CHAPTER 2 Money and Interest Rates
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88 were withdrawn from depository institutions and
yielding investments such as money market funds. As
. ng shifted to the use of mortgage-backed securities, the
capacity to tap huge financial markets for funds accelerated, bringing

i ar{'q‘)le cash into the mortgage market. Just prior to the recent financial
crisis, it seemed that a shortage of mortgage money had become a thing
of the past. Now the supply of money derives from a much broader base
of sources including pension funds, money market funds, and mutual
funds, all in addition to savings deposits in the banking system. As dis-
cussed in Chapter 1 and later chapters, any current shortages in mortgage

money availability have been made up by the intervention of the Federal
Reserve Bank.

Demand for Credit

The demand for credit comes from the following four categories of bor-
rowers: '

1. Government—includes net debt increase for federal, state, and local
governments

2. Corporate—business borrowing for inventory requirements, capital
needs, and longer-term investment

3. Mortgage loans—includes housing, construction, industrial, and
other investment purposes

4. Consumer—personal loans for such things as automobiles, furniture,
appliances, or other personal needs

A normal balance between the four categories of credit demand exists
when each takes about one-quarter of the available supply of ﬁigds each
year. However, the demand for borrowed money by business and con-
sumers is generally less in an economy with slow to modest growth. That
was the situation in the 1990s and the early part of the 21st century.

Although mortgage money competes with all other demands for
credit—all seeking essentially the same pool of funds—that pool has been
large enough in recent years to supply each of their requirements even at
declining interest rates. 3

Table 2-1 compares credit demand in 2007 with credit demand in
2009. This table shows a decrease in total demand for credit from 2007 to
2009. The year 2007 had peak credit demand just before the recent finan-

cial crisis, with all categotiedffaking a lesser share of demand except the
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dit Markets® (in billions of dollars)

TABLE 2-1 Funds Raised in U.S. Cre
2009 2013
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c.ha{)ter. The other “tools” available to the Fed can also be used to effec-
tively change short-term interest rates.

Fiscal Policies of the United States Government
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Fannie Mae/Freddie Mac -Administered Yield Requirements

During thi early 1980s, the Federal National Mortgage Association
(FNMA)—- Fannie Mae”—and the Federal Home Loan Mortgage Cor-
pranon (FHLMC)—*“Freddie Mac”—phased out their frequent auctions
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borrow unsecured funds from other banks in the London whole-
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