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Jobs and the Jobless

T»h e  expansionists and the structuralists—  
to use Professor A rthur Burns’ descriptive 

phrase— have begun what promises to be one 
of the crucial dialogues of the Sixties. The 
debate centers around the best solution for the 
problem of unemployment, which has been 
labeled in President Kennedy’s Manpower 
Report as “our num ber one economic prob
lem.”

In their analyses, the extreme expansion
ists stress the recent failure of business invest
ment to m atch its earlier postwar perform 
ance, the reduced rate of economic growth 
since 1957, and the higher rate of unem ploy
ment since then. As a solution, these critics 
advocate policies to increase aggregate de
m and— lower tax rates, higher Federal ex
penditures, easy credit, o r a combination of 
all three.

The extreme structuralists, however, argue 
that economic growth is ham pered by critical 
shortages of all types of trained personnel, and 
that sole reliance on the fiscal remedies pro

posed by the extreme expansionists would be 
unsuccessful. The structuralists propose to 
focus policy on better organization of the 
labor m arket —  for example, by improving 
and extending the present system of voca
tional guidance and retraining, and by assem
bling detailed inform ation on every unfilled 
job as well as every unem ployed worker. 
(M any expansionists agree with this approach, 
of course, but they insist that aggregate de
m and m ust be stimulated as long as the total 
num ber of jobless exceeds the total num ber 
of unfilled jobs.)

What are the facts?
Professor Burns, who became involved in 

the complexities of this problem  while serving 
as chairman of the Council of Econom ic A d
visers in the mid-Fifties, claims that much of 
the controversy could be solved on a factual 
basis if only more facts were available. Speak
ing at Rice University last spring, he claimed 
that all sorts of expansionary measures are
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undertaken  in the nam e of the Em ploym ent 
A ct— yet, after two decades of operation  un 
der th a t A ct, “our nation  has thus fa r failed 
to take the troub le of equipping itself w ith the 
facts needed to  determ ine w hether, w hen, o r 
to  w hat degree aggregate dem and is deficient.”

M ost analysts agree tha t adequate inform a
tion  is no t available to indicate w hether the 
econom y at any po in t of tim e is m eeting w hat 
Professor B urns contends is the basic criterion 
of full em ploym ent —  equality  betw een the 
num ber of m en and w om en seeking jobs and 
the num ber of jobs. The usual barom eter, 
the percentage of individuals in  the labor 
force who are  unable to  find w ork, provides a 
rough m easure of one elem ent in the equation  
bu t fails to  indicate the strength  of the o ther 
elem ent. In  fact, the great m ass of labor force 
d a ta  developed in recen t years, although p ro 
viding a w ealth of inform ation  on the num ber 
and types of m en seeking jobs, has cast re la
tively little light o n  the num ber and  types of 
jobs seeking m en.

The need fo r inform ation  of bo th  kinds is 
increasing, especially because of the rap id  
shifts occurring  in labor-force com position—  
by age, sex, occupation, industry , and region 
— throughout the postw ar period. In  the six 
years betw een A ugust 1957 and A ugust 1963, 
for exam ple, the unem ploym ent rate  increased 
from  4.2 to  5.5 percen t (seasonally  adjusted), 
bu t the increase was caused prim arily  by job 
lessness am ong teenagers and older w om en 
ra ther than  by unem ploym ent am ong m arried  
m en. (T he  jobless rate  fo r fam ily breadw in
ners rose only slightly, to  3 .0  percent, betw een 
the two points of tim e.) T he large increase in 
the jobless rate , therefore, is no t surprising, 
in view of the great influx of new  types of 
w orkers into the labor force in recent years—  
in view of the fact, fo r instance, tha t about 
one-half of all w om en in the 45 -54  age group 
are w orking o r looking fo r w ork today, as 
com pared  w ith about 46 percen t in 1957 and 
only 33 percen t a decade earlier.

Rising u n e m p lo y m e n t accompanies 
employment gain in District
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Jobs and jobless both increase
T he need fo r detailed labo r force inform a

tion is especially great in the Tw elfth D istrict 
— a region w hose rap id  grow th continually 
generates large num bers of job  opportunities, 
bu t whose w ell-know n attractions sim ultane
ously a ttrac t large num bers of applicants for 
those jobs. H ow  well, then, does the D istrict 
m eet the full-em ploym ent criterion? H ow  
well does this region m atch up  the dem and 
for physicists, electronic engineers, grocery 
clerks, and dom estic w orkers with the supply 
of w orkers in each category? In  the absence 
of com plete inform ation on job  openings, 
em ploym ent, and unem ploym ent, the answ er 
canno t be given adequately , and  the dialogue 
betw een expansionists and structuralists will 
rem ain  fuzzy and incom plete.

E ven w ithout com plete inform ation, how 
ever, som e understanding  of the Tw elfth D is
tric t’s success in m eeting the full-em ploym ent 
criterion  can  be obtained  by analyzing the size 
and shape of its em ploym ent (an d  unem ploy
m en t) grow th in recen t years. By the stand
ard  of em ploym ent expansion, it has done 
quite well. Since the cyclical trough of early
1961, to ta l D istrict em ploym ent (excluding 145
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White-collar jobs important 
in District employment structure
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A laska and  H aw aii) has increased about 6  

percent to  9 .4  m illion— a rate  of gain roughly 
double the rate  of gain recorded  by the rest 
of the nation.

T he reg ion’s rap id  em ploym ent grow th, 
nonetheless, has no t been rap id  enough to 
induce a substan tial reduction  in unem ploy
m ent. In  the first year of this cyclical expan
sion, the unem ploym ent ra te  in the D istrict 
(as in the rest of the n a tio n ) d ropped  from  
abou t 7 percen t to  5.5 percent, bu t during  the 
la ter stages o f the expansion the D istric t (u n 
like the rest of the n a tio n ) has experienced an 
upw ard  drift in its jobless rate. In  A ugust the 
rate  was 6  percent, on  the basis of a 600,000  
unem ploym ent count.

T he com bination of rising em ploym ent and 
rising unem ploym ent em phasizes the crucial 
role played by popula tion  grow th and m igra
tion in the D istric t’s labor m arket. In  the 
decade of the F ifties, this region contained 
four of the five fastest-grow ing states in the 
nation, and  in each of these m igration was 
the dom inan t if no t overriding facto r in p o p u 
la tion grow th. C aliforn ia’s population , for 
exam ple, increased alm ost 50  percen t during 
the decade, bu t its popula tion  grew 30 p e r

cent on the basis of ne t im m igration  alone. 
M ore im portan t, recent lab o r force da ta  sug
gest th a t new m igrants will continue to  add 
substantially  to  the em ploym ent and  unem 
ploym ent statistics during this decade as well.

District has “better” structure
These aggregates throw  little light on the 

expansionist-structura list controversy, how 
ever; fo r such an analysis, industria l and occu
pational d a ta  com piled from  1960 Census 
m aterial m ust be exam ined. T hese d a ta  show 
a “be tte r” em ploym ent structu re fo r the D is
tric t than  fo r the rest of the nation, in  the sense 
tha t the reg ion’s lab o r force is concen tra ted  
in the  econom y’s faster-grow ing industries 
and  occupations. T hus, occupational da ta  
show  a g rea ter concen tration  fo r the D istric t 
th an  for the rest o f the nation  in p ro fes
sional-technical-m anagerial categories and  in 
clerical and sales categories, bu t a sm aller 
concentration  in  the skilled and  unskilled 
w orker categories. In  each group, unem ploy
m ent a t the Census date was h igher in the 
D istrict than  elsew here, bu t the jobless w ere 
concen trated  in those categories w hich are of 
g reater im portance in the lab o r force in the 
rest of nation— tha t is, the b lue-collar cate
gories.

Industria l data show a g reater concen tra
tion for the D istrict in professional and  rela ted  
services, public adm inistration, and trade , and 
a m uch greater concen tration  fo r the rest of 
the nation  in the slow -growing m anufacturing  
sector. M ore im portan t, industry  trend  data  
show  a better record  for the  D istric t th an  for 
the rest of the country  in generating  new  jobs, 
even though  the  rate  of grow th has slow ed 
dow n during  the second half o f the post- 
K orean decade. Betw een 1952 and 1957, 
nonfarm  em ploym ent increased 18 percent in 
D istrict states and 7 percen t in the rest of the 
nation ; betw een 1957 and 1962, the com par
able increases were 15 percen t and  3 percent, 
respectively.
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District outpaces rest of nation 
in creating all types of jobs
I I TWELFTH DISTRICT ■  R«tt of Unit'd Stattt
1952-1957 1957-1962

0 5 10 IS 20 25 - 5 0 5 10 15 20 25 30 55
Percentage Change in Employment

Source: Bureau of Labor Statistics.

In  the W est as elsewhere, recent em ploy
m ent gains have centered  in trade, services, 
and governm ent. In fact, those were the only 
categories in which em ploym ent increased 
outside this region during the 1957-1962 p e
riod. In  the crucial m anufacturing  category, 
W estern em ploym ent increased fa r m ore 
slowly in the second half than  in the first half 
of the decade— but the W est’s 8  percent gain 
was especially notew orthy  in the light of the 
4 percen t loss suffered by the rest of the nation 
in the last half-decade. D eclines in transporta - 
tion-utilities and in m ining have been a nation
wide phenom enon in recent years, bu t con
struction  has been a som ew hat different story; 
betw een 1957 and 1962, em ploym ent in this 
category increased 10 percen t in the West but 
d ropped  by a like am ount in the rest of the 
country.

But unemployment rises
D espite the W est’s no tew orthy  perform ance 

in generating new jobs, how ever, it has not 
been so successful as to  conquer the jobless 
problem . H igher unem ploym ent rates, as 
no ted  at the outset of this article, em phasize 
this point, and  so too do the available data  
on  recent shifts in em ploym ent and unem 

ploym ent. Since the 1960 Census date, for 
exam ple, nonfarm  em ploym ent has risen al
m ost 9 percen t in D istrict states, as against 5 
percent in the rest of the nation, bu t insured 
unem ploym ent has risen about 25 percent in 
this area  while declining 5 percen t in the rest 
of the nation. In  all m ajor categories— m anu
facturing, trade, and services —  the W est’s 
perform ance has been stronger in the em ploy
m ent field bu t w eaker in the unem ploym ent 
field.

These occupational and industrial consid
erations, o f course, are only a few of the m any 
factors involved in a structura l analysis of the 
labor force; age, sex, race, and education all 
en ter into the equation , too. In  these as in  the 
industrial and occupational categories, the 
D istric t’s labor force tends to be concentrated  
in the sectors which suffer the least unem ploy
m ent, In  the nation  as a whole, the A ugust 
jobless rate  am ong fem ales was 6.5 percent as 
against 4.5 percent fo r m ales; sim ilarly, the 
rate  am ong nonw hites was 10.5 percent as 
against 4.5 percent fo r whites. Thus, the D is
tric t’s g reater concen tration  of males and of 
whites in its labor force m ight tend (o ther 
things being equal) to depress its jobless rate 
in relation to jobless rates elsewhere.

Since the D istric t’s labor resources are not 
concen trated  in the occupational, industrial, 
and o ther categories w here joblessness is most 
p revalent, its presently  higher unem ploym ent 
rate  probably  reflects a h igher level of unem 
ploym ent throughout its labor force— which 
in tu rn  reflects a continuing heavy inflow of 
w orkers of all types and  skills. The census- 
takers in 1960 found, fo r every occupational 
category, tha t jobless rates were higher in the 
Tw elfth D istrict than  elsewhere. A t the C en
sus date, professionals, farm ers, businessm en, 
clerical and sales w orkers, skilled and  un
skilled w orkers, and  dom estics all reported  
higher jobless rates than  their counterparts 
elsew here, and there is little indication tha t 
their situation has changed since. ] 4 7
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The dialogue continues
T he structuralists could argue th a t the D is

tric t’s dem onstrated  ability to  create new jobs 
will perm it the absorp tion  of the present pool 
of unem ployed, provided of course th a t tra in 
ing facilities and inform ation  on job  o p po rtu 
nities are freely available to those looking for 
w ork. The expansionists could argue, on the 
o th e r hand , tha t increased spending by con
sum ers, businesses, and governm ents will be 
required  th roughou t the national econom y in 
o rder to  generate a sufficient num ber of jobs 
in  the W est and  in the o ther regions as well. 
B ut bo th  schools m ight do well to consider 
also w hether a high level of frictional unem 
ploym ent, along w ith a high level of m igra
tion, is a necessary facto r in rapid  regional 
grow th.

M ost analysts w ould p robably  agree w ith 
P rofessor B urns th a t the expansionist-struc
tu ralist dialogue could be clarified if detailed 
da ta  on job  openings w ere available along

w ith the w ealth of labor-fo rce inform ation  
w hich is already available. A ccording to  L a 
bor D epartm en t projections, Tw elfth D istrict 
states, during the p resent decade, will add 4.4  
million w orkers to  their labor force— alm ost 
one-th ird  of the pro jected  to tal addition for 
the en tire national econom y. O ther p ro jec
tions by the sam e agency indicate th a t the 
greatest increases in dem and fo r labor will oc
cur in categories in w hich the W est’s occupa
tional structu re is concen tra ted  m ost heavily 
— professional, m anagerial, sales and  clerical 
categories, and  so on. Taken together, the 
projections im ply tha t the D istric t will con
tinue to grow rapidly  in those occupational 
categories w here it already has show n the 
m ost prom ising grow th. A  great deal m ore 
m ust be know n abou t the sources of new  in
dustrial grow th, how ever, before any solid 
conclusions can  be draw n about the  D istric t’s 
ability to m atch its unfilled job  vacancies with 
its supply of available w orkers.
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Federal Agency Securities: The Supply

Fi v e  F edera l agencies finance their credit 
activities th rough  the $ 10-biilion F ederal 
A gency m arket. A gricu ltu ral cred it systems 

(F ederal L and  B anks, F edera l In term ediate  
C redit B anks, and B anks for C ooperatives) 
and  residential m ortgage systems (F edera l 
H om e L o an  B anks and the F edera l N ational 
M ortgage A ssociation) each account for about 
one-half of the to tal am ount outstanding  in 
this little-know n bu t expanding m arket.

This article describes the role played in the 
securities m arke t by the five system s which 
issue F ederal A gency securities. A n  earlier 
article described the principal features of 
A gency securities —  fo r exam ple, the ir low 
degree of risk despite the lack  of a F ederal 
G overnm ent guarantee —  and a forthcom ing 
article will analyze the dem and fo r such secu
rities on  the p a rt of com m ercial banks and 
o ther investors.

Farm agencies first in field
T he th ree  agencies w hich provide supple

m entary  long- and  short-term  credit to  agri
culture w ere the first to  finance their credit 
operations by selling m arketab le  securities. 
These agencies are all supervised by the F arm  
C red it A dm inistration, an independent agency 
of the G overnm ent. T he three systems can 
borrow  from  one another, and they can  bo r
row  short-term  funds from  com m ercial banks, 
but security sales furnish  their m ain source of 
funds. The in terest ra tes they pay on  their 
securities determ ine the rates these agencies 
charge the ir m em ber associations, and  these 
rates in tu rn  are reflected in the rates charged 
by the associations on the ir loans to farm er 
borrow ers.

The capital stock of the F edera l L and  
B anks is now  ow ned by the m em ber associa
tions, and the o ther tw o system s also are m ov
ing tow ard  com plete private ow nership. T heir

program s are characterized  by slow, steady 
grow th in the volum e of credit extended, both  
absolutely and  relative to  o ther sources of 
farm  financing.

T he oldest of these three agricultural credit 
agencies is the  F ederal L an d  B ank System of 
12 regional banks. This system, organized in 
1916 to act as a source of long-term  farm  
m ortgage credit, lends funds to  F ederal L and 
B ank A ssociations which have been set up by 
law  to  function  as loan  retailers. A  farm er 
buys stock in his local A ssociation am ounting 
to  5 percent of his loan, and  the A ssociation 
buys an  equivalent am ount of stock in the 
L and  B ank in its district. T he F ederal L and  
Banks sell bonds, w hich are the jo in t and  sev
eral obligations of the B anks, w ith m aturities 
of up to 15 years, and they also sell short-term  
obligations to provide flexibility fo r their oper
ations. Bonds are sold at intervals throughout 
the year; as the volum e of financing has 
grow n, the B anks have entered the m arket 
m ore frequently , perhaps in 6  m onths of each 
year. A  short- and a long-term  issue are often 
sold at the sam e tim e.

Betw een D ecem ber 1955 and D ecem ber 
1962, F ederal L an d  B ank obligations ou t
standing increased from  $ 1 . 2  billion to  $2 . 6  

billion, of which about one-fifth was in m atu
rities of less th an  one year. System loans have 
increased by abou t $150-$250  m illion each 
year, and the rise in the ir debt has shown a 
close correspondence. T hroughou t the post
w ar period, the extension of m ortgage credit 
th rough the  F edera l L and  B anks has risen 
both  absolutely and  relative to  the to tal vol
um e of farm  m ortgages.

Short-ferm farm needs
T he F ederal In term ediate  C redit B ank sys

tem  was created  in 1923, in order to  facilitate 
the extension of short-term  credit for farm  ] 4 9

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



F EDERAL  R E S E R V E  B A N K  OF  S A N  F R A N C I S C O

150

Five agencies participate 
in rapidly growing Agency market
Billions of Dollars

N ote: D ata show outstanding obligations for Federal National 
Mortgage Association, Federal Home Loan Bank, Federal 
Land Banks, Federal Interm ediate Credit Banks, and 
Banks for Cooperatives.

Source: D epartm ent of the Treasury.

production  and m arketing  needs. The 12 
B anks are located  in the sam e areas as the 
F ederal L and  Banks. They m ake loans to and 
discount the paper of P roduction  C redit A sso
ciations, w hich own stock in the Banks. The 
G overnm ent’s capital stock is gradually  being 
retired.

T he F ed era l In term ediate  C redit Banks 
deal in short-term  credits; the ir securities also 
are short-term , norm ally n ine-m onth  deben
tures. T hese are the jo in t and  several liability 
o f all 12 B anks, and  constitu te their m ajor 
source of funds. T he B anks also m ay redis
count agricultural paper w ith the Federal R e
serve B anks, and m ay borrow  interim  funds 
from  com m ercial banks. O bligations of the 
F ederal In term ediate  C redit B anks are unique 
am ong A gency securities in tha t they are 
eligible as collateral fo r advances by Federal 
R eserve B anks to  m em ber banks. Sales of 
debentures occur m onthly, in am ounts rang
ing betw een $100-$250  million. The volum e 
of debentures outstand ing  shows a seasonal 
pattern , rising in the early p a rt o f the year 
as farm ers borrow  to finance production 
expenses, and  declining in the la ter m onths 
w hen loans are repaid  out of farm  m arketing

proceeds. D ebentures ou tstand ing  m ore than  
doubled, to  nearly  $ 2  billion, betw een the  
1955 seasonal peak and the corresponding  
period in the sum m er o f 1962,

T he sm allest of the th ree  agencies is the 
system of 13 B anks for C ooperatives; the sys
tem  was established w ith G overnm ent capital 
in 1933. These B anks m ake loans to  fa rm er- 
ow ned cooperatives to  m eet m arketing  and 
operating  capital needs. T he C entral B ank for 
Cooperatives, in W ashington, D. C ., also can 
m ake loans directly to cooperatives, provided 
tha t a d istrict bank  is unable to  handle them . 
T he farm  cooperatives purchase shares of 
capital stock in the B anks w hen they take out 
loans. T he G overnm en t’s capital investm ent 
has been declining since 1950 and  coopera
tive-ow ned stock has been increasing, al
though the la tte r still represents less than  half 
the total.

In the early  years of operation , this system  
obta ined  funds by discounting  short-term  loans 
with the F edera l In term ed ia te  C red it B anks. 
This was la te r supplem ented  by borrow ings 
from  com m ercial banks. A lthough the orig
inal A ct establishing the  system  provided  for 
the sale of debentures, the first sale d id  not 
occur until 1950, and was the sole responsi
bility of the C entral B ank fo r C ooperatives. 
Securities were issued by the C entral B ank 
until 1954, when C ongress au thorized  the 13 
B anks to  issue consolidated  debentures; these 
have been sold since 1955. T he  volum e ou t
standing rose from  about $100 m illion in 1955 
to an average of $400-$500  m illion in 1962. 
T he B anks now  bring  ou t new  issues on a 
regu lar bi-m onthly basis, w ith six-m onth  m a
turities, so th a t only three m aturities are ou t
standing at any one time.

Long-term housing needs
T he F ederal H om e L o an  B anks and the 

Federal N ational M ortgage A ssociation issue 
securities to  finance the two m ajor F ederal 
credit p rogram s connected  w ith the housing 
industry. A lthough their organization  and
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functions are quite distinct, the ir com m on 
purpose is to strengthen the  availability of 
private funds in the m ortgage m arket. The 
supply o f their securities exhibits m arked  fluc
tuations w hich are associated with m ortgage 
m arket conditions. By the very natu re of their 
p rogram s, they are likely to  borrow  heavily 
w hen m ortgage m arket conditions are tight, 
as in 1955 and 1959, and these periods tend 
to coincide w ith generally heavy dem ands on 
the capital m arkets from  o ther sectors. Yet 
even in periods w hen m ortgage investm ents 
are relatively attractive com pared  with alter
native investm ents —  as in 1961-62 —  these 
A gencies m ay raise funds in the m arket in 
o rd er to  help m ortgage lenders m eet dem ands 
on their resources.

T he F ederal H om e L oan  B ank  System was 
established in 1932, and  is a system  of 11 
reserve credit banks, regionally distributed, 
serving thrift institu tions. M em ber institutions, 
m ost of w hich are savings and  loan  associa
tions, have ow ned all the cap ital stock of the 
Federal H om e L oan  B anks since 1951, w hen 
the last of the G overnm ent stock was retired. 
T he stated  function of the System is to  sup
ply additional liquidity by m aking advances 
to m em ber institutions. This liquidity is for 
two purposes —  to  m eet unusual o r heavy 
w ithdraw al dem ands, and  to  m eet recurring 
needs fo r funds for seasonal m ortgage lend
ing. A dvances also can be m ade fo r longer 
term  needs, bu t the em phasis always has 
been on problem s of liquidity. A dvances are 
financed largely by the sale of notes, which 
are the joint and several obligations of the 
Banks. The advances, in effect, give savings 
and loan associations access to  capital m ar
kets w hen their norm al flow of savings is not 
sufficient to enable them  to m eet dem ands for 
m ortgage credit which they desire to accom 
m odate. In  recent years, abou t half the in
crease in advances has been rela ted  to  a need 
to im port capital into those growing areas 
w here dem ands for m ortgage credit ch ron i

cally outstrip  the pace a t which savings funds 
are accum ulated. F u tu re  increases in ad 
vances m ay be m oderated , how ever, by a 
change in regulations which perm its m em ber 
associations g reater freedom  to  partic ipate  in 
loans m ade outside their own geographical 
areas. This will perm it associations in surplus 
areas to  m ake funds available to institutions 
in deficit areas, thereby reducing the depend
ence of the la tte r on advances from  the F ed 
eral H om e L oan  Banks.

T he supply of F ederal H om e L oan  Bank 
obligations outstanding  in the  m arket at any 
given tim e is closely geared to the volum e of 
outstanding  advances to m em ber associations, 
which follow a distinct seasonal pattern . 
N early  all o f the notes are short-term , m ost of 
them  falling in the 9-12 m onth m aturity  range. 
The seasonal pa tte rn  of advances and notes 
outstanding  shows a peak  in D ecem ber, fol
lowed by a heavy flow of repaym ents in the 
following quarter. W hile the seasonal peak  in 
m ortgage lending actually  occurs in the sec
ond o r th ird  quarter, year-end  advances serve 
to enhance m em bers’ liquidity positions in 
year-end financial statem ents. To some extent, 
year-end borow ings are undertaken  in antici
pation  of w ithdraw als after year-end  dividend 
credits are m ade.

Advances and retreats
The cyclical natu re of residential construc

tion is the dom inant fac to r in borrow ings by 
the F ederal H om e L oan  B anks. In  1955, p ri
vate nonfarm  residential construction  reached 
a peak  for the postw ar period  to  that time. 
M ortgage credit extended by savings and loan 
associations rose sharply , and  Federal H om e 
L oan  B ank advances to  m em ber associations 
rose also. B orrow ing by the B anks, through 
note sales, increased by a corresponding 
am ount, about $800 m illion. T hen , as resi
dential construction  declined through 1956 
and the  1957-58 recession, bo th  H om e L oan 
B ank advances and borrow ings registeredslight
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declines. D uring the recession, m ortgages be
cam e relatively m ore attractive investm ents 
th an  they had  been  before to  the variety  of 
investors w ho norm ally  invest in them . In  
view o f this factor, and  in view of the easier 
m ortgage m arke t conditions prevailing during 
m ost of 1958, H om e L o an  B ank  advances 
and  borrow ings declined from  the previous 
year.

L ater, as the business recovery gathered 
m om entum  in  1959, m ortgage lending insti
tu tions w ere particu larly  h ard  pressed to ac
quire investm ent funds to  m eet the dem and 
fo r new m ortgages. In  tha t period, the H om e 
L oan  B anks’ advances provided supplem en
ta ry  cred it to  the savings and loan associa
tions, and again the volum e of note sales 
increased. T he am ount of F ederal H om e L oan  
B ank  notes ou tstand ing  increased from  $714 
m illion in D ecem ber 1958 to  $1 ,774  m illion 
at the end of 1959. This $1 billion increase in 
debt coincided w ith a period  of sharply rising 
in terest rates and  intense com petition  am ong 
m ost sectors of the econom y fo r funds.

D uring the 1960 recession, the H om e L oan  
B anks w ere under less pressure to  provide 
funds to  savings and loan  associations. The 
volum e of advances continued  a t a high level, 
bu t repaym ents rose, and perm itted  a reduc
tion  of abou t $500 m illion in the volum e of 
notes in ca lendar 1960. In  the subsequent 
period  of rising residential construction  activ
ity th a t began  in 1961 and continued  into 
1962, H om e L oan  B ank borrow ings rose m ore 
th a n  in th e  1958-59 period, even though 
hom e building did no t increase as m uch. C on
ventional financing played an expanded  role 
in the 1961-62 expansion  of private nonfarm  
residen tial construction , and  refinancing of 
existing hom es also increased. C onsequently, 
savings and  loan  associations— w hich tend  to 
concen trate  the ir lending activities in the con
ventional m ortgage field —  expanded their 
m ortgage lending substantially , and the H om e 

152 L oan  B ank  System increased its outstanding

obligations from  $1.3 billion in D ecem ber 
1960 to  $2.7 billion at the close of 1962.

F edera l H om e L oan  B ank  obligations, de
spite th e ir seasonal and  cyclical fluctuations, 
have tended  to increase over tim e, in  line w ith 
the rising trend  of savings-and-loan associa
tions’ lending activity. These associations have 
increased their share of the m ortgage m arke t 
in every year of the  p ast decade; the ir loans 
represented  32 percen t of the estim ated m ort
gage debt outstanding  on  1-4 fam ily hom es in 
1953, and  reached  41 percen t in 1962. T heir 
partic ipation  in the m ortgage m arket was 
s t im u la te d  f u r th e r  by  re v is e d  r e g u la t io n s  
w hich the F ederal H om e L oan  B ank  B oard  
p u t into effect during 1961, as a resu lt of p ro 
visions in the  H ousing A ct of 1961 th a t ex
panded  the lending au thority  of federally 
chartered  savings and  loan associations.

Fannie Mae reorganizes
T he organization and  cred it functions of 

the F ederal N ational M ortgage A ssociation 
differ substantially  from  those of the o ther 
A gencies. T he A ssociation, popu larly  know n 
as “Fann ie  M ae,” is a U nited  S tates G overn
m ent corporation  engaged in buying and  sell
ing m ortgages. I t has been in existence since 
1938, pu rchasing  residential m ortgages in
sured by the F edera l H ousing A dm in istration  
o r guaran teed  by the V eterans’ A dm in istration . 
U ntil 1954, these purchases w ere financed 
with T reasury  funds. T he A ssociation w as re 
organized in N ovem ber 1954, and  thereafter 
began to  finance som e o f its operations 
through the sale of debentures.

The reorganized F ann ie  M ae’s purchases 
and  sales of m ortgages are  carried  on under 
three p rogram s w hich are organizationally  
separate. Tw o o f these program s —  m anage
m ent and  liquidating functions, and special 
assistance functions —  are outside the  scope 
o f this article because they still are financed 
directly w ith T reasury funds.

T he th ird  program  —  secondary  m arket 
operations —  is financed now in the capital
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m arkets. These operations w ere originally 
capitalized with $90 m illion of preferred  stock 
purchased  by the Secretary of the Treasury. 
P rivate investors selling m ortgages to  FN M A  
are required  to purchase com m on stock, how 
ever, and the u ltim ate goal is re tirem ent of the 
preferred  stock and transfer of the assets and 
liabilities, as well as transfer of the m anage
m ent of secondary m arket operations, to the 
com m on stockholders. As of D ecem ber 31,
1962, p referred  stock outstand ing  was $158.8  
m illion of the $208 m illion statu tory  m axi
m u m , a n d  c o m m o n  s to c k  o u ts ta n d in g  
am ounted to $89.8  million.

T he purpose of Fann ie  M ae’s secondary 
m arket operations is :

. . to  provide supplem entary  assistance 
to  the general secondary  m arket fo r hom e 
m ortgages by providing a degree of liquid
ity fo r hom e m ortgage investm ents. This 
objective is accom plished by the purchase 
of acceptable F H A -insu red  and V A -guar- 
anteed m ortgages in areas w here, and at 
tim es w hen, investm ent funds are in short 
supply and  by selling the m ortgages in 
areas w here and  w hen investm ent capital 
is availab le . ” 1

In  general, Fannie M ae purchases m ort
gages in periods when an expansion of m ort
gage lending activities is ham pered  by an in
sufficient supply of new investm ent funds. By 
purchasing F H A -insu red  o r V A -guaran teed  
m ortgages from  private m ortgage lenders at 
prices w ithin the prevailing m arket range, 
Fannie M ae enables lenders at such times to 
reinvest the ir funds in new  m ortgages. In  tight 
m oney periods, the A ssociation can  avoid ex
cessive purchases w hich m ight conflict with 
national cred it policy by adjusting upw ard 
both  its fees and the percentage of the m ort
gage value each seller m ust apply to  purchases 
of com m on stock  in the A ssociation.

Fannie M ae is authorized to have securi
ties outstanding  am ounting to  a m axim um  of 
1 0  tim es its outstanding  cap ital and surplus. 
The am ount of preferred  stock the T reasury

1 Annual R eport of the Housing and H om e Finance Agency, 1961.

m ay buy is lim ited by statu te, bu t the am ount 
of com m on stock ow ned by the public de
pends largely on  the am ount of m ortgages 
purchased  by the A ssociation. T he A ssocia
tion requires each seller to buy stock am ount
ing to  betw een 1 and 2  percen t of the unpaid  
balance of m ortgages offered fo r sale, bu t it 
m ay vary the exact percentage depending on 
w hether it w ants to  encourage o r discourage 
investors from  offering m ortgages. ( I t  m ay 
also increase the percentage w hen m ore capi
tal stock is needed to  perm it greater borrow 
ings fo r increased purchases of m ortgages.)

N et purchases of m ortgages tend  to  coin
cide with periods of heavy dem ands on the 
capital m arkets. F o r exam ple, the A ssociation 
m ade large secondary m arket purchases in the 
1956-57 period, and  again in 1959 and early
1960. O n the o ther hand , net sales tend to 
coincide w ith periods of credit ease, when 
m ortgage loans are easily absorbed  in the 
m arket, and  w hen investors are actively look
ing for relatively high yielding investm ents 
w ithin a context of declining long-term  inter
est rates. Thus, sales w ere concentrated  in the 
recession m onths of early 1958 and early
1961, bu t also at tim es in 1962 and early
1963. Fannie M ae’s role in the m ortgage m ar
ket during this recent up tu rn  in residential 
construction was quite different from  tha t of 
earlier expansions, largely because the m ort
gage m arket rem ained relatively easy. D uring 
m ost of this period, the supply of long-term  
investm ent funds com peted fo r the supply of 
new m ortgages being created; consequently,
F ann ie  M ae bo th  purchased  m ortgages to 
provide liquidity and sold m ortgages to  p ro 
vide investm ent outlets.

Fannie Mae innovates
Purchases of m ortgages in the secondary 

m arket began in  1955. Purchases a t tha t time 
were financed by selling debentures to the 
Secretary of the T reasury, who held $ 6 6  m il
lion under this arrangem ent by the end of the 5 3
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year. Public financing began in 1956, when 
three $ 1 0 0  m illion issues were sold, each ca r
rying 9-m onth  m atu rities . 1 Since m ortgage 
purchases were heavy in 1956 and 1957. by 
the end of the la tter year the A ssociation had 
$1,315 million of (m ostly  sho rt-te rm ) deben
tures outstanding. In the easier m oney m arket 
o f 1958, how ever, Fannie M ae began to shift 
tow ard longer-term  financing. A t the end of 
1959, w hen it was again financing heavy p u r
chases of m ortgages, only $750 million of the 
$2 ,190  million outstanding  secondary m arket 
debentures were short-term  issues. The ten d 
ency tow ard longer-term  financing has since 
continued, so tha t by the end of 1962 the 
average length of m aturity  was nearly six 
years. Early in 1962, in fact, the Agency sold 
a $ 2 0 0  million issue w ith a m aturity  of 15 
years, the longest m aturity  it has yet sold.

Short-term  financing, nonetheless, has re
m ained an indispensable adjunct to secondary 
m arket operations. In  late 1959, when the 
T reasury was borrow ing  heavily to finance the 
huge deficit resulting from  the 1957-58 reces
sion. m arke t rates on short-term  issues rose 
above long-term  rates, and Fannie M ae found 
itself com peting in a very tight m arket. C on
sequently, in A pril 1960, the A ssociation be
gan to shift all its short-term  borrow ing oper
ations to the com m ercial paper m arket, until 
eventually  it replaced short-term  coupon is
sues with d iscount notes.

F ann ie  M ae’s discount notes represent a 
significant innovation in A gency financing. 
T heir use reduces the need for interim  bo r
rowings from  the T reasury betw een debenture

1 The timing of debenture sales is partly controlled by considera
tions of practicability. To fmancc its secondary market opera
tions between debenture sales, Fannie Mae can borrow short
term funds from the Treasury, which are reflected in the budget 
as expenditures. T h is is usually done until borrowings are large 
enough to make a debenture sale feasible. Sales are usually for 
S100-S200 m illion. All or part of the proceeds are then used to 
repay the Treasury.

Billions of Dollars
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N ote: D ata show outstanding loans and advances and outstand
ing bonds, notes and debentures, for selected Federal 
agencies.

Source: Board of Governors of Federal Reserve System.

sales, because they are frequently  sold in 
sm all lots. They com pete in the m arket with 
T reasury bills; unlike bills, how ever, they can 
be bought with m aturity  dates ta ilored  to  the 
individual needs of the investor. T he A gency’s 
quasi-governm ental status enables it to  obtain  
rates for its discount notes tha t are below 
com m ercial paper rates. Thus, as the m arket 
for Fannie M ae discount notes has developed, 
state and local governm ents have becom e an 
im portan t factor in the m arket, and yields on 
discount notes have m oved closer to  T reasury  
bill yields.

By lengthening m aturities and by adopting 
new short-term  borrow ing m ethods, therefore, 
F annie M ae has in troduced  several significant 
innovations into its financing procedures. 
T hese changes have been m ore extensive than  
those of o ther agencies, possibly because its 
financial needs are m ore subject to  change 
over short periods of tim e, and possibly also 
because its operations have a m ore direct im 
pact on the Federal budget.
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