
January 4* 1957

(COFI FOR MR. ECCLES)

Dear Allies

As you know, I hare been trying to arrange ay
affairs here so that I might be ftree to leave Washington at
the turn of the year or shortly thereafter. In consequence
I have unavoidably accumulated an arrears of correspondence*

Answering now the question that you raised on your
recent visit to Washington, when my engagements were such that
I was unable to see you, I would say that the Committee for
Economic Recovery might well give some thought, among its
housing studies, to the adaptation of Titles II and III of
the Housing Act to the requirements of large-scale housing
projects on the one hand and the market for high-grade listed
bonds on the other*

I myself have never regarded the form in which these
titles were originally enacted or subsequently amended as work-
able from the point of view of large-scale housing operations*
The fact that a few such projects have been financed in spite
of the hampering restrictions of the Act has in no way altered
my view, but on the contrary has further confirmed it; for
the methods employed have been extremely cumbersome and
necessarily of a makeshift character*

During the 1920 fs the country had numerous mortgage
companies operating for the most part with little or no
public regulation or supervision* Many of them were for all
practical purposes national associations* They made loans
over geographic areas that had no relation to state lines,
or even to particular sections of the country* Loans were
made on virtually every type of urban property, and distributed
throughout the country by means of one or another form of bond
issue*
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Tfcese companies flourished, however, not by resort to
the main capital markets, but by a competitive bidding-up of
interest rates to satisfy the demand of inexperienced investors
for high-yield mortgage bonds* This demand was itself a product
of the high-pressure selling and indiscriminate buying that the
speculative fever and economic illiteracy of the period naturally
generated*

In other words, much of the large-scale construction
of the 1920*s had its real origin on the side of financial promo-
tion rather than on the side of industrial development. You have
heard me describe this activity, as well as much of the current
revival of residential construction, as an effort to carry Q H an
industry without real entrepreneurs—that is, without companies
sufficiently capitalized, staffed, and otherwise equipped to
assume the risks and management of large-scale housing operations.

Now an essential prerequisite of large-scale industrial
operation, of course, is either a huge personal fortune or, what
is more to the point, access to the main capital markets through
which investment securities are originated and distributed, and
subsequently listed for trading on the Hew York Stock Exchange.
This access, however, may be direct or indirect, according to
the nature of the transactions involved.

In the case of large-scale housing, the transactions
involve mortgages on separate properties; but the mortgages, though
themselves too large for most institutions to acquire for their own
portfolios, and too large for any one institution to hold in great
volume, are nevertheless not large enough individually for economical
financing in the form of bond issues. For this reason, access to
the main capital markets can be had for such mortgages only in-
directly through debentures that would be the obligation of
mortgage-financing institutions of sufficient size and standing
to command the confidence and support of those markets*

Such an investment instrument as I have here indicated
would seem to me to be potentially just such a key to widespread
operations by large-scale housing companies as, for illustration,
finance-company paper proved to be the key to large-scale pro-
duction in automobiles and numerous other products which, like
houses—from bungalows to skyscraper apartment buildings—are
paid for (or leased) on the installment plan.
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The mechanism most adapatable to the creation of this
kind of instrument for financing large-scale hotising is, in my
opinion, the combination of the mortgage insurance provided for
in Title II of the Bousing Act with the debenture financing pro-
vided for in Title III* I would emphasise the term "adaptable"
in the preceding sentence, however, because I regard the present
form of the two titles, as I did the form in which they were
originally enacted, as mutilated and impracticable, and hence
requiring important amendments •

As to Title II, the limitation on both (a) the amount of
mortgages insurable and (b) the date by which mortgages must be
insured if mortgagees are to have the benefit of the governmental
guaranty in event of default, never did make sense from a financial
point of view* One or the other might be defended on the ground of
prudent experimentation, but the two in combination defy reason in
19S7 no less than they did in 1934.

As to Title III, the most to be said for it is that it
points the way to the kind of debenture-issuing institution which
I have mentioned above* The national mortgage associations con-
templated in this title would be hampered not only by the dual
limitation just referred to as unduly restricting Title II, but
in addition by the lack of legal authority to make any loans
whatsoever and by the unpractical limitation on the ratio of
debentures to capital* The possibility of prudent investment
of private capital under Title III was further reduced about
two years ago, when the minimum capital requirement for a
mortgage association was reduced from $5,000,000 to $2,000,000*

I do not need to suggest that amending Titles II and
III of the Housing Act will alone accomplish the large-scale
housing operations which the Committee for Economic Recovery
has been agitating. Far from it* What I do mean to suggest
is that, if the Committee wishes to see the financing of such
operations made feasible on a sounder and more economical basis
than was available in the 1920* s» it will have to look toward
a method of financing that in the 1920* s had not been thought
of at all, and that very few persons have thought of realistically
even in these latter 1950* s»
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lou will of course understand that this letter is
written in response to your request for ay personal views* I
would therefore ask you to treat it accordingly*

lours sincerely,

Signed (Matt Daiger)

J. If* Daiger
Special Assistant to the Chai

Mr* Allie S* Freed* Chairman
The Committee for Economic Recovery
750 Fifth Avenue
Hew Tork, H* !•
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