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CHAPTETR 2

Role of Commercial Banks in the

Urban Mortgage Market

HE market in which urban real estate mortgage financing is con-
Tducted is far from homogeneous. On the demand side are bor-
rowers ranging from the individual whose credit requirements are
small, and possibly of a short-term character, to the large corporation
seeking a loan that may run to millions-of dollars and be repaid over
several decades. Suppliers of funds include, on the one hand, indi-
viduals with but a few hundred dollars to be loaned for a short
period, and, on the other hand, large banks and insurance companies
with, in some cases, millions of dollars committed on individual
projects for a long time. .

The major financial 1nst1tut10ns—hfe insurance companies, sav-
ings and loan associations, mutual savings banks, and commercial
banks—are the main sources of urban real estate mortgage credit, but
- individuals and miscellaneous private lenders also constitute an im-

portant source. How important are commercial banks as a source of
urban mortgage credit? How do banks of different size and location
compare with regard to their holdings of mortgage loan assets? How
does the volume of urban real estate mortgage assets of commercial
banks compare with that of other types of assets and with their time
~deposit liabilities? It is with these and related questions that the
present chapter deals. '

URrRBAN MORTGAGE CREDIT OUTSTANDING
IN COMMERCIAL BANKS, 1949

At the end of 1949, after several years of extensive prlvate building
activity, the urban mortgage loans carried as earning assets by in-
sured commercial banks amounted to $10.5 billion of which $8.5
‘billion ‘were loans on residential properties and $2.0 billion were
loans on other types of property (Table 1). The distribution of the
$10.5 billion total among the three types of banks was as follows:
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TABLE 1 — Insurep CoMMERCIAL BANK URBAN MORTGAGE LoANs, CLAS-
SIFIED BY TYPE OF PROPERTY AND T'YPE OF BANK, DECGEMBER
31,1949
(dollar figures in millions)

All Urban Loans Secured by
Type . Mortgage Residential ‘ Other
of Bank Loans Properties Properties

Distribution of Amount

National $5,563 $4,532 $1,031
State member 2,770 2,224 : 547
State nonmember 2,194 1,757 . 437
All Banks $10,527 $8,513 - $2,014
Percentage Distribution by Type of Property
National ~ ° 100.0%, 81.59, 18.5%
State member 100.0 80.3 _ - 19.7
State nonmember -100.0 80.1 19.9
All Banks 10009, 80.9%, 19.19,
Percentage Distribution by Type of Bank
National 52.89%, 53.29, 51.29,
State member 26.3 26.1 27.1
State nonmember 20.9 20.6 21.7
All Banks 100.0%, 100.0%, 100.09,

a Federal Deposit Insurance Corporation, dssets and Liabilities,"December 31, 1949,
Operating Insured Commercial and Mutual Savings Banks, Report No. 32, p. 10.
Amounts do not always add to totals shown'due to rounding.
national banks about $5.6 billion; state member banks, $2.8 billion;
and state nonmember banks, $2.2 billion. For each of these types of
banks, about 80 percent of the urban mortgage loans were secured by
residential properties and the remaining 20 percent were secured
by commercial properties. National banks accounted for more than
half of each type of loan. At the same time life insurance companies
held $11.8 billion of urban real estate mortgages, savings and loan
associations $11.6 billion, mutual savings banks $6.7 billion, and
individuals and other private lenders $17.4 billion.!

1 Bureau of Foreign and Domestic Commerce, Survey of Current Business, October
1950, Table 6, p. 15.
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CoMMERCIAL BANK S1ZE AND THE AMOUNT OF
URrBAN RESIDENTIAL MORTGAGE INVESTMENT 2

The 13,436 operating msured commercial banks of this country
reported total deposits of $143,194 million at the end of 1949, aver-
aging a little more than $10 million each. However, the distribution
of banks by deposit size is very uneven with a large number of very
small institutions and a few very large ones. Nearly one-third of all
banks have deposits of between $2 million and $5 million; 44 percent
have deposits of less than $2 million, and 25 percent have deposits
of $5 million and over (Table 2). It will be noted that banks with
deposits of under $2 million held only 5 percent of all commercial
bank mortgages on residential properties at the end of 1949, while

banks with deposits of $5 million or more held slightly more than -

four-fifths of all such loans. Banks with deposits of from $2 to $5 mil-
lion held 13 percent of the total. Finally, as can be seen, the few
very large banks held most of the mortgages secured by residential
properties. Banks having $100 million or more in deposits account
for 1.3 percent of all insured commercial banks, and about 40 percent
of all time deposits and outstanding bank mortgage loan balances.
For commercial banks considered as a whole, residential real
estate mortgage loans amounted to 5.5 percent of total assets (Table
2). The percentage was largest for banks of intermediate size; insti-
“ tutions with deposits of from $2 to $25 million had somewhat larger

percentages of their assets in the form of urban residential mortgages -

than did smaller or larger banks. The relationship of banks’ holdings
of residential mortgages to the amount of their time deposits is much
more stable, varying only very little from one size-group of banks to
another and with no systematic difference between small and large
banks. For insured commercial banks as a whole the ratio of residen-
tial mortgage holdings to time deposits averaged 24.7 percent at the
end of 1949 and varied among classes of banks within the narrow

range of 21.6 and 26.0 percent. This suggests that bank manage-

ments may, as a matter of policy, set limits on their mortgage hold-
ings by reference to the amount of their time deposits.

The relation between banks’ holdings of re51dent1a1 mortgage
loans and the amount of their capital varies consxderably, and on the
whole systematically, with bank size. For all banks, urban residential

2Data on commercial bank holdings of urban nonresidential mortgage loans are :

not available by size of bank.
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30 , URBAN. MORTGAGE FINANCING -

mortgage loans amounted to 79.9 percent of total capital but banks
in each of the three deposit-size groups—$2 to $5 million, $5 to $10
million, and $10 to $25 million—reported an amount of outstanding
mortgage loans that was greater than their capital (Table 2). The
ratio decreased with bank size to the point where banks with less than
$1 million deposits had urban residential mortgage loans equlvalent :
to but half of their total capital resources. The ratio of urban resi-
dential mortgage loans to capital also decreased as the size of the
banks increased above $25 million, falling to 59.8 percent for banks
with deposits of $100 million or more. In interpreting these data it
should be borne in mind that the smaller banks are in the main in
agricultural communities and hold considerable amounts of farm
mortgage assets in addition to their residential loans, and that the
larger, money-market banks participate in urban real estate financ-
ing indirectly in ways—e.g., through construction lending and loans
to mortgage loan compames—that are not revealed by data on mort-
gage holdings alone.

STATE DisTRIBUTION OF COMMERGIAL BANK
URBAN MORTGAGE INVESTMENT

Nearly three-fourths of the $10.5 billion of urban mortgage loans -
held by insured commercial banks as of December 31, 1949 were
reported by banks located in twelve states which accounted for only
one-half of all banking offices and three-fourths of all time deposits
(Table 3). Striking differences will be noted as regards the relative -
importance of urban mortgage loans among bank assets in these
states. Such loans amounted to 16.9 percent of total bank assets in
California, but only 2.7 percent in New York. The ratio to time '
deposits, on the other hand, showed less regional variation in these
leading states, clustering for most of them around the average of 30
percent, though there were sharp deviations in three states—Califor-
nia, Illinois and Missouri. This would suggest that in a number of
states, at least, the relatively high proportion of bank resources ob-
tained through the acceptance of time deposits accounts for the rela-_
tively heavy holdings of urban mortgages. Missouri, however, is an
exception. The greatest variation was in the relation of urban mort-
gage loans to capital. In California such loans amounted to more
than three times bank capital, whereas in New York they were less
than a third. :
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32 : URBAN MORTGAGE FINANCING

TRrRENDS IN COMMERCIAL BANK URBAN
MorTcAGE LENDING, 1929-49

Total farm and nonfarm mortgage debt held by all commercial
banks at the end of 1949 was $11.6 billion, or 18 percent of all mort- -
gage debt outstanding in the United States (Table 4). Banks held
16 percent of all loans secured by farm properties and by one- to
four-family dwellings and a larger proportion—22 percent—of the
loans secured by multi-family and commercial properties. In other. .
years for which data are available, commercial banks also held a
larger proportion of all loans outstanding on multi-family and com-
mercial, properties than of those outstanding on other property
types, though since 1941 they have held a slightly larger dollar
amount in loans secured by one- to four-family dwellings than in
loans secured by multi-family and commercial properties. :

The relative importance of commercial banks in the mortgage
market has varied considerably during the period 1929-49. During .
periods of mortgage credit expansion, commercial banks have in -
general, but not without exception, tended to increase their invest-
ment in mortgage loans more rapidly than other financial institu-
tions and individuals and to withdraw from the. mortgage market
more rapidly than other investors during periods of contraction.
For example, when total mortgage debt on one- to four-family dwell-
ings declined from $19.5 billion in 1929 to $16.7 billion in 1936 and
then increased to $37.3 billion in 1949, the proportion of this debt
held by commercial banks declined from 10.1 percent in 1929 to
8.2 percent in 1936 and then rose to 16.4 percent in 1949 (Table 4).
Data on mortgage debt secured by multi-family and commercial
properties—available only since 1938—show the same direct correla-
tion between volume of loans outstanding and proportion held by
banks (Table 4). In this case, the proportion of mortgage loans held
by commercial banks ranged from a low of 13.9 percent in 1944 to
22.8 percent in 1948, and in the following year showed a nominal
decline to 22 percent. Although total mortgage debt on farm prop-
erties has increased only slightly in recent years, the commercial
banks’ share has risen from about 7 percent in the years 1934-38 to
16.3 percent in 1949.

Data on the relative importance of commercial banks in the
urban mortgage market are shown in Table 4 for all commercial

~
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TA_BLE 4 — TotAL MORTGAGE DEBT OUTSTANDING ANﬁ PErRCENT HELD
BY ALL COMMERCIAL BANKS,BY TYPE OF PROPERTY, 1929-492
(dollar figures in billions)

. Mortgage Debt Outstanding Percent Held by Commercial Banks
. NONFARM * NONFARM
End —_ —_—
of : 1- to 4- Mulu- 1- to 4- Multi-
Year Family - Family : Family Family
Dwell- & Com- Dwell- & Com-
ToraL ings mercial FARM ToraL  ings = mercial Farm

1929 $47.0 $195 $17.8 $9.6 10.4%,

b b
1930 478 . 19.6 18.8 9.4 b b 10.1
1931 46.5 19.0 18.4 9.1 b 9.5 b 10.3
1932 44.0 179 177 8.5 b 9.3 b 10.5
1933 39.5 16.7. 151 . 7.7 b 9.1 b 9.2
1934 - 38.4 17.0 13.9 7.6 b 7.1 b 6.6
, 1935 37.3 16.8 13.1 7.4 b 7.6 b 6.6
1936 36.6 16.7 12.8 7.2 b 8.2 b 6.8
1937 '36.4 16.8 12.7 7.0 b 8.7 b - 7.2
1938 36.5 17.1 12.7 6.8 10.99, 9.3 14.79, 7.7
1939 36.9 17.6 12.7 6.6 11.5 10.0 15.3 8.1
1940 31.7 18.4 12.9 65 . 120 10.5 16.1 8.4
1941 38.8 19.4 13.0 6.4 12.6 J1.9 15.6 - 84
1942 37.9 19.2 12.7 6.0 = 125 12.3 14.9 8.0
1943 36.4 18.8 12.2 5.4 12.4 12.3 14.3 8.3
1944 35.7 188 . 120 49 12.4 12.2 13.9 9.1
1945 364  19.2 12.5 47 - 131 12.6 14.6 10.8
1946 42.8 23.6 144 48" 16.9 15.7 19.7 - 14.3
1947 50.1 28.6 16.7 4.9 18.8 17.4 21.8 16.2
1948 57.5 33.5 19.0 5.1 18.9 17.0 22.8 16.6

1949 63.8 87.3 21.1 5.4 18.2 164" 22.0 16.3

a All data except farm mortgage loans held by commercial banks are from Bureau”
of Foreign and Domestic Commerce, Survey of Current Business, October 1950, Tables
6 and 7, p. 15. Data for farm mortgage loans are from the Department of Agriculture
and represent only loans held by insured commercial banks. However, insured com-

. mercial banks accounted for 98 percent of the total assets of all commercial banks at
the end of 1949. Amounts do not always add to totals shown due to rounding.

b Not available. ) .
banks; however, in order to analyze changes in the amount of urban
mortgage loans held by commercial banks and differences in rates-of
expansion according to type of bank and regional location of bank,
it'has been necessary to limit the study to total urban mortgage loans
held by insured commercial banks, 193449 (Chart_1). This chart

shows that, from a low point of $2.8 billion at the end of 1935, the

~
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loans on residential and other properties of operating insured com-
mercial banks rose to $10.5 billion at the end of 1949. All three types
of banks—national, state member, and state nonmember—showed
substantial gains during this period; it will be noted, however, that
the gains in the two state bank groups occurred mostly in the postwar
period, whereas the urban mortgage loans of national banks ad-
vanced sharply in the period 1985-41 as well as during the postwar
period. This sharp increase after 1935 in the urban mortgage hold-
ings of national banks is doubtless attributable in large part to the'
liberalization in that year of the national banking laws affecting
mortgage loans as indicated in Chapter 1.

In each of the three areas shown separately in Chart 1 the series
representing state member banks and state nonmember banks fluc-
tuated similarly.? In the western states the fluctuations of the na-
tional bank series were also similar to those of the two state bank
groups, but series for the northern and southern states on the volume
of real estate loans made by national banks in the period 1934—38
increased more rapidly than the series for-either of the state bank
groups, and have maintained a lead in volume most of the time since
1934. In the northern states, state member bank holdings of urban
mortgage loans were consistently higher than those of state non-
member banks, whereas the opposite has prevailed in the southern
area. Over the whole period since 1934 bank loans have increased
much more rapidly in the South and West than-in the North.

8 States in each region, including two or more census regions, are as follows:
North—Connecticut, Illinois, Indiana, Maine, Massachusetts, Michigan, New Hamp-
shire, New Jersey, New York, Ohio, Pennsylvania, Rhode Island, Vermont, and Wi_s-
consin; South—Alabama, Delaware, Florida, Georgia, Kentucky, Maryland, Mississippi,
North Carolina, South Carolina, Tennessee, Virginia, West Virginia, and the District
of .Columbia; West—Arizona, Arkansas, California, Colorado, Idaho, Iowa, Kansas,
Louisiana, Minnesota, Missouri, Montana, Nebraska, Nevada, New Mexico, North
Dakota, Oklahoma, Oregon, South Dakota, Texas, Utah, Washington, and Wyoming.

i
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CHART 1 — UrBAN MoRTGAGE LoaNs HELD BY NATIONAL, STATE MEM-
BER, AND STATE NONMEMBER INSURED COMMERCIAL BANKS,
BY BroAD REGIONAL GROUPS, 193449
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Source: Federal Deposit Insurance Corporation,

Urban mortgage loans of insured commercial banks increased about five-
fold from 1934 to 1949, with banks in the South and West showing the
greatest expansion. Loans of national banks rose especially rapidly after
1935, doubtless owing to the liberalizing effect of legislation.




