
If the per cap ita income of D istrict residents exp and s, as it 
has in the past, fu rther im provem ents m ay be m ade in the 
q u antity  and q u a lity  of southern housing.
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their existing living quarters. To coin a technical phrase, 
the rate of housing obsolescence may increase.

Incomes have risen sharply since 1946, but so have 
construction costs. As a matter of fact, such costs have 
risen much more rapidly than the overall consumer price 
level. Now that many families are reasonably well housed, 
their choice of expenditures for housing or for other things

could be strongly influenced by the pattern of prices. 
Housing, in the market of the Sixties, may have to com
pete price-wise more effectively than it has throughout 
the postwar period.

Challenge for the Future
We have made great progress toward providing reasonably 
adequate housing for all families residing in District states. 
Still, in 1960 more than 500,000 families lived in dilapi
dated dwellings. Many families who lived in sound or 
deteriorating dwellings may also have felt they “needed” 
more and better housing. It is financial capacity, along 
with need, however, that makes demand effective.

Further improvements in the quantity and quality of 
housing in District states will depend upon expansion in 
income. Income expansion in turn is bound up with the 
problem of encouraging southern economic growth. This 
is the challenge. Growth in housing or economic activity 
is not, as someone said, simply a matter of holding our 
breath and floating upward on a cloud of expansion. Growth 
requires effort and innovation. It also requires change.

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

Ha ve Mortgage Money, Will Lend
In recent months, prospects for home building and mort
gage financing in the nation have brightened perceptibly. 
Throughout most of this year, housing starts in the nation 
have increased. Current income has been rising, and the 
outlook for future earnings has improved with the upturn 
in economic activity. This improvement in families’ finan
cial position holds out hope that home sales will be 
spurred. Given these omens of economic revival, lenders 
may well anticipate an increase in demand for mortgage 
funds.

Despite the increase in housing starts, the demand for 
mortgage credit from all types of lenders in the nation 
showed only faint signs of picking up through the first 
quarter of this year. It is normal for mortgage lending to 
lag behind building activity because of the time that must 
necessarily elapse between the start of construction and 
the sale and financing of a house. Signs of an upswing in 
lending are, nevertheless, evident in the activities of sav
ings and loan associations, institutions which channel a 
large share of their resources into the mortgage market. 
Total lending by these institutions for construction, home 
purchase, and other purposes was higher in the first 
four months of this year than in the same period of 1960.

Savings and loan associations in District states, on the 
other hand, did less mortgage lending in the first quarter 
of 1961 than they did a year ago. That the lending of 
savings and loan associations in the District recently has 
not kept pace with that of those in the nation reflects in 
part the slower recovery of home building in this part of 
the South.

Outstanding loans secured by real estate at weekly 
reporting banks in the District have edged upward since 
mid-1960. This slight rise in long-term real estate lend
ing by banks has been encouraged by a marked expansion 
in total deposits and some slackening in the demands of

businesses and consumers for short- and intermediate- 
term credit. The real estate lending pattern of commercial 
banks reflects partly a response to cyclical forces and 
partly some seasonal increase in demand for credit.

Nationally, the total value of commitments of savings 
and loan associations and mutual savings banks to acquire 
mortgages appears to be on the rise. Builders and con
sumers are again finding it relatively easy to raise mortgage 
money. “Have mortgage money, will lend” would be the 
probable response of the typical mortgage loan officer, 
if he were asked to describe the liquidity condition of his 
institution. Not only are mortgage funds available, he 
might add, but they may be obtained at lower costs on 
somewhat easier terms. The present ability and willing
ness of most lenders throughout the District and the 
nation to extend mortgage credit reflects adjustments that 
have taken place in the past twenty-two months in credit 
and savings flows.

The Demand and Supply of Mortgage 
Credit Adjusts

From mid-1959 through December 1960, a sharp drop in 
home building activity was accompanied by a reduced de
mand for mortgage credit by home buyers. Nationally, 
nonfarm mortgage recordings of $20,000 or less fell 
about 14 percent from July 1959 through the latter part 
of 1960. Mortgage recordings data, which include the 
activities of savings and loan associations, insurance 
companies, and commercial and mutual savings banks, 
are not available by geographic region. The loan pattern 
of savings and loan associations in District states through
out much of 1960, illustrated in the following chart, 
suggests, however, that the national decline in mortgage 
lending was paralleled in this part of the South.

In contrast to this downward trend in mortgage lend-
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ing, savings flowed into financial institutions at an acceler
ated rate. During 1960, for example, the net increase in 
savings of the nation’s consumers and businesses in sav
ings accounts and life insurance reserves at four major 
financial institutions totaled $17.9 billion. About 75 per
cent of this increase was accounted for by savings and 
loan associations, mutual savings banks, and insurance 
companies. Commercial banks accounted for the remain
ing 25 percent of the increase in savings, a substantially 
larger proportion than in 1959.

Throughout most of this year, savings have continued 
to pour into the coffers of financial institutions located 
in the nation and the District. This has meant that these 
institutions, while they always have welcomed savings, 
have had to put this larger pool of funds to work at a 
time when mortgages and other investments have been 
in short supply. In order to obtain mortgages, therefore, 
investors have bid up their price and forced down yields. 
Looked at in another way, realignment in the demand 
and supply of mortgage funds has resulted in lower 
interest rates for potential borrowers.

Borrowing Costs and Terms Ease
Nationally, the interest rate on a 25-year loan insured 
by the Federal Housing Administration— adjusted for dis
counts—was 5.75 percent in April 1961, or 49 basis 
points lower than in January 1960. While the degree of 
decline may have varied somewhat among regions, there 
is no doubt that borrowing costs have eased in most 
sections of the country.

In the District, scattered evidence shows that interest 
rates have declined. Yields on conventional mortgages in 
April of this year ranged between 5% and 61/ i percent, 
with most rates %  to y2 percent lower than in January 
1960. Discounts on 25-year FHA-insured loans yielding 
5%  percent, moreover, were almost nil, compared with 
3 to 4 points early last year. Discounts are a couple of 
points higher on FHA loans yielding 5y2 percent, the 
rate in effect between early February and late May. The 
FHA rate was reduced to 5*4 percent, effective May 29. 
Finally, discounts on 5 ^  percent loans guaranteed by 
the Veterans Administration have fallen to about 4 points. 
At this level of discount, VA loans may once again prove 
attractive to investors.

Not only have interest rates declined as the supply of 
mortgage funds seeking investment has increased, but 
home borrowers are getting a break in a couple of other 
ways. There is fragmentary evidence that down payments 
and maturities on conventional loans have eased slightly 
in certain areas. Some lenders, moreover, are absorbing 
a larger share of the cost of closing a home loan.

Will Credit Ease Stimulate Home Building?
The housing and mortgage finance industries, as well as 
others concerned with the course of economic activity, 
are now attempting to appraise the impact of easing in 
the mortgage market on activity and lending. A reduction 
in down payments, for example, may draw into the hous
ing market families who had previously been held out be
cause of limited liquid assets. A lengthening of maturities

Continued on Page 10
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amount no greater than 60 percent of its total time de
posits or 100 percent of unimpaired capital and surplus, 
whichever is higher. Most member banks are operating 
well within these limits, but many relate their long-term 
real estate lending to the inflow of time deposits.

Real Estate Loans
Sixth District Member Banks 

1950 and 1960

D eposit Size 
of B ank  
($  M illions)

N um ber of 
B anks

D o llar Volume 
of Loans

R eal E state  
as a Percent 

of T otal L oans

D ec. 30  
1950

D ec. 31 
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D ec. 30  
1950

D ec. 31 
1960

Dec. 30 
1950

D ec. 31 
1960

Percent of Total

0 - 5 50 28 15 6 32 31
5 - 10 21 26 13 12 28 29

1 0 -2 5 15 26 17 20 22 22
2 5 - 5 0 6 9 14 16 19 20
50 - 100 4 5 11 13 13 18

100 and over 4 6 30 33 10 9
All Banks 100 100 100 100 16 15

Although real estate lending accounts for a smaller share 
of total lending at large banks than at small ones, large 
banks control a greater proportion of total resources, thus 
accounting for a major share of the real estate lending at 
all District banks. Between 1950 and 1960, large banks 
accounted for a more than proportionate share of the 
increase in this lending. As a result, large banks held 
more of the total real estate loans outstanding at District 
member banks in 1960 than in 1950.

The greater demands for real estate financing in large 
cities resulting from the greater population growth and 
building activity there may partly explain the greater 
growth in real estate lending at large banks. Since small 
banks were already heavily committed to real estate lend
ing in 1950, they may have been less inclined to commit 
additional funds to real estate lending in subsequent years.

Can Banks Do More?
Will District banks contribute more to real estate financ
ing in the 1960’s than in the last ten years? Broadly speak
ing, the answer depends on four factors: (1) overall de
mand for mortgage credit, (2) growth of bank resources, 
(3) demands for other kinds of bank credit, and (4) 
bank decisions on lending policies.

About the demand for mortgage and construction credit 
we can be quite sure. Continued population growth in 
parts of this region will generate demand for more houses 
and funds to finance them. On the other hand, other short
term credit demands may also press heavily on bank 
resources, even as resources grow.

In such an environment of competing demands, the 
fourth factor influencing banks’ volume of real estate 
loans—possible changes in bank policies—could be 
crucial. The recent easing of legal restrictions on national 
banks may lead to some policy changes. Since late 1959, 
national banks have been authorized by law to make 
conventional loans of up to 75 percent of the appraised 
value of the real estate if the loan is to be amortized 
within twenty years. Previously, national banks could 
make a conventional loan of no more than two-thirds of 
the appraised value of the property if the loan were to be 
amortized completely within fifteen years.

Past experience with Government guaranteed and in
sured mortgages, however, suggests that bankers consider 
liquidity more important than legal restrictions. Bank hold
ings of Government insured or guaranteed mortgage loans 
are not subject to the restrictions on conventional mort
gage financingf A national bank could, therefore, legally 
have made loans on residential property at much more 
liberal terms than at those imposed on conventional mort
gage lending even before the recent liberalization of re
strictions. Many banks have made such FHA and VA 
loans in large volume. Yet, in 1960 such insured or guar
anteed loans made up only about one-fourth of the total 
dollar volume of mortgage loans on residential properties 
held by District banks. Apparently, the banks preferred 
to make loans with shorter maturities than those typical of 
FHA and VA. Such liquidity considerations are likely to 
continue to influence lending policy in the future.

Some banks are exploring a possible way to keep active 
in the mortgage lending field and at the same time avoid 
undesirable liquidity aspects. By originating a substantial 
volume of mortgages in their own communities, they hope 
to build up a staff competent not only to grant or originate 
loans efficiently but to service a large volume for other 
holders as well. At the same time, by developing channels 
for the sale of mortgages in the secondary market, they 
believe they can keep the mortgages they hold themselves 
within the limits of their banks’ liquidity standards.

During the 1960’s, the pattern of residential construc
tion may differ considerably from that of the 1950’s, as 
the article on the southern housing market states. Also, 
uneven rates of income growth and migration may cause 
residential construction to be heavier in certain cities and 
localities than in others. Consequently, some banks may 
find heavier demands for real estate financing than others. 
In addition, changes in financing techniques may be re
quired. If the past record is any guide, however, District 
bankers will undoubtedly continue to adapt their lending 
practices to the changing times and to contribute signifi
cantly to short-term construction financing and long-term 
mortgage lending. A[_bert ^  H irsch

Continued, from Page 6
and a lowering of mortgage rates, by reducing monthly 
payments, could also help to overcome the income 
obstacle that may have deterred some families from 
buying a new or more expensive home.

The availability of mortgage funds on favorable terms 
to the borrower does, no doubt, tend to broaden the base 
of potential home buyers. It should be remembered, 
however, that families demand the satisfaction that comes 
from living in a home. They demand mortgage credit 
simply to obtain this satisfaction. As we have noted in 
the first article in this issue, the nature of the housing 
market has changed markedly during the past decade. 
Families in the District are now better housed than they 
were ten years ago. Thus, the task of stimulating home 
building through easy credit may now be more formidable 
than in the past.

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