
S o u t h e r n  M o r t g a g e  B a n k e r s  

E y e  H o u s i n g  P r o s p e c t s

Developments in the mortgage markets since mid- 
May have raised the question of how much addi
tional thrust residential building will provide to 
the economy in the balance of the year. Lagged 
but substantial recovery in this large sector of 
domestic investment had been an important part 
of the substantial pickup projected for the econ
omy in the second half of 1967.

Since residential building in the past two 
decades has tended to counteract main economic 
swings, a recovery was expected following the 
economic slowdown in late 1966 and a changed 
monetary policy facilitating the necessary fi
nancial flows to support adjustments. The rapid
ity with which capital market yields responded 
to the initial stages of easing monetary conditions 
led many observers to expect a shorter lag in 
housing recovery than in some past periods.

This general view seemed even more defensi
ble for a number of reasons when applied to the 
South. Since the beginning of the housing recov
ery in late 1960, the South had enjoyed a sub
stantial three-year expansion, followed by a vir
tually level plateau of two years of home build-
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ing at rates almost as high as in 1963. This con
solidation period had allowed intraregional shifts 
in the pace of new production and in some 
markets had brought a slowing of output so that 
growing demand reduced excess housing stocks. 
Meanwhile, the South had accounted for a con
tinuously rising proportion of total housing starts 
since 1959, when it recorded 33.7 percent. The 
proportion had risen to 40.5 percent in 1966, and 
for the eight-year period the region accounted for 
36.7 percent of total starts.

Population growth higher than the national 
rate in the 1960’s, together with further indus
trialization and rising incomes, had also laid 
the foundation for resiliency, as well as continued 
long-term growth, in the South’s effective hous
ing demand. Moreover, the quality of housing de
manded had also been affected by higher incomes 
and the emergence of more attainable housing 
goals among a growing segment of the population.

Since large amounts of mortgage funds are 
imported into the region by mortgage bankers and 
other financial institutions, it seemed likely that 
the early and pronounced downswing in yields 
in the capital markets and the rapid rise in mort
gage prices in the secondary market would 
produce an early housing recovery. This view was 
further supported by a decline which was rela
tively less severe in the South than in the three
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other major regions, although housing starts be
gan to fall sharply in all areas early in 1966.

Southern housing did indeed follow this gen
eral pattern, after reaching a low of 372,000 
starts, at a seasonally adjusted annual rate, in 
October 1966. Thereafter, through April 1967 and 
with the exception of February, each month’s 
rate of starts was higher than the previous one. 
However, a new upturn in capital market rates, 
particularly in longer maturities that are closely 
competitive with mortgage yields, had gotten 
underway in February. Led by long-maturity 
Treasury securities, the rise was soon joined by 
corporates and municipals, in spite of continued 
moves toward monetary ease. By the middle of 
May heavy supplies of new debt offerings and 
the prospects for a sharp increase in Treasury 
borrowings in the second half had pushed most 
long-term rates sharply higher. As in the down
swing in yields in late 1966, these changing yield 
pressures were quickly transmitted to the mort
gage market. Contract rates on conventional mort
gages either firmed at previous levels or rose 
somewhat, while yields on FHA and VA mort
gages increased sharply.

Because of the importance of adequate sup
plies of imported mortgage funds in this District 
and because mortgage bankers are the principal 
intermediaries in this flow, this Bank surveyed 
the changing outlook for housing in late May.* 
The group of 80 mortgage bankers who responded 
service almost $6 billion in outstanding mortgages 
on properties located in Alabama, Florida, Geor
gia, Louisiana, Mississippi, and Tennessee.

Housing Demand Strengthens
Over one-fourth of the 80 respondents, represent
ing the majority response in 7 of 27 market areas, 
stated that housing demand was very strong. An
other 55 percent, representing 16 of 27 market 
areas, reported an improvement. Only 17.5 per
cent of respondents in four market areas charac
terized housing demand as “about the same as in 
late 1966” or as “weak,” giving these reasons:

Financial factors of R inses
1. High interest rates and/or discounts . . 21
2. Statements by public officials suggesting

that FHA interest rates may be 
lowered soon........................................  2

3. Unrealistic usury laws .........................  3

♦The Bank’s study was part of a larger survey to evaluate 
changes in the regional network of mortgage banking in the 
Sixth District. A second article will present the results of this 
analysis in a forthcoming issue.

4. Waiting for lower interest rates .......... 1
5. Sale of existing homes difficult because

of high discounts on mortgages.......... 1

Uncertainty due to military factors.............  5
1. Vietnam and impact of military service

on young buyers .........................(3)
2. Uncertainty of wartime conditions. . (2)

Population factors
1. Lower rate of in-migration.....................  1
2. Slower population growth in 1960’s than

in 1950’s ................................................ 1

Other factors
1. High and rising taxes on homes............. ....1
2. Changes in local property tax impact . . 1
3. Poor political leadership ..................... ... 1
4. Poor public education system ................. 1
5. Bad newspaper reporting—doubt in pur

chasers’ minds ....................................  1
6. Low demand or lack of demand for

housing, cause unspecified.................  2
Most of the responses dealing with housing 

demand were based on developments through 
mid-May, at which time appreciation of the most 
recent pressures on mortgage rates had not be
come widespread. However, in follow-up conver
sations between June 1 and June 16, few wished 
to lower their original evaluations of the strength 
of demand. In two cases, respondents covering 
entire states indicated that immediate demand 
for housing purchases may have strengthened 
somewhat, as those waiting for lower rates de
cided to go ahead with planned purchases. One 
prominent mortgage banker stated that many 
potential home buyers have concluded that higher

Table I: Strength of Housing Demand in 
Sixth District States

M arket A reas* R esp o n d en ts

S tren g th  of 
H ousing  D em and N um ber

P e rc e n t of 
Total

P e rc e n t of 
N um ber Total

Very S trong 7 25.9 22 27.5

Im proving 16 59.2 44 55.0

A bout th e  sa m e  a s  in 
la te  1966 3 11.1 10 12.5

W eak 1 3.7 4 5.0

Very w eak 0 0 0 0

Total R eporting 27 100.0 80 100.0

*ln n in e  in s ta n c e s  th e re  w ere  sp lit  re sp o n se s  fo r th e  sa m e  
m a rk e t a rea . In th e s e  c a s e s  m ark e t a re a s  a re  c la ss ified  on 
th e  b a s is  of p lu ra lity  of re s p o n se s . In c a s e s  of e q u al n u m b er 
of re sp o n se s  am o n g  th e  five ch o ices , c la ss ific a tio n  w as m ad e  
on th e  b a s is  of s iz e  of se rv ic in g  a c c o u n t an d  a re a s  of cover
ag e  of th e  re sp o n d en ts .
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mortgage rates than those of the early 1960’s 
are going to persist. He went on to say that, “In 
one way or another the Federal government will 
make effective its demand for money to fulfill its 
programs. Corporate business and municipalities, 
for a variety of reasons, are in a superior position 
to absorb a major share of available savings flows. 
The would-be home buyer who waits for this to 
change enough to bring mortgage interest rates 
down may find that housing production costs 
have risen much more than his potential savings 
on interests costs.”

Improvement in housing demand appears most 
pronounced in Georgia and Tennessee, where 
the largest number of “strong demand” market 
areas was reported. Florida and Louisiana had a 
smaller number but a majority of market areas 
enjoying improving demand. Although most of 
the respondents in Alabama and Mississippi did 
not say that demand was strong, three individual 
respondents indicated otherwise.

Housing Production Revives
Ten respondents, representing 13 percent of the 
total and a majority opinion in 11 percent of 
market areas, reported housing starts through 
April as “far above the first four months of
1966.” Twenty-one respondents in ten or more 
market areas saw starts as “somewhat above the 
first four months of 1966,” while 21 reporters in 
nine market areas indicated housing starts at 
“about the same level as in the first four months 
of 1966.” Another group of 21 in five or more 
markets reported starts as “below the first four 
months of 1966,” and only two reporters saw

Table II: Volume of Housing Production in 
Sixth District States

M arket A reas* R esp o n d en ts

V olum e of H ousing P e rc e n t of P e rc e n t of
P ro d u ctio n  N um ber Total N um ber Total

F ar above  firs t fo u r m o n th s  
of 1966 3 11.1 10 13.3

S om ew hat above  first fou r
m o n th s  of 1966 10 37.0 21 28.0

A bout th e  sa m e  a s  1966 9 33.3 21 28.0
Below th e  firs t fo u r m o n th s

of 1966 5 18.5 21 28.0
F ar below  th e  first fo u r

m o n th s  of 1966 0 0 2 2.7
Total R eporting 27 100.0 75 100.0

*See fo o tn o te , T ab le  I, fo r c la ss ific a tio n  m eth o d  fo r m ark e t 
a re a s  w ith  m ore th a n  o n e  re sp o n d en t w hen  re sp o n se s  w ere  
d ifferen t.

starts as “far below the first four months of 1966.” 
Although most of the replies incorporated in 
Tables I and II were based on activity prior to 
the sharp rise in FHA-VA yields in mid-May, it 
appears that a solid groundwork for housing re
covery in the District has been laid.

The causes of retarded production were given 
as:

N um ber
Financial factors of R esp o n ses

1. High interest rates and/or discounts or
shortage of money .............................  16

2. Uncertainty in present money market . . 7
3. Cost and availability of construction

money ................................................  4
4. Basic deficiencies in the mortgage market 2
5. Money is now retightening.....................  2
6. Competition of commercial loans, taking

money from singles.............................  1
7. Lack of flexible interest rate on FHA-

VA’s ....................................................  1
8. Too many Federal controls in the money

market ................................................  1
9. Competition of bond yields .................  1

Cost factors, other than costs related to finance
1. Rising land, labor, and/or other con

struction costs ........................................7
2. Changes in local property taxes .............2
3. Builders’ skeptical of profits n ow .............2
4. Builders’ profits disappeared in 1966 . . 1

Other factors
1. Lag in development of new subdivisions

and building sites and time needed 
to gear u p ............................................  7

2. Loss of builders who went broke last
year ....................................................  3

3. Oversupply of housing, overbuilding in
p ast........................................................  2

4. Loss of skilled workers during housing
slump ....................................................  2

5. Smaller builders waiting for further
strengthening in the market.............. 1

Outlook Good, But Not Boomy
Mortgage bankers were asked to comment on 
their volume of mortgage origination activity 
through mid-May in contrast to that of the same 
period last year. In interpreting their replies, it 
should be borne in mind that housing starts and 
mortgage origination activities were still at high 
levels during the 1966 period.

Over two-thirds of the mortgage bankers indi
cated that their origination activities, which in-
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Chart I: Volume of Origination Activity in 1967
Percent of Respondents 

20 40 60
Comparable 1966 Period 

Far Above

Above

About the Same 

Below

Far Below

Total About the 
Same or Higher

T hrough m id-M ay th e  o rig ination  a c tiv itie s  of a b o u t tw o-th irds 
of m o rtg ag e  b a n k ers  w ere  ru n n in g  a t  levels a b o u t th e  sam e  
or h ig h er th a n  th o s e  of early  1966. A ctiv ities  ab o v e  th e  com 
p a ra b le  1966 period  w ere  m ore  p rev a len t am o n g  th e  la rg e st 
firm s o p e ra tin g  in e x ten siv e  m ark e t a re as .

elude inquiries, mortgage applications, forward 
commitments, construction loans in some cases, 
and closing of mortgage loans, were near the 
same or at higher levels than during the same 
period in 1966. More than 43 percent of the re
spondents reported such activities above and 11.2 
percent far above the same period in 1966. Less 
than one-third reported lower origination activity.

Approximately the same results were secured 
when replies from the 20 largest mortgage firms 
were tabulated separately and weighted by size. 
The average portfolio of mortgages serviced by 
this group at the end of 1966 was slightly in 
excess of $200 million and each serviced over 
$100 million. Moreover, 18 of the 20 were mul
tiple branch operators primarily in entire states 
or throughout the Southeast. Together they ac
counted for over two-thirds of total servicing re
ported by the 80 mortgage bankers and for over 
three-fourths of FHA and VA mortgages. Vir
tually all of them originate mortgages without 
prior commitments, and the same high proportion 
make construction loans. One or more of these 
firms are located in each of the six states served 
by this Bank.

Mortgage origination activities of this group of 
20 reinforce the expectation of continuing hous
ing recovery when the replies are weighted by 
size of firm. Allowing one point for each $100 
million of servicing account, those whose activi
ties through mid-May were above those of 1966 
amounted to 57.5 percent, while those “about the 
same as 1966” accounted for only 10 percent.

Origination activities at levels lower than early
1966 were reported by only 32.5 percent. Firms 
headquartered in Alabama, Florida, and Georgia 
were generally enjoying relatively higher levels 
of origination activity than those in the other 
District states.

Mortgage bankers were asked to project the 
level of housing production for the balance of the 
year in their market areas, taking into account 
the present and expected availability of funds 
from their investors and the rate of re-entry into 
production by builders. Of all respondents, 43.7 
percent expect the level to be above that of 1966; 
41.2 percent, about the same as 1966. Only 15 
percent look for the production level to be below 
that of 1966.

As in the case of origination activities, weight
ing the responses of the 20 largest mortgage 
bankers by size of firms produced a somewhat 
higher percentage expecting continued improve
ment. Almost 53 percent anticipate the level of 
housing production to be above that of 1966; 27.5 
percent, about the same as in 1966; but 20 per
cent, at a lower level. Also consistent with the 
pattern of origination activities through mid-May, 
expectations of higher levels in the last half of
1967 were concentrated in Alabama, Florida, and 
Georgia.

Comments of mortgage bankers responding to 
this survey reflected rising concern over the 
recent uptrend in long-term interest rates. Yields 
on high-grade corporate bonds have already 
crossed the range in which they become directly 
competitive with yields on FHA-VA mortgages. 
Although recent firming of mortgage rates ap
pears to have stimulated some potential home

Chart II: Level of Housing Expected 
By the End of 1967

Percent of Respondents
i i

Four-fifths o r m ore of all re s p o n d en ts  e x p ec t th e  level of 
ho u sin g  p rod u c tio n  by th e  e n d  of 1967 to  be ru n n in g  a b o u t 
th e  sam e  or above  th e  o u tp u t of 1966. Very few  firm s a re  
ex trem e ly  p e ss im is tic , b u t a n u m b e r th in k  th is  y e a r’s p ro d u c
tion  will be  below  th e  1966 level.
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buyers to go ahead with purchases, it has con
siderably dampened the outlook for rising output 
of new housing. In some markets the improving 
flows of funds to conventional lenders has en
abled builders to shift from FHA-VA financing 
to conventional. On balance, however, the South
east has long been unable to finance its housing 
needs from intraregional savings flows.

Further recovery of home building will depend 
greatly on whether builders can find ways to ab

sorb cost rises involved in higher discounts on 
marketable mortgages in the present yield struc
ture. It will also depend on the number of build
ers who are willing to take the risks of further 
discount changes between starts and sales. In 
view of the present uncertainties in the capital 
markets, few mortgage bankers are in a position 
to commit themselves for future closings at firm 
prices.

Hiram J. Honea

B a n k  A n n o u n c e m e n t s

The Citizens State Bank, Marianna, Florida, a nonmem
ber bank, began to rem it at par on June 8 for checks 
drawn on it when received from the Federal Reserve 
Bank.

On June 10, a newly organized nonmember bank, 
Citizens and Southern Bank of North Fulton, Roswell, 
Georgia, opened for business as a par-rem itting bank. 
Officers are Hugh F. Lane, president; Harold A. Benson, 
vice president; and Ted A. Murphy, cashier. Capital is

$200,000; surplus and other capita l funds, $200,000.
The First Bank of Marianna, Marianna, Florida, a 

nonmember bank, began to rem it at par on June 12.
The Bank of Cave Spring, Cave Spring, Georgia, a 

newly organized nonmember bank, opened on June 15 
and began to rem it at par. Officers include H. E. Mize, 
president; H. J. Hedgepeth, executive vice president 
and cashier; and J. D. Lindsey, vice president. Capital 
is $50,000; surplus and other capita l funds, $50,000.
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