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PREFACE
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Adamson, Director of Economicsg and Statistlics, and Chief
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specialised problems surrounding housinglin general, and
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Corporation, who has left a rich oral tradition within the



(11)

Corporation, All of the views expressed in the theels are,
of course, my own, and should not be taken to represent in
any way the views of any of the persons mentioned above, or
of Central Mortgage and Housing Corporation,

I am very grateful to Professor J,C. Weldon for giv-
ing me on the spot assistance in the development of the
theesls when my Director of Research, Professor Irving
Brecher, was away in Pakistan during 1960, on a speclal Re-
search Project. Finally I would like to express my thanks
and sincere apprecliation to Professor Irving Brecher, nmy
Director of Research, who very generously continued to di-
rect my research by mail from Karachi during 1960-1961,
while he wasg there as Joint Director of the Institute of
Development Economics, sponsored by the Ford Foundatlon and
the Government of Pakistan, and for his constant encourage-

ment and helpful suggestions after he returned to McGill,
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INTRODUCTION

This study 1s oriented around the belief that it
is the role of mortgage banking to tap the flow of avall-
able savings for the purpose of providing an 'adequate!
flow of mortgage funds, The 'adequacy'! of the flow of
mortgage funds is tested in this theslis by the following
criteria: Do the mortgage lenders supply sufficlent funds
to finance a new residential construction programme of suf-
ficlent size to house the new families continually belng
formed? Do the mortgage lenders supply sufflcient mortgage
funds to maintain the position of mortgages in the capital
market vis-a-vis other forms of long-term debt? 1Is the
mortgage instrument sufficlently attractive to financial in-
stitutions to induce them to give mortgages an important
Place in their investment portfolios? The criterls whereby
the mortgage market is Judged are developed in Chapter I.
It 1s pointed out there that new dwelling units complefed
in the Post World War II perlod exceeded net famlly forma-
tion in the same period, by & comfortable margin, Thus, on
the basis of the first criterion, the mortgage market ful-
filled its role well, Part of this success 1is, however, due
to government intervention in the mortgage market. For this
reason, Chapter VI 1s devoted to a discussion of the various
levers through which government can influence the mortgage

market, More emphasis is placed in this thesis on the other
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two criteria, that is whether mortgages malntained their
positions in the capital market, and whether mortgages re-
mained attrsctive to the financial institutions as an in-
vestment outlet for thelr funds, These two questions are
answered in the affirmative in Chapter II, on the basis of
statistlical data assembled for the purpose and presented in
the Appendix for the years 1939-1959. For the sake of com-
parison, similar data are presented for the United States.
The concluslion emerges that although the two criteria are
met, the performance of the mortgage lenders in Canada 4id
not mateh the performance of thelr United States counter-
parts, The statisticel data had to be compiled from a d4i-
versity of sources and then moulded into the desired frame-
work, The broad outlines of the capital market in terms of
the competing uses of capltal funds and the major financial
institutions that dominate the capital market in both Canada
and the United States 'should nevertheless emerge accurately
from the assembled dsta. Chapter III examines the mortgage
market in greater detail, with the aim of showing how that
market fits into the rest of the capital market. Chapter III
also tries to bring out clearly the differences in lending
policies, with regard to mortgages, as between the major
lending institutions, The detalled analysls of the mortgage
market presented in Chapter III makes it possible to des-

cribe the flow of mortgage funds from lending institutions
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in the form of a notational model, This is done in Chapter
IV with the aim of showing clearly at which points monetary
and fiscal policy impinge on the mortgage market, The im-
pact of monetary policy alone, not assoclated with fiscal
policy, is then considered in Chapter V.

Monetary and fiscal policy are not, however, the
only forces impinging on the mortgage market, As was men-
tioned earlier government intervention in the mortgage
market itself, also occurred in the Post-World War II period.
The various levers through which government influences the
mortgage market, are thus discussed in Chapter VI, Mortgage
pollicy as a whole in the 1929-1959 period, both in Canada
and the United States is then considered in Chapter VII. Then
in Chapter VIII an attempt 1s made to discern possible future
developments in the mortgage market, on the basis of the
Canadian and the United States experience in the 1929-19K9
period, It 1s pointed out there that future developments
are likely to centre around the moftgage market's efforts to
entice a wider band of flnanclal institutions into becoming
more active mortgage lenders, Penslon funds would seem to be

a good target from this point of view,.




CHAPTER I
MORTGAGES AND THE ECONOMY

Before the role of mortgage banking in the Canadian
economy is discussed, 1t is helpful to describe precisely
what a mortgage is and delineate the points at which mort-
gage banking interlocks with the economy as a whole. A
mortgage 18 a debt secured by a piece of real estate.(l)
It follows that 1t 1s the function of mortgage banking to
provide real estate oredit, be it for a house, a store, a
farm, a factory or an office building. Although no pre-
olse data exist in Canada on the composition of the total
mortgage debt outstanding by type of real estate on which
it i1s secured the avallable statistics indicate that the
bulk of the mortgage debt, approximately 85%, is secured by
(2)

residential real estate.

(1) For a description of mortgage prooedures see,
R.H. Pease and M.V. Cherrington, Mortgage Banking (McGraw-
Hill, 1953), Chapter 2, pages 15-45, alsoc E.M. Fisher,
Urban Real Estate Markets Characteristics and Financing
(National Bureau of Economic Research, 1951), Chapter 2,
pagee 13-37. For Canadlan procedures see H. Woodard,
Canadian Mortgages (Collins, Don Mills, Ontario, 1959).

(2) Thie estimate of 85% i1s based on the groes ap-
provals of lending institutione in the 1950-1959 period. 1In
these ten years lending institutions approved mortgage loans
for $8.2 billion, of which $7.0 billion, or 85%, were mort-
gages secured on residential real estate. It 1s here assumed
that thls 1& an accurate reflection of the breakdown of lend-
ing institutions! mortgage portfclio ae between residential
and non-residential mortgages. It is further assumed that
the same distribution alsc holds true in the portfolios of
individuals. The gross approvale data used to make the above
estimate 1s taken from Central Mortgage and Housing Corpora-
tion, Canadian Housing Statistics (OTTAWA, current iesues).




In the United States where this breakdown is avail-
able, residential real estate mortgages accounts for 78% of
total mortgage debt outstanding.(3) In diecussing the rela-
tionship between mortgages and the economy the emphasis will
therefore be placed on residential mortgages. Each point of
contact between mortgages and the economy will be considered
not only from the point of view of how it links mortgages
with the economy, but alsc from the point of view as to
whether that particular link can be utilized to frame a ori-
terion whereby the performance of the mortgage market should
be Judged. In accepting or rejlecting any of the possible
criterla the basic approach will be to consider the mortgage
market as a vehlcle for channelling an "“adequate" flow of
private funds into the real estate market. The framing of
the criteria wlll therefore alsc involve a view as to what
should be consldered an adequate flow of mortgage funds.
Baslcally the approach taken here 1is that an adequate flow
of funds must provide sufficlent funds toc finance a house-
bullding programme of such magnlitude as to lead to an im-
provement in housing conditions. BSuch an improvement will
be deemed to have occurred if the number of dwelling unite
built exceeds the number of new familles formed, plus an al-

lowance for dwelling unite withdrawn from the houeing stock.

(3) Total mortgage debt outstanding in the United
Btatee at the end of 1959 wae $191.C billion, a8 shown in
Appendix Table A-2. $148.0 billion of this debt was secured
on residential real estate, House and Home Finance Agency,

Annual Report, 1959 (Washington, 1960), page 322.




POINTE OF CONTACT WITH THE ECONOMY

In the process of providing real estate credit, the
mortgage market can affect the economy in two important
ways. First, 1t affecte the allocation of resources devoted
to the production of real estate, residential construction
in particular. As residential construction is olassified
in the national accounte as an investment goocd, oonditions
in the mortgage market affect the volume and composition of
the privately inltiated investment programme in the country
as measured by Businese Gross Fixed Capital Formation in the
natlional accounts. (Conditions in the mortgage market thus
affect the level of investment undertaken each year. The
second important point of contact between the mortgage mar-
ket and the economy as a whole 1s through the effect of the
mortgage market on savings. Mortgage repayment 18 an im-
portant form in which individuals contract to save part of
their income. Each amortized mortgage assumed by a new
home-owner ilnvolves a long-term contract to repay the mort-
gage by monthly instalments. If these repayments are made
out of current income, the mortgage contract is in effect a
promige by the home-buyer to save a fixed amount each month.
These savings are paild into the institution that originally
made the mortgage loan and thus form part of the funds which
that institution has available for re-investment. The home-

owner who 18 repayling his mortgage by monthly instalments,
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not only makeg a contract to save a fixed sum each month.

He alec makeeg a contract to invest these savings by increas-
ing his equity in his home sach month. The mortgage contract
thus not only involvees the new home-owner in a long-term
contract to save, but alsc determines that theese savings
should be invested by him in the form of increasing his equity
in his home. This investment in the equlty of his home 18
purchased by the home-owner from the institution that granted
him the original mortgage loan. By providing that these
contractual savings pald to lending institutiocns in the form
of mortgage repayments are automatically re-invested by the
borrower in his home as equity purchased from the lending in-
stitution in the form of a reduction in the mortgage in-
debtedness on his house, these repayments become avallable to

the lending instlitution for further re-investment.

MORTGAGES AND INVESTMENT

One of the ways in which the mortgage market makes its
impact on the economy, it was argued above, is by the way
conditions in the mortgage market affects the volume of in-
vestment through 1ts impact on the volume of residential con-
struction.

The financing of residential construction is much more
dependent on mortgage financing than the financing of plant
and equipment 18 on the floating of corporate bonds. Thus,

in the 1950-1959 period, the net increase in residential mort-
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gages outetanding represented S54% of residential eapital

formation(u) while the net increase 1in corporate bonde out-
standing represented only 14% of the nation's investment in
plant and equipment. Even when account 1s taken of new
stock 1ssues the net increase in corporate bonds outetand-
ing plus the net new 1ssues of preferred and common stocks,
represented only 23% of the nation'e investment in plantand

equipment.(S) Investment in residential construction is

(4) Net inorease in mortgage debt outstanding in the
1950-1959 period was $8.15 billion, ae shown in Appendix
Table A-l. It is then assumed that 85%, or $6.93 billion,
of this debt was secured by residential mortgagee, as calcu-
lated in note 3 above. The value of new residential con-
struction in this same period, 1950-1959, was $12.9 billion
as calculated by the Dominion Bureau of Statistics in

Nationel Accounts, Income and Expenditure, (OTTAWA, current
issues).

(5) Net increase in corporate bonde cutstanding was
$4.76 billion in the 1950-1959 period as calculated in
Appendix Table A-l. Net increase of preferred and common
stocka in the same period wae $3.19 billion. Data ag pub-
lished by the Bank of (anada, Statistical Summary-Financial
Supplement, (OTTAWA, 1960). The value of investments in
plant and equipment amounted to $32.93 billion in the 1950-
1959 period, Dominion Bureau of Btatistics, National Ac-
counts, Income and Expenditure, (OTTAWA, current issues).
It must be remembered in thie connection, that these data
refer to non-corporate as well ae corporate investments in
plant and equipment. The 14% ratio of corporate bonds to
inveetments in plant and equipment thus understates to some
extent the rellance of corporatlons on the bond market.
However, data presented by L.M. Read, S8.J. Handfield-Jones
and F.W. Emmerson, The National Transaction Accounts for
Canada, 1246-1254, published as an appendix to Wm. C. Hood,
Financing of Economic Activity in Canada, (Royal Commigsion
on Canada's Economic Prospects, OTTAWA, 1958), page 514,
suggests that almost all of the investment in plant and
equipment is undertaken by corporations.




thus much more dependent on the capltal market than invest-

ment in plant and equipment which can draw on internally

generated savings such as retalned earnings and depreciation

allowances.

Changes in the conditions on which mortgage funds are

available affect both the demand and the supply side of the

market for new residential construction, as 1lllustrated in

Diagram "A" below.

MONTHLY
CARRYING
CHARGES

DIAGRAM "AM
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The availabllity of mortgages affects demand through
ite effect on the interest rates charged on mortgages. Thus
a reduction of 1/2%, say from 6%% to 6% on a 20-year fully
amortized mortgage, would reduce the monthly carrying
charges from $7.41 to §$7.13 per $1,000 a reduction of 4%.
It would also lead to somewhat lower costs of construction
on a dwelling, thus leading to a lowering of the supply
curve from 81 to 82, The decline in the cost of construc-
tion due to a decline in interest rates ies very modest as
it applies only to the period of construetion, that is ap-
proximately half a year. On a $10,000 mortgage, a decline
of 1% in interest rates would thus reduce cost of construe-
tion by only $50. Thus, lower interest rates could lead to
a higher rate of house-building as shown in Diagram ®AM,
The shift im unite produced would be from Xj to Xp.

The avallabillty of mortgages affects the demand for
housing, however, also in another perhaps more powerful way.
Thus, better availablility of mortgage funds may lead the
mortgage lenders to glve a bigger mortgage on each dwelling,
80 that whereas before they were willing to lend only, say
$5,000 on a $10,000 awelling, they might now be willing to
lend $6,500 on a $10,000 dwelling, thereby cutting downpay-
ments from $5,000 to $3,500.

An examination of the data relating to the liquid
asset holdings of famillies shows that the percentage of



8.

families that have liquid assete within the $5,000-39,000
range is much lower (4.9%) than the percentage of house-
holders that have liquid assets in the §2,000-34,000
range (11.8%).(6) This increase in demand due to lower

downpayment requirements is shown in Diagram "A" by an
upward shift in the demand curve, to indicate that at each
monthly rate, more people are now prepared to buy a home.
The effect on output is shown by an inerease in output to
X3. Indeed, 8o powerful is the effect of changes in the
availability of mortgage funds that J.M. Guttentag(”) has
argued that these changes are primarily responsible for
the short cycle in residential construction.

The terms of lending in the mortgage market are
only one amongst many factors affeoting the demand for
housing. More basic is the population factor. Thus,
housing neede are usually dlscussed in terms of the
growth in population and net family formation 1n particu-

lar. This factor is considered by experts as the most

(6) Dominion Bureau of S8tatistics, Incomes, Liquild
Assets and Indebtedness of Non-Farm Families_ in Canada,

1958, (OTTAWA, 1960), Table 16, page 37.

(7) »ses housing demand 18 extremely sensitive to
changes in the supply of mortgage ocredit... It is this
greater sensitivity of housing demand to changee in the
supply of mortgage oredit than to changes in the flow of
current income and the considerable short-run volatility
in the former, that underlie the counter-cyclical tendency
of residential construction.® J.M. Guttentag, "The Short
Cycle in Residential Construction, 1946-1959" American
Economic Review, (June, 1961), page 287.




important single demand factor in housing.(e) Other de-
mand faectors usually taken into account are the need to
replace demolitions and allowance for vacancles, and an
allowance for population movement from rural to urban
areas. A further allowance is made for undoubling, that
1s families previously sharing accommodations decidlng to
maintain their own home (immigration is included in net
rfamily formation). Changes in incomes, of course, also
affect the demand for housing.

In assessling whether the mortgage market has ful-
filled its function of providing adequate funde for real
estate, one of the oriteria must thus be to see whether
the houss-building programme was at least sufficiently
large to provide dwellings for all the new families that

were formed, plus an allowance for dwellings that had to

(8)

This 18 the approach used by 0.J. Firestone,
Residential Real Estate in Canada, (TORONTO, 1951),
pages 195-236. It 1s also the framework for the housing
forecast by Central Mortgage and Housing Corporation,
Housing and Urban Growth in Canada. (Brief submitted to
the Royal Commission on Canada's Economic Prosapects,
OTTAWA, 1958). The same approach was also adopted by
Mr. R.T. Adamson, Chief Economist, Central Mortgage and
Housing Corporation, "The Weakness in our Housing Fore-
casts for 1955-1980%., Habitat, (JAN.-FEB., 1959, Central
Mortgage and Housing Corporation, OTTAWA).

9.
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be demolished.(9) Table 1 shows that this was not really
generally the case in the post-war period until after 1954,
when the new National Housing Act brought the chartered
banks into the new residentlal mortgage market.

Canada, at the end of 1945, had a dwelling stock of
2,840,000 dwellings, while the number of families was
2,810,000, However, of the 2,840,000 dwellings 60,000 were
vacant, so that only 2,780,000 were occupled. Also in ad-
dition to the 2,810,000 families there were 341,000 non-
family households eo that there were 3,151,000 groups re-
quiring separate dwellings. This meant that 371,000 fami-
lies were doubled up.(lo)

Table 1 shows that the number of completions has ex-
ceeded net family formation plus an allowance for demolition
80 that in terms of sheer numbers, the housing standards of
the country were improved and less familles were required to

double up.(ll)

(9) The estimate for demolition presented in the text
for the 1945-1949 period are based on 0.J. Firestone, op.cit.,
page 63. The estimates for 1950-1959 are based on the as=
sunmption adopted in the housing forecasts mentioned above in
note 8. For the year 1959 Central Mortgage and Housing Cor-
porationts estimate of demolitions can be inferred from the
following published data. Total housing stock at the end of
1958 was 4,362,485. At the end of 1959 1t was 4,502,156,
see Central Hort%age and Housing Corporation, Canadian Hous-
ing Statistics, (OTTAWA, 4th quarter issues 1958 and 1959),
Tables 14 and 15. The net increase in the housing stock was
thus 139,671. Completion during 1959 were 145,671 and con-
versions added another 3,837 units to the housing stock.
This implies that 9,837 dwelling units were demolished dur-
ing 1959.

(10) 0.J. Firestone, op. ecit., page 284,

(11) An accurate estimate of the number of families
doubled up can only be made from census data. Data published
by the Dominion Bureau of Statistics in 1956 Population Cen-~
sus of Canada, (OTTAWA) list 286,000 families as not main-
tailning thelr own household, 85,000 less than the 371,000
doubled up families at the end of 1945.
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TABLE 1: NET FAMILY FORMATION AND
DWELLINGS COMPLETED

(Thousands of Units)

Allowance Total
Net Famlly for Basic
Year Formation Demolitione Need Completions
1945 59 9 68 L9
1946 108 9 117 67
1947 72 9 81 79
1948 79 9 88 76
1949 4 9 83 88
1950 71 10 81 89
1951 93 10 103 81
1952 90 10 100 73
195 91 10 101 97
195 86 10 96 102
1955 74 10 8k 128
1956 84 10 9k 136
1957 103 10 113 117
1958 71 10 81 147
1959 67 10 77 146
1945-59 1,222 145 1,367 1,&25

Source: 0.J. Firestone, Residential Real Estate in Canadasa,
(TORONTO, 1951) page 201, aleo Central Mortgage
and Housing Corporation, Canadian Housing Statis-
tice, (OTTAWA). No account is taken of dwelling
units added by converslons. These amounted an-
nually to about 4,000 units.

NEW RESIDENTIAL CONSTRUCTION AND GROSS NATIUNAL EXPENDITURE

The house-bullding programme undertaken each year in
response to the demand forces enumerated above represents a
significant proportion of total economic activity in the
country as measured by Gross National Expenditure. 0.J. Fire-
stone points out that this proportion will vary according to
the stage of development at which the country finds itself.

"The proportion of its resources which a nation devotes
to housing will vary over time. A community which
builds up & new eettlement in an undeveloped area will
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TABLE 2: NEW RESIDENTIAI, CONSTRUCTION
AND GROSS NATIONAIL EXPENDITURE

New Residential
Groee National New Residential Construction as

Year Expenditures Construction Percent of Gross
(Billions of (Billions of National Expen-
Dollars ) Dollars) ditures. (%)
1939 5.6 .2 ug
1945 11.8 3 3%
1946 11l.9 ok 3%
1947 13.2 5 W%
1948 15.1 .6 hg
1949 16.3 .8 5%
1950 18.0 .9 g%
1951 21.2 9 %
1952 24,0 .9 17 4
195 23.0 1.2 5%
195 24,9 1.2 5%
1955 27.1 1.4 5%
1956 30.€ 1.5 gg
1957 31.7 1.4 %
1958 32.6 1.8 6%
1959 34.9 1.7 5%
1945-59 338.3 1545 5%

Source: Dominion Bureau of Statisties, National Accounts,
Income and Expenditure, (OTTAWA).

in the first instance spend a significant proportion
of 1ts working time and resources 1n creating a mini-
mum of shelter for protection against the element.,
Thereafter, additional effort on housing will be the
result of keeping the housing stock in repair, in-
creasing ite slze to take care of the growth of the
community, and improving 1lts quality to incregse the
amenities for the members of the community." (12

The Canadian economy has during the post-war period
devoted about 5% of 1ts resources to residential construe-

tion. This is shown in Table 2 above.

(12) 0.3. Firestone, op. cit., page 237.



13.

The impact of a new dwelling on Gross National Ex-
penditures does not cease during the year in which it 1is
constructed but continues over the whole period during
which the dwelling provides consumers with shelter. 0.J.
Firestcne estimates this period at 75 years for non-farm
dwellinge.(13) This aspect of residential real estate,
providing consumers with shelter over many years, 1is
measured in the national accounts by the item 'shelter
costs! and is included in !'Personal Expenditures on Con-
sumer Goods and Servicea'.(lh) During the period 1945-
1959, shelter coste represented about 13% of consumers
expenditures on goods and services, or 8% of Groes
National Expenditures, that 1s almost twice ae much as is
accounted for by residential construetion. This is shown
in Table 3. The proportion of current income spent on
shelter influences the amount of income remaining for
other expendituree. It also affects the proportion of in-
come that is avallable for saving. In this way the pro-
portion of current lncome spent on shelter has an effect
on the current pattern of production. L. Winnlck stresses

this point.(l5)

(13) o.g. Firestone, op. cit., page 46.

(14) A major proportion of shelter coste consists of
imputed rents which it 1s assumed that homeowners pay to
themselves.

(15) L. Winnick, "The Burden of Residential Mortgage
Debt ", Journal of Finance (May, 1956), pagees 166-179.
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TABLE 3: CONSUMERS EXPENDITURES, SHELTER COSTS,
AND GROSS NATIONAL EXPENDITURES

Pereonal Ex-

penditures Shelter Cost Shelter Cost
on Consgumers! as Percent of as Percent of
Goods and Shelter Consumers! Gross National
Year Services Costs Expenditures Expenditures
(Billions of (Billions of (%) (%)
Dollars) Dollars)
1939 40 .6 15% 11%
1945 7.0 8 11% 7%
1946 8.0 .9 11% 8%
1947 9.1 1.0 11% 8%
1948 10.1 1.1 11% 7%
1949 10.9 1.2 11% 7%
1950 12.0 1.4 12% 8%
1951 13.5 1.6 12% 8%
1952 14.8 1.8 12% 8%
1953 15.6 2.0 1&% 8%
1954 16.2 2.2 14% 9%
1955 17.4 2.5 14% 9%
1956 18.8 2.6 14% 8%
1957 20,0 2.9 15% 9%
1958 21.0 3.2 15% 10
1959 22.5 345 165 lﬂg

Source: Dominion Bureau of Statistics, National Accounts,
Income and Expenditure, (OTTAWA .

Changes 1n current mortgage conditions have, however,
very little impact on this calulation of shelter costs.(ls)
Apart from the fact that mortgage interest probably does

not account for more than 20% of the total shelter costs

(16) For a description of the method used to compute
shelter costs see Dominion Bureau of Statistice, National
Accounte Income and Expenditure 1926-1956, (OTTAW ) page 145.
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11sted(1?) there 1s the further fact that mortgage terms
are not continuously re-negotiated. That is, the terms on
the bulk of mortgages affecting the calculation of shelter
costs, are a historical fact.

This point of contact between mortgages and the
economy a8 & whole 1s therefore not used to formulate a
criterion against which the performance of the mortgage

market can be usefully measured.

NEW RESIDENTIAL CONSTRUCTION, BUSINESS GROSS FIXED
CAPITAL FORMATION, AND GROSS NATIONAL EXPENDITURES

As wag mentioned earlier, new residential construe-
tion 18 considered an investment good and as such forms
part of 'Business Gross Fixed Capital Formation! in the
national accounts of Canada. In the post-war period, new
residential construction has accounted for about one-
quarter of Business Grose Fixed Capital Formation.

The annual data since 1945 with 1939 inserted as a
benchmark are presented in Table 4.

Fluctuations in invegtment to a large extent deter-
mine fluctuations in Gross National Expenditure. Keynesian
doctrine also teaches us that the effect of these fluc-

tuations in investment on Gross National Expenditure are

(17) Eetimated on the basis of $10 billion residen-~
tial mortgages outstanding at an average interest rate of
5% per annum. This would give a total of $.5 billion paid
per annum a8 interest on residential mortgages or about
1/7 of the $3.5 billion spent on shelter costs during 1959.
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TABLE 4: NEW RESIDENTIAL CONSTRUCTION, BUSINESS GROSS FIXED
CAPITAL FORMATION AND GROSS NATIONAL EXPENDITURES

New Residential Business Gross
Business Gross Construction as Fixed Capital
Fixed Capital Percent of Busi- Formation as
Year Formation ness Gross Fixed Perocent of Gross
(Billions of Capital Formation National Expen-
Dollars) (%) ditures (%)

1939 .6 33% 11%

1945 1.0 30% 8%

1946 1.4 29% 1

1947 3.1 4% 16%

1948 2.6 23% 17%

1949 3.0 27% 18%

1950 E 3 27% 18%

1951 .0 23% 19%

1952 h.s5 20% 19%

195 5.0 244 20%

195 4.8 25% 19%

1955 542 27% 19%

1956 6.8 22% 22%

1957 73 19 23%

1958 7.0 26% 21%

1959 6.9 25% 20%
1945~59 65.9 24% 19%

Bource: Dominion Bureau of Statistica, National Accounts,
Income and Expenditure, (OTTAWA).

magnified by the multiplier effect. O0On the basis of the data
in Table 4, where investment 1s shown to fluctuate at around
20% of Gross National Expenditure, we can thus say roughly
that his multiplier in Canada has a value of approximately 5.
This would mean that an increase of $1 million in investment
could result in an increase of $5 million in Gross National

Expenditures. Table 4 shows further that new residential
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eonstruction represents about one-quarter of investment.
It can thus be argued that changes in the volume of resi-
dential construction, as they form a part of changee in
total investment, have a greater impact on Groas National
Expenditure than is implied by the fact that residential
construction represents on the average only 4% of Gross
National Expenditure. It has therefore been argued that
this lever-changing of avalilability and terms of mortgage
credit-should be actively used to maintain or increase
the level of Gross National Expenditure by inducing
changes in the volume of new residential construetion,
thereby helping to maintain employment. As H. Woodard
points out,(la) the first Dominion Housing Act, 1935,
specified that the creation of employment opportunities
was one of its aims, L. Grebler, who examines the theo-
retical possibllities of stimulating housing for employment
purposese agrees that this i1s a worthwhile objective, but
argues that it would be more practical to aim at stabi-
1izing the constructlion industry as a whole, that is new
resldential construction, plus non-residential construc-
tion.(19) The non-residential construction component is,

in faect, a larger proportion of investment than new resi-

(18) H. Woodard, op. cit., page 9.

(19) "In many ways the total construction sector
would eeem to be a more sharply defined as well ag a more
useful unit to be considersed in economic stabilization
policies." L. Grebler, Housing Issues in Economic Stabi-
Jisation Policies, (National Bureau of Economic Reeearch
N.Y., 1960) page 110.
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dential construetion, while the volume of non-residential
mortgages 1g probably not more than about 15% of the annual

(20) This item is thus not influenced in any

mortgage flow.
marked degree by wariation in the availlability of, or the
terms of mortgage lending.

The mortgage marked by providing the mechanism
whepeby savings are channelled into investment in residen-
tial conetruction, thus influences the general level of
economic activity in the country as measured by Gross
National Expenditure. Ae has been suggested above, one
way of measuring whether the mortgage market 1s perform-
ing well in this function of channelling savings into in-
vestment in residential construetion is to consider whether
the resulting house-bullding programme is at least large
enough to accommodate the new families formed each year

plus an allowance for dwelling units withdrawn from the

housing stock through demolitions.

MORTGAGES IN THE SAVING-INVESTMENT PROCESS

The funotions of the capital market as a whole in
the savings-investment process have been summarized as
follows by Wm. C. Hood;(21) conveying funds from economiec
units that spend less than thelir current income on goods

and services to those that spend more, redirecting funds

(20) See note 2 above.
(21) Wm. §. Hood, op. ¢it., page 13.
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which seek reinvestment following repayment of outstanding
obligations, providing liquidity for non-monetary financial
assets and, generally eliciting and allocating funds for
investment in financial assete. Wm. C. Hood's fifth funec-
tion for the capital market (placed first in his presenta-
tion),namely to regulate the amount of money outstanding, is
not consldered here because the mortgage market has virtu-
ally no influence over the amount of money outstanding, al-
though the mortgage market 18 of course affected by monetary
policy (this 1s developed in Chapter V).

CONVEYING FUNDS FROM ECONOMIC UNITS THAT SPEND LESS THAN
THEIR CURRENT INCOME ON GOODS AND SERVICES TO THOSE THAT
SPEND MORE:

Thie function performed for the housing sector by
the mortgage market 1s extremely important to the housing
market. Although as was shown before, residential con-
struction accounts for a relatively small fraction of Gross
National Expenditure, 1t 1s a major transaction for the
average home-buyer. As 0.J. Firestone points, for an in-
dividual buying a home, it may easlly represent the biggest
single investment he will ever make.(zz) Furthermore, as

an average NHA home costs $14,500 while the average annual

(22) 0.J. Firestone, op. cit., page 237, see also,

Central Mortgage and Houslng Corporation, Housing and
Urban Growth in Canada (OTTAWA), 1956, page 21.




income of home-buyers 1is $5,7OO,(23) it is quite clear that

this 1s an area where the conveyance of funds to units that

spend more than thelr current income is of fundamental im-
portance,

One possible way of measuring whether the mortgage
market 1s improving its performance in thils respect is to
see whether the average downpayment required to purchase a
dwelling 1s declining as a proportion of income, For if
this 1s the case, 1t would mean that the potential pur-
chaser has to provide less of his own savings to purchase

a dwelling and can rely to a greater extent on the savings

of other units conveyed to him through the mortgage market,

Downpayment requirements are, however, determined more by
legislation than by changes in the avallability of mort-
gage funds. Thus, the National Housing Act stipulates the
proportion of the value of a new dwelling that can be sup-
plied 1n the form of a mortgage, At present, the maximum
loan amount for houses wlth more than three bedrooms is

$14,900. The loan to value ratios are 95% of the first

$12,000 and 70% of the remainder. In the conventional mort-

gage fleld, that 1s mortgages not covered by the NHA legis-

20.

lation, this ratlio is limited by the regulations under which

the lnstitutional mortgage lenders operate. Thus, life,

(23) The cost of an average NHA house at the end of

1959 as published by Central Mortgage and Housing Corpora-
tion, Canadian Housing Statlistics (OTTAWA).
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trust and loan companlies were not permitted to give a first
mortgage in excess of 60% of the value of the real estate
on which the mortgage is granted. This ratio was lncreased
from 60% to 66 2/3% during 1961l. As changes in the down-
payment requirements are at present governed more by legis-
lation than by economic forces in the mortgage market, a
change in the ratio of downpayment for a dwelling to income
of purchaser 18 not adopted here as one of the criteria
whereby the performance of the mortgage market should be
measured. The emphasis 1s thereby placed largely on pur-
chages of new dwellings. It must be remembered, however,
that in any glven year about twice as many existing homes

as new homes are purchased.(ZU)

(24) 0.J. Firestone, op. cit., page 141, suggests
that " ... for every new unit built, about two and one-
half existing dwellings (whether owner or tenant occupied)
changed ownership." Estimates by the Federal Housing
Administration in the United States show that during 1958
only 30% of the homes purchased were newly constructed
homes. Housing and Home Finance Agency, Recommendation of
Federal Agencies,(United States Senate, Committee on Bank-—
ing and Currency Subcommittee on Housing, Study of Mort-
gage Credit, Washington, 1961), page 139, Appendix Table
1-D. While no such estimates exist for Canada, the annual
data on real estate tranefers, published by Central Mort-
gage and Housing Corporation, Canadian Housing Statistics
(OTTAWA), suggests that the proportione are similar here.
This together with the quotation from 0.J. Firestone form
the baeis for the statement in the text that about twice
as many exlsting homeeg as new homes are purchased in any
given year.
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REDIRECT FUNDS WHICH SEEK REINVESTMENT FOLLOWING REPAY-
MENTS OF OUTSTANDING OBLIGATIONS:

The previous sectlon emphasiged that the conveying
of savinge from surplus to deficit unite ig of vital im-
portance to the housing industry. The borrower, buying a
heme with the aid of savings accummulated by other units,
utilizes the mortgage market to borrow, in a sense,
against his future income stream. By the adoption of the
amortized mortgage, that is a mortgage where the repay-
ments are spread 1n an cgrderly fashion in the form of
monthly capltal repayments over the term of the loan,
borrowers are enabled to repay their loans through their
monthly savings. At the same time, these savings are
made avallable to new purchasers. As will be shown in
Chapter III, these repayments form an important source of
funde for new mortgage loans. Thus, out of a total of
$17.05 billion new mortgage loans made in the years 1953~
1959, $10.44 billion, or 61% were provided by mortgage
repaymente. These $10.44 billion mortgage repayments (al-
moet all of it made by individuals rather than corporations)
represented 25% of Business Gross Fixed Capital Formation
in the 1953-1959 period, as measured by the Dominion
Bureau of Statistics in the national accounts. Innova-
tions in the methods of mortgage repayments, particularly

the adoption of the fully amortized mortgages, have con-
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tributed greatly to both the willingness of the lender to
make mortgage loans (mortgages became a safer 1nvestment(25)
and the willingness of purchasers to assume a mortgage (the
fear of a large mortgage payment possibly becoming due in
a period of monetary stringency was greatly reduced). By
generating a continuous stream of mortgage repayments, the
mortgage market, in a sense, provides 1tself with intern-
ally generated funde avallable to the mortgage lendere for
further reinvestment. There 1s, however, no obligation on
the part of the mortgage lenders to reinvest these funds
automatically in the mortgage market. The financial in-
stitutions are, of course, perfectly free to invest these
funds in other types of financial instrumente should the
yield structure in the capltal market be such as to make
non-mortgage investmente more attractive. The mortgage re-
prayments accruilng to flnanclal institutions will therefore
be allocated by them to new investment on the same basis as
the funds accruing to them from other sources. This will
be discussed further below where the process whereby fi-
nancial institutions allocate their funds as between dif-
ferent forms of investment, is considered. Changes in
repayment practices will be further commented upon in

Chapter VII where mortgage policy is dlscussed in detail.

(25) ees Tfully amortized home loans were better
risks in terms of preclosure experience than other mort-

gages.® J.E. Morton, Urban Mortgage Lending, (Princeton
University Press, 1956) page 102.
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PROVIDE LIQUIDITY FOR NON-MONETARY FINANCIAL ASSETS:

This liquidity 1s achieved by a shifting of owner-
ship of outstanding liabilitiea.‘ze) An active market in
outetanding mortgages would be necessary to fulfill this
function really well. There 1s at present no such market,
although steps have recently been taken to create one.(27)

The importance of liquidity lies in the fact that as a
result of this liquidity, the market for that particular
security is likely to be wider in the sense that more pur-
chasers will be found for a particular security if they
know that they can sell it readily, should they need funds
unexpectedly. Furthermore, each purchaser will be willing
to invest a larger proportion of his total assete in a
security if 1t 1s readily saleable. The existence of an
active secondary mortgage market would not cnly make it
eagler for each individual mortgage lender to invest a

greater proportion of his assets in mortgages, it might

(26) The concept of shiftability of assets and 1ts
contributlion to liquidity was stressed by R.S. Bayers,
Modern Banking (Oxford University Press, 1951), page 225.

(27) Wm. C. Hood, op. cit., page 445, points out
that proviesion was made for trading in NHA mortgages in
the National Housing Aet, 1954. However, recently Central
Mortgage and Housling Corporation, by the direction of the
government, has sold NHA mortgages by tender in an effort
to stimulate this market. Central Mortgage and Housing
Corporation, Annual Report to the Minister of Public Works
for the Year 1961 (OTTAWA), page 12.
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also eneourage financlal institutions not previously actlive
in the mortgage market to undertake mortgage lending.

Wm. C. Hood attaches great significance to the existence

of an active secondary mortgage market and expresses the
hope that activity in the secondary mortgage market will
increase. The development of secondary mortgage market
activity both in Canada and in the United States is there-
fore commented upon in detall in Chapter VII.

Mortgages sold by the financlal institutions 1n a
gecondary mortgage market can also help to supplement the
flow of funds which these institutions have avallable for
further investment. As will be shown in Chapter IV, sales
in the secondary mortgage market have not been substantial
up to now. Whether these funde willl in fact be reinvested
in the mortgage market will of course depend on the other

investment opportunities open to the financial institution.

GENERALLY TO ELICIT AND ALLOCATE FUNDS FOR INVESTMENT IN
FINANCIAL ASSETS:

As i1t is one of the functions of the capital market
as a whole to elicit and allocate funds for investment in
financial assets, so it is the function of the mortgage
market to elicit and allocate funds for mortgages. This,
indeed, will be one of the criteria adopted here to meas-
ure the performance of the mortgage market. The problem

18 how to make this criterion operational in the sense of
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devising a measure that will show whether the flow of
funds eliclted from the savings pool and allocated to the
mortgage market 1s adequate.

The basic criterion to measure the adequacy of the
mortgage flow, 1t is here suggested, should be the ability
to generate enough mortgage money to finance a house-
building programme that 18 at least as large in terms of
dwelling units as the number of new famlilies that are
being formed, plus an allowance for demolitione. This was
discussed at the beginning of the chapter. This is also
basically the point of view adopted in the United States
by the Subcommittee on Housing, of the United States
Senate 1n 1ts 'Btudy of Mortgage Credit', where the ade-
quacy of mortgage credit was studlied in relation to the
number of dwelling units needed to keep up with the growth
in the number of families, etc. As will be seen from the
data presented in subsequent chaptera, this criterion was
only met in Oanada with the help of direct funds chan-
nelled into the mortgage market by the Federal Government.
For this reason, 1t 18 here suggested that additional
ceriterlia are needed to measure the performance of the
mortgage market. It 1s therefore suggested here that the
performance of the mortgage market should be considered
in relation to the capital market as a whole. This will
be done in two ways. First, by considering whether the

proportion of mortgages in the net flow of funde through
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the capital market is maintained. If this 1s the case,
than 1t can be argued that the mortgage component has at
least succeeded as well as the whole capital market in
drawing funds to 1tself out of the savings atream.(za)

The second criterion adopted here to Jjudge the perform-
ance of the mortgage market in relation to the capital
market as a whole 1s to see whether the majJor financial in-
stitutions continue to increase the proportion of assets
invested in mortgages.(29) This will indicate that even
though the mortgage flow forthcoming from private sources
is being supplemented with government funds, at least the
private sector is alseo inereasing the flow of mortgage
funds by diverting a larger proportion of its own re-
gources to mortgage lending. This assumes that ylelds on
mortgage investments were attracpive enough via-a-vis
yYields on competing financial lnstruments available to the
mortgage lenders as an outlet for thelr investment funds.

In Chapter V it is shown that this was in fact so.

(28) S.B. Klaman used thie concept 1n discussing
the adequacy of the mortgage flow of funde in the United
States. ©See 5.B. Klaman, "The Availability of Residen-
tial Mortgage Credit!, included in United States Senate,
Committee on Banking and Currency, Subcommittee on

Housing, Study of Mortgage Credit (Washington, 1958),
page 200.

(29) gnie approach 18 basic to the projection of
the flow of mortgage funds in the United Btates made by
8.B. Klaman, op. c¢it., pages 202-208.
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SUMMARY

To sum up, it is here argued that the rocle of mort-
gage banking i1s to finance the real estate sector of the
economy. As about 85% of the mortgage debt outstanding
is secured on residentlal real estate, this ies the sector
emphasized in the present study. The mortgage market
makes 1ts major impact on the economy through its effect
on the volume of new residential construction. New re-
sidential construction, which typically accounte for 5%
of Gross National Expenditures, represents about one-
quarter of private investment in Canada, and 1s‘thus a
ma Jor component of a strateglc part of the economy. In
considering whether the mortgage market has performed
well in providing funds for residential real estate, the
forthconing mortgage flow 1s considered in relation to
the house-bullding programme which it helps to finance.

A minimum reqﬁirement, it is here suggested, is the fi-

nancling of a house-building programme producing at least
enough dwelllng units to house the new famllies formed,

plus an allowance for demolished worn-out dwellings.

The terms on which mortgage credit is available in-
fluences both the supply and demand side of the housing
market and thereby the volume of new residential construc-
tion. Although this offers an opportunity to manipulate
terms of lending with a view to influencing the volume of

new residential construction in a counter-cyclical fashion,
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thie 18 here not considered as one of the functlons of the
mortgage market as such.

The second point at which the mortgage market in-
pinges on the economy as a whole 1s through its effect on
savings. It is through the mortgage market that a pur-
chaser of a dwelling - be 1t newly constructed or existing
for several years - taps the accumulated savings stream to
supplement his own savings, which in the case of a pur-
chaser of a new NHA single-family dwelling, averages about
one-fifth of the price of the dwelling. The same criterion
developed above, namely a house-bullding programme large
enough to take care of new family formation plue an allow-
ance for demolitions, 1s an adequate measure of the mort-
gage market's abillty to make accumulated savings available
to potential purchasers. However, as the mortgage market
was not able to meet the above test without substantial
direct funds from the Federal Government, additional cri-
terla are here suggested to measure whether the mortgage
market performed at least as well as other sectors of the
capital market. These criteria are first, whether the
mortgage component is maintailning its position in the
capital market. This 1s measured in terms of mortgages as
a percentage of total capltal market instruments outetand-
ing. This way of looking at the mortgage market has the
additioﬁal advantage of fitting in with the !sources and
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uses of funds ' approach as developed in the United States.(Bo)
The second criterion suggested here is to see
whether the mortgage lenders are diverting an increasing
proportion of their resources to mortgage lending. This
£1ts in with Wm. . Hood's thesis(31) that one way of
measuring whether the capital market is operating smoothly
is to consider whether major lenders in that market are
prepared to alter the composition of their portfolios in
response to changing yleld differentials. The ability to
generate an orderly stream of repayments and to provide
facilities for secondary mortgage activity are also con-
sidered desirahle features of a well organized morigage
market. As an additional yardstick the performance of the
Canadian mortgage market is also compared with its United

S8tates counterpart.

(30) JJ.O!'Leary, "Post-War Trends in the Sources and
Uses of Funde 1947-1957%, included in United States Senate,
Committee of Banking and Currency, Subcommittee on Housing,
Btudy of Mortgage Credit (Washington, 1958), pages 209-234.

1
(31) Wm. C. Hood, op. cit., pages 379-384,
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CHAPTER II
MORTGAGES AND THE CAPITAL MARKET - 1939-1959

In the previous chapter, following Wm. 0. Hood's de-
finitions, 1t was pointed out that one of the major func-
tiona of the capltal market was to convey funds from
economic units that spend less than their current income
on goods and services to those that spend more. The
economic units that spend more than their current income
must elther go into debt to obtaln the funds they need, or
sell esome of their assets. In this chapter, 1t i1s intended
to consider only the funds raised via mortgages, federal
government bonds, provinecial bonds, municipal bonds and

(1)

corporate bonds. J.G. Gurley and E.S. Shaw refer to
these instruments as primary debt. They inoclude, however,
common shares as well as short-term consumer debt in their
primary debt series. fShares are left out of the discus-
glon here because they do not bear a fixed rate of interest
and, therefore, are not considered as & close subatitute
for mortgages in the portfolios of the mortgage lenders.
They do, however, compete with mortgages in the portfolios
of individuals. For this reason they will be considered
briefly in the latter part of the chapter when the 1954-

1959 period 1s discussed.

(1) 7.6. Gurley and E.S. Shaw, *The Growth of Debt
and Money 1in the U.B.A., 1800-1950; A suggested interpre-
tation", Review of Economics and Statistice (August 1957),
page 257, footnote to Table 4.




Short-term c onsumer debt instruments are not con-
sidered here because mortgages are here consldered as part
of the long-term debt outstanding only, These securities
will here be consldered as constituting the demand side of
the caplital market, 1In the J.J. O'Leary 'Sources and Uses'
terminology they constitute the use of funds.(e)

On the supply or "sourcea" of funds side will be
the institutlions that purchase the above securities., The
institutions described here are the life insurance com-
panies, the loan companies, the trust companies, and the
chartered banks, These institutions, with the exception of
the chartered banks, are usually referred to as "financial
intermediaries" because they obtain funds from savers and
make them avallable to investors. They are, therefore, in-
termediaries through whom the savings of surplus units are
transferred to deficit units, but do not themselves do any
saving. The inclusion of the chartered banks as one of the
financlial intermediaries 1is controverslal as chartered
banks can, through the creation of deposits (if they have
excess reserves), make funds avallable to investors without

a prior act of saving on the part of anyone in particular,

(2) J.J. O'Leary, "Post-War trends in sources and
uses of capital 1947-1957", Proceedings of United States

Savings and Loan Lesgue (Chicago, 1958). See also

R. Reyerson, Investment Outlook (Bankers Trust Company,
New York, annual issues).

32.
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J.M. culbertgon(B), in particular, challengee the inclusion
of banks as flnaneclal intermediaries, the course advocated
by J.G. Gurley and E.SB. Shaw.(u) J.M. Culbertson insists
that the money creating function makes chartered banks
unique and they should not, therefore, be considered a fi-
nancial intermediary. For the purpose of the present dis-
cussion, it ie more useful to adopt partly the J.G. Gurley
and E.S. Shaw position and consider chartered banks to-
gether with the other major financial institutions, for they
are one of the important purchasers of all the securities
listed above as forming the demand side of the capital mar-
ket. The banks' ability to create money does, however,
single them out for speclal treatment., They will here be
considered as the major channel through which the influ-
ence of monetary policy is transmitted to the capital market
(5)

as a whole.

(3) J.M. Qulbertson, "Intermediaries and Monetary
Theory, A Criticism of the Gurley-8haw Theory!, American
Economic Review (March, 1958), pages 119-132.

(L) J«G. Gurley and E.S. Shaw, "Reply*, American
Economic Review (March, 1958), pages 132-139.

(5) This is approximately the procedure adopted by
Wm. 0. Hood 1in Finanoing of Egonomic Activity in Canada
(Royal Commission on Canada's Economiec Prospects, ETTAﬁA,
1958), Chapter 8, pages 387-428.
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THE DEMAND FOR CAPITAL MARKET FUNDS

J.G. Gurley and E.8. Shaw imply that the issue of
primary debt can be usefully considered in relation to the
investment programme of the sector 1ssuing the debt.(é)

Thia 18 in faet the procedure followed by the United States!
Housing and Home Finance Agency in it's projections of the
demand for ocapital market funds in the 1960'3.(7) The de-
mand side of the capital market in terms of the net in-
crease of the amount of long-term debt outstanding will

here also be considered in relation to the investment pro-

gramme of the seoctor originating the debt.

CORPORATE BONDS

The data on net changes in the amount of ecorporate
bonds outstanding illustrate quilte clearly that corporations
are not necessarily dependent on the issuling of corporate
bonds to finance their investment programme. As Table §

shows, the amount of debt outstanding actually declined

(6) "Growth in primary debt. Primary debt (securi-
ties) is issued by spending units to finance current defi-
clts. The aggregate of deficits in the community appears
to depend on the level of groes national produet, on the
ratlo of saving or investment to gross national product,
and on the division of labour between savers and investors”.
J.G. Gurley and E.S. 8haw, "The Growth of debt and money in
the U.S.A., 1800-1950; A suggested interpretation®, Review

of Economics and Statistics (August, 1957), page 253.

(7) Housing and Home Finance Agency, "Mortgage Credit,
1961-1970" Report submitted to subcommittee on Housing,

United States Senate, and included in BStudy of Mortgage
Oredit - Recommendations of Federal Agencies (Washington,
March, 19 , page 78, Table 10.
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TABLE 5: NET CHANGE IN CORPORATE BONDS OUTSTANDING AND PRI-
VATE INVESTMENT ON PLANT AND MACHINERY, 1939-1945

Net Change in Investment Bonds as Per-

Corporate Bonds in Plant and cent of
Year Qutstanding Machinery Investment

(Billions of (Billions of (%)

Dollars) Dollars

1939-45 -+33 3.91 -8%
1946 .0 .93 0%
1947 0 1.44 0%
1948 12 1.77 7%
1949 .20 1.96 10%
1950 .17 2.04 8%
1951 35 233 15%
1952 .28 2.89 10%
195 -27 3.12 12%
195 40 2.74 15%
1955 41 3.19 10%
1956 <93 «26 22%
1957 1,03 4.67 22%
1958 .67 3.87 17%
1959 «15 3.82 3%
1946-59 5.08 39.03 112

Source: Net change in corporate bonds ocutstanding. Calcu-
lated from data in Appendix Table Al. Investment
in Plant and Machinery as published by Dominion
Bureau of Statistics, National Accounts, Income

and Expenditure (OTTAWAS.

during the war period 1939-1945, although substantial invest-
ments in plant and machinery were undertaken during the war

years.
J.M. Guttentag(s) makes the additional point that the
demand for funds from corporation is not likely to be dis-

(8) J.M. Guttentag, "The Bhort Oycle in Residential
Construction, 1946-1959", American Economic Review (June,
1961), page 292. —
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TABLE 6: NET CHANGES IN MORTGAGE DEBT OUTSTANDING
AND NEW RESTDENTTAL CONSTRUCTION =1

Mortgages as

Net Change in Investment in Percent of In-

Mortgage Debt Residential veatment in
Year Outstanding Construction Resldentlal

(Billions of (Billions of Construction

Dollars) Dollars) (%)

1939‘“’5 bl 30 lo 58 -‘19%
1946 .17 41 1%
1947 27 o5k 50%
1948 .35 .67 52%
1949 43 .78 55%
1950 55 .85 65
1951 .51 .91 5
1952 A48 .83 58%
1953 .63 1.08 58
1954-59 _5.98 9.19 _ 6%
1946-59 9.37 15.26 61%

Source: Net change in mortgage debt outstanding calcu-
lated from Appendix Table A-l. Investment in
New Residential Construction as published by
Dominion Bureau of Statistics, National Accounts,

Income and Expenditure (UTTAWA).

couraged even by sharp increases 1n interest rates. This is
shown in Canada by the sharp increase of $1.03 billion in
corporate bonds outstanding during 1957, despite an in-
crease in average corporate bond yields from 5.90% at the

end of 1956 to 6.96% at the end of 1957.

MORTGAGES

As was pointed out in the previous chapter, new resi-

dential construction is much more dependent on external
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financing in the form of mortgages than corporate invest-
ment 18 on corporate bond financing. The data on net
changes in mortgages outstanding presented in Table 6 1il-
lustrates this point once more.

The data do not bring out clearly that the demand
for mortgage funds is much more influenced by changes in
interest rates than 1s the demand for corporate funds in
the form of corporate bonds. J.M. Guttentag(9) and J.J.
O'Leary(lo) show that in the United States the trend in
mortgage financing and corporate bond financing have
moved in the opposite direction. This they ascribe to the
fact that in the competition for funds in the eapital
market corporate bonds have been able to compete more af-
fectively through the willingness of corporations to pay
high interest rates for the funde they wanted. Wm. C.
Hood makes the additional point that taxation poliecy which
permits the interest payments to be charged as a cost have
also contributed to this trend of making the issue of

corporate bonds relatlvely lnterest-rate 1nelaatic.(11)

(9) J.M. Guttentag, ibid., Chapter 4, page 293.

(10) J.J. O'Leary, Study of Mortgage Credit-
Hearings, (Bubcommittee of the Committee on Banking and
Currency, United States Senate, Washington, 1959),
Chapter 5, page 258.

11

(11) "However as we shall argue below, an increase

in tax rates in and of itself creates a permanent advan-
tage of bond financing®, Wm. C. Hood, op. eit., page 253.
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Home-buyers, who pay the bulk of the mortgage interest
payments, do not have thie privilege. Also, as S.B.
Klaman(lz) points out, institutional factore in the mort-
gage market lead to many forms of non-price rationing of
mortgage funds, on the part of the institutional lenders,
gsuch as varying the downpayment requirements, and more
gsevere screening of the credit standing of the borrower,

etc.

These trends are not brought out clearly by the
data on net changes 1n mortgage debt outstanding. It is
therefore more useful to analyze the mortgage data in
terms of mortgage commitments, that is the commitment or
promise on the part of a lender to make a certain mort-

gage loan. This is done in Chapter III.

PROVINCIAL AND MUNICIPAL BONDS

Bond financing by provincial and municipal govern-
ments, especially bond financing by municipalities, are
also considered to be relatively sensitive to interest
rate changes although Wm. C. Hood points out that in the
case of the smaller municipalities, other factors are even

more 1mportant.(l3)

(12) 8.B., Klaman, The Post-war Residential Mortgage
Market (Princeton, 1961), page 77.

(13) $mall municipslities £ind 1t aifficult to mar-
ket their debentures, also the smallness of the 1ssues
makes marketing and underwriting cost of the issueg more
expensive. Wm. C. Hood, op. cit., pages 447-450.
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TABLE 7: NET CHANGES IN FROVINCIAL AND MUNICIPAL BONDS
QUTBTANDING AND INVESTMENTS BY PROVINCES AND
MUNICIPALITIES, 1939-1959

Net Change in
Provincial and Investment by Net Change in

Year Municipal Bonds Provinces and Debt as Per-
Outstanding Municipalities cent of In-
(Billions of (Billione of vestmente

Dollars) Dollars) (%)

1939-45 -.28 79 -35%

1946 .06 .28 21%

1947 .21 «39 64%

1948 .21 .54 39%

1949 42 .64 66%

1950 «30 .68 Lz

1951 +55 «75 73%

1952 .52 .99 53%

195 .60 1.06 57%

195 .55 1.11 50%

1955 48 1.19 Lo%

1956 .76 l.51 zo%

1957 -87 1.77 9%

1958 «92 1.87 bog

1959 «79 1.92 41%

1946-59 724 14.70 49%

Source: Net ohange in provinclal and municipal bonds out-
standing calculated from data in Appendix Table
A-1. Investment by provinces and municipalities
published by the Dept. cf Trade and Commerce,
Private and Public Investment in Canada (OTTAWA).

The variatione in the amount of provinclal and muni-
clap bonds outstanding are thus similar to those shown by
the mortgage data.

The amount of bonds outstanding declined during the war

years when relatively little social capital building took
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place and increased rapldly after the war as the network
of schooleg, hospitals and roads, etc., were greatly ex-
tended. Unlike the mortgage market, no commitment data
are available in the provincial and municipal bond finan-
cing serles, but the impact of interest rates on the vol-
ume of bond financing can be measured with reference to
the changes in the amount of bonds outstanding. The
declline in provincial and municipal bond financing as
well as corporate bonde financing in response to rising
interest rates, 1is particularly notliceable during 1959.
Many of these borrowers sought tc escape from the high
interest ratee in Canada by borrowing heavily abroad,

particularly in the United States.

FEDERAL GOVERNMENT BONDS

The net changes in the amount of federal government
bonds outstanding are only remotely connected with the in-
vestment programme undertaken by the federal government.
These changes are rather an expression of the federal
government's overall fiscal policy(lu) designed to achieve
a high level of employment at relatively stable prices.
These objJectives will determine whether the government will

budget for a surplus or deficit and whether government

(14) See for instance, Housing and Home Finance
Agency, op. cit., pages 83-86.
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TABLE 8: NET CHANGE IN FEDERAL GOVERNMENT BONDS QUT-
STANDING AND INVESTMENT BY FEDERAL GOVERN-

MENT, 1939-1959

Investment by Net Change

Net Change in Federal Federal in Debt as

Year Government Debt Government Percent of

Outstanding (Billionse of Investments
(Billions of Dollars) Dollars (%)
1939-45 13.04 2.36 553%
1947 -.60 .16 -375%
1948 -e23 .26 - 88%
1949 -.66 .30 -217%
1950 .07 .31 22%
1951 -.56 L7 -119%
1952 -.14 .60 - 23%
195 45 .57 79%
195 -017 048 - 35%
1955 *53 .47 113%
1956 -.77 .68 -113%
1957 -.06 .85 - 7%
1958 1.25 .89 140%
1959 72 .86 84%
1946-59 -.34 7.04 ~-5%

Source: Net change in Federal Government debt outstanding.
Calculated from data in Appendix Table A-1l.
Investment by Federal Government as published by
the Dept. of Trade and Commerce, Private and Pub-
lic Investment in Canada (OTTAWA).

expenditures will be paild for by taxation or borrowing.

Furthermore, as J.M. Guttentag(15) points out, the federal

(15) "The government's credit demands are interest-
rate inelastlc in the extreme and not to be put off by non-
interest rate credlt rationing®. J.M. Guttentag, op. cit.
page 293.
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government'!s needs for funds will not be restrained by rises
in interest ratea, Nevertheless, for the sake of symetry,

the data on net changes in federal government bonds outstand-
ing are here presented together with the data on investments

undertaken by the federal government,

THE SUPPLY OF CAPITAL MARXET FUNDS

The supply of capital market funds will be discussed
here mainly in terms of the major financlal institutions
that purchase the caplital market securlties listed above,
where the demand side of the market was dilscussed.
LIFE INSURANCE COMPANIES

Apart from the chartered banks, the life insurance
companies are the most lmportant of the financlal institutions
in the Canadian cepital market, as measured by total assets,
The investment policies of those companles, and the forces
affecting thelr rate of growth are discussed in detail by
Wm, C. Hood.(16) He points out that the service sold by life
companles to consumers is protection against both dying (an
insurance contract) and living (an annuilty contract). The
buying of this protection now constitutes one of the most ime-
portant forms in which individuals save, This can be seen
from Table 9 where the asset growth of life companies 1is
contrasted with personal savings as calculated 1in the national
accounts, It is shown there that on the basis of this ad-
mittedly rough measurement about one-third of personal sav-
ings flows into 1life companies.(17) The Bank of Canada

(10) wm. C. Hood, op, cit., pages 331-367.

(17) wm, G. Hood, op. ecit., page 341, uses a more re-
fined method of calculating savings flowing into life compan-

ies. He estimates those gavin s at 26% of total consumer
savings in the years 1946-1954,
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TABLE 9: ASSET GROWTE OF LIFE COMPANTES
AND PERSONAL SAVINGS,1947-1959

Asset Growth

of Life Perscnal Percent
Year Companies Savings of
(Billions of (Billions of Savings
Dollars) Dollars) (%)
1947 .21 49 43%
1948 .20 .99 20%
1949 .25 <93 27%
1950 iy .67 36%
1951 .16 1.33 12%
1952 .29 1.29 22%
1953 «39 1.31 30%
1954 <33 .81 41%
1955 .50 .85 59%
1956 40 1.32 30%
1957 .go 1.14 Lug
1958 49 1.61 30%
1959 46 1.75 26%
1947-59 E:EEL. 14,49 zog

Source: Asset growth of life companies, Central Mortgage
and Housing Corporation, Canadian Housing Statis-
tics, (OTTAWA). Personal savings as published by
the Dominion Bureau of Statistics, National Ac-
counts; Income and Expenditure, (OTTAWA). .

publishes agset data and investment data for 12 1life com-
panies who do about 80% of the life companies business and
these data show that about four-fifths of the resources ac-
cruing to the life companles are reinvested 1n the capital
market.(la) As Wm, C. Hood points out, the composition of

thelr assets changes from time to time in response to changes

(18) Bank of Canada, Statistical Summary (OTTAWA, cur-
rent issues).




in yielde of the different types of bonda.(19) In recent
years the emphasis has shifted more and more towards mort-
gages. (See Table A-13% in Appendix). Thus, while at the
end of 1939 mortgages represented only 184 of life compan-
ies' aseets, this ratio had risen to 42% at the end of

1959.
LOAN COMPANIES

Wm. C. Hood, although he mentions loan and finance
companiee(zo) does not go into the detailes of their opera-
tions. Also, he disocusses one 0f the maj)or loan companies,
Investors! Syndicate, as one of the companies specializing
in common stock investments, although he recognizes that
the institution in question is an active mortgage 1ender.(21)
This company is here considered as one of the major loan
or mortgage companies, following the convention adopted by
the Bank of Canada in its monthly 'Statistical Summary'.(22)

As Wm. C. Hood mentions, loan companies raise most of their

funds by attracting deposits and selling debentures to the

(19) wpnere can be 11ttle doubt that life insurance
companies are sengitive to relative ylelds of a variety of
financial assets and to changes in these relative yields®,

Wm. C. Hood, op. cit., page 351.
(20) wn. ¢. Hood, ibid., page 351.
(21) Wm. C. Hood, 1ibid., page 323.

(22) pank of Ganada, Statistical Summary (OTTAWA,
May, 1961), page 298.
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TABLE 10: ASSET GROWTH OF LOAN COMPANITES
AND PERSONAL SAVINGS, 1947-1959

I

Asset Growth Percent
Personal of Loan of
Year Bavings Companies Savings
(Billions of (Billions of
Dollars Dollars (%)
1947 49 .04 8%
1948 «99 .01 19
1949 .93 .05 5%
1950 .67 .01 1%
1951 1.33 .01 1%
1952 1.29 .01 1%
195 1.31 .04 3%
195 .81 .07 9%
1955 .85 .06 7%
1956 1.32 « Ol 2;
1957 1.1% .05
1958 1.61 .06 4%
1959 1.75 .07 L%
1947-59 14.49 .52 Lz

Source: Asset Growth of Loan Companies, Central Mortgage
and Housing Corporation, Canadian Housi Statis
tics (OTTAWA). Personal Savings, Dominion Bureau
of Statistics, National Accounts, Income and Ex-

penditure (OTTAWA).

public. The rates of interest paid on these deposite are
generally higher than thosepaid by the chartered banks on
thelr savings depoaita.(ZB)

As can be seen from Table 10 above, these companies,

in terms of the annual funds which they invest in the

(23) At the end of 1959, chartered banks paid 2.75%
interest on thelr savings depoeits while Trust companies
paid 3.75% interest on savings deposited with them. Inter-
est rates pald by loan companies are comparable to the
rates paid by Trust companies. Bank of Canada, Annual Re-

port to the Minister of Finance for the Year 1959 (OTTAWA),
page 69.
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capital market, are much less important than the life com-
panies. Thus, the annual increase 1n assets of these
companies represents only about 4§ of personal savinges
compared to the 30% represented by life companies' savings.
The Bank of Canada publishes annual asset data on
7 Mortgage Loan Companies representing in terms of assets
about 90% of all loan companies assete. These data show
that about 90% of the net annual increase in loan company
assets are invested in capital market 1nstruments.(24)
Their investments are very definltely oriented towards
mortgages. Thus, at the end of 1959, 75% of the loan com-
panies! assets were invested in mortgages, compared %o

65% at the end of 1939. (Appendix Table 13-A).

TRUST COMPANIES

In discussing the trust companies, Wm. C. Hood says,

"The business of a trust company 1s 80 varied and the
purposes for which funds under administration are
being held are so diversifled that it is difficult
if not impossible to generalize about conventional
practices of trust c?mpanies as they 1impinge on the
capital market. "

He also points out that the assets distribution of the trust
companies portfolioc are available only for their company
and guarantee fund, (the data used here) while no portfolio

distribution data are available for the estate trust agency

(24) Bank of Canada, Statistical Summary - Financial
Supplement, 1959 (OTTAWA), page 88.

(25) wm. c. Hood, op. cit., page 318.




k7.

TABLE 11: ASSET GROWTH OF TRUST COMPANIES
AND PERSONAL SAVINGS, 1947-1959

Asset Growth Percent of
Personal of Trust Personal

Year Savings Companlies Savings

(Billions of (Billions of (%)

Dollars) Dollars)

1947 49 .01 2%
1948 .99 02 2%
1949 .93 +05 5%
1950 .67 .03 L
1951 1.33 .03 2%
1952 1.29 .02 2%
195 1.31 .00 0
195 .81 .15 19%
1955 .85 .09 11%
1956 1.32 .03 2%
1957 1.14 .03 3%
1958 1.61 .18 12%
1959 1.75 +11 %
1947-59 14.49 «75 52
Source: Asset growth of trust companies; Central Mortgage

and Housing Corporation, Canadian Housing Statis-
tics (OTTAWA). Personal Savings: Dominion
Bureau of Statistics National Accounts: Income

and Expenditure (OTTAWA).

funde administered by these companies. These totalled $6.9

billion at the end of 1959 and are a much larger investment

pool than the company and guarantee funds, which totalled

$1.06 billion at the end of 1959 and for which the portfolio

distribution is avallable. Wm. C. Hood's Judgment 1s that

the asset composition of these trust funds is changed in

response to changing yleld differentials.
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Table 11 shows that funds accruing to trust com-
panies annually represented about 5% of personal savings.
The data on seventeen of these trust companies further
show that about 80% of these funds were invested in the
caplital market instruments under consideration here.(zs)
At the end of 1959, trust companies as a whole, had about
394 of their assets invested in mortgages, the same per-
centage as at the end of 1939.

Like the loan companies, the trust companies ob-
tain their funds by deposits from the public and by the
sale of investment certificates. It would seem, however,
that whereas about 30% of the trust companies' liabili-
tiles are represented by deposits, and about 55% by in-
vestment certificates, loan companies get only about 15%
of their funds in the form of deposits, and another 70%
of their funds by debentures. This may explain why the
ratio of mortgages to total assets is lower for trust

companies than for loan companlies.

CHARTERED BANKS

In discussing the chartered banks, i1t must be pointed
out that the major liabilities of the chartered banks -
thelr demand and savings deposits - form the bulk of the
money supply in the country. The other liability item of

(26) Bank of Canada, Statistical Summary — Financial
Supplement, 1959 (OTTAWA), page &88.
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any consequence ln the chartered banks! balance sheet -
their share capltal-represents only about 5% of their
total 1iabilities, or assets.(<7)

Changes 1in money supply will thus be reflected
quite closely in changes in the total liabilities (or as-
gsets) of the chartered banks. It is not intended here to
g0 1nto the details of how the Bank of Canada exerclses
its control over the total liabilities or assets of the
chartered banks, by controlling their cash assets through
open-market operations in government securities.(zs) It
is merely taken for granted in this presentation that the
Bank of Canada does in fact more or less determine the
size of the chartered banke! assets. The Bank of Canada
does not, however, determine the portfolio distribution
of these assets, apart from stipulating that 8% must be
kept in cash (notes and deposits at Bank of Canada) and
that an additional 7% must be invested in 1liquid assets
(cash, Bank of Canada deposits, day-to-day loans to in-
vestment dealers, and treasury bills). It is here argued
that the monetary policy of the Bank of Canada 1s trans-
mitted to the caplital market through the portfolio changes
that the chartered bankes are induced to undertake. This

(27) Wm. 0. Hood, op. cit., page 390.

(28) For a description of Canadian central bank
techniques see E.P. Neufeld, Bank of Canada Operations,
1935-1954 (TORONTO, 1955).




TABLE 12:

ASSET GROWTH AND CHANGES IN SELECTED

INVESTMENTS OF CHARTERED BANKS, 1947-1959

500

Total

Net Changes Capital

in Assets of Market

Chartered Invest- Government Bank
Year Banks ments Securities Loans

(Billions of (Billione of (Billions (Billions

Dollars) Dollars) of Dollars) of Dollars)

1947 -19 -37 -.58 48
1948 .6l .38 .31 .19
1949 21 .10 .15 .12
1550 +75 - .07 «50
1951 -003 —042 --32 023
1952 .6l ~-.02 . .35
195 047 "'008 -003 059
195 .71 .65 .55 -.01
1955 1.25 «20 -.25 .79
1956 A1 -.51 -.6L N4
1957 .36 .32 .22 .05
1959 -+30 -. 64 -.71 .73
1947-59 6.6k .89 -.33 I 49
Source: Bank of Canada, Statistical Summary - Financial

Supplement, 1959, page 19.

is 1llustrated in Table 12 above, where the asset growth of

the chartered banks (determined by the Bank of Canada) is

contrasted with the capital market investments of the char-

tered banks (determined mainly by capital market conditions

in which the chartered banks play a large role).

Table 12 above brings out clearly that the relation-

ship of the chartered bankes to the capital market is quite

different from the relationship of the other financial in-

termediaries to the capital market.

On the one hand the
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CHART 1. MORTGAGES AS # OF TOTAL LONG-TERM OUTSTANDING
DEBT IN THE UNITED STATES AND CANADA, 1939-1959
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annual net change in bank assets is much more volatile,
governed as 1t 1s by monetary policy rather than the flow
of savings. Also, the investment policies of the char-
tered banks are quite different. Whereas the other finan-
clal intermediaries invest a relatively constant proportion
of their aseset growth in capital market instrumentse, the
chartered banke treat thelr capital market investmente al-
most as a residual. Their maln concern is to make loans
while their capital market investments take second place.
The majJor variationsas shown by Table 12, occur in their
government securities portfolio, which are run down when
the demand for bank loans cannot be met by the growth in

assets.

THE CANADIAN AND UNITED STATES
CAPITAL MARKETS - 1939-1959; A COMPARISON

The foregolng sketch of the Canadlan capital market
sets the stage for a Canada-United States comparison. In
making this comparison the mortgage component of the capi-
tal market will be emphasized to some extent. This is
done 8o a8 to show that the mortgage market has met two of
the criteria stipulated in Chapter I, namely that the
mortgage component has become larger in the capital market
in the 1939-1959 period (as shown in Chart 1), and that
the mortgage lenders have devoted an ever increasing pro-
portion of their resources to mortgage lending (as shown

in Chart 2).
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CHART 2. MORTGAGES AS % OF FINANCIAL INSTITUTIONS ASSETS

IN THE UNITED STATES AND CANADA, 1939-1959
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The comparison of the Canadlan and United States
capltal markets presented below was influenced strongly by
the particular capital market point of view adopted in this
thesis. Before continuing, it may be worthwhile to restate
that point of view.

It i1s here argued that the brocad outlines and changes
in the capital market ecan best be described by observing
changes in the major categories of debt whereby the deficlt
sectors of the economy obtain funds, together with changes
in the asset growth of the major financial intermedlaries.

The growth of debt can be taken as a measure of the
growth of the capital market 1tself, while shifts in the
composltion of the outstanding debt will reveal which sec-
tors of the economy are growing faster than the economy as
& whole. The growth ln assets of the major financial in-
etitutions can be taken as & rough measure of the flow of
funds available to absorb the capital market debt. Changes
in the importance of the various institutions will also
ehow whether these fundse are made avallable from savings
or monetary expansion. J.G. Gurley and E.S. Shaw's concept
of "direct" or "indirect® finance is also accepted. Accord-
ing to this concept, changee 1in the amount of debt that has
to be absorbed outside the financial institutions (direct

finance) will be correlated positively with changes in the
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interest rate atructure.(29) Thus, 1f more of the debt
hae to be absorbed outside the financial instltutions, in-
terest rates will tend to rise and vice-versa. It 1is
therefore useful to consider the amount of capitél market
debt outstanding in relation to the assets of the major
financial institutions (as shown in Chart 3). As was
shown above, all these institutions, except the chartered
banke, invest a relatively constant proportion of their
assgets in capital market instruments. This then is the
rationale governing the format within_ﬁhich the Canadlan
and the United States caplital markets are compared. The
period under consideration, 1939-1959, i1s split into
three sub-periods, namely, 1939-1945 - the war years;
1945-1953 - the post-war years but pre-1954 NHA Act and,
1954-1959 -~ the post NHA Act period.

Then in conformity with the special point of view
adopted in this presentation the changee occuring in the
capital market during each of these periods will be com-

mented on from the point of view of changee in the size

(29) J.G. Gurley and E.S. Shaw, "Financial Inter-
medlaries and the Savings-Investment Process", Journal of
Finance (May, 1956), pages 257-276. This concept is cri-
ticized by J.M. Culbertson, op. cit., page 129. The fi-
nanclal data in Canada throughout most of the fifties sup-
port the J.G. Gurley and E.S. Shaw point of view, as they
show that on the average long-term interest rates increased
as the proportion of debt held outside the major financial
institutions increased, and vice-versa. Therefore, the J.G.
Gurley and E.S. Shaw concepts of "direct finance! and "in-
direct finance" ratios, are operationally useful. It is
basically the concept underlying R. Reyerson's outlook for
interest rates, as given annually to the meetings of the
Finance Assoclation of America, and subsequently published
in the Journal of Finance.
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of the capital market, changes in the composition of the
capital market in terms of the structure of the debt out-
standing and changes in the importance of the major finan-
clal institutions in terms of their assets. Finally,
changes in the abllity of the financial institutions to
absorb the capital market debt will be conesldered.

The period as a whole presents a record of rapid
growth in the capital market, both from the point of view
of the amount of debt outstanding and the growth of as-
gets of the major financial institutions. Some of the
factors influencing the growth were discussed earlier in
this chapter. The relevant capital market statistics are
presented systematically in the Appendlx tables. All the
data used in the following comparison of the Canadlian and
United States capltal markets together with the sources
on which they are based can be found in that Appendix.

1939-1945: THE WAR YEARS

THE SIZE OF THE MARKET:

The size of the market for long-term funds increased
rapidly in both Canada and the United States. As measured
by the amount of federal, provincial, municipal and cor-
porate bonds and mortgages outstanding, the inorease in
Canada was from $11.25 billion at the end of 1939 to $23.38
billlion at the end of 1945, an increase of 108%. In the
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United States, during the same period, the increase was
from $137.9 billion to $364.8 billion, an increase of 164%.
Long-term debt thus increased at a more rapid rate in the

United States than in Canada during the War Years.

COMPOSITION OF THE MARKET:

A glance at the changes in the composition of the
market reveals that the more rapid growth of long-term debt
in the United States as compared to Canada, was due to the
more rapid increase in federal government debt in the
United States., Thus, the United States federal debt in-
creased seven-fold between the end of 1939 and the end of
1945, from $41.9 billion to $278.7 billion. 1In Canada,
the federal government debt increased only fourfold during
the same period, from $4.44 billion to $17.48 billion.
This sharp increase in federal government debt in both
countries reflects the enormous increase in war expendi-
tures, financed by the federal treasury in large part
through borrowing.

All other forms of long-term debt declined in both
ahsolute and relative terms. As a result, the proportion
of federal bonds to total d&ebt outetanding rose in Canada
from 39% at the end of 1939 to 75% at the end of 1945. 1In
the United States, the increase during the same period was
from 30% to ?76%. To facilitate the absorbtion of the huge

increase in federal debt resort was had to monetary expan-
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silon. As a result, bank assets grew at a faster rate than
the assets of the other financial intermedliaries. Thus,

in Canada, the ratio of chartered banks' assets to total
assets of financial institutions rose from 58% at the end
of 1939 to 65% at the end of 1945. In the United States,
a8 a result of the more rapid increase in the federal debt,
thie tendency was even more pronounced. There, the pro-
portion of commercial bank assets to total assets of fi-
nanclal institutions inereased from 58% at the end of 1939
to 69% at the end of 1945.

ABILITY OF THE FINANCIAL INSTITUTIONS TO ABSORB THE DEBT:

One way of measuring the abllity of the financial
institutions to absorb the increase in debt is to compare
total debt outstanding with total assets of financial in-
stitutions. On this basie, the debt outstanding grew much
faster than the assets of the flnancial institutions that
hold the bulk of this debt. 1In Canada, the ratio of debt
outstanding to assets of financial insetitutions rose from
182% at the end of 1939 to 237% at the end of 1945. In the
Unlted Btates, this ratio rose during the same period from
123% to 158%. This comparison reveals that during the
whole period, the financial institutions in the United
States were able to acquire a larger prcportion of the out-

standing debt, than their Canadlan counterparts.
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1946-1953: THE POST-WAR, PRE-1954 NATIONAL HOUSING ACT PERIOD:

The conversion from a war-time economy to a peace-
time economy naturally left its mark also on the ocapital

market statistics.

THE SIZE OF THE MARKET:

Total debt outstanding increased at a much more
moderate rate in the post-war period as compared to the
war years, owing to the decline ih the federal government
debt during the perlod. In Canada, the increase in total
debt was from $23.38 billion at the end of 1945 to $29.33
billion at the end of 1953, an inorease of 25% during the
8 years, compared to an increase of 108% in the previous
6 years. The same trends are evident aleo in the United
States, where total debt outstanding increased from $364.8
billion to $477.8 billion from 1945 to 1953, an increase
of 31% during the 8 years, compared to an increase of 164%

in the previous 6 years.

COMPOSITION OF THE MARKET:

The return to a peace-time economy was reflected
also in the changing structure of the outstanding debt.
While the federal government debt declined, other types of
long-term debt increased to help finance roads, hospitals,

etc., at the procvineclal and munlcipal government level, and
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industrial plants and machinery as well as housing in the
private sector. As a result of these tendencies, the
proportion of federal government bonds to total long-term
debt outstanding declined from 75% at the end of 1945 to
53% at the end of 1953. The biggest increase was in mort-
gage debt outstanding. Thus, while mortgage debt repre-~
sented only 6% of total long-term debt outstanding at the
end of 1945, i1t rose to 16% at the end of 1953, higher
than the pre-war ratio of 1l4%. These developments in
Canada were simllar to the trend in the United States dur-
ing the same period. There, the ratio of federal govern-
ment bonds to total long-term debt outstanding declined
from 76% at the end of 1945 to 58% at the end of 1953. The
proportion of mortgage debt to total debt outstanding in-
creased from 10% to 21% during the same period, but re-
maing below the 26% attained at the end of 1939. This
decline in the federal government debt made rapid monetary
expansion unnecessary. As a result, chartered bank assgets
increased less rapidly than assets of the other financlal
institutions during the period. Thus, in Canada the ratlo
of chartered bank assets to total assets of financlal in-
etitutions declined from 654 to 63% between 1945 and 1953.
In the United States the decline in this ratio was even
more rapid, from 69% to 59%. The United States data also
brings out the remarkable increase in the assets of the

savings and loan assoclations. Thelr assets represented
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only 4% of the assets of the major financial institutions
at the snd of 1945. This ratio had risen to 8% at the end
of 1953. In dellar terms, thelr assets increased three-
fold, from $8.7 billion at the end of 1945 to $26.7 billion
at the end of 1953.

ABILITY OF THE FINANCIAL INSTITUTIONS TO ABSORB THE DEBT:

In Canada, the ratio of long-term debt to assets of
the major lending institutions declined from 237% to 189%
from 1945 to 1953. This ratio thus returned almost to the
1939 level of 182%. According to this measure, therefore,
the assets of the lending institutions grew more rapidly
than the amount.of debt outstanding. The same 1s true also
for the United States, where this ratic declined from 158%
at the end of 1945 to 147% at the end of 1953, but still
remained much higher than the 123% ratio at the end of
1939. The ratio of long-term debt to assets of lending in-
stitutions 1s emphaslized here because of the belief that
year to year changes in thls ratio are positively corre-
lated with long-term interest rate movemente as explained

earlier in this chapter.




1954-1959: THE POST-1954 NATIONAL HCUSING ACT PERIOCD

THE SIZE OF THE MARKET:

The increase in the size of the market in Canada dur-
ing this period was from $29.33 billion at the end of 1953
to $44.87 billion, an increase of 54%. The increase in long-
term debt outstanding in the six years comprising the second
half of the post-war period was thus more rapid than the in-
crease of 25% recorded in the first & years of the post-war
period. All sectors of long-term debt, public as well as
private, lncreased during the period, This increase in
Canadian long-term debt was much more rapld than the increase
of 35% that took place in the United States during the same
1954-1959 period, only slightly higher, in turn than the in-
crease that had taken place there in the first & post-war
years, In absolute terms, the lincrease in the United States
long-term debt outstanding was from $477.8 billion at the
end of 1953 to $6U6 .4 billion at the end of 1959. During
this same perlod $2.5 billion common and preferred shares
were issued in Canada and $19.6 billion 1in the United
States.(BO) Corporations raised $3.6 billion in the

form of corporate bonds in OCanada in the 1954~

(30) See United States Federal Reserve Board of
Governors, Unjted States Federal Reserve Bulletin (Washing-
ton, Oct., 1961), page 1218, Data on Net Change in Out-
standing Corporate Securities, also Bank of Canada, Statis-
tical Summary - Financial Supplement, 1959 (OTTAWA, 19505,
page &3,
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1959 period, and $33.5 billion in the United States. Cor-
porate financing in the capital market in Canada was thus
roughly in the ratio of 40%, stocke versus 60% bonds. In
the United States this ratio was about 36% in the form of
stocke and 64% in the form of bonds. The data are, however,
not preclse enough to state that the pattern of corporate
financing differed greatly between the two countries. 1In
terms of the increase in total debt outetanding the new
preferred and common stocks issued in Canada in the 1954~
1959 period represented 164 of the $15.54 billion increase
in long-term debt outstanding. In the United States, com-
mon and preferred shares issued in the 1954-1959 period
represented 12% of the increasge in outstanding long-term
debt. This suggeste that equilty financing was proportion-
ately more important in the Canadian capital market in the
1953-1959 period than in the United States.

COMPOSITION OF THE MARKET:

The structural changes in the long-term debt that
were noted 1n the previous period continued in the same
directlon. Thus, federal government bonds declined still
further as a percentage of the long-term debt outatanding,
from 53% at the end of 1953, to 38% at the end of 1959.
Agaln, 1t 1s the mortgage component that showed the great-
est increase. Thus at the end of 1959, mortgages outstand-

ing at $10.70 billion had increased by $5.98 billion since
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the new National Housing Act came into force during 1954.
Thus, the mortgage component represented 24% of the long-
term debt outstanding at the end of 1959, compared to 16%
at the end of 1953. These shifts once more mirrored the
fact that in peace-time the emphasis continued to shift to
the private sector of the economy.

These trends are evident alec in the United States
data. Federal bonds declined there as a proportion of
total long-term debt outstanding, from 58% at the end of
1953 to 45% at the end of 1959. This again was a reflec-
tion of the increase in long-term debt in the private
sector of the economy, particularly mortgages. Thus,
mortgages outstanding in the United States increased from
$101.3 billion at the end of 1953 to 191.C billion at the
end of 1959. This was a rise of 90%, less than the 127%
increase in Canada during the same period. In terms of
thelr importance in the United States capital market,
mortgages outestanding increased from 21% at the end of
1953 to 29% at the end of 1959. Mortgages thus still re-~
presgent a larger component in the United States capital
market, than in the Canadian capital market. But the gap
was closed considerably during the 1954-1959 period.

The decline in the importance of federal government
debt in the capltal market 1s agaln paralleled by a decline
in the importance of chartered banks, in terms of the

proportion of their assets to total assets of the major



66.

lending institutions. Thus, while chartered banks assets
represented 63% of total assets of the financial institu-
tions at the end of 1953, thelr proportion had dropped to
58% at the end of 1959,

These trends are again similar to those in the
United States where bank assets, as a proportion of the
assets of financial institutions, declined from 59% at the
end of 1953 to 53% at the end of 1959. The savings and
loan assoclations continued thelr remarkable growth during
the period. This 18 shown by the fact that thelr assets
as a proportion of the assets of all financial institutions
incpeased from 8% at the end of 1953 to 14% at the end of
1959.

ABILITY OF THE FINANCIAL INSTITUTIONS TO ABSORB THE DEBT:

On the baseis of the ratio of long-term debt to as-
sets of financial institutions the abllity of the financial
institutions to absorb the long-term debt declined in
Canada from the end of 1953 to the end of 1959, as long-
term debt increased faseter than the assets of the financlal
institutions, this ratio increased during the period from
189% at the end of 1953 to 192% at the end of 1959. This
meang quite simply that more of the long-term debt had to
be absorbed outside the financial institutions. This 1s
contrary to the trend in the United States, where the

ability of the financial insetitutions to absorb long-term



67.

debt, as a percentage of the assets of financial institu-
tions continued to decline from 1l47% at the end of 1953 to
140% at the end of 1959. Thus in the United States, the
rapid growth in the assets of savings and loan assoclations
more than ccompensated for the slow growth in commercial
bank assete while in Canada the effects of the sglower
growth of chartered banks assete was not offset by a more
rapid growth in the assets of the other financial insti-

tutions.

STRUCTURAL CHANGES IN THE CAPITAL MARKET, 1939-1959

The changes in the caplital market were dlscussed
above in terms of the changes ilnduced by war-time condi-
tione in the 1939-1945 period. The changee that occurred
in the post-war period, and the problems involved in
swlitching back to a peace-time footing were then consid-
ered in two separate stages. It seems appropriate now to
conglder whether any structural changes have emerged in

the capital market during the 20 years here under review.

SIZE OF THE CAPITAL MARKET:

In terms of long-term debt outstanding in the capi-
tal market, there has, of course, been a tremendous expan-
sion. The 8ize of the caplital market in Canada measured

in this way increased from $11.25 billion at the end of
1939 to $44.87 billion at the end of 1959, It thus almost
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quadrupled in size. This is, however, not really such an
outstanding feat if we bear in mind that Groses National
Products in Canada increased from $5.64 billlon to $34.59
billion in the same period, a sixfold increase. Nor 1is

the increase in the size of the market as great as the ex-
pansion of the capital market in the United States. There
the volume of long-term fixed interest debt outstanding
increased from $137.9 billion to $646.4 billion, almost a
fivefold increas, thereby more or lese keeping pace with
the general expansion of the economy as measured by the
more than fivefold increase in Gross National Product, from
$91.1 billion at the end of 1939 to $487 billion at the end
of 1959. The absolute slze of the market does not, however,
tell us anything about structural changes in the market.
For this, we must turn to the composition of the market in
terms of the predomlnant institutions and the structure of

the outstanding debt.

COMPOSITION OF THE MARKET:

On the whole, 1t can be said that in Canada, as far
as the compositlion of the long-term debt is concerned,
federal government bonds outstanding maintained their posi-
tion in thecapital market, while all other forms of long-
term debt declined in importance, compared to mortgages.
Thus, federal government bonds outstanding represented 39%

of the long-term debt at the end of 1939 and 38% at the end
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of 1959. The mortgage component rcse, however, from 14%
of the outstanding debt at the end of 1939, to 24% at the
end of 1959. The other forms of long-term debt distin-
guished in this study declined proportionately in impor-
tance within the capital market. Provincial bonds declined
from 16% to 14%, municipal bonds from 10% to 8%, and cor-
porate bonds from 20% to 16%.

The situation in the United States did not quite
parallel developments in the Canadian capital market in the

perliod 1939-1959. The mortgage component inoreased 1ln im-

portance there too from 26% of the total long-term debt out
standing at the end of 1939 to 29% at the end of 1959. The
mortgage component thus still remains more important in the
United States capital market than its counterpart in the

Canadian market. This development was, however, completely

overshadowed by the enormous increase in the federal govern

ment bond component in the United States capital market,
compared to the slight decline 1n its importance in Canada.
Thus, the federal government securities component increased
from 30% at the end of 1939 to 45% at the end of 1959. The
other typee of long-term debt showed a corresponding de-
cline. This was particularly noticeable in the corporate
bond component which declined from 29% at the end of 1939
to 16% at the end of 1959. It is, however, poesible that
the divislon of responsibilities as between the federal

government and the local governments is different between
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the two countries, and therefore, in order to get a better
comparison between the two countries one should combine the
whole government sector. Even if this is done, the trend
remains unchanged, with the government bond sector declining
from 55% at the end of 1939, to 52% at the end of 1959 in
Canada and increasing from 45% to 55% in the United Statees.
The magnitude of the change 1s, however, much dampened by
sueh a combination. On the whole, the available data show
that in both countries, the flow of mortgage funds has been
of sufficient magnitude to permit mortgages to increase
their total share in the capital market.

The changes in the composition of long-term debt
show only one-half of the piecture. To complete the capital
market picture, the focus must now be shifted to the major
financlial institutions that buy most of the long-term debt.
In this respect also, there are differences between de-
velopments 1in Canada and in the United States. In Canada,
the structure on the supply side of the papltal market re-
mained substantlally unchanged from the end of 1939 to the
end of 1959. Thus, chartered banke assets represented 58%
of total assets of the major filnancial institutions at the
end of 1939 and at the end of 1959. The assets of 1life
companies, as a proportion of assets of the major financial
insetitutions, also changed very little. This ratio de-
clined slightly from 34% at the end of 1939 to 33% at the

end of 1959. The importance of loan companies remained un-




changed at 4%, while trust companies increased slightly in
importance from 4% at the end of 1939 to 5% at the end of

1959.
The situmtion 1s, however, different in the United

States, There, both the commercial banks and the mutual
savings banks lost ground to the savings and loan assocla-
tions, Thus whille the savings and loan assocliations! com-
ponent increased from 5% at the end of 1939 to 14% at the
end of 1959, the commercial bank component declined from
58% to 53% and the mutual savings bank component declined
from 11% to 8%, Life companies almost held their own, as
thelr assets, which at the end of 1939 represented 26% of
the assets of the major financisl institution, still re-
presented 254 of total assets at the end of 1939,

ABILITY OF THE FINANCIAL INSTITUTIONS TO ABSCRB THE DEBT:

In this respect the developments 1in Canada are the
same as those in the United 8tates. If the ratio of long-
term debt outstanding as a proportion of the assets of fi-
nanclal institutions 1s accepted as a good measure of these
institutions'! ability to absorb the long-term debt, then we
must argue that hils ability weskened in both Canada and in
the United States. Thus, long-term debt outstanding in
Canads represented 182% of the financisl institutions as-
sets at the end of 1939, This ratio rose to 192% at the
end of 1959, As the major lending institutlion did not

T1.
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significantly increase the proportion of long-term debt in
thelir portfolios a greater proportion of the long-term
debt had to be absorbed outside the financlial institutions
at the end of 1959, as compared to 1939, Inclidentally, it
is worth remembering here that long-term debt held by for-
elgners is included in the holdings outeide the orbit of
the financlal institutions here considered, The United
States shows the same trend, Thelr long-term debt out-
standing as a proportlion of the assets of the major finan-
cial institutions also increased from 123% at the end of
1939 to 140% at the end of 1959, Agaln, there must have
been a more than proportionate increase in the long-term
debt held outside the major financial institutions,

To sum up, 1t can be said that in both countries the
mortgage component lncreased in importance, both in the
capital market as a whole, and in the place that mortgages
occupy in the portfolios of the financial institutions,
This occurred despite the fact that the assets of these
financial institutions did not grow as fast as the long-
term debt outstanding in the caplital market, We are thus
forced to the conclusion that in both Canada end the United
States a smaller proportion of the funds ultimately in-
vested in fixed capltal market instruments flowed through
the major financial institution in 1959 as compared to
1939, 1In other words the role of the major financlal insti-

tutions declined as transmitters of savings from surplus



to deficit units, R.W, Goldsmith has shown, however, that
financlial intermediaries as a whole are accummulating a
steadily increasing proportion of the "intangible! weelth
in the United States, This must mean that the financlal
institutions not described in thls chapter because they
are not presently very active in mortgage lending, e.g.
personal trust funds (estate trust and agency funds in
Canada), pension funds and the Central banks of both
Canada and the United States (holders of substantial
amounts of federal government bonds) have grown faster in
terms of assets than the major financlal institutions con-
sidered here.(3l) This will be shown to have occcurred in
Canada in Chapter III where the mortgage lending under-
takeh outslide the major financlal institutions by the
"regidual sector™" is considered, In contrast to their de-
clining importance in the non-mortgage sector of the capi-
tal market the role of the major financlal institutlons
has increased steadlly in the mortgage sector of the capi-
tal market. These institutions have become increaeingly
more speclalized in mortgage lending. In Canada the pro-
portion of mortgage debt held by the major financial
institutions increased from 404 in 1939 to 48% at the emd

(31)

73.

R.W. Goldsmith, Financlal Intermedlaries in the

American Economy Since 1900 (Princeton, 1958), Teble 13,
page 85, and Table 95, page 319,




of 1959, 1In the United States this proportion increased
from 52% to 76% in the same period,

The increased importance of mortgages in the capital
market may well reflect the fact that investment in real
estate 1s more dependent on the capital market than are
other forms of investment., Thils was 1llustrated in the
previous chapter, Thus investments in plant and machinery
can be financed to a greater degree out of retained earn-
ings etc,, while investments by municipalities, provinces
and the federal government can be financed to a greater de-
gree out of taxes, The reliance of investment in real
estate on the capital market has been further increased by
the continual easing of credit terms which has led to lower
downpayment requirements and inoreased rellance on mortgage
financing, The easing of credit term will be dlscussed in
Chapters VI and VII, The increased reliance of real estate
investment on mortgage financing plus the attractiveness of
mortgage investment in terms of comparative ylelds - to be
discussed in Chapter V - have led the major financisl insti-
tutions, to divert a growing proportlon of thelr assets to

mortgage investments,
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CHAPTER III

THE ANATOMY OF THE MORTGAGE MARKET, 1953-1559

GROSS CAPITAL MARKET FLOWS

The previous chapter revesled that mortgage loans
outstanding had by the end of 1959, reached approximately
$10.7 billion, or about 24% of total long-term debt out-
standing in Csnada. In the Unlited States, the volume of
mortgage debt outstanding, $191 billion at the end of
1959, had at 29%, reached an even greater proportion of
total long-term debt outstanding. In both countries, the
volume of mortgage debt outstanding 1s second in impor-
tance only to the volume of federal government securities
outstanding in the capital market, Despite its quantita-
tive importance, this part of the capltal market has been
sadly neglected as a systematic field of study.

In this chapter an attempt is made to present the
capital market data for the years 1953-1959, in such a
way as to bring out clearly how the mortgage component
fits into the rest of the capital market, We see, from
Table A-13 in the Appendix, that the major financial in-
stitutions as a whole have invested 234 of thelr assete
in mortgages. The emphasis on mortgege lending differs
widely, however, among the varlous lending institutions,

Thus chartered banks, comparative newcomers to the mort-
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gage lending fleld, and restricted only to NHA mortgages,
have only 7% of their assets invested in mortgages, while
at the other extreme, loan companlies have 75% of their
agssets invested in mortgages. This 1s not really surpris-
ing for chartered banks consider 1t theilr major function
to lend short-term funds to business, rather than to make
long-term investments (except for investments in long-term
government bonds), while loan companies specialize in the
making of mortgage loans.,

The situstion ae a whole 1s not very different from
prevailing conditions in the United States. There, the
ma jor financlal institutions as a whole have invested about
32% of their assets in mortgages, substantially higher than
23% overall investment into mortgages by financial institu-
tions in Canada. The range among the various institutions
in the United States varles from 124 for commercial banks to
844 for savings and loan assoclatlions, as shown in Table
A-4 in the Appendix.

The data presented so far have been in terms of
total assgets and total volume of various categorles of debt
outstanding., From these totals, net changes from year to
year can be calculated, The net date, however, do not meas-
ure fully the lmportance of each type of debt in the capital
market, Grose flows are more representative for this pur-

pose and these are, therefore, the data chosen for presen-
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TABLE 13: GROSS CAPITAL MARKET ISSUES, 1953-1959

Federal Provin- Munici- Corpor- Mort-
Gov't, clial pal ate Mort- gages

Year Bonds X Bonds Bonds Bonds gages Total asr%
(Bi1llions of Dollars) Tgtal

195 2,03 .39 .29 S 143 468 31g
195 3.40 .50 .37 1 1.32 6.83 274
195 1.37 .37 .34 .70 2. .22 474
195 1.53 .64 .36 1,04 2,83 6,40 u4g
1957 2,60 7 Rh1 1.21 2.30 7.29 32%
1958  9.20 .73 .Eo .95 2.89 14,27 20%
1959  2.49 .88 R Ll 3,31 7.99 W%

1953-59 23,02 4,28 2,74 5.59 17.05 52,68 32%

& Treasury bllls are excluded.

Source: Federal, Provinclal, Municipal and Corporate bonds:
Bank of Canada, Statistical Summary - Financial Sup-

plement (OTTAWA, various issues).

Mortgages: Total mortgage recordings as per Central Mortgage

and Housing Corporation, Cansdian Housing Statistics
(OTTAWA, 18% quarter and annual 1ssues).

tation in this Chapter.(1)
The reason for emphasizing the gross flow of funds

through the capltal market in this chapter 18 the fact that

(1)

S‘Bﬁ Klaman emphasizes the importance of gross
flowsof funds, "The advantage of gross over net financlal

flows for analysls of market developments in clear., By dis-
tingulishing between credit extension and repayments, gross
filgures permit a more complete analysis and understanding of
the response of various market participants to shifting
forces at work in capital markets." 95,B. Klaman, The Pogt-

War Residentisl Mortgage Market (Princeton, 1961), Preface
pPage xxviii,
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TABLE 14: REPAYMENTS OF OUTSTANDING ISSUES
IN CAPITAL MARKET,1953-1979

Federal Provin- Munici- Corpor- Mort-
Gov't, cial pal ate Mort- gages
Year BondeX Bonds Bonds Bonds gages Total as

(BL1llions of Dollars) Total

1953 1,58 .12 .10 ,16 .80 2.76 29%
195% 3,70 .20 1 .26 92 5.19 18%
1955 1,03 .16 12 .38 &% S |
1956  2.1h4 .10 .13 2l A% ' S
1957 2,72 .22 .15 .24 XA A% nm
1958 7.82 1 .16 .30 p v Y 2 Ak
1959 2.75 .32 .17 .28 &% 4
1953-59 21,74 1,23 L9l 1.86 10,44 36,21 29%

X Treasury bills are excluded.

XX Not available,

Source: Federal, Provincial, Municipal and Corporate bonds:
Bank of Canada, Statistical Summary - Financial Supple-

ment (OTTAWA, various issues),

Mortgages: Gross New Issues from Table 13, minus net capltal
market flows from Table 15,

the allocation of funds in the capital market amongst the vari-
ous different forms of long-term debt 1s made in terms of gross
flows. This follows from the fact that repayments on the vari-
ous categories of long-term debt shown in Table 14 above, do
not have to be relnvested in the same form of debt but become

avallable for investment in the whole range of long-term in-
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FINANCIAL TNSTITUTIONS'! MORTGAGE DISBURSEMENTS,

INVESTMENTS AND REPAYMENTS, 1953-19R”9
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vestments avallable to lending institutions.(2)

As the emphasis in this study is on the flow of mort-
gage funds, only the relationship between gross and net mortgage
flows will here be examined in detail, Chart 4 1llustrates
this point with data relating to the financial institutions.

A simple formula descrlbes this relationship, namely:
net increase in mortgage portfolio = gross loans (disburse-
ments), minus mortgage repayments.(3)

This formula is only an approximation, however, as 1t
does not take into account sales in the secondary mortgage
market, or end of year write-ups and write-downs in the bal-
ance sheet figures of the lenders, These write-ups and
write-downs are due to accrued interest adjustments for amor-
tization and other valuation adjustments, 1enders incorpora-

ting all such changes into thelr mortgage portfollio, These
adjustments are, however, of minor nature and will be largely
ignored here for the sake of clarity and simplicity in ex-
position,

(2) .+« redlrecting funds which seek reinvestment
following repayment of outstanding obligations." 1s listed as
one of the functions of the capital market by W.C. Hood,
Financing of Economic Activity in Canada (Royal Commigsion on

Canada's Economic Prospects, OTTAWA, 1958), page 13,

(3) For a more detailed description of this relatlion-
ship see Central Mortgage and Housing Corporagion, Economic

Research Bulletin No, 77 (OTTAWA, October, 19600),




TABLE 15:

NET CAPITAL MARKET ISSUES, 1953-1959

g1,

Federal Provin- Munici- Corpor- Mort-
Gov't, clal pal ate Mort- gages

Year Bonde ® Bonds Bonds Bonds gages Total as %of
(Bi1llions of Dollars) Total

1953 A5 .27 .19 .38 .63 1,92  33%
1954 -.30 .30 .26 A5 .93 1,64 57%
1955 L34 .21 24 .32 A& Ai A4
195 -.6l .54 .23 .80 x% Ak B4
1957 -.12 .55 .26 .97 AR A% Ak
1958 1.38 .62 34 .65 A& 1 33
1959 14 .56 .30 .16 2% 3 A%
1953-59 1,28 3.05 1,80 3.73 6,61 16,47 o4

& Treasury bllls are excluded,
8% Not available.

Source:

14

Calculated from the data presented in Tables 13 and

Before continuing to explore the mortgage data fur-

ther, it must be pointed out that the mortgage component of

the capital market differs from the rest of the capital mar-

ket, in that lending institution must plan their disburse-

ments on mortgage account well in advance of thelr disburse-

ments on their other investments.

Before they start theilr

projects, builders require a 'commitment'! from the lending

institutions that they will grant a mortgage on the structure

when it is finished.

These 'commitments! precede the actual
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disbursement of the mortgage by a considerable time span.(u)
Any change in the investment policies of the lending insti-
tutions will therefore show up first in their volume of
commitment (or 'approvels' as they are designated in Central
Mortgage and Housing Corporations publication, Canadian
Houslng Statistics).

THE AVAILABLE MORTGAGE DATA

The description of the avallable mortgage data will
start with a description of the commitments data to be fol-
lowed by the description of the data on disbursements, re-
payments and net change in mortgage portfolios of lending in-
stitutions,

MORTGAGE COMMITMENTS

By issulng a commitment, the lending institution
binds itself to provide the mortgage funds requested by the
prospective borrower as required.(5) mhe granting of the
commitment willl be preceded by an application for a mortgage

loan, The lending institutions frequently grant a builder a

(%) see =, Woodard, Csnadian Mortgages (Collins, Don
Mills, Ontario, 1959), Chapter V, also M, Wilkinson and
Dorothy K. Newman, "FHA and VA Housing Statistics and the
Housing Market", Congtructjon Review EWashington, June, 1957),
also S,B. Klaman, gpr. cit., Table A-1l1l, page 2 90,

(5) For further detalls on the commitment procedure
see H. Woodard, op. cit., page 7. H. Woodard uses the term
'gpproval! in his description rather than 'commitment! as s
done in the text above,
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TABLE 16: LENDING INSTITUTIONS'®MORTGAGE GOMMITMENTS,
TOTAL AND NEW RESIDENTIAL COMPONENTS, 1953-1959

Commitments
for New Re- New Residential
Total sidential Construction as
Year Commitments Construction Percent of Total
(Millions (Millions of
of Dollars) Dollars) (%)
1953 581 7 651
1954 904 Zuﬁ 71%
195 1,195 g74 g3%
195 998 680 8%
1957 771 517 67%
1958 1,192 810 68%
1959 1,083 651 60%
1953-59 6,724 4,551 _bag

X Tnstitutions included are: life companies, chartered banks,
loan, trust and other companies,

Source: Central Mortgage and Housing Corporation, Qangdian
Housing Statistics (OTTAWA).

forward commitment, often teking the form of an informal ver-
bel promise, No data are avallable on these forward commit-
ments.(é)

The commitment dats for all types of loans and lenders
are published each quarter by Central Mortgage and Housing
Corporation in Cansdlan Houslng Statistics.(7) Commitments

(6) For a discussion of the forward commitment tech-
nique see S,B. Klaman, op, cit., pages 178-182,

(7) Canadlan Housing Statistics, is now on annual
publication, with monthly supplements,
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for new residential construction are also published monthly

in the Bank of Canada's monthly 'Statistical Summary‘.(s)

The annual data show that lending institution as a whole
committed about 68% of their mortgage funds to new residential
construction in the period 1953-1959,

MORTGAGE DISBURSEMENTS

The actual disbursement of the mortgage funds will
lag behind the lssuance of a commitment by varying time
periods, depending on the type of loan made, If 1t is a
loan on exlsting real estate, the lag will not be long,
probably less than a month, and the mortgage loan will be
disbursed in one lump sum, If on the other hand, 1t is a
loan on new residential construction, the disbursement of
the loan will be made 1in periodic payments, spread over the
construction period of the structure serving as security for
the loan.(9)

Monthly data on disbursements (gross loans made) of
all types of mortgages lumped together are avallable for 12
life companies in the Bank of Canada's Statistical Summary .
Central Mortgage and Housing Corporation provides estimates

of annual disbursements for new residential construction by

(8) Central Mortgage and Housing Corporation,

Canadlan Housging Statigtics, Monthly Supplement, are the
original source of the data,

(9) gee note 4 above,
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TABLE 17: LENDING INSTITUTIONS'¥ MORTGAGE DISBURSEMENTS,
TOTAL AND NEW RESIDENTIAL COMPONENT, 1953-1959

Disbursements

for New New Residential

Total Residentlal Construction as

Year Disbursements Construction Percent of Total

(¥illions (Millions

of Dollars) of Dollars) (%)
1953 453 262 3%
195k 6@9 437 27%
1952 9959 705 73%
195 1,091 750 ZO%
1957 781 25 7%
1958 971 92 Zl%
1959 1,091 733 7%
1953-59 5,985 4,084 62

X Institutions included are: 1ife companlies, chartered
banks, loan, trust and other companies,

Source: Central Mortgage and Houslng Corporation, Canadian
Housing Statistics (OTTAWA),

type of 1ender.(1°) The same publication also provides an-

nual estimates of total disbursements by type of lender.(ll)
The annual data on disbursements, Table 17 above, show that

the lending institutions as a whole disbursed 68% of their

(10) Central Mortgage and Housing Corporation,
Canadian Housing Statistics (OTTAWA, 18% quarter and annual
issues), Table entitled, "Expenditure on New Housing by
Source of Funds®,

(11) Central Mortgage and Housing Corporation, ibid.,
Table entitled, "Instltutional Mortgage Investment®,
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total dlsbursement on account of new residential construc-
tion, the same proportion that is shown in the commitment
data in Table 16, This 1s not really surprilsing as the two
series merely measure the same phenomenon at different time
perliods as 1s illustrated by Chart 5.

After this brief description of disbursements, the
gross flow that tends to lncrease the mortgage portfolio of
the lenders, we must turn to the repayments, that is the
gross flow that leads to a reduction in the mortgage port-
folios of the lenders,

MORTGAGE REPAYMENTS

The volume of repayments 1s largely determined by the
smount of mortgage loans outstanding and the amortization
terms of these mortgages (that is the average maturity 1ife
of the loan)., Thus, in contrast to the disbursements, which
depend malnly on the current situation, the flow of repay-
ments is largely determined by historical conditions in the
mortgage market, The current situation does, however, also
have an effect on the volume of repayments, in that an exlst-
ing loan can often be repald ahead of schedule or refinanced,

if current interest rates are below the contract mortgage




CHART 5: MORTGAGE COMMITMENTS AND DISBURSEMENTS
OF LENDING INSTITUTIONS, 1953-1959
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rate.(la) If the mortgage document contalns a repayment
clause, 1t is usual to demand a penalty for this privilege
to prepay, often interest for 3 months.(13)

The importance of repayments as & source of funds
differs as between the varlous categories of lenders, This
will be shown later in this chapter where each group of
lenders is discussed separately, For all the lending in-
stitutions combined repayments provided 38% of the funds
disbursed during 195%-1959, as shown in Table 18,

Repayments as & source of mortgage funds are least
important for the chartered banks, whose mortgage portfolio
is comparatively new, and who are restricted by law to NHA
mortgages that have a long amortization perlod, It is,
however, & very important source of funds for the loan and
trust companies, who have been in the mortgage business a

long time and who speclalize in conventional mortgages on

(12) The wish to obtalin a new bigger mortgage than
the existing one, especially when the property serving as
underlying security for the mortgageissold, is perhaps a
more powerful reason for prepaying a mortgage. This is
taken into account by Housing and Home Finance Agency in,
Recommendations of Federal Agencies (United States Senate,

Committee on Banking and Currency, Sub-comm%ttee on Housing,
in Study of Mortgage Credit, Washington, 1961), page 72,
where they say, "The pattern of mortgage debt repayment in
relation to the outstanding debt is not a constant one ....
In observing the estimate of net mortgage requirements as a
percentage of outstanding mortgage debt have been projected
to show a lower percentage during years of relatively low ..
sales activity, and a higher percentage during years of re-
latively high activity",

(13)

H., Woodard, op, cit,, pages 207-210,
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TABLE 14: LENDING INSTITUTIONS'X MORTGAGE REPAYMENTS,
AS PERCENT OF DISBURSEMENTS, 1953-19%9

Repayments as

Percent of

Year Repayments Disbursements Disbursements
(Millions (Millions (Millions

of Dollars) of Dollars) of Dollars)
1953 217 453 4%
1954 236 649 37%
1955 298 969 31%
1956 325 1,067 30%
1957 346 781 4l
1958 400 971 g
1959 459 1,091 4o%
1953%-59 2,281 5,981 38%

% Tnstitutions included are: life companles, chartered
banks, loan, trust and other companies,

Source: Central Mortgage and Housing Corporation, Canadian

Housing Statistics (OTTAWA).

exiéting property, where the repayment period is shorter,
The 1ife companies occupy an intermediate position in this
respect,

Monthly data on repayments are published for 12 l1life
companies in the Bank of Canada's,!Statistical Summary'.(lu)
Central Mortgage and Houslng Corporation provides annual re-

prayment estimates by type of lender.(15) These latter data

(14) pank of Canada, Statistical Summary (OTTAVA,
current issues), Table entitled, Canadian Investment Trans-
actions of Twelve Life Insurance Companies,

(15) Gentral Mortgage and Housin% Corporatiocn,

Canadian Houging Statisticgs (OTTAWA, 18T quarter on annual
igsues), Table entitled,"Institutions Mortgage Investments".
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from 1953 onwards were utilized in constructing Tables 14 to
18. However, for a deeper understanding of the anatomy of
the mortgage market, it 1s not enough to study the gross
flows, We must also keep in mind that these gross flows,
that 18 disbursementes minus repayments, result in net flows

that will affect the portfollio distribution of the lenders,

NET CHANGE IN MORTGAGE PORTFOLIO

Ag explalined earlier the net change in the mort-
gage portfolio of the lenders can be estimated roughly by
the formula; disbursements minus repa&ments = net change,

But we must not think that the net change, because
it 1s here for the sake of convenience presented as a
residual, requires less analysis than the other components,
Cn the contrary, the lending institutions, when planning
thelr commitments, and then theilr disbursementg on mort-
gage accounts, must constantly keep in mind how these com-
mitments will eventually affect their net investments in
mortgages, and therefore the distribution of their port-
follo between mortgages and other earning assets , Any
change in their investment policy will therefore appear
first in thelr commitment data,

To understand the mortgage data properly 1t is im-
portant to bear in mind that the lending institutions!

mortgage lnvestment programme is geared to achleve a certain
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net change in their mortgage portfolio, The size of this

net change wlill depend on the avallabllity and yleld of other
competing financial instruments (federal, provincial and
municipal and corporate bonds), As pointed out before, the
lenders wlll have to plan their commitments well in advance
to achleve the desired net change.(l6) The analysis in
Chapters IV and V will thus concentrate on the commitment
data. Before proceeding to that Chapter, we must, however,
take a closer look at the financlal institutions active in

the mortgage market,

THE MAJOR MORTGAGE LENDERS

Now that the available mortgage statistiocs have been
described briefly, i1t 1s possible to start examining the
data in greater detall. The best way to do this, 1s to ex-
amine the mortgage lending done by each of the major groups
of lenders since 1953, The major groups of lenders here
congldered are; the life companies, loan, trust and other
companies, chartered banks, Central Mortgage and Housing
Corporation, and a residual sector, In examining each of
these groups, their mortgage activity will be related when-
ever possible to their rate of asset growth, the proportion
of thelr asset growth placed in mortgages, mortgage repay-

6
(15) See for instance S.B. Klaman, op, cit., page 17,
“Many"life companies plan their operations a year or more
ahead",
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ments as a source of funds, and the importance of new resi-
dential construction in their mortgage lending.

These data wlll be presented in tabular form for
each group of lenders supplemented by a brief description of
the data,

THE LIFE COMPANIES

Asset Growth:

The rate of asset growth per annum of life companies
has ranged from 10% during 1955 to 6% during 1959 and has
averaged 7%, This is slightly higher than the historical
growth rate of 6}% in the period 1926-195¢ as calculated by
Wm. C. Hood,(17)

Net Investment in Mortgages:

Of this asset growth about 60% has been put into
mortgages, ranging from 1004 of asset growth during 1956 to
414 of asset growth during 1958, As poilnted out above, the
proportion of asset growth devoted to mortgage investment
will fluctuate according to the attractiveness of mortgages
in the capital market, Ae a result of this relatively heavy
mortgage lending, the proportion of mortgages to total assets
has increased from 29% at the end of 1953 to U2% at the end
of 1959,

(17) Wm, C. Hood, op, cit., page 332,
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TABLE 19: LIFE COMPANIES, SELECTED RATICS, 1953-19%9

Disburse-
ments on
Mortgage New Resi-
Net Invest- Mortgages Repayments dential

ment in Repayments as % of Construc-
Mortgages as % of Outstand- tion as %
Asset as % of Disburse- ing Port- of Total
Year Growth Asset Growth ments folilo Disgurse-
ments
(%) (%) (%) (%) (%)
1953 9% 4hag Lag 11% 62%
1954 7% 79% 3 10% 75%
1955 10% 71% 36% 11% 4%
195 1% 100% 344 10% ZO%
X g E
1959 ?% 60% 27% 8% T4%

Source: Calculated from data published by Central Mortgage
and Housing Corporation, Canadlan Housing Statis-
tics (OTTAWA, current issues).

Mortgage Repayments:

Mortgage repayments on the existing mortgage port-
folio of the life companies have fluctuated within a rela-
tively narrow range, around the 104 mark, The rsnge has
been from 11% in 1953% to &% during 1959, The increasing
emphasls on NHA lendling, with 1ts longer amortization
period is probably the cause of this gradual decline in the
proportion of mortgage repayments to total mortgage port-

follo. This ratio is, after all, nothing more than the
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reciprocal of the average 1life of mortgage portfolio, Thus,
a repayment ratio of 11% implies a mortgage portfollo whose
average life span 1s about 9 years; while a repayment ratio
of &% implies an average life span of 12,5 years.(ls)

Mortgage repayments have provided about half the
funds that life companies have disbursed on mortgage accounts
during the period 1953-1959. This proportion has ranged from
34% during 1956 to 54% during 1958,

Mortgages for New Resldentlal Construction:

The life companles have always emphasized new con-
struction in their mortgage lending. Thus, during the
period 1953-1959, thelr disbursements for new residential
construction have averaged 67% of their total disbursements,

and have ranged from 65% to 76%.

THE LOAN, TRUST AND OTHER COMPANIES

Asset Growth:

The annual asset growth of these companies during
the last 7 years has averaged around 9% per annum, and has
ranged from 5% in 1953 and 1957 to 18% in 1954, Their as-
set growth appears to be influenced to a substantial degree

(18) The average 1life span of mortgages calculated
on this basis 1s lower than the contract rate specified in
the contract document, due to prepayments., This was com-
mented on in note 12 above,




TABLE 20: LOAN, TRUST AND OTHER COMPANIES,

SELECTED RATIOS, 1953-1959

95.

Disburse-
ments on
Mortgages New Resi-
Net Invest- Mortgages Repayments dentlal
ment in Repayments as % of Construc-
Mortgages as % of Outstand- tion as %
Aggset as % of Digburse- ing Port- of Total
Year Growth Asset Growth ments follo Disgurse—
ments
(%) (%) (%) (%) (%)
1953 5% 98% 632 18% 27%
1954 18% 35% 53% 17% 32%
1952 11% 59% 51% 19% 439
195 6% 104% 4og 12% 435
1957 5% 47 66% 16% 38%
1958  15% hog 524 184 6%
1959 8% 75% 56% 20% 36%
Source: Calculated from data published by Central Mort

and Housling Corporatian
(OTTAWA, current issues),

age
8

nadlan Housing Stat ic

by monetary policy.

trust companies whose assets increase sharply, when char-

tered banks assets do.

Net Investment in Mortgages:

604 of their asset growth in mortgages during 1953-1959

The loan, trust and other companles invested about

period, ranging from 35% during 1954, to 104% during 1956,

This means that in 1956, apart from investing all their as-

This 1s particularly noticeable in the

set growth in mortgages, these companies actually decreased
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thelr portfollo of other capital market assets for the pur-
pose of increasing thelr mortgage portfolio., It must be
remembered that this could be due to the fact that these
companies, when making thelr mortgage commitments at the
end of 1955, overestimated thelr future asset growth during
1956 when many of the commitments would have to be dis-
bursed.(19) Indeed, the figureés tend to support such a
view, as the asset growth of these companies declined from
11% per annum during 1955 to 6% during 1956. The loan,

trust and other companies may have been forced to sell other

assets to honour their previous mortgage commitments,

Mortgage Repayments:

Mortgage repayments of loan, trust and other compan-
1es have fluctuated between 164 and 20% of their total
mortgage portfolio in the 1953-1959 period, The average
life of the loan, trust and other companles mortgage port-
folio has thus fluctuated between 6.5 years and 5 years.(20)

The fact that the average 1ife of the mortgage port-
folio of loan, trust and other companies 1ls much shorter

than the average 1life of the 1life companles' mortgage port-

(19) In the United States, a special type of credit,
has been developed to meet such a situation, 8.B. Klaman,
op, cit., page 23%. "While throughout the postwar decade
mortgage companies have remained the dominant uses of ware-
housing credlit, occaslional, dramatic uses of such credlt have
been made by 1life insurance companies that have become tem-
po§aril§ overcommitted in mortgages relative to expected cash
inflows",

(20) See note 18,
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follo, 1s a reflection of the fact that conventional mort-
gages on existing real estate predominate in their mortgage
portfollo and these mortgages are traditionally written for
shorter periods,

More than half the current disbursements of loan,
trust and other companies are provided from mortgage repay-

ments on thelr exlsting mortgage portfollos.

Mortgages for New Resldentlal Constructlon:

Mortgages for new reslidential construction have al-
ways played a secondary role in the mortgage lending of
loan, trust and other companies, They have done most of
thelr lending on existing real estate. Thus, thelr dis-
bursements for new residential construction have varied be-
tween 27% and 46% of their total mortgage lending during
the 1953-1959 perlod,

THE CHARTERED BANKS

Asset Growth:

The rate of asset growth of the chartered banks 1is
heavily dependant on monetary policy with an "easy" money
policy stimulating a more rapld rate of asset growth and a
$ight" money policy imposing a very slow rate of asset
growth and at times, even imposing a decline in bank assets,

Previous to 1954 banks were not permitted by the Bank Act
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TABLE 21: CHARTERED BANKS, SELECTED RATIOS, 1953-1959

Disburse-
ments on
Mortgages New Resl-
Net Invest- Mortgages Repayments dentilal

ment in Repayments as % of Construc-
Mortgages as % of Outstand- tion as %
Asset as % of Disburse- ing Port- of Total
Year Growth Asset Growth ments folio Disburse-
t
(%) (%) (%) (% "3

1955 6% -- - -- --
195 1% 12% - — 100%
1955 11% 02% 4z 14 100%
1956  .5% 390% 2% 1% 100%
1957 5% 18% 8% 2% 100%
1958 12% 16% 10% Y 4 100%
1959 -.3% -423% 10% 3% 100%

Source: Calculated from data published by Central Mortgage

and BHousing Corporation, Gangdian Housing Statis-
tics (OTTAWA), and Bank of Canada's, Statlgtical

Summary (OTTAWA, various issues).

to lend on mortgages. However, the Natlonal Housing Act of
1954 empowered them to make NHA mortgage loans.

Since 1954, the annual rate of asset growth of char-
tered banks has fluctuated between 12% during 1958 and -0,3%
during 1959, with the average rate of growth during that
period Jjust under 6%.

Net Investment ln Mortgages:

The fact that the asset growth of the chartered banks

varied over a much wider range than the asset growth of the
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other financial institution - during 1959 their assets
actually declined - makes it difficult to relate their net
investment in mortgages to thelr asset growth., For what
it 1s worth, the rate of net investment in mortgages as a
percentage of asset growth since 1954 has fluctuated be-
tween 39% and -423%. In 1960, the banks' mortgage lending
policy was further complicated by the fact that the Bank
Act forblds them to make loans at an interest rate higher
than 6%, while the NHA maximum mortgage rate was raised to
6.75% in mid-December, 1959. As a result, the banks did
almost no mortgage lending during 1960.

Mortgage Repayments:

Mortgage repayments to chartered banks have ranged
between 1% of the outstanding mortgage portfolio during 1955
and 1956, and 4% of the outstanding mortgage portfolio dur-
ing 1958,

This means that average life of the mortgage loans
outstanding with the chartered banks during 1958 was 25
years, This 1s & reflection of the fact that the chartered
banks make only NHA mortgages, whose amortization perilod 1is
typlically 25 years, whlile the banks have not been in the
mortgage business long enough to get a high volume of pre-
payments, that 1s, mortgage repayments in excess of the
amounts stipulated in the moritgage document, Prepayments

typlecally occur when the existing mortgage has been reduced
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substantially as a result of the normal repayments, and it
is desired to sell the property serving as the underlying
security of the mortgage.(al) In such a case, the existing
mortgage, is often repald in full, and a new mortgage for a
higher amount 1s negotlated to facllitate the sale. As a
result of this practice, the average length of the outstand-
ing mortgage portfolio as calculated by repayments is usual-
ly much lower than the average length of the mortgage port-
folio as observed from the contractual obligations written

into mortgage documenta.(aa)

Mortgages for New Reslidentlal Construction:

As chartered banks are restricted by law to NHA mort-
gages only, and NHA mortgages are presently granted only for
new construction, all the chartered banks' mortgage lendling

is for new construction,

CENTRAL MORTGAGE AND HOUSING CORPORATION (CMHC)

Asset Growth:

Almost all the assets of CMHC consist of NHA mort-
gages. CMHC obtains the money needed to make these mortgages
from the Consolidated Revenue Fund, The rate of asset growth

(21) See note 12 above.

(22) See notes 18 and 22 above,
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TABLE 22: CENTRAL MORTGAGE AND HOUSING CORPORATION
SELECTED RATIOS, 1953-19”9

Digburse-
ments on
Mortgages  New Resi-
Net Invest- Mortgages Repayments dentlal

ment in Repayments as % of Congtruc~-
Mortgages as % of Outstand- tion as %
Asset as % of Disburse- 1ing Port- of Total
Year Growth Asset Growth ments folio Disburse-
ments

(%) (%) (%) (%) (%)
1953 18% 95% 23% 7% 89%
1954  11% 97% 35% 8% 91%
1955 1% - 108% &% 70%
1956 0% -— % 120% 10% 62%
1957 1% 78% 51% 10% 78%
1958  lsg 91% 164 11% 95%
1959  28% 96% 22% 9% olig

X Mortgage portfolio declined slightly during the year,

Source: Calculated from data published by Central Mortgage

and Housing Corporation, Canadian Housing Statis-
tics - Annual Report.

of the Corporation thus depends on the direct lending policy
of the federal government,

In response to these changes in policy, the rate of
asget growth of the corporation, has ranged from zero during
1956 to U&% during 1958, when direct lending was stepped up
considerably to stimulate bullding as an antl-recession

measure,
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Net Investment in Mortgages:

As the money CMHC obtains from government 1s for the
purpose of making mortgage loans, 1t 1s not surprising that
the net lnvestment in mortgages as a percentage of asset

growth is typically over 90%.

Mortgage Repayments:

The mortgage repayment pattern of CMH(C's outstanding
mortgage portfolio is very similar to the pattern of the
mortgage repayments aceruing to life companies, This is not
surprising as both institutions concentrate on mortgages
with a long amortizatlon period, Thus, the mortgage repay-
ments accruing to CMHC represent about 10% of the outstand-
ing mortgage portfolio, These repayments are, however, not
automatically available for reinvestment into mortgages, but
have to be turned over to the Receilver General of Canada,

In other words, the money borrowed by CMEC from the federal
government must be repaid out of the mortgage repayment re-
ceived by the Corporation. New mortgage loans made must be
financed out of new appropriations approved by Parliament,
In thie way, Parliament has a close continuous control over

the mortgage lending activities of its housing agency, CMHC.

Mortgages for New Reslidential Construction:

All of CMHC's mortgage lending is for new residential

construction, except a small amount of mortgage lending
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assoclated with the sale of real estate in the possession of
CMHC, elther as a legacy of Wartime Housing,(23) or due to
repossesgsions as a result of mortgage delinquencies. Thus
during 195&-1959, 95% of the mortgage advances made by CMHC
were for new residential construction,

The mortgage data for CMHC have here been presented
in the same form as the data for the other lenders for the
sake of unity in the form of presentation, But CMHC's
mortgage lending is not undertaken in response to the usual
market forces, such as yleld differentials on other invest-
ments, etc., but is an expression of one facet of the
government's housing policy. This fundamental difference in
motivation should not be overlooked when the mortgage data'
of the different types of institutions particlpating in

mortgage lending are examined,

THE RESIDUAL SECTOR

Agset Growth:

National accounting data, particularly relating to
wealth estimates, have not been sufficiently developed to
permit an estimate of the rate of asset growth in the resi-

dual sector as a whole. This sector included, however, three

(23) For a description of the activities taken over
from Wartime Housing, see Central Mortgage and Housling Cor-
poration, Annual Report to the Minister of Reconstruction and

and Supply for the Year 1947, page 13,
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TABLE 2%: RESIDUAL SECTOR, SELECTED RATIOS, 1953-1959
Disburse-
ments on

Mortgages  New Resl-
Net Invest- Mortgages Repayments dentisl
ment in Repayments as % of Construc-
Mortgeges as % of Outstand- tion as %
Asset as % of Disburse- 1ing Port- of Total
Year Growth Asset Growth ments folio Disburse-
ments
(%) (%) (%) (%) (%)
1953 A% Ak 65% 284 ol
1954 & ag 59% 28% 16%
1955 b3 b33 R b3 13%
1956 b % p 3 b3 11%
1957 % 31 b < 4 33 17%
1958 x% 3-8 b3 b9 b3
1959 &2 b3 k2 A% by

%% Not available.

Source: Calculated from data publiehed by Central Mortgage
and Housing Corporation, Canadian Housing Statistics
(OTTAWA, 18% quarter and annual lssues).

large pools of institutionally administered savings which will

be discugsed separately later in this chapter.

Net Investment in Mortgages:

As no estimate 1s availlable on the rete of asset
growth in the residual sector, it is not possible to relate
the net investment in mortgages of the residual sector, to
its increase in assets. This residual sector held over H0%

of the mortgage outstanding in Canada at the end of 1959,
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That sector's lending on new residential construction is,

however, much less than the above figures would suggest,

Mortgage Repaymentas:

The mortgage repayment figures of the residual sector
elso reflect the fact that financing of new residential con-
struction does not form a very important component of its
mortgage activity., Thus, mortgage repayments during 1953 and
195# represented about 28% of its outstanding mortgage port-
follo, which suggests an effective average life of just under
4 years for 1ts mortgage portfolio. The predominance of
mortgages on existing real estate, plus second mortgages,
whose 1life span is relatively short,explains the high repay-
ment ratio,

As a result of this high repeymente ratio about 60%

of the funds annually disbursed by this sector came out of

mortgage repayments,

Mortgages for New Residential Construction:

Between 1953 and 1957 the dlsbursement of the residual
sector for new residential construction as a percent of their
total disbursements have ranged from & low of 11% during 1956
to a high of 24% during 1953, Jjust before the 1954 National
Housing Act came into force, It can thus be seen that the re-
sldual sector devoted only a small portion of 1its total mort-
gage activities to the financing of new residential construc-
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tion. To a minor degree, this may be due to the fact that
the residual sector does not contain many lenders that

quallify as approved lenders under the Natlonal Housing Act,
and therefore cannot originate NHA loans for new construc-

tion,

THE INSTITUTIONAL PART OF THE RESIDUAL SECTOR

The residual sector, includes in addition to indi-

viduals, also three large pools of institutionally admin-

istered savings, namely estate trust and agency funds
administered by the trust companies, trusteed pension funds
and credlt unions, At the end of 1959 the total assets
accumulated by the above institutions totalled $11.2 bil-
lion., The estate trust and agency funds accounted for $6.9
ba1l1on.(2%) The trusteed pension funds accounted for $3.1
billion(25) and the credit units accounts for $1.2 billlon.(ee)
The assets accumulated in estate trust and agency funds, are
however not all portfollo funds, as they include also 1income
producing real estate, as well as golng business concerns,
possibly 1in the process of liquidation, The assets of these
three pools combined have more than doubled in the 1954-1959

(24) Central Mortgage and Housing Corporatilon,
Canadian Housing Statistics (OTTAWA, 18% quarter and annual

issues),
(25) Bank of Canads, Statisticsl Summary — Financial
Supplement, 1960, rage 91,

(26) Bank of Canada, Aibid., page 91.
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period from $5.5 billion to $11.2 billion. They have thus
grown at an average annual rate of over 104, None of the
above lenders are heavy mortgage investors, and apart from
a few pension funds, none of them are approved lenders
under the National Housing Act., The mortgage portfolio of
the estate trust and agency funds increased by $.33 billion
from the end of 1953 to the end of 1959, from $.16 billion
to $.48 billion, The asset growth of the estate trust and
agency funds was $2.7 billion in the same period, from $4,2
billion to $6.9. Thus, on the average 12% of the asset
growth of the estate trust and agency funds were invested
in mortgages from the end of 1953% to the end of 1959.

The mortgage portfolio of the trusteed penslon funds
increased by $.24 billion in the 6-year period 1954-1959,
from $.04 billion at the end of 1953 to $.28 billion at the
end of 1959, The assets of trusteed pension funds increased
by $2.25 billion during the same period, The trusteed pen-
sion funds on the average thus invested about 11% of their
agset growth in the mortgage market. Most of the mortgages
acquired by the estate trust and agency funds, and the
trusteed pension funds were acquired in the secondary mort-
gage market, No data are available for such trsnsactions
relating to conventional mortgages. The data on secondary
mortgage market transactlon in NHA mortgages show however

that pension funds were the most important group of
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purchasers.(27) The data also show that the trust company
group were the heaviest sellers, This suggests that the

trust companies sold NHA mortgage to the estate trust and
agency funde under their administration, The third group
of institutlons included in the residual sector, the credit
unione, increased thelr mortgage portfolio by $.18 billion
in the 1954-1959 period. Their asset growth in the same
period was $.67 billion, from $.4%9 billion to $1.16 billion,
The credit union thus invested about 27% of their asset
growth in mortgages.

The residual sector as a whole held over 4O% of the
mortgages outstanding in Canada at the end of 1959, or about
$4 billion out of the $10,7 billion mortgages outstanding,
The comblned holdings of the estate trust and agency funds,
the trusteed penslion funds and the credlt unions accounted
for $1.2 billion of these mortgages or about 30% of the resi-
dual sector's holdings. The other $2,8 billion of mortgages
outstanding at the end of 1959 or Just over one-quarter of
the total were thus held by individuals. The importance of
the residual sector in the financing of new residential con-
struction is much less than its holdings of 40% of the out-

gtanding debt would suggest.

(27) Central Mortgage and Housing Corporation,
Canadian Housing Statistics (OTTAWA, current issues), Table

entitled, "Purchases of Insured Mortgages”.
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SUMMARY

The mortgage market which represents one-quarter of
the caplital market as a whole is dominated in both the
United States and in Canada by the major financlal institu-
tions., This domlnance of the major financial institutions
is most pronounced in lendlng for new residential construc-
tion. The acquisition of a mortgage portfolio, particu-
larly where the underlying security is new residential con-
struction - which accounts for two-thirds of the major
institutions mortgage loans - requires the major lenders to
plan ahead further than the case when they acqulre other
portfolic investments, This is due to the fact that the
mortgage funds provided must be committed long before they
are disbursed, and thereby find thelr way to into the
lender's portfolio, For this reason it is the commitment
data which should be used when changes in the financial in-
stitutions lending policy are considered, The lending
institutions obtain the funds which they invest in new
mortgages (disbursements) partly from the repayments made
to them on the mortgages which they already hold, The
major mortgage lenders, e.g., the 1life loan trust and other
companies, obtain about one-half of theilr current mortgage
investments from this source., This is true also of the
resldual sector as a whole, Chartered banks, on the other

hand, in 1959 only obtained about 104 of their new mortgage
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loans from repayments, while repayments accruing to CMHC
are turned over to the Consolidated Revenue Fund and are
not automatically available for new mortgage lending. The
other half of the major lenders! current mortgage loans
were financed by them by dlverting a proportion of the new
savings they attract, to the mortgage market. The non-
bank lenders, life, loan trust and other companies dlverted
about 60% of thelr new savings inflow to this purpose. This
proportion varled of course from time to time in response
to changes in capltal market ylelds, This will be dis-
cussed more fully in chapfer V where the relationship be-

tween the mortgage market and the money market is considered.




CBAPTER IV

THE IMPACT OF MONETARY-FISCAL POLICY ON THE MORTGAGE MARKET

The impact of monetary policy alone - not explicitly
linked with fiscal policy - willl be considered in the next
chapter within the framework of the Canadlan money market.,
In this chapter the scope will be somewhat wider to permit
a dlscussion of the combined impact of monetary-fiscal pol-
icy on the mortgage market. In order to analyse this im-
pact it 1s useful to present the gross flow of mortgage
fund data in the form of a simple model using the concepts

developed in the previous chapter.(l)

FLOW OF MORTGAGE FUNDS MODEL

The gross flow of mortgage funds from lending insti-
tutions was described 1n the previous chapter, as depending
on the agset growth of the lending instlitutions! active in
the mortgages, and the funds avallable from mortgage repay-
ments, Funds available from sales in the secondary mortgage
market are here added to complete the picture,

The flow of mortgage funds from the major lending

institutions 1s presented in the form of a notational model

(1) The flow of mortgage funds model developed here
is baged on the descriptlon of the mortgage market by J.V.
Poapst i1n "The National Housing Act 1954", adlan Journa

of Economics and Political Science (May, 1956), pages 23
243, see especlally page 235.

111,
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mf = Mp + M) + My

mp = Qplphy + TpMp + Sp

m = qilijAy + My ¢+ 9

My = dolohy + ToMg + Sp
gross mortgage flow from major financial institutions.
gross mortgage flow from banks.
groses mortgage flow from life companies.
gross mortgage flow from loan, trust and other companies,
Assets of banks,

Assets of 1life companies.
Assets of loan, trust and other companies.

Mortgage portfollio of banks,

Mortgage portfolio of 1life companies,

Mortgage portfollio of loan, trust and other companies,
Secondary market sales of banks,

Secondary market sales of life companles,

Secondary market sales of loan, trust and other companies.
rate of asset growth of banks,

rate of asset growth of 1ife companies.

rate of asset growth of loan, trust and other companies,
proportion of asset growth devoted to mortgages by banks.

proportion of asset growth devoted to mortgages of life
companiles,

proportion of asset growth devoted to mortgages of loan,
trust, and other companles.
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ry = proportiono f mortgage portfolio repald to banks during

year,

r1 = proportion of mortgage portfolio repald to life compan-
ies during year,

r, = proportion of mortgage portfolio repald to loan, trust

and other companies during year,

The actual data are also presented in Table 24, By consider-
ing the flow of mortgage funds in this way, we see at once
that a -great many of the factors determining the present flow
of mortgage funds are a legacy from the past and have to be
taken as given data when considering the impact of present
monetary-fiscal policy on the mortgage market. Thus, both
the total assets of lending institutlons and thelr present
mortgage portfolio are legacles from the past, The flow of
mortgage repayments 1s also to a large extent a legacy from
the past, as this flow isg determined by the contractual re-
payments written into the outstanding mortgage portfolio,
However, the flow of mortgage prepayments can fluctuate in
response to current market conditions.

Apart from the possible effect on the flow of pre-
payments, monetary-fiscal policy will influence the current
flow of mortgage funds through their effect on the asset
growth of lending institutions and thelr effect on the pro-
portion of asset growth these institutions invest in mort-
gages, Table 24 presents the historical data for 1953-1959

using the notation suggested above,
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TABLE 2U: VARIABLES INFLUENCING GROSS FLOW OF MORTGAGE
FUNDS FROM LENDING INSTITUTIONS, 1953-1959
Variables Notation 1953 1954 1955 1956
Grosg Mortgage Flow
1 f Dolls
Banks g - 75 234 237
Life Co.'s my 317 407 507 578
Loan, Trust and m, 136 167 00¢g 252
Other Co.'s
Assetg (Jan, 1)
f
Banks Ay 8,112 8,627 9,248 10,257
Life Co.'s A 4,417 4,411 5,137 5,642
Loan, Trust and Ay 1,236 1,292 1,531 1,696
Other Co.'s
Banks My -- - 74 29k
Life Co.'s M3 1,214 1,402 1,658 2,016
Loan, Trust and Mo 479 534 617 71k
Other Co.'s
%gcond%ri %ar%ft
S - mil
Banks 8y - 1 13 3h4
Life Co.'s 8 - - -— 5
Loan, Trust and So - - 4 11
Other Co,'s
Agset Growth r
Annum)
Banks dp 6% 7% 11% 0.5%
Life Co.'s a 9f 7% 10% %
Loan, Trust and do 5% 18% 10% %
Qther Co.'s
vestment
o ages - of
Annual Asget Growth)
Banks 1y - 12% 22% 390%
Life Co.'s 1 Lg% 79% 71% 100%
Loan, Trust &Other Co.'s i, 98% 35% 59% 104%
age Repa
OQutstanding Portfolio)
Banks ry - - 1% 1%
Life Co.'s o 11% 109 11% 10%
Loan,Trust &0ther CoJls rs 184% 17% 19% 17%

Source: GCentral Mortgage and Housing Corporation, Canadian
Houging Statistice(OTTAWA),Bank of Can.-‘ﬁgﬁlgilggli%%%%%%%
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TABLE 24: VARIABLES INFLUENCING GROSS FLOW OF MORTGAGE
(con®'d)  FUNDS FROM LENDING INSTITUTIONS, 1953-1959

Variables Notation 1957 1958 1959

Groass Mortgage Flow
(Millions of Dollars)

Banks my, 1ks 26k 239
Life Co.'s m 4l 410 500
Loan, Trust and my 195 297 352
Cther Co.'s
Aﬁssiﬁ_iian‘_%>
Banks Ay 10 , 308 10,812 12,089
Life Co.'s A 6,035 6 , S 7,066
Loan, Trust and A, 1,798 1,896 2,188
Other Co.'s
Banks My, 493 86 790
Life Co.'s M 2,408 2,660 2,875
Loan, Trust and Mo 820 866 990

Qther Co,!'s

Secondary Market
Saleg - mil

Banks Sp 4o 3y 37
Life Co.'s 81 9 g 2
Loan, Trust and So 12 6 3
Other Co.'s
Agget Growth r
Annum)
Banks dp 5% 12% -0.3%
Life Go.'s Q 8% 8% 6%
Loan, Trust ?nd q, 5% 15% 2%
Qther Co.'s
Net Investment in
ort es = of
Annual Agsset Growth)
Bankse 1, 18% 16% 4234
Life Co.'s 4 EO% % 60%
Loan, Trust and 1, Log 75%
Other Co,'s
TR ST
tanding Portfo
Banks Iy 2% )4-% 3%
Life Co.'s ry 2 8
Loan,Trust &0ther Co.'s r, 159 18% 20%
Source: Central Mortgage and Housing Corporation, Canadian

Housing Statistics (OTTAWA), Bank of Canada,
tatigt;cg; Summary (OTTAWAY,

r!
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The analysls which follows will be conducted on the
agssumptlion that a combination of monetary-fiscal policy
which leads elther to accelerated growth in the assets of
lending instltutions active in the mortgage market or to a
rise in the proportion of assets that these institutions
devote to lnvestment in mortgages, will lead to an incresased
flow of mortgage funds and will thus be deslignated as
favourable to the flow of mortgage funds, A combination on
monetary-fiscal policy that leads to a slowdown in the as-
set growth of lending institutlions or a reduction in the
proportlon of assets devoted to mortgages, will be desig-

nated as unfavoureble to the flow of mortgage funds,

MONETARY-FISCAL POLICY COMBINATIONS

Theoretically, the following different combinations

(2)

of monetary-fiscal pollicy can be distinguished. An

'eagsy! money policy combined with & budget surrlus, a bal-
anced budget or a budget deficit, A 'neutral'! money policy
combined with a budget surplus, a balanced budget, or a
budget deficit, A 'tight' money policy combined with a
budget surplus, a balanced budget, or a budget deficit.

(2) For an up-to-date analyels of the impact of
monetary-fiscal policy on the seconomy see, The Report of

the Commlssion on Money and Credit, Money and Credit; Their

Influence on Jobs, Prices %gd Growth, Prentice Hall, Inc,,
Englewood Cliffs, N.J,, 1961),
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The theoretical impact of each of these cominations

1s consldered below,

EASY MONEY PCLICY

An easy money policy, taken in isolation, should be
considered favourable for an increased flow of mortgage
funds, As an easy money period 1s defined as a period dur-
ing which the money supply lncreases at a relatively rapid
rate, it willl be reflected in a relatively rapid increase in
the assets of chartered banks, in recent years, one of the

more important lenders on mortgage account.

The bulk of the money supply 1s composed of de-
roslts with the chartered banks, These deposits in turn re-
present about 95% of the total 11ab111tiée of the chartered
banks, As total liabilitlees must equal total assets in a
balance sheet, that part of the money supply which 1s com-
posed of deposits with the chartered banks 1s also equal to
about 95% of the assets of chartered banks. An easy money
pollicy will thus be reflected not only in a relatively rapid
increase in the money supply but also in the relatively
rapld increase in the assets of chartered banks, one of the

more important lenders on mortgage account since 1954.(3)

(3) Thus during 1958, the major assets of the chart-
ered banks increased by $1.28 billion, while the money sup-
ply - measured by total deposlits with chartered banks plus
currency held outside the banks - increased by $1.32 billion,
From the end of 1953 till the end of 1959, major assets of
chartered banks increased by $3.42 billion, while the: money
supply increased by $3.40 billion, Bank of Canada, Statis-

1900),

tical Summary - Financial Supplement, 1959, (OTTAWA,
pages 19-3%,
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Thie rapid increase in chartered bank assets may also be
reflected in a more rapid asset growth of other financlal
institutions that accept deposits from the publiec, e.g.,
trust and loan companies.(u) This could occur as members
of the public shift some of their deposlts with chartered
banks to loan and trust companies, as these latter pay
higher interest rates on their deposits,

An easy money policy will thus tend to increase the
flow of funds accrulng to finenclael institutions important
in the mortgage lending field, enabling them to make more

mortgage loans,

EASY MONEY POLICY COMBINED WITH BUDGET SURPLUS

A period of budget surplus 1s here deflned as a
period during which the amount of government securitles out-
standing in the capital market 1s reduced, That 1s the ex-
cess of income over expendlture on the part of government
ig used to reduce part of the outstanding debt. A budget
surplus, as here defined, willl thus lead to a reduction in
the demand for funds from a source that competes with mort-
gages in the capltal market. It will thus be favorable to

an increased flow of mortgage funds, as it willl permit

() Thus net changes in the major assets of chart-
ered banks in each of the years from 1953% to 1959, was, .52
billion, .62 billion, 1,01 billion, .05 billion, .50 billion,
1.28 b©illion, -.05 billion, The net changes in assets of the
trust companies the same years was .01 billion, .15 billion,
.09 billion, .03 billion, 18 billion, .11 billion, Bank of
Canada, Statistical Summary (OTTAWA), and Central Mortgage

and Housing Corporation, Cansdian Housing Statistics (OTTAWA,

18t quarter and annual issues).
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financial institutions to incresse the proportion of thelr
agset growth which they are willing to invest in mortgages.

This particular combination of monetary and fiscal
poiicy can therefore definitely be considered as favourable

to the flow of mortgage funds.

EASY MONEY POLICY COMBINED WITH BALANCED BUDGET

A balanced budget period 1s here defined as a period

during which the amount of government securities outstanding
remalns unchanged, This does not mean that no new government
securities will be issued during the period under considera-

tion, but that gross new lssues will be exactly counter-
balanced by retirements, In other words the emphasis here
will be on the cash budget - which included loans made to
crown corporations ete, - rather than on the administrative
budget, which does not include the above ltems,

This combination also should lead to an increase in
the flow of mortgage funds, The easy money part of the
policy will lead to an increase 1n the assets of the finan-
clal institutions making mortgage loans, while the fact that
the amount of government securltles outstanding is not in-
creased, will mgke 1t easler for financial institutions to
increase the proportion of thelr asset growth, which they de-
vote to investment in mortgages. In other words as a result

of the easy money polley financial institutions will have

more funds to invest, As there 18 no increase in the amount
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of federal government securities outstanding - the budget
assumed to be in balance - competition for the funds avall-
eble to the financisl institution will be lessened and more
funds wlll be potentislly avallable for investment in mort-
gages, These funds could of course also be invested in
other long-term portfollo investments, e.g. provincial bonds,
municipal bonds or corporate bonds. The focus in this
chepter 1s however placed on the relationghip between mort-
gage investments and lnvestments in federal government

securities,

EASY MONEY POLICY COMBINED WITH BUDGET DEFICIT

A period of budget deficit is here deflned as a
perlod during which the amount of federal government securi-
tiee outstanding is increased. From the point of view of
mortgage lending, monetary and fiscal policy here work at
cross purposes.(5) Thus, while the easy money policy which
leads to a more rapid growth in the assets of financial in-
stitutions, will be.favorable to an increased flow of mort-
gage funds, the increase in government securities outstanding
will compete with mortgages in the capital market, and will

thue offset the favourable effect of easy money.

(5) This 1is recognized in the mortgage market litera-
ture, see for instance, L. Grebler and 0. Jones, The Second-
ary Mortgage Market, Purpoge, Performance and Potential,
(University of California, 1961), page 0.
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The problem thus 1g to devise a measure that will
show which of these two forces is dominant, the favourable
effect of the easy money policy, on the unfavourable effect
of the budget deficlt., It can be argued that if after de-
ducting from the total assets of financial institutions that
fraction of the increase in government debt outstanding
which corresponds to the fraction these institutions had
invested in government bonds in the previous year, the
perlod can sgtill be described as an easy money period, then
this combination can be said to be favourable to an in-
creased flow of mortgage funds, and vice-versa. It 1s felt
here that deducting the total increase in government se-
curities outstanding from the assets of financlal institu-
tions would give undue welght to flscal policy as financiel
institutions are not the only purchasers of government
bonds, It is therefore suggested here that the approprisate
welght to be applied is the proportion of assets that the
financial institution had invested in government securities
in the year previous to the one being considered. Thus
the welght given to fiscal policy increases when the pro-
portion of assets financial instltution invest in govern-
ment securities increases, and diminishes when the propor-
tion of assets invested in government securities diminishes.

An easy money pollicy combined with a budget deficit
can thus be elther favourable, unfavourable or neutral,

with respect to its influence on the flow of mortgage funds,

depending on the particular policy mix,
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NEUTRAL MONEY POLICY

A neutral money policy is theoretically described as
a monetary policy that permits money to perform its functions
of medium of exchange, unit of account and store of value,
without affecting the economy in any way. Thus, theoretically
a neutral money policy willl neither accelerate nor retard the
agset growth of financial institutions, It will thus be
nelther favourable nor unfavourable to the flow of mortgage

funds,

NEUTRAL MONEY POLICY COMBINED WITH BUDGET SURPLUS

This combinatlon can be considered as favouring an
increased flow of mortgage funds, ~ While no stimulus 1is
given by the monetary policy, a budget surplus will reduce
the competition for long-term funds that mortgagee must face
in the capital market, and will therefore permit the filnan-
clal institutlons to i1ncrease the flow of funds allocated to

mortgages.

NEUTRAL MONEY POLICY COMBINED WITH BALANCED BUDGET

The neutral money policy part of the comblnation will
not affect the flow of mortgage funds in elther direction.
The balanced budget part of the combination on the baslis of
the deflnition here adopted, i.e. a budget policy that leaves

the amount of government securlties outstanding unchanges, as
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it will call for no adjustment to the assets of financial
institutions 1s here also considered as having a neutral
effect on the flow of mortgage funds., This combination is
therefore assumed to be neutral with respect to its affect

on the flow of mortgage funds from financial institutions,

NEUTRAL MONEY POLICY COMBINED WITH BUDGET DEFICIT

Here agaln, the neutral money policy part of the
combination will not affect the flow of mortgage money in
elther direction, The budget deficit part of the comblna-
tion will, however, be detrimental to the flow of mortgage
funds, As the amount of capital market lnstruments com-
peting with mortgages in the capital market will be in-
creased, while the assets of the lending instltutions
making mortgage loans will not increase at more than the
neutral rate, thls policy combinatlon must be labelled un-

favourable to the flow of mortgage funds,

TIGHT MONEY POLICY

A tight money policy, taken by 1tself should be
consldered unfavourable for an increased flow of mortgage
funds. A tight money period is here defined as a perilod
during whieh‘the money supply either decreases, or does
not 1ncrease, or increases at less than the neutral rate.

This will be reflected in parallel movements in the assets
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of lending institutions as a whole, The asset growth of
lending institutions willl thus be less than usual, A
tight money policy taken by 1tself must therefore, in the
framework of the present analysis, be considered as un-

favourable to the flow of mortgage funds.

TIGHT MONEY POLICY COMBINED WITH BUDGET SURPLUS

While the tight money part of the policy is unfavour-
able to the flow of mortgage funds, due to its effect on the
rate of asset growth of financial instltutions active in
mortgage lending, the surplus budget part of the policy will
be favourable to the flow of mortgage funds, because it en-
ables lending institutions to devote & larger share of theilr
asset growth to mortgage lnvestments. Whether this particu-
lar combination is favourable or unfavourable to the flow of
mortgage funds will thus depend on the proportions with which
tight money 1s mixed with budget surplus,

Again the problem is to devise a measure that will
show which of the two forces 1s dominant, the unfavourable
effect of the 'tight' money policy or the favourable effect
of the budget surplus., As before, the weight assigned to
fiscal policy willl be determined by the proportlion of agsets
financlal institutions had invested in government securities
in the previous year. It will therefore be argued that 1if

after adding to the assets of lending institutions the amount

by which government securities outstanding have been reduced,
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adjusted for the ratlo of government securities to total
assets the prevlous year, the period can be characterized

as a neutral money period, then this combination of monetary
and fiscal policy does not affect the flow of mortgage funds
in eilther directlon. If as a result of this policy combina-
tion, the adjusted assets of lending institutions msgke 1t
possible to characterlize the period as an easy money period,
then thls combination can still be considered favourable to
the flow of mortgage funds, If on the other hand, as a
result of thls policy combination the adjusted assets of
lending institutions still lead us to characterize the period
as a tight money period, then this policy mix must be con-

gidered unfavourable to the flow of mortgage funds,

TIGHT MONEY POLICY COMBINED WITH BALANCED BUDGET

As the 'tight' money policy will restrain the asset
growth off the lending institutions active in the mortgage
field, this part of the pollicy wlll be unfavourable to
mortgages. As there are no changes in government securi-
ties outstanding during the period, there are no adjustments
to be made to the assets of lending institutlons, and there
is nothing to modify the unfavourable effect of the tight
money policy. Therefore, this combination must be consid-

ered unfavourable to the flow of mortgage funds.
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TIGHT MONEY POLICY COMBINED WITH BUDGET DEFICIT

This policy mix will be unfavourable to the flow of
mortgage funds. The tight money policy will retard the
asget growth of the lending institutions, and 1f severe
enough, may actually cause them to decline, while the budget
deflcit part of the policy will mean that a greater quantity
of federal government bonds will somehow have to be ab-
sorbed, This policy mix will therefore be unfavourable to
the flow of mortgage funds on both scores - retarded asset
growth of lending lnstitutions and a decline in the propor-

tion of assets devoted to mortgage investment,

MONETARY-FISCAL POLICY MODEL

We are now faced with the problem of making the
analytical framework in which monetary and fiscal policy was
discussed in this Chapter, operational in the sense of using
it to describe the historicel data, In order to do thls, we
must put the varilous mixtures of monetary-fiscal policy in
quantltative and therefore measureable terms,

The definitions adopted here were chosen for opera-
tional reasons, No attempt will be made to delve into the
theoretical discussions that have revolved around the prop-
er definition of the money supply or the problem of where

the borderline between !'tight! and 'easy' money 1is,
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A '"neutral! money policy is here considered as a
policy that leaves the income veloclty of money unchanged
from one year to the next, Income velocity willl be calcu-
lated in a somewhat unorthodox way, namely by taking the
ratio of total financial institutions' assets over Gross
Natlonal Product. The reason for using financlal institu-
tions' assets rather than money supply is the fact that the
whole analytical argument.has here been made in terms of
the impact of monetary policy on assets of lending institu-
tions,

The concept of a balanced budget 1s again defined
as a period during which the volume of government debt out-
standing remalins unchanged. This is in conformity with the
argument advanced before that fiscal pollcy makes 1ts im-
pact on the mortgage market through the competition 1t
offers mortgages in the capital market for the investment
dollar of the flnancial institutions, The various possible
monetary-fiscal policy mixtures discussed before are pre-

gsented below in notational form,

NOTATIONAL PRESENTATION OF POSSIBLE MONETARY POLICIES

Y =Y

“t =1 "% = iNeutral Money Policy
Ag -1 Ag

Y Y

-1t tTight' Money Policy
Ay - Ag

T - 1Nt - tEasy' Money Policy

At -1/ A
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Y - 1 Gross National Product in the previous year,

Yy Gross National Product in the current year,

At _ 1 Agssets of financial institutlons in the previous
year,

Ag Assets of filnanclisal institutions in the current
year.

NOTATIONAL PRESENTATION OF POSSIBLE FISCAL POLICIES

= Balanced budget
= Budget deficit

2
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1
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= Budget surplus
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Gt - 1 = Government securities outstanding in previous year,

Gg = Government securities outstanding in current year,

G£ 1 Government securities held by financiel institu-
tions in previous year,

NOTATIONAL PRESENTATION OF COMBINED MONETARY-FISCAL POLICIES (&)

Where Yt - 1 - _ Y
At -1 Ag - [(Gg - Gg - 1) (ef

e

.

, th
...At-l)J

combined monetary-fiscal policy 1s neutral with respect to the
flow of mortgage funds,

(6

) The notationsl presentation of the combined mone-
tary-fiscal poliey merely puts into notational form the argu-
ments presented in the previous section, The gulding principle
is simply that where the income velocity of money measured here
by relating assets of financial institutions to Gross National
Produce - adjusted for changes in the amount of Federal Govern-
ment securitlies outstanding - remains unchanged from one year
to the next, the combined monetary-fiscal policy 1s Judged to
be neutral in its effect on the flow of mortgage funds from fi-
nanclal institutions, When this income velocity declines the
effect on the flow of mortgage funds 1s Judged to be favourable,
When this income veloclty increases, the effect on the mortgage
flow 1s Judged to be unfavourable,
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Where Yt - 1 Yt , the

Ay - <:I*_ Gt - Gt - 34
t - 1 t - L(Gg t - 1) ( T M 1{]

combined monetary-fiscal policy is unfavourable with respect
to the flow of mortgage funds,

Where Yg - 1_>> Yy the
_ A _ _ Gg o ry ;
SRR (LTI RN DA A S|

combined monetary-fiscal policy is favourable with respect to
the flow of mortgage funds,

MONETARY-FISCAL POLICY MIX AND MORTGAGE
COMMITMENTS BY LENDING INSTITUTIONS, 1953-1959

Now that the analytical concepts have been gliven op-
eratlional meanling, 1t 1s posslble to see whether they help
to explain the actual historical mortgage lending pattern of
financial institutions. Table 25 gives the historical mort-
gage commitment data for the financial institutions for the
years 1953-1959 and the monetary-fiscal policy that charac-
terizes each of the years on the basis of the definition‘
adopted above, The data selected for examination are those
on mortgage commitments made by lending institutions, The

resson for choosing mortgage commitments is that any change
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TABLE 25: MONETARY-FISCAL POLICY AND MORTGAGE
COMMITMENTS,® 1953-1959
Adjusted In- Federal
come Velocity Government  Type of Effect Mortgage
Year of Financial Securities Monetary- on Commit-
Institutions Outstanding Fiscal Mortgage ments (
Assets ($ BAllions) Policy Flow Millions
1953 1.63 15.64 'Easy' Mon- Favour- 581
ey Budget able
Deficit
1954 1.49 15.47 ‘'Easy' Money Favour- 90k
Budget able
Surplus
1955 1.46 16.00 'Easy'Money Favour- 1,195
Budget able
Deflcit
1956 1.56 15.23 !'Tight' Money Unfav- 998
Budget ourable
Surplus
1957 1.56 15,17 ‘'Neutral! Neutral 771
Money Budg-
et Surplus
1958 1.4 16,42 'Easy'! Money Favour- 1,192
Budget able
Deficit
1959 1.52 17.14  'Tight! Unfav- 1,083
Money Budg- ourable
et Defleit

% Commitments of life, loan and trust companies and charter-
ed banks,

oS Ad justed income velocity of financlal institutions calcu-
lated as indicated in the text.

Source: Federal government securities outstanding, Bank of
Statiatical Summary (OTTAWA), Mortgage Commlt-
ments: Central Mortgage and Housing Corporation,

Canadiaen Houging Statlsticg (OTTAWA),

Canada,
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in the investment policles of lending institutions shows up
first in the commitment data as explained before in Chapter
ITI.

1953: 'EASY' MCNEY COMBINED WITH BUDGET DEFICIT

As was pointed out before the easy money part of this

policy should be favourable to the flow of mortgage funds,
while the budget deflcit part of the policy should be un-
favourable to that flow, The slze of the budget deficit on
the basis of the definition here adopted was $.45 billion,
To allow for this deficit, the assets of lending institutions
have to be adjusted downwards by 28% of the $.45 billion (the
proportion of assets held by lending institutions in the form
of government securities in the previous year). After this
adjustment 1s made, the income veloclty of lending institu-
tions' assets, stlll show a decline, Thus, in terms of the
enalysis adopted here, this policy mix can stlll be regarded
as favourable to the flow of mortgage funds, The data on
mortgage commitments by lending institutions show that these
commitments d1d indeed increase from $503 million in 1952 to
$581million in 195%, The pattern of mortgage lending during
the year therefore conforme to the pattern our analysis

would lead us to expect,
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1954: 'EASY'! MONEY POLICY COMBINED WITH BUDGET SURPLUS

This type of policy combination it was shown ear-
lier will definitely be favourable to the flow of mortgage
funds, On the one hand, the !'easy! money part of the
policy will leed to a rapid growth in the assets of lending
institutions, on the other hand, the budget surplus part of
the policy will mean that mortgages wlll have to face less
campetition for the investment dollar of lending institu-
tions, The historical data bear out this expectation., Mort-
gage commitments from lending institutions increased from
$581 million in 195% to $904 million in 1954, This sharp
increase in mortgage commitments from lending institutions
is, however, not due solely to the favourable monetary-

fiscal climate. A new Housing Act (NHA 1954) was passed
during the year permitting chartered banks to make NHA mort-
gage loans., As the chartered banks were previously not
permitted to make mortgage loans, this meant a conslderable
increase in the lending potentlal of institutions active in
the mortgage field, However, even if allowance 1s made for
the entry of the chartered ba nke into the mortgage field,
by deducting the $158 million mortgage loans approved by
banks during 1954, non-bank lending institutions increased
their mortgage commitments from $581 million during 1953 to
$746 million during 1954,
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1955: 'EABY' MONEY PCLICY COMBINED WITH BUDGET DEFICIT

This is the same policy combination that prevailled
during 1953, As was polnted out before from the point of
view of the flow of mortgage funds the outcome depends on
the particular mix of the two policies., The budget deficit,
on our definition, was again of substantial size,}53 billion,
However, after adjusting the assets of lending institutions

for the deficit (by deducting $.53 billion X 26.5%) these

assets still indicated an 'easy! money policy.

The 1955 situation can thus be described as favour-
able to the flow of mortgage funds, The historical date
on mortgage commitments from lending institutions bear this
out. These commitments incressed from $904 million during

1954 to 41,195 million during 1955,

The magnitude of thls increase was perhaps, due 1n
part to the fact that the chartered banks, who were still
relatively new to mortgage lending, utilized the favourable
monetary-fiscal climate to build up their NHA mortgage port-
follo at a rapld rate, However, even if allowance 1s made
for the $326 million mortgage commitments of the chartered
banks, we find that the non-bank financial institutions 1n-

creased thelr mortgage commitments from 3746 million Quring
1954 to $869 million during 1555,
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1956: 'TIGHT' MONEY POLICY COMBINED WITH BUDGET SURPLUS

When this type of policy combination was discussed
before it was pointed out that the tight money part of the
policy would be detrimental to the flow of mortgage funds,
while the budget surplus part of the policy would be favour-
sble, The final outcome would depend on the particular
policy mix., On the basis of the analysis adopted here, the
policy mix during 1956 must be Judged unfavourable to the
flow of mortgage funds, Thus the budget surplus, although
of considerable magnitude, $.77 billion, was not sufficient,
when the appropriate adjustment is made to the assets of
lending institutions (by increasing their assets by $.77
billion X 22%) to outweigh the adverse effect of the 'tight'
money policy. Again, the historical data support this con-
clusion, for mortgage commitments from lending institutions
declined from $1,195 in 1955 to $998 million during 1956.

The analysis of the mortgage dats has so far been
carried out in terms of the supply of mortgage funds, One
cannot, however, neglect the possibility that the decline in
the mortgage flow was due to & decline in the demand for
mortgages. Thus, it can be argued that the 'tight' money

policy successfully curbed the demand for mortgage funds., It

can further be argued that the budget surplus contributed to

a further decline in demand by withdrawing funds from the

income stream, It 1s, however, difficult to malntain this
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argument as incomes continued to increased during the year.(7)
This would suggest that the 'tight' money -budget surplus
combination d4id not in fact have an adverse effect on in-
comes, and therefore also had no adverse effect on the de-

mand for mortgage funds,

1957: 'NEUTRAL' MONEY POLICY COMBINED WITH BUDGET SURPLUS

When this combination was discussed in the previous
gection 1t was argued there that the 'neutral! money part of
the policy would not affect the flow of mortgage funds either
way, while the budget surplus part of the policy would be
favourable to the flow of mortgage funds, so that the com-
bination as a whole should be consldered favourable to the
flow of mortgage funds. When we look at the historical
data, however, we see that mortgage commitments from lending
institutlons continued the declline started in the previous
year, from $99& million during 1956 to $771 million in 1957.
This is contrary to the results one would expect on the

basis of the analysis adopted above,
It 1s possible to argue that the 'neutral' money
policy followed a period of 'tight' money, and can thus be

(7) Per caplta personal dlsposable income increased

from $1,160 during 1955 to $1,250 during 1956. Based on data

reprinted from Dominion Bureau of Statistics publicatlons in
Bank of Canada, Statistical Summary - Financial Supplement

for 1 (OTTAWA). pages 123 and 129,
Persoggg disposable income during 1955 was $18,298 million,

during 1956 1t was $20,153 million. Canada's population during
1955 was 15,698,000 and had risen to 16,081,000 during 1956,




136,

regarded as a mere continuation of that policy begun a year
earlier. Also the annual data hide the fact that monetary
policy was not eased until late in the year, around August,
after the investment decisions of financlal institutions
affecting the current year, had been largely declded. No re-
course will be had here to the above argument, however, This
year merely points up the fact that monetary and fiscal
policies, although extremely important, are not the only in-
fluences that affect the flow of mortgage funds, Demands
from other sectors of the economy are also important, The
whole analysis here has repeatedly emphasized that fiscal
policy makes 1ts lmpact on the flow of mortgage funds by
varying the competition that mortgages have to face in the
capital market from Federal Government securities, Mort-
gages compete 1n the capital market not only with Federal
Government securities, however, Provinclal bonds and munl-
cipal bonds, as well as corporate bonds also compete with
mortgages in that market, as was pointed out in Chapter III.
It can be argued that during 1957, it was the strong com-
petition from corporate bonds, rather than the monetary-
fiscal climate, that led to the continued decline 1in the
flow of mortgage commitments from lending institutions,
Thus, the net flow of corporate bonds increased from 8.8
billion in 1956 to $.97 billion in 1957.

The whole complex of demand and supply forces 1is

mirrored continually in the capltal market by the relative
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interest rate structure of the various classes of capital
market instruments, While the monetary-fiscal policy com-
bination undoubtedly influences the level and structure of
yields in the caplital market, the demand for funds from the
Junior governments and the corporate sector must also be
taken into account. The filnancial institutlons take this
foree into account by adjusting their lnvestment decisions
on the basis of the yleld structure in the whole capital
market, not merely the yleld on federal government bonds.
This will be discussed further in Chapter V where monetary
policy 1s considered 1in greater detall,

The historical data on the flow of mortgage funds
from lending institutions during 1957, although they behave
contrary to our expectations when only monetary and fiscal

policy are taken 1into account, thus merely draw our atten-
tion to the fact that these are not the only influences af-
fecting the flow of mortgage funds. They also bring to our
attentlon the point that a decline in the flow of mortgage
commitments from lending insgtitutions cannot always be
blamed on the prevallling monetary-fiscal policy.

As before, the foregoing analysis concentrates on
the supply side of the mortgage market., Again, 1t is pos-
sible to argue that the budget surplus operated to reduce
incomes, and thereby also the demand for mortgages, Demand

for mortgage funds was however strong throughout 1957. This
can be seen from the fact that the Bank of Canada felt it
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necessary to use moral suaslion to persuade the chartered
banks to commit at least $150 million to the mortgage
market.(s) This demonstrates quite clearly that the con-
straints on mortgage lending during 1957 came from the

supply slde and not the demand side.

1958: 'EASY' MONEY POLICY COMBINED WITH BUDGET DEFICIT

This type of policy combination 1is similar to the
policy prevalling during 1953 and 1955, It was argued there
that the easy money part of the policy can be considered
favourable to the flow of mortgage funds, while the budget
deflclt part is unfavourable. The eventual outcome was sald
to depend on the particular mixture of the two policies. The
budget deflcit during 1958 was very large indeed, as govern-
ment securities outstanding increased by $1.25 billion dur-
ing the year, One has to go back to the war years to find
an equivalent lncrease in government debt outstanding in any
one year, Monetary expansion was, however, also extremely
rapid., Indeed, the Governor of the Bank of Canada, in his
annual report of that year, indicated that large scale mone-
tary expansion was permitted for the sake of carrying out

the fiscal policy decided upon.(9) Thus, after making the

(8) See Bank of Ganada ort of the Governor

to the M;g;gggr of Finance for the Ye 957 OTTAWA, 195
page 2

(9) gee Bank of Ganada, Annual Report of the ﬁozgg?g;
to _the Minister of Finance for the Year 1958 (OTTAWA, 1959),

page 5.
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appropriate deduction from the assets of lending institu-
tions, to take account of the prevalling fiscal policy
($1.25 billion X 16.4% has to be deducted from these assets
on the basis of the formula suggested earlier) these assets
still indicate an 'easy! money policy. On the basis of the
present analysis the monetary-fiscal policy combination pre-
valling during 1958 must therefore be judged favourable to
the flow of mortgage funds, desplte the unusually large
budget deficit incurred during the year. The historical data
on mortgage commitments from lending institutlons bear out
thls analysis. These commitments, increased from $771 mil-
lion in 1957 to $1,192 million in 1958,

Again 1t can be argued that the lncrease 1ln mortgage
lending was due partly to the income effects of the kasy'
money-budget deficit policy mix, Thus both the 'easy' money
and the flscal deficit part of the policy would tend to in-
crease income, The favourable income effect would then lead
to an increase in the demand for mortgage funds., It 1s here
considered, however, that the underlylng demand for mort-
gages was strong throughout the whole perlod reviewed (1953~
1959) and that changes in mortgage commitments were dominated
by changes on the supply side, Central Mortgage and Houslng
Corporation's annual report for 1958 in describing mortgage
lending activity during 1958 put it this way,
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"The underlying strength of conditions in the hous-
ing market was reflected in the ease with which, th
larger supply of mortgage funds was taken up.' (10

1959: 'TIGHT' MONEY POLICY COMBINED WITH BUDGET DEFICIT

When the type of policy combinatlon was discussed
earlier 1t was argued that this policy combination is defi-
nitely unfavourable to the flow of mortgage funds, The
‘tight! money part of the pollecy would retard the asset
growth of financial institutions zective in mortgage lending,
while the budget deficlt part of the policy would increase
the competition that mortgages have to fact in the capital
market by 1ncreasing the amount of government securlities that
have to be absorbed in the capital market. Once more the
historical data on mortgage commitments by lending institu-
tions bears out this analysis, These commlitments declined
from $1,192 million in 1958 to $1,083 million in 1959. Con-
sidering the fact that the monetary-fiscal climate was de-
finitely unfavouradble to the flow of mortgage lending, the
recorded decline is rather small, This is due to the fact
that competitlon from non-government sources declined during
the year as net new lssues of corporate bonds declined from
$.65 billion during 1958 to $.16 billion during 1959. We

are reminded once more that, although the monetary-fiscal

(10) Central Mortgage and Housing Corporation, Annual
Report to the Minister of Public Works for the Year 19r8

(OTTAWA), page 9.
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climate is usually the dominant influence, as far as the ef-
fect on the flow of mortgage funds ls concerned, other fac-
tors, particularly the demand for funds from corporations,
must be taken into account, All these factors are usually
taken into account by contrasting the flow of mortgage com-
mitments from lending institutions with the yleld differen-
tials between mortgages and yields in other sectors of the
capital market. Thls was not done here because it was de-
geired to analyse the combined influence of monetary and
fiscal policy, and show the channels through which these
policies affect the flow of mortgage funds, The relation-
ghip between yield differentials and the flow of mortgage
commitments willl be discussed 1n the next chapter.

Again 1t can be argued that the decline in mortgage
comnmitments can equally well be explained by the adverse
income effects of the tight money part of the policy not
completely offset by the favourable lncome effect of the
pudget deficit part of the policy. Once more it will be
reiterated here that demand for mortgages was not seriously
impalred by the prevalling monetary-fiscal climate, As a
metter of fact mortgage loan applicationsto CMHC depleted

the parlliamentary appropriations during that year.(ll) The

volume of loan appllications was 8o heavy that by October

(11) Central Mortgage and Houslng Corporation
Canadian Housing Statistics (OTTAWA, L4th quarter 19595,

page ©,
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30th, sufflclent were on hand to taeke up, in the next few
months, all the funds remaining of the $1 billion sanctioned
by Parllement. Thls demonstrates qulte clearly that once
more changes in the supply of mortgage funds dominated the
mortgage market.(le)

DIRECT GOVERNMENT LOANS

The foregolng analysis did not distinguish between
an increase in government securities to finance the whole
gamut of government activities, and an increase for the
gake of utilizing the funds to maske direct government mort-
gage loans., These so-called direct loans made via Central
Mortgage and Housling Corporation must now be mentioned
briefly.

The National Housing Act 1954, as subsequently
amended, provides for government funds to be channelled into
the mortgage market via CMHC. Basically, the guiding prin-

cirle has been to make funds available in areas where

(12) For an even stronger expresslon of this point
of view see Central Mortgage and Housling Corporation, nu
Report to the Minister of Publlc Works for the Year 1960

(OTTAWA), pages 7-10. The followlng extract from that re-
port summaries the view expressed there, "A powerful current
of demand for new housing characterized the fifties., The
actialvolume of lending ... and the consequent volume of

house-building, were determined largely by what lenders would
invest ..., rather than by the demand for loans. Demand re-
mained half-concealed therefore,lts full latent strength unknown,
its dynamic trend hidden, as long as the avallable mortgage
money supplies were lnsufficient to articulate the whole of
it.% Central Mortgage and Housing Corporation, ibid., page 7.
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financial institutions are not willing to lend (small rural
centres) or in time periods when institutions cut down on
their mortgage lending, and direct a greater proportion of
their accrulng resources to other investments, These direct
government funds are typlcally avesllable for new construc-
tion only, This implies the principle that all purchasers
of new dwellings have at all times the right to obtaln loans
under the prevailing NHA terms. This princirle was modified
durlng part of 1960, when direct loans were avallable only
to prospective home owners earning $5,000 or less per year.
Funds made avallable to the mortgage market in this way are
obtalned from the Federal Government's Consolidated Revenue
Fund, and therefore contribute towards lncreases in Federal
Government bonds outstanding, These direct lcane can thus
affect the type of fiscal policy followed in any one year,
As a result of these direct loans, the flow of mort-
gage funds has been protected from adverse influences,whether
originating in the prevalling monetary-fiscal climate or in
a. heavy demand for funds from the corporate sector, In the
gbove analysis, the decline in the flow of mortgage funds
from lending institutions during 1957 was described as |
originating not from an adverse monetary-fiscal climate, but
from the rapld expanslion in the demand for corporate funds.
Nevertheless, direct loans were vastly expanded during the
year, with mortgage commitments from CMHC increasing from

$20 million in 1956 to $235 million in 1957. During 1959,
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when on the basis of our analysis the monetary-fiscal cli-
mate could be deslgnated as unfavouraeble toc the flow of
mortgage funds, the unfavoursble climate was also largely
offset by direct loans from CMHC, wlth commitments of $367
million, It can therefore be argued that the flow of mort-
gage funds 1n the perliod here under consideration, 1953%-
1959, was well protected from adverse influences of any kind,
whether they originated in the private sector of the economy

or were the result of prevalling monetary-fiscal policy.
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CHAPTER V
MORTIGAGES AND THE MONEY MARKET

In the previous Chapter the emphasis was placed on
devising a framework that would permit anselysis of the com-
bined impact of monetary-fiscal policy on the mortgage mar-
ket. The framework devised for that purpose emphased the
impact of monetary policy on the asset growth of financial
vinstitution, In this Chapter the emphasis will be placed
on monetary policy alone and the way in which the effects
of monetary policy are transmitted to the mortgage market,
via the money market and the capital market,

Before delving into the interrelationships between
the money and capital markets, 1t is necessary to describe
briefly the objectlivesof monetary policy, the weapons at
the disposal of the Canadlan monetary authorities to achieve
these objectives, and the money market itself, the main
srena where the monetary authorities operate, As we are here
mainly concerned wlth the Canadian situation the references

will be mainly to Canasdian sources,

OBJECTIVES AND TECENIQUES OF MONETARY PCLICY

OBJECTIVES OF MONETARY POCLICY
Basically the monetary authorities objectives are(l)

to promote and maintain high levels of employment and income

(1) The oblectlves of monetary policy listed in the
text are based on E.P, Neufeld, Bank of Canada Operations,
1935-1954 (TORONTO, 1955), Chapter 2, pages 16-35, Profes-
gsor Wm, C. Hood lists the same objectives in Financing of
Economic Activity in Canada (Royal Commission on Canada's
Economic Prospects, OTTAWA, 1958), pages 27-28.
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as well as price stabllity. In addition the monetary author-
ities are also charged with the duty of helping to finance

the federal government and to manage the national debt, As

a corollary to managing the natlional debt the monetary au-
thorities are also interested in maintailning orderly condi-
tione in the government bond market, Monetary poliey in
Canada 1s executed via the Bank of Canada. The Bank of Canada
1s also responsible for implementing the exchange rate policy
of the country, This latter function will, however, be large-
1y ignored here,

The major objectives of monetary policy listed above
namely maintaining high levels of employment, price stabll-
ity, and orderly conditions in the government bond market can
at times come into conflict.(e) Where such conflict of ob-
Jectives occurs the monetary authorlties are faced with the
additional task of deciding which of the objectives should
be given priority at any particular time. Thus 1t has been
gerlously qQuestioned recently whether the objective of main-
taining high levels of employment and malntalning price
stabllity are oompatible.(3) The suggestion that these two

objectives may be incompatible arises out of the fact that

(2) E.P. Neufeld, op, cit., page 34,

(3) "are the three major elements of our economic
goal compatible with each other" 1s the question posed by
Neil H. Jacoby as editor of United States Monetary Policy -

Its Contribution to Prosperity Without Inflation (The
American Agsembly, Columbia University, N.Y., 1958), page 5.
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the maintenance of high levelsof employment may involve
large increases in the money supply to bolster demand,
while the maintenance of price stabllity may dictate no in-
crease in the money supply or even a reductioﬁ in the money
supply. The objective of financing government activities
may also come into conflict with the objective of maintain-
ing price stability, Thus the Governor of the Bank of
Canada has stated that the large increase in the money sup~
ply during 1958 was a result of the federal government's
financial requirements, and by implication possibly pre-

judiced the objective of price stability,(H) It 1is clear
from the above description of monetary objectives that the

monetary authorities cannot be expected to take into ac-
count only or even mainly what effect thelr action will
have on the mortgage market. On the whole, monetary policy
will be decided on other grounds and the mortgage market
must adjust to it. There are exceptions, however, such as
in 1957 when the Governor of the Bank of Canada assured
the chartered banks that sufficlent reserves would be made
available to them to permlt them to make mortgage commit-

ments of $150 million during the year. Thls episode is re-

ferred to later in this Chapter,

1
() Bank of Canada, Annual Report to the Minister of
Finance for the Year 1958 (OTTAWA), page 28,
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TECHNIQUES OF MONETARY PCLICY

The monetary authorities will in the main try to
achieve thelr objectives by controlling the cash reserves
of the chartered banks, This 1s not, however, the only
way open to the central bank - in Canada the Bank of
Canada - to try and achieve their objectives., In addition
to exerclsing control over the assets of chartered banks
the Bank of Canada can also use moral suaslon to persuade
the chartered banks, and even other lenders, to cut down
or expand certaln types of lending. Control over the char-
tered banks cash reserve, 1s translated into control over
the chartered banks lending capaclty by stipulating that
chartered banks must maintain a fixed proportion of their
deposit liabllities in the form of cash, that 1is, bank notes
plus deposits at the Bank of Canada. The cash assets ratio
operative in Canada presently is 8%, This ratio merely de-
termines the leverage effect of changes in the cash assets
of the chartered banks, Thus, the statutory requirement that
chartered banks maintain 8% of their deposit liabilities in
cash assets means that an increase of say $10 million in the
chartered banks cash asset holdings will support lncreased
deposit liabilities of $125 million or 124 times the increase
in cash assets, In the United States where the statutory re-

quirement calls for reservesof 5% (5) against savings deposits,

(5)

Reduced to 4% during 1962,
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changes 1n cash assets permlt a 20-fold increase in demand
deposit liabllities, The leverage effect of changes in cash
agssets on deposit llabllities is thus dependant on the statu-
tory regulation in force, As statutory regulation determines
the slze of the leverage effect of changes in the chartered
banks cash assets, changes in thls statutory requirement
constitute a powerful weapon of monetary control.

At present these can be varlied without recourse to new
legislation between 8% and 12%. The actual changes 1in the
banks cash reserves in Canada are brought about by open mar-
ket operations and shifts in Federal Government deposits be-
tween the chartered banks and the Bank of Canada, Changes

in bank rate are not at present used in Canada as a signal

of changes in the directlon of monetary policy.(6) Bank
rate 1s however retained as a penal rate at which the Bank
of Canada supplies !'lender of last resort! facilities,

These faclllties are avallable to banks and a speclal group
of investment dealers at interest rates one-quarter of 1%
higher than the prevalling rate on three months treasury
bills. Banks obtain this lender of last resort accommoda-

tion in the form of advances from the Bank of Canada, The

investment dealers obtain the lender of last resort accom-

modation in the form of sale and repurchase agreements with

the Bank of Canada., This involves the sale to the Bank of

(&) Canada returned to a fixed bank rate percent at
the end of June 1962.
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Canada of Federal Government securities maturing in three
years or less on the understanding that they will be re-
purchased or the agreement renegotiated within a week, Be-
cause the Bank of Canada accepts only Federal Government
securities maturing in three years or less as collateral for
the temporary loans which it makes, these are the securities
that will later in this Chapter be considered as 'money

market' securities,
Moral suasion, whereby the Bank of Canada lndicates

to the country's credit institutions that 1t considers lend-
ing for certain purposes desirable or undesirable, as the
case may be, is also used as a monetary weapon in Canada.
Only one lnstance 1s on record in the 1953-1959 period where
moral suasion has affected the mortgage market directly.
This eplsode 1s descrlbed by the Governor of the Bank of
Canada, in his Annual Report for 1957, as follows:

"In discussing thls situation with the chartered banks,
I expressed the view that they should maintain continulty
in mortgage lending as an important field of investment
for savings entrusted to them., At a meeting in March the
banks agreed to resume operations in this field on much
the same scale as in 1956 ... the Bank of Canada indicated
that the total resources of the banks as a group could be
expected to increase durling 1957, by an amount at least
great enough to take care of their disbursement on mort-
gage loans in that year, so that it would not be necessary

for the banks to dispose of other assets in order to maln-
tain a flow of funds for insured housing loans." (7

(7) Bank of Canada, Annual Report to the Minister of
Pinance for the Year 1957 (OTTAWA), page 40,




Of all the weapons avallable to the Bank of Canada
to control the activities of the chartered banks,moral
suasion when 1t is directed to mortgage lending, ls the
only one that affects the mortgage market directly. All
the other control techniques of monetary policy listed
above, affect the mortgage market indirectly via the port-
follo adjustments which the chartered banks and other
lenders undertake in response to Bank of Canada actions,
These portfolio adjustments will ffequently involve pur-
chases and sales of Federal Government securities in the

money market, which is described below.

THE MONEY MARKET

SIZE OF THE MONEY MARKET
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This description of the money market will basically

be along the same lines adopted in sketching the capital
market. The emphasis will be on the amount of securities
outstanding 1n the money market and on the participants in

that market, As noted by Professor Wm, C. Hood,(g) the
Canadian money market, has in the main operated along 1ts

present lines since June 18%, 1954, The securities in-

volved are treasury bills (Wm, C. Hood mentions three months

treasury bills only, but since then six months and one year

(&) Wm, C. Hood, op. cit,, pages UOK-U411,
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treasury bills have been added) and Federal Government se-
curities maturing in three years or less, Securities matur-
ing in three years and over are here considered as part of
the capital market. Unfortunately, no statistics are pub-
lished on the amount of government securities outstanding
with a maturlity of three years or less., For this reason the
data on Federal Government securities maturing within two
years or less have been used here, It must therefore be
borne in mind that the size of the money market 1s under-
stated. Table 26 gives the amount of money market securities
outstanding on a quarterly basis in the 1952-1959 perilod.
As can be seen from Table 26, the securities qualify-

ing for trading in the money market represented about one-
quarter to one-third of the total marketable Federal Govern-
ment debt. In terms of 1ts relationship to the capital mar-
ket as a whole at the end of 1954, the $3.2 billion money
market instruments outstanding represented a little over 10%
of the $31,04 billion outstanding in the money and capital
markets combined, By 1959, the money market had grown to
34,9 billion and agailn represented just over 10% of the money
and capltal markets which by then had grown to $44,€7 billion.
The importance of the money market 1s, however, much greater
than a mere comparison of size of outstanding securities sug-
gesfs. For one thing, as mentioned above, the money market
represents a gignificant proportion of the amount of market-

able Federal Government securities. Also in terms of gross



153,

TABLE 26: MONEY MARKET SECURITIES OUTSTANDING, 1952-1959

2 Years Money Market
Treasury and Securities as
Date Bills Under Total % of Gov't, "
(Billions (Billions (Billions Market Debt
of Dollars) of Dollars) of Dollars) (%)
1952 Mar. 1,40 1.91 .31 ol
? Jun. 1.40 1.91 %.31 2u§
Sep. 1,50 1,91 3,41 olg
Dec. 1,50 2.15 3.55 26%
1953 Mar, 1.55 1.93 3,48 22%
Jun, 1,40 1.93 3.33 oLz
Sep. 1.40 2.13 3.53 25%
Dec. 1.40 1.83 3.23% 23%
1954 Mar, 1.40 1.37 2.77 20%
Jun., 1.40 1.37 2.77 20%
Sep. 1.47 1.87 4,34 25%
Dec. 1.53 1.68 3,21 25%
1955 Mar. 1.59 1,67 3.26 244
Jun. 1.71 1.62 3,33 25%
Sep. 1.78 1,08 2.86 21%
Dec. 1.73 1.78 3.51 26%
1956 Mar, 2.10 1.77 3,87 28%
Jun. 1.67 2.71 4. 38 33%
Sep. 1.73 2.32 4,05 31%
Dec. 1.58 2.17 3.75 29%
1957 Mar. 1.63 3,15 4.78 38%
Jun, 1.63 3.00 4,63 37%
Sep. 1.66 2.94 4.60 37%
Dec. 1.63 2.54 L.17 33%
1958 Mar, 1.53% 2.54 4,07 32%
Jun. 1.50 3.30 4, 80 37%
Sep. 1.50 1.82 3,32 254
Dec. 1.50 2.32 3.82 28%
1959 Mar, 1.60 2.30 3.90 29%
Jun, 1,96 2.51 u.ug 329%
Sep. 2,02 2. 4.4 32%
Dec. 2.08 2.87 k.95 369

% Excludes Canada Savings Bonds.

Source: Bank of Canada, Statistical Summary (OTTAWA, various
isgsues).

e
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flows the amount of money market securities issued annually
is in fact greater than the amount of longer term government
securities 1lssued, Thus in 1959, the amount of treasury
bills issued totalled $6.6 billion (the net increase in the
amount outstanding was only $.6 billion, an increase from
$1.5 billion to $2.1 billion) while the gross new lssues of
other government securities were less than half that amount
$2.9 billion, and gross new lssue of all other capital market
instruments was $8 billion.

The most important participants in the money market
are, the Bank of Canads, the chartered banks, and a group
brokers dealing in government securities., No separate statis-
tiecs are published on the holdings, or the transactions, of
these brokers, although Professor Wm, C. Hood mentions that
the brokers mske this information avallable to the Bank of
Canada.(9) Their holdings are included in the holdings of
money market securitles by the general public. Even these
data are  available only from the 3rd quarter of 1956, (10)
These holdings are presented in Table 27. It can be seen from
the Table that the amount of securities held by the general
public has varied between $.€ billion on September 1958 and
$2.4 billion at the end of 1959 while in terms of percentage

(9) wm, ¢. Hood, ibid., page 407.

(10) orx of Canada, Statistical Summary (OTTAWA, cur-
rent issues).
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TABLE 27: GENERAL PUBLIC'S HOLDINGS OF MONEY
MARKET SECURITIES, 1956-19%59

Banking Genersl General
Date Total System Public Public
(Billione (Billions (Billions as % of
of Dollars) of Dollars) of Dollars) Total
1956 Sep. 4.1 2.6 1.2 37%
Dec. 3.7 2.3 1, 36%
1957 Mar. 4.8 2.8 2.0 kog
Jun, 4.6 2.6 2,0 Log
Sep. 4.6 2.8 1,8 39%
Dec, 4,2 2.7 1.5 36%
1958 Mar. 4.1 2.7 1.4 33%
Jun, L.g 3.2 1.6 33%
Sep. 3.3 2. .8 obg
Dec. 3.8 2.2 1.4 37%
1959 Mar. 3.9 2.1 1.8 47%
Jun. b5 2.2 2.3 51%
Sep. 4.5 2.1 2. 25%
Dec. 4.9 2.5 2.4 8%

Source: Bank of Canada, Statistical Summary (OTTAWA, cur-
rent lssues),

of total outstanding, the amount held outside the banking

system has varied between 24% and K6%.

MONEY MARKET YIELDS

Owing to the short-term of money market securities
and the fact that they are Federel Government obligations,
there are almost no risks of capliltal losses attached to those

securities. Their yield should, therefore, accurately reflect
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supply and demand conditions in the money market., The supply
of money market securlties 1s determined by the Department of
Finance, and thus changes on the supply side cannot properly
be considered as due to changes in monetary policy. They can,
however, be considered as part of debt management policy on
which the Bank of Canada gives advice, Changes on the demand
slde can, however, be induced by the monetary authorities,
Open market operatlions deslgned to incresse the cash assets
of the chartered banks will involve purchase of Federal
Government securities, usually money market securities. This
will constitute a direct increase in the demand for money
market securities, In addition the chartered banks, which
find thelr cash asgsets increased as a result of these open
market operations, may not be able to increase their loan
portfolio immediately and will therefore purchase money mar-
ket securities, Thus open market operations designed to in-
crease the cash assets of chartered banks should increase

the price of money market securities, An increase in the
price of money market securities 1s equlvalent to a decline
in the yield on the securities, Open market operatlons de-
gigned to lncrease the cash assets of the chartered banks,
should therefore lead to lower ylelds on money market securi-
ties, Open mafket operations designed to decrease the cash
assets of chartered banks, on the other hand, should lead to

an increase in money market yields. Table 28 examlines the
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TABLE 2%: QUARTERLY CHANGES IN MONEY MARKET
SECURITIES AND YIELDS, 1956-1959

Monetary Treasury Dominant
Date Total Systenm Bill Yields Cause
(Billions (Billions (Basis
of Dollars) of Dollars) Points)
1956 Dec. - U - .3 51 -D
1957 Mar. 1.1 .5 3 +S
Jun, - .2 - .2 11 -D
sepo O 02 el 1 +D
Dec. - Wb - .1 - 18 -8
1958 Mar. - .1 0 - 65 -3
Jun, .7 .5 - 5§ +D
Sep. -1, 5 T e 7 55 -D
Dec. 05 - .1 122 -D
1959 Mar. .1 - .3 &l -D
Jun. .6 .1 g1 +S
Dec. ol" ')4. - 38 +D

Source: Based on data published by Bank of Canada in theilr
Statistical Summary (various issues).

actual data to determine whether changes in money market
yields did in fact change in response to changes in demand
from the banking system, The yields ﬁsed in this presenta-
tion are the ylelds on three-month treasury bllls, whlle
changes in the holdings of money market securities by other
than the general public are considered as changes induced
by monetary policy., To help interpret the data changes in
the total quantity of money market gecurities outstanding
are also presented, This will help determine whether the

changes in yields were induced by changes in demand (changes
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in monetary policy) or by changes in supply (changes due to
debt management policy).

The last column in Table 28 seeks to isolate whether
monetary or debt management was dominant in determining the
changes in yield, Where changes in demand (D) are dominant,
monetary policy has been the most important influence, Where
changes in supply (8) are dominant, changes in debt manage-
ment policy (on which the Bank of Canada givea advice) are the
determining 1nfluence.(11)

The domanant cause listed in Table 28 has been identi-
fied as follows: Changes in the holdings of money market
gecurities by the monetary system are assumed to reflect
changes in monetary policy, Thus, it is assumed that open
market operations designed to increase the cash reserves of
chartered banks will also lead them to increase their holdings
of money-market securitlies, They will thus lead to an in-
creased demand for money market securities, Open market
operations designed to decrease the cash reserves of the char-
tered banks will lead them to decrease their holdings of
money market securities and thus lead to a decline in the de-

mand for money market securities, For thls reason changes 1n

the monetary's system!s holdings of money market securlities

(11) "The responsibilities of the monetary authorities
as debt managers are important responsiblilities and condltions
in the market for government debt may greatly facllitate or
seriously hinder the execution of monetary policy". Wm. C.
Hood, op. cit., page 455,
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are considered as changes in the demand for money market
securities., It is the Department of Finance that has the
final voice on whether the amount of money market securities
outstanding will be increased by new issues or reduced by re-
tiring maturing issues, For this reason changes in the total
amount of money market securlties outstanding are here con-
sidered as changes on the supply side, dominated by debt
management consideratilons.

Where an lncrease in the demand for money market se-
curities is associated with a decrease in money market ylelds
(an increase in their price) demand is considered as the
dominating influence in the market, Where a decline 1in the
demand for money market securitlies 1ls associated with an in-
crease in money market yields (a decline in theilr price) de-
mand 1ls also considered as the dominant influence in the
money market. Thus, 1n a period when demand changed in the
opposite direction to yields (in the same direction as price)
demand is considered the dominant influence in the nmoney
market, Where demand changed in the same directlon as ylelds
(in the opposite to price) supply forces are considered to
predominate,

In two-thirds of the case considered above, changes in
demand, that is monetary policy proved to be the determining
influence. In a 11 of these cases, ylelds decllined as demand

due to monetary policy increases or increased as demand due to
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monetary policy declined., It can thus be stated that mone-
tary policy is most often the dominant cause of changes in

'the three-month treasury bill rate.

YIELD CHANGES AND THE MORTGAGE MARKET

CAPITAL MARKET YTELDS

Monetary policy derends heavily on open market opera-

tions for 1ts success, These operations, it was seen largely
determine the changes 1n short-term interest rates, However,

a smoothly functioning capital market depends Y"upon the

presence in the capltal market of buyers and sellers
of financlal assets, who are sensitive to changes in
differential yields and who will shift their demand
for assets from those whose ylelds have risen less to
those whose ylelds have risen more..,. Holders of
agssets must hold overlapping groups of assets; other-
wlse there can be no mechanism, whereby increases 1in
the prices of one obligations can spread to the prices
of other obligations either of the same debtor but of
different maturity or another debtor and of the same
or different maturity."(12)

A smoothly functioning capital market should therefore
permit changes in short-term money market market rates to be
transmitted to long-term Federal Government bond rates via
portfolio changes of the instltutions trading in the money
and capital markets. Thils would be a case of institutlions be-
ing willing to change thelr holdings of financlal assets of

the same debtor {(the Federal Government) but of different

(12) wu. ¢. Hood, ibid, page 455.
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maturity. If short-term and long-term rates constantly
change in the same direction, we can assume that these
changes in money market ylelds initlated by monetary policy
are in fact being transmitted to the long-term capital mar-
ket, in the form of changes in yields on long-term Federal
Government bonds, Table 29 compares, on a quarterly basis,
the changes in yleld on the fthree months treasury bill rate
with the changes in yleld on a long-term government bond,
the 3¢% 1975/1978 maturity, The reason for choosing this
particular bond is that it bears a relatively high coupon
(yield distortions due to capital gain considerations are
thus minimised vis-a-vis some of the other long-term Federal
Government bonds outstanding, e.g. the 3&% 1979 maturity).
The result would not be substantially different if another
bond were chosen,

The data presented in Table 29 show that, on the
whole, in the Federal Government securitles market, changes
in short-term rates resulted also in changes in long-term
rates. The only period for which this was not true was dur-
ing the first half of 1958 (the data for the UTh guarter of

1954 and the 18% gquarter of 1955 are ignored here because

the yleld movement in the contrary direction was less than
five basis points). Professor Wm, C. Hood notes that "one

of the most profound and perplexing obstacles to the
conduct of monetary polliey is the state of expecta-
tions in the capital markxet,"(13)

(13) ym, ¢. Hood, 1bid., page 31.
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TABLE 29: CHANGES IN SHORT AND LONG TERM YIELDS, 1953-1959

Quarter Short Term Long Term
(Basis Polnts) (Basis Points)
1953 2Q 20 Iy
3Q 21 0
3Q - 33 - 23
1954 1Q -229 - 34
2Q - 10 -7
29 - 33 - b
Q - 10 2
1955 1Q 3 - 6
2Q 35 0
3Q 39 16
i 73 12
1956 1Q 8 1
2Q - 12 - 2
3Q 6l 4o
hQ 51 9
1957 1Q 3 4
2Q 11 17
EQ - 1 9
Q - 18 - 47
1958 1Q - 35 21
p2) - 21
E% %E 15
Q 22 39
1959 1Q g1 12
2Q gl 20
3Q 39 53
) - 38 - 1

Source: Calculated from yields as published by Bank of
Canada, Statistical Summary (OTTAWA, various issues).

" The first half of 1958, is perhaps such a perlod where expec-

tations of higher long-term rates were firmly held, due to

the heavy demand for funds expected from the Federal Government
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(Federal Government debt outstanding increased in fact by
$1.25 billion during 1958) so that long-term rates continued

to go up, while short-term rates declined,

GOVERNMENT BOND YIELDS AND OTHER CAPITAL MARKET YIELDS

The success of traditional monetary policy depends
not only on the &abillity to transmit changes in short-term
yields - the arena in which the monetary authority usually
operates - to the long-term government bond market., It is
important, also, that these changes in long-term Federal
Government bond yields be diffused throughout the whole

capital market., E.P, Neufeld states that "the trend and
relative stabllity of prices,in that market will
normally 1nf1?%ﬁge the whole array of fixed interest
market debt',

This is borne out by the data in Table 30 where the changes

in caplital market yilelds are tabulated,

For the period as a whole, we can say that the yields
of all the capital market instruments generally moved in the
same direction, The only major exception occurred during the
first quarter of 1958, when Federal Government bond yields
increased while ylelds on other capital market instruments
continued to decline., We have already seen that, during that

quarter, long-term Federal Government bond yields increased

as a result of the heavy projected financial requirements of

(14) B p, Neufeld, op. cit., page 3l.
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TABLE 30: CHANGES IN CAPITAL MARKETS YIELDS, 195%-1959

Federal GCorporate Provincial Municipal NHA Mort-

Quarter Bonds Bonds Bonds Bonds gagese
(Basis Point s)
1953 2Q 4 9 3 4 0
EQ 0 -1 1 3 0
QR - 23 - 7 - 10 - 22 0
1954 1@ - 34 - 29 - 50 - u4g - 25
2Q - 7 - 17 - 12 - 24 e}
3Q - 4 - 7 - -1 0
a) 2 1 0 - 2 0
1l 1 - 6 - - - -2
O B A S - S
3Q 16 6 23 7 o)
e} 12 20 32 32 0
1956 1Q 1 1 - E 6 25
°2Q - 2 ok 1 32 0
3Q Lo 47 80 6l 0
4LQ 9 31 32 26 0
1957 1Q L 10 - 15 - 7 50
2Q 17 9 23 22 0
3Q 9 32 1 0
ho - 47 - 55 - 55 - 65 Y
1958 1Q 21 - 24 - 6 - 10 0
2Q 21 5 5 15 0
RQ 15 20 38 13 0
Q 39 13 17 8 0
1959 1@ 12 2 g 14 0
2Q 20 35 30 32 0
3Q 53 hg . 67 76 0
e - 1 6 - 7 0 75
Source: Based on bond yield data published by Bank of Canada

in their Statisticsl Summary (OTTAWA, various lssues),
and bond yield data published by McLeod, Young, Weir
and Company, "McLeod, Young, Welr Bond Yield Average'

(TORONTO, monthly issues).
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the Federal Government, in spite of a decline in short-term
rates, This would therefore seem to be a case of changes in
long-term Federal Government bond ylelds leading changes in
other sectors of the capital market., We can say then that
as & general rule open market operations initlated through
monetary pollicy will determline changes in short-term rates,
These changes will be transmitted to the long-term Federal
Government bond market, and from there to the rest of the
capltal market, But a demonstration that in Canada monetary
policy has effectively determined interest rate changes in
the money and capital markets does not prove that these
changes have greatly affected the quantlity of capital market
gecurities offered on the market, 1In other words none of
the foregoing shows whether increases in interest rates have
significantly dampened the demand for capltal market funds
from corporations, municipalities and provinces, or whether
declines in interest rates have increased the demand for
capital market funds from those sources. Economlsts are still
very much divided on thls question, as to whether the demand
for capital funds is very responsive to change in interest
rates.(15) This question will not be touched upon here as
far as the capital market as & whole is concerned. The ef-
fect of yleld changes will be examined 6nly in relation to the

mortgage market,

(15) gee for instance, "Controversial Issues in Recent
Monetary Policy; a Symposion", The Review of Economics and

Statistics (August, 1960), pages 2U45-282,
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YIFELD3 CHANGE3 AND MORTGAGE FLOWS

Table 30 shows that mortgage yields under the NHA
changed infrequently. Thils is due to the fact that the NHA
rate 1s set administratively. Except for ccnventional mort-
gage rates 1t is typically the highest rate ln the capital
market, As this rate is changed infrequently and by admin-
istrative edict, while other long-term rates change freely
and continuously 1n response to market forces the yleld dif-
ferential between the NHA rate and other market rates flue-
tuates more widely than the yield differential between the
other capital market instruments,

Table 31 shows the differential between the NHA rate,
and corporate bonds yields together with funds committed for
NHA lending by non-bank lending institutions,

As can be seen from Table 31 commitments for NHA
loans from lending institutlions were very much influenced by
the yleld differential between the NHA rate and corporate
bond yields. The geasonasl pattern of lending, wilth most of
the commitments concentrated in the 2nd and 3*rd quarters of
the year, obscures this relationship between ylelds differ-
entlal and NHA commitments to some extent, However, it is
quite clear that commitments were very much higher during
1955 and the first half of 1956, when this differential was
relatively wide, as compared to the subsequent period, when

the yleld differential was much narrower.
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TABLE 31: YIELD DIFFERENTIALS AND NHA COMMITMENTS,1954-19K9

NHA Rate Minus NHA Mortgage
Quarters Corp. Bond Yields Commitments

(Basis Points) (Millions of

Dollars)
1954 2Q 156 69
3Q 163 99
¥a) 162 110
1955 1Q 140 56
o2Q 144 125
EQ 138 &5
Q 118 50
1956 1Q 142 41
2Q 118 130
Q 71 75
Q Lo 20
1957 1Q g0 ol
2Q 71 4
RQ 39 23
Q 96 10
1958 1Q 120 22
it ;
Q 22 %
1 1Q 80 23
729 2Q 45 66
3 &t "
66 g

% NHA Mortgage ¢ommitments of life, loan, trust and other
companies,

Source: Yield data as in Table 30. NHA mortgage commltments
as published by Central Mortgage and Houslng Corpora-
tion in Canadian Housing Statistics (OTTAWA).
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8.B. Klaman examines this relationship between yields
and mortgage flows in the United States.(16) His data sug-
gest that in the United States changes 1n gross mortgage flows
lag behind changes in yield dlifferentlals possibly by as long
as nine months, But he uses gross mortgage flow data(17) that
1s, disbursements date, e.g. mortgage funds not only committed,
but actually paid out., 1In thls presentation, commitments data
were used, As commitments precede disbursement in some cases
by as long as half a year, the lag between changes in yleld
differentials and changes in commitments should be much short-
er. This lag in Canada is probably not longer than three
months, (18)

(16) 3.B. Klaman, The Post-War Resldentlal Mortgage
Market (Princeton, 19€1), page 123,

(17) S.B. Klaman recognizes however that the commit-
ment data would give better results, see 5.B, Klaman, 1bid,,
page 121, note 1lU4,

(18) Thomas Mayer quotes estimates that suggest a lag
of between 6 and & months in the United States between the
easing of credit and the start of construction, Thomas
Mayer, "The Infexibility of Monetary Policy", The Review of

Economics and Statisticg, (November, 1958), page 361. In the
game article on page 3% 2 Thomas Mayer also quotes an estl-
mate that the start of construction follows the Federal Hous-
ing Administration's (FHA) mortgage commitment by about 2%

months. If this 21 months period is deducted from the lower
range - that 1is © months quoted above as the lag between a
change in monetary policy and the start of construction, it
would leave a lag of 31 months between a change in monetary
policy and a change in FHA commitments, This is close to the
3 months lag suggested in the text for Canada,
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SUMMARY

Monetary policy in framing its objectives, cannot be
expected to give speclal welight to its impact on the mortgage
market, But the technlques through which monetary policy 1is
enforced do affect the mortgage market, When the Central Bank
uses moral suaslion as one of 1ts weapons, this effect on the
mortgage market can be a direct one, such as occurred in 1957,
When the other weapons at the disposgl of the Central Rank
are used for example, open market operations and other techni-
ques designed to control the cash assets of the chartered
banks, the effect on the mortgage market is not a direct one.
In these cases monetary policy makes its initial 1impsct on
the money market, Interest rate movements in that market,
which in size comprises about 10% of the capital market, are
largely determined by monetary policy. These short-term in-
terest rate changes induced by monetary pollecy are trans-
mitted to the long-term federal government bond market and
from there to the rest of the capital market., As interest
rates on NHA mortgages do not fluctuate freely but are set
by administrative decree, the changes in interest rates in-
duced by monetary policy result in changes in the yield dif-
ferentlals between NHA mortgages and other capital market
instruments, Lending institutions adjust the volume of their
NHA lending in response to these changes in ylelds differen=
tiels., They curteil their lending when this differential
narrows and increase their lending when the differential

widens,.
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CHAPTER VI

THE LEVERS OF POLICY AND THE MORTGAGE MARKET

In this Chapter an attempt is made to present the
policy measures - other than monetary-fiscal policy, which
wag discussed in the previous two chapters - avallable to
influence the mortgage market. These policy measures are
grouped on the basis of thelr impact on elther the demand or

supply side of the market,

Policy measures affecting the demand for mortgage
funds operate via their effect on downpayment requirements,
monthly carrying charges, or the universe covered by the NHA
legislation, This latter universe can in turn be subdivided
into elegibility requirements affecting the type of dwelling
or the type of borrower, qualifylng for an NHA loan.(l)

Policy measures affecting the supply of funds operate
via thelr effect on the yleld, securlty, and liquidity of the

mortgage, Supply 1is also affected by measures desligned to

(1) Ramgey Wood, in his discussion of the impact of
credit terms on demand considersonly downpayment requirements
and monthly carrying charges. The extension of the area to
which the NHA borrowing terms apply added here 1s merely a
variant of changes in downpayments and monthly carrying
charges as terms are more favourable to borrowers under NHA,
See Ramsey Wood, "Credit Terms and Demand for Residential Con-
structlon®, included in 8tudy of Mortgage Credlt - Hearings
(United States Senate Subcommittee, Washington, 1959), Appen-
dix, ©rages 87-120,
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widen the band of possible mortgage lenders and by the use

of direct government funds.(z)

POLICY MEASURES AFFECTING THE DEMAND FOR MORTGAGE FUNDS

In this description of the pollcy measures affeeting
the demand for mortgage funds, no account is taken of the
underlylng forces that influence the demand for dwellings.
Therefore, the rate of household formation, the level of
family income, the number of dwellings required, to replace
dilapidated dwellings, or to provide a margin of vapancies
needed to faclllitate famlly movements, and dwellings re-
quired to permit a continuation of the movement of farm
families to urban centres, will all be neglected, not because
they are unimportant, but rather because as a result of thelr
paramount importance they require exhaustive treatment in
thelr own right.(3)

Here 1t 1s merely intended to point out how legisla-
tion can, by adopting measures that will reduce downpayment
requirements and monthly carrying charges, increase the de-

mand for mortgage funds. Conversely, pollicy measures designed

(2) 8.B. Klaman, in an article on the availability of
residential mortgage credit emphasises ylelds and widening the
band of mortgage lenders. S.B. Klaman, "The Availability of
Residential Mortgage Credit', 1ncluded in Study of Mortgagg
Credit - Hearings (United States Senate Subcommittee, = -
Washington, 1959) pages 189-208, The concept of security of
the mortgage loan and liquidity are here added as factors in-
fluencing the net yleld to the lender. The use of direct
government funds, also considered here is merely an extension
of the concept of widenling the bands of mortgage lenders, in
this c ase government being the mortgage lender,

(3) These factors were treated in more detail in Ch.I.
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%o lncrease downpayment requirements and monthly carrying

charges, will tend to reduce the demand for mortgage funds,

DOWNPAYMENT REQUIREMENTS

It is generally agreed that measures leading to lower
downpayment requirements will lead to an lncrease in demand
because 1t will allow people with a lower amount of accumu-
lated liquid savings to enter the market as homeowners,(u)
while in the case of rental dwellings, it will require a
smaller equlity investment by entrepreneurs. As was pointed
out in Chapter I, measures leading to lower downpayment re-
quirements will lead to a greater demand by shifting the de-
mand curve upward go that more dwelling units will be de-
manded at the same price, and therefore also more mortgage
funds will be demanded. Table 32 shows that for borrowers
under the National Housing Act, downpayments have been re-
duced from $3,340 during 1953 to $3,150 during 1959 although
the average cost of dwellings have increased from $ll,687 to
$14,549, Downpayments as a percent of the cost of a dwelling
were thereby reduced from 29% to 22%,

Downpayment requlrements can be regulated by three

types of measures or a combination of any of the three:

(%) For a description of how reduced downpayment re-
quirements increase the purchasing power of a buyer see E.M,

Fisher, Urban Real Fagtate Market: Characteristics and Finan-
cing (National Bureau of Economic Research, N.Y., 1951), pages

65-67. Leo Grebler describes how changes in downpayment re-
quirements in the Unlted States under the FHA and VA programme
were used to stimulate demand for housing and therefore also
the demand for mortgage funds to finance the aqulsition of the

homes., See Leo Grebler, Housging Issues in Economic Stab;l;ga—
tion Policy (National Bureau of Economic Research, N,Y., 19°0),

pages 69-76,
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TABLE 32: PAYMENT AS P NT OF COST OF DWELLIN
AND INCOME OF BORROWERS UNDER NHA, 1953-1959

Average Average Downpayment Downpayment

Year Cost Downpayment as %pof Cost as % of Income
(%) (%)

1953 $11,687 $3,340 29% 0%

1954 12,335 3,084 25% ZE%

1955 12,598 2,773 22% 55%

1956 13,366 3,217 24 61%

1957 14,512 3,826 264 66%

1958 14,314 3,103 22% 55%

1959 14,549 3,150 22% 55%

gource: Central Mortgage and Housing Corporation, Canadian
Housing Statistics, 3rd Quarter, 1960 (Ottawa),

Table 27 and comparable tables in earlier issues,

control over prices of dwelling, control over maximum size of

mortgage loans and control over the loan to value ratio,

CONTROL OVER PRICES OF DWELLINGS:

As the downpayment on a dwelling represents the differ-
ence between the price that 1s pald for a dwelling and the
amount of mortgage that is carried on the dwelling, control
over the price of dwellings will influence the amount of the
downpayment,

This control may be direct by 1legislating a maxi-
mum price for a dwelling if it 1s to qualify for any of the

benefits the goverament extends under its housing legis-



174,

1ation.(5) It may also be indirect by limiting the slze of
the dwelling, etc.,, that can qualify for the benefits ex-
tended by housing 1egislation.(6) Legislation of thils kind
will, however, affect only the NHA part of the housing market,
If the price stlpulated is so low as to make it impossible
for the building industry to supply dwellings profitably at
the stipulated price, the bullder will not build under the
scheme,

The usual reason for stipulating a maximum price for
dwellings eligible for the benefits granted under housing
legislation, 1s to ensure that the purchasers of luxury
dwellings are not covered by the legislation, During periods
of acute shortages, the reason may be to prevent exceesive

profits by builders under the Houslng Acts,

(5) The integrated housing plan in force in Canada
during 1945 is a case in point, This programme 1s described
in Central Mortgage and Housing Corporation's Annuasl Reports
to the Minleter of Reconstruction and Supply for the Year

1948. Page 14 1in the following terms, "The integrated housing
plan was developed in 1945 to encourage bullders to construct
moderate priced homes for sale to veterans, In conslderation
for the bullder offering to sell at a price not in excess of
an amount flxed by the Corporation, the bullder is given
priority assistance,"

() The agency programme underteken in 1957 imposed
slze limitations on the homes qualifying for mortgage loans,

See Centrsl Mortgage and Housing Corporation, ganadian Housing
Statistics - 2nd Quarter, 1957 (Ottawa), page
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CONTROL OVER MAXIMUM SiZE OF THE MORTGAGE LOAN:

While the stipulation of a maximum loan that can be
granted under the housing legislation will also in some

measure, affect the downpayment requirements, its maln pur-
pose 1s to ensure that the bullders and buyers of luxury

dwellings do not benefit by the housing 1egislation.(7)

CONTROL OVER THE LOAN TO VALUE RATIO:

This 1g the most flexible tool avallable to regulate
the downpeyment requirements of a prospective buyer. Thus,
if the permitted loan to value ratio 1s 100% then the equilty
requirements are zero, This, while an extreme case, has
actually happened in the United States where war veterans,
under the VA (Veterans' Administration) legislation, can ob-
tain a mortgage representing 100% of the value of houses ap-
proved by the VA,

The loan to value ratio stipulated under the housing
acts is typlcally greater than the 66 2/3% presently granted
outside the sphere of the housing act, that is in the con-
ventional mortgage market.(g)

(7) The National Housing Act 1954, stipulated a maxi-
mum loan amount of $12,800 on a single famlly home ownership
dwelling. This was raised in December, 1960 by an amendment
to the 1954 NHA Act to $14,900.

(5) Conventional loan to value ratlos were railsed
during 1961 to 66 2/3% by an amendment to the Insurance Act.
Loan to velue ratiocs were fixed under the National Housing
Act 1954 at 90%, the first $8&,000 of lending value and 70% of
the remainder., Loan to value ratios were gradually increased
through the years. The December 1960 amendment to the Act
raised loan to value ratios to 95% of the first $12,000 and
70% of the remainder.
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It 1s obvious that the higher the loan to value ratio
of the mortgage loans granted, the lower will be the downpay-
ment requirements, A corollary of this is the fact that the
equity of the owner in his property will be reduced, From the
point of view of the lender, the risk of making a high ratio
loan 1is greater because 1n case of default, if the lender has
to take over the property on which the mortgage l1ls granted,
hls mergin of safety 1s lower 1f the owner's equity is low,
For this reason, the high ratlo mortgage loans avallable under
the Houslng Acts are guaranteed by the Federal Government,
This aspect wlll be discussed more fully later under the sub-
title of 'security', where the supply of mortgage funds 1is
discussed,

Controls over the downpayment needed to purchase a
home are very powerful as a tool to be used in stimulating or
dampening the demand for mortgage funds, Table 32 shows
that the downpayment as a percent of the average cost of a
home financed under the National Housing Act has been gradu-

2lly reduced from 29% in 1953 to 22% in 1959,

MONTHLY CARRYING CHARGES

The monthly carrying charges on a mortgage are com-
posed of the interest payments that have to be made on the
mortgage, and the amount of capital repayments that have to

be made on a mortgage, or the rate at which the mortgage
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is amortized.(9)

The practice of permitting a mortgage to be fully
repald through regular monthly repayments, to be spread over
many years, has made the mortgage instrument much safer from
the point of view of both the purchaser of a dwelling who
assumes the mortgage, and the lending institution that pro-
vides the mortgage money. The purchaser of a dwelling is
enabled to repay his mortgege monthly, either out of his in-
come 1f a home-buyer, or out of the revenue of the property,
if it is a multiple unit rental property, without at any
time beling called upon to pay a large lump sum that may be
difficult to relse 1f such a large lump sum were to become
due during a periocd of monetary stringency. The lender, on
the other hand, has the benefit of regular repayments on
the mortgage which steadily reduces the risk of default, by
steadlly increasing the equity cushion on the property.
Also, as payments are made monthly, any financlsl difficul-
ties that the borrower encounters, come quickly to the at-
tention of the mortgage lending institution, making it
possible to take early remedial action.(lo)

() For an analysis of the influence of the monthly
cerrying charges on demand for dwellings, and therefore
mortgage funds, see Ramsey Wood, op, cit., pages 93-105,
also E.M, Fisher, op, cit., pages 67-77, also Charles Abrams,
"Credit Terms and Effective Demand for New Housing', included
in Study of Mortgage Credit - Hearings (United States Senate
Subcommittee, Washington, 1959), Aprendix, pages 81-8b,

(10) These advantages of the fully amortized mortgage
are described by E.M, Fisher, op, cit., pages 21-23%,
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TABLE 33%: MONTH HARGE 08 ICE) A
PER CENT OF INCOME OF BORROWERS UNDER NHA, 1953-19859

Average Gross

Average Average Gross Debt Service
Year Income Debt Service as 4 of Income
(§) ($) (%)
1953 $i4, 803 $ &7 18.1%
1954 4,962 927 18.7%
1955 5,023 934 18.6%
1956 5,312 972 18,3%
1957 5,798 1,073 18.5%
1958 5,628 1,120 19.9%
1959 5,716 1,155 20,2%

Source: Central Mortgage and Housing Corporation, Canadian
Housing Statistics, 3rd Quarter, 1960 (Ottawa),
Table 27, and comparable tables in earlier 1issues,

Housing legislation has played a major role in pro-
moting the use of fully amortized mortgage loans, and has
thereby contributed greatly to maklng the mortgage market
more stable, Legislation which leads to lower monthly carry-
ing charges, will lead to an extension in the demand for mort-
gages. This can be represented in Diagram "A", Chapter I, as
a movement along the demand curve, It is thus merely an appli-
cation to the mortgage market of the economic principle that as

the price of a good 1s reduced more of it will be demanded.

Table 33 above shows that carryingcharges on an NHA
home have increased from $471 per annum in 1953 to $1,155 per

annum in 1989, This reflects the fact that the effects of
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lengthening the amortizatlon period on NHA mortgages was more

than offset by increases in the average loan amount and in-
creases in the NHA interest rate. This 1lncrease in carrying
charges has also been more rapid than the increase in income
of the average NHA home-buyer, so that the G.D.S. ratlo has
increased from 1&.1 percent in 1953 to 20,2 percent. in 1959.

The carrying charges on a given mortgage can be regu-
lated by legislatlion affecting the mortgage interest rate and
the amortization period of the mortgage.

THE MORTGAGE INTEREST RATE:

Although the interest payments on a typlcal NHA mortgage
loan average about 50% of the monthly carrying charges, over
the 1life of the loan, variations in the mortgage interest rate
for the sake of stimulating or stifling demand are not usually
practicable, The reason for this is that the mortgage inter-
est rate, while a cost item to the buyer, 1s also one of the
major determinants in the supply of mortgage funds, and must be
in line with conditions in all the sections of the capital
market, Thus, unless subsidles are contemplated, it would not
be practical to lower NHA mortgage interest rates for demand
reasons, unless conditions in the capital market were such

that mortgage funds would be forthcoming at the lower rate of
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interest.(ll) The interest rate in short is a price, and any
undue tampering with the rate runs into all the difficulties
encountered in the market, when price fixing is resorted to.

Changes 1n the NHA rate are tabulated in Table 36,

THE AMORTIZATION PERIOD OF THE MORTGAGES:

The monthly carrying charges on a mortgage can, how-
ever, also be influenced by changes in the perlod over which
the mortgage 1s amortized.(lz)

Thus a mortgage of $10,000 at 6% p.a. fully amortized
over 15 years, will require monthly payments of interest and
principal of $83.99 while the same $10,000 mortgage at 64 will
require monthly payments of only $63.99 if amortized over 25
years, This is, 1in fact, the tool which can be used with the
minimum amount of friction, to vary the monthly carrying

charges.

(11) The stimulation of demand was glven as one of the
reasons for lowering the FHA rate in the United States from
5.75% to 5.,50% in February, 1961, The rate was reduced again
in May, 1961 to 5.25%, but this second cut made FHA mortgages less
competitive and a restoration to 5.50% was considered. See
Wall Street Journal (N.J., September 1lhth), page 28,

(12) See for instance, H. Woodard, Cangdian Mortgages
(Collins, Don Mills, Ontario, 1959), pages 197-204,

The National Housing Act 1954, stipulated a maximum
term of 30 years for home-ownership mortgages, This was ex-

tended to 35 years by an amendment to the 1954 Act in December,
1960.
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Table 33 shows that despite the lengthening of the
permissible amortization period the monthly carrying charges
have increased for NHA borrowers. As a percentage of average

income the increase has been from 18% in 1953 to 20% in 1959.

UNIVERSE COVERED BY LEGISLATION

Demand can also be affected by changes in legislation
that affect the universe this legislatlon encompasses.(l3)

As the terms of lending under NHA are more favourable
to the borrower in that both downpayment requirements and
carrying charges are lower on NHA mortgages compared to down-
payments on conventlional mortgages, any extention of the
universe covered by NHA legislation wlll lead to an increase
in the demand for mortgages both by shifting the demand ocurve
upwards and by moving demand to a lower polnt on the demand
curve, This increased demand for NHA mortgage funds will be
offset to some extent by a decline in the demand for conven-
tional mortgages, The scope of legislation can be broadened
or narrowed to include a greater or smaller variety of elther
dwellings eligible for NHA mortgages or borrowers eligible
for NHA mortgages.

(13) While all the previously described methods af-

fecting demand apply equally to all mortgages, NHA mortgages

as well as conventional mort§a%es, the extension of the area
covered by NHA legislation will increase demand for NHA funds

only and reduce the demand for conventional mortgage funds as
explained in the text above,
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TABLE 34: STARTS FINANCED UNDER NHA AS

P QF_TO: AR

Starts Financed NHA as %

Year Starts Under NHA of Total
(Dwelling Units) (Dwelling Units) (%)
195 102,409 39,989 Ra%
195 113,527 50,373 %
1955 138,276 65,377 h7%
1956 127,311 43,395 349
1957 122,340 47,448 39%
1958 164,632 81,950 Eo%
1959 141,345 62,333 4%
1953-59 909, 840 390,885 43%

Source: Central Mortgage and Housing Corporation, Annual
Report to the n r of Public Works for th

Year 1959, (Ottawa).

Table 35 below shows that changes in legislation re-
lating to the universe covered by NHA legislation have not
resulted in any marked increase in the proportion of NHA
funds as a proportion of total mortgage funds disbursed.
Thus during 1954, 22% of the mortgage funds disbursed were
NHA insured funds. During 1959 the proportion was still 22%
although 1t had climbed as high as 28% during 1958, the peak

year for house-building.

CHANGES IN LEGISLATION AFFECTING THE TYPE OF DWELLING ELIGIBLE:
Earlier in this Chapter it was pointed out that one

of the aims of fixing a maximum price on dwellings eligible

for federal assistance under NHA was to exclude luxury
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dwellings., It 1s, however, possible by legislation or by
administrative regulation to make much finer distinctions
as to the type of dwelling eligible for assistance under the
National Housing Acts,

Most of the legislatlive changes that have in fact
occurred here can be discussed under the following two basic
divisions; mortgages on new construction, both single-family
dwellings and multiple-~family dwellings; and mortgages on
exlsting real estate, both single-family dwellings and mul-
tiple-family dwellings,

As was pointed out before the terms of lending on
mortgages obtalned under the National Housling Acts are
usually much more favourable to the borrower than the terms
of lending under conventional financing., Therefore, any ex-
tension in the scope of the legislation that increases the
number and variety of dwellings that come under the Act, will
increase the demand for mortgage funds, not only because of
the higher mortgage amount needed to finance each dwelling
unit (higher loan to value ratio) but also because more
dwelling units will very likely be demanded,

In the post-war period, the supply of funds has, in

general, never been plentiful enough to encourage legislation

that would encompass all the different types of dwellings
(1%)

enumerated, above,

(1h) This 1s the impression one gets from a perusal
of the text in Central Mortgage and Housing Corporations's

quarterly publication, Mortggﬁe Lending in Canada, for the
years up to and including 1954, and (Cangdian Housinz Sta-
tistics from 1955 onwards,
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TABLE 35: SBUR! i AS PER
OF TOTAL DISBURSEMENTS, 1954-1989

Total Disbursements NHA as %
Year Disbursements Under NHA of Total
(Billions (Billions

of Dollars) of Dollars) (%)
1954 1.8 40 22%
1955 2.4 .52 23%
1956 2.83 .5 19%
1957 2,30 35 15%
1958 2.89 . 28%
1959 3,31 JTH 22%
1954-59 15.62 3.38 22%

Source: Central Mortgage and Housing Corporation, Canadian
Housing Statistics - 4th Quarter, 1959, Table 31,

and i1bld., lst Quarter, 1960, Table 33,

In view of this scarclty of funds, and the urgent
need to increase the &avallable stock of dwellings, the
National Housing Acts have, in the maln, concerned themselves

with new residential construction only. However, the finan-

eing of existing dwellings was not neglected completely, for
Home Improvement Loans wePe avallable to help finance needed

alterations and repairs in existing dwelllings.

CHANGES IN LEGISLATION AFFECTING THE ELIGIBILITY OF BORRCWERS:

The demand for dwellings and the mortgage funds needed
to finance those dwelllngs can also be stimulated or re-

strained Dby leglslative changes affecting the band of potential
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borrowers under the National Housing Acts. Most of the
legislative changes in this field can be classified as legls-
letion stipulating; income requirements of borrowers, loca-

tion of borrowers, or occupation of borrowers,

INCOME REQUIREMENTS:

There are two aspects to the income requirements un-
der the National Housing Acts, 1954, Pirstly, the Act can
1imit eligible borrowers' annuel income. If this 1s done,
only persons with incomes below a certain level become
eligible for loans under MNHA., 1In thils way, an attempt is
made to ensure that people with very high incomes, who are
presumably better able to take care of thelr housing needs,
do not benefit from the asslstance offered by 1egislat10n.(15)
The income redquirements can be applied alsc to multiple

family rental dwellings by granting loans on exceptionally

favourable terms to entrepreneurs who will bind themselves to

rent only %o tenents with low incomes,(1®) Secondly, legls-

lation can place a 1imit on the prroportion of income that it

(15) No annual maximum income restrictlons have been
placed on NHA borrowers obtaining thelr loans from private
sources, However, during 1960, borrowers obtaining loans from
government funds - direct loans from Central Mortgage and
Housing Corporation - were restricted to an income of $5,000
per annum or less, See Central Mortgage and Housing Corpora-

tion, Canadian Houslng Statistics, lst Quarter 1960 (OTTAWA),

a e ° ”
pag (10) Loans made to limited dividend companies under
Section 16 of the National Housing Act, 1954, restrict the in-
come of tenants permitted to move into the dwellings financed
by Section 16 loans.
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permits borrowers under the Act to pay for carrying the mort-
gege (the so-called gross debt service - Income Ratio, abbre-
viated as G.D.S. ratio). This second type of restriction is
designed to protect the lender. By placing a limit on the
proportion of income that can be spent by the borrower on
carrying his mortgege (this applies only to home-owners), the
leglslation tries to assure that the borrowers will be able
to meet their monthly commitments.(l7)

The government has an interest in ensuring that the
borrower is in a position to repay the loan, for as we shall
see, in the second half of this Chapter, one of the most ef-
fective alds that the government gives to the mortgage market
is to insure the lenders against loss for non-payment on the
part of the borrower. The GDS requirement givesat least some
assurance to the government that the borrower will in fact,
be able to carry the loan,

LOCATION OF BORROWER ( AND PROPERTY ON WHICH THE MORTGAGE
IS GRANTED):

The demand for dwellings and funds can also be af-
fected by legislation that stipulates the geographical area
in which these loans will become avallable, 1In Canada, the

erea hag often been delimited on a population density basis.

~ (17) The DS ratio was fixed at 23% in the National
Housing Act 1954, At present it stands at 27%. For a des-
cription of the evolution of thls concept see H. Woodard,

op. cit., page 63.
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Thus, at one time, NHA direct loans, that 1s loans made by
CMHC out of Federal Government funds, were available only in
centres of 5,000 population and less.(lg) The rationale
behind this restriction was that the less densely populated
areas are less well served by private lenders, than the more
densely populated cities, Any relaxation of this restriction,
to permit dlrect lending right across the country, would
naturally tend to increase demand and vice-versa, There are

no area restrictions on direct loans at the present time,

OCCUPATION OF BORROWERS:

Direct loans can also be restricted depending on the
occupation of the borrowers., Thus, direct loans have some

times included bullders and, at others, have excluded them.(l9)

Direct loans were also available to help develop primary 1n-
dustries.(ao)
Table 34 above shows that in the 1953-1959 period 43%

of the new dwelling units started were assisted by the NHA

(18) gee H, Woodard, op, cit., page 16, This applies
only to loans made out of government funds via Central Mort-
gage and Housing Corporation.

(19) See Central Mortgage and Houslng Corporation,
Canadian Housing Statistics - 3rd Quarter, 1960 (OTTAWA),

page 6. This applies only to loans made with Government funds
via Central Mortgage and Housing Corporation,

(20) gection 17 of the National Housing Act 1954,
makes provision for loans to be made by Central Mortgage and
Housing Corporation to finance the construction of dwellings
for workers engaged in mining, logging, lumbering and fishing,
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legislation, The universe encompassed by the NHA leglislation
thus covered in one way or another almost half the house-
building programme undertaken in the country annuzlly in re-

cent years,

POLICY MEASURES AFFECTING THE SUPPLY OF MORTGAGE FUNDS

In thie description of the legislative measures avail-
able to influence the supply of mortgage funds, no attempt
will be made to discuss measures that affect eilther the rate
of asset growth of lending institutlions active in the mort-
gage market, or measures that affect the total flow of sav-
ings within the economy, Both these factors were touched
upon to some degree in the previous chapter, where the impact
of monetary and fiscal policy on the flow of mortgage funds
was consldered, Here it is intended merely to consider the
legislative measures that could result in a greater or lesser
flow of mortgage funds from a given volume of savings. The
leglislative measures avallable to influence the flow of mort-
gege funds willl make their impact on the supply of mortgage
funds via thelr effect on the yleld on mortgage loans,(el)

(21) Warren L. Smith portrays the relationship of
yields and the supprly of mortgage funds in the United States
and shows that when yleld differentials between FHA mortgages
and corporate bonds widen, the supply of FHA funds increases
and vice-versa. See Warren L. Smith,"The Impact of Monetary
Policy on Residential Construction, 1948-1958", Included in
St f Mortga redit - rings (United States Senate Sub-
committee, Washington, 1959), Figure 26, page 257. In the

previous chapter the same relationship between supply of morti-
gage funds and ylelds was shown to exist in Canada also. See

also Note 2 for this chapter,
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the security of mortgage loans(22) and the liquidity of
mortgage loans.(23> The supply of mortgage funds wlll also
be affected by legislation deslgned to widen the band of
participants, in the mortgage market and by legislation af-
fecting the supply of direct loans from government insti-
tutions.(24)

Lending institutions adjust thelr lnvestment pori-
folios on the basis of the yield, security and 1liquidisy of
the securities avallable to them, The emphasls placed on
each of these investment qualities will depend on the type
of institution, and particularly on the structure of thelr
liabilities, whether short-term or long-term, etc, The sup-

ply of mortgage funds can, however, be incressed by measures

(22) Improving the security of FHA mortgages in order
to increase the supply of FHA mortgage funds 1s one of the
suggestions offered by Robert E, Scott, "Suggested Modifice~
tion of the FHA, VA and FNMA Programs to Improve the Supply
and Distribution of Mortgage Credit Available for Home Finan-
eing", included in Study of Mortgage Credit - Hearings (United
States Senate, Subcommittee, Washington, 1959), page 316,

(23) The desire to lncrease the flow of mortgage funds
by improving the liquidity of mortgages underlies the sugges-
tions for the creation of some form of Central Mortgage Bank,
See for instance, Thomas P. Coogan, "Proposal for a Central
Mortgage Reserve Bank", lncluded in Study of Mortgage Credit -
Hearing (United States Senate, Subcommittee, Washington, 1959),
pages 350-360. 1In Canada Central Mortgage and Housing Cor-

poration has sought to improve liquidity by encouraging a more
active secondary mortgage market, See Central Mortgage and

and Housing Corporation, Annual Report to the Minigter of
Public Works for the Year 1961 (Ottawa), pages 9-13%.

(24%) See Note 2 to thils chapter,
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that encourage 1lnstitutions previously not active in the
mortgage market, to enter that market, thereby widening the
band of participants in the mortgage market, Finally, as
mentioned above, government agencies can supplement the flow

of private mortgage funds with direct government funds,

YIELD ON MORTGAGE LOANS

The interest rate charged on a mortgage loan less the
service charges assocliated with administering a mortgage
portfolio, constitutes the net yleld on that mortgage port-
folio, Although 1t is widely recognlized that the service
charges assoclated with acquiring and administering a mort-
gage portfolio are higher than the expenses assoclated with
acquiring and administering other fixed interest bearing
obligations (federal, provinecial, municipal and corporate

bonds), no preclse estimate of these expenses are available,(25)

By comparing the gross yleld on mortgages with the gross
yileld on other types of fixed interest bearlng securltles,

we can, however, tell whether the spread between the yleld
on mortgages and these other securities is greater or smaller

at different periods of time. When the spread is greater,

(25) Knowledeable writers suggest that administrative
charges on a mortgage portfolio run at around one-half of 1%,
while acquisition fees add another.lf% to the costs of
operating a mortgage portfollio. See Sydney A, Sheppard's,
"The Role of a Secondary Mortgage Market", Business Quarterly
(University of Western Ontario, Fall, 1959), page 151,
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TABLE 36: SPREAD BETWEEN NHA RATE AND CORPORATE
BOND YIELDS, 19R”3-19K9

(Basis Points)

Month 1953 1954 1955 1956 1957 1958 1959

Jan, 137 137 162 122 gyR 104 gh
Feb, 135 143 139% 127 g9 110 g3
Mar, 136 139% 140 140% g0 120 g0
Apr, 132 152 142 124 77 113 77
May 133 154 144 118 72 113 55
June 127 156 144 118 71 115 5
July 127 159 144 112 67 108 41
Aug. 127 160 139 98 41 10k 22
Sept. 128 163 138 71 39 95 -3
Oct. 131 161 137 47 53 97 -2
Nov. 133 161 127 39 gl 93 -1
Dec. 135 162 118 4o 96 g2 66%

% NHA rate changed during the month,

Source: NHA Rate: Central Mortgage and Housing Corporation,
Canadian Housing Statlisticg (Ottawa),

The followling changes in the rate were made in the 1952-1959
period.

Aug, 1952 - Mar, 1954 - 5,75%
Mar. 1954 - Feb, 1955 - 5,50%
Feb, 1955 - Mar, 1956 - §5,25%
Mar, 1956 - Jan, 1957 - 5,50%
Jan, 1957 - Dec, 1959 - 6.00%
Dec. 1959 —— 6.75%
c ate : 1de: McLeod, Young, Welr & Co. Ltd, (Toronto),

average of 20 corporate bonds, comprising 10 industrial bonds
and 10 public utility bonds,

e——

then we can say that investment in mortgages has become profit-
able vis-a-vis other investments, and vice-versa. Table

36 above presents the monthly data for the 1953-1959 period.

This spread has, on the whole, become narrower gince 1953,
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DIAGRAM "BY
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Mortgage Funds

An increase in mortgage ylelds will lead to a greater
supply of mortgage funds, This is illustrated in Diagram "B"
sbove by a movement to a higher point on the supply curve
from P} to Pp lncreasing the supply of mortgage funds from
My to Mp. A decline in rates, convergely would lead to a
decline in the flow of mortgage funds,

It will be remembered that in Chapter I in Diagram "AM

a decline in the rate of interest was treated as a decline in
the cost of production of a house, As the response of bulld-
ers was there under discussion, this was deplcted as a lower-

ing of the supply curve, Here it 1s the response of lending
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ingtitutkons that 1s under dliscussion and thelr response to
changes in interest rates, The lending institution's re-
sponse to interest rate changes must be measured as a move-
ment along thelr supply curve for mortgage funds,
Legislative changes affect the yleld on mortgages,
and therefore the supply of mortgage funds, by the way in
which they determine the maximum rate of interest that can
be charged on mortgages avallable under the varlous NHA acts.
The different interest rate policles possible under
the NHA can perhaps best be discussed under the following
three headings: freely fluctuating interest rates, fixed in-

terest rates, and subsidized interest rates.

FREELY FLUCTUATING INTEREST RATES:

One ppossibility 1s to allow the rate of interest
paid on NHA mortgages to be determined by market rorces.(26)

After all, this 1s the way mortgage interest rates are de-
termined for conventional mortgages, outside the sphere of
the NHA., In this way, the problem of making the yleld on
NHA mortgages competitive with other types of investments,
would be solved in the market place rather than by legislation
or administrative action, Where private funde are often

(26) For one amongst many pleas to permit freely fluc-
tuating interest rate on federally assisted mortgage loans,

See J.J, O!'Leary, "The Effects of Monetary Policlies on the

Residential Mortgage Market", included, Study of Mortgage
Credit - Hearings (United States Senate Subcommittee, Washing-

ton, 1959), pages 23%5-243,
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supplemented by public funds, there would still remain the
problem of how to fix the interest rate on the direct govern-
ment funds placed in the mortgage market, There 1s the
further difficulty that where government assumes some obliga-
tion for the debt incurred under the various NHA Acts, it 1is
only natural that it should wish to maintaln a measure of
control over the terms at which thege obligations are offered,
Neither in Canada nor in the United States are interest rates
on federally assisted mortgage loans allowed to fluctuate

freely,.

INTEREST RATES FIXED BY LEGISLATION OR ADMINISTRATIVE ACTION:

In order to stimulate an adequate flow of funds under
the federally asslisted programme, 1t 1s essential that the
maximum permitted interest rate be high enough to allow an
adequate spread between the mortgage rates and ylelds on the
long-term fixed debt instruments that compete with funds for
mortgages. In Canada, the procedure has been to tle the
maximum permissible interest rate on insured mortgages to the
prevailing rate in the long-term government bond market, Thus,
at the time when a new rate 1s struck, the legislation per-
mits a differential of 244 between the‘NHA rate and long-term
federal government bond yields,

This differential 1s ample to assure mortgages a com-
petitive position in the caplital market., In a period of

rising interest rates, however, if the maximum rate is not
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ad justed, 1t is quite possible for federally assisted mort-
gages to become a less attractive investment on a yield
basis, thereby drying up the supply of funds under the fed-
eral programme, The yleld on mortgages under the Act can
also be supplemented by allowing lending institutions to
charge a servicling fee on mortgages below a certain amount,
on the principle that a mortgage portfolio consisting of

numerous small mortgages 1is more costly to administer than a

portfollo of large mortgages.(27)

SUBSIDIZED INTEREST RATES®Y

Finally, it 1s possible to increase the yileld on the

mortgage portfolio by supplementing the interest rate pald

by borrowers with a government subsidy.(eg)

SECURITY OF MORTGAGE LOANS

The types of loss that the mortgage lender has to

guard agalnst, apart from possible decline 1n the value of

money, are as follows; loss of the principal sum lent, loss

t27) In the United States for instance under Section
203 (1) of the FHA an additional service charge of 1/2%

could be charged on mortgage loans below $9,000, When the
Housing Act was amended 1in June, 196l the extra service

charge provision was cancelled,

(28) In Canada the Joint loan programme in force be-

fore 1954 whereby the federal government supplied one-quarter
of the funds used to make NHA loans at below market rates,
offer one example of subsidized interest rate, The joint
loan programme will be described in greater detail in

Chapter VII,
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of the 1interest rate stipulated for and loss due to the legal
and other costs involved in enforcing the claims of the mort-
gage lender,

To guard agalnst this possibility of loss, 1t 1is
customary for the lender to lend less than the appraised
value of the property given as security for the mortgage debt.
On conventional loans, the usual loan is for 66 2/3% of the
appraised value of the property. This meens that on a home
appraised at $21,000, the lending institution would give a
mortgage of $14,000, leaving a cushion of $7,000 to cover
any possibility of loss in case the borrower cannot meet his
commitments.(29) As 1t is, one of the purposes of the NHA
to bring the possibility of home ownership within the reach
of most families the terms of lending under NHA as stated in
the rrevious section are much more favourable in this re-
spect. This, however, quite understandably diminishes the
security of the loan in the eyes of the lender. For this
reason, the federal government insures the mortgage lenders
against loss on their NHA mortgages, 1In effect, the federal
government substitutes ite own credit (the highest form of

gecurity availeble in the investment world) for the security

avallable in the form of a higher "equity" cushion under

(29) J.E. Morton stresses the importance of a large
equlity cushion as a safeguard agalnst losses due to fore-
close, Hils study indicates that "relatively lerge equity
apparently was effective in avoliding default by a borrower".
J.E. Morton, an Mort Lending: Comparativ arket
and Experience (Princeton, 1956), page 108,
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conventional loans, The borrowers are charged 2% on the
mortgage amount for this service. This money 1is paid into
an insureance fund out of which claims can be met, Concep-
tually there is thus no subsidy involved in this federal
guarantee.(Bo)

Legislation affecting the security of mortgage loans
can te depicted in Diagram "B" as a shift in the supply curve,
Thus if due to leglslation security of the mortgage loan is
improved, more funds will be suppllied at each interest rate
than before., This is shown in Diagram "B" by a downward shift

in the supply curve from 83 to Sp. Under the various NHA

Acts, the lender 1s protected against all the three forms of

loss previously mentloned,

PROTECTION AGAINST LOSS OF PRINCIPAL:

Before the 1954 NHA Act, the guarantee of principal
was by way of a pool guarantee. Under the 1954 NHA Act, an
insurance fund was established with a 24 insurance fee paid
by borrowers out of which losses are met, The lender, 1f he
wishes to claim from the fund, must foreclose the property
on which the insured mortgage was granted, and deliver it

with a free title to CMHC, which operates the insurance fund,

(30) For a description of the functions of the in-
surance fund and the insurance fees pald by borrowers, see
H, Woodard, o clt., pages 310-315,
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The lender will then be paid the balance outstanding on the
mortgage in questlion, Prior to March 1959, the legislation
provided for the payment of only 98% of the amount outstand-
ing. The amendment of March 1959, however, took thils so-
called 2% bite out of the loss settlement clause, and the
present position ig that the lender is paid 100% of the
eamount outstanding in cash, It may be noted in this connec-
tion that 1n the Unlted States the mortgage insurance given
through FHA stipulates a settlement in government debentures,
and not cash, The VA, on the other hand, does settle clalms
in cash, but limits the lnsurance to the top 87,500 of the

outstanding balance on the mortgage.

PROTECTION AGAINST LOSS OF INTEREST:

Protection against loss of interest l1ls necessary to
cover the period when the mortgage goes into default until
all the legal remedles have been applied, the property fore-
closed, and the final loss settlement collected from the
mortgage insurance fund, The legislation of 1954 allows in-
terest for a perlod of six months after default occurs at
the full rate of interest stipulated in the mortgage docu-
ment and an additional 12 months at thé interest rate stipu-
lated in the mortgage document, less 2%, Thus, if fore-
closure proceedings take longer than six months, the lender
may not get the full interest rate stipulated in the mort-

gage contract.



199.

PROTECTION AGAINST LOSS DUE TO OTHER EXPENSES INCURRED IN
CASE OF DEFAULT :

To compensate the mortgage lenders against loss in-
curred in acquiring title to the property on which the insured
mortgage was granted, the lender received a further sum of
$125,00 as acquisition fee, under the 1954 NHA Act. This
protection was further strengthened by amendment of the NHA
Act in March 1959, when the acquisition fee was increased
from $125.00 to $15O.OO.(31)

As can be seen from the foregoing, the protection
against loss available to the lenders under the NHA, 1s such
as to make NHA mortgages, in terms of securlty, almost equal

to government guaranteed bonds.

LIQUIDITY OF MORTGAGE LOANS

The concept of liquldity has been elaborated mainly
with reference to the investment operations of commercial
vanks. In that context, it applies to loans of very short
term, e.g., day-to-day loans and investment in short-term
government securlties. Mortgages are written for relatively

long perlods of time and can obviously not be considered

liquid in that sense. The widespread adoption of amortlzed

(31) J.E. Morton, in discuseing expenses assoclated
with foreclosure mentions not only delinquent interest pay-
mentes, but also taxes, etc,, paid by the lender at the time
of foreclosure. J.E. Morton, op, cit., page 110,
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mortgages, that is the practice of making monthly repayments
on the outstanding balance of the mortgage has, however, im-
proved the liquidity of mortgages even in the above sense,
It means, as was seen in Chepter III,that long establiched
mortgage lenders can count on a steady stream of mortgage re-

payments, whereby the mortgage portfolio, unless replenished
up by new mortgages made, will be steadily reduced.(32)

A second concept of liquidity has, however, been de-
veloped in banking theory, namely, the ease with which an
asset can be sold or 'shifted' to other investors, before
maturlity. Long-term government securlties are considered to
be 'liquld' in this sense, in that they can be readily
sold.(33) As a sale before maturlty can involve a caplital
loss if interest rates have risen between the period that the
bond was acquired and the period when it has to be sold, this
type of liquidity 1s not without its risks. Improved liquid-
ity of the mortgage document will have the same kind of effect
on the supply of mortgage funds as an improvement in the
security of the mortgage document., Thus at an unchanged yleld
more mortgage funds will be supplled as the liquidity of the
mortgage document improves, This also 1is depicted in Dia-

gram "B'" by a downwardé shift in the supply curve from 8] to So,

(32) See Tables 18, 19 and 20 in Chgpter TII.

_ (33) See R,S. Sayers, Modern Banking (Oxford), 1951,
pages 222-227.
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TABLE 37: SALES AND PURCHASES OF NHA INSURED
MORTGAGES, 1954-1959

(Millions of Dollars)

Corporate Other
Approved Lenders Pension Funds Corporations Total®

Pur- Pur- Pur- Pur-
Year Sales chases Sales chases Sales chases Sales chases
1954 .6 .3 - .3 -- - .6 .6
1355  17.5 .2 - 14,6 - 2.6 17.5 17.5
1956 Y49.6 1.9 - 34,2 - 12.3 49,6 U49.6
1957 62,2 .2 - 30,6 - 314 62.2 62,2
1958  47.7 .5 - 31,1 -- 16,1 47,7 47.7
1959 42,5 .5 - 36.9 -- 5.2 42,5 lLa.s
1354— 220.1 3.6 0 147.7 0 67.6 220,1 220.1

59

2 Components may not add up to total due to rounding.
Source: Central Mortgage and Housing Corporation, Canadian Housing

Statistice — 18% Quarter, 1960 (OTTAWA), Tables 29 and 30.

To improve liquidity in this second sense, it is neces-
gary to develop and improve a secondary mortgage market, that
is a market where mortgages can be readlly bought and sold, In
Canada, at the present time, while a secondary mortgage market
ig in existence for NHA mortgages, it 1s as yet no fully de-
veloped, Table 37 above shows that in the period 1954-1959,
sales of NHA mortgages in the secondary mortgage market,
totalled $220,1 million,

In the United States, there has been a more vigorous

attempt to establish a secondary mortgage market, thereby
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making mortgages more 1liquid, through the establishment of

the Federal National Mortgage Association. (FNMA), a govern-
ment agency, authorized to lssue debentures and with the pro-
ceeds to buy and sell federally insured mortgages in the open
market.(3u) Any improvement in the 1liquidity of the mortgage
document should encourage existing mortgage lenders to devote
a greater proportidn of thelr portfolio to mortgages, thereby

increasing the flow of mortgage funds,

WIDENING THE BAND OF PRIVATE MORTGAGE LENDERS

A further way of influencing the flow of mortgage
funds is by ilncreasing the number of potential participants
in the mortgage market,

Widening the band of mortgage lenders, through legis-
lative changes also lead to a greater supply of mortgage funds
by lowering the supply curve of mortgage funds, This assumes
that the new mortgage lenders brought into mortgage lending
would have been willing to lend at prevalling ylelds but were
prevented from doing so by restrictive legislation, Thus be-
fore the 1954 National Housing Act, the chartered banks were
prevented by legislation from making mortgage loans, The
1954 Act removed thls restriction as far as NHA mortgages are

concerned, thereby greatly increasing the flow of funds poten-

tially avallable f or mortigage investments.

(34) This 1s discussed more fully in Chapter VII,
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Large pools of 1nstitutionalized savings not presently
readily avallable for NHA mortgages, include the growing
pools of pension funds, credit union funds, and fundes held by
trust companies in thelr estate, trust and agency depart-
ments, { 35) Any legislative changes that would permlit and en-
courage the administrators of these pools of savings to become
more active in the NHA mortgage market could help to stimulate
an increased flow of mortgage funds, In thls connection, it
must be pointed out that NHA mortgages are avallable to these
investors in the secondary mortgage market, As these in-
vestors do not appear eager to divert a larger prooortion of
their assets to mortgages, 1t is quite possible that little
could be achieved by legislation in this field., It is worth
noting in this connection that in Canada, even the 1lnstitu-
tions specializing in mortgage financing, e.g., institutlons
habitually investing over 70% of their assets in mortgages
{ the loan companies)u(36) are not very powerful in the capital
market in terms of total assets, compared to the mortgage
specialists in the United States (the savings and loan asso-

ciations). These latter assoclations were lndeed actively en-

couraged by federal legislation in the 'Depressed Thirties'.(37)

(35) Ag shown in Chapter III, funds accumulated in
these institutions totalled $11.2 billion at the end of 1959,
That 1s$1.8 billion higher than the $9.4 billion accumulated
by the life, loan and trust companies,

(36) See Aprendix tables A-7 and A-8.
(37) This 1s discussed more fully in Chapter VII,
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TABLE 3&: STARTS FINANCED BY CMHC, AS PER

CENT OF TOTAL STARTS, 1953-1989
(Dwelling Units)

CMHC Direct Loan Starts OMHC as

Owner CMHC % of all

Year Starts Rental Occupanecy Total Starts
1953 102,409 1,700 3,207 4,907 5%
1954 113,527 771 il 1,215 1%
1955 138,275 1,uk2 677 2,119 2%
1956 127,311 1,979 733 2,712 2%
1957 122,340 7,202 15,131 22,333 18%
1958 164,632 8,809 26,986 35,795 22%
1959 141,345 5,993 29,250 35,233 25%
1953-59 909,840 27,896 76,418 104,314 11%

Source: Central Mortgage and Housing Corporation, Canadian
Housing Statistics (OTTAWA).

DIRECT GOVERMMENT FUNDS

If 1t 1s felt that the flow of mortgage funds forth-
coming from private sources 1s not sufficient to finance the
desired house-building programme, public funds can be used
to supplement the flow of private funds,

The suprly of government funds 1s not undertaken in
regsponse to the usual yield considerations, but to correct
what is congsidered to be a deficlency in the supply of mort-
gage funds and prevailing yields, In terms of Diagram "BY,
the supply of mortgage funds thus becomes infinitely elastic

at the point where government enters the mortgage market
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as a suppller along S;. The amount supplied will then de-
pénd on the strength of the demand for funds at the terms
gset by government, This demand, as was shown, in the
earlier part of this Chapter can however, be influenced by
the eliglbility requirements imposed on the seekers of
government funds,

From 1935 to 1954, public funds were made avallable
in the form of ! joint'loans, whereby the federal government
supplied one-quarter of the money advanced to borrowers by
approved lenders, while the lending institution suppllied the
additional three-quarters of the 1oan.(38) The government's
gshare was loaned to the lending institution at a lower rate
than they obtalned from the borrower. There was thus, an
element of subsidy involved, The extent of the subslidy 1s
difficult to calculate, for the lending institution was re-
gsponsible for the servicing of the mortgage portfolio with
all the administrative costs that this involved, This
Joint loan technique was abandoned in the new Act of 1954,
when the insured loan technique was introduced., The admis-
sion of the chartered banks to the ranks of mortgage

lenders, however, more than compensated for this loss of

federal funds under the 1954 Act., The federal government

(38) For a descriptlon of the Joint loan programme,

see H, Woodard, op. clt., pages 9-20, The description of
the jJoint loan programme 1n this text is based on Woodard.
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also retained the right to make mortgage loans vlia CMHC,
Since 1957, the federal government, through CMHC, has in fact
been one of the major sources of funds, for new residentlal
construction as can be seen from Table 38,

With this description of the policy levers affectling
the demand and supply of mortgage funds as background, we
can now turn, in Chapter VII, to a consideratlion of mort-
gage policy in the 1929-1959 period 1n both Canada and the

United States,
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CHAPTER VII

MORTGAGES AND PCLICY IN CANADA AND THE
UNITED STATES, 1929-1959

The previous chapters have outlined the role of the
mortgage market, the development of that market within the
capital market as a whole, the way in which fiscal and mone-
tary policy affect the mortgage market and how these policy
changes are transmitted to that market via the money market,

The levers of credit policy availlable to the authorities

for influencing the mortgage market and thelr method of op-
eration were also discussed, Before going on in the final
chapter to consider possible future developments in the
mortgage market, it may be useful to review government policy
in Canada and the United States as it affected mortgages in
the 1929-1GK9 period.

The period under review offers a good opportunity to
contrast mortgage policy in a period of depressed economic
conditions, prior to 1939, with mortgage policy in the more
prosperous post-war period. This review of policy will start
by examining some of the problems which the policy makers
sought to solve, Then the remedlies suggested by the experts
wlll be consldered. Finally the actual leglslation adopted

and the institutions relied upon to make this legislation ef-

fective will be discussed,
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MORTGAGE PROBLEMS 1929-1859

The makers of mortgage policy had three basic objec-~
tives during the 30 years under review, The emphasis on
each of these objectives shifted, of course, as prevalling
economic conditlions changed, The three bagic objJectives
were: how to prevent large scale foreclosures and the eco-
nomic hardships resulting therefrom; how to stimulate house-
bullding activity, thereby contributing not only to creating
employment opportunities but also providing better housing
for the nation; and how to stimulate a greater flow of mort-

gage funds,

PROBLEMS OF FORECLOSURES

Following the financial crash of 1929, the prevention
of foreclosures became the most pressing policy objectlve.
Foreclosure proceedings are started by a lender when the
mortgage borrower is unable to pay the interest or capital
payments stipulated 1in the mortgage contract, The mortgage
18 then said to be in default, Foreclosure proceedingzsdiffer
from province to province in Canada,(l) and from state to
state in the United States., H, Woodard, for 1llustrative

purposes, glves the following brief summary of foreclosure

and sales procedures in Nova Scotia.(g)

(1) Advisory Committee on Reconstruction, Final Re-
t_of Subcommitt on Hou and Community Plannin
(CTTAWA, 1GU4L4), page 187, This publication will be referred

to as the Curtis Report.

- (2) g, Woodard, Canadian Mortgeges(Collins, 1959)
page 206,
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"Default having occurred, the mortgagee (lender)
would commence an action in the Supreme Court for
foreclosure and sele, Through prescribed legal
channels, official notice (usually accompanied by a
detalled statement of claim) would be served on the
defendents, who have a limited time to appeer if
they wish to file a defence, Such defence 1s not
common as the existance of the default 1s usually
eaelly proven by the lender, Failing a defense ap-
pearance, the Judge, on recelpt of an applicatlion
gsupported by information required by statute, would
grant an order for foreclosure and sale of the
mortgaged property... The forthcoming sale would
also be advertised in the local press at least once
a week for four or five weeks, The sale would then
proceed at the appointed time and place, Following
the sale, the sheriff would give a deed to the suc-
cessful purchaser,"

Incidentally even a successful foreclosure actlion
does not guarantee the lender that he will get the full
amount owing to him on the defaulted mortgage, for the price
received for the property in a declining real estate market,
may be less than the amount still outstanding on the mort-
gage. No precise data are avallable on the extent of fore-

closures in Canada in the Thirties.(3)

0.J. Filrestone, however, hints at a way to measure
the impact of foreclosures, namely, to use census data to
measure changes in owner-occupliled dwellings., 1In order to
utilise these data, one would have to assume that the shift

in tenure from owner-occupled status to rented status 1is

the result only of foreclosure proceedings, and that none

(3) 0.J, Firestone, Reslidential Real Estate in
Canada (Toronto, 1951), page 132,
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of the foreclosed properties are sold to new home-owners,
0.J. Firestone, of course, does not make such a sweeping
agssumption, but he does point out that(&),
",.. Another reduction in owner occupany
occurred 1n 1932 and 193%%, 1In these two years,
the Depression which held the whole North Ameri-
can continent in 1ts grip was at its worst., 1In

1932 .... the owner occupled dwelling stock was
reduced by 16,200 units.® (5)

This is Just over 1% of the 1,376,200 owner-occupied dwelling

stock at the end of 1930, In the United States where fore-
closure data are avallable, foreclosures reached 2% of the
owner-occupied dwelling stock in the same year (1932).(6)

Although as was mentioned above no accurate data on
foreclosures in the 1930's exist for Canada, it 1s quite
clear that foreclosures were nevertheless a problem, This
is seen from the fact that "moratoria' legislation, the
classical debtor relief measure, was passed by most of the
provinces.(7)

Similar legislation was enacted by‘most of the states
in the United States.(8) H. Woodard gives the following

(4) 0.J. Firestone, 1bld., page 53.

(5) 0.7, Firestone, 1bid., page 45,

14
(®) Non—farm foreclosures during 1932 totslled

250,000 in the United States while the total owner occupled
atock at the end of 19%0 totalled 10,550,000. Data published

by Housing and Home Finance Agency (HHFAS, Annuel Report,1959
(WASHINGTON, 1959), pages 297 and 321.

(7) H. Woodard, op, cit., page 279.

(8) wu, Colean, The Impact of Government on
Estate Finance in the United States (National Bureau of Eco-

nomic Research, N.Y., 1950), page 40,
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description of a moratorium,(9)

WA moratorium (or, in the plural, moratoria)
is the term used in the mortgage business to
describe legislation enacted to asslist debtors
by postponing or suspending their contractual
payments, It 1s usually in a form which prevents
lenders from invoking thelr customary legal pow-
ers as long as the particular legislation is in
effect and provided that the debtor complies with
the terms of the morstoris, "

Woodard further points out some of the inequities in-

volved in the moratoria procedure.(lo)

"It will be apparent, therefore, that mora-
torium legislation can produce some strange in-
equities, In normal times, a person who becomes
unem{loyed or is stricken by some other disaster
can lose hilsg home in a mortgage foreclosure
action, as there is no speclal legislation to as-
slst him.  However, when there 1s mass dlstress
throughout the country and mass actions by mort-
gagees are 1n evidence there may be moratoria
proclaimed, desplte the fact that the attendant
collectlve circumstances are no worse than those
of the person who experiences some disaster in
comparatively normal times,

"While most moratoria have the semblance of
denying relief to those whose circumstances do
not warrant 1t, in practice, whether it is a
Jjudge, a court or a debt adjustment board which
hears the case, there has been a tendency in the
past to grant relief automatically and to stay
the proceedings of a mortgagee. Therefore, one
objection to morstoria is that persons who can
afford to pay granted equal relief with that ac-
corded to the unfortunate ...

.... Another advergse feature of moratorium

legislatlion from a lender's standpolnt 1s that a
province finds 1t relatively easy to enact 1t
but much more difficult to rescind it, For ex-
anple, Ontarioc enacted such leglslation in 1932

(9) H, Woodard, op, cit., page 278.
(10) g, Woodard, ibild., page 279.
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to meet circumstances which prevailed at that
time, and yet it was not until 1L yesrs later
that the legislation was allowed to lapse through
its non-renewal in 1944 o

The usual effect cof mortgege moratoris legislation is

that the repayment of the mortgage 1is delayed.(ll)

"Jesually it is provided that (foreclosure) action
is forbidden if the borrower pays interest and
taxes only."

The most urgent problem in the early Thirties in both

Canade and the Unlted States was thus how to prevent large-

scale foreclosure actions, In Canada, the problem was tackled

mainly by the enactment of provincial moratoria., In the
United States alsc moretorla legislation was resorted to by
the States, but action was also taken by the federal author-
ities to stem the volume of foreclosure actions, For one
thing,

"ITn 1932, federal authorities .,.., ordered re-

ceivers of closed banks under their jurisdic-

tions to discontinue foreclosures.' (12)
thereby decreasing the number of foreclosures., Mo compar-
able action was taken in Canada, This is not surrrising as
no Canadian banks went bankrupt in the 1930!'sg and anyway
the banks here were not permitted to make mortgage loans at

that time (banks were brought into mortgage lending by the

1954 National Housing Act).

(11) H. Woodard, ibid., rage 2%0.

(12) y, Colean, op, cit., page 40,
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Further action to prevent large scale foreclosures
was taken in the United States by the creation in 1932 of
the Home Loan Bank Board and the creation in 1933 of the
Home Owner'!s Loan Corporation under the supervision of the
Home Loan Bank Board, These institutions will be discussed
in detail later in this Chapter. Briefly, the intention
wag to provide funds via a government organization,

"for taking over and refinancing mortgages on

one-to-four family dwellings that were either de-
linquent or held in frozen institutions',(13)

In the years 1933-19%6, this Corporation made loans
totalling $3.49 billion.(1%)  Anout 1,000,000 defaulted

mortgages were thereby prevented from being foreclosed.(15)

Foreclosures were thereby possibly kept ot less than half of
what they would otherwlse have been.(l6)

No comparable action was taken in Canada, possibly
because the number of foreclosures was proportionately lower

than in the United States. However, as was seen above, the

provinces did take moratoria action,

(13) M. Colean, ibid., page 95.

(14%) M. Colean, ibid., page 95.

(15) Report of the Committee to Study the Federal
Home Loan Bank System, A Program to Revitalize the Federal

Home Loan Bank System, (Savings Assoclatlons League of New
York State, 1958), page 52.

(18) Based on foreclosure data published by HHFA,
Annvual Report, 1959, page 321, Foreclosures in the 1933-

1936 period are there shown at over 750,000,
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The problem of foreclosures and the moratoria legis-

lation to mitigate the hardships associated with foreclosure,

were not forgotten even in the prosperous post-war period.

We can see this from the evidence presented by Mr, J.T.

Bryden to the Banking and Commerce Commitiee in 1954, when

the National Housing Aet of 1954 was under consideration,

his evidence Mr, Bryden said,

"The mortgagee (lender) can be subjected not only

to retarding action by the borrower and subsequent
encumbrances, but also to delays of statutory and
other requirements designed to afford grace to the
borrower and the mortgagee (lender) 1s further
subject to the equitable Jjurisdiction of Courts
whereunder additional delays may follow, Likewlse,
enactment of moratorla legislation could prevent
the commencement and completion of mortgage actions
and so postpone further the acquisition of title

and in this way add important delays in enabling the

mortgagee to realise on the security.(17)

However, the problem has lost its urgency as can be

In

seen from Woodard's asgessment of the post-war situation,(lg)

"Whether moratoria legislation will ever be wide-
spread again is a matter for conjecture, There
may be less reason for its introduction than was
the case in the past, The widespread use of the
monthly payment has removed the burden of flnan-.
cial peak loads which were inherent in former re-
payment patterns. In addition, increased soclal
insurance beneflts of various kinds now provide a
stream of income when financial aridity threatens'.

Woodard then goes on to say:

(17) House of Commons Standing Committee on Banking

and Commerce, Minutes of Proceedings and Evidence No,6,
(Ottawa, 1954), page 172.
(18) H. Woodard, op, cit., page 281,




"Any major recession could cause widespread de-
fault, If such should occur, the actions of
mortgagees (lenders) will be a governing influ-
ence to some extent, Certalnly any attempt at
mass foreclosures might bring speedy legislative
relief to the borrowers., Conversely, a general
collective willingness of lenders to make ad-
Justments and postponements in needy cases could
go a long way towards postponing the introduc-
tion of moratoria legislation, ' (18a)

As the difficulties associated with the widespread
foreclosures and the moratoria legislation prevalent during
the Thirtles appear to have lost most of thelr urgency
these problems will not be considered in any great detail

in the rest of this Chapter,

THE PROBLEM OF STIMULATING HOUSE BUILDING

The stimulation of house-building became an impor-
tant policy objective in the Thirties, This is the opinion
expressed by the subcommittee on Housing and Community
Planning, in its 1944 report (Curtis Report). After dis-
cussing briefly the feeble public housing efforts made im-
mediately after the First World War, the subcommittee goes

on %o say,(19)

"No further public interest in housing was
taken until the depression years of the thirties,

but during this period the subject was frequently
discussed as a possible road to recovery. .... ho
public action resulted until 1935, 1In that year,

a special committee to study housing was set up by
the House of Commons,"

(183) H, Woodard, op, cit., page 6.
(19) Curtis Report, op. cit., page 26.

215,
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This committee was charged ..

"to consider and report upon the inauguration of
a national policy of house-building to include

the construction, reconstruction and repalr of
urban and rural &welling houses in order to pro-

vide such dwelling houses as may be necessary;
upon such terms and conditions as may be best
adopted to the needs and requirements of the

people', (20)

The Committee made recommendations favouring finan-
cing for new housling and rehabilitation projlects,

The Domiﬁion Housing Act of 1935 was passed in re-
gponse to these recommendations, This Act willl be dlscussed

later in this Chapter., It is H. Woodard's Judgment that,

"oy this Act a nationwlde housing programme was
contemplated with the basic intent of stimulating
employment through the construction of new houses, "(21)

We thus see from the foregoing that the stimulation
of house-building was a major policy alm 1n Canada during the
Thirties, It was hoped, by stimulating house-building, to
contribute to economic recovery and to provide adequate hous-
ing for the population, Briefly the methods relied upon in-
volved efforts to evoke a greater flow of mortgage funds,
This was the thlird major pollicy objective listed at the be-
ginning of the Chapter and wlll be discussed more fully
below, It may be that the emphasis in Canada on creating

employment opportunities through the construction of new

(20) House of Commons, Journal No, 23, (Ottawa, 1935),
page 135,
(21) H. Woodard, gp, cit., page 9.
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housing constitutes one of the important reasons why legls-
lation here has been concerned mainly with the stimulation
of a flow of funds for new construction (apart from home
improvement loans) as opposed to the trend in the United
States where the legislatlion was designed to facilitate mort-
gage financing of existing as well as new dwellings,

The stimulation of house-building continued to pre-
occupy the policy makers in the post-war preriod also, This
can be geen from the preamble to the 1954 National Housing

Act where it 1is described as,

"An Act to Promote the Construction of New Houses,

the Repair and Modernization of Existing Houses,

and the Improvement of Housing and Living Conditions".
The emphasis had, however, shifted from employment considera-
tions to the aim of providing better housing conditions., Any
stimulation of the economy, or the creation of employment,
would thus be an additional, but welcome benefit,

In the United States, although the aim of increasing
the amount of 'house-bullding' was an important policy objec-
tive, the emphasis on 'home-ownership'! was equally important.
This can be seen from the fact that when President Hoover in

1931 called a conference to dlscuss housing problems 1t was

referred to as 'President's Conference on Home Bullding and

Home Ownership'.(22)

(22) President Hoover's, Conference on Home Building

and Home Ownership (Washington, 1932, eleven volumes). This
conference is referred to by M, Colean, op, cit,, Chapter o,
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The emphasls on ownership as an objective meant that
financing of existing dwellings was considered as important
as the financing of new dwellings, It will be seen later in
this section that this emphasis was apparent also in the 1934
National Housing Act (United States) when the principle of
'guaranteed mortgages' was introduced to be administered by
the Federal Housing Administration (FHA). The terms of lend-
ing under that Act were i1dentical for new and existing homes.
L. Grebler, D, Blank and L, Winnick however regard the Act as
the first major federal effort in the United States to influ-

ence the volume of new residential construction,

"Federal activities designed directly to affect new

residentlal constructlion did not exist before the

National Housing Act of 1934, except for some quan-

titatively insignificant operatlons during World

War I.%(23)
As the L, Grebler, D. Blank and L, Winnilck study is concerned
with capital formation in residential resl estate, they
naturally emphasize the impact of the legislatlon on new con-
struction and major improvements (these also are part of re-
sidential capitel formation). Because of this they do not
emphasize the impact of that legislstlon on financing of ex-
1sting dwellings, That this impact was nevertheless consider-

abtle, even in thelr estimate, can be seen from the following,

(23) L, Grebler, D, Blank and L, Winnick, Cavital
Formetion in Residential Reel Estate: Trends .and Prospects

(Princeton, 1956), page 143, note 1,
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"Because the government programs, particularly
that of the FHA, have emphasized new construc-
tion, FHA and VA loans have been gomewhat less
important in relation to total residential
mortgage lending on both existing and new re-
sidential real estate," (24)

That the policy makers in the United States are still con-
cerned with the number of new houses built can be seen from
the recommendations made by the United States Senate 3Sub-
committee on Housing, which included in its flnal report a
recommendation that the President of the United States sti-
pulate a target houslng oblective every two years, expressed
in terms of the numper of houses that should be built over
these twe years.(25) It will be recalled here that the abll-
ity of the mortgage market to finance sufficient new dwellings
to house the increase in new familles, was one of the criteris

suggested in Chapter 1, for testing the performance of the

mortgage market.

THE CBJECTIVE OF STIMULATING A GREATER FLOW OF MORTGAGE FUNDS
In Canada the oblective of stimulating a greater flow

of total mortgage funds appears to have been subordinated in
the 1930's to the objective of increasing the volume of house-
building by stimulating the demand for new housing., It was

apperently felt that the existing lending institutions had

(24} L. Grebler, D. Blank and L, Winnick, op, cit.,
page 246.
(25) Report of Committee on Banking and Currency, Sub-

committee on Housing, Study of Mortgare Credit (United States
Senate, Washington, 1960),
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sufficient funds avallable to meet the then existing demand
for mortgage funds and therefore the problem was merely to
induce the lenders to make loans on new construction avail-
able on more generous terms, thereby stimulating a greater
demand for housing and thus also for mortgage financing,
This doces not seem to be stated explicitly in the literature.
For instance, neilther H, Woodard, nor 0.J. Firestone makes
this point specifically., Thls lnterpretation can perhaps

however be reed intc Firestone's remarks that,
"more houses were built when materials and labour
were scarce during the war and immedlate post-war
perliod than in the thirties when materials and

labour were plentiful but remained unused to a
large extent," (26)

This is in contrast with the sltuation in the post-war period,
when the problem of stimulating a greater flow of funds from
lending institutions clearly became the dominant pollcy ob-

Jective, We can see thils from Woodard's comment ...,

"1t was becoming increasingly apparent that it was
not within their (the lending institutions!')
capaclty to provide the mortgage funds required
to meet Canada's growing housing needs.® (27)

In the Unlted States apart from the problem of fore-

closures mentioned before,the problem of providing a greater
flow of mortgage funds was the predominant objectlve even
during the Thirties. Thus, M, Colean dlscusses the increased

federal intervention in the real estate field as a result of

(26) g.9. Firestone, op, cit., page U,
(27) H. Woodard, op, cit., page 20.
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the impact of the depression in the following terms.(28)
"Nelther the Federal Land Bank System nor the
Federal Home Loan Bank System was able to cope
effectually with the flood of foreclosures
that swept over the nation in the early thirties..
In this situation, the federal government's
initial measures were designed to make fore-
closure unnecessary by refinancing delinquent
mortgage loans on farm and home property ...
While these operations were getting under way,
the government was already concerning ltself
with other means of re-opening and widening the
channels of mortgage credit.,"

It would then aprear to be Colean's Judgement that
the financial collapse in the United States in the Thirties
had clogged the flow of mortgage funds,

The emphasis in the United States in the Thirtiles,
was on stimulating the flow of funds while in Canada, the
emphasis was on stimulating the demand for loans, This may
very well be due to the fact that financial institutlions in
Canada withstood the depression years better than thelr
United States counterparts, and therefore it was not obvious
in Canada that the potential supply of mortgage funds from
the lending institutions was & posgsible deterrent to achlev-
ing a larger house-tuillding programme. By 1939, the problem
of the supply of mortgage funds was beginning to get more
attention in Canada. This can be seen from the introduction

in 1939 of a bill to create a Central Mortgage Bank as an in-
tegral part of the Bank of Canada.(29)

(28) w, Goleen, op, cit., page 28.

(29) J. Gillles, "Some Financisl Aspects of the Cana-
dlan Goverrment's Housing Program: History and Prospective
Developments", Journal of Finance (March 1953), page 28,
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This proposal wlll be discussed later in this
Chapter. It is cited here only to show that in Canada the
problem of increasing the flow of mortgage funds did not
come to the fore until Jjust before the outbreak of World
Wwar II. As was stated above, 1t became the dominant policy
objective in the post-war period. Also, as Woodard takes
pain to point out the aim was to obtain these funds frém

private sources,
"Every attempt seems to have been made throughout
the years to vest the mortgage business in the
hands of private entreprise." (30)

In the United States the preoccupation with stimulat-
lng the flow of mortgage funds aprarent in the Thirties con-
tinued in the post-war period, We can see this from the
fact that even as late as 1958 a speclal Senate Housling Sub-
committee was constituted to consider the question, "Does
the Decade 1961-70 pose problems in private Housing and
Mortgage Markets which require Federal legislation by
1960".(31) It is apparent from the pspers presented in that

enquiry that in the post war period it was not only the ade-
quacy of the volume of mortgage funds that preoccupied the
policy makers, but also the stabllity of that flow.

To sum up then, both in Canada and in the United

States, the malor objectives of the policy makers were how to

(30) H. Woodard, op, c¢cit., page 29,

(31) Committee on Banking and Currency, Subcommittee
on Housing, Study of Mortgage Credit (United States Senate,
Washington, 1958),
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prevent foreclosures, how to stimulate more house-buillding
and how to stimulate a greater flow of mortgage funds. In
Canada, provincial moratoria mitigated the hardships caused
by threatened foreclosures, In the United States moratoria,
introduced by the States were also resorted to but in addi-
tion the Federal Government supplied funds to prevent fore-
closures via the Home Loan Bank System and the Home Owner's
Loan Corporation (HOLC), In Canada the emphaéis on increased
house-~building resulted from a desire to provide additional
employment opportunities, as well as the desire to provide
more adequate housing for the population, In both countries
this preoccupation with stimulating the house-bullding pro-
gramme continued also in the post war period, In Canade the
desire to stimulate a greater flow of private mortgage funds
did not find expression in proposed leglslation until 1939
possibly because before 1979 the emphasis was on stimulating
the demand for mortgage funds, It has, however, been a
major objective in the post war period. In the United States
the problem of lncreasing the flow of mortgage funds was pre-
dominant even durlng the Thirties, possibly as a result of
the collapse of financlal institutions after the 1929 finan-
clal crash, But apparently there was never any real fear
that the potential supprly of mortgage funds from private
sources in the United States would be ingdequate to filnance
new construction, Thie can be seen from the fact that the

legislation did not at first dlscriminate between mortgage
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finance for new constructlon and mortgage finance for ex-
ieting dwellings. This difference in emphasis in the United
States as compared to Canada, where the legislatlion confined
itself in the main to new construction, 1s due perhaps to the
greater emphaslis in the United States in the Thirties on
home-ownership as compared to the emphasis in Canada in the
Thirties on new dwellings, In both countries the objective
of gtimulating a greater flow of mortgage funds has remained
in the forefront throughout the post war period, but in the
United States this objective has been widened to include not

only a greater flow of mortgage funds, but also greater sta-

pility in that flow (less year to year fluctuations).

SCME SUGGESTED REMEDIES

The remedies suggested to achieve the objlectives of
preventing foreclosures increasing the flow of mortgage
funds can perhaps best be discussed with the framework of a
1ist of shortcomlings from which the mortgage market was re-
puted to suffer., M, Colean quotes Horace Russellas listing
the following elght shortcomings: (32)

Short-term mortgage loans,
Small loan to value ratios,

Lump sum rather than amortized mortgages.

(32) y, Colean, op, cit., pages W4i-U5, quotes from
H. Russell, Private Housing Legal Problems:; Houslng, the
Continuing Problem (National Resources Planning Board,
Washington, 1940), pages 41-42,
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High interest rates vis-a-vis other long-term loans,
Absence of a steady market for mortgages.

Lack of credit faclilities for home financing insti-
tutions,

Lack of insurance facllities for savings in saving
deposit institutions,

Absence of proper lending and appralsal practices
and procedures and the impossiblility of obtalning
uniform, co-operative action among thousands of
widely scattered local home-financing i1nstitutions.

It was not, however, out of sheer caprice that the

above features were so strongly embedded in the pre-war mort-
gage market. The flrst three practices listed developed
mainly through the efforts of the lenders to adapt the mort-
gage document to varying economic conditions.

The short-term loan was adopted by the lenders,

M, Colean suggests, in an effort to get the loan repayed be-
fore economlc adversity or debt relief leglslation intervened,
“These repeated breachings of the mortgage contract may
have had some influence ,.. (in making) ... mortgage
loan .,,. on a short term basis, in the hope of get-

ting payment before a new catastrophe and a new mora-
torium intervened," (33)

This practice of granting short-term mortgage loans

in turn led to the third shortcoming listed above, the lump

sum rather than the amortized mortgage. It was clearly im-

possible to amortlze fully over a short period (say five

years) as the terms of repayment would become %too onerous

(33)
M. Colean, op, cit., pages %0-81.
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for most borrowers.(3n) If the mortgage became due in a
period of mortgage credit stringency, the borrower would have
great difficulty in obtalining a new mortgage and would be in
danger of losing his property through foreclosure proceedings,
The small loan to value ratioc, the second shortcoming
1isted above - typically not more than 60% of the value of
the underlying property - was also partly the result of the
lender's fear that the mortgage would fall due during un-
favourable economic conditions, As Colean points out,

"the mortgage contract does not provide either for
increasing the amount of security or for quickly
calling the loan in a perlod of falling value,
Consequently, mortgage lending practice commonly
requires that the amount loaned be limited to a
figure considered to be no more than the lowest

value to which thf s?curity may fall during the
term of the loan,(35

This practice was also encouraged by the leglslation govern-
ing the major mortgage lenders, The purpose of that legisla-

tion was to safeguard the savings entrusted to them,

"The primary purpose of the legal regulations of
financlial institutions is to maintain a watch over
their solvency in the interests of those whose
funds are entrusted to them.! (36)

However according to Woodard, the average loan to value ratio

before 1935 was about 50% 1n Canada,(37) although the legisla-

tion permitted life, loan and trust companies to make 60% loan

(34) J.E, Morton, Urban Mortgage Lendin omparativ
Markets and Experience (Princeton, 1956) pages 7-9.

(35) M, Golean, op, cit., page U46.
(36) M. Golean, ibid., page 7T3.
(37) H. Woodard, op, cit., page 9.
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to value ratio mortgages.(38) Actual mortgage lending prac-

tice was thus more conservative than the relevant legisla-
tion, Incidentially, the permitted loan to value ratioc on
conventional mortgages (mortgages not covered by National

Housing Act legislation) was raised during 1961 to 66 2/3%,

In short, mortgage lending was consldered a risky
business because of the bad experlence of lenders with fore-
closures and moratoria, 1In order to protect themselves
gsomewhat against these risks, lenders adopted terms of lend-
ing which involved short-term, low loan-to-value ratio, un-
amortized mortgages - the first three shortcomings listed
above, High interest rates and absence of a steady market
for mortgages, were also due basically to this large element
of risk involved in mortgage lending.

It 1s not surprising that greater risks are associ-
ated with higher interest rates. This 1s merely one of the
facts of economic 1life, However, Horace Russell, as quoted
by Colean seems to imply that mortgage lnterest rates should
not be considerably higher than interest rates charged on
other types of long-term loans, such as railrocad bonds or
public utility bonds.(39) It must be remembered, in this

connection, that the costs of administering a mortgage port-

folio, estimated at around 1/2%, are considerably higher

(38) K., Woodard, ibid., pages 29-30.
(39) M, Golean, op. clt., pages Li-Ls,
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than the costs of administering a portfolio of bonds, esti-
mated at around .1%. In addition, there are further costs
assoclated with originating the mortgage loan, estimated at
1% of the mortgage. Mortgage lnterest rates would thus be
higher than interest rates charged on long-term bonds, even
if lenders consldered the degree of risk associated with
both types of investment as beling the same,

The absence of a steady market for mortgages (a sec-
ondary mortgage market) is however also attributed by
Rugsell and Colean to the riskiness of mortgage investments{40)
This they feel i1s due to "the lack of facilities for insur-
ing the repayment of mortgage loans®. This in turn may have
contributed to "a lack of a sufficient number of sound mort-
gage assoclations exranding on a national scale," (41)

The sixth deficlency listed above, the lack of credit
facilities for home financing institutions was in fact a plea
for a lender of last resort for mortgage investors, In short,

it represents a wigh, in the United States to have a Central
Bank for mortgage lenders in the same way as the commerclal
banks had been given a more efficient Central Bank, in 1913,
in the form of the Federal Reserve Banks, The need - and
wish - for such a facility is summarized as follows by the
Federal Home Loan Bank Boardgue)

(40) y, Colean, ibid., pages 4li-Lg,

(41) M. Colean, ibid., page .

(42) pederal Home Loan Bank Board (FHLBB), The Federal
Home Loan Bank System (Washington, 1961), page 21.
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"Emerging Needs for a Central Credit Facility"®,

iWhile the financial system rapidly adapted it-
self to the growing demands for home mortgage funds,
gsome essential needs were left unmet, There was no
organized credit facility for enabling mortgage lend-
ing institutions to meet seasonal or other unantici-
pated changes in mortgage loan demands or in savings
withdrawals, Means for transferring funds for home
flnanecing from capital surplus to capital deficit
areas were highly inadequate, Local institutions had
no access to the national securlty markets when their
service to the community reduired additional funds to
suppPlement available local savings. Mortgage loans
could not easily be shifted from one holder to an-
other,

"Problems of this kind were not limited to home
finencing institutions, Similar difficulties in
commercial banking led to the establishment of the
Federal Reserve System in 1913%, although this as-
soclation had many other purposes as well.,

iMhe first proposals for a nation-wide facility to
enable savings and loan associatlons to use their
mortgage holdings as a basis for credit were made as
long ago as 1918-1919... A plan ... was introduced
in 1919 in Congress as 'A Bill to Create a Federal
Home Loan Bank Board and Home Loan Boards for the Pur-

pose of Aiding and Finanecing the Construction of

Homes',
"The Banking Committees of both houses held hear-

ings but failed to report the bill favourably., Simi-
lar bills were introduced in later years, but interest

in them waned as the home-building boom of the 'twen-
ties'! gathered momentum, If the prosperity of the

'twentles' obscured the basic problems in home flnance
that were outlined earlier, the deepening depression
of the early !'thirties! brought them into the lime-
light. "

This deficiency of a lack of credit facilities for
home financing institutions, which came to the forefront
again during the 'Thirties', 1s thus not due in essence to
the risks of mortgage lending, as were the five earlier
ghortcomings listed. It can be described as an institutional
deficiency not really closely associated with the risks of

mortgage lending.
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The seventh deficiency listed above, namely a lack
of insurance facilities for savings in savings deposits in-
stitutions, did not really become urgent until the 1930's,
when the widespread fallures of financiel institutions in
the United States caused considerable losses to savers.
This deficiency, in so far as it relates to the mortgage mar-
ket, 1s again due to the risks involved in mortgage lending.
For it 1s as a result of losses sustained in the operation
of their business that some lenders are forced into bank-

rupcy and become unable to repay the savings entrusted to

them by the public, This was not a rroblem unique to the
mortgage market and the mortgage lenders, Commercial banks,
not specialized in mortgage lending, also went bankrupt -
desplte the existence of a lender of last resort, namely the

Federal Reserve Banks,.

The problems encountered by the commercial banking
system ~ and the remedles adopted - will not be elaborated
upon here, These problems are merely mentioned here to
point out that the loss of savings due to fallure of finan-
clal institutions led to suggestions of insuring deposits in
savings institutions in the United States, 1In Canada, there
was no comparable flnancial collapse, therefore there was no
comparable pressure to insure the public's savings entrusted
to the financial institutilons.

The last deficiency mentioned above, namely, the

absence of proper lending and appreisal practices and pro-
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cedures and the imposslibility of obtaining uniform, co-
operative actlion smong thousands of widely-scattered local
home-financing institutions, 1s also not a deficiency due
to the risks of mortgage lending, It 1s again a deficilency
due to institutional factors,

One of the results of this deficiency 1s to increase
the difficulties involved in creating a national mortgage
market, As a result of the different apprelsal practices, a
mortgage lender would be reluctant to buy a mortgage origi-
nated by another lender, for he would not be quite certain
whether the real estate security underlying the mortgage met
his own lending criteria, If it is desired to create an
active secondary mortgage market, this deficliency must thus
gomehow be overcome,

In short then, most of the %baslc deficliencles 1in
the mortgage market could be traced back to the peculiar
risks involved in mortgage lending, These risks induced
lenders to offer terms of lending which contributed to in-
stability in the mortgage market (short-term loans, low loan-
to~-value ratlo, unamortized mortgages and high interest
rates). In addition, informed observers of the mortgage
gcene consldered that the institutional framework of the mort-
gage market was not sufficiently elaborate, In particular,
it was pointed out that the mortgage institutions lacked é

lender of last resort (a Central Mortgage Bank) and did not
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develop facilities for selling mortgages from one lnvestor
to another (a secondary mortgage market), thereby inhibiting
many institutlons from entering the mortgage market and
others from participating more heavily in mortgage financing.

The remedies suggested, and those adopted, would
have to centre around the problems of reducing the risks and
improving the terms of mortgage lending. In addition, the
remedies suggested would also have to involve extending the
institutional facilitlies of the mortgage market, to attract
more savings to the mortgage lenders, to provide for a lender
of last resort for the mortgage lender and to develop a

secondary mortgage market. As President Hoover put 1it, a
method must be found to create "a federally-sponsored 'finan-
cial reservoir! for home financing institutions“.(MB)

Reducing the risks of mortgage lending would quell
the lender's fears of large-ecale foreclosures, Improving
the terms of lending for the borrower would increase the de-
mand for new dwellings, thereby stimulating house-building.
Extending the institutional facilitlies would help to achieve
the obJective of stimulating the flow of private mortgage
funds.

We can see, from the fact that President Hoover urged

the Finance Committee of the "Conference on Home Building and

Home Ownership' to produce a concrete and workable federally-

(%3) purpp, 1bid., page 23.
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sponsored plan,(uu) that 1t was fully realized that federal
intervention of some kind would be necessary to achieve the
three-~fold objective of preventing foreclosures, stimulating
house-bullding and stimulating a greater flow of mortgage
funds through the methods of reducing the risks of mortgage
lending, improving the terms of lending and extending the
number and the scope of operations of financial institutions
active in the mortgage fleld,

In discussing federal intervention in the affairs of

financial institutions, Miles Colean stresses the charter-
ing power of the government and the power to determine the
character of the institutions.(%5) By using 1ts power to
charter institutions aggressively, the Federal Government can
to some extent try to make more credit available, Colean
puts 1t this way: (4o6)

"A primary impact of the state upon the finan-
cial system comes from 1ts power to charter finan-
ciel institutions. This power, of course, 1s
fundamental to the creation of large pools of
credit and to the manner and method through which
credit 1s made available for realty needs., Under-
chartering may result in an insufficiency of
credit, over-chartering may bring the reverse.
However, there 1s little evidence that, prior to
the 1930's, the chartering power was used with any
positive intent of directly influencing the flow of
credit, unless it was on the theory that the

greater the number of banks, the better the credit
facilities,"

(44) PHLBB, 1bid., page 4.
(45) M. Golean, op, cit., pages 63-75.
(46) M. Colean, ibid., page U6,
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Colean thus implies that after 1930 the federal power
to charter financial institutions was used more aggressively
to provide more adequate financial facilities., Moreover,
with the power to charter financial institutions 1s coupled
| the power to regulate the investment practices of the newly-

chartered institutions - whether they can invest in real

estate, mortgages, stocks, bonds, etc. In thils connection,
Colean makes the point that:

"8avings and loan associations are the only in-
stitutions that are required - in contrast to being
permitted - to lend on mortgage security. With the
others, alternative lnvestments may be listed at
length and, as a group, are frequently glven pre-
ference over mortgage loang; with the savings and
loan associations, 1t is the alternatlve investments
that are restricted in relation to total invest-

ments." (47)
In discussing this power to charter financisl institu-
tions, Colean further points out that these could be elther
private institutions or wholly government-owned institutions.

He puts it this way:

"The courses open to the federal government in
making effective use of this 1nstrument were sev-
eral: (1) 1% could create mortgage lending insti-
tutions, using federal funds when necessary to en-
courage theilr establishment and to assure their
adherence to federal policy; (2) it could create
institutions wholly financed and controlled by the
government and thereby set lending terms in accord-
ance with its estimate of credit needs," (L&)

(%7) ¥, Colean, 1bid., page 69.
(48) . Colean, ibid., page &2.



It was thus widely suggested in the United States
in the 1930's that the federal power to charter financlal
institutions should be actively used to help stimulate the
flow of mortgage funds, It was also pointed out that in
order to achieve this objective the Federal Government
gshould also use its power to regulate the investment prac-
tices of the financial institutions chartered, Furthermore,
1t was suggested that the Federal Government need not con-
fine itself to chartering only privately-owned institutions,
but should also contemplate the creation of wholly govern-
ment-ocwned financial institutions,

This emphasis on institutions is in sharr contrast
to the attitude in Canada in the 'Thirties'!'. Nelther
Woodard nor Firestone mention any proposals that the federal
power to charter financial institutions should be used ag-

gressively. The Curtis Report also does not suggest that
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such proposals were put forward in the 1¢30's, The exception

to this is, of course, the bill introduced in Parliament in
1939 to create 'A Central Mortgage Bank'(49), This will be
discussed later, As a general rule, however, it can be saild
that, in contrast to the United States in the 'Thirties!,
there was in Canada no strongly-expressed sentiment to use
the chartering power of the Federal Government aggressively

to encourage private financial institutions in order to in-

(49)

Referred to in note 29 above,
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crease the flow of mortgage funds. Nor was there any strong
sentiment expressed to create a wholly government-owned
agency for that purpose. This should perhaps not be cause
for surprise, if we bear in mind that Canada did not have a
Central Bank until 1935, when the Bank of Canada was created.
To sum up then, the prime objectives of the policy-
makers befere World War II were, preventing foreclosures,
stimulating a larger bullding programme and stimulating a
greater flow of mortgage funds, It was suggested that these
objectives could best be met by reducing the risks of mort-
gage lending, improving the terms of mortgage lending and ex-
tending the number and scope of institutions active in the
mortgage market., In the United States in the 'Thirties!, it
was further suggested that the number and scope of the finan-
clal institutions active in the mortgage market could best be
increased by an aggressive use of the federal power to char-
ter financial institutions. Furthermore, 1t was pointed out
that the Federal Goverament need not confine itself only to

chartering private institutions but could also create wholly
government-owned institutions to supplement and supervise the

activities of the private institutions, The public institu-
tions could also provide the functions of lender of last re-
sort as well as a secondary mortgage market. In Canada, in
the"Thifties', this stress on institutional changes did not
become evident until 1939, but has become stronger in the

postwar period,
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With this brief sketch of objectives and suggested
remedies as background, we can now turn to the actual legis-
lation adopted and the institutions, both privately-owned
and publicly-owned, relied upon to mske the legislation ef-

fective,
LEGISLATION AND INSTITUTION

The descriptlion of legislation in this section will
be selective in the sense that not each of the amendments to
the Housing Act will be discussed, The purpose of this
selectivity 1s to bring out more clearly how the legislation
sought gradually to bring about the changes in the mortgage
market which would help to achileve the three maln objectives
of preventing foreclosures, stimulating home-building and
gtimulating the flow of mortgage funds. These changes, as
digcussed in the previous section, involved reduclng the
risks of mortgage lending, and improving the institutional

framework of the mortgage market by providing a lender of

last resort for the mortgage lender, as well as a facility
for selling mortgages in a so-called secondary mortgage mar-
kxet. It was further pointed out in that section that it was
realized that in improving the institutional structure of

the mortgage market fedefal intervention might be necessary,
The intention was, however, in both Canada and the United
States to create a framework within which the private lenders

could provide the mortgage funds needed from thelr own re-
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sources, with as 1ittle as possible recourse to government
funds.

In adopting this selective approach to the descrip-
tion of the legislation, most of the detall of the varlous
changes in the terms of lending and the measures taken to
favour speclal groups, such as low and moderate income groups
as well as elderly persons, ete,, will be neglected as will
also all measures dealing with providing funds for publicly
owned housing, be 1t subsidized or unsubsidized public
housing. In short, it is not intended here to present an
exhaustive 1listing in great detail of the immensely varled
housing legislation enacted in the United States and Canada
during the thirty years under review, The procedure here
will be to review first the prewar leglslation in the two

countries, then the postwar legislatlon will be considered.

PRE-WAR LEGISLATION IN THE UNITED STATES

THE FEDERAL HOME LOAN BANK ACT, 1932

The first important piece of legislation enacted in
the United States in the period 1929-1939 was the creation
of the Federal Home Loan Bank System in 1932, This System
was created by the Federal Home Loan Bank Act of 1932,

The new System followed the pattern of the Federal
Resgserve System in that it had a central governing board ap-

pointed by the President of the United States, and a group of
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eleven regional banks, These regionsl Federal Home Loan
Banks were authorized to make loans to member institutions,
All properly chartered savings and loan associations, sav-
ings banks, or insurance companies engaged in placing mort-
gages on houses and small bulldings could become members.(5o)
Almost all of the members are savings and loan associations,
The Home Loan Bank System was to provide a means whereby
mortgage funds could be transferred from surplus to deficlt
areas, to provide funds to its members so as to ensble them
at all times to meet the needs of their communities for
mortgage credlt, and to supply credit to its member institu-
tions for emergency purposes.(5l) This last function, to
supply credit to members for emergency purposes, qualifies
the system for the title of Central Bank of the savings and
loan associations, Federal Home Loan RBanks accomplish these
purposes by making advances to member financizl instltutions
rather than through direct transactions with the general
public.(52)

Thus the intentlion was to give the mortgage lenders
a lender-of-last-resort, The temporary loans made by the
Home Loan Banks to their members are in the form of advances.
Both short-term and long-term advances can be obtained. The

member institutions were required to purchase Home Loan Bank

(50) M. Colean, op, cit., prage 93,
(51) Report of the Committee to Study the Federal
Home Loan Bank System, op, cit., page 93%.

(52) Report of the Committee to Study the Federal
Home Loan Bank System, 1ibid., page 47,
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stock equal to 2% of the member institution's mortgage hold-
ings. This provided the lnitial capital of the Federal Home
l.oan Banks. The Federal Home Loan Banks were also empowered
to obtaln additional funds by issuing debentures, The amount
of debenturesissued could not exceed five times the amount of
Federal Home Loan Bank stock outstanding, This means that 1f
each member institutlion purchased only the minimum 2% of stock,
the total amount of debentures that could be 1lssued would
equal 10% of the member institution's mortgage portfolio,
Member institutions could, however, purchase more than the 2%
minimum of Home Loan Bank stock,

Member institutions could borrow from their regional

Federal Home Loan Bank up to twelve times the amount of stock
which they held, If they held the minimum required amount of
stock, namely 2%, they could borrow up to 24% of the value of
their mortgage portfolio from thelr regional Federal Home
Loan Bank, The Secretary of the Treasury has to approve each
issue of Federal Home Loan Bank debentures,

To get the system started, the Secretary of the
Treasury was authorized to purchase capital stock of the
Federal Home Loan Banks., Thus, at the end of 1939, the
Secretary of the Treasury held $125 million Federal Home Loan
Bank stock on behalf of the Government of the United States.
Member institutions held only $41 million in Federal Home
Loan Bank stock at that time, By 1951 the government held
stock - had Dbeen completely retired while the stock held
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by member institutions had risen to $271 million.(53)

One way of measuring the use made of the system's
lender of last resort funetion i1s to relate the advances
made to members to the total savings accumulated by the mem-
ber institutlons, On the baslis of this measure, the most
intensive use made of the lender of last resort faclility oc-
curred in 1938 when advances equalled 8% of the members!
savings capital.(54) In Canadlian terms, at the end of 1939
this would be equivalent to advances of about $20 million
made to loan companies (total assets of loan companies at
the end of 1939 were $260 million - 8% of this total would
equal $21 million)., The absence of a lender of last resort
did not, however, seem to have inhibited the growth of the
loan companies in the pre-war period in Canada, At the end
of 1939, the assets of the loan companies equalled 44 of the
assets of the majJor financial institutions here, In the
United States the assets of the savings and loan assoclations
represented 5% of the assets of the major financial institu-

tions, not much more than their Canadian counterpart.

The legislation creating the Federal Home Loan Bank
System appears to have come about as a result of years of

effort on the part of the savings and loan associations to

obtain a lender of last resort.(55) In addition to this

(53) Report of the Committee to Study the Federal
Home Loan Bank System, ibid., page 20.

(54) Report of the Committee to Study the Federal
Home Loan Bank System, ibid., page 4, Table 1.

(55) FHLBB, op, cit., pages 21-24,
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function, the Federal Home Loan Banks were also empowered,
as an emergency measure, to make direct loans to home-
owners unable to obtain financing elsewhere.(56) This power
was repealed a year later in 1933 when the Home Owner's Loan
Corporation was established for the express purpose of pre-

venting foreclosures,

HOME OWNER'S LOAN ACT, 1933

The Home Owner's Loan Corporation was created by the
Home Owner's Loan Act, 1933, It was clearly an emergency

depression measure.(57) The Home Owner's Loan Carporation

(HOLC) made 80% loans on homes valued at $20,000 or less,
The maximum loan amount was fixed at $14,000., HOLC made
about 1,000,000 loans in the 1933-1936 period. It i1s quite
possible that the lncidence of foreclosures was thereby re-
duced to about half of the foreclosures that might have oc-
curred without the ald extended by HOLC.

The Home Owner's Loan Act, 1933%, in addition to
creating HOLC, also widened the powers of the Federel Home
Loan Bank Board. It made the Board responsible for the
chartering and supervislion of privgtely financial federal
savings and loan assoclations thereby helping "to provide

local mutual thrift and home financing institutions in which

(56) FHLBB, ibid., page 2k,
(57) Curtis Report, op, cit., page 62,
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people could invest theilr funds, and to provide for sound
and economical home financing".(58) Under the provisions
of the Home Owner's Loan Act, 1933, the United States Treas-
ury was also authorized to subscribe up to 50% cof the shares

in any one federal association.(59) The intention of the
legislation was thus to encourage the formation of a greater
number of thrift 1nst1tutions.' The Secretary of the Treas-
ury used the above power to purchase $261 million stock in
newly formed institutions, Almost all of this stock had
since been retired.(6o)

Thus, in addition to providing a lender of last re-

gort for the mortgage lenders, the United States Government
also actively encouraged the establishment of additional
savings institutions by permitting the Federal Treasury to
provide funds for the new institutions in the form of capital

atock,

NATIONAL HOUSING ACT, 1934

The United States Government went even further to en-
courage the flow of savings into financial institutlons.
Thus, as part of the National Housing Act, 1934, the Federal

Savings and Loan Insurance Corporation (FSLIC) was established,

(58) Curtis Report, ibid., page 62.

(59) M. Colean, op, cit., page 97.
(60) y. @olean, ibid., page 97.
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The function of FSLIC was to insure the safety of savings
pleced with local thrift and home financing 1nst1tutions.(61)
Each deposit with a member institution was insured
up to a maximum of $5,000, This maximum was ralsed to $10,000
in 1950, BSavings deposits in commercisl banks were insured a
year earlier, in 193%, when the Federal Deposit Insurance
Corporation (FDIC) was established under the provisions of the
Banking Act of 1933.(62)

It is Colean's judgment that,

"Both these institutions (FSLIC and FDIC) played
important parts in restoring public confidence
in commercial banks and savings and loan assocla-
tions and, indirectly, in overcoming the para-
lyeie of the mortgage market." (63)

In Canada, there was no equivalent enactment of sav-

ings deposit 1insurance legislation, There was also no use

made of the power to charter savings institutions, Possibly,
no need was felt for legislstion of this kind in Canada.
Financial institutions flourished in Canada without such
legislation, Thus, at the end of 1939, the assets of the
major Canadlan financial institutions at $6.9 billion repre-
sented 110% of the $5,6 biliion G.N,P, This ratio was not
much below the 112% comparable United States figure. There
the assets of the major financial institutions benefiting
from the favoureble legislation dlscussed above totalled

(61) FHLBB, op, cit., page 25,
(62) y, golean, op. cit., page 62,

(63) . Colean, ibid., page 96.
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$111,7 billion at the end of 1939, while the United States
¢.N.P. reached $91.1 billion in that year.

THE FEDERAL HOUSING ADMINISTRATION

The National Housing Act of 1934 also created the

Fedéral Housing Administration (FHA). The Federal Housing

Administration is the agency through which the Federal
Government in the United States insures mortgages on resi-
entlial property. FHA does not lend money nor does 1t build
houses; 1t provides a system of insurance for loans made by
private lending institutions.(éu)

The idea of providing mortgage insurance was not
new., Mortgage guarantee companies had flourished briefly
and collapsed spectacularly in the years Just before FHA
was created.(65) But many of the features of the FHA plan
were new,

The Government undertook to provide the initial in-
surance funds and to pay the operating expenses, The Treas-
ury guaranteed the princlpal and accrued interest of the
debentures that would be pald in case of a foreclosed mort-
gage. Settlement of claims was thus not in cash, Provi-

silon was also made for a secondary market for FHA-insured

mortgages, through permission to establish national mort-

(64) Curtis Report, op, cit., page 62.
(65) M, Colean, op, cit., page 96.
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gage asgsocliations which were authorized to buy and sell FHA-
insured mortgages and to borrow money for this purpose through
the issuance of nbtes or bonda,

The only assoclation chartered under the above pro-
visions was the Federal National Mortgage Associlation (FNMA),
incorporated in 193%8 and owned and operated by the Recon-
struction Flnance Corporation.(6b)

As originally conceived, FHA was to be merely an ad-
Junct to the exlsting mortgage credlt system, Under its
provisions, however, the terms of lending were liberalized,
Loans were avallable at up to 80% of the value of the under-
lying real estate securlty, as compared with the conventlonal
60% loan. Interest payments were lower and amortization
periods were longer, up to 20 years.(67) The terms of lend-
ing were the same for new homes and for existing homes.(ég)
It was not until 1950 that the terms of lending on new homes
were made more liberal than those on existing homes, through
higher loans, amortized over a longer period. In 1954, the
terms of lending on existing homes were agaln made identical
to the terms of lending on new homes,

Colean, in commenting on the 1934 legislation which

created FHA, points out that up to that time the Federal

Home Loan Bank Board had been the main focus for the measures

(66) Gurtie Report, op, cit., page 62,

(67) M. Colean, op, cit., page 98,

(68) Committee on Banking and Currency, Subcommittee
on Housing, Study of Mortgage Credit - Recommendations of
Federal encies (United States Senate, Washington, 1961),

page 187.
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to stimulate non-farm home finance, The National Housing Act
of 1934, however, created a separate independent agency, the
FHA, to give a new impetus to lending.(69)

The 1934 legislation thus made possible government
insured loans, thereby greatly reducing the risks assoclated
with mortgage lending. It also made possible more libgral
terms of lending, thereby stimulating the demand for housing,
The way 1n which more liberal terms of lending increase de-
mand was discussed in the previous chapter,

Grebler, Blank and Winnick express the opinion that
this liberalization of the terms of lending did, indeed, in-

creage the demand for housing in the United States. They put

it this way,

"There 1s some reason for belleving that the FHA pro-
gram in the middle and the late thirties helped to
accelerate the expansion of residential butlding."(70)

The secondary mortgage market activity in FHA-insured
mortgages provided for in the new legislation can be viewed
as an alternative method for providing a lender of last re-
sort function. Thus FNMA provided the holders of FHA mort-
gages with such a facility by purchasing FHA-insured mort-
gages, Very little use was made of this privilege in the
pre-war perilod. It can nevertheless be argued that whereas

the Federal Home Loan Banks provided thelr member institutions

(69) M. Colean, op, cit., page 97.

(70) 1. Grebler, D. Blank and L. Winnick, op, cit.,
page 70,
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with a lender of last resort facility by making advances to
them, FNMA extended the same provilege to holders of FHA-
insured mortgages by standing ready to purchase these mort-
gages 1f called upon to do so,

To sum up then, the pre-war leglslation in the United
States provided private mortgage lenders with a lender of
last resort. The legislation also aimed at increasing the
number of mortgage lenders by an active use of the federal
power to charter new institutions whose savings deposits were
insured., Mortgage insurance was introduced to encourage the
major financial institutions to undertake more mortgage lend-
ing. The terms of lending on FHA-insured mortgages were made
much more liberal than the terms of lending then prevalling
in the non-insured conventional mortgage market thereby en-
couraging increased home-building, No distinction was made
in FHA-insured mortgages between lendlng on new houses and
lending on existing houses. The lender of last resort func-
tion provided for in the pre-war leglslatlon was of two
types, One type was available to members of the Federal Home
Loan Bank System in the form of advances from thelr reglonal
Federal Home Loan Bank, The other type was avallable only
for FHA-insured mortgages and involved the sale of these mort-
gages to FNMA, Thils latter type, the secondary market facil-
ity offered from 1938 onward by FNMA was not widely used 1n

the pre-war perilod,
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PRE-WAR LEGISLATION IN CANADA
THE DOMINION HOUSING ACT, 1935

In discussing the Dominion Housing Act of 1935,
Firestone makes the following comment,(71)

"It was not until 1935 that the federal govern-
ment attempted to cope with the housing problem

in a continuing fashion,.. The act offered fi-
nancial assistance to those bullding homes for

owner occupancy and for rent on credit terms
more favourable than could be obtalned from other

sources, "

H., Woodard considers that the Act effected the fol-
lowing changes in the terms of mortgage lending.(72) It pro-
vided a high ratio loan for ten years, renewable for another
ten years, These loans could be amortized through monthly
payments., The interest rate was subsidized by Crown partici-
pation in the loan. The Act also provlded for minimum stan-
dards of construction, subject to on-site inspections to
engsure compliance. Loans could be made up to 80% of value,
in contrast to the conventional 60% loans to which mortgage
lenders were limited before the 193%5 Act. The loans were
made Jointly by the lending institution and the Federal Gov-
ernment. The lending institution supplied three-quarters of

the loan (the traditional 60% loan to value ratio) while the

Federal Government supplied the additional one-quarter loan

(71) 0.J. Firestone, gop, cit., page 117.
(72) H. Woodard, op, cit., page 10,
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{the extra 20% that brought the loan to value ratio up to
80%) .

In addition, provision was made for losses to be
gshared in the same proportioh as the loans were advanced,
That is, the lender assumed three-quarters of the losses on
each loan in default, while the Government assumed the other
one-quarter of any losses incurred on the mortgage. The in-
terest pald by the borrowers under thls scheme was 57. The
borrower thus paid less than the then prevalling mortgage
rate of 6%-6%%.:(73) The Government provided its one-
quarter share of the loan to the lender at 3%. The lender
thus earned about 5.67% if he made an 80% loan, The interest
subsidy arose out of the fact that the Federal Government
made 1ts one~quarter share of the loan to the lender at the
low rate of 3% but permitted the lender to charge the bor-
rower 5% on the full loan. However, the lending institution
made and administered the loans, and incurred expenses in
doing so, while the Federal Government received a net 3%
without incurring any administrative expenses, It l1s there-
fore difficult to calculate how much suvbsidy was involved.

The matter 1s further complicated by the fact that the
Federal Government gave generous loss guarantees on the loans

without charge, This would tend to lncrease the element of

subsidy involved in the Jjoint lending procedure.

(73) H., Woodard, ibid., page 10,
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The 1935 Dominion Housing Act produced 4,900 housing
units involving mortgage loans of $19.6 million, Woodard
remarks that these results were not phenomenal but that they
Justified the legislation in the economic climate then ex-
i1sting. He goes on to say that the Act wlll best be remem-
bered for its long-term impact on the traditional mortgage
pattern.(7u)

Thus both the 1934 Act in the United States, whereby
FHA was created and government insured mortgages introduced,
and the 193%5 Dominion Housing Act 1h Canada, whereby ! jolnt
lending' was introduced aimed at reducing the rigks of mort-
gage lending and at improving the terms of lending. In the
United States, the Federal Government confined itself to in-
suring the loans, charglng the borrower a fee of one-half of
1% on the declining balance of the mortgage loan. In Canada,
the Federal Government in additlion to providing one-quarter
of the needed funds under the joint loan program also as-
sumed part of the risks of lending at no charge to elther
borrowers or lenders, The Canadian Government also subsid-
17ed the interest rate pald by the borrower by making its

share of funds avallable at a lower rate than that prevalling

in the market.

(74) H. Woodard, ibid., prvage 71.
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NATIONAL HOUSING ACT, 1938

Woodard summarizes the objectives of this Act as

"a further attempt to reduce unemployment in the

construction industry; to improve housing condl-
tions ..." (75)

The 1938 Natlonal Housing Act also lessened still
further the risk of !'Jjoint'! mortgage lending., It introduced
the principle of 'pool guarantees'.(76) Under the pool
guarantee system, the Federal Government agreed not only to
gshare 1in one-quarter of the loss on each of the Jjoint loans
made under the 1938 Act, but in addition agreed to share
losses up to an additional 25% of all the joint loans made
by the lender, In effect, thls meant that the joint loan
was practically 100% protected against loss. All the other
features introduced by the 1935 Act, such as subslidized in-
terest rates, monthly amortlized mortgages, etc., remained
almost unchanged,

Woodard points out that as a result of the buoyant
economic conditlons and the rise in real estate prices
during the six-year period in which the Act was 1n force,

lenders, who were protected against losses up to $4.6 million

by the pool guarantees established under the Act, in fact

experienced losses of less than $2,000,

(75) 4. Woodara, ibid., page 1l.
(76) H., Woodard, 1ibid., page 12,
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Mortgage lenders in Canada were, however, not pro-
vided with a lender of last resort. An attempt was made in
1939 to provide such a lender but the scheme did not come
to frultlon because of the outbreak of war in 1939. The try
to create a lender of last resort i1s, nevertheless, worth

recording.

PROPOSAL TO CREATE A CENTRAL MORTGAGE BANK, 1939

By 1939, Gillles states,
"Government officials were convinced that one
reason for the reluctance of lenders to make
mortgage loans was the absence of a mortgage
market," (77)
It was this belief that led the Honourable C.A, Dunning, then
Minister of Finance, on May 18%, 1939, to present a Bill in
the House of Commons to create a Central Mortgage Bank.(78)
The proposed Central Mortgage Bank was to provide
permanent rediscount facllities for member companles making
mortgage loans, The member companies would be required to
buy shares in the proposed Central Mortgage Bank, The total
capital stock of the Bank was to be limited to $10 million.
In addition, the Bank would be authorized to i1ssue debentures

not exceeding $200 million. The Central Mortgage Bank was to
operate as an integral part of the Bank of Canada.(79) The

Bill never passed the preliminary stage, for with the outbreak

(77) 3. Gillies, op, cit., page 28,
(78) House of Commons, Debates, (Ottawa, May 18t 1939)

page 3662.
79) This description 1s based on J, Gilllies, op, cit.
page 29.
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of war in 1939 and the recovery of the economy the problems
associated with mortgage lending faded into the background.
The intention thus was to create a lender of last resort
faclility for Canadlian mortgage lenders.

This completes the brief sketch of the pre-war legis-
lation in both the United States and Canada. The legislation
in both countries led to a llberalization of lending terms.
The risks assoclated with morfgage lending were also‘reduced.
In the United States, the legislation further created two

types of lenders of last resort. One type was provided by

the Federal Home Loan Banks to 1ts member institutions in the

form of advances., The other type was given by the Federal
National Mortgage Association in the form of purchases of FHA-
insured mortgages. In the United States, the Federal Gover-
ment also used its power to charter new financial institutions
aggressively in an attempt to increase the number of savings
institutions. Furthermore, the savings accumulated in the
financial 1lnstltutions were insured by government created cor-
porations.

In Canada, 1t was only the outbreak of war in 1939
that prevented the creation of a lender of last resort in the
form of the proposed Central Mortgage Bank, This would have
given the mortgage lenders here an institutlon similar in
many respects to FNMA in the United States. No attempt was
made 1n Canada elther to encourage the growth of new savings

institutions or to insure the savings deposited in financial
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institutions., The financial resources of the major finan-
cial institutions measured as a percentage of Gross National
Product were, nevertheless, about the same in both countries.
In Canada, however, the tredominant financial institutions
in terms of assets, the chartered banks, were not permitted
to make mortgage loans, Also the federal government supple-
mented the private flow of funds by providing one-quarter of

the mortgage loans made under the National Housling Acts.

POST-WAR LEGISLATION IN THE UNITED STATES

Following the procedure in the previous sectlon, the
legilslation presented here will again be selective, Only
those laws that develop a new principle relating either to
the form in which the risks associated with mortgage lending

are reduced or the form in which the lender-of-last-resort

function is provided, will be discussed.(so)

SERVICEMEN'S READJUSTMENT ACT, 1944

The Servicemen's Readjustment Act of 1944, although
passed before the end of the War, is here considered because
it introduced a new form of mortgage guarantee that resulted

in considerable house-buillding activity in the post-war

(&0) For a more complete discussion of the post-war
legislation see S.B, Klaman, The Post-War Residential Mortga

Market (Princeton, 1961), also L, Grebler, Housing Issues in
Economic Stabilization Po;;cieg éPrinceton, 1959) also

M, Colean, op, c¢lt., Chapters
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period, The new terms of lending under the Act were avallable
only to World War II veterans, Later, in the 1950's veterans

of the Korean War also became eligible, The programme was to

be a temporary one which would be discontinued ten years after
the War, This deadline has since been extended several times.
The present termination date is 1967,

Under the Servicemen's Readjustment Act of 1944 and
its subsequent amendments, the Administrator of Veteran's
Affairs was authorized to guarantee the top half of a mortgage
loan made by a private fineanclel institution to an eliglble
veteran. The maximum permitted loan to value ratio of such
mortgage loans (VA loans) was 100%, The veteran borrower,
therefore, was not required to make any down payment. VA loans
were amortized over twenty-five years and the interest rate
wae initially set at 4%, 1In cases offoreclosure, the Veteran's
Administration undertook to pay the guaranteed portion of the
mortgage in cash rather than in debentures, the stipulated
form of loss settlement under FHA, The loans made under this
legislation and 1ts sut sequent amendments are referred to in
the literature as VA loans. The new vrinciples introduced
from the point of view of minimizing the risks of mortgage:
lending are, first the guaranteeing of the top half of the VA
loan, and secondly, cash settlement rather than settlement by
debentures in cases of foreclosure, The new legislation also
eased the terms of lending to the extent of requiring no down

payment. Only veterans were eligible for these loans,
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During 1951, the VA programme was further extended.
The Veteran'!s Administration then undertook to make direct
government funds avallable for VA loans in remote areas if
loans from private lenders were not readily avallable, The
Veteran's Administration thus provided the functions of
lender-of-last-resort for the veteran requiring a loan in re-
mote areas., The lender-of-last-resort facility for the in-
stitutions making VA loans was provided by‘FNMA which was
authorlized to purchase VA guaranteed mortgages as well as FHA-

insured mortgages,

NATIONAL HOUSING ACT, 195U

The National Housing Act of 1954 is selected for
consideration here because under that Act the Federsal National
Mortgage Assoclation (FIMA) was re-organized along the lines
on which 1t presently operates,

As was mentioned earlier, FNMA, originally estab-
lished 1in 1938 operates the government's secondary market
facility and in this way provides a lender-of-last-resort
function for holders of FHA-1nsured mortgages and VA-
guaranteed mortgages. It extends this lender of last resort
function Dby standing ready at a price to purchase eligible
FHA and VA mortgages, Some of the mortgages bought by FNMA
are resgold when market conditions are more favourable, These
sales provide FIIMA with funds to make new purchases at a

subgequent date,
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FIMA presently has three functlons, namely, secondary

market operations, speclal assistance functions and manage-

ment and liquidating functions, These functions are offici-

elly described as follows:(81>

"Secondary Market Operations

These operations provide supplementary assist-
ance to the secondary market for FHAR-insured and
VA-guaranteed home mortgages by providing a degree
of liquidity for mortgage investments, thereby im-
proving the distribution of investment capital
avallable for home mortgage financing. Thils objec-
tive 1is accomplished through the purchase of ac-
ceptable mortgages 1ln areas where, and at times
when, investment funds are in short supply and by
the subsequent resale of mortgages in areas where
and when investment capital is available.,"

"Special Assistance Functions

Upon speciflec authorization by the Preslident of
the United States or by the Congress these functions
provide special assistance for financing selected
types of home mortgages that are origlnated under
special housing programs, Provlision is also made for
speclal assistance through the purchase of home
mortgages, generally as a means of retarding or stop-
ping a decline in mortgage lending and home-buillding
activities which threaten the stabllity of a high
level national economy."

"Management and Liquidating Functions

These functions require FIMA to manage and liqul-
date its portfolio of mortgages acquired under con-
tracts entered into between February 10, 1938 and
November 1, 1954 and those mortgages that were or will
be acquired subsequently from authorlzed services 1in
an orderly manner with a minimum of adverse effect
upon the home mortgage market and minimum loss to the
federal government, "

\
(81) For a brief historical sketch of FIMA see Hous-

ing and Home Filnance Agency (HHFA), Annual Report 1959
(Weshington, 1960), page 228,



259.

FNMA 1s thus not merely a lender-of-last-resort as
a result of its secondary mortgage market operations, It 1is
also the agency through which federal government funds are
channelled into the mortgage market for special purposes.
FIMA channels these additional government funds into the
mortgage market by purchasing mortgages made under the spe-
cial asslstance programmes at par from the mortgage origlna-
tors. The private mortgsge lenders would not usually be
prepared to make these speclal assistance loans out of thelr
own resources. The speclal assistance procedure thus uti-
lizes the exlsting network of mortgage lenders to make mort-
gage loans for special purposes on the understanding that
FNMA will purchase these special mortgage loans at par.

The management and liquidating function of FNMA are
merely a legacy of the past and will not therefore be dis-
cussed here,

At the end of 1959, FNMA's total mortgage portfolio
amounted to $5.6 billion or 10% of the $59,2 billion FHA-

insured and VA-guaranteed mortgages outstanding, Of the
$5.6 billion figure $2.0 billion were held under FNMA's
secondary market operations functions, $1.6 billion under
its special assistance functions and $2.0 billlon under its

management and liquidating functions,

One way of measuring the use made of the lender of

last resort facllity available under FNMA's secondary market
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operetions is to contrast the purchases made under that pro-
gram with the total fo FHA-insured amd VA-guaranteed mort-
gages made in the same perlod., In the 1954-1959 period FMMA
purchased $2.7 billion FHA-insured and VA-guaranteed loans
under its secondary market operatlons function, This repre-
sents 6% of the $46.7 billion FHA-insured and VA-guaranteed
mortgages made in the same period.($2) Incidentally, 1in
Canada approved lenders sold over 6% of the NHA mortgages
which they originated in the Canadlan secondary mortgage
market. The function of the Canadlan secondary mortgage mar-
ket, as it has been operating up to now, is not so much to
provide a lender-of-last-resort facility as to provide a
means whereby a greater number of private lenders can be
drawn into the mortgage market, Canada's secondary mortgage
market facilitles provided in the Canadian mortgage market
will be discussed iIn grester detail lster in this Chapter,
The 1954 legislation in the United States, whereby
FNMA was re-organlized on its present lines, contemplated an
organization initially financed by the Federal Government
which would gradually be transformed into a privately fi-

nanced 1nstitution.(83) It will be recalled here that the

Federal Home Loan Banks, the lenders-of-last-resort of the

gavings and loan assocliations, were also established on the

(82) pased on data published by HEFA,1bld.,pps.329, 331, 336.
(83) pEra, 1bid., page 228.
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same principles., FNMA, in contrast to the Federal Home Loan
Banks, is still very far from beilng wholly private owned, At

- the end of 1959, the Secretary of the Treasury of the United
States held $209 million of the preferred stock of FNMA while
only $53 million of FMMA's stock was held by private owners.
FNMA can issue debentures equal to ten times the amount of
stock outstanding to finance its secondary mortgage market
activities. At the end of 1959, $1.8 billion of these de-
bentures were outstanding in the market, Of these debentures,

$1.7 billion were held by private investors and #.1 billion

were held by the Secretary of the Treasury. The secondary
market operations of FNMA thus required about $300 million 1in
public funds, two-thirds in the form of preferred stocks of
FNMA and one-third in the form of FNMA debentures,

Bach seller of mortgages to FNMA is required to pur-

chase FNMA stock, At the end of 1959, these required stock
purchases equalled 2% of the unpald balance of mortgages sold

to FNMA, The required stock purchases are sometimes reduced
to 1%, depending on conditions in the mortgage market and

the general economy.(gu) As FNMA stock is traded below par
in the open market, ét about 70% of par, this stock pur-
chase requirement increases the cost of using the secondary
mortgage market facilities of FIMA; 1In addition to the stock

purchase requirement, FNMA charges a one-half of 1% purchase

(84) HHFA, 1bid., page 238,
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and marketing fee. These charges are in addition to the
costs of selling mortgages to FIMA at a discount, At the
end of 1959 the price paid by FNMA for 5-3/4% FHA-insured
mortgages fluctuated between $97-%$99 per $100 depending on
the loan to value ratio of the loan, the geographical loca-
tion in which the loan was made, etc,

FNMA's secondary mortgage market operations thus in-
volve the trading of FHA-insured and VA-guaranteed mortgages
at a discount, This discount need not involve the sellers
of mortgages to FNMA 1n a loss, as lenders in the United
States are permitted to originate FHA-insured and VA-guaran-
teed mortgages at a discount, This naturally raises the ef-
fective interest rate which the lender receives on his mort-
gage investment., It usually also raises the downpayment re-

quirements of the borrower.(85) In Canada, approved lenders

must originate NHA mortgages at par. The sale of NHA mort-
gages in a secondary mortgage market at a d iscount would thus
involve the approved lenders in a book loss, |

FNMA, apart from its secondary market purchases, also
brovides three other types of lender-of-last-resort facilities,
These are the purchase option procedure, the standby commit-
ment procedure and the collateral loans procedure.

Under the 'purchase option'! procedure FNMA gives in-

stitutions selling mortgages to 1t under its regular secondary

(85) For a deseription of the discount procedure see,
S3.B. Klaman, op, cit., pvages 85-98,
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mortgage market programme the right to repurchase these mort-
gages at an additional fee of one-half of 1%4. The lenders
taking advantage of thils scheme are in addition required to
pay the one-half of 1% purchase and marketing fee, They are
also required to purchase 2% of FNMA's stock. In the 1954-
1959 perlod $7.6 purchase options were entered into, This
represents about one-quarter of 1% of the $2.7 billion mort-
gages purchased under the secondary mortgage market functions

in the same period.

Under the 'standby commitment'! procedure instituted
in August of 1956, FNMA issues twelve-month commitment con-
tracts to purchase one-to-four famlly housing mortgages and
two-year contracts to purchase multi-famlly housing mortgages.
The price pald for a mortgage under a 'standby commitment!' 1is

less than the price pald for mortgages purchased under the

ordinary secondary mortgage market terms, Thus, at the end

of 1959 the price quoted by FNMA under its standby commitment
procedure for a one-to-four family house, 5-3/4%, FHA-
insured mortgage was $93 per 3100 while the secondary mortgage
market price for the same mortgage was $97-%$99 per $100. The
intention 1s to encourage the lenders to lend on new construc-
tion., The mortgages thus originated can then be sold as a
last resort to FNMA, In the meantime, the mortgage origilnator
has a full twelve months time in which to try and place the

mortgage with a private investor at a more favourable price,.
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In the first three years of the operation of the standby

commitment procedure, from August 6, 1956 to the end of 1959,
FNMA purchased $75 million in mortgages. The mortgage lender
obtaining a standby commitment from FNMA must pay a fee of
1}% of the mortgage involved and in addition must use 1/2§ to
buy FNMA stock., If the mortgage is sold to FNMA during the
standby commitment period an additional 11% of FNMA stock must
by purchased.

The granting of 80% loan-to-value ratio collateral
loans by FNMA for a period of twelve months is the most re-
cent addition to 1ts lender of last resort type of activi-
ties, FNMA was given this power by the 1961 Housing Act, and
no data are as yet ava;lable on the use made of this facility.

The post-war legislation in the Unlted States thus
further reduced the risk of mortgage lending by introducing
the VA-guaranteed mortgage. The terms of lending were further
liberalized by providing for no down payment on VA-guaranteed
mortgages., Direct govermment funds were made avallable to
the mortgage market - for veterans through the VA direct loan
programme and for other special groups through FiMA's special
agsistance programmeg, These direct loans represented about
44 of the loans made in the 1954-1959 period to finance new
residential construction, The lender-of-last-resort functions
of FNMA were also expanded to include not only FNMA open

market purchases, which remained the predominant form, but
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also the purchase option procedure, the standby commitment

and the collateral loans arrangement. The total lender-of-
last-resort ald extended represented about 6% of total FHA-
VA activity.

POST-WAR LEGISLATION CANADA

In discussing the post-war legislation in Canada no
attempt will be made to cover all the Acts dealing with
Housing.(86) The laws discussed will be selected on the same
basis as the United States leglslation discussed above. Thus
the guiding principle will be whether any new institution
wag created by the legislation, or whether there was any new
way in which the risks of mortgage lendling were reduced or

whereby the facility of lender-of-last-resort was introduced

or extended.

ACT TO CREATE CENTRAL MORTGAGE AND HOUSING CORPORATION,
1945 (COMHC):

This Corporation, CMHC, was formed in 1945 to operate
as a quasi-commercial organlization with government policy
direction, It became the Government's housing agency and
started operations on January 1, 1946, A1l of its capital
wag supplied by the Government and the Corporation took over

(86)

0.J, Firestone, op, ¢it., pages 127-131, lists

the Housing Acts up to 1949, H, Woodard, op, clt., pages 6-
29 gives a historical survey of the legislation up to 1957.
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the Government's share of Joint loans made under the previous
housing acts. Before the creation of CMHC, that 1s from 1935
until December 31, 1945, the various housing acts were ad-
ministered by the National Houslng Administration, a division
of the Department of Finance.(87) CMHC's activitles as a
mortgage lender were dlscussed in Chapter III, together with
the mortgage activity of the other lenders, Attention must
be drawn here, however, to Section 29 of the CMHC Act, which
permits the Corporation to purchase mortgages and debentures
from loan and trust companies, It also permits the Corpora-
tion to make loans to the loan and trust companies on the

gecurity of mortgages, In effect the CMHC Act created a

lender-of-last-resort. The evidence given by Mr, Graham

Towers and Mr. B. Mansur to the standing committee on Banking

and-Commerce on February 18, 1954 confirms this. Mr. Towers

at that'time Governor of the Bank of Canads said then in

answer to a question by Mr, Tucker on the powers of Central
Mortgage and Housing Corporation as compared with the powers

that were to be conferred on the Central Mortgage Bank in
1939, "I do not think these powers are very different.” (&8)

Mr. Mansur, then president of CMHC, said on the same occasion,

"I think that under Section 29 of the CMHC Rank Act,
and Section 11 of Bill 102, our powers (CMHC) will
be rather wider than those contailned in the Central
Mortgage Bank Act." (&9)

(87) H. Woodard, op, cit., pages 15-16.
(88) House of Commons Standing Committee on Banklng

and Commerce, Minuteg of Proceedings and Evidence No, &
(Ottawa, 19?ﬁ), page 259,

(89) House of Commons Standing Committee on Banking
and Commerce, ibid., page 259.
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It is thus quite clear that CMHC has the power to act
as a lender-of-last-resort., This power has apparently been
used only once - when one of the approved lenders sold part
of its NHA mortgage portfolio to CMHC under Section 29.(90)
Lender-of-last-resort powers can, after all, be used only
when lenders request assistance, The very meagre use made
of these powers to date thus reflects the fact that mortgage
lenders here have not felt the need for emergency help of

the lender-of-last-resort type. It must be reiterated, how-

ever, that on paper this facility is avallable to the loan

and trust companles,

1947 AMENDMENT TO NATIONAL HOUSING ACT, 19ul:

By this amendment CMHC was authorized to make direct
mortgage loans from Crown funds, when in the opinion of the
Corporation joint loans were not available to potential bor-
rowers, This legislation was designed to make loans freely
avallable in smaller centres and remote communities, where
institutlional lenders were reluctant to make 1oans.(91) At
the outset, direct loans were restricted to areas with popu-
lations below 5,000, In 1952 CMHC made direct loans in

areas with populations below 50,000,(92) This restriction

(90) gentral Mortgage and Housing Corporation, Annual
Report to the Minister of Resources and Development for the
Year 1950 (Ottawa, 1951), pages 14-15.

(91) H, Woodard, op., cit., page 16.

(92) Central Mortgage and Housing Corporation, Annual

Report to the Minigter of Resources and Development for the
Year 1952 (Ottawa, 195%), page 5.
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was subsequently further relaxed to cover the whole country.

1948 AMENDMENT TO THE NATIONAL HOUSING ACT, 1944:

Under this amendment, CMHC was authorized to guarantee
assured rental returns to owners of new rental projects. The
ma.Jority of the loans made for these rrojects were in the form
of direct CMHC loans, but the approved lenders also partici-
pated in the scheme, In evaluating this programme Woodard says,

"This guaranteed rentals plan was responsitle for the

production of over 21,000 much needed moderate rental
housing units." (93)

NATIONAL HOUSING ACT, 1954:

The 1954 Act introduced three major changes. It changed

the way in which the risks of mortgage lending were reduced.

It changed the scope of activities of financlal institutions
active in the mortgage market and it provided lender-of-last-
resort facilities.(9%) Under this Act the chartered banks,

the largest financlal institutions 1in the country were drawn
into the mortgage market, The ldea of an insured loan made
entirely by the lender comparable to the United States FHA ar-
rangement was introduced instead of the Jjoint loan, Provisions

were made for a secondary mortgage market, Chartered banks

(93) H. Woodard, op, cit., pages 18-19,

(9%) The 1954 Act 1s described by H. Woodard, ibid.,
pagee 20-29, also by J.V. Poapst, "The National Housing Act
1954, Canadian Journal of Economics and Political Science
(May, 1956), pages 234-243, See also, Wm, C, Hood, The Finan-
cing of Economic Activity in Canada (Royal Commission on
Canada's Economic Prospects, Ottawa, 1958), page 4is,
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had been mentioned in the literature as a possible source
of funds for mortgages well before the new Act was intro-
duced, Gilllies put it this way,

"If 1ife and fire insurance compranies, loan com-
ranles, and trust companies are unwilling to
extend their operations - in the face of in-
creased demand for mortgage money ls there any
other source of funds avallable for financing
the Canadlan - government housing programme un-
der the terms now in exlstence? A possible,
and perhaps obvious source of funds would seem
to be the commercial banks." (95)

The banks were, however, not at all eager to enter the mort-

gage business, Woodard remarks on this reluctance as followsg96)

" .. during Committee discussions on the Bill 102,
the banks gave the impression of being an un-
willing bride at the mortgage marriage, The
banks made it clear that they had not requested
mortgage lending authority and that they could not
forecast the extent of their participation, How-
ever, they implied that their widespread services
would be available to implement the Act rrovisions.'

As can be seen from the description of the mortgage lenders

i1n Chapter ITII, the banks 4id in fact become major lenders

under the Act., They are still not, however, permitted to make

conventional mortgage loans, that 1s loans not covered by NHA

lnsurence. Hood suggests that they should be given this right297)
"the entry of the banks into the field of mortgage

lending is surely to be welcomed but not the limit-
ing of their participation to NHA loans."

(95) 5. Gi1lies, op, cit., page 30.

(96) H. Woodard, op, cit., page 21.
(97) Wm, C, Hood, op, cit., page 4U7,
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The first effect of the new 1954 NHA Act was to widen
considerably the range of institutlons participating in mort-
gage lending. Secondly, provision was made for secondary
mortgage market activity, When the secondary mortgage market
activity of FNMA was discussed above it was mentioned as a
device whereby FNMA gives lender-of-last-resort privileges to
holders of FHA-VA mortgages, It was, however, suggested that
CMHC also has these powers under Section 29 of the CMHC Act.
The provisions for secondary mortgage market activity con-
tained in the 1954 Act were consequently not aimed at pro-
viding lender-of-last-resort facilities for NHA mortgage
holders. They were almed primarily at widening still fur-
ther the band of partlcipants in the mortgage market,

Woodard vuts it this way,(98)

"To permit more widespread holdings of morigages
under the new A¢t, provision was also made to allow

such mortgages to be held by any person or comvany,
provided that the insured mortgages were continu-
ously adminlstered and serviced by an apprroved lender
under the Act. Thils opened the National Housing
mortgage door to pension funds and to holders of other
trusteed funde, as well as to individuals."

It may be worthwhile to point out in this connection that in
the United States it was not until 1961 that individuals and

other non-gprroved lenders were permitted to own FHA mort-

gages. As a matter of fact activity in the secondery mortgage

market has not been inconsiderable. Over 0% of the NHA

(98)

H. Woodard, op, cit., pages 20-21,
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mortgages originated by the approved lenders were resold to
other investors as a result of these provisions, Two-thirds

of these sales were made to pension funds, ’This means that
pension funds were thereby encouraged to provide indirectly over
4% of the funds made available to NHA lending.(99)

The third effect of the 1954 Act was to change com-
pletely the way in which the risks of mortgage lending were
reduced, Under the Jjoint loans system the Federal Government
provided one-quarter of the funds and assumed only part of
the risk of mortgage lending, Under the new insured loans
system, the lenders would provide all the funds and the loan
would be insured for 98% of the outstanding balance.

The borrowers of the NHA funds would have to pay 2%
of the amount borrowed for this insurance, Clalms in case of

losses would be settled in cash., The system was thus very

gimilar to the FHA insurance system in force in the United
States since 1934, The 1954 Act applied only to new construc-
tion, No NHA loans were made available on exlisting dwellings,
in e¢ontrast to the FHA provisions in the United States where
such loans were permitted. Although the 1954 Act was amended
from time to time in subsequent years, no major changes were
made affecting the risks of mortgage lending, the provision of

more extensive lender-of-last-resort facilities, or the

o]
(99) Based on data published by Central Mortgage and
Housing Corporation, Canadian Housing Statistics (Ottawa,
various issues).




272,

widening of the band of lenders operating in the mortgage
market. The direct lending powers of CMHC were, however, used
much more from 1957 onwards,

Pogt-war legislation in Canada thus gave mortgage
lenders a lender-of-last-resort when CMHC was created at the
end of 1945, The lender-of-last-resort power has not however
been used extensively. It drew the Government further into
the mortgage field by permitting direct loans since 1947. It
experimented briefly with rental insurance. It reduced the
risks of mortgage lending still further by introducing in-
gured NHA loans in 1954, The terms of lending under the Act

and subsequent amendments were continuously eased, It ex-

panded the band of mortgage lenders greatly by drawing the
chartered banks into mortgage lending, Other institutlions,
such as pension funds etc,, were also given access to the NHA
market via the secondary mortgage market, Finally, as the
need arose the direct lending powers of the Government were

used with great vigour from 1957 onwards,
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CHAPTER VIII

WHAT NEXT IN THE MORTGAGE MARKET?

THE MORTGAGE MARKET IN REVIEW

On the whole, the picture presented so far shows that
the mortgage market is an active market, The mortgage com-
ponent of the capital market has grown faster than its compe-
titors in that market, Thus, during the 1953%-1959 period,
the mortgage component of the capital market has grown from
18% to 24%.(1) Forty per cent of the net flow of funds

through that market within this period was absorbed by mort-

gages.(e) The major financlal institutions have, on the
whole, favoured mortgages as an investment outlet for their
funds. This is shown by the fact that all the major flnan-
cial institutions increased the mortgage component in thelr
portfolio.(B) Also, the lending institutions active in the
mortgage market have grown more rapidly than total economic
activity, as measured by the Gross National Product in the
1953%-1959 period. This 1s shown by the fact that the income
velocity of financial 1nst1tutiohs' agsets declined from

1.63% during 1953 to 1.57% during 1959.(%) And yet, despite

(1) see Appendix Table A-3,
(2) See Chapter III, Table 15,
(3) See Appendix Table A-13,
(%) gee Chapter IV, Table 25.
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this satisfactory growth in the assetscf financilal institu-
tions active in the mortgage market, and desplte the fact

that these institutlions increased the proportion of thelr
agsets devoted to mortgages, government intervention incressed
in the mortgage market during the 1953-1959 period. As this
government intervention was concentrated in the new residen-
tial component of the mortgage market, this intervention can
best be measured by the proportioh of new dwelling unit

starts financed with direct government money via CMHC. This
proportion increased from 5% during 1953 to 25% during 1959,(5)
with special emphasis on the owner-occupancy part of the
market. This incréased government interventlion in the new re-
sidential component of the mortgage market in recent years
suggests that the private financial institutions active 1n the
mortgage market, although thelr mortgage lending record 1is
good, were unable to satisfy the full demand for new residen-
tial mortgages., The question therefore arises as to what can
be done to increase even further the mortgage flow forth-
comlng from private financlal institutions, particularly the
new residential component of this flow, Before considering
this question further, 1t may be worthwhile to examine whether
there 1s anything we can learn from the United States' experi-

ence in the gsame perlod,

(5)
See Chapter VI, Table 30,
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THE CANADTAN AND UNITED STATES MORTGAGE MARKETS COMPARED

The increase in mortgage debt outstanding in the
United States was Jjust as rapld as the increase in Canada in

the 1953%-1959 period.(6) There also, the federal government

supplemented the flow of mortgage funds for new residential
construction, by supplying funds directly via the VA ad-
ministration and indirectly via the Federal National Mort-
gage Assocliation's purchases under special asslstance pro-
gramme.(7) The scope of this intervention was, however,
much smaller than the intervention here. Thus only 4% of
gtarts in the 1957-1959 period (8) were financed in this way
in the United States compared to the 25% in Canada. The
reasons for this slightly better performance in the United
gtates are not far to seek, It is due partly to the fact
that the assets of financial institutions grew faster 1n the
United States in relation to the long-term debt outstanding
in the 1953-1959 period, than was the case in Canada. (9)

(6) See Appendix Tables A-1 and A-2,
(7)
Chapter VII.

(8) Direct VA loans numbered 63,000 in the years 1957~
1959 while mortgages purchased by FNMA under 1t%s speclial as-
sistance programme totalled 97,000, Those two programmes com-
bined equalled 4% of the 3,600,000 privately initiated starts
in the same period, Based on data published By Housing and
Home Finance Agency in, Housing Statistics - Historical Sup-
plement, October 1959, page 223 and in, Annual Report, 1979,
Table A-55, page 336, and Table A-1l, page 287.

(9) See Appendix Table AF'9¢

For a description of these programmes see
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Furthermore, it was the savings and loan assocliatlons, the
mortgage speclalists, devoting 83% of their assets to mort-
gages, that showed the fagtest rate of growth, thereby
further benefiting the mortgage market.(lo)

One of the reasons for this more rapid growth of the
savings and loan associations 1s the faet that they are per-
mitted to pay higher dividends (interest rates) on their
shares (deposits) than commercial banks pay on their time
deposits. Thus, savings and loan associatlions payed Llg divi-
dend on their shares, while commercial banks were permitted

to pay only 3% on their time deposits.(ll) The general pub-

lic was willing to take advantage of this higher rate avall-

able at savings and loan assoclations because deposits up to
$10,000 are insured by the federal government through the
Federal Savings and Loan Insurance Corporation.{(FLIC). (12)
Time deposits in commercial banks and mutual savings banks
are also government insured. The fact that the savings and

loan assoclations financed a growlng lndustry, house-building,

enabled them to find a profitable outlet for these funds,

(10) gee Appendix Table A-%.

(11) This refers to the 1959 period. Savings and

loan assocliations during 1962 advertised rates as high as
4,8%. See rates as advertised in the current issues of

Wall Street Journal.

(12)
This 1s described in Chapter VII.
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There 1s another feature to the United States mort-
gage market, not apparent in the statistics presented so far,
that may help to elicit a greater flow of mortgage funds
from the private mortgage market, in the United States as
compared to its Canadian counterpart. That is the existence
in the United States of a group of mortgage brokers, that
originate mortgages, warehouse them with funds borrowed from
commerclal banks, and eventually place these mortgages with
permanent investors.(l3) The fact that the Federal National
Mortgage Assoclation (FNMA) stands ready to purchase and sell
FHA and VA mortgages, at a price, at all times, under thelr
secondary mortgage market function, is a great help to these

(14)

mortgage bankers, In Canada, most of the mortgage origi-

nators are also the permanent investors. There has there-
fore been no opportunity for mortgage brokers in NHA mort-
gages to develop 1n Canada, and thus also no need for
mortgage warehousing facillities to be extended by the char-

tered banks, or Central Mortgage and Housing Corporation.(15)

(13) gee S.B. Klaman, The Post-War Rise of Morteage
Companies (Princeton University Press, 1954), and J. Guttentag,
"Mortgage Warehousing,' Journal of Finance (December, 1957).

(1) For a descriptio of FNMA's secondary market
operations,see Chapter VII. Data published by the Housing
and Home Finance Agency, Annual Report 1959 (Washington),
page 235, show that during 1959, 85% of the mortgages pur-
chased by FIMA under their secondary market activities were
sold by mortgage companies,

(15) Secondary mortgage market activities relating
to NHA mortgages would show up in Table 36, Chapter VI.
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To sum upr then, the outstanding differences in the
United States and Canadian mortgage market are, first the
fact that the mortgage specialists in the United States
capital market grew very rapldly and secondly, that the
secondary mortgage market is better developed there,

The rapid growth of the mortgage speclialists is due
to the fact that they were able to offer a higher interest
rate for funds deposited with them, while the fact that
these deposits up to $10,000 per account, are granted by the
federal government, made these institutions, from the point

of view of the public, Just as safe as the commercial banks.

The better developed secondary mortgage market provides a
device whereby the mortgage origination function and to some
extent the servicing function also, are carrled out by
specialist firms who later place these funds with permanent

investors,

POSSIBLE FUTURE DEVELOPMENTS IN THE CANADIAN MORTGAGE MARKET

The brief comparison between the Canadian and the
United States mortgage market made above has revealed that
the major differences between the two markets are, firstly,
the exlistance of powerful specialist mortgage lenderé ( sav-

ings and loan associations) fostered by favourable leglis-

lationl(lb) and secondly, the post-war rise of a network of

(16) For a description of this legislation see
Chapter VII,



mortgage brokers originating mortgages, financed largely

by short-term loans from commercial banks and further alded
by the secondary mortgage market operations of the Federal
National Mortgage Assocliation, a government institution.
These institutions, namely savings and loan assoclations,
and the network of mortgage brokers, are mentioned here
merely to complete the description of the present framework
of the United States mortgage institutions, and not because
it 1s felt that because these institutions operate in the

United States, the same type of institutions should neces-
sarily develop here also, The financlal institutions 1n

Canada proved themselves strong enough to survive the de-

pression years without government assistance. There was 1n

Canada therefore, no loss of confidence in the financial
institutions, and no need for government insurance on their
deposits, to overcome this loss of confldence, As to the
emergence of a network of mortgage brokers, this may be a
case of a large absolute market, making it possible for a
greater division of labour to take place, in this case, the
division between searching out the new loans, and in some
cases, also servicing the loan, as opposed to providing the
necesgary vermanent funds, The development of a group of
mortgage brokers in Canada will thus depend on the future

growth of the mortgage market, in terms of absolute size,

So much for the lessons to be drawn from Canadian and United

States comparisons,
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We turn now to possible developments suggested by
the dlscussion of the avalleble levers of policy in Chapter
VII. 1In trying to project possible developments from that
list,‘only those i1tems relating to the supply of funds will
be discussed, One of the most significant commissions re-
sulting from such a procedure, is the fact that all the
topice falling under the title of 'the scope of the unlverse
covered by leglislatlon' will be left out of the discussion,

This means that the question as to whether government in-

sured mortgages should or should not be made avallable on
existing dwellings, rather than, as ls now the case, on new

residential construction only, will be left out completely.

In other words, it is felt on the basis of the analysis of
mortgage policy in Chapter VII, that the problem of hqw to
stimulate a greater flow of mortgage funds from the private
lenders, will te more urgent than the problem of stimulating
a greater demand for mortgage funds,

The policy levers operating on the supply side as
gshown in Chapter VI exert thelr influence in themortgage market
through their effect on the yield, security end liquldity of
the mortgage instrument, and their.effect on widening the
-band of non-government participants in the mortgage market.
The possible future developments in the Canadian mortgage

merket will therefore here be discussed in that light,
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As was polnted out in Chapter VI, the yleld that
financial institutions can obtain from their new government
guaranteed mortgages depends to some extent, on the way in
which the mortgage interest rate on government insured mort-
gages 1s fixed. The historical dats show that there have

been wide fluctuations in these yield differentials between
NHA mortgages and other long-term securities,(17) This, as

was shown in Chapter V, has resulted in wide fluctuations in

the supply of funds forthcoming under NHA, These fluctua-

tione are revealed even in the yearly data which show,rfor

instance, that disbursements under NHA declined from §.54
billion during 1956 to $.35 billion during 1957.(18) Thys,

elmost the whole decline in the disbursements for new resi-
dential construction in the 1956-1957 period, from $.75 billion

to $.53% billion was concentrated in the NHA»sector.(19)
It has therefore been argued that interest rates on

government insured mortgages should be allowed to move more
freely, so as to remain at all timee, competitive with pre-
vailing rates in other sectors of the capital market. Tn

Canada, this argument has been advanced by Professor Wm, C.

Hood.(zo) The contra-view has not been argued publlcly in

(17) see Ghapter VI, Table 35.
(18) Baged on data published by Central Mortgage and

Housing Corporation, Csnadlan Houging Statistics (Ottawa,
¥ Quarter, 1959), Table 31,

(19) see Chapter III, Table 16,
(20) wm, C. Hood, Financing of Economle Activity in

Canads (Royal Commission and Canada's Economic Prospects,
Ottawa, 1958}, page 4U1,
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Canada., However, in the United States two distinguished
professors, Seymour Harris(2l) and Werren Smith(22) have
argued against changing the present procedure of fixing the
mortgage rate on government insured mortgages, on the ground
that a fixed rate on government lnsured mortgages makes
monetary policy more effective and helps keep the average
price of houses lower than they would otherwise by, by re-
straining house-bulldlng in boom periods, There is thus far
from unanimity on this subject. The proponents in the United
States of letting the interest rate fluctuste freely, think
mainly in terms of stabilizing the flow of residential mort-
gage funds rather than increasing that flow in absolute
terms,

The flow of mortgage funds can also be influenced by
jncreasing the security of the government insured mortgage
instrument, as was pointed out in Chapter VI, The present
status of NHA mortgages is, however, so secure that it is
difficult to envisage any changes in this directlion that
could help eliclt a greater flow of new residentlal mortgage

funds from private lenders,

(21) See S.E, Harris, "The Case for Lower and More
Rigid Rates on Government Underwritten Mortgages', 1lith An-

nusl Conference for Senlor Executives in Mortgage Bankin
(N.Y. University, 1959§.

(22) Warren L. Smith, "The Impact of Monetary Poliecy

on Residential Construction, 1948-1958", (Committee on Bank-
ing and Currency, Subcommittee on Housing, Study of Mortgage
Credlt - Hearings, United States Senate, Washington, 1959),

Appendix, pages 262-263,
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The improvement of the liquidity of the mortgage in-
struments, offers another lever whereby the flow of mort-
gage funds could be 1lncreased, Suggestions have been made
particularly in the United States that a Central Mortgage
Bank be created around the nucleus of the existing Federal
National Mortgage Association, to provide a greater degree of
liquidity to the mortgage market.(23)

In Canada, the building industry through its associa-
tion (NHBA) has championed this course of action, Briefly,
the intention 1s to create an institution that will buy and
sell NHA mortgages and raise funds by lssulng debentures
backed by its portfolio of NHA mortgages. Not all sectors of
the mortgage market are however, in favour of such an insti-
tution., Mr, Sldney A. Shepherd, of the Bank of Montreal,
acting in a private capacity, has voiced opposition to the
plan, on the grounds that it is unnecessary and unworkable
without special concessions from the federal government.(eu)

The proponents of a Central Mortgage Bank think
not only in terms of inereased liquidity, but also feel
that such a bank would help dampen fluctuations in the

flow of mortgage funds by buying mortgages in periods'of

(23) C. Jones and L, Grebler, The Secondary Mort-
gage Market; Its Purpose, Performance and Potential (Uni-
versity of California, 1961), Chapter XII, pages 189-198,

(2k) S.A. Shepprard, "The Role of a Secondary Mort-
gage Market", Business Quarterly (University of Western
Ontario, Fall, 1959), pages 149-156,
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financial stringency and selling them during periods of fi-
nancial ease., In this connection it is upon recalling that as
shown in Chapter VII, CMHC already has the power to buy and sell
mortgages, This power was, however, presumably granted to
enable CMHC to alleviate liquidity crises rather than to even
out fluctuations in the flow of mortgage funds, More impor-
tant from the point of view of increasing the absolute flow

of mortgage funds, 1s the argument that by creating a

Central Mortgage Bank, a wider band of financial institutions

can be induced to participate more actively in the mortgage
market. The way in which such a Central Mortgage Bank will
help to ellecit a greater flow of mortgage funds from pros-
pective lenders, is to offer them, instead of the mortgage
documents, a debenture backed by thelr government insured
mortgage portfolio, It 1s claimed that in this way, 1t will
be possible to tap more of the savings collected by pension
funds and estate trust and agency funds, administered by
trust companies.(25) The attraction from the point of view
of the pension fund would be that they would get a high
yielding debenture, which itself is backed by government in-
sured mortgages. It must be pointed out in this connection

that 1lnsofar as penslon funds buy government securities,

(25) It was shown in Chapter III that these funds
are growing more rapidly than the active mortgage lenders;
but devote only a small proportion of their funds to mort-
gage investment,
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they help to provide the federal government with the funds
that are channelled into the mortgage market via CMHC. The
savings accumulated in these pension funds are thus chan-
nelled into the mortgage market, in an indirect way. The
tapping of pension funds and estate trust and agency funds
for the mortgage market via institutions speclalizing in
issuing debentures backed by mortgages, may prove a difficult
business., If we bear in mind the costs of originating and
administering a mortgage portfolio and a margin of profit for
the institution, we can see that the debentures offered by
such institutions could not carry a rate of interest much
higher than the maximum NHA rate minus ,75%. This would
mean at the end of 1959, debentures of 6%, which 1s a 1little
below the 6,09% corporate bond average prevailing at the end
of December, 1959, Under such circumstances, it is a little
hard to imagine that the administrators of the pension funds
and estate trust and agency funds will be very eager to ac-
quire this type of debenture.

In the United States the mortgage brokers whose
business it 1ls to hunt out new permanent lnvestors in mort-
gages, have made a more determined effort to entice the
pension funds into the mortgage market. Several of these
brokers have banded together to form a corporation through
which they hope to develop the pension funds business.
Briefly, the 1dea 1s that the new corporation would administer
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the mortgage portfolio for the pension funds, but the pen-
gion funds would acqulre ownership of a definite block of
mortgages.(26) The rapid growth of pension funds discussed
in Chapter IIT, may eventually force them to look more
kindly on investment in mortgages, They are already invest-
ing more heavily 1in mortgages in Canada than thelr United

States counterparts, desplte the strenuous efforts of the

mortgage brokers there, described above to tempt them
deeper into the mortgage market.(27)
The whole presentation so far has assumed that the
mortgage market, especlally the new resldentlial component,
has an almost insatiable appetite for funds, and 1s‘forever
looking for new sources to satisfy thls appetite. During
the period under review, 1953%-1959, this was a good approxi-

mation of the actual situation, Faint whispers are however

(26) See James W, Rouse, "Facllities for Mortgage
Credit", (Committee on Banking and Currency, Subcommittee
on Housing, Study of Mortgage Credit - Hearings, United
States Senate, Washington, 1959), Appendix, pages 361-366,

(27)

The proportion of assets invested in mortgages
at the end of 1956.was 2% for personal trust funds and 1,6%
for non-insured pension funds, ©See S.B. Klaman, "The
Availability of Residential Mortgage Credit", (Committee on
Banking and Currency, Subcommittee on Housing, Study of
Mortgace Credit - Hearings, United States Senate, Washington,
1959), Appendix, page 206, Table 90. 1In Canada these funds
have 8% and 9% of their assets invested.lnmortgages respec-
tively., For a description of their mortgage activity see
Chapter III.
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beginning to be heard that the situation 1s changing in this
respect, that the demand for funds for new residential con-
struction may become less lnsistent than they have been up to
the present.(zs) Should this prove to be the case, the prob-
lem of trying to develop new sources of funds from private
lending institutions would become much less urgent., Never-
theless on balance 1t would seem that future developments in
the mortgage market are likely to centre around efforts to
entice a wider band of lenders to participate more inten-
sively in the mortgage market., The most promising target
from this point of view 1s the large pool of savings accumu-

lated in the penslon funds,

(28) See for instance, Central Mortgage and Housing
Corporation, Annual Report to the Minister of Public Works
for the Year 1959 (Ottawa), pages 7-10, The opening sentence
in the above article reads as follows, "For the first time in
a decade and a half, new housing in 1960 was subject for a
brief period to the unfamiliar constraint of demand." page 7.
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APPENDIX

CAPITAL MARKET DATA FOR CANADA AND
THE UNITED STATES, 1939-1959
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TABLE A-1: PUBLIC AND PRIVATE DEBT OUTSTANDING
IN CANADA, 1939-1989

Federal Provin- Municipal
Govern- clal Govern- Corpo- Mort-
Year ment Govern- ment rate gages Total
Bonds ment Bonds Bonds Bonds

(Billions of Dollars)

1939 b, Ll 1.82 1.08 2,82 1.6% 11.25
1942 17.48 1,78 L84 1,95 1,33 23.38
19k 17.31 1.85 .83 1.95 1.50 23.48
1947 16,71 2,07 .86 1.95  1.77  23.36
1948 16,48 2.27 .87 2.07 2.12 23%.80
1949 15.82 2.58 .98 2.27 2.55 2k, 20
1950 15,89 2. 74 1.12 2.4k 3.10 25.29
1951 15.33 3.11 1.30 2.79 3.61 26.1k4
1952 15.19 3.42 1.51 3,07 4,09 27.27
1953 15,64 3.76 1.77 3,4l L.72 29.33
1954 15,47 L, ol 2,07 3, 84 5.65 31,04
1955 16,00 4,23 2.33 L.25 2 2

1956 15.23 L.71 2.61 5.18 3 by

1957 15,17 5.33 2.96 6.21 & 3

1958 1l6.42 5.90 3.31 6.88 3 A

1959 17.14 6.40 3,60 7.03 10,70 Ly, g7

% Not available.

Source: Federzl Government bonds; Bank of Canada, Statistical
Summary, various issues, Provincial bonds; 'Funded debt!
rlus guaranteed bonds, Bank of Canada, Statistical Sum-
mary - Financial Supplement, 1959, pages 104-105, Munici-
pal bonds; 'Direct and Guaranteed Bonded Debt (Net)'!, Bank
of Canada, Statistical Summary - Financial Supplement,1959,
pages 112-113%, Corporate bonds; Bank of Canada, Statistical
Summary (Jan,-Mar. issues)., Data previous tc 1953 pushed
back by deducting annual net new issues, Mortgages; data
for 1939 estimated by interpolating 1936 and 1956 data pub-
lished in H, Woodard, Canadian Mortgages (Colling, Don
Mills, Ontario, 19525, page 3. Data for 1945-1054 estimated
by adding to the 1945 total net changes in mortgage loans
outstanding as published by L.M. Read, S5.J. Handfleld-Jones
and F, Emmerson, "The National Transaction Accounte for
Canada, 1946-1954 in Wm, C. Hood, Financing of Economic Ac-
tivity in Canads (Royal Commission on Canada's Economic
Prospects, 196@7, pages 407-505, Data for 1959 as published
by Central Mortgage and Housing Corporation, Economic Re-
gsearch Bulletin No,77 (Oct., 1960), page 1,
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TABLE A-2: PUBLIC AND PRIVATE DEBT OUTSTANDING IN
IHE TED STATES, 1939-1

Federal State and

Govern- Local Corporate
Year ment Government Bonds Mortgages  Total
Bonds Bonds
(Bi1llions of Dollars)
1939 41.9 20.0 39.7 36.3 137.9
1945 278.7 16,6 34,6 35.5 364, 8
1946 259.2 15.9 37.0 41.6 353,7
1947 257.0 16,8 4.0 4,9 363.6
1948 252,8 18,7 he.7 56.2 374, 4
1949 257.1 20,9 50.0 62.7 390.7
1950 256.6 24,2 52.8 72.8 Loe 4
1951 259.2 27.0 58,3 82,3 ho7.1
1952 267. 29,6 64.3 91,4 42,7
1953 275.2 32.7 68.6 101.3 477.8
1954 278.8 37.9 72.1 113.8 502.6
1955 280,8 bz.2 77.9 130.0 531.9
1956 276.7 hg,0 83,8 4L, 7 553.2
1957 275.0 52.5 91.9 156.3 575.7
1958 283.,0 57.2 97.8 171.9 609,9
1959 290.9 62.4 102,1 191.0 646,54

Source: Federal Government bonds; for the years 1939-1949,
'Gross Direct Federal Debt', published in Raymond W, Gold-
emith, Study of Savings in the U,3.4. (Princeton Unilversilty
Press, 1955), column F-19, page 1017. Subsequent data taken
from Federal Reserve Board, Federal Reserve Bulletins(Wash-
ington) various issues. State and Local Government bonds;
United States Department of Commerce, Survey of Current
Business (Washington, Oct.1950, May 1956 and current issues).
Corporate bonds; from total private long-term debt outstand-
ing published by Miles Colean in "A More Effective Mortgage
Insurance System", included in United States Senate, Stud
of Mortgage Credit,(United States Senate 1958), page 306,de-
duct total mortgages outstanding, The 1958 and 1959 data
were calculated by adding the net flow of corporate bonds
during those years, as published by the Federal Reserve Board,
Federal Regerve Board Bulletin (Washington, various issues),
Mortgaﬁes; data for 1939 from Raymond W, Goldsmith, 1ibid. Data
for 1945-1952 from S.B, Klaman, The Volume of Mortgage Debt in
the Post-War Decade, 1945-1955 (Princeton University Press,1957).
Data for the years 1952-1957 estimated by adding net lncrease in
mortgages outstanding as published by J.J. O'Leary, "Post-War
Trends in the Sources and Uses of Capital Funds", included in
United States Senate, Study of Mortgage Credit (United States
Senate, 1928). Data for 1958-1939, as published by Federal Re-
serve Board in Federal Regerve Board Bulletin (Washington, vari-
ous lssues),
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TABLE A-3: EACH CLASS OF PUBLIC AND PRIVATE DEBT OUTSTAND-
ING, AS % OF TOTAL, CANADA, 1939-1959

Federal Provinecial Municipal Corpo-
Government Government Government rate Mort-

Year Bonds Bonds Bonds Bonds gages Total
(%) (%) (%) (%) (%) (%)
1939 39 16 10 20 14 100
1945 75 g L g & 100
1945 74 g 4 8 © 100
1947 72 9 4 8 7 100
1948 69 10 L 9 g9 100
1949 65 11 I 9 11 100
1950 63 11 L 10 12 100
1951 59 12 5 11 14 100
1952 56 13 6 11 15 100
1953 53 13 6 12 le 100
1954 50 13 7 12 18 100
1955 A A A % & 100
1956 & 3 % A & 100
1957 p b % % % 100
1958 A R 3 A 2 100
1959 38 14 8 16 24 100

% Not available,
Source: Calculated from data in Appendix Table A-1,
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TABLE A-4: EACH CLASS OF PUBLIC AND PRIVATE DEBT OUTSTAND-
ING, AS % OF TOTAL, UNITED STATES, 1939-1959

e S————
e

State and
Federal Local
Year  Government Government Corporate Mortgages Total
Bonds Bonds Bonds
(%) (%) (%) (%) (%)
1939 30 15 29 26 100
1945 76 5 9 10 100
1946 73 L 10 12 100
1947 71 5 11 13 100
1948 68 5 12 15 100
1949 66 5 13 16 100
1950 63 6 13 18 100
1951 61 6 14 19 100
1952 59 7 14 20 100
1953 58 7 14 21 100
1954 55 8 14 23 100
1955 53 8 15 2 100
1956 EO g 15 26 100
1957 g 9 16 27 100
1958 47 9 16 28 100
1959 L5 10 16 29 100

Source: Calculated from data in Appendix Table A-2,
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TABLE A-5: SETS OF FINANCIAL INSTITUTIONS
IN CAN -1
Chartered Life Loan Trust
Year Banks Companies Companies Companies Total
(Bi1illions of Dollars)

1939 3.59 2,11 .26 .23 6.19
1945 6.41 2.89 .28 .28 9.86
1946 6,82 3.07 .30 .31 10,50
1947 7.01 3.28 L3l .32 10.95
1948 7.65 3.4 .35 L34 11,82
1949 7.86 3.73 Ao .39 12,38
1950 g.61 3,97 A 2 13,41
1951 8.5 4,13 A2 U5 13,58
1952 9.22 L. Lo 43 Ry 14,54
1953 9.69 4. 81 Ry Ry 15 44
1954 10.40 5.14 54 .62 16,70
1955 11.65 5. 64 .60 71 16,60
1956 12,06 6, o4 .64 U 19,48
1957 12.k42 6.54 .69 77 20,42
1958 13,76 7.05 7 .95 22,53
1959 13.46 7.51 .8l 1.06 22,87

Source: Chartered banks; Bank of Canada, Statistical Summagry -

Financlial Supplement (Ottawa, various issues), Life

Companies; Central Mortgage and Housing Corporation,

Statistics, 18t Quarter and annual issues.

Corporation, ibid,

Mortgage Lending in Canada 1949 and Canadian Housing

panies, Central Mortgage and BHouslng Corporation,
ibid. Trust companies; Central Mortgage and Housing

Loan com-
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TABLE A-6: ASSETS OF FINANCIAL INSTITUTIONS IN
THE UNITED STATES, 1939-1959

Savings utual
Commerclzl Life and Loan Savings
Year Banks Companles Assoclations Banks Total

(B111ions of Dollars)

1539 65.2 29.2 5.4 11.9 111.7
1oU5 160.3 i, g &,7 17.0 230,8
1946 150.6 hg,2 10.2 18,7 227.7
1947 155.4 51.7 11.7 19.7 238.5
1048 155,6 55.5 13,0 20.5 2Ll 6
1549 157.7 59,0 14,5 21,5 253.3
1950 168,90 6.0 16.9 22k 272.2
1951 180.4 68.3 19.2 23.5 291.4
1952 188.6 73.4 22.7 25.3% 310,0
1953 193%.0 78.5 26.7 27.2 225.4
1954 2024 gl .5 31.6 29.4 347.9
1955 210.7 90,4 37.7 31.4 370.2
1956 217.5 96,0 ko.o 33.4 389.3
1957 222.7 101.3 4g,1 35.2 407.3
1958 EZE'T 107.6 55.1 37.8 439.2
1559 ol 7 113.6 63.5 38.9 Leo.7

Source: Commercial banks; Raymond W. Goldsmith, Financial In-
termediaries in the American Economy sgince 1200
Princeton University Press, 1958), page 73. Also
L. Grebler, D.M. Blank and L. Winnick, Capitel Forma-
tion in Residential Real Estate, Trends and Prospects
(Princeton University Press), page 481, Alsc Federsl
Reserve Board, Federal Reserve Bulletin (Washington,
various issues). Savings and loan assoclations;
Raymond W. Goldsmith, ibid., page 74. Also, United
States Senate, Study of Mortgage Credit (United States
Senate, 1958), page 313, Also Federal Reserve Board,
ibid., Mutual savings banks; Raymond W, Goldsmilth,
ibid,., page 73, L. Grebler, D.M, Blank and L. Winnick,
1bid., page 483, also Federal Reserve Board, 1bid.
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TABLE A-7: ASSETS OF EACH TYPE OF FINANCIAL INSTITUTION,
S % OF TOTAL ASSETS OF FINANC NSTITUTIONS

IN CAVADA, 1939-19K9

Chartered Life Loan Trust
Year Banks Companles Companies Companies Total
() (% (%) (%) (%)
1939 58 EL 4 4 100
1945 65 29 3 3 100
1946 65 29 3 3 100
1947 6l 30 3 3 100
1948 65 29 3 3 100
1949 63 30 3 3 100
1950 6l 30 3 3 100
1951 63 30 3 3 100
1952 63 30 3 3 100
1953 63 31 3 3 100
1954 62 31 3 I 100
1955 63 30 3 4 100
1956 62 31 3 4 100
1957 ol 32 3 b 100
1958 6l 31 E 4 100
1959 58 33 5 100

Source: Calculated from data in Appendix Table A-5,




TABLE A-8: ASSETS OF EACH TYPE OF FINANCIAL INSTITUTION

AS % OF TOTAL ASSETS CF FINANCIAL IN oN
N THE ED STATES, 1939-1959
, Savings Mutual
Commercial Life and Loan Savings

Year Banks Companies Associations Banks Total

(%) (%) (%) (%) (%)
1939 58 26 5 11 100
1945 69 19 4 7 100
19k4e 66 21 4 8 100
1947 62 22 5 & 100
1948 6 23 5 8 100
1949 62 ol 6 g 100
1950 62 24 6 g 100
1951 62 23 7 8 100
1952 61 oL 7 g 100
1953 59 2 8 8 100
1954 58 oL 9 8 100
1955 57 24 10 g 100
1956 56 25 11 9 100
1957 53 23 12 Q 100
1958 5 2 13 9 100
1959 53 25 14 8 100

Source: Calculated from data in Aprendix Table A-6.




TABLE A-G: LONG- DEBT QUTSTANDING AS % OF ASSETS OF
FINANCTAL INSTTTUTIONS .IN CANADA AND THE
UNITED STATES, 1939-1959

Year Canada United States
(%) (%)
1939 182 123
1945 237 158
1946 223 155
1947 2173 152
1948 201 153
1949 196 124
1950 189 149
1951 193 147
1952 187 1k6
1953 189 147
1954 146 132
1955 3 1
1956 & 142
1957 x 139
1958 & 139
1959 192 140

297.

% Not available.

Source:

Galculated from Appendix Table A-1, A-2, B-5, A-6,
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TABLE A-10: THE POSITION OF MCRTGAGES IN THE CAPITAL
MARKET AND IN THE PORTFCLIOS OF LENDING IN-
STITUTIONS IN CANADA AND THE UNITED STATES,

1939-1959

Mortgages as 4 Mortgages Held by
Mortgages as % of Financial Financial Institu-

of Total Debt Institutions tions as % of Mort-
Year Cutstanding Assgets gages Outstanding
United United United
Canada States Canada States Canada States
1939 1k 26 11 17 4o 52
1945 6 10 6 9 ke 59
1946 6 12 6 12 40 63
1947 7 13 6 13 ko 65
1048 9 15 7 16 Y2 68
1949 11 16 9 17 41 69
1950 12 18 10 19 41 71
1951 14 19 11 20 41 72
1952 15 20 11 22 1 73
1953 16 21 12 23 L1 T4
1954 18 23 14 25 N ] 75
1955 2 ol 16 27 x 76
1956 3 26 19 29 3 77
1957 3 27 20 29 A 76
1958 A 28 20 30 .3 76
1959 o4 29 23 32 g 76

4 Not avallable,.

Source: Mortgages as per cent of total debt outstanding cal-
culated from data in Appendlix Tables A-1, A-2, Mort-
gages as per cent of financlal institutions assets
calculated from data in Appendix Tables A-5, A-6,
A-11, A-12. Hortgages held by financial institutions
as per cent of mortgages outstanding calculated from
data in Appendix Tables, A-1, A-2, A-11, A-12,




TABLE A-11:

MORTGAGES HELD BY FINANCIAL INSTITUTIONS

IN CANADA, 1939-1959

299.

Chartered Life

Year Ranks

Loan

Companies Companies

Trust
Companies

{(B1llions of Dollars)
1939 % .39 .17 .09 .65
1945 -1 .33 R .07 . S4
1946 3 .37 .15 .07 .59
1947 'y RIE 17 .08 .70
1948 b .59 .19 .10 .88
1949 -4 .73 .23 .10 1.06
1950 B .90 .27 a1 1,28
1951 3 1,08 .29 .13 1,50
1952 ® 1.21 .31 L4 1,66
1953 % 1.40 .35 .15 1.90
1954 .07 1.66 R 1% 2.31
1955 .29 2.02 R .23 2.98
1956 A9 2.5 .50 .27 3,67
1957 .59 2.6 .52 .28 4, ol
1958 .79 2.8 .57 .34 4.56
1959 97 3,14 .63 RIS 5.15

% Chartered banks were not permitted to lend on mortgages un-

til 1954,

Source: Central Mortgage and Housing Corporation, Mortgage
Lending in Ganada, 1949, and Canadian Housing Statis-

tics, varlous issues.
in Canadian Housing Statistics, 1961.

These data have been reprinted
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TABLE A -12: MORTGAGES HELD BY FINANCIAL INSTITUTIONS
IN THE UNITED STATES, 1939-1959

Savings Mutual
Commercial Life and Loan Savings
Year Banks Companlies Associations Banks Total

(Bi1ill1ons of Dollar)

1939 4.32 5.68 4.13 L.84 18,97
1945 4,77 6.64 5.32 4,20 20.93
1946 7.23 7.16 7.28 44k 26.11
1947 9.4k g.68 8,97 4,86 31,9

1948 10,90 10.83 10.41 5. %0 37.9

18&9 11,04 12,91 11.71 6.71 42,97
19K0 13,66 16,10 13.75 8.26 51.77
1951 14,73 19.31 15.65 9.75 59. 44
1952 15,87 21.25 13,48 11.23 66,83
1953 16.85 23,32 22,04 12,79 75.00
1954 18,57 25.98 26.18 14,85 85.58
1955 21,00 29.45 31,47 17.28 99.20
1956 22,72 32.99 35.7% 19.56 111,05
1957 23,34 35,24 40,05 20.97 119.60
1958 25.52 37.06 U5, 60 23.04 131,22
1959 28,15 39.30 53,09 oh,99 145,53

Source: Commercial Banks; Raymond W. Goldsmith, Study of Sav-
ings in the U,3,A, (Princeton University Press, 1955),
also S.B. Klaman, The Volume of Mortgages in the Post-
War Decade, 1948-198K (Princeton University Press,
1957), also Federal Reserve Board, Federal Reserve
Board Bulletin. Life companies; United States Llfe In-
surance Asgociations, Life Insurance Fact Book (N.Y.,
annual issues), also S.B., Klaman, ibid., Savings and
Loan Associations; United States Senate, Study of
Mortgage Credit, (United States Senate, 1958),page
313, also S.B. Klaman, 1ibid., also United States Sav-
ings and Loan League, Savings and Loan Fact Book
(Chicago, annual issuess, also Federal Reserve Board,
ibid.. Mutual Savings Banks, Raymond W. Goldsmith,
ibid., page 737, also S.B, Klaman, ibid., also Fed-
eral Reserve RBoard, 1bid.,
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TABLE A-1%: MORTGAGES AS % OF ASSETS OF FINANCIAL
INSTITUTIONS IN CANADA, 1939-1959

Chartered Life Loan Trust

Year Banks Companies Companies Companies Total
(%) (%) (%) (%) (%)
1939 - 18 65 39 11
1045 - 11 50 25 )
1946 —-— 12 50 23 §
1947 - 14 50 25 6
1948 - 17 54 29 7
1949 - 20 54 26 9
1950 - 23 66 26 10
1951 - 26 69 29 11
1952 - 27 72 30 11
1953 -- 29 T4 32 12
1954 1 32 T4 29 14
1955 2 36 73 32 16
1956 L 4o 78 36 19
1957 5 1 75 36 20
1958 6 4 T4 36 20
1959 7 k2 75 39 23

Source: Calculated from Appendix Tables A-5, A-11,
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TABLE A-14: MORTGAGES AS % OF ASSETS OF FINANCIAL IN-
STITUTIONS IN THE UNITED STATES, 1939-1959
Savings Mutual
Commercial Life and Loan Savings

Year Banks Companies Associations Banks Total
(%) (%) (%) (%) (%)
1932 7 19 76 Ll 17
1945 3 15 61 25 9
194e 5 15 71 24 12
1947 6 17 77 25 13
1948 7 20 g0 28 16
1949 7 22 81 31 17
1950 g 25 g1 37 19
1951 8 28 &2 1 20
1952 S 29 g1 IV 22
1953 2 30 g3 k7 23
1954 ° 31 &3 51 25
1955 10 33 &3 55 27
1956 10 3h 83 52 29
1957 10 35 &3 60 29
1958 10 34 83 61 30
1959 12 35 gh 6l 32

Source:

Calculated from data in

Appendix Tables, A-6, A-12,
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