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Analysis of 1971 census data on existing mortgages shows home buyers in -.

rural areas paid higher interest rates on conventional mortgages and had shorter.
repayment periOds than did their urban counterparts. They also had'fewer choices
of lenders. Even sp, it appears credit conditions did improve during ,thg 1960's,
in rural areas. Savings and loan associatimas, the major home mortgage lenders,,

-.-

became more active in rural areas. They held 35.percent of the first mortgages
in 1971 as compared with. 23 percent *.1960. Also, ,Federal agencies, particu;

larly Farmers Home Administration, expanded sctilties in rural areas. This
expansion tended to narrow the gap between the perePhtage of loanssuaganteed
and insured in rural areas as competed to nerd are. "
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HIGHLIGHTS

6r

The latest Census of Housing survey shows that credit terms on.ong7unit
property mortgages were higher and credieusage was smaller in nonmetro than
in metrosareas in 1970. Also the more rural porn on of nonmetro areas had
higher.credit terms and less creditAlbage than t e 'remainder of nonmetro areas.

On.conventibnalloans, the median interestrate was 6.6 peicent,;in nonmetro
areas compared toe6.0 percept in metro areas. Terms of loans were shorter for
borrowers located outside metro areas; the median was 19.4 years in the more
rural.sections, 20.3 nonmetro areas as a whole, and p5.3 inside metro areas.

. -

in nonmetro regions, about half of thLowners.Of One-unit properties had a
mortgage at the time of the census su ey, compared with approximately two7,
thirds in metro areas. For those properties acquired froM 1965-71, the percent
mortgaged at the time of purchase was 71 percent^in the rural nonmetro sectors,
74"percentrin nonmetro area's, and 87 percent in metro areas.

o

% , *, S
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 loandin metro
.areas were guaranteed or insured. ,

ik

1

..
.

Loan terms and interest rates on loans guaranteed by Federal agencies
were not significantly different between nonmetro'arid.metro areas. - ..

Few"owners witka Abrtgage had incomes less than $kocio In 1970) This
was true in nonmetro as well as metro areaa. SevenVerc-at of the owners had
incomes less than $4000 in nonmetro areas, compared to 3.6 percent in metro
areas. , -

The purchase prIte-income ratio was conservative in both nonmetro and
metro areas. The median ratio of income to pure, se price on all mortgaged
properties purchased from 1967 to 1971 was 1.6 es annual income in 1969.

The ratio was slightly lower in nonmetro areas.

7

Loan delinquency rates were higher in n'eitmetro areas. The proportion
delinquent four payments or more in nonmetro rural sectors was 1.8 percent as
compared with *bout 1 percent inside metro areas.

to metro areas. StudieS in 1960 shciwed a perked laCk of credit ins,titutians
It appears credit terms in rural areas'have been improving when ,compared

.

credit
. .

/
t(, ' 6.

fi.

71n rural arias. In 1971, this situation appeared to be changfng and improving
., as sallings and loan associations, which specialize in long -term home.mortgages,

moved ahead of commercial babks as the leading source of home mortgage credit
for rural borroWers. S&L's held a bout 35 percent of the first mortgages on
one-unit, homeowner properties in 1971 tomparda to 23 percent in 1960. Rural
borrowers' reliance On individuals for home mortgagePdropped sharply from 21

. percent in 1960 to less than 11 percent in 1971. Also, Federal agencies,
particularly FmHA, have become more'hctIve in rural.areas,proviang more,home

mortgage loans to low- and modiFhte-income families unable to obtain credit
elsewhere.

0 )
,

.
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DIFFERENCES, IN HOUSING CREDIT TERFS Am USAGE BETWEEN

.
METRO AND NONK01,0 AREAS IN THE-UNITED STATES,

1971 'K'
1
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.
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4
-A,

by \

llughes H. Speirlock .4ec4-

fr
--,.

Ecodomis Development Division
, Economic Research Service

, e
,

0
0) " INTRODUCTION'

,, -i'

.

. . ') ,

.
t .

Constructidg,,remodelihg, and financint homes are basically private sector
activities in the Ulaited.Stetes, Thus, public policy has been directed 'toward

helping the private sector serve as, large apart of the total need as pOssIble.
', Governmental help has been focused on assisting.and improving the role of pri-

vate" credit In financing home building and improvements: 4
.

The, importance of mortgage credit in finincpg the constructing, remodel-
ing, and matketing of housing is demonstrated by thp expansion of credit,during

'. the 1960's when construction, costs increased,markedlY. American families owed,
about $301Lblllion in home mortgage debttin 1971, compared to $144 bilfion,a
decade M- (211, .) . V-

Adequate mortgage creditis basic to homt Construction and improvement.
Studies have shown rural families havenot, in the past, obtained privateI

,' mortgage xxedit on as, favorable terms as have their urban counterparts (.11, 6;
-1:1', 1,3). This may have geneiated the higher incidence of substandard housing
in. rural areas (lf 2). Information is needed on the extent to which this credit "..i

_,inequality still persists Ietween rural and.urban areas to help adminiptfutors !
and policymakers evaluate current programs,and plan new ones.

,

.
r

.

'

,

4.m .

''
There are many deflations of a rural area. Title V of the Housing Act

_of 1949 carries the, most appropriate for mailing rural-urban houiing credit .

dotparisons. This Act, as amended, defines ""rural"" or "rural areas" as being .
4o- .

open country, or. any place; town, village, or city which ix, not, part of or
associated-with an uiAn area and which has a population not in excess of .

. 10,000, if it is rural in chaiactei, or has a population in excess,of 10,000
but not in excess of 20,000 and (a) is not located witfilt a Standard Metropol-
itan Statistical Area (SMSA) 2/ and (b) has a serious lack of mortgage

. ,t),

4e

o

1/ Underscored numerals fa parenthesis refer to-references on page 21.

'

-
An SMSA, as defined ,at the time of the 1970 Census, generally consisted

of a, 'county or group,. of contiguous counties coultaining at least one city of
! 50,00d'thhabitaats or more, or twin cities with a combined population of at

le, st,50,000. the New England States, SMSA's consist of towns and cities,
stead.of counties,

. 1

0006
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cred4 as determined by the.Secretary.of #griculbnie'and the Secretary of Mous-

ing afi ban Developmelt. The section of the aefinitiop dealing with' places
, ,t. from 3.00 to 1,000,population was added by the Housing 4cr o 1974:

.
, .34, :

4. ,

1 "."/
.

)[12 1971; a U.S.-, Census of Hopsing:sukvexed the financing of,hOmpowner and

.
rentel.propelsies,.inaluding chaOcteristics of mortgages,, properties, andhome-

owners (2). Data on,ihe

carticularilite

rural place as 4efindd in the Housing

n
At were not proAded. t dene welt obtained on places located outside SMSA's

and ln places .24, less ph 10,000 population, and on rural areas located outside'

SMSA's. These. area cleatficatiqns.are consigered'as'being close .approximations

to the "rural Area" defined, in thse 1949 Housing7Acts Alsol areas classified as i---

,
SMSA'sare considered Vroltiets fo urban areas. Wherefore, to deteriine 11 there 7:;,?,'

were rural-urban differenbes, ,taCttOarative analysis was made of data &nteined

in the census durvey on credit terms and usage in SMSA's, in not - SMSA's, and in

places of less than 10,000rpopuiation and rural areas located within the'pon-

ZMSA,counties (9). Data (seed applies to first mortgages on one-Unit homeowner '

( t

properties and exclude farm housing. -

:t

6
A .4 R PROPORTION OF RURAL PROPERTIES

HAD A MORTGAGE
tr

Intno A s, ,about half oA the owners of one -unit properties had aI stort-
.

gage at the time the census survey; was made, competed to apprpximately two-thirds

4,11 SMSA's. Only 47 percent of the homeowners in places of under.10,000.popu-

letion-had'a'tartgage stable 1).' .-7-- : .

fl'' . !
,,

.'For those Pr ertie ;'ac4nired in 1965-.1971, the percent mortgaged atithe'

tithe of,pukchase 74 ercent for nOnSMScs and. 71 percent for places with

.tess than 10,000

1

compared d to 87 percent'for SMSA's (table 2.).

)1 .- I -

RATE OF INTEREST ON HOME MORTGAGES
HIGHERviIN RURAL AREAS

'

The,intersst rate affects borrpOers in'maj4 waysA rn considering a loan,

- lenders tat, iSt4 account the appUcant'd income and may use a "thumb rule" tha1t

loan payientsv of which interest is a large item, should not exceed 20 to 25
,..-

,. Q, '

4-
.

t

0 Ill's

Table 1- -Mortgage status.of one -Unit,' homeowner properties, by location

of properties, 1971 (-

Mortgage status
A- .SNSA's

41

Location of prqpetties s

8 :Less than% 10,000, and '

Mortgaged sO6.2

Not mortgaged 33.8t

Non-SMSA's :rural inn -SMSA's

49.5

50.5

S.

47.1

52%9

Source: ,(2). I

ft,

4
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percent of household income. High interest rates increase monthly payments and
often result in the lender having to turn dot . the-loan.application 'because of
the applicant's insufficient income.

The interest rate on conventional home mortgages is higher in rural areas
than in urban areas. 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
compared with 6.0 percent 'in SMSA areas in 1971 '(table 3). 3/ 4/

Table 3--Median interest rate oh various types of first mortgage loans on
one-unit homeowner properties, by location of properties, 1971

.

ilypeof first
Location of properties

: :Less than 10,000 and
mortgage loan : SMSA's Non-SMSA's

:rural in non-SMSA 's .

FHA- insured

: Median interest rate

loans : 5.8 5.7 .5.7

:

VA- guaranteed . :

4 . loans ... '

,,
-: 5.4 5.5 5.5

- Conventional :

/
loans
.

: 6.0
1.

6.6 6.6

1

' Source: (9).

Ongovernment-backed loans, rates were about the same in both SMSA's and

*non - SMSA's. However, a smaller proportion of rural loans were government backed.
. ,

. 4., . I

.
A.flistribution of first mortgages outstanding in 1971 by interestrate paid

shows slightly more than.27 perceRt of hom4owners located in non-SMSA's and 'about,

r25 peccght orthose located in plIces of less than.10,000 population were paying

less than 6 percent interestf,-. Id comparison, about 451:ercent of "owners living

inside'SMSAlb were Paying.loiss.than'S percent Interest (table 4),
.

*

. YEARS TO REPAYS LOAN'SHORTERIR0RU4AL AREAS

.

t .4

,...t,

,The length of the mortgage life, together with.the interest rate, largely

determine the amount of monthly payments on amortized mortgages, Years-to-

a

3/ The medianis the middle value in a distribution, i.e., the* median divides
the distribution into two equal parts; one-half of the cases fall below the

median and one Calf of the'cases exceed the median.
4/ Included in conventional mortgages are housing loans` made directly by tie

F94eral Housing Administration (FHA), the Veterans' AdMinistrAation (VA), the .

ad., Farmers Home Administration (FmHA, U.S. Dept. of Agr.), or nylother Federal,

State, or local government' agency as the lender..
,

4

, ......../



Table 4--:bistribution of first m'ottgage loans on one-unit", homeowner 4i

, properties, by interest rates paid and-by:location-a poperties,

1971-,
. .

,

. o 4

I
'Interest
: rate , .

Less an 6

s, percent

6 PlIrce.nt

More than 6
percent

a

t. Locatio of

Non-SMSSMS/03

ro erties
i

:Less4lhan 10,p00 and
rural in non-8MSA's

. :

:
44.7

21.0

34.3

.

- Percent

'1

27.1

9

4
,4

* .24g6 1

27.D '4.P.

00. .
=

46.0' 48.4

.
/

. ',. 1
Source: (a). , i

,

.
.

,

. - co %
. r .

maturity are. shorter on loans ssok propertied located outside SMSA's. The median

'vas 20.3 years4for,home"buyers qutside ofSMSA's and 19.4 years for places of

less than 4.0,000 and rural compared with 25.5 ,years for inside -SMSA locations.f

(table 5). About 25 percent 1f. home mprtgagelioans in non-.SMSA's,and 28 per-

cent of those in places of"less.than 10,000 and rural were for less tha' A2
- -

years, compared witil 7,13 percent in, SMSA's: , , /

1 )

. . .

1

1,-
Rural bortpwers who obtained . OLle government - insured and/or guaranteed loans

.

received longer maturity terms than did conventional borrawer4 (table 6). There
.

was only a slight difference between he terms on'government-backed mortgages

by location of properties. I '').
.

*
1.

k

LOAN -TO -PRICE RATIO- SIMILAR IN
4

St /
RURAAND URBAN AREAS :

* . .

DifOrencas in. the amount of d9whpayment needed to purchase a home in one

area as Vompared to another may cquse differences in the use of home mortgage

credit. Credit studies.in,the eafly 190's showed that the downpayment require-

\ ment in'rural areas was higher than in urban areas (5, 6, 14-12, 13). For all

first vortgages existing on one-unit properties in 1971, theke was no significant

difference in the loan-to-price ratio between rural and urban areas (tablet):

. For non -SMSA's, places of less than 10,006POpulaition, 'and Jnside SMSA's, rhe

median radio was about'85 percent. 4. '

.
F

. N , HIGHER PERCENTAGE OF RURAL MORTGAGES HELD

t...
... .

BY THE MORTGAGE ORIGINATOR \---

' 1 I
.

. ,
.

Originating, then selling mortgages, whether done by. mortgage companies,
commercial banks, real estate dealers, or others enables local areas to tap

outside pools of credit. This practide helps mortgage (funds to flow froM'one

sector to another. The direction ofthe flow may indicate better investment

% k 5 0

.. "0010
a 4

aa.
a 44
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AACiW 1, Table 5Distribution. of first mortgag ioans,04'oneAlunit, hpieoOn r.
t

. . .,

?,propitties, by *years-to-matuFlity of loans add by location. f
P ,

... propeities, 1971 . -
, 1.

(

., .. . t

f

0
Years-to-maturity
of firstomorfgages SM$A's

LocatiOp of properties

i .

'

.. .

, ;Less than 10,000 and
:. Nan - ..

.. rural.iwnonrSMSA's
;

A

I

Lesi Matt 12 years ,:

13 to 22 yedrs 26.8

23 years or kore, : 63.5

No stated team's 1.9
:

Median 25.5

I *

.Percent

2/.5

36.9'

36.4 r

2.2

Years

.20.3

p.

28.1

-36.5

32.8

2.6

A .

19.4 kt

Source: (9).

V.

'.

4

Tqle 6--The median years-tdmaturity of vaii s types of loans on one;nit;

- 'homeowner properties, by location of properties, 1971,

it

P.

N.

-

C

Type of first
mortgage loan Untten

States 1.

r
: .

FLTA-insured
loans ' 29.3..

VA- guaranteed

Roans 29.4/ ,

Conventional
.....4

.

loans 21.1

Lotion of properties

SMSA's :-Nbn-SMSA's and rural:in
* 1

:Lhss than.10,00W

Median years-to-maturity

29.4 28.8
1'

28.7

, .

29.5 28.4 28,0
.

e ,

22.2 18.2
1

17.8 -

,Sources, (2).

0
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.
Table 7-Digtribt5 of onet-dnit, homeowner properties, by loaneprice

, ratios andlb
on

y location .of propertiei, 19771.
,

..

4 /1 4
4.,

Loca ion of ro eities

SMSA's Non...M0AI

, :
Loa:I-price

t . 7 ratios a, :
C .."

:

...,... .1%ir

: Peicent.

t
: -

. .
-

..5
.

percent -5.3 .6
Les,,fes,han 50 1

. .

. SO to 9. percent ,, :
to

5.4 ( 5.2
60 to 9' 'percent. : 10.4. L , 10.41

4 , 70- to 79, percent : 182 J.6.0
# 80 to 89 percent 20.1 /19.4 .

90 to 94 percent- . 11.9 11.5
95 to 99 pdrtent - : . , 14.9 3:2.7

t,,,,100 peicent II : 13.8- 19.2.

i , .1 ,xatip
..

. iledian 85.0 §6.0
0-- ,..-%

.-

. .

;Less than,10,000 and
;rural in non-SIB -SAta,

.5-.9-. 5.7
- 1. 10.4

1.16.7
. 18:7

10.7
N lla .'-

20.2 -
f...*

- .
. ,-.

, . .
. Source:. (2).

1131.1)

, 11'
op portuni ies. There is some evidence that urban credit institutions m ake more

,- use of this practice. -,,.., tt..
.1 , 4

I. I . . 4

In area's- outside of SMSA's and places ..of less than 10,0044ulation, 78,. . . .

percent of tjle..mortiages were held by the originator. In coiperison, of the'
mortgages held on 13coperties located insq.de of SMSA's, 17.5 percent were held"

A A

origituitoi (table 8). .
,WHO HOLDS THE MORTGAGES? f >

, 'I
.1 The mortga ge border is the firm, organiiation, institution, or person with

a.legal right to intesest and principal due on the mortgage. A holder 'acquires.

I the mortgage by Originating the mortgage directly-with the' borrowr or by pur7
chase frog someone else. While the holder may or may not have originated the

themortgage, holder is ,the permanent source of the mortgage fynds.
. . .\ . 5,--

Holders of -mortgages are' not evenly located throughout the Nation. Nor, do 7
they have the same proportion of their, funds invested in residential real estate.
A-distribution of fsirst 'mortgage* holders indicates a marked diff5reace in the
types of lenders servicing borroi4ers in non-SMSAislompared- to $MSA's "(table 9).. ,"
Coftmere ial banks held 23.6 percent of the Aortgates in now:SMSA1s and 14.5 per- '
cunt in SMSAs. Mutual savings banks held 8.2 pertent of the ,loans in non- SMSA's -
cotapa4d to 16.0 percent in SMSA's. Savings and loan associations (Sn's) field

''' 1\
^ "7.

. 4 sr."

7 . ..

. 6012
4/ .

se
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T,able 8-- Distribution of one-unit, homeown r properties by holder's,
method of acquiring mortgages and location, of properties,. 1971

. . .

N. : Location-------.---. .\ Holder mephc d, of :
:

..

-1 acquiring first n 'Less. than 10,010 and -,

Inside SMSAtq, : Outside SMSA's
Mortgage .

.. s :rural in non- SMSA's

.

OritAnated, by

holder .

s
,

67.6):

Purdhased from
:

ires
.

ent serxicsr
..

22.6
e 4 .

,

. Purahased from
....- someone else .. 8.4

t

,..

tot reported - 11.4

4

.

, Percent

78.2 79.0

14.6 7.013a 7

5.6

1.6

5.5

Source : (2).

,,
, 4 - #

`about the same percentage of loans in both areas. sLife insurance companies
we
;,much

more active In MA'S than in non-SMSAJa', Direct lend by Federal
, ag cies was more pronounced in non-MVOs ihan in SMSA's. e

0 i

There are marked,difiereiSes in the loan terms on existing mortgages held
by the principal lenders betweed non- SMSA's amid SMSA's. The median interest
rates. on loads heldLby Commercial banks and S&L's were markedly higher in non-
SNSA's"than in SMSA's. Also, the period to repay was longer in SMSA's than in
non-SHSA's. The loan-lirice ratios differ tl, typOrof lender; but Lot by locatiBn.
Commercial2banki lent a smaller proportion of the purchase price.than did any.
outer lend (hle 10).

. ' ,
. N

.

,

Because o the marked difference& in loan terms of mortgages held by differ-
ent institotpnal lenders and differences iq their location, a more detailed
analysis of /aCh type of lender was made. 5/

*

.

C ercial .Banks4LI.esrus ,

-
...

,....
,

Commercial banks are tile
-

most widespread type of lending institution in the
country. About 98 percent_crtie counties had,banks with deposits in 1972
(table 11). Those counties showing no bank deposits were mostly classified as
100- peroant rural.

.

Commercial bankt engage in ailde range of lending activities, including:

L-.

the handling of commercial and industrial loans, checking aTunts, personal
.../

, .

ev.

i ----.57Teixtip...Descriptions' mortgage hOld9cs w re taketl or abstracted from (D.
. /

i 8

0 U 1.3
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.
.

. r ,.. . ,
',it

i

.
1

Joaps, gaVinga accounts, time.deposits, and residential loans. With many other

.calle ea. ,r1for creel, mortgage loanns,
ls, may make up only a small part

business. .

(.

,.
_ 'Nearly 26 per cent of the home mortgage debt against properties located in

,

.

places of less-than 10,000 and rural located outside.SMSA's was held by commer-

cial banks (spe.table 9). In hon-SMSA"8,. banks held 23.6 percent of the number

of loans. In SISA's, however, the percentage wadmuch smaller-14.5 percent. ''

In sunmary,.rural households depend more heavily on commercial banks foi home N./

mortgage loans than do their urban counterparts. However, commercial banks in

. a
4

Table --DistributiOn of,one -unit; homeowner properties,
by type of mort -.,

gage holder and by location of properties, 1971

Type of!7/
mortgage holder

Location of yroperties

!Less than 10,000 and
:rural in non-SMSA'sSMSets Non -SMSA's

ifor
.

Commercial bank or

trust company
:

14.5

Percent

25.823.6

Mutual savings bank 16.0 8.2 8.0 ,

Sayings and, loan

association 38.3 36.6 * 34.9

Life insurance
company 11.7. 5.7 3.6

Mortgage company 1.2 1.6 2.0

Federal agency 2.6 7.7
1/ 9.3.-

1/

Federal Natio-al

Mortgage
Association

2.7 1.9

Individual or
individual's

. estate 5.9 10.1 10.8

Other 4.4 3.8 . 3.7

ILSource: 0.1).

1/ Hglder is mainly FmHA.

9

0014



Table 10-- Median interest rate, terms, and loan-price ratios for mortgages

on gne -unit, homeowner properties, by type of mortgage holders
and by location of properties, 1971

:
:----------------LQrzaiQllsdILtQRertie-s-----

H der of . SMSA's : Non-SMSA's
.Median afirst rtgaee JM

. . Median
: Ioan- :Median. : Median : Loan-

a

4 .interest: : price :interest: : price.interest:
termsrate : : ratio : rate : : ratio

:
.

' Percent Years Median Percent .Years Median

Commercial bank or
:

trust 'company

Muttal savings bank-

Savings and loan
association

.

Life insurance-company

.

Mortgage company 11

Federal ageniy

Federal National
Mortgage Associatioh

. Real estate or
astruction. com ny

.0

Individual or
individual's estate

Other

:
6.0

5.6

6.0

:

:
5.5

.

.

7.0

5.9

/1.0

: /
:

6.7
: :

6.0

:

:
5.7

22.2 7 6.7 '13.6 78

28.2 86 -6.0 25.8 86

,

24.6 '80 6.7 20.4 82
/

27.1 83 5.r 26.6
.

86

28.4 6.0 1O.5 96

29.7 96 5.'2 27.7 97

30 97 6.0 30 98

y

.

23.9 95 --- --- ---
A

t

15.9 88 6.0 i 12.2 91
.

27.2 87 6.0 15.2 85

Souce: (9).
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1970 held a smaller percentage of home loans in rural areas than in 196b. In
1960, commercial banks held 34 percent of the iirst Mortgage loans In rural
areas'(3). . -

';.,:. 0.
.0 .

lending institution in strong finandIal position.must have a prosperous
resou ce base from which to obtain large amounts of investment funds. This
ba is' often weaker in rural areas compared tgsmore prospecOUa urban, locations.

Per capita bhnk deposits,Ancreased as the proportion tliat th county was urban
inc' eased, rising from $1,415 in all ral counties to $7,855 in all urban i

counties. Per capita time deposits pa lieled demand deposits but were =Ch
smaller amounts. Per Capita,time depo is varied,fkom,$748 in all rural counties
to $3,276 in all urban counties (table 2)., .

1 .

Commercial banks and individuals are the only,source of nongovernmental
tgage credit close at hand in many of the more rural-counties. Often, the/

ral banks are small and.have alternative investment opportunities other than
to invqst in long-term residential mortgages which have low liquidity. This may
account for the markedly higher mortgage terms in rural as compared with urban

,
areas.

-Savings and'Loan Associations s

S&L's are the leading source of home mortgage credit in both urban and rural,
locations; their percent, of all mortgages held is increasing. S &L's held 23

piercent,of the first mortgages on oneunit, homeowner properties located in rural
counties in 1960 (3). In 1970, they held about 35 'Percent of the mortgages in
places of less than 10,000 population and rural in non-SMSA's. S&L's are
slightly more active 1h urban areas thanin rural, holding about_38 pereent of
the home mortgages in SMSA's locations in 1970.

The lack of access to S&L's, hich special e iqlong-term residential home
,mortgages, is a drawback to those rUral borrow s without this type of lender
nearby. S&L's are not yearly so widely disburded over the country.as are coot-
mercial banks. About Half of the counties did not show deposits in S&L associ-
ations headquartered within their borders in 1970 (table 13).

Mortgages held by S&L's in SMSA's had lower interest rates and longer
amortization than did mortgages held 133; such associations in non-SMSA's. This
may ke caused by lowei1 per capita deposits in rural than in urban counties.

'Average per capita deposits in S&L'sdid 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 eercent 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 Pennsylvania, 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 percent in places less than 10,000 and rural ideated in non-
SMSA's. These banks were offering about the same mortgage terms in both rural
and urban areas. /7
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Life Insurance Companies ,

Life insurance companies held 11 percent of the mortgages in SMSA's, only

3.6 percent of the, ebt. against properties located in places of less than 10,000

and rural, and 5.7 percent in non-SMSA's as a whole. Although life insurance

companies are not playing a major role in financing housing in rural areas, they

appear to be offering about the same loan terms in both rural urban areas.

Mortgage Companies

Mortgage companies are primarily originators of mortgages which they sell.

Mortgages held by such companies represent those receWy madaand not yet sold

as well as those in which mortgage companies had inveeted their own funds.

Coniequdntly, the.percentage of mortgages held was not large in either SMSA's,

or non- SMSA's 'and places of bless than 10,000 and rural, ranging between 1 and

2 percent of -the total.

g

C.Individuals k.,
.

,

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

cludes individual's estates being administered as trust-accounts by'ommercial

banks. Such bank-administered accounts are shown.under the "other" category.
. -

.
,---

Th individual mortgage fund iprovider is about twice as important in rural

as in rban areas. In areas of less than 10,000 population and rural, 10.8 ye

percen of the mortgages mere'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 decreaslmarkediy in recell years.

In 1960, individuals held 21 percent ofsthe mortgages in rural counties (3).
.

.*

&Some of this type of mortgage credit exists because of. the lick of adequate

sources of credit within the area. The seller is forced to offer ,credit or not

..sell. In other instances, the seller may want the mortgage'aS a' investment.
The interesst r*e and years-to-laturity inr0 not much different etween non-

SMSA's and SMSA's. 'Themedian number of.years to maturity of th mortgage was

considerably less than that offered by other lenders--15 years or less.

Federal Agencies
6

The Government National Mortgage.Association (GNMA) purchasesvmortgages
insured by FHA or guaranteed or insured by VA on specified types of housing--
mainly 'lousing for low and moderate income families, cooperative projects, and
other special purpose housing for which regular mortgagdt-market,financIng is
inadequate. GNMA also holds mortgages acquired from the Federal National kort-

gdge Association (FNMA) as a result of assuming that agency's management and
liquidation functions (see FNMA description below).

HA becomes the holder of (1) mortghges made in connection with the sale

of properties acquired by FHA from lenders, or (2) mortgages assigned by'lenders
0

15
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v

to FHA as a result of irremediable borrower default, of EHA-iniured mortgages.1
., 4

J ..
.

.
.

The Department ofi Housing and Urban Development (HUD) is the holder of
record for mortgages mad under Section 202 of the Housing Act'of 1959, Senior
Citizen's Housing, direct loans, and those made in copnection with sales of
residential propertles.previouslvii agencies.owned by other Pedeiaf ies.

k'

.

.
VA holds mortgages made under its direct loan program and mortgages made

in connection with the sale of properties acquifed by VA"from lenders because
of insoluble borrower defaults. .

. %

VAMA, aAo known as "Fanny Mae," is a /Government - sponsored organization

. 'which buys AO sells FHA-insured, VA-guaianteed,' and (recently) conventional
mortgages to'improve distribution of mortgage.funds and to encourage the con-
struction of housing.

,

l

. . m ..A,

OgFmHA has the major responsibility for Federally-assisted'housing prrams
for lok and moderate income rural families. It has a wide range of housing

. programs such/as ownership loans, rural fental loans, farm labor housing loans,
and housing repair loans. 6/ . ,

. . ..
' . . . .

4
. . .

1 FEWER MORTGAGES INSURED BY
A FEDERAL AGENCY' IN RURAL AREAS sae

.ee .4
Fewer mortgages'were insuredior guaranteed by a,Federal agency

compared to metro areas. In 1971; only 24 percbnt'of the loans in the
portion of non-SMSA's were insured or guaranteed.ihy a Federal agency.
parison, 42 percent of the loans in SMSA's were guaranteed or insured

nonmetro
i4a1
In com-
(table14).

Lenders differ markedly bdtween rural and metro areas in their use,of
federally-insured mortgages. Commercial banks insured 12 percent of their loans
to borrowers in rural areas comparedito 37 percent inside $MSA's. S&L's in-

sured 9 percent of #heir loans, in rural areas compared to 21 percent.in SMSA
areas. Life insurance companies insured 77 Percent of their loans in rural areas r

abut only 63 percent ill areas wi in SMSA's.

between len4ers1 the mix of major lenders
ro differences. For, example, commercial

. ,Beca e of the extreme variati
explains p. t of the nonmetro and me
banks, %fid. , and individuals combined held ',more than 70 percent pf the loans

on froperties outside of S$SA's'; and 71.5 percent otothe mortgages in places
of less than 10,000.populailon 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 prgperties(lokated 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. r

6/ Benadse FmHA -held mortgages were too few to be tabulated separately, such

mortgages were included under conventional / mortgages.

f't

16 '
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AMOUNT OF' FIRST MORTGAGE SMALLER IN RURAL -AREAS

Mortgages ate smaller in rurg.?areast, About 47 perdent of the mortgages

on properties located outside otAMSAra and nearly 50 percent located in places

of less than 102000 population and rural were for under $10,000 (table 15j'.

For.properties ideated inside SMSA's, only about 25percent were staller than

$10,000. Properties inside SMSA's showed a median of $13,500 compared to $10;400

'for non-SMSA's. In areasof less than 10,000 and rural, the median was $10,000.

The smaller size of mortgages reflects lower valued properties in ruil areas.

,

Table 14--Percent of loans insured by,VA and FHA on,first mortgage, one-

unit homeowner properties, by types of 'mortgage holders and by

location of properties, 1271
I

e of' '

mor ge holder. :

Location of properties
:Less than 10,000 and

SMSA's ' Non-SMSA's .

,rural in non-SMSA%
Percent of total Percent of total

VA & FHA

:Percent of total loans

A FL..
loans insured by ' loans insured by insured by VA & FHA.

Commercial bank or *:

trust company % 37.4 16.1 11:8

Mutual savings ank f 64.2 ' 45,. 8 39.3

Savings and loan
association 21.4 11.8 8.8

Life insurance
) .company

.

,Mortgagetgage company

Federal agency

Other 3/

. Total

:

:

:

62.8
. 0

67:9

,

67.4

45.2

41.741

.

1
-

)

(

'

73.3

7.4

12.0

25.2

27.4

.

3/

77.1,

.12.9

2/
D6.4 -

,.,..

14.8

24.0

Source: (9). .

-----,'V"
X

e

.
1/ Tbe'difference between this number and ipp percent is the portion of direct

% loans held; mainly by FHA and VA. . .

0 t

24 The difference between these numbers4.0_100*percent is the portion of

loans mainly held by FMHA.

-3/ Includes retirement funds; State and
local government's or private pension

system;' nonprOftit organizations; insurance companies; trust accounts admidistered

by a bank; and hblders who do not fit in the spebified categories.

1.7
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BORROWERS' INCOMES LOWER IN RURE4, AREAS '

.

in
.,

The median income of owners n 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 inonon-SMSA's. ..

'k

Very few ownersNwith a mortgage on there pi:opertiegi/had an income below
.

$4,000 in(1970. This was true in nonlMSA's as well as.SMSA's. Seven percent

of ,the owners had-incomes of agss than $4,000 in non' - SMSA's compared tii 3.6

i

wcent, 0.in SMSA's.
. e ,

r

PURCHASE PRICE-IdCOME RATIO CONSERyATIVE c ..

IN RURAL AND URBAN AREAS )

i , -- .

The purchase price-ingom# raao is conservative in both urban and rural
. .

areas, The ratio of the purchase Price to annual housetold income provides d
rough guide as to the amount a family can afford to invest in hoPsing. A ildAy
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 on all U.S.Anortgaged
homevoperties purkhased from 1967 to 1971 was 1.6 times annual income (table
'17). The ratio In non-SMSA's w'as'slightly lower than in SMSA's. ,

OO

t
nly 14 percent of the borrowers purchased a borne valued more than 2.5

e . N
4 times their incomes. The Percentage who purchased a home valued more than 2.5

,

times th ir incomes was lower in narr-SMSA's than in 1MSes. .

Tgbl 15 - -Itistribution of the amounts of first mortwe loans on one-unit,
.4.\ homeowner tperties, by-location of. properties, 1971

, Amount of first =
mortgage loan

Location of properties

SMSA's : Non-SMSA' s
'Less than 10,000 and
:rural in non-SMSA's

-r '
.

\
..

;

:

..

Percent
.

s
. .

Less than $5,40 : 4.2- 14.5 16.9,

`$5,000 to $7,499 4 . 8.11 . 15.7 16.6
$7,500 to $9,999 : '112.8' 16.6 16.0

$10,000to $12,499 : 17.7 17.6 17.0

$12,500 to $14,999 : 16.4 - 12.6 12.3
$15,000,to $17,499' : - .13.7 9.3 8.9

$17,500 to $19,999 : .8.7 4.9 4.4
'--c--' $20,000 to $24,999 : 10.4 5.4 4.7

$25,000 to $29,000 : 4.3 . 2.0 2.0
$30.0d0 or more : 3.6 1.3 1.2

Dollars
A

Median : 13,500 10,400 , 10,000
:

Source. (9).
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.

. ,However,' a single year\of income has limitations far'meaSuring ability, to

pay and capacity for qualifying for a loan. Household lucerne may be abnormally

` higher for the year in.which the data were obtained. Also, incomes may have
r

ancrease0 from 1967 to 1970. Nor does it take ihto'account other assets that

may serie as security for the loan or savingsftd6quate for a 1 rge downpayment.

- Lam DELINQUENCY RATES LOW IN- )RURAL AND URBAN AREAS

*
Of the f rst Mortgages on one-unit, homeowner properties locsedinSide.

SMSA's,.3.8,p rcent were delinquent o4 to three payments. Less than 1 percent-

were delinqne t on four payments or more. This compares with the higher 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).

4 i *

It appears most loans Tide in SMSA's as well as non-SMS4
DI

s are being re-

paid on' chedule: .'The slightly higher delinquency rate in non-SMSA's than in
SMSA's may reflect greater variations in monthly incomes'in-rural than in urban

areas. A . #

. /

.

I

.. . .
.

The small perCentage of delinquencies may reflect conservative lending
ptacticeS\ d careful screening of applicants." Also, the low delinquency rate

among all orrowers may indicate the prosperOus condition of the economy at the

'time the ata were obtained.

Tabie 16--Distribution of household incomes of borrowets
.v
who own mortgaged

one-unit properties, by location of properties, 19'1

,

Distribution of
household incomes of:
borrowers in 1970 1/:

ti

SMSA's

Location of prIpperties

-Less than $4,000 p3.6
$4,000 to $5,999 5.0
$6,000 to $7,999 8.5 ./`

$8,000 to $9,99.9 . 11.6

$10,000 to $12,499 : 20.6

$12,500 to $14,999 14.8

$15, 000 to $19,999 : 19*.5

$20,000 to $24,999 : 8.5

$25,000 or more : 7.9

Median
I

qourae: (9).

1/ Respondents were asked to report on annual figures for.the pa6C12,month

period. It is believed that, in most cases, income for 1970 was feported.

12,600

st

Non-SMSA's .

'Less than 10,00Dand
rural in non-SNSA's

.1

, .

Percent

7.97.G
8.5 9.5

13.0 13.5 eat

16.1 16.3 .

20.8 19.8

12.2 12.1
13.5

.4.2 4.1
3.9 \ 3.3

'Dollars"

10,700 10 -300

19
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Table 17--Distrihution of one-unit, homeowner properties, by purchaseprice-.

income ratios and by location of properties, 1971.

Purchase .price-
.

income ratio SMSAle

Location of properties

Non-SMSA s
:Less than 10000 and
,rural in non-SKSA'q

: Percent

:

Less than 1.0 :, 10.6,

i.p to 1.4 :
29.6

1.$ to 1.9 29.0
15.3

2.5 to 2.9 :

11

7.4
2.0 to.2.4 :

3.0 ep 3.4 : 3.5

3.5 to 3.9 : 1.3

4.0 dr more 3.3

/

Median ;
:

1.6

A
.

! ..

I 20.5 . 220)6..

. 28.1 . 27.4

$ 13.0

25.0

.

15.6 .

6.2

'14
1 ) 13.2

2i.2 , 2.6

1.2 ,,, 1.5%

3.2 , 3.1

' Ratio I

N.

1.51.5

4

.,

P

'

Source: (9) .
/ s -

.

.

Note: Properties acquired by purchase, 1967 to 1971.

A '

Table 18--Distribution One-unit, homeowner properties, by current status

of mortgage and by location of properties, 1971

Current status of .

-first mortgage ?:
SMSA's . : Non-SMSA'

Less than 10,000 and
s

*
:

.

:rural in non-SMSA's
payments . .

:

(%.

Locafiong_

Current or ahead of :

. :

schedule 95.3

Delinquent 1 to 3

payments

.

Delinquent 4 pay-
.

'meats or more .9

Percent

..

93.2, 92.8
1

-I
'

5.4

1.7 . '1.8

Source:
(9)
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