
R e a l - E s t a t e  L o a n s . .  . An Outlet for Bank Funds
Hand-in-hand with the postwar building boom has been an 
expansion of real-estate loans at commercial banks. Be
tween December 30, 1945, and June 30, 1955, loans se
cured by farm, residential, and commercial property at 
District member banks increased about 470 percent and on 
the latter date totaled 450 million dollars. Meanwhile, the 
ratio of real-estate-to-total loans rose from 7 to 14 percent.

The change since 1945 represents more than just a 
change in the attitude of bankers. During the war Govern
ment regulations restricted the use of funds and building 
materials, but when these restrictions were lifted, building 
expanded to meet the demand that had accumulated during 
the war years. The change-over from a wartime to a peace
time economy thus released a large demand for real-estate 
loans at banks. The availability of Government insured 
mortgages also contributed to the increase in such loans.

Following national trends in mortgage activity, the 
ratio of real-estate loans to total loans at District banks 
increased rather sharply after the war, reached a peak in 
mid-1950, declined slowly between June 1950 and De
cember 1953, and then started up again.

Much of the increase during the last year, particularly 
during the last six months, can be attributed to large gains 
in loans insured by the Federal Housing Administration 
and the Veterans Administration. These mortgages ac
counted for 52 percent of the gain in all loans on resi
dential property. FHA loans increased 30 percent and 
VA loans 72 percent. With the decline in yields on bonds 
during this period, the high yield on Government insured 
and guaranteed mortgages made them a more attractive 
outlet for bank funds.

All of the expansion during this period, however, 
cannot be attributed to Government-insured paper. Con
ventional financing increased 27 percent and loans secured 
by commercial property gained 30 percent. Loans on farm 
land also increased rapidly, probably because farmers, 
faced with an income loss during the year, obtained funds 
for production by using real estate as collateral, and also 
because many large banks purchased sizable amounts of 
loans insured by the Farm Home Administration.

The 450 million dollars in real-estate loans now held

by District member banks does not reflect the full contri
bution of local banks to home ownership and construction, 
as banks also make temporary loans to individuals and 
contractors to finance the erection of homes, churches, 
factories, and other buildings. But more than this, banks 
include in their business loans, loans to such firms as 
insurance and mortgage companies, savings and loan asso
ciations, and other concerns who in turn invest in mortgage 
paper. A recent survey of the large banks in this District
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Deposit Size Ala. Fla. Ga. La. Hiss. Tenn. District

Less than $3.5 mil. . . 28.1 13.0 30.0 37.8 31.0 33.1 29.3
3 .5 -1 0 ................. 25.3 23.3 23.9 33.4 18.4 26.5 25.6
10-100 ................. 19.6 20.0 17.9 22.4 15.6 12.3 18.9
$100 mil. and over . . 9.2 10.9 6.2 7.5 5.7 7.3
A ll Sizes............... 18.1 17.6 10.9 14.5 16.4 11.7 14.5

revealed that for every dollar in real-estate loans, there 
was an additional fifty cents in loans to mortgage firms. 
These loans generally are short-term, and because of their 
size, are confined to large banks.

Despite the rather rapid increase in real-estate loans 
at large banks, these loans make up only a minor part 
of their total loans, compared with the same ratio at small 
banks. According to the October 1954 call reports, at 
banks with deposits of less than 3.5 million dollars, the 
ratio was 29.3 percent, compared with 7.3 percent at 
banks with deposits of over 100 million dollars. The 
importance of real-estate loans also varied by state—Ala
bama banks had the highest ratio, 18.1 percent; the low of
10.9 percent was at banks in Georgia.

All loans secured by real estate are not used for the 
purpose of buying property; nevertheless, changes in these 
loans are a fairly good indication of changes in bankers’ 
views toward real-estate financing. Judging by recent 
trends in mortgage loans at District banks, bankers are 
now placing a new importance on real-estate paper.

Charles S. Overmiller
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