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Bank Board

PlansActive

Role in

Taxation

Policies

T

he Federal Home Loan

Bank Board intends to de-

velop a comprehensive
tax policy

and take an active part in the for-

mulation of tax policies that affect

the savings and loan, housing, and

housing finance industries, FHLBB

Chairman Robert H. McKinney

told the 35th annual meeting ofthe

National Savings and Loan League

last month.

Such action is necessary, Mr.

McKinney said, because of the seri-

ous effect of taxes on the reserves of

financial institutions.

"Present tax policy," he said,

"has had a significant impact on

key S&L net worth ratios. These

ratios have tended downward over

the last decade. These declines are

related to tax policy.

"When Federal taxation cuts into

the bone marrow of industry re-

serves , it slows industry growth ,

produces higher mortgage interest

O
N
A
L

S

A

V

I

N

G

S

Comprehensive

Tax Program

Is a Major Goal ,

McKinneyTells

National League
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rates, reduces interest paid to

savers , and lessens the supply of

mortgage credit- singly or in com-

bination. I doubt that the general

public is aware that its savings and

mortgage rates are impacted by a

Federal tax policy presumably de-

signed to produce tax equity. "

Mr. McKinney's speech was de-

livered before a general session of

the National League's annual meet-

ing in Honolulu October 18. The

text ofhis address follows :

I have been looking forward to

this address before the National

League because it gives me an op-

portunity to begin the public dis-

cussion of what I see as the tax

agenda ofthe Bank Board . You are

a particularly appropriate forum,

because you have been a leader in

the development of taxation issues.

In the past, the Bank Board has

not developed a comprehensive tax

position. Perhaps the reason for this

silence was the view that taxation

was not within the jurisdiction and

responsibility of the Bank Board . If

so, I disagree. The tax laws of this

country profoundly affect housing

and housing credit. As the regu-

lator of the Nation's number one

housing lender, the savings and

loan industry, the Bank Board

should talk taxes . As Chairman, I

intend to do so .

For this reason, our agency has

set the development of a compre-

hensive tax policy as a major goal .

Ideally, this should be a tax policy

that addresses not only the taxation

of the savings and loan business . It

should also be a tax policy which

looks at tax impacts on housing and

housing finance generally.

I believe it is important that the

Bank Board develop the issues first,

before proposing the solutions. To-

day, I will address what is probably

the primary issue as far as the sav-

ings and loan industry is concerned.

It is an issue that needs no introduc-

tion in this setting. But it will re-

quire your commitment to bring

this issue to an appropriate level of

national recognition . It is only

through such recognition that we

can hope to have a solution.

The primary issue that I am con-

cerned with today is how we tax ad-

ditions to reserves of financial in-

stitutions. This issue, important as

it is, has never received sufficient

public attention .

issueThe taxation-of- reserves

gets at the root of much of the re-

cent tax legislation which concerns

financial institutions. The burden

of taxation falls on net income . Net

income is the basis for additions to

reserves , mandated or not.

Federal policy should, but does

not, recognize that the taxation of

financial institutions directly affects

their ability to make additions to

reserves .

We all know that financial insti-

tutions are a highly regulated in-

dustry. The Bank Board ,dustry. The Bank Board, pursuant

to congressional mandate, requires

that reserves be established and that

a certain percentage of assets be

held in liquid investments. Not only

is the level of reserves and liquidityis the level of reserves and liquidity

specified , but the value and type of

your investment alternatives are

limited .

Those who have argued for fi-

nancial tax reform have repeatedly

stressed that such reforms must

place all types of financial institu-

tions on an equal tax footing . This

brings us to the issue of tax equality

or equity. Equity has been the un-

derlying motive behind all major

legislation affecting the financial

industry over the past 15 to 20

years .

Tax Equity Problem

The Department of the Treasury

has generally pursued the singular

goal of tax equity for financial in-

stitutions. The problem is not that

it favors tax equity- which all of us

do. Rather, the difficulty is that

Treasury, in the past , has often ap-

peared oblivious to the essential

regulatory differences between

thrifts and commercial banks .

By most measures, tax equity

among financial institutions has no

more been achieved today than it

was 10 or 20 years ago . Rather,

roles have been reversed. Fifteen

years ago, commercial banks paid

Federal taxes at twice the rate of

savings and loans. Today, the oppo-

site is true. The fact is that tax equi-

ty remains an elusive goal .

I do not wish to debate the merits

of the method of tax calculation or

the question ofwho bears the great-

er tax burden. That is not my point

today. The issue of equity in taxa-

tion must be refocussed . It must

also recognize that Federal policy

imposes limits on these functions

through such things as required

reserves .

Taxation and its impacts do not

occur in a financial vacuum . To

impose tax policy as if all financial

institutions are the same is a serious

shortcoming.

If we look back over the major

pieces of tax legislation affecting

S&L's, we find that the intent of the

the legislation was to raise the tax

on all financial institutions and to

equalize taxes for all classes of

financial institutions . Efforts to

achieve these goals have fallen short

of their mark. In light of my previ-

ous comments, it should be clear

why this is the case. There has been

a failure to recognize the differing

ground rules under which thrifts.

and commercial banks operate.

The Tax Reform Act of 1969 did

result in substantial increases in the

Federal tax burdens of savings and

loans. S& L tax burdens have, since

that time, increased fairly much as

expected. Tax burdens of commer-

cial banks have not. The effective

tax burden of commercial banks ,

rather than increasing by 15 per-

cent, as anticipated by Congress in

1969 , has actually decreased by

about one-third .

Correspondingly, dollar revenues

have fallen short of the goals set in

1969. Federal tax revenues raised

from commercial banks are cur-

rently running about 55 percent of

what the Treasury expected back in

1969. By contrast , tax levels of

FHLBB JOURNAL/NOVEMBER 1978 3



S& L's have, until 1976 , been run-

ning at or over 90 percent of 1969

expectations. In 1977 , tax revenues

were at about 85 percent of 1969

expectations.

This cannot be attributed to dif-

ferent industry growth patterns.

Since 1969 , the tax burden of thrifts

has grown proportionately faster

than their assets, whereas the re-

verse is true in the case of banks.

Tax payments by banks have actu-

ally decreased 15 percent over the

6-year period through 1976 , while

their assets have increased over 75

percent.

But look at this comparison. The

assets of S& L's have increased 124

percent from 1970 to 1976. Their

Federal tax burden has, over the

same time period, grown by nearly

260 percent. This is more than

twice the growth rate of their assets.

I am not citing these figures to

show that Congress has difficulty in

predicting the future. The point is

that in 1969 Congress took steps in

the direction of tax equity and

wound up with a lopsided reversal

ofrevenues and rates . The Treasury

and Congress failed to recognize

that tax policy can be a double-

edged sword. Tightening tax loop

holes to increase revenues can , at

the same time, cause financial insti-

tutions to change their investment

behavior so as to minimize their

taxes.

Commercial banks have low tax

burdens, not because of any chica-

nery on their part, but because of

investment patterns which take tax

consequences into account. We can

presume that, when commercial

banks make their investments, they

are acting along lines spelled out by

Congress through the tax laws.

To amplify this point again , the

goal should not be to tax all types of

financial institutions at the same

rate. Rather, the goal should be to

tax similar types of activity the

same, consistent with overall social

and economic goals. This may pro-

duce the same, or different, tax

burdens on various kinds of finan-

cial institutions.

We should not treat all classes of

financial institutions as equals be-

cause Congress-and the State leg-

islatures-have intentionally made

them not equals. Tax policy should

be neutral as to type of institution

and equal as to type offunction.

In sum, we are concerned that

current tax policies may be running

at cross purposes to our mandate to

encourage thrift and homeowner-

ship.

Effect on Net Worth

These considerations are more

than theoretical in nature. Present

tax policy has had a significant im-

pact on key S&L industry net worth

ratios. These ratios have trended

downward over the last decade .

These declines are related to tax

policy.

rates,

When Federal taxation cuts into

the bone marrow of industry re-

serves, it slows industry growth,

produces higher mortgage interest

reduces interest paid to

savers, and lessens the supply of

mortgage credit-singly or in com-

bination . I doubt that the general

public is aware that its savings and

mortgage rates are impacted by a

Federal tax policy presumably de-

signed to produce tax equity.

In the early part of this year, the

Administration proposed a major

tax bill with a number of provisions

which would have specifically af-

fected the tax on banks, thrifts, and

credit unions . Among key provi-

sions,
the proposed legislation

called for a further phased reduc-

tion in the bad debt provisions for

banks and thrifts ; a continuation of

the minimum tax on the loss reserve

deduction ; a liberalization in the

restrictions on the investment tax

credit currently imposed on the

S& L's; and provisions for phasing

in, over 5 years, tax parity for credit

unions with S&L's and mutual sav-

ings banks.

I can tell you now that the Bank

Board had a significant impact in

the Administration's final proposals

to Congress, and we were pleased

that it accepted a number of our

ideas, although not all of them .

For the first time in my knowl-

edge, the Bank Board had its say in

a tax package and, even though our

concerns were not fully addressed in

that final Administration draft, it

was clear then, and it is even clearer

today, that the occupants at 1600

Pennsylvania Avenue are willing to

listen and respond.

We believe we will have their ear

on future tax proposals and we in-

tend to pursue the very ideas that I

have referred to here today.

Bank Board Objectives

The Bank Board should play an

important role in assisting in the

formulation of housing and housing

credit tax policies. In addition to

the issues that I have already men-

tioned, the Bank Board will be

looking at:

1. Various mortgage- related tax

incentives, such as the mortgage in-

terest and mortgage investment tax

credit concepts ;

2. The changing role and nature

of the current minimum tax as it

impacts the savings and loan indus-

try; and

3. The impact ofvarious capital-

based tax incentives on savings and

mortgage flows.

In closing, let me state that I do

not believe that taxation policies are

the independent domain of any one

agency, just as I do not believe that

monetary or fiscal policies should

operate independently of the con-

cerns of other affected agencies or

groups. Interagency coordination

and cooperation on tax legislation

are just as important from the

standpoint of developing consistent

and meaningful legislation and so-

cial programs as they are inthe area

ofmonetary policy.

That is why I have taken this in-

terest in the area of taxation. That

is why the Bank Board intends to

pursue an active program in for-

mulating policies in the taxation

area.
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Mortgage-

Backed

Securities

Financial Alternatives

forSavings & Loan

Associations

M

uch progress has been

made in recent years to-

ward integrating the bond and

mortgage markets . This trend has

been welcomed and promoted by

mortgage market participants who

have anxiously coveted some of the

large flows of pension funds and in-

surance money for mortgages. In

the past, those active in the mort-

gage and bond markets have not

readily understood or easily com-

municated with one another. Con-

sequently, there have not been

strong ties between these two finan-

cial communities.

Recently, however, the mortgage

and bond markets have become

more closely linked through the

byRichard G. Marcis

Deputy Director

Office ofEconomic Research

development and growth of mort-

gage-backed securities. The Gov-

ernment National Mortgage Asso-

ciation (GNMA) passthrough

mortgage-backed security program

first introduced nonmortgage

oriented investors to mortgage-

related securities.

By avoiding the loan origination

and servicing problems that are in-

volved in handling individual mort-

gages, the GNMA passthrough

securities program has been success-

ful in attracting investors who tradi-

tionally had not been interested in

residential
-

mortgages—especially

pension and trust funds. Drawing

such investors into the mortgage

market should make it less vulner-

able to periodic disruptions in the

availability of mortgage investment

funds.

In this respect, the program has

been a resounding success and the

volume of these instruments has

grown sharply since the issuance of

the first GNMA passthrough securi-

ty in February 1970. At midyear

1978, there was approximately $50

billion in GNMA's outstanding,

with over two-thirds of this total be-

ing held outside thrift institutions.

The integration of the mortgage

and bond markets also has been fa-

cilitated by the Federal Home Loan

Mortgage Corporation through its

issuance of mortgage-backed secu-

rities collateralized by pools of con-

ventional residential mortgages.

These securities include both par-

ticipation certificates (PC's) , which

are passthrough mortgage-backed

securities, and guaranteed mort-

gage certificates (GMC's) , which

are bond-type instruments. Both

have been well received in the mar-

ketplace . Additionally, The Mort-

gage Corporation and the Federal

National Mortgage Association

have both issued bonds backed by

FHA-insured or VA-guaranteed

mortgages.

An equally significant develop-

ment helping to integrate the mort-

gage and bond markets has been

the issuance of mortgage-backed

securities by private mortgage

lenders. These securities have, with

increasing frequency, used conven-

tional, as opposed to FHA-VA,

mortgages.

While the first private mortgage-

backed securities came to market in

1975, it was not until 1977 that they

came into their own when approx-

imately $1.2 billion of these instru-

ments were offered in the public

market by private financial institu-

tions, primarily S& L's .

The objective of this article is to

examine the forms mortgage-

backed securities may take, empha-

sizing those using conventional

mortgages. The article will also ex-

amine the relative merits and bene-

1 For more on the GNMA mortgage-

backed securities programs, see " Mortgage-

Backed Securities: Their Use and Potential

for Broadening the Sources of Mortgage

Credit, " Richard G. Marcis , Journal of

Economics and Business, Winter 1975.

FHLBB JOURNAL/NOVEMBER 1978 5

L
O



fits of mortgage- backed bonds for

S& L's compared with passthrough

securities and will examine the

outlook for these securities in the

housing and mortgage markets.

The emphasis will be on mort-

gage- backed securities issued by

private lenders and not on those

issued by Government-related or

-assisted institutions.

Mortgage-Backed Bonds

Mortgage-backed securities can

be divided into two basic groups :

mortgage-backed bonds (MBB's)

and passthrough securities (PTS's) .

An MBB may be defined as a fi-

nancial instrument that: ( 1 ) is a

general obligation of the issuing in-

stitution ; (2) is collateralized by a

pool of mortgages-this can be

viewed as a mortgage on a pool of

mortgages; and (3) has a stated

maturity. While MBB's differ from

"regular" corporate bonds in that

they are secured by the pledge of

mortgage assets, they have terms

and characteristics similar to those

of traditional corporate bonds. For

example, MBB's typically will carry

a fixed note rate which will be pay-

able semiannually; amortization of

bond principal may be implement-

ed by means of periodic sinking

fund payments ; and call provisions

may be built into the instrument.

Thus, MBB's have the fixed and

certain cash flow characteristics of

corporate bonds and should com-

pete with them in the long-term

capital markets.2

Associations desiring to issue

mortgage-backed bonds must com-

ply with Bank Board criteria. These

impose a number of eligibility re-

quirements, establish certain col-

lateral restrictions, and list certain

conditions which must be met with

respect to the maintenance of net

2 For an indepth discussion of mortgage-

backed bonds and their implications for

S& L's, see Donald M. Kaplan's, " Mortgage-

Backed Bonds : A Source of Funds for the

Savings and Loan Industry, " Federal Home

Loan Bank BoardJournal, March 1975.

worth and additional borrowings by

the S& L. The objective is to protect

the interests of depositors, investors ,

and the Federal Savings and Loan

Insurance Corporation without

making the basic business decisions

involved in such a financing bythe

issuing S& L.3

MBB's may be rated by invest-

ment rating agencies. Bond ratings

are important determinants of the

interest cost of an MBB issue. The

ratings, in turn, are dependent

upon a number of considerations ,

including the quality and type of

collateral and the value of the col-

lateral relative to the amount of

borrowing in the MBB issue. All

MBB issues to date have been AAA

rated .

An S&L issuer that wants to ob-

tain one of the higher investment

ratings, and thereby reduce its bor-

rowing costs, will have to structure

the MBB so that the market value

of the collateralized mortgages will

always be maintained well in excess

of the outstanding principal value

of the mortgage- backed securities.

This overcollateralization insures

that, at the time the bond is issued

and throughout its life, sufficient

collateral resides in the pool so that

the aggregate market value of the

underlying mortgages will always

exceed the book value of the bonds

outstanding against these mort-

gages. (This is necessary because

mortgage collateral is, in effect, a

depleting asset, since it is reduced

continuously as the association re-

ceives scheduled payments of prin-

cipal and unscheduled repayments

and as defaults by mortgagors oc-

cur. Hence , investors will insist

that, in the event an association

defaults, for whatever reason, on an

MBB issue, the outstanding mort-

gage collateral will be adequate to

extinguish the entire bond obliga-

3 Detail on the regulations governing the

issuance of mortgage-backed bonds is pro-

vided byCharles E. Allen in his article, "The

Mortgage- Backed Bond Regulations: How

They Work," in the Federal Home Loan

Bank BoardJournal, June 1975.

tion outstanding i.e. the outstand-

ing bond principal balance, plus all

accrued interest .

This type of overcollateralization

reduces the risk exposure of bond

holders during the entire life of the

bond and is a method for assisting

MBB's to become a top quality,

low- risk instrument from the inves-

tor's perspective. In effect , over-

collateralization shifts some empha-

sis from the credit worthiness ofthe

association issuing the bond to an

analysis ofthe structure of the bond

instrument itself and the underlying

collateral for it.

The type of mortgages used as

collateral for the MBB issue also

will influence bond ratings and in-

vestor acceptance . GNMA securi-

ties and FHA-VA mortgages are

most preferred as collateral from

the bond rating agencies' perspec-

tive. Consequently, the early S& L

public MBB issues were collateral-

ized by these mortgages.

Recent association MBB issues,

however, have, with increasing fre-

quency, used conventional mort-

gages as underlying collateral , as

mentioned previously. This is a sig-

nificant development for the MBB

market, since conventional mort-

of the mortgage market than do

gages comprise a much larger share

FHA-VA mortgages and are more

important in terms of the composi-

tion of S&L mortgage portfolios .

For example, at the end of 1977 ,

92.5 percent ofS&L mortgage port-

folios consisted of conventional

mortgages.

While the type of mortgage col-

lateral is a factor influencing inves-

tor acceptance of MBB's, the inter-

est rate on the mortgages is not.

Older, lower rate mortgages maybe

pledged as collateral and, in fact , it

might be expected that an associa-

tion considering issuing MBB's

would find it desirable to pledge

some ofits lowest rate mortgages for

this purpose. While low- rate mort-

have a lower value when dis-
gages

counted at prevailing market rates ,

and an S&L would have to pledge a
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larger dollar amount of them than

high-rate mortgages, this does pro-

vide a convenient alternative to car-

rying low-yielding mortgages in the

portfolio or to selling the loans in

the secondary market, where such

sales would involve a substantial

loss.

Nonetheless, ratings will also de-

pend, to some extent, on the size

and financial condition of the issu-

ing S&L. Despite the quality and

quantity of the underlying collat-

eral, the issuing S&L cannot be ig-

nored in the rating process because

it has the responsibility of servicing

the loans and seeing to the timely

payment ofinterest and principal.

Thus, a large and sound finan-

cial institution may achieve a

higher rating with a smaller col-

lateralization and relatively lower

quality mortgages than a less fav-

ored association .

Mortgage Passthrough Securities

Mortgage-backed passthrough

securities consist of mortgages

grouped into pools, fractional par-

ticipations in which are sold to in-

vestors. As mortgage payments

from the pool are received by the

issuer, the payments are "passed

through" to the certificate holders .

All collections of interest and prin-

cipal for the pool are passed on to

the investors, whether or not these

amounts are collected from the

mortgages, up to the extent of the

insurance policy on the pool or the

servicer's guarantee. Thus, the in-

vestor is assured a minimum yield in

monthly payments of principal and

interest. Any prepayments also are

passed on to the investor. Each cer-

tificate holder in the pool shares in

the interest income and principal

prepayments and repayments gen-

erated by the underlying mort-

gages.

Because of prepayments , possible

foreclosures, and delinquent pay-

ments , the cash flow from the pool

may vary from payment to pay-

This differentiates pass-ment.

through securities from the fixed

and certain cash flow characteristic

ofMBB's.

Passthrough certificates are not

obligations of the issuer but, rather,

constitute a sale of assets. Thus, the

pool of mortgages behind the secu-

rity represents the source of repay-

ment to the investor, not the origi-

nator. While the MBB is an over-

collateralized debt obligation which

appears on the S&L's balance sheet ,

the PTS constitutes an asset sale .

The S& L's balance sheet would

show a reduction in mortgages and

an increase in cash. This, however,

does carry certain obligations for

the issuer. These relate to his

obligation to service-for a fee-

the mortgages in the pool and to

maintain any pool insurance poli-

cies, if they exist.

While there are many ways of

structuring a PTS, all share certain

basic features. With a PTS, selected

mortgages are assigned without re-

course to a trustee, and certificates

of interest are sold in the pool. The

issuer may be obligated to advance

its own funds in payment of the

mortgage loans in the event of de-

linquencies.

Whereas MBB's pay only interest

semiannually, PTS payments are

made monthly. The monthly distri-

bution will consist of the following :

(1) the normal monthly principal

and interest payments due and re-

ceived each month ; (2 ) all pre-

payments received in the prior

month; and (3 ) any advances

made by the issuer to cover delin-

quencies (limited to the specified

amount of the guaranty or insur-

ance policy) .

Because the PTS is not a general

obligation of the issuer, the investor

relies on the quality of the loan col-

lateral itself, plus the private mort-

gage insurance and all- risk hazard

insurance for protection against loss

of principal or interest. Although

the first two conventional PTS

issues offered by private financial

institutions were unrated , all major

subsequent issues have been rated

Table 1.-Volume of Mortgage -Backed

Securities Issued by Private Financial

Institutions , January 1975-July1978

[In millionsofdollars ]

Item

Public Market

TypeofCollateral

GNMAsecurities

1975 1976 1977 1978 Total

mortgages... 50 75

FHA-VA

Conventional

mortgages...

Subtotal

Private market

Type ofcollateral

FHA-VA

40 40 80

450 575

625 375 1,000

.....

50 75 1,115 415 1,655

mortgages....

Conventional

15 6 ..... 21

mortgages.

Subtotal

73 43 116

15

65

79 43 137

75 1,194 458 1,792Total

Mortgage-backed

passthrough

securities , total

issues. 225 450 675

Source: Paine, Webber, Jackson and Curtis , Inc.

by Standard and Poor's corpora-

tion.

In rating conventional PTS's,

Standard and Poor's has enumer-

ated certain criteria that it would

use. They are :

(1 ) The capabilities of the serv-

icer and trustee . This includes the

experience ofthe issuer in perform-

ing its duties. Size of the organiza-

tions involved is considered an indi-

cation of staying power and ability

to devote resources to carrying out

these duties.

(2) Capabilities of the private

mortgage insurer, which must dem-

onstrate its ability to pay claims on

a timely basis and enable the trustee

to meet the debts on its obligations .

(3) The level and nature of any

equity reserve. If the PTS contains

an equity feature , the sufficiency of

the equity reserve in terms of its

ability to cover possible losses will

be examined.

(4) The nature of the mortgage

pool. Both minimum fixed criteria

and variable criteria for mortgages

to be used in the pool are estab-

lished . These criteria emphasize

characteristics of the mortgage in-

strument that enhance the market-

ability ofthe underlying property in

the event foreclosure proceedings

are necessary.
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Ratings

Standard

Initial offerings

Price Yield

In summary, the development of Table 2.-Public Offerings of Mortgage-Backed Bonds Listed byType of Collateral

both the conventional MBB and the

conventional PTS has enhanced the

financing flexibility of S&L's and

other mortgage lenders. S&L's have

recently been prominent issuers of

both types ofsecurities.

Mortgage-Backed Security

MarketActivity

Table 1 gives some historical per-

spective to the volume of activity in

mortgage-backed securities. As we

have noted, the first MBB's came to

market in 1975 , but it was not until

1977 that approximately $ 1.2 bil-

lion of them were offered in the

public market by private financial

institutions, primarily S& L's. The

first MBB collateralized by conven-

tional mortgages came to market in

1977.

That year, an additional $79 mil-

lion in MBB's were issued in private

placements. Through mid- 1978 ,

MBB activity was running below

that of 1977, primarily because of

the higher interest rates prevailing

this year. Approximately $415 mil-

lion in MBB's were issued in the

public market and $43 million in

private placements in the first 6

months of 1978. (See table 3. )

On the other hand, activity in

PTS's accelerated in 1978 relative

to the previous year, when the first

conventional PTS by a private fi-

nancial institution was offered . By

the end of August 1978 , $450 mil-

lion in PTS's had been issued com-

pared with $225 million for all of

1977.

Table 2 presents the total activity

for publicly offered MBB's to date.

Reflecting the growth and develop-

ment ofthe MBB market, it can be

noted that the earliest MBB issues

were typically collateralized by

FHA-VA mortgages, whereas re-

cent issues have been backed by

conventional mortgages.

The size of the individual MBB's

offered in the public market has

varied from $35 million to $200

million . Most of the MBB's issued

by S&L's have been by California

Amountof

offering

Fitch and Poor's
Issuer

(In

millions)

Date of

offering

Date of

maturity

Coupon

rate

Collateral consists of

GNMA securities

NR AAA Talman Federal S&LA

ofChicago . $40 4/13/78 4/15/83 8.375% 100.00% 8.38%

NR AAA The Broadview S&L

Company... 40 11/ 3/77 11/ 1/84 8.000 99.84 8.03

Collateral consists of

FHA-insured, VA-

guaranteed mortgage

loans

AAA

AAA

AAA American S&LA (Calif.) .. 200 5/26/77 6/1/82 7.250 100.00 7.25

AAA Coast Federal S&LA

(Calif. ). 50 10/ 5/77 10/1/82 7.500 99.88 7.53

AAA ААА HomeS&LA (Calif.) 100 11/22/77 11/15/83 7.750 99.70 7.81

NR AAA California Federal S&LA.. 75 10/15/76

NR AAA California Federal S&LA.. 50

AAA AAA HomeS&LA (Calif.) 100

6/15/84 7.625

9/25/75 7/15/85 9.125

11/22/77 11/15/85 7.875

99.45 7.72

100.00 9.13

99.63 7.94

Collateral consists of

conventional mort-

gageloans

AAA AAA Home S&LA (Calif.) 200 6/23/77 6/15/82 7.250 99.90 7.27

NR AAA California Federal S&LA.. 100 9/21/77 10/1/82 7.375 99.50 7.50

NR AAA San Diego Federal S&LA . 35 10/26/77 10/15/82 8.000 99.60 8.10

NR AAA World S&LA (Calif.) 50 12/13/77 12/15/82 7.950 100.00 7.95

NR AAA First Federal S&LA of

Wisconsin 35 5/23/78 8/15/83 8.750 100.00 8.75

AAA ААА Valley Federal S&LA. 40 10/27/77

AAA AAA GuaranteeS&LA (Calif. ) . 50 3/ 7/78

AAA AAA American S&LA (Calif.) . 200 4/13/78

AAA AAA American S&LA (Utah ) .. 50 4/27/78

11/ 1/83

3/ 1/84

4/15/84 8.500

4/15/85 8.625

8.125 99.74 8.18

8.450 100.00 8.45

99.77 8.55

99.60 8.70

NR AAA First Federal S&LA of

Chicago .. 40 5/11/78

AAA AAA Imperial S&LA (Calif.) 100 6/16/77

5/1/86 8.700 100.00

6/15/87 7.700 100.00

8.70

7.70

AAA AAA Great Western S&LA

(Calif.).. 100 10/18/78 10/ 1/89¹ 7.800 100.00 7.80

' Each holder may put all or part of its holdings to Great Western at par on 10/1/84 or any October 1 thereafter

through 10/1/88.

Source: Paine, Webber, Jackson & Curtis , Inc.

Table 3.-Mortgage-Backed Passthrough Certificates Issued by Private Financial

Institutions

Standard

and Poor's

rating

Originator and

servicer

Initial

offering

amount

(in

millions)

Date

of

offering

Pass-

through
rate

Initial offering

Price

Bank of American NT&SA.. $150.5 9/21/77 8.375% 100.00%

Mortgage Bondyield

yield ' equivalent

8.30% 8.44%

(SeriesA)
-

First Federal S&L Assoc. of Chicago 75.1 10/20/77 8.75 100.00 8.67 8.83

(SeriesA)

AA HomeS&LAssoc. 100.0 3/29/78 9.00 99.25 9.02 9.19

(First Series)

AA Bank of America NT&SA....... 201.2 4/19/78 9.00 99.25 9.02 9.19

(SeriesB)

AA Glendale Federal S&L Assoc. 100.0 5/ 3/78 9.125 98.19 9.30 9.48

(SeriesA)

AA Washington Mutual Savings... $50.4 6/23/78 9.00 95.50 9.57 9.76

' For purposes of trading this yield is calculated as if the pool of underlying mortgages were a single 30-year

mortgage prepaying in full after 12 years with an adjustment in yield for the lag in the first payment of interest . This

yield does not include an add-on to convert it to a semi-annual bond yield equivalent.

'The mortgage pool consists ofvariable rate mortgages. Any change in the nominal interest rate on these mort-

gages will be passed through to certificate holders.

Source: Paine, Webber, Jackson and Curtis, Inc.
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associations-14 out of 21 public

issues. The strong demand for

funds by S&L's in the capital- defi-

cient California market is one rea-

son. Since size influences market

presence and both rating agency

and investor perception of the

credit-worthiness of the issuers, the

larger size of the California institu-

tions is another reason. S& L's in

other States such as Ohio, Texas, Il-

linois, and Wisconsin have also

issued MBB's, however.

Private placements , on the other

hand, have generally been for

smaller amounts and by smaller

associations. The average size of

private placement issues was $ 17.1

million as opposed to $81.2 million

for public offerings.

Looking at rate and yield com-

parisons between MBB's and other

capital market instruments, it

should be noted that, at any given

time, the yields on MBB's will vary

markedly, reflecting a variety of

considerations including the type of

mortgage-backed security (PTS or

MBB), the type of collateral used

(FHA-VA or conventional mort-

gages) , and other considerations

such as the market's assessment of

the quality and sufficiency of the

underlying collateral and the gen-

eral credit-worthiness of the issuer.

As indicated previously, the fixed

and certain cash flow characteris-

tics of MBB's would make them

similar to and, hence, competitive

with corporate bonds in the long-

term capital markets . MBB's, how-

ever, have yielded slightly more

than comparable corporates.

For example, at the end of Au-

gust, Imperial S&L's (California)

7.70 percent coupon MBB's ofJune

1987 were yielding 9.05 percent,

while First Federal S& L of Chi-

cago's 8.70 percent coupon MBB's

of May 1986 , were yielding 8.95

percent . By way of comparison,

yields at that time on new issue

AAA utility bonds were from 8.80

to 8.85 percent, a differential be-

tween MBB's and equivalent matu-

rity and quality corporate bonds of

15 to 25 basis points , or .15 to .25

percent. Also, at that time, the

yield on 7-10 year U.S. Treasury

bonds was 8.35 to 8.40 percent, a

differential between MBB's and

equivalent maturity U.S. Treasury's

of approximately 50 basis points or

.50
percent.

In this respect, it should be noted

that rate differences will exist be-

tween individual MBB issues for a

variety of reasons, including the

type ofmortgage collateralizing thecollateralizing the

bond. Because of the government

guarantee on insurance for FHA-

VA mortgages, MBB's collateral-

ized by these mortgages have, in

general, received a 5 to 10 basis-

point- lower rates than otherwise

equivalent conventional MBB's.

This yield differential may be ex-

pected to diminish in time as con-

ventional MBB's become more

common and their track record be-

comes accepted in the marketplace .

Yields on PTS's generally exceed

those of MBB's because of the

monthly passthrough of principalmonthly passthrough of principal

and interest, the broader market

for bond-type instruments as op-

posed to passthrough type instru-

ments, and the uncertainties of the

average life and, hence , repayment

of principal and interest on the

underlying collateral associated

with a passthrough instrument.

For example, at the end of Au-

gust 1978 , conventional PTS's were

yielding an average of 9.48 percent

on a bond equivalent basis, whereas

MBB's collateralized by conven-

tional mortgages were , on the aver-

age, yielding 8.96 percent, on a

yield to maturity basis.

The conventional PTS's issued by

private financial institutions gen-

erally yield 20-25 basis points, or

.20 to .25 percent, above the yield

on otherwise equivalent GNMA

passthrough certificates and Mort-

gages Corporation participation

certificates . The differential essen-

tially reflects the value of the Gov-

ernment guarantee or insurance of

the underlying mortgage collateral

or The Mortgage Corporation's

guarantee of timely payment of in-

terest and ultimate collection of

principal . At the end of August, the

following yield relationships were

observed :

GNMA (9.00 percent pass-

through rate)

FHLMC (9.00 percent pass-

......

through rate)

Private conventional pass-

through yield...

Mortgage Backed Bonds vs.

Passthrough Securities

9.30

9.43

9.48%

In general there are several sig-

nificant considerations that influ-

ence a lender's decision to issue a

mortgage-backed security in the

form ofa MBB or a PTS .

The need for funds is, of course,

ofcentral importance . In periods of

high and/or rising rates of interest,

deposit inflows into S& L's and other

deposits institutions will frequently

decline-sometimes dramatically,

as in 1966-67 and 1973-74- caus-

ing associations to restrict their

mortgage commitment and lending

activity. The increase in market

rates may be sufficiently above

Regulation Q ceilings to render

S& L's unable to raise additional

savings capital . In such an environ-

ment, mortgage- backed securities

could provide S&L's with funds to

continue originating and purchas-

ing mortgages.

An S&L may also want to consid-

er a mortgage-backed security when

interest rates are low and deposit

funds flows adequate , but when

there is a expectation that funds

flows will be substantially reduced

in the future . In fact, in terms of

the interest rate spreads necessary

to make a mortgage-backed securi-

ty offering profitable, low interest-

rate periods may better favor a

mortgage- backed security than

higher interest rate periods.

Once the need for capital in both

a current and prospective context

has been examined, the use of

mortgage-backed securities as a

means of raising money must be

evaluated in comparison with the
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use of alternative sources of funds lending or routinely sell a large por-

such as:

(1 ) Federal Home Loan Bank

advances, especially intermediate

and long-term advances ;

or

(2 ) Subordinated debentures ;

(3) Sales of mortgage loans to

alternative secondary market

sources such as FNMA or The

Mortgage Corporation or sales of

mortgages on a participation basis

to private investors.

Once it has been determined that

issuing a mortgage- backed security

is an attractive source of funds, the

issue of profitability arises. Profit-

ability is determined by the spread

between the yields required by the

investor and the mortgage rates.

The major elements in assessing

the profitability of a mortgage-

backed security include : (1 ) the

yield on the mortgage pool ; (2) the

interest rate required by investors ;

and (3) the cost of bringing the

issue to market .

An S&L also should assess the

profitability of a mortgage-backed

security offering in terms of yield

spreads between investment pools

and security issues after appropriate

deductions for issuing and operat-

ing expenses of the security offer-

ing.

Issuing MBB's

The decision whether to issue an

MBB as opposed to a PTS is basic-

ally a balance sheet decision as to

whether to borrow via an MBB or to

sell assets via a PTS. An MBB is a

useful tool for associations that

want to do some low- cost, short- to

intermediate-term financing .

Since an MBB is collateralized by

mortgages, it presents an S&L, as

we have already noted, with an op-

portunity to put low yielding assets

acquired in previous low interest-

rate periods to work as collateral . In

this respect, an MBB is particularly

well suited to S&L's with large

mortgage portfolios as opposed to

mortgage lenders who either do not

do a large volume of mortgage

tion of their originations in the sec-

ondarymortgage market .

Another consideration in assess-

ing whether to issue an MBB or a

passthrough security is the capital

position of the association . The

S&L should be in a financial posi-

tion to issue debt with adequate

equity and interest coverage. The

MBB regulations of the FSLIC, in

fact , restrict outside borrowings

(excluding advances) to 10 percent

of the total savings accounts and

capital stock, if any, of the S&L,

with an additional 5 percent of out-

side borrowings authorized for con-

forming MBB's.

Bank Board regulations also

specify that average income in each

of the three previous fiscal years

must be at least twice the projected

interest expenses and amortization

of the related expenses of the pro-

posed MBB's. Over and above the

regulatory requirements, investors

look to the MBB issuer for eventual

payment. The capital position of

the issuer is important in this

respect and security ratings reflect

these assessments.

Thus, an institution's ability to

issue MBB's is limited by its cap-

italization. S& L's that are highly

leveraged will find their ability to

issue MBB's impeded by regulatory

requirements as well as by a lack of

market and may
acceptance

have to

resort to alternative means of rais-

ing funds .

The feasibility of issuing MBB's

is, of course, dependent upon yield

spreads. The spread between the

yield on the mortgage pool and the

interest cost of the MBB has to be

wide enough not only to meet all

fixed operating costs associated

with the bond issue, but also to cov-

er the issuer for the risk exposure

undertaken . The risk to the issuer is

the possibility that he will en-

counter cash management prob-

lemsif the cash flows from the

mortgage pools are in excess of the

cash flow needed to service the

bond issue.

As a general rule, lower interest-

rate periods will generally favor is-

suance ofMBB's rather than higher

interest-rate periods, when yields on

the mortgage pool are eclipsed by

rising bond market yield require-

ments. However, this does not pre-

clude the issuance of MBB's in peri-

ods of high and/or rising market

rates, since a more precise rule

would emphasize comparison of in-

terest rate spreads at all points in

the interest rate cycle, as well as a

relationship of current versus antic-

ipated future interest rate spreads.

There are a number of considera-

tions influencing the rate of an

MBB issue in addition to the condi-

tions in the money and capital mar-

kets . The investment rating is , of

course, critical and is a function of

the investment rating agency's as-

sessment of the quality and the

credit risk protection built into the

mortgage collateral pool, the inter-

est rate protection, the liquidity of

the mortgages, and the general

credit worthiness ofthe borrower.

Other relevant market considera-

tions include the size of the bond

issue, its nominal maturity, the spe-

cific terms of the issue (repayment

provisions, early- call provisions,

etc. ) , the general reputation of the

S&L, and whether the issue is being

sold publicly or privately.

Issuing Passthrough Securities

Passthrough securities, unlike

MBB's, are not debt obligations of

the issuer but , rather, constitute

sales of assets, as has been men-

tioned. The off-the-balance- sheet

financing permitted by a PTS adds

a significant new dimension to the

financial alternatives available to

an S&L. The flexibility of a PTS

enables an association to structure a

mortgage package that meets its

own financial requirements and

capabilities while providing in-

vestors with a yield package.

The loan origination capacity of

the lender and his desire for servic-

ing income and fees will be factors

influencing the decision to issue a
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PTS. More importantly, PTS's can

open up many new avenues for

profitable loan origination and sell-

ing activities for portfolio lenders

who have not thought in terms of

originating and selling mortgages

and living offyield spreads.

Finally, since passthrough secu-

rities constitute off-the-balance-

sheet financing, this financing

mechanism will be especially attrac-

tive to S& L's that are highly lever-

aged or that may have bumped up

against their debt limitation au-

thority and are precluded from issu-

ing debt obligations.

These securities become finan-

cially feasible when the yield spread

between the rates on mortgages

available and the rate investors will

pay on passthrough securities is suf-

ficient to cover the full cost related

to issuing them.

For example, if loan servicing

fees amount to 3/8 of 1 percent, or

.375 percent, and other fees total ,

say, .275 percent (for 5- percent

pool insurance , 1 - percent hazard

insurance , and issue- underwriting

expenses) , then the total cost re-

lated to the passthrough issue will

be .65 percent. If the current PTS

rate is, for example, 8.50 percent,

mortgage rates of at least 9.15 per-

cent would be required to make the

PTS financially feasible .

Periods of relative credit ease,

when current mortgage loan rates

exceed intermediate and long- term

rates , provide an attractive environ-

ment for issuance of PTS's. How

ever, periods when capital market

rates are high and/or rising sharp-

ly, so that yield requirements of in-

vestors exceed rates on current

mortgage loans , are difficult ones in

which to issue PTS's. Obviously,

some flexibility is permitted the as-

sociation in terms of its assessments

of its cost of issuing PTS's as well as

the assessment of future interest

rate spreads and uses offunds .

Finally, the feasibility of issuing

passthrough securities must also be

measured against rates available

from alternative secondary market

sources such as the Federal Nation-

al Mortgage Association or The

Mortgage Corporation, as well as

sales of loans on a participation

basis to private portfolio investors.

While both alternatives involve

sales of assets , the yield require-

ments ofthese various investors may

differ sufficiently to influence the

decision to issue a PTS as opposed

to selling whole mortgage loans or

mortgage participations.

Overview and Future Outlook

Recent activity in both conven-

tional MBB's and PTS's has accel-

erated the integration of the mort-

gage markets and the bond mar-

kets. By attracting nonmortgage

oriented investors , the residential

mortgage credit market will be less

vulnerable to periodic disruptions

in the availability of mortgage

credit . Thus far , mortgage-backed

securities have been partially suc-

cessful in achieving this objective,

since a large volume of both MBB's

and PTS's have been purchased by

nondepository institutions, such as

life insurance companies and pen-

sion funds .

However, before insurance com-

panies and pension funds become

significant investors in privately

issued mortgage-backed securities,

the securities will have to become

more liquid and marketable. The

private mortgage-backed securities

market needs to develop greater

depth and breadth , with more secu-

rities being issued, more trading ,

and more experience . The market

appears to be moving in this direc-

tion as volume and activity accel-

erate for both PTS's and MBB's and

as nonmortgage investors become

more familiar with these instru-

ments.

There are several potential de-

velopments that may further stimu-

late the development of the mort-

gage-backed securities market.

Finding a means that will permit

small and intermediate size S& L's

to issue MBB's would improve both

the flexibility and functioning of

this market, while providing greater

financing opportunities for the

associations themselves .

Toward this end, several efforts

are underway to develop a mecha-

nism by which a public or private

financial intermediary could facili-

tate the issuance of PTS's on a joint

or multiple basis by small and in-

termediate institutions.

One approach would have the

central institution buy residential

mortgages from lenders , pool the

mortgages, and sell interests in the

pools to institutional investors

through mortgage-backed securi-

ties. Another approach might in-

volve bringing S&L's together in is-

suing PTS's.

Another development that holds

great promise relates to the poten-

tial for structuring MBB's and

PTS's with alternative mortgage in-

struments, such as graduated pay-

ment and variable rate mortgages.

Finally, another development

that will broaden the market for

mortgage-backed securities is an

expansion in types and terms of

mortgage loans that may be used in

pools for mortgage-backed securi-

ties. As additional experience is

gained , it may be anticipated that

the criteria for eligible mortgage

loans may become more flexible .

For example, the definition of eligi-

ble loans may be expanded to in-

clude condominium loans, mort-

gages with loan-to -value ratios in

excess of 80 percent, and increases

in the maximum dollar size of indi-

vidual loans.

Thus far, conventional mort-

gage-backed securities appear to be

making good progress in tapping

institutional portfolio investors

which, heretofore , were insignifi-

cant mortgage buyers.

Moreover, S& L's have benefited

from the alternative financing op-

portunities provided by mortgage

backed securities . Other develop-

ments and innovations hold the po-

tential for further benefiting both

lending institutions and housing

and mortgage markets.
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n the early morning hours of

Sunday, October 15, 1978,

Congress passed H.R. 14279 , one of

the most significant pieces of legis-

lation affecting financial institu-

tions in many years. Entitled the

Financial Institutions Regulatory

and Interest Rate Control Act of

1978, the 21 - title omnibus bill had

its origin in S. 71 , a 6-title measure

introduced by Senator William

Proxmire (D.-Wis. ) , chairman of

the Senate Banking Committee,

and passed by the Senate in August

of 1977. S. 71 contained, among

other things, provisions expanding

agency enforcement powers ,

stricting interlocking directorates,

and regulating employment oppor-

tunities of former Bank regulators.

Passage of the Act in its final form,

however, was very largely due to ef-

forts in the House of Representa-

tives.

Congressman Fernand St Ger-

main (D.-R.I. ) , Chairman of the

House Banking Committee's Sub-

committee on Financial Institutions

Supervision, constructed a compan-

ion to S. 71 that was a much tough-

er bill than the latter, adding to it

extensive restrictions on the ability

of bank insiders to obtain loans

(whether by overdrafts , corre-

spondent relationships, or other-

re-
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wise) from their institutions and

requiring disclosure of such exten-

sions ofcredit.

Under St Germain's stewardship ,

the bill, originally named the Safe

Banking Act, also grew to include

measures to strengthen the author-

ity of regulators over changes in

control of financial institutions and

their holding companies, as well as

other provisions- not all of which

he endorsed- dealing with topics

ranging from creation of a Finan-

cial Institutions Examination Coun-

cil to authorization of Federal sav-

ings and loan associations to issue

alternative mortgage instruments.

Although the bill was approved

by the House Banking Committee,

as H.R. 13471 , and reached the

floor ofthe House, consideration of

the 20 -title measure stalled on title

XIII in the waning days of the 95th

Congress, and it appeared very like-

ly that, in the rush to adjourn , the

House would let the legislation die.

In a series of literally last-minute

maneuvers, however, Congressman

St Germain and Senator Proxmire

saved the bill, albeit in a somewhat

altered form that included new pro-

visions on such things as electronic

funds transfers , altered investment

authority for Federal associations

and a two-year extension of rate

control, and omitted such original

provisions as those dealing with

AMI's and regulation simplifica-

tion.

The parts of the measure affect-

ing the Bank Board or the institu-

tions under its jurisdiction are as

follows:

Title I. Increased Supervisory

Authority

The bill provides the Bank Board

with improved enforcement powers

which should enable the agency to

perform its supervisory duties in a

more precise fashion and to remedy

certain problems formerly beyond

its reach .

Cease and Desist Orders : The

Bank Board can now obtain cease

and desist orders against individual

directors , officers , employees,

agents and other persons participat-

ing in the affairs of an insured in-

stitution. Such orders may also be

issued against service corporations

and savings and loan holding com-

panies and their uninsured affili-

ates. Previously, cease and desist

action was possible only against in-

sured institutions.

Temporary Cease and Desist

Orders : These orders can be issued

against the same persons and orga-

nizations as ordinary cease and de-

sist orders . Temporary relief may

now require affirmative action, and

may be obtained against conduct

likely to seriously weaken the condi-

tion of an insured institution, which

is an addition to prior authority

that allowed such orders to be is-

sued only to halt conduct likely to

cause insolvency or substantial dis-

sipation of assets or earnings, or

likely otherwise to seriously prej-

udice the interests of insured

members.

Divestiture: The Bank Board

may now require a savings and loan

holding company to terminate ac-

tivities, or ownership or control of

any noninsured subsidiary, if such

activities or ownership or control

constitute a serious risk to the finan-

cial safety, soundness or stability of

an insured subsidiary, and is incon-

sistent either with the sound opera-

tion of an insured institution or

with the purposes of section 408 of

the National Housing Act (govern-

ing savings and loan holding com-

panies) or the Financial Institutions

Supervisory Act.

Penalties: Civil fines of up to

$1,000 a day may be levied against

persons or entities violating a final

cease and desist order. Likewise , a
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penalty of up to $1,000 a day may

be imposed against a person or

company for violation of any hold

ing company law or regulation , or

an order issued thereunder.

Suspension and Removal: Ex-

isting authority to suspend and to

remove individual officers and di-

rectors is expanded to enable the

Bank Board to proceed against per-

sons who have received financial

gain by reason of a violation of law,

rule or regulation, or of a cease and

desist order which has become fi-

nal, orby reason of an unsafe or un-

sound practice in connection with

the insured institution , or by reason

ofany act, omission or practice con-

stituting a breach of the individual's

fiduciary duty and whose violation ,

practice, or breach of fiduciary

duty is one demonstrating a willful

or continuing disregard for the safe-

ty or soundness ofthe institution .

The bill also deals with the ability

of the Bank Board to suspend in-

dicted persons, or remove them

upon conviction, restricting such

actions to occasions when continued

service may pose a threat to the in-

terests ofthe institution's depositors

or threaten to impair public confi-

dence in the institution. To ensure

due process, the bill requires that

decisions in such cases be made pur-

suant to a hearing procedure .

an

Federal Savings and Loan In-

surance Corporation Contribu-

tions: The bill greatly improves

the ability ofthe FSLIC to deal with

institutions in financial difficulty by

permitting it , in order to facilitate

the merger of

in danger of default or sale of its

assets (with assumption of liabili-

ties) , to purchase assets ,

liabilities and make loans or guar-

antees. In addition, the prior re-

quirement that contributions or

guarantees must not be in excess of

insured institution

assume

the amount reasonably necessary to

save the expense of liquidating the

institution, is modified to provide

for an exception in cases where the

corporation determines that the

continued operation of the institu-

tion is essential to provide adequate

savings or home financing services

in its community.

Title II.-Interlocking

Directorates

Under this title , extensive restric-

tions are placed on management of-

ficial interlocks between depository

institutions or depository holding

companies and other depository in-

stitutions or depository holding

companies not affiliated therewith .

Geographic Restriction : A

management official of a depository

institution or a depository holding

company may not serve as a man-

agement official of any other de-

pository institution or depository

holding company not affiliated

therewith if an office of one of the

institutions or any depository insti-

tution that is an affiliate ofsuch in-

stitutions is located within the same

SMSA (except for depository insti-

tutions having assets less than $20

million) as that in which an office

of the other institution or any de-

pository institution that is an af

filiate of such other institution is

located, or within the same city,

town or village as that in which an

office of the other institution or any

depository institution that is an af-

filiate of such other institution is

located , or in any city, town or vil-

lage contiguous or adjacent thereto.

Size Restriction : Management

officials of depository institutions or

depository holding companies (or

affiliates) having assets greater

than $1 billion are prohibited from

serving as management officials of

any other nonaffiliated depository

institution or depository holding

company (or affiliate) having total

assets greater than $500 million.

Exceptions to Interlock Pro-

hibitions: The geographic and size

prohibitions do not apply to (1 ) in-

stitutions in liquidation or in the

hands of the receiver or conser-

vator; (2) and Edge Act corpora-

tion; a credit union being served by

a management official of another

credit union ; a depository institu-

tion or depository holding company

which does not do any business in

the U.S. except as an incident to ac-

tivities outside the U.S.; (3 ) a

State-chartered savings and loan

guaranty corporation ; or (4) a

Federal Home Loan Bank or any

other organization specifically

organized to serve depository in-

stitutions. Furthermore, the Bank

Board may prescribe regulations to

permit otherwise prohibited service .

Grandfathering: Individuals in

interlock situations (existing as of

the date of enactment) made illegal

by the title may continue the other-

wise prohibited service for 10 years

unless such service is also violative

of the Clayton Act . In addition, if

some change in circumstances, such

as an increase in assets or a geo-

graphic change, brings a previously

legitimate interlock within the pro-

hibitions of the title , the Bank

Board may give the affected indi-

vidual up to 15 months to comply.

Definitions: A management of-

ficial is an employee or officer with

management functions, a director

(including an advisory or honorary

director) , a trustee of a business

organization under the control of

trustees, or any person who has a

representative or nominee serving

in any such capacity. Specifically

excluded from the definition, how-

ever, are corporators, trustees, and

directors or other officers of State-

chartered savings or co-op banks or

of State chartered trust companies

which neither make real estate

loans nor accept savings deposits

from natural persons, to the extent

they are involved in interlocking

service between such banks and

trust companies that is specifically

permitted by State law.

Affiliation between two corpora-

14 FHLBB JOURNAL/NOVEMBER 1978



t

at

02

02

a0

STC

Ice

10

of

a

tions is deemed to occur when : ( 1 )

one of the corporations is a depos-

itory holding company and the

other is a subsidiary thereof, or

both corporations are subsidiaries

of the same depository holding

company; (2) more than 50 per-

cent of the voting stock of one cor-

poration is beneficially owned in

the aggregate by one or more per-

sons who also beneficially own, in

the aggregate, more than 50 per-

cent of the voting stock of the other

corporation ; (3) one of the corpo-

rations is a trust company all of the

stock of which (except directors'

qualifying shares) was owned by

one or more mutual savings banks

on the date of enactment of this act,

and the other corporation is a mu-

tual savings bank; or (4) one of the

corporations is a State- chartered ,

FDIC-insured bank which is en-

gaged primarily in providing serv-

ices to other banks and not the

public, and the voting securities of

which are held by other banks (but

not more than 5 percent by any one

bank) or only by officers of other

banks (but not more than 6 percent

byany one person) .

Title III.-Employee Protection

This title is primarily concerned

with foreign branching, but does

contain a proviso making it a felony

under 18 U.S.C. 1114 to assault , in-

timidate or kill any attorney, liqui-

dator, examiner, claim agent, or

other employee of the Bank Board

or FSLIC engaged in or on account

of the performance of his official

duties.

Title VII.-Change in Savings and

Loan Control

Title VII provides the Bank

Board with greatly enhanced regu-

latory jurisdiction over acquisitions

of control of stock savings and loan

associations.

Notice: The FSLIC must be given

60 days prior notice of transfer of

control to a person who is defined to

include corporations, partnerships,

trusts, and other entities as well as

individuals. Since nothing in the ti-

tle affects acquisitions subject to the

Savings and Loan Holding Com-

pany Act, its major impact will be

with regard to acquisitions of con-

trol by individuals. The bill re-

quires that, with the notice, very

detailed information be submitted

pertaining to, among other things,

the identity, personal history, busi-

ness background, and experience of

acquiring parties, as well as their

assets and liabilities, source of

funds, and plans for the institution.

In addition, the FSLIC may require

such additional information as it

deems relevant.

Disapproval : The FSLIC may

disapprove proposed acquisitions if

they would result in a monopoly or

would be in furtherance of any

combination or conspiracy to mo-

nopolize the savings and loan

business in any part of the U.S.; the

effect of the acquisition may be

substantially to lessen competition

or tend to create a monopoly or in

any other manner be in restraint of

trade, and the anticompetitive ef-

fects of the acquisition are not

clearly outweighed in the public in-

terest by the probable effect of the

transaction in meeting the conven-

ience and needs of the community

to be served ; the financial condi-

tion of any acquiring party might

jeopardize the financial stability of

the institution or prejudice the in-

terests of its depositors ; the com-

petence, experience or integrity of

any acquiring person or proposed

management personnel indicate

that it would not be in the interests

of the depositors or the public to

permit a change in control ; or any

acquiring person neglects , fails or

refuses to furnish the FSLIC all the

information requested.

Disapprovals must be made with-

in 90 days of receipt by the FSLIC

of a notice of proposed acquisition ,

unless the agency determines that

any material information submitted

is substantially inaccurate. Disap-

provals may be contested in an APA

hearing, with appeal to the U.S.

Court ofAppeals.

Reports: Whenever an insured

institution or insured bank makes a

loan secured by 25 percent or more

ofthe voting stock of an insured in-

stitution, the president or chief ex-

ecutive officer of the lender, upon

receiving knowledge thereof, must

promptly report it to the FSLIC

unless the borrower has been the

owner of record of the stock for a

year or more, or unless the stock is

of a newly organized institution

prior to its opening. Reports must

also promptly be made to the

FSLIC whenever any director or

CEO of an insured institution is

replaced within 12 months of a

change in control . Finally, the

FSLIC may require insured institu-

tions or persons connected there-

with to supply such periodic or

other reports or disclosures as it

deems necessary for the protection

ofinvestors or the FSLIC .

Definitions : Control is defined

to mean the power, directly or in-

directly, to direct the management

or policies of an insured institution

or to vote 25 percent or more of any

class of voting securities of an in-

sured institution . Insured institu-

tion is defined to include a savings

and loan holding company.

Penalty: Willful violations of

the title or regulations or orders

issued thereunder may be punished

by fines of up to $10,000 a day. In

addition to being able to contest

their fines administratively, persons

assessed may receive a de novo trial

in U.S. District Court.

Title X.-Federal Financial

Institutions Examination Council

This title creates a Council

charged with prescribing uniform

principles and standards for the ex-

amination, and making recommen-

dations to promote uniform super-

vision, of financial institutions by

the Comptroller of the Currency,

the Federal Deposit Insurance Cor-
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poration, the Federal Reserve

Board, the Bank Board, and the

National Credit Union Administra-

tion. As part of its duties, the Coun-

cil is also directed to develop uni-

form reporting systems for institu-

tions and their holding companies

and uninsured subsidiaries, and to

conduct schools for examiners

which may be attended byState ex-

aminers. Also, the Council must

meet at least semiannually with a

5-member liaison committee con-

sisting ofState supervisory officials .

The Council will consist of the

heads of the participating agencies ,

and may employ a staff.

Title XI.-Right to Financial

Privacy

This very complicated title puts

extensive restrictions on the ability

of Federal government agencies to

have access to the financial records

of customers of financial institu-

tions and on the use the agencies

may make ofsuch records, once ob-

tained .

As a general matter, access will

be permitted only pursuant to

search warrants, administrative or

judicial subpoenas , or customer au-

thorization. To protect consumers,

the title specifies quite precisely the

degree and nature of notice they

shall be afforded, and their ability

to object to access by the Govern-

ment. Exemptions to the general

rule are fairly extensive, however.

For instance, the title specifically

does not prohibit examination by,

or disclosure to, any supervisory

agency (defined to include the

Bank Board and State banking de-

partments) , of financial records or

information in the exercise of its

supervisory, regulatory or monetary

function with respect to a financial

institution.

Normally, transfer of records to

other agencies is to occur only when

the agency certifies in writing that

there is reason to believe the records

are relevant to a legitimate law en-

forcement inquiry within the juris-

diction of the receiving agency.

Provision is made for customer noti-

fication ofsuch transfers .

The title specifically states that it

does not prohibit exchanges of ex-

amination reports between supervi-

sory agencies, and allows transfers

of data obtained under the excep-

tion for examination or investiga-

tion of financial institutions if the

transfer is to facilitate a lawful pro-

ceeding, investigation examination

or inspection directed at the finan-

cial institution in possession of the

records.

Ifsuch records indicate wrongdo-

ing by a customer, the appropriate

agency may be notified of the po-

tential violation and may then seek

access under the general provisions

of the title. Similarly, an official of

an institution having information

that may be relevant to a possible

customer violation of a statute or

regulation is not prevented by the

title from notifying a Government

authority ofthe fact.

Two additional requirements are

ofparticular interest to financial in-

stitutions. First, they will have to

notify promptly all their customers

of the latters' rights under the title .

The Federal Reserve Board is

charged with developing an appro-

priate statement which institutions

may use. Second, in most cases un-

der the title, Federal agencies shall

be required to reimburse financial

institutions for the cost of assembly

and providing customer records to

the government. Rates and condi-

tions for such reimbursement shall

be established by the Federal Re-

serve Board.

In the case of violations of the ti-

tle, offenders' employers may be

fined up to $100 , and be required

to pay actual and (where willful

and intentional conduct exists)

punitive damages. A willful and in-

tentional violation by a Govern-

ment employee may result in disci-

plinary action against him or her.

Title XII .-Charters for Thrift

Institutions

This title authorizes State-

chartered mutual savings banks to

convert, where State-law permits,

to Federal mutual charters under

the regulatory authority of the

Bank Board. A Federal mutual sav.

ings bank may, to the extent al-

lowed bythe Bank Board, continue

to conduct activities it was engaged

in on December 31 , 1977 , except

that equity, corporate bond, and

consumer loan investments may not

exceed the average ratio of such in-

vestments to total assets for the 5-

year period immediately preceding

the filing ofthe conversion applica-

tion.

Although regulated by the Bank

Board, Federal mutual savings

banks will still be required to

observe State law as it pertains to

branching, except that numerical

limitations shall not apply, and, in

any case, institutions branchmay

(subject to Bank Board approval)

within their own SMSA, or county,

or within a 35- mile radius of their

home offices (but not across State

lines) .

Also , if the Bank Board deter-

mines that, at the time of conver-

sion State law provisions relating to

home mortgage discrimination or

requirements under the Consumer

Credit Protection Act are stricter

than Federal requirements, the

State requirements shall govern, as

enforced bythe Bank Board.

Title XIII. NOW Accounts

Now accounts are no longer pro-

hibited for depository institutions in

New York. The title is effective

upon enactment.

Title XIV. Insurance of IRA and

KEOGH Accounts

IRA and KEOGH accounts are

now insured by the FSLIC up to

$100,000 . This title is effective on

enactment.

Title XV. Miscellaneous

Provisions

This title contains three provi-

sions of interest. The first extends
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until February 27 , 1981 , the prohi-

bition against imposing a surcharge

on a credit card transaction.

The second section permits fi-

nancial institutions, the business of

which consists predominantly of

serving the needs ofmilitary person-

nel who are not located within a de-

fined geographic area , to define,

for Community Reinvestment Act

purposes , their entire community to

include their entire depository base

regardless ofgeographic proximity.

Finally, the bill allows the Comp-

troller of the Currency to charter

national banks for the limited pur-

pose of acting as trust companies.

This provision is relevant to the case

of National State Bank of Eliza-

beth, New Jersey v. Heimann, in

which the Comptroller's authority

to charter a limited- service national

bank is at issue , as well as the Bank

Board's authority to permit a Fed-

eral savings and loan, through its

service corporation, to invest in

such a limited entity.

Title XVI. Interest Rate Control

This title, effective upon enact-

ment, extends rate control until

December 15 , 1980 , but eliminates

the differential with regard to sav-

ings deposits and accounts from

which automatic transfers can be

made to demand accounts of the

same depositor at the institution.

Title XVII .- Federal Savings and

Loan Investment Authority

Title XVII , in addition to effect-

ing a nonsubstantive , clarifying re-

organization of section 5 (c) of the

Home Owners' Loan Act, provides

Federal savings and loans with ex-

panded investment authority pro-

posed by the Bank Board. These

proposals are found in four provi-

sions. First , dormant authority to

invest in urban renewal areas is

transformed into the ability to in-

vest up to 5 percent oftheir assets in

areas receiving concentrated devel-

opment assistance under the Hous-

ing and Community Development

Act of 1974 , as amended .

Second, Federals are permitted

investments in prudent obligations

of their States or political subdivi-

sions thereof, if such obligations are

used for rehabilitation , financing,

or construction of residential real

estate. Investments under this pro-

vision may not exceed the amount

ofthe association's net worth.

Third, such associations will have

unlimited authority, as to dollar

amount, location or percent of as-

sets, to invest in rehabilitation

loans.

Fourth, Federals will be allowed

to invest in individual co-op loans.

In addition, the bill allows un-

limited investment in State Housing

Corporation obligations secured by

loans insured under provisions of

the National Housing Act.

Title XX.-Electronic Funds

Transfers

The Electronic Funds Transfer

Act adds a new title (Title IX) to

the Consumer Credit Protection

Act. The basic purpose of the act is

to provide a framework establishing

the rights, liabilities, and respon-

sibilities of participants in EFT

systems with the emphasis on pro-

viding consumer rights.

The act applies to any transfer

not originated by check, draft, or

similar paper instrument related to

account established primarily

for personal, family, or household

purposes which is originated

through :

an

(1) an electronic terminal ,

(2) telephone,

(3) computeror magnetic tape.

Point- of- sale transfers , auto-

mated teller transactions , direct

deposits and withdrawals , and tele-

phone transfers are covered . Also

covered are check guarantee and

authorization services ; security and

commodity sales ; transfers by a fi-

nancial institution for a consumer

through a service that transfers

funds held at a Federal Reserve

Bank or other depository institution

and which is not designed primarily

to transfer consumer funds ; auto-

matic transfers from savings to

checking accounts to cover over-

drafts or maintain an agreed upon

minimum balance ; and telephone

transfers not made pursuant to a

prearranged plan are not covered.

Financial institutions covered by

the act include : State or national

banks, State or Federal savings and

loans, mutual savings banks , State

or Federal credit unions, and any

person who directly or indirectly

holds an account belonging to a

consumer.

As in earlier versions of this act,

the Fed, in consultation with the

agencies charged with enforcing the

Act, is authorized to prescribe im-

plementing regulations . The Fed is

also required to prepare an eco-

nomic impact analysis of the costs

and effects (including additional

paperwork) of EFT on the partici-

pants and the effects on competi-

tion of the provision of these serv-

ices and their availability to con-

sumers .

Disclosure: The act requires a

financial institution to disclose the

terms and conditions of the EFT at

the time the consumer contracts for

it- in a manner to be regulated by

the Fed. Among the terms which

must be disclosed are :

(1) the consumer's liability for

unauthorized EFT's and , at the in-

stitution's option, notice of the ad-

visability of promptly reporting any

loss, theft, or unauthorized use of

the means of access ;

(2) the telephone number and

address of the person to notify

about unauthorized use;

(3) the type and nature of EFT's

which the consumer may initiate

(including any limitations on

these) ;

(4) any charges for EFT serv-

ices ;

(5) the right and procedure for

stopping payment on preauthorized

EFT's ;

(6) the consumer's right to doc-

umentation of EFT's;

(7) summary of the error resolu-

tion procedures (which must be
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sent at least once each year) ;

(8) the institution's liability to

the consumer;

(9) a description of the circum-

stances in which the institution will,

in the ordinary course of business ,

disclose the consumer's account in-

formation to third persons.

Error Correction : Within 60

days of receiving the documenta-

tion of the transfer, the consumer

must notify the institution of any er-

ror made . The notification bemay

oral or in writing, identifying the

accountholder and account num-

ber, stating the consumer's belief

that an error has occurred and the

reasons for that belief.

The institution has 10 days to in-

vestigate and determine whether an

error was made. It may require the

consumer to give it written confir-

mation of the allegation of error, if

it so advises the consumer when first

notified . The financial institution

has one business day to correct the

error after it is discovered .

Alternatively, within 10 days of

receiving notification of the alleged

error, the financial institution may

provisionally recredit the consum-

er's account and take up to 45 days

to investigate the alleged error. If

the financial institution determines

that an error did not occur, it must

report its findings to the consumer

within 3 business days of the com-

pletion of the investigation . A fi-

nancial institution is liable for tre-

ble damages if it:

(1) failed to provisionally re-

credit the account (provided it did

not require written confirmation of

the alleged error which was not re-

ceived within the applicable time

limits) ;

(2) did not make a good faith

investigation ; or

(3) knowingly and willfully con-

cluded that no error had been made

when such a conclusion could not

have reasonably been drawn.

An error includes :

(1) anyunauthorized EFT ;

(2) an incorrect EFT ;

(3) the omission of an EFT from

a periodic statement ;

(4) a computational error ;

(5) the receipt of an incorrect

amount ofmoney from a terminal ;

(6) a consumer's request for ad-

ditional information or clarification

or documentation concerning his

account ; or

(7) any other error described in

the Fed's regulations.

Documentation : For each EFT

made at an electronic terminal

(i.e .. a point- of- sale terminal,

ATM , or cash dispensing ma-

chine) , the financial institution

must directly or indirectly provide

the consumer with written docu-

mentation of the transfer which

identifies the amount, date, and

type oftransfer ; the account affect-

ed by it ; the third party to whom

funds are transferred ; and the loca-

tion of the terminal at which the

EFT is made. Where a preauthor-

ized EFT from the same payor is

made at least once in each succes-

sive 60-day period , the financial in-

stitution must elect to give the con-

sumer either positive notice when

the credit is made or negative notice

when itis not made as scheduled .

Except for passbook accounts,

where an entry in the passbook is

sufficient or accounts whose only

EFT activity is direct deposits for

which quarterly statements are suf-

ficient, the financial institution

must give the consumer at least a

monthly periodic statement of his

account's activity. These statements

and documentation constitute

prima facie proof that such trans-

fers took place.

Stop Order: Preauthorized

EFT's may be authorized only in

writing. A consumer may stop pay-

ment on a preauthorized EFT

either orally or in writing at any

time up to 3 business days before

the scheduled transfer. The finan-

cial institution may require that the

oral notification be confirmed in

writing within 14 days. Where vari-

able amount transfers are made to

thesame payee, the institution must

notify the consumer in advance of

the amount and date of transfer.

Consumer Liability: The con-

sumer's liability for unauthorized

transfers is basically limited to $50

unless the loss would not have oc-

curred but for the consumer's fail-

ure to report within 60 days of

transmittal of the statement any

unauthorized EFT which appeared

on the statement . If a card is lost or

stolen and the consumer does not

notify the institution within 2 busi-

ness days after learning of the loss

or theft , the consumer may be

liable for up to $500 .

Institution Liability: Financial

institutions will be liable for all

damages proximately caused by

their failure to properly execute an

EFT transaction , except where the

customer's account has insufficient

funds, the funds are subject to legal

process, such transfer would exceed

an established credit limit , an elec-

tronic terminal has insufficient cash

to complete the transaction, or as

otherwise prescribed by the Fed . In

addition , a financial institution

would not be liable where it proved

by a preponderance of the evidence

that the action resulted from an ac-

tion of God or other circumstances

beyond its control , or a technical

malfunction known to the consum-

er at the time he or she initiated an

EFT .

Unsolicited Cards: The Act pro-

hibits the distribution of unsolicited

EFT cards . A financial institution

may, however, distribute unsolic-

ited debit cards, codes or other

means of access , if such items are

not validated .

The provisions concerning con-

sumer liability and unsolicited

cards take effect 90 days after the

date of enactment. The remainder

of the title takes effect 18 months

after the date of enactment.

Title XXI .-Effective Date

Except where otherwise stip-

ulated, the bill will become effec-

tive 120 days after the President

signs it.
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A Quarterly Review

Housing

Eco
nom

ic

&

Developmen
ts

Private housing starts averaged
rivate housing starts averaged

a seasonally adjusted annual

rate of 2.08 million units during the

third quarter of this year. Thus,

despite much sharper increases in

short-term interest rates than were

projected in my last quarterly re-

view, there was no moderation in

the housing boom during the third

quarter. As of September, single-

family starts had been at or above a

rate of 1.45 million units for 6 con-

secutive months.

The ability to finance such a con-

tinued high rate of housing activity

is attributable , in large part, to the

continued large inflow of savings

into savings and loan associations

because of the 6-month money

market certificate , first introduced

at the beginning of June. At the

time of this writing, sales of money

market certificates remained strong

despite the rising interest rates that

S& L's have had to pay in order to

bid for these funds. Associations

have continued to funnel a high

percentage of this money into the

mortgage market . In addition , the

ability and willingness of the Fed-

eral Home Loan Bank System to

byMarshall A. Kaplan, Director

Special Studies Division

Office ofEconomic Research

provide advances on a liberal scale

to member institutions has contin-

ued to provide additional funds for

mortgage lending.

Meanwhile, the underlying de-

mand for housing has continued to

be vigorous. As emphasized in

earlier reviews , housing demand

has benefited from the rapid rate of

household formation , the greater

investment mentality on the part of

home purchasers that has made

them more willing to accept high

mortgage interest rates, and the

lack of any significant overbuilding

nationally in either single- family or

multifamily housing markets such

as developed in the early 1970's.

However, as of this writing, there

has been some fall- off in new home

sales , although existing home sales

have remained sturdy. It is becom-

ing increasingly likely that housing

starts will start declining soon . The

Federal Reserve is continuing to

exert further upward pressure on

short-term interest rates, which is

inevitably going to have an adverse

impact on housing credit, despite

the money market certificate .

There are also some nonfinancial

factors , discussed below, that

should cause a decline in housing

starts.

been amazingly good and is not

likely to weaken to the same degree

as in past tight credit periods unless

interest rates escalate well above the

peaks of 1974. While housing will

inevitably begin to show the impact

of rising interest rates, we can

probably look forward to total

housing starts of about 1.8 million

units next year after two years of

close to 2 million housing starts . If

interest rates peak by the end ofthis

year or by early next year, starts

could be recovering fairly sharply

toward the end of next year.

Single-Family Housing Demand

New homesales are still high , but

may now be showing a downward

trend . Thus, the seasonally ad-

justed annual rate of new home

sales in August, the latest month for

which we have data now, was

757,000 units. There have been

moderate decreases each month

since the rate of 846,000 units in

May. In contrast to new home sales ,

however, existing home sales, as

reported by the National Associa-

tion of Realtors, does not yet show a

downward trend . Despite high

mortgage interest rates , the resale

market continues an impressive per-

formance, with resale activity in

Nonetheless, housing activity has August at a seasonally adjusted an-
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nual rate of 4.1 million units . This

is the highest rate this year.

The inventory of unsold homes

was 425,000 units in August com-

pared with 392,000 units in August

1977. Total unsold homes repre-

sented 6.8 months of new home

sales nationally at the current sales

rate in August 1978 compared with

5.8 months in August 1977. This is

by no means a sharp advance in the

overhang of unsold homes. Yet,

with single-family starts remaining

strong in September, we could be

approaching a point where the

overhang of unsold homes becomes

a matter of increasing concern if

the recent downward trend in new

home sales persists.

Regardless of these recent devel-

opments, however, builders have

been cautious in not starting too

many unsold homes in an environ-

ment of escalating costs in which it

is difficult to predict what a proper

selling price should be.

This is brought out by the fact

that the 268,000 unsold homes

under construction in August

represented only 34 percent ofthe

total 791,000 homes under con-

struction. In this respect, builders

have been behaving more rationally

20 FHLBB JOURNAL/NOVEMBER 1978



1

than in 1973-74 . Thus, even if new

home sales continue to drop, the

overhang of unsold homes is unlike-

ly to reach the serious proportions

that it did in the early 1970's. This

should prevent single-family starts

from falling as sharply as in 1974

unless the financial environment

becomes significantly more adverse

than seems likely now.

The strength in existing home

sales is especially impressive since

mortgage interest rates on financ-

ing for existing home sales represent

current loan commitment rates, un-

like the new home market, where a

fairly significant number of homes

carry financing terms that are

below the current market rate . It is

difficult to see a really sharp decline

in new home sales as long as the

resale market remains strong since

most purchasers of new homes are

sellers of existing homes.

As noted in previous reviews,

there is still a stout underlying de-

mand for single-family housing, re-

flecting the high rate of household

formation, the bulge in age groups

that normally purchase homes, and

the investment mentality that has

stimulated home sales.

Multifamily Housing Market

The rental market continues

tight nationally, with the vacancy

rate at 5 percent in the third quar-

ter of this year. Also, the sales rate

of newly completed multifamily

condo and coop apartments has im-

proved dramatically and the mar-

ket absorption rate of new multi-

family rental units has stabilized at

a high level through at least the sec-

ond quarter of this year. Unlike the

early 1970's, we do not have an

overhang of apartment projects

with an unforeseeable market de-

mand.

The tightness in rental markets

continues to have only a modestly

favorable impact on unsubsidized

rental construction because the ac-

celeration in rent increases is still

lagging behind construction and

maintenance costs. Higher interest

rates on apartment mortgages- in

excess of 10 percent― are now com-

pounding the problem. Thus, the

economics of the unsubsidized rent-

al market is still basically unfavor-

able.

The spread of rent control in

California and other areas, and the

mere fear that this may spread fur-

ther, is an additional inhibiting fac-

tor on rental construction. There is,

in fact, considerable question about

the future of private rental con-

struction in this country now. There

does, however, appear to be much

more strength in the unsubsidized

condo market, since the same in-

vestment mentality that is at work

in the single-family housing market

is at work here , making potential

purchasers less sensitive to price and

interest rates. In addition , Federal-

ly assisted Section 8 rental construc-

tion has picked up recently, accord-

ing to HUD data .

Economic and Financial

Framework

Housing has been much more in-

sulated from the impact of rising

interest rates over the past year then

was the case in previous periods of

tight credit. A major reason has

been the 6-month money market

certificate , which has permitted

depository institutions to compete

on a market basis for short- term

funds. However, the strong under-

lying housing demand and the in-

vestment mentality that have ex-

isted have blunted the impact of

higher mortgage interest rates on

the demand for housing . This does

not mean that rising interest rates

have not had some adverse effect

upon housing. It is likely that hous-

ing starts might have reached 2.1

million units this year rather than a

currently projected 1.97 million

units if it were not for rising interest

rates , since savings flows, housing

credit availability, and mortgage

interest rates would have been more

favorable for housing.

As noted in the last review, there

is a large divergence of opinion with

respect to future economic devel-

opments. In particular, there are

strongly divergent opinions with

respect to the outlook for infla-

tionary pressures and interest rates.

On the one hand, many economists

still insist that a projected fall - off in

economic activity will bring with it

a decline in interest rates, perhaps

in the near future . On the other

hand, there are those that believe

that the recent growth in the econ-

omy has brought us at or close to

capacity limits in many key mar-

kets . This latter school of thought

foresees the potential for consider-

able further escalation of interest

rates , or at least the maintenance of

very high short- term interest rates,

through much or all of next year.

To repeat again what was said in

the last quarterly review, an impor-

tant area of divergent opinion is the

role of Federal Reserve monetary

policy. Those who put major em-

phasis on interest rates as an indi-

cator ofmonetary policy argue that

such policy has tightened consider-

ably over the past year. However,

those who put their emphasis upon

the growth in monetary aggregates

conclude that monetary policy has

been easy because of the substantial

growth in monetary aggregates and

the fact that the growth in M1 , de-

mand deposits and currency, has

been well above the Federal Re-

serve's target range. Even M2,

which includes M1 as well as con-

sumer savings and time accounts at

commercial banks, has recently

been above the top of the Federal

Reserve's growth range . This latter

school of thought argues that the

continued rapid growth in mone-

tary aggregates represents an easy

moneypolicy and, far from pushing

up market interest rates, has held

interest rates, at least those in the

short-term maturity range, below

what they otherwise would have

been. This school maintains that,

over the longer run, the failure of

the Federal Reserve to slow down

the growth in monetary aggregates

through permitting short- term in-
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terest rates to rise more sharply in

the near term merely aggravates in-

flation and inflationary psychology

and, ultimately, leads to higher in-

terest rates.

For purposes of assessing the

housing outlook, I assume that

short-term interest rates should

peak either late this year or early

next year. While the rate of real

economic growth did not fall off as

sharply in the third quarter as some

expected, the preliminary real GNP

growth estimate of 3.4 percent per

annum still does not represent a

boom type of economy. There are

still good prospects that the econ-

omy will begin to weaken signifi-

cantly sometime during 1979.

Thus, it is difficult to foresee a

continuation very long in the cur-

rently very low ratio of personal sav-

ings to disposable personal income.

This low ratio has partly reflected

inflationary psychology, but the

continued maintenance of a high

rate ofinflation is bringing with it a

leveling off in the growth of real

personal and household income . It

could even lead to a cessation of

growthin real income.

We could then expect to see a

much higher savings rate such as
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was prevalent during the highly in-

flationary period of 1974. This

would bring with it a sharp slow-

down in the growth in consumer

spending and an involuntary rise in

inventories that would reduce out-

put designed to add to inventories .

However, given the low overall

inventory-sales ratio and the lack of

the type of speculative inventory

buildup that we had in 1973-74 , we

are unlikely to get the type of reces-

sion that developed then .

Nonetheless, it is highly probable

that we can expect at least a growth

recession ; i.e. a period of only

nominal real GNP growth some-

time next year, perhaps after mid-

year.

In the near-term , we can expect

the Federal Reserve to permit short-

term interest rates to rise more

although remaining reluctant to

permit a rise that would bring the

growth in M1 (and possibly M2)

within its announced target range.

If and as the economy slows down

next year, short-term interest rates

will likely decline.

If a growth recession becomes

evident at some point, the decline

in short-term interest rates and

Federal Reserve actions designed to

validate this will produce a much

sharper drop in these rates . So far,

however, there is little to be opti-

mistic about with respect to the

future prospects for bringing down

the rate of inflation.

Housing Outlook

The above financial scenario im-

plies declining housing sales and

starts through perhaps mid- 1979 ,

although not as sharply as during

previous tight credit periods. After

that, there could be a fairly sharp

rebound in housing sales and starts.

An imponderable in assessing the

influence of interest rates on hous-

ing activity is the degree to which a

further rise in short-term interest

rates may induce depository institu-

tions to stop marketing 6-month

money market certificates aggres-

sively and perhaps even to begin

offering them at a rate well below

the maximum allowable .

We do not have past historical

experience with the money market

certificate that would permit us to

evaluate this possibility. Hence , we

do not know the degree to which

further rises in short-term interest

rates will affect the volume of sav-

ings flows through depository insti-

tutions and the resulting impact on

housing activity and mortgage in-

terest rates .

I am ,
nonetheless , assuming

some impact on the willingness of

depository institutions to continue

offering money market certificates

as aggressively and at the maximum

rate. This is because of the uncer-

tainty about how much longer high

interest rates will persist and the

resulting uncertainty about how

long high rate money market certif-

icates will remain on the books.

This is despite the fact that con-

tinued aggressive marketing of

money market certificates still

makes sense to the typical S&L in

terms of longrun profitability.

Competition could, of course, still

put pressure on depository institu-

tions to continue offering money

market certificates on a large scale .

Regardless of future savings

flows, continued increases in the

bank prime lending rate are push-bank prime lending rate are push-

ing up construction loan interest

rates , which are typically pegged

above the prime rate . This will add

further to construction costs, espe-

cially with the lengthened period of

time that it now takes builders to

complete new homes.

Mortgage interest rates well

above 10 percent are also now be-

coming a distinct possibility. Not

only would usury laws have a signif-

icantly adverse effect on mortgage

lending, once mortgage rates esca-

lated generally above 10 percent ,

but the willingness of first-time

home purchasers to tolerate an in-

creasing proportion of income go-

ing into housing is not unlimited ,

despite the investment merits of

homeownership . Further , increases

in mortgage interest rates would

then most certainly turn off home

purchasers in increasing numbers.

If the inflation rate continues to

exceed the rate of increase in per-

sonal income, as it has for the last 2

months, the resulting decline in the

real income of individuals and

households would have a negative

impact on the demand for housing.

In addition , the very strong in-

vestment mentality that made home

purchasers relatively insensitive to

high mortgage interest rates has un-

doubtedly led to some borrowing of

housing sales from the future . We

are beginning to get to the point

where it is reasonable to expect that

home sales should taper off—and

the data indicate that new home

sales may possibly be doing so-

because this borrowing from the

future cannot last indefinitely.

There are certainly conflicting

considerations , some positive and

some negative, with respect to the

future outlook for housing. On bal-

ance, however, the mere creation of

a new type of money instrument-

the money market certificate-

cannot by itself prevent tighter

credit from having an adverse effect

on housing. It has undoubtly de-

layed and muted this adverse im-

pact and will deflect more of the

adverse impact of tight credit to

other sectors of the economy. How-

ever, as a long-lived capital good,

housing is a highly postponable

item and, if and as interest rates

continue to rise further, housing is

bound to be adversely affected .

Given the outlook sketched

above, it is likely that housing starts

will average about 1.8 million units

next year, with the low point

reached perhaps in the second

quarter. But with the still strong

underlying demand for housing,

housing starts could recover possi-

bly to the 1.9- to 2-million unit

range in the final quarter of 1979,

although a continuing high rate of

inflation and a more pessimistic fi-

nancial scenario would reduce the

probability of this occurring.
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TheNew

England

Experience

With AMI's

TheyTend to

Thrive in a

Competitive

Environment

M

ortgage loans in New Eng-

land are originated pri-

marily by thrifts, predominantly

mutual savings banks. For example,

at yearend 1975 , ofsome $28 billion

of residential 1- to 4-family mort-

gages outstanding, roughly 88 per-

cent was held by thrifts and over

$17 billion, or 62 percent of the

total, was held by mutual savings

banks .

New mortgage instruments are

still quite recent in New England,

however. The first modern variable

rate mortgage there was offered in

1974. A second lender began to

offer a VRM in late 1975. In the

short period that has elapsed since,

a number of New England lenders

have begun to offer nonstandard

mortgages, but this type of lending

is still in an early stage.

There seem to be two generations

of alternative mortgage experience

in the area. The first has been doc-

umented by the Federal Reserve

Bank of Boston . In response to a

1 "Variable Rates on Mortgages : Their

Impact and Use, " New England Economic

Review, March/April 1970 , pp . 3-20.

byMaurice Weinrobe

Associate Professor ofEconomics

Clark University

Worcester, Mass.

survey undertaken in 1969, a sub-

stantial number of financial institu-

tions in the New England States re-

ported that they had some kind of

variable rate provision included in

some or all of the mortgages they

were originating. Of 532 respond-

ents from 573 institutions , about 25

percent were actively using variable

interest rate provisions. As a conse-

quence ofthe rise in mortgage rates

in the late 1960's and early 1970's,

however, some State laws were

changed, and individual lenders

changed the character of their

mortgages, mostly away from vari-

able rate provisions.

The second generation of AMI

experience has been the subject of a

survey of New England thrifts con-

ducted for the Federal Home Loan

eral Home Loan Bank of Boston in

Bank Board by the staff of the Fed-

1977 as part of the Bank Board's

Alternative Mortgage Instrument

Research Study. This survey has

been supplemented by a series of

follow-up interviews conducted by

the author in person and by tele-

phone.

2

At present, all AMI activity in

New England is in the form of vari-

able mortgages-either rollovers

with three- or five-year terms or

variable rate mortgages.

At the time of the FHLBB sur-

vey, four thrifts were found to be

the principal writers of VRM's-

three savings banks and one coop-

erative bank. As of yearend 1976 ,

these 4 institutions had made a total

of$84 million in VRM loans, a very

small portion of the total residential

mortgages held by thrifts in the 6

Northeastern States. The sum of

VRM's held by all other thrifts re-

porting in the survey was approxi-

mately $12 million.

Rollover mortgages were offered

2 For a full description of the FHLBB sur-

vey, see D. P. Rochester and R. G. Marcis ,

"National Survey of Current AMI Activity, "

in Volume 1 , Alternative Mortgage Instru-

ment Research Study, edited by Donald M.

Kaplan, FHLBB, 1977.

before VRM's and their amount

outstanding, although small , was

almost 3 times that of VRM's-

$275 million compared with $95

million. Again, most of the ROM

activity was reported by only 4

lenders- all mutual savings banks,

holding 84 percent ofthe ROM's on

institution books.

An item of considerable interest

is the index rate used with variable

mortgages. In California, the index

is set by regulation . In those New

England States in which VRM's are

allowed, there is no established in-

dex . The most frequently used in-

dex for the VRM's covered in the

FHLB survey was the U.S. effective

rate on combined construction/pur-

chase new home contracts , a na-

tionwide index published monthly

by the Federal Home Loan Bank

Board. This was employed by 7 of

13 institutions studied . The second

most popular index was the FHLB

District I cost- of-funds for three in-

stitutions. Another institution used

its own cost of funds and the last

two used the FHA ceiling rate.

A matter ofwhich much has been

made is that of choice-the availa-

bility to the borrower of a choice

between any AMI (especially a var-

iable interest rate mortgage) and a

standard, fixed-rate , level-payment

mortgage . The FHLB survey clearly

indicated that only 2 lenders of the

13 thrifts writing VRM's did not

originate standard mortgages . A

third institution initially offered

VRM's exclusively, but subsequent-

ly switched its policy and began

allowing a choice between standard

mortgages and VRM's.

An initial interest rate differen-

3 The California index is the California

savings and loan weighted average cost- of-

funds index, a series computed by the Fed-

eral Home Loan Bank of San Francisco and

published semiannually.

All three institutions are in Maine.

There is no legal restriction to use this index

in the State, so it seems more a case of

follow- the- leader. Indeed, the widespread

use ofthe somewhat unusual combined con-

struction/purchase new home contracts also

seemsto be a matter offollow -the- leader .
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tial between standard mortgages

and both ROM's and VRM's is the

rule in New England . For VRM's,

the initial interest rate is almost

always one-half a percentage point

below standard mortgage rates . On

ROM's, it is typically either a

quarter or a half percentage point

lower. There are also some typical

nonprice features that go with both,

such as a reduced prepayment pen-

alty, assumability, and a longer

term to maturity than for a stand-

ard mortgage.

There has been very little activity

in New England in graduated pay-

ment mortgages to date . A few in-

stitutions have tried a step form of

the mortgage, but activity seems to

have been very slow and it is no

longer being actively promoted .

Recently, however, new interest in

the GPM has developed and 1978

should see more action in this type

ofinstrument than earlier years.

VRM's vs. ROM's

As regards VRM's and ROM's,

there has been no tendency among

a group of lenders to offer one but

not the other. This seems to be be-

cause borrowers treat the two AMI's

as much the same type of instru-

ment, while lenders are sufficient-

ly competitive to want to try var-

iations of a single basic idea. For

analytical purposes, we will treat

ROM's and VRM's as much the

same and refer to them as variable

mortgages-VM's.

It is a familiar argument that

lenders benefit from VM's because

the instrument serves to shift risk

from lender to borrower . But there

are two curious aspects of lender

behavior that deserve explanation .

First, it seems to be the case that ,

when one lender in an area begins

offering VM's, some, but not all

others in the same area , tend to

follow. Second, there is a tendency

for lenders who begin a variable

mortgage program with the expec-

tation that VM's will be their domi-

nant mortgage form subsequently

to reduce the intensity of that ef

fort. These two facts seem slightly

inconsistent and deserve scrutiny.

They at least seem to conflict with

the idea that VM's are simply lend-

er oriented. If so , why don't all

lenders offer them and why don't

they stay with them exclusively?

The fact that a VM has special

characteristics that make it desir-

able to lenders also means that

these characteristics will be obvious

to consumers. The characteristic

that appeals to lenders is that the

VM will behave a bit more like a

short-term instrument, periodically

rolled over, than like a long- term

security.

In a world characterized by risk

aversion, the lender must compen-

sate borrowers in some way to at-

tract them to the VM. But as soon

as the compensation is offered , the

nature of the instrument is

changed. Now it is not only subject

to greater debit rate variation (i.e.,

borrower risk) , it also exhibits

either a lower initial rate of interest

and/or a reduced prepayment pen-

alty. It is perfectly natural that the

new characteristics will appeal to

consumers more than tosome

others .

In the case of variable mortgages

in New England , two or three char-

acteristics are quite important .

First, recall that initial rates on

VRM's and ROM's have been one-

half and one- quarter percentage

points lower than on similar term

standard mortgages. Second , for

VRM's, there has typically been a

one-year grace period during which

rates may not be changed. Third ,

in most cases, the VM's have elimi-

nated prepayment penalties, al-

though this has typically not been

important in New England.

These three characteristics

should , in combination, be very ap-

pealing to some borrowers. Simply

put, if an individual is offered an

interest- rate differential between a

VM and a standard mortgage, that

differential represents a bonus of a

sort which will grow as long as it is

maintained . Additionally, once the

difference is allowed to accumulate,

as in a savings account, it will earn

interest. The differential offers a

kind of insurance policy, the bene-

fits of which are closely related to

how long homeowners plan to re-

main in their houses or, perhaps, to

continue their present mortgages.

One can hypothesize that individ-

uals with short- term outlooks would

be attracted to VM's. Whether they

would prefer a VRM or ROM is

considerably less important than

that they would prefer the VM to

the standard mortgage.

Suppose one is offered a VM with

a one-half percentage point differ-

ential, a one-year delay before rates

can be increased , and an allowable

increase of one-quarter point per

six months after the first year. Even

ifthe index rate rose so quickly as to

make for a "worst case" situation ,

the differential would allow a VRM

borrower to stay ahead of a stand-

ard mortgage borrower for roughly

three and one half years. Another

way to put it is this : The present

value of the initial and subsequent

mortgage payments for a VRM and

a standard mortgage would be

equal for the first three and a half

years in this worst case situation .

Borrower Characteristics

In lending institutions offering a

free and full choice between some

kind of VM and a standard mort-

gage, the experience universally has

been that borrowers selecting the

VM are families or individuals with

a shorter home tenure expectancy

than those selecting a standard

mortgage. Our original presump-

tion was that the typical VM bor-

rower would be young and upward-

ly mobile . Although this may be

true to some degree, it is not the

telling characteristic— area resi-

dence expectancy is .

A number of lenders reported

that their typical VM borrower is an

employee of a large corporation ,

often middle-aged and in middle

management. Such individuals typ-

ically would be shifted by their
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employers to an area where they

reasonably could expect to remain

for a period of three to five years .

Thus, forthem , the period oftenure

is within the ordinary protection

umbrella of the safeguards on a

VM. Young families might well fall

into this classification , but not

universally or even necessarily fre-

quently.

As one moves from lenders offer-

ing a full choice of mortgage in-

struments to those who push or even

require a certain instrument, the

waters tend to become a little

cloudier, but not always. One

lender allowed something of a

choice between a fixed and variable

rate instrument on regular single-

family properties , encouraging the

VM but not requiring it . On vaca-

tion homes, however, borrowers

were limited to a VM. The geo-

graphic markets in which the vaca-

tion and residential properties were

located were different, but both

were characterized by a competitive

environment. The consequences of

the restriction were quite interest-

ing. With regard to the residential

market, borrowers made their own

choices between VM's and standard

mortgages.

But in the vacation market, the

lender was surprised at the re-

sponse-virtually its entire market

share vanished . Our own analysis of

this would be that purchasers of

vacation homes do so with long-

term ownership in mind. They may

well consider vacation spots not

only as a place to visit annually, but

as possible retirement homes as

well. Predictably, such individuals.

strongly prefer a fixed- rate mort-

gage.

We conclude that the borrower's

expected length of tenancy is the

first important factor in the VM vs.

fixed-rate mortgage decision , and

borrowers have acted in a manner

consistent with our analysis.

A question that follows immedi-

ately is whether lenders have erred

by offering VM's at the currently

popular terms. Lenders themselves

disagree. Some would argue that

the quarter-point ROM and half-

percentage point VRM differen-

tials, combined with certain non-

price features, are too generous.

Others argue that the differentials

are appropriate, but that the in-

dexes used are faulty. Still others

argue that there is nothing wrong

with either differential or index.

It would seem clear that, as a

consequence of risk shifting, some

kind of differential or nonprice in-

ducement is ordinarily necessary to

encourage borrowers to choose a

VM . As prepayment penalties are

unimportant in New England , a

rate differential is natural. Its size

should be established by market

forces and, in theory.in theory, should

change from time to time in ac-

cordance with interest rate expecta-

tions . Similarly, whether the in-

dexes currently in use are optimal is

debatable, but in time one can ex-

pect improvements in choice of in-

dex as well as in the type of contract

and the general design of the mort-

gage.

We have seen that VM's appeal

to a specific class of borrowers.

When given a choice between VM's

and fixed-rate , level- payment

mortgages at currently prevailing

terms , this class will freely chose a

VM. One can also presume that

there exists a group of lenders who

are interested in writing a large

volume of mortgages. Such lenders

will naturally find it appealing to

court various segments of the mar-

ket. They can encourage business

bydoing something other than low-

ering rates to any and all comers.

There is some evidence that lenders

have sought to compete for the class

of borrowers we have been focusing

on.

Further, the type of borrower we

are talking about is a low- risk bor-

rower. For that reason alone , it

would be in the lender's interest to

offer a differential to the class .

Using variable mortgages is a con-

venient way to implement the dif

ferential .

The New England Lesson

In essence, the lessons ofthe New

England experience are as follows :

In a competitive environment,

new and different mortgage types

will tend to thrive. Because New

England is a capital surplus mort-

gage market, competition in at-

tracting borrowers tends to be par-

ticularly aggressive . This has led to

an attempt on the part of lenders to

offer types of mortgages that have

an appeal to specific groups of con-

sumers . While lenders may not have

known from the start that their at-

tempts to change the nature of the

mortgages they offered was an at-

tempt to appeal to specific borrow-

er types, they were quickly led, via

the market place , to tailor the fea-

tures of their instruments in such a

way as to attract identifiable types

of customers .

The introduction of AMI's in

New England appears to have been

beneficial to the borrowing public.

As long as competition is fostered in

local mortgage markets and as long

as mortgage lending in the region is

aggressive , AMI's should result in

individual and social benefits.

For now, we can say that the ex-

perience with variable rate and

rollover mortgages also has been

educational for both lenders and

borrowers. It seems unlikely at this

time either that AMI's will take over

the mortgage market and eliminate

standard mortgages or that they

will disappear as they did in the ear-

ly 1970's . Rather, we can expect

gradual changes in the features of

the AMI's and somewhat less future

controversy over the entire subject.

The most interesting feature of

the New England experience and

one that merits attention is that,

when given a choice between the

variable interest rate mortgages and

standard mortgages, a segment of

the population systematically selects.

the new instruments. Further, this

is a rational decision which seems to

satisfy the desires of both lenders

and borrowers.
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Net

et earnings of savings and loan associations

rose for the sixth consecutive semiannual peri-

od during the first half of 1978. Earnings growth both

absolutely and relatively in the most recent 6 months ,

however, was the smallest in this 3-year period. Net in-

come of FSLIC-insured savings and loan associations

betweenJanuary and June totaled $1,87 million, only

$145 million, or 8 percent, more than in the second

half of 1977 , whereas net income had risen by $252

million, or 17 percent, in the preceding period.

Nevertheless, net income of insured associations

both before and after taxes was a record in absolute

terms. Moreover, the annualized ratio of net income

after taxes to average assets increased by 0.01 percent-

age points to 0.81 percent. This was the highest for

this measure of profitability since the 0.82- percent

ratio for the first half of 1973 and otherwise the high-

est since the 0.98-percent ratio for 1962 , just prior to

the imposition of significant Federal income taxes

upon associations . The annualized ratio of association

net income before income taxes to average assets rose

by 0.02 percentage points to 1.17 percent, the highest
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since 1950. (See chart 1. )

Even this near- record rate of profitability and a sub-

stantial slowdown in the rate of deposit growth caused

by rising market interest rates, however, resulted in

only a modest improvement in the ratio of net worth to

savings balances at insured associations during the first

half of 1978. This ratio rose only slightly to 6.57 per-

cent, from 6.47 percent at yearend 1977 and the his-

toric low of6.41 percent at midyear 1977.

Thefurther slowdown in the rate of earnings growth

at associations in the first half of 1978 reflected

primarily slower growth in operating income caused

by a reduced growth in mortgage portfolios which, in

turn, had stemmed from the dropoff in funds avail-

able from savings inflow for lending. The cost of funds

rose, but relatively modestly, since the higher cost of

the new 6-month money market certificate and 8- per-

cent, 8-year accounts had little impact. They were not

authorized until June 1. Details regarding association

income and expenses are shown in table 1 and de-

scribed more fully below.

Gross Operating Income

Gross operating income of FSLIC- insured associa-

tions totaled $19,296 million during the first half of

1978. This was $1,457 million, or 8 percent, more

than in the preceding 6 months, significantly less than

the $1,787-million rise during the second half of last

year; it was larger in absolute terms and only slightly

smaller in relative terms than the $1,254 - million, or

9- percent, rise in gross operating income during the

January-June period of 1977 , however.

Growth in income from nearly all major sources was

smaller between the second half of 1977 and the first

half of this year than between the first and second

halves of 1977. The largest period -to- period change,

however, resulted from a slight decline in income from

fees and discounts on loans in the most recent 6

months- a decline associated with reduced mortgage

lending-in contrast to the growth in such income

earlier.

Interest on mortgage loans and contracts rose by

$1,268 million, or 9 percent, between the last half of

1977 and the January-June period of this year to total

$15,652 million in the more recent period. This in-

crease was smaller than the 11 - percent rise in the

preceding 6 months and slightly less than the increase

in the first half of 1977.

Much of the reduced growth in mortgage interest

reflected slower mortgage portfolio expansion, as

average mortgage portfolios of insured associations

climbed only about 72 percent in the first half ofthis

year, compared with a nearly 9-percent rise 6 months

earlier. The 11 basis- point increase to 8.39 per-

cent in average portfolio yield in January-June this

year, however, was also less than the 14 basis- point rise

-

during the second half of last year, although the same

as the 11 basis-point increase in the first half of 1977.

The smaller growth in average portfolio yield in the

most recent period than in the preceding 6 months re-

flected entirely the reduced volume of new loans put

on association books noted below. Average rates on

new home loans closed by associations increased by 23

basis points, more than twice the rise 6 months earlier .

Moreover, the spread between average rates on new

loans closed and portfolio yield during the preceding

period widened slightly, although it remained consid-

erably narrower than from late 1973 through 1976 , as

shown in table 2.

Interest from fees and discounts on mortgage loans

totaled $870 million during the first 6 months of

1978 $32 million less than in the preceding 6

months. This was the first period - to- period decline in

fee income since July-December 1974. It reflected a

drop in mortgage loan closings, which fell from $57

billion in the last half of 1977 to $53 billion duringthe

most recent 6 months, as also had been the case in

1974 .

Interest from investment securities and deposits

totaled $1,359 million during the first half of 1978.

This was up 12 percent from the preceding period,

about the same as the increase from the first to the

second half of 1977. The rise in average security

holdings between the last half of 1977 and the first half

of 1978 was quite small, much less than during the

preceding 6 months. But the average yield on such in-

vestments rose much more in the most recent period

than between the first and the second halves of last

year, reflecting the sharp jump in interest rates ob-

tainable on the short-term obligations which make up

the bulk of association holdings of investment secu-

rities.

Interest income from nonmortgage loans totaled

$419 million during January-June. This was $36 mil-

lion more than in the preceding 6 months, largely

because of an increase in the outstanding balances of

such loans. Other operating income- at $996 million

in the first 6 months of the year- was also larger than

in July-December 1977 , but by less than one-half the

increase from the first to the second half of 1977.

Operating Expense

Operating expense of savings and loan associations

totaled $2,974 million during the January-June peri-

od, for $189 million, or 7 percent, more than in the

preceding 6 months. This was a smaller rise than the

10-percent increase during the last half of 1977, but

slightly more than that in the first half of last year.

The slower growth in operating expense in the most

recent period primarily reflected the slower growth of

compensation and other employee expenses. All major

components of operating costs except advertising in-
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Table 1.-Income and Expense of FSLIC-Insured Associations

(Dollarfigures in millions)

1976 1977

1st Half 2nd Half 1st Half 2nd Half

1978

1st Half

Item

Amount

Change

from

preceding
Amount

period

Change

from

preceding

period

Amount

Change

from

preceding

period

Amount

Change

from

preceding

period

Amount

Change

from

preceding

period
5

Gross operating income

Intereston:

Mortgage loans and contracts $10,799 $803 $11,924 $1,125 $12,996 $1,072 14,384 $1,388 $15,652 $1,268

I Investment securities and deposits .. 1,078 -8 1,078 0 1,092 14 1,218 126 1,359 141

Otherloans .. 260 20 296 36 325 29 383 58 419 36

Fees and discounts on loans 620 64 720 100 792 72 902 110 870 -32

Other 679 139 780 101 847 67 952 105 996 44

Total. 13,436 1,018 14,798 1,362 16,052 1,254 17,839 1,787 19,296 1,457

Operating expense

Compensation and other benefits . 1,016

Dal Office occupancy 241

Advertising.. 175

8
5
-

68 1,122 106

17 263

1 170
5

Other 766 57 834

8
2
4
8

1,195 73 1,317 122 1,403 86

22 277 14 300 23 319

182 12 199 17 231 32

68 888 54 969 81 1,021

8
2
2
8
5

19

Total. 2,198 143 2,389 191 2,542 153 2,785 243 2,974 189

Costoffunds

Interest on savings 9,145 757 9,957 812 10,806 849 11,741 935 12,481 740

Intereston borrowing 698 -56 692 -6 671 -21 835 164 1,119 284

Total... 9,843 701 10,649 806 11,477 828 12,576 1,099 13,600 1,024

Net operating income after cost offunds . 1,395 174 1,760 365 2,033 273 2,478 445 2,722 244

Non-operating income. 149 53 223 74 219 -4 188 -31 150 -38

Non-operating expense. 126 -42 181 55 128 -53 180 52 147 -33

Net non-operating income . 23 95 42 19 91 49 8 -83 3 -5

Net income before income taxes. 1,418 269 1,802 384 2,124 322 2,486 362 2,725 239

Incometaxes . 420 78 549 129 651 102 761 110 855 94

Net income 998 190 1,253 255 1,473 220 1,725 252 1,870 145

Selected ratios ¹

To average assets :

Gross operating income . 7.83% .05% 8.01%

Operating expense . 1.28 -.01 1.29 .01

Costoffunds.. 5 7

.01 5.77 .03

Net income .. 0.58 .07 0.68 .10

Intereston savings to average savings . 6.28 .04 6.34 .06

Costoffundsto average savings

and borrowing 6.35 .01 6.40 .05
ST

Interest on mortgages to average

mortgages... 7.87 .13 8.3 .16

2
8

8
8
8
9

.18% 8.05% .04% 8.26%

1.27 -.02 1.29 .02

2
8.21% 8.32% .06%

1.28 -.01

5.75 -.02

0.74 .06

6.35 .01

0
8
8

5.82 .07 5.86 .04

0.80 .06 0.81 .01

6.42 .07 6.46 .04

6.39 -.01 6.48 .09 6.54 .06

8.14 .11 8.28 .14 8.39 .11

Net income to net worth at end

ofpreceding period 10.4 1.6 12.5 2.1 13.8 1.3 15.2 1.4 15.3 0.1

e

' Annualized bydoubling. NOTE: Detail may not add to totals because ofrounding.

Icreased less in the first half of 1978 than 6 months

earlier. The record, however, suggests that at least a

portion of this reduced growth in operating expendi-

tures during the first half of the year was seasonal in

nature .

The ratio of operating costs to average assets ( an-

nualized) was 1.28 percent during the first half of

1978 , down slightly from the 1.29- percent ratio for the

second half of last year. This very minor change was

probably largely seasonal in nature . The ratio re-

mained within the 1.27-1.29 percent range that has

prevailed since late 1974 , as shown in chart 2 .

Costof Funds

Association funds cost $13,600 million during Janu-

ary-June, or 8 percent more than in the preceding 6

months. This was a smaller rise than in late 1977 , as

slackened growth in interest paid on savings accounts

more than offset the larger increase in interest paid on

borrowing.

Interest paid on savings accounts rose 6 percent to

total $ 12,481 million in the first half of the year, con-

siderably less than the 9- percent increase in other re-

cent 6-month periods. This resulted , in part, from

slower growth in savings balances, which rose slightly

less than 6 percent, compared with a nearly 7½ - per-

cent rise from the first to the second half of 1977. A

slightly smaller jump in the effective rate paid on sav-

ings accounts-4 basis points to 6.46 percent in the

first halfof 1978 , compared with a 7 basis- point rise in

the preceding 6 months- also contributed .

Interest paid on borrowed funds rose 34 percent

from the second half of 1977 to the first half of this

year to total $1,119 million . This was substantially

more than the 24 - percent rise in this category from the

first to the second half of last year. It reflected entirely

a sharper rise in average borrowings- 29 percent from

the final 6 months of last year to the first 6 months of

this year, compared with 20 percent from the first to

the second half of 1977. The average cost of borrowed
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Chart 1.-Net Income Before and After Income Taxes of

FSLIC-Insured S&L's as Percent of Average Assets

(Annuallythrough 1964 ; semiannually at annual rates thereafter)

Chart 2.-Operating Expense as a Percent of Average

Assets-FSLIC-Insured S&L's

(Annually and semiannually at annual rates)
Percent

1.20

Before Taxes

1.00

Taxes

0.80

-0.60

AfterTaxes

-0.40

50 52 54 56 58 60 62 64 +68 7066 74 76 78

Percent

1.40

1.30

1.20

1.10

1.00

Semiannual period

Increase in

mortgage

portfolio yield

from preceding

Spread between

interest rates on

newmortgages

period

Table 2.-Changes in Yield on Mortgage Portfolio of FSLIC-

Insured Savings and Loan Associations and Spread Between

Portfolio Yield and Current Mortgage Rates

(Semiannually at annual rate in basis points)

made and

portfolio yield *

'50 '52 '54 '56 '58 '60 '62 '64 '66 '68 70 72 74 76 '78

Annually Semiannually

Chart 3.-Average Interest Dividend Rate on Savings

Accounts , Average Interest Rate on Borrowed Funds, and

Average Cost of Funds-FSLIC-Insured S&L's

(Semiannually at annual rates)

1965-

II .

1966- I -1

II.

1967- I

II.

1968-

II .

1969-

II .

1970- 10

II.

1971- I

II . 11

D
L
1
5
3
2
6
C
U
R
R
E

0 6

Percent

9.00

5

24

72

52

45 8.00

75

9 103 Rate on borrowed funds

7 125

178

192
7.00

177

96

88

1972- 7 55

II . 9 54

6.001973- 1. 8 56

II. 13 110

1974- 12 129 Cost of funds

|| 16 190

1975- 8 157

|| 15 142 Rate on savings accounts
5.00

1976- 13 120

II . 16 107

1977- 1. 11 78

|| 14 78

1978- I 11 54 4.00

*Average contract interest rate on conventional mortgages for purchasing

previously-occupied homes closed by savings and loan associations less mortgage

portfolio yield of FSLIC-insured associations in previous semiannual period .

'65 '66 '67 '68 '69 70 '71 72 73 74 75 76 77 78

funds rose by 25 basis points to 7.55 percent in the

most recent period, about the same as between the

first and the second halves of last year. (See chart 3. )

Nonoperating Income and Expense

Net nonoperating income of associations was negli-

gible during the first half of 1978 , as it was in the

preceding 6 months. Both nonoperating income and

nonoperating expense were smaller than in the pre-

ceding period, but they declined by about the same

amount.

Income Taxes

Provision for Federal, State, and local income taxes

byinsured associations rose by $94 million to $855 mil-

lion in the first half of the year. This was a smaller rise

than the $110-million increase in the second half of

1977, reflecting primarily the slower growth in before-

tax income. The ratio of income taxes to income be-

fore income taxes, however, rose from slightly under

31 percent inthe last halfoflast year to slightly over 31

percent in the most recent period .
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FAIR HOUSING,

EQUALCREDIT, &THE

COMMUNITY INVESTMENT

ACT

Tying Them AllTogether

n May 18 , 1978 , the Federal

Home Loan Bank Board

adopted new regulations
to enforce

the Fair Housing Act and the Equal

Credit Opportunity
Act . These new

regulations
include sections from

regulations
adopted by the Bank

Board in 1972 when the Fair Hous-

ing Act went into effect and contain

several new provisions , both sub-

stantive and technical .

by Lucy H. Griffin

Director, Consumer Division

Office ofCommunity Reinvestment

For example, the new regulations

prohibit the automatic denial of a

loan application on the basis of the

age or location of the dwelling. In

addition, the regulations require

savings and loans to display a new

poster in all of their lobbies ; to

maintain loan application regis

ters ; to provide copies of written

loan underwriting standards to loan

shoppers ; and to inform inquirers

oftheir right to file written loan ap-

plications .

While the Bank Board was draft-

ing the new regulations, it was also

preparing written enforcement

guidelines. The former Office of

Examinations and Supervision con-

vened a special task force of Ex-

aminers and Supervisory Agents last

January to prepare uniform en-

forcement guidelines based on their

investigative and enforcement ex-

perience . As a result, each of the

Bank Board's 12 District offices and

the 12 Federal Home Loan Banks

now have uniform standards and

procedures to follow for enforce-

ment of nondiscrimination regula-

tions.
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The thrust of the enforcement

guidelines is to correct any prob-

lems which have been identified

and to prevent their occurrence in

the future . While correction does

not necessarily relieve associations

of liability to private parties, the

guidelines should help to prevent

practices by associations which

might incur liability in the future.

The enforcement guidelines, like

the regulations, incorporate prin-

ciples applied by Federal courts in

resolving discrimination cases.

The most important corrective

action case is U.S. v. West Peach-

tree Tenth Corporation, in which

the United States sued West Peach-

tree Tenth Corporation , of Atlanta ,

for alleged racial discrimination in

rental housing . The court's 1971

order has served as a model for cor-

rective action in subsequent cases.

The order enjoined West Peach-

tree Corporation from further dis-

criminatory practices and required

it to take the following affirmative

actions: notify identified discrim-

ination victims of the availability of

its rental apartments ; post in a

prominent place a notice that the

apartments are rented without re-

gard to race, color, religion, or na-

tional origin; include in all adver-

tisements a statement that the

apartments are rented without dis-

crimination; instruct all employees

about the decree and appropriate

practices for complying with it ; and

notify all firms which promote

rentals for the defendant that

Peachtree rents apartments without

regard to race, color, religion , or

national origin.

The order further required West

Peachtree to prepare written objec-

tive nonracial standards and crite-

ria for the processing and approval

of applications for apartments . Fi-

nally, the order required Peachtree

to report periodically on applica-

tions for apartments and Peach-

tree's disposition of those applica-

tions.

On February 1. 1978 , the U.S.

District Court for the district of

Utah entered a settlement agree-

ment between Prudential Federal

Savings and Loan Association of

Salt Lake City and the U.S. Depart-

ment ofJustice. The Attorney Gen-

eral had charged Prudential with

discrimination on the basis ofsex by

employing different and more

stringent standards to determine

the credit worthiness of a wife's in-

come, by discounting or disregard-

ing all or part of a wife's income in

determining income qualifications

for obtaining home mortgage and

home improvement loans , by refus-

ing to consider alimony or child

support payments as income for the

purpose of qualifying for a home

mortgage or home improvement

loan, and by giving lower ratings

for mortgage loan purposes to mar-

ried couples who rely on all or part

of the wife's income to qualify for a

loan than to married couples where

only the husband's income was used

to qualify for a loan.

The court-entered settlement

agreement enjoined Prudential

from continuing those practices and

ordered the association to take af-

firmative steps to maintain and pro-

mote equal housing opportunity as

follows: (a) train all employees

who have responsibilities relating to

loans in how to avoid discrimina-

tion on the basis ofsex; (b) instruct

all new employees in fair housing ;

(c) revise underwriting standards

to ensure nondiscrimination in

lending : (d) notify the public gen-

erally and the real estate communi-

ty specifically of nondiscriminatory

policies and practices by letter, by

posting notices, and by advertising;

(e) invite 12 identified individuals

affected by their previous practices

to re- apply for mortgage loans ; (f)

advise the Department ofJustice of

all the complaints received by the

association ; (g) maintain detailed

records on all applications, in-

cluding notes on communications

with the applicant and identifica-

tion of personnel making the nota-

tion, records of all persons making

inquiries of loan availability, and

records showing all loan processing

activity in each branch.

The Bank Board's enforcement

guidelines reflect the affirmative

action principles established by

these cases.

Bank Board Cases

In addition, a number of cases

resolved by the Bank Board illus-

trate the types of action the Board

will take under specific circum-

stances. The cases follow:

Case 1 - A complainant alleged

that his loan application had been

denied because of the racial compo-

sition of the area in which the house

was located. The association had,

in fact, initially denied the loan

and, upon his protest, had recon-

sidered and approved it. In spite of

this subsequent approval, the Bank

Board investigated the complaint

and concluded that, because ofthe

absence of any other valid business

reason for denying the loan applica-

tion, the association had probably

acted in violation of part 528.2 of

the Bank Board regulations. The

Bank Board so advised the com-

plainant and required the associa-

tion to take steps to prevent recur-

rence of a similiar problem in the

future .

The savings and loan association

agreed to conduct complete future

appraisals of any proposed security

properties and use those appraisals

in making its decisions. During the

next examination cycle, the exam-

iners will review the appraisal prac-

tices of the association to ensure

that it is fully complying with

this commitment.

-
Case 2 To resolve a complaint

from a citywide fair housing coali-

tion, the Bank Board issued a con-

sent cease and desist order to pre-

vent future discriminatory practices

by the savings and loan association

involved . The Bank Board's investi-

gation supported the allegation of

the coalition -namely, that the

association was redlining the city.

The order, therefore, required

the association to invest its funds
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primarily and wherever possible

and appropriate in first mortgage

loans secured by residential proper-

ties in the city where its only office is

located ; to solicit, through adver-

tising, applications for residential

loans in its community ; to imple-

ment an educational program to in-

form its employees of their respon-

sibilities under applicable Federal

and local Fair Housing laws and

regulations ; and to maintain doc-

umentation on all in- person or writ-

ten applications for loans to be

secured by residential properties .

The Bank Board concluded that

the association's failure to lend on

residential properties in its com-

munity violated the sound and eco-

nomical home financing objectives

of its charter, adding that such

practices are unsafe and unsound

since their continuation would

render the association incapable of

providing savings and loan services

to its members or to the community

which it was organized to serve .

Case 3- An examination report

showed that an institution usually

refused to lend in amounts less than

$15,000 . The report also showed

that minority neighborhoods were

excluded by this lending policy.

The association's position was that

smaller loans are more expensive

than larger loans and that the cost

of servicing them made them un-

profitable.

The Office of General Counsel

opined that , although the servicing

costs on smaller loans may consti-

tute a greater percentage of the

borrowed amount than do expenses

on larger loans , this alone does not

justify the refusal to consider small-

er loans . OGC ruled that applicants

should be aware of the actual costs

and afforded the opportunity to

decide whether to seek the loan and

pay the costs. The association was

advised that it should write new

guidelines eliminating the mini-

mum dollar amount policy.

-
Case 4 An association was cited

during an examination for lack of

specific reasons in the adverse ac-

tion statements provided to an ap-

plicant upon denial of a loan. The

Supervisory Agent and the Bank

Board's Office of General Counsel

decided that such reasons as

"amount needed was more than this

association wanted to lend on the

property" or "property didn't meet

minimum standards for a single-

family dwelling" were not accept-

able reasons for loan rejections andable reasons for loan rejections and

could conceal possible discrimina-

tory reasons.

Subsequent examinations will in-

clude close scrutiny of this associa-

tions's documentation of loan deci-

sions to determine whether its lend-

ing procedure is, indeed nondis-

criminatory.

What is the impact of these cases

on savings and loan associations?

Clearly, fair lending has become a

matter of sound business practice

and is no longer a matter of per-

sonal preference . Violations can

directly affect the safety and sound-

ness of an institution . It is, there-

fore , extremely important that top

level management and the directors

of associations close attention to
pay

this area.

Community Reinvestment Act

Bank Board regulations provide

savings and loans with several tools

which are effective not only in as-

sisting the Bank Board in conduct-

ing examinations but also , and

more importantly, in helping S& L's

to identify possible problems. For

example, a Home Mortgage Disclo-

sure Act statement must be pre-

pared annually by associations that

(1 ) have at least $10 million in

assets and (2 ) are located in Stand-

ard Metropolitan Statistical Areas.

The review of the Home Mortgage

Disclosure Act statement can quick-

ly show top association manage-

ment and the institution's board of

directors where the savings and loan

is actually lending.

However, the statement has one

serious shortcoming: It does not

identify demand for loans . There-

fore, management should use the

Loan Application Register required

by section 528.6 of the Bank

Board's regulations to decide

whether applications from certain

neighborhoods are missing, and if

so, what the association can do

about it. The savings and loan

should examine the register to

determine loan demand from peo-

ple, from places, and for types of

housing.

This month- on November 6-

the Community Reinvestment Act

took effect and the Federal Home

Loan Bank Board issued final regu-

lations implementing the act. The

act and the regulations require

federally regulated lenders to out-

line on a map the local community

or communities they serve and to

maintain, starting 90 days after

November 6, a Community Rein-

vestment Act statement for each

community. (See News, page 41. )

The statement must include a

description of each community

served by the S&L and a listing of

the types of credit extended to

residents of that area such as loans

on one to four-family dwellings,

home improvement loans , etc.

Thus, this is an ideal time for an

association to study its Home Mort-

gage Disclosure Act statements, its

Loan Application Register, and its

written underwriting standards.

The association's Community Rein-

vestment Act statement then can be

written to correct any deficiencies

found in the S&L's HMDA state-

ment, loan application register, or

underwriting standards.

The bottom line on the whole

subject is not only compliance with

the various fair housing, equal

credit opportunity, and community

reinvestment regulations , but good

public relations and good business.

A merely defensive posture quickly

becomes evident in a community,

but a policy of reaching out to do

truly constructive and creative lend-

ing builds a stronger community

and, in the end, a stronger base for

your institution.
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ThePerformance of Minority-Controlled S&L's

IsTheGap
Closing?

I

n 1975 , William Bradford ,

then an economist in the Bank

Board's Office of Economic Re-

search, published a working paper

in which he examined and com-

pared the performance of matched

groups of minority- and white-

operated savings and loan associa

tions from 1968 to 1974. Relative

to the white- operated firms Brad-

ford examined, the minority insti-

tutions, most of them black- con-

trolled, were found to have lower

net returns on assets as a result of

lower profit margins. The profit

margins, in turn, were lower be-

cause the minority firms' operating

expenses, net nonoperating ex-

penses, and interest on borrowed

money were higher than those of

the comparison group. The major

cause of their lower profit margins

appeared to be higher operating ex-

penses, including personnel , occu-

pancy, and advertising costs.

1972 and 1976 and compares them

with an analagous group of newly

insured white institutions .

The second comparison is useful

as a description of new firms, but

also, since it provides a means of

comparing new with seasoned

firms , it may enable us to determine

why the older minority S& L's per-

form less well. That is, if both new

minority and new white institutions

perform less well than seasoned

white associations and to the same

degree , then the poorer perform-

ance of the fourth category—sea-

soned minority S&L's- might be

explained as a failure to learn

through experience . But if new

minority associations perform less

well than new white associations, it

would suggest that the environment

is less hospitable to the former or

that their managements are less

skilled .

The Data

of institutions are in-Four groupssee

This article reexamines the same

groups Bradford studied to

whether the differences revealed for

1968-74 persisted in 1977. It also

examines minority-operated S& L's

that were newly insured between

1 William D. Bradford , "The Viability

and Performance of Minority Controlled

Savings and Loan Associations, " Office of

Economic Research, Working Paper #62 ,

Federal Home Loan Bank Board , 1975.

by A. Thomas King, Economist

Office ofEconomic Research

ofcluded in this study: the 2 groups

seasoned S& L's Bradford had ex-

amined 2 ; 34 newly insured minori-

ty institutions ; and a group of

matching, newly insured white in-

stitutions.

The selection criteria applied to

the latter two groups were those

used by Bradford :

2 Bradford used 31 pairs of minority and

white institutions. However, because 6 of the

S& L's he used were not in the 1977 data file ,

only 25 white firms were reexamined . Of

the six ommited S&L's, four merged with

others and two are missing from the annual

data file for unknown reasons , possibly late

filing.

( 1) Insured at about the same

time ;

(2) Located in the same SMSA

or county;

(3) The same general asset size ;

and

(4) The same type, i.e. , federal-

ly or State- chartered , stock or

mutual.

Inmanycases , however, it was im-

possible to find pairs which met all

these matching criteria . Therefore ,

rather than include white institu-

tions whichseemed greatly different

from the corresponding 34 minority

institutions, a smaller sample of 22

white S& L's was examined .

Of course , it would have been

possible to include in the study only

those minority institutions for

which a matched white S& L could

be found. But it was not obvious

that those lacking a match were

systematically different from those

with one. And, since compromises

with the selection criteria were

almost always required , the ad-

vantage of having a larger sample

seemed to outweigh the somewhat

spurious advantage of working only

with nearly matched pairs.

Analyzing the Data

The lesson to be learned from the

figures in table 1 is that the relative-

ly poor performance of minority in-

stitutions which Bradford noted for

1968-74 persisted in 1977 for both

seasoned and new institutions. One

exception among the performance

measures is that new minority S& L's

have the highest gross income to

total assets ratio of all four groups.
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However, their costs are enough

higher that their net income to total

assets ratio is lower than for either

new or old white firms.

As anticipated, the new white

firms perform less well than do the

seasoned white firms. One excep-

tion is the higher ratio of net in-

come to net worth for new white in-

stitutions. At any new institution ,

however, this ratio is quite volatile

because ofa new S&L's minimal net

worth. Consequently, the exception

has little significance .

What was unexpected is that the

figures reveal new minority firms to

be performing better than seasoned

minority firms. Again, the only ex-

ception is the new firms' lower net

income to net worth ratio- the fig-

ure which is volatile in new institu-

tions and has little significance.

The new firms' better ratio of gross

income to total assets might result

because older firms have portfolios

containing mortgages issued at low-

erinterest rates than newmortgages .

But that is no more than a partial

explanation, since the new firms

also have a higher ratio of net in-

come to gross income.

Table 2 compares the loan port-

folios of the various groups. For the

seasoned institutions, the features

noted by Bradford persist : the mi-

nority institutions have a somewhat

smaller fraction of assets in mort-

gages, but make relatively more

FHA- insured mortgages . For both

seasoned groups, the proportion of

FHA-insured mortgages has de-

clined since 1968-74 . In the case of

the new institutions, minority S& L's

hold a larger fraction of assets in

mortgages than do their counter-

parts, though the fraction is still

somewhat smaller than for seasoned

white S& L's. Both groups of new

S&L's hold insignificant amounts of

FHA- or VA- insured loans.

Table 3 compares the asset and

liability structures of the four

groups. For the seasoned S& L's, the

main points of difference are the

much higher proportion ofminority

portfolios devoted both to real

estate owned through foreclosure

(REO) and to loans and contracts

to facilitate the sale of foreclosed

property. Also, deposits at minority

institutions consist more heavily of

passbook and NOW accounts and,

probably because of this, minority

S&L's hold a larger fraction of their

assets in cash and demand deposits.

As noted above, the seasoned mi-

nority S& L's have made relatively

more FHA- insured loans than has

any other group. These differences

are the same as those Bradford

noted in 1975.

Table 1.-Performance Ratios of

Seasoned and New, Minority and White

S&L's, 1977

Ratio

Netincometo gross

income.

Net income to total

assets

Netincome to net

worth ..

Grossincome to total

assets

Among newly insured S& L's,

probably the most striking differ-

ence is in the REO proportion of

the minority institutions ' portfolios.

Many of these institutions are so

young that the defaulted loans

should still be in the first or second

year, when default is unexpected .

Nonetheless , the REO proportion

of new minority associations is ap-

proaching that of seasoned minority

institutions and is 18 times higher

than that of the white S& L's.

Both categories of new institu-

tions have a larger fraction of their

mortgage portfolios in single-family

homes than do seasoned associa-

tions, and both hold very few VA-

or FHA-insured loans. The new

minority S& L's have a deposit struc-

ture similar to both new and sea-

Minority White Minority White soned white S&L's, although they

continue to hold a somewhat larger

6.36 10.67 7.00 9.92 proportion of assets as cash and de-

mand deposits .

Seasoned New

.82.50 .84 .66

11.50 15.40 7.16

7.70 7.88 8.35 7.74

22.94

Table 2.-Loan Portfolio Composition ,

1977

Table 4 indicates that operating

expenses are relatively high for new

institutions and higher for minority

S& L's than for their counterparts.

Although new minority S&L's have

Table 3.-Assets and Liability Structure,

Selected Ratios, 1977

Seasoned New

Item

Minority White Minority White [In percent ]

Selected ratios

Loanson savings

2.91 1.05 2.56 1.65

.09

accounts to assets .

Insured improvement

loansto assets .... .22 .07 .10

Uninsured improve-

ment loansto

assets..

Insured education

loansto assets .

Mobile home loansto

assets ......

Total mortgagesto

assets ...

Composition of

mortgages (in percent )

VA singlefamily.

VAother

Ratio

Single familyto total

mortgages ..

VA mortgages to total

mortgages.

FHAmortgagesto total

mortgages .

Seasoned New

Minority White Minority White

69.87 72.65 77.33 85.83

.78 .54 1.34 .69
2.02 2.69 .73 .05

.04 .20
6.62 2.17 .14 .06

.49 .20 .62
Total mortgages to total

assets

2
0
8
8
5

8888

2
2
5
3

༣。

77.57 81.97 79.95 75.01

8
8
8
8
8
8

Cash and demand

77.57 81.97 79.95 75.01

deposits to total

assets 2.88 1.56 2.88 1.49

Investment securities to

FHAsinglefamily..

1.73 2.51 .71 .05

.30 .17 .02 .00

4.79 1.68 .14

total assets 6.01 7.42 6.90 10.24

Netfixed assets to total

assets 1.23 1.18 1.13 1.68

FHA2-4. 1.64 .10 .00

FHAover4 .18 .38 .00 .00

FHAother improved

real estate

Conventional single

family

.01 .00 .00

REO and in judgment to

total mortgages..

Loans and contracts to

facilitate to total

mortgages ..

.74 .12 .53 .03

63.35 68.45 76.49 85.72

9.73 8.40 12.38 5.62

5.53 6.79 3.48 2.79

Total deposits to assets

FHLB advances to

.99 .08 .01 .02

86.44 85.74 85.66 83.45

assets 2.79 2.68 4.72 3.77

Conventional 2-4.

Conventional over 4 .

Conventional other

improved real

estate...

Developed lots

Land acquisition

Unimproved land

Otherborrowing to

assets

12.51

.02

10.48 5.95 4.47

.08 .06 .22

Networthto assets. ...

Passbook + NOW

.04 .61

.18

20

.34 .58

.15

.92

5
3 deposits to total

deposits...

1.74 .57 1.76 .85

4.43 6.26 2.76 6.81

S

55.04 39.41 33.26 31.70
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proportionately greater operating

expenses than do new white S& L's,

the difference is much smaller than

it is for the seasoned S&L's. It will

be interesting to follow these two

Table 4.-Expense Items as Percent of

Gross Income

Expense item

Passbookand NOW

account interest

Operating expenses .

Net nonoperating

Seasoned New

Minority White Minority White

61.72 64.43 56.72 57.10

25.38 18.18 29.49 27.30

expense.

Intereston borrowed

1.48 .45 1.04

money

Incometaxes.

Total expenses

.51

groups in subsequent years to see

how experience affects operating

costs.

Interest on borrowed money is

similarly more costly for both new

and minority S& L's, reflecting their

greater reliance on borrowed funds.

(See table 3. )

Table 5 shows that new institu-

tions compared with seasoned

S& L's have higher personnel costs

relative to deposits, advertise more,

and have greater occupancy ex-

penses relative to assets. New mi-

2.75 nority institutions have the highest

personnel and occupancy costs ,

while lower advertising expenses for

new and seasoned minority firms

reverse Bradford's earlier finding.

3.59 2.43 3.88

1.48 3.84 1.87 2.43

93.64 89.33 93.00 90.08

Table 5.-Selected Operating Expense

Components

Expensecomponent

Personnel compensa.

tion and directors'

fees a

Personnel compensa.

tion and directors'

feesb

Seasoned New

Minority White Minority White

40.89 43.74 40.41 41.66

.93 .73 1.18

Advertising expenses 4.09 6.04 6.47

Advertising expenses

Occupancy expense

b

a

.09 .11 .19

Occupancy expense
C

11.33

.23

10.02

.15

11.50

.29

1.03

8.65

.22

9.20

.20

a Relative to total operating expenses.

b Relative to deposits.

C Relative to total assets.

Table 6. -Deposit to Interest Ratios

Ratio

Deposit interest +

dividends to deposits

Passbook interest to

passbook deposits...

Nonpassbook interest

to nonpassbook

deposits..

Seasoned New

Minority White Minority White

5.49 5.91 5.42 5.23

4.89 5.06 4.68 4.48

6.18 6.47 5.79 5.55

Table 7.-Income Structure Ratios

Ratio

Seasoned New

Minority White Minority White

Table 6 shows that seasoned mi-

nority S&L's pay lower passbook

and nonpassbook interest rates than

do their counterparts. This agrees

with Bradford's earlier results .

Among new S&L's, however, mi-

nority firms pay slightly more than

white firms, but both pay less than

the seasoned white firms.

aEven though mortgages are

somewhat smaller proportion of

assets for minority firms, these in-

stitutions get about the same pro-

portion of total income from mort-

gages as do other institutions. (See

Table 8.-Income on Mortgages and

Liquid Assets Ratios

Ratio

Mortgage interest to

total mortgage...

Interest and dividend

incometo liquid

assets

Ratio

Seasoned New

Minority White Minority White

7.68 7.46 7.27 6.85

5.88 6.68 6.02 6.45

Seasoned New

Minority White Minority White

.14

Intereston mortgage

loansto gross income

Interest on other loans

to grossincome.....

Interest dividends on

investment and

deposits to gross

income..

Loan fees and discounts

to gross income.

Otheroperating income

to gross income ....

80.10 79.73 70.66 71.32

3.70 2.00 4.43 3.01

Table 9.- Default Ratios

(In percent)

8

8
8
6
2

.00VA-FHAforeclosures ..

Value VA-FHA

.02

6.57 7.72 6.56 10.41 foreclosures .11 .02 .00

Conventional

4.00 6.68 11.20 10.04 foreclosures .13 .03 .07 .03

Value conventional

4.35 2.75 4.45 2.89 foreclosures .18 .03 .13 .03

35

table 7. ) This suggests, as table 8

confirms, that the rate of interest

received for mortgage lending is

higher for minority than for white

S&L's. One explanation might be

riskier lending by minority firms :

Table 3 noted the higher propor-

tion of assets consisting of REO

through foreclosure . Table 9 pre-

sents the default rates for the four

groups and clearly shows much

higher rates in this category for the

minority firms.

ToSum Up

Only limited conclusions can be

drawn from the comparisons made

in this article. It is apparent that

minority-operated S&L's did less

well than their white- operated

counterparts in 1977, a finding

similar to Bradford's results for

1968-74. Moreover, there is little or

no evidence that the performance

ofthe seasoned minority firms is ris-

ing to meet that of the seasoned

white firms.

What is interesting is that the gap

between new minority and new

white S&L's is generally less than

that between seasoned minority and

white firms, which is consistent with

a surmise that seasoned minority

firms have learned less with experi-

ence than have white firms . But

that conclusion is almost pure con-

jecture, since we have no intial

comparisons for the seasoned firms ;

perhaps, initially, their perform-

ances were even more different.

One other point to note is that

the performance gap between the

new and seasoned minority firms is

less distinct than that between the

new and seasonal white firms . In

some respects, the new minority

firms do better than the seasoned

ones. If new minority firms experi-

ence the same improvements with

time as white firms seem to have,

their ultimate performance levels

will much surpass those of today's

seasoned minority firms. To see

whether this occurs, however, will

require repeated monitoring over

future years.
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aveyou taken a good look at your ambassadors

ofgood willlately?

I'm referring, of course, to those words on paper

you're sending through the mails these days.

If you're relying on spur-of-the-moment creativity

and/or form letters that were worked up many years

ago, you may be losing out on much valuable good will

and new business.

More and more savings and loan associations are

spending time preparing so- called "pattern" letters- a

whole series of them-that can be adapted any way

they wish. Typically, these letters are written in such a

way that they can be spun out fast via the mag-card-

typewriter route . Or, when the need calls for it, they

can be individually typed with certain paragraphs

originated for unique situations.

"But every situation that comes up is unique with

us,"you might counter.

Ifyou'll stop and think about it, you'll find that this

just isn't true. Recently, a savings and loan official

ticked offthe following situations that could, for all in-

tents and purposes, be solved by a prewritten letter

with only minor changes or additions in a very few

cases :

( 1 ) A "thank you for opening a new savings ac-

count" letter.

(2) A "we're sorry you closed your account, but let

us serve you again" letter.

(3) A letterto a customer who has closed an old ac-

count and opened a new one, perhaps switching from

a passbook account to a CD.

(4) A letter to people who have added $500 or

more to their accounts.

(5) A "glad you've moved into town and come see

us" letter.

(6) A "we hear you're about to move into town and

be sure to come see us when you arrive" letter.

(7) A letter to customers who have paid out their

loans.

(8) A "new loan" letter- notifying the new cus-

tomer that his/her loan has been approved .

(9) A letter to accompany a newspaper clipping

about a local customer or prospect who has received

an honor of some kind- new president of the Lions

Club, for instance.

(10) A letter of congratulations to new parents .

There's nothing more powerful, short of an in-

person interview, than a letter. But it's got to be good!

I'm not referring to just any old spur- of- the-moment

message. I'm talking, instead, about a letter that

by Luther A. Brock

Professor ofBusiness Communications

North Texas State University

Denton, Tex.

Write a

Better Letter

And SeeGood Will-

and Business-Grow!

almost steps right out of the envelope and shakes

hands with your reader.

Even though you may never have considered your-

selfa writer, you , too, can work up a series of good will

building letters that will stand you in very good stead if

you take the time to try.

Here are a few principles to remember :

(1 ) Talkyour letters , don't write them. Toss out all

those time-worn expressions that , unfortunately , so

many business letters are still full of. You know the

type-"Enclosed please find" and "This is to confirm

such-and-such" and "I would like to take this oppor-

tunity to ..." and a ton more.

Ifyou can learn to relax and "talk on paper. " using

much the same language you would use ifyour reader

were with you in person, you'll be well on your way

toward becoming an effective business writer.

For example, don't say: "We shall endeavor to be of

assistance ." That's about as stuffed- shirt sounding an

expression as you could use. Say instead: "We want to

help you. "

Here are some more contrasts to show you what I

mean :

Stuffed-shirt sounding

Whenever a customer closes

an account, we are indeed re-

gretful .

Please be advised that your

money is drawing interest

each day.

We are happy you opened an

account at First Federal Sav-

ings &Loan .

Mr. Weymeyer, do stop by

soon.

Warm and human

Whenever a customer closes

an account, it's like losing an

old friend.

It's a comforting thought

when you realize your money

is drawing interest for you 24

hours a day, 365 days a year.

We're delighted you are now

a member ofthe First Federal

family.

Mr. Weymeyer, may I count

on your dropping by soon?

The coffee pot is always on.
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See the difference?

Test after test has proven that people warm up to

conversational letters. Such messages seem so much

more human, alive, and real. To paraphrase an ad

slogan of just a few years back: "Try ' em, you'll like

'em ."

(2) Don't be afraid to add a touch of slang- pro-

vided you don't overdo it.

Despite what your well- intentioned English teacher

may have told you, "slanguage" can pep up your

writing and make it fascinating. And remember: Un-

less you make an impression on your reader- a favor-

able impression, that is-just guess what's going to

happen to your masterpiece. It'll get wadded and

tossed in the waste basket very, very fast.

Some executives fear slang, and for no good reason.

This fear, from what I've witnessed, stems from an

incorrect perception of what literacy is all about.

Here are examples :

Much tooformal

It has come to my attention

that you will be moving to

Centerville soon . May I take

this opportunity to invite you

to avail yourself of our serv-

ices?

Mr. Green , I wish to say thank

you for your business.

By opening a savings account

foryour children now, you will

be helping to prepare them

for a secure financial future.

"Slanguage" in use

I hear you'll be one of us

soon ! As soon as you're un-

packed and settled , make a

point to drop by. I would like

to shake your hand and say,

"Welcometo Centerville."

Mr. Green , thank you for

being a customer of ours. It's

folks like you that make me

look forward to coming to

work every morning!

One of the finest ways you

can say "I love you " to your

youngsters is to open a sav-

ings account for them now.

Just a few years from now

they will say "Thanks, Mom

and Dad."

Once more, you can see the vast improvement .

True, this informal approach to business writing may

seem strange at first. After all, you may have always

thought that a business institution , particularly one of

a financial nature, should maintain a degree of

"apartness." But once you see how your customers and

prospects pay MORE attention to informal letters,

you'll be a convert for life to this more relaxed ap-

proach.

So often status-conscious executives confuse authori-

ty with stiffness . And the two ought not go hand in

hand- ever. Winston Churchill, that masterful writer ,

recognized this . His words, though simple and to the

point, will go down in history as words ofwisdom . His

more pompous associates never uttered a memorable

phrase in their entire lives, for they were bent on being

like everyone else . Be different- and be noticed!

(3) Rid your writing of downcast wording. Think

positively and show your reader you do. He or she just

mightjoin in the fun.

For example, take this negative statement: "Al-

though we cannot grant your loan at present, we antic-

ipate your giving us another opportunity at some

future time."

Dead as a doornail. And negative, too .

Why not put a little sunshine in, like this : "Your

qualifications for a loan, Mr. McAdams, show that we

may be able to say yes sooner than you think . Six

months from now, perhaps , will you give us another

opportunity?"

Now, that would have to be calmed down if you

knew, almost for certain, that you'd have to say no

again. Nonetheless, notice the tone. So many business

writers, though cheerful and optimistic in person,

become Scrooges when they take pen in hand.

Try a little lightness , a little Pollyanna-ness even.

Notice the way the following downcast ideas are re-

cast into more cheerful sentences-yet they communi-

cate well :

Negative, downcast

I want to apologize for the

inconvenience you're experi-

encing at our downtown loca-

tion . This remodeling, how-

ever, is needed .

Setting aside money for sav-

ings is often frustrating. After

all , we all need plenty of cash

today as a result of inflation.

However, savings do grow.

Please forgive us for making

the mistake in your passbook.

This is very embarrassing

and I hope you will not hold it

against us.

Positive, upbeat

Pardon our progress-but

it's progress that's going to

make it more convenient and

enjoyable to do business with

Lakeside Savings and Loan.

While our remodeling goes

on, just think about the new

conveniences for you soon .

Just think how wonderful it

would be to see your month-

to-month savings mount up

to a sizeable nestegg-and

soonerthan you might think!

Is my face red ! You're right.

Of course the amount in your

passbook should be $889.87,

not $789.87. This error has

been corrected in our rec-

ords. So all you need do now

is to drop off your passbook

in the next few days so we

can make this correction in it.

These are just a few among many examples I could

give you concerning the wonderful change in tone that

occurs when you switch from negative to positive

thinking. Just remember, it's the tone that counts.

Anything can be said fairly positively if you'll spend

just a bit more time planning your communications.

True, your fellow executives may read your letters .

shake their heads, and exclaim, "I've never seen any-

thing like this before written by us. But when they see

the results, when they see more and more new business

flowing in as a result of your updated letter-writing

campaign, just watch ' em. Soon they, too, will start

writing in a friendlier, more informal manner.

""

A veteran business writer once observed , "Informal

language is language that rolls up its sleeves, spits on

its hands, and goes to work."

Isn't that what you want your letters to do?
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NewThird Party Payment Accounts

Proposed to Aid Federal S&L's

The Federal Home Loan Bank Board took action

November 1 to allow accountholders of Federal savings and

loan associations to authorize payments to third parties.

through a new type of account-a Payment Order

Account- that would be subject to withdrawal by non-

negotiable, nontransferable orders.

The Bank Board moved swiftly to create the proposed new

account after the U.S. District Court for the District of Co-

lumbia ruled on October 31 that commercial banks may

make automatic transfers from savings to checking accounts

for customers. This service, in effect, gives commercial bank

depositors the equivalent of interest-bearing checking ac-

counts.

"I see this as a necessary action to partially offset the com-

petitive advantage granted commercial banks by the deci-

sion of the U.S. District Court, " FHLBB Chairman Robert

H. McKinney said. "We cannot allow commercial banks to

enter the market place with an unfair advantage . "

"Until the Congress grants negotiable order of withdrawal

(NOW) account authority for all savings associations na-

tionwide, this is our only alternative. We must exercise our

authority to ensure that the housing finance industry re-

mains safe and sound."

The Bank Board's action came in a proposed amendment

to section 545.4-1 of the Federal regulations for the savings

and loan system and in a proposed amendment to the Bank

regulations limiting the rate on Payment Order Accounts to

5 percent- equal to the rate on NOW accounts and the new

automatic funds transfer service ofcommercial banks.

Mr. McKinney said he hoped that public comments on

the proposed POA's would be in the Bank Board's hands by

December 1 and that the new accounts could be in use by

Federals byJanuary 1. State S&L's also may use the accounts

where State laws permit.

In a Bank Board meeting and in a press briefing following

it, Mr. McKinney said that a POA will not be a check, but

will be a nonnegotiable instrument payable to a third party

and "the bestjob the Bank Board can do" under the circum-

stances.

"We felt it imperative to move quickly when we saw

automatic funds transfer going into effect today," he said.

"We are acting to protect the industry." He added that he

felt some S&L's would move into POA's immediately upon

final authorization, "especially those near New York,"

where thrifts recently received NOW account authority. The

new system would allow consumers to order withdrawal of

funds from their accounts at any time and any place . Payees

could cash drafts at the issuing S&L, but if an association

designs its POA system to be payable through a commercial

bank, then any bank could process POA drafts for the S& L.

Two Named at Boston Bank

Raymond H. Elliott, President of the Federal Home Loan

Bank of Boston, announced last month the appointments of

Paul M. Peduto as Internal Auditor and Director of Data

Systems and Paul W. Webber as Supervisory Associate.

In his new position, Mr. Peduto immediately assumed au-

diting responsibilities and gradually will take on data sys-

tems work. A Certified Public Accountant, Mr. Peduto was

employed for four years with Peat, Marwick, Mitchell and

Co. , Boston, before joining the Boston Bank. From Septem-

ber 1972 to June 1974 , he taught accounting at Tufts Uni-

versity, Medford, Mass. , and at Northeastern University,

Boston. He received a B.S. degree in business administration

in 1972 and an M.B.A. degree in 1974 , both from North-

eastern University. Mr Peduto and his wife, Barbara, live in

Somerville , Mass. They have one daughter.

Before joining the Boston Bank, Mr. Webber had been

employed with the Massachusetts Department of Banking

beginning in March 1973, serving as assistant director ofthe

thrift division. Mr. Webber attended the University of Mas-

sachusetts at Amherst. He and his wife, MaryAnn, have one

son and live in Danvers, Mass.

Cincinnati Bank Appointments

Charles Lee Thiemann, President of the Federal Home

Loan Bank of Cincinnati, last month announced the pro-

motions of H. Kirk Roberts to Vice President of Bank

Services and William Paugh to Director of Data Processing.

Most recently, Dr. Roberts was Assistant Vice President ,

Research Services, and before that he was the Bank's Senior

Economist. Before coming to the Cincinnati Bank in May

1975, he was assistant professor in the economics depart-

ment at Indiana University from 1971 to 1975. Receiving all

1

Mr.Peduto Mr.Webber Dr. Roberts Mr.Paugh
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his degrees from Indiana University, he holds a B.A. in

business and an M.A. and Ph.D. in economics. In 1971 , he

was the recepient of the Henry Oliver Award in economic

theory. From 1965 until 1967 , he served with the U.S.

Army. He and his wife, Nancy, have two children and live in

Anderson Township .

Mr. Paugh, an Assistant Vice President, previously was

Deputy Director of Data Processing. Before joining the

Cincinnati Bank, Mr. Paugh was customer services super-

visor with GT&E Data Services Corporation, Tampa, Fla. ,

from 1968 to 1971. He also has served in the U.S. Air Force.

He and his wife, Ann, have two children and live in

Anderson Township.

At the same time, Dr. Thiemann announced the pro-

motions of Richard E. Harmon to Manager of Systems and

Programming, Carol M. Peterson to Urban Lending Coor-

dinator, Kenneth D. Reece to Manager of Computer Oper-

ations, and Madelynn M. Uth to public information head.

Mr. Harmon will direct system and program development

for the Financial and Research Departments. He received a

B.A. degree from Bowling Green University in 1962 and an

M.Ed. degree from Xavier University in 1965. He also

served in the U.S. Army. He and his wife, Gayle, live in

Anderson Township with their four children.

Mrs. Peterson, who most recently served as marketing

representative in the Bank's Housing Services Department,

will be involved with the implementation and monitoring of

Community Investment Fund programs. She resides in Ter-

race Park with her two children.

Mr. Reece joined the Cincinnati Bank in 1970. He will

have responsibility for the Bank's Computer Operations,

Control, and Keypunch Departments. Mr. Reece attended

Xavier University and spent six years with the U.S. Air

Force. He and his wife, Johanna , have two children and live

in Milford, Ohio.

Mrs. Uth, in her new position , will be responsible for the

Bank's major publications, including the Annual Report

and the Quarterly Review, and will handle information re-

leases and press relations for the Cincinnati Bank. She

received a B.S. degree from the University of Cincinnati.

She is married and has one son.

Two Incomes, More Money Spent

On Housing, Fuel Home Sales

Despite escalating housing costs, Americans are continu-

ing to buyhomes in near record numbers by using a working

spouse's income to help meet costs and by exceeding the

once standard, 25-percent-of- income-for-housing rule, a

study by the U.S. League of Savings Associations revealed

last month.

At least 45 percent of buyers of new or existing homes de-

pend on 2 family incomes to make the purchases, the study

said, and 38 percent exceed the 25-percent limitation- 14

percent spending more than 30 percent of their monthly in-

come on housing. (See the accompanying table . )

Athird factor in continuing strong housing sales has been

the willingness of lenders to write a surprising numberoflow

downpayment loans- generally at 10 percent or less. Such

mortgages are especially helpful to young, first- time home-

buyers.

"The industry is adjusting to the change in homebuying

patterns just as much as are homebuyers," said League vice

presidentJoseph T. Benedict at a press conference announc-

ing the study in Washington, D.C. , on October 16. "The

study proves that homeownership is still a desirable thing for

American families, who are willing to forego other things in

order to buy houses, and we in the industry are cooperating.

Homeownership is still one of the greatest investments con-

sumers can make."

But if inflation continues in the future as it has in the

past, "we have doubts whether the present pace of homebuy-

ing can continue over the long term, " declared League

economist Dennis J. Jacobe , one of two authors of the study.

The study, described as the first time such a survey has been

made of homebuyers as contrasted with homeowners, was

based on 8,500 conventional mortgage loans made last year

at200 cooperating savings and loan associations .

Other survey findings:

About one- fourth of all first-time buyers in 1977

would not have been able to afford a home without the in-

Percentage ofHomebuyers Exceeding 25 Percent Rule,

byMetropolitan Area

Metropolitan area

Large:

Chicago .

Houston .

Los Angeles .

NewYork.

San Francisco

Washington..

All U.S. metropolitan areas with populations of 1.5 million or more

Medium-sized :

Columbus , Ohio .

Hartford, Conn.

Peoria, III...

Richmond , Va.

Rochester, N.Y.

All U.S. metropolitan areas with populations between 250,000 and 1.5 million

Small:

Burlington , Vt..

Macon , Ga..

Marysville, Kan..

Morristown, Tenn..

Portland, Me..

Yakima,Wash..

All U.S. metropolitan areas with populations less than 250,000 .

All ofthe United States.

come ofa second wage-earnerin the family.

Percent

30

38

46

34

49

36

41

2
8
4
2
1
4

44

27

40

42

*
*
*2

2
3
5
1
2
28%

34

Forty-five percent of all first-time homebuyers in 1977

made less than a $5,000 downpayment .

The typical homebuyer faces, on a national basis:

$400 in monthly housing expenses, including $273 for mort-

gage interest and principal; $60 for utilities; $54 for real

estate taxes ; and $13 for insurance.

Themedian monthly housing expense for all buyers in

large cities is $442 , or 16 percent higher than the monthly

cost of $382 in medium-sized cities, and 26 percent higher

than the monthly cost of $351 in small cities.

The highest monthly housing expenses are borne by

homebuyers in San Francisco, $614 ; Los Angeles, $567 ;

and Washington , $578.

Readers wishing to obtain a copy ofthe full report, at $10

each, should write the U.S. League of Savings Associations,

111 East Wacker Drive, Chicago, Ill . 60601 .
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Regulations Announced for

Community Reinvestment Act

Federal regulators of banks and savings and loan associa-

tions last month announced final regulations implementing

the Community Reinvestment Act. The regulations took ef-

fect November 6. The Act required the agencies to have in

force regulations by that date and requires them to encour-

age institutions they regulate to help meet the credit needs of

their communities, including low- and moderate- income

neighborhoods, consistent with safe and sound operations.

Key factors are listed in the regulations for examiners to

use in assessing a lender's record . An institution's perform-

ance will be taken into account when it applies for branches,

mergers, charters and insurance, and certain other approv-

als. Past performance may be grounds for denial of an ap-

plication.

The regulations apply to all such applications pending on

November 6, as well as to those filed on or after that date.

The agencies will also consider the views of State super-

visory authorities when State- chartered institutions apply for

Federal deposit insurance or other approvals.

The regulations include the following principal provi-

sions :

1. Delineation of community

Lenders are required to prepare and review at least an-

nually maps delineating their local communities, without

excluding low- and moderate-income neighborhoods. A lo-

cal community consists of the contiguous areas around each

office or group of offices of the institution , but need not take

account of off- premises electronic facilities that receive

deposits for more than one lender. The regulation specifies

three bases for delineation of a community:

• Boundaries such as those of a Standard Metropolitan

Statistical Area or county, where an institution's office or of-

fices are located. Where appropriate, adjacent areas may be

included, and adjustments may be made for boundaries

such as State lines. Small institutions may delineate those

areas of an SMSA or county it may reasonably be expected

to serve .

• A lender may use its effective lending territory as delin-

eating its local community, defined as areas where it makes

a substantial portion of its loans, and other equidistant areas

around each of its offices.

• Alender may use any other reasonably delineated areas

that meet the purposes ofthe act and does not exclude a low

exclude a low- and moderate-income area.

2. Community Reinvestment Act Statement

Within 90 days after November 6, 1978 , the board of

directors of each institution subject to the act shall adopt a

Community Reinvestment Act Statement for each deline-

ated local community. The statement must include :

1. The delineation of the local community ;

2. A list of the principal types of credit the lender is

prepared to extend in the local community;

3. A copy of the Community Reinvestment Act Notice

cited below.

Lenders are encouraged to include in their statements a

statement and periodic report of how they are helping to

meet community credit needs and how they attempt to as-

certain the credit needs of their local community.

The lender's board of directors shall review and update

the lender's statement at least annually.

3. Community Reinvestment Act Notice

Within 90 days after November 6 , 1978 , each lender must

post in the lobby of each of its premises the following public

notice :

"The Federal Community Reinvestment Act (CRA) re-

quires the regulator to evaluate our performance in helping

to meet the credit needs of this community, and to take this

evaluation into account when the regulator decides on cer-

tain applications submitted by us. Your involvement is en-

couraged .

"You should know that :

"You may send signed written comments about our CRA

Statement(s) or our performance in helping to meet com-

munity credit needs to ( title and address of State member

bank official) and to Community Reinvestment Officer ( ap-

propriate regulator) (address) . Your letter, together with

any responses by us may be made public.

"You may look at a file of all signed, written comments

received by us within the past two years, any responses we

have made to the comments, and all CRA Statements in ef-

fect during the past two years at our office located at (ad-

dress) . (You also may look at the file about this community

at (name and address of designated office) . )

"You may ask to look at any comments received by the

(regulator or the regulator's district office) .

"You also may request from (the regulator or district of

fice) an announcement of applications covered by the CRA

filed with (the regulator) .

•

"We are a subsidiary of (name of holding company) , a

holding company. Applications filed by . . . holding

companies that are covered by the CRA are included in (the

regulator's) announcement of applications referred to in a

previous paragraph. "

The parts ofthe above statements which are within paren-

theses apply only to lenders that serve more than one local

community.

Consumers should note that they may request to be placed

on a roster to receive announcements of CRA- covered appli-

cations that have been filed with the supervisory agency.

4. Files of Public Commente

Each lender must maintain files , readily available upon

request for inspection by any member of the public, of all

signed written comments reveived from the public within the

past two years referring specifically to any CRA Statement

or to the lender's performance in helping to meet the credit

needs of its community. The lender may include its re-

sponses in this file . Any comments reflecting adversely upon

the good name or reputation of any persons (natural or le-

gal) or violating specific provisions of a law shall be deleted .

Also, files respecting all offices of a lender shall be main-

tained at its head office . Materials relating to a local com-

munity shall be maintained at an office in that community.

All letters in these files are open to public inspection.

Copies of the regulations are available on request from

the Office of Communications, at the Bank Board's address.
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APPLICATIONS

APPROVED

New Branches

FromJanuary 1978 through June 1978 , the Federal Home

Loan Bank Board authorized the opening of 62 regular

branch offices ; 9 limited facility branches, and 7 satellite of-

fices. (Locations in parentheses) .

Regular Branch Offices

Phenix Federal Savings and Loan Association, Phenix City,

Ala. (Union Springs)

First Federal Savings and Loan Association, Texarkana ,

Ark. (Hope)

Fidelity Federal Savings and Loan Association , Glendale ,

Calif. (SanJose)

California Federal Savings and Loan Association, Los

Angeles, Calif. (Glendale , Palm Springs, Richmond)

Western Federal Savings and Loan Association, Los

Angeles, Calif. (Mission Viejo, Community of La Canda)

Union Federal Savings and Loan Association, Los Angeles,

Calif. (Los Angeles)

Home Federal Savings and Loan Association, San Diego,

Calif. (Sacramento , Laguna Hills)

Valley Federal Savings and Loan Association, Van Nuys,

Calif. (Santa Barbara)

Clearwater Federal Savings and Loan Association, Clear-

water, Fla. (Pasco Co. )

First Federal Savings and Loan Association of Broward Co. ,

Ft. Lauderdale , Fla . (Delray Beach)

Citizens Federal Savings and Loan Association of St. Lucie

Co. , Ft. Pierce , Fla . (Stuart)

First Federal Savings and Loan Association of Osceola Co. ,

Kissimmee, Fla . (Melbourne)

First Federal Savings and Loan Association, Lake Worth,

Fla. (Boynton Beach)

Biscayne Federal Savings and Loan Association, Miami,

Fla. (Miami)

First Federal Savings and Loan Association , Miami , Fla.

(Palm Beach Gardens)

Naples Federal Savings and Loan Association, Naples, Fla.

(Naples)

Century Federal Savings and Loan Association of Ormond

Beach, Ormond, Fla. ( Flagler Beach)

Home Federal Savings and Loan Association, Palm Beach,

Fla. (Stuart)

Home Federal Savings and Loan Association , St. Peters-

burg, Fla. (Clearwater)

Home Federal Savings and Loan Association, Albany, Ga .

(Americus)

Standard Federal Savings and Loan Association, Chicago ,

Ill. (Bolingbrook)

Uptown Federal Savings and Loan Association , Chicago , Ill .

(Lincolnwood)

Evansville Federal Savings and Loan Association , Evans-

ville, In. (Ohio Township)

Concordia Federal Savings and Loan Association, Evergreen

Park, Ill . (Oak Lawn)

Joliet Federal Savings and Loan Association, Joliet, Ill .

(Bolingbrook)

Union Federal Savings and Loan Association of Cook Co. ,

Matteson, Ill . (Downers Grove)

First Federal Savings and Loan Association of Fulton Co. ,

Rochester, Ind. (Plymouth)

Fidelity Federal Savings and Loan Association, Seymour,

Ind. (Salem)

First Federal Savings and Loan Association of Cedar Falls,

Cedar Falls, Iowa (West Union)

First Federal Savings and Loan Association of Council

Bluffs, Council Bluffs, Iowa. (Harlan)

Home Federal Savings and Loan Association of Harlan ,

Harlan, Iowa. (Red Oak)

First Federal Savings and Loan Association, Pineville , Ky.

(Williamsburg)

Teche Federal Savings and Loan Association, Franklin, La.

(New Iberia)

First Federal Savings and Loan Association, Lowell , Mass.

(Chelmsford)

Standard Federal Savings and Loan Association , Troy,

Mich. (Gross Pointe Woods)

First Federal Savings and Loan Association, Great Falls ,

Mont. (Havre)

First Federal Savings and Loan Association of Southeast

Missouri, Cape Girardeau , Mo. (Jackson)

Equitable Federal Savings and Loan Association , Fremont ,

Neb . (Wahoo)

First Federal Savings and Loan Association, Lincoln, Neb.

(Scottsbluff)

Lincoln Federal Savings and Loan Association , Lincoln,

Neb. (McCook)

Heritage Federal Savings and Loan Association , Hunting-

ton, N.Y. (Selden)

Westchester Federal Savings and Loan Association , New

Rochelle, N. Y. (Bedford Hills, New Rochelle)
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First Federal Savings and Loan Association , Shelby, N. C.

(Kings Mountain)

First Federal Savings and Loan Association of Grand-Forks-

Grafton, Grand Forks, N. D. (Tioga)

Northwestern Federal Savings and Loan Association ofWil-

liston , Williston, N. D. (Tioga)

First Federal Savings and Loan Association , Canton , Ohio .

(Coshocton)

Peoples Federal Savings and Loan Association , Massillion,

Ohio. (Canal Fulton)

First Federal Savings and Loan Association, Chickasha ,

Okla. (Lawton)

Frontier Federal Savings and Loan Association , Ponca City,

Okla. (Lawton)

Security Federal Savings and Loan Association , Nashville,

Tenn. (Parma Heights, Clarksville)

First Federal Savings and Loan Association, Beaumont,

Texas. (Lumberton, Liberty)

First Federal Savings and Loan Association, Big Springs,

Texas . (Odessa)

Hillsboro Federal Savings and Loan Association, Hillsboro,

Texas. (Corsicana)

Doolin Federal Savings and Loan Association, New Mar-

tinsville, W. Va. (Vienna)

Cheyenne Federal Savings and Loan Association , Cheyenne,

Wyo . (Rawlins)

Limited Facilities

Eureka Federal Savings and Loan Association , San Fran-

cisco, Calif. (Pacific Grove)

Coral Gables Federal Savings and Loan Association, Coral

Gables, Fla. (Uninc . Dade)

First Federal Savings and Loan Association, Ft . Myers, Fla.

(Naples)

First Federal Savings and Loan Association , Ft. Pierce, Fla.

(Martin Co. )

Peoples Federal Savings and Loan Association, Lake Worth,

Fla. (North Palm Beach)

First Federal Savings and Loan Association, Tarpon

Springs, Fla. (Pasco Co. )

St. Paul Federal Savings and Loan Association, Chicago , Ill .

(Addison)

Home Federal Savings and Loan Association, Algona, Iowa.

(Forest City)

First Federal and Loan Association of Cedar Falls, Iowa.

(Traer)

Satellites Approved

Biscayne Federal Savings and Loan Association , Miami ,

Fla. (Miami Beach)

Flagler Federal Savings and Loan Association, Miami , Fla.

(Miami)

Union Federal Savings and Loan Association , Miami , Fla .

(Miami Beach)

First Federal Savings and Loan Association, Tarpon

Springs, Fla. (Pasco Co. )

First Federal Savings and Loan Association , Berwyn , Ill .

(Stickney)

Home Federal Savings and Loan Association , Hamilton,

Ohio. (Fairfield)

Liberty Federal Savings and Loan Association , Philadel-

phia, Pa. (Glenside)

From July 1978 through September 1978 , the Federal

Home Loan Bank Board authorized the opening of24 regu-

lar branch offices and 7 limited facilities . (Locations in

parentheses)

Regular Branch Offices

Home Federal Savings and Loan Association , Birmingham ,

Ala . (Decatur, Tuscaloosa)

First Federal Savings and Loan Association of Chilton Co. ,

Clanton , Ala. (Centreville)

First Federal Savings and Loan Association , Decatur, Ala .

(Decatur)

First Federal Savings and Loan Association of Monroe Co. ,

Monroeville, Ala. (Thomasville)

First Federal Savings and Loan Association, Tuscaloosa,

Ala. (Tuscaloosa)

Pacific Federal Savings and Loan Association , Hollywood,

Calif. (Anaheim)

La Jolla Federal Savings and Loan Association , La Jolla ,

Calif. (Escondido)

California Federal Savings and Loan Association , Los

Angeles, Calif. (Modesto)

Bay View Federal Savings and Loan Association , San Fran-

cisco , Calif. (Sacramento)

Brevard Federal Savings and Loan Association, Brevard,

Fla. (Lynwood)

Coral Gables Federal Savings and Loan Association, Coral

Gables , Fla. (Unincorporated)

First Federal Savings and Loan Association of Mid-Florida ,

Deland, Fla . (Leesburg)

GulfFederal Savings and Loan Association , Fort Myers, Fla.

(Unincorporated)

Home Federal Savings and Loan Association, Palm Beach ,

Fla. (Boca Raton)

Coast Federal Savings and Loan Association , Sarasota , Fla .

(Ft. Myers)

First Federal Savings and Loan Association , Berwyn, Ill .

(Berwyn)

First Federal Savings and Loan Association, Chicago , Ill .

(Chicago)

Skokie Federal Savings and Loan Association , Skokie , Ill .

(Franklin)

Security Federal Savings and Loan Association, Billings ,

Mont. (Kalispell , Missoula)

American Federal Savings and Loan Association of Helena,

Helena, Mont. (Townsend)

First Federal Savings and Loan Association of Grand Forks-

Grafton, Grand Forks, N.D. (Minot)

Limited Facilities

Coast Federal Savings and Loan Association , Los Angeles,

Calif. (Hemet)

Naples Federal Savings and Loan Association , Naples, Fla.

(Unincorporated)

Guaranty Federal Savings and Loan Association, Adel , Ga.

(Hahira)

State Federal Savings and Loan Association , Beatrice , Neb.

(Gothenberg)

Home Federal Savings and Loan Association , Lexington,

Neb. (Holdrege)
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Standard Federal Savings and Loan Association , Cincin-

nati , Ohio (Cherry Grove)

Franklin Federal Savings and Loan Association, Columbus,

Ohio (Bexley)

Conversion to Federal Charter by State-Chartered

Associations

From January 1978 throughJune 1978 , the Federal Home

Loan Bank Board authorized 3 State- chartered associations

to convert to federally chartered associations. They were :

Winchester Building and Savings Association, Winchester ,

Ky., to Pioneer Federal Savings and Loan Association ,

Winchester.

North Anne Arundel Savings and Loan Association, Inc.,

Pasadena, Md . , to North Anne Arundel Federal Savings

and Loan Association, Pasadena.

Plattsmouth Savings and Loan Association, Plattsmouth,

Neb. to Pioneer Federal Savings and Loan Association,

Plattsmouth .

New Federal Charters Granted

From January 1978 through September 1978, the Federal

Home Loan Bank Board granted 6 new Federal charters as

follows:

American Federal Savings and Loan Association of Alex-

ander City, Alexander City, Ala.

Marion Federal Savings and Loan Association ofHamilton ,

Hamilton , Ala .

Broward Federal Savings and Loan Association of Sunrise,

Fla.

Republic Federal Savings and Loan Association of Lafay-

ette , La.

L'Acadien Federal Savings and Loan Association, New

Iberia , La.

First Federal Savings and Loan Association of Evangeline

Parish, Ville Platte, La.

New Bank System Members Insured by FSLIC

From April 1978 through September 1978 , the Federal

Home Loan Bank Board approved insurance of accounts for

13 savings and loan associations . They were :

American Federal Savings and Loan Association of Alex-

ander City, Alexander City, Ala.

HomeSavings and Loan Association , Mountain Home, Ark.

Poinsett County Savings and Loan Association, Trumann,

Ark.

California Women's Savings and Loan Association, Los

Angeles, Calif.

Grand Country Savings and Loan Association, Granby,

Colo.

Mountain State Savings and Loan Association , Ketchum ,

Idaho.

United Savings Association, Rock Island , Ill .

CenturySavings Association of Kansas , Roeland Park, Kan.

Barnesville Building and Loan Association , Barnesville ,

Minn.

Fidelity Savings and Loan Association , Camden, S.C.

Fayette County Savings and Loan Association, La Grange,

Texas.

Sentinel Savings and Loan Association , Richlands, Va.

Liberty Savings and Loan Association, Warrenton, Va .

Mergers

The following mergers were approved by the Federal

Home Loan Bank Board from February 1978 through June

1978:

into
Astoria Building and Loan Association , Astoria, Ill . ,

HomeSavings and Loan Association , Galesburg, Ill .

Morton Savings and Loan Association , Morton, Kan. , into

Heritage Savings Association, Hays, Kan.

First Harford Federal Savings and Loan Association, Aber-

deen, Md. , into Atlantic Federal Savings and Loan Asso-

ciation, Baltimore, Md.

First Federal Savings and Loan Association of Battle Creek,

Battle Creek, Mich . into Great Lakes Federal Savings and

Loan Association , Ann Arbor, Mich.

First Financial Savings and Loan Association, Tupelo,

Miss. , into First Savings and Loan Association of New

Albany, NewAlbany, Miss.

The Railroad Savings and Loan Company, Columbus,

Ohio, into Central Savings and Loan Company, Colum-

bus, Ohio.

Buckeye Savings Association, Forest Park, Ohio, into Car-

dinal Federal Savings and Loan Association, Cleveland,

Ohio.

Mertztown Savings and Loan Association, Mertztown, Pa. ,

into Red Hill Savings and Loan Association , Red Hill , Pa.

Northampton Savings and Loan Association , Northampton,

Pa. , into Keystone Savings Association, Bethlehem, Pa .

First Federal Savings and Loan Association ofWilkes- Barre,

Wilkes Barre, Pa. , into Franklin Federal Savings and

Loan Association ofWilkes-Barre , Wilkes- Barre.

Saluda Valley Federal Savings and Loan Association , Wil-

liamston, S.C. , into Home Savings and Loan Association

of the Piedmont, Easley, S.C.

The following mergers were approved by the Federal

Home Loan Bank Board fromJuly 1978 through September

1978 :

Island Federal Savings and Loan Association , Honolulu ,

Hawaii , into First Federal Savings and Loan Association

ofHawaii, Honolulu , Hawaii

Arthur Homestead and Loan Association, Arthur, Ill . , into

Champaign Loan and Building Association, Champaign,

Ill.

Brighton Federal Savings and Loan Association , Chicago ,

Ill . , into First Federal Savings and Loan Association ,

Chicago , Ill .

The Erie Savings and Loan Association , Erie , Kan . , into

Mid-American Federal Savings and Loan Association ,

Parsons, Kan .

Tracy Savings and Loan Association , Tracy, Minn . , into

Pipestone Federal Savings and Loan Association , Pipe-

stone, Minn.

Rochester Savings and Loan Association , Rochester, Minn. ,

into Home Federal Savings and Loan Association , Spring

Valley, Minn.

University Savings Association , Houston , Texas , into Center

Savings Association, Houston , Texas

Electra Federal Savings and Loan Association , Electra ,

Texas, into Olney Savings Association , Olney , Texas

Central Savings and Loan Association , Casper, Wyo. , into

Capitol Savings and Loan Association , Cheyenne , Wyo.
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General Financial Data

Table S.1.1.-Security Yields and Rates

(Percent)

Short-term Intermediate- and long-term

U.S. Government obligations ' Bonds and notes ' Mortgages
Period

U.S. Government 2

3-month 6-month 1 -year

bills bills bills
5-year 20 -year

Aaa 'State

and local

govern-

Conventional '

Aaa '

corporate
FHA-

insured '

ment

New

homes

Existing

homes

1974.. 7.84 7.95 8.18 7.80 8.05 5.89 8.57 9.55 8.92 9.02

1975 . 5.77 6.01 6.75 7.77 8.19 6.42 8.83 9.20 9.01 9.21

1976. 4.97 5.25 5.87 7.18 7.86 5.66 8.43 8.82 8.99 9.11

1977. 5.27 5.53 5.71 6.99 7.67 5.20 8.02 8.68 9.01 9.02

1977

Sept 5.81 6.04 6.13 7.04 7.57 5.27 7.92 8.72 9.04 9.04

Oct 6.16 6.43 6.52 7.32 7.71 5.31 8.04 8.78 9.07 9.08

Nov.. 6.10 6.41 6.52 7.34 7.76 5.15 8.08 8.78 9.07 9.08

Dec. 6.07 6.40 6.52 7.48 7.87 5.07 8.19 8.91 9.09 9.12

1978

Jan 6.44 6.70 6.80 7.77 8.14 5.20 8.41 9.11 9.15 9.15

Feb. 6.45 6.74 6.86 7.83 8.22 5.24 8.47 (6) 9.18 9.20

Mar 6.29 6.63 6.82 7.86 8.21 5.11 8.47 9.29 9.26 9.24

Apr. 6.29 6.73 6.96 7.98 8.32 5.41 8.56 9.37 9.30 9.35

May. 6.41 7.02 7.28 8.18 8.44 5.57 8.69 9.67 9.37 9.37

June . 6.73 7.23 7.53 8.36 8.53 5.73 8.72 (") 9.46 9.48

July. 7.01 7.44 7.79 8.54 8.69 5.80 8.88 9.92 9.57 9.63

Aug. 7.25 7.46 7.79 8.33 8.45 5.60 8.69 9.78 9.70 9.77

Sept 7.85 7.99 8.01 8.43 8.47 5.50 8.56 9.78 9.73 9.84

' Monthly data are averages of daily secondary market quotations, except for

State and local government bonds, which are based on Thursday quotations only.

Except for bills , the quotations are for a limited number of suitable issues of the in-

dicated type, including only general obligations for State and local government

bonds. For bills, averages are based on market yields quoted on a bank-discount
basis.

2Yields on most actively traded issued adjusted to constant maturities by U.S.

Treasury.

Aaa is the highest quality rating given by Moody's Investors Service.

* Monthlydata are based on opinion reports of FHA field offices on prevailing con-

ditions in their localities as of the first of the succeeding month . Yields are derived

from secondary market prices for sec. 203, 30-year mortgages with minimum

downpayment and an assumed prepayment at the end of 15 years. Gaps in monthly

data are because of periods of adjustment to changes in maximum permissible con-

tract interest rate. Data represent gross yield to the investor-i.e . , the yield to the

purchaser before deduction ofserving costs.

Average effective interest rates ; data prior to 1973 not completely comparable

with later periods due to revision in series effective January 1973.
'Not available.

Note: Annual data are averages of monthly data. Figures for U.S. Government

obligations are from the Board of Governors of the Federal Reserve System , for cor-

porate and State and local government bonds from Moody's Investors Service, for

FHA mortgages from the Federal Housing Administration , and for conventional
mortgages from the Federal Home Loan Bank Board.
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Table S.1.2.-Measures of Money Stock and Time and Savings Accounts

Measures ofthe money stock

(Seasonally adjusted data ;
in billions of dollars)

Time and savings accounts

(in millions of dollars)

Type of institutionM , M2 M ,
Period

(M , plus time

(Currency

plus

demand

deposits at

commercial

(M2 plus
deposits at

nonbank Savings Mutual Com-
banks other thrift Total and loan Credit

deposits) ' than large institu- associa- unions '
Savings mercial

time CD's) 2 tions) ' tions '
banks banks'

December

1974 284.4 613.5 981.7 786,951 242,959 27,551 98,701 417,740

1975 295.2 664.7 1,092.5 875,204 286,043 33,048 109,873 446,240

1976 313.5 740.5 1,236.5 986,372 333,912 38,968 122,802 488,690

1977

Sept. 333.0 795.1 1,344.9 1,084,299 377,208 45,103 131,688 530,280

Oct.. 335.9 801.4 1,357.9 1,091,395 379,604 45,441 132,250 534,100

Nov 336.2 805.4 1,367.1 1,103,617 381,333 45,977 132,537 543,770

Dec 338.5 809.5 1,376.1 1,118,354 386,875 46,832 134,017 550,630

1978

Jan.. 341.7 815.9 1,386.6 1,126,592 389,544 47,317 134,771 554,960

Feb 341.8 819.1 1,393.1 1,136,343 391,840 48,093 135,200 561,210

Mar 342.9 822.6 1,400.3 1,156,285 398,992 49,706 136,997 570,590

Apr. 346.5 830.3 1,411.4 1,156,562 399,550 49,931 136,931 570,150

May 350.6 835.2 1,419.9 1,171,636 401,930 50,789 137,307 581,610

June. 352.8 840.6 1,429.8 1,183,056 408,586 52,076 138,674 583,720

July 354.2 846.2 1,440.9 1,188,764 411,660 51,551 139,093 586,460

Aug 356.7 853.5 1,455.1 1,195,008 413,972 51,772 139,274 589.990

Sept 361.8 864.2 (*) (®) 420,378 52,867 140,699 593,770

'Average of daily figures for (1 ) demand deposits at all commercial banks other
than those due to domestic commercial banks and the U.S. Government , less cash

items in process of collection and F.R. float ; (2) foreign demand balances at F.R.

Banks; and (3) currency outside the Treasury, F.R. Banks, and vaults of all com-

mercial banks. Federal Reseree data .

* Includes, in addition to currency and demand deposits, an average of daily

figures for savings deposits, time deposits open account, and time certificates of

deposits other than negotiable time certificates of deposit issued in denominations

of $100,000 or more by large weekly reporting commercial banks. Federal Reserve
data.

' Includes M₂, plus the average of the beginning and end of month deposits of

mutual savings banks, savings and loan associations, and credit unions. Federal
Reserve data.

'FHLBB estimates for all operating associations described in the notes to table
S.4.1.

'National Credit Union Administration estimates for all credit unions based on

reports submitted by a sample of credit unions holding more than one-fifth of total

assets. Data are revised annually to reflect benchmark data.

National Association of Mutual Savings Banks data for all mutual savings banks.

Figures include a small amount ofdemand deposits.
Federal Reserve estimates for the last Wednesday of the month of all commercial

bank holdings of time and savings deposits except ( 1 ) interbank. (2) U.S.

Treasurer's open account, and commercial banks.

'Not available.

• Revised

Table S.1.3.-Selected Types ofSavings

(In millions ofdollars)

Net increase in deposits at

FSLIC-insured savings and

loan associations 1

Net increase in regular

deposits at mutual
savings banks 2

Month

Excluding

interest

credited

Including Excluding

interest interest

credited credited

Including
interest

credited

Net increase

in shares at

credit unions '

Net increase in

time and savings

deposits other

than large CD's

at commercial

banks

Net

purchase
of U.S.

savings
bonds

5

1977

Sept 1,666 5,859 -137 1,200 1,121 6,470 166

Oct. 2,270 2,451 296 587 338 5,859 183

Nov. 1,516 1,700 99 406 536 13,836 211

Dec. 883 5,448 -131 1,289 855 11,089 172

1978

Jan. 2,877 3,071 -59 238 485 2,942 225

Feb. 2,073 2,259 171 476 776 7,157 213

Mar. 2,592 7,033 338 1,712 1,613 13,382 (7)

Apr 401 602 -553 -264 225 313 218

May. 2,145 2,340 100 245 858 15,221 247

June. 1,744 6,545 -75 1,550 1,287 2,874 136

July. 2,812 3,019 38 -303 -525 3,237 99

Aug. 2,069 2,274 -75

Sept
6

1,576 6,322 -75

335

1,500

221

1,095

5,453 (7)

4,147 (2)

'FHLBBdata as described in notes to table S.4.2.

'National Association of Mutual Savings Banks data for all mutual savings banks.

Excluded are a small amount of school , club, and other special deposits included in

figures shown in table S.1.2.

National Credit Union Administration estimates as described in note to table

S.1.2.

' Based on Federal Reserve data for last Wednesday of month for time and sav-

ings accounts as described in note to table S.1.2. minus negotiable time certificates

of deposit issued in denominations of $ 100,000 or more by large weekly reporting
commercial banks. Includes interest credited to accounts.

5 Sales of Series E and H bonds minus redemptions at sale price ( i.e. , exclusive of

accrued discount ) as reported by U.S. Treasury Department.

'Preliminary

'Not available.
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Federal Home Loan Mortgage Corporation

Table S.2.1 .- Federal Home Loan Mortgage Corporation : Operational Data

(In millions ofdollars)

Mortgage

Holdings

(end of period)

Transactions

(during period)

Commitments FHA/VA

and conventional

Period

Purchases Sales

Total FHA/VA¹ Conventional²
Made Outstanding

(during (end of

FHA/VA Conventional2 FHA/VA Conventional² period) period)

1970³ 325 325 325 518 193

1971 . 968 821 147 564 214 48 65 801 182

1972. 1,788 1,502 286 833 464 90 317 1,606 198

1973. 2,604 1,800 804 335 999 409 1,629 186

1974. 4,586 1,961 2,625 261 1,929 53

1975 . 4,987 1,881 3,106 119 1,594

1976 . 4,269 1,675 2,594 20 1,107 35

1977 . 3,267 1,450 1,817 20 4,104

v
u
d

:

4,553 2,390

70 951 982 111

1,362 1,478 333

4,033 5,501 1,063

1978

January 3,134 1,437 1,697 2 398 503 337 961

February. 3,001 1,436 1,565 13 350 470 451 1,021

March .. 3,202 1,443 1,759 21 323 127 593 1,234

April 3,061 1,428 1,633 4 352 465 512 1,347

May. 2,863 1,411 1,452 479 651 811 1,640

June 2,246 1,393 853 500 793 762 1,870

July. 2,019 1,376 643 520 725 738 2,055

August 2,441 1,359 1,082 742 299 838 2,142

September 2,496 1,343 1,153 670 402 760 2,130

¹ Include loans used to back bond issues guaranteed byGNMA.

2 Include participations as well as whole loans.

* Data for 1970 include only the period beginning November 26 when the FHLMC

first became operational .

Table S.2.2.-Federal Home Loan Mortgage Corporation : Weekly Market Survey

(In percent , data for the week ending October 13 , 1978 )

Item
U.S.

average
Northeast Atlanta

FHLMC Regional Office

Chicago Dallas Los Angeles

Single-familyconventionals :

80-percent loans:

Average quoted rate . 9.85

Fees or points charged . 1.2

9.625

1.0

9.875

1.0

9.875

2.0

9.875

1.0

10.0

1.0

95-percent loans :

Average quoted rate . 10.10 9.875 10.0 10.25 10.125 10.25

Fees or points charged 1.70 1.5 1.5 2.5 1.0 2.0

Over-the-counter quote on

FHA/VA.. 97.2 97.0 96.0 97.0 98.0 98.0

Multifamily conventionals ,

average quoted rate.. 10.23 10.25 10.125 10.25 10.25 10.25

Note: FHLMC market data are obtained weekly through its " sample of 125."

Each FHLMC Area Office contacts 25 of its seller/servicers for this information . No

attempt is made to determine statistical accuracy . Rather , we seek quick informa-

tion to determine tone ofthe market . This survey is used for informational purposes

and is not intended for any other use. Any other purposes for which it may be used

are entirely at the discretion ofthe user.
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Federal Home Loan Banks

Table S.3.1.-Federal Home Loan Banks : Combined Statement of Condition

(In millions of dollars)

Assets

End of period

Cash
Invest-

ments

Ad-

vances
Other

Total

assets ; total

liabilities

and capital

Liabilities

accounts?

Deposits

and

borrowings

Consoli-

dated obli- Other
Capital

Capital accounts

Retained

earn-
stock

gations ' ings

1973.. 157 3,437 15,147 266 19,007 1,745 14,449 317 2,122 374

1974 . 144 3,097 21,804 453 25,498 2,484 19,445 406 2,624 539

1975 108 4,376 17,845 383 22,712 2,700 16,383 334 2,705 590

1976 . 164 6,079 15,862 376 22,481 4,024 14,620 313 2,889 635

1977 134 3,749 20,173 510 24,566 4,286 16,009 296 3,295 680

1977

Sept 181 5,093 17,053 385 22,712 3,637 14,796 292 3,226 761

Oct 156 4,465 17,746 397 22,764 3,413 14,946 381 3,243 781

Nov. 151 4,343 18,492 405 23,391 3,633 15,512 179 3,265 802

Dec 134 3,749 20,173 510 24,566 4,286 16,009 296 3,295 680

1978

Jan 163 3,952 20,422 445 24,982 4,059 16,274 376 3,567 706

Feb 144 4,798 20,845 445 26,232 4,205 17,475 190 3,631 731

Mar 153 5,079 21,278 444 26,954 4,522 17,632 302 3,739 759

Apr 145 3,719 22,957 505 27,326 4,557 17,816 400 3,765 788

May. 168 5,445 23,664 498 29,775 5,077 19,871 221 3,786 820

June 188 4,121 25,274 471 30,054 5,099 19,953 331 3,818 853

July. 187 4,383 26,605 469 31,644 5,378 21,060 463 3,855 888

Aug. 169 3,944 27,869 466 32,448 5,366 22,002 267 3,889 924

Sept 127 3,808 29,158 521 33,614 5,684 22,652 392 3,925 961

Note: FHLBBdata.' Represents Banks ' participation exclusive of pass-throughs to the Federal Home Loan Mortgage Corporation.

2 Figures mayvary from other published data on the Banks due to rounding and other reclassification of accounts.

Table S.3.2.-Federal Home Loan Banks: Selected Operating Factors

Averagecost 'consoli-

dated obligations-bonds

Average rate on

FHLB advances '

Averagecost ' consoli-

dated obligations-bonds

Month

Number

of

borrowers

Out-

standing 2
Issued '

(end of

month)

(endof
(during

Out-

standing 2

month)
month)

(endof

Made "

(during
Month

month)
month)

Number

of

borrowers

(endof

month)

Out-

standing '

(endof

month)

Issued

(during

month)
(end of

month)

Average rate on
FHLB advances "

Out-

standing2

Made

(during

month)

Percent per annum Percent per annum

December

1. 73 2,515 7.61 7.51 7.68 8.55 1978

1974 2,607 8.17 7.54 8.33 8.40

1975 2,542 8.31

1976 2,549 8.09

1977 2,820 7.88

1977

Sept. 2,682 7.96

Oct. 2,735 7.96

Nov 2,782 7.88 7.37

Dec 2,820 7.88

C
W
C
C

C
C
C

7.81 7.30 Jan. 2,861 7.88 ( )̂

7.63 6.60 Feb 2,820 7.87 7.82

7.64 7.50 Mar. 2,815 7.87

Apr 2,839 7.87

May. 2,828 7.91 8.22

7.57 7.00 June 2,961 7.91

7.60 7.30 July. 2,989 7.93 8.68

7.62 6.40 Aug. 3,040 7.93 8.47

7.64 7.50 Sept 3,080 7.96 (̂ )

0
0
0
0
0
0
0

7.68 7.60

7.72 7.80

7.75 7.80

7.77 7.90

7.83 8.10

(") 7.91 8.40

7.99 8.60

8.04 8.60

8.10 8.70

' Includes selling costs and pass-throughs to the Federal Home Loan Mortgage
Corporation .

*Weighted byamount outstanding at each rate.
"Weighted by the amount issued or made at each rate. Advances made exclude

renewals and conversions and the averages shown reflect changes in the types of

advances being made as well as changes in rates on specific types of advances.

"Noobligations issued.

* Excludes advances to the Federal Home Loan Mortgage Corporation .
Note: FHLBB data .

Table S.3.3.- Federal Home Loan Banks : Number of Members, byType

(September 30, 1978)

All Banks .

Boston

New York.

Pittsburgh

Atlanta

Cincinnati .

Indianapolis

Chicago

Des Moines.

Little Rock

Topeka..

San Francisco .

Seattle

District Bank

Savingsand loan associations

Total

number of

members
All

Federals
S&LA's

State chartered

FSLIC insured

Savings

banks

Insurance

companies

Other

4,241 4,158 2,006 2,047 105 81 2

209 157 69 49 39

328 313 104 208 1 15

326 324 143 157 24

2
5
2

677 677 456 220 1

539 538 299 203 36

218 217 133 83 1 1

507 505 185 320

268 267 147 118 2

2
7

1

605 605 196 409

223 223 106 116 1

191 191 79 112

150 141 89 52 9
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All

Districts
Boston

Table S.3.4.- Federal Home Loan Bank Advances Outstanding, by Bank

(In millions ofdollars)

End of

period

Federal Home Loan Bank

New

York

Pitts-

burgh

Cincin-
Atlanta

nati

Indian-

apolis
Chicago

Des

Moines

Little

Rock Topeka
San

Francisco
Seattle

1973 15,147 635

1974 21,804 901 1,910

1,559 670

974

2,469 917 279 1,283 850 847 1,002 4,034 602

3,478 1,379 555 1,727 1,252 1,219 1,270 6,187 951

1975 17,845 659 1,700 899 2,537 1,236 412 1,424 1,214 1,079 1,104 4,744 837

1976 15,862 470 1,215 731 1,913 1,232 371 1,279 1,101 1,109 1,179 4,345 917

1977 20,173 493 1,508 902 2,513 1,597 567 1,764 1,457 1,479 1,524 4,935 1,434

1977

Sept. 17,053 428 1,236 805 1,976 1,481 439 1,527

Oct.

Nov

Dec

17,746 451 1,380

18,492 472 1,411

20,173 493

824 2,190 1,537 464

856 2,310 1,562 491

1,508 902 2,513 1,597 567

1,179 1,155

1,601 1,224 1,232 1,418 4,221

1,654 1,299 1,321 1,460

1,764 1,457 1,479 1,524

1,395 4,308 1,124

1,204

4,331 1,325

4,935 1,434

1978

Jan

Feb

20,422

20,845

509 1,649 888 2,493 1,649 582

500 1,667 894 2,570 1,660 583

Mar 21,278 483 1,643 871 2,653 1,698 593

Apr 22,957 499 1,699 919 2,832 1,783 617 2,062

1,805 1,496 1,544 1,531 4,776 1,500

1,875 1,478 1,554 1,534 4,977 1,553

1,939 1,607 1,612 1,547 5,083 1,549

1,717 1,701 1,652 5,796 1,680

May 23,664 520 1,845 940 3,026 1,861 652 2,161 1,752 1,749 1,719 5,661 1,778

June 25,273 563 1,979 986 3,248 2,012 793 2,294 1,849 1,858 1,796 5,997 1,898

July

Aug

Sept.

26,605 626

27,869 671

29,158 690

2,039 1,016 3,382 2,159 874 2,418 2,108 1,912 1,891 6,175 2,005

2,107 1,101 3,605 2,293 921 2,521 2,212 1,998 1,945 6,430 2,065

2,138 1,200 3,776 2,383 472 2,637 2,294 2,092 1,972 6,825 2,179

Note: FHLBB data . Detail may not add to total because of rounding.

Table S.3.5.-Federal Home Loan Bank Advances Made and Repaid

(In millions ofdollars)

Period Made Repaid Net change Period Made Repaid Net change

1973 . 10,013 2,845 7,168 1978

1974 . 12,763 6,106 6,657

1975 . 5,468 9,425 -3,957 Jan 1,526 1,277 249

1976 . 8,114 10,097 -1,983 Feb 1,410 987 423

1977. 13,756 9,445 4,311 Mar 1,528 1,095 433

Apr 2,460 781 1,679
1977

May. 1,928 1,221 707

Sept 1,372 688 684 June 2,606 997 1,609

Oct 1,576 883 693 July. 2,440 1,109 1,331

Nov. 1,561 815 746 Aug 2,213 949 1,264

Dec. 2,620 939 1,681 Sept 2,013 724 1,289

Date ofissue

Note: FHLBB data . Advances made and repaid exclude renewals.

Table S.3.6.-Consolidated Federal Home Loan Bank Obligations Outstanding-Bonds

(Sept. 30, 1978)

Date of

maturity

Amount

(millions)

Coupon
rate

(percent)

Date of

maturity Date ofissue

Amount

(millions)

Coupon

rate

(percent)

Nov. 27, 1978

Feb. 26, 1979

Feb. 26, 1979

Aug. 26, 1974 486 9.10 Nov. 25, 1981 Oct. 25, 1974 400 8.65

June 21 , 1974 580 8.65 Nov. 27, 1981 Oct. 27, 1971 200 6.60

Sept. 25, 1974 585 9.45 Feb. 25, 1982 Aug. 25, 1975 500 8%

May 25, 1979

May 25, 1979

May 25, 1979

Aug. 27, 1979

May 28, 1974 392 8 Feb. 25, 1982 Feb. 27, 1978 800 7.95

Oct. 25, 1974 488 8.65 May 25, 1982 Nov. 25, 1977 700 7.45

Feb. 27, 1978

July 25, 1974

1,300 7.50 Nov. 26, 1982 May 25, 1978 800 8¼

486 92 May 25, 1983 Apr. 12, 1973 161 7.30

Aug. 27, 1979 Nov. 25, 1977 900 7.20 Nov. 25, 1983 Feb. 25, 1975 300 78

Nov. 26, 1979 Nov. 25, 1974 484 8.15 May 25, 1984 May 28, 1974 300 84

Nov. 26, 1979 Dec. 23, 1974 467 72 May 25, 1984 May 25, 1976 300 74

Nov. 26, 1979 July 25, 1978 700 8.60 Aug. 27, 1984 Aug. 25, 1976 500 7.85

Feb. 25, 1980 Mar. 25, 1970 350 74 Nov. 26, 1984 Nov. 26, 1976 300 78

Feb. 25, 1980 Feb. 25, 1974 300 7.05 Feb. 25, 1985 Feb. 25, 1977 500 78

Feb. 25 , 1980

May 27, 1980

May 27, 1980

Aug. 25, 1980

May 25, 1978

May 25, 1977

1,200 8.10 May 28, 1985 Feb. 27, 1978 500 88

500 6.65 Nov. 25, 1985 Nov. 25, 1975 400 8.10

Aug. 25, 1978 1,000 8.40 May 26, 1987 May 25, 1977 300 7.65

Aug. 25, 1976 700 7.30 Aug. 25, 1987 Aug. 25, 1977 400 7.60

Oct. 15, 1980 Oct. 15, 1970 200 7.80 Nov. 26, 1993 Oct. 25, 1973 400 78

Nov. 25, 1980 Nov. 25, 1975 600 7¾ Nov. 27, 1995¹ Nov. 19, 1970 140 8.60

Nov. 25, 1980 Nov. 26, 1976 500 6.70 Aug. 26, 1996¹ Aug. 2 , 1971 150 7

Feb. 25, 1981 Feb. 25, 1976 500 7.60 Feb. 25 , 1997 Feb. 25, 1977 300 7%

Aug. 25, 1981 Aug. 25, 1977 800 7.05 May 26, 1997¹ May 25, 1972 150 7.15

'These issues represent bonds issued by the Federal Home Loan Mortgage

Corporation and guaranteed bythe Government National Mortgage Association.

Note: FHLBB data.
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Savings and Loan Associations

Table S.4.1.-All Operating Savings and Loan Associations : Balance Sheet Data and Commitments

(In millions ofdollars)

Assets
Total

assets ;

Liabilities and reserves
Loan

commit-

End of

period

Cash and

invest-

ment

secu-

Mortgage
loans

Other

assets

total

liabilities,
and net

worth

Savings

capital

FHLB

advances,
mentsLoans Other

rities ¹

other

borrowed

money

in liabil-
Net

worth 2

out-

stand-
process ities

ing 3

1974 45

1975..

1976.

23,251 249,301 22,993 295,545 242,959 24,780 3,244 6,105 18,442 7,454

30,853 278,590 28,790 338,233

35,724 323,005 33,179 391,907

286,043 20,634

333,912 19,083

5,128 6,949 19,779 10,673

6,840 8,074 21,998 14,826

1977

Sept. 39,672 366,800 37,881 444,353 377,146 22,947

Oct.

Nov

Dec.

40,602 371,671 38,253

40,478 376,420

39,150 381,163

450,526 379,538 24,237

38,706

38,928

455,604 381,265 25,581

9,723

9,837

9,904

10,196 24,341

12,240 24,674 21,554

13,850

21,620

25,004 21,259

459,241 386,800 27,840 9,911 9,506 25,184 19,875

1978

Jan.

Feb.

Mar

Apr.

40,309 384,182 39,747

41,599 387,591 40,495

41,823 392,428 41,030

41,853 397,284 41,810

464,238 389,544 27,943

469,685

475,281

480,947

May 42,444 402,305 42,303 487,052

June. 41,505 407,965 42,106 491,576

July 43,627 411,956 42,718 498,301

Aug.

Sept
6

44,188 416,677

44,026 420,947

43,433 504,298

43,983 508,956

9,828 11,479

391,840 28,714 9,902 13,462

398,992 29,323 10,414 10,518

399,550 31,904 10,937 12,186

401,930 32,759 11,386 14,239

408,586 34,270 11,632 10,046 27,042

411,660 35,730 11,540 11,972 27,399

413,972 37,219 11,422 13,906 27,779

420,378 38,624 11,221 10,664 28,069

25,444 19,523

25,767 20,614

26,034 22,308

26,370 23,398

26,738 23,939

22,927

22,393

22,047

21,669

'Includes cash and demand deposits, U.S. Government and Federal Agency

securities, bankers ' acceptances and miscellaneous securities other than FHLB
stock.

2 Includes net undistributed income accrued by most, but not all associations
Not a balar ce sheet item.

'Data for the period specified reflect an increase in savings and mortgage

balances of the indicated amount caused by addition of newly organized associa-

tions or a decrease (-) caused by conversion or merger into mutual savings and

commercial banks or by liquidation .

Period

1974

1975

1976-July
Dec

Mortgages

63 million

35 million

-281 million

-56 million

Savings

65 million

35 million

-342 million

-80 million

Table S.4.2.-Savings Activity at Savings and Loan Associations

(In millions of dollars)

2 million

-87 million

-299 million

-61 million

3 million

4 million

-97 million

-378 million

-56 million

4 million

'Beginning January 1973, participation certificates guaranteed by FHLMC , loans

and notes insured by the Farmers Home Administration , and certain other

Government-insured, mortgage-type investments, previously included in conven-

tional mortgage loans, are included in other assets.

' Preliminary data based on incomplete reporting.

Note: FHLBB estimates based on reported monthly data for FSLIC-insured

associations and periodic benchmark data for other associations. Estimates are sub-

jectto revision as benchmark data become available.

Period

1977-Jan
Mortgages
-33 million

Savings
-37 million

June

Oct

1978-Jan

Apr

July

All operating associations FSLIC-insured associations

Gross savings receipts

Period Gross

savings

receipts

With-

drawals

Net

inflow¹

Interest/

dividends

credited

New

savings Total

received

With-

drawals

Net

inflow¹

Net new

savings
received 2

1974 125,900 109,847 16,053 10,952

1975 154,644 111,838 42,806 12,752

1976 184,210 133,625 50,585 15,360

1977 218,250 167,234 51,016 18,189

111,650 122,576

138,354 151,106

165,434 180,794

196,313 214,402

106,982 15,595

109,054 42,051

131,064 49,728

164,312 50,192

4,668

29,298

34,369

32,004

1977

Sept 20,484 14,531 5,953 4,193

Oct. 17,934 15,445 2,489 181

15,948 20,141

17,454 17,635

14,282 5,859 1,666

15,184 2,451 2,270

Nov 15,425 13,698 1,727 184 14,985 15,069 13,469 1,700 1,516

Dec 21,386 15,851 5,535 4,565 16,468 21,033 15,585 5,449 883

1978

Jan. 21,680 18,557 3,123 194 21,319 21,319 18,248 3,071 2,877

Feb. 16,083 13,786 2,297 185 15,632 15,817 13,558 2,259 2,073
Mar 23,410 16,258 7,152 4,441 18,578 22,019 15,987 7,033 2,592

Apr. 20,362 19,749 613 201 19,827 20,028 19,426 603 401

May 18,900 16,620 2,380 195 18,485 18,680 16,340 2,340 2,145

June. 27,151 20,496 6,655 4,801 21,902 26,703 20,157 6,545 1,744

July 24,408 21,338 3,070 207 23,803 24,010 20,991 3,020 2,812

Aug 21,108 18,796 2,312 205 20,556 20,761 18,487 2,274 2,069

Sept 24,056 17,627 6,429 4,746 18,912 23,658 17,336 6,323 1,576

'Gross savings receipts less withdrawals.

2 New savings received less withdrawals.

'Preliminary data based on incomplete reporting.
Note: FHLBB data. All operating association data are estimates as described in

the note to table S.4.1 . Gross receipts and withdrawals for some months are over-

stated because ofthe inclusion oftransfers among accounts at some associations.
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Table S.4.3.-Net Savings Inflow at Savings and Loan Associations

(In millions of dollars)

FSLIC-insured associations

Period

All

operating Federal Home Loan Bank District

associa- United

tions States Bos-

ton

New Pitts- At-

York burgh lanta

Cincin-

nati

Indian-

apolis

Chi-

cago

Des

Moines

Little

Rock

To- San

peka Francisco
Seattle

1974. 16,068 15,595 251 1,792 685 3,105 1,470

1975. 43,121 42,051 767 3,924 1,949 7,851 3,351

1976. 50,703 49,728 795 4,006 2,219 9,053

1977. 51,016 50,192 730 4,093 2,082 9,392

822 1,167 1,344 1,640

1,950 3,765 2,603 3,601

4,003 2,362 4,809 2,988 4,535

3,948 2,411 4,877

807 1,856 654

1,891 8,375 2,025

2,105 10,511 2,343

2,876 4,747 2,074 10,577 2,386

1977

Sept 5,953 5,859

Oct. 2,489 2,451

Nov. 1,727 1,700

Dec. 5,535 5,449 44

2
2
4

77 497 220 1,037 501 331 605 350 518 236 1,205 283

39 75 59 575 224 124 285 119 259 126 431 137

27 116 80 309 187 90 201 101 176 83 274 56

508 311 1,094 523 291 539 313 469 240 831 285

1978

Jan. 3,123 3,071 36 56 103 874 149 102 276 204 398 148 556 170

Feb. 2,297 2,259 41 148 101 514 172 93 176 102 290 88 436 98

Mar. 7,152 7,033 83 620 268 1,242 586 386 692 428 635 315 1,439 340

Apr. 613 603 19 96 23 205 60 45 105 43 111 43 -149 1

May 2,380 2,340 40 248 79 417 179 108 207 105 219 129 538 70

June . 6,655 6,545 78 493 300 1,084 548 383 638 396 602 293 1,431 298

July.

Aug.

Sept

3,070 3,020 60 141 103 676 189 141 245 145 380 136 665 138

1
2,312 2,274

6,429 6,323

56 140 75 522 185 101 139 135 217 118 468 119

78 475 246 1,138 561 351 620 386 575 284 1,303 305

'Preliminary data based on incomplete reporting.

Note: FHLBBdata . All operating association data are estimates as described in the note to table S.491 . Detail may not add to total because of rounding.

Table S.4.4.-Net New Savings Received by FSLIC-Insured Savings and Loan Associations

(In millions of dollars)

Federal Home Loan Bank District

Period
United

States Bos-

ton

New Pitts-

York burgh

Cincin-
Atlanta

nati

Indian-

apolis

Chi-

cago

Des

Moines

Little

Rock
Topeka

San

Francisco
Seattle

1974.

1975.

1976.

1977

4,668 -33

29,298 449

34,369 429

32,003 315

519 201 1,177

2,464 1,383 5,609

2,284 1,523 6,371

2,134 1,277 6,193

2,650

2,379

475 242

2,208 1,273 2,538

1,568 3,331

1,469

109 686 891 396 -146 140

1,851 2,716 1,401 6,015 1,415

3,130 1,822

2,088 3,427

3,384

1,509 7,580 1,607

1,372 7,013 1,515

1977

Sept 1,666 30

Oct 2,270 11

Nov. 1,516

Dec. 883

5
9
8
8
5

49

90

39

5
9
2
0

67 298 148 112 212 102 195

50 540 210 118 255 109 247 120

73 263 176 85 179 93 166

76 319 110 41 123 48 116

2
2
7
8

71 303 72

428 132

77 269 50

66 -105 58

1978

Jan 2,877 7 29 95 834 134 96 246 195 384 141 551 164

Feb. 2,073 122 94 469 159 88 152 94 281 82 430 93

Mar 2,592 34 173 105 460 209 154 270 163 287 137 483 117

Apr 401 -9 64 14 162 44 39 76 34 97 36 -152 -4

May.

June

2,145 221 71 371 167 102 183 98 208 122 531 64

1,744 25 15 63 260 115 121 193 116 224 106 449 57

July.

Aug

2,812 31 111 94 634 171 135 214 135 366 129 660 132
1

2,069 27 109 67 472 170 95 113 127 205 111 461 112

Sept
1

1,576 28 -5 73 292 159 105 173 106 201 94 287 62

' Preliminary data based on incomplete reporting.

Note: FHLBB data . Net new savings received equal new savings ( exclusive of interest/dividends credited ) less withdrawals. Detail may not add to total because of rounding.
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Table S.4.5.-Mortgage Loan Activity of Savings and Loan Associations

(In millions ofdollars)

All

operating

Loans closed

FSLIC-insured associations

Purposeofloan
associa-

Loans
Loans

Period tions,
and Net

Construction of- Purchaseof- and
total Total

partici- loan
Refi- partici-

loans

closed 1- to 4-

family

homes

Other

dwelling
units

Other

struc-

tures

1-to 4-

family

Other Other

dwell- improved

pations
nanc- Other pations

repay-

ing
pur- ments 1

sold
chased

homes
ing real

units estate

1974

1975 55,040

1976 78,776

1977 107,368

38,958 38,050 6,350 1,039 1,334 22,110

53,799 8,492 1,376

77,103 12,686 1,816

105,287 17,845 2,472

897 843 3,169 2,317 5,903 3,504 23,229

1,737

2,049

2,252

30,024 1,360 1,515 6,101 3,194 8,544 5,206 28,230

44,752 2,463 1,786 7,980 3,571 12,799 8,447 37,335

61,313 3,470 1,908 11,370 4,657 14,497 13,846 48,467

1977

Sept. 9,865

Oct. 9,277

Nov 9,138

Dec 9,233

9,679 1,592 265

9,103 1,594 174

8,967 1,525

9,060 1,492

201 5,809 311 159 923 419 1,224 1,265 4,461

193 5,300 290 150 1,005 399 1,115 1,201 4,125

223 192 5,152 295 185 986 410 1,054 1,307 4,031

227 199 5,001 344 194 1,123 478 1,150 1,324 4,210

1978

Jan 7,115 6,983 1,194 160 151 3,860 274 149 865 331 949 1,048 3,618

Feb 6,828 6,703 1,207 132 133 3,736 212 138 825 319 829 883 3,289

Mar 9,418 9,244 1,854 219 186 5,097 301 165 1,013 407 1,055 1,191 4,343

Apr 9,026 8,860 1,801 174 222 4,927 236 157 946 398 924 1,033 3,909

May 10,436 10,245 1,968 249 198 6,031 275 133 983 407 864 1,440 4,722

June 11,472 11,262 1,990 234 225 6,968 256 181 967 441 950 1,281 5,356

July 9,031 8,866 1,610 168 148 5,468 183 130 780 379 859 1,129 4,566

Aug 10,398

Sept 9,198

10,208

9,030

1,750 196

1,567

191 6,480 225 116 887 334 974 1,449 5,073

181 186 5,412 173 112 779 311 789 1,226 4,373

¹ Principal payments plus miscellaneous credits less debits for interest , taxes, etc.

2 Preliminary data based on incomplete reporting. Note: FHLBBdata. All operating association data are estimates as described in note to table S.4.1.

Table S.4.6. -Mortgage Loans Closed by Savings and Loan Associations

(In millionsof dollars)

FSLIC-insured associations

Period

All

operating Federal Home Loan Bank District
associa- United

tions States Bos-

ton

New

York

Pitts-

burgh

At-

lanta

Cincin-

nati

Indian- Chi-

apolis cago

Des Little

Moines Rock

1974..

1975 .

1976.

1977.

38,958 38,050 873 2,581 1,658 6,681 4,035

55,040 53,798 1,022 3,062 2,433 9,033 5,283

78,776 78,776 1,192 3,680 3,012 11,712 6,943

107,368 105,287 1,473 4,199 3,903 15,399 9,387

1,858 3,531 2,124 3,704

2,365 5,164 2,944 5,225

3,423 7,730 4,240 7,661

4,624 10,675 5,859 10,918

To- San

peka Francisco

1,959 7,191 1,851

2,716 11,424

3,867 19,067

Seattle

3,133

4,577

5,597 26,603 6,648

1977

Sept
Oct.

9,865 9,679 143

9,277 9,103 132

429 368 1,448 929 469 1,014 551 1,003 525 2,197 604

388 352 1,338 861 432 929 517 985 478 2,115 577

Nov. 9,138 8,967 126 377 341 1,311 793 416 915 532 919 466 2,199 572

Dec. 9,233 9,060 116 387 311 1,418 731 394 869 516 1,017 473 2,248 580

1978

Jan. 7,115 6,983 85 289 233 1,186 461 255 683 358 777 373 1,801 481

Feb. 6,828 6,703 64 238 189 1,132 547 276 639 345 752 363 1,681 478

Mar. 9,418 9,244 100 316 298 1,477 757 376 885 470 1,038 507 2,341 680

Apr. 9,026 8,860 99 295 337 1,376 829 383 905 463 898 495 2,066 713

May 10,436 10,245 137 346 430 1,566 1,024 490 1,063 572 1,037 590 2,319 671

June . 11,472 11,262 185 483 511 1,762 1,098 552 1,129 663 1,076 594 2,537 673

July. 9,031 8,866 140 407 404 1,436 881 479 842 505 867 485 1,873 548

Aug. 10,398 10,208 159 431 428 1,527 970 540 1,005 604 1,035 556 2,347 606

Sept
1

9,198 9,030 142 349 367 1,295 846 470 883 548 882 493 2,216 539

' Preliminary data based on incomplete reporting.

Note: FHLBBdata. All operating association data are estimates as described in the note to table S.4.1 . Detail may not add to total because of rounding.
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Table S.4.7.-Mortgage Debt Held by All Operating Savings and Loan Associations byType of Property and Mortgage

(In millions ofdollars)

1

End ofyear
1-to 4-familyhomes

Residential property with

Total
5or more dwelling units

Nonresidential

and quarter
Total FHA VA Conventional Total FHA Conventional Total Land Other

1972 2

1973 2

1974 2

1975

206,182 166,410

231,733 187,078

249,301 200,987

278,590 223,903

14,057 13,474

13,813 14,604

13,472 15,166

13,450 15,968

138,879

158,661

172,349

194,485

21,051 1,343

22,779 1,321

23,808 1,246 22,562

25,547 1,172 24,375

19,708 18,721 1,814 16,907

21,458 21,876 2,294 19,582

24,506 2,643 21,863

29,140 3,064 26,076

1976

Mar 3

June 2

Sept 2

Dec 2

286,296 230,395 13,598

299,238 240,976 13,645

311,753 251,553 13,561

323,005 260,794 13,372

16,318 200,479 25,937

16,578 210,753 26,812

16,648 221,344 27,497

16,602 230,820 28,425 1,357

1,231 24,706 29,944

1,287 25,525 31,450

1,341 26,156

27,068

3,120 26,824

3,202 28,248

32,703 3,305 29,398

33,786 3,392 30,394

1977 4

Mar

June

Sept.

Dec

333,565 269,821 13,109

350,609 284,414 13,008

366,800 298,429 12,801

381,163 310,686 12,426

16,411 240,301 29,187 1,401 27,786 34,557 3,502 31,055

16,479 254,927 30,503 1,437

16,433 269,195 31,581 1,467

16,238 282,022 32,513 1,487

29,066

30,114 36,790

31,026 37,964

35,692 3,646 32,046

3,815 32,975

4,002 33,962

1978 5

Mar

June

392,428

407,965

320,064 12,205 16,050

334,164 12,076 15,992

291,809 33,592

306,096 34,351

1,452

1,428

32,140 32,772 4,120

32,923 39,450 4,324

34,652

35,126

' Distribution is estimated primarily on the basis of data reported semiannually

byFSLIC-insured associations.

Data for the indicated period reflect an increase in total mortgage balances

caused by an addition of newly organized associations , or a decrease caused by con-

version or merges into mutual savings banks or by liquidation in the following

amounts: 1972, $-78 million ; 1973, $-35 million ; 1974, $ -63 million ; 1975-

1st, $-17 million ; 2d , $-18 million ; 1976-3d , $-281 million ; 4th , $-56 million ;

1977-1st, $-37 million.

Correction of misclassified assets reduced total mortgage balances by $250

million in 1976-3d and by $ 100 million in 1976-1st.
*Revised . ' Preliminary.

Note: FHLBB data.
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Table S.4.8.-Average Cost of Funds ¹to FSLIC-Insured Savings and Loan Associations , by Bank District

(Percent)

Year

halfyear

All

Districts

New Pitts-
Boston Atlanta

York burgh

Cincin- Indian-

nati apolis

Des Little San
Chicago Moines Rock Topeka Seattle

Francisco

1973 5.60 5.58 5.45 5.53 5.58 5.55 5.48 5.56 5.62 5.68 5.70 5.73 5.65

1974 6.14 6.04 5.95 6.04 6.17 6.08 5.92 6.11 6.17 6.27 6.23 6.27 6.15

1975 6.32 6.23 6.06 6.20 6.33 6.26 6.16 6.29 6.41 6.53 6.50 6.44 6.30

1976 6.38 6.22 6.12 6.27 6.37 6.35 6.24 6.39 6.49 6.61 6.57 6.45 6.35

1977 6.44 6.22 6.16 6.32 6.42 6.41 6.34 6.49 6.54 6.67 6.63 6.48 6.40

1974

Jan.-June 6.00 5.92 5.79 5.90 6.01 5.94 5.78 5.97 6.05 6.12 6.10 6.14 5.97

July-Dec.. 6.28 6.16 6.06 6.15 6.30 6.19 6.04 6.24 6.29 6.40 6.37 6.44 6.32

1975

Jan.-June 6.31 6.21 6.05 6.15 6.34 6.22 6.13 6.29 6.37 6.51 6.47 6.41 6.26

July- Dec.. 6.34 6.25 6.10 6.24 6.34 6.30 6.19 6.31 6.44 6.55 6.52 6.42 6.34

1976

Jan.-June 6.35 6.20 6.08 6.23 6.35 6.31 6.21 6.35 6.47 6.59 6.55 6.44 6.31

July-Dec... 6.40 6.24 6.15 6.31 6.39 6.38 6.26 6.43 6.51 6.62 6.59 6.45 6.39

1977

Jan.-June 6.39 6.20 6.09 6.27 6.38 6.37 6.29 6.44 6.50 6.65 6.61 6.43 6.33

July- Dec... 6.48 6.23 6.22 6.37 6.45 6.45 6.39 6.54 6.57 6.69 6.65 6.53 6.46

1978

Jan.-June 6.54 6.28 6.21 6.38 6.50 6.45 6.43 6.58 6.64 6.80 6.70 6.63 6.50

'Interest and dividends paid on savings . FHLB advances and other borrowed

money during period as a percent of average savings and borrowings. (Averages

based on 7 monthend figures for half years and 13 monthends for years ; half-year

data have been annualized by doubling. )
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Table S.4.9.-Effective Interest/Dividend Rates Paid ¹ by FSLIC-Insured Savings and Loan Associations , by Bank District

(Percent)

Yearor All New Pitts- Cincin- Indian- Des Little
Boston Atlanta

halfyear Districts York burgh nati apolis
Chicago Moines Rock Topeka

San

Francisco
Seattle

1973 5.51 5.47 5.36 5.43 5.50 5.48 5.44 5.48 5.56 5.61 5.61 5.60 5.53

1974 5.96 5.82 5.77 5.85 5.99 5.94 5.83 5.93 6.02 6.14 6.08 6.01 5.92

1975 6.21 6.05 5.94 6.07 6.23 6.17 6.12 6.18 6.31 6.44 6.38 6.28 6.18

1976 6.31 6.11 6.05 6.19 6.32 6.29 6.25 6.33 6.43 6.55 6.48 6.35 6.27

1977 6.39 6.15 6.11 6.27 6.38 6.37 6.38 6.45 6.49 6.64 6.56 6.42 6.33

1974

Jan.-June . 5.86 5.75 5.65 5.74 5.87 5.83 5.72 5.83 5.94 6.02 6.01 5.94 5.81

July-Dec... 6.04 5.89 5.85 5.92 6.08 6.03 5.93 6.01 6.09 6.24 6.18 6.10 6.04

1975

Jan.-June . 6.16 5.99 5.91 5.99 6.20 6.11 6.05 6.15 6.26 6.40 6.35 6.23 6.10

July-Dec... 6.24 6.08 6.00 6.13 6.26 6.22 6.18 6.21 6.35 6.47 6.41 6.27 6.24

1976

Jan.-June . 6.28 6.08 6.00 6.15 6.30 6.25 6.21 6.28 6.40 6.53 6.46 6.33 6.23

July-Dec... 6.34 6.13 6.09 6.23 6.34 6.32 6.29 6.37 6.45 6.59 6.50 6.36 6.31

1977

Jan.-June . 6.35 6.13 6.05 6.21 6.34 6.33 6.32 6.40 6.46 6.62 6.54 6.39 6.26

July-Dec.. 6.42 6.16 6.17 6.32 6.42 6.40 6.44 6.49 6.52 6.65 6.58 6.45 6.39

1978

Jan.-June .... 6.46 6.18 6.13 6.30 6.45 6.47 6.46 6.50 6.56 6.73 6.62 6.51 6.37

' Interest/dividends paid on savings during period as a percent of average

savings balances . (Averages based on 7 monthends for half years and 13 month-

ends for years; half-year ratios have been annualized by doubling.)

Table S.4.10.-Interest Return on Mortgages Held ' by FSLIC-Insured Savings and Loan Associations , by Bank District

(Percent)

Year or

halfyear

All

Districts

New Pitts-
Boston Atlanta

York burgh

Cincin- Indian-

nati apolis

Des Little San
Chicago

Moines Rock
Topeka Seattle

Francisco

1973 7.17 7.06 6.75 7.03 7.28 7.16 7.18 6.92 7.13 7.31 7.25 7.34 7.44

1974 7.43 7.33 7.03 7.32 7.53 7.47 7.47 7.25 7.41 7.63 7.54 7.51 7.69

1975 7.66 7.60 7.19 7.54 7.69 7.70 7.68 7.47 7.63 7.84 7.77 7.85 7.97

1976 7.95 7.80 7.46 7.83 7.94 7.98 7.96 7.83 7.91 8.15 8.06 8.11 8.32

1977 8.21 8.01 7.68 8.05 8.14 8.24 8.21 8.13 8.15 8.38 8.32 8.45 8.60

1974

Jan.-June . 7.35 7.24 6.95 7.26 7.46 7.38 7.40 7.17 7.35 7.52 7.46 7.44 7.58

July-Dec... 7.51 7.43 7.08 7.36 7.59 7.55 7.52 7.31 7.47 7.73 7.64 7.63 7.81

1975

Jan.-June . 7.59 7.48 7.17 7.45 7.65 7.61 7.59 7.42 7.55 7.75 7.70 7.74 7.86

July-Dec.. 7.74 7.72 7.23 7.61 7.75 7.80 7.76 7.55 7.71 7.93 7.86 7.91 8.08

1976

Jan.-June . 7.87 7.72 7.39 7.76 7.87 7.90 7.88 7.73 7.82 8.06 7.98 8.03 8.21

July-Dec.. 8.03 7.87 7.52 7.89 8.00 8.06 8.04 7.92 8.00 8.24 8.13 8.18 8.43

1977

Jan.-June 8.14 7.96 7.63 8.02 8.07 8.17 8.12 8.06 8.09 8.32 8.26 8.35 8.53

July-Dec... 8.28 8.05 7.73 8.08 8.21 8.30 8.29 8.19 8.21 8.44 8.37 8.54 8.67

1978

Jan.-June .... 8.39 8.12 7.83 8.20 8.30 8.40 8.35 8.31 8.34 8.58 8.47 8.63 8.80

'Interest earned on mortgages as a percent of average mortgage balances, net of

loans in process. (Averages based on 7 monthends for half years and 13 month-

ends foryears; half-year ratios have been annualized by doubling. )
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Table S.4.11 .-Minimum Ratio ¹ of Liquid Assets 2 to Liquidity Base ³ Required of Members of the Federal Home Loan Bank System

(Percent )

Effective date

All

liquid
assets

Short-term

liquid

assets

Effective date

All

liquid

Short-term

liquid Effective date

All

liquid

Short-term

liquid

assets assets ' assets assets⚫

Dec. 1950 .. 6 May 1 , 1971 72 Apr. 1 , 1975 52 12

Mar. 1 , 1961 7 Aug. 1, 1971 7 June 1, 1975. 6 2

62 Jan. 1 , 1972 7 Sept. 1 , 1975 62 22

6 May 1 , 1973 62 22 Mar. 1, 1976 . 7 3

512

62

512 12 May 1, 1978 6½ 22

5 1

Aug. 1 , 1968 .

June 12 , 1969.

Dec. 1 , 1969 .

Apr. 1 , 1971

Aug. 1, 19737

Sept. 1 , 1974'

' Before Dec. 22, 1969, the indicated minimum was required on each day a

member closed loans . Beginning Dec. 22, 1969, compliance has been monthly, on

the basis of an average of daily liquid asset balances to an average of the liquidity

base for the preceding month , or , in the case of members with less than $25 million

in assets , to the liquidity base at the end ofthe preceding month . Special provision is

made in the case of deficiencies resulting from the withdrawal of savings.

2Liquid assets consisted of unpledged cash , deposits , and U.S. Government

securities through June 10, 1969. Federal agency securities with 5 or less years to

maturity were added June 11 , 1969. Effective Dec. 22, 1969, and subject to some

additional restrictions, the following were made eligible liquid assets : (a ) time

deposits at commercial banks with a maturity of 1 year or less , or a notice period of

90 days or less ; ( b ) bankers ' acceptances with a maturity of 6 months or less ; (c)

general obligations of State and local governments with a maturity of 2 years or

less : (d ) eligible liquid assets held subject to a repurchase agreement ; and (e ) ac-

crued interest on liquid assets, or assets which would so qualify except for maturity.

Effective Jan. 1, 1972, the amount of U.S. Government securities with a maturity of

morethan 7 years that could be counted as liquid assets was limited to one-half of 1

percent of the base and mutual savings banks could elect to hold that portion of re-

quired liquidity in excess of 5 percent in Federal funds and commercial paper.

Beginning Nov. 21 , 1973 , unsecured Federal funds loans made eligible liquid assets

for member associations. Effective May 14, 1974 , maximum maturity for bankers

acceptances increased to 9 months . Effective April 1 , 1975 : ( a ) maximum maturity

for U.S. Government securities reduced to 5 years , except such securities with a

longer term held on March 31 and eligible as liquid assets would continue as such

through March 31 , 1977 ; ( b ) certain public housing authority notes guaranteed by

the United States with maximum maturity of 24 months made eligible liquid assets.

' Before Nov. 1 , 1970, the liquidity base consisted of a member's net withdrawable

accounts (or the policy reserve required by State law, in the case of an insurance

company) . Beginning Nov. 1 , 1970, borrowings payable on demand or due in 1 year
or less were added.

' Short-term liquid assets consist of the liquid assets defined in footnote 2, ex-

cept : (a ) U.S. Governments and Federal agency securities with a maturity longer

than 18 months ; (b ) commercial bank time deposits with a maturity longer than 6

months; (c ) State and local government obligations ; and (d ) bankers ' acceptances

with a maturity longer than 6 months . Effective April 1 , 1975 : (a ) maximum maturi-

ty for U.S. Government and Federal agency securities reduced to 12 months, except

such securities held on March 31 and eligible as short-term liquid assets would con-

tinue as such ; (b) certain public housing authority notes with a maturity of 6

months or less made eligible liquid assets. The requirement is not applicable to

member mutual savings banks or insurance companies.

" During the period June 27- Nov. 1 , 1966, members were permitted to reduce li-

quid asset holdings below the requirement by an amount not exceeding the smaller

of (a ) actual net savings withdrawn , or ( b ) 1 percent of withdrawable savings.

'No separate requirement.

'Penalties for liquidity deficiencies caused by net savings withdrawals during

August through December 1973 and April through October 1974 were waived.

Table S.4.12.-Maximum Rates of Return Payable on Savings Accounts by Savings and Loan Associations that Are Members ofthe

Federal Home Loan Bank System

Type ofaccount

Effective date and percentage rates

Regular..

Transaction ( NOW) .

90-day notice ( for withdrawals)

Certificate with fixed or minimum term or qualifying period :

Balance less than $100,000 :

Owned by governmental units :

Jan.21, 1970 ' July 6, 1973 Nov. 1, 1973 Dec. 23, 1974 June 1 , 1978

25.00 5.25 5.25 5.25 5.25

(3) (3) 35.00 35.00 35.00

* 5.25 5.75 $ 5.75 55.75 55.75

All terms

Owned byothers:

90daysto 6 months

6 months to 1 year .

1yearto 2 years

2 yearsto 2½ years.

22yearsto4 years.

4yearsto 6 years..

6yearsor more

8yearsor more

Individual retirement ( IRA) or Keogh ( H.R. 10) account

with term of 3 or more years

Moneymarket certificate with 26 week term and minimum

balance of$ 10,000 ..

Balance $100,000 ¹³ or more :

All owners-all terms

'See this table in the June 1973 Journal for earlier information .

25.25 percent in Mass.

(6) (6) (6) 7.75 8.00

5.25 '5.75 5.75 5.75 5.75

75.25 75.75 5.75 5.75 5.75

75.75 6.50 76.50 '6.50 ' 6.50

86.00 '6.50 76.50 76.50 76.50
8
*6.00 76.75 76.75 76.75

76.75

86.00 (10) 97.50 97.50 97.50

$6.00 (10) 97.50 97.75 97.75
8
$6.00 (10) 97.50 97.75 98.00

(11) (11) ("¹) ¹¹ 7.75 8.00

(12) (12) (12) (12) (12)

(14) (15) (15) (15) (15)

' Effective Jan. 1 , 1974, only for associations with home offices in certain New

England states

5.50 percent in Mass.

' Beginning Nov. 27,1974, maximum rate for notice accounts owned by govern-

mental units was the same as for certificate accounts owned by such units .

"Before Nov. 27 , 1974 , maximum rate was the same as for other types of owners;

from Nov. 27 through Dec. 22, 1974, maximum rate was 7.50 percent.

? $1,000 minimum balance required , except in areas where mutual savings banks

were permitting lower balance.

*$5,000 minimum balance required, except in areas where mutual savings banks

were permitting a lower balance.

$1,000 minimum balance required .

10No maximum rate with $ 1,000 minimum balance ; 6.75 percent maximum with

lower minimum balance.

" Effective July 6, 1977 ; no separate category until then.

12 First authorized June 1 , 1978 ; maximum rate as of each Thursday is the aver-

age rate (discount basis ) on 6-month U.S. Treasury bills as determined at the im-

mediately preceding auction plus 25 basis points.

13 $50,000 for Puerto Rico only, beginning Sept. 3, 1970.

" From Jan. 21 , 1970, through May 16, 1973, maximum rate was 6.50 percent for

accounts with term of 60-89 days, 6.75 percent for 90-179 day accounts , 7.00 per-

cent for 180-364 day accounts , and 7.50 percent for longer term accounts ;
thereafter no maximum rate.

15 No maximum rate.
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Mortgage Markets

1
Table S.5.1 .-Terms on Conventional Home Mortgage Loans Made : National Averages for All Major Types of Lenders ¹

Contract

Interest

Percentage distribution of estimated number

ofloans byloan -to-price ratio class
Initial

fees and

Effec-

tive Termto

Period rate 2

Loan

amount

Pur-

chase

Loan-

to- price

charges ' rate ' maturity

(per- (per- (per- (years)
(thou-

price ratio

cent) cent)
sands)

(thou- (per-

cent) sands) cent)

70.0

percent
or less

70.1-

80.0

80.1- Over

90.0 90.0

percent percent percent

Purchase of newly built homes

1974 8.72 1.30 8.92 26.3 29.8 40.1 75.8 32

1975. 8.75 1.54 9.01 26.8 33.3 44.6 76.1 26

1976. 8.76 1.44 8.99 27.2 35.9 48.4 75.8 28

1977 8.80 1.33 9.01 27.9 40.5 54.3 76.3 26

2
9
2
2

2
2
4
3

2
2
2
2

20

19

41 21 11

21 11

2
4
2
1

1977

Aug. 8.81 1.30 9.02 28.2 40.8 54.9 76.5 26

Sept 8.82 1.34 9.04 28.2 41.7 56.0 76.3 26

Oct. 8.84 1.35 9.07 27.6 40.2 54.0 76.1 26

Nov. 8.85 1.38 9.07 28.2 42.0 56.4 76.5 25

Dec. 8.87 1.30 9.09 28.0 42.6 57.7 75.5 28

0
8
8
2
8

3
2
3
2
4

2
2
2
2
2

21 11

10

21 11

19 10

1978

Jan 8.93 1.41 9.15 28.3 43.3 58.0 76.4

Feb. 8.96 1.32 9.18 27.3 44.0 59.9 75.3

Mar 9.03 1.37 9.26 27.4 43.5 58.8 75.5

Apr 9.07 1.44 9.30 28.4 45.7 61.6 76.1

May. 9.14 1.34 9.37 27.7 44.2 59.8 75.5

June 9.23 1.40 9.46 28.3 45.9 62.6 75.6

July. 9.34 1.40 9.57 28.2 45.3 60.7 75.4

Aug. 9.45 1.43 9.70 28.0 46.4 63.6 75.3

Sept 9.50 1.36 9.73 27.8 46.7 64.6 74.1 31

2
2
8
2
2
2
2
2
225 44 21 10

26 46 18 10

30 38 20 11

25

29

4
8
7
2
2

44 21 10

39 21 12

41 20 11

43 18 11

42 17 13

40 20

Purchaseof previously occupied homes

1974 . 8.84 1.09 9.01 23.0 24.5 34.7 72.4

1975. 9.01 1.19 9.21 24.0 27.4 38.2 73.4

1976 . 8.92 1.17 9.11 24.5 29.8 41.3 73.8

1977 8.83 1.17 9.02 25.8 34.7 47.5 75.1

6
3
8
235

31

30

27

4
2
4
5

45

47

47

48

6
7
9
2

16

17

18

20

1977

Aug. 8.86 1.16 9.05 26.1 35.3 48.5 74.9

Sept 8.86 1.14 9.05 25.9 35.8 49.5 74.5

Oct 8.88 1.16 9.08 25.6 34.1 46.6 74.8

Nov. 8.89 1.18 9.08 26.0 36.2 50.2 74.5

Dec. 8.93 1.17 9.12 26.1 36.0 49.4 74.8

2
2
2
2
228

29

28

28

29

9
9
5
5
9

46

46

47

47

46

6
6
6
6
8

19

19

19

19

20

1978

Jan 8.95 1.22 9.15 26.1 36.9 50.6 74.8

Feb 8.99 1.23 9.20 25.8 36.4 49.4 75.9

Mar 9.04 1.22 9.24 26.2 37.6 51.0 75.6

Apr 9.14 1.26 9.35 26.6 38.6 52.1 76.1

May. 9.17 1.22 9.37 26.2 38.2 51.7 76.0 26

June 9.27 1.21 9.48 26.5 39.2 53.9 74.8

July. 9.41 1.27 9.63 26.5 39.2 53.7 75.1

Aug. 9.55 1.27 9.77 26.4 39.7 54.7 74.9

Sept 9.62 1.26 9.84 26.6 41.3 57.5 74.4

2
2
2
2
2
2
2
2
228

26

25

28

28

29

*
*
*
*
*
4
8
4

47

47

45

45

45

46

45

29 44

2
2
2
2
2
2
2
2
219

21

21

23

20

20

20

21

Combined construction -purchase

4
5
5
6

6
6
6
6
6

7
7
8
8
7
7
7
6
6

1974. 8.69 1.21 8.89 23.6 29.9 44.8 69.1 45

1975. 8.89 1.45 9.13 24.0 31.5 46.1 69.1 44

1976. 8.83 1.41 9.07 25.2 34.9 50.4 70.3

1977. 8.77 1.39 9.00 25.8 38.5 55.1 71.1

1977

Aug 8.78 1.49 9.03 26.2 39.6 56.4 71.8

Sept 8.76 1.31 8.97 25.1 38.6 56.7 69.5

Oct 8.79 1.39 9.01 26.2 38.4 56.9 69.7

Nov. 8.80 1.47 9.04 26.5 40.8 58.1 71.8

Dec. 8.83 1.43 9.07 26.7 40.6 57.5 72.1

1978

Jan 8.92 1.35 9.15 25.4 40.1 57.4 71.2

Feb 8.84 1.52 9.09 26.0 42.7 61.7 70.2

Mar 8.92 1.47 9.16 26.9 42.5 62.9 69.6

Apr 8.98 1.34 9.20 26.0 43.5 62.1 71.2

May. 9.03 1.45 9.27 26.6 43.8 62.4 71.4

June . 9.04 1.33 9.26 26.4 43.6 63.9 70.0

July. 9.18 1.46 9.43 26.5 43.2 63.0 70.2

Aug. 9.24 1.44 9.50 26.3 45.9 65.8 70.9

Sept 9.33 1.37 9.57 26.2 44.1 67.3 66.9

2
5
8
8
2
E
E
N

40

38

37

41

43

37

35

39

39

40

39

39

46

41

41

52

2
3
7
9

9
4
7
4
5

+
9
3
8
4
9
9
9
*

42 10

43

47 10

46 11

46 13

10

P
O

B
O

8

41 11

12

51 10

4
4
3
5

5
4
5
7
4

47 11

44 11

50

44

40

46

46

C
R
E
T
E

O
O
9

11

9

12

9

10

10

10

1
4
4
4
5
5
3
4
4

See footnotes at end of following table.
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Table S.5.2.-Terms on Conventional Home Mortgage Loans Made : National Averages for Savings and Loan Associations ¹

Period

Contract

Interest

rate 2

(per-

cent)

Percentage distribution of estimated number

ofloans byloan-to-price ratio class
Initial

fees and

Effec-

tive

Pur-
Loan

Term to chase

Loan-

to- price

charges ' rate '
amount

maturity price ratio
(thou-

(per- (per- (years)
sands)

(thou- (per-
70.0 70.1- 80.1- Over

cent) cent) sands) cent) percent 80.0 90.0 90.0

or less percent percent percent

Purchase of newly built homes

1974.. 8.67 1.54 8.92 27.5 30.5 40.0 77.9 21

1975 . 8.78 1.62 9.05 27.8 34.1 44.9 77.4

1976. 8.79 1.55 9.04 28.1 36.6 48.6 76.8 25

1977. 8.81 1.43 9.04 28.4 41.1 54.6 77.0

2
2
2
2

23

23

L
A
B
A

43

44

43

46

2
2
2
2

23

21

21

21

2
2
:
0

13

13

11

10

1977

Aug. 8.83 1.41 9.06 28.5 40.9 54.5 77.0

Sept 8.86 1.43 9.09 28.6 42.3 56.5 76.8

Oct 8.87 1.43 9.10 28.5 41.3 54.8 76.8

Nov.. 8.87 1.44 9.10 28.5 42.2 56.2 76.8

Dec. 8.90 1.42 9.13 28.6 43.3 58.0 76.3

2
2
2
2
224 46

25 44

24

24

25

2
2
2
2
2

9
9
$
9

21 10

21 10

21 9

11

21

1978

Jan 8.93 1.44 9.17 28.7 43.7 58.3 76.4

Feb

Mar

Apr

May.

.
.
.
.
.

8.97 1.44 9.20 28.7 44.7 60.0 76.4

9.03 1.52 9.28 28.7 44.1 58.6 76.9

9.10 1.50 9.35 28.7 45.4 60.5 76.7

9.17 1.49 9.41 28.5 44.9 60.1 76.2

June

July.

Aug.

Sept

9.27 1.50 9.52 28.6 45.3 61.1 75.8

9.34 1.47 9.59 28.4 44.2 60.0 75.5

9.48 1.58 9.75 28.8 46.4 63.0 75.5

9.55 1.51 9.80 28.7 47.3 64.1 75.7

2
2
2
2
2
8
2
2
2

46

45

45

NA

NA

NA

3
3
3
8
2
a
8
a
8

42

NA

NA

NA

2
2
2
2
2
2
2
M
M

21

19 11

10

21 10

21 12

21 9

NA NA

NA NA

NA

Purchase of previously occupied homes

1974 . 8.88 1.46 9.13 24.5 24.4 33.0 75.6 25

1975 . 9.05 1.40 9.28 25.1 27.7 37.4 75.6 25

1976 . 8.94 1.34 9.16 25.6 30.3 40.8 76.2

1977 8.86 1.32 9.08 26.6 35.1 46.9 76.8

2
2
2
2 51

24

8
8
8
9

20

50

50 21

50

2
2
2
2

20

1977

Aug. 8.90 1.32 9.12 26.7 35.5 47.8 76.4

Sept 8.92 1.30 9.13 26.7 36.5 49.2 76.4 23

Oct 8.93 1.33 9.15 26.5 35.0 46.7 76.7

Nov. 8.94 1.32 9.16 26.5 36.0 48.3 76.3

Dec. 8.96 1.31 9.18 26.7 36.3 48.9 76.3

2
2
2
2
224 48

24

23

9
5
8
8
5
9

50

50

50

2
2
2
2
2

21

20

1978

Jan 9.00 1.33 9.22 26.7 37.0 49.9 76.3

Feb 9.03 1.34 9.25 26.5 36.4 48.5 77.2

Mar 9.10 1.34 9.32 26.9 38.0 50.4 77.0

Apr 9.19 1.37 9.42 27.1 38.5 51.3 77.1

May. 9.23 1.35 9.45 27.0 38.6 51.3 77.4

June 9.36 1.37 9.59 27.2 39.8 53.4 76.7

July. 9.48 1.43 9.72 26.9 37.9 50.9 76.6

Aug. 9.62 1.43 9.86 27.0 39.1 52.9 76.3

Sept 9.70 1.43 9.94 27.3 41.1 55.5 76.4

2
2
2
2
2
2
2
2
2

24 50

51

49

47

47

24 46

NA NA

NA NA

NA NA

2
2
2
2
2
2
2
2
2

20

23

5
5
5
6

6
9
9
9
6

6
7
7
8
7
7

NA NA

NA NA

NA NA

' Savings and loan associations , mortgage bankers, commercial banks, and mutual

savings banks.

'The estimated cost of mortgage insurance has been deducted from the contract

rate for the relatively small number of loans including such costs in the rate.

'Includes anygeneral or specific charges paid by the borrower, or seller , in order

to obtain a loan , except those for mortgage, credit, life , or property insurance, for

property transfer, and for title search and insurance.

'Contract rate plus initial fees and charges amortized over a 10-year period, on

the assumption that , on the average, loans are prepaid at the end ofthat time.

Note: Data are weighted averages compiled bythe FHLBB in cooperation with the

Federal Deposit Insurance Corporation from individual loan data reported by a sam-

ple of the indicated types of lenders on fully amortized conventional first mortgage

loans secured by single-family residential property ; excluded are interim construc-

tion loans, refinancing loans, junior liens, and federally underwritten loans.
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Table S.5.3.-Mortgage Debt Outstanding, by Type of Property and Mortgage

(In millions of dollars)

End ofyear

and quarter

Property type

Nonfarm

Residential

Mortgage type '

Total

Farm

Total

Total

1- to 4-

family

5 or

more

Com-

mercial

FHA/VA-

under-

written

Conven-

tional

homes units

1973 .

1974

1975

682,321

742,512 696,224

801,537 750,660

641,068 509,343 416,211

549,347

591,362

449,371

490,761

93,132 131,725 41,253

99,976 146,877 46,288

100,601 159,298 50,877

135,044 374,716

140,212 409,576

146,984 445,085

1976

1st .

2d .

3d

4th

818,420 766,220 605,037 503,255 101,782

840,533 786,740 622,691 519,790 102,901

865,639 810,174 642,644 538,771 103,873

889,202 832,171 660,961 556,456 104,505

161,183 52,200 148,311 456,726

164,049 53,793 150,548 472,143

167,530 55,465 150,801 491,843

171,210 57,031 154,146 506,815

1977

1st .

2d

3d

4th

911,994 852,839 678,596

948,826 886,934 707,356

985,607 921,542 736,727

1,021,169 955,284 763,691

573,389 105,207 174,243 59,155 155,697 523,357

600,262

627,770

652,405

107,094 179,578

108,957

111,286

61,815 158,652 548,704

184,815 64,065

191,593 65,885

161,564 575,163

161,739 601,660

FHA/VA-figures are from Federal Housing Administration and Veterans Ad-

ministration . Conventional data include all farm mortgages regardless of mortgage

type.

Note: Except as noted all data are estimates, subject to revision , made by Federal

Reserve in conjunction with FHLBB and Department of Commerce from data

reported byvarious institutional and Government sources.

Table S.5.4.-Mortgage Debt Outstanding on One- to Four- Family Nonfarm Properties byType of Holder

(In millions ofdollars)

End ofyear

and quarter
Total

Savings

and loan

associations '

Life

insurance

companies

Mutual

savings
banks

Federal and related agencies 2
Commercial

banks

Mortgage

poolsor
trusts 3

Other

holders

FNMA2 FHLMC Other

1973 . 416,211 187,078 20,426 48,811 67,998 20,370 2,446 4,334 13,636 51,112

1974 . 449,371 200,987 19,026 49,213 74,758 23,778 4,217 5,422 18,639 53,331

1975. 490,761 223,903 17,590 50,025 77,018 25,813 4,588 7,475 28,081 56,268

1976

1st 503,255 230,395 17,160 50,553 78,974 26,262 4,247 7,454 30,907 57,301

2d . 519,790 240,976 16,855 51,326 81,281 26,112 4,166 5,749 34,322 59,003

3d . 538,771 251,553 16,448 52,250 83,938 27,030 3,917 5,542 37,569 60,524

4th 556,456 260,794 16,088 53,089 86,234 26,934 3,889 4,701 42,084 62,643

1977

1st 573,389 269,827 15,699 53,502 88,116 26,836 3,200 4,109 47,123 64,207

2d

3d.

4th

600,262 284,433 15,418

627,770 298,459 15,022

652,405 310,729 14,727

55,000 93,393 27,933 2,901 4,393 50,219 66,562

56,313 97,746

57,637 101,361

28,178

28,504

2,818 4,385 55,534 69,315

2,738 4,471 60,573 71,665

'See notesto S.4.7.

2 Except for balances backing securities insured or guaranteed by the agencies.

Included in other, are Veterans Administration , Federal Housing Administration ,

Farmers HomeAdministration , and Federal Land Banks.

Balances backing securities insured or guaranteed by Government National

Mortgage Association , FHLMC , and Farmers Home Administration .

Note: Data, except for savings and loan associations, are partly estimated by

Federal Reserve from data collected by Federal agencies and private organizations.
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Table S.5.5 .- Mortgage Debt Outstanding on Nonfarm Residential Property with Five or More Units

(In millions ofdollars)

End ofyear
Total

and quarter

Savings

and loan

associations '

Life

insurance

companies

Mutual

savings
Commercial

Federal and related agencies ' Mortgage
Other

banks
pools and holders

banks FNMA GNMA Other trusts '

1973.. 93,132 22,779 18,451 12,343 6,932 3,805 2,574 1,650 616 23,982

1974 . 99,976 23,808 19,625 12,923 7,619 5,800 2,598 2,542 785 24,276

1975 . 100,601 25,547 19,629 13,792 5,915 6,011 2,710 3,594 1,263 22,140

1976

1st 101,782 25,937 19,565 13,699 6,981 5,920 2,733 3,433 1,699 21,815

2d 102,901 26,812 19,367 13,674 8,130 5,916 2,392 3,739 1,676 21,195

3d. 103,873 27,497 19,234 13,915 8,144 5,932 2,582 3,871 1,784 20,914

4th 104,505 28,425 19,178 14,177 8,082 5,970 2,271 4,072 1,910 20,420

1977

1st 105,207 29,188 18,921 14,291 7,974 5,994 2,343 3,878 2,314 20,304

2d . 107,094 30,505 18,891 14,602 8,003 5,985 2,258 4,132 2,405 20,313

3d 108,957 31,585 18,831 14,952 8,383 5,970 2,077 4,314 2,682 20,163

4th 111,286 32,518 18,807 15,304 8,692 5,865 2,112 4,398 3,089 20,501

'See notesto table S.4.7.

2Except for balances backing securities insured or guaranteed by the agencies.

Included in other, are Veterans Administration , Federal Housing Administration ,

Farmers Home Administration , and Federal Land Banks.

Balances backing securities insured or guaranteed by Government National

MortgageAssociation , FHLMC, and Farmers Home Administration .

Note: Data, except for savings and loan associations, are partially estimated by

Federal Reserve from data collected by Federal agencies and private organizations.

Table S.5.6.- Foreclosures¹ by FSLIC-Insured Savings and Loan Associations Classified byType of Mortgage

FHA/VAmortgages

Numberofmortgages foreclosed

Period

Number

All types of mortgages

Numberofmortgages foreclosed

Percent of average

No. of mortgages held

Actual Annualized²

Amount

($ millions

Balancedueon mortgages foreclosed

Percent of average

Mortgage balances held

Actual

Number

Annualized²

Conventional mortgages

Numberof mortgages foreclosed

Percent of average

No. ofmortgages held

Actual Annualized²

Number

Actual

Percent of average

No. of mortgages held

Annualized²

1972

July-Dec ... 12,243 .105 .210 252.0 .131 .262 5,391 .054 .108 6,852 .378 .756

1973

Jan.-June 13,015 .108 .216 292.8 .140 .280 5,324 .052 .104 7,691 .406 .812

July-Dec 12,260 .100 .200 283.8 .128 .256 5,315 .051 .102 6,945 .364 .728

1974

Jan.-June 11,936 .095 .190 329.2 .142 .284 5,359 .051 .102 6,577 .327 .654

July-Dec 12,294 .097 .194 385.4 .160 .320 6,586 .061 .122 5,708 .296 .592

1975

Jan.-June 12,823 .101 .202 520.5 .209 .418 7,727 .071 .142 5,096 .266 .532

July-Dec.. 12,156 .094 .188 565.4 .215 .430 7,811 .071 .142 4,345 .225 .450

1976

Jan.-June 11,560 .087 .174 594.7 .211 .422 7,993 .071 .142 3,567 .185 .370

July- Dec.. 10,982 .081 .162 534.6 .176 .352 7,807 .067 .134 3,175 .168 .336

1977

Jan.-June

July- Dec..

10,540

9,360

.076 .152 458.2 .139 .278 7,045 .059 .118 3,495 .189 .378

.065 .130 409.7 .114 .228 6,423 .051 .102 2,937 .162 .324

' Foreclosures include deeds in lieu of foreclosure and are reported as of the date

thejudgment is obtained , even if subject to a redemption period.

2 Foreclosure rates for semiannual periods expressed at annual rates without

seasonal adjustment.

Note: FHLBB data.
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Housing Markets

Table S.6.1 .-Indicators of Housing Activity

(In thousands of units except for last column which is in millions of dollars)

Private housing units started 2

Region Typeofstructure

Private nonfarm

starts financed

byGovernment

New

private

New con-

struction

New

Period ' U.S.

total

home programs
housing

homes
units

put in

place:

North-

east

North

central South West 1 unit

2-4

units

5 units

or more

author-
sold 34 total

FHA VA ized 2
residential

buildings

1974..

1975 .

1,337.7 183.2

1,160.4 149.2

317.3 552.8 284.5 888.1

294.0 442.1 275.1 892.2

1976 . 1,537.5 169.2 400.1 568.5 399.6 1,162.4

1977. 1,974.8 193.9 448.9 787.0 545.0 1,441.1

68.1 381.6

64.0 204.3

85.9 289.2

122.3 411.5

56.6 72.4

69.1 73.7

81.0 99.9

131.4 218.1

1,074.4

939.2

1,296.2 646

519 50,376

549 46,472

60,520

1,690.0 819 80,353

1977

Sept 2,012 176 460 834 542 1,508 124 380 101 135 1,695 845 81,677

Oct 2,139 232 480 907 520 1,532 127 480 79 145 1,781 870 83,022

Nov. 2,096 212 509 817 558 1,544 134 418 98 122 1,822 819 84,005

Dec. 2,203 199 432 905 667 1,574 153 476 147 147 1,778 857 87,246

1978

Jan 1,548 118 286 650 494 1,156 101 291 71 113 1,526 813 79,380

Feb. 1,569 64 394 598 513 1,103 79 387 76 120 1,534 774 85,273

Mar. 2,047 152 444 903 548 1,429 126 492 103 139 1,647 793 88,141

Apr 2,165 244 482 874 565 1,492 142 531 111 137 1,740 828 92,433

May. 2,054 188 463 868 535 1,478 89 487 103 121 1,597 845 94,533

June . 2,124 212 476 889 547 1,441 148 535 88 128 1,821 812 94,902

July. 2,119 221 466 888 544 1,453 135 531 104 122 1,632 (5) 93,944

Aug. 2,044 219 410 837 578 1,454 142 448 101 117 1,571 92,724

Sept 2,073 238 470 855 510 1,451 110 512 (5) (5) (5) (5)

' Monthly data are seasonally adjusted annual rates.

2 Bureau ofthe Census, Department of Commerce ; figures are based on 13,000

permit-issuing places beginning 1967, 14,000 permit-issuing places beginning
1972.

Table S.6.2.-Inventory of Unsold Homes

New homes for sale

(in thousands of units)

4
Bureau ofthe Census, Department of Commerce.

Department of Housing and Urban Development.
'Not available.

'Preliminary.

Table S.6.3.-Rental Vacancy Rates for the United States and

Major Regions

End of

month
Stage ofconstruction As ratio

ofnew

Yearand

quarter

United

States

North-

east

North

central
South West

Total
Com-

pleted

Under

con-

struction

homes
Not

started
sold dur-

Newseries ¹2

ingmonth

1974. 6.2 4.2 6.1 8.0 6.2

1975. 6.0 4.1 5.7 7.7 6.2
December

1976. 5.6 4.7 5.7 6.4 5.4

1974.. 350 101 190

1975. 316 87 178

1976.. 358 87 215

1977. 408 87 256

8
8
8
8

59 NA 1977. 5.2 5.1 5.1 5.7 5.0

50 NA

56 NA

NA 1977

1977 1st

2nd .
June . 369

July. 379

Aug. 390

Sept 392

Oct. 403

Nov. 408

Dec. 408

P
R
I
B
K
K
B

75 231

75 240

82 242

81 247

84 256

84 256

87 256

8
8
8
2
8
8
8

63 5.0
3d .

5.9
4th

5
5
5
5

5.1

5.3

5.4

5.1

1
3
4
1

4.8 5.3 5.8 4.4

5.2 4.7 5.5 5.7

5.4 5.1 5.7 5.5

4.9 5.2 5.6 4.4
5.3

5.5

6.4
1978

7.4

8.0

1st

1978 2nd .

6
9

5.0 4.8 5.3 5.4

6.4 5.5 5.7 7.3 6
3
3
9

4.4

6.7

Jan.. 401 85 246

Feb. 389 81 237

Mar. 398 79 246 73

Apr. 404 79 254 71

R
O
S
E

70 7.0

70 6.2

5.3

4.8

May 412 79 263 71 5.1

'Revisedto include vacant , for-rent units classified as dilapidated .

2Averageoffour quarters as published by Bureau of Census.

Note: Bureau ofthe Census, Department ofCommerce.

June.. 425 81 266 79 5.7

Note : Bureau of the Census, Department of Commerce, and Department of

Housing and Urban Development . Detail may not add to total because of rounding.
Revised.
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FEDERALHOMELOAN BANK DISTRICTS

SEATTLE

12

11

SAN

FRANCISCO

10

FEDERAL HOME LOAN BANK

• BRANCH

8
7

DES MOINES

TOPEKA

9

CHICAGO

LITTLE

ROCK:

6

INDIANAPOLIS

PITTSBURGH

CINCINNATI

5.

4

ATLANTA,

2

BOSTON

NEW YORK

Philadelphia

DISTRICT

FEDERAL HOME LOAN BANK OF BOSTON

1 Raymond H. Elliott , President
Post Office Box 2196

Boston , Massachusetts 02106

Connecticut , Maine, Massachusetts , New Hampshire ,

Rhode Island , and Vermont

District Director-Examinations: Charles E. Seaman

FEDERAL HOME LOAN BANK OF NEW YORK

2. BryceCurry, President

3.

4.

OneWorld Trade Center, Floor 103

New York, New York 10048

New Jersey, New York , Puerto Rico, and Virgin Islands

District Director- Examinations : Leonard Nightingale

FEDERAL HOME LOAN BANK OF PITTSBURGH *

Louis J. Rub , President

11 Stanwix St., 4th Floor, Gateway Center

Pittsburgh , Pennsylvania 15222

Delaware , Pennsylvania , and West Virginia

District Director-Examinations : William C. Shone

FEDERAL HOME LOAN BANK OF ATLANTA

Carl O. Kamp, Jr. , President

Post Office Box 56527

Atlanta , Georgia 30343

Alabama, District of Columbia, Florida, Georgia , Mary-

land , North Carolina, South Carolina , and Virginia

District Director-Examinations : Howard L. Caffrey

DISTRICT

7.

8.

FEDERAL HOME LOAN BANK OF CHICAGO

H. Robert Bartell , Jr. , President

111 East Wacker Drive

Chicago , Illinois 60601

Illinois and Wisconsin

District Director- Examinations : Victor S. Meller

FEDERAL HOME LOAN BANK OF DES MOINES

Dean R. Prichett , President

907Walnut Street

Des Moines , Iowa 50309

lowa, Minnesota, Missouri , North Dakota , and South

Dakota

District Director- Examinations: Bernard C. Zimmer

FEDERAL HOME LOAN BANK OF LITTLE ROCK

9 Raymond F. Widmer , Acting Chief Administrative OfficerO 1400Tower Building

Little Rock, Arkansas 72201

Arkansas, Louisiana, Mississippi , New Mexico , andTexas

District Director-Examinations: Richard J. Wick

Colorado , Kansas , Nebraska, and Oklahoma

District Director-Examinations: Raymond J. Gatti

FEDERAL HOME LOAN BANK OF TOPEKA

10.
Kermit Mowbray, Interim Chief Administrative Officer

Post Office Box 176

Topeka, Kansas 66601

FEDERAL HOME LOAN BANK OF SAN FRANCISCO

FEDERAL HOME LOAN BANK OF CINCINNATI

5. Charles LeeThiemann, President

Post Office Box 598

Cincinnati , Ohio 45201

Kentucky, Ohio, and Tennessee

11 .
Milton Feinerman , President

Post Office Box 7948

San Francisco , California 94120

Arizona, Nevada, and California

District Director-Examinations: Joseph W. George
District Director-Examinations: Donald E. Ison

FEDERAL HOME LOAN BANK OF SEATTLE

FEDERAL HOME LOAN BANK OF INDIANAPOLIS

6.

Freeman A. Goss , Interim Chief Administrative Officer

2900Indiana Tower, One Indiana Square

12.

Donald R. Deever, Interim Chief Administrative Officer

Seattle, Washington 98101

Indianapolis, Indiana 46204

Alaska, Hawaii and Guam . Idaho , Montana, Oregon .

Utah , Washington, and Wyoming

Indianaand Michigan

District Director-Examinations : Ervin Berlinger

* Philadelphia Branch Office

3 Parkway Building

16th Street and Benjamin Franklin Parkway

Philadelphia, Pennsylvania 19102

District Director- Examinations: James L. Brazil
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