
S o u t h e r n  M o r t g a g e  B a n k i n g  M a t u r e s  — P a r t  I I

G r o w t h  a n d  S t r u c t u r a l  C h a n g e

In fulfilling the essential role of maintaining and 
improving regional access to national capital 
markets, southern mortgage bankers have be
come larger, better capitalized, more experienced, 
and more flexible. In the 1950’s, the industry’s 
growth was explosive in terms of the number of 
companies establishing themselves and rapidly 
increasing their volume of specialized services. 
In the 1960’s expansion has continued at a slower 
pace, and the emphasis has shifted from quantita
tive to qualitative growth.

Volume and Source of 
Mortgage Funds Administered

Mortgage bankers are service organizations. Al
though they devote much of their resources to 
originating mortgages and providing other ser

vices to their borrowing clients, they typically 
emphasize continuing servicing of mortgages for 
predominantly nonlocal investors as the measure 
of their size and growth. According to Bank esti
mates, at the end of 1966 about $11.4 billion of 
mortgages on properties located in the South1 re
quired such servicing, excluding that normally 
performed by local institutions of their own per
manent portfolios (Chart I). Of this total, an 
estimated $9.1 billion, or 80 percent, was serviced 
by specialized mortgage companies. Commercial 
banks in the region, acting as mortgage bankers, 
serviced an additional 6 percent, while nonre- 
gional life insurance companies accounted for 
the remaining 14 percent directly or from offices

xT h e  states of A labam a, F lorida, Georgia, Louisiana, 
M iss iss ip p i, and Tennessee.

S u rv e y  T e c h n iq u e s  a n d  R e s u l ts

The analysis presented here was drawn primarily 
from a universe survey of all known mortgage bank
ing firms (174), active in mortgage servicing on 
December 31, 1966. Most of the firms are members 
of the Mortgage Bankers Association of America and 
are headquartered in the six-state region of Alabama, 
Florida, Georgia, Louisiana, Mississippi, and Ten
nessee. Also included in the survey were known 
firms that are not MBA members.

An auxiliary survey was made in Florida, where 
the most changes in the number of firms have oc
curred over the past seven years. It was initially 
limited to determining whether firms advertising under 
“Mortgages” or “Real Estate Lending” in classified 
telephone directories were in fact mortgage banking 
firms and whether they would participate in the survey. 
Five responded to a follow-up inquiry with basic ser
vicing data included in the total servicing volume of 
the analysis.

A third supplementary survey was conducted, cover
ing all known mortgage banking firms headquartered 
outside the six states but which had branches, affiliates, 
or other formal servicing arrangements for mortgages 
on properties in the region. The basic survey was 
also supplemented by personal visits, correspondence, 
and telephone conversations with various mortgage 
bankers.

The main survey was patterned after a similar, but 
less extensive, survey made in the summer of 1960. 
The earlier survey was the Bank’s first formal attempt

to appraise the role of mortgage bankers in the 
region’s capital inflows and in particular to quantify 
their contributions to regional mortgage financing. The 
current survey updates those data and in addition pro
vides the basis for evaluation of structural changes 
within the industry.

Survey response was excellent, considering the type 
and quantity of detail requested:

Questionnaires
Responses

Survey Section
Main survey 
Florida supplement 
Branch operations of 

firms headquartered 
outside region

Number 
Mailed Number Percent

174
185

32

106
5*

16**

61
3

50

^Of the 22 firms responding to the 185 initial in
quiries, 5 subsequently returned abbreviated ques
tionnaires covering volume of servicing totaling 
$26.4 million, 5 returned questionnaires without 
furnishing any data, and 12 did not return ques
tionnaires.

*Two additional firms responded but could not 
break out their servicing volume by state because 
of computer programming problems.

NOVEMBER 1967 151Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

November 1967



Chart I
Southern  m ortgage bankers serviced  over two-thirds of mort
gages owned by non-southern  investors on southern proper
ties, acco rd in g  to a su rvey m ade on Decem ber 31, 1966.
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located in the region.
Specialized mortgage companies responding 

to the survey and headquartered in the South 
serviced $7.2 billion, or 63 percent of the total. 
Active nonreporting mortagage companies ser
viced an estimated $826 million. Fifteen of 31 
mortgage companies headquartered outside the 
region but who maintained branch offices within 
the region serviced an estimated $1.1 billion.

The foregoing analysis makes it clear that a 
particular region such as the South is not wholly 
dependent upon its own mortgage companies for 
importation of mortgage funds. It is equally clear, 
however, that major dependence does have to 
be placed upon them. Historically, locally-ori
ented institutions have maintained such channels 
over the longer run.

Less than 25 percent of the companies head
quartered in the South serviced two-thirds of the 
$7.2 billion total for the group, as can be seen 
in Chart II. The ten largest companies, represent
ing less than 10 percent of all the reporters, ser
viced slightly more than 40 percent of the total 
mortgage volume. Total 1966 servicing volume of 
this group exceeded $200 million per firm, and 
by June 30, 1967, two administered portfolios in 
excess of $500 million each.

The prime role of the large mortgage banker 
is emphasized in Table I. First, he must make 
rapid adjustments to changing conditions in the 
sources of funds. The largest mortgage companies 
have one of the lowest proportions of servicing 
for life insurance companies. Since the large firms 
specialize heavily in mortgages with a national 
secondary market, i.e., FHA and VA mortgages, 
they had to find new sources of funds when life

insurance companies switched preferences to 
other forms of investment. They found a sub
stantially enlarged investment flow from mutual 
savings banks. These banks, located mainly in 
New York State and New England, had a high 
preference for FHA-VA mortgages, but they also 
preferred to acquire them “off the shelf.”

The mortgage banker must also be able to 
make adjustments in his operating methods. The 
larger mortgage firms were better equipped in 
staff, capital, credit lines, and other factors to en
large their risk-taking functions by originating 
such mortgages for their own inventories. They 
were also frequently in a position to “make a 
market” for smaller companies by buying mort
gages from them for later packaging and sale in 
large lots to “off-the-shelf” buyers.

This combination of shifting sources of funds 
and changing methods of operations brought 
substantial benefits to the southern mortgage 
borrower. Size, resources, experience, and flexi
bility enabled the large mortgage banker to move 
into developing pockets of relative shortage of 
mortgage funds by either branching, appointment 
of originating agents, or affiliation with existing 
firms. As Table I shows, the largest southern 
mortgage firms were considerably below average 
in proportion of servicing for life insurance com
panies and considerably above for mutual savings 
banks. Because the latter are heavily concen
trated in both New York State and New Eng
land, these larger mortgage companies are also 
well above average in servicing mortgages owned 
by investors in both areas.

The role of the medium- and small-size mort
gage banker is not to be overlooked in the chang
ing credit needs and sources of funds. Many

Chart II
Large m ortgage b ank in g  firms, se rv ic in g  over $100 m illion  in 
m ortgages, accounted  fo r a lm ost two-thirds of se rv ic in g  by 
firm s headquartered in the Sou th  on D ecem ber 31, 1966.

Servicing
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Table I
Percent Distribution of Mortgage Servicing Portfolios 

of Southern Mortgage Bankers at the End of 1966
100 Reporting Mortgage

Bankers, by Type of All 
Mortgage Firms

FHA Insured, 1-4 Family Housing..................................... 49
FHA Insured, Multi-family Housing...................................2

VA Guaranteed Mortgages.............................................. 25
Conventional, 1-4 Family Housing..................................... 8
Conventional, Multi-family Housing...................................5
Commercial, Other Than Multi-family Housing.................... 10
Other ..................................................................... 1

96 Mortgage Bankers, 
by Location of Investor,
Investors Headquartered

New York S ta te ..........................................................37
New England ............................................................ 21
Sixth District S ta te s....................................................16
All Other S ta te s..........................................................26
Outside the United States.............................................. *

99 Mortgage Bankers, 
by Type of Investor

Life Insurance Companies.............................................. 46
Mutual Savings B a n k s ................................................. 30
Pension, Retirement, & Trust F u n d s ................................2
Savings and Loan Associations........................................ 4
FNMA ..................................................................... 11
Commercial B a n k s .......................................................3
Your Own Inventory....................................................3
All Others, Including Individuals..................................... 1

*Less than 0.5 percent.

Size of Firm in $ Millions Servicing

Over
200

100+ to 
200

50+ to 
100

20+ to 
50

20 & 
Under

53
3

27
6
5
6

40
25
15
20

42
34
2
5

11
1
3
2

49
2

27
9
3

10

40
16
15
29

47
30
2
2

10
5
3
1

45
*

23
9
4

16

35
16
17
32

41
31
1
4 

13
5 
4 
1

43
2

20
14 
6

15

24
33
15
28

63
15
4
2

10
2
3
1

52
1

16
12
8

10

28
10
22
40

49
18
5
5

16
2
4
1

of these companies, located in smaller but grow
ing southern communities, were long-time cor
respondents for the major life insurance company 
investors. As the trend from single-family to mul- 
ti-unit residential building developed and as more 
single-family housing was financed by conven
tional mortgages, these firms evidently chose to 
specialize more in these mortgage types. The 
same holds true of mortgages on commercial 
properties. The medium- and small-size com
panies also appear to have been relatively more 
active in developing alternative sources of funds 
from within the six southern states and from “all 
other states.”

The smallest mortgage companies were evi
dently more successful than larger ones in a t
tracting a relatively greater share of funds from 
pension, retirement, and trust funds. They also 
serviced a higher proportion of FNMA-owned 
mortgages. The largest and the smallest com
panies had the highest proportion of servicing for 
savings and loan associations. The geographic 
distribution pattern of servicing portfolios, Table 
I, suggests that in the case of the smaller com
panies a sizable volume of funds may have come 
from within the region or from adjacent states.

Savings and loan associations in the South have 
recently increased their interest in FHA-VA 
mortgage purchases, not only for diversification, 
but also because these are viewed as nonrisk as
sets for reserve purposes.

Medium- and small-size companies had higher 
proportions of all three types of conventional 
mortgage servicing than did the largest com
panies. As previously noted, the tendency toward 
specialization was more pronounced among this 
size group than among the largest companies; in 
some cases, individuals well versed in particular 
types of mortgages, such as commercial, left their 
employment to form their own specialized firms.

Growth of Southern Mortgage Banking Slows

One of the m^rks of a maturing industry is that 
the rapid entry and fast growth phase gradually 
gives way to concentration of the industry into 
larger firms. Growth may continue, but it is 
typically slower and capitalization requirements 
tend to increase.

In spite of $9.1 billion mortgages being ser
viced by southern mortgage bankers at the end of
1966, the rate of total growth has declined in the
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1960’s. In the 1950’s, for example, total volume 
climbed at a compound annual growth rate of 17 
percent. Over the seven years, 1959 to the end of
1966, the compound growth rate amounted to 
only 8 percent. An expected slowing of growth 
was suggested by two factors noted in Part I: 
first, a larger share of the South’s mortgage credit 
requirements was being satisfield by its own local 
and regional institutions; second, a sharp change 
occurred in the investment preferences of life in
surance companies away from mortgages.

The same pattern of slowing growth is present 
when available data for 1949, 1959, and 1966 
for 69 mortgage banking firms are analyzed. Over 
the 1949-66 period the compound growth rate 
of these firms was 13.1 percent. Between 1949 
and 1959, it was 14.4 percent, but from 1959 to 
1966 declined to 11.3 percent. Further examina
tion of data for an additional 22 firms, not in 
operation in 1949 but in business in 1959, re
veals a compound growth rate between 1959 
and 1966 of 13.7 percent, or 2.4 percent per year 
higher than that of the older firms during the 
same period.

In contrast to the 22 firms that began opera
tions in the 1950’s, only nine respondents began 
operations in 1960 or later. However, between 
year-end 1959 and 1966, at least 51 companies 
known to be in operation on December 31, 1959, 
went out of business. Some merged with other 
companies; several sold their servicing accounts 
and concentrated on real estate, insurance, or 
other types of related business; a few failed; and 
others simply discontinued originating and/or 
servicing mortgages. While these data are incom
plete, they are indicative of a maturing industry.

Mortgage bankers were asked in the survey 
to state the relative importance in their growth 
of four specific factors and to list others of 
importance but not covered in the four. Twenty- 
seven indicated that purchase of servicing ac
counts from others had played some part in their 
growth. In two-thirds of the cases, however, it 
amounted to 10 percent or less of their total 
portfolio growth.

Purchase of entire mortgage companies or 
merger with other companies was listed as a 
factor in growth by only eight companies. In 
three cases the contribution was 10 percent or 
less, but in five it amounted to more than 30 per
cent. Purchase of mortgage banking portions of 
other companies (such as combination real 
estate, insurance, and mortgage lending firms) 
was listed by only six companies, five of which 
indicated its importance as 10 percent or less, 
and one between 20 and 30 percent.

Internal growth was given most frequently as 
the most important type of growth of 90 firms. 
Estimates of internal growth as a percentage of 
respondents’ present servicing volume were:

Degree of Importance

100 percent 
91 to 99 percent 
81 to 90 percent 
71 to 80 percent 
61 to 70 percent
51 to 60 percent 
41 to 50 percent 
31 to 40 percent 
21 to 30 percent 
20 percent and under

Five firms listed other factors: 
1 Refinancing and purchases 
1 Increasing lending areas 
3 Investor transferred loans 

(1)
(1)
(1) Assignment 

from FNMA

Number of Firms

56
10
8
3
1
6
3
0
3
0

40 to 50 percent
40 to 50 percent

30 to 40 percent 
0 to 10 percent

0 to 10 percent

Growth of Assets, Capital and Net Worth, 
Credit Lines, and Branch Operations

In the seven-year period between year-end 1959 
and 1966, southern mortgage bankers expanded 
their capital and net worth by 86 percent. Assets 
grew only 72 percent. The latter is not so signifi
cant, however, since mortgage inventories typi
cally account for a large proportion of assets. 
These in turn are offset almost entirely by ware
house loans. Moreover, it is probable that the 
cutoff date of December 31, 1966, unduly distorts 
the asset data; the latter half of 1966 was an un
settled period in which large sales from uncom
mitted inventories were made to FNMA by many 
mortgage bankers. For example, mortgage hold
ings of FNMA on properties in the six states 
increased by $155.2 m illion, accounting for 
slightly more than 25 percent of the entire growth 
in FNMA holdings during the seven-year period.

Growth of capital and net worth is what mat
ters in mortgage banking. The degree of this 
growth is significant not only to the individual 
company and to the industry, but also to the 
investors and the region the industry serves. Ade
quate capital is a major determinant of most of 
the other functions which risk-taking, flexibility, 
maturity, and permanency require.

Throughout most of the 1950’s mortgage bank
ers generally had been unable to add to their 
capital at rates commensurate with their overall
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growth. Most studies during this period empha
sized their newness as financial institutions, their 
tendency to operate as “correspondents” or “cap
tive agencies” of investors, and their under-capi
talization. Investors urged them to build capital 
faster, and so did their legacy of vulnerability in 
the longer past, their most recent experience in 
the late 1950’s, and the changing market condi
tions of the times. Shifting investment prefer
ences of their major suppliers of funds and the 
sharpened competition of local and regional in
vestors under conditions of relatively easy avail
ability of funds added to the pressures for taking 
additional risks in originating and holding mort
gages in inventory.

Southern mortgage bankers responded to this 
challenge in differing degrees. On balance, the 
growth rate of capital and net worth was posi
tively correlated with size of firm, but there 
were substantial exceptions (Table II) . Of the 
total of 77, 31 more than doubled their capi
tal accounts. Only six firms showed a reduc
tion, the largest of which was 35 percent. South
ern mortgage bankers increased the amount of 
mortgage servicing per dollar of capital from $90 
in 1959 to $100 in 1966, according to Table III. 
The smallest firms were the only ones that de
creased their ratio. However, the largest firms 
increased this ratio by a very small amount, 
while the firms in the size range of $20+ to $50 
million in servicing volume showed the largest 
rate of increase. Some of the reasons the largest 
firms require a higher ratio of capital to servic
ing volume are that they typically operate more 
branch offices, provide more services to builder 
clients (such as construction lending, land de
velopment, etc.), and are more heavily involved 
in servicing single-family residential mortgages.

Mortgage bankers were asked to rank four

Table II
Growth of Capital and Net Worth 

77 Mortgage Bankers 
Year-end 1959-66

Rate of 
Change 

(Percent)

Size of Servicing Portfolio, 
December 31, 1966, $ Millions

All
Firms

$20 and 
Under

$20+ to 
$50

$50+ to 
$100

$100+ to 
$200

Over
$200

Over 200 11 4 1 2 2 2
100 to 199 20 0 4 6 4 6
50 to 99 15 5 5 2 2 1
25 to 49 10 4 3 2 1 0
Oto 24 15 7 7 0 1 0

-  1 to -9 2 0 1 0 1 0
— 10 and Over 4 1 1 1 1 0

77 21 22 13 12 9

Table III
Servicing Volume to Capital and Net Worth 

1966 and 1959
Dollar Amount of 

Mortgages Serviced 
Number of Per Dollar Capital

1966 Portfolio Companies and Net Worth

Size of Company 1966 1959 1966 1959

$20 Million and Under 24 19 72.5 88.1
$20+ to $50 Million 24 22 81.3 55.2
$50+ to $100 Million 13 12 102.9 88.2
$100+ to $200 Million 12 12 152.8 137.1
Over $200 Million 9 9 90.0 88.2

All Companies 82 74 100.1 90.3

policy factors as to relative importance in their 
growth over the past five years. The most im
portant of these, as indicated by response, was 
“broadening to include more conventional loans, 
such as commercial and industrial.” Of 68 listing 
this as a factor, 40 indicated that it ranked first 
in importance. Forty-five respondents listed “con
centrating more heavily upon ‘mortgage banking’ 
(as opposed to other real estate services, insur
ance, etc.).” Of these, 19 ranked it first in im
portance.

Considerably fewer mortgage bankers empha
sized “expansion of range and service functions 
outside of the origination and servicing of mort
gages.” Only 12 of the 36 rated it most important. 
A somewhat larger number, 42, listed the factor 
of “becoming more specialized in FHA-VA mort
gages and penetrating this sector of the market 
more deeply” as important. Most of those listing 
it first in importance were large firms that served 
extensive geographic areas and operated branches.

Operational Methods and Range of Services

As has been suggested, one of the reasons that 
higher capitalization is desirable for mortgage 
companies is that their function requires risk- 
taking. Just as the investment banker must incur 
costs and bear risks in discovering, originating, 
underwriting, and distributing an issue of bonds, 
so must the modern mortgage banker incur costs 
and assume risks in originating and inventory
ing mortgages. As he has matured and as market 
conditions have changed, risk-bearing has become 
an even more important measure of his effective
ness. It is true, of course, that the mortgage 
banker has a couple of risk-limiting factors going 
for him that the investment banker does not. 
First, he has the government-insured or guaran
teed mortgage, which insurance or guaranty lim
its default risk and converts an otherwise ineffici
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ent capital market instrument into one that has 
broad acceptability. Second, at most times he 
has a floor under prices of mortgages eligible for 
purchase by FNMA, which places some limit 
on inventory risk.

The FHA-VA mortgage, combined with the 
system of advance commitment by permanent 
investors, facilitated the rapid growth of mort
gage companies in the 1950’s. This expansion, 
in both numbers of companies and in volume of 
mortgage servicing, was possible on a relatively 
small capital base. Thus, it is not surprising that 
during most of that decade substantially less 
than half the southern mortgage companies orig
inated mortgages without prior commitment. By 
1959-60, the proportion was still only about 46 
percent (Chart I I I ) . The median volume of mort
gage originations without such prior commitment 
by these companies was only 40 percent of their 
total volume.

Changing market conditions and growth of 
capital and net worth in the 1960’s made it both 
necessary and possible for southern mortgage 
bankers to assume more risk in the originating, 
inventorying, and selling of mortgages. Substan
tial growth in capital base was accompanied by 
a sharp expansion in credit lines and for many 
companies by greater flexibility in opening, clos
ing, and maintaining branch operations. As a 
result of these and other factors, the number of 
companies assuming greater risks through in
creasing their “own inventory” originations rose 
steadily during the 1959-66 period. A similar, 
though less pronounced, rise occurred in the pro
portion of noncommitted originations by these 
firms.

During the current year the median proportion 
of noncommitted mortgages of those companies 
making such originations rose to 53 percent. One 
of the reasons is that FNMA has provided rela
tively greater support volume-wise for the FHA- 
VA market than in some prior years; and, of 
course, mortgages are offered to FNMA “off the 
shelf.” As one mortgage banker stated, “If you 
want to stay in business, you have to accept the 
risk of price changes by both the market and by 
FNMA and originate without commitment.” A 
number of mortgage bankers, with the long view 
and adequate capitalization, have maintained 
firm price floors in short-term future contracts 
with builders and others, even under market 
conditions of rising yields.

Southern mortgage bankers have also been 
willing to assume risks in conventional mortgage 
originations. Somewhat more than 25 percent of

Chart III
More mortgage bankers are originating more mortgages with
out prior commitments than during the 1950’s.
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those originating without commitments in 1967 
were doing so in conventional mortgages.

Higher capitalization has permitted southern 
mortgage bankers to expand other functions dur
ing the 1960’s. For example, in 1959-60, only 
56 percent of respondents provided construction 
loans. By 1967 this proportion had risen to 71 
percent. Over one-third of respondents indicated 
they are now originating high-loan-to-value-ratio 
conventional loans, involving private mortgage 
insurance and junior liens. The majority utilize 
the General Electric Credit Corporation plan. 
A much smaller proportion of firms, about 8 
percent, make loans on “second” or “vacation” 
homes. Less than 5 percent make loans on mobile 
homes.

Respondents were asked to list any new ser
vices or development which their companies had 
initiated or adopted over the last six years. Most 
of them listed entry into land development and 
making land development loans. One firm had 
been active in joint ventures with builders in 
land development. Refinement of cost account
ing systems for better departmental and branch 
office management and control was also listed 
by several companies. Among other replies were 
expansion of operating territory, heavier empha
sis on commercial and industrial loans, pre
closed construction-permanent loans, and devel
opment of source of funds through public sale of 
demand notes limited to 10 percent of outstand
ing mortgages held by the issuer.
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Present Competitive Position

In a free market competition is the spur that 
produces progress. Southern mortgage banking 
firms, the least government-regulated of any re
gional financial institution, achieved the results 
reviewed here in a highly competitive atmosphere. 
On the side of registering the bids of their bor
rowing clients in the market for funds, they en
joyed a period of ready availability of such 
funds for a relatively long period between 1961 
and 1965. They were thus able to cope with the 
problem of replacement of a substantial reduc
tion in the rate of increase of mortgage funds 
becoming available from one major investor by 
finding other buyers of southern mortgages.

The same favorable climate for increasing the 
flow of outside mortgage credit into the South 
also stimulated more competitors to help provide 
the channels. Mortgage bankers were asked to 
evaluate the intensification since 1960 of this 
competition from commercial banks, from mort
gage companies headquartered elsewhere but op
erating in their market area, and from other firms 
such as real estate firms expanding into mortgage 
banking. Of 94 firms responding, 89 percent in
dicated some increase in competition from com
mercial banks, while 40 percent had experienced 
a substantial increase. The same proportion of 
respondents reported greater competition from 
mortgage companies headquartered elsewhere. 
About 44 percent indicated that it was substantial.

On the other hand, reflecting higher capital 
requirements, scarcity of specialized personnel, 
and other factors, the proportion of respondents 
experiencing more competition from other types 
of firms was 39 percent. Only one percent re
ported substantially greater competition from 
this source, while 61 percent had no change or 
reduced competition.

Almost half the respondents—46 percent—an
ticipate that competition from commercial banks 
will rise significantly within six months to a year. 
Slightly more than one-third—37 percent-—look 
for such competition from other mortgage com
panies through branch or other operations. Less 
than one-fifth, however, expect significant in
creases in competition from other firms. The most 
frequent response of the latter was that greater

competition was expected from direct lending of 
savings and loan associations.

In spite of increased competition, severe re
adjustments in the wake of unsettled capital 
markets, and a sharp recession in housing, only 
24 percent of the respondents at midyear 1967 
felt that the mortgage banking industry in their 
markets had been weakened and only 2 percent 
that it had been weakened significantly. Although 
46 percent replied that the industry’s ability to 
continue as an important member of the South’s 
family of financial institutions was about the 
same as before 1966, 29 percent felt that it was 
somewhat stronger. Only 1 percent felt that it 
was substantially stronger.

What of the Future?
The South has made remarkable progress in 
financing a growing share of its mortgage credit 
needs from local and regional savings flows. Con
sidering its deeply based growth trends in popu
la tio n , industrialization, employment, and 
incomes, however, the need for substantial aug
mentation of its own savings capacity will most 
likely continue for many years. As its economy 
grows more like that of the nation, the need for 
interregional capital flows may be somewhat re
duced as its savings base expands. Given the 
pattern of sharp differentials in growth rates in 
urban areas within the region, however, and the 
spread of industry to smaller centers, the need 
for intraregional capital flows seems likely to 
grow further. Moreover, investment diversifica
tion requirements of most financial institutions 
will probably increase.

Since it is unlikely that the basic deficiencies 
of the individual mortgage as a capital market 
instrument will soon be remedied, capital deficit 
regions will continue to need specialists in orig
inating, inventorying, packaging, selling, and 
servicing such mortgages. The southern mort
gage banker has demonstrated his tactical com
petence by his flexibility in adjusting to sharp 
changes in his environment. He has given reas
surance of his longer-run viability by his success 
in rapidly building his capital, for the most part 
from internal sources. He has confirmed his ma
turity by the volume and quality of his service to 
his investors and to a fast growing region.

H ir a m  J. H o n e a

This is the second in a series of articles on the southern mortgage banker. Copies of this article and Part I, 
which appeared in the October issue, are available upon request to the Research Department, Federal Reserve 
Bank of Atlanta, Atlanta, Georgia 30303.
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