a slight increase in the number of 
housing units, according to preliminary estimates of the 
Bureau of the Census. In Florida, on the other hand, 
where population expanded by a phenomenal 77  percent 
during the last decade, the number of housing units al
most doubled.

Although population growth was a basic factor in Flor
ida’s housing boom, developments in that state also illus
trate the importance of the shifting population and the 
tendency to concentrate in certain areas as stimuli to home 
building. It is estimated, for example, that about three out 
of four people added to Florida’s population in the last 
decade came from outside the state. An in-migration of 
this magnitude undoubtedly resulted in a larger number of 
households seeking living quarters than would have been 
the case if the growth in total population stemmed from a 
natural increase. In District states other than Florida the 
demand for housing, of course, was also influenced by 
changes in the number and composition of the popula
tion and by the movement of families from rural to 
urban areas.

Although increases and shifts in population create a 
need for living accommodations, the ability and willing
ness to purchase housing, particularly single-family dwell
ings, also depend upon current incomes and expectations 
of future earnings. As year after postwar year went by 
with no major depression, potential home buyers’ confi
dence in the economic future probably increased. Such 
confidence turned out to be well-founded, since income 
expanded during the 1 9 5 0 ’s with only minor interruptions. 
From 1949  to 1 959 , the average income of families in the 
nation after taxes rose from $ 3 ,8 6 0  to $ 5 ,8 8 0 , and the 
number of families earning $ 4 ,0 0 0  or more increased from 
16.5 million to 36 .5  million. The average Southern family 
made somewhat greater gains in income than the average 
for the nation, although the level of family earnings in the 
South was lower.

M o  re Home Sales Plus Easier Terms 
Equal M o r e  Mortgage Credit

Demographic and financial factors being favorable 
throughout much of the postwar period, sales of houses 
skyrocketed, and mortgage debt on residential properties 
in District states held by financial institutions increased 
from an estimated $ 2 .2  billion in 1949  to $ 1 0 .6  billion in 
1960. Debt on residential properties rose in every District 
state. In Florida, which had the greatest gain in the num
ber of housing units in the last decade, mortgage debt 
increased over 6 0 0  percent.

The growth in mortgage debt throughout District states 
reflects increased sales of new homes; construction of 
higher-priced, larger, better-equipped houses, rising con
struction costs; and more liberal mortgage credit terms. 
The average downpayment on a conventionally financed 
house, for example, declined from over 4 0  percent in 
1949  to about 32  percent in 1959; downpayments on
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Outstanding Mortgages Serviced by Mortgage Companies Domiciled in Sixth District States 
by Type of Mortgage and by Type and Location of Institutional Investor, December 31, 1959

(M illions of Dollars)

L ocation of M ortgage C om pany Sixth
D istrict

StatesA labam a F lo rid a G eorgia L ouisiana M ississippi T ennessee

T o t a l  M o r t g a g e s  O u t s t a n d i n g ...............................

T y p e  o f  M o r t g a g e

829 1,755 1,013 848 200 704 5,347

R e sid e n tia l..................................................................... . . .  I l l 1,582 899 831 184 671 4,941
V A ......................................................................... . . .  34? 655 348 381 60 244 2,029
FHA ..................................................................... . . .  356 738 457 401 113 335 2,398
C O N V ..................................................................... . . .  79 189 94 49 11 92 514

Non-Residential............................................................ . . .  52 173 114 17 16 33 406

T y p e  o f  I n s t i t u t i o n a l  I n v e s t o r

Life Insurance Com panies....................................... . . .  528 694 526 461 147 413 2,768
Mutual Savings B anks............................................... . . .  125 665 304 221 21 157 1,492
All O t h e r s ..................................................................... . . .  176 396 183 166 32 134 1,087

L o c a t i o n  o f  I n s t i t u t i o n a l  I n v e s t o r

New Y o r k ..................................................................... . . .  308 720 428 366 58 289 2,168
New E ngland................................................................. . . .  110 455 208 128 34 156 1,090
Sixth District States ............................................... . . .  164 314 206 61 84 142 971
All Other S t a t e s ........................................................ . . .  247 266 171 293 24 117 1,118

FHA and VA mortgages were also reduced. The easing 
in mortgage terms, while it necessitated a larger pool of 
mortgage funds, tended to broaden the market for homes. 
There is little indication, however, that the higher aver
age mortgage debt has been more difficult for home own
ers to carry than before. In 1958, as in 1948, mortgagors, 
according to a national survey, used about 12 percent of 
their income to meet their monthly mortgage payments.

That mortgage debt expanded as it did during the last 
decade is ample evidence that savings were being accumu
lated somewhere. From whence did these savings come 
and how were they channeled into the mortgage market? 
A substantial part of the savings was generated locally 
and flowed through financial institutions domiciled in 
District states. A large part, probably as much as 4 0  per
cent, however, was financed by non-Southern savings. 
Debt financed in this way is held by establishments with 
headquarters outside the South.

Tapping Southern Savings
Savings and loan associations, commercial banks, and in
surance companies in District states held about $6.5  billion 
of mortgage debt on Southern residential properties on 
December 31, 1959. Of this amount, insured savings and 
loan associations held $4.9  billion, or about 75 percent. 
The ability of these associations to finance such a large 
share of mortgage debt reflects the responsiveness and 
adaptability of financial institutions to basic market forces. 
Given the strong demand for homes during the last decade 
and, hence, the need for a huge supply of credit, associa
tions, by investing primarily in mortgages with relatively 
high yields, were able to pay a rate of return sufficient to 
attract savings into the mortgage market.

Life insurance companies also accumulate savings in 
large volume, but unlike savings and loan associations, 
they allocate these savings among mortgages, corporate 
securities, and other investments. Insurance company in
vestments, moreover, may be scattered over a wide geo
graphic area in contrast with associations that finance 
mortgages primarily on local properties. Of the mortgages 
held by the 2 0  largest insurance companies domiciled in 
District states in 1959 , for example, about 4 0  percent

were on properties located outside the South; the remain
ing share, $773  million, represented debt on properties in 
District states.

Commercial banks extend primarily short- and inter- 
mediate-term credit to businesses and consumers, in con
trast to savings and loan associations and insurance com
panies that make mostly long-term investments. Never
theless, loans outstanding at insured commercial banks in 
District states, secured by residential real estate, totaled 
$853  million in 1959. This amount represents not only 
long-term mortgage financing of homes but also short
term financing of mortgage companies and builders.

Despite their sizable contribution, Southern savers and 
financial institutions could not by themselves have financed 
the expansion in home building without severely limiting 
the amount of credit available for businesses and govern
ments. In the United States, credit flows relatively freely 
among regions. Financial institutions with excess funds 
and headquartered in capital surplus areas are constantly 
seeking investment opportunities. During the postwar 
period such opportunities were abundant in the South.

Mortgage Companies Facilitate 
Flow of Funds

In the structure of the mortgage market, the link between 
the South and financial institutions in other regions is the 
mortgage company. Mortgage companies domiciled 
throughout District states originate and service mortgages 
primarily for insurance companies and mutual savings 
banks. Since the activities of mortgage companies are less 
publicized than those of other financial institutions, it may 
be well to run through a typical transaction.

An insurance company headquartered in New York, for 
example, may agree to purchase—over a period of time— 
$ 5 0 0 ,0 0 0  in mortgages from a mortgage company domi
ciled in Georgia. The Georgia company, through its con
tacts in the area, would seek to fill the order. After ferret
ing out the mortgages, it would likely finance them 
through the commercial banks during the short interval 
between the closing and delivery of the mortgage to the 
insurance company. After closing, the mortgage payments
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are generally collected or serviced by the mortgage com
pany and are then transmitted to the insurance company. 
The mortgage company thus earns its income through the 
originating and servicing of mortgages.

Nine out of ten mortgages purchased by the mortgage 
company for the insurance company would probably be 
FHA and VA mortgages. It was the Government-insured 
mortgage, with its standard contract and minimum risk, 
that stimulated out-of-state mortgage investing by financial 
institutions. This, together with the boom in home build
ing, contributed much to the phenomenal growth of South
ern mortgage companies.

Just how much they have grown and how much they 
have contributed to the expansion in Southern home build
ing has been something of a mystery until recently. A sur
vey of Southern mortgage companies conducted by this 
Bank, with splendid cooperation from the Mortgage Bank
ers Association, however, has now provided us with a 
wealth of quantitative data on mortgage company activity. 
This information should be highly reliable, since almost 
all important mortgage companies domiciled in District 
states participated in the survey.

According to the survey findings, the volume of out
standing mortgages serviced by mortgage companies in 
District states increased from $1.1 billion in 1949 to $5.3  
billion in 1959, or about 4 0 0  percent. As might be ex
pected, the rate of expansion was greatest in those states 
where building was most active. The amount of funds 
channeled into residential and other mortgages in indi
vidual District states, as well as the type and location of 
the financial institution providing the funds, is shown in 
the table on page 3.

These findings are significant because they quantify 
former generalizations. We now know that mortgage 
companies service many residential mortgages for insur
ance companies and mutual savings banks, located mostly 
in New York and New England, but more importantly we 
know to what extent they do so. These data, moreover, 
when combined with existing information from savings 
and loan associations, commercial banks, and insurance 
companies domiciled in District states, provide a reason
ably clear picture of the structure of the Southern mort
gage market.

What Is Past Is Prologue
Will the supply of mortgage funds be adequate to finance 
the anticipated expansion in home building in the South 
in the year ahead? If the experience of the postwar years 
may be used as a guide, the answer is a resounding “Yes.” 
In the past, expansion in population and households 
created a need for additional housing, and incomes rose 
sufficiently to pay for homes of higher quality and cost. 
With demographic and financial factors producing a strong 
demand for homes, market forces were set in motion 
which favored the development of two financial institu
tions concerned primarily with mortgage financing: the 
savings and loan association, which channeled local sav
ings into local mortgages, and the mortgage company, 
which broadens the market by channeling funds from cap
ital surplus areas into mortgages in areas with a savings 
deficit. If the effective demand for homes continues 
strong in the years ahead, mortgage funds will likely be 
forthcoming, for who can say what new financing tech
niques institutions may develop, or what new mortgage 
institutions may arise to challenge the old?

“What Is Past Is Prologue” is a line inscribed on the 
front of the National Archives building that stands solidly 
on Pennsylvania Avenue in the nation’s capitol. We share 
the historian’s view that the past is the key to the present 
and the introduction to the future, although by no means 
do we expect ourselves or our readers to be omniscient 
because of having retread the recent path of Southern 
home building and mortgage activity.

A l f r e d  P. J o h n s o n

Mortgage Market Statistics 
Sixth District, 1949 and 1959

Detailed tables relating to mortgage market statistics of 
financial institutions in the Sixth District for the years 
1949 and 1959 are available upon request to the Re
search Department, Federal Reserve Bank of Atlanta, 
Atlanta 3, Georgia.

Georgia’s Economy: 
Undecided at a High Level

A look at the charts on the next page might raise some 
questions about the status of Georgia’s economy and the 
direction in which it is headed. Some indicators have been 
declining for the last few months; some have shown per
sistent gains; the majority, however, have fluctuated to 
such a degree that it is difficult to tell which way they 
are going.

Lines on charts usually represent totals or averages of

a number of different factors, which may be following 
widely different trends. A closer look at the indicators 
charted, as well as a few others, therefore, may give us 
a better view of the economic scene.

Nonfarm employment, an important gauge of the health 
of an economy, usually does not change much between 
April and July in Georgia. This year, however, employ
ment dropped 16 ,0 0 0  during that period, bringing the sea-
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