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INTRODUCTION 

This study is oriented around the belief that it 

is the role of mortgage banking to tap the flow of avail­

able savings for the purpose of providing an 'adequate' 

(vi) 

flow of mortga.ge funds. The 'adequacy' of the flow of 

mortgage funds is tested in this. thesis by the following 

criteria: Do the mortgage lenders supply sufficient funda 

to finance a new residential construction programme of suf­

ficient size to house the new families continually being 

formed? Do the mortgage lenders supply sufficient mortgage 

funds to maintain the position of mortgages in the capital 

market vis-a-via ether forme of long-term debt? Is the 

mortgage instrument sufficiently attractive to financial in­

stitutions to induce them to give mortgages an important 

place in their investment portfolios? The criteria whereby 

the mortgage market is judged are developed in Ohapter I. 

It is pointed out there that new dwelling unite completed 

in the Post World War II period exceeded net family forma­

tion in the same period, by a comfortable margin. Thus, on 

the basie of the first criterion, the mortgage market ful­

filled its role well. Part of this success is, however, due 

to government intervention in the mortgage market. For this 

reason, Ohapter VI is 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 maintained their 

positions in the capital market, and whether mortgages re­

mained attractive to the financial institutions as an in­

vestment outlet for their funds. These two questions are 

answered in the affirmative in Chapter II, on the basie of 

etatistical data assembled for the purpoee and presented in 

the Appendix for the years 1939-1959. For the sake of com­

parison, similar data are preeented for the United States. 

The conclusion emerges that although the two criteria are 

met, the performance of the mortgage lenders in Canada did 

not match the performance of their United States counter­

parts. The statistical data had to be compiled from a di­

versity of sources and then moulded into the desired frame­

work. The broad outlines of the capital market in terme of 

the competing uses of capital funds and the major financial 

institut ions that domina te the capital market in both Canada 

and the United States should nevertheless emerge accurately 

from the aesembled data. 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 detailed analysis of the mortgage 

market presented in Chapter III makes it possible to dee­

cribe the flow of mortga.ge funde from lending ineti tut ions 
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in the form of a notational model. This is done in Ohapter 

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 associated ·N·ith fiscal 

policy, is then considered in Ohapter 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 

policy as a whole in the 1929-1959 period, both in Canada 

and the United States is then considered in Ohapter VII. Then 

in Ohapter VIII an attempt is made to discern possible future 

developments in the mortgage market, on the basie of the 

Oanadian and the United States experience in the 1929-1959 

period. It is pointed out there that future developments 

are likely to centre around the mortgage market 1 s efforts to 

entice a wider band of financial institutions into becoming 

more active mortgage lenders. Pension funds would seem to be 

a. good target from this point of view. 

\ 



OHA.PTER I 

MORTGAGES AND THE EOONOMI' 

Betore the role ot mortgage banking in the Oanadian 

economy is discussed, it is helptul to describe preoisely 

what a mortgage is and delineate the points at whioh mort­

gage banking interlocks with the economy as a whole. A 

mortgage is a debt secured by a piece of real estate.(l) 

It tollows that it is the tunction ot mortgage banking to 

1. 

provide real estate credit, be it tor a bouse, a store, a 

tarm, a factory or an office building. Although no pre­

oise data exist in Oanada on the composition of the total 

mortgage debt outstanding by type of real estate on which 

it is secured the available statistios indicate that the 

bulk of the mortgage debt, approximately 85%, is secured by 

residential real estate.( 2) 

(l) For a description ot mortgage procedures see, 
R.H. Pease and M.V. Oherrington, Mortgage Banking (MoGraw­
Hill, 1953), Ohapter 2, pages 15~5, also E.M. fisher, 
Urban Real Estate Markets Çhar~oteristies and Pinancing 
(National Bureau ot Economie Research, 1951), Ohapter 2, 
pages 13-37• For Oanadian procedures see H. Woodard, 
Canadian Mortgages (Collins, Don Mille, Ontario, 1959). 

(2) This estimate ot 85% is based on the gross ap­
provals ot lending institutions in the 1950-1959 period. In 
these ten years lending institutions approved mortgage loans 
tor 18.2 billion, of which $7.0 billion, or 85%, were mort­
gages secured on residential real estate. It is here assumed 
that this is an aocurate reflection ot tne breakdown ot lend­
ing institutions• mortgage portfolio as between residential 
and non-restdential mortgages. It ie turther assumed that 
the same distribution also holds true in the portfolios ot 
individuals. The gross approvals data used to make the above 
estimate is taken from Central Mortgage and Housing Corpora­
tion. Oanadian Housing Statistics (OTTAWA, ourrent issues). 
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In the United States where this breakdown is avail­

able, residential real estate mortgages accounts for 78% o~ 

total mortgage debt outstanding.(J) In diacussing the rela­

tionship between mortgages and the econom, the emphasis will 

therefore be placed on residential mortgagea. Each point ot 

contact between mortgages and the eoonomy will be oonsidered 

not only from the point ot view ot how it links mortgages 

w1th the economy, but also trom the point ot view as to 

whether that partioular link can be utilized to trame a ori­

terion whereby the performance ot the mortgage market ahould 

be Judged. In aceepting or rejeoting any ot the possible 

criteria the basic approach will be to oonsider the mortgage 

market as a vehiole tor channelling an •adequate" flow ot 

private tunds into the real estate market. !he traming ot 

the criteria will theretore alao involve a view as to what 

should be considerad an adequate tlaw of mortgage tunds. 

Basically the approach taken here is that an adequate flow 

ot tunds must provide sutticient tunds to finance a house­

bu1lding programme ot auch magnitude as to lead to an 1m­

provement in housing conditions. Suoh an improvement will 

be deemed to have oocurred it the number of dvelling unite 

built exoeeds the number ot new tamilies tormed, plus an al­

lowance tor dwelling un1ts withdrawn trom the housing stock. 

(j) Total mortgage deit outstanding in the United 
States at the end ot 1959 vas $191.0 billion, as shawn in 
Appendix Table A-2. $148.0 billion ot this debt was secured 
on residential real estate, Bouse and Home finance Agenoy, 
Annual Report. 1952 (Washington, 1960), page 322. 



POINTS 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 affects the allocation of resoureee devoted 

to the production or real estate, residential construction 

in particular. As res1dent1al construction is olassified 

in the national accounts as an 1nvestment good, conditions 

in the mortgage market affect the volume and composition of 

the privatelY initiated investment programme in the country 

as measured by Businese Gross Fixed Capital Formation in the 

national accounts. Conditions in the mortgage market thus 

atteot the level of investment undertaken eaoh year. The 

second important point or contact between the mortgage mar­

ket and the economy as a whole is through the etfect of the 

mortgage market on saTings. Mortgage repayment is an im­

portant form 1n which individuals contraot to save part of 

their 1ncome. Each amortized mortgage assumed by a new 

home-owner involves a long-term oontract to repay the mort­

gage by monthly instalments. If these repa7ments are made 

out of ourrent inoome, the mortgage contraot is 1n effect a 

promise by the home-buyer to save a f1xed amount eaCb month. 

These savings are paid 1nto the institution that orig1nall7 

made the mortgage loan and thus form part of the tunds whioh 

that institution has available tor re-investment. The home­

owner who is repaying his mortgage by monthly instalments, 
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not only makes a eontraet to save a tixed sum eaoh month. 

He also makes a eontract to invest these savings by inereas­

ing his equity in his home eaoh month. The aortgage eontraot 

thus not only involves the new home-owner in a long-term 

contract to save, but also determines that these savings 

should be invested by him in the torm ot increasing his equity 

in his home. This investment in the equity ot his home is 

purehased by the home-owner from the institution that granted 

him the original mortgage loan. By provid1ng that tbese 

oontractual savings paid to lending institutions in the torm 

of mortgage repayments are automatieally re-invested by the 

borrower in his home as equity purohased from the lending in­

stitution in the torm of a reduction in the mortgage in­

debtedness on his bouse, these repayments beoome available to 

the lending institution tor further re-investment. 

MOR!GAGES AND INVESTMENT 

One ot the ways in whieh the mortgage market makes its 

impact on the economy, it was argued above, is by the way 

conditions in the mortgage market affecte the volume of 1n­

vestment through its impact on the volume of residential con­

struction. 

The tinancing ot residential construction is auch more 

dependent on mortgage financing than the financing of plant 

and equipment is on the tloating ot corporate bonds. Thus, 

in the 1950-1959 period, the net increase in residential mort-



gages outstanding represented 5~ ot residential capital 

tormation(4) while the net 1ncrease in oorporate bonds out-

s. 

standing represented only 1~ ot the nation•s investment in 

plant and equipment. Even when account is taken ot new 

stock issues the net increase in corporate bonds outstand­

ing plus ~he net new issues ot preterred and common stocks, 

represented only 23~ ot the nation 1 s investment in plantand 

equipment.(S) Inveatment in residential construction is 

(4 ) Net inorease in mortgage debt outstand1ng in the 
1950-1959 period wae $8.15 billion, as shown in Appendix 
fable A-1. It is then assumed that 85%, or $6.93 billion, 
ot this debt was secured by resident1al mortgagee, as calcu­
lated in note 3 above. The value of new residential con­
struction in this same per1od, 1950-1959, was $12.9 billion 
as caleulated by the Dominion Bureau ot Statistics in 
National Acoounts, Income and E;penditure, (OfTAWA, ourrent 
issues). 

(5) Net increase in oorporate bonds outstand1ng was 
$4.76 billion in the 1950-1959 period as caloulated in 
Appendix Table A-1. Net increase ot preterred and eommon 
stocks in the same period was $J.l9 billion. Data as pub­
lished by the Bank ot Oanada, Statistioal Summary-Finaneial 
Supplement, (OTTAWA, 1960). The value ot investments in 
plant and equipment amounted to $32·93 billion in the 1950-
1959 period, Dominion Bureau of Statietios, National Ao­
eounts. Income and Expend1ture, (OTTAWA, current issues). 
It must be remembered in this connection, that these data 
reter to non-oorporate as vell as oorporate investments in 
plant and equipment. The 14% ratio ot oorporate bonds to 
investments in plant and equipment thus understates to some 
extent the reliance ot corporations on the bond market. 
However, data presented by L.M. Read, S.J. Bandt1eld-Jones 
and r.w. Emmerson, ~e National Transaction Accounts tor 
Qanada, 1946-1954, published as an appendix to Wm. o. Hood, 
Finanoing ot Economie AotivitY in Oanada, (Royal Oomm1ssion 
on Oanada 1s Economie Prospects, OTTAWA, 1958), page 514, 
suggests that almost all ot the investment in plant and 
equipment ie undertaken by corporations. 
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thus much more dependent on the capital market than inveat­

ment in plant and equipment which can draw on internally 

generated savings auch as retained earnings and depreciation 

allowanoes. 

Ohanges in the conditions on whioh mortgage tunda are 

available atteot both the demand and the supply aide ot the 

market tor new residential construction, as illustrated in 

Diagram 11A • below. 

MONTHLY 
CARRYING 
CHARGES 

DIAGRAM 11A 1 

xlx2x3 
DWELLING UNITS 



!he ava1lab111ty ot mortgages affects demand through 

its etfect on the 1nterest rates charged on mortgages. !hus 

a reduction of 1/~, say from 61% to 6% on a 20-year tully 

amortized mortgage, would reduce the monthly carrying 

charges from $7.41 to $7.13 per $1,000 a reduction ot 4%. 

It would also lead to somewhat lower coste of construction 

on a dwell1ng, thua lead1ng to a lowering of the supply 

curve from Sl to 82• !he decline in the oost of construc­

tion due to a decline in interest rates 1s very modest as 

it applies only to the period ot construction, that 1s &P­

proximately half a year. On a $10,000 mortgage, a decline 

ot ~ in interest rates would thus reduce oost ot construc­

tion by only tso. !hus, lower interest ratee could lead to 

a higher rate of bouee-building as shown in Diagram "A"· 

The shitt ia unite produced would be from X1 to X2• 

The availabil1ty of mortgages affects the demand for 

housing, however, also in another perhaps more powerful way. 

Thus, better availability of mortgage tunds may lead the 

mortgage lenders to give a bigger mortgage on eaoh dwelling, 

so that whereas betore they were villing to lend only, say 

$5,000 on a $10 1 000 dwelling, they might now be villing to 

lend $6,500 on a #10,000 dwell1ng, thereby cutting downpay­

ments from ts,ooo to $3,500. 

An exam1nat1on ot the data relat1ng to the 11quid 

asset holdings ot tam111es shows that the percentage of 



tamilies that have liquid assets within the $5,000-$9,000 

range is muoh lower (4.9%) than the peroentage ot house­

holders that have liquid assets in the $2,000-$4,000 

a. 

range (11.8%).(6) This increase in demand due to lower 

downpayment requirements is shown in Diagram •A• by an 

upward shitt in the demand curve, to indicate that at each 

monthly rate, more people are now prepared to buy a home. 

!he ettect on output is shown by an increase in output to 

XJ• Indeed, ao powertul is the etteot ot changes in the 

availability or mortgage tunds that J.M. Guttentag(7) bas 

argued tbat these changes are pr1marily responsible tor 

the short cycle in residential construction. 

The tenas ot lending in the mortgage market are 

onlY one amongst many factors atfecting the demand tor 

housing. More basic is the population factor. Thus, 

hous1ng needs are usua11y discussed in terme ot the 

growth in population and net tamily formation in particu­

lar. This taotor is oons1dered by experts as the most 

(6) Dominion Bureau or Statist1cs, Incomee, Liquid 
Assets and Indebtedness of Non-Farm Familles in Canada, 
~~ (OTTAWA, 1960), Table 16, page 37• 

(7) 1 ••• hous1ng demand is extremely sensitive to 
changee in the supply of mortgage credit ••• It is this 
greater sensit1vity of housing demand to changes in the 
supp1y or mortgage credit than to changes in the flow ot 
current income and the considerable short-run volatility 
in the former, that under11e the counter-cyclical tendency 
of residential construction.• J.M. Guttentag, l!he Short 
Cycle in Residentia1 Construction, 1946-195~ American 
Economie Review, (June, 1961), page 287. 



important single demand factor in hous1ng.C 8) Other de­

mand factors usuall7 taken into acoount are the need to 

replace demolitions and allowance tor vacanoies, and an 

allowance tor population movement from rural to urban 

areas. A turther allowance is made tor undoubling, that 

is tamilies previously sharing accommodations deoiding to 

maintain their own home (immigration 1s 1ncluded in net 

tamily formation). Changes in incomes, ot course, also 

attect the demand tor housing. 

In assessing whether the mortgage market bas tul­

tilled 1ts tunction ot providing adequate tunds tor real 

estate, one ot the criteria must thus be to see whether 

the house-building programme was at least sutt1c1entlJ 

large to provide dwell1ngs tor all the new tamilies that 

vere tormed, plus an allowance tor dwellings that had to 

(8) 
This is the approaoh used by O.J. Fireetone, 

Residential B!at Estate 1n Canad!, (TORONTO, 1951), 
pages 195-2)6. It is also the tramework tor the housing 
toreoast by Central Mortgage and Housing Corporation, 
Housins and Urban Growth in Canada. (Briet subm1tted to 
the Royal Commission on Oanada 1s Economie Prospects, 
OTTAWA, 1958). The aame approaoh was also adopted by 
Mr. R.T. Adamson, Ohiet Economist, Central Mortgage and 
Housing Corporation, "!he Weakness in our Housing Fore­
caste tor 1955-1980 1 • Habitat, (JAN.-FEB., 1959, Central 
Mortgage and Housing Corporation, OTTAWA). 
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be demolished.(9) Table 1 shows that this was not reallY 

generally the case in the post-var period until arter 1954, 

when the new National Bousing Act brought the obartere4 

banks into the new residential mortgage market. 

Canada, at the end ot 1945, bad a dwelling stock ot 

2,840,000 dwellings, while the number of tamilies was 

2,810,000. Bowever, ot the 2,840,000 dwellings 60,000 vere 

vacant, so that only 2,780 1 000 vere oocupied. Also in ad­

dition to the 2,810 1 000 tamilies there were 341,000 non­

family households so that there were J,l5l,OOO groups re­

quiring separate dwellings. This meant that 371,000 rami­

lies were doubled up.(lO) 

Table 1 shows that the number ot completions has ex­

oeeded net tamily formation plus an allowance tor demolition 

so that in terme ot sheer numbers, the housing standards ot 

the country vere improved and lees tamilies vere required to 

double up.(ll) 

(9) The estimate tor demolition presented in the text 
tor the 1945-1949 per1od are based on o.J. Firestone, op.oit., 
page 63. The estimates tor 1950-1959 are based on the as• 
sumption adopted in the housing toreoasts mentioned above in 
note 8. Vor the year 1959 Oentra1 Mortgage and Housing Cor­
poration• a eetimate ot demo1itions oan be 1nterred trom the 
rollowing publ1shed data. Total hous1ng stock at the end ot 
1958 vas 4,362,485• At the end ot 1959 it vas 4,502,156, 
see Central Mortgage and Bousing Corporation, Oanadian Bous­
ins Statistics, (OTTAWA, 4th quarter issues 1958 and 1959), 
Tables 14 and 15. The net inorease in the housing stock was 
thus 139,671. Oompletion during 1959 were 145,671 and con­
versions added another 3,837 unite to the housing stock. 
This implies that 9,837 dwelling unite were demoliShed dur­
ing 1959· 

(10) O.J. Firestone, op. ci!., page 284. 
(11) An accurate estimate ot the number of tamilies 

doubled up can only be made from census data. Data pub11shed 
by the Dominion Bureau ot Statistios in 1956 Population Oen­
sus ot Oanada, (OTTAWA) list 286,000 families as not main­
tain1ng their own household, 85,000 lees than the 371,000 
doubled up tamilies at the end ot 1945. 
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TABLE 1: NET FAMILY FORMATION AND 
DWELLINGS OOMPLETED 
('fhousands ot Unite) 

Allowanoe Total 
Net l'amily tor Basic 

Year Formation Demolitions Need Completions 

194.5 59 9 68 49 
1946 108 9 117 67 
1947 72 9 81 79 
1948 79 9 88 76 
1949 74 9 83 88 
19.50 71 10 81 89 
19.51 93 10 103 81 
19.52 90 10 lOO 73 
19.5~ 91 10 101 97 
19.5 86 10 96 102 
19.55 74 10 84 128 
19.56 84 10 94 136 
19.57 10) 10 11) 117 
19.58 71 10 81 147 
19.59 67 10 77 146 
194.5-.59 1 2 222 14~ la~6z la4Z2 

Source: O.J. Firestone~ Restdent1al Real Estate in Canada, 
(TORONTO, 1951) page 201 1 also Central Mortgage 
and Housing Corporation, Canad1an Housins Stat1s-
ties 1 (OTTAWA). No aecount 1s taken ot dwelling 
unite added by conversions. These amounted an-
nually to about 4,000 unite. 

NEW RESIDENTIAL CONSTRUCTION AND GROSS NATIONAL EXPENDITURE 

!be house-building programme undertaken each year in 

response to the demand forces enumerated above represente a 

signiticant proportion ot total economie activity in the 

country as measured by Gross National Expenditure. O.J. Fire­

stone points out that this proportion will vary according to 

the stage ot development at which the country tinds 1tselt. 

"The proportion ot its resources whieh a nation devotes 
to housing will vary over time. A community which 
builds up a new eettlement in an undeveloped area will 
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TABLE 2: NEW RESIDENTIAL OONSTRUOTION 
AND GROSS NATIONAL EXPENDITURE 

New Res1dent1al 
Groas National lfew Res1dent1al Construction as 

I'ear :&:xpenditures Construction Percent ot Gross 
(Billions ot (Billions ot National Expen-

Dollars) Dollars) di tures. (J') 

1939 s.6 .2 4f 
194.5 11.8 :~ 3% 
1946 11.9 ~ 1947 lJ.2 .s 
1948 15.1 .6 4% 
1949 16.) .8 s~ 19.50 18.0 ·9 ~% 19.51 21.2 ·9 
19.52 24.0 ·9 ~ 
195~ 24.0 1.2 ~ 19.5 2 ·9 1.2 
19.5.5 2'7·1 1.4 s: l9Sti )0.6 l.,S 
19.57 Jl.7 1.4 ! 19.58 )2.6 1.8 
19.59 34·9 1.7 S% 
194.5-59 338·3 15 • .5 S% 

Source: Dominion Bureau ot Statistics, National Acoounts, 
Inoome and Expenditure, (OTTAWA • 

in the tiret instance spend a s1gnit1cant proportion 
ot 1ts working time and resources in creating a mini­
mum ot shelter tor protection against the element. 
Thereatter, additional effort on housing will be the 
result ot keeping the housing stock in repa1r, 1n­
oreas1ng its aize to take care ot the growth ot the 
community, and improving its quality to 1ncre4se the 
amenit1ee tor the members ot the eommun1ty." \12) 

The Oanadian economy has dur1ng the post-war per1od 

devoted about S% of its reeources to res1dent1al construc­

tion. This is shown in Table 2 above. 

(12) O.J. Firestone, op. oit., page 237· 
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T.he impact ot a new dwelling on Gross National Ex­

penditures doee not cease during the year in which it is 

constructed but continues over the whole period during 

which the dwelling provides consumera with shelter. O.J. 

Firestone eetimates this period at 75 years tor non-tarm 

dwellings.(l3) This aspect ot residential real estate, 

providing consumera with shelter over many yeare, is 

measured in the national aocounts by the item 1 shelter 

costa• and is inoluded in 1 Pereonal Expenditures on Con­

sumer Goode and Services•.<14> During the period 1945-

1959, shelter coste represented about 13% ot consumera 

expenditures on goods and services, or 8% ot Gross 

National Expenditures, that is almost twice as much as is 

aooounted tor by residential construction. This is shown 

in Table 3· The proportion ot current income spent on 

shelter influences the amount ot income rema1n1ng tor 

other expenditures. It aleo attects the proportion ot in­

come that is available tor saving. In this way the pro-

portion ot ourrent inoome spent on shelter hae an etteot 

on the ourrent pattern or production. L. Winnick stresses 

this point.(lS) 

(l3) O.J. Firestone, op. oit., page 46. 
(14) A major proportion ot shelter coste consiste ot 

imputed renta which it is assumed that homeowners pay to 
tbemselves. 

(l5) L. Winnick, 1The Burden ot Residential Mortgage 
Debt•, Journal ot Finance (May, 1956), pages 166-179· 



Year 

1939 

1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1950 
1957 
19.58 
1959 
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TABLE 3: C ONStJM§iRS EXPENDITURES. SHELTER COSTS, 
AND GROSS NATIONAL EXPENDITtTRES 

Personal Ex-
penditures Shelter Oost Shelter Oost 
on Consumera• as Percent of as Percent of 
Goods and Shelter Consumera• Gross National 
Services Coste Expenditures Expendituree 
(Billions of (Billions of <:i> (tf,) 

Dollars) Dollars) 

4.0 .6 15% 11% 

1·0 .a 11% 7% 
8.0 ·9 11% ~ 9·1 1.0 11% 

10.1 1.1 11% 7% 
10.9 1.2 11% 7% 
12.0 1.4 ll% a% 
1~·5 1.6 12$ 8% 
1 .a l.a 12% 8% 
15.6 2.0 l~ 8% 
16.2 2.2 iJ 9% 
17.4 2·5 9% 
la. a z.o 14% 8% 
20.0 2.9 15% 9% 
21.0 3·2 i~~ 10% 
22., 3·.5 10% 

1945-.59 216.,2 za.z 1J~ 8! 
source: Dominion Bureau of Statistios, National Acoounts, 

Inoome and Expenditure, (OTTAWA • 

Changes in ourrent mortgage conditions have, however, 

very little impact on this oalulation ot shelter oosts.<16> 

Apart from the faot that mortgage interest probably does 

not aocount for aore than 20% ot the total shelter oosts 

(l6) For a description ot the method used to compute 
shelter oosts see Dominion Bureau ot Statistics, National 
Acoounts Inoome and Expenditure 1926-1956, (OTTAWA) page 145. 



11eted(l7) there is the turther tact that mortgage terme 

are not oontinuously re-negotiated. That is, the terme on 

the bulk ot mortgages atteeting the calculation ot shelter 

coste, are a historical tact. 

This point ot contact between mortgages and the 

eeonomy as a whole is theretore not used to formulate a 

criterion aga1nst wh1oh the performance of the mortgage 

market can be usetully measured. 

NEW RESIDENTIAL CONSTRUCTION, BUSINESS GROSS FIXED 

CAPITAL FORMATION, AND GROSS NATIONAL ~XPENDITURES 

As was mentioned earlier, new residential construc­

tion is considered an investme~~ good and as such forma 

part of 'Business Gross f1xed Capital Formation• in the 

national aocounts of Canada. In the post-war period, new 

residential construction has accounted tor about one­

quarter ot Business Gross Fixed Capital Formation. 

The annual data since 1945 with 1939 inserted as a 

benohmark are presented in Table 4. 

Fluctuations in investment to a large extent deter­

mine fluctuations in Gross National Expenditure. Keynesian 

doctrine also teaches us that the eftect ot these fluc­

tuations in investment on Gross National Expenditure are 

(17) Estimated on the basie ot $10 billion residen­
tial mortgagea outstand1ng at an average interest rate ot 
S% per annum. This would give a total ot $.; billion pa1d 
per annum as interest on residential mortgages or about 
1/7 ot the t3·5 billion spent on shelter coste during 1959. 
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TABLE 4: NE~ RESIDENTIAL CONSTRUCTION, BUSINESS GROSS FIXED 
CAPITAL FORMATION AND GROSS NATIONAL EXPENDITQRES 

Year 

19)9 

194.5 
1946 
1947 
1948 
1949 
1950 
1951 
19.52 
1953 
1954 
1955 
19.56 
1957 
1958 
1959 

Business Gross 
Fixed Capital 

Formation 
(Billions of 

Dollars) 

.6 

1.0 
1.4 
3·1 
2.6 
3·0 
~·3 .o 
4.; 
;.o 
4.8 
;.2 
6.8 
7·3 
7·0 
6.9 

New Residential 
Construction as 
J?eroent of Busi­
ness Gross Fixed 
Capital Formation 

(%) 

33% 

30% 
29% 
24% 
23% 
27% 
27% 
23% 
20% 
2~ 
25% 
27~ 
22% 
1~ 
2~ 
25% 

Business Gross 
Fixed Capital 
Formation as 
Percent or Gross 
National Expen­
di tures (%) 

11,% 

8% 

i~ 
17% 
18% 
18% 
19% 
19% 
20% 
19% 
19% 
2~ 
23% 
21% 
20% 

1945-59 65·9 2~ 19% 

Source: Dominion Bureau or Statistios, National Aooounts, 
Inoome and Expenditur!, (OTTAWA). 

magnified by the multiplier etteot. On the basie or the data 

in Table 4, where investment is shown to fluotuate at around 

20% ot Gross National Expenditure, we oan thus say roughly 

that his multiplier in Canada has a value of approximately ;. 

This would mean that an inorease ot $1 million in investment 

oould result in an 1norease of $5 million in Gross National 

Expenditures. Table 4 shows further that new residential 



construction represente about one-quarter or investment. 

It oan ~hus 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 Gross National 

Expenditure than is implied by the tact that residential 

construction represente on the average only ~ ot Gross 

National Expenditure. It has therefore been argued that 

this lever-ohanging of ava1labil1ty and terme of mortgage 

oredit-should be actively used to maintain or inorease 

the level of Gross National Expenditure by inducing 

changes in the volume of new residential construction, 

thereby helping to maintain employment. As H. Woodard 

points out,(lS) the tiret Dominion Housing Act, 1935, 

specified that the creation of employment opportunities 

17. 

was one of its aima. L. Grebler, who examines the theo­

retioal possibilities of stimulating housing for emplorment 

purposes agrees that this 1s a worthwhile obJective, but 

argues that it would be more · ·praotical to aim at stabi­

lizing the construction 1ndustry as a whole, that is new 

residential construction, plus non-residaatial construo­

tion.(l9) T.he nonwresidential construction component is, 

in tact, a larger proportion of 1nvestment than new resi-

(18) • H. ~oodard, op. oit., page 9. 
(19) 1In many ways the total construction sector 

would seem to be a more shar,ply detined as well as a more 
useful unit to be considered in economie atabilization 
polioies. 1 L. Grebler, Housing Issues in Economie Stabi­
liaation Policies, (National Bureau ot Economie Research, 
N.Y., 1960) page llO. 
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dential construction~ while the volume ot non-residential 

mortgages 1s probably not more than about 15% ot the annual 

mortgage tlow.(20) This item is thus not influenced in any 

marked degree by ._riation in the availability of, or the 

terme of mortgage lending. 

The mortgage marked by prov1d1ng the mechanism 

whe»eby savings are ohannelled into investment in residen­

tial construction, thus influences the general level of 

economie activ1ty in the country as measured by Gross 

National Expenditure. As has been auggested above, one 

way of measur1ng whether the mortgage market is perform­

ing well in this function of ohannelling sav1ngs into in­

vestment in residential construction is to cons1der whether 

the resulting bouse-building programme 1s at least large 

enough to accommodats the new familles tormed eaoh year 

plus an allowanoe for dwelling unite withdrawn from the 

housing stock through demolitions. 

MOBTGAGES IN THE SAVING-INVESTMENT PROOESS 

The funotions of the capital market as a whole in 

the sav1ngs-1nvestment process have been summarized as 

follows by Wm. o. Rood;(2l) conveying funds from economie 

units that spend lesa than their current income on goods 

and aerv.1oes to those that spend more, redireoting tunds 

(20) See note 2 above. 

(21) Vm. o. Hood, o~. oit., page lJ. 



which seek reinvestment tollowing repayment of outstanding 

obligations, providing 11quid1ty for non-monetary tinanc1al 

assets and, generally el1citing and allocating runds for 

investment in tinancial assets. Wm. c. Hood1 s fitth rune-

tion for the capital market (placed f1rst in his presenta­

tion),narnely to regulate the amount ot money outstanding, is 

not considered here because the mortgage market has v1rtu­

ally no influence over the amount of money outstanding, al­

though the mortgage market is or course aftected by monetary 

policy (this is developeà in Chapter V). 

CONVEYING FUNDS FROM ECONOMIC UNITS THAT SPEND LESS THAN 

TBEIR CURRENT INCOME ON GOODS AND SERVICES TO THOSE 'l'HAT 

SPEND MORE: 

This tunction pertormed for the housing sector by 

the mortgage market is extremely important to the housing 

market. Although as was shown betore, res1dent1al con­

struction aocounts for a relatively small fraction of Gross 

National Expenditure, it is a maJor transaction tor the 

average home-buyer. As O.J. Firestone points, tor an in­

dividual buying a home, it may easily repreeent the biggeet 

single investment he will ever make.(22) Furthermore, as 

an average NHA home coste $14,SOO while the average annual 

( 22) 
O.J. Fireetone, op. oit., page 2)7, see aleo, 

Central Mortgage and Housing Corporation, Housing and 
Urban Growth in Canada (OTTAWA), 19S6, page 21. 



income of home-buyers is $5,700,< 23) it is quite clear that 

this is an area where the conveyance of funds to unite that 

spend more than their current income is of fundamental im­

portance. 

One possible way of measuring whether the mortgage 

market is improving its performance in this respect is to 

see whether the average downpayment required to purchase a 

dwelling is declining as a proportion of income. For if 

this is the case, it 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 unite conveyed to hlm through the mortgage market. 

Downpayment requirements are, however, determined more by 

legislation than by changes in the availability of mort­

gage funds. Thus, the National Housing Act stipulates the 

proportion of the value of a new dwelling that can be sup­

plied in the form of a mortgage. At present, the maximum 

loan amount for houses with more than three bedrooms is 

20. 

$1~,900. The loan to value ratios are 95~ of the first 

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

gage field, that is mortgages not covered by the NHA legis­

lation, this ratio 1s 11m1ted by the regulations under which 

the 1nst1tut1onal mortgage lenders operate. Thus, life, 

( 23) The oost of an average NHA house at the end of 
1959 as published by Central Mortgage and Housing Corpora­
tion, Canadian Housing Statistics (OTTAWA). 
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trust and loan companies were not permitted to give a tiret 

mortgage in exeess of 60% ot the value of the real estate 

on which the mortgage is granted. This ratio was inereased 

from 60~ to 66 2/3% during 1961. As changes in the down-

payment requirements are at present governed more by legis­

lation tnan by economie torees in ttte aortgage market, a 

change in the ratio of downpayment for a dwelling to income 

of purchaser is not adopted here as one of the criteria 

whereby the performance of the mortgage market should be 

measured. The emphasie is thereby placed largely on pur­

chases of new dwellings. It must be remembered, however, 

that 1n any given year about twice as many existing homes 

as new homes are purchased.C 24 ) 

(24) 
O.J. Firestone, op. oit., page 141, suggests 

that 11 ••• for every new unit built, about two and one­
half existing dwellings (whether owner or tenant occupied) 
changed ownerehip." Estimates by the Federal Bousing 
Administration in the United States show that during 1958 
only 30% of the homes purchased were newly constructed 
homes. Housing and Home Finance Agency, Recommandation of 
Federal 4genc1es,(United States Senate, Committee on Bant­
ing and Currency Subcommittee on Bousing, Stugy or Mort­
gage Credit, WashingtonJ 1961), page 139, Appendix Table 
1-D. While no auch estimates exist tor Canada, the annual 
data on real estate transfere, published by Central Mort­
gage and Housing Corporation, Oanad,ian Bousing Statistics 
(OTTAWA), suggests that the proportions are similar here. 
This together with the quotation from O.J. Firestone torm 
the basie tor the statement in the text that about twice 
as many existing homes as new homes are purchased in any 
given year. 



REDIRECT FONDS WHICH SEEK REINVESTMENT FOLLOWING REl?AY­

MENTS OF OUTSTANDING OBLIGATIONS: 

The previous section emphasized that the conveying 

of savings from surplus to deficit unite ie of vital im­

portance to the housing induetry. The borrower, buying a 

home with the aid of savings accummulated by other unite, 

utilizes the mortgage market to borrow, in a sense, 

against his future !naome stream. By the adoption of the 

amortized mortgage, that is a mortgage where the repay­

ments are spread ln an orderl.y tashion in the torm ot 

monthly capital repayments over the term ot the loan, 

borrowers are enabled to repay their loans through their 

monthly savings. At the same time, these savings are 

22. 

made available to new purchasers. As will be shown in 

Ohapter III, these repayments form an important source of 

funds 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 

repayments. These $10.44 billion mortgage repayments (al­

most 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 methode ot mortgage repayments, particularly 

the adoption of the tully amortized mortgages, bave con-
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tributed greatly to both the willingness or the lender to 

make mortgage loans (mortgages became a safer 1nvestment( 25) 

and the willingness or purchasers to assume a mortgage (the 

tear of a large mortgage payment poesibly becoming due in 

a period ot monetary stringenoy wae greatly reduoed). By 

generating a continuous stream of mortgage repayments, the 

mortgage market, in a sense, provides iteelf with intern­

ally generated funds available to the mortgage lendere tor 

further reinvestment. There ie, however, no obligation on 

the part of the mortgage lenders to reinvest these tunds 

automatioally in the mortgage market. The tinancial in-

st1tutione are, or course, perfectly free to invest these 

runds in other types or finanoial instruments should the 

yield structure in the capital market be auch as to make 

non-mortgage investmente more attractive. The mortgage re-

payments aocruing to financial institutions will theretore 

be allocated by them to new inveetment on the same basie as 

the runds aooruing to them from ether sources. This will 

be d1ecussed turther below where the prooess whereby fi­

nanoial institutions allocate their funds as between dit-

ferent forma ot investment, is considered. Changes in 

repayment practices will be further eommented upon in 

Ohapter VII vhere mortgage policy ia discussed in detail. 

(25) " ••• tully amortized home loans vere better 
risks in terme or preclosure experience than other mort­
gages. • J.E. Morton, Urban Mortgage Lendiag, (Princeton 
University Press, 1956) page 102. 



24. 

PROVIDE LIQUIDITY FOR NON-MONETARY FINANOIAL ASSETS: 

This liquidity is achieved by a shitting ot owner­

ship ot outstanding liabilities.(26) An active market in 

outstanding mortgages would be neoessary to tultill this 

tunotion really we11. There is at present no auch market, 

although steps have recently been taken to create one.< 27) 

The importance ot liquidity lies in the tact that as a 

result of this liquidity, the market for that partioular 

seourity is likely to be wider in the sense that more pur­

ohasers will be tound for a particular seourity if they 

know that they oan sell it readily, should they need tunds 

unexpectedly. Furthermore, each purchaser will be willing 

to invest a larger proportion ot his total assets in a 

seourity if it is readily saleable. The existence ot an 

active secondary mortgage market would not only make it 

easier tor each individual mortgage lender to invest a 

greater proportion ot his assets in mortgages, it might 

(26> The concept ot shittability ot assets and its 
contribution to liquidity was stressed by R.S. Bayers, 
Modern Banking (Oxford University Press, 1951), page 225. 

(27) Wm. o. Hood, op. oit., page 445, points out 
that provision was made tor trading in NHA mortgages in 
the Rational Housing Act, 1954. However, reoently Central 
Mortgage and Housing 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 ot Public Works 
tor the Year 1961 (OTTAWA), page 12. 



also encourage tinancial institutions not previously active 

in the mortgage market to undertake mortgage lending. 

wm. c. Hood attaches great signiticance to the existence 

ot an active seoondary mortgage market and expresses the 

hope that activity in the secondary mortgage market will 

increaee. The development ot secondary mortgage market 

activity both in Canada and in the United States ie there­

tore commented upon in detail in Chapter VII. 

Mortgagee sold by the tinancial institutions in a 

secondary mortgage market can also help to supplement the 

flow ot tunds vhich these institutions have available for 

turther inveetment. As will be &hown in Ohapter IV, salee 

in the secondary mortgage market have not been substantial 

up to now. Whether these funds will in tact be reinvested 

in the mortgage market will ot course depend on the other 

investment opportunities open to the tinancial institution. 

GENERALLY TO ELICIT AND ALLOCATE FUNDS FOR INVESTMENT IN 

FINANOIAL ASSETS: 

As it is one ot the tunctions or the capital market 

as a whole to elioit and allocate tunds tor investment in 

tinanoial assets, so it is the tunction of the mortgage 

market to elicit and allocate funds tor mortgages. This, 

1ndeed, will be one ot the criteria adopted here to maas­

ure the performance or the mortgage market. The problem 

is how to make this criterion operational in the sense ot 



devising a measure that will show whether the flow of 

tunds elicited trom the savinge pool and allocated to the 

mortgage market ie adequate. 
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The basic criterion to measure the adequacy ot the 

mortgage flow, it is here suggested, should be the ability 

to generate enough mortgage money to finance a bouse­

building programme that 1s at least as large in terme ot 

dwelling unite as the number ot new familles that are 

being torme4, plus an allowance tor demolitions. This was 

discuesed at the beginning ot the chapter. This is also 

basically the point of view adopted in the United States 

by the Subcommittee on Housing, ot the United States 

Benate in its •stuay ot Mortgage Credit', where the ade­

quacy ot mortgage credit was etudied in relation to the 

number ot dwelling unite needed to keep up with the growth 

in the number ot familias, etc. As will be seen from the 

data presented in subsequent chapters, this criterion was 

only met in Canada with the help ot direct tunds ohan­

nelled into the mortgage market by the Federal Government. 

For this reason, it is here suggested that additional 

criteria are needed to measure the performance of the 

mortgage market. It is theretore 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 ot mortgages in the net flow ot tunds through 



the capital market is maintained. If this is the case, 

than it can be argued that the mortgage component has at 

least succeeded as well as the whole capital market in 

drawing tunds to itselt out of the savings stream.(28) 

The second criterion adopted here to judge the perform­

ance of the mortgage market in relation to the capital 

market as a whole is to see whether the maJor financial in­

stitutions continue to increase the proportion ot assets 

invested in mortgages.< 29) This will indicate that even 

though the mortgage flow forthcoming trom private sources 

is being supplemented vith government tunds, at least the 

private sector is also increasing the flow ot mortgage 

tunds by diverting a larger proportion ot its own re­

sources to mortgage lending. This assumes that yields on 

mortgage investments were attractive enough vis-a-vis 

yields on competing financial instruments available to the 

mortgage lenders as an outlet for their investment tunds. 

In Ohapter V 1t is shown that this was in tact so. 

(2B) S.B. Klaman used this concept in discussing 
the adequacy of the mortgage flow ot tunds in the United 
States. See S.B. Klaman, 1The Availability of Residen­
tial Mortgage Credit", included in United States Senate, 
Oommittee on Banking and Currency~ Subcommittee on 
Housing, Stu4Y ot Mortgase Credit (Washington, 1958), 
page 200. 

(29) lhis approach is basic to the projection of 
the flow of mortgage funds in the United States made by 
S.B. Klaman, op. oit., pages 202-208. 
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To sum up, it is he re argued that the role of mort-

gage banking is to finance the real estate seetor of the 

eeonomy. As about 85% of the mortgage debt out standing 

is secured on resident1al real estate, this iB the seotor 

emphasized in the present a tudy. The mortgage market 

makes its major impact on the eeonomy through its ettect 

on the volume of new residential construction. New re­

sidential construction, wh1eh typieally accounts tor S% 

ot Gross National Expendituree, represente about one­

quarter ot private investment in Oanada, and 1s thus a 

major component of a strategie part ot the economy. In 

oonsidering whether the mortgage market bas performed 

wall in provid1ng tunds tor residential real eetate, the 

forthcoming mortgage flow 1s considered in relation to 

the houes-building programme which it helpe to finance. 

A minimum requirement, it ie here euggested, is the ti­

nancing of a houes-building programme producing at least 

enough dwelling unite to house the new familles tormed, 

plus an allowance for demolished worn-out dwellings. 

The terme on which mortgage credit is available in­

fluences both the supply and demand aide of the housing 

market and thereby the volume ot new residential construc­

tion. Although this otters an opportunity to manipulate 

terme of lend1ng w1th a view to intluencing the volume of 

new residsntial construction in a counter-cyclical tashion, 



this 1a hsre not coneidered as one of the functlons of the 

mortgage market as euch. 

The second point at which the mortgage market in­

pinges on the economy as a whole is through ite effect on 

savinge. It ie through the mortgage market that a pur­

chaser ot a dwelling - be it newly constructed or exieting 

tor several years - tape the accumulated savinge stream to 

supplement his own savings, which in the case of a pur­

ehaser of a new NHA single-familY dwelling, averages about 

one-titth ot the priee of the dwelling. The same criterion 

developed above, namely a bouee-building programme large 

enough to take care of new family formation plus an allow­

ance for demolitions, is an adequate meaeure of the mort­

gage market•s ability to make accumulated savings available 

to potential purchasers. However, as the mortgage market 

was not able to meet the above test without substantial 

direct funde from the Federal Government, additional cri­

teria are here suggested to meaeure whether the mortgage 

market pertormed at leaet as well as other sectors of the 

capital market. These criteria are first, whether the 

mortgage component is maintaining its position in the 

capital market. This is meaeured in terme of mortgages as 

a peroentage of total capital market instruments outstand­

ing. This way of looking at the mortgage market has the 

additional advantage of titting in with the •sources and 



uses or tunds' approaoh as developed in the United Statea.(JO) 

The second oriterion suggested here ia to see 

whether the mortgage lenders are diverting an inoreasing 

proportion or their resouroes to mortgage lending. This 

fits in with Wm. o. Bood 1 s thesis(Jl) that one way of 

measuring whether the capital market is operating smoothly 

is to consider whether major lenders 1n that market are 

prepared to alter the composition of their portfolios in 

responee to ohanging yield ditferentials. The ability to 

generate an orderly stream of repayments and to provide 

tacilities tor secondary mortgage activity are also con­

sidered desirable teaturea of a well organized mortgage 

market. As an additiona1 yardstick the performance ot the 

Oanadian mortgage market is a1so oompared with its United 

States oounterpart. 

(JO) J~.0 1 Leary, 1Post-War Trends in the Sources and 
Uses ot Funds 1947-1957 1 , 1no1uded in United States Benate, 
Oommittee ot Banking and Ourrenoy, Subcommittee on Housing, 
Stugy of Mortgage Credit (Washington, 1958), pages 209-2)4. 

(J1) 
Wm. o. Hood, op. oit., pages 379-384. 
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OH.A.PDR II 

MORfGAG!S AND THE CAPITAL MABKET - 1939-1959 

In the previous chapter, tollowing Wm. O. Bood1 s de­

finitions, it was pointed out that one ot the major tunc­

tions ot the capital market was to convey tunds trom 

economie unite that apend lese than their eurrent income 

on goods and services to those that spend mo~e. !be 

economie unite that spend more than their current inoome 

must either go into debt to obtain the tunds they need, or 

sell soma ot their assets. In this ohapter, it is intended 

to eonsider only the tunds raised.via mortgages, federal 

government bonds, provincial bonds, municipal bonds and 

oorporate bonds. J.G. Gurley and E.S. Shaw(l) reter to 

these instruments as primary debt. They inolude, however, 

common shares as vell as short-term consumer debt in their 

pr1mary debt series. Sbares are lett out ot the discus­

sion here beoause they do not bear a tixed rate ot interest 

and, theretore, are not considered as a close substituts 

tor mortgages in the portfolios of the mortgage lenders. 

They do, however, compete vith mortgages in the portfolios 

ot 1nd1viduals. For this reason they will be oonsidered 

br1et1Y in the latter part ot the ohapter when the 1954-

1959 period is discuseed. 

(l) J.G. Gurley and E.S. Shaw, 1T.he Growth ot Debt 
and Money in the u.s.A., 1800-1950; A suggested 1nterpre­
tat1on~,~eview ot Economies and Stat1stios (August 1957), 
page 257, tootnote to !able 4. 



Short-term consumer debt instruments are not con­

sidered here because mortgages are here considered as part 

of the long-term debt outstanding only. These securities 

will here be considered as constituting the demand aide of 

the capital market. In the J.J. 0 1Leary 'Sources and Uses• 

terminology they constitute the use of funds.< 2) 

On the supply or "sources" of funds aide will be 

the institutions that purchase the above securities. The 

institutions desoribed here are the life ineuranoe com-

panies, the loan oompanies, the trust companies, and the 

chartered banks. These institutions, with the exception of 

the chartered banks, are usually referred to as 11 financial 

intermediaries" because they obtain funds from savers and 

make them available to investors. They are, therefore, in­

termediaries through whom the savings of surplus unite are 

transferred to deficit unite, but do not themselves do any 

saving. The inclusion of the ohartered banks as one of the 

financial intermediaries is controveraial as cbartered 

banks can, through the creation ot deposits (if they have 

exoess reserves), make funde available to investors without 

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

( 2 ) J.J. 0 1Leary, 11 Post-War trends in sources and 
uses of capital 1947-1957", Prooeedings of United States 
Savings and Loan Leagge (Chicago, 195g). See also 
R. Reyerson, Investment Outlook (Bankers Trust Company, 
New York, annual issues). 

32. 
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J.M. Oulbertson(J), in part1calar, challenges the inclusion 

ot banks as tinanoial intermediariee, the course advocated 

by J.G. Gurley and E.S. Sh&w.(4) J.M. Oulbertson insista 

that the money creating tunction makes cbartered banks 

unique and they should not, theretore, be considered a ti­

nanoial 1ntermediary. For the pur.pose ot the present dis­

cussion, it is more usetul to adopt partlJ the J.G. Gurley 

and E.S. Shaw position and consider ehartered banks to­

gether vith the other maJor tinanoial institutions, tor they 

are one ot the important purohasers ot all the securitiee 

11eted above as torming the demand aide ot the capital mar­

ket. !he banks' ability to oreate monay does, however, 

single them out tor special treatment. They will here be 

considered as the major channel through whiOh the intlu­

ence ot monetary pol1cy is traasmitted to the oapital market 

as a whole.(S) 

(J) J.M. Oulbertson, 1Intermed1ar1es and Monetary 
Theor.y, A Critioism of the Gurley-Shaw Theory•, Amerioan 
lconomio Reviev (Xarch, 1958), pages 119-1)2. 

(4 ) J.G. Gurley and E.s. Shaw, 1Reply•, Amer1oan 
Eoonom1o Rev1eJ (Maroh, 1958), pages 132-139· 

(S) This 1s approx1mately the procedure adopted by 
Wm. o. Bood in finano1ng ot loonom1o Aotiv1ty 1n Canada 
(Royal Commission on Oanadals Economie Prospects, 6!!AWA, 
1958), Ohapter 8, pages )87-428. 



THE DEMAND FOR CAPITAL MARIŒT FONDS 

J.G. Gurla7 and E.S. Shaw impl1 that the issue ot 

primary debt can be uaetully oonaidered in relation to the 

1nvestment programme or the aector 1ssu1ng the debt.(6) 

)4. 

!bis 1s in ta•t the procedure tollowed b7 the United States• 

Houaing and Home Finance Agency in i~ proJections or the 

demand tor capital market tunds in the 1960•a.(7) The de­

mand aide ot the capital market in terme ot the net in­

orease ot the amount or long-term debt outstanding will 

here alao be considered in relation to the investment pro­

gramme of the aector originating the debt. 

CORPOBAD BONDS 

The data on net changea in the aaount of corporate 

bonda outstanding 1llustrate qu1te clearlJ that corporations 

are not neoeasarily dependent on the iaauing ot oorporata 

bonda to finance their inveatment programme. As Tabla S 
shows, the amount ot debt outstanding actually declined 

(6) ~rowth in pri-.r,r debt. Primary debt (aecuri­
tiea) is issued by apending unite to finance ourrent defi­
cits. The aggregate of deficits in the coamunity appears 
to depend on the leval ot groas national product, on the 
ratio ot saving or inveatment to groas national produot, 
and on the division or labour between a&Ters and investors•. 
J.G. Gurley and E.s. Shaw, 1!he Growth ot debt and monay in 
the U.S.A., 1800-1950; A sug~ested interpretation•, Review 
of Economies and Statistice (August, 1957), page 253· 

(7) Bouaing and Home Finance Agency, "Mortgage Credit, 
1961-1970"9 Report submitted to subcommittee on Housing, 
United States Senate, and inoluded in Stud1 ot Mortgage 
Oredit - Reyommendations ot federal Asenciee (Washington, 
Maroh, 19gl , page 78, Table 10. 



35· 

TABLE 5: !ET gRANGE IN gOBfORATE BONDS OUTS1'ANDING AND PRI-
~!1 ~NVESTMEN1' ON PLANT AND MAOHINERI 1 1232-12~5 

Net Change 1n Inveatment Bonda as Per-
Oorporate Bonds in Plant and cent ot 

Year Qutatanding Machinery Inveatment 
(!1111ona ot (Billions ot (%) 

Dollars) Dollars 

1939-45 -·:33 :;.91 -8% 
1946 .o ·93 O% 
1947 .o 1.44 ~ 1948 .12 1·77 
1949 .20 1.96 lO}C 
1950 .17 2.04 8% 
1951 ·:35 2·:3:3 15% 
1952 .28 2.89 10% 
195~ ·~7 J.l2 12% 
195 • 0 2.74 15% 
1955 .41 ,.19 10~ 
1956 ·9:3 .26 22J' 
1957 1,0:; 4.67 2Z' 
1958 .67 :;.87 17% 
1959 ·15 J.82 3% 
1946-59 2·08 ~9·0~ 1!! 

Source: Net change in corporate bonds outetanding. Oa1cu-
lated trom data in Appendix Table Al. Investment 
in Plant and Machinery as pub1ished by Dominion 
Bureau ot Statist1os, National Accounts 1 Inoome 
and Expenditure (OTTAWA). 

during the war period 1939-1945, although substantial inveat-

mente in plant and maohinery were undertaken dur1ng the war 

years. 
J.H. Guttentag(S) makes the additional point that the 

demand tor tunda trom corporation is not likely to be dis-

(8) J.H. Guttentag, •The Short Cycle in Residential 
Construction, 1946-1959", Amerioan Economie Review (June, 
1961), page 292. 



TABLE 6: NE'!' O;HANGES IN MORTGAGE DEB'l' QU'l'STANDING 
AND NEW RESIDENTIAL OONSTRUOTION. 1915-1959 

Mortgages as 
Net Ohange in Investment 1n Percent of In-
Mortgage Debt Residential vestment in 

Year Out standing Construction Residential 
(Billions of (Billions of Construction 

Dollars) Dollars) C%) 

1939-45 -.JO 1.58 -19~ 

1946 .17 .41 41% 
1947 ·Zl .54 50% 
1948 ·l.S .67 5~ 
1949 • J .78 !! 1950 ·55 .as 
1951 .,Sl ·91 
1952 .48 .8J ~~ 1953 .6) 1.08 

1954-.59 5·98 9.19 6,f 
1946-59 2·JZ 1,5.26 61~ 

Source: Net change in mortgage debt outstanding calou-
lated from Appendix Table A-1. Investment in 
New Residential Construction as published by 
Dominion Bureau of Statistics, National Accounte, 
Income and Expenditur~ (aT%AWA). 

couraged even by sharp inoreases in 1nterest rates. This 1s 

shown in Oanada 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· 

MORTGAGEB 

As was pointed out in the previous ohapter, new resi­

dential construction is much more dependent on external 



tinancing in the form of mortgages than oorporate invest­

ment is on corporate bond finanoing. The data on net 

changes in mortgages outstanding presented in Table 6 il­

lustrates this point once more. 

The data do not bring out clearly that the demand 

tor mortgage tunds is muoh more influenced by changes in 

interest rates than is the demand tor corporate funds in 

the torm ot eorporate bonds. J.M. Guttentag(9) and J.J. 

O'Leary(lO) show that in the United States the trend in 

mortgage tinancing and oorporate bond financing have 

moved in the opposite direction. This they ascribe to the 

tact that in the competition tor funds in the capital 

market corporate bonds have been able to eompete more at-

feotively through the wi11ingness ot corporations to pay 

high interest rates for the tunds they wanted. Wm. o. 
Hood makes the additiona1 point that taxation polioy whioh 

permits the interest payments to be eharged as a oost have 

also oontributed to this trend of making the issue of 

oorporate bonds relatively interest-rate inelastic. (ll) 

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

(10) J.J. O'Leary, Study of Mortgage Credit­
Hearings, (Suboommittee or the Committee on ~ariking and 
Ourrenoy, United States Senate, Washington, 1959), 
Chapter S, page 2;8. 

(11) 
"However as we sha11 argue be1ow, an increase 

in tax rates in and or itselr creates a permanent advan­
tage of bond financing", Wm. c. Hood, op. oit., page ZS)· 



Home-buyera, who pay the bulk of the mortgage intereat 

paymenta, do not have this privilege. Also, as S.B. 

Klaman(l2) pointa out, institutional factors in the mort­

gage market lead to many forme of non-priee rationing of 

mortgage tunds, on the part of the 1nstitutional lenders, 

auch as varying the downpayment requirements, and more 

severe screening of the credit standing of the borrower, 

etc. 

These trends are not brought out clearly by the 

data on net changes in mortgage debt outstanding. It is 

therefore more useful to analyze the mortgage data in 

terme 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 Ohapter 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. o. Hood points out that in the 

J8. 

case of the smaller municipalities, other factors are even 

more important.(lJ) 

(lZ) S.B. Klaman, !he Post-war Residential Mortgage 
Market (Princeton, 1961), page 77• 

(l)) Small municipalities find it difficult to mar­
ket their debentures, also the smallness of the issues 
makes marketing and underwriting coat of the issues more 
expansive. Wm. o. Hood, op. oit., pages 447-450. 



TABLE 7: NET CHANGES IN FROVINCIAL AND MUNICIPAL BONDS 
OUTSTANDING AND INVEBTMENTS BY FROVINCES AND 
MUNICIPALITIES, 1939-1952 

Net Change in 
Provincial and Investment by Net Change in 

Year Municipal Bonds Frovinces and Debt as Per-
Out standing Munieipalities cent of In-
(Billions of (Billions of vestments 

Dollars) Dollars) (~) 

1939-45 -.28 ·79 -35% 
1946 .06 .28 21% 
1947 .21 ·39 64% 
1948 .21 .;4 ~~ 1949 .42 -~ 
1950 .JO .68 44% 
19.51 .;s ·75 73% 
1952 .;2 ·99 53~ 
19.5~ .60 1.06 57 
195 ·55 1.11 .50% 
19.55 .48 1.19 40% 
19.56 ·76 1.51 ,0% 
1957 .87 le77 9% 
1958 ·92 1.87 49% 
19.59 ·19 1.92 41% 

1946-.59 ?.24 14.70 49% -
Source: Net change in provincial and municipal bonds out-

standing calculated from data in Appendix Table 
A-l. Investment by provinces and municipalities 
pub11ehed by the Dept. of Trade and Commerce, 
Private and Public Investment in Canada (OTTAWA). 

The variations in the amount of provincial and muni­

clap bonds outstanding are thus eimilar to those shown by 

the mortgage data. 

The amount of bonds outstanding deolined during the war 

years when relatively little social capital building took 



place and 1noreased rap1dly after the war as the network 

of sohools, hospitals and roads, ete., were greatly ex­

tended. Unlike the mortgage market, no oommitment data 

are available in the provincial and municipal bond finan­

ning series, but the impact of interest rates on the vol­

ume of bond financing can be measured with reference to 

the changee in the amount of bonds outstanding. The 

decline in provincial and municipal bond f1nancing as 

well as oorporate bonde financing in response to rising 

interest rates, is particularly not1ceable during 1959· 

Many of these borrowers sought to escape from the h1gh 

interest rates in Canada by borrow1ng heavily abroad, 

particularly in the United States. 

FEDERAL GOVERNMENT BONDS 

40. 

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 policyCl4) designed to aohieve 

a high level of employment at relatively stable priees. 

These objectives will determine whether the government will 

budget for a surplus or deficit and whether government 

(14) 
See tor instance~. Housing and Home Finance 

Agency, op. oit., pages 8;-86. 
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TABLE 8: NET CHANGE IN FEDERAL GOVERNMENT BONDS OUT­
STANDING AND INVESTMENT BY FEDERAL GOVERN­
MENT, 1232-1959 

Investment by Net Change 
Net Change in Federal Federal in Debt as 

Year Government Debt Government Percent ot 
Out standing (Billions ot Investments 

(Billions ot Dollars) Dollars (%) 

1939-4.5 13.04 2.)6 SSJ% 
1946 --17 .14 -121% 
1947 -.60 .16 -37.5% 
1948 -·23 .26 - 88% 
1949 -.6ô .)0 -217% 
19.50 .07 ·~1 2~ 
19.51 -.,56 • 7 -119% 
19.52 -.14 .60 - 2J% 
195~ .4.5 ·57 79% 
195 --17 .48 - 35% 
195.5 ·53 .47 113% 
l9.5Ô -·77 .68 -113% 
1957 -.06 .as - 7% 
19.58 1.25 .89 140% 
1959 ·72 .86 84% 
1946-.59 -.J4 7-04 -.5% 

Source: Net change in Federal Government debt outstanding. 
Oaloulated trom data in Appendix Table A-1. 
Investment by Federal Government as published by 
the Dèpt. ot Trade and Commerce, Private and Pub-
lie Investment in Canada (OTTAWA). 

expenditures will be paid tor by taxation or borrowing. 

Furthermore, as J.M. Guttentag<15) points out, the tederal 

(15) "The government's credit demanda are interest­
rate 1nelast1c in the extrema and not to be put ott by non­
interest rate credit rationing". J.M. Guttentag, op. oit. 
page 293· 
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government 1 s needs for funds will not be restrained by risee 

in interest rates. 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 inveatments 

undertaken by the federal government. 

THE SUPPLY OF CAPITAL MA.'9.KET FUNDS 

The supply of capital market funds will be diseuased 

here mainly in terme of the major financial institutions 

that purchase the capital market securities liated above, 

where the demand side of the market was discussed. 

LIFE INSUR~~CE COMPAl~IES 

Apart from the chartered banks, the life insurance 

companies are the most important of the financial institutions 

in the Canadian capital market·, as measured by total assets. 

The investment policies of those companies, and the forces 

affecting their rate of growth are discussed in detail by 

Wm. C. Hood.(lG) He points out that the service sold by life 

companiea to consumera is protection against both dying (an 

insurance contraot) and living (an annuity contract). The 

buying of this protection now constitutes one of the most im­

portant forme in which individuals save. This can be seen 

from Table 9 where the asset growth of life companies is 

contrasted with personal savings as calculated in the national 

accounts. It is shown there that on the basie of this ad­

mittedly rough measurement about one-third of personal sav­

ings flows into life compan1es.(l7) The Bank of Canada 

(16) Wm. C. Hood, op. cit., pages 331-367. 
(17) Wm. C. Hood, op. cit., page ;41, uses a more re­

fined method of calculating savings flowing 1nto 11fe campan­
les. He estimates those eavings at 26% of total consumer 
savings in the years 1946-195~. 



Year 

1947 
1948 
1949 
19.50 
1951 
1952 
19.53 
1954 
19.55 
1956 
1957 
1958 
19.59 
1947-.59 

~ABLE 9: ASSET GROWTH OF LIFE OOMPANIES 
AND PERSONAL SAVINGS 1 1947-19S9 

Asset Growth 
ot Lite Personal Percent 

Companies Sa v inge ot 
(Billions or (Billions ot Sa v inge 

Dollars) Dollars) (~) 

.21 .49 43% 

.20 ·99 20% 
·2.5 ·93 27% 
.24 .67 36% 
.16 1·33 1~ 
.29 1.29 2~ 
·39 l.Jl 30% 
·33 .81 41% .so .as .59% 
.40 l.J2 30,% 
-~0 1.14 44% 
• 9 1.61 JO% 
.46 1.75 26% 

4.42 14.49 ~O! 

Source: Asset growth ot lite companies, Central Mortgage 
and Housing Corporation, Oanadian Housing Statis­
~~ (OTTAWA). Personal savings as published by 
the Dominion Bureau ot Stat1stics, National Ac­
oounts; Income and E?ÇPenditure, (OTTAWA) •.. 

publishes asset data and investment data for 12 life oom­

pan1es who do about 80% of the lite oompanies business and 

these data show that about tour-tifths of the resouroes ac-

cruing to the lite compan1es are reinvested in the capital 

market.(l8) As Wm. o. Hood points out, the composition ot 

the1r assets changes from t1me to time in response to changes 

(18) Bank ot Canada, Stat1et1oal Summarl (OTTAWA, our­
rent issues). 
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in yields of the different types of bonds.(l9) In recent 

years the emphas1s has shifted more and more towards mort­

gages. (See Table A-13 in Appendix). Thus, whi1e at the 

end or 1939 mortgages represented only 18% or lite compan­

ies• assets, this ratio had risen to 4~ at the end of 

19.59· 

LOAN OOMPANIES 

Wm. o. Hood, although he mentions loan and finance 

companiesC20) does not go into the details of their opera­

tions. Also, he disousses one ot the major loan companies, 

Investors 1 Syndicats, as one of the compan1es special1zing 

in common stock 1nvestments, although he reoogn1zes that 

the institution in question 1s an active mortgage lender.( 2l) 

This company is here eons1dered as one ot the major loan 

or mortgage companies, ro1lowing the convention adopted by 

the Bank or Canada in its monthly 1Statist1cal Summary•.< 22) 

As Wm. o. Bood mentions, loan companiee raiee most ot their 

funds by attraoting depoeits and se1ling debentures to the 

(l9) •There can be little doubt tb&t lite insurance 
companies are sensitive to relative yie1ds of a variety of 
financ1a1 assets and to changes in these relative yields", 
Wm. o. Hood, op. cit., page JSl. 

(20) Wm. o. Hood, ~., page JSl. 

( 21) Wm. O. Hood1 ~., page J2J. 

( 22) Bank ot Canada, Statistical Summary (OTTAWA, 
May, 1961), page 298. 



Year 

1947 
1948 
1949 
1950 
1951 
19.52 
195.3 
1954 
195.5 
19.56 
1957 
19.58 
19.59 
1947-.59 

TABLE 10: ASSET GROWTH OF LOAN OOMPANIES 
AND PERSONAL SAVINGS, 1947-1952 

Aeset Growth Percent 
Persona! ot Loan ot 

Sav1nge Oompanies Savings 
(Billions of (Billions ot 

(%) Dollars Dollars 

.49 .04 8% 
·99 .01 1% 
·9:3 .os .5% 
.67 .01 1% 

l.JJ .01 ~ 1.29 .01 
1.Jl .04 ~ .81 .oz 

• 8.5 .o6 7% 
1.)2 .04 ~ 1.14 .os 
1.61 .06 ~ 1.75 .oz 

14.49 ·52 4% 

45. 

Source: Asset Growth of Loan Oompanies, Oentral Mortgage 
and Housing Corporation, Canadian HousiQS Statis­
l!g! {OTTAWA). Personal Sâvings, Dominion Bureau 
of Statistios, National Acoounts, Income and Ex­
penditure {OTTAWA). 

pub1io. The rates of interest paid on these deposite are 

general11 higher than thoeepaid by the chartered banks on 

their savings depos1ts.< 23) 

As oan be seen from Table 10 above, these oompanies, 

in terme of the annual tunds whioh they inveet in the 

(
2

:3) At the end of 1959, chartered banks paid 2.75% 
interest on their eavings depoeits wh1le Trust oompanies 
paid 3·7.5% intereet on eavings depoeited with them. Inter­
est rates paid by loan oompan1ee are oomparab1e to the 
rates paid by Trust oompaniee. Bank of Canada, Annual Re­
Rort to the Minieter ot Finance tor the Year 1952 (OTTAWA), 
page 69. 
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capital market, are much lees important than the lite com­

panies. Thus, the annual increase in assets or tbese 

companies represente only about 41. ot personal savings 

compared to the JO% represented by lite companies' savings. 

The Bank ot Oanada publiahes annual aaset data on 

7 Mortgage Loan Oompanies representing in terme ot assets 

about 90% ot all loan companies assets. These data show 

tbat about 90% ot the net annual inorease in loan company 

assets are invested in capital market instruments.< 24 > 

Their investments are very detinitely oriented towards 

mortgages. Thus 1 at the end ot 1959, 7S% ot the loan com-

paniea' assets vere invested in mortgages, compared to 

6S% at the end of 1939· {Appendix Table 13-A). 

TRUST OOMPANIES 

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

•The business ot a trust company is so varied and the 
purposes tor whioh tunds under administration are 
being held are so d1vers1tied that 1t is ditficult 
it not impossible to generalize about oonventional 
practicea of trust c~mpanies as they impinge on the 
capital market.• (2SJ 

He also points out that the assets distribution of the trust 

companies portfolio are available only tor their company 

and guarantee tund, (the data used here) while no portfolio 

distribution data are available for the astate trust agenoy 

(24) Bank ot Oanada, Statistieal Summary - Financial 
Supplement, 1952 (OTTAWA), page 88. 

(2S) Wm. o. Hood, op. oit., page 318. 



Year 

1947 
1948 
1949 
19.50 
19.51 
19.5Z 
19.53 
19.54 
19.5.5 
19.56 
19.57 
19.58 
19.59 

1947-.59 

'l'ABLE 1.1.: ASSE'l' GROWTH OF TRUST COMPANIES 
AND PERSONAL SAVINGS, 1.947-1959 

Asset Growth Percent of 
Personal ot Trust Personal 
Sa v inge Companies Savings 

(B11.11ons ot (Billions of (%) Dol. lars) Dollars) 

.49 .01 g ·99 .oz 
·93 .os ~ .67 .OJ 

l.JJ .OJ ~ 1.Z9 .oz 
l..Jl .oo 0 

.81 .1.5 19% .as .09 11% 
l..JZ .OJ 2% 
1.14 .OJ 

l~ 1.61 .1.8 
l·7S .11 

14.49 ·1S S% 

Source: Asset growth ot trust companies; Central Mortgage 
and Housing Corporation, Oanadian Hous1ng Statis­
~ (OTTAWA). Personal Savings: Dominion 
Bureau of Statistics National Accounts: Income 
and Expenditure (OTTAWA). 

tunds administered by these companies. These totalled $6.9 

billion at the end ot 19.59 and are a much larger investment 

pool than the company and guarantee tunds, whieh totalled 

$1.06 billion at the end of 1959 and tor whieh the portfolio 

distribution is availab1e. Wm. o. Hood 1 s Judgment 1s tbat 

the asset composition ot these trust tunds is changed in 

response to ehanging y1eld ditferentials. 



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 runds were invested in the 

capital market instruments under consideration here.< 26 > 

At the end of 1959, trust companies as a whole, had about 

39% of their assete invested in mortgagee, the same per­

centage as at the end or 1939· 

Like the loan companiee, the trust companies ob­

tain their funde by depoeite from the public and by the 

sale of investment certiricatee. It would seem, however, 

that whereas about JO% of the trust compan1es 1 liabili­

ties are represented by deposite, and about 55% by in­

vestment certificates, loan companies get only about 15% 

of their runds in the form of deposits, and another 70% 

of their tunds by debentures. This may explain why the 

ratio or mortgages to total assets is lower tor trust 

companies than for loan companies. 

OHARTERED BANKS 

48. 

In discuesing the chartered banks, it must be pointed 

out that the major liabilitiee of the chartered banks -

their demand and savings deposits - rorm the bulk of the 

money supply in the country. The ether liability item of 

(26) Bank of Oanada, Statistical Sum~ry - Financial 
Su~plement. 1959 (OTTAWA), page 88. 



any consequence in the chartered banks' balance sheet -

their share capital-represente only about 5% of their 

total liabilities, or assets.(27) 

Changes in money supply will thus be retlected 

quite closely in changes in the total liabilities (or as­

sets) of the chartered banks. It is not intended here to 

go into the details of how the Bank of Canada exercises 

its control over the total liabilities or aesets 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 Oanada does in tact more or less determine the 

aize ot the chartered banks 1 assets. The Bank of Oanada 

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 liquid assets 

(cash, Bank of Canada deposits, day-to-day loans to in­

vestment dealers, and treasury bills). It ie here argued 

that the monetary policy of the Bank ot Canada is trans­

mitted to the capital market through the portfolio changee 

that the chartered banks are induced to undertake. This 

(27) Wm. o. Hood, op. cit., page J90. 
(28) For a description of Oanadian central bank 

techniques see E.P. Neufeld, Bank of Oanada Operation~, 
19)5-1954 (TORONTO, 1955). 
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TABLE 12: ASSET GRO\'/TH a!!D QHANGES IN SELECTED 
INVESTMENTS OF QHARTERED BANKS 1 124Z-12S2 

Total 
Net Changes Capital 
in Assete ot Market 
Charte red Invest- Government Bank 

Year Banks mente Securities Loans 
(Billions ot (Billions of (Billions (Billions 

Dollars) Dollars) of Dollars) ot Dollars) 

1947 .19 -·37 -.sa .48 
1948 .64 .J8 .Jl .19 
1949 .21 .10 -15 .12 
1950 ·75 .07 .so 
1951 -.03 -.42 -.), ·23 
1952 .64 -.02 .o ·35 
195~ .47 -.08 -.0) ·59 
195 -71 .6s ·55 -.01 
1955 1·25 .20 -·25 ·79 
1956 .41 --51 -.64 .47 
1957 ·36 ·32 .22 .os 
1958 l-34 1.28 .87 --
1959 -.JO -.64 --71 ·73 

1947-59 6.64 .89 -·33 4.49 -
Source: Bank ot Canada, Statistical Summarl - Pinaneial 

Supplement, 1259, page 19. 

is illustrated in Table 12 above, where the assat growth of 

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

contrasted with the capital market investments ot 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 ot the chartered banks to the capital market is quite 

different from the relat1onsh1p ot the other f1nancial in­

termediaries to the capital market. On the one band the 
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CHART 1. MORTGAGES AS ~ OF TOTAL LONG-TERM OUTSTANDINq 
DEBT IN THE UNITED STATES AND CANADA, 1932-1959 
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Source: Appendix Table A-10. Data relating to the 
years 194o-1944 estimated by interpolation. 
Data relating to the years 1955-195g esti­
mated by interpolation for Canada only. 



annual net change in bank assete is much more volatile, 

governed as it ie by monetary polioy rather than the tlow 

of savings. Also, the investment policies ot the ehar­

tered banks are quite different. Whereas the other f1nan­

c1al intermediaries 1nvest a relatively constant proportion 

ot their aeset growth in capital market instruments, the 

chartered banks treat their capital market investments al­

most as a residual. Their main concern is to make loans 

while their capital market investments take second place. 

The maJor variatioœas shown by Table 12, ocour in their 

government securities portfolio, which are run down when 

the demand for bank loans cannot be met by the growth in 

asse ta. 

THE CANADIAN AND UNITED STATES 

CAPITAL MARKETS - 1939-1959; A COMPARISON 

The foregoing sketch ot the Oanadian capital market 

sete the stage for a Canada-United States comparison. In 

making this comparison the mortgage component ot the capi­

tal market will be emphasized to some extent. This is 

done so as to show that the mortgage market has met two ot 

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 ot their resources to mortgage lending (as shown 

in Chart 2). 
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CHART 2. MORTGAGES AS :' OF FI:NANCIAL INST~UTIONS ASSETS 

IN THE UNITED STATES AND CANADA, 1939-1959 
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!he comparison of the Oanadian and United States 

capital 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 is here argued that the broad outlines and changes 

in the capital market ean beat be described by observing 

changes in the major categories of debt whereby the deficit 

sectors of the economy obtain tunds, together with changes 

in the asset growth of the major tinancial intermediaries. 

The growth of debt oan be taken as a meaeure ot the 

growth of the capital market itself,· while shitts in the 

composition of the outstanding debt will reveal which sec­

tors of the economy are growing taster than the economy as 

a whole. The growth in assets or the maJor financial in­

stitutions can be taken as a rough measure ot the flow ot 

funds available to absorb the capital market debt. Changes 

in the importance of the various institutions will also 

show whether these funds are made available from savings 

or monetary expansion. J.G. Gurley and E.S. Shaw's concept 

of "direct" or "indirect" finance is also aecepted. Accord­

ing to this concept, changes in the amount of debt that has 

to be absorbed outside the financial institutions (direct 

finance) will be eorrelated positively with changes in the 
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CHART 3. LONG-TERM DEBT AS % OF ASSETS OF FINAJ.'\TCIAL INSTI­

TUTIONS IN THE UNITED STATES AND C~~ADA,l939-1959 
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Source: Appendix Table ~9. Data relating to the 
years 194o-1944 estimated by interpolation. 
Data relating to the years 1955-195g est1-
mated by interpolation for Canada only. 
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interest rate structure.(29) Thus, if more of the debt 

has to be absorbed outside the financial institutions, in­

terest rates will tend to rise and vice-versa. It is 

therefore useful to consider the amount of capital 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 

banks, invest a relatively constant proportion of their 

assets in capital market instruments. This then is the 

rationa~governing the format within which the Canadian 

and the United States capital markets are compared. The 

period under consideration, 1939-1959, is split into 

three eub-periods, namely, 1939-194.5 - the war years; 

1945-1953 - the post-war years but pre-19.54 NHA Act and, 

1954-1959 - the post NHA Act period. 

Then in conformity with the special point of view 

adopted in this presentation the changes occuring in the 

capital market during each of these periode will be com­

mented on from the point of view of changee 1n the aize 

(29) J•G. Gurley and E.s. Shaw, "Financial Inter­
mediaries and the Savings-Investment Process", Journal of 
Finance (May, 1956), pages 257-276. This concept is cri­
ticized by J.M. Culbertson, op. oit., page 129. The fi­
nancial data in Canada throughout most of the fift1es 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 increaeed, 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 
basioally the concept underlying R. Reyerson•s outlook for 
interest rates, as given annually to the meetings of the 
Finance Association of America, and subsequent·ly published 
in the Journal of Finance. 



ot the capital market, changes in the composition of the 

capital market in terme of the structure of the debt out­

standing and changes in the importance of the major finan­

cial institutions in terme of their assets. Finally, 

changes in the ability of the financial institutions to 

absorb the capital market debt will be cons1dered. 

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

sets of the major financial institutions. Some of the 

factors 1ntlueno1ng the growth were discussed earlier in 

this chapter. The relevant capital market statistics are 

presented systematically in the Appendix tables. All the 

data used in the following comparison of the Oanadian and 

United States capital markets together with the sources 

on whioh they are based can be round in that Appendix. 

19.39-1945: 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 ot federal, provincial, municipal and cor­

porate bonds and mortgages outstanding, the increase in 

Canada was from $11.25 billion at the end or 19.39 to $23.38 

billion at the end or 1945, an 1ncrease of 108%. In the 
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United States, dur1ng the same period, the increase was 

from $137·9 billion to $)64.8 billion, an inorease of 164%. 

Long-term debt thue 1ncreased at a more rapid rate in the 

United States than in Canada during the War Years. 

COMPOSITION OF THE MARKET: 

A glanee 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 Oanada 7 was due to the 

more rapid increase in federal government debt in the 

United States. Thus, the United States federal debt in­

creased seven-told between the end of 1939 and the end of 

1945, from $41.9 billion to $278•7 billion. In Oanada, 

the federal government debt inoreased only fourtold during 

the aame period, from #4.44 billion to $1?.48 billion. 

This sharp increase in federal government debt in both 

countries refleots the enormous increase in war expendi­

tures, tinanced by the federal treasury in large part 

through borrowing. 

All other torms ot long-term debt declined in both 

absolute and relative terme. As a result 1 the proportion 

of federal bonds to total debt outstanding rose in Oanada 

trom 39% at the end of 1939 to 75% at the end of 1945. In 

the United States, the increase during the same period was 

trom JO% to 76%. To facilitate the absorbtion ot the huge 

increase in federal debt resort was had to monetary expan-



sion. As a result, bank assets grew at a raster rate than 

the assets of the other finano1al 1ntermed1ar1es. Thus, 

in Oanada, the ratio of chartered banks• assets to total 

assets of finanoial institutions rose from 58% at the end 

of 1939 to 65~ at the end of 1945. In the United States, 

as a reeult ot the more rapid inorease in the federal debt, 

this tendency was even more pronounoed. There, the pro­

portion or commercial bank assets to total assets of fi­

nancial institutions increased from 58% at the end of 1939 

to 69% at the end or 1945. 

ABILITY OF THE FINANOIAL INSTITUTIONS TO ABSOHB THE DEBT: 

One way or measuring the ability or the f1nancial 

institutions to absorb the 1norease in debt is to compare 

total debt outstanding w1th total aseets of finanoial in­

stitutions. On this basie, the debt outstanding grew much 

raster than the assets of the financial institutions that 

hold the bulk of this debt. In Canada, the ratio of debt 

outstanding to assets of financial institutions rose from 

182.% at the end of 1939 to 237% at the end ot 1945. In the 

United States, 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 aoquire a larger proportion of the out­

standing debt, than their Canadian counterparts. 



60. 

1946-1953: THE FOST-WAR, FRE-1954 NATIONAL HOUSING AOTPERIOD: 

The conversion from a war-time eoonomy to a peace­

time economy naturally lett its mark also on the capital 

market statistios. 

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 period. In Canada, the increase in total 

debt was trom $23.38 billion at the end ot 1945 to $29·33 

billion at the end of 1953, an inorease ot 25% during the 

8 yeare, 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 3~ during the 8 years, compared to an increase ot 1~ 

in the prev1ous 6 yeare. 

COMPOSITION OF THE MARKET: 

The return to a peace-t1me economy was retlected 

also in the changing structure of the outstanding debt. 

While the federal government debt declined, other types ot 

long-term debt increased to help finance roads, hospitals, 

etc., at the provincial and municipal government leval, and 



induetrial plante and machinery as well as housing in the 

private sector. As a result of these tendenoies, the 

proportion of federal government bonds to total long-term 

debt outstanding declined from 75% at the end or 1945 to 

53% at the end of 1953· The biggest inorease was in mort­

gage debt outstandlng. Thus, while mortgage debt repre­

sented only 6% of total long-term debt outetanding at the 

end of 1945, 1t rose to 16% at the end of 1953, higher 

than the pre-war ratio of 14%. These developments in 

Oanada were similar 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 deolined 

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

mains below the 26% attained at the end of 1939· This 

decline in the federal government debt made rapid monetary 

expansion unnecessary. As a result, ohartered bank asseta 

1noreased lesa rap1dly than assets of the other finanoial 

institutions during the period. Thus, in Oanada the ratio 

ot chartered bank assets to total aseets of financial in­

stitutions declined from 65% 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 

bringe out the remarkable increase in the aesets of the 

eavinge and loan associations. Their assets represented 



only ~ of the assets of the major tinanoial institutions 

at the end ot 1945. This ratio had risen to 8% at the end 

of 1953· In dollar terme, their assets increased three­

told, from $8.7 billion at the end of 1945 to $26.7 billion 

at the end ot 1953· 

ABILITY OF TEE FINANOIAL INSTITUTIONS TO ABSORB THE DEBT: 

In Canada, the ratio ot long-term debt to assets ot 

the major lending institutions deolined from 237% to 189% 

from 1945 to 1953· This ratio thus returned almost to the 

1939 level ot 182,%. Acoording to this measure, theretore, 

the assets of the lending institutions grew more rapidly 

than the amount of debt outstanding. The same is true also 

tor the United States, where this ratio deolined from 158% 

at the end or 1945 to 147% at the end ot 1953, but still 

reœained much higher than the 123% ratio at the end ot 

1939· The ratio or long-term debt to aesets ot lending in­

stitutions is emphasized here beoause of the beliet that 

year to year changes in this ratio are pos1t1vely oorre­

lated with long-term interest rate movements as explained 

earl1er in this chapter. 



1954-1959: THE POST-195~ NATIONAL HCUSING ACT PERIOD 

THE SIZE OF THE M.ARKE'r: 

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 $~.S7 billion, an increase of 5~%. 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 g years of the post-war 

period. All sectors of long-term debt, public as well as 

private, increased during the period. This increase in 

Canadian long-term debt was much more rapid 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 g post-war 

years. In absolute terme, the increase in the United States 

long-term debt outstanding was from $477.S billion at the 

end of 1953 to $6~6.4 billion at the end of 1959. During 

this same period $2.5 billion common and preferred shares 

were issued in Canada and $19.6 billion in the United 

States.(JO) Corporations raised $;.6 billion in the 

form of corporate bonds in Canada in the 1954-

(30) See United States Federal Reserve Board of 
Governors, Ungted States Federa1 Reserye Bulletin (Washing­
ton, Oct., 19 1), page 121S. Data on Net Change in Out­
standing Oorporate Securities, also Bank of Canada, St~t1s­
t1cal Summary- F1nanc1al Supplement, 1952 (OTTAWA, 19 0), 
page s;. 
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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%, stocks versus 60% bonds. In 

the United States this ratio was about 36% in the form or 

stocks and 64% in the torm or bonds. The data are, however, 

not precise enough to state that the pattern or corporate 

rinanoing differed greatly between the two countries. In 

terme of the increase in total debt outstanding the new 

preferred and common stocks issued in Canada in the 1954-

1959 period represented 16% of the $15.54 billion increase 

in long-term debt outstanding. In the United States, com­

mon and preferred sharee issued in the 1954-1959 period 

represented 12,% of the increase in outstanding long-term 

debt. This suggests that equity financing was proportion­

ately more important in the Oanadian capital market in the 

1953-1959 period than in the United States. 

COMPOSITION OF THE MABKET: 

The structural changee in the long-term debt that 

were noted in the previous period continued in the same 

direction. Thus, federal government bonds declined still 

further as a percentage of the long-term debt outstanding, 

from 53% at the end of 1953, to 38% at the end of 1959. 

Again, it is the mortgage component that ehowed the great­

est inorease. Thus at the end of 1959, mortgages outstand­

ing at $10.70 billion had inoreased by $5.98 billion since 



the new National Housing Act came into force during 19;4. 

Thus, the mortgage component represented 24% of the long­

term debt outstand1ng at the end of 1959, compared to 1~ 

at the end ot 1953· These shifts once more mirrored the 

tact that in peace-time the emphasis continued to shitt to 

the private sector of the eoonomy. 

!hese trends are evident also in the United States 

data. Federal bonds deol1ned there as a proportion of 

total long-term debt outstand1ng, from 58% at the end of 

1953 to 45% at the end of 1959. This again was a retlec­

tion ot the increase in long-term debt in the private 

sector of the eoonomy, particularly mortgages. Thus, 

mortgages outstanding in the United States increased from 

$101.) billion at the end of 1953 to 191.0 billion at the 

end of 1959· This was a rise of 90%, lees than the 127% 

increaee in Canada during the same period. In terme of 

their importance in the United States capital market, 

mortgages outstand1ng inoreased from 21% at the end of 

1953 to 29% at the end of 1959· Mortgagee thue still re­

present a larger oomponent in the United States capital 

market, than in the Oanadian capital market. But the gap 

wae closed oonsiderably during the 1954-1959 period. 

The decline in the importance of federal government 

debt in the.capital market is again paralleled by a decline 

in the importance of chartered banks, in terme of the 

proportion of their aesets to total assets of the major 



1ending institutions. Thus, whi1e ohartered banks assete 

represented 6J% or total assets or the finanoial institu­

tions at the end of 1953. their proportion had dropped to 

SB% at the end of 1959· 
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These trends are again simi1ar to those in the 

United States where bank assets, as a proportion of the 

aesets of finanoia1 institutions, deo1ined from S9% at the 

end of 1953 to S3% at the end of 1959. The savings and 

1oan associations eontinued their remarkable growth during 

the period. This is shown by the tact that the1r assets 

as a proportion of the assets of al1 finaneia1 institutions 

increased 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 basie of the ratio of 1ong-term debt to as­

sets of finaneial institutions the ability of the finaneia1 

institutions to abeorb the 1ong-term debt dec1ined in 

Canada from the end of 19S3 to the end of 1959, as long­

term debt increaeed raster than the assete or the f1nanc1a1 

institutions, this ratio 1ncreased during the period from 

189% at the end of 1953 to 19~ at the end of 1959· This 

means quite simp1y that more of the 1ong-term debt had to 

be absorbed outside the financial institutions. This is 

contrary to the trend in the United States, where the 

ability ot the f1nanc1al institutions to absorb long-term 



debt, as a peroentage or the assets or financial institu­

tions continued to decline from 147% at the end or 1953 to 

140% at the end of 1959· Thue in the United States, the 

rapid growtb in the assete of savings and loan associations 

more than compensated tor the slow growth in commercial 

bank assets while in Canada the eftects of the Slower 

growth of chartered banks aseets was not ottset by a more 

rapid growtb in the aseets or the other tinancial insti­

tutions. 

STRUCTURAL CHANGES IN THE CAPITAL MARKET, 1939-1959 

The changes in the capital market were diecussed 

above in terme of the changes induced by war-time condi­

tions in the 1939-1945 period. The changes that occurred 

in the post-war period, and the problems involved in 

switching back to a peace-time footing were then consid­

ered in two separate stages. It seems appropriate now to 

consider whether any structural changes have emerged in 

the capital market during the 20 years here under review. 

SIZE OF THE CAPITAL MARKET: 

In terme or long-term debt outstanding in the capi­

tal market, there has, or course, been a tremendous expan­

sion. The aize of the capital market in Canada measured 

in this way 1ncreased from $11.25 billion at the end or 

1939 to $44.87 billion at the end of 1959. It thus almost 



quadrupled in aize. This is, however, not really auch an 

outstanding feat if we bear in mind that Gross National 

Products in Canada increaeed from $5.64 billion to $J4.S9 

billion in the same period, a eixfold inoreaee. Nor ie 
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the inoreaee in the aize of the market as great as the ex­

pansion or 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 

fivetold increas, thereby more or lese keeping pace with 

the general expansion ot the economy as measured by the 

more than fivefold increaee in Gross National Produot, from 

$91.1 billion at the end of 1939 to $487 billion at the end 

of 1959· The abeolute aize 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 

terme of the predominant institutions and the structure of 

the outstanding debt. 

COMPOSITION OF THE MARKET: 

On the whole, it can be said that in Canada, as far 

as the composition of the long-term debt is concerned, 

federal government bonds outstanding ma1nta1ned their posi­

tion in thecapital market, while all other forme of long­

term debt deolined in importance, oompared to mortgages. 

Thus, federal government bonds outstanding represented 39% 

ot the long-term debt at the end ot 1939 and 38% at the end 



or 1959· The mortgage component rose, however, from 14% 

of the outstanding debt at the end of 1939, to 24% at the 

end of 1959· The other forme 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 bonde 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 Oanadian capital market in the 

period 1939-1959· The mortgage component inoreased in im­

portance there too from 26% ot 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 

Oanadian market. This development was, however, oompletely 

overshadowed by the enormous inerease in the federal govern­

ment bond eomponent in the United States capital market, 

eompared to the slight decline in its importance in Canada. 

Thus, the federal government securities component inereased 

from JO% at the end or 19J9 to 45% at the end of 1959· The 

other typee of long-term debt showed a corresponding de­

cline. This was partioularly noticeable in the corporate 

bond component which dec1ined from 29% at the end of 1939 

to 16% at the end of 1959· It is, however, possible that 

the division 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 unehanged, with the government bond sec$or deolining 

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 States. 

The magnitude of the change is, 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 inerease 

their total share in the capital market. 

The changes in the composition of long-term debt 

show only one-half of the picture. To complete the capital 

market picture, the focus must now be shifted to the major 

finanoial institutions that buy most of the long-term debt. 

In this respect also, there are differences between de­

velopments in Canada and in the United States. In Canada, 

the structure on the supply aide of the ~apital market re­

mained substantially unchanged from the end of 1939 to the 

end of 1959· Thus, ohartered banks assets represented 58% 

of total assets of the major financial institutions at the 

end ot 1939 and at the end of 1959· The assets of life 

companies, as a proportion ot assets of the major financial 

institutions, 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 companles increased slightly in 

importance from 4% at the end of 1939 to 5~ at the end of 

1959. 
The situation is, however, different in the United 

States. There, both the commercial banks and the mutual 

savings banks lost ground to the savings and loan associa­

tions. Thus while the savings and loan associations' com­

ponent increased from 5% at the end of 1939 to 14% at the 

end of 1959, the commercial bank component declined from 

5g% to 53% and the mutual savings bank component declined 

from 11% to g%. Life companies almost held their own, as 

their assets, wbich at the end of 1939 represented 26~ of 

the assets of the major financ1al institution, etill re­

presented 25% of total assets at the end of 1939. 

ABILITY OF THE FINANCIAL INSTITUTIONS TO ABSORB THE DEBT: 

In this respect the developments in Canada are the 

same as thoee 1n the United States. If the ratio of long­

term debt outstandlng as a proportion of the assets of fi­

nancial institutions 1s aocepte4 as a good measure of these 

institutions' ability to absorb the long-term debt, then we 

muet argue that hie ability weakened in both Canada and in 

the United States. Thus, long-term debt outstanding in 

Canada represented 1g2% of the financ1al institutions as­

sets at the end of 1939. This ratio rose to 192% at the 

end of 1959. As the major lending institution did not 
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signifieantly inerease the proportion of long-term debt in 

their portfolios a greater proportion of the long-term 

debt had to be absorbed outside the financial institutions 

at the end of 1959, as compared to 1939. Incidentally, it 

is worth remembering here that long-term debt held by for­

eigners is included in the holdings outside the orbit of 

the financial institutions here considered. The United 

States shows the eame trend. Their long-term debt out­

standing as a proportion of the assets of the major finan­

eial institutions also increased from 123% at the end of 

1939 to 14o% at the end of 1959. Again, there must have 

been a more than proportionate increase in the long-term 

debt held outside the major financial institutions. 

72. 

To sum up, it ean be said that in both countries the 

mortgage component increased 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 tact that the assets of these 

financial institutions did not grow as fast as the long­

term debt outstanding in the capital market. We are thus 

forced to the conclusion that in both Canada and the United 

States a smaller proportion of the funds ultimately in­

vested in fixed capital market instruments flowed through 

the major financ1al institution in 1959 as compared to 

1939. In other words the role of the major f1nancial insti­

tutions decl1ned as transm1tters of sav1ngs from surplus 



to deficit unite. R.W. Goldsmith has shown, however, that 

financial intermediaries as a whole are accummulating a 

steadily increasing proportion of the 11 intangible11 wealth 

in the United States. This must mean that the financial 

institutions not descr1bed in this 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 Sta,tes ( holders of substantial 

amounts of federal government bonds) have grown faster in 

terme of assets than the major financial institutions con­

sidered here.(3l) This will be shown to have occurred in 

Canada in Chapter III where the mortgage lending under­

taken outside the major financial institutions by the 

11 residual 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 financial institutions 

hae increaeed steadily in the mortgage eector of the capi­

tal market. These institutions have become increasingly 

more specialized in mortgage lending. In Canada the pro­

portion of mortgage debt held by the major financial 

institutions increased from 4o% in 1939 to 4S% at the end 

73. 

(31) R.W. Goldsmith, Financial Intermediaries in the 
American Economy Since 1900 (Princeton, 195g), Table 13, 
page g5, and Table 95, page 319. 



of 1959. In the United States this proportion increased 

from 5~ to 76% in the same period. 

The increased importance ot mortgages in the capital 

market may well reflect the fact that investment in real 

estate is more dependent on the capital market than are 

other forme of investment. This was illustrated in the 

previous chapter. Thus 1nvestments in plant and machinery 

can be financed to a greater degree out of retained earn­

inge etc., while investmente by mun1c1pa11ties, provinces 

and the federal government oan be finanoed 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 terme which has led to lower 

downpayment requirements and increased reliance on mortgage 

financing. The easing of credit term will be discussed in 

Chapters VI and VII. The increased reliance of real estate 

investment on mortgage financing plus the attractiveness of 

mortgage investment in terme of comparative yields - to be 

disoussed in Chapter V - have led the major financial insti­

tutions, to divert a growing proportion of their assets to 

mortgage 1nveetments. 
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CHAPTER III 

THE ANATOMY OF THE MORTGAGE MARKET, 1953-1959 

GROSS CAPITAL MARKET FLOWB 

The previous cbapter revealed that mortgage loans 

outstanding bad by the end of 1959, reached approximately 

$10.7 billion, or about 24% of total long-term debt out­

standing in Canada. In the United States, the volume of 

mortgage debt outstanding 1 $191 billion at the end of 

1959, had at 29%, reached an even greater proportion of 

total long-term debt outstanding. In both oountries, the 

volume of mortgage debt outstanding is 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 capital 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 auch a 

way as to bring out cle~rly how the mortgage oomponent 

fita into the rest of the capital market. We see, from 

Table A-13 in the Jppendix, that the maJor financial in­

stitutions as a whole have invested 23% of their assets 

in mortgages. The emphasis on mortgage lending differe 

widely, however, among the various lending institutions. 

Thus cbartered banks, comparative newcomers to the mort-



gage lendlng field, and restrlcted only to NHA mortgages, 

have only 7~ of thelr assets 1nvested in mortgages, whlle 

at the other extreme, loan oompanies have 75% of their 

assets invested ln mortgages. This is not really surpris­

ing for chartered banks conslder 1t thelr maJor function 

to lend short-term funds to business, rather than to make 

long-term investments (except for 1nvestments ln long-term 

government bonds), whlle loan companles specialize in the 

maklng of mortgage loans. 

The situation as a whole 1s not very different from 

preva1l1ng conditions in the United States. There, the 

major tinanclal 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 varies from 12% tor commercial banks to 

g4% for savings and loan associations, as shown in Table 

A-4 ln the Appendix. 

The data presented 80 far have been ln terme or 
total assete and total volume of various categories of debt 

outstanding. From these totale, net changes from year to 

year oan be calculated. The net data, however, do not meas­

ure tully the importance of each type of debt in the capital 

market. Gross tlows are more representative for this pur-

pose and these are, theretore, the data chosen for presen-



TABLE 13: Q;HO[;S Q4PI'lAL MARKET ISSUES, 1953-1959 

Federal Provin- Munici-
Gov•t. cial pal 
Bonds A Bonds Bonds Year 

Corpor-
ate Mort-

Bonds gages Total 

( B i 1 1 i o n s of D o 1 1 a r s ) 

1953 2.03 -39 
1954 3.~o .50 
1952 1. 37 • i7 
195 1.53 • 4 
1957 2.60 -77 
195g 9.20 .73 
1959 2.g9 .gg 

1953-59 23.02 ~.2g 

.29 

.37 

.;~ 

.;6 

.41 

.50 

.47 
2.7~ 

* Treasury bills are excluded. 

·5~ 
.71 
.70 

1.04 
1.21 

:~ 
5-59 

~.6g 
6.g; 
~.22 
-~ 

7.29 
14.27 
7-99 

17.05 52.6g 

77. 

Mort­
gages 
as% 
ot 

Total 

Source: Federal, Provincial, Municipal and Corporate bonds: 
Bank of Canada, Btatistical Summary - Financial Sup-
plement (OTTAWA, various issues). 

Mortgages: Total mortgage recordings as per Central Mortgage 
and Housing Corporation, Oanadian Housing Statistics 
(OTTAWA, 1st quarter and annual issues). 

tation in this Chapter.(l) 

The reason for emphasizing the gross tlow of tunds 

through the capital market in this ohapter is the tact that 

{1) 
S.B Klaman emphasizes the importance ot gross 

flowsof funds, AThe advantage of gross over net financial 
f1ows for ana1ysis of market developments in c1ear. By dis­
tinguishing between credit extension and repayments, gross 
figures permit a more complete analysis and understanding of 
the response of various market participants to shifting 
forces at work in capital markets.• B.B. Klaman, The Post­
!ar Residential Mortsage Market (Princeton, 1961), Preface 
page xxviii. 



TABLE 14-: REPAY.MENTS OF OUTSTANDIHG ISSUES 
IN CAPITAL MARKET 1125J-1252 

Federal Provin- Muni ci- Corpor- Mort-
Gov't. cial pal a te Mort- gages 

Year Bonds* Bonds Bonds Bonds gages Total as~ 

( s ) 
ot 

B i 1 1 1 o n s ot D o 1 1 ar Total 

1953 1.58 .12 .10 .16 .!0 2.76 29% 
195!+ 3.70 .20 .11 .26 .92 5.19 18% 
1955 1.03 .16 .12 .3S ** ** ** 195b 2.14 .10 .13 .24 ** ** ü 

1957 2.72 .22 .15 .24 ** u u 
1958 7.82 .11 .16 .30 ** **' u 
1959 2.7:2 .32 .lz .28 ti ** ** 
1953-59 21.74 1.23 .94 1.86 10.4!+ 36.21 29.' 

* Treasury bills are excluded. 
**' Hot available. 
Source: Federal, Provincial, Municipal and Oorporate bonds: 

Bank of Canada, ~tatistical Summar! - Financial Su~1~-
un1 (OTTAWA, various issues). 

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

the allocation of funds in the capital market amongst the vari­

ous different for.ms of long-term debt is made in terme of gross 

flows. This tollows from the tact that repayments on the vari­

ous categories of long-term debt shown in Table 14 above, do 

not have to be re1nveated in the aame form of debt but become 

available for 1nvestment in the whole range of long-term in-



CH.ART 4: FINANCIAL INSTITUTIONS• MORTGAGE DISBURSEMENTS, 

INVESTMENTS &~D REPAYMENTS, 1953-1959 

Millions of Dollars 

Disbursement 
t/ 

6o 

40 

) 
Reparments 

0~----~--~~--~~--~------~--~ 
1953 1954 1955 1956 1957 195g 1959 

Source: Table lg and Appendix Table A-11. 



go. 

vestments available to lend1ng 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. Ohart 4 illustrates 

this point with data relating to the tinancial institutions. 

A simple formula describes this relationship, namely: 

net increase in mortgage portfolio • gross loans (disburse­

ments), minus mortgage repayments.(3) 

This formula is only an approximation, however, as it 

does not take into aocount 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, lenders incorpora-

ting all such changes into their mortgage portfolio. These 

adjustments are, however, of minor nature and will be largely 

ignored here for the sake of clarity and simplicity in ex­

position. 

( 2 ) 11 ••• redirecting funds which seek reinvestment 
following repayment of outstanding obligations." is listed as 
one of the functions of the capital market by w.c. Hood, 
Financing of Economie Activity in Canada (Royal Commission on 
Canada 1 s Economie Prospects, OTTAWA, 195S), page 13. 

(3) For a more detailed description of this relatian­
ship see Central Mortgage and Housing Corporation, Economie 
Researoh Bu1let1n No. 71 (OTTAWA, October, 1960). 
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TABLE 15: NET CAPITAL MARKEr ISSUES, 1953-1959 

Federal Provin- Muni ci- Corpor- Mort-
Gov 1 t.* cial pal a te Mort- gages 

Year Bonds Bonds Bonds Bonds gages Total as ,%of 
( B i 1 1 i o n s of D o 1 1 a r a ) Total 

1953 .45 .27 .19 .38 .63 1.92 33% 
1954 -.30 .30 .26 .45 .93 1.64 57.~ 
1955 .34 .21 .24 .32 ** u ü 
1956 -.61 .54 .23 .~o ** ** ü 
1957 -.12 .55 .26 .97 ti ü ü 
195g 1.3g .62 .34 .65 :tt ** ü 
1959 .14 .56 .30 .16 ** ** ** 
1953-59 1. 2g 3.05 1.~0 3. 73 6.61 16.47 l+o% 

* Treasury bills are excluded • 
.. Not available. 

Source: Calculated from the data presented in Tables 13 and 
14. 

Before continuing to explore the mortgage data fur­

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

the capital market differa from the rest of the capital mar­

ket, in that lending institution must plan their disburse­

ments on mortgage account well in advance of their disburse­

ments on their other investments. Before they start their 

projects, builders require a 1 commitment 1 from the lending 

institutions that they will grant a mortgage on the structure 

when 1t 1s finished. These 1commitments 1 precede the actual 



disbursement of the mortgage by a considerable time span.(4) 

Any change in the investment policies of the lending insti­

tutions will therefore show up first in their volume of 

commitment (or 1 approvals 1 as they are designated in Central 

Mortgage and Housing Corporations publication, Canadian 

Housing Statistics). 

THE AV.A.IL.ABLE MORTGAGE D1TA 

The description of the available mortgage data will 

start with a description of the commitmente 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 OOMMITMENTS 

By issuing a commitment, the lending institution 

binde iteelf to provide the mortgage funde requeeted by the 

prospective borrower ae required.(5} The granting of the 

commitment will be preceded by an application for a mortgage 

loan. The lending institutions frequently grant a builder a 

(4) See H. Woodard, Canad.an Mortgages (Collins, Don 
Mille, Ontario, 1959), Chapter V, aleo M. Wilkinson and 
Dorothy K. Newman, "FHA and VA Housing Statistics and the 
Housing Market•, Constrqct•on Review {Washington, June, 1957), 
also S.B. Klaman, op. cit., Table A-11, page 2 90. 

( 5) For further details on the c ommi tment procedure 
see H. Woodard, op. c1t., page 74. H. Woodard uses the term 

1approval 1 in his description rather than •commitment' as 1s 
done in the text above. 



TABLE 16: LENDING INSTITUTIONS 1:0:MORTGAGE OOMMITMENTS, 
TOTAL AND NEW RESIDENTIAL COMPONENTS, 1953-1959 

Oommitments 
for New Re- New Residential 

Total sidential Construction as 
Year Commitments Construction Percent of Total 

(Millions 
of Dollars) 

(Millions of 
Dollars) (%) 

1953 5gl ~~ 65% 
1954- 904- 71~ 
195~ 1,195 g7lt z;% 
195 99g 6go g% 
1957 771 517 67% 
195g 1,192 e1o 6g% 
1959 1,oe3 651 Go% 
1953-59 6,I24- 4!~~1 6gt! 

* Institutions 1ncluded are: 11fe companies, chartered banks, 
loan, trust and other companies. 

Source: Central Mortgage and Housing Corporation, Qana.d;1an 
Hogs~ng ~t~~~g~ic§ (OTTAWA). 

forward commitment, often taking the form of an informal ver­

bal promise. No data are ava1lab1e on these forward commit­

mente. ( 6) 

The comm1tment data for all types of loans and lenders 

are published each quarter by Central Mortgage and Hous1ng 

Corporation 1n Canad1an Hous1ng Stat1stics.<7> Comm1tments 

<6> For a discussion of the forward commitment tech­
nique see S.B. Klaman, OR, cit., pages 17e-1g2. 

(7) Oanad1an Housins Stat1st1cs, 1s now on annual 
publication, w1th monthly supplements. 



for new res1dent1al construction are also published monthly 

in the Bank of Canada 1 s monthly 1 Stat1st1cal Summary' .(g) 

The annual data show that lending institution as a whole 

oommitted about 6g% of their mortgage funds to new residential 

construction in the period 1953-1959. 

MORTGAGE DISBURSEMENTS 

The aotual disbursement of the mortgage funds will 

lag beh1nd the 1ssuanoe of a comm1tment by vary1ng time 

periode, depending on the type of loan made. If it is a 

loan on existing real estate, the lag will not be long, 

probably lesa than a month, and the mortgage loan will be 

disbursed in one lump sum. If on the other hand 1 it 1s a 

loan on new residential construction, the disbursement of 

the loan will be made in periodic payments, spread over the 

construction period of the structure serving as seourity for 

the loan.(9) 

Monthly data on disbursements (gross loans made) of 

all types of mortgages lumped together are available for 12 

life companies in the Bank of Oanada•s Statistical Summary • 

Central Mortgage and Housing Corporation prov1des est1mates 

of annual disbursements for new residential construction by 

(g) Central Mortgage and Housing Corporation, 
Qanadian Housing §tat1st1ca~ Monthlr Supplement, are the 
original source of the data. 

(9) See note 4 above. 



TABLE 17: LENDING INSTITUTIONS 1 * MORTGAGE DISBURSEMENTS, 
TOT AL AND NEW RESIDENTIAL COMPONENT, 1253-1959 

Disbursements 
for New New Residential 

Total Residential Construction as 
Year Disbursements Construction Percent of Total 

{J!illions 
ot Dollars) 

{Millions 
of Dollars) (%) 

1953 13 262 63~ 
1954 6 9 437 7% 
195~ 9 9 705 73% 
195 1,091 750 ~0% 
1957 7gl g25 7~ 1958 971 92 
1959 1,091 733 l~% 
1953-59 5,9g5 4,og4 6g% 

* Institutions included are: lite companies, Chartered 
banks, loan, trust and other companies. 

Source: Central Mortgage and Housing Corporation, Canadian 
Housing Statistios (OTTAWA). 

type of lender.(lO) 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 6g% ot their 

(lO) Central Mortgage and Bousing Corporation, 
Canadian Bousing Statistics (OTTAWA, lSt quarter and annual 
issues), Table entitled, "Expenditure on New Housing by 
Source of Funds 11 • 

(ll) Central Mortgage and Housing Corporation,~., 
Table entitled, "Institutional Mortgage Investment". 



total disbursement on account of new residential construc­

tion, the same proportion that is shown 1n the comm1tment 

data in Table 16. This is not really surprising as the two 

series merely measure the same phenomenon at different time 

periode as is illustrated by Chart 5. 

Atter this brief description of disbursements, the 

gross flow that tends to increase the mortgage portfolio of 

the lenders, we must turn to the repayments, that 1s the 

gross flow that leads to a reduction in the mortgage port­

folios of the lenders. 

MORTGAGE REPA!MENTS 

g6. 

The volume of repayments is largely determined by the 

amount of mortgage loans outstanding and the amort1zat1on 

terme of these mortgages (that is the average matur1ty 11fe 

of the loan). Thus, 1n contrast to the disbursements, which 

depend mainly on the current si tuat1on, the flow ot repay­

ments 1s largely determined by hietorical conditions 1n the 

mortgage market. The current situation does, however, also 

have an effect on the volume of repayments, 1n that an exist­

ing loan can often be repaid ahead of echedule or retinanced, 

if current interest ratee are below the contract mortgage 



CHART 5: MORTGAGE COMMITMENTS AND DISBURSEMENTS 

OF LENDING INSTITUTIONS, 1953-1959 

Millions of Dollars 
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rate.(l2) If the mortgage document contains a repayment 

clause, it is usual to demand a penalty for this privilege 

to prepay, often interest for 3 months.(l3) 

The importance of repayments as a source of funds 

differa as between the various categories of lenders. This 

will be shown later in this chapter where each group of 

lenders is discussed separately. For al1 the lending in­

stitutions combined repayments provided 3S% of the funds 

disburaed during 1953-1959, as shown in Table lS. 

Repayments as a 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 period. It is, 

however, a very important source of funds tor the loan and 

trust companies, who have been in the mortgage business a 

long time and who specialize in conventional mortgages on 

(l2) The wish to obtain a new bigger mortgage than 
the existing one, especia11y when the property serving as 
underlying securi ty tor the mort gage iB sold, is perhaps a 
more powerful reason tor prepaying a mortgage. This is 
taken into account by Housing and Home Finance Agency in, 
Reoommendations of Federal !genoies (United States Senate, 
Committee on Banking and Currenoy, Sub-comm1ttee 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 re1ative1y 1ow •• 
sales activity, and a higber percentage during years of re­
lative1y high activity". 

(l3) H. Woodard, op. oit., pages 207-210. 



TABLE 1g: LENDING INSTITUTIONS'* MORTGAGE REPAYMENTS, 
AS PERCENT OF DISBURSEMENTS, 1953-1959 

Year 

1953 
1954 
1955 
1956 
1957 
195g 
1959 

1953-59 

Repayments 
(Millions 
of Dollars) 

217 
236 
29g 
325 
;46 
400 
459 

2,2gl 

Repayments as 
Percent of 

Disbursements Disbursements 
(Millions (Millions 
of Dollars) of Dollars) 

453 4a% 
649 37% 
969 31% 

1,067 30% 
7gl 44% 
971 41% 

1,091 42% 

5,9g1 ;g% 

* Institutions 1noluded are: life compan1es, chartered 
banks, loan, trust and other companies. 

Source: Central Mortgage and Housing Corporation, Canadian 
Hous1ng Stat1st1cs (OTTAWA). 

ex1st1ng property, where the repayment period is shorter. 

The 1ife companies occupy an intermediate position in this 

respect. 

Monthly data on repayments are pub1ished for 12 1ife 

compan1es in the Bank of Canada's,•Stat1st1cal Sumrnary•.(14) 

Central Mortgage and Housing Corporation provides annua1 re­

payment estimates by type of lender.(l5) These latter data 

(14) Bank of Canada, Stat1st1ca1 Summary (OTTAWA, 
current issues), Table entitled, Canadian Investment Trans­
actions of Twelve Life Insurance Companies. 

(15) Central Mortgage and Housing Corporation, 
Canad1an Hous~ng Statistics (OTTAWA, 1st quarter on annual 
issues), Table entit1ed, "Institutions Mortgage Investments 11

• 



from 1953 onwarde were utilized in constructing Tables 14to 

18. However, for a deeper understanding of the anatomy of 

the mortgage market, it is not enough to study the gross 

flows. We must also keep in mind that these gross tlows, 

that is disbursemente minus repayments~ result in net flows 

that will affect the portfolio distribution of the lenders. 

NET CHANGE IN MORTGAGE PORTFOLIO 

As explained earlier the net change in the mort­

gage portfolio of the lenders can be estimated roughly by 

the formulai disbursements minus repayments = net change. 

But we must not think that the net change, because 

it is here for the sake of convenience presented as a 

residual, requires lese analysis than the other components. 

On the contrary, the lending institutions, when planning 

their commitments, and then their disbursements on mort­

gage accounts, must constantly keep in mind how these com­

mitments will eventually affect their net investmente in 

mortgages, and therefore the distribution of their port­

folio between mortgages and other earning aseets • Any 

change in their investment policy will therefore appear 

f1rst in their oommitment data. 

90. 

To understand the mortgage data properly it is im­

portant to bear in m1nd that the lending institutions' 

mortgage investment programme ie geared to achieve a certain 
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net change in their mortgage portfolio. The s1ze of this 

net change will depend on the availab111ty and yield ot other 

competing financial inetrumènts {federal, provincial and 

municipal and corporate bonds), As po1nted out before, the 

lenders will have to plan their comm1tments well in advance 

to achieve the dee1red net change.(l6) The analys1e in 

Ohapters IV and V will thus concentrate on the comm1tment 

data. Betore proceed1ng to that Ohapter, we must, however, 

take a closer look at the financial institutions active in 

the mortgage market. 

THE MAJOR MORTG.AGE LENDERS 

Now that the available mortgage stat1stics have been 

described briefly, it 1s possible to start examining the 

data in greater detail. The beat way to do this, is to ex­

amine the mortgage lend1ng done by each of the major groups 

of lenders since 1953. The maJor groups of lenders here 

oonsidered are; the life oompanies, loan, trust and other 

oompanies, chartered banks, Central Mortgage and Houeing 

Corporation, and a residual sector. In examining each ot 

these groups, their mortgage activity will be related when­

ever possible to their rate of asset growth, the proportion 

ot their asset growth placed in mortgages, mortgage repay-

(lG) See for instance S.B. Klaman, gp. oit., page 17, 
"Many lite oompanies plan their operations a year or more 
ahead". 
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mente as a source of funds, and the importance of new resi-

dential construction in their mortgage lending. 

These data will be presented in tabular form for 

each group of lenders supplemented by a brief description of 

the data. 

THE LIFE OOMFANIES 

Asset Growth: 

The rate of asset growth per annum of life companies 

has ranged from 10,% during 1955 to 6% dur1ng 1959 and has 

averaged 7%. This is slightly higher than the h1storical 

growth rate of Gf% in the period 1926-195g as calculated by 

Wm. 0. Hood. ( 17) 

Net Investment in Mortgages: 

Of this asset growth about 6o% has been put into 

mortgages, ranging from lOO% of asset growth during 1956 to 

41% ot asset growth dur1ng 1958. As po1nted out above, the 

proportion of asset growtb devoted to mortgage investment 

will fluctuate according to the attractiveness of mortgages 

in the capital market. As 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 42% at the end 

of 1959. 

(17) Wm. O. Hood, op. c1t., page 332. 
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TABLE 19: LIFE COMPANIES, SELECTED RATIOS, 1953-1959 

Disburse-
mente on 

Mortgage New Real-
Net Invest- Mortgages Repayments dential 
ment in Repayments as% of Cons truc-
Mort gages as% of Out stand- tion as % 

Asset as% of Disburse- ing Port- of Total 
Year Growth Asset Growth mente folio Disburse-

mente 
( %) (%) (%) (~) (%) 

1953 9% !tg% j~ 11% 6~% 
1954 7% 79% 10% 7% 
1956 10% 71% 36% 11% 74% 
195 7% lOO% 34% 10% l~ 1957 g% ~O% 47% 9% 
195g ~ 1% ~4% g% 71% 
1959 6o% 7% g% 74,~ 

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

Mortgage Repayments: 

Mortgage repayments on the existing mortgage port­

folio of the 11fe companles have fluctuated w1th1n a rela­

tively narrow range, around the 10% mark. The range has 

been from 11% in 1953 to S% during 1959. The 1ncreasing 

emphasls on NHA lendlng, with 1ts longer amortization 

period is probably the cause of this gradual decline in the 

proportion of mortgage repayments to total mortgage port­

folio. This ratio is, atter all, nothing more than the 



reciprooal of the average life of mortgage portfolio. Thus, 

a repayment ratio of 11% implies a mortgage portfolio whose 

average lite span is about 9 years; while a repayment ratio 

of g~ 1mpl1es an average lite span of 12.5 years.(lg) 

Mortgage repayments have provided about half the 

funds that lite companies have disbursed on mortgage accounts 

during the period 1953-1959. This proportion has ranged from 

34% during 1956 to 54% during 195g. 

Mortgages for New Residential Construction: 

The lite companies have always emphasized new con-

struction in their mortgage lend1ng. Thus, during the 

period 1953-1959, their 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 haa averaged around 9% per annum, and bas 

ranged from 5% in 1953 and 1957 to lg% in 1954. Their as­

set grol~h appears to be influenced to a substantial degree 

(lg) The average lite span of mortgages calculated 
on this basie is lower than the contract rate specified in 
the contract document, due to prepayments. This was com­
mented on in note 12 above. 
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TABLE 20: LOAN, TRUST AND OTHER COMPANIES, 
SELECTED RATIOS, 1952-1952 

As set 
Growth 

Net Invest­
ment 1n 
Mort gages 
as % ot 
Asset Growth 

Mort gages 
Repayments 
as% ot 
Disburse­
ments 

Disburse­
ments on 

Mortgages New Resi­
Repayments dent1a1 
as % of Construc­
Outstand- tion as % 
ing Port- of Total 

Year folio Disburse-
ments 

(%) { %> { %) 

1953 5% 9g% 63% 1g% 27% 
1954 lg% 35% 53% 17% 32% 
195g 11% 59% ~1% 19% 43% 
195 6% 104% 6~~ i~ 43% 
1957 5% 47% 4g% 
195g 15% 42% 52% 1g% 6% 
1959 S% 75% 56% 20% 36% 

Source: Ca1culated from data pub11shed by Central Mort~a~e 
and Housing Corporation~ Q&n~ian HQu~ins Stat s icg 
(OTTAWA, current issues • 

by monetary polioy. This is part1ou1arly notioeab1e in the 

trust oompanies whose assets inorease sharp1y, when ohar­

tered banks assets do. 

Net Investment in Mortgages: 

The 1oan, trust and other oompanies invested about 

6o% of their asset growth in mortgages during 1953-1959 

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

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

set growth in mortgages, these companies aotually decreased 



the1r portfolio of other capital market assets for the pur­

pose of 1ncreasing their mortgage portfolio. It must be 

remembered that this could be due to the tact that these 

companies, when making their mortgage commitments at the 

end of 1955, overest1mated their future •sset growth dur1ng 

1956 when many of the commitments would have to be d1s­

bursed.(19) Indeed, the figurés tend to support auch a 

v1ew, as the asset growth of these companies declined from 

11% per annum during 1955 to ~ during 1956. The loan, 

trust and other companies may have been foroed to sell other 

assets to honour the1r previous mortgage commitments. 

Mortgage Repayments: 

Mortgage repayments of loan, trust and other campan­

les have fluctuated between 16% and 2Q% of their total 

mortgage portfolio in the 1953-1959 period. The average 

lite of the 1oan, trust and other oompan1es mortgage port­

folio has thus fluotuated between 6.5 years and 5 years.(20) 

The tact that the average life of the mortgage port­

folio of 1oan, trust and other companies is muoh shorter 

than the average life of the life companies 1 mortgage port-

(19) In the United States, a special type of credit, 
has been developed to meet auch a situation. S.B. Klaman, 
op. c.t., page 23. 11 While throughout the postwar decade 
mortgage compan1es have remained the dominant uses of ware­
housing credit, occasional, dramatic uses of auch credit have 
been made by life insurance oompanies that have beoome tem­
porarily overoommitted in mortgagea relative to expected cash 
1nf1ows". 

(20) See note 1g. 
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folio, is a refleotion of the tact that conventional mort­

gages on ex1st1ng real estate predom1nate in the1r œortgage 

portfolio and these mortgages are trad1t1onally wr1tten tor 

shorter periode. 

More than half the ourrent d1sbursements of loan, 

trust and other oompanies are prov1ded from mortgage repay­

ments on their ex1sting mortgage portfolios. 

Mortgages for New Residential Construction: 

Mortgages for new res1dent1al construction have al­

ways played a seoondary role in the mortgage lend1ng of 

loan, trust and other companies. They have done most of 

their lending on existing real astate. Thus, their dis­

bursements for new res1dential construction have varied be­

tween 27% and 46% of their total mortgage lending during 

the 1953-1959 period. 

""-HE OHARTERED BANKS 

Asset Growth: 

The rate of asset growth of the chartered banks is 

heavily dependant on monetary polioy with an "easy" money 

polioy stimulating a more rapid rate of assat growth and a 

11 tight 11 monay policy 1mpos1ng a very slow rate of assat 

growth and at times, even imposing a decline in bank assets. 

Previous to 1954 banks were not permitted by the Bank Aot 



TABLE 21: CHARTERED BANKS, SELECTED RATIOS, 1953-195,2 

Year 

1953 
1954 
1955 
1956 
1957 
1958 
1959 

Source: 

As set 
Growth 

D1sburse­
ments on 

Mortgages New Real­
Net Invest- Mortgages Repayments dent1al 
ment 1n Repayments as % of Construc-
Mortgages as ~ ot Outstand- t1on as % 
as % ot Disburse- 1ng Port- of Total 
Asset Growth ments folio Disburse-

ments 
(%) (%) (~) (%) 

12% -- lOO;'& 
22% 4% 1~ 100% • 

390% 2% 1% lOO% 
lg% S% 2% lOO% 
16% 10% 1+% lOO% 

-423% l"" 3% lOO% 

Calculated from data publ1shed by Central Mortgage 
and Hous1ng Corporation, Canad1an Hous1ng Statis­
ties (OTTAWA), and Bank of Canada 1 s, Stat1st1cal 
SummarY (OTTAWA, various issues). 

to lend on mortgages. However, the National Hous1ng Act of 

1951+ empowered them to make NHA mortgage loans. 

Binee 1951+, the annua1 rate of asset growth of char­

tered banks haa fluctuated between 12% dur1ng 195g and -0.3% 

during 1959, with the average rate of growth dur1ng that 

per1od just under 6%. 

Net Investment 1n Mortgages: 

The tact that the asset growth of the chartered banks 

var1ed over a much wider range than the asset growth of the 



other financial institution - during 1959 their assets 

actually declined - makes it diffioult to relate the1r net 

investment in mortgages to their asset growth. For what 

1t le worth, the rate of net inveetment in mortgagee as a 

peroentage of assat growth since 1954 has fluctuated be­

tween 39% and -423%. In 1960, the banks' mortgage lending 

policy was turther complicated by the fact that the Bank 

Act forbids them to make loans at an interest rate higher 

than 6%, while the NHA maximum mortgage rate was ra1sed to 

6.75% in mid-December, 1959. As a result, the banks d1d 

almost no mortgage lend1ng durlng 1960. 

Mortgage Repayments: 

99. 

Mortgage repayments to chartered banks have ranged 

between 1% of the outstanding mortgage portfolio dur1ng 1955 

and 1956, and 4% of the outstanding mortgage portfolio dur­

ing 195g. 

This means that average life of the mortgage loans 

outstand1ng w1th the Cbartered banks during 195g was 25 

years. This is a refleotion of the tact that the chartered 

banks make only NHA mortgages, whose amortization per1od is 

typioally 25 years, while the banks have not been in the 

mortgage business long enough to get a high volume of pre­

payments, that 1s, mortgage repayments in exoess of the 

amounts stipulated in the mortgage document. Prepayments 

typioally occur when the ex1st1ng 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 

seourity of the mortgage.(21) In auch a oase, the existing 

mortgage, is often repaid in full, and a new mortgage for a 

higher amount is negotiated to facilitate the sale. As a 

result of this praot1oe, the average length of the outstand­

ing mortgage portfolio as oaloulated by repayments is usual­

ly muoh lower than the average length of the mortgage port­

folio as observed from the contraotual obligations wr1tten 

into mortgage doouments.< 22) 

Mortgages for New Residential Construction: 

As chartered banks are restrioted by law to NHA mort­

gages only, and NHA mortgages are presently granted only for 

new construction, all the ohartered banks 1 mortgage lending 

is for new construction. 

CENTRAL MORTGAGE Al'!D HOUSING CORPORATION ( CMHC) 

Asset Growth: 

Almost all the assets of CMHC oonsist of NHA mort-

gages. CMBC obtains the money needed to make these mortgages 

from the Oonsolidated Revenue Fund. The rate of asset growth 

( 2l) Bee note 12 above. 

( 22 ) Bee notes 1g and 22 above. 
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TABLE 22: CENTRAL MORTGAGE AND BOUSING CORPORATION 
SELECTED RATIOS 1 125:2-lS!SS! 

Dieburse-
mente on 

Mort gages New Resi-
Net Invest- Mort gages Repa.yments dent1a.l 
ment in Repa.yments as ~ of Cons truc-
Mort gages as %of Out stand- tion as % 

As set as% of Disburse- ing Port- of Total 
Year Growth Asset Growth mente folio Disburse-

mente 
(%) (%) {J) (%) ( %) 

1953 lg% 95% 23% 7% S9% 
1954 11% 97% 35% S% 91% 
1955 1% -- * lOg% g% 70% 
1956 O% -- * 120% 10% 62% 
1957 7% 73% 57% 10% 7g% 
195S 4a% 91% 16% 11% 95% 
1959 2g% 96% 22% 9% 94% 

* Mortgage portfolio declined slightly during the year. 
Source: Calculated from data published by Central Mortgage 

and Housing Corporation, Qanad1an Housing Stat1s­
~ - Annual Repgrt. 

of the Corporation thus depends on the direct lending pol1oy 

of the federal government. 

In response to these changes in policy, the rate of 

asset growth of the corporation, has ranged from zero during 

1956 to 4-S% during 195g, when direct lending was stepped up 

considerably to stimulate building as an ant1-recess1on 

measure. 
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Net Investment in Mortgages: 

As the monay OMHC obtains from government is for the 

purpose of making mortgage loans, it is not surprising that 

the net investment in mortgages as a percentage of asset 

growth is typically over 90%. 

Mortgage Repayments: 

The mortgage repayment pattern of CMHC's outstanding 

mortgage portfolio 1s very similar to the pattern of the 

mortgage repayments accruing to life compan1es. This is not 

surprising as both institutions concentrate on mortgages 

with a long amortization 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 1nto mortgages, but 

have to be turned over to the Receiver General of Canada. 

In other words 1 the money borrowed by CMHC 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 this way, Parliament has a close continuous control over 

the mortgage lending activ1t1es of 1ts housing agenoy, CMHC. 

Mortgages for New Res1dential Construction: 

All of OMHC's mortgage lending is for new res1dential 

construction, exoept a small amount of mortgage lending 
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assoc1ated w1th the sale of real estate in the possession of 

CMHC, either as a 1egacy of Wartime Housing,< 23) or due to 

repossessions as a result of mortgage delinquencies. Thus 

during 195S-1959, 95% of the mortgage advances made by OMHC 

were tor 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 OMHC's 

mortgage lending is not undertaken in response to the usual 

market forces, such as yield differentials on other invest­

mente, etc., but is an expression of one tacet of the 

government's housing policy. This fundamenta1 difference in 

motivation should not be overlooked when the mortgage data 

of the different types of institutions participat1ng in 

mortgage lending are examined. 

THE RESIDUAL SECTOR 

Asset Growth: 

National accounting data, particular1y relating to 

wealth estimates, have not been sufficiently deve1oped 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 Housing Cor­
poration, Annual Report to the Minister or Reconstruction and 
and Supply for the Year 1947, page 13. 
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TABLE 23: RESIDUAL SECTOR, SELECTED RATIOS, 1953-1959 

Year 

1953 
1954 
1955 
1956 
1957 
l95g 
1959 

As set 
Growth 

(%) 

Net Invest-
ment in 
Mort gages 
as% of 
Asset Growth 

<%> 

** 
ti 
i.i. 
ü ... 
ü 

** 
** Not available. 

Mortgages 
Repa.yments 
as% of 
Disburse-
mente 

(%) 

Mort gages 
Repa.yments 
as % of 
Out stand-
ing Port-
folio 

(%) 

Disburse-
mente on 
New Resi-
dential 
Construo-
tion as ~ 
of Total 
Disburse-
mente 

(%) 

214-% 
16% 
13% 
11% 
17~ 

•• 
** 

Source: Caloulated from data published by Central Mortgage 
and Housing Corporation, Canadian Housing Statistics 
(OTTAWA, 1st quarter and annual issues). 

large pools of institutionally administered savings wh1ch will 

be discussed separately later in this ohapter. 

Net Investment in Mortgages: 

As no estimate 1s available on the rate of asset 

growth in the residual seotor, it is not possible to relate 

the net 1nvestment in mortgages of the residual seotor, to 

1ts 1norease in assets. This res1dual seotor held over 14-o% 

ot the mortgage outstanding in Canada at the end ot 1959. 



That seotor 1 s lending on new residential construction is, 

however, much lees than the above figures would suggest. 

Mortgage Repayments: 

The mortgage repayment figures or the residual seotor 

also reflect the tact that finanoing of new residential con­

struction does not form a very important component of its 

mortgage activity. Thus, mortgage repaymente during 1953 and 

1954 represented about 2S% of 1te outstanding mortgage port­

folio, which suggests an effective average lite of just under 

4 years for its mortgage portfolio. The predominance of 

mortgages on existing real estateJ plus second mortgages, 

whose life span is relatively short,explains the high repay­

ment ratio. 

As a result of this high repayments ratio about 6o% 
of the funds annually disbursed by this sector came out of 

mortgage repayments. 

Mortgages tor New Res1dent1al Oonstruot1on: 

Between 1953 and 1957 the disbursement of the residual 

sector for new res1dential construction as a percent of their 

total d1sbursements have ranged from a low of 11% during 1956 

to a higb of 24~ during 1953, just before the 1954 National 

Housing Act came into force. It can thus be seen that the re­

sidual sector devoted only a small portion of its total mort­

gage act1v1ties to the f1nanc1ng of new resident1al construc-



tion. To a minor degree, this may be due to the tact that 

the residual sector does not contain many 1enders that 

qualify as approved lenders under the National Housing Act, 

and therefore cannot originate NHA loans for new construc­

tion. 

THE INSTITUTIONAL PART OF THE RESIDUAL SECTOR 

The residual sector, inc1udea in addition to indi-

viduals, also three large pools of institutionally admin-

istered savings, namely estate trust and agency funds 

aàminiatered by the trust companies, trusteed pension funds 

and credit unions. At the end of 1959 the total assets 

accumulated by the above institutions totalled $11.2 bil-

106. 

lion. The estate trust and agency funds accounted for $6.9 

billion.(2~) The trusteed pension funds accounted for $3.1 

billion(25) and the credit unite accounts for $1.2 billion.< 26> 

The assets accumulated in estate trust and agency funds, are 

however not all portfolio funds, as they include also income 

producing real estate, as well as go1ng business concerne, 

possibly in the process of liquidation. The assets of these 

three pools combined have more than doubled in the 1954-1959 

(24) 
Central Mortgage and Housing Corporation, 

Canag1an Housing Statietics (OTTAWA, 1st quarter and annual 
issues). 

( 25) Bank of Canada, Statiet1ca1 Summary- Financial 
Supplement, 1960, page 91. 

(26) Bank of Canada, .JJ2!9,., page 91. 
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period from t5.5 billion to $11.2 billion. They have thus 

grown at an average annual rate of over 10%. 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 $.4a billion. The asset growth of the estate trust and 

agency funds was $2.7 billion in the same period, from $~.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 pension funds 

increased by $.2~ billion in the 6-year period 195~1959, 

from $.04 billion at the end of 1953 to $.2S 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 

asset growth in the mortgage market. Most of the mortgages 

acquired by the estate trust and agency funds, and the 

trusteed pension tunds were acquired in the secondary mort­

gage market. No data are available for such transactions 

relating to conventional mortgages. The data on secondary 

mortgage market transaction 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 sellera. This suggests that the 

trust companies sold NHA mortgage to the estate trust and 

&geney funds under their administration. The third group 

of institutions inoluded in the residual sector, the credit 

unions, increased their mortgage portfolio by $.1g billion 

in the 1954-1959 period. Their asset growth in the same 

period was $.67 billion, from $.~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 

$~billion out of the $10.7 billion mortgages outstanding. 

The combined holdings of the estate trust and agenoy funds, 

the trusteed pension funds and the credit unions accounted 

for $1.2 billion of these mortgages or about 30% of the real­

dual sector 1 s holdings. The other 12.g billion of mortgages 

outstanding at the end of 1959 or Just over one-quarter of 

the total were thus held by ind1v1duals. The importance of 

the residual sector in the financing of new residential con­

struction is much lesa than its holdings of 4o% of the out­

standing debt would suggest. 

( 27) Central Mortgage and Housing Corporation, 
Oanadian Housing Statistics (OTTAWA, ourrent issues). Table 
entitled, "Purchases of Insured Mortgages~. 



109. 

SUMMARY 

The mortgage market which represente one-quarter of 

the capital market as a whole is dominated in both the 

United States and in Canada by the major financial institu­

tions. This dominance of the major financial institutions 

is most pronounoed in lending for new residential construc­

tion. The acquisition of a mortgage portfolio 1 particu­

larly where the underlying security is new residential con­

struction - which aocounts for two-thirds of the major 

institutions mortgage loans - requires the maJor lenders to 

plan ahead further than the case when they acquire other 

portfolio investments. This is due to the fact that the 

mortgage funds provided must be committed long before they 

are disbursed, and thereby find their way to into the 

lender 1 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 life loan trust and other 

companies, obtain about one-half of their current mortgage 

1nvestments from this source. This 1s true also of the 

res1dual seotor as a whole. Chartered banks, on the other 

hand, in 1959 only obtained about 10% of their new mortgage 



loans from repayments, while repayments accruing to CMHC 

are turned over ta the Consolidated Revenue Fund and are 

not automatically available for new mortgage lending. The 

other half of the major lenders 1 current mortgage laans 

were financed by them by diverting a proportion of the new 

savings they ~ttract, to the mortgage market. The non-

110. 

bank lenders, life, loan trust and other companies diverted 

about 6o% of their new savings inflow to this purpose. This 

proportion varied of course from time to time in response 

ta changes in capital market yields. This will be dis­

cussed more fully in Ohapter V where the relationship be­

tween the mortgage market and the money market is considered. 



CHAPTER IV 

THE IMPACT OF MONETARY-FISCAL POLICY ON THE MORTGAGE MARKET 

The impact of monetary policy alone - not explicitly 

linked with fiscal policy - will be conaidered in the next 

chapter within the framework of the Canadian monay market. 

In this chapter the ecope will be aomewhat wider to permit 

a discussion of the combined impact of monetary-fiscal pol­

iCY on the mortgage market. In arder to analyse this im­

pact it is useful to present the gross flow of mortgage 

fund data in the form of a simple madel using the concepts 

developed in the previous ohapter.(l) 

FLOW OF MORTGAGE FUNDS MODEL 

The gross flow of mortgage funda from lending insti­

tutions was described in the previous chapter, as depending 

on the asset growth of the lending institutions• active in 

the mortgages, and the funds available from mortgage repay­

ments. Funds available from sales in the seoondary mortgage 

market are here added to complete the picture. 

The flow of mortgage funds from the major lending 

institutions is presented in the form of a notational modal 

(l) The flow of mortgage funds madel developed here 
is based on the description of the mortgage market by J.V. 
Poapst in 11 The National Housing Act 19511-'1 , Qg+?adian Journal 
of Economies and Pol.tical Sci§nce (May, 195 ), pages 234: 
243, see especially page 235. 

111. 



mf - mb + ml + mo 
mb • qbibA], + I'bMb + St> 

ml - ~i1A1 + r1M1 + 81 

mo • qoioAo + roMo + Bo 

112. 

mr • gross mort gage flow from major finanoial institutions. 

mb = gross mort gage flow from banks. 

ml • gross mort gage flow from life companies. 

mo - gross mort gage flow from loan, trust and ether oompanies. -
-'b - As sets of banks. -
Âl - As sets of life oompanies. -
Ao = As sets of loan, trust and ether companies. 

Mb = Mortgage portfolio of banks. 

M1 : Mortgage portfolio of life oompanies. 

M0 = Mortgage portfolio of lean, trust and ether companies. 

Sb = Secondary market sales of banks. 

~ = Seoondary market sales of life companies. 

80 = Secondary market sales of loan, trust and ether companies. 

~ = rate of asset growth of banks. 

q1 : rate of asset growth of 11fe compan1es. 

~ = rate of asset growth of lean, trust and ether companies. 

ib = proportion of as set growth devoted to mort gages by banks. 

11 - proportion of as set growth devoted to mort gagEs of life - compan1es. 

io - proportion of asset growth devoted to mort gages of lean, -
trust, and ether companies. 
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I"b = proportion of mort gage portfolio repaid to banks during 
year. 

rl = proportion of mortgage portfolio repaid to life compan-
les during year. 

ro = proportion of mortgage portfolio repa.id 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 institutions and their present 

mortgage portfolio are legacies from the past. The flow of 

mortgage repayments is also to a large extent a legacy from 

the past, as this flow is 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 their 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. 



TABLE 24: VAR.IABLES INFLUENCING: GROSS FLO}j Of' MOR'mAGE 
FUNDS FROM LENDING INSTITUTIONS, 1953-1959 

Variables 

Gtoga HQ[~i~i~ El2K 
(Mlll1gng gf ~oll~t§l 

Banks 
Lite Co. 1 s 
Loan, Trust and 

Other Co. 1 s 

Assetg (Jan. 1) 
'M1ll12D§ Qf ~2ll~tal 

Banks 
Lite Co.•s 
Loan, Trust and 

Other Co. • s 

~~~! Îir~ff:I~ 
Banks 
Lite Co. 1 s 
Loan, Trust and 

Other Co. 1 s 

~=c~ndatt Mark~t s l 8 - 1 m1l r 
Banks 
Lite Co.' s 
Loan, Trust and 

Other Co 's 
Aaset Growth (f p§r 
Annuml 

Banks 
Life Co. 1 s 
Lean, Trust and 

Other Co.' s 

M~;t;i;:::~e(C ~Î 
Annual Asget Growth) 

Notation 

mb 
ml 
mo 

~ 
Al 
Ao 

Mb 
Ml 
Mo 

Banks ib 
Lite Co.'s i1 

Loan, Trust &Other Co .•s i 0 

Mgrtgage Repaxments (j of 
Outstandlng Portfolio) 

1953 

317 
136 

g,112 
4,417 
1,236 

1,214 
479 

1954 

75 
407 
167 

g,627 
4,g11 
1,292 

1,402 
534 

1 --

12~ 
79% ;s% 

1955 1956 

234 237 
507 57g 
22g 252 

9,24a 10,257 
5,137 
1,531 

74 
1,65g 

617 

13 --

5,642 
1,696 

294 
2,016 

714 

34 
5 

11 

390% 
lOO% 
104% 

Banks 10 1% 1% 
Lite Co.'s ~ 11% 10% 11% 10% 

Loan,Trust &Other Cols ro 1gf hZÎ 19% 1Zi 

114. 

Source: Central Mortgage and Housing Corporation, Qanadian 
Rous1ns-~~~11iittiç~( OTTAWA) ,Bank of' Can.-Stat1stica1 (sàfTmf.ff! . 



115. 

TABLE 2lt: VABIASLE§ lliEI.Y~QINQ: ~ROl2§ EI.!OW Of HOH:GAG!; 
(cont 1 d) EU~§ ERQH LEN~ZH~ Ii§~I~~IQBa. ~953-1959 

Variables Notation 1957 192! 1959 
~gas Hg~tg!g~ El2~ 
(H1ll1gng g~ ~2ll~r~l 

Banks mb 145 264 239 
Lif'e Co.' s ml 441 410 500 
Lean, Trust and mo 195 297 352 

Other Co. 1 s 

Aruutta 'sliin. 3> 
{HllllQDU g' -Qllat~l 

Banks Ab 10,30g 10,g12 12,0g9 
Lif'e Co. 1 s Al 6,035 6,544 7,066 
Loan, Trust and Ao 

Other Co. 1 s 
1, 79S 1,!96 2,1sg 

~or~~afÎ~ ~~~ffol1Q ~an [ m l. :: 
Banks Mb 4-93 ~!6 790 
Lif'e Co.•s Ml a,40é 2, 60 2,g75 
Loan, Trust and Mo g20 g66 990 

Qliluu: Qg.' a 
secgndart Miirk:t 
~ales - i mil ~ 

Banks sb tt2 31t 37 
Lif'e Co. 1 s sl 9 g 2 
Loan, Trust and So 12 6 3 

Other Co.' s 
A§§~t ~tQ~lih {Î ~~r 
Annum) 

Banks qb 5~ 12% -0.3% 
L11'e Co.' s q1 g% g% 6% 
Loan, Trust and Cio 5~ 15% !% 

Q:tluu;: Qg. 'a 
N~t ~estment ~n 
Mort ~s - ti f' 
annua1 A~~~t Gtgwth} 

Banks lb lS% 16% -423% 
Life Co. • s 11 ~O% 41% 6o% 
Loan, Trust and io 7% 42% 75% orr ~r· ' 

~!~:~=r=~~~~~~~f1~ Q' 
Banks rb 2.% 4-% 3% 
Life Co. 1 s ~ 1~ g% g% 

LoanlTrust &Other Co.'s re 1g~ 20~ 

Source: Central Mortgage and Housing Corporation, Canadian 
HousJ_ng §tatistias (OTTAWA)~ Bank of Canada, 
8tât~gli1c~. Sgmma~ (OTTAWA • 



The analyeis which follows will be conducted on the 

assumption that a combination of monetary-fiscal policy 

which leads either to accelerated growth in the assets of 

lending institutions active in the mortgage market or to a 

rise in the proportion of assets that these institutions 

devote to investment in mortgages, will lead to an increased 

flow of mortgage funds and will thus be designated as 

favourable to the flow of mortgage funds. A combination on 

monetary-fiscal policy that leade to a slowdown in the as­

set growth of lending institutions or a reduction in the 

proportion of assets devoted to mortgages, will be desig­

nated as unfavourable to the flow of mortgage funds. 

MONETARY-FISCAL POLICY COMBINATIONS 

Theoretically, the following different oombinations 

of monetary-fiscal policy can be distinguished.( 2) An 

1 easy 1 money policy combined with a budget surplus, a bal­

anced budget or a budget deficit. A 1 neutral 1 money policy 

combined with a budget surplus, a balanced budget, or a 

budget deficit. A 1 tight 1 money policy combined with a 

budget surplus, a balanced budget, or a budget deficit. 

( 2 ) For an up-to-date analysis of the impact of 
monetary-fiscal policy on the seconomy see, The Report of 
the Commission on Money and Credit, Mane~ and Creght: Th~lr 
Influence on Jobs, Priçes ~d Growtn, Prentice Hall, Inc., 
Englewood Cliffs, N.J., 19 1). 



The theoretical impact of each of these cominationa 

is conaidered below. 

EASY MONEY POLICY 

117. 

An easy money policy, taken in isolation, should be 

considered favourable for an increased flow of mortgage 

funds. As an eaay money period is defined as a period dur­

ing which the money supply increaaes at a relatively rapid 

rate, it will be reflected in a relatively rapid increaae in 

the assets of chartered banks, in recent yeara, one of the 

more important lenders on mortgage account. 

The bulk of the money supply is composed of de­

posits with the chartered banks. These deposits in turn re­

present about 95% of the total liabilities of the chartered 

banks. As total liabilities must equal total assets in a 

balance sheet, that part of the money supply which is com­

posed of deposits with the chartered banka is also equal to 

about 95% of the assets of chartered banks. An easy money 

polioy will thus be reflected not only in a relatively rapid 

increaae in the money supply but also in the relatively 

rapid increase in the aasets of chartered bar~s, one of the 

more important lenders on mortgage account since 195~.(3) 

(3) Thus during 195g, the major assets of the chart­
ered banks increased by $1.2g billion, while the money eup­
ply - measured by total deposits with ohartered banks plus 
currenoy held outside the banks- increased by $1.32 billion. 
From the end of 1953 till the end of 1959, major assets of 
ohartered banks inoreased by $3.~2 billion, while the·money 
supply inoreased by $3.4o billion. Bank of Canada, Statis­
tical Bqmmary- F1nancial auppl§men~, 1959, (OTTAWA, 1960), 
pages 19-34. 



This rapid increase in chartered bank assets may also be 

reflected in a more rapid asset growth of other financial 

institutions that accept deposits from the public, e.g., 

trust and loan companies.(4) This could occur as members 

of the public shift some of their deposits 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 aceruing to financiel 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 ie here defined as a 

period during which the amount of government seourities out­

standing in the capital market is reduced. That is the ex­

cess of income over expenditure on the part of government 

is used to reduoe part of the outstanding debt. A budget 

surplus, as here defined, will thue lead to a reduction in 

the demand for funds from a source that competes with mort-

g~ges in the capital market. It will thus be favorable to 

an increased flow of mortgage funds, as it will permit· 

(4) Thus net changes in the major assets of ohart­
ered banks .in eaoh of the years from 1953 to 1959, was, .52 
billion, .62 billion, 1.01 billion, .05 billion, .50 billion, 
1.2g billion, -.05 billion. The net changes in assets of the 
trust companies the same years was .01 billion, .15 billion, 
.09 billion, .03 billion, ~g billion, .11 billion. Bank of 
Canada, Statistical Summarl (OTTAWA), and Central Mortgage 
and Housing Corporation, Canadian Housing Statistics (OTTAWA, 
1st quarter and annual issues). 



f1nanc1al institutions to increase the proportion of their 

asset growth which they are willing to invest in mortgages. 

This particular combination of monetary and fiscal 

policy can therefore definitely be oonsidered as favourable 

to the flow of mortgage funds. 

EASY MONEY POLICY COMBINED WITH BALANCED BUDGET 

119. 

A balanoed budget period 1s here defined as a period 

during wh!oh the amount of government seourities outstanding 

remains unohanged. This does not mean that no new government 

securities will be iesued during the period under considera­

tion, but that gross new issues will be exactly oounter­

balanced by retirements. In other words the emphasis here 

will be on the cash budget - whioh inoluded loans made to 

orown corporations etc. - rather than on the administrative 

budget, which does not include the above items. 

This oombination also should lead to an inorease in 

the flow of mortgage funds. The easy money part of the 

policy will lead tc an increase in the assete of the finan­

cial institutions making mortgage loans, while the fact that 

the amount of government securities outstanding is not in­

creased, will make it easier for finanoial institutions to 

inorease the proportion of their asset growth, whioh they de­

vote to investment in mortgages. In ether words as a result 

of the easy money polioy finanoial institutions will have 

more funds to invest. As there is no inorease in the amount 
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of federal government securities outstanding - the budget 

assumed to be in balance - competition for the funds avail­

able to the financiB~ institution will be lessened and more 

funds will be potentially available for investment in mort­

gages. These funds could of course also be invested in 

other long-term portfolio investments, e.g. provincial bonds, 

municipal bonds or corporate bonds. The focus in this 

ehapter ie however placed on the relationship between mort­

gage investments and investments in federal government 

securities. 

EASY MONEY POLICY COMBINED WITH BUDGET DEFICIT 

A period of budget deficit is here defined as a 

period during which the amount of federal government seeuri­

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 poliey which 

leads to a more rapid growth in the assets of financial in­

stitutions, will be.favorable to an inoreased flow of mort­

gage funds, the increase in government securities outstanding 

will compete with mortgages in the capital market, and will 

thus offset the favourable effeot of easy money. 

(5) This is recognized in the mortgage market litera­
ture, see for instance, L. Grebler and o. Jones, The SecQpd­
ary Mortgage Markel, Pyrpose, Petforminoe and Potenti&l, 

(University of California, 1961), page go. 
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The problem thus is 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 deficit. 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 

period can still 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 is felt 

here that deducting the total increase in government se­

curities outstanding from the assets of financie~ institu­

tions would give undue weight to fiscal policy as financial 

institutions are not the only purchasers of government 

bonds. It is therefore suggested here that the appropriate 

weight 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 weight given to fiscal policy increases when the pro­

portion of assets financial institution invest in govern­

ment securities increases, and diminishes when the propor­

tion of assets invested in government securities diminishes. 

An easy money policy combined with a budget deficit 

can thus be either 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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NEOTRAL MONEY POLICY 

A neutral money policy is theoretically descr1bed as 

a monetary policy that permits money to perform ite functions 

of medium of exchange, unit of account and store of value, 

without affecting the economy in any way. Thus, theoretically 

a neutral monay policy will neither acoelerate nor retard the 

asset growth of f1nanoial institutions. lt will thus be 

neither favourable nor unfavourable to the flow of mortgage 

funds. 

NEUTRAL MO~~ POLICY COMBINED WITH BUDGET SURPLUS 

This oombination can be cons1dered as favouring an 

increased flow of mortgage funds. While no stimulus is 

given by the monetary policy, a budget surplus will reduce 

the competition for long-term funds that mortgages must face 

in the capital market, and will therefore permit the finan­

oial institutions to increase the flow of funds allocated to 

mortgages. 

NEUTRAL MONEY POLICY CO~ffiiNED WITH BALANCED BUDGET 

The neutral money policy part of the oombination will 

not affect the flow of mortgage funds in either direction. 

The balanced budget part of the combination on the basis of 

the definition here adopted, i.e. a budget policy that leaves 

the amount of government seourities outstanding unchanges, as 



it will call for no adjustment to the assets of financial 

institutions is 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 again, the neutral money policy part of the 

combination will not affect the flow of mortgage money in 

either direction. The budget deficit part of the combina­

tian will, however, be detrimental to the flow of mortgage 

funds. As the amount of capital market instruments com­

pet1ng with mortgages in the capital market will be 1n­

creased, wh1le the assets of the lending institutions 

making mortgage loans will not increase at more than the 

neutral rate, this policy combination must be labelled un­

favourable to the flow of mortgage funds. 

TIGHT MONEY POLICY 

A tight money policy, taken by 1tself should be 

considered unfavourable for an increased flow of mortgage 

funds. A t1ght money period is here defined as a period 

during which the money supply either decreaeee, 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 will thus be lesa than usual. A 

tight money poliey taken by itself must therefore, in the 

framework of the present a.nalysis, be considered as un­

favourable to the flow of mortgage f~~ds. 

TIGHT MONEY POLICY COMBINED WITH BUDGET SURPLUS 

121+. 

While the tight money part of the policy is unfavour­

a.ble to the flow of mortgage funds, due to its effect on the 

rate of asset growth of financial institutions active in 

mortgage lending, the surplus budget part of the polioy will 

be favourable to the flow of mortgage funds, beeause it en­

ables lending institutions to devote a larger share of their 

asset gro~nh to mortgage 1nvestments. Whether this partieu­

lar eomb1nation is favourable or unfavourable to the flow of 

mortgage funds will thus depend on the proportions with whieh 

tight money 1s mixed with budget surplus. 

Aga1n the problem is to devise a measure that will 

show which of the two forces is dominant, the unfavourable 

effect of the 't1ght 1 money policy or the favourable effect 

of the budget surplus. As before, the weight ass1gned to 

fiscal policy will be determined by the proportion of assets 

finanoial institutions had invested in government seourities 

in the previous year. It will therefore be argued that if 

after adding to the assets of lending institutions the amount 

by which government seourities outstanding have been reduced, 



adjusted for the ratio of government securities to total 

assets the previous year, the period can be characterized 
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as a neutral money period, then this combination of monetary 

and fiscal policy does not affect the flow of mortgage funds 

in either direction. If as a result of this policy combina­

tian, the adjusted assets of lending institutions make it 

possible to characterize the period as an easy money period, 

then this combination can still be considered favourable to 

the flow of mortgage funds. If on the other hand, as a 

result of this policy combination the adjusted assets of 

lending institutions atill lead us to characterize the period 

as a tight monay period, then this policy mix must be con­

sidered unfavourable to the flow of mortgage funds. 

TIGHT MONEY POLICY COMB!NED W!TH BALANCED BUDGET 

As the 1 tight 1 money policy will restrain the asset 

growth off the lending institutions active in the mortgage 

field, this part of the policy will be unfavourable to 

mortgages. As there are no changes in government eecuri­

ties outstanding during the period, there are no adjustments 

to be made to the assets of lending institutions, and there 

is nothing to modify the unfavourable effect of the tight 

money policy. Therefore, this combination must be cons1d-

ered unfavourable to the flow of mortgage funds. 



TIGHT MONEY POLICY COMBINED \ITITH BUDGET DEFICIT 

This policy mix will be unfavourable to the flow of 

mortgage funds. The tight money policy will retard the 

asset growth of the lending institutions, and if severe 

enough, may actually cause them to decline, while the budget 

deficit 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 institutions 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 t·:::> describe the historical data. In order to do this, we 

must put the var1ous mixtures of monetary-fiscal policy in 

quantitative and therefore measureable terme. 

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 1 tight' and 1 easy 1 money is. 



A 1neutral 1 money polioy is here oonsidered as a 

policy that leaves the income velooity of money unchanged 

from one year to the next. Inoome veloo1ty will be calou­

lated in a somewhat unorthodox way, namely by taking the 

ratio of total f1nancial institutions' assets over Gross 

National Product. The reason for using financial institu­

tions' assets rather than money supply ia the fact that the 

whole analytical argument has here been made in terme of 

the impact of monetary policy on assets of lending institu­

tions. 

The concept of a balanced budget is again defined 

as a period during which the volume of government debt out­

standing remains unchanged. This is in oonformity with the 

argument advanced betore that fiscal polioy makes its im­

pact on the mortgage market through the competition it 

offers mortgages in the capital market for the investment 

dollar of the financial institutions. The various possible 

monetary-fiscal policy mixtures discussed before are pre­

sented below in notational form. 

NO~ATIONAL PRESENTATION OF POSSIBLE MONETARY POLICIES 

yt - 1 : Yt : 1 Neutral Money Policy 
At - 1 At 

Yt - 1 < .':! : 1Tight 1 Money Policy 
At - 1 At 

Yt - 1) Yt = • Ea.sy' l-!oney Policy 
At - 1 At 
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Yt - 1 Gross National Product in the previous year. 

Yt Gross National Product in the current year. 

At- 1 Aesets of financial institutions in the prevlous 
year. 

At As sets of financial institutions ln the current 
year. 

NOTATIONAL PRESENTATION OF POSSIBLE FISCAL POLICIES 

Gt 1 = Gt - Balanced budget -
Gt 1 ~Gt - Budget deficit -
Gt 1) Gt - Budget surplus -
Gt 1 = Government e ecurl ti es out standing in previous year. 

Gt - Government securi tl es out standing ln current year. -
Gf 

- 1 
Government securities held by flnanclal lnstltu-t tlons in prevlous year. 

NOTATIONAL PRESENTATION OF COMBINED MONETARY-FISCAL POLICIES ( 6> 

Where Yt - 1 : Yt the 
At - 1 At - {. ( Gt - Gt - 1 ) 

comblned monetary-flscal pollcy ls neùtral wlth respect to the 
flow of mortgage funds. 

(6) 
The notational presentation of the combined mone­

tary-fiscal policy merely pute into notational form the argu­
ments presented ln the previous section. The gulding princlple 
le elmply that where the lncome 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 securities outstanding - remalns unchanged from one year 
to the next, the combined monetary-fiscal policy is judged to 
be neutral in its effect on the flow of mortgage funds from f1-
nancial institutions. When this income velocity declines the 
effect on the flow of mortgage funde is judged to be favourable. 
When. this income velocity increases, the effect on the mortgage 
flow is judged to be unfavourable. 
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Where Yt - 1 < Yt the 
At - 1 At - C( Gt - Gt - 1) ( Gf' A ) -j 

t-lit-1~ 

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

Where Yt _ 1 ) Yt 
At - 1 At - l( Gt - Gt - 1 ) 

, the 
( Gf A 

1
); 

t-lt t- '..J 

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

MONETARY-FISCAL POLICY MIX AND MORTGAGE 
COMMITMENTS BY LM~DING INSTITUTIONS, 1953-1959 

Now that the analytical concepts have been given op­

erational meaning, it is possible to see whether they help 

to explain the acûual 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

terizee each of the years on the basie of the definition 

adopted above. The tata selected ~or examination are those 

on mortgage commitments made by lending institutions. The 

reason for chooeing mortgage commitments is that any change 



Year 

1953 

1954-

1955 

1956 

1957 

195g 

1959 
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TABLE 25: MONETARI-El~Q~ POLICY ANP MORTGAGE 

COMMITMENTS,* 195}-1959 

Ad.justed In- Federal 
come Velocity Government Type of Effect Mort gage 
ot Financial Securities MonetarJ- on Commit-
Institutions Outstandin~ Fiscal Mortgage mente (' 
Assets ü ($ Billions Po licy Flow Millions 

1.6; 15.64- 'Easy' Mon- Favour- 52ll 
ey Budget able 
Deficit 

1.4-9 15.4-7 1 Easy'Money Favour- 901+ 
Budget able 
Surplus 

1.4-6 16.00 1 Easy 1 Money Faveur- 1,195 
Budget able 
Deficit 

1.:;6 15.23 1Tight1 Money Unfav- 99g 
Budget ourable 
Surplus 

1.56 15.17 1 Neutral' Neutra1 771 
Money Budg-
et Surplus 

1.% 16.4-2 1 Ea.sy 1 Mo ney Favour- 1,192 
Budget able 
Deficit 

1.52 17.14- 1 Tight 1 Unfav- l,OS3 
Money Budg- ourable 
et Deficit 

* Commitments of life, 1oan and trust companies and charter-
ed banks • 

._ Adjusted income velocity of financial institutions calcu-
lated as indicated in the text. 

Source: Federal government securities outstanding, Sank of 
Canada,Statletical Summa~ (OTTAWA), Mortgage Commit­
mente: Central Mortgage and Housing Corporation, 
Canaqian Hoysing StAtlet1cs (OTTAWA). 
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in the investment policles of lendlng institutions shows up 

first in the oommitment data as explained before in Chapter 

III. 

1953: 1 EASY 1 MONEY COMBINED WITH BUDGET DEFICIT 

As was pointed out before the eaey money part of this 

polioy ehould be favourable to the flow of mortgage funde, 

while the budget deficit part of the policy ehould be un-

favourable to that flow. The size of the budget deficit on 

the basie of the definition here adopted was $.45 billion. 

To allow for this deficit, the assets of lending institutions 

have to be adjusted downwarde by 2g% of the $.45 billion (the 

proportion of assets held by lend1ng institutions in the form 

of government securities in the previous year). After this 

adJustment is made, the income velocity of lending institu­

tions' assets, still show a decline. Thus, in terme of the 

analysis adopted here, this policy mix can still be regarded 

as favourable to the flow of mortgage funds. The data on 

mortgage commitments by lending institutions show that these 

commitments did indeed increase from $503 million in 1952 to 

$5glm1llion in 1953. The pattern of mortgage lending during 

the year therefore conforma to the pattern our analysis 

would lead us to expeot. 
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1954: 1 EASY 1 MONEY POLICY COMBINED WITH BUDGET SURPLUS 

This type of policy combins.tion i t was sho'tm ear­

lier will definitely be favourable to the flow of mortgage 

funds. On the one hand, the 1 easy 1 money part of the 

policy will lead 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 will have to face less 

campetition for the investment dollar of lending institu­

tions. The hietorical data bear out this expectation. Mort­

gage commitments from lending institutions increased from 

$5g1 million in 1953 to $904 million in 1954. This sharp 

inorease 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 considerable 

increase in the lending potential of institutions active in 

the mortgage field. However, even if allowance is made for 

the entry of the chartered ba nks into the mortgage field, 

by deduoting the $15g million mortgage loans approved by 

banks during 1954, non-bank lending institutions inoreased 

their mortgage commitments from $5g1 million during 1953 to 

$746 million during 1954. 



133. 

1955: 1 EASY 1 MONEY POLICY COMBINED WITH BUDGET DEFICIT 

This is the same po1ioy eombination that prevailed 

during 1953. As was pointed out before from the point of 

view of the flow of mortgage funda the outcome depends on 

the particular mix of the two polieies. The budget deficit, 

on our definition, was again of substantial sixe,$.53 billion. 

However, after adjusting the asseta of lending institutions 

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

assets still indieated an 1 eaay 1 money policy. 

The 1955 situation ean thus be deseribed as faveur-

able to the flow of mortgage funds. The historioal data 

on mortgage commitments from lending institutions bear this 

out. These eommitmenta increased from $90~ million during 

195~ to $1,195 million during 1955. 

The magnitude of this increase was perhaps, due in 

part to the faet that the chartered banks, who were still 

relatively new to mortgage lending, utilized the favourable 

monetary-fisoal elimate to build up their NHA mortgage port­

folio at a rapid rate. However, even if allowance is made 

for the $326 million mortgage oommitments of the ohartered 

banks, we find that the non-bank financia1 institutions in­

creased their mortgage commitments from $7~6 million during 

1954 to $869 million during 1955. 
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1956: 1TIGHT 1 MONEY POLICY COMBINED WITH BUDGET Sù~PLUS 

When this type of polioy oombination was disoussed 

before it was pointed out that the tight money part of the 

polioy would be detrimental to the flow of mortgage funds, 

while the budget surplus part of the policy would be faveur­

able. The final outoome would depend on the partioular 

polioy mix. On the basie of the analysis adopted here, the 

polioy mix during 1956 must be judged unfavourable to the 

flow of mortgage funds. Thus the budget surplus, a1though 

of considerable magnitude, $.77 billion, was not suffioient, 

when the appropriate adjustment is made to the assets of 

lending institutions (by inoreasing their assets by $.77 

billion X 22%) to outweigh the adverse etfeot of the 1tight 1 

money polioy. Again, the historioal data support this con­

clusion, for mortgage commitments from lending institutions 

declined from $1,195 in 1955 to $99g million during 1956. 

The analysis of the mortgage data bas so far been 

oarried out in terme of the supply of mortgage funds. One 

cannot, however, neglect the possibility that the decline in 

the mortgage flow was due to a decline in the demand for 

mortgages. Thus, it oan be argued that the 'tight 1 money 

policy suocessfu11y ourbed 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 is, however, difficult to ma1ntain this 
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argument as incomes oontinued to 1ncreased during the year.(7) 

This would suggest that the 'tight 1 monay -budget surplus 

combination did not in faot have an adverse affect on in­

cames, and therefore also had no adverse effeot on the de­

mand for mortgage funds. 

1957: 1 NEUTRAL 1 MONEY POLICY COMBINED WITH BUDGET SURPLUS 

When this combination was diacussed in the prev1ous 

section 1t was argued there that the 1 neutral 1 monay part of 

the pol1cy 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

b1nat1on as a whole should be oons1dered favourable to the 

flow of mortgage funds. When we look at the historioal 

data, bowever, we see that mortgage commitments from lending 

institutions oontinued the decline started in the previous 

year, from $99S million during 1956 to $771 million in 1957. 

This 1s oontrary to the resulta one would expeot on the 

basie of the analysis adopted above. 

It is possible to argue that the 'neutral 1 money 

polioy followed a period of 1 t1ght 1 money, and oan thus be 

(7) Per capita personal diaposable income increased 
from $1,160 during 1955 to $1,250 dur1ng 1956. Based on data 
reprinted from Dominion Bureau of Statistics publications in 
Bank of Canada, Stat1st1cal Summarl - Finanoial Supplement 
for 1959 (OTTAWA). pages 123 and 129. 
Personal disposable inoome during 1955 was $lg,29g million, 
during 1956 1t was $20,153 million. Canada 1 s population during 
1955 was 15,69g,ooo and had risen to 16,og1,000 during 1956. 



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 financial institutions 

affecting the current year, had been largely decided. 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. Demanda 

from ether sectors of the economy are also important. The 

whole analys1s here has repeatedly emphasized that fiscal 

policy makes its impact on the flow of mortgage tunds by 

varying the competition that mortgages have to face in the 

capital market from Federal Government securities. Mort­

gages compete in the capital market not only with Federal 

Government eecurities, however. Provincial bonds and muni­

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 etrong com­

petition from corporate bonds, rather than the monetary­

fiscal climats, that led to the continued decline in the 

flow of mortgage commitments from lending institutions, 

Thus, the net flow of corporate bonds increased from $.g 

billion in 1956 to $.97 billion in 1957. 

The whole complex of demand and supply forces is 

mirrored continually in the capital market by the relative 



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 capital market, the demand for funds from the 

junior governments and the corporate sector must also be 

taken into aocoQ~t. The financial institutions take this 

force into account by adjusting their investment decisions 

on the basis of the yield structure in the whole capital 

market, not merely the yield on federal government bonds. 

This will be discussed further in Chapter V where monetary 

policy is considered in greater detail. 

The historical data on the flow of mortgage funds 

from lendinl institutions during 1957, although they behave 

contrary to our expectations when only monetary and fiscal 

polioy are taken into aocount, 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 

attention the point that a decline in the flow of mortgage 

commitments from lending institutions oannot always be 

blamed on the prevailing monetary-fiscal policy. 

As before, the foregoing analysis ooncentrates on 

the supply aide of the mortgage market. Again, it 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 

137. 



necessary to use moral suasion to persuade the chartered 

banks to commit at least $150 million to the mortgage 

market.(g) This demonstrates quite clearly that the con­

straints on mortgage lending during 1957 came from the 

supply aide and not the dem-nd aide. 

195g: 1 EASY 1 MONEY POLICY COMBINED WITH BUDGET DEFICIT 

This type of policy combination is similar to the 

policy prevailing during 1953 and 1955. It was argued there 

that the easy money part of the policy oan be cons1dered 

favourable to the flow of mortgage funds, whi1e the budget 

deficit part is unfavourab1e. The eventual outcome was said 

to depend on the particular mixture of the two policies. The 

budget deficit during 195g 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 increase 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 ecale mone­

tary expansion was permitted for the sake of carrying out 

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

(g) Bee Bank of Canada, ~n~a1 Re~or1 of the Governor 
to the M1n1ster of Finance for thê Year 1957 (OTTAWA, 195g), 
page 2!: · 

(9) Bee Bank of Canada, Annual Repor~ of the Gover~or 
to the Minister of Finance for the Year 192g (OTTAWA, 1959 , 
page 5· 



appropriate deduction from the assets of lending institu­

tions, to take account of the prevailing fiscal policy 

139-

($1.25 billion X 16.4% has to be deducted from these assets 

on the basie of the formula suggested earlier) these assets 

still indicate an 'easy 1 money policy. On the basie of the 

present analysis the monetary-fiscal policy combination pre­

vailing during 195g must therefore be judged favourable to 

the flow of mortgage funds, despite the unusually large 

budget deficit incurred during the year. The historical data 

on mortgage commitments from lending institutions bear out 

this analysis. These commitments, increased from $771 mil­

lion in 1957 to $1,192 million in 195S. 

Again it can be argued that the increase in mortgage 

lending was due partly to the income affects of the easy' 

money-budget deficit policy mix. Thus both the 'easy' money 

and the fiscal 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 is here 

considered, however, that the underlying demand for mort­

gages was strong throughout the whole period reviewed (1953-

1959) and that changes in mortgage commitments were dominated 

by changes on the supply side. Central Mortgage and Housing 

Corporat1on 1 s annual report for 195g in describing mortgage 

lending activity during 195g put it this way, 



11 The underlying strength of conditions in the hous­
ing market was reflected in the ease with whioh th~ 
larger supply of mortgage funds was taken up.n (10) 

1959: 1TIGHT 1 MONEY POLICY COMBINED WITH BUDGET DEFICIT 

14o. 

When the type of policy combination was dieoussed 

earlier it was argued that this policy combination is defi­

nitely unfavourable to the flow of mortgage funds. The 

1 tight 1 money part of the policy would retard the asset 

growth of financial institutions active in mortgage lending, 

while the budget deficit part of the policy would increase 

the competition that mortgages have to fact in the capital 

market by increasing the amount of government securities that 

have to be absorbed in the capital market. Once more the 

historlcal data on mortgage commitments by lending institu­

tions bears out this analysis. These commitments declined 

from $1,192 million in 1958 to $1,0g3 million in 1959. Con-

sidering the faot that the monetarJ-fiscal climate was de­

finitely unfavourable to the flow of mortgage lending, the 

recorded decline is rather small. This is due to the fact 

that competition from non-government sources decllned during 

the year as net new issues of corporate bonds deolined from 

$.65 billion during 195g to $.16 billion during 1959. We 

are reminded once more that, although the monetar.y-fiscal 

(10) Central Mortgage and Housing Corporation, Annual 
Report to the M1n1ster of Public Works for the Year 195S 
(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 is 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 yield differen­

tials between mortgages and yields in other sectors of the 

capital market. This was not done here because it was de­

sired 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

ehip between yield differentials and the flow of mortgage 

commitments will be discussed in the next chapter. 

Again it can be argued that the decline in mortgage 

commitmente can equally well be explained by the adverse 

1ncome effecte of the tigbt money part of the polioy not 

completely offset by the favourable income effect of the 

budget deficit part of the policy. Once more it will be 

reiterated here that demand for mortgages was not seriously 

impaired by the prevailing monetary-tiscal climats. As a 

matter of tact mortgage loan applioationsto CMHC depleted 

the parliamentary appropriations during that year.(ll) The 

volume of loan applications was so heavy that by October 

(11) Central Mortgage and Housing Corporation 
Canadian Housins Stat1stics (OTTAWA, ~th quarter 1959~, 
page 6. 



30th, sufficient were on hand to take up, in the next few 

months, all the funds remaining of the $1 billion sanctioned 

by Parliament. This demonstrates quite clearly that once 

more changes in the supply of mortgage funds dominated the 

mortgage market.< 12 ) 

DIRECT GOVERNMENT LOANS 

The foregoing analysis did not distinguish between 

an increase in government securities to finance the whole 

gamut of government activities, and an increase for the 

sake of utilizing the funds to make direct government mort­

gage loans. These so-called direct loans made via Central 

Mortgage and Housing 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

ciple has been to make funds available in areas where 

(l2 ) For an even stronger expression of this point 
of view see Central Mortgage and Housing Corporation, tgnugl 
Report to the Minister of Public Works for the Year 19 0 

(OTTAWA), pages 7-10. The following extract from that re­
port summaries the view expressed there, 11 A powerful current 
of demand for new housing characterized the fifties. The 
actnàlvolume of lending ••• and the consequent volume of 
bouse-building, were determined largely by what lenders would 
invest ••• , rather than by the demand for loans. Demand re­
mained half-concealedtba~~,its full latent strength unknownt 
its dynamic trend hidden, as long as the available mortgage 
money supplies were insufficientto articulate the whole of 
1t. 11 Central Mortgage and Housing Corporation,~., page 7. 
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financial institutions are not willing to lend (small rural 

centres) or in time periode when institutions eut down on 

their mortgage lending, and direct a greater proportion of 

their accruing resources to other investments. These direct 

government funds are typically available for new construc­

tion only. This implies the principle that all purchasers 

of new dwellings have at all times the right to obtain loans 

under the prevailing NHA terme. This principle was modified 

during part of 1960, when direct loans were available only 

to prospective home owners earning $5,000 or lese per year. 

Funds made available to the mortgage market in this way are 

obtained from the Federal Government 1 s Consolidated Revenue 

Fund, and therefore contribute towards inoreases in Federal 

Government bonds outstanding. These direct loans oan thus 

affect the type of fiscal polioy followed in any one year. 

As a result of these direct loans, the flow of mort­

gage funds hae been proteoted from adverse influences,whether 

originating in the prevailing monetary-fisoal climate or in 

a heavy demand for funds from the corporate sector. In the 

above analysis, the decline in the flow of mortgage funde 

from lend1ng institutions during 1957 was described as 

originating not from an adverse monetary-fiscal climate, but 

from the rapid expansion in the demand for corporate funds. 

Nevertheless, direct loans were vastly expanded during the 

year, with mortgage commitments from OMHC 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-fiseal eli­

mate eould be designated as unfavourable to the flow of 

mortgage funds, the unfavourable elimate was also largely 

offset by direct loans from CMHC, with commitments of $367 

million. It can therefore be argued that the flow of mort­

gage funds in the period here under consideration, 1953-

1959, was well protected from adverse influences of any k1nd, 

whether they originated in the pr1vate sector of the economy 

or were the result of preva1ling monetary-f1scal policy. 



MORTGAGES AND THE MONEY MARKET 

In the previous Chapter the emphasis was placed on 

devising a tramework that would permit analysis 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 

institution. 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, it is necessary to describe 

briefly the objectivesof monetary policy, the weapons at 

the disposai of the Canadian monetary authorities to achieve 

these objectives, and the money market itself, the main 

arena where the monetary authorities operate. As we are here 

mainly concerned with the Canadian situation the references 

will be mainly to Canadian sources. 

OBJECTIVES ~~D TECHNIQUES OF MONETARY POLICY 

OBJECTIVES OF MONETARY POLICY 

Basically the monetary authorities objectives are(l) 

to promote and maintain high levels of employment and income 

(1) The objectives 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. Protes­
sor Wm. C. Hood lista the same objectives in Financing of 
Economie Activity in Canada (Royal Commission on Canada's 
Economie Prospects, OTTAWA, 195S), pages 27-2S. 
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as well as priee stability. 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 national debt the monetary au­

thorities are also interested in maintaining orderly condi­

tions in the government bond market. Monetary policy in 

Canada is executed via the Bank of Canada. The Bank of Canada 

ie also responsible for implementing the exchange rate policy 

of the country. This latter function will, however, be large­

ly ignored here. 

The major objectives of monetary policy listed above 

namely maintaining high levels of employment, priee stabil­

ity, and orderly conditions in the government bond market can 

at times come into conflict.C2) Where auch conflict of ob-

jectives occurs the monetary authoritiee are faced with the 

additional task of deciding which of the objectives ehould 

be given priority at any particular time. Thus it has been 

seriously questioned recently whether the objective of ma1n­

taining high levels of employment and maintaining priee 

stability are compatible.(3) The suggestion that these two 

objectives may be incompatible arises out of the fact that 

( 2) n 4 E ••• Neufeld, op. c1t., page 3 • 
( 3) 11 Are the three major elements of our economie 

goal compatible with each other" is the question posed by 
Neil H. Jacoby as editer of United States Monetary Policy -
Its Contribution to Pros~erity Without Inflation (The 
American Assembly, Columbia University, N.Y., 195g), page 5. 



the maintenance of high leve~of employment may involve 

large increases in the money supply to bolster demand, 

while the maintenance of priee stab111ty may dictate no in­

crease in the money supply or even a reduction in the money 

supply. The objective of financing government activities 

may also come into conflict with the objective of mainta1n­

ing priee stability. Thus the Governor of the Bank of 

Canada has stated that the large increase in the monay eup­

ply during 195g was a result of the federal government's 

financial requirements, and by implication possibly pre­

judiced the objective of priee stability.(4) It is clear 

from the above description of monetary objectives that the 

monetary authorities cannot be expected to take 1nto ac­

count only or even mainly what effect their 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, auch as 

in 1957 when the Governor of the Bank of Canada assured 

the chartered banks that sufficient reserves would be made 

available to them to permit them to make mortgage commit­

mente of $150 million during the year. This episode is re-

ferred to later in this Chapter. 

<4) Bank of Canada, Annual Report to the Minister of 
Finance for the Year 195g (OTTAWA), page 2g. 



TECHNIQUES OF MONETARY POLICY 

The monetary authorities will in the main try to 

achieve their objectives by controlling the cash reserves 

of the chartered banks. This is not, however, the only 

way open to the central bank - in Canada the Bank of 

Canada - to try and aohieve their objectives. In addition 

to exercising control over the assets of chartered banks 

the Bank of Canada can aleo use moral suasion to persuade 

the chartered banks, and even other lenders, to out down 

or expand certain types of lending. Control over the char­

tered banks cash reserve, is translated into control over 

l4a. 

the chartered banks lending capacity by stipulating that 

chartered banks must maintain a fixed proportion of their 

deposit liabilities in the form of cash, that is, bank notes 

plus deposits at the Bank of Oanada. The cash assets ratio 

operative in Oanada presently is S%. This ratio merely de­

termines the leverage effect of changes in the cash assets 

of the chartered banks. Thus 1 the statutory requirement that 

chartered banks maintain g% of their deposit liabilities in 

cash assets means that an increase of say $10 million in the 

chartered banks cash asset holdings will support increased 

deposit liabilities of $125 million or 12! 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 in cash aseets permit a 20-fold increase in demand 

deposit liabilities. The leverage effect of changes in cash 

assets on deposit liabilities is thus dependant on the statu­

tory regulation in force. As statutory regulation determines 

the aize of the leverage effeot of changes in the chartered 

banks cash assets, changes in this statutory requirement 

constitute a powerful weapon of monetary control. 

At present these can be varied without recourse to new 

legislation between S% and 12.%. The actual changes in 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 direction of monetary policy.< 6> Bank 

rate is however retained as a penal rate at which the Bank 

of Canada supplies 1 lender of last resort 1 facilities. 

These facilities are available to banks and a special group 

of investment dealers at interest rates one-quarter of 1% 

higher than the prevailing rate on three months treasury 

bille. Banlce obtain this lender of last reaort accommoda­

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

inveetment dealers obtain the lender of laet resort accom­

modation in the form of sale and repurchase agreements with 

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

<6> Canada returned to a fixed bank rate percent at 
the end of June 1962. 



Canada of Federal Government seourities 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 accepte only Federal Government 

securities maturing in three years or less as collateral for 

the temporary loans whioh it makes, these are the securities 

that will later in this Ohapter be considered as 'money 

market' securities. 

!!oral suasion, whereby the Bank of Canada indicates 

to the country 1 s credit institutions that it considera lend­

ing for certain purposes desirable or undesirable, as the 

case may be, is also uaed as a monetary weapon in Canada. 

Only one instance is on record in the 1953-1959 period where 

moral suasion has affected the mortgage market directly. 

This episode is described by the Governor of the Bank of 

Canada, in his Annual Report for 1957, as follows: 

"In discussing this situation with the chartered banks, 
I expressed the view that they should maintain continuity 
in mortgage lending as an important field of investment 
tor savings entrusted to them. At a meeting in March the 
banks agreed to resume operations in this field on much 
the same saale as in 1956 •.. the Bank of Canada indioated 
that the total resources of the banks as a group could be 
expeoted to increase during 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 necessar,y 
for the banks to dispose of other assets in arder to main­
tain a flow of funds for 1nsured housing loans. 11 (7) 

( 7) 
Bank of Canada, Annual Report to the Minister of 

Finance for the Year 1951 (OTTAWA), page 4ô. 



Of a11 the weapons avai1ab1e to the Bank of Canada 

to control the activities of the chartered banks,moral 

suasion when it is directed to mortgage lending, is the 

only one that affects the mortgage market directly. A11 

the other control techniques of monetary polioy lieted 

above, affect the mortgage market indirectly via the port­

folio adjuetments which the ohartered banks and other 

lendere undertake in response to Bank of Canada actions. 

These portfolio adjustments will frequently involve pur­

chases and sales of Federal Government securities in the 

money market, whioh is described below. 

THE MONEY MARKET 

SIZE OF THE MONEY MARKET 

This description of the money market will basically 

be along the same lines adopted in sketching the capital 

market. The emphaeis will be on the amount of securities 

outstanding in the money market and on the participants in 

that market. As noted by Professer Wm. C. Hood,(S) the 

151. 

Canadian money market, has in the main operated along its 

present lines since June 1st, 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 

(g) 
Wm. C. Hood, op. cit., pages 4o5-411. 
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treasurJ bills have been added) and Federal Government se­

curities maturing in three years or lesa. 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 maturity of three years or lesa. For this reason the 

data on Federal Government securities maturing within two 

years or lees have been used here. It must therefore be 

borne in mind that the aize of the money market is under­

stated. Table 26 gives the amount of money market securities 

outstanding on a quarterly basie in the 1952-1959 period. 

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 terme of its 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 

$4.9 billion and aga1n represented just over 10% of the money 

and capital markets which by then had grown to $44.g7 billion. 

The importance of the money market is, however, much greater 

than a mere oomparison of aize of outstanding securities sug­

gests. For one thing, as mentioned above, the money market 

represente a significant proportion of the amount of market­

able Federe~ Government securities. Also in terme of gross 
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TABLE 26: MONEY MARKET SECURITIES OUTSTANDINGz 1922-1252 

2 Years Money Market 
Treasury and Securities as 

Date Bills Und er Total % ot Gov 1t. 
(Billions (Billions (Billions Market Debt * 
of Dollars) of Dollars) ot Dollars) ( %) 

1952 Mar. 1.4o 1.91 3.31 24% 
Jun. 1.40 1.91 3.41 24% 
Sep. 1.~0 1.91 3. 1 24% 
Dec. l.ll-o 2.15 3.55 26% 

1953 Mar. 1.~5 1.93 3.4g 2~% Jun. 1 .. 0 1.93 3.33 2% 
Sep. 1.4o 2.13 3.53 25% 
Dec. 1.40 l.g3 3.23 23% 

1954 Mar. 1.40 1.37 2.77 20% 
Jun. 1.40 1.37 2.77 20% 
Sep. 1.47 l.g7 4. 34 25% 
Dec. 1.53 1. g 3.21 25% 

1955 Mar. 1.59 1.67 3.26 24% 
Jun. 1.71 1.62 3.33 25% 
Sep. 1.7g l.OS 2.g6 21% 
Dec. 1.73 1.7g 3.51 26% 

1956 Mar. 2.10 1.77 3.g7 2g% 
Jun. 1.67 2.71 4.3g 33% 
Sep. 1.73 2.32 4.05 31% 
Dec. 1.5g 2.17 3.75 29% 

1957 Mar. 1.63 3.15 4.7g 3g% 
Jun. 1.63 3.00 4.63 37% 
Sep. 1.66 2.94 4.6o 37% 
Dec. 1.63 2.54 4.17 33~ 

195S Mar. 1.53 2.54 4.07 32.% 
Jun. 1.50 3.30 4.go 37~ 
Sep. 1.50 1.g2 3.32 25% 
Dec. 1.50 2.32 3.S2 28% 

1959 Mar. 1.6o 2.30 3.90 29% 
Jun. 1.96 2.~ 4.4l 32% 
Sep. 2.02 2. 4.4 32% 
Dec. 2.og 2.g7 4.95 36% 

* Exc1udes Canada Savings Bonde. 
Source: Bank of Canada, Statistical Summarl (OTTAWA, various 

issues). 



flowa the amount of money market securities iesued annually 

is in tact greater than the amount of longer term government 

secur1t1es issued. Thus in 1959, the amount of treasury 

bills issued totalled $6.6 billion (the net inorease in the 

amount outstanding was only $.6 billion, an inorease from 

$1.5 billion to $2.1 billion) while the gross new issues of 

other government securities were less than half that amount 

$2.9 billion, and gross new issue of all other capital market 

instruments was $8 billion. 

The most important participants in the money market 

are, the Bank of Canada, the ohartered banks, and a group 

brokers deal1ng in government securities. No separate statis­

tics are published on the holdings, or the transactions, of 

these brokers, although Professer Wm. C. Hood mentions that 

the brokers make this information available to the Bank of 

Canada.(9) Their holdings are inoluded in the holdings of 

money market securities by the general publio. Even these 

data are available only from the 3rd quarter of 1956. (10) 

These holdings are presented in Table 27. It oan be seen from 

the Table that the amount of seouritiee held by the general 

public has varied between $.g billion on September 195S and 

$2.4 billion at the end of 1959 while in terme of percentage 

(9) ~~~ Wm. C. Hood, ~., page ~7. 

(lO) Bank of Canada, Statistioal Summary (OTTAWA, our­
rent issues). 



TABLE 27: GENERAL PUBLI0 1 8 HOLDINGS OF MONEY 

MARKET SECURITIES 1 1~56-1959 

Banking General General 
Date Total System Public Public 

(Billions (Billions (Billions as % ot 
of Dollars) of Dollars) of Dollars) Total 

1956 Sep. 4.1 2.6 1.~ 37% 
Deo. 3.7 2.3 l. 36% 

1957 Mar. 4-.s 2.S 2.0 42~ 
Jun. 4-.6 2.6 2.0 42% 
Sep. 4.6 2.S l.S 39% 
Dec. 4.2 2.7 1.5 36% 

195S Mar. 4.1 2.7 1.4 33% 
Jun. 4.S 3.2 1.6 33% 
Sep. 3.3 2.~ .s 24% 
Deo. 3.S 2. 1.4- 37~ 

1959 Mar. 3.9 2.1 l.S 47% 
Jun. 4.5 2.2 2.4 51% 
Sep. 4.5 2.1 2. ~5% Deo. 4.9 2.5 2.4 S% 

Source: Bank o t Canada, Stat 1 stioal summarz (OTTAWA, cur-
rent issues). 

ot total out standing, the arnount held outside the ba.nking 

system has varied between 24% and 55%. 

MONEY MARKET YIELDS 

Ow1ng to the short-term of money market securities 

and the fact that they are Federal Government obligations, 

there are almost no risks of capital lesees attached to those 

securities. Their yield should, therefore, aocurately reflect 



supply and demand conditions in the money market. The supply 

of money market securities is determined by the Department of 

Finance, and thus changes on the supply aide 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 

aide can, however, be induced by the monetary authorities. 

Open market operations designed to increase the cash assets 

of the chartered banks will involve purchase of Federal 

Government securities, usually money market securities. This 

will oonstitute a direct increase in the demand for money 

market securities. In addition the chartered banks, which 

find their cash assets 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

creaee the cash assets of chartered banks should inoreaee 

the priee of money market securitiee. An increaee in the 

priee of money market securities 1s equivalent to a decline 

in the yield on the securities. Open market operations de­

signed to increase the cash assets of the chartered banks, 

should therefore lead to lower yields on money market seouri­

ties. Open market operations designed to decrease the cash 

assets of chartered banks, on the ether hand, should lead to 

an inorease in money market yields. Table 2g examines the 



TABLE 28: QUA.l1.TERLY CHANGES IN MO NEY MARKET 

SECURITIES AND YIELDS, 1256-1959 

Date 

1956 Dec. 
1957 Mar. 

Jun. 
Sep. 
Dec. 

195g Mar. 
Jun. 
Sep. 
Dec. 

1959 Mar. 
Jun. 
Sep. 
Dec. 

Total 
(Billions 
of Dollars) 

- .4-
1.1 

- .2 

-
0 

.4-
- .1 

.7 
-1.5 

·5 
.1 
.6 
0 

.4-

Monetary 
System 

(Billions 
of Dollars) 

- .3 
.5 - .2 
.2 

- .1 
0 

·5 - .7 
- .1 
- .3 

.1 - .1 

.4-

Treasury 
Bill Yields 

(Basie 
Points) 

51 
3 

11 
1 

- H~ 

- 65 
- 55 

55 
122 

81 
81 
39 

- ;a 

Dominant 
Cause 

-D 
+S 
-D 
+D 
-s 
-S 
+D 
-D 
-D 
-D 
+S 
-D 
+D 

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

actual data to determine whether changes in money market 

yielda did in fact change in response to changes in demand 

from the banking system. The yields used in this presenta­

tion are the yields on three-month treasury bills, while 

changea in the holdings of monay market aecurities by other 
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than the general public are considered as changea induced 

by monetary policy. To help interpret the data changes in 

the total quantity of money market aecurities outstanding 

are alao preaented. This will help determine whether the 

changea in yields were induced by changes in demand {changes 



in monetary policy) or by changes in supply (changes due to 

debt management policy). 

The last column in Table 2S seeks to isolate whether 

monetary or debt management was dominant in determining the 

changee in yield. Where changes in demand (D) are dominant, 

monetary policy has been the most important influence. Where 

changes in supply (S) are dominant, changes in debt manage­

ment policy (on whlch the Bank of Canada glves advice) are the 

determining influence.(ll) 

The domanant cause listed in Table 2S has been identi-

fied as followe: Changes in the holdings of money market 

eecurltlee by the monetary system are aseumed to reflect 

changes in moneta~y policy. Thus, it is assumed that open 

market operations deslgned to increaee the cash reserves of 

chartered banka will also lead them to increase their holdings 

of money-market securities. They will thus lead to an in-

creased demand for money market securitles. Open market 

operations designed to decrease the cash reserves of the char­

tered banks will lead them to deorease their holdings of 

money market securities and thus lead to a decline in the de­

mand for money market securities. For this reason changes in 

the monetary 1 s eystem 1 s holdings of money market securit1es 

(11) 
'1The responsibilities of the moneta~r authorities 

as debt managers are important responeibilities and conditions 
in the market for government debt may greatly facilitate or 
eer1ously hinder the execution of monetary policy". Wm. C. 
Hood, op. oit., page 455· 
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are considered as changes in the demand for money market 

secur1t1es. It is the Department of Finance that has the 

final volee on whether the amount of money market securities 

outstanding will be increased by new issues or reduced by re­

t1r1ng maturing issues. For this reason changes in the total 

amount of money market securities outstanding are here con­

sidered as changes on the supply aide, dominated by debt 

management considerations. 

Where an increase in the demand for money market se­

curities is associated with a decrease in money market yields 

(an increase in their priee) demand is considered as the 

dominating influence in the market. Where a decline in the 

demand for money market securities is associated with an in­

crease in money market yields (a decline in their priee) de­

mand is also considered as the dominant influence in the 

money market. Thus, in a period when demand changed in the 

opposite direction to yields (in the same direction as priee) 

demand is considered the dominant influence in the money 

market. Where demand ohanged in the same direction as yields 

(in the opposite to priee) supply forces are considered to 

predomina te. 

In two-thirds of the case considered above, changes in 

demand, that is monetary polioy proved to be the determining 

influence. In a 11 of these cases, yields declined as demand 

due to monetary policy increases or increased as demand due to 



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 YIELDS 

Monetary policy depends heavily on open market opera-

tiona for its success. These operations, it was seen largely 

determine the changes in short-term interest rates. However 1 

a smoothly functioning capital market depends 11 upon the 

presence in the capital market of buyers and sellera 
of financ1al assets, who are sensitive to changes in 
differentiai yields and who will shift their demand 
for assets from those whose yields have risen lesa to 
those whose yields have risen more .•• Holders of 
assets must hold overlapping groups of aesets; ether­
wise there can be no mechanism, whereby increases in 
the priees of one obligations can epread to the priees 
of other obligations either of the same debtor but of 
different maturity or another debtor and of the same 
or different maturity."(l2) 

A smoothly funotion1ng capital market should therefore 

permit changes ln short-term money market market rates to be 

transmitted to long-term Federal Government bond rates via 

portfolio changes of the institutions trading in the money 

and capital markets. This would be a case of institutions be­

ing willing to change their holdings of finanoial assets of 

the same debtor (the Federal Government) but of different 

(l2 ) Wm. C. Hood, ibid, page ~55. 



maturity. !f short-term and long-term rates constantly 

change in the same direction, we can assume that these 

changes in money market yields initiated by monetary policy 

are in tact 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 basie, 

the changes in yield on the three months treasury bill rate 

with the changes in yield on a long-term government bond, 

the Ji~ 1975/197S maturity. The reason for choosing this 

particular bond is that it bears a relatively high coupon 
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( yield distortions due to capital gain considerations are 

thus minimised vis-a-vis sorne of the ether long-term Federal 

Government bonds outstanding, e.g. the 3t% 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 securities 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 195g (the data for the ~th quarter of 

1954 and the 1st quarter of 1955 are ignored here because 

the yield movement in the contrary direction was lese than 

t'ive basis points). Professer Wm. C. Hood notes that "one 

of the most profound and perplexing obstacles to the 
conduct of monetary policy is the state of expecta­
tions in the capital market. 11 (13) 

(13) Wm. C. Hood, ibid., page 31. 



TABLE 29: ORANGES IN SHORT AND LONG TERM YIELDS, 1953-1959 

Quarter Short Term Long Term 
(Basis Points) (Basie Points) 

1953 2Q 20 4 
3Q 21 0 
3Q - 33 - 23 

19511- 1Q -229 - 34 
2Q. - 10 - l 4~ - 33 

- 10 2 
1955 1Q 3 - 6 

2Q. 35 0 
3Q 39 16 
11-Q 73 12 

1956 1Q. 8 1 
2Q - 12 - 2 
3Q 64 42 
4Q $1 9 

1957 1Q 3 4 
2Q. 11 17 

4~ - 1 9 
- 1g - 47 

195g 1Q - 35 21 

2~ - ~~ 21 

4Q 
15 

22 39 
1959 1Q 81 12 

2Q 81 20 
3Q 39 53 
4Q. - 38 - 1 

Source: Oalculated from y1elds as publ1shed by Bank of 
Oanada, Statistical Summary (OTTAWA, various issues). 

The f1rst half or 1958, 1s perhaps auch a period where expec­

tations of h1gher 1ong-term rates were firmly held, due to 

the heavy demand for funds expected from the Federal Government 



(Federal Government debt outatanding increased in fact by 

$1.25 billion during 195g) so that long-term rates continued 

to go up, while short-term rates declined. 

GOVERNMENT BOND YIELDS AND OTHER CAPITAL MA.'tKE!r YIELDS 

The success of trad1tional monetary pol1cy depends 

not only on the abil1ty to transmit changes in short-term 

yields - the arena in whioh 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 diffuaed throughout the whole 

capital market. E.P. Neufeld states that "the trend and 

relative stability of prices,in that market will 
normally infl~epce the whole array of fixed intereat 
market debtu. ~ 14) 

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

in capital market yields 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 195g, when Federal Government bond yields 

increased while yielis on ether 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} E.P. Neufe1d, op. oit., page 31. 
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TABLE 30: CHANGES IN CAPITAL MARKETS YIELDS 2 1~52-1252 

Feders.l Corporate Provincial Municipal NHA Mort-
Quarter Bonds Bonds Bonds Bonds gages 

( B a s i s p 0 i n t s) 

1953 2Q. 4 9 3 4 0 

~~ 
0 -- 1 1 3 0 

- 23 - 7 - 10 - 22 0 

1954 1Q - 34 - 29 - 50 - 48 - 25 
2Q. - 4 - 17 : ll - 24 g 
7;Q - 7 - 1 0 
!i.Q 2 1 0 - 2 0 

1955 1Q - 6 - 4 - 5 - 9 - 25 
2Q 0 - 2 - 1 0 
3Q 16 6 23 7 0 
4Q 12 20 32 32 0 

1956 1Q. 1 1 
- 1~ 6 25 

2Q - 2 24 ~~ 0 
3Q 42 47 go 0 
4Q 9 31 32 26 0 

1957 1Q 4 10 - 15 - 7 50 
2Q 17 9 2~ i~ 0 
3Q 9 32 0 
4Q - 47 - 55 - 55 - 65 0 

1958 1Q 21 - 24 - 6 - 10 0 
2Q 21 5 5 15 0 

4~ 15 20 38 13 0 
39 13 17 8 0 

1959 1Q 12 2 g 14 0 
2Q 20 35 30 32 0 
3Q 5'3 48 67 76 0 
4Q - 1 6 - 7 0 75 

Source: Based on bond yie1d data published by Bank of Canada 
in their Statistics.l Summar;x: (OTTAWA1 various issues), 
and bond yield data pub11shed by McLeod, Young, Weir 
and Company, 11McLeod 1 Young 2 Weir Bond Y1eld Avera~e 11 

(TORONTO, monthly issues). 



th$ 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 yields leading changes in 

other sectors of the capital market. We can say then that 

as a general rule open market operations initiated through 

monetary policy will determine 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 

capital, 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 quantity of capital market 

securities offered on the market. In other words none of 

the foregoing shows whether increases in interest rates have 

significantly dampened the demand for capital market funds 

from corporations, municipalities and provinces, or whether 

declines in interest rates have increased the demand for 

capital market funds from those sources. Economiste are still 

very much divided on this question, as to whether the demand 

for capital funds is very responsive to change in interest 

rates.{l5) This question will not be touched upon here as 

far as the capital market as à wn9le is concerned. The af­

fect of yield changes will be examined only in relation to the 

mortgage market. 

(15) Bee for instance, ncontroversial Issues in Recent 
Monetary· Policy; a Symposion 11 , The Review of Economies and 
Statistics (August, 1960), pages 245-2g2. 
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YIELDS CHANGES &~ MORTGAGE FLOWS 

Table 30 shows that mortgage yields under the NHA 

changed infrequently. This is due to the fact that the NHA 

rate is set administratively. Except for conventional mort­

gage rates i t is typically the highest ra.te in the capital 

market. As this rate is changed infrequently and by admin­

istrative edict, Hhile other long-term rates change freely 

and continuously in response to market forces the yield dif­

ferentia! bet't-J"een the NHA rate and ether market rates fluc­

tuates more widely than the yie1d differentia! between the 

ether capital market instruments. 

Table 31 sho,,.;rs the differentia.! bett-1een 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 institutions ,..,ere very much influenced by 

the yield di fferential bet'f.<reen the NHA rate and corporate 

bond yields. The seasonal pattern of lending, 1...rith most of 

the commitments concentrated in the 2nd and 3rd quartera of 

the year, obscures this relationship bettveen yields differ­

entia! and NHA commitments to sorne extent. However, it is . 

quite clear that commitments were very much higber during 

1955 and the first half of 1956, l..rhen this differentia! ~~as 

relatively wide, as compared to the subsequent period, ~.,rhen 

the yield differentia! 1·ras much narrower. 
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TABLE 31: YIELD DIFFERENTIALS AND NHA COMMITMENTS,195l!-1959 

NHA Rate Minus NHA Mortgage 
Quartera Corp. Bond Yielde Commitments * 

(Basie Points) (Millions of 
Dollars) 

1954 2Q 156 69 
3Q 163 99 
4Q 162 llO 

1955 lQ 14o 56 
2Q 144 125 

~â 138 85 
lU~ 50 

1956 lQ 142 4-1 
2Q llg 130 

~~ 71 75 
4o 20 

1957 lQ. 80 24 
2Q. 71 4-g 

4~ 39 23 
96 10 

195g lQ. 120 22 
2Q 115 g7 

4~ 95 ~ g2 
1959 lQ. go 28 

2Q. 45 66 

~~ -6~ 30 
g 

* NHA Mortgage Oommitments of life, loan, trust and other 
companies. 

Source: Yield data as in Table 30. NHA mortgage oommitments 
as published by Central Mortgage and Hous1ng Corpora-
tion in Canadian Housing Statistics (OTTAWA). 



S.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 in gross mortgage flows 

lag behind changes in yield differentiais possibly by as long 

as nine months. But he uses gross mortgage flow data<l7) that 

is, disbursements date, e.g. mortgage funds not only committed, 

but actually paid out. In this presentation, commitments data 

were used. As commitments precede disbursement in some cases 

by as long as half a year, the lag between changes in yield 

differentials and changes in commitments should be rouch short­

er. This lag in Canada is probably not longer than three 

months.{1S) 

<16 ) S.B. Klaman, The Post-War Residentia1 Mortgage 
Market (Princeton, 1961), page 123. 

(l7) S.B. Klaman recognizes however that the commit­
ment data would give better resulta, see S.B. Klaman, ibid., 
page 121, note 14. 

(lg) Thomas Mayer quetes estimates that suggest a lag 
of between 6 and g months in the United States between the 
eas~ng of credit and the start of construction, Thomas 

Mayer, 11 The Infexib11i ty of Monetary Po1icy", The Review of 
EcQnomics and Statistice, {November, 195S), page 361. In the 
same article on page 362, Thomas Mayer also quotes an asti­
mate that the start of construction follows the Federal Hous­
ing Administration 1 s (FHA) mortgage commitment by about 2! 
months. If this 2! months period is deducted from the lower 
range - that is 6 months quoted above as the 1ag between a 
change in monetary policy and the start of construction, it 
would leave a 1ag of 3! montbs 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. 



SU.MMARY 

Monetary policy in frB~ing its objectives, cannot be 

expected to give special weight to its impact on the mortgage 

market. But the techniques through which monetary policy is 

enforced do affect the mortgage market. When the Central Bank 

uses moral suasion as one of its weapons, this effect on the 

mortgage market can be a direct one, auch as occurred in 1957. 

When the other weapons at the dieposal of the Central Bank 

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 imp~ct on 

the money market. Interest rate movements in that market, 

which in aize comprises about 10% of the capital market, are 

largely determined by monetary policy. These short-term 1n­

terest rate changes 1nduced by monetary policy are trans­

mitted to the long-term federal government bond market and 

from there ta 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

ferentials between ~mA mortgages and other capital market 

instruments. Lending institutions adjust the volume of the1r 

~~A lending in response to these changes in yields differen~ 

tial s. They curts.il the ir lending when this differentia! 

narrows and increase their lending when the differentia! 

widens. 
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CHAPTER VI 

THE LEVERS OF POLICY AND THE MORTGAGE MARKET 

In this Chapter an attempt is made ta present the 

policy measures - other than monetary-fiscal policy, which 

was discussed in the previous two chapters - available to 

influence the mortgage market. These policy measures are 

grouped on the basie of their impact on either the demand or 

supply aide 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 ~~A 

legislation. This latter universe can in turn be subdivided 

into elegibility requirements affecting the type of dwelling 

or the type of borrower, qualifying for an NHA loan.(l) 

Policy measures affecting the supply of funds operate 

via their effect on the yield, security, and liquidity of the 

mortgage. Supply is also affected by measures designed to 

(1) 
Ramsey Wood, in his discussion of the impact of 

credit terme on demand considersonly downpayment requirements 
and monthly carrying charges. The extension of the area to 
which the NHA borrowing terme apply added here is merely a 
variant of changes in downpayments and monthly carrying 
charges as terme are more favourable to borrowers under NHA. 
See Ramsey Wood, 11 Credit !erms and Demand for Res1dent1al Con~ 
struction", 1ncluded in Study of Mortgage Credit - Hea~ings 
(United States Senate Subcommittee, Washington, 1959), Appen­
dix, pages g7-120. 



widen the band of possible mortgage lenders and by the use 

of direct government funds.(2) 

POLICY MEASURES AFFECTING THE DEMAND FOR MORTGAGE FUNDS 
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In this description of the po11cy me~sures affeeting 

the demand for mortgage funds, no account is taken of the 

under1ying forces that influence the demand for dwe1lings. 

Therefore, the rate of househo1d formation, the level of 

fam11y income, the number of dwell1ngs required, to replace 

dilapidated dwell1ngs, or to provide a margin of vanancies 

needed to fac1litate family movements, and dwe111ngs re­

quired to permit a continuation of the movement of farm 

familles to urban centres, will all be neg1ected, not because 

they are unimportant, but rather because as a result of their 

paramount importance they require exhaustive treatment in 

the1r own right.(3) 

Here it is 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, policy measures designed 

( 2 ) S.B. Klama.n, in an article on the availability of 
residential mortgage credit emphasises yields and widening the 
band of mortgage lenders. S. B. Klaman, 11 The Availability of 
Residential Mortgage Credit 11 , included in Study of Mortgage 
Credit - Hearings {United States Senate Subcommittee, . .. ·· 
Washington, 1959) pages 189-20g. The concept of security of 
the mortgage loan and liquidity are here added as factors in­
fluencing the net yield to the lender. The use of direct 
government funds, also considered here is merely an extension 
of the concept of widening the bands of mortgage lenders, in 
this case government being the mortgage lender. 

(3) These factors were treated in more detail in Ch.I. 



to increase downpayment requirements and monthly carrying 

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

DOWNPAYMENT REQ.UlREMENTS 
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lt is generally agreed that measures leading to lower 

downpayment requirements will lead to an increase in demand 

because it will allow people with a lower amount of accumu­

lated liquid savings to enter the market as homeowners,(4) 

wb.Ue in the case of rental dwellings, it will require a 

smaller equity investment by entrepreneurs. As was pointed 

out ln Chapter I, measures leading to lower downpayment re­

quirements will lead to a greater demand by shlfting the de­

mand curve upward so that more dwelllng unite will be de­

manded at the same priee, and therefore also more mortgage 

funde 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 coat of dwellings have increased from $11,6S7 to 

$14,549. Downpayments as a percent of the oost of a dwelling 

were thereby reduced from 29% to 22%. 

Downpayment requirements can be regulated by three 

types of measures or a c ombination of any of the three: 

(4) For a description of how reduced downpayment re­
quirements increase the purchasing power of a buyer see E.M. 
Fisher, ba Ea a a • t a d n-
~ (National Bureau of Economie Research, N.Y., 1951 , pages 
65-67. Leo Grebler describes how changes in downpayment re­
quirements in the United States under the FHA and VA programme 
were ueed to s timulate demand for housing and therefore aleo 
the demand for mortgage funds to finance the aquisltlon of the 
homes. See Leo Grehler, Houai ssues ln Econom c Stab 1 a­
tian Pollcy (National Bureau of Economie Research, N.Y., 19 0, 
pages 69-76. 



TABLE 32: DOWNPAYMENT AS PER CENT OF OOST OF DWELLING 
AND INCOME OF BORROWERS UNDER NHA, 1953-1959 
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Average Average Do7ayment Downpayment 
Year Oost Downpayment as of Oost as ~ of Income 

(%) ' (~) 

1953 $11,6g7 $3,3~ 29% lO% 
1954- 12,335 3,og 25% 2% 
1955 12,59g 2,773 22% 55% 
1956 13,366 3,217 24-% 61% 
1957 14-,512 3,S26 26% 66% 
195g 14-,314- 3,103 22% 55% 
1959 14-,54-9 3,150 22% 55% 

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

control over priees of dwelling, control over maximum size of 

mortgage loans and control over the loan to value ratio. 

CONTROL OVEH PRICES OF DWELLINGS: 

As the downpayment on a dwelling represente the differ­

ence between the priee that is paid for a dwelling and the 

amount of mortgage that is carried on the dwelling, control 

over the priee of dwellings will influence the amount of the 

downpayment. 

This control may be direct by legislating a maxi-

mum priee for a d'~Telling if i t is to qualify for any of the 

benefits the government extends under its housing legis-



lation.(5) It may also be indirect by limiting the aize of 

the dwelling, etc., that can qualify for the benefits ex­

tended by housing legislation.< 6> Legislation of this kind 

will, however, affect only the NHA part of the housing market. 

If the priee stipulated is so low as to make it impossible 

for the building industry to supply dwellings profitably at 

the stipulated priee, the builder will not build under the 

scheme. 

The usual reason for stipulating a maximum priee for 

dwellings eligible for the benefits granted under housing 

legislation, is to ensure that the purchasers of luxury 

dwellings are not covered by the legislation. During periode 

of acute Shortages, the reason may be to prevent excessive 

profits by builders under the Housing Acta. 

(5) The integrated housing plan in force in Canada 
during 1945 is a case in point. This programme is described 
in Central Mortgage and Housing Corporation's Annyal Report§ 
to the M1nieter of Reconstruction and Supply for the Year 
~94g. Page 14 in the following terme, "The integrated houaing 
plan was developed in 1945 to encourage buildera to conatruct 
moderate priced homes for sale to veterans. In consideration 
tor the builder offering to sell at a priee not in excess of 
an amount fixed by the Corporation, the builder is given 
priority assistance. 11 

<
6

> The agency programme undertaken in 1957 imposed 
size limitations on the homes qua1ifying for mortgage 1oans. 
See Central Mortgage and Housing Corporation, ~anad1an Housing 
Statistics- 2n~ Quarter, 1951 (Ottawa), page • 



COl\lTROL OVER MAXIMUM SIZE OF THE MORTGAGE LOAN: 

While the s tipula.tion of a maximum loan that can be 

granted under the housing legislation will also in some 

measure, affect the downpayment requirements, its main pur­

pose is to ensure that the builders and buyers of luxury 

dwellings do not benefit by the housing legislation.(7) 

CONTROL OVER THE LOAN TO VALUE RATIO: 

This is the most flexible tool available to regulate 
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the downpayment requirements of a prospective buyer. Thus, 

if the permitted loan to value ratio is lOO% then the equity 

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 lOO% of the value of houses ap­

proved by the VA. 

The loan t o value ratio stipulated under the housing 

acte ie typically 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,goo on a single family home ownership 
dwelling. This was raised in December, 1960 by an amendment 
to the 1954 NHA Act to $14,900. 

(g) Conventional loan to value ratios were raised 
during 1961 to 66 2/3% by an amendment to the Insurance Act. 
Loan to vàlue ratios were fixed under the National Houei~ 
Act 1954 at 90%, the first $g,ooo of lending value and 70~ of 
the remainder. Loan t o value ratios were g radually 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. 



It is 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 is greater because in case of default, if the lender has 

to take over the property on which the mortgage is granted, 

his margin of safety is lower if the owner 1 s equity is low. 

For this reason, the high ratio mortgage loans available under 

the Housing Acts are guaranteed by the Federal Government. 

This aspect will be discussed more fully later under the sub­

title of 1 seourity 1 , where the supply of mortgage funds is 

discussed. 

Controle 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 coat of a 

home financed under the National Housing Act has been gradu­

ally reduced from 29% 1n 1953 to 22% in 1959. 

MONTHLY OARRYING 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 pr~ctice of permitting a mortgage to be fully 

repaid through regular monthly repayments, to be spread over 

many years, has made the mortgage instrument much safer from 

the point of vie1..r 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 o~elling is 

enabled to repay his mortgage monthly, either out of his in­

come if a home-buyer, or out of the revenue of the property, 

if i t i s a mul ti pl e unit rent al property, 1<~Ti tho ut at any 

time being called upon to pay a large lump sum that may be 

difficult to raise if such a large lump sum were to become 

due during a period 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 

steadily increasing the equity cushion on the property. 

Also, as payments are made monthly, any fine.nciel difficul-

ties that the borrower encounters, corne quickly to the at­

tention of the mortgage lending institution, making it 

possible to take early remedial action.(lO) 

{9) For an analysis of the influence of the monthly 
ce.rrying charges on demand for d-v-vellings, and therefore 
mortgage funds, see Ra~sey Wood, op. cit., pages 93-105, 
also E.M. Fisher, op, cit., pages 67-77, also Charles Abrarns, 
11 Cred1t Tenns and Effective Demand for New Housing 11 , included 
in Study of Mortgage Credit - Hearings (United States Senate 
Subcommittee, Washington, 1959), Appendix, pages ~1-86. 

(lO) These advantages of the fully emortized mortgage 
are described by E.M. Fisher, on, cit., pages 21-23. 



TABLE 33: MONTHl.Y CAPJ3.XJ:NG CHARGES (GROSS DEBT ~ERVICE) AS 
PER CENT OF INCOME OF BORROWERS UNDER NHA, 1953-1955f 

Year 

1953 
1954 
1955 
1956 
1957 
195g 
1959 

Average 
Income 

($) 

$4,S03 
4,962 
5,023 
5,312 
5,798 
5,628 
5,716 

Average Gross 
Debt Service 

{ $) 

$ 871 
927 
934 
972 

1,073 
1,120 
1,155 

Average Gross 
Debt Servie e 
as % of Income 

(%) 

lg.l% 
18.7% 
18.6% 
lg.}% 
18.5% 
19.9~ 
20.2% 

Source: Central Mortgage and Housing Corporation, Canadian 
Housing Statistics, Jrd guarter, 1~6Q (Ottawa), 
Table 27, and comparable tables in earlier issues. 

Houstng legislation has p1ayed a major role in pro-

moting the use of fully amortized mortgage loans, and has 

thereby contributed greatly to making 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 repreeented in Diagram 11 A11 , Chapter I, as 

a movement along the demand curve. It is thus merely an appli­

cation to the mortgage market of the economie prineiple that as 

the priee of a good is reduced more of it will be demanded. 

Table 33 above shows that carryingcharges on an NHA 

home have increased from $871 per annum in 1953 to $1,155 per 

annum in 1959. This reflects the fact that the effects of 
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lengthening the amortization period on NHA mortgages was more 

than offset by increases in the average lean amount and in­

creases in the NHA interest rate. This 1ncrease 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. ratio has 

1ncreased from 1g.1 percent in 1953 to 20.2 percent"1n 1959. 

The carry1ng charges on a g1ven mortgage can be regu­

lated by legislation affecting the mortgage interest rate and 

the amortizat1on period of the mortgage. 

THE MORTGAGE INTEREST RATE : 

Although the interest payments on a typical NHA mortgage 

loan average about 50% of the monthly carrying charges, over 

the life 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 oost item to the buyer, is also one of the 

major determinants in the supply of mortgage funds, and must be 

in line w1th conditions in all the sections of the capital 

market. Thus 1 unless subsidies are contemplated, it would not 

be practical to lO'tfer NHA mortgage interest rates for demand 

reasons, unless conditions in the capital market were such 

that mortgage funds would be forthcoming at the lotver rate of 
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interest.(ll) The interest rate in short is a priee, and any 

undue tampering with the rate rune into all the difficulties 

encountered in the market, when priee fixing is resorted to. 

Changes in the l~A rate are tabulated in Table 36. 

THE AMORTIZATION PERIOD OF THE MORTGAGES~ 

The monthly oarrying charges on a mortgage oan, how­

ever, also be influenoed by changes in the period over which 

the mortgage is amortized.(l2) 

Thus a mortgage of $10,000 at 6% p.a. fully amortized 

over 15 years, will require monthly payments of intereat and 

principal of $~3.99 while the same $10,000 mortgage at 6% will 

require monthly payments of only $63.99 if amortized over 25 

yeara. This is, in fact, the tool which oan be used with the 

minimum amount of friction, to vary the monthly carrying 

charges. 

(11) 
The stimulation of demand was given as one of the 

reasons for 1owering the FHA rate in the United States from 
5.75~ ta 5.50~ in February, 1961. The rate was reduced again 
in May, 1961 to 5.25%, but this second eut made FHA mortgagesleoo 
competitive and a restoration to 5.50% was conaidered. See 
Wall Street Jpurnal (N.J., September 14th), page 2g. 

<12 ) See for instance, H. Woodard, Canadian Mortgages 
(Collins, Don Mille, Ontario, 1959), pages 197-20~. 

The National Housing Act 1954, stipulated a maximum 
term of 30 yeara for home-ownership mortgagea. This was ex­
tended ta 35 years by an amendment to the 1954 Act in December, 
1960. 



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 lg% in 1953 ta 20% in 1959. 

UNIVERSE COVERED BY LEGISLATION 

Demand can also be affected by changes in legislation 

that affect the universe this legislation encompassea.Cl3) 

As the terme of lending under NHA are more favourable 

ta the borrower in that both downpayment requirements and 

carrying charges are lower on NHA mortgages compared to down­

payments on conventional mortgages, any extention of the 

universe covered by NHA legislation will lead to an inorease 

in the demand for mortgages both by shifting the demand ourve 

upwards and by moving demand to a lower point on the demand 

curve. This inoreased demand for NHA mortgage fm1ds will be 

offset to some extent by a decline in the demand for conven-

tional mortgages. The ecope of legislation can be broadened 

or narrowed to include a greater or smaller variety of either 

dwellings eligible for NHA mortgages or borrowers eligible 

for NHA mortgages. 

(l3) While all the previously described methode af­
fecting demand apply equally to all mortgages, NHA mortgages 
as well as convent1onal mortgages, the extension of the area 
covered by NHA legislation will increase demand for NHA funds 
only and reduce the demandfor conventional mortgage funds as 
explained in the text above. 



Year 

1953 
1954 
1955 
1956 
1957 
195g 
1959 

1953-59 

TABLE 34: STARTS FINANCED UNDER NHA AS 

PER CENT OF TOTAL STARTS 

Starts 
(Dwelling Unite) 

102,409 
113,527 
13S,276 
127,311 
122,340 
164,632 
141,345 

909,g4o 

Starts Financed 
Under NHA 

( Dwelling Uni ts) 

39,9g9 
50,373 
65,377 
43,395 
47 ,46g 
S1,950 
62,333 

390,SS5 

NHA as % 
of Total 

( %) 

Source: Central Mortgage and Housing Corporation, Annual 
Report to the Minister of Public Works for the 
Year 1959, (Ottawa). 

1S2. 

Table 35 below shows that changes in legislation re-

lating to the universe covered by NHA legislation have not 

resu1ted in any marked inorease 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 it had olimbed as high as 2S% during 195S, the peak 

year for bouse-building. 

CHANGES IN LEGISLATION AFFECTING THE TYPE OF DifE!LLING ELIGIBLE : 

Earlier in this Chapter it was pointed out that one 

of the aime of fixing a maximum priee on dwellings eligible 

for federal assistance under NHA was to exclude luxury 



dwellings. It is, 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 Acta. 

Most of the legislative changes that have in fact 

occurred here can be discussed under the following two basic 

divisions; mortgages on new construction, both s1ngle-family 

dwellings and multiple-family dwellings; and mortgages on 

existing real estate, both single-family dwellings and mul­

tiple-family dwellings. 

As was pointed out before the terme of lend1ng on 

mortgages obta1ned under the National Housing Acta are 

usually much more favourable to the borrower than the terme 

of lending under conventional financing. Therefore, any e~ 

tension in the ecope 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 unite will very likely be demanded. 

In the post-war period, the supply of fw1ds has, in 

general, never been plentiful enough to encourage legislation 

that would encompass all the different types of dwellings 

enumerated, above.(l4) 

(l~) This is the impression one gets from a perusal 
of the text in Central Mortgage and Housing Corporations 1 s 
quarterly publication, Mortga!e Lend1ng in Canada, for the 
years up to and including 195 , and Oanadian Housing Sta-
t1st1cs from 1955 onwards. 



TABLE 35: DISBT,JRS:WENTS UNDER NHA AS PER CENT 
OF TOTAL DISBURS~~ENTS, 1954-1959 

Total Disbursements NHA as ~ 
Year Disbursements Under NHA of Total 

(Billions (Billions { %) of Dollars) of Dollars) 

1954- l.ga .4-o 22% 
1955 2.4- ·54 23% 
1956 2.g3 .5 19% 
1957 2.30 -35 15% 
195g 2.g9 .go 2e% 
1959 3.31 .74 22% 

1954-59 1;2.62 2·2g 22~ 

Source: Central Mortgage and Housing Corporation, Qanadian 
HoY~1ng Stat1§t12g - ~~h ~y~r~~t. 1959, Table 31, 
and~., lst Quarter, 1960, Table 3g. 

In view of this scaroity of funds, and the urgent 

need to increase the available stock of dwellings, the 

National Housing Acta have, in the main, concerned themselves 

with new residential construction only. However, the finan­

cing of existing dwellings was not neglected completely, for 

Home Improvement Loans were available to help finance needed 

alterations and repaira in existing dwellings. 

CHANGES IN LEGISLATION AFFECTING THE ELIGIBILITY OF BORROWERS: 

The demand for dwellings and the mortgage funds needed 

to finance those dwellings can also be stimulated or re­

strained by legislative changes affecting the band of potential 



borrowers under the National Housing Acte. Most of the 

legislative changes in this field can be classified as legis­

lation stipulating; income requirements of borrowers, loca-

tion of borrowers, or occupation of borrowers. 

INCOME REQUIREMENTS: 

There are two aspects to the inoome requirements un­

der the National Housing Acte, 195~. Firstly, the Act can 

limit eligible borrowers' annuel income. If this is done, 

only persona with incomes below a certain level become 

eligible for loane under ~ffiA. In this way, an attempt is 

made to ensure that people with very high incomes, who are 

presumably better able to take care of their houeing needs, 

do not benefit from the assistance offered by legielation.(l5) 

The income requirements can be applied also to multiple 

family rental dwellings by granting loans on exceptionally 

favourable terme to entrepreneurs i~O will bind themselves to 

rent only to tenants with low incomes.(l6) Secondly, legis­

lation can place a limit on the proportion of income that it 

(l5) No annual maximum income restrictions have been 
placed on :t-.THA borrotters obtaining their loans from priva.te 
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 lese. See Central Mortgage and Hous~ng Corpora­
tion~ Canaiùn Ho!:ls1ng Statistics. lat Quarter 1960 (OTTAWA), 
page 6. 

(16) Loans made to limited dividend companies under 
Section 16 of the National Housing Act, 195~, restrict the in­
come of tenants permitted to move into the dwellings financed 
by Section 16 loans. 



permits borrowers under the Act to pay for carrying the mort­

gage (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 mortgage (this applies only to home-owners), the 

legislation 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 aide 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 BOR.'11.0WER (AND PROPERTY ON WHICH THE MORTGAGE 
IS GRANTED) : 

The demand for dwellings and funds oan also be af­

fected by legislation that stipulates the geographical area 

in which these loans will become available. In Canada, the 

area has often been delimited on a population density basie. 

(l7) The GDS 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 this concept see H. Woodard, 
op. cit., page 63. 



Thus, at one time, NHA direct loans, that is 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 1>1as that the lese densely populated 

areas are less well served by private lenders, than the more 

densely populated cities. Any relaxation of this restriction, 

to permit direct 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 builders and, at others, have excluded them.(l9) 

Direct loans were also available to help develop primary in­

dustries. ( 20 ) 

Table 34- above shows that in the 1953-1959 period 43.% 

of the new dwe11ing unite started were assisted by the NHA 

(lS) See H. Woodard, op. c1t., page 16. This app1ies 
only to loans made out of government funds via Central Mort­
gage and Housing Corporation. 

(19) See Central Mortgage and Housing Corporation, 
Canad1an Housing Statistics- 3rd Quarter, 1960 (OTTAWA), 
page 6. This applies only to loans made with Government funds 
via Central Mortgage and Housing Corporation. 

( 20 ) Section 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 min1ng, logging, lumbering and fishing. 
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legislation. The univerae encompassed by the NHA legislation 

thus covered in one way or another almost half the house­

build1ng programme undertaken in the country annually in re-

cent years. 

POLICY 1-1EASURES AFFECTING THE SUPPLY OF MORTGAGE FUNDS 

In this description of the legislative measures avail­

able to influence the supply of mortgage funds, no attempt 

will be made to diseuse measures that affect either the rate 

of asset growth of lending institutions 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 sorne degree in the previous chapter, where the impact 

of monetary and fiscal policy on the flow of mortgage funds 

was considered. 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 

legislative measures available to influence the flow of mort­

gage funds will make their impact on the supply of mortgage 

funds via their effect on the yield on mortgage loa.ns, ( 21) 

(21) Warren L. Smith portrays the relationship of 
yields and the supply of mortgage funds in the United States 
and shows that when yield 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, 1948-195g 11 • Included in 
Study of Mortgage Çredit - ~earings (United States Benate Sub­
oommittee, Washington, 1959 , Figure 26, page 257. In the 
previous chapter the same relationehip between supply of mort­
gage funds and yields was shown to exist in Canada also. See 
also Note 2 for this chapter. 



the security of mortgage loans{22) and the liquidity of 

mortgage loans.(23) The supply of mortgage funds will alec 

be affected by legislation designed 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 their investment port­

folios on the basie of the yield, security and liquidity of 

the securities available to them. The emphasis placed on 

each of these investment qualities will depend on the type 

of institution, and particularly on the structure of their 

liabilities, whether short-term or long-term, etc. The eup-

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

<22 ) Improving the security of FHA mortgages in order 
to 1ncrease the supply of FHA mortgage funds 1s one of the 
suggestions offered by Robert E. Scott, 11 Suggested Modifica­
tion of the FHA, VA and FNMA Programs to Improve the Supply 
and Distribution of Mortgage Credit Available for Home Finan­
cing11, included in Study of M2rtgage Cred1t- Hearinga (United 
States Senate, Subcommittee, Washington, 1959), page 316. 

<23) The desire to increase the flow of mortgage funds 
by improving the liquidity of mortgages underlies the sugges­
tions for the creation of sorne form of Central Mortgage Bank. 
See for instance, Thomas P. Coogan, 11 Proposal for a Central 
Mortgage Reserve Bank", included in Study of Hortgage Credit~ 
Hearing (United States Senate, Subcommittee, Washington, 1959), 
pages 356-360. ln 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 lUnister of 
Publ1o Wgrks fgr the Year 1961 (Ottawa), pages 9-13. 

( 24) 
See Note 2 to this chapt er. 
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that encourage institutions previously not active in the 

mortgage market 1 to enter that market, thereby widening the 

band of participants in the mortgage market. Finally, as 

mentioned above, government agencies can supplement the flm.-1 

of private mortgage funds with direct gover~~ent funds. 

YIELD ON MORTGAGE LOANS 

The interest rate charged on a mortgage loan lese the 

service charges associated with administering a mortgage 

portfolio
1 

constitutes the net yield on that mortgage port­

folio. Although it is widely recognized that the service 

charges associated with acquir1ng and aQministering a mort­

gage portfolio are higher than the expanses associated with 

acquiring and adminietering other fixed intereet bearing 

obligations (federal, provincial, municipal and corporate 

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

By comparing the gross yield on mortgages with the gross 

yield on other types of fixed interest bearing securities, 

we can, however, tell whether the spread between the yield 

on mortgages and these other securities is greater or smaller 

at different periode 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.15% to the coste of 
operating a mortgage portfolio. See Sydney A. Sheppard's, 

11 The Role of a Secondary Mortgage Market 11 , Business Q.uarterly 
(University of Western Ontario, Fa11, 1959), page 151. 
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TABLE 36: ~PREAI2 BmB:§iN HHA RATE AND COfiPOfiATlit 
BOND YIELDS 1 1~52-1~52 

{ Basis Points) 

Mon th 1953 1954 1955 1956 1957 195g 1959 

Jan. 137 137 162 122 g4:â 104 g4 
Fe b. 135 143 139* 127 g9 110 g3 
Mar. 136 139* 140 142* go 120 go 
Apr. 132 152 142 124 77 113 77 
May 133 154 144 llS 72 113 ~§ June 127 156 144 llS 71 115 
July 127 159 144 112 67 lOg 41 
Aug. 127 160 139 9g 41 104 22 
Sept. 12S 163 13S 71 39 95 -3 
Oct. 131 161 137 47 53 97 -2 
Nov. 133 161 127 39 S4 93 -1 
Dec. 135 162 lll~ 4o 96 S2 66* 

* NHA rate changed during the month. 
Source: NHA Rate: Central Mortgage and Houaing Corporation, 

Canad1an Hous1ng Statistiog (Ottawa). 

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

Aug. 
Mar. 
Feb. 
Mar. 
Jan. 
Deo. 

1952 - Mar. 
1954 - Feb. 
1955 - Mar. 
1956 - Jan. 
1957 - Deo. 
1959 

1954 -
1955 -
195b 
1957 -
1959 -

5.75~ 
5.5010 
5.25% 
5.50% 
6.00% 
6.75% 

Corporate boŒd xielgs: McLeod, Young, Weir & Co. Ltd. (Toronto), 
average of 20 corporate bonds, comprislng 10 industrial bonds 
and 10 publio utility bonds. 

then we can say that investment in mortgages has become profit­

able vis-a-vis other investments, and vice-versa. Table 

;6 above presents the monthly data for the 1953-1959 period. 

This spread has, on the whole, become narrower since 1953. 
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DIAGRAM 11 B 11 

Yields 

!-11 M2 

Mortgage Funds 

An increase in mortgage yields will lead to a greater 

eupply of mortgage funds. This is illustrated in Diagram 11 B11 

above by a movement to a higher point on the supply curve 

from P1 to Pa 1noreasing the supply of mortgage funds from 

Ml to M2. A decline in rates, conversely would lead to a 

decline in the flow of mortgage funds. 

It 'Will be remembered that in Chapter I in Diagram "A" 

a decline in the rate of interest was treated as a decline in 

the coat of production of a house. As the response of build­

ers was there under discussion, this was depicted as a lower­

ing of the supply curve. Here it is the response of lending 



inatituttons that is under discussion and their response to 

changes in 1nterest rates. The lending institution's re­

sponse to interest rate changes must be measured as a move­

ment along their supply curve for mortgage funds. 
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Legislative changes affect the yield 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 available under the various NHA acta. 

The different 1nterest rate policies possible under 

the NHA can perhaps beat 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 is to allow the rate of interest 

paid on NHA mortgages to be determ1ned by market forces.(26) 

After all, this is 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 yield 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 funds are often 

(26) For one amongst many pleas to permit freely fluc-
tuating interest rate on federally assisted mortgage loans. 
See J.J. 0 1Leary, 11 The Effects of Monetary Policies on the 
Residential Mortgage Market", included, Study of Mortgage 
Credit - Hearings {United States Senate Subcommittee, Washing-
ton, 1959), pages 235-243. 
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supplemented by public funde, 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 is the 

further difficulty that where government assumes sorne obliga­

tion for the debt incurred under the various NHA Acte, it 1s 

only natural that it ahould wish to maintain a meaaure of 

control over the terme at which these 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 arder to stimulate an adequate flow of funds under 

the federally assisted programme, it is essential that the 

maximum perm1tted intereat rate be high enough to allow an 

adequate spread between the mortgage rates and yields on the 

long-term fixed debt instruments that compete with funde for 

mortgages. In Canada, the procedure has been to tie the 

maximum permissible interest rate on insured mortgagea to the 

prevailing rate in the long-term government bond market. Thus, 

at the time when a new rate is struck, the legislation per­

mits a differentiai of 2~% between the NHA rate and long-term 

federal government bond y1.elds. 

This differentiai is ample to assure mortgages a com­

petitive position in the capital market. In a period of 

rising interest rates, however, if the maximum rate is not 
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adjusted, it is quite possible for federally assisted mort­

gages to become a lees attractive investment on a yield 

basie, thereby drying up the supply of funds under the fed­

eral programme. The yield on mortgages under the Act can 

also be supplemented by allowing lending institutions to 

charge a servicing fee on mortgages below a certain amount, 

on the principle that a mortgage portfolio consisting of 

numerous small mortgages is more costly to administer than a 

portfolio of large mortgages.(27) 

SUBSIDIZED INTEREST RATES: 

Finally, it is possible to increase the yield on the 

mortgage portfolio by supplementing the interest rate paid 

by borrowers with a government subsidy.(2S) 

SECüRITY OF MORTGAGE LOANS 

The types of losa that the mortgage lender has to 

guard against, apart from possible decline in the value of 

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

l 27) In the United States for instance under Section 
203 (i) of the FHA an additional service charge of 1/2% 
could be charged on mortgage loans below $9,000. \fhen the 
Housing Act was amended in June, 1961 the extra service 
oharge provision wae cancelled. 

( 2S) 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 1nterest rate stipulated for and losa due to the legal 

and other costa 1nvolved in enforcing the claims of the mort­

gage lender. 

To guard against this poss1b111ty of losa, it is 

customary for the lender to lend lesa than the appraised 

value of the property given as security for the mortgage debt. 

on conventional loans, the usual loan 1s for 66 2/3% of the 

appraised value of the property. This means 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 cannet meet hie 

commitments.(29) As 1t is, one of the purposes of the ~~A 

to bring the poss1b111ty of home ownership w1th1n the reach 

of most familles the terme of lending undP-r t~A as stated in 

the previous section a.re 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 

reaeon, the federal government insures the mortgage lenders 

against losa on their ~~A mortgages. In effect, the federal 

government substitutes its own credit (the highest form of 

security available in the investment world) for the security 

available in the form of a higher 11 equi ty 11 cu shi on under 

( 29} J .E. l,forton stresses the importance of a large 
equity cushion as a safeguard against losses due to fore­
close. His study 1nd1cates that 11 relat1vely large equity 
apparently was effective in avoiding default by a borrower 11 • 

J .. E. Morton, Urban Mortgage Lending; Qomparative 11a.rkets 
and Experience (Princeton, 1956), page lOS. 



conventional loans. The borrowers are charged 2% on the 

mortgage amount for this service. This money is paid into 

an insurance fund out of which claims can be met. Concep-

tually there is thus no subsidy involved in this federal 

guarantee.(30) 
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Legislation affecting the security of mortgage loans 

can be depicted in Diagram "B" as a shift in the supply curve. 

Thus if due to legislation security of the mortgage loan is 

improved, more funds will be supplied at each interest rate 

than before. This is shown in Diagram 11 B" by a dowmfard shift 

in the supply curve from 81 to 82. Under the various ~mA 

Acta, the lender is protected against all the three forma of 

losa previously mentioned. 

PROTECTION AGAINST LOSS OF PRINCIPAL: 

Before the 1954 NHA Act, the guarantee of principal 

was by way of a pool guarantee. Under the 1954 ~ffiA Act, an 

insurance fund was established with a 2~ insurance fee paid 

by borrowers out of which lasses are met. The lender, if 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 paid by borrowers, see 
H. Woodard, op. cit., pages 310-315. 



The lender will then be paid the balance outstanding on the 

mortgage in question. Prior to March 1959, the legislation 

provided for the payment of only 9g% of the amount outstand­

ing. The amendment of March 1959, however, took this so­

called 2% bite out of the loss eettlement clause, and the 

present position is that the lender is paid lOO% of the 

amount outstanding in cash. It may be noted in this connec­

tian that in the United States the mortgage insurance given 

through FRA stipulates a eettlement in government debentures, 

and not cash. The VA 1 on the other hand, does settle claims 

in cash, but limits the insurance to the top $7,500 of the 

outstanding balance on the mortgage. 

PROTECTION AGAINST LOSS OF INTEREST: 

Protection against loss of interest is necessary to 

cover the period when the mortgage goes into default until 

all the legal remedies have been appl1ed, the property fore­

closed, and the final loss settlement collected from the 

mortgage ineurance fund. The legislation of 1954 allows in­

terest for a period of six months after default occurs at 

the full rate of interest stipulated in the mortgage docu­

ment and an addit1onal 12 months at the 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. 



PROTECTION AGAINST LOSS DUE TO OTHER EXPENSES INCURRED IN 
CASE OF DEFAULT : 

To compensate the mortgage lenders against loss in-
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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 $150.oo.(31) 

As can be seen from the foregoing, the protection 

against losa available to the lenders under the NHA, is such 

as to make NHA mortgages, in terme of security, almost equal 

to government guaranteed bonds. 

LIQUIDITY OF MORTGAGE LOANS 

The concept of liquidity has been elaborated mainly 

with reference to the investment operations of commercial 

banks. In that context, it applies to loans of very short 

term, e.g., day-to-day loans and investment in short-term 

government securities. Mortgages are written for relatively 

long periods of time and can obviously not be considered 

liquid in that sense. The widespread adoption of amortized 

(3l) J.E. Morton, in discussing expenses associated 
with foreclosure mentions not only delinquent interest pay­
ment s, but al so 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 Chapter III,that long eetabli~hed 

mortgage lenders can count on a steady stream of mortgage re­

paymants, whereby the mortgage portfolio, unless replenished 

up by new mortgagee made, will be steadily reducea.(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 1 shifted 1 to other investors, before 

maturity. Long-term government securities are considered to 

be 11iquid 1 in this sense, in that they can be readily 

sold.(33) As a sale before maturity can involve a capital 

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 is 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 yield 

more mortgage funds will be supplied as the liquidity of the 

mortgage document improves. This also is depicted in Dia­

gram 11 B" by a downward shift in the supply curve from S1 to S2. 

(32) See Tables 1g, 19 and 20 in Chapter III. 

(33) See R.S. Bayers, Modern Bank1ng (Oxford), 1951, 
pages 222-227. 
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TABLE 37: SALES .AND PURQHA§ES OF NHA INSURED 
MORTGAGES 1 1~54-1~52 

(Millions of Dollars) 

Corporate Other 
Total* A;EEroved Lenders Pension Funds Cor;eorations 

Pur- Pur- Pur- Pur-
Year Sales chas es Sales chas es Sales cha ses Sales chas es 

1954 .6 .3 .3 .6 .6 
1955 17 ·5 .2 14.6 2.6 17.5 17.5 
195é !J.9.6 1.9 -- 34.2 12.3 49.6 1+9.6 
1957 é2.2 .2 30.6 31.4 62.2 62.2 
1952!. 1+7.7 .5 31.1 16,1 47.7 47.7 
1959 42.5 .5 36.9 5.2 1+2.5 42.5 

1954- 220.1 3.6 0 
/59 

141·1 0 67.6 220.1 220.1 

* Components may not add up to total due to rounding. 
Source: Central Mortgage and Housing Corporation, Canadian Housing 

alatistics- 1st QHarter. 1960 (OTTAWA), Tables 29 and 30. 

To improve liquidity in this second sense, it is neces­

cary to develop and improve a secondary mortgage market, that 

1s a market where mortgages can be readily bought and eold. In 

Canada, at the present time, while a secondary mortgage market 

1s in existence for NHA mortgages, it is 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 mortgagee more liquid, through the establishment of 

the Federal National Mortgage Association. (FNMA), a govern­

ment agency, authorized to issue debenturew and with the pro­

ceede to buy and sell federally insured mortgages in the open 

market.<34) Any improve~ent in the liquidity of the mortgage 

àocument should encourage existing mortgage lenders to devote 

a greater proportion of their portfolio to mortgages, thereby 

increasing the flow of mortgage funds. 

WIDENING THE BAND OF PRIVATE MORTGAGE LENDERS 

A further way of 1nfluencing the flow of mortgage 

funds is by 1ncreasing the number of potential participante 

in the mortgage market. 

Widening the band of mortgage lenders, through legis­

lative changes also lead to a greater eupply of mortgage funds 

by lower1ng the supply curve of mortgage funds. This assumes 

that the new mortgage lenders brought into mortgage lending 

w·ould have been willing to lend at prevailing yields 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 

1951+ Act removed this restriction as far as NHA mortgages are 

concerned, thereby greatly increasing the flo'tv of funds poten­

tially available for mortgage investr.1ents. 

(3lt) This 1s discuseed more fully in Chapter VII. 



Large pools of institutionalized savings not presently 

readily available for NHA mortgages, include the growing 

pools of pension funds, credit union funds, and f~,ds held by 

trust companies in their estate, trust and agency depart­

ments.(35} Any legislative changes that would permit and en-

courage the administrators of these pools of savings to become 

more active in the ~~A mortgage market could help to stimulate 

an increased flo''i' of mortgage funds. In this connection, it 

must be pointed out that NHA mortgages are available to these 

investors in the secondary mortgage market. As these in-

vestors do not appear eager to divert a larger proportion of 

their assets to mortgages, it 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 institu­

tions specializing in mortgage financing, e.g., institutions 

habitually investing over 70% of their assets in mortgages 

(the loan companies} .. ( 36) are not very powerful in the capital 

market in terme of total assets, compared to the mortgage 

specialiste in the United States (the savings and loan asso­

ciations). The se latter associations were indeed ac ti v ely en­

courased by federal legislation in the'Depressed Thirties•.(37} 

(35) As shown in Chapter III, funds accumulated in 
these institutions totalled $11.2 billion at the end of 1959. 
That is$l.S billion higher than the $9.4 billion accumulated 
by the life, loan and trust companies. 

(36) See Appendix tables A-7 and A-~. 
(37) This is discussed more fully in Chapter VII. 
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TABLE 3g: STARTS FINANCED BY CMHC 1 AS PE.R. 

C~~ OF TOIAL ST~S. ~953-1959 
(Dwelling Unite) 

CMHC Direct Loan Starts CMHC as 
Owner CMHC % of all 

Year Starts Rent al Occupaney Total Starte 

1953 102,4o9 1,700 3,207 4,907 5% 
1954 113,527 771 444 1,215 1.% 
1955 13g,276 1,442 677 2,119 2% 
1956 127,311 1,979 733 2,712 2% 
1957 122,340 7,202 15,131 22,333 lg% 
1958 164,632 8,809 26,9g6 35,795 22% 
1959 11+1,34-2 5,993 29 ,24o 35,233 25% 

w 

1953-59 909,S4o 27,896 76,418 101+,314 11,~ 

Source: Central Mortgage and Housing Corporation, 
Housing Statistica {OTTAWA). 

Qanadia.D. 

DIRECT GOVERm~ENT FUNDS 

If it le felt that the flow of mortgage funds forth-

coming from private sources is not sufficient to finance the 

desired house-bui1ding programme, public funds can be used 

to supplement the flow of private funds. 

The supply of government funds 1s not undertaken in 

response to the usual yield considerations, but to correct 

what is considered to be a deficiency in the supply of mort­

gage funds and prevailing yields. In terme of Diagram 11 B11
, 

the supply of mortgage funds thus becomes infinitely elastic 

at the point where goverTh~ent entera the mortgage market 



as a supplier along S3. The amount supplled will then de­

pend on the strength of the demand for funds at the terme 

set by government. This demand, as was ahown, in the 

earller part of this Chapter can however, be influenced by 

the eliglbility requirements i~posed on the seekers of 

government funds. 

From 1935 to 195~, public funds were made available 

in the form of 1 joint 1 loans, whereby the federal government 

supplied one-quarter of the money advanced to borrowers by 

approved lenders, while the lending institution supplied the 

additional three-quarters of the loan.<33) The government 1 s 

share waa loaned to the lending institution at a lower rate 

than they obtained from the borrower. There was thus, an 

element of subsidy involved. The extent of the subsidy is 

difficult to calculate, for the lending institution was re­

sponsible for the servloing of the mortgage portfolio with 

all the administrative coste that this involved. This 

Joint loan technique was abandoned ln the new Act of 195~, 

when the insured loan technique was introduced. The admis-

sion of the chartered banks to the ranke of mortgage 

lenders, however, more than compensated for this losa of 

federal funds under the 1954 Act. The federal government 

(33) For a description of the joint loan programme, 
see H. Woodard, op. cit., pages 9-20. The description of 
the joint loan programme in this text is based on Woodard. 
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also retained the right to make mortgage loans via CMHC. 

Since 1957, the federal government, through mme, has in fact 

been one of the major sources of funds, for new residential 

construction as can be seen from Table 3•. 
With this description of the policy levers affecting 

the demand and supply of mortgage funds as background, we 

can now turn, in Chapter VII, to a consideration of mort­

gage policy in the 1929-1959 period in both Canada and the 

United States. 



OHAPTER VII 

MORTGAGES AND POLIOY IN CANADA AND THE 
UNITED STATES, 1929-1959 

The previous chapters have outlined the role of the 
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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 available to the authorities 

for influencing the mortgage market and their 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 1929-1959 period. 

The period under review offers a good opportunity to 

contrast mortgage policy in a period of depressed economie 

conditions, prior to 1939, with rnortgage policy in the more 

prosperous post-war period. This review of policy will start 

by examining sorne of the problems which the polioy makers 

sought to solve. Then the remedies suggested by the experts 

'\vill be considered. Finally the aotual legislation adopted 

and the institutions relied upon to make this legislation ef-

fective will be discussed. 
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MORTGAGE PROBLEMS 1929-1959 

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 prevailing 

economie conditions changed. The three basic objectives 

were: how to prevent large ecale foreclosures and the eco-

nomic hardships resulting therefrom; how to stimulate bouse­

building 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. 

PROBL:EMS OF FORECLOSURES 

Following the financial crash of 1929, the prevention 

of foreclosures became the most pressing policy objective. 

Foreclosure proceedings are started by a lender when the 

mortgage borrower is unable to pay the interest or capital 

payments stipula.ted in the mortgage contract. The mort gage 

is then said to be in default. Foreclosure proceedin~differ 

from province to province in Canada,(l) and from state to 

state in the United States. H. Woodard, for illustrative 

purposes 1 gives the following brief eummary of foreclosure 

and sales procedures in Nova Scotia.< 2 ) 

(1) Advisory Committee on Reconstruction, Final Re­
port of Subcommi~te~ on Hou§lng and Commyn~ty Planning, 
(OTTAWA, 1944), page 187. This publication will be referred 
to as the Curtis Report. 

(2) H. Woodard, Canadian Mortgages(Collins, 1959) 
page 266. 



11 Default ha.ving occurred, the mortgagee (lender) 
would commence an action in the Supreme Court for 
foreclosure and sale. Through prescribed legal 
channels, official notice (usually accompanied by a 
detailed statement of claim) would be served on the 
defendents, who have a limited time to appear if 
they wish to file a defence. Such defence is not 
common as the exietance of the default ie usually 
easily proven by the lender. Failing a defense ap­
pearance, the judge, on receipt of an application 
supported 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 
proeeed at the appointed time and place. Following 
the sale, the sheriff would give a deed to the suc­
cessful purchaser. 11 

Incidentally even a successful foreclosure action 

does not guarantee the lender that he will get the full 

amount owing to him on the defaulted mortgage, for the priee 

received for the property in a declining real estate market, 

may be lese than the amount still outstanding on the mort­

gage. No precise data are available on the extent of fore­

closures in Canada in the Thirties.<3) 

O.J. Firestone, however, hints at a way to measure 

the impact of foreclosures, namely, to use census data to 

measure changes in owner-occupied dwellings. In order to 

utilise these data, one would have to assume that the shift 

in tenure from owner-occupied status to rented statua is 

the result only of foreclosure proceedings, and that none 

(3) O.J. Firestone, Reeidential Real Estate in 
Canada (Toronto, 1951), page 132. 



of the foreclosed properties are sold to new home-owners. 

o.J. Firestone, of course, does not make such a sweeping 

assumption, but he does point out that(4), 

11 ••• Another reduction in owner occupany 
occurred in 1932 and 1933. In these two years, 
the Depression which beld the whole North Ameri­
can continent in its grip was at its worst. In 
1932 ••.• the owner occupied dwelling stock was 
reduced by lb,200 unite." (5) 
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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 ava11ab1e, foreclosures reached 2% of the 

owner-occupied dwel1ing stock in the same year (1932).( 6 ) 

Although as was mentioned above no accurate data on 

foreclosures in the 1930 1 s exist for Canada, it is quite 

c1ear that foreclosures were neverthe1ess a prob1em. This 

is seen from the fact that 11 moratoria 11 legislation, the 

c1assical debtor relief measure, was passed by most of the 

provinces.(7} 

Simi1er legislation was enacted by most of the states 

in the United States.(8) H. Woodard gives the following 

( 4) O.J. Firestone, ibld., page 53. 

(5) O.J. Firestone, Jbid., page 45. 
( 6) Non--farm foreclosures during 1932 tota11ed 

250,000 in the United States while the total ovmer occupied 
stock at the end of 1930 totalled 10,550(000. Data published 
by Housing and Home Finance Agency (HHFAJ, Annual Report.l959 
(tvASHINGTON, 1959), pages 297 and 321. 

(7) H. Woodard, Qp. oit., page 279. 
(g) M. Colean, The Impact of Qovernment on Real 

Esta te Finance in the United States (National Bureau of Eco-
nomie Research, N.Y., 1950), page 4o. 



description of a moratorium,C9) 

11 A moratorium (or, in the plural, mora.toria) 
is the term used in the mortgage business to 
describe legislation enacted to assist debtors 
by postponing or suspending their contractual 
payments. It is usually in a form which prevente 
lenders from invoking their customary legal pow­
ers as long as the pa.rticular legislation is in 
effect and provided that the debtor complies with 
the terms of the mora.toria. 11 
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Woodard further points out sorne of the inequities in­

volved in the moratoria procedure.(lO) 

"It will be apparent, therefore, that mora­
torium legislation can produce sorne etrange in­
equi ti es. In normal times, a persan 1-rho becomes 
unemployed or is stricken by sorne ether disaster 
can lose his home in a mortgage foreclosure 
action, as there is no special legislation to as­
siet him •. However, when there ie maas distress 
throughout the country and maas actions by mort­
gagees are in evidence there may be moratoria 
proclaimed, despite the fact that the attendant 
collective circumstances are no worse than those 
of the persan who experiences sorne disaster in 
comparatively normal times. 

11 While most moratoria have the semblance of 
denying relief to those whose circumstanees do 
not warrant it, in practice, whether it is a 
judge, 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 moratoria is that persona who can 
afford to pay granted equal relief with that ac­
corded to the unfortunate •..• 

•. .• Another adverse feature of moratorium 
legislation from a lender 1 s standpoint is that a 
province finds it relatively easy to enact it 
but much more difficult to rescind it. For ex­
ample, Ontario enacted auch legislation in 1932 

(9) R. Woodard, op, cit., page 27g, 
(10) H. Woodard, ibid., page 279. 



to meet c~rcumstances which preva11ed at that 
ti me, and y et 1 t v-ras not unti1 14 years lat er 
that the legislation \'l'as al1owec1 to lapse through 
its non-renewal in 1946.u 
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The usu:ü effect of mortgP..ge moratorie. legislation is 

that the repayment of the mortgage is delayea.(ll) 

"Usually it is provided that (foreclosure) action 
is forbidden if the borrow·er pays interest ano. 
taxes only. 11 

The most urgent problem in the early Thirties in both 

Canada and the United States ~~ras thus hor-r to prevent ls.rge-

scs~e foreclosure actions. In Canada, the problem •.~Tas taclded 

mainly by the enactment of provincial moratoria. In the 

United States also moratoria legislation was resorted to by 

the States, but action \·Tas alAo taken by the federal author-

ities to stem the volume of foreclosure actions. For one 

thing, 
11 In 1932, feo.eral authorities •••• , ord.ered re­
cel vers of closed ba~~s under their jurjsàic­
tions ta discontinue foreclosures. 11 (12) 

thereby decreasing the number of foreclosures. ~~o compa.r-

able action '!;te.s taken in CA.nada. Thi.s is not surprising as 

no Canadian banks ,,rent bankrupt in the 1930' s a.nél_ anyway 

the banks here were not permitted to mruce mortgage loans at 

that time (banks Here bro,J.pht into mortgage leno.ing by the 

1954 National Housing Act). 

( 11 ) H. ':loode.rd, ibid .• , page 260. 

(12) M. Colean, on, cit., page 40. 



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 1 s Loan Corporati·'Jn under the supervision of the 

Home Loan Ba~~ Board. These institutions will be discussed 

in det~il later in this Chapter. Briefly, the intention 

was to provide funds via a government organization, 

11 for taking over and refinancing mortgages on 
one-tc-four family dwellings that were either de­
linquant or held in frozen 1netitutions 11 .(13) 

In the years 1933-1936, this Corporation made loans 

totalling $3.49 billion.(l4) About 1,000,000 defaulted 

mortgages were thereby prevented from being foreclosed.(l5) 
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Foreclosures were thereby possibly kept ot lese than half of 
( r' ) 

what they would otherwise have been.,1o 

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 d1d take moratoria action. 

(13) M C 1 . o ean, ~., 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 ~zstem, {Savings Associations League of New 
York State, 195g), page 52. 

(lG) Based on forec1osure d~ta published by HHFA, 
Annual Report, 1959, page 321. Forec1osures in the 1933-

t" 

1930 period are there sho1m 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 Committee in 1954, when 

the National Housing Act of 1954 was under consideration. In 

his evidence Mr. Eryden said, 
11 The mortgagee ( lender) can be sub j ected not only 
to retarding action by the borrower and subsequent 
encumbrances, but also to delaya of statutory and 
other requirements designed to afford grace to the 
borrow·er and the mortgagee ( lender) is further 
subject to the equitable jurisdiction of Courts 
whereunder additional delaye may follow. Likewise, 
enactment of moratoria legislat~could prevent 
the co~~encement and completion of mortgage actions 
and so postpone further the acquisition of title 
and in this way add important delaya in enabling the 
mortgagee to realise on the security.(l7) 

However, the problem has lost its urgency as can be 

aeen from Woodard 1 s assessment of the post-war situation,(lg) 

11 Whether moratoria legislation will ever be wide-
spread again is a matter for conjecture. There 
may be lees reason for its introduction than was 
the case in the past. The widespread use of the 
monthly payment has removed the burden of finan-. 
cial peak loads which were inherent in former re­
payment patterns. In addition, increased social 
insurance benefits of various kinds now provide a 
stream of income when financial aridi ty threatens 11 • 

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. 

( 1S) H. Woodard, op, cit., page 281. 



11 Any major recession could cause widespread de­
fault. If such should occur, the actions of 
mortgagees ( lenders) i.;ill be a governing influ­
ence tc some extent. Certainly any attempt at 
maas foreclasures might bring speedy legislative 
relief tc the borrowers. Conversely, a general 
collective willingness of lenders ta make ad­
justments and postponements in needy cases could 
go a long way towards postponing the introduc­
tion of moratoria legislation." ( lga) 

As the difficulties associated with the widespread 

foreclosures and the moratoria legislation prevalent during 

the Thirties appear ta have lest most of their urgency 

these problems will not be considered in any great detail 

in the rest of this Chapter. 

THE PROBLEtvi OF STIMULATING HOUSE BUILDING 

The stimulation of bouse-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 subcom~ittee goes 

on ta say, ( 19) 

11 No further public interest in housing was 
taken until the depression years or the thirties, 
but during this periad the subject was frequently 
discussed as a possible raad ta recovery ••..• no 
public action resulted until 1935. In that year, 
a special committee ta study housing was set up by 
the Hou se of Commons. 11 

(lga) H. Woodard, ~~ ctt., page 6. 
(19) Curtis Report, on. cit., page 26. 
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This committee was charged •.. 
11 to consider and report upon the inauguration of 
a national policy of bouse-building to include 
the construction~ reconstruction and repair of 
urban and rural uwelling houses in order to pro­
vide such dwelling houses as may be necessar,y; 
upon such terme and conditions as may be best 
adopted to the needs and requirements o'f the 
people 11 • ( 20) 

The Committee made recommandations favouring finan­

cing for new housing and rehabilitation projects. 
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The Dominion Housing Act of 1935 was passed in re­

sponse to these recommendations. This Act will be discussed 

later in this Chapter. It is H. Woodard 1 s judgment that, 
11 by this Act a nationwide housing programme was 
contemplated with the basic intent of st1mulating 
employment through the constnuction of new houses.n(21) 

We thus see· from the foregoing that the stimulation 

of house-building was a major policy aim in Canada during the 

Thirties. It was hoped, by st1mulating house-building, to 

contribute to economie recovery and to provide adequate hous­

ing for the population. Briefly the methode relied upon in-

volved efforts to evoke a greater flow of mortgage funds. 

This was the third major policy objective listed at the be­

ginning of the Chapter and will 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 Co~~ons, Journal No. 23, (Ottawa, 1935), 
page 135. 

( 21) H W • oodard, gn. oit., page 9. 
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housing constitutes one of the important reasons why legis­

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 legislation was designed to facilitate mort­

gage financing of existing as 1r~ell as new dwellings. 

The stimulation of bouse-building continued to pre­

occupy the policy ma~ers in the post-war period also. This 

can be seen from the preamble to the 1954 National Housing 

Act where it is described as, 
11 An Act to Promote the Construction of New Houses, 
the Repair and Modernization of Existing Houses, 
and the Improvement of Housing and Living Conditions 11 • 

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 1 house-building 1 was an important policy objec­

tive, the emphasis on 1home-ownership 1 "l'las equally important. 

This can be seen from the fact that ivhen President Hoover in 

1931 called a conference to diseuse housing problems it was 

referred to as 1President 1 s Conference on Home Building and 

Home Ü';vnership' • ( 22) 

( 22 ) President Hoover 1 s, Conference on Home Building 
and Home Ownership (Washington, 1932, eleven volumes). This 
conference is referred toby M. Colean, op. cit., Chapter 6. 
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The emphasis on o"~>mership 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 

1guaranteed mortgages 1 was introduced to be administered by 

the Federal Housing Administration (FHA). The terme of lend-

ing under that Act were identical 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, 
11 Federal activities designed directly to affect new 
residential construction did not exist before the 
Kational Housing Act of 1934, except for sorne quan­
titat:tvely insignificant operations during World 
Vfar I. 11 ( 23) 

As theL. Grebler, D. Blank and L. \<linnick study is concerned 

with capital formation in residential real estate, they 

naturally emphasize the impact of the legislfttion on new con­

struction and major improvements (these also are part of re­

sidential capital formation). Becauee of this they do not 

emphasize the impact of that legisla.tion on financing of ex­

isting dwellings. That this impact was nevertheless consider-

able, even in their estimate, can be seen from the following, 

(23) L. Grebler, D. Bla.nk and L. Winnick, Qa-oita1 
Formation in ~esidential Real Estate: Trends .and Prospects 
(Princeton, 1956), page 143, note 1. 



"Because the government programs, particularly 
that of the FHA, have emphasized new construc­
tion, FHA and VA loans have been some~vhat lees 
important in relation to total residential 
mortgage lending on both e~isting and new re-
sidential real esta te. 11 ( 24) 

That the policy makers in the United States are still con-

cerned with the number of new bouses built can be seen from 

the recommendations made by the United States Senate Sub-

committee on Housing, which included in its final report a 

recommendation that the President of the United States sti-
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pulate a target housing objective every tv-10 years, expressed 

in terme of the num-oer of bouses that should be buil t over 

these two years.(25) It will be recalled here that the abil-

ity of the mortgage market to finance sufficient new d1-Tellings 

to house the increase in ne'\'T familles, 't·.ras one of the criteria. 

suggested in Chapter 1, for testing the performance of the 

mortgage market. 

THE OBJECTIVE OF ST!MULA'I'ING A GP.EATER FLOW OF MORTGAGE FUNDS 

In Canada the objective 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 bouse­

building by stimulating the demand for new housing. !t was 

apparently felt that the existing lending institutions had 

(24) L. Grebler, D. Blank and L. Winnick, OP. oit., 
page 246. 

(25) Report of Committee on Banking and Currency, Sub­
committee on Housing, Study of Mortgage Cre~ (United States 
Benate, Washington, 1960). 
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sufficient funds available to meet the then existing demand 

for mortgage funds and therefore the problem was merely to 

induce the lenders to mak.e loans on ne~..r construction avail-

able on more generous terme, thereby stimulating a greater 

demand for housing and thus also for mortgage financing. 

This does not seem to be stated explicitly in the literature. 

For instance, neither H. Woodard, nor O.J. Firestone makes 

this point specifically. This interpretation can perhaps 

however be read into Firestone 1 s remarks that, 
11 more houses were built when materials and labour 
were scarce during the war and immediate post-war 
period than in the thirties when materials and 
labour were plentiful but remained unused to a 
large extent." (26) 

This is in contrast with the situation in the post-war period, 

when the problem of stimulating a greater flow of funds from 

lending institutions clearly beca.me the dominant policy ob-

jective. We can see this from Woodard 1 s comment . ... 
11 1t was becoming increasingly apparent that it was 
not within their (the lending institutions') 
capacity to provide the mortgage funds required 
to meet Canada 1 s gro"t>ting housing needs." (27) 

In the United States apart from the problem of fore-

closures mentioned before,the problem of providing a greater 

flo\v of mortgage funds was the predominant objective even 

during the Thirties. Thus, M. Colean discusses the increased 

federal intervention in the real estate field as a result of 

( 26) lt O.J. Firestone, op, cit., page~. 
(27) H. Woodard, op. cit., page 20. 



the impact of the depression in the following terms.(2g) 

11 Neither 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 1 s 
initial meaeures 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 itself 
with ether means of re-opening and widening the 
channels of mortgage credit." 

It would then appear to be Colean 1 s judgement that 

the financial collapse in the United States in the Thirties 

bad clogged the flow of mortgage funds. 
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The emphasis in the United States in the Thirties, 

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 institutions in 

Canada withstood the depression years better than their 

United States counterparts, and therefore it was not obvioue 

in Canada that the potentiel supply of mortgage funds from 

the lend1ng institutions was a possible deterrent to achiev-

inga larger bouse-building 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 Ban..'k: of Canada. ( 29) 

(2g) M. Colean, op. oit., page 2g. 
( 29) J. Gillies, 11 Sorne Financia.l Aspects of the Cana­

dian Government 1 s Housing Program: History and Prospective 
Developments 11

, Journal of Finance (March 1953), page 2S. 



This proposal Will be discussed later in this 

Chapter. It is cited here only to show that in Cane.da the 

problem of increasing the flow of mortgage funds did not 

come to the fore until just before the outbreak of World 

War II. As was stated above, it 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 from 

private sources, 

11 Every attempt seems to have been made throughout 
the years to vest the mortgage business in the 
hands of private entreprise." (30) 
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In the United States the preoccupation 'i-rith stimulat­

ing the flow of mortgage funds apparent in the Thirties con­

tinued in the post-war period. We can see this from the 

fact that even as late as 1958 a special Senate Housing Sub­

committee was constituted to consider the question, 11 Does 

the Decade 1961-70 pose problems in private Housing and 

Mortgage Markets which require Federal legislation by 

1960 11 .(31) It is apparent from the papers presented in that 

enquiry that in the post 't.Yar period i t 'lrvas not only the ade­

quacy of the volume of mortgage funds that preoccupied the 

policy makers, but also the stability of that flow, 

To sum up then, bath in Canada and in the United 

States, the major objectives of the pol1cy makers were how to 

( 30) w 2 H. oodard, op, c1t., page 9. 
(31) Comm1ttee on Banking and Currency, Subcommittee 

on Housing, §tud} of Mortgage Credit (United States Senate, 
Washington, 1958 • 
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prevent foreclosures, how to stimulate more house-building 

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 1 s 

Loan Corporation (HOLC). In Canada the emphasis 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-building pro­

gramme continued also in the post war period. In Canada the 

desire to stimulate a greater flow of private mortgage funds 

did not find expression in proposed legislation until 1939 

possibly because before 1939 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 increasing the flow of mortgage funds was pre­

dominant even during the Thirties, possibly as a result of 

the collapse of financ1al institutions after the 1929 finan­

cial crash. But apparently there was never any real fear 

that the potential supply of mortgage funds from private 

sources in the United States would be inadequate to finance 

new construction. This can be seen from the fact that the 

legislation did not at firet diecriminate between mortgage 
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finance for new construction and mortgage finance for ex-

isting dwellings. This difference in erophasis in the United 

States as compared to Canada, where the legislation confined 

itself in the main to new construction, is due perhaps to the 

greater erophasis in the United States in the Thirties on 

home-ownership as compared ta the emphasis in Canada in the 

Thirties on new dwellings. In bath countries the objective 

of stimulating 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

bility in that flow (lees year to year fluctuations). 

SOME SUGGESTED RE!vfEDIES 

The remedies suggested to achieve the objectives of 

preventing foreclosures increasing the flow of mortgage 

funds can perhaps best be discussed with the framework of a 

list of shortcomings from which the mortgage market was re­

puted to suffer. M. Colean quetes Horace Russellas listing 

the follovting eight shortcomings: ( 32) 

Short-term mortgage loans. 
Small loan ta value ratios. 

Lump sum rather than amortized mortgages. 

(32) M. Colean, on. ci~., pages l.i-4-45, quetes from 
H. Russell, Private Housing Legal Problems; Housing, the 
Continuing~Problem (National Resources Planning Board, 
Washington, 1940), pages l.i-1-l.i-2. 



High interest rates vis-a-vis other long-term loans. 
Absence of a steady mar1cet for mortgages. 
Lack of credit facilities for home financing insti­
tutions. 
Lack of insurance facilities for savings in saving 
deposit institutions. 
Absence of proper lending and appraisal practices 
and procedures and the impossibility of obtaining 
uniform, co-operative action among thousands of 
'\<ridely scattered local home-financing institutions. 

It was not, however, out of sheer caprice that the 
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above features were so strongly embedded in the pre-war mort­

gage market. The first three practices listed developed 

ma1nly through the efforts of the lenders to ada.pt the mort­

gage document to varying economie conditions. 

The short-term loan was adopted by the lenders, 

M. Colean suggests, in an effort to get the loan repayed be­

fore economie adversity or debt relief legislation intervened, 

14'l'hese repeated breachin@ of the mortgage contract may 
have had some influence •.. (in making) ••• mortgage 
loan ••• on a short term basie, in the hope of get­
ting payment before a new catastrophe and a new mora­
torium intervened. 11 (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 amortize fully over a short period (say five 

years) as the terms of repayment would become too onerous 

( J3) 
M. Colean, op, oit., pages ~0-Sl. 
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for most borrowers.(34) If the mortgage became due in a 

period of mortgage credit stringency, the borrower would have 

great difficulty in obtaining a new mortgage and would be in 

danger of losing his property through foreclosure proceedings. 

The small loan to value ratio, the second shortcoming 

listed above - typically not more tha.n 6o:;& of the value of 

the underlying property - was also partly the result of the 

lender 1 s fear that the mortgage would fall due during un­

favourable economie conditions. As Colean points out, 

11 the mortgage contract do es not provide ei ther for 
increasing the amount of security or for quickly 
calling the loan in a period of falling value. 
Consequently, mortgage lending practice commonly 
requires that the amount loaned be limited to a 
figure considered ta be no more than the lowest 
value to which th~ s~curity may fall during the 
term of the loan.~35J 

This practice was also encouraged by the legislation govern­

ing the major mortgage lenders. The purpose of that legisla­

tion was to safeguard the savings entrusted ta them, 
11 The primary purpose of the legal regulations of 
financial institutions is to maintain a watch over 
their solvency in the interests of those whose 
funds are entrusted to them. n ( 36) 

However according to Woodard, the average loan to value ratio 

before 1935 was about 50% in Canada,<37) although the legisla-

tion permitted life, loan and trust companies to make 60% loan 

(34) J.E. Morton, Urban Mçrtga~e Lending, Qompargtive 
Markets and Experience (Princeton, 195 ) pages 7-9. 

(35) M. Colean, op, oit., page 46. 
(36) M. Colean, ibid., page 73. 
(37) H. Woodard, op. cit., page 9. 
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to value ratio mortgages,(3S) Actual mortgage lending prac-

tice was thus more conservative than the relevant legisla­

tion. Incidentially, the permitted loan to value ratio on 

conventional mortgages (mortgages not covered by National 

Housing Act legislation) was raised during 1961 to 66 2/3%. 

In short, mortgage lending was considered a risky 

business because of the bad experience of lenders with fore­

closures and moratoria. In order to protect themselves 

somewhat against these risks, lenders adopted terme 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 is not surprising that greater risks are associ­

ated w1th higher interest rates. This is merely one of the 

facts of economie life. However, Horace Russell, as quoted 

by Colean seems to imply that mortgage 1nterest rates should 

not be considerably higher than interest rates charged on 

other types of long-term loans, auch as railroad 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 

(3S) H. Woodard, ibid., pages 29-30. 
(39) c l•lrl.j. M. olean, op. c1t., pages~ 5. 



than the coste of administering a portfolio of bonds, esti­

mated at around .1%. In addition, there are further coste 

aesociated with originating the mortgage loan, estimated at 

1% of the mortgage. Mortgage interest rates would thus be 

higher than interest rates charged on long-term bonds, even 

if lendere considered the degree of risk associated with 

both types of investment as being the same. 
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The absence of a steady market for mortgages (a sec­

ondary mortgage market) is however also attributed by 

Russell and Colean to the riskiness of mortgage investments{40) 

This they fe el is due to 11 the lack of facili ti es for insur­

ing the repayment of mortgage loans 11 • This in turn may have 

contributed to "a lack of a sufficient number of sound mort­

gage associations expanding on a national scale.n (41) 

The sixth deficiency listed above, the lack of credit 

facilities for home financing institutions waa in fact a plea 

for a lender of last resort for mortgage investors. In short, 

it representa a wish, in the United States to have a Central 

Bank for mortgage lenders in the same way as the commercial 

banks had been given a more efficient Central Bank, in 1913, 

in the form of the Federal Reserve Banks. The need - and 

wish - for auch a facility is aummarized as follows by the 

Federal Home Loan Bank Board{42) 

(40) M. Colean, ibid., pages 44-45. 
{41) M. Colean, ibid., page 44. 
(42) Federal Home Loan Bank Board (FHLBB), The Federal 

Home Loan Bank System (Washington, 1961), page 21. 



11 Emerging Needs for a Central Credit Facility 11 • 

11 'While the financial system rapidly adapted it­
self to the growing demande for home mortgage funds, 
sorne 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 
finanoing from capital surplus to capital deficit 
areas were highly inadequate. Local institutions had 
no access to the national seourity markets when their 
service to the community required additional funds to 
supplement available local savings. Mortgage loans 
could not easily be shifted from one holder to an­
other. 

11 Problems of this kind were not limited to home 
financing institutions. Similar difficulties in 
commercial banking led to the establishment of the 
Federal Reserve System in 1913, although this as­
sociation had many other purposes as well. 

11 '.fhe first proposals for a nation-wide facili ty to 
enable savings and loan associations to use their 
mortgage holdings as a basie 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 Financing 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 
•twenties 1 obscured the basic problems in home finance 
that were outlined earlier, the deepening depression 
of the early 'thirties' brought them into the lime­
light • 11 

This def1c1ency of a lack of credit facilities for 
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home finanoing institutions, which came to the forefront 

again during the 'Thirties 1 , is thus not due in essence to 

the risks of mortgage lending, as were the five earlier 

shortcomings listed. It can be described as an 1nstitutional 

deficiency not really closely associated with the risks of 

mortgage lending. 



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 1 s, 

when the widespread failures of financial institutions in 

the United States caused considerable losses to savers. 
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This deficiency, in so far as it relates to the mortgage mar­

ket, is again due to the risks involved in mortgage lending. 

For it is as a result of lasses sustained in the operation 

of their business that sorne lenders a.re forced into bank­

rupcy and become unable ta repay the savings entrusted to 

them by the public. This was not a problem unique to the 

mortgage market and the mortgage lenders. Commercial banks, 

not specialized in mortgage lending, also went bankrupt 

despite the existence of a lender of last resort, namely the 

Federal Reserve Banks. 

The problems encountered by the commercial banking 

system - and the remedies adopted - will not be elaborated 

upon here. These problems are merely mentioned here to 

point out that the loss of savings due to failure of finan­

cial institutions led to suggestions of insuring deposits in 

savings institutions in the United States. In Canada, there 

was no comparable financial collapse, therefore there was no 

comparable pressure to insure the public 1 s savings entrusted 

to the financial institutions. 

The last deficiency mentioned above, namely, the 

absence of proper lending and appraisal practices and pro-



oedures and the im~ossibility of obtaining uniform, co­

operative action e,mang thausands of widely-scattered. local 

hame-financing institutions, is also nat a deficiency due 

ta the risks of mortgage lending. It is again a defioiency 

due ta institutional factors. 
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One of the resulte of this deficienoy is to increase 

the difficulties involved in creating a national mortgage 

market. As a result of the different appraisal 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 deficiency must thus 

somehaw be overcome. 

In short then, most of the basic deficiencies in 

the mortgage market could be traced back to the peculiar 

risks involved in mortgage lending. These risks induced 

lenders to offer terme of lending which contributed to in­

stability in the mortgage market (short-term loans, low loan­

to-value ratio, unamortized mortgages and high interest 

rates). In addition, informed observera of the mortgage 

ecene considered that the insti tutional frame'T.ITOrk of the mort­

gage market was not sufficiently elaborate. In particular, 

it was pointed out that the mortgage institutions lacked a 

lender of last resort (a Central Mortgage Bank) and did not 
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develop facilities for selling mortgages from one investor 

to another (a secondary mortgage market), thereby inhibiting 

many institutions from entering the mortgage market and 

ethers 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 facilities of the mortgage market, to attra.ct 

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 it, a 

method must be found to create 11 a federally-sponsored 1 finan­

cie.l reservoir' for home financing insti tutions 11 • ( 4-3) 

Reducing the risks of mortgage lending would quell 

the lender 1 s fears of large-sce.le foreclosures. Improving 

the terme of lending for the borrower would increase the de­

mand for new dwellings, thereby stimulating bouse-building. 

Extending the institutional facilities 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 Q,·mership 11 to produc e a concrete and workable federally-

( 4-3) FHLBB, ibid., page 23. 
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sponsored plan,(44) that it was fully realized that federal 

intervention of sorne kind would be necessary to achieve the 

three-fold objective of preventing foreclosures, stimulating 

bouse-building and stimulating a greater flow of mortgage 

funds through the methode of reducing the risks of mortgage 

lending, improving the terme of lending and extending the 

number and the ecope of operations of financiel institutions 

active in the mortgage field. 

In discussing federal intervention in the affaire of 

financial institutions, Miles Colean stresses the charter­

ing power of the government and the power to determine the 

character of the institutions.(45) By using its power to 

charter institutions aggressively, the Federal Government can 

to sorne extent try to make more credit available. Colean 

puts it this way: (46) 
11 A primary impact of the state upon the finan­

cial system cornes from its power to charter finan­
cie~ institutions. This power, of course, is 
fundamental to the creation of large pools of 
credit and to the manner and method through which 
credit is made available for realty needs. Under­
chartering may result in an insuffioiency of 
credit, over-chartering may bring the reverse. 
However, there is little evidence that, prior to 
the 1930 1 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.n 

(44) 

( 45) 
( 4-6) 

FHLBB, ibid., page 44. 
M. Colean, op, cit., P,ages 

M. Colean, ~.,page 4-6. 



Colean thus implies that after 1930 the federal power 

to charter financial institutions was used more aggressively 

to provide more adequate f1nancial facilities. Moreover, 

with the power to charter financial institutions is 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 this connection, 

Colean makes the point that: 

"Savings and loan associations are the only in­
stitutions that are required - in contrast to being 
permitted- ta lend on mortgage security. With the 
others, alternative investments may be listed at 
length and, as a group, are frequently given pre­
ference over mortgage loans; with the savings and 
loan associations, 1t is the alternative investments 
that are restricted in relation to total invest­
ments. 11 (1+ 7) 

In discussing this power to charter financial institu­

tions, Oolean further pointa out that these could be either 

private institutions or wholly government-owned institutions. 

He pute it this way: 

11 The courses open to the federal government in 
making effective use of this instrument were sev­
eral: (1) it could create mortgage lending insti­
tutions, using federal funds when necessary to en­
courage their 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 terme in accord­
ance with its estimate of credit needs. 11 (4S) 

( 47) M. Oolean, ibid., page 69. 
( 4g) M. Oolean, ibid., page g2. 



It was thus widely suggested in the United States 

in the 1930's that the federal power to charter financial 

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 

should also use its power to regulate the investment prac­

tices of the financial institutions chartered. Furthermore, 

it was suggested that the Federa.l Government need not con­

fine itself to cha.rtering only privately-owned institutions, 

but should also contemplate the creation of wholly govern­

ment-owned financial institutions. 

This emphasis on institutions is in sharp contrast 

to the attitude in Canada in the 1Thirties•. Neither 
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Woodard nor Firestone mention any proposais that the federal 

power to charter financial institutions should be used ag­

gressively. The Curtis Report also does not suggest that 

auch proposais were put forward in the 1930's. The exception 

to this is, of course, the bill introduced in Pa.rliament in 

1939 to create 'A Central Mortgage Bank•(49). This will be 

d1scussed later. As a general rule, however, it can be said 

that, in contrast to the United States in the 1Thirties 1 , 

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 Ba~~ until 1935, when the Bank of Canada was created. 

To sum up then, the prime objectives of ~~e policy­

makers befere World War II were, preventing foreclosures, 

stimulatins a larger building programme and stimulating a 

greater flow of mortgage funds. It was suggested that these 

objectives could best be met by reducing tr1e risks of mort­

gage lending, improving the terme of mortgage lending and ex­

tending the number and .scope of institutions active in the 

mortgage market. In the United States in the 1Thirties 1 , it 

was further suggested that the number and ecope of the finan­

cial institutions active in the mortgage market could best be 

increased by an aggressive use of the federal power to char-

ter financial institutions. Furthermore, it was pointed out 

that the Federal Government 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 1Thirties', 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 nov1 turn to the actual legis­

lation adopted and the institutions, both privately-owned 

and publicly-owned, relied upon to m~ke the legislation ef­

fective. 

LEGISLATION AND INSTITUTIONS 

The description 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 is to bring out more clearly how the legislation 

sought gradually to bring about the changes in the mortgage 

market which would help to achieve the three main objectives 

of preventing foreclosures, stimulating home-building and 

stimulating the flow of mortgage funds. These changes, as 

discussed in the previous section, involved reducing 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

ket. It was further pointed out in that section that it was 

realized that in improving the institutional structure of 

the mortgage market federal intervention might be neceasary. 

The intention was, however, in both Canada and the United 

States to create a framework with1n which the private lenders 

could prov1de the mortgage funds needed from their own re-



sources, with as little as possible recourse to government 

funds. 

In adopting this selective approach to the descrip­

tion of the legislation, most of the detail of the various 

changes in the terme of lending and the aeasures taken to 

favour special groups, such as low and moderate income groups 

as 'tiell as elderly persons, etc., will be neglected as will 

also all measures dealing with providing funds for publicly 

owned housing, be it subsidized or unsubsidized public 

housing. In short, it is not intended here to present an 

exhaustive listing in great detail of the immensely varied 

housing legislation enacted in the United States and Canada 

during the thirty years under review. The procedure here 

will be to review first the p~ar legislation in the two 

countries, then the post.war legislation 'li'Till be considered. 

PRE-WAR LEGISLATION IN THE UNITED STATES 

THE FEDERAL HONtE LOAN BANK ACT 1 1932 

The first important pieoe 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 

Reserve 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 regione.l Federal Home Lean 

Banks 'i.rere authorized to malte loans to member institut ions. 

All properly chartered savings and lean associations, sav­

ings banks, or insurance companies engaged in placing mort­

gages on houses and small buildings could become members.(50) 

Almost all of the members are savings and loan associations. 

The Home Lean Bank System was to provide a means whereby 

mortgage tunds could be transterred fr·~ rn surpl'.ls to deficit 

areas, to provide funds to its members so as to enable them 

at all times to meet the needs of their communities for 

mortgage credit, and to supply credit to its member institu­

tions for emergency purposes.(51) This last function, to 

supply credit to members for emergency purposes, qualifies 

the system for the title of Central Ba~k of the savings and 

loan associations. Federal Home Loan Banks accomplish these 

purposes by making advances to member financie.l institutions 

rather than through direct transactions 1:ri th the general 

public.(52) 

Thus the intention ~.;as to give the mortgase lenders 

a lender-of-last-resort. The temp~rary l~ans made by the 

Home Lean Ban.ks t~ their members are in the form of advances. 

Beth short-term and long-term advances can be obtained. The 

member institutions were required to purchase Home Loan Bank 

(50) M. Colean, ~cit., page 93. 
(51) Report of the Committee to Study the Federal 

Home Loan Bank System, ~--qit., pa,ge 93. 
(52) Report of the Committee to Study the Federal 

Home Loan Ban.k System, ~., page ~7. 



stock equal to 2% of the member institution's mortgage hold­

ings. This provided the initial capital of the Federal Home 

Loan Banks. The Federal Home Loan Banks were also empowered 

to obtain additional funds by issuing debentures. The amount 

of debenturesiasued could not exceed five times the amount of 

Federal Home Loan Bank stock outstanding. This means that if 

each member institution purchaaed only the minimum 2% of stock, 

the total amount of debentures that eould be issued would 

equal 10% of the member institution'a 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 barrow up to 24% of the value of 

their mortgage portfolio from their 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 been completely retii:'ed while the stock held 



by member institutions had risen to $271 million.(53) 

One way of measuring the use made of the system 1 s 

lender of last resort function is to relate the advances 

made to members to the total savings aocumulated by the mem­

ber institutions. On the basie of this measure, the most 

intensive use made of the lender of last resort facility oc­

ourred in 193g when advanoes equalled S% of the members 1 

savings capital.(?~) In Canadian 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 - S% 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 ~% of the 

assets of the major finanoial institutions here. In the 

United States the assets of the savings and loan associations 

represented 5% of the aseets of the major financial institu• 

tions, not muoh 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. 

(5~) Report of the Committee to Study the Federal 
Home Loan Bank System, ibid., page~~ Table 1. 

(55) FHLBB, op, cit., pages 21-2~. 



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 1 s Loan Corporation was created by the 

Home Owner 1 s Lean Act, 1933. It was clearly an emergency 

depression measure.<57) The Home Owner 1 s Loan Corporation 

(HOLC) made go% loans on homes valued at $20,000 or lesa. 

The maximum loan amount was fixed at $1~,000. HOLC made 

about 1,000,000 loans in the 1933-1936 period. It is quite 

possible that the incidence offoreclosures was thereby re­

duced to about half of theforeclosures that might have oc­

curred without the aid extended by HOLC. 

The Home Owner 1 s Loan Act, 1933, in addition to 

creating HOLC, also widened the powers of the Federal Home 

Lean Bank Board. It made the Board responsible for the 

chartering and supervision of priv~tely financial federal 

savings and lean association:e thereby helping 11 to provide 

local mutual thrift and home financing institutions in which 

(56) FHLBB, ibid., page 2~. 
(57) Curtis Report, op. c1t., page 62. 



people could invest their funds, and to provide for sound 

and economical home financing 11 .(58) Under the provisions 

of the Home Owner's Lean Act, 1933, the United States Treas­

ury was also authorized to subscribe up to 50% of the ehares 

in any one federal association.(59) The intention of the 

legislation was thus to encourage the formation of a greater 

number of thrift institutions. 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 retirea.(60) 

Thus, in addition to providing a lender of last re­

sort for the mortgage lenders, the United States Government 

alec actively encouraged the establishment of additional 

aavings institutions by permitting the Federal Treasury to 

provide funda for the new institutions in the form of capital 

stock. 

NATIONAL HOUSING ACT, 1934 

The United States Government went even further to en-

courage the flow of savings into financial institutions. 

Thus, as part of the National Housing Act, 1934, the Federal 

Savings and Lean Insurance Corporation (FSLIO) was established. 

(5g) Curtis Report,~., page 62. 

(59) M. Oolean, gp. cit., page 97. 

(GO) M. Colean, ibid., page 97. 
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The function of FSLIC was to insure the safety of savings 

placed with local thrift and home financing institutions.(61) 

Each deposit ~dth a member institution was insured 

up to a maximum of $5,000. This maximum was raised to $10,000 

in 1950. Savings deposits in commercial banks were insured a 

year earlier, in 1933, when the Federal Deposit Ineurance 

Corporation (FDIC) wae established under the provisions of the 

Banking Act of 1933.(62 ) 

It is Colean 1 s judgment that, 
11 Both these institutions (FSLIC and FDIC) played 
important parts in restoring public confidence 
in commercial banks and savings ~nd lean associa­
tions and, indirectly, in overcoming the para­
lysie of the mortgage market." (63) 

In Canada, there was no equivalent enactment of sav­

ings deposit insurance legislation. There was also no use 

made of the power to charter savings institutions. Possibly, 

no need was felt for legislation of this kind in Canada. 

Financial institutions flourished in Canada without auch 

legislation. Thus, at the end of 1939, the assets of the 

major Canadian financial institutions at $6.9 billion repre­

sented llO% of the $5.6 billion 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 favourable legislation discussed above totalled 

( 61) 

{62) 

(63) 

FHLBB, .:.0-.P ....... ...;:C..:i..:.t • , page 25 • 
M. Colean, op. oit., page 62. 

M. Colean, ~., page 96. 



$111.7 billion at the end of 1939, while the United States 

G.N.P. reached $91.1 billion in that year. 

THE FEDERAL HOUSING ADMINISTRATION 

The National Housing Act of 1934 also created the 

Federal Housing Administration (FHA). The Federal Housing 

Administration is the agency tr~ough which the Federal 

Government in the United States insures mortgages on resi­

ential property. FHA does not lend money nor does it build 

houses; it provides a system of insurance for loans made by 

private lending institutions.(64) 

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 expanses. The Treas­

ury guaranteed the principal and accrued interest of the 

debentures that would be paid in case of a foreclosed mort­

gage. Settlement of claims was thus not in cash. Provi­

sion 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 associations which were authorized to buy and se11 FH~ 

insured mortgages and to barrow money for this purpose through 

the issuance of notes or bonda. 

The only association chartered under the above pro­

visions was the Federal National Mortgage Association {FNMA), 

incorporated in 193g and owned and operated by the Recon­

struction Finance Corporat1on.{66) 

As originally conceived, FHA was to be merely an ad­

junot to the existing mortgage credit system. Under its 

provisions, however, the terme of lending were liberalized. 

Loans were available at up to SO% of the value of the under-

lying real estate aecurity, as compared with the conventional 

6o% loan. Interest payments were 1ower and amortization 

periode were longer, up to 20 years.< 67) The terme of lend­

ing were the same for new homes and for existing homes.<6g) 

It was not until 1950 that the terme 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 

terme of lending on exieting homes were again made identical 

to the terme 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) Curtis Report, op. oit., page 62. 
(67) M. Colean, op. cit., page 9S. 
(6g) Committee on Banking and Currency, Subcommittee 

on Houaing, Study of Mortgage Credit - Recommendations of 
Federal Agencies (United States Senate, Washington, 1961), 
page 1g7. 



to stimulate non-farm home finance. The National Housing Act 

of 1934, however, oreated a separate independant agenoy, the 

FHA, to give a new impetus to lending.(69) 

The 1934 legislation thus made possible government 

insured loans, thereby greatly reduoing the risks aeeooiated 

with mortgage lending. It alea made possible , more liberal 

terme of lending, thereby stimulating the demand for housing. 

The way in whioh more liberal terme of lending increase de­

mand was discussed in the previous chapter. 

Grebler, Blank and Winniok express the opinion that 

this liberalization of the terme of lending did, indeed, in­

orease the demand for housing in the United States. They put 

it this way, 
11 There is sorne reason for believing that the FHA pro­
gram in the middle and the late thirties helped to 
aooelerate the expansion of residential bU1lding. 11 (70) 

The secondary mortgage market activity in FHA-insured 

mortgages provided for in the new legislation can be vie'\;ed 

as an alternative method for providing a lender of last re­

sort function. Thus FNMA provided the holders of FHA mort­

gages with auch a facility by purchasing FHA-insured mort­

gages. Very little use was made of this privilege in the 

pre-war period, It can nevertheless be argued that whereas 

the Federal Home Loan Banks provided their member institutions 

( 69) 
M. Oolean, op. oit., page 97. 

( 70) L. Grebler, D. Blank and L. Winnick, op. cit., 
page 70. 



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 if oalled upon to do so. 

To sum up then, the pre-war legislation in the United 

States provided private mortgage lenders with a lender of 

last resort. The legislation also aimed at inoreasing the 

number of mortgage lenders by an active use of the federal 

power to charter new institutions whoee savings deposits were 

insured. Mortgage ineurance was introduced to encourage the 

major financial institutions to undertake more mortgage lend­

ing. The terme of lending on FHA-insured mortgages were made 

much more liberal than the terme of lending then prevailing 

in the non-insured conventional mortgage market thereby en­

couraging increased home-building. No distinction was made 

in FHA-insured mortgages between lending on new houses and 

lending on existing houses. The lender of last resort func­

tion provided for in the pre-war legislation was of two 

types. One type was available to members of the Federal Home 

Loan Bank System in the form of advances from their regional 

Federal Home Loan Bank. The other type was available only 

for FHA-insured mortgages and involved the sale of these mort­

gages to FNMA. This latter type, the secondary market facil­

ity offered from 1938 onward by F~rnA was not widely ueed in 

the pre-war period. 



PRE-W.AR LEGISLATION IN CANADA 

THE DOMINION HOUSING ACT, 1935 

In discuesing the Dominion Housing Act of 1935, 

Firestone makes the following comment,{71) 

11 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 building homes for 
owner occupancy and for rent on credit terme 
more favourable than oould be obtained from ether 
sources." 

H. Woodard considera that the Act effected the fol­

lowing changes in the terme 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 provided for minimum stan­

dards of construction, subject to on-site inspections to 

ensure compliance. Loans could be made up to SO% of value, 

in contrast to the conventional 6o% loans to which mortgage 

lenders were limited before the 1935 Act. The 1oans were 

made jointly by the lending institution and the Federal Gov­

ernment. The lending institution supp11ed three-quarters of 

the loan (the tradit1ona1 6o% loan to value ratio) while the 

Federal Government supplied the additional one-quarter loan 

( 71) O.J. Firestone, op. cit., page 117. 

(72) H. Woodard, op. cit., page 10. 



(the extra 20% that brought the loan to value ratio up to 

In add1tion 1 provision was made for lasses to be 

shared in the same proportion as the loans were advanced. 

That 1s, the lender assumed three-quarters of the lasses on 

each loan in default, while the Government assumed the other 

one-quarter of any lasses incurred on the mortgage. The in­

terest paid by the borrowers under this scheme was 5~. The 

borrower thus paid less than the then prevailing 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 SO% loan. The interest 

subsidy arase out of the fact that the Federal Government 

made its one-quarter share of the loan to the lender at the 

law 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 1ncurring any administrative expenses. It is there­

fore difficult to calculate how much su.bsidy was involved. 

The matter is further complicated by the fact that the 

Federal Government gave generous loss guarantees on the loans 

without charge. This would tend ta increase the element of 

subsidy involved in the joint lending procedure. 

< 73) H. Woodard, .121Q.., page 10. 
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The 1935 Dominion Housing Act produced 4,900 housing 

unite involving mortgage loans of $19.6 million. Woodard 

remarks that these resulta were not phenomenal but that they 

justified the legislation in the economie climate then ex­

isting. He goes on to say that the Act will beat be remem­

bered for its long-term impact on the traditional mortgage 

pattern.<74) 

Thus bath the 1934 Act in the United States, whereby 

FHA was created and government insured mortgages introduced, 

and the 1935 Dominion Housing Act in Canada, whereby 1 joint 

lending 1 was introduced aimed at reducing the risks of mort­

gage lending and at improving the terme of lending. In the 

United States, the Federal Government confined itself to in­

suring the loans, charging the borrower a fee of one-half of 

1% on the declining balance of the mortgage loan. In Canada, 

the Federal Government in addition 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 either 

borrowers or lenders. The Canadian Government also subsid­

ized the interest rate paid by the borrower by making its 

share of funds available at a lower rate than that prevailing 

in the market. 

(74) H. Woodard, ibid., page 71. 



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 condi-
tions •.. 11 ( 75) 

252. 

The 193g National Housing Act also lessened still 

further the risk of 1 joint 1 mortgage lending. It introduced 

the principle of 1pool guarantees•.<76) Under the pool 

guarantee system, the Federal Government agreed not only to 

share in one-quarter of the loss on each of the joint loans 

made under the 1938 Act, but in addition agreed to share 

lasses up to an additional 25% of all the joiôt loans made 

by the lender. In effect, this meant that the joint loan 

was practically lOO% protected against loss. All the other 

features introduced by the 1935 Act, auch as subsidized in­

terest rates, monthly amortized mortgages, etc., remained 

almost unchanged. 

Woodard points out that as a result of the buoyant 

economie conditions and the rise in real estate priees 

during the six-year period in which the Act was in force, 

lenders, who were protected against lasses up to $4.6 million 

by the pool guarantees established under the Act, in fact 

experienced losses of lesa than $2,000. 

(75) H. Woodard, lbid., page 11. 

( 76) H. Woodard, *bid., page 12. 



Mortgage lenders in Canada were, however, not pro­

vided with a lender of last resort. An attempt was made in 

1939 to provide auch a lender but the scheme did not come 

253. 

to fruition because of the outbreak of war in 1939. The try 

to create a lender of last resort is, nevertheless, worth 

recording. 

PROPOSAL TO CREATE A CENTRAL 1-l:ORTGAGE BANK, 1939 

By 1939, Gillies states, 
11 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 

Minis ter of Finance, on May 1et, 1939, to present a Bill in 

the House of Commons to create a Central Mortgage Bank.(7g) 

The proposed Central Mortgage Bank was to provide 

permanent rediscount facilities for member companies 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 issue 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 

page 

page 

( 77) 
( 7g) 

3667. 
( 79) 

29. 

J. Gillies, op. oit., page 2g. 
House of Commons, Debates, (Ottawa, May 1et, 1939) 

This description is based on J. Gillies, op. oit. 



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 

facility for Canadian 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 liberalization of lending terms. 

The risks associated with mortgage 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 its member institutions in the 

form of advances. The other type ~ras given by the Federal 

National Mortgage Association in the form of purchases of FHA­

insured mortgages. In the United States, the Federal Gaver­

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 institutions were insured by government created cor­

porations. 

In Canada, it 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 institution similar in 

manyrespects to F~mA in the United States. No attempt was 

made in Canada either 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 predominant 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 Housing Acts. 

POST-WAR LEGISLkTION IN THE UNITED STATES 

Following the procedure in the previous section, the 

legislation 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 1 S READJUSTMENT ACT, 1944 

The Servicemen 1 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-building activity in the post-war 

(80) For a more complete discussion of the post-war 
legislation see S.B. Klaman, The Post-War Residential Mortgage 
Market (Princeton, 1961), also L. Grebler, Housing Issues in 
Economie StaQÂlJlzAtion Pollcieg (Princeton, 1959) also 
M. Colean, on. ci~., Chapters -e. 



256. 

period. The new terme of lending under the Act were available 

only to World War II veterans. Later, in the 1950 1 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 19~4 and 

its subsequent amendments, the Administrator of Veteran 1 s 

Affaira was authorized to guarantee the top half of a mortgage 

loan made by a private financial institution to an eligible 

veteran. The maximum permitted loan to value ratio of auch 

mortgage loans (VA loans) was lOO%. The veteran borrower, 

therefore, was not required to make any down payment. VA loans 

were amortized over twenty-five years and the interest rate 

was initially set at~%. In 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 its subsequent amendments are referred to in 

the li terature as VA loans. The ne't·r principles introduc ed 

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 do~m 

payment. Only veterans were eligible for these loans. 
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During 1951, the VA programme was further extended. 

The Veteran1 s Administration then undertook to make direct 

government funds available for VA loans in remote areas if 

loans from private lenders were not readily available. The 

Veteran's Administration thus provided the functions of 

lender-of-last-resort for the veteran requiring a loan in re­

mate areas. The lender-of-last-resort facility for the in­

stitutions making VA loans l·rae provided by FNr•iA which t...ras 

authorized to purchase VA guaranteed mortgages as 1-rell as FH.A­

insured mortgages. 

NATIONAL HOUSING ACT, 1954 

The National Housing Act of 1954 is selected for 

consideration here because under that Act the Federa.l National 

Mortgage Association ( FIIJ!-.!A) was re-organized along the lines 

on which it presently operates. 

As was mentioned earlier, F}TI~A, originally estab­

lished in 1938 operates the government's secondary market 

facility and in this way provides a lender-of-last-resort 

function for holders of FHA-insured mortgages and VA­

guaranteed mortgages. It extends this 1ender of last resort 

function by standing ready at a priee to purchase eligible 

FHA and VA mortgages. Sorne of the mortgages bought by FNMA 

are resold vrhen market candi ti ons are more favourable. The se 

sales provide FN:V1A \vith funds to make neT·T purchases at a 

subsequent date. 



Fl~A presently has three functions, namely, secondary 

market operations, special assistance functions and manage­

ment and liquidating functions. These functions are offici­

ally described as follows:(Sl) 

11 Secondary Market Operations 
These operations provide supplementary assist­

ance to the secondary market for FHA-insured and 
VA-guaranteed home mortgages by providing a degree 
of liquidity for mortgage investments, thereby im­
proving the distribution of investment capital 
available for home mortgage financing. This objec­
tive is accomplished through the purchase of ac­
ceptable mortgages in 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. 11 

11 Special Assistance Functions 
Upon specifie authorization by the President of 

the United States or by the Congress these functions 
provide special assistance for financing selected 
types of home mortgages that are originated under 
special housing programs. Provision is also made for 
special assistance through the purchase of home 
mortgages, generally as a rneans of retarding or stop­
ping a decline in mortgage lending and home-building 
activities which threaten the stability of a high 
level national economy. 11 

11 Management and Liquidating Functions 
These functions require FNli.A to manage and liqui­

date 1ts portfolio of mortgages acquired under con­
tracts entered into between February 10, 1938 and 
November 1, 195~ and those mortgages that were or will 
be acquired subsequently from authorized services in 
an orderly manner with a minimum of adverse effect 
upon the home mortgage market and minimum losa ta the 
federal government. 11 

( 81\ 
J For a brief historical sketch of FNMA see Hous-

ing and Home Finance Agency (HHFA), Annual Report 1959 
(Washington, 1960), page 22S. 



FNMA 1s thus not merely a lende~of-last-resort as 

a result of its secondary mortgage market operations. It is 

also the agency through which federal government funds are 

channelled into the mortgage market for special purposes. 

FNMA channels these additional government funds into the 

mortgage market by purchasing mortgages made under the spe-

cial assistance programmes at par from the mortgage origina­

tors. The private mortgage lenders would not usually be 

prepared to make these special assistance loans out of their 

own resources. The special assistance procedure thus uti­

lizes the existing network of mortgage lenders to make mort­

gage loans for special purposes on the understanding that 

F~V.A will purchase these special mortgage loans at par. 

The management and liquidating function of F~~A 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 billion under its 

management and liquidating functions. 

One way of measuring the use made of the lender of 

last resort facility available under F~mA's secondary market 

259. 
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operations is to contrast the purchases made under that pro­

gram with the total fo FHA-insured and VA-guaranteed mort­

gages made in the same period. In the 1954-1959 period F~~~A 

purchased $2.7 billion FHA-insured and VA-guaranteed loans 

under its secondary market operations function. This repre­

senta 6% of the $46.7 billion FHA-insured and VA-guaranteed 

mortgages made in the same period.< 82 ) Incidentally, in 

Canada approved lenders sold over 6% of the ~mA mortgages 

which they originated in the Canadian secondary mortgage 

market. The function of the Canadian 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 1 s secondary mortgage 

market facilities provided in the Canadian mortgage market 

will be discussed in grea.ter detail later in this Chapter. 

The 1954 legislation in the United States, whereby 

Fm~A was re-organized on its present lines, contemplated an 

organization initially financed by the Federal Government 

which would gradually be transformed into a privately fi-

nanced institution.(g3) It will be recalled here that the 

Federa.l Home Loan Banks, the lenders-of-last-resort of the 

savings and loan associations, were also established on the 

(g2 ) Based on data published by HHFA,1bid.,pps.329, 331, 336. 
(g3) ~ HHFA, ibid., page 22o. 
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same pr1nc1ples. FNMA, in contrast to the Federal Home Loan 

Banks, is still very far from being 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 F~MA•s stock was held by private owners. 

F~~A can issue debentures equal to ten times the amount of 

stock outstanding to finance its secondary mortgage market 

activities. At the end of 1959, $l.S 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 in 

public funds, two-thirds in the form of preferred stocks of 

FNl-1A and one-third in the form of FI'tf-!A debentures. 

Each 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 unpaid 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.(S4) As Fm~A stock is traded below par 

in the open market, at about 70% of par, this stock pur-

chase requirement increases the coat of using the secondary 

mortgage market facilities of FNMA. In addition to the stock 

purchase requirement, FNMA charges a one-half of 1% purchase 



and ma.rketing fee. These charges are in addi tian to the 

coste of selling mortgages to Fl~A at a discount. At the 

end of 1959 the priee 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. 
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FNMA1 s secondary mortgage market operations thus in­

volve the trading of FH~insured and VA-guaranteed mortgages 

at a discount. This discount need not involve the sellera 

of mortgages to FNMA in 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.<g5) In Canada, approved lenders 

must originate NHA mortgages at par. The sale of NHA mort­

gages in a secondary mortgage market at a discount would thus 

involve the approved lenders in a book loss. 

FNMA, apart from its secondary market purchases, also 

provides three ether 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 1purchase option' procedure Fm~A gives in­

stitutions selling mortgages to it under its regular secondary 

(g5) For a description of the discount procedure see, 
S.B. Klaman, op. cit., pages g5-9g. 



mortgage market programme the right to repurchase these mort­

gages at an additional fee of one-half of 1%. The lenders 

taking advantage of this scheme are in addition required to 

pay the one-half of 1% purchase and marketing fee. They are 

al so required to purchase 2% of FN1-!A 1 s stock. In the 1954-

1959 period $7.6 purchase options were entered into. This 

represente 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 1 standby commitment 1 procedure instituted 

in August of 1956, FW~A issues twelve-month comm1tment con­

tracts to purchase one-ta-four fam1ly hous1ng mortgages and 

two-year contracte to purchase mult1-fam1ly hous1ng mortgages. 

The priee paid for a mortgage under a 1 standby com~1tment 1 1s 

less than the priee pa1d for mortgages purchased under the 

ord1nary secondary mortgage market terme. Thus, at the end 

of 1959 the priee quoted by Fl~A under 1ts standby comm1tment 

procedure for a one-ta-four fam1ly house, 5-3/~%, FHA­

insured mortgage was $93 per $100 while the eecondary mortgage 

market priee for the eame mortgage was $97-$99 per $100. The 

intention is to encourage the lenders to lend on ne1..r construc­

tion. The mortgages thus originated oan then be sold as a 

last resort to FNMA. In the meantime, the mortgage orig1nator 

has a full twelve months time in whioh to try and place the 

mortgage with a private investor at a more favourable priee. 
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In the first three years of the operation of the atandby 

commitment procedure, from August 6, 1956 to the end of 1959, 

Fl~A purchased $75 million in mortgages. The mortgage lender 

obtaining a standby commitment from FI~A must pay a fee of 

lt% of the mortgage involved and in addition must use 1/2. to 

buy FNMA stock. If the mortgage is sold to Fl~A during the 

standby commitment period an additional lt% of FID~A stock must 

by purchaaed. 

The granting of SO~ loan-to-value ratio collateral 

loans by F~~A for a period of twelve months is the most re­

cent addition to its lender of laat resort type of activi­

ties. FNMA was given this power by the 1961 Housing Act, and 

no data are as yet available on the use made of this facility. 

The post-war legislation in the United States thus 

further reduced the risk of mortgage lending by introducing 

the VA-guaranteed mortgage. The terme of lending were further 

liberalized by providing for no dawn payment on VA-guaranteed 

mortgages. Direct government funds were made available to 

the mortgage market - for veterans through the VA direct loan 

programme and for other special groups through FNMA's special 

assistance programmes. These direct loana repreaented about 

4% of the loana made in the 1954-1959 period to finance new 

reaidential construction. The lender-of-last-resort functions 

of FNMA were alao expanded to include not only FrmA open 

market purchases, which remained the predominant form, but 



also the purchase option procedure, the standby commitment 

and the collateral loans arrangement. The total lender-of­

last-resort aid extended represented about 6% of total FRA­

VA activity. 

POST-WA~ LEGISLATION CANADA 

In discussing the post-war legislation in Canada no 

attempt will be made to cover all the Acta dealing with 

Housing.(S6) The laws discussed will be selected on the same 

basie as the United States legislation discussed above. Thus 

the guiding principle will be whether any new institution 

was created by the legislation, or whether there was any new 

way in which the risks of mortgage lending were reduced or 

whereby the facility of lender-of-last-resort was introduced 

or extended. 

ACT TO CREATE CENTRAL MORTGAGE AND HOUSING CORPORATION, 
1945 (CMHC): 

This Corporation, CMHO, was formed in 1945 to operate 

as a quasi-commercial organization with government policy 

direction. It became the Government 1 s housing agency and 

started operations on January 1, 1946. All of lts capital 

wae supplied by the Government and the Corporation took over 

(g6 ) O.J. Firestone, 
the Housing Acte up to 1949. 
29 gives a historical survey 

op. git., pages 127-131, liste 
H. Woodard, gp. cit., pages 6-

of the legislation up to 1957. 
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the Government 1 s share of joint loans made under the previous 

housing acta. Before the creation of CMHC, that 1s from 1935 

unt11 December.31, 1945, the various housing acta were ad-

ministered by the National Housing Administration, a division 

of the Department of Finance.(87) CMHC 1 s activities as a 

mortgage lender were discussed in Ohapter III, together with 

the mortgage activity of the other lenders. Attention must 

be drawn here, however, to Section 29 of the OMHO 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 

securi ty of mortgages. In affect the mme 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 confirma this. Mr. Towers 

at that time Governor of the Bank of Canada 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, 11 ! do not think these powers are very different." (88) 

l>!r. Mansur, then president of O!ŒC, said on the same occasion, 
11 I think that under Section 29 of the CMHC Bank Act, 
and Section 11 of Bill 102, our powers ( Ol.ffiC) will 
be rather wider than those contained in the Central 
Mort gage Bank Act. 11 ( 89) 

(87) H. Woodard, op, oit., pages 15-16. 
(88) House of Commons Standing Oommittee on Banking 

and Commerce,. Minutes of Proceedinga and Evidence No. g 
(Ottawa, 195~), page 259. 

(89) House of Commons Standing Comm1ttee on Ba~~ing 
and Commerce, •b1d., 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 aold part 

of i t s NHA mort gage portfolio to CM:HC und er 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 available ta the lean 

and trust companies. 

194 7 AMENDHENT TO NATIONAL HOUSING ACT, 1944: 

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 

available in smaller centres and remote communities, where 

institutional lenders were reluctant to make loans.(91) At 

the outset, direct loans were restricted to areas with popu-

lations below 5,000. In 1952 mme made direct loans in 

areas with populations below 50,000.(92 ) This restriction 

(90) Central Mortgage and Hous1ng Corporation, Annual 
Re;ort t o the Minis.t.er of Resources and Developms,lnt for the 
xear 1950 (ottawa, 1951), pages 14-15. 

(91) H. Woodard, op, cit., page 16. 
(92) Central Mortgage and Housing Corporation, Annual 

Report to the Minister of Resources and Development for t~~ 
Year 1952 {Ottawa, 1953), page 5. 
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was subsequently further relaxed to caver the l~ole country. 

19!J.S AMENDMENT TO THE NATIONAL HOUSING ACT, 1944: 

Under this amendment, CMHC was authorized to gua.ra.ntee 

assured. rental returns to owners of new rental projects. The 

ma.jority of the loans made for these projects were in the form 

of direct 01ffi0 loans, but the approved lenders a.lso partici­

pa.ted in the scheme. In evaluating this programme Wooda.rd says, 

11 This guaranteed rentals plan was responsible for the 
production of over 21,000 much needed moderate rental 
housing un1ts. 11 (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. 

lt changed the ecope of activities of financia1 institutions 

active in the mortgage market and it provided lender-of-laet-

resort facilities.<94) Under this Act the chartered banks, 

the largest fina.ncial institutions in the country were drawn 

into the mortgage market. The idea of an insured loan made 

en tir ely by the lender comparable t o the United States FHA ar­

rangement was 1ntroduced 1nstea.d of the joint loan. Provisions 

were made for a secondary mortgage market. Chartered ba~~s 

(93) H. Wooda.rd, op. cit., pages lg-19. 
(94) The 1954 Act is described by H. Woodard, 1Qld., 

pages 20-29, also by J.V. Poapst, 11 The National Housing Act 
1954 11 , Canadian Journal of Economies and Political Science 
(May, 1956), pages 234-243. See also, Wm. C. Hood, The Finan­
c1ng of Economie Activity in Canada (Royal Commission on 
Canada 1 s Economie Prospects, Ottawa, 1958), page 445. 



had been mentioned in the literature as a possible source 

of funds for mortgages 't.,ell before the new Act 1.1as intro-

duced. Gillies put it this way, 

Uif life and fire insurance companies, loan com­
panies, and trust companies are unwilling to 
extend their operations - in the face of in­
creased demand for mortgage money is there any 
ether source of funds ava.ilable for financing 
the Canadian - government housing programme un­
der the terms now in existence'? A possible, 
and perhaps obvious sour ce of funds l4'0'll.ld seem 
to be the commercial banks. 11 (95) 
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The banks were, however, not at all eager to enter the mort-

gage business. Woodard remarks on this reluctance as follows~96) 
11 
••• 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 provisions. 11 

As can be seen from the descriution of the mortgage lenders 

in Chapter III, the banks did in fact become major lenders 

under the Act. They are still not, however, permitted to make 

conventional mortgage loans, that is loans not covered by ~~IA 

insure.nce. Hood suggests that they should be given this right~97) 

"the entry of the banks into the field of mortgage 
lending is surely to be welcomed but not the l1m1t­
ing of the ir participation to NHA loans. 11 

(95) J. Gillies, OB. cit., page 30. 
(96) H. Woodard, OR, c1t., page 21. 
(97) lt Wm. O. Hood, OR. cit., page ~47. 
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The first effect of the new 1954 NHA Act was to widen 

considerably the range of institutions participating in mort­

gage 1ending. Secondly, provision was made for secondary 

mortgage market activity. When the secondary mortgage market 

activity of F~~A was discussed above it was mentioned as a 

deviee whereby FNMA gives lender-of-last-resort privileges to 

holders of FHA-VA mortgages. It was, however, suggested that 

CMHC a1so has these powers under Section 29 of the C~ffiC Act. 

The provisions for secondary mortgage market activity con­

tained in the 1954 Act were consequent1y not aimed at pro­

vid1ng lender-of-1ast-resort faci1ities for ~ffiA mortgage 

ho1ders. They 1..rere aimed primarily at widening sti11 fur­

ther the band of participants in the mortgage market. 

Woodard pute it this way,(9g) 

11 To permit more widespread holdings of mortgages 
under the new Aot, provision was also made to allo,., 
auch mortgages to be held by any person or company, 
provided that the insured mortgages were continu­
ously administered and serviced by an approved lender 
under the Act. This opened the National Housing 
mortgage door to pension funds and to holders of other 
trusteed funds, as "~>Tell as to indi viduals • 11 

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-approved lenders were permitted to own FHA mort­

gages. As a matter of fact acti vit y in the seconda.ry mortgEtge 

market has not been inconsiderable. Over o~ of the NHA 

(9S) 
H. Woodard, oP. oit., pages 20-21. 



mortgages originated by the approved lenders were resold ta 

other investors as a result of these provisions. Two-thirds 
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of these sales were made ta pension funds. This means that 

pension funds were thereby encouraged to provide indirectly over 

4% of the funds made available ta NHA lending.(99) 

The third effect of the 1954 Act was ta change com­

pletely the way in which the risks of mortgage lending were 

reduced. Under the joint loans system the Federal Government 

provided one-quarter of the funds and assumed only part of 

the risk of mortgage lending. Under the ne1-r insured loans 

system, the lenders would provide all the funds and the loan 

would be insured for 9g% of the outstanding balance. 

The borrowers of the NHA funds would have to pay 2% 

of the amount borrowed for this insurance. Claims in case of 

lasses would be settled in cash. The system was thus very 

similar to the FHA insurance system in force in the United 

States since 1934. The 1954 Act applied only to new construc­

tion. No ~~A loans were made available on existing dwellings, 

in crontrast to the FRA provisions in the United States l,;here 

auch loans were permi tted. Al though the 1954 Act 'l'Tas 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 

(99) Based on data published by Central Mortgage and 
Housing Corporation, Canadian Housing Statistics (Ottawa, 
various issues). 
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w1den1ng of the band of lendere operating in the mortgage 

market. The direct lending powere of CMHC were, however, ueed 

much more from 1957 onwards. 

Poet-war legislation in Canada thue gave mortgage 

lendere a lender-of-last-resort when CMHC was created at the 

end of 19~5. 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 19~7. It 

experimented briefly with rental insurance. It reduced the 

risks of mortgage lending still further by introducing in­

sured NHA loans in 195~. The terme 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 institutions, 

auch as pension funds etc., were also given access to the NHA 

market via the secondary mortgage market. Finally, as the 

need arase 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 sa far shows that 

the mortgage market is an active market. The mortgage cam­

panent of the capital market bas grown faster than its compe­

titors in that market. Thus, during the 1953-1959 period, 

the mortgage component of the capite~ market bas grown from 

lS% ta 24%.(l) Forty per cent of the net flow of funds 

through that market wi thin this period was absorbed by mort­

gages.<2) The major financial institutions have, on the 

whole, favoured mortgages as an investment outlet for their 

funds. This is shown by the fact that all the major finan­

cial institutions increased the mortgage component in their 

portfolio.(3) Also, the lending institutions active in the 

mortgage market have grown more rs.pidly than total economie 

activity, as measured by the Gross National Product in the 

1953-1959 period. This ia shawn by the fact that the incarne 

velocity of financial institutions' assets declined from 

1.63% during 1953 to 1.57% during 1959.< 4> And yet, despite 

(1) See Appendix Table ~3. 
(2) Bee Chapter III, Table 15. 
(3) Bee Appendix Table ~13. 
(4) Bee Chapter IV, Table 25. 



this satisfactory gro~~h in the assetsof financial institu­

tions active in the mortgage market, and despite the fact 
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that these institutions increased the proportion of their 

assets devoted to mortgages, government interve~tion increased 

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 proportion of ne1.., dwelling unit 

starts financed with direct government money via C1.ffiC. This 

proportion increased from 5% during 1953 to 25% during 1959,(5) 

with special emphasis on the o~-'1ner-occupancy part of the 

market. This increased government intervention in the new re­

sidential component of the mortgage market in recent years 

suggests that the private financial institutions active in the 

mortgage market, although their mortgage lending record is 

good, were unable to satisfy the full demand for neH residen­

tial mortgages. The question therefore arises as to what can 

be done to increase even further the mortgage flow forth­

coming from private financial institutions, particularly the 

new residential component of this flow. Before considering 

this question further, it may be worthwhile to examine whether 

there is anything we can learn from the United States' experi­

ence in the same period. 

{ 5) 
See Chapter VI, Table 30. 
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THE CANADIAN AND UNITED STATES MORTGAGE MARKETS COMPARED 

The increase in mortgage debt outstanding in the 

United States was just as rapid 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 Association's purchases under special assistance pro­

gramme.(7) The ecope of this intervention was, however, 

much smaller than the intervention here. Thus only 4% of 

starts 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 slight1y better performance in the United 

States are not far to seek. It is due partly to the fact 

that the assets of financia1 institutions grew faster in the 

United States in relation to the 1ong-term debt outstanding 

in the 1953-1959 period, than was the case in Canada. (9) 

<6> Bee Appendix Tables A-l and A-2. 

(7) For a description of these programmes see 
Chapter VII. 

<8 > Direct VA loans numbered 63,000 in the years 1957-
1959 while mortgages purchased by F~~A under its special 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 ~ Housing and 
Home Finance Agency in, Housing Statistics - Historical SuR­
nlement. October 1959, page 223 and in, Annual ReRort. 1~, 
Table A-55, page 336, and Table A-1, page 287. 

(9) Bee Appendix Table A-9. 



Furthermore, it was the savings and loan associations, the 

mortgage specialists, devoting g3% of their assets to mort­

gages, that showed the fastest 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 is the fact that they are per­

mitted to pay higher dividende (interest rates) on their 

shares (deposits) than commercial ba~~s pay on their time 

deposits. Thus, savings and loan associations payed 4t% divi­

dend on their shares, while commercial banks were permitted 

to pay only 3% on their time deposits.(ll) The general pub-

lie was willing to take advantage of this higher rate avail­

able at savings and loan associations because deposits up to 

$10,000 are insured by the federal government through the 

Federal Savings and Loan Insurance Corporation.(FLIC). (l2) 

Time deposits in commercial banks and mutual savings banks 

are also government insured. The fact that the savings and 

loan associations financed a growing industry, house-building, 

enabled them to find a profitable outlet for these funds. 

(10) See Appendix Table ~g. 

(ll) This refers to the 1959 period. Savings and 
loan associations during 1962 advertised rates as high as 
4.g%. Bee rates as advertised in the ourrent issues of 
Wall §treet Journal. 

(12) 
This is described in Chapter VII. 
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There is 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 

commercial banks, and eventually place these mortgages with 

permanent investors.(l3) The fact that the Federal National 

Mortgage Association (Fl~A} stands ready to purchase and sell 

FHA and VA mortgages, at a priee, at all times, under their 

secondary mortgage market function, is a great help to these 

mortgage bankers.(l4} 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 in Canada, and thus also no need for 

mortgage warehousing facilities to be extended by the char­

tered banks, or Central Mortgage a~d Housing Corporation.(l5) 

(13) See S.B. Klaman, The Post-War Rise of Mortgage 
Companies (Princeton University Press, 1954), and J. Guttentag, 
11Mortgage Warehousing;' Journal of Finance (December, 1957). 

(14) For a descriptio of FNMA's secondary market 
operations,see Chapter VII. Data published by the Housing 
and Home Finance Agency, Annual Report 195S_(Wash1ngton), 
page 235, show that durlng 1959, g5% of the mortgages pur­
chased by FNMA under their secondary market activities were 
sold by mortgage companies. 

(15) Secondary mortgage market act1v1t1es relating 
to NHA mortgages would show up in Table 36, Chapter VI. 



To sum up then, the outstanding differences in the 

United States and Canadian mortgage market are, first the 

fact that the mortgage specialiste in the United States 

capital market grew very rapidly and secondly, that the 

secondary mortgage market is better developed there. 
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The rapid growth of the mortgage specialiste 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 barucs. 

The better developed secondary mortgage market provides a 

deviee whereby the mortgage origination function and to sorne 

extent the servicing function also, are carried out by 

specialist firms who later place these funds with permanent 

investors. 

POSSIBLE FUTURE DEVELOPMENTS IN THE CANADIAN MORTGAGE NARKET 

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 existance of powerful specialist mortgage lenders (sav­

ings and loan associations) fostered by favourable legis­

lation,.< 16) and secondly, the post-war ri se of a network of 

(16) For a description of this legislation see 
Chapter VII. 



mortgage brokers origin•ting mortgages, financed largely 

by short-term loans from commercial banks and further aided 

by the secondary mortgage market operations of the Federal 

National Mortgage Association, a government institution. 

These institutions, namely savings and loan associations, 

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 is felt that because these institutions operate in the 

United States, the same type of institutions should neces­

sarily develop here also. The financial institutions in 

Canada proved themselves strong enough to survive the de­

pression years without government assistance. There was in 

Canada therefore, no loss of confidence in the financial 

institutions, and no need for government insurance on their 

deposits, to overcome this loss of confidence. 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 sorne 

cases, aleo servicing the loan, as oppoeed to providing the 

necessary permanent 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. 

279. 

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 discussion of the availe.ble levers of policy in Chapter 

VII. In trying to projeet possible developments from that 

list, only those items relating to the supply of funds will 

be discussed. One of the most signifieant commissions re­

sulting from such a procedure, is the fact that all the 

topics falling under the tit1e of 'the ecope of the universe 

covered by legislation' will be left out of the discussion. 

This means that the question as to wbether government in-

sured mortgages should or should not be made available on 

existing dwellings, rather than, as is new the case, on new 

residential construction only, will be left out completely. 

In ether words, it is felt on the basie of the analysis of 

mortgage policy in Chapter VII, that the problem of how to 

stimulate a greater flow of mortgage funds from the private 

lenders, will be more urgent than the problem of stimulating 

a greater demand for mortgage funds. 

The policy levers operating on the supply aide as 
shown in Chapt er VI exert their influence 1n 1:I:E mortgage market 

through their effect on the yield, security and liquidity of 

the mortgage instrument, and their effect on widening the 

band of non-government participants in the mortgage market. 

The possible future developmente in the Canadian mortsage 

market will therefore here be discuseed in that light. 



As was pointed out in Chapter VI, the yield that 

finanoial institutions oan 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 is fixed. The historioal data show that there have 

been wide fluctuations in these yield differentiale between 

NHA mortgages and other long-term securities.{l7) This, as 

was shown in Chapter V, has resulted in wide fluctuations in 

the supply of funds forthcoming under NHA. Theee fluctua-

tions are revealed even in the yearly data which show, for 

instance, that d1sbursements under NHA declined from $.54 

billion during 1956 to $.35 billion during 19?7.(lg) Thue, 

almost 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.{l9) 

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 times, competitive with pre-

vailing rates in other sectors of the capital market. rn 

Canada, this argument has been advanced by Professor Wm. C. 

Hooa.< 20) The contra-view has not been argued publicly in 

(17) See Ohapter VI, Table 35. 
(lS) Based on data published by Central Mortgage and 

Housing Corporation, Canadian Housing Statistics (Ottawa, 
1st Quarter, 1959), Table 31. 

(19) See Ohapter III, Table 16. 
(20) Wm. O. Hood, Elnancing of Eçonomic Activit~ in 

Canad~ (Royal Commission and Oanada 1 s Economie Prospects, 
Ottawa, 195S), page 441. 



Canada. However, in the United States two distinguished 

professera, Seymour Harris(21) and Warren 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 insured mortgages makes 

monetary policy more effective and helps keep the average 

priee of houses lower than they would otherwise by, by re­

straining house-building in boom periods. There is thus far 

from unan1mity on this subject. The proponents in the United 

States of letting the interest rate fluctue.te freely, think 

mainly in terme of stabilizing the flow of residential mort­

gage funds rather than increasing that flow in absolute 

terme. 

The flow of mortgage funds can also be influenced by 

increasing 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 direction that 

could help el ici t a great er flow of new· residential mortgage 

funds from private lenders. 

( 21) See S.E. Harris, 11 The Case for Lower and More 
Rigid Rates on Government Underwritten Mortgages 11 , 14th An­
nu 1 Co ference for Se or Execut ves n Mort a e Bankin 
(N.Y. University, 1959 • 

( 22) Warren L. Smith, "The Impact of Monetary Policy 
on Residential Construction, 194g-195gn, (Committee on Bank­
ing and Currency, Subcommittee on Housing, Study of Mortgage 
Credit- Hearings, United States Senate, Washington, 1959), 
Appendix, pages 262-263. 



The improvement of the liquidity of.the mortgage in­

struments, offers another lever whereby the flow of mort­

gage funds could be increased. 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 is to create an institution that will buy and 

sel1 NHA mortgages and raise funds by issuing debentures 

backed by 1ts portfolio of lffiA mortgages. Not al1 sectors of 

the mortgage market are however, in favour of such an irtsti-

tution. Mr. Sidney A. Shepherd, of the Bank of Montreal, 

acting in a private capacity, has voiced opposition to the 

plan, on the grounds that it 1s unnecessary and unworkable 

without special concessions from the federal government.(24) 

The proponents of a C entra1 Mort gage Bank thinlt 

not only in terme of increased liquidity, but slso fee1 

that such a bank wou1d help dampen fluctuations in the 

flow of mortgage funds by buying mortgages in periode of 

(23) o. Jones and L. Greb1er, The Secondary Mort­
a e Mark t· ts Puroose Performanc aîid Potêntial (Uni­

versity of California, 1961 , Chapter XII, pages 189-198. 

( 24) S.A. Sheppard, 11 The Ro1e of a Secondary ~·~ort­
gage MarJ\.et 11 , Business Quarterl.Y (University of \'Testern 
Ontario, Fall, 1959), pages 1~9-156. 



financial stringency and selling them during periods of fi­

nancial ease. In this connection it is upon recalling thatas 

shown in Chapter VII, CMHO already has the power to buy andsell 

mortgages. This power was, however, presumably granted to 

enable CMHO 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, is the argument that by creating a 

Central Mortgage Baruc, a wider band of financial institutions 

can be induced to participate more actively in the mortgage 

market. The way in which auch a Central Mortgage Bank will 

help to elicit a greater flow of mortgage funds from pros­

pective lenders, is to offer them, instead of the mortgage 

documents, a debenture backed by their government insured 

mortgage portfolio. It is claimed that in this way, it will 

be possible to tap more of the savings collected by pension 

funël.s 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 insofar as pension funds buy government securities, 

{25) It was shawn 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. 



they help to provide the federal government with the funds 

that are channelled into the mortgage market via CMHC. The 

savings aocumulated 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 specializing in 

issu1ng 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, 111e can see that the debentures offered by 

such institutions could not carry a rate of interest much 

b1gher than the maximum NHA rate minus .75%. This would 

mean at the end of 1959, debentures of 6%, which is a little 

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 adm1nistrators 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 is to hunt out new permanent investors 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 

whlch they hope to develop the pension funds business. 

Briefly, the idea is that the new corporation would administer 
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the mortgage portfolio for the pension funds, but the pen­

sion funds would acquire ownership of a definite block of 

mortgages.< 26 ) The rapid growth of pension funds discussed 

in Chapter III, may eventually force them to look more 

kindly on 1nvestment in mortgages. They are already invest-

1ng more heavily in mortgages in Canada than their United 

states oounterparts, despite the strenuoue 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, especia1ly the new residentia1 oomponent, 

has an almost insatiable appetite for funds, and is forever 

1ooking for new SJuroes to satisfy this appetite. During 

the period under review, 1953-1959, this was a good approxi­

mation of the actua1 situation. Faint whispers are however 

(26) 
See James W. Rouee, 11 Facilities for Mortgage 

Credit", (Committee on Banking and Currency, Suboommittee 
on Housing, Study of Mort~aie Credit - Hearinis, United 
States Senate, Washington, 1959), Appendix, pages 361-366. 

( 27) 
The proportion of assets invested in mortgagea 

at the end of 1956.was 2% for personal trust funds and 1.6% 
for non-insured pension funds. See S.B. Klaman, 11 The 
Avai1ab11ity of Residentia1 Mortgage Credit", (Committee on 
Banking and Currency, Subcommittee on Housing, StuQy of 
Mort~age Credit - Hearings, United States Senate, Washington, 
1959 , Appendix, page 206, Table 90. In Canada these funds 
have g% and 9.~ of their aesets invested.in mortgages respec­
tive1y. For a description of their mortgage aotivity see 
Chapter III. 



beginning to be heard that the situation is changing in this 

respect, that the demand for funds for new residential con-

struction may become lese insistent than they have been up to 

the present.< 2S) 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 it 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 is the large pool of savings accumu­

lated in the pension funds. 

( 2S) See for instance, Central Mortgage and Housing 
Corporation, Annual Report to th~ Minister of Public Works 
for the Yea~ 1959 (Ottawa), pages 7-10. The opaning sentence 
in the above article reads as follows, 11 For the first time in 
a decade and a half, new housing in 1960 was subject for a 
brief period to the unfa.miliar constraint of demand. 11 page 7. 
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TABLE A-1: PUBLIC AND PRIVATE DEBT OUTSTANDING 

Year 

1939 

1945 
194& 
1947 
194S 
1949 
1950 
1951 
1952 
1953 

1954-
1955 
1956 
1957 
195S 
1959 

Federal 
Go vern-

ment 
Bonds 

( 

4.44 

17.4-S 
17.31 
16.71 
16.4-S 
15.g2 
15.S9 
15.33 
15.19 
15.64 

15.4-7 
16.00 
15.23 
15.17 
16.42 
17.14 

:l Not available. 

IN CANADA, 

Provin- Municipal 
cial Go vern-

Go vern- ment 
ment Ponds Bonds 
B i 1 1 i o n s 0 f 

l.S2 1.og 

1.7S .s4 
1.S5 .S3 
2.07 .86 
2.27 .87 
2.58 .98 
2.74 1.12 
3.11 1.30 
3.42 1.51 
3.76 1.77 
4.01 2.07 
4.23 2.33 
4.71 2.61 
5.33 2.96 
5.90 3.31 
6.40 3.60 

1939-1959 

Corpe- Mort-
rate gages Total 

Bonds 
D o 1 1 a r s ) 

2.S2 1.63 11.25 

1.95 1.33 23.4S 
1.95 1.50 23. g 
1.95 1.77 23.36 
2.07 2.12 23.g0 
2.27 2.55 24.20 
2.44 3.10 25.29 
2.79 3.61 26.14 
3.07 4-.09 27.27 
3.44 4-.72 29.33 

3.S4 5·65 31.04 
4.25 'A 'A 
5.1S • * 6.21 • • 6.88 * i 
7.03 10.70 44.87 

2S9. 

Source: Federe,l Government bonds; Bank. of Canada, Statistical 
Summary, various issues. Provincial bonds; 1Funded debt 1 

plus ~~aranteed bonds, Bank of Canada, Statistical Sum­
mary - Financial Sunplement, 1959, pages 104=105. l.funici­
pal bonds; 1 Direct and Guara.nteed Bonded Debt (Net) 1 , Bank 
of Canada, Statistical Summary - Financial Supplement,1959. 
pages 112-113. Corporate bonds; Bank of Canada, Statistical 
Summary (Jan.-Mar. issues). Data previous to 1953 pushed 
back by deducting annual net new issues. Mortgages; data 
for 1939 estimated by interpo1ating 1936 and 1946 data pub­
lished in H. Woodard Canadian Mortg1ges (Collins, Don 
Mille, Ontario, 1959~, page 3. Data for 1945-1954- estimated 
by adding to the 1945 total net changes in mortgage loans 
outstanding as published by L.M. Read, S.J. Handfield-Jones 
and F. Emmerson, 11 The National Transaction Accounts for 
Canada, 19lt6-195lt in Wm. O. Hood, Financing of Economie Ac­
tivity in Canada (Royal Commission on Oanada 1 s Economie 
Prospects, 1958), pages 497-505. Data for- 1959 as published 
by Central Mortgage and Housing Corporation, Economie Re­
search Bulletin No.77 (Oct., 1960), page 1. 



Year 

1939 

1945 
1946 
19l.J.7 
1941!1 
191+9 
1950 
1951 
1952 
1953 

1954 
1955 
1956 
1957 
1951!1 
1959 

290. 

TABLE A-2: PUBLIC AND PRIVATE DEBT OUTSTAl\1DING IN 
THE UN!TED STATES, 1939-1959 

Federal State and 
Go vern- Local Corporate 

ment Government Bonds Mort gages Total 
Bonds Bonds 

( Billions 0 f D o 1 1 a r 6 ) 

l.J.l.9 20.0 39-7 36.3. 137-9 
27S.7 16.6 3l.J..6 35-5 36l.J..S 
259.2 15.9 37.0 1+1.6 353.7 
257.0 16.S l.J.l.O ltS.9 363.6 
252.1!1 11!1.7 l.J.6.7 56.2 371+.1+ 
257.1 20.9 50.0 62.7 390.7 
256.6 21+.2 52.1!1 72.1!1 406.1+ 
259·~ 27.0 5S.3 S2.3 427.1 
267. 29.6 64.3 9l.l.J. 452.7 
275.2 32.7 61!1.6 101.3 lt77.S 

27S.S ~7-9 72.1 113.8 502.6 
2SO.S 3.2 77-9 130.0 531.9 
276.7 48.o S3 .. S 144.7 553.2 
275.0 52.5 91.9 156.3 575.7 
2S3.0 57.2 97.S 171.9 609.9 
290.9 62.4 102.1 191.0 646.4 

Source: Federal Government bonds; for the years 1939-1949, 
•Gross Direct Federal Debt 1 , published in Raymond W. Gold­
smith, StuQy of Savings in the U.S.A. (Princeton University 
Press, 1955), column F-19, page 1017. Subsequent data taken 
from Federal Reserve Bo~trd, Federal Reserve Bulletins( t-Tash­
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 l~ortgage 
Insuranoe System 11 , included in United States Benate, Study 
of Mortgage Credit,(United States Senate 1951!1), page 306,de­
duct total mortgages outstanding, The 1958 and 1959 data 
weré calculated by adding the net flow of oorporate bonds 
during those years, as published by the Federal ReserveBoard, 
Feder§l Reserve ~oArd Eyl~etin (Washington, various issues). 

Mortgages; data for 1939 from Raymond W. Goldsmith, ibid. Data 
for 1945-1952 from S.B. Klaman, The Yolum~~j1prtgage Debt 1n 
the Post-War Deg~ge_ 19~~l955 (Princeton University Press,1957}, 
Data for the years 1952-1957 estimated by adding net inorease in 
mortgages outstanding as published by J.J. 0 1Leary, 11 Post-'t'1ar 
Trends in the Sources and Uses of Capital Fund.s 11 , inoluded in 
United States Senate, Study gf_~ortgage Credit (United States 
Benate, 19~1!1). Data for 195g-19~9, as published by Federal Re­
serve Boarù in Federal Reserve Board Bulletin (Washington, vari­
ous issues). 
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TABLE A-3: EACH CLASS OF PUBLIC AND PRIVATE DEBT OUTSTAND­

ING, AS % OF TOTAL, 0A}!ADA, 1939-1959 

Federal Provincial 1-tunicipal Corpo-
Govermnent Governrnent Govern.'llent rate Mort-

Yee.r Bonds Bonds Bonds Bonds gages Total 
( %) (%) ( %) ( %) ( %) ( %) 

1939 39 16 10 20 14 100 

1945 75 g 4 g 6 100 
1946 t-t- 8 4 8 

r 

100 b 

1947 72 9 4 8 7 100 
1948 69 10 4 9 9 100 
1949 65 11 4 9 11 100 
1950 63 11 4 10 12 100 
1951 59 12 5 11 14 100 
1952 56 13 6 11 15 100 
1953 53 13 6 12 16 100 

1954 50 13 7 12 18 100 
1955 * * * * • 100 
1956 * * * * * 100 
1957 * * * * * 100 
1958 :l * * * * lOO 

1959 3g 14 g 16 24 lOO 

s Not ava1lable. 

Source: Calculated from data in Appendix Table A-1. 



TABLE A-4: EACH CLASS OF Pù~LIC AND PRIVATE DEBT OUTSTAND­
ING, AS % OF TOTAL, UNITED STATES, 1939-1959 

State and 
Federal Local 

292. 

Year Government Government Corporate Mort gages Total 
Bonds Bonds Bonds 
( %> ( %> ( %> ( %> ( %> 

1939 30 15 29 26 100 

194-5 76 5 9 10 100 
194-6 73 4- 10 12 lOO 
194-7 71 5 11 13 lOO 
194-g 6g 5 12 15 lOO 
1949 66 5 13 16 lOO 
1950 63 6 13 lS lOO 
1951 61 6 14- 19 lOO 
1952 59 7 14- 20 lOO 
1953 5g 7 14- 21 lOO 

1954- 55 g 14- ~~ lOO 
1955 53 g 15 lOO 
1956 ~~ 

g 15 26 lOO 
1957 9 16 27 100 
195g 4-7 9 16 2S 100 
1959 4-5 10 16 29 lOO 

Source: Calcu1ated from data in Appendix Table A-2. 



Year 

1939 

1945 
191+6 
194-7 
194-8 
194-9 
1950 
1951 
1952 
1953 

1954-
1955 
1956 
1957' 
1958 
1959 

TABLE A-5: A§Sm'S OF FINANCIAL INSTITUTIONS 
IN CA.T\!!DA. 1939-1959 

Chartered Life Loan Trust 
Banks Companies Companies Companies Total 

( B i 1 1 i o n s o f D o 1 1 a r s ) 

3.59 

6.1+1 
6.82 
7.01 
7-65 
7.86 
8.61 
8.58 
9.22 
9.69 

10 .li-a 
11.65 
12.06 
12.42 
13.76 
13.1+6 

2.11 

2.89 
3.07 
3.28 
3.4-8 
3.73 
3.97 
4.13 
4-.42 
4.81 

5.14 
5.64 
6.o4 
6.54 
7.05 
7.51 

.26 

.28 

.30 

.31+ 

.35 

.40 

.41 

.1+2 

.43 

.47 

.54 

.60 

.64 

.69 

.77 

.84 

.23 

.28 

.31 

.32 

.34 

.39 

.42 

.45 

.47 

.47 

.62 

.71 

.74 

.77 

.95 
1.06 

6.19 

9.86 
10.50 
10 .. 95 
11.82 
12.38 
13.41 
13.58 
14.51+ 
15.44 

16.70 
18.60 
19.48 
20.42 
22.53 
22.87 

293. 

Source: Chartered banks; Bank of Canada, Statistica1 Summary­
Fin3nc1a1 eupplement (Ottawa, varioue issues). Life 
Companies; Central Mortgage and Housing Corporation, 
Mortgage Lending in Canada 1949 and Canadian Houei~ 
Statistics, Ist Quarter and annual issues. Loan com­
panies, Central Mortgage and Housing Corporation, 
ibid. Trust companies; Central Mortgage and Housing 
Corporation, ibid. 



Year 

1939 

194-5 
194-6 
194-7 
194-8 
194-9 
1950 
1951 
1952 
1953 

1954-
1955 
1956 
1957 
195S 
1959 

TABLE A-6: ASSETS OF FINANCIAL INSTITUTIONS IN 
THE UNITED STATES, 1939-1959 

Commercial Life 
Baru{s Companies 

( B 1 1 1 1 o n s 

65.2 

160.3 
150.6 
155.4-
155.6 
157-7 
168.9 
180.4-
188.6 
193.0 

202.4 
210.7 
217.5 
222.7 
238.7 
244.7 

29.2 

44.8 
48.2 
51.7 
55-6 
59. 
64.0 
68.3 
73.4 
78.5 

84.5 
90.4 
96.0 

101.3 
107.6 
113.6 

Savings 
and Loan 

Associations 
o f D o 

5.4 

8.7 
10.2 
11.7 
13.0 
14 t:::; ... 
16.9 
19.2 
22.7 
26.7 

31.6 
37.7 
4-2.9 
48.1 
55.1 
63.5 

Mutual 
Savings 
Banks 

1 1 a r s ) 

11~9 

17.0 
18.7 
19.7 
20.5 
21.5 
22.4 
23.5 
25.3 
27.2 

29.4 
31.4 
33.4 
35.2 
37.8 
38.9 

Total 

111.7 

230.8 
227.7 
238.5 
244.6 
253.3 
272.2 
291.4 
310.0 
325.4 

3lt7.9 
370.2 
389.3 
lt07.3 
4;9.2 
460.7 

294-. 

Source: Commercial banks; Raymond W. Goldsmith, Financial In-
term 1 ies n th rican Ec nom s c 1000 
Princeton University Press, 195 1 page 73. Also 

L. Grebler, D.M. Blank and L. Winnick, Capital Forma­
tion in Residentia1 Real Estat~, Trends and Prospects 
(Princeton University Press), page 481. Also Feders.l 
Reserve Board, Federal Reserve Bulletin ( i'l~tshington, 
various issues). Savings and loan associations; 
Raymond W. Goldsmith, ibid., page 74. Also, United 
States Senate, Study of Mortgage Credit (United States 
Senate, 195e), page 313. Also Federal Reserve Board, 
ibid. 1 Mutual savings banks; Raymond W. Goldsmith, 
ibid., page 73, L. Grebler, D.M. Ble.nk and L. Winnick, 
ibid., page 48;, also Federal Reserve Board, ibid. 
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TABLE A-7: ASSETS OF EACH TYPE OF FINANCIAL INSTITUTION, 
AS i OF TOTAL ASSETS OF FINANCI~ lNSTirQTIONS 
IN CM~ADAa 1939-1~59 

Chartered Life Loan Trust 
Year Banks Comfanies Companies Companies Total 

(%) %) (%) (%) (~) 

1939 5g 34 4 4 100 

1945 65 29 3 3 100 
1946 65 29 3 3 100 
1947 64 30 3 3 100 
194g 65 29 3 3 lOO 
1949 63 30 3 3 100 
1950 64 30 3 3 100 
1951 63 30 3 3 100 
1952 63 30 3 3 100 
1953 63 31 3 3 lOO 

1954 62 31 3 4 100 
1955 63 30 3 4 100 
1956 62 31 3 4 lOO 

1957 61 32 3 4 100 
195S 61 31 ~ 4 100 
1959 5S 33 5 100 

Source: Calculated from data in Appendix Table A-5. 



TABLE A-g: A§SETS OF EACH TYPE OF FINANC;tAL INSTITUTION 

AS ~ OF TOTAL ASSEïS OF FINANQIAL IN§TITY1l0~~ 
IN 1RE UNITED STATES, 1939-1959 

Savings Mutual 
Commercial Li fe and Loan Savings 

Year Banks Companies Associations Banks Total 
(%) (%) ( %) (%) (%) 

1939 5g 26 5 11 lOO 

1945 69 19 4 7 100 
1946 66 21 4 g 100 
194-7 ~~ 22 5 g 100 
194g 23 5 g lOO 
1949 62 2l+ 6 g lOO 
1950 62 24 6 g 100 
1951 62 23 7 g lOO 

1952 61 24 7 g 100 
1953 59 24 g g lOO 

1954- ?i1 24 9 g 100 
1955 57 24 10 g lOO 
1956 56 25 11 9 lOO 
1957 §~ ~~ 

12 9 100 
195g 13 9 lOO 

1959 53 25 14 g 100 

Source: Calculated from data in Appendix Table A-6. 
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TABLE A-9: LONG-T)mM D~T OUTSTANDING AS % OF ASSETS OF 
FINANCIAL INSTIT:Q'T!ONS - TN CANADA AJ:,!D THE 
UNITED STATES, 1939-1959 

Year Canada United States 
(%) ( %) 

1939 132 123 

1945 237 15S 
191+6 223 155 
1947 213 152 
1943 201 153 
191+9 196 141+ 
1950 139 1 9 
1951 193 147 
1952 1g7 146 
1953 U~9 147 

1954 1g6 î~ 1955 * 1956 :l 142 
1957 * 139 
195g * 149 
1959 192 1 0 

:i Not ava11able. 
Source: Calculated from Appendix Table A-1, A-2, A-5, A-6. 
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TABLE A-10: THE POSITION OF MORTGAGES IN THE CAPITAL 
MARKET AND IN THE PORTFOLIOS OF LENDING IN­
STITUTIONS IN CANADA AND THE UNITED STATES, 

Year 

1939 

1945 
1946 
1947 
1048 

./ 

1949 
1950 
1951 
1952 
1953 

1954 
1955 
1956 
1957 
195S 
1959 

1939-1959 

Mortgages as % 
of Total Debt 
Outstandine 

United 
Canada States 

14 26 
,. 10 0 

6 12 
7 13 
9 l!=i 

./ 

11 16 
12 lS 
14 19 
15 20 
16 21 

lS 23 

* 24 

* 26 
i. 27 
A 2S 

24 29 
----------

Mortgages e.s % 
of Financia.l 
Institutions 

As sets 
United 

Canada States 

11 17 

6 9 
6 12 
6 13 
7 16 
9 17 

10 19 
11 20 
11 22 
12 23 

14 !5 
16 27 
19 29 
20 29 
20 30 
23 32 

Mortgages He1d by 
Financial Institu­
tions as % of Mort-

gages Outstanding 
United 

Canada States 

40 52 

42 59 
4o 63 
40 65 
42 6S 
41 69 
41 71 
41 72 
41 73 
41 74 

41 75 

* 76 

* 77 

* 76 

* 76 
48 76 

a Not available. 
Source: Mortgages as per cent of total debt outstanding cal-

culated from data in Appendix Tables A-1, A-2. 1-!ort-
gages as per cent of financial institutions assets 
calculat ed from data in Appendix Tables A-5, A-6, 
A-11, A-12. Hortga.ges he1d by financia1 institutions 
as per cent of mortgages outstanding ca1cu1ated from 
data in A~x Tables, A-1, A-2, A-11, A-12. 

----



TABLE A-11: MORTGAGES HELD BY FINANCIAL INSTITUTIONS 
IN CANADA, 1939-1959 

299. 

==========-~=============================== 
Chartered Life Loan Trust 

Year Banks Companies Companies Companies Total 
( B i 1 1 i o n s o f D o 1 1 a r s ) 

--------~~---- ------------------------
1939 

1945 
1946 
1947 
194S 
1949 
1950 
1951 
1952 
1953 

1954 
1955 
1956 
1957 
1958 
1959 

* 
i. 

* 
* i. 
â 
:A 

* .. 
* 

.07 

. 29 

.49 
·59 
.79 
.97 

.39 

.33 

. 37 

.45 

.59 

.73 

.90 
1.m~ 
1.21 
1.40 

1.66 
2.02 
2.41 
2.6g 
2.8 
3.14 

.17 

.14 

.15 

.17 

.19 

.23 

.27 

.29 

.31 

. 35 

.4o 

.44 

.sa 

.52 
-57 
. 63 

.09 

.07 

.07 

.os 

.10 

.10 

.11 

.13 

.14 

.15 

.18 
• 23 
.27 
.28 
.34 
.41 

.65 

.54 

.59 

.70 

.88 
1.06 
1.28 
1.50 
1.66 
1.90 

2.31 
2.98 
3.67 
4.04 
4.56 
5.15 

â Chartered banks were not permi tted to 1end on mortgages un­
til 1954. 

Source: Central Mortgage and Housing Corporation~ ~ortgage 
Lending in Qanada, 194q, and Canadian Houaing Statis­
tics~ various issues. These data have been reprinted 
in Oanad1an Housing Statistics, 1961. 
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TABLE A -12: MORTGAGES HELD BY FINANCIAL INSTITUTIONS 
IN THE UNITED ~TATES, 1939-1922 

Year 

1939 

1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 

1954 
1955 
1956 
1957 
1958 
1959 

Source: 

Savings Mutual 
Commercial Li fe and Loan Savings 

Banks Companies Associations Ban..l{s Total 
( B i 1 1 i o n s 0 f D o 1 1 a r ) 

4.32 5.63 4.13 4.84 18.97 

4.77 6.64 5.32 4.20 20.93 
7.23 7.16 7.28 4.44 26.11 
9.44 8.63 8.97 4.86 31.9~ 

10.90 10.83 10.41 5.~0 37.9 
11.64 12.91 11.71 6.71 42.97 
13.66 16.10 13.75 3.26 51.77 
14.73 19.31 15.65 9.75 59.44 
15.87 21.25 18.48 11.23 66.83 
16.85 23.32 22.04 12.79 75.00 

18.57 25.93 26.H~ 14.85 85.58 
21.00 29.45 31.47 17.28 99.20 
22.72 32.99 35.78 19.56 111.05 
23.34 35.24 40.05 20.97 119.60 
25.52 37.06 45.60 2?,.04 131.22 
28.15 39.30 53.09 24-.99 145.53 

Commercial Ba~~s; Raymond W. Goldsmith, Study of Sav­
ings in the U.S.A. (Princeton University Press, 1955)­
also S.B. Klaman, The o1um of Mort a s in th Post­
War Decade, 1945-1955 Princeton University Press, 
1957), also Federal Reserve Board, Federal Reserve 
Board Bulletin. Life companies; United States Life In­
surance Associations, Life Insurance Fact Book (N.Y., 
annual issues), a1so S.B. Klaman, ibid., Savings and 
Loan Associations· United Sta.tes Senate, Study of 
Mortgage Credit, (United States Senate, 195§),page 
313, also S.B. Klaman, ibid., also United States Sav­
ings and Loan League, Sav n s and Loan Fact Book 
(Chicago, annual issues , also Federal Reserve Board, 
ibid •. Mutual Savings Banks, Raymond W. Goldsmith, 
ibid., page 737, also S.B. Klaman, ibid., also Fed­
eral Reserve Board, ibid., 



TABLE A-13: MORTGAGES AS % OF ASSETS OF FIN.AJ.'JCI.AL 
INSTITUTIONS IN CANADA, 1939-1959 

Chartered Li fe Loan Trust 
Year Banks Companies Compan1es Compan1es Total 

( %) (%) ( %) (%) ( %) 

1939 u~ 65 39 11 

1945 11 50 25 6 
1946 12 50 23 6 

14 
/' 

1947 50 25 t> 

1948 17 54 29 7 
1949 20 58 26 9 
1950 23 66 26 10 
1951 26 69 29 11 
1952 27 72 30 11 
1953 29 74 32 12 

1954 1 32 74 29 14 
1955 2 36 73 32 16 
1956 4 40 7g 36 19 
1957 5 41 

i~ 36 20 
1958 /' 41 36 20 t> 
1959 7 42 75 39 23 

Souroe: Ca1ou1ated 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 STATESz 1~2~-1222 

Savings Mutual 
Commercial Li fe and Loan Savings 

Year Banks Companies Associations Banks Total 
( %) (%) ( %) (%) (%) 

1939 7 19 76 41 17 

1945 3 15 61 25 9 
1946 5 15 71 24 12 
1947 6 17 77 25 13 
194g 7 20 80 2g 16 
1949 7 22 gl 31 17 
1950 g 25 g1 

~i 19 
1951 g 2g g2 20 
1952 g 29 gl 44 22 
1953 9 30 83 47 23 

1954 9 31 g3 51 25 
1955 10 33 g3 55 27 
1956 10 34 g3 59 29 
1957 10 

5R 
g3 60 29 

195g 10 g3 61 30 
1959 12 35 84 64 32 

Source: Calculated from data in .A;ppendix Tables, A-6, A-12. 
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