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" ABSTRACT ° l . . . . . -

, ) In 1971, a U.S. Census of Housing surveyed the
) . financ1gg of -homeowners and rental properties, including .

. charact istics of mortgagdes, properties, and homeowners. Data were

bbtained on places located outside Standard Metropolitan Statistical
Areas (SMSA) and in places of less than 10,000 population, and on
rural areat located outsidé SMSA‘'s. These area. classifications were

~ " cons’idered as being close approxlmatlons to the 'rural area® defined
s in the 1949 Housing Act.. Areas classified as'SMSA's were considered
° proxies for yrban areas. To determﬂne rural-urban differences, a

comparativ¥ analysis vas made of 'data“ contalned in the suxrvey on
credit terns and usage in- SMSA's, in non-SMSA's, and in places of
less than 10, 006~popu1atlon and rural areas located within the ~

239 ,‘ﬁgonosuSA counties. Analysis, showez kome buyets. in Tural arevf paid

) h :‘gher interest rateg.on conventi nal mortgeggig/ﬁad short
repayment periods, and had feger choites of ers. Yet, credit -
conditions did improve during the 1969's.in rural areas. SaVvings and
loan assoczatlons, the major Home¢:-mortgage lenders, became more
active in rural areas. They held 35 percent of the first mortgages ixd
1971 as compared with 23 percent in '1960. Expansion of actiyities by
Federay agencies in rural areas tended to narrow the gap befwedn the
percentage of loans guaranteed, and 1nsured in rural areas as compared
to’ metro arefs. (Author/NQ), /
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Analysis'of 1971 census data on existing mortgages shows home buyers in -.

2

rural areas pald higher interest rates on conve§:ipnal mortgages and had shofteq,
parts. They also had fewer choicés

of lenders. Even sp, it appears credit conditions did improve during the 1960's, .

in rural areas. Savings and loan associatiogs, the major home mortgage lenders,

repayment periods thgﬁ did their urban counterpa

became more active in rural areas. They held 35. percent of the first mortgages
in 1971 as compared w;th~23 percent1QP,1960. Also, Federal agencies, particu:
larly Farmers Home Administration, expanded actiy}ties in rural areas. This

" expansion tended to narrow the gap between the percéntage of loans guaganteed
and insured in rural areas as compared to metrd areas. s ¢ .
’
) e _\' 4
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: HIGH’I'.IGHTS . o .

The latest Census of Housing survey shows that credit terms on.one-unit
property mortgages were higher and credit usage was smaller in nonmetro than
in metro areas in 1970. Also; the more rural porgion of nonmetro areas had
higher.credit terms and less creditsﬁsage than t&éjremainder of nonmetro areas.

L3 * . e

On, conventi%nal _loans, the median interest '‘rate was 6.6 pegcentgin nonmetro
areas compared to, 6. 0 percept in metro dreas. Terms of loans were shorter for .
borrowers located outside metro_ Aareas; the median was 19.4 years in the more
rural sections, 26.3 in nonmetro ar as as a whole, and 25.3 inside metro areas.
in nonmétro regions, about half of owners of one-unit properties had a
‘mortgage at the time of the census su ey, compared with approximately two-,

thirds in metro areas. For those properties acquired from 1965-71, the percent )

mortgaged at the time of purchaae was 71 percent ‘in the rural nonmetro sectors,
74 percent in nonmetro areds, and 87 percent in metro areas. . e

Fewer mortgages were insured by a Federal agency in nonmetro than in metre
areas. In 1971, only-24 percent of the loans in the rural portion of nonmetro
regions and 27 percent of the loans in’ nonmetro areas were guaranteed or in-
sured by a "Federal agency. In comparison, 42 percent of the loané»in metro

« areas were guaranteed or insured. " f

“~ ¥
Loan terms and interest rates on loans guaranteed by FederaL agencies
were not significantly different between nonmetro ard ‘metro areas. - .

4

Few owners with'a ﬁbrtgage had incomes less than $4,000 in 19704) This
was true in nonmetro a2s well as metro areas. Sevea'ﬁerc cf the owners had
incomes less than $&, 000 in nonmetro areas, compared to 3.6 percent in metro

.areas-. . , - N
-

The purchase prjte-income ratio was conservitive in both nonmetro and ~
metro areas. The median ratio of income to purcégse price on all mortgaged
properties purchased from 1967 to 1971 was 1.6 tihes annual income in 1969.

The ratio was slightly lowez in nonmetro areas.

(2]

Loan delinquency rates were higher in nopmetro areas. The proportion
delinqueat four payments or more in nonmetro rural sectors was 1.8 percent as
compared with Qbout 1 percent inside metro areas. - < ¢ 5

s 2
It appears credit terms in rural areas have been improving when.compared
to metro areas. ' Studies in 1960 shayéd a marked lack of credit institutions .
+TIn rural areas. In 1971, this situation appeared to be changing and improving
as savings and loan associations, which specialize in long-term home mortgages,
moved ahéad of commercial banks as, the leading source of home mortgage credit
for rural boirowers. S&L's held dbout 35 percent of the first mortgages on
one-unit, homeowner properties in 1971 comparéd to 23 percent in 1960. Rural
borrowers' reliance on individuals for home mortgages’dropped sharply from 21
percent in 1960 to less than 11 percent in 1971. Also, Federal agencies,
particularly FmHA, have become more Mactive in rural areas, providing more home
\mortgage loans to low- and modé“ate—income families unablé to obtain credit
elsevhere. s ‘o
.- \
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L DIFFERENCES IN HOUSING CREDIT TERMS AND USAGE BEIWEEN -
mmo AND NONMETRO AREAS IN THE UNITED STATES, ‘

19713&_’ W s R
- . [} .\‘
. “ * Q' -4. . 3
R 2 T
o At * &
. - - “Hughés E. Spurlock (K< L -
Economic Devélopment Division ) ' '
¢ ° Economic Research Service
- . "’ » . ’ \u‘v‘ . ” ‘/
- - ¢ Wt
} .. .. INTRODUCTION' . -
. . o - - ") N 1 N . . + .
Constructing,‘remodelihg, and financing homes are basically private sector
’ activities in the Uhited Statesb Thus, pnblic policy has been directed ‘toward

helping the private sector serve as large d part of the total need as possible.
"y Governmental help has been focused on assistieg.and improving the role of pri-
vate' credit in financing home building and improvements.

The, importance of mbrtgage gcredit in financ ng the constructing, rerodel~
ing, and matketing of housing is demonstrated by the expansion of credit during
= the 1960's when construction, costs increased_markedly. American families owed .

about $303,billion in home mort:gage debt’in 1971, compared to $144 biliion.a
/ decade mﬁm @ 9. 1. . o
- { . ;
/ Adequate mortgage credit is basic to hom® ‘construction and improveunent. e
o Studies have ‘shown rural families have .not, in the past, obtained private . J
\ mortgage,aredit on as,favorable terms as have their urban counterparts 4, 6,

I, ;;). This may have generated the higher incidence of substandard housing
1in. rural areas (1, 2). Information is needed on the extent to which this credit M
_.inequality still persists'Between rural and urban areas to help administrators }
and policymakers evaluate current programs- and plan new ones. .

% There are many definitions of a rural area. Title V of the Housing Act .
~ -0f 1949 carries the most appropriate for maKing rural-urban housing ‘credit

. _Cowparisons. This Act, as amended, defines “"rural" or "rural areas" as being

opea country, or.any place, town, village, or city which it not part of or
associated-with an urban area and which has a population nut in excess of

’ . 10,000, if it is rural in character, or has a populat on in excess,of 10,000

'~ . but not in exceds of 20,000 and (a) is not located withifh a Standard Metropol-

itan Statistical Area (SMSA) 2/ and (b) has a seriousvlack of mortgage

, ' » iy . - .

4

-

} . 17 Underscored numerals #a parenthesis refer to references on page 21.

K . 2/ An SMSA, as defined gt the time of the 1970 Census, generally consisted
. of a ‘tounty or group, of contiguous counties cqntaining at least one city of
" r 50, Ooa"fﬁhabitants or more, or twin cities with a combined population of at-
{ t .50, 000. In the New England States, SMSA's consist of towns and cities,

} }Zniead of counties; - s ‘
'z

.
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credit, ag determined by thé.Sécretaié\of @griculfuye'and the Secretary
bgn Bevelopmeqt.

The section of the aéfinitiog dealing with

of.ﬁoug— .
places

. from ;0;0 0 to ZP,OOO_popthtion was addec by the Housing Act of 1974; -

3 [ . lt,'\ }6— ' ". AP . r
i JIn 19715 a U.S.)Census of Houysing [suveyed the finagkihg of homgovner and
. rental_propergggs,.inéiuding chardcteristics of mortgages, properties, and home-
owners (9). Ddta onwéhe articular hize rural place as defindd in the Housing
Act were nof prowvided. Egt data wefi obtained on places located outside SMSA's
: and in places of less th ' 10,000 population, and on rural areas located outside’
SMSA's. These. area clasdbfications.are considered as™being close approximations
to the "rural area" defined.in, 1949 Housing Act, .Alsoj areas classified as
. SMSA's .are considered Proxies for urban areas, Therefore, to detériine if there
were rural-urban differentes, a ctmparative analysis was made of data fontained
in the censug survey on credit terms ahd usage in SMSA's, in nop-SMSA's, and in
places of less than 10,000 population and rural areas located within the non-~ .

-
b
>

.

.,

*

5

PArar

SMSA counties (9).

A

’ % o .

. oV

-~

Data used applies to first mortgages on‘one—ﬁnit homeowner
properties and exclude farm housing. : ’ . .

-
e

K NG s&uuxp

.
+

[} A , .
Intnon~3;LA's,,about half of the owners of one-unit properties had

gaéé at the time the cdns :
in SMSA's. Only 47 percent of the homeowners in places of under. 10,000 popu-

L\

v

-

- lenders take dntd

[

- ’ * . L 'r‘r“ M *
Tahle 1--Mortgage status. of one-umit, homegwne; prper;ies, by location
' of properties, 1971

2 £,

© 7 latfon had a mértgage (fable 1).’ .7

-

.+ - For those propertie faéﬁnired in 1965-1971, thé percent mortgaged htﬁthe’ .

tihe of puichase O&EM €

, %ess than lO,QQQ/ZOp_lati
)- o * ’

» ¢

-
. »

L4

OPORTION OF RURAL PROPERTIES
- HAD A MORTGAGE '

¥

- .

agsmort— .
tqo—thirds

| v

us survey was made, compated to apprpximately

-
.

- -

v .
ercent for non-SMSA's, and 71 percent for places with
onﬁ_compared to 87 percent‘for SMSA's (table 2).

\

RATE OF INTEREST ON HOME MORTGAGES

HIGHER4IN RURAL AREAS

<
]

The .interest rate affects borrowers in majoi waysd In'considering a loan,

accourtt the appZicant's income and may use a "thumb rule' tha

loan payments, of which idterest i8 4 large item, should not exceed 20 to 25
M .

{2
£

~ '

o

4
& 1

.

Mortgage status

N8

T e
‘s
2

Location of propetties ,
. V:less tham 1

0,000, and ~

+
-S¥SA's

b '
Non-SMSA'S :rural in ndp-SMsA's

.

Mortgaged -

Not mortgaged

N
- L

i

e «o

-
, +56.2

.0 33.8

47.1°
© 5269

Source:

L9
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percent of household income. High interest rates increase monthly payments and
often result in the lender having to turn dov . the loan.application because of
the applicant's insufficient income.

1
|
. |
- The interest rate on conventional home mortgages is higher in rural areas .
than in urban areag. On conventional loans, the median interest rate was 6.6 .{
percent in both non-SMSA's and in places with less than 10,000 population as j
compared with 6.0 percent tin SMSA areas in 1971 (table 3). 3/ 4/ 1

Tabie 3--Median interest rate oit various types of first mortgadge loans on

N . one-unit homeowner properties, by location of properties, 1971
. -— ; * . . - A
* ) - . Location of properties
. Typi'Of first R SMSA's  Non-SMSA's :Less than 10,000 :and
mortgage loan : N trural in non-SMSA's , 4
2 o > N . |
) L ) Median interest- rate !
: FHA-insured 3 : . ’ -
loans . : 3.8 5.7 5.7
. 1 - . )
VA-guaranteed , ¢ . . 5
P . Iloans . % 5.4 ‘ 5.5 5.5, -
- Conventional : g ) ' : ‘
loans : 6.0 6.6 6.6
N . i C 4

’."\ v, : T .’ - T . . ,bl
) * Source: (9). ‘ ' ‘ |

- ™ s .®

On:government~backed loans, rates were about the same in both SMSA'S and |

non-SMSA's. However,‘a smaller proportion of rural loans were gover.rim‘ent backed.
. . L. ¥ N |
2 .. A distribution of first mortgages outstanding in 1971 by interest rate paid 4 )
shows slightly moré than.27 percept of homéowners located in non-SMSA's and about, .-~
25 perceht of those locaged in plices of less than.210,000 population‘were paying
» ., less than 6 percent interest & In comparison, about 45 percent of owners living ,

. inside 'SMSA's were paying.le6s’'than 6 percent Interest ftable 4). \

~

=

. YEARS Txé REPAY THE LOAN SHORTER-IN-“RURAL AREAS A
. . » * Ky .
The length of the mortgage 1life, together with. the igfzrest rate, largely : .
determine the amount of monthly paynents on pmortfzeg mprtgages. Years—to- .

. : 4 ' * . . 2 -

—_— / . .
3/ The median.is the middle value in a distribuytion, 1.e., the median divide$
the distribution dnto two equal parfs; one~half of the cases fall below the

‘J” medidn and one-half of the cases exceed the median. ;
4/ Included in conventional mortgages are housing loans made directly by the
. Federal Housing Administration (FHA), the Veterans' Adﬁinistgation (VA), the .
9. . Farmers Hcme Administragion (FmHA, U.S. Dept. of Agr.), or any\pther Federal, .
* State, or local government’ agency as the Lgﬁder.. ) . .
. . ‘.. R 4 3 \,>\. "

Q n :
JELUS 2

.
IToxt Provided by ERI N 4 -
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. Table 4--Distribution of first nfoi:tggage loans on one-unity homeowmer ¢ = . .
. oL, properties, by :[.n't:erest rates paid and by location ‘of properties,
' ., 197 ' S ~
. . v e o ! AR ." v
A_\ oot o v Location of properties . -t o~
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maturity are shorter on loans op propertied located outside SHMSA's. The median "o

s was 20.3 years‘fog:, home ‘buyers qutside of ‘SMSA's and 19.4 years for places of
less than }0,000 and rural compared with 25.5 years for inside-SMSA locations { .
: (table 5). About 25 percent of home mortgage'loans dn non-SMSA's and 28 per-
_cent of those in places of Leqs.ﬁhan 10,000 and rural were for less tha‘y x2
K years, compargd with 7.8 percent :i_.n% SMSA's.* N . - s © ¢
o 'i , Rural borrpwers who obtained tLe government-insured and/qr guaranteed loans )
réceived longer maturity terms than did conventicnal borrowers (table 6). There ‘
- was only a slight difference between ‘Kbe térms on 'government-backed mortgages
t by logation of preperties. / ] : )

<

N . . . - .-
. LOAN~TO-PRICE RATIO.SIMILAR IN _ ! )
— : RURAL: AND URBAN AREAS oo /
. \ . . . ’\
v . . .
% . Differences in the amount of downpayment needed to purchase a hotpe in one
area as compared to anotfier may cgyse differences in the use of home mortgage Lt

. « credit. Credit studies. in. the eatly 1960's showed that the downpayment require-
\ \ ment in xural areas was higher than in urban areas (3, 6, _1_,3"_1_2_, 13). For all
first mprtgages existing on one-unit properties in 1971, thexe was no significant

. difference in the loan-to-price ratio between rural and urban areas (tableJd)’ re
} For non-SMSA's, places of less than 10,00%'1)\0pula,tion, and jnside, SMSA's, trhe
- median ratio was about”85 percernt. T « -
. ' . HIGHER PERCENTAGE OF RURJL MORTGAGES HELD _ ST .
| % “ . BY THE MORTGAGE ORIGINATOR -~ . : . !
| ' ‘ ,

Originating, then selling mortgages, whether done by, portgage companies,
commercial banks, real estate dealers, or others enables local areas to tap
| . outside poo’le of credit. This practice helps mortgage\‘funds to flow from one
| . sector to another. The direction of'the flow mdy indicate better imvestment
; . . :

‘0\ \‘l‘ ..- K ..:. L %S . . .
' ) ."010 . ' ‘ .

A,




. 'Iayle 6-—The median years-&é'—‘-’maturity of variv/ types of loans on one-

. PR . . j . 1}
LI r‘\ ® . ! R / * : . ' }
\ N ’ . \ ! ¢ g . e _ 2 ‘i
J(. Table 5--Distré.bution. of first; mortgag loans. oy onej ‘t, homeownpr. .
“ propérties, by years-—to-matur ty of loans a by location of |
*properties, 1971 .- - W { T
. T ¢ 'n (7,13 -
- s L - ) ‘
V. e ' o e ¥’ . )
Lot N Location of properties L. . . e
Years-to-maturity — 3 T - N ——t T
>k.® of first.mortgages . v : _ v ,Less t:han 10, 000 and |
‘ ) \ . Percent ) e . J
i . . i
L . Léss ‘than 12 years .: ' 7.8 24.5 . 28.1 .
. S : ' . . 3 * L ]
. 13 to 22 years : 26.8 .. - 369" 36.5 TN
H . J |
23 years or hore, : 83.5 6.4 ¢ 32,8 / .
(f No stated temn’ © i~ 1.9 2.2 1 - 2.6 -~
‘ L 72 i ’ ' b ) - ;r- \ ’ @
oL . 5 Years .o AL r) ;
Median . ' H ) 2505 . . 20 03 , > 19 04 &; b
. : . . - . .
Source: (9). - { .
. - ¢ ] . l/é; ’ &

- ’ '.‘ . (“.)

e

4
L
r

Logition of pro‘per‘ties c o,
2 3

nit, *
’ - 'homeowner properties, by location of properties, 1971 j T
. . - T — 5{
S QQ . — v e o

L3

r % Type Of first . —; s
° - UniteX N 2 'Léss than. 10,000/
’ mortgage ‘}oan : 5: tes t SMSA's  i-Non-SMSA's ‘and rural’in 9
i : “ : :non-SHSA s
. . . -~ s
5 .7 . Median years-to-maturitx (
. v : = A : R
| FHA-insured . . A v
l loans ° P29.3 29.4 . 28.8 28.7 -
: * J 4 < € ’
[ VA~guaranteed . . ) . s o .
! Ioans . * : 290 ‘ﬁ/ - 29.5 2804 28.00
[ \ : T . -,
Conventional . - s '3 »
_loans 1. " 18.2 17.8 _ /

22.2

. Source:




Lt

. ‘Table 7-Distribq5$ of one;ﬂn:!.t, homeowner groi;erj:ies, by loanrprice *
s } , ratios ahd)by location-of propertieg, 1971 . . . .

e J. ? - . L, N . .
4 'l . . — [P R - . ‘e - 1 \ Lt . .
. K . - Location of properties o . .
, Loan-price : - : i . : . Lot
. r : ' . oy - ‘Less than.10,000 and - -- -
t L}: . . Iati’?s g SMSA ?. T\l\ ; NQRQ;SMSA‘S ;Itural i nOﬂ;st"-SA“‘B‘f . | .‘/
Pj - A . } . - 7/ L »
l . : ' . Percent
s - - " )
Lo e . . P 1 !
{; Less than 50 + . s o e, . ST '-"'.‘
v percent : *-5.3 e 5.6 - \§.9" .,
. 50 to 39 percent , i _ 5.4 't . 5.2 5.7 ' \
| . 60 to 69‘percent. ~ : 10.4. L .- . 2040 7 L, - 1044 -
. . 70-to 79,percent -, . 182 ° 16.0 ( ue7 . :
} « 80 to 83 percent : 20.% -, 19.4 . . 8.7 - . Cot
. 90 o 94 percent,  : 11.9 11.5 U (1 </
| * 95 to 99 pércent - :, . 14.9 12.7 S 1.7 -~ -

_ ‘ 100 percent | e 13.8 19.2 20.2 ’ © .
iu N ; * . - - - ? . - S, (g 3
S - . . Katio * . .
e T Lol S m . e S
‘ Median L7 Tes.0 . 86.0 - %8550 o
. ’ S ‘. e A . .

P 1 .t N B . - )
.+ Source: (@.° T e ] . : <t
x M s x ) . [ . . o

. . " - » - ~
L4

\
|
i oppottunities. There ie some evidence that urban cg:edi't institutions make more

> f thi T ti . . . R

, use o‘ ‘s p'ac ce - - ) \‘ SR L PR

, In areas outside of Sf'iSA'a and _pla;.:es of less than 10,000%population, 78
percent of the.mortgages were held by the originator. In comparison, of the

¢ mortgages held on pgoperties lpcated insidé of SHSA's, 57.5 percent were held” - -
by the originatef (table 8). - Lo 7

-

.

*

Holders of wmortgages arg' not evenly located thz:oughout E‘he Ration. Nor, do '_’.{f"
they have the same proportion of their funds invested in residential real estate.
; A-distribition-of fdrst moftgage holders indicates a marked diffqremce in the

|

E = o . - / .¢ a

R . S

| .o L WHO HOLDS THE MORTGAGES? . > .7 8
- , -8 * .

. . . . .

" ) The mortgage hoXder is the firm, organization, institt{tion, or person Wwith «

‘f aslegal right to interest and principal due on the mortgage. A holder ‘acquires ]

N i the mprtgage by originating the mortgage directly with the borroyer or by pur- .

}\ chase from someone else. While the holder may or may not have originated the - .-

/ mortgage, the holder is .the permanent source of the mortgage fg.nds.

s ge fynds.

t

!

|

. types of lenders servicing borrowers in non—SMSA'ngompared- to SMSA's “(table 9). V'
Cotmercial banks held 23.6 percent of the mortgages in no_n—'SMSA's and 14.5 par- * -,
. uent in SMSA's. Mutual savings panks téld 8.2 pertent of the loans in non-SMSA'S =/ -
< ‘compared to 16.0 percent in SMSA's. Savings and loan associations (S‘&I;s) Held
. \ ' . . . . . : s ,,- - L X
S ) ; N N L L *
- - 8012 - ' kN

hi’f\ - .L% .!h _4 - [/
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creo s e e

| . ;= " e ‘< : . : . ,
- ‘. “Table 8--Distribution of one-unit homeown%r properties by hdlder's, ’

method of acquiring mortgages and w location, of properties ”» 1971 /

.

e . 4 ' s ‘ -

\ Holder methsd, of
- acquiring rirst

LI 1 ~

Location of- properties

Leas. than 10, 000 and a
rural in non-SMSA' '

-
o o8 . e

Inside SHSA' .

Outside SMSA' :
. mortgage .

|
E
|
i
5

4

te o5 a9 s es *0 o

(<)
~5
-

R a\‘
-
L4
~3
O
.
o

"

.

. Percent .

N

! Originated by )

h ider s ‘. 78.2

ot 3

A}
~
]

Purd,hased frotn \ . .
T present servyicer 2.6 . 4.6 )3:7 . .

-~ . +
L 4

A\

Purchaaed from .
"  someone else -

L] "’ Y

Hlot, reported -

48'4 ‘ ) . '5'\6 5.5 3, ¢ .

es ¢0 s 0e e as
v

a4 1.6 : L (

.

- Source: (9). ° ' ) ) .j/

v Ve .
b b ' L . \
1 - e

\ ' TR

- 'about the same percentage of loans in both areas. sLife insurance companies .
‘were much more active ‘in SHSA's than in non-SMSA.'s, Direct lenddg by Federal .
, a‘ggKies was more pronounced in non-SMSA's’ than in SMSA’s. i

) : ' ’ .

y Thére are marked difiéreﬁbes in the loan terms on existing mortgages held
“by the prifcipal lenders betweef non-SMSA's s and SMSA's. -The median imterest |
rates. on loans held by tommercial banks and S&L's were\markedly higher in non~
SMSA's* than in SMSA's., Also, the period to repay was longer in SMSA's than in
non-SMSA's. The loan«Brice ratios differ by tyn# of ],enderl, but rot by location.
Commercial /banks lent a smaller proportion of the purchase price than did any.

t other - lendér (jle 10). ’ . . . s . /

, . &
. Becauae of the marked difl:'erences in loan terms of mortgages held by differ-
ent instit ional lenders and differences in their location, a more detailed

analysis of kach type of lender was made. 5/ - ’ *

g_@ercial -Banks or Trust Companies . - . . : .
~. ¥ !
Commercial banks are the ‘most: widespread, type of 1ending institution in the
country. About 98 percent of” the counties had banks with deposits in 1972 -~
(table 11), Those counties showing no bank deposits were mostly classified as

100 peroent rural, )

|
l
}
|
[
|
|
|
|

Commercial bank.é engage in a wicle range of lending activities, including. .
.the handling of commercial and industr:ial loans, checking acr\ounts, perscnal

.
v LS

_5_7 Descriptionswé mortgage ho'ldqrs 7{re takern or abstracted from 9.
_ -7 /)
- é

o. 8‘1

« .~

T
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loaps, savings accounts, time .depbsits, and residential loans. With many other

.galls‘for c:gaitﬂrhqme mortgage loans, may make up only a small part -of-the bank's
. business. T~ . : .

§ S — .

s+ . Nearly 26 percént of\zﬁé>homé‘morﬁgage debt against properties located in
places of less than 10,000 and rural_located outside. SMSA's was held by commex-
cial banks (sge table 9). In hon-SMSA's, banks held 23.6 perceant of the number "
of loans. In SMSA's, however, the percentage was much smaller--14.5 percent. '

’In summayy, ,rural houséholds depend mcre heavily on commercial banks for home ™\
mortgage loans than de their urban cougferparts. ﬂowever,acommercial banks in

. — - %, . » . .
n‘ - ” '., ’ a A ) - ‘
’ }}' ) Y »
M ! : X .- -
“Table J-~Distribution of one~unit; homeowner properties, by type of mort-, / -
\\_: gage holder and by location of properties, 1971 ~ . /
e ~ - \ t é /
o~ \ f'., : Lmumnﬁp@mnms
Type of”% =~ | : s tles A
: 1 L _ ' ‘Less than 10,000 and
mortgagd ho%?ér . SMSA's 5 Non-3MSA's rural in non-SMSA's .
¢ / ° —t - , - * * ‘
' ‘ ~ - Percent -
' : : ' .
Commercial bank or, X . N .
trust company c . 145 ¢ 23.6 25.8
. Mutbal savings bank | 16.0 . 8.2 . 8.0
. . - ’ : [ i .
Savings and loan . ; ' .
association .  38.3 . 36.6 s 34.9
. . , : - . .
Life insurance . '
, company : 1.7z 5.7 S 3.6
Héntgage company T 1.2 k 1.6 2.0
.;;' . ’ M : . . . ’ 1 . —~
Federal agency v, 2.6 . 7.7 L/ 9.3~
' Federal Natio-al f IE\L\ Lo
Mortgage . _ .
Association : « 5.k 2.7 . 1.9
. : R ¥
Individual or . . ,
individual's X . o
+ estate . 5.9 / ) 10.1 10.8
‘ 44 - 3.8 . 3.7

otlner . " ' ;
’

Source: Q. ;

~~ 1/ Holder is mainly FmHA.
; . Q'_

O

»
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- ' Table 10--Median interest raté, terms, and loan-price ratios for mortgages
‘on gne~unit, homeowner properties, by type of mortgage holders T
and by location of properties, 1971 ( ‘
: Location of properties
.- Halder of . SMSA's : Non-SMSA's /
first mortgage  .Median : : Loan- :Median- : .- : Loan~ °
. Y ;interest: H:::;: : price =in't‘erest: M:gi:: ! price
rate * ¢ ratio ¢ rate : ¢ Tratig

N Percen't‘ Years Median Percent .Years Median

’

. Commerciael bank or . . '
* trust .C.Ompany o 6.0 22.2 ' 79 6.7 *13.6 78
Mutyal savings bank-  ° 5.6  28.2 86  -6.0 . 25.8 86
Savings and loan " . ’ ’ .
association . 6.0 24.6 “80 6.7 20.4 82 ¢
. : ) ‘¢ P
Life insurance company . 5.5  27.1 83° 5.7 . 26.6 86 . —
Mortgage corﬁpany ° 7.0 28.4 e Y6 6.0 10.5 7 96
Federal agency P59 29.7 96 5.2 27.7 97 .
* *  Federal National , .
Mortgage Association . /6.0 30 97 , 6.0 . 30 98
\ ' 7 ' v
+Real estate or con~ N .
‘struction compgny . 6.7 23.9 95 e -
'. ‘( L) u‘}
Individual or . & v
individual's estate . 6.0 15.9 88 6.0
Other fosa7 27.2 87 6.0
’; Souxjge: (2).
o i
‘ Y
10

: o 0015
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% 1970 held a smaller percentage of home loans in rural areas than in 1960. In

{ * 1960, commercial banks held 34 percent of the first mortgage loans .in rural

i‘ﬁ areas’(3). | - e .- n

resouyce base from which to obtain large amounts of investment funds. This

ba g often weaker in rural areas compared tq more prosperous urban locations.

Per capita bank deposits ,increased as the proportion t?a; the county was urban

incReased, rising from $1,415 in all ral counties to $7,855 in all urban

counties. Per capita time deposits padnlleled demand deposits but were much \
_ smaller amounts. Per capita time deposjits varied from $748 in all rural counties

T ko $3,276 in all urban qgunties (table 12). . ) T

PN » o ‘

, § .
?E;S Commercial banks and individuals are the only,source of nongovernmental °

sz;g’lending institution in strong finandial positibﬁ.must have a ﬁrosperoué )
i

iprtgage credit close dt band in many of the more rural counties. Often the

ral banks are small and, have alternative investment opportunities other than
to invest in long-term residential mortgages which have low 1liquidity. This may
account for the markedly higher mortgage termg in rural as compared with urban
areas. - . L ] §

1
«
. .

I

-Savings and ' Loan Asgociatioils . > ~
. S&L's are the leading source of home mortgage credit din bogh'urban and rural
locations; their percent, of all mortgages held is increasing. S&L's held 23
, plercent of the first mortgages on ong}unit, howeowner properties located in rural
Lt counties in 1960 (3). In 1970, they held about 35 percent of the mortgages in
b places of less than 10,000 population and rural in non-SMSA's. S&L's are
slightly more active #h urban areas than in rural, holding about_38 percent of
- the home mortgages in SM§§'3 locations in 1970. v ) .

]
-

The lack of access to S&L's, which speéial e in long-term residential home !
.mortgages, is a drawback to those :Lral borrowéq: without this type of lender .
nearby. S&L“g are not pearly so widely disburded over the country.as are com~
mercial banks. About Half of the counties did not show deposits in S&L associ-
. ationg headquartered withig their borders in 1970 (table 13).

4 /

 Mortgages held by S&L's in SMSA's had lower interest rates and longer
amortization than did mortgages held bx such associations in non-SMSA's. This
\Jyay Qe caused by lowef‘per capita deposits in rural than in urban coungies.

"Average per capita déposits in S&L's'did not increase as much as did bank
deposits when the percent pf population classified as urban increased. Per .
capita deposits ranged from $298 in 100 percent rural counties to $1,171 in the
totally urban counties. ' _ '

Mutual Savings Banks

Mutual savings banks, located principally in the New England States, New
York, and Permsylvania, accept savings deposits only. These banks held about
16 percent of the mortgages in SMSA's. They.held 8.2 percent of the mortgages
in non-SMSA's and 8 pertent in places less than 10,000 and rural located in non-
SMSA's., These banks were offering about the same mortga%g terms in both rural

and ur?an areas. o

- v , 12 . £ .
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Life Insurance Companies . ) . . . e

) Life insurance companies held 11 percent of the mortgages in SMSA's, only
3.6 percent of th;/deﬁt_against properties located in places of less than 10,000
and rural, and 5.7 percent in non~SMSA'& as a whole. Although life insurance
companies are noét playing a major role in financing housing in rural areas, they
appear to be offering about the same loan terms in both rural'ﬂaﬂ:urban.areas.

»

Mortgage Companies
~ L %

. ) b
Mortgage companies are primarily originators of mortguges which they sell.

as well as those in which mortgage companies had inveated their own funds.
Consequently, the. percentage of mortgages held was not large in either SMSA's, °
or non-SMSA's *and places of 'less than 10,000 and rural, ranging befween 1 and

* 2 percent of ‘the total. < . : g .
: ‘ 'SP
Individuals : (:; . e

s
’

The individaal or individual's estdte mortgage category (see table 10) ex-

cludes individual's estates being administered as trust accounts by tommercial
banks. Suc? Pank—administered accounts are shown under the "other" category.

« . -

as in
percent of the mortgages were held by either an individual or an individual's

estate as compared with 5.9 percent in SMSA's. The percent of loans held by
- individuals in rural 'areas has apparently.decreaseg,markedly in recegg years.
In 1960, individuals held 21 percent of?the mortgages in rural counties (3.

- .

«Some of this type of mortgage credit exists because of. the lack of adequate
gsources of credit within the area. The seller is forced to offer nrégit or not
.sell. In other instances, the seller may want the mortgage a8 an investment.
‘The interegf rgte and years-to-maturity werd not much different getween non~
 SMSA's and SMSA's. ' The median number of years to maturity of th¢ mortgage was
.considerably less than that offered by other lenders--15 years or less. ’

i ' fs . 4
Federal Agencies , . : .

) . . N R

. The Govermment National Mortgage. Aszociation (GNMA) purchases mortgages
ingured by FHA or guaranteed or insured by VA on specified types of housing--
mainly ousing for low and moderate income families, cocperative projects, and
other special purpose housing fot wh;ch regular mortgagé+narket. financing is
inaQequate. GNMA also holds mortgages acquired from the Federal National Mort-
gdge Association (FNMA) as a result of agsuming that agency's management and

liqu%dation functions (see FNMA description below). .~

H
»

. FHA becomes the holder of (1) mortghges made in connect*én'with the sale
of properties acquired by FHA from lenders, or (2) mortgages assigned by  lenders
\ ¢ [
. f . / .
;- 15 v

o020 .

IToxt Provided by ERI . f
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The individual morégzge fund yprovider is about twice as important in rural
Efban areas. In areas of less than 10,000 population and rural, 10.8 Ve

.4

Mortgages held by such companies represent those Zec%gziy made’ and not yet sold é
B" * s

”

*
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to FHA as a resuit of irremediable borrower default, of FHA-insured mortgages.
'] \ “
The Department qﬁ Housing an& Urban Development (HUD) is the holder of
record for mortgages made under Section 202 of the Housing Act of 1959, Senior
Citizen's Housing, direct loans, and those made in cor ection with sales of

residential properties previously\owned by other Fede al agencies. o .

VA holds mortgages made under its’ direct loan program and mortgagés made
in connection with the sale of properties ,acquigred by VA from lénders because
of insoluble borrower defaults. .. . -

FRMA, also known as "Fanny Mae," is a Govermment-sponsored organization
sthich buys agd sells FHA-insured, VArgusfanteed, and (recently) conventional
mortgages to improve distribution of mortgage .funds and to encourage the con-

~

struction of housing. ° : R

. FoHA has the major_ responsibility for Federally~assisted housing prggrams

, for low and moderate income rufal families. It has a wide range of housing

programs such/as ownership loans, rural rental loans, farm labor housing loaus,

. and housing repair loans. 6/ . , RN
t . . h *
.Y FEWER MORTGAGES INSURED BY " o
. A FEDERAL AGENCY IN RURAL AREAS , '“ .
’ LI & a .
Fewer mortgages were insured,or guarantced by a JFederal agency nonmetro
compared to metro areas.. In 1971, only 24 percent ‘of the loans in thé .rural

-

portion of non—SMSA's were insured or guaranteed y a Federal agency. 1In com-
~parison, 42 percent of the loang in SMSA's were guaranteed or insured (table’lé).
* ! N s
Lenders differ markedly bétween rural and metre ‘areas in their use of
federally-insured mortgages. Commercial banks insured 12 percent of their loans
to borrowers in rural areas compared]to 37 percent inside SMSA's. S&L's in- o
sured 9 percent of gheir loans in rural areas- compared to 21 percent in SMSA
areas. Life insurance companies insured 77 percent of their loans in rural areas
* but only 63 percent in areas wi in SMSA's. e '

[
)

expldins part of the nonmetro and metro differences. For example, commercial
banks, s and individuals combined heldvmore than 70 per'cent pf the loans
on froperties outside of SMSA's, and 71.5 percent o the mortgages in places

of less than 10,000 population located outside SMSA's. The same three types

of lenders held 58.7 percent of the /mortgages on properties located inside .
SMSA's. . Of the mortgages'held by this group of lenders, 11.6 percent were in—
sured or guaranteed by VA or FHA ‘on properties ofated outside SMSA's. Fgr ‘
areas of 10,000 population and rural, the percent insured or guaranteed dropped
to 8.5 percent. But inside SMSA' s, 23.0 percent of these mortgages were in-

sured or guaranteed. ¢ ,
Q ~ .

Becaugg of the extreme variatisf between lenders} the mix of major lenders ,

1)

67 Because FmHA-held mortgages were too few to be tabulatedfseparately, such
mortgages were included under conventional)mortgages. ‘

]
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Yo . AMOUNT OF FIRST MORTGAGE SMALLER IN RURAL AREAS ) S ’
. P

Mortgages ate %méller in ruréi?areas,‘ About 47 peréent of the mortgages
on properties located outside oftSMSArs and nearly 50 percent located in places
of less than 1Q3000 population and rural were for under $10,000 (table_le.
For.properties located inside SMSA's, only about 25 percent were shaller than
§10,000. Properqiés inside SMSA's showed a median of $13,500 compared to $105400
for non-SMSA's. In areas ,of less than 10,000 and rural, the median was $10,000,
The smaller size of mortgages reflects lower valued properties in rurgl areas. N

) ]

nl * ~ ’ ~

. , . ‘ | ) $ >
Table l4--Percent of loans insured by VA and FHA on first mortgage, one-
unit homeowner properties, by types Qf mortgage holders and by © >~ -

y ‘' location of properties, 1971 - . .

. . ¥ . . .

' _ . .’ .+ Location of properties .
H - . .Less than 10,000 and

1 : - ! *
SMSA's Non—SMSA S ___rural in non-sMSA's -

Percent of total ° Percent of total “Porcent of total loans
) _ : loagﬁAigsgﬁzd by loaneAigsgﬁﬁd by -insured by VA & FHA

e
. -
. .

. *Type of * * -,
- mortigige holder.

s ss oo

I . " 4 . { > /

Commercial bank or ., * .
trust company W Y 37.4 & 16.1 11.8 ‘
.. . ’ < .
Mutual savings bank | . 64.2 ° ' 45.8 39.3
. . ~ ) . R r
Savings and loan X - . SR
associdtion . 21.4 11.8 : " 8.8 :
Life insurance : ) ’ g
) + company ) 62.8 73.3 ; 77.1, .
) ’ .0 1y
Mortgage company : )\ 67:9 + . 17.4 . 12.9 .
o . - . 4 S ) . .
' Federal agency . 67.4 i/ 12.0 &/ o 6.4 2/ ok '
Other 3/ ‘ : 45,2 < 25.2 ) ‘ 14.8 :
h - . H ) ' N k ’ / .
. TOtal : 4107 ) “ ¢ 27.4 . 24.0 *r’
» . R hd « : . \']/
Source: (9). - . . \
e Y s, r

. . ' . t
. 1/ The'difference between this number and 100 percent is the portion of direct
» - loans held mainly by FHA and VA. . . ¢
. 2/ The difference between these numbers gnd 100 percent is the portion of
lpans mainly held by FmHA. " . :

g/ Includes retirement funds; State and,local governments or private pension
gystem; nonprofit organizations; insurance companies; trust accounts administered
by a bank; and holders who do not fit in the spehifigd categories. ‘

. ' ‘ g s »
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The median income of ownérs in non—SMSA's was $10,700 compared to $12 600

in SMSA's (table 16). Median incomes in the more rural section of non-SMSA's ]
($10~300) were slightly lower than in"non-SMSA's. . .. .
' ’ "\
+ Very few ownersawith a mortgage on their propertieglhad an income below
t 84, 000 in(1970. This was true in non-SMSA's as well as. SMSA's., Seven pergent
of the owners had -incomes of less than $4,000 in nonHSMSA's compared to 3.6

i
|
E d o BORROWERS ' INCOMES LOWER IN RURAL AREAS
K

percent in SMSA's. j O : . ,
% A » ) . . ) ’ ’
R S\  PURCHASE PRICE-THCOME RATIO CONSE ATIVE ¢ . _
’ IN RURAL AND (URBAN AREAS - .

[ . P
. ‘e -
" The purchase price~income ratho is conservative in both urban and rural

areas, The ratio of the purchase price to annual household income provides g
rough guide as to the amount a family can afford to invest ip housing. A widely
used thumb rule is that the purchase price should not exceed 2.5 times annual
income. But, the median ratio of income to purchase p{ice o all U.S. mortgaged
home properties purghased from 1967 to 1971 was 1.6 times annual income (table
17). e ratio in non-SMSA's was ‘siightly lowér than in SMSA's. -

pnly 14 percent of the borrowers purchased a ﬁome valued more than 2.5 °
b times their incémes. The percentage who purchased a home valued more than 2.5
‘  times their incomes was lower in nen-SMSA's than in %MSA'S. . .

&

Tabl 15--Qistribution of the.amounts of first mortggge 1oans on one-unit,

' %\ homeowner ﬂ‘eperties, by “location oi-properties, 1971 S
% " : . .
v ) Location of properties . : '}
Amount of first ' * . : N ‘Less than 10,000 and )
mortgage loan | : SMSA)S v Non-SMSA 8 ‘rural in non-SMSA's :
4 N ( - . ! : ' : j > ) ”
N 2 Percent ' .
NS £ : » * s o ' . <
'Less than $5,000  : bo2- 14.5 ' 16,9
1$5,000 to $7,499 &, ° 8.k 15.7 16.6
$7,500 to $9,999 : Y12.8° 16.6 , 16.0
$10, 000 to $12,499 : 17.7 17.6- 17.0 3
$12,500 to $14,999 : 16.4 - 12.6 }2.3
#$15,000 to $17,499° : = 13,7 ¢ ‘9.3 8.9
$17, 500 to $19, 999 : - 8.7 4.9 v 4.4
~ $20,000 to §24,999 : 10.4 5.4 4.7 *
- $25,000 to $29,000 : 4.3 2.0 2.0
$3o.odo or more : 3.6 1.3 1.2°
' . f Dollars ’ L
Median : 13,500 10,400 *, 10,000
N Sou!’.'(:e' (2) .
' G 18 . . ?\

. > ¥
E T N 0023
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.However, a single year\of income ‘has limitations f3r peaéuring ability to
pay and capacity for qualifying for a loan. Hous ehold income may be abnprmally
SRRy higher for the year in.which the data were obtainéd. Also, incomeg may have
dncreasel from 1967 to 1970. Nor doés it take inhto ‘account other agsets that

L]

may serve as'security for the loan or savings adéquate Eor a l4drge downpayment.

LOAN DELINQUENCY RAfES LOW INARURAL AND URBAN

Ry

+ SMSA's, .3.8.percent were delinquent ode to three payments. Less than 1 percent:
.were delinguexit on four payments or more. This compares with the Jhigher figure*
of 5.1 percent of the borrowers located in non-SMSA's being delinquent one to
three payments, and with 1.7 percent being delinquent by four payments or more .
(table.18) ’ N
t.appears most loans qfde in SMSA's as well as non-SMSA 5 are being re-
y paid on Bchedule.;‘The slightly higher delinquency rate in non-SMSA's than in
SMSA's may. reflect greater variatiohs in monthly incomes in rural than in urban

areas. N . . . . ¢ . -
- ' » * .

|

|

i

’R" 4
0Of the, t%rst mortgages on one-unit, homeowner properties located inside’

The small percentage of delinquencies may reflect conservative lending °
ptacticea\ d careful screening of applicants. Also, the low delinquency rate
, ~among all}:irrowers may indicate the prosperOus condition of the egonomy at the
*time the data were obtained. -

4

Table 16—-Distribution of household incomes of bérrowets who own mortgaged
one-unit properties, by location of properties, ngI

. o v . A
< -

Location of prdpertiea

Diatribution of

?

024 -

1/ Respondents were asked to report on annual figures for.the pastilz-month

period. It is believed that in most cases, income for 1970 was feported.
=4 . i,
Q | 19 .

household incomes of; . : ~ Less than 10,000.and
borrowers in 1970 1/. SMSA's i Non-5MSA's . . 'rural in non-SMSA's 1
’ < . . L} -
7 ) . ¢ : Percent v’
. . . —_— s { -
-Less than $4,000 /. : *3.6 7.0 7.9 /,'
$4,000 to $5,999 : 5.0 Y 8.5 9.5
s $6,000 to $7,999 : 8.5 .~ . 13.0 13.5
$8,000 to $9,999 11.6 16.1 16.3 . ’
$10,000.to $12, 499 ' 20.6 20.8 19.8 L
$12,500 to $14, 999 1Q.8 12.2 12.1
$15,000 to $19,999 19.5 4.2 13.5
$20,000 to $24,999 8.5 %2 4,1 .
$25,000 or more 7.9 3.9 | { 3.3 ‘
" Dollars -
Median' 12,@00 10,700 ) 1%5300
¥ 5 < A\ ’
Sourte: ' (9). - i

v »

3
\\?~
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income ratios and by location of prcpertie’s, 1971, R

«

-

Table 17--Distrihution of one-unit, homecwner properties, b)} purchase’

-
~

price~-

- n ‘<
- 1 H
? \ . .

\\ ¢+ Purchase price~

5

»>

L]

3

I.oca'tion of properties

‘Less than 105000 and

LI M

Location of properties

) _susa's "
inco:.ne_ -rat:io o SMSA's : No.n SMSA's Fraral in non;SMS A's
«‘ s . N -
: Percent . ,
g : . ! - A - \(\ .
“\ Less than 1.0 ° g 10.6, 20.5 . 205,
‘ - 1op to 1'4 H 29'6 28'1 @ 27'4 2
;- 15t 1.9 s 29.0 25.6 . 25.0 )
' . 2.0 to .2.4 : 15.3 s 1300 %.} \‘ Bl 13'2
"2.5 to 2.9 M 7.4 . . 6.2 6.6
» 3.0 th 3.4  _ : 3.5 « 202 ¢ 2.6
3.5 tO '3(9\ < : e 1'3 1-2 a 1.5% A3 <5 v
4.0 dr more : 3.3 3.2 . 3.1
M H . - R 4 - .
o s + .+~ *  Ratio ' ’ .
. ' < . ‘
Median : L6 1.5 1.5 70
L . ¢ . a _ ﬂ:'-!'-.\
Source: (9. T / . ’ ) .
Note: Properties aéquired.by purchase, 1967 to 1971.
’ # ~ ) .
- . s . { o T n .
Table 18--Distribution «of one-unit, homeowner propérties, by current status .
of mortgage and by location of prop\ertiea, 1971 . e
2 - P f
v ~

Y
- \

Current status of :

.

‘Less tivan 10,000 and*®

‘ments or more

L} 2

first mortgage : : e
payments'a{ ’, SMSA's . : N°n"Sh_‘SA'3 . :ru_ral in non-SMSA's
. . . . s ; "
i y - Percent ., . '
Current or ahead of ¢ ' o~ . .
schedule * - 95,3 93.2 ‘ 92.8 °
. . . . )
Delinquent 1 to 3 N . . o
t, payments . , 3.8 T 5.1 . ‘ 5.4 ’
; . ;e :
Delinguent 4 pay~ " - . .
’ : 9. 1.7 1.8 i\

\ Source: 9). '
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