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More than

400 S&l's Using
$1.13 Billion in
CIF Funds

2

P resident Carter, in conjunc-
tion with the Federal Home
Loan Bank Board, announced the
establishment of the 5-year, $10-
billion Community Investment
Fund on June 8, 1978, as a vital
part of the Bank Board’s goal to ful-
ly utilize existing thrift industry
leadership, capacities, and re-
sources in meeting community in-
vestment and development chal-
lenges without asking the industry
to make unsound loans.

In December 1978, the Office of
the District Banks requested of each
Bank a profile of associations using
CIF and a programmatic break-
down of their activities. More than
400 associations, large and small in
urban and rural communuties
throughout the Nation, are using
the Fund. A summary of their ef-
forts, which constitutes a six-month
report on the CIF, is the subject of
this article.

The Fund is intended to assist
member institutions that make spe-
cial, creative efforts to direct or
stimulate lending designed to pre-
serve or revitalize older urban and
rural communities. In the first six
months of operation, members re-
ceiving these specially priced ad-
vances have demonstrated an exist-
ing and continuing commitment to
affirmative lending in older areas
and have targeted their lending to

low- and moderate-income resi-
dents.
Member institutions receiving
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these funds include savings and
loan associations and mutual sav-
ings banks. Each Federal Home
Loan Bank administers the pro-
gram under broad guidelines estab-
lished by the Bank Board. In order
to be eligible, each member institu-
tion’s lending and investment strat-
egies are evaluated for the following
characteristics: (1) a qualified ur-
ban or community lending special-
ist or team devoting a substantial
amount of time to innovative pro-
grams; (2) an active loan market-
ing program targeted at mature
communities with reasonable em-
phasis on low- to moderate-cost
housing; (3) a financial counseling
program for assisting low- to
moderate-income homebuyers; and
(4) a demonstrated commitment to
participate in government or pri-
vately sponsored programs aimed at
community preservation or revitali-
zation. Consistent with the purposes
of the Fund, special emphasis will
be given to member institutions
participating in local partnerships,
as well as those undertaking efforts
aimed at assisting existing residents
in neighborhoods experiencing
reinvestment.

In judging the eligibility of a
member institution for a Communi-
ty Investment Fund advance, other
factors are taken into account such
as management capability, finan-
cial soundness, and past record with
respect to community lending and
lending on a nondiscriminatory
basis.

Although, as expected, the pro-
gram has urban savings and loan
participation, member institutions
are using this program for both
suburban and rural communities.
In addition, 24 of the Bank System's
77 minority association members
participate in CIF.

Day-to-day operations of the
Fund occur at the District Bank lev-
el and overall policy administration
rests with the Office of the District
Banks. In light of her previous ex-
perience with urban development
and revitalization, Board Member



Table 1.—Participating CIF Associations by Federal Home Loan Bank District

(In millions)
Members
partic.as a
CIF Number of percent of
allocation associations  members
District bank amount with advances borrowing Assn. partic. by asset size (Mil) Minority Number
for first CIF CIF and/or FHL Bank assn. of min.
year! advances’ commitments’ commitments  advances $50 $50-$99 $100-$250 Over $250  partic. mem.
.............. $836 $410 $0.0 22 133 2 4 9 7 0 2
NewYork ........... 2276 1137 00 28 133 4 3 10 11 1 3
Pittsburgh. . ......... 95.4 454 28 33 149 12 10 7 4 1 2
Alanta ............. 3058 1433 39 47 92 8 3 14 22 5 18
Cincinnati........... 168.2 166.5 13 48 130 9 8 18 13 4 4
Indianapolis . . ....... 934 46.7 00 10 69 0 2 4 4 0 1
Chicago............. 1930 96.1 0.0 24 65 5 4 7 8 0 4
DesMoines. ......... 1248 715 281 » 176 8 10 11 10 0 1
LittleRock. . ......... 1424 638 78 41 95 21 3 8 9 7 18
Topeka ............. 97.2 703 00 50 255 15 11 9 15 1 3
San Francisco. ....... 3742 187.0 00 42 259 6 1 4 31 5 20
.............. 944 427 43 16 113 2 2 3 9 0 1
Bank System......... $2,000.0 $1,088.0 $48.2 400 127 92 61 104 143 24 ”
Source: Survey of District Banks by Office of District Banks, December 12, 1978.
Notes: 1. Yeer began June 8, 1978, and ends June 1979. 2. Data as of December 22, 1978.
Table 2.—CIF Programs of Participating Associations
Task Below
Coun- Force mkt. Urban prog. Conv.
District FHA  Other HUD HUD State seling pass  Rurasi rehab.
bank Titlel FHA Sect.8 UDAG NSA CDBG agency program NHS NPP  thru program City Suburb Mkt. Prog.
22 22 6 2 1 10 10 7 11 3 3 1 18 3 22 20
8 17 5 3 1 9 13 5 6 0 2 5 13 10 4 5
5 5 5 0 1 9 1 10 10 0 1 7 23 6 8 13
2 10 12 2 2 23 9 43 23 0 3 8 37 2 38 18
5 13 7 4 0 23 2 20 27 1 3 8 40 0 3 3
4 1 [} [} o 9 [} 6 4 0o [} 2 7 3 5 10
22 12 2 0o 0 2 0 5 6 2 7 2 18 4 16 20
1 6 6 1 0 5 5 20 9 0 0 15 18 6 27 15
10 16 3 1 0 10 6 12 15 [} 0 9 32 o 19 15
6 8 6 3 0 7 12 16 10 0o 1 38 17 0 48 8
0 4 1 0 1 7 12 31 24 0 13 12 48 0 36 25
4 6 0 2 8 6 5 12 3 1] 5 5 12 )] 12 7
89 120 53 18 14 120 s 187 148 6 38 112 283 ) 238 159

Source: Survey of District Banks by Office of District Banks, December 12, 1978

Key (left to right). FHA Title 1—Federal Housing Administration—Rehabilitation In-
surance. Other FHA—Refers to other FHA insurance programs. HUD Sect. 8—
Housing and Urban Development rent subsidiary program. UDAG —Urban Develop-
ment Action Grant, administered by HUD. HUD NSA—Neighborhood Strategy Area
program. CDBG ~Community Development Block Grant, administered by HUD.
State Agency—State Housing Finance Agency Programs. Task Force, NHS, NPP—

Urban Reinvestment Task Force, Neighborhood Housing Services, Neighborhood
Preservation Program. Below Mkt. Pass Thru—interest reduction pess through pro-
grams. Rural Program/Urban Program —An association’s program may include both
rural and urban areas. Mkt.—Special marketing efforts geared to low and moderate
income individuals. Conv. Rehab Prog.— Innovative conventionally financed rehabili-
tation programs.

Anita Miller has taken an active in-
terest and lead role in ensuring the
Fund’s success.

The Fund's potential as a re-
source and encouragementin
community revitalization is stressed
by the Office of Community Invest-
ment, which has the lead responsi-
bility for assisting associations to
institutionalize the community in-
vestment process.

This report presents data and ex-
amples of how the Fund is working
after six months of operation.

$1.13 Billion Allocated

As indicated by table 1, 400 asso-
ciations have received a total of
$1.13 billion in advances and com-
mitments resulting in an allocation
of over half of the Fund's annual
target from June 8 to December 22,
1978. Of the $2 billion allocated for
the first year of the program,
$1.088 billion has been advanced
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and $48.2 million has been commit-
ted. Nearly 13 percent of the mem-
bers which normally use the ad-
vances window are using the CIF,
with the largest participation—
approximately 25 percent—in the
San Francisco and Topeka Bank
Districts.

Associations that use CIF vary in
asset size as follows: 38 percent are
below $100 million; 26 percent are
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between $100 and $250 million,
and 36 percent are above $250 mil-
lion. Associations which have re-
ceived commitments and/or ad-
vances include those having assets
ranging from $5.1 million to $10
billion. The commitments and/or
advances range in amounts from
$150,000 to $30 million.

Table 2 shows that associations
participate in a widely diverse com-
bination of State, Federal, and
locally sponsored undertakings in-
cluding FHA Title I, HUD Section
8, UDAG, counseling, and conven-
tional rehabilitation programs.

Federal housing and community
development programs are being
used by half of the associations,
while programs of State agencies
are being used by 19 percent of the
associations participating in the
program. Special marketing efforts
for low- and moderate-income
neighborhoods are being sponsored
by 57 percent of the associations
and counseling programs are being
undertaken by 47 percent. The
Urban Reinvestment Task Force
programs receive support from 39
percent of the associations. Ten
percent of the participating associa-
tions have chosen to pass through
their interest savings on the ad-
vances in the form of lower interest
rates to customers in targeted low-
and moderate-income areas as an
added incentive to community revi-
talization.

Fundamental to the concept of
revitalizing and developing our
communities is the process of pri-
vate financial institutions working
together with local, State, and Fed-
eral government and community
organizations. In today’s environ-
ment, where tight money limits re-
sources, the CIF is available to
continue public/private partner-
ship efforts to leverage public dol-
lars. Acting as a catalyst, the Fund
has served to institutionalize the
role of private financial institutions

as an active partner in local com-
munity investment and revitaliza-
tion efforts.

The District Banks have each
identified associations in their Dis-
tricts for illustrating exceptional
CIF plans. Summaries of the exten-
sive contributions of these associa-
tions follow.

Mechanics and Farmers Savings
Bank, of Bridgeport, Conn., estab-
lished a $2-million urban home
fund through CIF advances to make
loans available for mortgages or
home improvements at 1 percent
below market. Mechanics and
Farmers is also working jointly with
Park City Housing and Develop-
ment Corp. in a program to reha-
bilitate houses and sell them to low-
and moderate-income families.
Mechanics and Farmers will pro-
vide funds for rehabilitation and
permanent mortgage financing.

Milford Federal Savings and
Loan Association, Milford, Mass.,
is targeting loans at older neigh-
borhoods. More than 60 percent of
Milford Federal’s lending is done in
Milford, an area with a substantial
amount of mature housing. Milford
Federal plans to increase its lending
activity in the rehabilitation of
older homes. In 1979, it will target
$1.5 million toward underwriting
such loans.

City Federal Savings and Loan
Association, Elizabeth, N .J., has es-
tablished an innovative Mobile
Home Ownership Counseling Cen-
ter, which is housed in a large
trailer. City Federal expects to
deliver its outreach program direct-
ly into 10 designated mortgage-
deficient communities throughout
the State. City Federal took the lead
in support of one of the earliest
Neighborhood Housing Services
programs in the country and the
first in New Jersey—that in
Plainfield —in 1971.

Central Federal Savings and
Loan Association, Long Beach,
N.Y., is taking the lead in the
revitalization of this once-
fashionable resort community. The
association is bringing together the
various public sectors needed to
begin an ongoing, active economic
development and housing rehabili-
tation effort for the beachfront
area.

Century Federal Savings and
Loan Association, Pittsburgh, Pa.,
plans to make $14 million in mort-
gage loans in older areas during the
fiscal year 1979. The association
supports Neighborhood Housing
Services, Inc., Housing Opportuni-
ties, Inc., and the Bidwell Cultural
Training Center. The association is
involved in local government hous-
ing programs such as the city of
Pittsburgh’s Block Grant Program
through the city’s Home Improve-
ment Loan Program and various
HUD and FHA programs, includ-
ing the Langenheim Section 8 Proj-
ect.

Provident Savings Association of
Philadelphia, Philadelphia, Pa.,
has been actively involved with
community groups such as Cedar
Park Neighbors and Spruce Hill
Neighbors and has supported the
Philadelphia Neighborhood Hous-
ing Services program. Ninety per-
cent of the association’s lending has
been in older areas and 20 to 25
percent of its lending involves prop-
erty rehabilitation. Through par-
ticipation in the city of Phila-
delphia’s Phil Gap program, the
association is able to grant loans on
properties where rehabilitation
costs far exceed market value. In an
effort to encourage homeownership
in older neighborhoods, Provident
has set its interest rate 25 to 50 basis
points below the average rate in the
city.
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Atlanta

First Federal of Broward County,
Ft. Lauderdale, Fla., established
one of the first urban lending agen-
cy offices in the Southeast to pro-
vide loan marketing and counseling
services in low- and moderate- in-
come neighborhoods. The associa-
tion has a full-time community de-
velopment staff and is participating
in the development of the Broward
County Community Development
Block Grant rehabilitation loan
program.

Perpetual Federal Savings and
Loan Association, Washington,
D.C., has a full-time urban lending
staff, as well as in-house training
programs for prospective urban
loan officers. This association is
developing an extensive loan mar-
keting effort targeted toward older
neighborhoods and works actively
with tenant organizations to assist
in the conversion of multifamily
projects to cooperatives. Perpetual
Federal also actively participates in
the local Neighborhood Housing
Services program.

Cincinnati

State Savings Company, Colum-
bus, Ohio, has organized a wholly
owned subsidiary, The American
Home Foundation, Inc., to rebuild
selected neighborhoods in the city
of Columbus. The foundation
works in collaboration with estab-
lished community groups and the
city to identify and arrest the decay
of one- to four-family residential
structures via purchase, repair, and
resale, or through providing mort-
gage loans for properties which may
be characterized as blighted, aban-
doned, or severely neglected.

Leader Federal Savings and Loan
Association, Memphis, Tenn., has
established an urban lending de-
partment which lends in the inner
city for residential, second mort-
gage, and home improvement
loans. Leader Federal is part of an

Urban Lending Review Board
which reviews, upon request, inner
city loans that have difficulty gain-
ing approval. Leader Federal is
participating in a lending con-
sortium that will offer below-
market-rate  home improvement
loans within targeted areas. These
loans will be guaranteed by the City
of Memphis through a 5-percent
risk-indemnity program.

Indianapolis

Mutual Home Federal Savings
and Loan Association, Muncie,
Ind., helps property owners to
make repairs and remodel their
homes and assists qualified bor-
rowers in acquiring homes, without
regard to location. For several
years, Mutual Federal has provided
a full range of counseling services.

Mutual works with the Office of
Community and Economic Devel-
opment of Muncie and is planning
an outreach home counseling pro-
gram in several census tracts sug-
gested by the Community Develop-
ment Office. The association also
has designated a community invest-
ment officer to act as a liaison with
the Community Development Of-
fice.

First Federal Savings and Loan
Association of Detroit, Detroit,
Mich., plans to continue and ex-
pand its credit offerings and related
services to residents of urban areas
with particular emphasis on low- to
moderate-income families. Market-
ing programs include active partic-
ipation with community groups
that exhibit an interest in First
Federal's programs. Current activi-
ties include: expanded investment
in FHA lending programs, Neigh-
borhood Housing Services pro-
grams, New Detroit, Inc., the
Neighborhood Stabilization Com-
mittee, and the Detroit Mortgage
Plan.

Chicago

South Milwaukee Savings and
Loan Association, South Mil-
waukee, Wis., works with the city
government to select target neigh-

borhoods where mortgages are of-
fered at % percent below the nor-
mal lending rate. The area chosen
is low- to moderate-income and
contains homes approaching 100
years of age and in need of rehabili-
tation.

First Federal Savings and Loan
Association of Rockford, Rockford,
I, has been involved in programs
with community groups and the lo-
cal government for some time, in-
cluding participation in the city’s
homesteading program. The asso-
ciation also works closely with the
local government in a Community
Development Block Grant program
in two neighborhoods of Rockford.
First Federal added a community
revitalization specialist to its staff
to offer technical assistance to these
rehabilitation programs.

Des Moines

Des Moines Savings and Loan
Association, Des Moines, Iowa, is
providing advisory service to an
alliance of church groups and com-
munity organizations involved in
the rehabilitation of 10 houses and
is contributing funds to purchase
material for the project. Associa-
tion officers serve on the Chamber
of Commerce’s Urban Affairs
Committee, Neighborhood Hous-
ing Services program, and the Des
Moines Housing Council. The
Council's action subcommittee re-
ceives CDBG funds from the city for
disbursement to neighborhood
organizations.

Midwest Federal Savings and
Loan Association of Minneapolis,
Minneapolis, Minn., is planning a
home rehabilitation program with
the city of St. Paul. Under this pro-
gram, the association and the city
cooperate to advertise the program,
take loan applications, assist
homeowners to obtain rehabilita-
tion bids, and arrange for interim
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financing at low rates of interest for
a substantial rehabilitation.

Little Rock

Dallas Federal Savings and Loan
Association, Dallas, Texas, has an
active loan marketing program for
older communities, with a reason-
able emphasis on low- and moder-
ate-cost housing. The association
also plans to use mobile units to ex-
pand its counseling efforts. Man-
agement is extensively involved in
urban lending and community de-
velopment activities, including the
local Neighborhood Housing Serv-
ices program, the CDBG citywide
loan program, and the Dallas
Mortgage Review Board, and has
contributed $250,000 to the East
Dallas Rehabilitation Loan Guar-
antee Fund. The association, to-
gether with the city, the Dallas Ur-
ban League, and other private
institutions, helped finance an ur-
ban market study for the revitaliza-
tion of three commercial strips. In-
creasing its already extensive in-
volvement, the association plans to
institute a remodeling program in-
volving purchase, rehabilitation
and resale of housing in low- and
moderate-income  neighborhoods
and an infill construction program
where vacant lots will be purchased
and where new housing will be con-
structed and sold to persons of low
and moderate income.

First Federal Savings and Loan
Association, Little Rock, Ark., is
active in making loans in a local
historic district and in a local
Neighborhood Housing Services
program. First Federal participates
in the city of Little Rock’s Com-
munity Development Block Grant
rehabilitation loan program. First
Federal also participates in the
State of Arkansas Housing Finance
Agency loan program for low- and
moderate-income families and was
instrumental in developing the city
of Little Rock’s bond program to

provide below-market interest rate
mortgages for city residents.

Topeka

Midland Federal Savings and
Loan Association, Denver, Colo.,
has established an 8-member urban
lending department with several
objectives: (1) to establish a reha-
bilitation construction revolving
loan program using $250,000 of
UDAG funds to lower construction
equity requirements and provide
95-percent conventional permanent
loans once rehabilitation has been
completed; (2) to develop 800
units of rental housing under
HUD'’s Section 221 (d) (4) program
and FNMA's Tandem Plan in a lo-
cation being converted from indus-
trial to residential use with UDAG
funds; and (3) to provide construc-
tion loans for almost $6 million to
support HUD Section 8 units. Since
the interest on the construction
loans is tax-exempt under Section
11(b) of the National Housing Act,
the interest rate to the city can be
lowered.

First Federal Savings and Loan
Association of Coffeyville, Coffey-
ville, Kan., has made more than
$900,000 in mortgage loans to fi-
nance the purchase of existing
homes, finance the construction of
new homes, and refinance existing
properties for rehabilitation in the
community development area of
Coffeyville. In addition, about
$200,000 in home improvement
loans have been made to persons
who do not qualify for the city's
Community Development grant
program. In this rural area, there
are two additional projects under
review by the Farmers Home Ad-
ministration that involve construc-
tion loans for apartments for low-
income and elderly residents in the
Community Development area.

San Francisco

California Federal Savings and
Loan Association, Los Angeles,
Calif., granted mortgage loans in
excess of $47 million in Los Angeles
County during 1977 to buyers in

areas identified by the State as
mortgage-deficient. Such lending is
not new to California Federal,
which opened a branch office in
1970 in the Watts area of Los
Angeles, where approximately $14
million of mortgage loans were
originated, compared with savings
deposits of less than $5 million.
California Federal passes through
savings of 14 percent to recipients of
loans made through CIF advances
and has committed more than $13
million in CIF funds to low- and
moderate-income families.

Great Western Savings and Loan
Association, Beverly Hills, Calif.,
supports the Neighborhood Hous-
ing Services program by: (a) con-
tributing $42,000 to the California
NHS Foundation; (b) participat-
ing in the Inglewood and Pasadena
NHS programs and in the forma-
tion of six NHS organizations in
California; (c) having an officer
serve on the NHS Board of Trust-
ees; and (d) being a charter mem-
ber of the California NHS Founda-
tion. The association is also a
charter member of the Savings
Association Mortgage Company,
Inc. As of June 30, 1978, Great
Western had more than 14,000 out-
standing loans in areas identified by
the State as mortgage deficient.
The loans represented a balance of
$657 million.

San Diego Federal Savings and
Loan Association, San Diego,
Calif., established an urban affairs
department in 1974 to coordinate
its urban lending efforts through its
four inner city offices. To further
demonstrate its commitment to
community lending, an affirmative
loan marketing film was produced
in June 1977. The association also
lends support and assistance to
minority charter associations
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through an active loan purchase
program.

Benj. Franklin Savings and Loan
Association of Portland, Ore., is in-
volved in programs that may be
able to resolve some of the financial
problems of Portland’s lower in-
come homeowners. These include
the Public Interest Lenders pro-
gram, which provides 61%-percent
loans to owner-occupants of resi-
dential property, and the Investor
Rehabilitation Loan program, de-
signed to provide major rehabilita-
tion funds for investor-owned com-
mercial and residential properties.
Benj. Franklin is a founding mem-
ber of the Lenders’ Review Board,
provides services through Home
Buyers’ Clinics, and has formed an
urban lending committee.

Pacific First Federal Savings and
Loan Association, Tacoma, Wash.,
is a member of Washington Hous-
ing Resources Corporation, a con-
sortium of lenders organized to revi-
talize Seattle’s neighborhoods
through a variety of lending pro-
grams. Pacific First Federal also
provides loan officers to do finan-
cial counseling in inner city com-
munity service centers. The associa-
tion is a member of the Portland
Development Commission, which
administers Community Develop-
ment Block Grant and HUD 312
loan programs. Pacific First Federal
also participates in PDC’s Public
Interest Lender program and in the
Investor Rehabilitation Loan pro-
gram. The association supports the
Tacoma Neighborhood Housing
Services program and participates
in both Portland’'s and Seattle’s
Loan Review Committees.

As indicated by these examples,
the Fund encourages associations to

expand existing community invest-
ment programs and provides an in-
centive for associations new to such
efforts. There is ample evidence
that the Fund is working nation-
wide to renew our communities.

Line of Credit. Initially each eli-
gible member institution was per-
mitted to have a special line of
credit of up to 5 percent of total
savings for Community Investment
Fund advances during the 5-year
program period. In recognition of
the special needs of smaller institu-
tions, an administrative change was
made in August 1978 permitting
the Federal Home Loan Banks to
allow all associations with less than
$40 million in savings deposits to
borrow up to 5 percent of savings,
as needed, within the first year, so
that smaller associations with a
substantial percentage of assets
already invested in mature commu-
nities could be brought up to the 5-
percent limitation more rapidly.

Administered Basis. Advances
are granted on an administered
basis. Where demand exceeds sup-
ply. District Banks may rank ap-
plications or approve a smaller
volume of advances.

Commitment Fee. Each Bank
has the option to charge a commit-
ment fee. Currently, nine Banks
have fees, while three Banks have
none. Of the nine, six refund the
fee when the advance is funded.

Interest Rate. All Community
Investment Fund advances are
priced at 1% of one percent under
the estimated cost of newly issued
consolidated obligations of com-
parable maturities at the time of
commitment.

Range of Maturities. Maturities
of advances under the Community
Investment Fund range from one to
five years. The dollar weighted ma-
turity of Community Investment
Fund advances made by each Bank
averages three years.

Annual Renewable Preferen-
tial Rate. The preferential rate for

10 FHLBB JOURNAL/FEBRUARY 1979

each Community Investment Fund
advance is guaranteed for one year
at a time. On each anniversary
from the date of disbursement of
funds under a Community Invest-
ment Fund advance, the Bank de-
termines whether the results of the
advance merit the continuation of
the preferential rate.

Prepayment Penalty. The pre-
payment penalty on Community In-
vestment Fund advances is optional
with the Banks. Nine Banks employ
a prepayment penalty, while three
Banks do not.

The Community Investment
Fund — well-received by the indus-
try—is meeting the expectations of
its early designers who wanted the
fund to encourage associations new
to community investment activities
and to assist and deepen the ex-
isting association efforts.

The Federal Savings and Loan
Advisory Council supports the
Community Investment Fund. In its
November 14, 1978, meeting, the
Council passed a resolution en-
couraging the Federal Home Loan
Banks to continue active efforts to
inform member associations about
the Fund and motivate them to par-
ticipate. In addition, the Executive
Committee of the U.S. Conference
of Mayors passed a resolution Sep-
tember 9, 1978, actively supporting
the Community Investment Fund.
The Fund provides the savings and
loan industry an opportunity to
contribute toward fulfilling its
social responsibility to housing in
this Nation’s communities.

With $2 billion a year available
to associations, the full amount is
expected to be advanced before the
Fund’s anniversary month—June
1979. .



Digitized by GOOS[Q



New England Thrifts’
Views and Experiences
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On November 22, 1978, the
Federal Home Loan Bank
of Boston sent questionnaires to all
551 thrift institutions in New
England to learn their views on and
experiences with 6-month money
market certificates. We wanted to
know more about this experiment
than routine reports could tell us.
The certificates would soon begin
maturing and no one knew whether
thrifts would seek to roll them over
(94 percent said they would) or
allow them to run off and seek to
fund the difference from advances.
Mortgage interest rates were high
and rising, but were not keeping
pace with the climb in the certifi-
cate ceiling rate. A good many
thrift institutions seemed dissatis-
fied with the money market certifi-
cate and were voicing worries and
concerns of all kinds. We needed
more information.

Nearly 80 percent of the thrifts
surveyed responded within 2 weeks
and the answers from these 440 in-
stitutions are presented here. To
our knowledge, this is the only
region-wide survey on MMC's to be
publicly reported so far.

More New England thrift institu-
tions are offering the certificates
than not. A total of 287 institutions,
or 65 percent of the respondents,
told us they were currently offering
money market certificates. These
thrifts reported MMC dollar bal-
ances of $2.5 billion, or about 5%
percent of their current savings
capital. Making allowances for
MMC balances at thrifts not re-

by Ann Eggleston

Assistant Director, Economic
Research, Federal Home Loan
Bank of Boston



sponding to the survey, we estimate
that the total amount of MMC's
outstanding at all New England
thrift institutions in late November
was $2.7 billion, about 5.3 percent
of their combined savings capital of
$50.5 billion.

Nearly half (47 percent) of the
respondents offering the certificates
reported that their MMC balances
in late November amounted to 2 to
6 percent of their total savings
capital. A fairly large group (29
percent) reported MMC balances
equalling 6 to 10 percent of total
savings. The largest percentage
reported by any thrift was 22 per-
cent while, at the other end of the
scale, 10 percent reported MMC
balances under 2 percent of savings.

Size Matters

We asked respondents to tell us
the approximate asset size of their
institutions. Based on our knowl-
edge of the asset structure of the in-
dustry, we can say that most thrifts
not responding to the survey were
smaller institutions, although two
of the very largest savings banks in
New England did not respond. We
can also say that a New England
thrift institution of $500 million or
more in total assets is twice as likely
to be offering MMC's as an institu-
tion in the under-$25 million cate-
gory. In other words, institutions
offering MMC's tend to be larger
than those not offering the cer-
tificate.

MMC'’s are least popular in Mas-
sachusetts, where only 53 percent of
respondents reported offering
them. We would guess that most
thrifts not responding to the survey
are not offering MMC's; this means

it is likely that well over half of all
thrift institutions in Massachusetts
are not offering the certificates.
The same cannot be said for other
New England States. In Rhode
Island, which ranks next to last in
terms of popularity of MMC's, at
least one half the thrifts are offering
the certificates. Six of the 12 thrifts
in the State told us they were offer-
ing MMC's, while 2 did not re-
spond, and 4 said they were not
offering them.

In both Massachusetts and
Rhode Island, the structure of the
thrift industry is somewhat unusual,
and this may have something to do
with these States’ low acceptance of
MMC'’s. In Rhode Island, most
thrift institutions own their own
commercial banks, and it may be
that the associated commercial
bank is offering MMC's where the
thrift is not. The Massachusetts
thrift industry is made up of 30
Federal S&L's, 134 cooperative
banks, and 163 mutual savings
banks. The cooperative banks and
mutual savings banks, except for 22
savings banks, are not federally in-
sured. Many of the cooperative
banks and a fair number of the sav-
ings banks are quite small. Average
asset size for the cooperative banks
is $30 million, and most savings
banks are under $100 million in
total assets.

Sources and Uses of Funds

What use are thrifts making of
MMC deposits? There has been dis-
cussion that most MMC funds are
being placed in short-term,
matched-maturity investments:
commercial bank CD’s and Federal
Home Loan Bank deposits. About
one fourth of survey respondents
told us that this is, in fact, what
they are doing. However, a slightly
larger percentage of respondents
(27 percent) reported that they are
putting the funds into mortgages—

FHLBB JOURNAL/FEBRUARY 1979

both in mortgage originations and
in the secondary market. The larg-
est group of respondents (45 per-
cent) told us they are making both
types of investments.

For most thrifts, the bulk of
MMC deposits have come from in-
ternal transfers from other types of
accounts. Nearly 80 percent re-
ported that more than half of their
MMC deposits had come from cus-
tomers’ other accounts at their insti-
tutions. About 12 percent said the
percentage was more than 80 per-
cent. One third said the amount
was between 65 and 79 percent.
Another third said it was between
50 and 64 percent.

We asked respondents to try to
estimate what percentage of their
MMC funds had come from com-
mercial banks and other nonthrift
sources. We did not expect a full re-
sponse to this question, but most re-
spondents offering the certificates
(240 of 287) tried to give us an
estimate.

Some 26 percent said that less
than 10 percent of their MMC
money had come from commercial
banks and other nonthrift sources;
20 percent estimated the amount to
be between 10 and 19 percent; 26
percent said it was 20 to 29 percent;
and 13 percent put the ratio at 30 to
39 percent.

Seven percent of reporting insti-
tutions thought 40 to 49 percent of
their MMC funds originated in
commercial banks and other non-

thrift firms; 5 percent went as high
as 50 to 59 percent; 2 percent
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guessed the amounts would be be-
tween 60 and 69 percent; and one
percent of the institutions went as
high as 70 to 79 percent.

Rates Paid

We asked respondents what rate
they were currently paying on mon-
ey market certificates and what rate
they were planning to pay on roll-
overs. Over half of respondents
answered that they were currently
paying the maximum, and nearly as
many said they were planning to
roll over certificates at the max-
imum rate possible at the time of
the rollover.! A small group of re-
spondents (14 percent at the time
of the survey) were still uncertain
about what rate they would pay on
rollovers.

Among respondents saying they
were currently paying less than the
maximum on MMC'’s or were plan-
ning to roll over their MMC’s at less
than the maximum, 9 percent was
the most popular answer given as
the rate they were paying, or were
planning to pay, instead. The next
most popular answer, rather than a
rate cap, in both instances was some
rate based on the average 6-month
Treasury bill rate, but with no basis
points added on or with fewer than
25 basis points tacked on.

Money market certificates have
climbed to 5 percent of total savings
capital in New England with little
help from advertising. Half of re-
spondents said they have done no
real advertising— they just had tell-
ers mention the certificates to cus-
tomers and offered the certificates
to others asking about them.

Slightly over one fourth of re-
spondents (28 percent) said they
advertised the certificates by plac-
ing posters in their offices. Just

under one third (31 percent) said
they used other methods of adver-
tising— newspaper, TV, radio, and
mailings to customers. Some re-
spondents (about 11 percent) told
us they used posters as well as other
types of advertising, and we have
included them in both categories.
As of late November, little adver-
tising was being done. Fewer than
20 percent of respondents offering
the certificate said they were adver-
tising at the time of the survey.

Opinions and Preferences

The final 6 questions of the sur-
vey dealt with opinions and prefer-
ences relating to the MMC experi-
ment. Among New England thrift
institutions, there is not widespread
support for, and acceptance of, the
money market certificate— particu-
larly in its present form. Over half
(57 percent) of those answering the
survey called the certificate a mixed
blessing or necessary evil. Eight per-
cent were willing to say it was a
moderate success while, to 21 per-
cent of respondents, the new cer-
tificate is a failure. As might be ex-
pected, there was greater support
for the certificate among thrifts of-
fering it than among thrifts not do-
ing so. Calling it a success were 12
percent of respondents offering
MMC's, while 17 percent of this
group called it a failure.

We received several thoughtful
answers to this question. Many re-
spondents told us they felt the cer-
tificate has been inflationary and
has caused interest rates overall to
rise more than they otherwise would
have.

Some said the certificate was a
failure if its intent was to keep
mortgage money flowing and an ex-
pensive “mixed blessing” if its intent
was to prevent disintermediation.

Many emphasized how costly the
certificate has been for them to
offer; a few suggested that perhaps
a lower maximum rate on the cer-
tificate would have worked as well,
or nearly as well, in stemming sav-
ings outflows.
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Among survey respondents, it is
almost a toss-up as to whether au-
thority to offer the certificates
should be continued. With 7 per-
cent of respondents not answering
or undecided, 48 percent favor con-
tinuing MMC's, while 46 percent
would like to see them discontin-
ued. As a group, respondents offer-
ing the certificates are more in
favor of continuing than discontin-
uing them: 61 percent want to con-
tinue to have the option of offering
MMC'’s, while 35 percent would like
to see authority to offer MMC's dis-
continued.

The maximum rate payable on
MMC's has been rising along with
the 6-month T-bill rate and other
short-term interest rates, and many
thrifts are not happy about how
costly the certificates have become.

Over half (51 percent) would
like to have a ceiling rate fixed by
financial regulators. This drops
slightly, to 49 percent, when only
respondents offering the certificate
are considered as a group. The
most commonly suggested ceiling
rate was 9 percent. This was the
answer given by about one third of
respondents who suggested a ceiling
rate. The second most popular ceil-
ing rate was 8 percent, suggested by
about one fourth of the respond-
ents.

An overwhelming majority (78
percent) of those answering the
survey want to keep unchanged the
minimum amount a customer needs
to purchase a money market cer-
tificate. Of 18 percent favoring
changing the minimum, most sug-
gested a higher amount than the
current $10,000. Usually, they sug-

gested $15,000, $20.000, or
$25,000, although a few gave
answers as high as $100,000. e



Membership and Agendas

As the first article in our series
has suggested, the responsi-
bilities of the audit committee of a
savings and loan association’s board
of directors are both critical and
time-consuming. There is no sure-
fire formula for choosing audit
committee members which will en-
sure the successful carrying out of
these responsibilities. There are,
however, some sensible criteria for
committee membership that can be
employed and the first of these is in-
dependence.

While the association’s chief ex-
ecutive officer can bring much to
the deliberations of the audit com-
mittee, the authors do not believe
that any association officer or em-
ployee should be a member of it.
For such a person to be an officer
would imply a lack of independence
and objectivity upon the commit-
tee’s part— even if this were not, in
fact, the case.

The second criterion is the will-

EDITORS NOTE: Mr. Noyes, a
Certified Public Accountant, is the
managing partner of the Portland,
Me., office of Arthur Young & Co.,
and has more than 20 years of expe-
rience in the delivery of accounting,
auditing, and tax services to the
financial industry. Mr. Caldwell, of
Arthur Young's national office in
New York, serves as his firm’s coor-
dinator of thrift industry consult-
tng. The first in this series of two
articles appeared in last month’s
issue of the Journal.

ingness of the individual to serve
and his availability for committee
meetings. Being a valuable member
of the committee requires consid-
erable time and dedication. Next,
at least some of the committee
members should have a real interest
in and understanding of financial
matters, in general, and financial
statements, in particular. Other re-
quirements are typical of those for
any company director: a track rec-
ord of effective counsel, strength of
character, and a respected reputa-
tion both in the community and on
the board itself. Additionally, the
committee, like the board, can
benefit from having members of
diverse business and professional
backgrounds.

Another factor that can be espe-
cially important to the effectiveness
of the audit committee, as with
most committees, is the leadership
potential and ability of its chair-
man. For example, a strong chair-
man will know when, and when
not, to bring in the chief executive
officer of the association and other
financial personnel for advice or
consultation— obviously a sensitive
consideration and one central to the
independent functioning of the
group.

The accounting and related is-
sues that face the committee can
have a major impact on the opera-
tions of the association. Handling
these issues may not test the char-
acter of the chairman often, but
when they do, he or she had better
be equal to the occasion.

The size and length of tenure of
the committee should be suited to

Second of Two Articles

by Albert L. Noyes and
Donald R. Caldwell
Arthur Young & Co.
New York, N.Y.

the particular needs of the associa-
tion. Typically, the audit commit-
tee numbers three to five members,
with the writers favoring the lower
end of this range. The length of a
member’s term can vary, but it is
advantageous, because of the com-
plexity of the issues which will be
faced, to emphasize continuity. A
three- to five-year term, with stag-
gered rotation, permits the periodic
addition of fresh perspectives to the
committee, yet minimizes the edu-
cation process involved in breaking
in new members.

Once the committee’s objectives
have been defined, preferably in
writing, and its members have been
appointed, the question is how best
to exercise the committee’s respon-
sibilities. The exact number of
meetings, the length of each ses-
sion, and the extent of committee
discussion will depend upon the
nature and degree of the issues and
problems facing the committee.
Usually, a committee calendar of
up to four meetings is sufficient to
fulfill its responsibilities. A rough
agenda for these meetings is out-
lined below. The schedule of meet-
ings assumes a December 31 fiscal
year: if yours is otherwise, the
specific mix of activities would have
to be altered accordingly.

Approximately three months into
the new year, meet with the internal
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tion. Where feasible, it also should
include discussions on incorporat-
ing these suggestions into the audit
plan. Lastly, the meeting should in-
clude a review of the personnel to
be assigned to the work and the
roles they will assume, and a discus-
sion and approval of the external
auditor’s budget.

With senior and financial man-
agement and their staffs present,
review the operations of their de-
partments and their plans and con-
cerns for the future, especially as
they relate to the association’s inter-
nal control system. One area of fi-
nancial management that should
receive significant attention is the
data processing department. Man-
agement should be queried con-
cerning the level and quality of the
external and internal auditors’ abil-
ity to evaluate the internal control
system over EDP existing at the
association and/or the association’s
service bureau. This activity is often
omitted from lists of committee re-
sponsibilities. The writers, however,
believe this firsthand exposure to
the people responsible for the finan-
cial records and well-being of the
association is essential if the com-
mittee is to evaluate properly man-
agement’s and the auditors’ com-
ments concerning their perform-
ance.

After the first year, this session
may also be the best time for the
committee— first with the auditors
and management and then by it
self —to evaluate its own effective-
ness by answering these basic ques-
tions: What are we doing? Why are
we doing it? How could it be done
more efficiently and effectively?
What impact are we having? What
impact should we be having?

Third Meeting

Before the end of the year, the
committee should meet with both

auditors and management.

With all parties present, all an-
ticipated accounting problems
should be reviewed and decisions
made wherever possible. In addi-
tion, any possible problems con-
cerning disclosure, financial results,
tax filings, SEC requirements, and/
or operations should be discussed.
Deadlines for both the association
and the external auditor should be
established and agreed upon.

Fourth Meeting

After the close of the year and
completion of the audit, but before
the final results are issued, the com-
mittee should meet with both au-
ditors and management.

With all parties present, the
financial statements and all ac-
companying footnotes should be
reviewed and approved. Major
questions concerning accounting
principles, the handling of transac-
tions, and disclosure should be fully
explored. Not only should the deci-
sions be discussed, but the alter-
natives also should be reviewed and
discussed.

If the opinion expressed by the
external auditor was qualified, or if
no opinion was expressed, the rea-
sons for this action should be dis-
cussed in detail and a plan of action
established to put into effect what-
ever changes are necessary to obtain
a “clean,” unqualified opinion.

This group should also review
and approve a press release an-
nouncing the results.

With only the external auditors
present, review with them what, if
any, limitations were placed upon
the scope of their audit, the reasons
for the limitations, and the effect
this had upon their work and opin-
ion. Management's cooperation
should also be discussed at this
meeting. Other issues that may
need exploration include: the effec-
tiveness of the internal auditor’s
department; the auditor’s opinion
of the company's accounting poli-
cies; the travel and entertainment

accounts of all inside directors; and
the auditors’ candid opinion of re-
sults and operations for the year.

With only management and the
internal auditor present, the com-
mittee should review the work,
quality, fees, and cooperation of
the external auditor. A decision on
reappointment of the firm or a de-
cision to look at other firms for the
coming year should be made at this
point. If a change is to be consid-
ered, a schedule should be estab-
lished for it and responsibilities for
carrying out the decision should be
assigned.

Not included in this rough agen-
da is a review of the supervisory ex-
aminers’ report. Naturally, this
should be scheduled as soon as pos-
sible after the examination. If there
is time, a special meeting might be
called to consider it.

Conclusion

The agenda sketched out above is
a full one. It merits careful consid-
eration by the committee members
and by the association’s board as a
whole. In fact, we believe the num-
ber of items included in the agenda
is the best argument for the crea-
tion of an audit committee.

There is a reasonable limit on the
time any director should be expect-
ed to devote to the affairs of the
association, of course, and if all the
members of the board pursued
these issues in this depth, they
would have little time to fulfill all
the other responsibilities with which
they are vested. Thus, we believe
the selection of three or four well-
qualified directors to be members
of the audit committee and to ex-
amine the kinds of issues discussed
above will go a long way toward ful-
filling the board's increasingly im-
portant role as the shareholders’ fis-
cal watchdogs. ]
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A Quarterly
Review

Despite further escalation in
interest rates, housing activ-
ity picked up strength in the fourth
quarter, with private housing starts
averaging a seasonally adjusted an-
nual rate of 2.13 million units. In
addition, existing home sales
reached a new record. The current
housing boom has centered on
single-family homes, with starts
averaging 1.52 million in the fourth
quarter.

For 1978 as a whole, private
housing is now estimated to have
reached 2.02 million starts, com-
pared with 1.99 million in the pre-
vious year. While single-family
starts were down slightly, comple-
tions were up significantly. In
1977-78, single-family construction
far exceeded that of the early
1970’s. It was only the early 1970’s
apartment construction boom that
permitted total starts to be higher
then than in 1978.

Housing markets appear to be
operating at or close to capacity in
many areas of the country. The
demand for construction materials,
land, and skilled labor in 1978
was undoubtedly greater than in
the early 1970's. This reflects the
much larger number of single-fami-
ly homes under construction and
the fact that these houses are signif-
icantly larger and contain more
amenities, on the average, than
those constructed earlier in this
decade.

The exceptionally strong demand

by Marshall A. Kaplan, Director
Special Studies Division
Office of Economic Research
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for single-family homes is explained
below. The ability of the economy
to finance this high rate of housing
activity has been enhanced by the
thrift institutions’ capacity to raise
money through the 6-month money
market certificate, even though the
effectiveness of this high-rate cer-
tificate in attracting funds into
housing is being questioned. Sav-
ings flows have weakened in recent
months, but they still are relatively
high, and forward mortgage loan
commitments by associations are
still substantial. The effectiveness of
the MMC in holding up housing
will diminish if and as interest rates
rise higher, or persist at high levels,
but this will likely occur gradually.
In the absence of an extremely
pessimistic financial outlook, we
can say that housing activity is likely
to remain at least moderately good
this year, although high rates will
be taking their toll. I expect that we
can look forward to total starts of
close to 1.8 million units in 1978
after 2 years at the 2-million level.

Housing sales continue to reflect
strong underlying demand. The
rapid rate of household formation
has been due not only to the bulge
in the family-forming age groups,
but also to the greater desire of
single people to live in their own
quarters, often in single-family
homes.

In addition, the financial appre-
ciation aspects of homeownership
continue to support an investment
mentality that has made prospec-
tive home purchasers more willing
to accept high interest rates.

These factors were still at work
last November, the latest month for
which we have sales data. New
home sales then were at a seasonally
adjusted annual rate of 811,000
units, still around the upper ranges
of earlier months. Existing home
sales were even stronger, reaching a
seasonally adjusted annual rate of
4.35 million dwellings, the highest
rate yet recorded.
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fornia. Large rent increases seem to
provoke strong negative political
reactions that often cause owners of
apartments to raise rents more
moderately than they otherwise
might have done.

A substantial part of multifamily
rental starts should continue to be
under the Section 8 housing assist-
ance program this year. They
should again run at about 165,000
units a year, with most of the fi-
nancing coming from State housing
agencies and GNMA tandem
money.

Unlike the low volume of unsub-
sidized rental unit construction,
there has been considerable
strength in the unsubsidized con-
dominium market. The same in-
vestment mentality at work in the
single-family market is at work in
the condominium market, making
potential purchasers less sensitive to
prices and interest rates.

Strongly divergent views persist
with respect to the outlook for
inflation, the position of the dollar
in world markets, and interest
rates.

Many economists insist that a
projected fall-off in economic activ-
ity from the very strong late-1978
levels will bring with it a decline in
interest rates, perhaps in the near
future.

On the other hand, some believe
that the economy will be strong
enough to at least remain at or
close to capacity limits in many key
markets. This latter school of
thought is pessimistic with respect
to inflation and the potential for
further escalation of interest rates
through much or all of this year.

Differing views on the outlook for
the dollar also are producing diver-
gent opinions about interest rates.

20

Federal Reserve policy is an im-
portant factor in assessing the
future. In recent months, the
growth in monetary aggregates has
slowed considerably, and there has
been an actual decline in M1 (de-
mand deposits and currency). This
follows a lengthy growth period in
M1 above the upper target range set
by the Federal Reserve System. The
recent behavior in monetary aggre-
gates has raised hopes for a peaking
in interest rates, although one must
be cautious in putting too much
empbhasis on trends in M1 over a few
months, especially in light of prob-
lems with respect to the seasonal ad-
justment of M1.

The exceptional fourth-quarter
strength of the economy last year
has evoked mixed reactions to the
likely trend for this year. Many have
taken the position that this strength
will spill over into 1979 and delay
either a substantial slowdown or a
recession.

On the other hand, it can be ar-
gued that some of the strength in
the economy— just as in the housing
market — has reflected an inflation-
ary psychology that has caused
households to accelerate buying
plans and has brought down total
personal savings to a level that can-
not be maintained for long.

In addition, both monetary and
fiscal policy now reflect, to an in-
creasing degree, a preoccupation
with reducing inflation. Such a pol-
icy must inevitably have some de-
flationary impact on the economy.

My housing outlook is based on
an interest rate scenario that pro-
jects some continued rise in rates
early this year, but a peaking by the
early part of the second quarter, at
the latest. I then assume a decline
in rates, although not a sharp one,
because of the likelihood that the
degree of inflation and resulting
inflationary psychology will remain
high. I also expect the economy to
slow down considerably from the
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fourth quarter of 1978, with a likely
growth recession; i.e. a period of
only nominal real GNP growth for a
couple of quarters and possibly even
a real recession.

At this point, however, we can
probably expect any recession not
to be as serious as that in 1974-75,
because of the low overall inventory
sales ratio and the lack of specula-
tive inventory buildup that we had
in 1973-74. Business plant and
equipment spending should also
hold up better than would normally
occur as the economy heads into a
period of either little growth or ac-
tual recession.

I noted in last quarter’s report
that there are conflicting considera-
tions regarding the housing market,
some positive and some negative.
This continues to be the case, even
though much higher interest rates
now prevail. However, the interest
rate projection I have just outlined
implies that housing sales and starts
should begin declining early this
year, although remaining high by
historical standards during at least
the first quarter.

Rising interest rates have not yet
had the usual degree of adverse im-
pact on savings flow through S&L'’s,
nor has there been evidence,
through the end of 1978, of a signif-
icant diversion of funds by associa-
tions from mortgages to liquid as-
sets. As noted above, homebuyers
have been less sensitive to high
rates, both because of their invest-
ment psychology and because long-
term rates, adjusted for inflation,
have not been particularly high.

However, higher rates do affect
the number of other households
that qualify for mortgages, since in-
come has not kept pace with hous-
ing costs. The willingness of con-
sumers, as well as of lenders in their -
underwriting standards, to tolerate



an increasing proportion of house-
hold incomes going into housing is
not unlimited, despite the obvious
benefits of homeownership. Admit-
tedly, though, it is greater than
assumed by many who have been
concerned, in recent years, about
the ability of the average American
to own his or her home.

Declining home sales and starts
this year could well be less a result
of high rates than of usury laws,
which make it impossible for bor-
rowers to pay a going rate and make
it difficult for financial institutions
to supply mortgage credit profit-
ably. There is an indication, how-
ever, that usury ceilings will be
relaxed in some States.

Builders themselves are being in-
creasingly affected by rising con-
struction loan rates, reflecting the
upward movement in the prime
rate. This is adding to construction
costs, especially considering that it
now takes builders more time to
complete new homes. This should
discourage construction activity to
some extent, although builders’
ability to hold inventories of unsold
homes to a reasonable level so far
has undoubtedly made them less
sensitive to construction loan rates.

Most housing market internal
factors remain favorable to housing
activity. As noted above, through
late last year, we had good sales and
a lack of any significant overbuild-
ing in either the single-family or
multifamily markets.

To the extent that investment
mentality has been a factor, it is a
mixed blessing. The high rate of
housing production may be unsus-
tainable in terms of capacity limita-
tions and cost pressures in the hous-
ing industry. There is also a point at
which too much investment psy-
chology has an increasingly adverse
effect on future housing demand.
This is because it causes borrowing

of sales from the future and gives
misleading signals about future de-
mand. While investment psychol-
ogy will probably continue to hold
up sales and starts, it could have
negative implications, particularly
if interest rates remain high over a

prolonged period.

As noted in the last quarterly re-
view, an important factor in assess-
ing the housing outlook is the
degree to which a further rise—or
persistence—in currently high
short-term interest rates may in-
duce depository institutions to stop
marketing 6-month money market
certificates aggressively or to begin
offering them at rates well below
the maximum. So far, however,
there is little evidence of a slow-
down in MMC sales, although pro-
motional efforts by many S&L'’s
seem to have been reduced.

In recent months, there has been
disintermediation in longer term
certificates and passbook accounts
at S&L’s. Yet, this has been more
than offset by the large flow of
funds attracted by the competitive
money market certificates.

From a longer run point of view,
S&L’'s may find it advantageous to
be able to make mortgage loans at
peak rates, even with high-cost
money, since these mortgages are
likely to remain on the books for
years, while the interest rate on
money market certificates and
other types of deposits could well
begin declining this year.

However, to the extent that asso-
ciations are uncertain about the
outlook for short-term rates, some
undoubtedly may hedge by putting
an increasing proportion of funds
into short-term liquid assets that
lock in a profit for thrift institu-
tions, rather then into mortgage
credit.

But this concern has now been
voiced for some months and has not
yet shown up in data on liquidity
ratios of savings and loan associa-
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tions, which averaged 8% percent
nationally at the end of 1978.

Nonetheless, the housing outlook
is inevitably less hopeful now than it
would be if there were lower interest
rates. As I noted in last quarter’s
report, the mere creation of a new
type of money instrument—the
money market certificate— cannot,
by itself, prevent tighter credit from
having an adverse affect on hous-
ing. It can delay and mute this im-
pact and should deflect more of the
effect to other sectors of the econo-
my. However, housing is a highly
postponable purchase and, if and as
interest rates rise further, or merely
remain high, housing is bound to be
adversely affected.

Given the outlook sketched
above, housing starts will almost
certainly be lower this year than
last. Under a middle-of-the-road
interest rate scenario, the de-
cline in housing starts will still
only be moderate, with starts
likely to average close to 1.8 mil-
lion units compared with some-
what over 2 million last year.

The more uncertain question
concerns the trend in housing ac-
tivity in the second half of this
year. If interest rates peak no
later than early in the second
quarter, financial conditions
could be more favorable to hous-
ing later in the year and there
could be a strong recovery in
starts to the 1.9- to 2-million unit
range in the final quarter.

If a peaking or decline in in-
terest rates is delayed — whether
because of a stronger economy, a
continuing high rate of inflation,
or weakness in the U.S. dollar—
housing starts could decline
more sharply toward the end of
1979 and early next year. The
drop in starts would then be
more typical of a tight credit
period. |
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Fimt Federal Savings and Loan
Association of Suffolk, Va.,

was chartered in June of 1955 with
total assets of $150,000. It began its
operations in the city of Suffolk,
which then had a population of ap-
proximately 10,000 people.

Growth for the first 10 years was
relatively slow and the association’s
assets did not show a significant in-
crease until after the first branch
office was opened 18 miles away in
Franklin, Va., a farming communi-
ty of about 6,000 people. First Fed-
eral then grew by about $15 million
from 1965 to 1973, to a total of
about $15.2 million in assets. Two
additional branch operations were
begun in 1973 and 1974, giving us a
total of three branches and a home
office. The potential for these new
offices was considerable, because
they were ideally located in very
rapidly growing areas. Unfortu-
nately, neither the new offices nor
the rest of the association fared very
well during the economic crunch of
1974, when disintermediation cre-
ated quite a drain on the surplus
which had built up in previous
years.

Following the crunch, however,
our association grew to approxi-
mately $45 million by 1977. During
this period, our earnings were very
good and we always were able to
meet our Federal Insurance Reserve
requirements. But we could not
meet our net worth requirements,
because of a rapid growth in loans.

To solve the net worth problem,
we took two steps. First, we sold ap-
proximately $11.3 million in loans
through the Federal Home Loan
Mortgage Corporation and private
secondary market outlets. Our total
loan portfolio grew by only about
$4 million in 1976.

The secondary market proved
very valuable for disposing of most
new loans, thereby turning funds

by J. R. Dixon, 111
President

back into the lending market. Both
the sales and the making of new
loans increased our profitability. At
the same time, however, they in-
creased our income taxes. If some
relief from Federal taxes had been
forthcoming, both our reserve and
our net worth requirements would
have been easily reached.

Our second step was to discon-
tinue offering 7.5-percent and
7.75-percent certificates, which had
a considerable effect on savings
growth. From 1976 to 1977, our
savings increased by only $2.5 mil-
lion. Also at that time, we were not
using the continuous compounding
method to compute interest, al-
though most of our competition was
offering a full range of savings cer-
tificates and continuous compound-
ing.

So, we had a dilemma: Our com-
petitors’ services made it difficult

for us to retain present customers
and attract new savings while, si-
multaneously, we had had to re-
duce services because of net worth
troubles. Overall, it was becoming
most difficult both to be ag-
gressive in the bid for savings
and home loans and to control
the growth of the institution.

Meanwhile, the management of
First Federal had been studying all
the ways of curing our capital in-
adequacies and had comtemplated,
with particular interest, the feasi-
bility of converting from a Federal
mutual to a capital stock institu-
tion. The conclusion of the study,
conducted by management during
the course of approximately one
year, was that new capital available
from the sale of stock would bolster
our reserve position, solve our net

Escape from a

First Savings and Loan Association of Suffolk

Suffolk, Va.
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worth problem by raising the capi-
tal/loans and savings ratio, and
thus permit us to compete by again
offering a full range of savings plans
and home financing. The addition-
al capital would also help us expand
by branching into more new com-
munities.

In May 1977, a conversion plan
was presented to our board of direc-
tors for its consideration. The
board approved the program and
employed the law firm of Silver,
Freedman, Houseley & Taff of
Washington, D.C., to do the legal
work, and Legg Mason Wood
Walker, Inc., of Washington,
D.C., to prepare the appraisal of
the association. Our local account-
ing firm of Peak and Drescher,
along with our staff, worked with
the Washington firms in compiling
our application to convert to a State
capital stock association.

Our application was approved by
the Federal Home Loan Bank
Board on May 24, 1978. The stock
sale began on July 5, 1978, and was
completed with an oversubscription
on July 31, 1978. The total assets of
First Federal on July 31, 1978, thus
were $57.3 million. We were very
pleased with the acceptance of our
stock by the depositors. Moreover,
when the stock offering was com-
pleted, we had compiled a substan-

tial list of potential stock pur-

chasers. The total offering was
225,000 shares at $9.28 per share,
which was approximately 58 per-
cent of book value.

The officers, directors, and em-
ployees of First Federal own ap-
proximately 21.5 percent of the
total issue and the balance of 78.5
percent is owned by the depositors.
The sale of the entire stock offering
was handled by the association but,
upon completion of the sale, we im-
mediately contacted several stock-
brokers. We felt we needed an out-
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side, professional “market maker”
to handle all future trading in our
stock. This would relieve us of any
potential problems of conflict of in-
terest in pricing the stock. We now
have three brokers working with us
to create a market for our shares.
There have been a few traded to
date at $15.00, but there has not
been enough trading to establish a
firm market price.

First Federal was the sixth feder-
ally chartered association in the Na-
tion to convert to a State capital
stock association. Our master plan
was to change over to a Federal
Charter S capital stock association.
That would have simplified the in-
ternal problems of the conversion,
because we already were federally
chartered. However, we had pre-
pared ourselves to convert either to
Charter S or to State capital stock.
Since there were some slowdowns at
the Federal Home Loan Bank
Board in Federal conversions to
Charter S, we elected to request a
State stock charter.

The objective was to convert to
capital stock as expeditiously as
possible, because the conversion
process, if drawn out, becomes
quite expensive through having to
update the appraisal, financial,
and general information on the ap-
plication. These costs must be paid
for with stock sale proceeds, and the
lower the cost, the more capital we
would retain from the sale to add to
our reserves.

The total proceeds of the stock
sale were $2.088 million. The ex-
penses totaled $190,877.54, which
left $1,897,122.46 for our capital
account. Expenses were 9.14 per-
cent of the total stock sale. Our con-
version costs were below most of
those of recent stock conversions.

The association officially became
a capital stock company on Sep-
tember 1, 1978. Simultaneously, we
changed its caorporate name. We
had given the name change much
study and concluded that our new
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name should be First Savings and
Loan Association of Suffolk. It
became a very valuable marketing
tool for us in promoting our new
capital stock association. We used a
slogan which was literally true:
“We Have Shortened Our Name to
Broaden Our Services.”

Our officers and directors are
convinced that capital stock conver-
sion was the only solution to our
capital inadequacies. And, indeed,
we have seen quick results. Between
September 1, when we converted
and the new capital brought our as-
sets to $57.5 million, and December
31, 1978, we grew by $3.7 million.

We are very pleased to have had
the opportunity to breathe new life
into our organization through con-
version. Our employees are happy
to be able to serve our customers
with a full range of savings pro-
grams and home financing.
Through continuous compounding
and the offering of the highest in-
terest rates permitted by regulation,
we are progressively recovering
from the savings slump created by
our adaptations to net worth re-
quirements.

Now, we are very active in mort-
gage lending and are in a position
to retain our loans, rather than sell
them at a subsidized rate in the
present unattractive market. We
are also building up our key people
in the branch offices, an area that
has gone wanting for several years.
These new employees will increase
the efficiency of our operation and
greatly benefit our customer serv-
ices. And we are looking at some
sites for future expansion.

It is clear that conversion has
cured our capital problems. We can
once again be competitive in the
market place. |
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Mortgage Insurance

The Bank Board has adopted an amendment which,
among other things, prohibits insured institutions from in-
suring their loans with mortgage insurance companies in
which they or their insiders (officers, directors, or control-
ling persons) have ownership interests exceeding specified
limits. This resolution amended a paragraph of the regula-
tion which, before this amendment, excluded from the
ownership limitations any mortgage insurance company in
existence on March 11, 1976, and entirely owned directly or
indirectly by insured institutions, none of which owned more
than 25 percent.

Under the amended exception, an insured institution can
insure its loans with such a mortgage insurance company
only if its direct or indirect ownership of the company does
not exceed (1) 2 percent or (2), for insured institutions
which had a greater than 2-percent ownership in such a
company on December 21, 1978, the greater of (a) 2 per-
cent or (b) the lowest percentage ownership held after that
date.

The intended effect of this amendment is to “ratchet
down” the ownership of insured institutions in the only
mortgage insurance company known to be within the excep-
tion (Pennsylvania Mortgage Insurance Company), while
not unduly limiting that company's ability to expand its
ownership base in accordance with the basic thrust of the
regulation.

The regulation’s effective date is January 29, 1979.
Regulation: 12 CFR Part 563. FHLBB Resolution No.
78-732. Published in the Federal Register 12/28/78.

Fidelity Bond Requirements

The Bank Board has adopted amendments which change
the maximum deductible amounts permitted for fidelity
bonds of FSLIC-insured institutions and codify the agency's
policy regarding acceptable surety companies. The deducti-
ble amounts being demanded by surety companies today
often exceed the maximum amounts permitted by the for-
mer regulation. Also, in some areas, there are few, if any,
surety companies which are acceptable under the Bank
Board's regulations and offer this coverage to FSLIC-
insured institutions.

The Bank Board believes that all FSLIC-insured institu-
tions will be able to obtain bonds with deductible amounts
within the limits permitted by this amendment and that ad-
ditional acceptable surety companies will increase competi-
tion in writing the bonds, resulting in better rates and serv-
ices to such institutions. The regulation’s effective date is
February 26, 1979.

Regulation: 12 CFR Parts 563 and 571. FHLBB Resolu-
tion No. 79-31. Published in the Federal Register 1/24/79.

Investment in the Inter-American
Savings and Loan Bank

The Bank Board has adopted amendments which permit
Federal savings and loan associations to invest within certain
limitations in the Inter-American Savings and Loan Bank,
as authorized by section 22 of the Housing Authorization
Act of 1976.

The amendment imposes the following conditions on a
Federal association’s investment: (1) threshhold eligibility
criteria to preclude illiquid investments by marginal associa-
tions, (2) aggregate investment limitations to assure that an
association’s investment does not exceed the lesser of one-
quarter of one percent of assets or $100,000, and (3) inclu-
sion of both paid-in and callable capital in the aggregate in-
vestment limitation.

The regulation’s effective date is February 20, 1979.

Regulation: 12 CFR Part 545. FHLBB Resolution No.
79-18. Published in the Federal Register 1/17/79.

Rural Loan Program Liberalized

The Bank Board has proposed regulations that would lib-
eralize authority for federally insured savings and loan
associations to invest in Farmerss Home Administration
(FmHA) Rural Housing Program guaranteed loans.

The proposed regulations would authorize Federal insti-
tutions to invest in these FmHA guaranteed mortgage loans
with loan-to-value ratios exceeding 90 percent of value
without the usual requirement of private mortgage insur-
ance and with terms in excess of 30 years.

The proposal stems from changes in the Housing and
Community Development Act of 1977, which increased
FmHA's authority. The guaranteed-loan Rural Housing
Program now applies to borrowers with incomes of $15,600-
$20.000 and provides for negotiation of interest rates by the
borrower and the lender, although interest rates may not ex-
ceed rates on comparable loans not guaranteed. Borrowers
with improving financial status are no longer required to
leave the guaranteed-loan program before their loans
mature.

The proposed regulations, if adopted, would (I) author-
ize these guaranteed loans on FmHA's terms, but require at
least an 80-percent guarantee and limit the investment in
the nonguaranteed portion to no more than half of a lend-
ing association’s net worth. (An association with 5 percent
net worth making 90-percent guaranteed loans could invest
up to 25 percent of its assets in such loans) ; (2) remove the
requirement of private mortgage insurance for these loans;
and (3) exempt FmHA-guaranteed home improvement
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loans from the 15-year maturity restriction.

The period of public comment on the proposal closes
March 2, 1979.
Regulation: 12 CFR Parts 561 and 563. FHLBB Resolu-
tion No. 79-62. Published in the Federal Register 1/30/79.

Statewide Branching

Federal Home Loan Bank Board Chairman Robert H.
McKinney last month proposed that the Bank Board remove
the 100-mile restriction on Federal savings and loan associa-
tions that wish to establish branch offices or mobile facilities
within State boundaries.

“Revoking the current 100-mile restriction policy,” Mr.
McKinney said, “will enhance consumer services, promote
competition, and remove one more restrictive regulation,
which are always desirable goals in a free market economy.”

Only 5 States—Indiana, Louisiana, Minnesota, Penn-
sylvania, and Illinois— presently restrict bank branching
beyond 100 miles of the home office.

“It is the Bank Board’s belief,” Mr. McKinney added,
“that statewide branching should be permitted in these five
remaining States. To act otherwise, would be to place the
federally chartered associations in these 5 States at a com-
petitive disadvantage when compared with the more liberal
branching policies of the 45 other States.”

The period for public comments on the proposal closes
March 16, 1979.

Regulation: 12 CFR Part 545. FHLBB Resolution no.
79-63. Published in the Federal Register 1/30/79.

MEMORANDUM
Sales of Future Income

On May 18, 1978, the Department of the Treasury issued
final regulations under Section 593 of the Internal Revenue

Code which affect the computation of the percentage of tax-
able bad debt deduction where associations have net oper-
ating loss carry-backs. These regulations require that a net
operating loss, to be carried back to one or more preceding
taxable years, be computed so as to reduce the association’s
previously determined bad debt deduction. These regula-
tions are applicable to taxable years beginning after De-
cember 31, 1977, rather than being retroactive.

Associations are being approached by commercial banks
with offers to purchase interest income on association loans
which is due in the future. In many cases, the primary objec-
tive of such proposals is to shift 1979 taxable income from
1979 to 1978, creating a tax loss for 1979. The loss may then
be carried back to prior years for the purpose of obtaining
tax refunds.

When transactions of this type are structured solely to
take advantage of the prospective date of the aforemen-
tioned regulations, there is substantial potential for unfore-
seen tax consequences. Associations which enter into such
transactions should consider carefully whether they repre-
sent a true sale of future interest income or whether they
lack the characteristics of a legitimate sale and, therefore,
are merely financing transactions. A specific determination
should be made by the tax counsel for the association. The
opinion of counsel should be included in the Report of Ex-
aminations.

Unless it can be demonstrated, to the FHLBB's satisfac-
tion, that the transaction is clearly a legitimate sale, the
transaction should be shown as borrowed money in all re-
ports to the Bank Board and included in calculations of the
limitation imposed by Insurance Regulation 563.8 and
should be included, to the extent applicable, in the liquidity
base, as provided for in Bank System Regulation 523.10.

Memorandum T 34-8

(NEWS, from page 26)

Federal Home Loan Bank of Des Moines

Lorne R. Worthington, Chairman, West Des Moines,
Iowa; Gordon W. Halverson, Vice Chairman, Denison,
Iowa; Earl D. Craig, Jr., Minneapolis, Minn.; Jack Rent-
schler,* Sioux Falls, $.D.; John R. Weber, * St. Louis, Mo.

Federal Home Loan Bank of Little Rock

Kalman A. Lifson, Chairman, Dallas, Texas; Deener E.
Dobbins, Jr., Vice Chairman, Searcy, Ark.; Charles Ban-
nerman, Greenville, Miss.; Hans Sternberg, Baton Rouge,
La.; Mrs. Dorothy Caram, * Houston, Texas.

Federal Home Loan Bank of Topeka

Dale E. Saffels, Chairman, Wichita, Kan.; James E.
Scaletty, Vice Chairman, Parsons, Kan.; Richard H.
Hughes, Tulsa, Okla.; Patricia D. Kelly,* Pueblo, Colo.

Federal Home Loan Bank of Cincinnati

Dr. Athens C. Pullias, Chairman, Nashville, Tenn.;
Richard G. Gilbert, Vice Chairman, Canton, Ohio; Everett
A. Covington, Nashville, Tenn.; Warren T. Ross, Dayton,
Ohio; Kenneth R. Elshoff,* Columbus, Ohio; Stanley D.
Overton,* Nashville, Tenn.; Richard G. Gilbert,* Canton,
Ohio; David A. Vetter,* Portsmouth, Ohio.
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Federal Home Loan Bank of Indianapolis

Richard O. Ristine, Chairman, Indianapolis, Ind.;
Thomas R. Ricketts, Vice Chairman, Troy, Mich.; C.
James McCormick, Indianapolis, Ind.; Walter E. Douglas,*
Detroit, Mich.; Sister Jeanne Knoerle, S.P.,* Saint Mary-
of-the-Woods, Ind.
Federal Home Loan Bank of Chicago

Alexander J. Vogl, Chairman, Des Plains, Ill.; V. ]
Kerhlikar, Vice Chairman, Springfield, Ill.; H. Kirke
Becker, Woodstock, Ill., appointed for unexpired term end-
ing December 31, 1979; Sharon L. King,* Winnetka, Il1.;
Bernard Weber, * Elm Grove, Wis.
Federal Home Loan Bank of San Francisco

Grant Sawyer, Chairman, Las Vegas, Nev.; Stuart Davis,
Vice Chairman, Beverly Hills, Calif.; Samuel P. Goddard,
Phoenix, Ariz.; M. Larry Lawrence, Coronado, Calif.;
Mary Lee Widener, Berkeley, Calif.
Federal Home Loan Bank of Seattle

William M. Weisfield, Chairman, Bellevue, Wash.;
Richard M. Mercer, Vice Chairman, Ogden, Utah; Robert
W. Straub, Salem, Ore.; Calvin L. Rampton, Salt Lake
City, Utah.
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Table S.4.9.—Effective Interest/Dividend Rates Paid ' by FSLIC-Insured Savings and Loan Associations, by Bank District
(Percent)

' Interest/dividends paid on savings during period as a percent of average ends for years half-year ratios have been annualized by doubling.
savings balances. (Averages based on 7 monthends for half years and 13 mont%- Y Y Y e)

Table S.4.10.—Interest Return on Mortgages Held ! by FSLIC-Insured Savings and Loan Associations, by Bank District
(Percent)

' Interest earned on mortgages as a percent of average mortgage balances. net of ends for years ; half-year ratios have been annualized by doubling.)
loans 1n process. (Averages based on 7 monthends for half years and 13 month-
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Table S.4.11.—Minimum Ratio * of Liquid Assets * to Liquidity Base * Required of Members of the Federal Home Loan Bank System

(Percent)
Al All Short-te ort-term
Effective date liquit Effective date liquid liquic Effective date liquid
asset sccate assets 1ssets ¢
6 ' (%) nr.1,1975 ... 1%
7 ) 7 *) Junel,1975........ 2
6% (%) 7 3 Sept.1,1975 ....... 2%
6 *) % 22 Mar.1,1976........... 7 3
5% (*) Wa 1% May 11978 ........... 6% 2%
"2 *) ] 1 11,1979 ........ R 2

! Before Dec. 22, 1969, the indicated minimum was required on each day a
member closed loans. Befinnving 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 of the preceding month. Special provision is
made in the case of deficiencies resulting from the withdrawal of savings.

Liquid assets isted ledged cash, deposits, and US. 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)
Esneral obligations of State and local governments with a maturity of 2 years or

s. (d) eligible liquid assets held subject to a repurchase agreement; and (e) ac-
crued interest onliquid assets, or assets which would so quality except for maturity.
Effective Jan. 1, 1972, the amount of U.S. Government securities with a maturity of
more than 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-

uired liquidity in excess of 5 percent in Federal funds and commercial paper.
inning 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 ard 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 iquit assets.
? Before Nov. 1, 1970, the liquidity base consisted of a member's net withdrawable
uired by State law, in the case of an insurance
rowings payable on demand or due in 1 year

accounts (or the policy reserve r
company). B:gmmng Nov. 1, 1970,
or less were added.

*Short-term liquid assets consist of the liquid assets defined in footnote 2, ex-
cept: (a) US. 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 US. 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 1374 were waived.

Table S.4.12.—Maximum Rates of Return Payable on Savings Accounts by Savings and Loan Associations that Are Members of the

Federal Home Loan Bank System
Eff date and per ge rates
Type of account T |
Jan. 21,197 luly 6, 197 Nov. 1,197 ¥
ReBUIAN . .. ... e 25.00 5.25 5.25 5
Transaction (NOW) ..................oiiiiiiiiinnnn. : (*) 25,00 €
90-day notice (for withdrawals)............ e s ‘526 5.75 *5.75 '€
Certificate with fixed or minimum term or qualifying period:
Balance less than $100,000:
Owned by governmental units:
AltermS. . ... e *) *) (*) 7.75 8.00
Owned by others:
90 days to 6 months 5.25 ’5.75 5.75 5.75 5.75
6émonthstolyear ................ ’5.25 ’5.75 5.75 5.75 5.75
lyearto2years. ... ...........coouuuueeeannnenn. ’5.75 ’6.50 76.50 ’6.50 76.50
2years to 2: years $6.00 ’6.50 76.50 ’6.50 ’6.50
2' years to 4 years *6.00 ’6.75 76.75 ’6.75 ’6.75
4yearstobyears.............ciiiiiiiiiiinn., *6.00 10) *7.50 *7.50 *7.50
BY@ArSOMrMOTE. . . ..o iee et eeeeeen e $6.00 10) *7.50 *7.75 *7.75
Byearsormore. . ........ ... ... . *6.00 (') *7.50 *7.75 *8.00
Individual retirement (IRA) or Keogh (H.R. 10) account
withtermof 3or moreyears. . ............. R (&) ()] (S 1775 8.00
Money market certificate with 26 week term and minimum
balanceof $10,000. . ...........coviieniiiniinnn.. (') (*?) (*?) (') ('?)
Balance $100,000 '? or more:
Allowners—aliterms............................ **) (**) ('*) ('*) (')

! See this table in the June 1973 Journal
25.25 percent in Mass.

for earlier information.

3Effective Jan. 1, 1974, only for associations with home offices in certain New

England states
45.50 percent in Mass.

’Be?inning 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.

1° No 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.

'+ $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.

* No maximum rate.
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Table S.5.3.—Mortgage Debt Outstanding, by Type of Property and Mortgage

(In millions of dollars)
Property type Mortgage type '
Endof Nonfarm
and quarter Total Residential Farm FHA/VA. Conven-
. . n
Total Total %;:r?ilt. n?:ri mercial vritten o
homes units
1973.. .. .o 682,321 641,068 509,343 416,211 93,132 131,725 41,253 135,044 374,716
1974 ... ... 742512 696,224 549,347 449,371 99,976 146,877 288 140,212 409,576
1975. ... i 801,537 750,660 591,362 490,761 100,601 159,298 50,877 146,984 445,085
1976
Ist.. ... 818,420 766,220 605,037 503,255 101,782 161,183 52,200 148,311 456,726
2d... . 840,533 786,740 622,691 519,790 102,901 164,049 53,793 150, 472,143
3d.... 865,639 810,174 642,644 538,771 103,873 167,530 55,465 150,801 491,843
ah ... 889,202 832,171 660,961 556,456 104,505 171,210 57,031 154,146 506,815
1977

912,179 852991 679,011 573,674 105,337 173,980 59,188 155,697 523,357
950,519 888,608 710,839 603,242 107,597 177,768 61,909 158,652 548,704
988,526 924,528 742,197 632,699 109,498 182,331 63,998 161,564 575,163
1,023413 957,735 768,704 657,169 111,535 189,031 65,678 161,739 601,660
st ... 1,050,200 982,142 788,720 674,783 113,937 193,422 68,058 165,253 624,509
2d ... 1,091,510 || 1,020,628 820,997 704,540 116,457 199,631 70,882 167,440 650,252
3d.... . . 1,058,095 850,948 731,732 119,216 207,147 73,804 174,663 671,855

'EHA/YM' ures are from Federal Housing Administration and Veterans Ad-
ministration. ventional data include farm mortgages regardiess of mortgage

pe.
e Revised.

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 by various institutional and Government sources.

Table S.5.4.—Mortgage Debt Outstanding on One- to Four-Family Nonfarm Properties by Type of Holder
(In millions of dollars)

Savi Lif Mutual . Federal and related agencies * Mort
’En"‘f’:l"ay:;" Total and loan insur:npe savmgs Covgan’:ercul posk i hoo‘lgee:s
associations ' | companies banks ENMA? FHLMC Other trusts®
1973............ .. 416,211 187,078 20,426 48811 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 4217 5,422 18,639 53,331
1975.............. 490,761 223,903 17,590 50,025 77,018 25813 4,588 7475 ,081 268
1976
Ist ...l 503,255 230,395 17,160 50,553 78974 26,262 4,247 7454 30,907 57,301
2d......l 519,790 240976 16,855 51,326 81,281 26,112 4,166 5,749 34,322 59,003
3d.........ill 538,77 251,553 16,448 52,250 83,938 27,030 3917 5,542 37,569 60,524
4h ............... 556, 260,794 16,088 53,089 86,234 26934 3,889 4,701 42, 643
1977
Ist ...l 573,674 269,821 15,699 53,502 88,691 26,836 3,200 4,109 47,123 64,693
2d...... 603,242 284414 15418 55,000 94,899 27933 2,901 4403 50.219 68,055
3d............. 632,699 298,428 15,022 56,313 100474 28,178 2818 4,285 55,634 71547
ah ............... 657,169 310,686 14,727 57,637 105,115 28,504 2,738 4471 60,573 72,718
1978
Ist ...l 674,783 320,064 14476 58.747 108.699 30.208 2,785 3426 63427 72951
2d.............. . 704,540 334,164 14,129 59,895 115,389 32974 1,856 3316 67,054 75.763
3d......ooail 731,732 344817 14,189 61,104 121911 35,437 1,994 3741 70.485 78,054
! See notesto S4.7. * Balances backing securities insured or guaranteed by Government National

?Except 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.

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 privateorganizations.
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Table S.5.5.—Mortgage Debt Outstanding on Nonfarm Residential Property with Five or More Units

(In millions of dollars)

Savings Life Mutual Federal and related agencies * | Mortgage

End of ; Py Other

andauarter Toul | rdlan | e | ShRE dmk wa [ owwa | Ome eamy | hoden
22,779 18451 12,343 6,932 3,805 2574 1,650 616 ,98
23,808 19,625 12,923 7,619 5,800 2,598 2,542 785 24,276
25,547 19,629 13,792 5915 6,011 2,710 3594 1,263 22,140
25937 19,565 13,699 6,981 5,920 2,733 3433 1,699 21815
26812 19,367 13,674 8,130 5916 2,392 3,739 1,676 21,195
27,497 19,234 13915 8,144 5,932 2,582 3871 1,784 20914
28,425 19,178 14,177 8,082 5970 2,271 4,072 1910 20420
29,187 18921 14,291 8,115 5,994 2,343 5864 2314 20,294
30,503 18,891 14,602 8,542 5,985 2,258 4,132 2405 20,279

3d....oe 109,498 31,381 18,831 14,952 8815 5,970 2077 4314 2,682 20,476

ah ............... 111,535 32513 18,807 15,304 9215 5, 2112 4,398 3,089 20,232

1978

Ist ..ot 113937 33,592 18,851 15,598 9,387 5,821 2,343 4,628 3, 20,349

2d........... 116,457 34,351 18,745 15,903 9,925 5,779 2,361 4,183 4271 20,939

3d....oo 119,216 35,446 18,803 16,224 10,478 5,752 2,663 4,462 4,260 21,128

! See notes to table S.4.7. *Balances backing securities insured or guaranteed by Government National

?Except 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.

Mortgage Association, FHLMC, andFarmers 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.

*Revised.

Table S.5.6.—Foreclosures’® by FSLIC-Insured Savings and Loan Associations Classified by Type of Mortgage

All types of mortgages 1 Cnnvantinnal mortgages FHA/VA mortgages
Number of mortgages foreclosed | Balance due on mortgages foreclo rtgages forecloseu wumber of mortgages foreclosed
Period Percent of average Percent of average Jercent of average Jercent of average
Number | No. of mortgages held (sAm_(I:unt ) Mnrtgage balances held | Number | No.of mortgagesheld | Number | No.of mortgages held
}.__Y— millions —_—
Actual | Annualize. .wtual | Annualized? Actue. | .woiualized® alized?
1972
July—Dec ........ 12,243 105 210 2520 131 262 5,391 054 .108 6,852 378 .756
1973
Jan.—June ....... 13,015 .108 216 2928 140 280 5324 052 104 7.691 406 812
July—Dec ........ ,260 .100 .200 2838 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 3854 .160 320 6,586 061 122 5,708 296 592
1975
Jan.—June ....... 12,823 101 202 5205 209 418 7,727 071 142 5,096 .266 532
July—Dec......... 12,156 094 .188 565.4 215 430 7811 071 142 4,345 225 450
1976
Jan.—June ....... 11,560 087 174 594.7 211 422 7,993 071 142 3567 185 370
July—Dec......... 10,982 081 162 5346 176 352 7,807 067 134 3,175 .168 336
1977
Jan.—June ....... 10,540 076 152 458.2 139 278 7.045 059 118 3495 .189 .378
July—Dec......... 9,360 065 .130 409.7 114 228 6,423 051 102 2937 .162 324
1978
Jan.—June ....... 9,029 061 122 4109 .106 212 6,321 048 096 2,708 152 .304

! Foreclosures include deeds in lieu of foreclosure and are reported as of the date
the judgment is obtained, even if subject to a redemption period.

? Foreclosure rates for semiannual periods expressed at annual rates without

seasonal adjustment.
Note: FHLBB data.
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