
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

E s s e n t i a l  R o l e  i n  a  G r o w i n g  R e g i o n

Will the supply of mortgage funds be adequate to 
finance the anticipated expansion in home build
ing in the South? If this question seems familiar, 
you might have read it seven years ago in an 
analysis of home financing in the South (Monthly 
Review, October 1960). At that time the South1 
was confidently looking forward to continued im
provement during the “Soaring Sixties.” High 
rates of population growth and migration were 
matched by rising income as industrialization in
tensified. These trends were broadly based and 
their extension in the decade ahead was expected 
to generate sharp increases in capital needs. Of 
course, the South’s savings were growing also, 
but the outlook for heavy dependence upon out
side sources of financing persisted.

The magnitude of the capital importation job 
offered opportunity and challenge to the region’s 
financial institutions. One of the youngest of this

xIn  the previous analysis, as in  th is one, the Sou th  
consists of the states of A labam a, F lorida, Georgia, 
Louisiana, M iss is s ip p i, and Tennessee, a ll or part 
of w hich lie in  the D istr ic t  served by th is Bank.

M o n th ly  Review, Vol. L I I ,  No. 10. Free subscription  
and additiona l copies available upon  request to the 
Research  Departm ent, Federal Reserve B a n k  of 
Atlan ta, A tlan ta , Georg ia  30303.

family was the mortgage banker, who by 1960 
had become established extensively throughout 
the area. He had made a substantial contribution 
to financing the region’s growth by exporting 
residential mortgages, mainly to New York and 
New England life insurance companies and 
mutual savings banks. By the end of the 1950’s, 
however, his outside source of mortgage funds 
was sharply curtailed. Rising interest rates and 
more attractive investment choices for institu
tional investors challenged the mortgage banker 
to find new ways to grow and maintain his service 
to the region.

The southern mortgage banker and the region 
he serves became substantial beneficiaries of a 
new approach to fiscal and monetary policies in 
the early 1960’s. This policy mix was oriented 
toward stimulating more rapid growth in the na
tional economy. The South was ready to utilize 
a larger share of the enlarged capital investment 
possible under such policies, and the mortgage 
banker was in a position to help bring lender and 
borrower together.

How Has Southern Growth Fared?

The projections of rapid population growth, ris
ing income, increased housing needs, and expan
sion of public facilities beyond the savings capac
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ity of the region continued to be met. Approxi
mately 1,350,000 housing units were built, total 
construction volume rose year after year, and 
private mortgage debt outstanding doubled be
tween 1959 and the end of 1966. Savers and bor
rowers participated in this growth bonanza, as 
the region’s long established financial institutions 
increased the rewards offered to savers and these 
institutions in turn found or developed more pro
ductive uses for savings. Although their contribu
tions to a growing South are important, this is 
not their story. It is, instead, the story of the 
maturing mortgage banker who has learned to 
serve his region better, even though he has had 
to work with the least efficient instruments in the 
capital markets.

What Is the Background of Increasing 
Capital Needs?

While the total United States population was ex
panding by 10.6 percent, that of this region grew 
by 14.4 percent in the seven years under review. 
Total personal income expanded from 8.8 percent 
of the national total to 9.3 percent. In terms of 
annual levels, this amounted to an increase of 
$20 billion, i.e., from $33.5 billion in 1959 to 
$53.5 billion in 1966.

Changes of this magnitude might have been 
expected to stimulate rising demand for more 
and better housing. But this was only the begin
ning of the upward spiral of capital demands as 
more people with more current income expanded 
their goals. Pressure mounted for more and better 
roads, schools, water and sewer systems, recrea
tional facilities, and all the other public capital 
expenditures which help make a bigger house into 
a better home. The potential home buyer found

Privately held nonfarm  m ortgage debt a ga in st  properties in 
the S ix th  D istrict states m ore than doubled between year-end 
1959 and  1966, w ith Florida cont in u ing  a s  the largest user.
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banks experienced the greatest rate of growth in m ortgage 
debt hold ings; life in su rance  com panies, the sm allest.

Percentage Increase 
40 80 120

All Private

Commercial Banks 

Savings & Loan Assn's. 

Mutual Savings Banks 

Life Insurance Co's.

A labam a and M is s is s ip p i led the s ix  states in the growth rate 
of m ortgage debt d u r in g  the 1959-66 period.

Fla. Ga. La. Tenn. Ala. Miss _ ® *
States

Alabama

Mississippi

himself in competition for the available supply 
of savings not only with business firms and con
sumers, but also stronger competition from his 
own state and local government units.

Mortgage borrowers doubled their outstanding 
debt against properties in the South. Mortgages 
held by the “big four” financial institutions—sav
ings and loan associations, life insurance com
panies, commercial banks, and mutual savings 
banks—increased from $12.7 billion to $25.6 bil
lion. State and local government units issued 
$11.6 billion in securities, of which only a minor 
part was for refunding purposes. Some measure 
of the need for outside funds can be seen in the 
total for these two types alone. Amounting to 
more than $24 billion, they surpassed the entire 
increase in long-term savings of the region by a 
substantial margin.

A broader measure of the overall capital needs 
of the South is total construction contracts, which 
exceeded $38 billion in the period. Starting with 
an annual level of $4.0 billion in 1960, each year 
brought an unbroken string of advances. Even in 
1966, a year of sharply restricted availability of
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funds, the annual level had risen to $6.6 billion.
Nevertheless, residential construction continued 

to be the single most important component of 
building, amounting to $17 billion in the 1959-66 
period. The proportion of residential to total 
building averaged 44.5 percent of the total and 
ranged from a high of 47.4 percent in 1965 to a 
low of 41.4 percent in the sharp housing recession 
of last year. Although firm data are not available 
for the actual number of housing units built, the 
seven-year total exceeded an estimated 1,350,000, 
or about 14 percent of the U. S. total.

How Do You Get This Kind of Increase 
in Capital?

You get it by spending future money. That’s 
easy, you say? Then try this one: How much 
future money can you spend? Only as much as 
some present holder of money will turn over to 
you in exchange for his appraisal of your credit 
worthiness. Credit worthiness rests basically upon 
future ability to pay, accompanied by formal as
surances of performance of obligations.

The bulk of “present money” available in our 
economy is turned over by its owners to institu
tions, which relieve the owner of determining its 
“best” use. They stand between the owner and 
the eventual user of such funds, providing ser
vices to both sides of the savings-investment pro
cess. Each little rivulet of savings has the poten
tial of joining up with other flows through this in
termediary system. In practice the bulk of total 
available savings thus goes into the central capi
tal markets where efficiency, speed, and the high
est possible degree of certainty in appraisal of 
credit worthiness becomes crucial for the po
tential user. Getting the capital funds needed by 
an individual, a community, state, or region de
pends upon the investment instruments and the 
service institutions available to convey these bids 
to the market.

Much of the South’s capital investment during 
the past two decades was accomplished without 
the bidding for a share of the national pool of 
savings emanating from the region itself. This is 
not to say that community initiative in getting 
a new or expanded industrial plant, military in
stallation, or other forms of capital investment 
was not important. However, the instruments 
through which such bidding was registered, or 
the institutional arrangement by which it was 
transmitted, were not crucial. Indeed, a great 
deal of investment was put in place through Fed

eral government or giant corporation financial 
initiative. Some of it may have been managed 
from non-borrowed funds, either from current tax 
flows or internal corporate savings which never 
got into the mainstream of total current savings. 
When such borrowing did occur, it was done 
through instruments and an institutional frame
work developed over many decades. Their de
mands for funds were prime, subject only to 
determination of a prime rate.

Some of the $11.6 billion of capital funds 
needed to provide public improvements in the 
South over the past seven years would fall into 
the same “prime” classification, as would a minor 
portion of the regionally headquartered corpora
tion borrowing. But for the bulk of the South’s 
borrowing needs, the complex of ability to pay, 
appraisal facility, efficiency of instruments, and 
institutional services moves rapidly away from 
“prime” toward the point where the market 
rationing process cuts off some would-be borrower. 
Now the region’s available instruments and insti
tutional family becomes crucial. Here a well- 
capitalized mortgage banking industry is essen
tial to a growing region.

Let’s take a closer look at the $ 13-billion in
crease in mortgage borrowing demand in the 
1960’s because it was the single largest sector of 
the South’s total capital needs and a substantial 
part of it is always so vulnerable to being cut off 
by capital market rationing. The total lends it
self to three divisions in relation to the savings- 
investment flows of the capital markets.

Well over half the total was supplied from 
local or subregional savings flows which never 
got into the main flow of savings to the capital 
markets. Instead, with one significant interrup
tion, these flows went directly to local savings and 
loan associations, commercial banks, and local 
life insurance companies. For the region as a 
whole, the bulk of these savings came from in
creasing incomes of long-time residents, new en
trants into the labor market, and in many cases 
from new, highly paid arrivals who came in with 
expanding industry. In some cases—for instance, 
Florida—incoming population brought significant 
amounts of accumulated liquid savings which 
went into the local savings institutions where 
they located. Insofar as these savings flows 
matched local demand for funds, neither saver 
nor borrower was concerned further with capital 
market instruments or institutions.

When one moves from this simplified but sel
dom encountered model, instruments and institu
tions take on increasing significance. Savings may
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be attracted to deficit markets by a wide variety 
of improved intermediary claims, which broadens 
the reach of local institutions both within and be
tween regions. In the case of the South in the 
1960’s, a great deal of this type of augmentation 
of local savings flows was successfully undertaken 
by its financial institutions. Similar augmenta
tion of local investment outlets was accomplished.

Few of these improvements and innovations 
got even close to solving the main problem of free 
and full access to the institutionally administered 
mainstream of savings flows. The special province 
of mortgage banking—whether carried on by a 
specialized mortgage company, a bank, the in
stitutional investor itself, or by other firms—is 
to solve this problem. In the absence of its solu
tion, a large slice of mortgage credit demand 
would go unsatisfied, wide interest rate differen
tials would persist, differential regional growth 
would be out of the question, and growth of the 
entire economy would be substantially impaired.

Where Does the Money Come From?

Mortgage bankers encountered substantial shifts 
in preferences among the major financial institu
tions to whom they transmitted the bids of their 
borrowing clients. These shifts affected both the 
sources of imported funds and the instruments 
utilized. Their major contours are shown graph
ically in the upper right-hand chart.

The declining relative importance of New York 
State as the principal geographic source of mort
gage funds serviced2 by the southern mortgage 
banker was one change. This, in turn, was related 
to the declining importance of life insurance 
companies as purchasers of FHA and VA home 
mortgages, a trend which began in the late 1950’s. 
Many of the largest life insurance investors were 
located in New York and had been among the 
major buyers of these single-family mortgages.

2M o rtga ge  servicing, or m ortgage adm inistration, is 
a continu ing function w hich m ortgage bankers view  
as their m a in  source of revenue and profit. I t  is 
u su a lly  done under contract w ith the investor-owner 
of the m ortgage and includes tim ely  collection, ac
counting for, and rem ittance of paym ents due; in 
su r ing  that proper hazard insurance is m aintained, 
that taxes and other charges against property are 
paid, that delinquencies and foreclosures are p rop 
erly handled; and the perform ance of other services 
as agreed upon. Serv ic ing  fees are u su a lly  paid  
m onth ly  on a percentage-of-outstanding-balance  
basis and range from  as m uch as y2 percent a n 
n u a lly  on single -fam ily  m ortgages down to less than  
Ys percent on larger mortgages.

New York  supp lied  le ss m ortgage fu nd s to the Southeast in 
the 1959-66 period, w hile New Eng land  and "a ll other sta te s” 
increased  the ir ho ld in gs  of m ortgages on southern  properties.
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In order to retain these investors as clients, mort
gage bankers had to produce the kind of mortgage 
instruments they preferred. They were unable to 
overcome entirely this shift away from a mort
gage instrument with a very high rating for credit 
worthiness (accompanied as it was by either FHA 
insurance or VA guarantee) but which was im
paired in a competitive capital market by ceilings 
on contract interest rates.

Some mortgage bankers were able to meet this 
shift in part by becoming less specialized in resi
dential mortgages and expanding their origina
tions of nonresidential mortgages. In addition, in 
many areas of the South, conventional residential 
mortgages became relatively more credit-worthy 
and at somewhat higher interest rates more ac
ceptable overall, as employment and incomes con
tinued to rise. Mortgage bankers in a number of 
cases were thus able to expand their origination 
of these mortgages as a partial offset to the de
clining importance of VA guaranteed mortgages.

Nonresidentia l m ortgages had becom e m ore im portant by 
1966, but residential m ortgages rem ained the essentia l vehicle 
for capital importation.
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M ortgage b ankers expanded the ir m ortgage se rv ic in g  for m utual sa v in g s  banks and other investors, offsetting the decrease in 
m ortgage investm ents by life in su rance  com panies.

But mortgage bankers must serve both sides of 
the lender-borrower relationship, and tradition
ally they have been unable to move with investor 
preferences any further or faster than the basic 
conditions in their home territory permitted. 
Since overall regional growth tended to vary 
widely between particular urban subregions, it 
was difficult for many mortgage bankers to in
crease staff, capital, and branching operations 
enough to meet shifting investor preferences by 
diversification. This fact, plus the continuing

overriding need for replacement sources of resi
dential mortgage funds through Government un
derwritten mortgages, led to a second significant 
shift. Mutual savings banks, located primarily in 
New York and New England, took up some slack. 
“All other” investors expanded from 20 to 24 per
cent of total servicing accounts.

Data for “all other” investors by type are not 
available for 1959, but it seems likely that the 
Federal National Mortgage Association accounted 
for a substantially larger share of total servicing

The average m ortgage banker has 
a lm ost doub led  h is se rv ic in g  vo l
um e s ince  1959.

A ssets, credit lines, and capital 
and net worth of firm s have all 
advanced.

The num ber of m ortgage bankers 
operating b ranch  offices increased  in 
the 1959-66 period, but the average 
num ber of b ranche s m oved up on ly  
slightly.

Average Size of Servicing Account 
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accounts than at the end of 1966. Mortgage com
panies typically service a large proportion of 
FNMA holdings, in 1959 amounting to $910.5 
million in the six states. At the end of 1966 they 
had expanded by 44 percent, to $1.3 billion, 
while the growth of holdings of life insurance 
companies exceeded 70 percent and that of 
mutual savings banks 106 percent. It thus ap
pears that mortgage companies were quite suc
cessful in developing alternative private sources 
for mortgage funds. More than likely, the shares 
of “all other” private investors in 1966, small as 
they are, represent several-fold gains over 1959.

Have Challenges Been Met?
From the foregoing appraisal of the performance 
of the industry between 1959 and 1966, it is pos
sible for reasonable observers to differ as to the 
extent to which mortgage bankers have met the 
challenges of the period. From the investor’s 
standpoint, they have been unable to convince 
all of the major life insurance company investors 
that they can best handle all of their business in 
the South. Evidence of this is the direct servicing 
of an estimated $1.7 billion out of $8.2 billion life 
insurance company mortgage investments in the 
six states. It is also supported by the fact that a 
number of larger commercial and other invest
ment property sponsors have found it unneces
sary to utilize their services in securing a mort
gage loan.

One bit of additional evidence which might 
suggest that the mortgage banker is losing ground 
is to be found in the changing proportions of 
total mortgage debt in the South held by outside 
investors. At the end of 1959 the proportion 
of total southern nonfarm mortgage debt held 
by its savings and loan associations and com

mercial banks amounted to approximately 46 
percent. Life insurance companies located outside 
the South, mutual savings banks, and FNMA 
held approximately 52 percent. By the end of 
1966 these proportions were reversed, amounting 
to about 52 and 45 percent, respectively.

On the other hand, the reasonable observer 
might conclude that the South has become better 
able to finance more of its capital requirements 
from its own savings. It might also be true that 
the South now has a greater number of credit
worthy entities large and productive enough to 
compete directly with other would-be borrowers 
in the capital markets. To the extent that these 
are acceptable conclusions, the mortgage banker 
can take pride in helping to achieve these ac
complishments by this region. Perhaps more evi
dence is needed, and a good source for this is the 
mortgage banker himself.

The accompanying graphic sketch of the repre
sentative southern mortgage banker has been 
drawn from the replies of 106 mortgage bankers 
to a questionnaire. The response amounted to 61 
percent of the 174 mortgage bankers known to be 
active and whose headquarters were located in 
the six-state region. Coverage of dollar amount of 
mortgages serviced by these 106 mortgage bank
ers amounted to $7.2 billion, or 89 percent of the 
estimated total of $8.1 billion of servicing by 
the 174 companies.

A concluding article will present a more com
plete analysis of the maturing southern mortgage 
banker.

H iram J. H onea

Maturity Distribution of Outstanding Negotiable Time 
Certificates of Deposit is now available monthly. If 
you wish to receive this release regularly, please write 
to the Research Department, Federal Reserve Bank of 
Atlanta, Atlanta, Georgia 30303.

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

The Perry Loan and Savings Bank, Perry, Georgia, a 
nonmember bank, began to remit at par on Septem
ber 1 for checks drawn on it when received from the 
Federal Reserve Bank.

The Bank of Miami, Miami, Florida, a conversion of 
the Southern Industrial Savings Bank, opened on Sep
tember 5 as an insured nonmember commercial bank 
and began to remit at par. Officers are Willard M. Ware, 
president; T. F. Ozburn, Jr., executive vice president; 
M. E. Stephens, vice president; Robert D. Thornbury,

assistant vice president; and Edward M. Null, cashier. 
Capital is $320,000; surplus and other capital funds, 
$304,460.

On September 11, the Baton Rouge Bank and Trust 
Company, Baton Rouge, Louisiana, a newly organized 
nonmember bank, opened and began to remit at par. 
Officers include Donald C. Haney, president; Wayne 
McVadon and Jerry J. Hollis, assistant vice presidents. 
Capital is $2,050; surplus and other capital funds, 
$2,050.
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