
II 

Survey of Housing and Mortgage Finance 

1. Revival of Residential Construction 

Fo R a long time residential construction has been one of the dark 
spots in the general economic picture, but at the close of June 1938, 

the outlook was encouraging.  
With the up-swing in general business activity from 1933 to the 

spring of 1937, residential construction revived from the excessively 
low level to which it had fallen during the depression in the early 
Thirties. Its revival, however, was only moderate and lagged far 
behind industrial recovery as a whole.  

In the spring of 1937, a sharp decrease of building set in, preceding 
by several months the decline of industrial production which marked 
the recession of 1937. The shrinkage of construction was certainly 
one of the factors which contributed to the subsequent reduction in 
general economic activity. The decline in building, however, soon 
came to a halt and in the spring of 1938, residential construction 
increased substantially. In May of this year, the index of residential 
construction for the first time exceeded the level of 1937.  

The resistance of residential building against the effects of the 
general decline in business in the first half of 1938, together with the 
continuing decrease of foreclosures and fairly stable rents, indicates 
a surprising demand for dwellings. It reflects, at the same time, the 
efforts made by Governmental agencies in the housing field to lower 
the cost and improve the terms of financing, and thus to broaden the 
market for new dwellings.  

The index of residential construction, based on building permits, 
was still 10.3 percent lower for the first six months of this year than for 
the corresponding period of 1937. This index, which is shown on 
Chart I, is adjusted for seasonal variations and includes a correction 
for New York City where there occurred an unusual accumulation of 
building permits due to the inception of a new building code. In-
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eluding New York City, the number of new dwelling units provided 
by building permits in all nonfarm areas was only 1 percent lower in 
the first half of 1938 than in the same period of 1937. For the year 
1938 as a whole, it may be expected that the volume of residential 
building will exceed the 1937 volume.  

Despite the revival of residential building in the summer of 1938, 
the country still has a long way to go toward an adequate rate of 

CHART I 

INDEX OF RESIDENTIAL CONSTRUCTION AND INDUSTRIAL PRODUCTION 
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construction and the achievement of housing standards comparable 
to American living standards in other respects. The "building boom" 
which many analysts have seen looming on the horizon has not 
materialized up to the present time; and yet a substantial recovery of 
residential construction is an important, if not essential, element in 
any decisive up-turn of the business cycle. The building industry 
holds a key position in the national economy. It is the largest in
dustrial employer of labor. If building flourishes, the country gener-
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ally is prosperous. If it languishes, other economic progress is 
impeded.  

,What are the obstacles to a more substantial revival of residential 
construction? 

2. Obstacles to Housing 

LIMITS OF ACTUAL DEMAND 

From whatever angle the observer looks at the American housing 
scene, he discovers a large potential demand. New construction in 
the last seven or eight years did not keep pace with the increase in the 
number of households and with the reduction in the number of livable 
dwelling units through demolition, fire loss, and the final stages of 
deterioration and obsolescence. There is a large accumulated short
age which analysts estimate ranges from 1.5 to 3 million dwelling units.  
In addition to the accumulated shortage, the current need, based on 
the normal annual rate of replacement and the normal increase of 
families, is conservatively estimated to be about 500,000 dwelling 
units per year.  

However, while the potential demand emphasizes the maximum 
expectancy in the development of housing, it is the actual or effective 
demand that determines the volume of construction. So long as 
family incomes of the masses remain at present levels, and so long as 
consumers, because of a feeling of uncertainty of future incomes, may 
hesitate to make long-term commitments, the effective demand for 
housing will fall short of the social need.  

Rents in relation to costs for some years have been insufficient to 
induce substantial private building. This is evidenced by Chart II 
which shows the movement of market rentals-a determining factor 
for new construction-together with the index of building material 
prices as indicative of building costs.  

Since 1932 there has been a marked gap between the two curves on 
the Chart. The fact that rentals were on so much lower levels than 
building costs during the past five or six years explains in part the 
limited volume of private building in that period. Since the latter 
half of 1937, however, the two curves show a distinct tendency to close 
the gap, indicating an improving rent-cost relationship.  

THE cOVERHANG 

There are, in addition, other factors impeding new construction.  
A large "overhang" of properties repossessed by financial institutions

5
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6 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1938 

during the depression exerts continuous pressure on the building 
market. It has frequently been observed that liquidations of these 
properties become active and depress the market when rents and 
property values begin to rise. This is one of the reasons why it is 
still possible in many cases to buy existing homes at less than repro
duction cost.  

Residential real estate repossessed by lending institutions is esti
mated to have increased in number of dwellings and in amount about 

CHART II 

INDICES OF MARKET RENTALS AND BUILDING MATERIAL PRICES 
UNITED STATES - 1926 THROUGH JUNE 15,1938 

1926= 100 (Converted)

Source () US Dept of Labor DIVISION OF RESEARCH AND STATISTICS Source () U S Dept of Labor FEDERAL HOME LOAN BANK BOARD 
(2) Notional Industrial Conference Board 

tenfold from 1929 to 1936. In 1937, this overhang remained fairly 
stationary and amounts at present to approximately $4 billion. The 
institutionally owned overhang of one- to four-family nonfarm dwell
ings alone is estimated to represent about 870,000 dwelling units 
valued at not less than $2.6 billion (Exhibit 1). If properties repos
sessed by other lenders, particularly individuals, were included, both 
these figures would be substantially higher. The reduction of the 
overhang will in part determine the time and extent of any further 
revival of private building activity.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1937-38



SURVEY OF HOUSING AND MORTGAGE FINANCE

BUILDING COSTS 

The following Chart reflects recent price fluctuations for the construc
tion of a standard six-room frame house. It reveals that the cost of 
building materials increased by about 12 percent and the cost of labor 
by 14 percent from the spring of 1936 to the summer of 1937. In 
recent months, the cost of materials declined, while labor costs re
mained at the high level attained in 1937.1 

High building costs are not due exclusively to prices of materials 
and labor. Equally responsible, among other factors, are excessive 

CHART III 
INDICES OF COST OF MATERIALS AND LABOR USED IN CONSTRUCTION 

OF STANDARD SIX-ROOM FRAME HOUSE 
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small-scale operation of the building industry, lack of standardization, 
and frequently extravagant profits of contractors and sales agents.  

American industry, leading in the development of large-scale me
chanized production in other fields, has not as yet applied devices of 
modern mass production to residential building. The prospective 

I The indices underlying the Chart are presented in Exhibit 2. For a description of the basis of these 
indices, see Federal Home Loan Bank Review, January and February 1936.  
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builder of a home finds some improvements over qualities and stand
ards of previous decades, and some price reduction, but nothing 
comparable to the achievements of mass production in other fields.  
And yet, with mass production came satisfactory profits to American 
manufacturers, whereas the building industry, remaining close to the 
handicraft stage of production, suffered more than other industries 
and over a greater period of time.  

Cooperative agreements which will eliminate jurisdictional labor 
disputes and bring about a revision of prevailing wage rates for the 
sake of steadier employment and higher annual income would also 
help to reduce the cost of building.  

INADEQUATE REAL ESTATE LAWS 

Less noticed by the public, but highly important, are certain impedi
ments to new construction resulting from present inadequate or in
efficient real-estate laws. Home ownership and development of real 
estate on business lines are made difficult by chaotic, cumbersome 
legal procedures which needlessly consume time and money. Simpli
fication of such wasteful procedures would be instrumental in pro
tecting real estate as an investment and in encouraging building 
activity.  

Studies made by the Home Owners' Loan Corporation have revealed 
that foreclosure costs and the time required to accomplish foreclosure 
are excessive in more than half of our States. In Massachusetts, 
home mortgages may be foreclosed within three weeks and at a total 
cost of approximately $75. In New York State, on the other hand, 
the time consumed is from 5 to 10 months or more, and the cost is from 
about $300 to $800. In Illinois, the time consumed is about 18 
months, and the cost also is from about $300 to $800. Redemption 
periods in the different States range from six months to two years.  
Procedures are extremely varied and complicated.  

High foreclosure costs not only tend to raise the interest charge on 
home mortgages but also unnecessarily restrict the ratio of mortgage 
loan to property value and other terms of mortgage lending. From 
the standpoint of the consumer, therefore, it is highly desirable that 
the several States give consideration to the passage of a modernized 
and standardized real-estate mortgage and mortgage foreclosure law 
which would give adequate protection to the mortgagor and to the 
mortgagee, prevent waste, and encourage liberal home finance. A 
draft for a uniform real-estate and foreclosure law has been prepared
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for a subcommittee of the Central Housing Committee by the Legal 
Department of the Federal Home Loan Bank Board.  

The same considerations hold true for a reform of land title regis
tration and for a modernization of antiquated building codes and zon
ing ordinances. Simple, rapid, inexpensive, and secure methods of 
dealing with land and buildings are imperative. Regional variations 
should be reduced.  

REAL-ESTATE TAXES 

The burden of real-estate taxation also is a deterrent to housing 
activity. Present real-estate tax laws had their origin in times when 
real estate was almost the only form of tangible property. Now, 
however, real property in many States and communities is taxed out 
of proportion to other, and particularly to less tangible, forms of 
wealth.  

Census figures show that between 1912 and 1932, the general prop
erty tax levy by all States, their subdivisions, and the District of 
Columbia rose from $13.91 to $40.37 per capita. This average per 
capita levy is estimated to have increased to $45.17 in 1934, to $46.72 
in 1935, and to $48.72 in 1936. 2 

Apart from excessively high tax rates based on assessed values 
instead of on earning power, there is a general tendency to overassess 
small homes and to underassess large ones. In most States, moreover, 
real property taxes are levied and collected through small local units, 
each having its own collector. This multiplicity of tax collection 
agencies acting for overlapping or adjacent jurisdictions makes col
lection costs unnecessarily high.  

A revision of real-estate taxes would be a desirable incentive for the 
revival of private building activity. As a general rule, the tax burden 
on real property should be more nearly equalized with that borne by 
other forms of property and, similarly, the burden upon home prop
erties should be reduced and more nearly equalized with that borne 
by other types of real property.  

Another aspect of real-estate taxation is the exemption of small 
homesteads. By the middle of 1938, more than half the States had 
considered legislation, 14 States had passed laws for exemption of 
homesteads from taxes or for a reduction of their rates, 2 States had 
amended their constitutions to permit such laws, and 3 States had 
constitutional amendments pending.  

2 These Census figures cover the 94 largest cities.
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10 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1938 

3. Trends in Residential Building and Mortgage Finance 

CONSTRUCTION OF NONFARM DWELLINGS 

Total construction of nonfarm dwellings was slightly higher in 1937 
than in the preceding year. About 296,000 new nonfarm dwelling 
units were built as against 282,000 in 1936, representing an increase 

CHART 'IV 

NUMBER OF NEW NON-FARM DWELLING UNITS BUILT 

BY TYPE OF DWELLING; 1920-1937
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of about 5 percent. Available data indicate that the 1937 volume will 
at least be maintained in 1938. In the first 6 months of 1938, 161,048 
new nonfarm dwelling units were constructed as compared with 
162,319 in the corresponding period of 1937. This rate of nonfarm 
residential building still lags far behind the normal current need of at 
least 500,000 new dwelling units per year.3 

The above Chart shows that in recent years, 80 percent of nonfarm 
residential construction consisted of one- and two-family homes.  
This demonstrates the importance of small home construction in total 

s For actual figures underlying the above Chart, see Exhibit 3.
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SURVEY OF HOUSING AND MORTGAGE FINANCE 11 

residential building and is a measure of the significance of the field in 
which the Federal Home Loan Bank Board and its agencies operate.  

Within the field of total residential building, private and public 
housing from the beginning of 1937 to June 1938 showed entirely 
opposite trends. In the cities of 10,000 population or over (for which 
data are available), the number of family units provided by private 
housing increased from 144,311 in 1936 to 164,422 in 1937, while the 
number of family units provided by public housing decreased from 
16,278 to 3,611. In the first 6 months of 1938, practically no new 
building permits were issued for public housing projects. However, 
local housing projects in connection with the slum-clearance program 
under the United States Housing Act of 1937 are in preparation and 
will eventually result in an appreciable volume of public housing.  

RECONDITIONING - AN IMPORTANT TASK 

Little attention has been paid during the last few years to recondi
tioning of residential buildings; and yet reconditioning is highly 
important as a source of employment as well as for the upkeep of a 
considerable part of our national wealth and the improvement of 
housing standards. The following figures demonstrate that since the 
beginning of the depression, nonfarm homes and commercial urban 
properties have not been maintained on predepression standards; 
this, taken together with the small volume of new building, means 
that this country has been living on its capital.  

Estimated expenditure for alterations, additions, and repairs zn 257 reporting cities 1 

Year Amount Year Amount Year Amount 

1922 .____------.. $297, 311,000 1928 --------.. $309,720,000 1934 -------- ----- $135,688,000 
1923 ---------- 359,679,000 1929 --.. .----- 353,048,000 1935 -------- --- 183,132,000 
1924...----------. 300, 359, 000 1930.--------.. 249,019,000 1936-------- 237,785,000 
1925 -------.-- - 232,635,000 1931-..... .-- - 188,885,000 1937 ._-------- . 277,393,000 
1926 ......-----. 270.092,000 1932 ..-------. . 102,249,000 1938 2....--.. 119, 759,000 
1927 ----------- 340,816,000 1933 .---------. - 108,025,000 

1 Source: U. S. Department of Labor, Bureau of Labor Statistics.  
2 6 months.  

The increase of reconditioning expenditure over the last few years 
was due, in part, to Government assistance. The Home Owners' 
Loan Corporation has expended more than $112 million for the 
reconditioning of about 500,000 homes from 1934 up to the summer 
of 1938; credit insurance for renovation and modernization loans was 
provided by the National Housing Act. Nevertheless, the volume of
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12 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1938 

reconditioning has not yet reached predepression levels despite the 
accumulated need for it.  

RECENT TRENDS IN THE REAL-ESTATE MARKET 

In accordance with the general economic recovery from 1933 to 1937, 
the real-estate market showed remarkable signs of improvement 

CHART V 

INDICES OF RESIDENTIAL RENTALS 
SRentals (National Industrial Conference Board) 
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during that period. Rents and the volume of real-estate sales in
creased; vacancies and foreclosures decreased.  

The upward movement of rents, however, came to a halt toward 
the close of 1937. In the first half of 1938, the index of market rentals, 
which reflects rentals for newly tenanted structures as well as for 
occupied structures, has declined slightly while rentals on identical 
occupied dwellings have remained stationary.  

Ever since the middle of 1934, the index of market rentals has been 
above the index of rentals on identical occupied dwellings. This gap
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between the two indices has widened constantly until the end of 1937
a phenomenon which is generally considered favorable to new building.  

While residential rents in general are considerably higher than they 
were a few years ago, rents of one- and two-family dwellings have 
risen much more rapidly than rents of apartments from 1935 to the 
beginning of 1938. According to a sample survey by the Bureau of 
Labor Statistics covering 14,660 dwelling units in 16 large cities, rents 
of one-family dwellings increased by 5.3 percent, rents of two- and 
four-family dwellings by 5.7 percent, and rents of apartments by only 
4.5 percent from March 1937 to March 1938.  

Surveys of several cities indicate that toward the end of 1937, the 
rate of vacancies reached a low level. From 1933 to 1937, vacancies 
in cities making surveys dropped from an average of 8 or 9 percent to 
an average of about 2 or 3 percent. This decline in vacancies was 
another symptom favorable to building. In the first six months of 
1938, however, vacancies seem to have increased again, although this 
increase was not uniform throughout the country and appears to have 
affected apartment houses more than one- and two-family dwellings. 4 

The volume of real-estate sales, which had been expanding since 
1933, decreased sharply in the latter part of 1937, but recovered slowly 
in the spring of 1938. Foreclosures which had been declining for four 
years continued to decrease in the first half of 1938-generally an 
indication of sounder conditions in the real-estate market.  

Foreclosure indices 1 

[Monthly average (1926=100)] 

To nn Foreclosures Total non- Foreclosures Total non- in metropoliTotal- in metropol
Period farm fore- inmePropoi- Period farm fore- n meropo closures , tan communi- closures tan communi

ties ties 

1934....--.-----------. 339 370 February 1938 ----- 172 157 
1935---......-..---- . - 337 366 March 1938- .... --- 195 176 
1936. --- -----.--- -_ 275 274 April 1938...------- 191 177 
1937--.------- ------- 225 205 May 1938.--------- 194 181 
January 1938-......- 179 170 June 1938.. ------ 189 177 

1 Division of Research and Statistics, Federal Home Loan Bank Board.  2 It is estimated that about 15 percent of nonfarm foreclosures are on commercial properties.  

While the improvement of the foreclosure situation is an encourag
ing fact, account must be taken of the moratorium laws which cover 
a considerable part of the country's mortgages. If moratorium laws 

4 Urban Residential Vacancies, 1930-1938, Survey of Current Business, August 1938, U. S. Department 
of Commerce.
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14 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1938 

had not been in such general effect, foreclosures would doubtless have 
been higher. Moreover, the trend during the fiscal year 1938 was 
favorably influenced by the decrease of foreclosures of the Home 
Owners' Loan Corporation.  

It is interesting to note that foreclosures have been much higher 
in larger communities than in smaller ones. This is brought out in 
the following table: 

Foreclosures segregated by county size groups 

Number of foreclosures per 1,000 nonfarm homes 

Year 0 to 4999 5,000 to 20,000 to 60,000 dwell
dwell ,s 19,999 59,999 ings and dwellngs dwellings dwellings over 

1934 _.------------- ..--------------------- 4. 2 7.0 12 8 20.7 
1935 ..--------------------------------- 4.0 6 9 12 6 20 8 
1936 ------------------------------------ 4 2 6. 0 10. 9 15 8 
1937 ---------------------------------------- 3.9 5.7 9.1 11.9 
1938 1..----...------------------------- ----- 3. 1 5.0 7.1 10.1 

1 6 months. Projected on annual basis.  

HOME-MORTGAGE LENDING ACTIVITY 

Whatever the causes of the slack in residential construction, scarcity 
of mortgage funds at reasonable terms is not one of them. Private 
lending institutions of all types are able and willing to finance a much 
larger volume of residential building than has been taking place in 
recent years.  

As is evidenced by the following table, the estimated volume of 
home-mortgage loans made by private financial institutions has almost 
trebled from 1934 to 1937 and reached $1,559 million in the latter year.  
In the first six months of 1938, however, the estimated volume of home
mortgage loans written by such institutional lenders showed a decrease 
of approximately 11 percent as compared with the corresponding 
period of 1937-a small reduction in view of the drop in general 
economic activity.
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Estimated volume of home-mortgage loans made by institutional lenders 

[Amounts in millions of dollars] 

Calendar years 

Type of institution 
1934 1935 1936 1937 January to June 1938 2 

Savings and loan associations .---.--------.------ 364 504 652 804 334 
Commercial banks 2------a____--- ----- 55 184 300 355 170 
Life insurance companies- .-----. ------.--------- 16 77 158 268 139 
Mutual savings banks --..-- ------------------- 80 80 100 132 60 

Total....------------------------------ 515 845 1,210 1,559 703 

1 
Estimates of the Division of Research and Statistics of the Federal Home Loan Bank Board based on 

special surveys and mortgage recordings. Figures are revisions from those in the Fifth Annual Report.  
2 Preliminary. Figures for commercial banks exclude trust departments.  

The above table indicates that of the total estimated amount of 
home-mortgage loans made by institutional lenders during the last 
few years, savings and loan associations alone provided about one
half. In 1937, their volume of new home-mortgage loans was twice 
as large as in 1934. Life insurance companies, for want of other 
earning assets, have expanded their home-mortgage lending activity 
since 1934. Commercial banks likewise have increased their lending 
activity, particularly in connection with mortgage insurance under the 
National Housing Act. The share of commercial banks and insurance 
companies in total home-mortgage lending, however, has always been 
substantially smaller than that of savings and loan associations.  

Within the field of home-mortgage lending, member institutions of 
the Federal Home Loan Bank System are responsible for a large 
portion of lending activity. Of the estimated total volume of home
mortgage loans made by institutional lenders in the last two years, 
members of the Bank System accounted for about 40 percent. Of the 
estimated total amount of home-mortgage loans made by savings 
and loan associations during the same period, associations which were 
members of the Federal Home Loan Bank System accounted for 
about 75 percent, and Federal savings and loan associations alone for 
approximately 35 percent.6 

Despite the increase in total lending activity in recent years, the 
estimated total home mortgage indebtedness has constantly decreased.  
This was due mainly to the acquisition of mortgaged properties by 
lending institutions, and to amortization of outstanding mortgages.  
The estimated total home-mortgage debt at the end of 1937 was 

6 For more detailed information, see pp. 24 and 49 of the present report.
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16 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1938 

$17.3 billion, compared with the peak of almost $22"billion in 1930.  
The following table shows the estimated distribution of nonfarm home
mortgage holdings among the various types of lenders in the last few 
years: 

Estimated outstanding mortgage loans on nonfarm one- to four-family homes, 
by types of lenders 1 

[Millions of dollars] 

Type of lender 1934 1935 1936 1937 

Savings and loan associations-..-- --- -------------- $4,012 $3,467 $3, 361 $3,480 
Commercial banks-- -------------------------- - 1, 189 1,189 1,230 1, 400 
Mutual savings banks.....--- -------------------- 3,000 2,850 2,750 2,700 
Life insurance companies _----_ -------------------_ 1, 535 1, 351 1, 305 1, 330 
Home Owners' Loan Corporation ----- ------------ - 2,209 2,897 2, 763 2,398 
Individuals and others 

2 . . - - - - - - - - --- --- - -  
6,200 6, 000 6, 000 6,000 

Total ---..-.. --------- -------------------- 18,145 17,754 17,409 17,308 

IEstimates of the Division of Research and Statistics of the Federal Home Loan Bank Board. For 
sources, see Exhibit 4.  

2 Includes trust departments of commercial banks, real estate, bond companies, title and mortgage com
panies, philanthropic institutions, construction companies, RFC Mortgage Co., etc.  

Loans for new construction amounted only to about 30 percent of 
total home-mortgage loans made by savings and loan associations, 
commercial banks, life insurance companies, and mutual savings 
banks in 1937-a reflection of the still restricted activity in residen
tial building. The remainder served for home purchase, refinancing, 
reconditioning, and other purposes.  

Estimated home-mortgage loans made by selected types of institutions in 1937, 
according to purpose 1 

Construction All other pur
poses 

Savings and loan associations_ -- _------------------- - $234, 000, 000 $570,000,000 
Commercial banks .-------- ----.. -- ---- ---------------- 100, 000,000 255, 000,000 
Life insurance companies .--- _---------------------- - 67, 000, 000 201, 000,000 
Mutual savings banks . ......----------------------- 35, 000, 000 97, 000, 000 

Total . _ --.-- ---- -- . ------------------ ..---------------- 436,000,000 1,123,000,000 

I Estimates of the Division of Research and Statistics of the Federal Home Loan Bank Board. Figures 
for commercial banks exclude trust departments.  

THE INTEREST RATE 

During 1937, the interest rate on mortgage loans continued the down
ward trend which started in 1934 and which was due in part to the 
huge refinancing program of the Home Owners' Loan Corporation.
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Complete information on interest charges in 1938 is not yet available, 
but individual reports indicate falling or steady rates for the over
whelming proportion of cities.  

The Bank Board has for several years made studies of the'trend of 
interest rates charged on home-mortgage loans by savings and loan 
associations. The results demonstrate that there has been an unprece
dented reduction since the depression, a reduction that was to a large 
extent brought about through the efforts of the agencies under the 
Board. The average effective interest rate charged in 1931 by sav
ings and loan associations was 8.0 percent; in 1937, however, the aver
age effective interest rate charged by Federal savings and loan asso
ciations was 6.31 percent, a decrease of more than 20 percent since 
1931. These rates, it is important to note, are the effective rates 
covering not only interest, but all service charges and other loan fees.  
They thus represent total cost to the borrower.  

THE FLOW OF SAVINGS 

While recent data on total savings are not available, the trend of 
certain types of individual savings can be ascertained. In Exhibit 5, 
selected data on private long-term savings of chiefly small investors 
and bank depositors are presented, including those types of savings 
which are competitive with savings and loan shares and those which 
constitute sources of urban mortgage credit: individual long-term sav
ings in commercial banks, mutual savings banks, life insurance com
panies, postal savings, and United States savings bonds. On the basis 
of these data, it may be estimated that the aggregate increase in all 
these types of savings amounted to about $3 billion during 1937.  
In the same period, the growth of private savings invested in those 
savings and loan associations which are members of the Federal 
Home Loan Bank System amounted to about $200 million.  

The flow of individual savings into the various types of institu
tions and investments during 1937 showed marked differences. Sav
ings deposits in national banks rose by 4.5 percent and in mutual 
savings banks, by 1 percent. Savings in life insurance companies 
were 7.4 percent higher than at the end of 1936. Postal savings 
accounts reftained nearly stationary. Holdings of United States 
savings bonds, which are a comparatively new type of investment, 
rose by more than 100 percent. The increase of private funds invested
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18 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1938 

in member associations of the Federal Home Loan Bank System 
during 1937 was approximately 10 percent. Within the membership 
of the Bank System, Federal savings and loan associations showed the 
largest increase of private investments. The total amount of private 
share accounts in these institutions increased by 17.4 percent (exclud
ing associations which were newly established and those which were 
converted from State to Federal charter during the year).  

THE OUTLOOK 

At the close of the fiscal year 1938, reassuring signs of economic recov
ery have become noticeable, particularly in the realm of housing. It 
appears as if the potential demand due to an accumulated housing 
shortage is now transforming itself into effective demand and that, 
without untoward incident such as a sudden increase in building 
costs, a further recovery of residential construction may be expected.  

The Federal Home Loan Bank Board is directly concerned with 
the financing of home ownership. In this field it is important to 
note that home-mortgage finance is today in a much sounder position 
than at any time in the past decade. Property values are higher 
and more stable than in the early Thirties. Total home-mortgage debt 
has declined. Interesticharges on home-mortgage loans have been 
greatly reduced. Financial institutions generally are in a better posi
tion to serve their communities than they have been since 1930. A 
plentiful supply of mortgage money is available. The rate of fore
closures has dropped.  

Though much remains to be done, a fundamental reform of home
mortgage finance has been achieved since the summer of 1933 when 
the Home Owners' Loan Corporation and the Federal Home Loan 
Bank System began their effective work. Within five years, a sub
stantial portion of the Nation's home-mortgage indebtedness has been 
transferred from a short-term to a more adequate long-term basis.  
The straight mortgage loan has to a large extent been replaced by 
the sounder amortized direct-reduction loan. Scientific appraisal 
practices have been introduced providing better security for mort
gages. In connection with construction loans, sounder building stand
ards have been developed by lending institutions. Cenfidence in 
home-mortgage investment has'been revived, and insurance protec
tion has been extended to savings which constitute the source of 
funds for such investment. These reforms will constitute a solid 
basis for further progress.
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On the other hand, it cannot be overlooked that the building pros
pect is still clouded by the large volume of institutionally owned real 
estate acquired by foreclosure. These properties constitute a trouble
some burden to many lending institutions and a constant threat to 
the real-estate market. An intelligent program for their absorption 
would help to spur new private construction.  

The liberalization of lending practices in recent years is another 
subject for careful evaluation. Together with the decrease in inter
est rates, the ratio of mortgage loan to property value has continu
ously been raised. A more liberal lending policy appeared feasible 
because of the substantial reform of mortgage lending practices, the 
marked progress in stabilization of real-estate values, and the gen
eral improvement of appraisal methods which have taken place in the 
last few years. The continuous extension of loan limits, however, 
while broadening the market, involves a greater risk to all types of 
lending institutions. Mortgage lenders as well as Government agen
cies dealing with mortgage finance are aware of th'e fact that high 
loan ratios render the improvement of standards for home-mortgage 
lending ever more important. In order to make high ratio lend
ing sound, more refined appraisal techniques are required, greater 
care must be exercised in the evaluation not only of the particular 
structure, but also of the neighborhood and its future, and stricter 
standards must be observed in examining the personal credit of the 
borrower. The adaptation of mortgage lending policies to these 
requirements calls for added skill and alertness on the part of lending 
institutions and improved supervision and control on the part of 
public regulatory authorities.
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II 

Survey of Housing and Mortgage Finance 

T HE fiscal year 1939 witnessed notable progress in the fields in 
which the Federal Home Loan Bank Board operates.  

Residential construction played a prominent part in the general 
improvement of business which marked the period from July 1, 1938, 
to June 30, 1939. The volume of new residential building increased 
substantially over the preceding fiscal-year period and nearly reached 
the level of 1929. Moreover, through concerted efforts of private 
industry and public agencies, a beginning was made in the adaptation 
of home construction to the broad mass demand. In the real-estate 
market, rents and vacancies were stable, foreclosures decreased, and 
the volume of properties involuntarily owned by private financial 
institutions was reduced.  

Home-mortgage lending was one of the most active sectors in the 
private capital market. Whereas in other fields of economic activity 
new capital investments were slow, housing has become one of the 
major outlets for the utilization of accumulated savings. The supply 
of funds for mortgages was plentiful, and because of the steady flow 
of savings and the lack of other immediate investment opportunities, 
sharp competition developed in the home-mortgage market. As a 
result, financing costs for new construction as well as for the purchase 
and refinancing of homes were brought down to unprecedented levels.  

1. RESIDENTIAL CONSTRUCTION AND THE REAL-ESTATE MARKET 

Expansion of Building Activity 

Building permits indicate that the number of new nonfarm dwelling 
units on which construction was started during the fiscal-year period 
from July 1938 through June 1939 was 429,352 as against 273,742 in 
the preceding year-an increase of 56.8 percent. With such volume, 
the current production of new nonfarm dwellings, for the first time 
since 1929, has approached 500,000 dwelling units, the most commonly 
accepted estimate of the annual volume of construction necessary to 
meet the demand created by normal replacements and by increases 
in the number of families.  
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22 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1939

The dollar volume of new construction in nonfarm areas shows a 
somewhat smaller increase, because the average dwelling unit built in 
1938-39 cost less than in the previous year. The total cost of new 
residential building commenced in the fiscal year 1939 is estimated at 
$1,558,000,000, as compared with $1,051,000,000 for the preceding 
fiscal year. If allowance is made for the widespread undervaluation 
of building permits, it is safe to assume that approximately 
$2,000,000,000 went into nonfarm residential building during the 
reporting period.  

CHART IX 

INDICES OF RESIDENTIAL CONSTRUCTION AND INDUSTRIAL PRODUCTION 
1926= 100 

INDEX ANNUAL AVERAGE BY MONTHS 
I I II ANNUAL AVERAGE BY MONTHS 1

DIVISION OF RESEARCH AND STATISTICS 
FEDERAL HOME LOAN BANK BOARD

As will be seen from Chart IX, last year's accomplishments were in 
the line of a major upward movement of residential building which 
started in 1935 and has lasted, with some minor interruptions, for 
nearly five years. In the latter half of 1938 and in the first six months 
of 1939, the revival of residential building gathered considerable 
momentum.  

Apart from the special impetus given by the Federal Government 
in its spending program approved in April 1938, the revival of resi
dential construction was no doubt one of the determining factors in 
the business recovery from the 1937-38 recession. This recovery is 
reflected in the increase of industrial production since July 1938, 
followed by a slight decline during the first few months of 1939.
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The upswing of residential building was accompanied by an expan
sion of other construction; but while other construction was due 
primarily to Government expenditure in connection with the spending 
program, the recovery of residential building was supported mainly 
by private activity although assisted by Federal insurance of mortgage 
loans and-to some extent-by the start of public housing projects 
under the United States Housing Act of 1937. From July 1, 1938, to 
June 30, 1939, approximately 27,000 nonfarm dwelling units, or 6.3 
percent of the total number of units on which construction was started, 
were reported as provided by public building.  

Stability of Market Factors 

On the whole, the growth of private activity in residential building 
was well in line with the demand and supply factors that determine 
the volume of new building as well as of real-estate activity in general.  
Market factors were favorable, but characterized by a remarkable 
degree of stability rather than by spectacular movements upward or 
downward. Generally low vacancies and stable rents indicated that 
the additional supply of new dwellings was balanced by the increased 
demand that appears to be the combined effect of the accumulated 
housing shortage and somewhat higher family incomes resulting from 
improvement of business after the recession. The level of building 
costs, on the other hand, remained practically unchanged; and 
financing costs, which have been moving downward ever since 1934, 
were further reduced.  

Chart X on page 24 shows the movement of residential rentals for 
identical occupied dwellings (U. S. Department of Labor), and for a 
composite of dwellings including newly built as well as existing units 
and reflecting more clearly market conditions for new homes (National 
Industrial Conference Board). The increase of rentals dating from 
1934 or 1935 was checked toward the end of 1937, but both rent 
indices have remained fairly stable in subsequent periods.  

Sample surveys of the Bureau of Labor Statistics covering 32 cities 
indicate that all types of dwelling units, one- and two-family houses 
as well as multi-family structures, shared in the relative stability of 
rents during the fiscal year 1939.  

Vacancies vary widely from city to city and even from one sector of 
a city to another. This serves to emphasize that local rather than 
national conditions determine the actual housing need in individual 
communities. However, occupancy statistics for a number of cities 
suggest that, by and large, vacancies have remained at the level 
reached in 1937 after several years of steady decline. Of the 60 cities
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CHART X 

INDICES OF RESIDENTIAL RENTALS 
1926 = 100
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CHART XI 

INDICES OF MATERIAL AND LABOR COSTS FOR CONSTRUCTING 
A STANDARD SIX-ROOM FRAME HOUSE

1936 I 1937 I 1938 I 1939 

DIVISION OF RESEARCH AND STATISTICS 
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SURVEY OF HOUSING AND MORTGAGE FINANCE

reporting to the U. S. Department of Commerce, 37 reported vacancies 
below 3 percent, and 15 reported vacancies between 3 and 4 percent 
for 1938-39. In most cities, changes in vacancy ratios during the 
year were within narrow limits reflecting varied local situations.  

A reduction in building costs, or at least stability of costs in relation 
to the general price level is a prime requisite for a sustained and sound 
recovery in residential construction. Only recently has the country 
experienced the deadly effect of price excesses on building activity.  
From 1935 to the early months of 1937, when residential building rose 
rapidly, the expanding volume of construction was accompanied by 
sharp increases in both labor and material costs. Following these 
cost increases, the demand for new dwellings and the volume of new 
building was greatly reduced during the latter part of 1937. Since 
then, material prices have declined, labor costs have remained almost 
unchanged, and total costs have been brought down to somewhat 
lower levels (Chart XI). It is gratifying to see that from July 1938 to 
June 1939, both material and labor costs were stable or tended even 
slightly downward despite substantial gains in the volume of con
struction. 1 

With stable building costs on the one hand, and fairly constant rent 
levels on the other, the rent-cost relationship was little changed 
throughout the fiscal year 1939. This is illustrated by Chart XII, 
on page 26, which shows the index of market rentals together with the 
index of building material prices as representative of building costs.  

Recovery of the Real-Estate Market 

The recovery of the real-estate market from the collapse it suffered 
during the early Thirties has been slow and incomplete. The number 
of foreclosures, although no longer as excessive as from 1932 to 1934, 
remained unusually high in subsequent years, and the huge volume of 
real-estate involuntarily owned by mortgage lenders has been a con
stant drag on the market. However,, since 1937 a gradual improve
ment has been noted, and the fiscal year 1939 has seen some further 
progress.  

Chart XIII on page 26 evidences that in the first half of 1939, after 
five consecutive years of decline, foreclosures were back to the level of 
1928, and about one-half of what they were in 1934. The reduction in 
real-estate foreclosures in the fiscal year 1939 was fairly evenly dis

1 For actual figures underlying Chart XT, see Exhibit 3.

183130-39--3
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CHART XII 

INDICES OF MARKET RENTALS AND BUILDING MATERIAL PRICES 
1926 = 100

Source () U S Depont of Lbor DIVISION OF RESEARCH AND STATISTICS Soorce (I) U S Dept of Labor FEDERAL HOME LOAN BANK BOARD 
(2) National Industrial Conference Board 

CHART XIII 
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SURVEY OF HOUSING AND MORTGAGE FINANCE

tributed over the country. All Federal Home Loan Bank Districts 
and all but ten States reported fewer foreclosures than in the preceding 
year.2 

The volume of real-estate sales has been expanding, and the expe
rience of the Home Owners' Loan Corporation as well as of private 
mortgage lending institutions indicated that there is a substantial 
demand for homes in the lower-price brackets. However, the real
estate market as a whole showed mixed trends. There was evidence, 
at least in some areas, that the increase in the supply of newly built 
dwellings offered at attractive terms tended to depress the prices of 
"second-hand" properties. This is true, in particular, for the higher
priced used homes, the demand for which appears to be limited be
cause of changes in the national income and its distribution and be
cause of the competition of new dwellings which are more attractive to 
prospective buyers by reason both of more modern conveniences and 
more acceptable neighborhoods.  

In last year's report, the Federal Home Loan Bank Board called 
attention to the existence of a huge "overhang" of unsold real estate 
held by financial institutions and other mortgage lenders. Available 
statistics indicate that during the calendar year 1938, the volume of 
such undigested real estate owned by private financial institutions 
was somewhat reduced by increased sales, on the one hand, and by 
the decline of foreclosures, on the other. The estimated book value 
of one- to four-family dwellings owned by the principal home-mortgage 
lending institutions, including savings and loan associations, mutual 
savings banks, commercial banks, and life-insurance companies, de
creased from approximately $1,860,000,000 at the end of 1937 to 
$1,737,000,000 at the end of 1938, or by 6.6 percent. During the same 
period, however, the book value of properties repossessed by the Home 
Owners' Loan Corporation increased from $331,006,820 to $488,997,499, 
thus more than offsetting the reduction in private holdings. On the 
whole, the volume of one- to four-family dwellings owned by financial 
institutions is still alarming, representing, as it does, approximately 
20 percent of the total amount of home mortgages held by those 
institutions.  

The following table shows the book value of the overhang of all types 
of residential properties, including apartment houses as well as one- to 

2 Exhibit 4 shows the estimated number of real-estate foreclosures for all nonfarm areas and the rate of 
foreclosures per 1,000 nonfarm dwellings from 1926 to the first half of 1939. Exhibit 5 presents a survey of 
nonfarm real-estate foreclosures, by Federal Home Loan Bank District and by States, for each of the fiscal 
years 1938 and 1939.
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REPORT OF FEDERAL HOME LOAN BANK BOARD, 1939

four-family dwellings, held by selected financial institutions, as of 
December 31, 1938: 

Estimated overhang of residential properties held by selected financial institutions, 
December 31, 1938 

Type of lending institution: Amount 
Savings and loan associations ------------- $950, 000, 000 
Mutual savings banks 2------- - 500, 000, 000 
Commercial banks 2 315, 000, 000 
Life-insurance companies 3 576, 282, 000 
Home Owners' Loan Corporation -- 488, 997, 499 

Total-----------------------------------2,830, 279, 499 

1 Estimate based on reports received by the Federal Home Loan Bank Board.  
2 Estimates based on the reports of the Comptroller of the Currency and the Federal Deposit Insurance 

Corporation. The estimate for commercial banks excludes trust departments.  
3 Estimate of the Federal Home Loan Bank Board based on a questionnaire survey of the largest life

insurance companies.  

In a consideration of the problems created by the real-estate over
hang, it must be taken into account that the above figures represent 
but one portion of the total overhang in the country. They cover 
admitted holdings only; they do not include real estate involuntarily 
owned by individuals, closed banks, closed savings and loan asso
ciations, mortgage companies, or trustees of mortgage and real-estate 
bond companies; nor do they comprise properties acquired by munici
palities in tax sales. Estimates place the total amount of repossessed 
residential real estate held by institutions as well as individuals well 
above $4,000,000,000.  

In view of the magnitude of the problem, its bearing on new building 
and the real-estate market, and its effect on financial institutions 
throughout the country, the assimilation of the real-estate overhang 
remains one of the foremost tasks of the future. The holding of hun
dreds of thousands of properties for sale by financial institutions 
retards the full recovery of the real-estate and the home-mortgage 
markets. Financial institutions which have a large portion of their 
resources frozen in real estate contribute little to new mortgage lending 
and are a source of public misgivings, which in turn induces people to 
hoard rather than to invest. Also, many of the repossessed properties 
represent nonearning assets. In the last two years, home-financing 
institutions have begun to realize the necessity for quick and orderly 
liquidation of the real-estate overhang and have acted accordingly.  
However, further efforts will be required to bring the problem any
where near to solution. In some areas, this task is rendered more 
difficult by the competition of new dwellings, as indicated earlier, but
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there is still a broad demand for repossessed homes if they are placed 
in good condition and offered at competitive terms.  

The disposition of the real-estate overhang, while being of national 
importance, is largely a regional problem. Studies made by the Federal 
Home Loan Bank Board indicate that three States, New York, New 
Jersey, and Pennsylvania, account for almost one-half of the total 
overhang in the entire country. Naturally, financial institutions in 
these States are most affected by the large volume of real estate they 
own, and particular efforts should be made to cure the situation in 
these three States.  

Regional Variations of New Construction 

Close observation of building activity in recent years reveals two 
significant features: concentration of residential construction in a few 
selected regions of the country, and a decline in the average cost of 
new dwellings placed on the market.  

The rate of residential construction is never uniform throughout the 
country. The different degrees of development of the various parts 
of the Nation, migrations from one region to another, and varying 
intensities of prosperity cause marked regional variations, and the 
over-all picture for the Nation therefore gains in significance by obser
vation of regional trends.  

The map between pages 28 and 29 shows the regional distribution 
of residential construction in all cities of 10,000 or more population, 
from 1936 through the first half of 1939, by Federal Home Loan Bank 
Districts, expressed in terms of number of dwelling units built per 
100,000 population.2 

In the last few years, the relatively largest growth of residential 
construction was in the Southwest (Los Angeles District) where 
population pressure has stimulated new building. The second largest 
gain was in the South (Little Rock District) where the housing need 
was greatest and the improvement in business conditions most promi
nent-partly as the result of industrialization. The same holds true 
for the Southeast (Winston-Salem District) which ranked third in the 
rate of residential construction. The New York District showed the 
fourth largest rate of building, due primarily to the rapid development 
of suburban areas. Approximately 70 percent of total building activity 
in 1938 and the first six months of 1939 was concentrated in these 
four regions. On the other hand, the rate of construction in the 
Boston, Pittsburgh, Cincinnati, Chicago, and Des Moines Districts 
was far below the average rate for the entire country.  

3 For actual figures underlying the bars on the map and for explanatory notes, see Exhibit 6.
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30 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1939 

Importance of Smaller Communities and of Home Building 

Approximately 58 percent of the total nonfarm dwelling units built 
in the calendar year 1938 was in communities with 25,000 population 
or less, although these communities represented only 46.6 percent of 

CHART XIV 

DISTRIBUTION OF RESIDENTIAL CONSTRUCTION IN 1938 

BY SIZE AND TYPE OF COMMUNITY e

e Estimated by the Construction and Real Property Section, 
United States Department of Commerce 

the total nonfarm population and 46.8 percent of the total number of 
nonfarm families in 1930.  

Chart XIV illustrates the distribution of residential construction 
among cities of more than 25,000 population and cities with 25,000 
population or less, in 1938. For the latter cities, building activity is 
shown separately for "satellite" communities, that is, suburban 
communities in metropolitan areas where construction is influenced
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SURVEY OF HOUSING AND MORTGAGE FINANCE 31 

by the growth of metropolitan centers, and for "nonsatellite" com
munities which are independent and nonsuburban.  

The higher rate of residential building in smaller communities is due 
in part to a higher birth rate and faster population growth, and to a 
cessation of migration to the larger cities. It is also attributable to 
particularly active building in suburban areas; but about two-thirds 
of total residential construction in cities with 25,000 population or less 

CHART XV 

NUMBER OF NEW NON-FARM, DWELLING UNITS BUILT 

BY TYPE OF DWELLING; 1920-1938 
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was in nonsuburban communities and only one-third in "satellite" 
communities.  

It is in the smaller communities, both satellite and nonsatellite, 
that the proportion of one- and two-family homes in total residential 
construction is highest, and it is in those communities where special
ized home financing institutions of the savings and loan type are most 
numerous. Within the total building activity of the country, home 
construction and home finance have the foremost place. This is 
further evidenced by the overwhelming proportion of one- and 
two-family dwellings in total nonfarm construction throughout the 
country, as shown in the above chart.4 

4 For actual figures underlying this chart, see Exhibit 7.
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Building for the Mass Market 

Better adjustment of prices to the consumer's ability to pay was 
perhaps one of the most important tendencies of the building market 
in the last fiscal year. Analyses of the income distribution of families 
have demonstrated that in the past the construction industry has been 
building homes priced far too high for the mass of American families.  
This failure to tap the broad mass market has not only impeded the 
satisfaction of the Nation's housing needs, but it has also limited the 
volume of new building and consequently economic activity in general.  

During the early Thirties, the average price of new homes had 
already dropped. However, this was in a period of a declining general 
price level and of a decreasing volume of construction. In contrast, 
the recent reduction in average prices at which new homes are offered 
occurred in a period of growing volume of construction, and of rising 
costs of building material and labor in 1937 and only slightly declining 
costs in 1938. Nevertheless, price reductions were made possible by a 
greater willingness of home buyers to purchase dwellings of,smaller 
size and simpler design. Moreover, the building industry has been 
concentrating more fully in the broad area of mass demand. In the 
last two years, considerable pioneering has been done all over the 
country to meet the housing needs of families with moderate incomes, 
and more of such pioneering is under way. The results thus far 
achieved are presented in the following table: 

Average cost of new dwelling units in cities of 2,500 population and over, by types of 
dwellings 1 

Calendar year residential 1-family 2-family 3-and-more 

1936 ----------------- -------------------------- $4, 044 $4, 363 $2,763 $3, 639 
1937 ------------------ -------------------------- 3,995 4,307 2,834 3, 524 
1938 -------------------------------------------- 3,645 3,971 2,625 3,224 
19392------- ... ----------------- 3,611 3,961 2,552 3,194 

1 Based on building permit data of the Bureau of Labor Statistics. Although permit valuations do not 
reflect the final cost, their movement from year to year may be held to be indicative of the general direction.  
of costs.  

2 January to June.  

From 1936 to the first half of 1939, the average cost of new dwelling 
units decreased in all types of dwellings, one- and two-family homes as 
well as multifamily structures; the decline was more than 10 percent 
for all types of units built. As the volume of public housing through
oui that period was comparatively small, the decrease in average cost 
reflects, to a great extent, attempts of the private building industry 
to provide simpler and less expensive homes.  

Despite such progress, the building industry still has a long way to 
go before the price of its product will be more fully adjusted to the 
incomes of the majority of our families. The selling price of the
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majority of newly built houses still is above $5,000, if the costs of land 
and land improvement as well as sales commissions and profits are 
included. Income statistics for 1935 and 1936, on the other hand, 
have indicated that only one-fourth to one-fifth of all nonfarm, 
nonrelief families had an income that would enable them to buy a 
home priced in excess of $5,000 (under the generally accepted rule of 
thumb that a family should invest not more than two or two and one
half times its annual income in a home). Further adjustments are 
necessary if the building industry is to reach down into what has been 
called the "no man's land" of housing.  

In any analysis of the housing market in general, it must be recog
nized that a large portion of our population will always have to look 
for existing buildings rather than for new structures for the satisfac
tion of its housing needs. Even with the greatest volume of construc
tion practicable, not more than 3 percent could be added annually to 
the supplyof existing structures, and the "filtering-up process," which 
in the past enabled families to move from less to more satisfactory 
quarters vacated by families in the higher income groups, will remain 
an important factor in the total housing market. "It is manifestly 
impossible for economic society to supply all families or the increases 
in families in all income classes with new units. In nearly all cases, 
families of low income can be housed more adequately in old but 
sound units having sufficient space and other facilities for comfortable 
living than in small and otherwise inadequate structures having the 
sole advantage of being new." 6 

In this connection, it is worth mentioning that the large supply of 
low-priced homes repossessed by financial institutions provides an 
important opportunity for housing larger families in the lower income 
groups on an ownership basis-an opportunity too frequently over
looked. The extent to which resales of institutionally owned prop
erties may meet the mass demand for low-priced homes is illustrated 
by the sales experience of the Home Owners' Loan Corporation.  

Property sales of Home Owners' Loan Corporation, by price brackets, through June 30, 
1939 

Price range Number Percent of 

Up to $2,000 ..---------------------------------- 15, 878 28. 7 
$2,001 to $3,000 12,138 21 9 
$3,001 to $4,000 --------- ----------------------------------------------- 10, 001 18. 1 
$4,001 to $5,000 ----------------------------- 6, 573 11.9 
$5,001 to $6,000------- ------------- ----------------- 4,178 7. 6 
$6,001 to $7,000 ------------------------------------------ 2, 600 4. 7 
$7,001 and over----------------------------------------------------------------.3,935 7.1 

Total ..-------.------- --..------------------------- 55,303 100. 0 

5"Residential Building", by Lowell J. Chawner, prepared for the Industrial Committee of the National 
Resources Committee, Washington, D. C., 1939.
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As shown by the table, 50.6 percent of all property sales of the 
Home Owners' Loan Corporation was in the price classes below 
$3,000 which generally are within the reach of families with less than 
$1,500 annual income, and that almost 30 percent was in the price 
group below $2,000, which may well be classified as being within the 
reach of "low-income" families.  

The Federal Home Building Service Plan 

Building for the families of average income is a matter not only of 
quantity but of quality. Particularly in the small-home field, in 
which the agencies under the Federal Home Loan Bank Board 
primarily operate, there is little gained by large volumes of construc
tion if the new homes are built without due regard to sound standards.  
Bad planning, shoddy construction, carelessly selected neighborhoods, 
and substandard materials have frequently jeopardized the value of 
home ownership, and the small-home owner can least afford any hazard 
to his investment. Likewise, such methods of construction are apt 
to endanger the funds of home-financing institutions invested in small
home mortgages, by virtue of the abnormal depreciation and ob
solescence of substandard properties and because of the natural 
dissatisfaction of the borrower.  

The extent and the consequences of substandard building in this 
country were brought to the attention of the Bank Board through the 
experience gained by the Home Owners' Loan Corporation in refinanc
ing more than a million homes. After a careful analysis of this 
experience-revealing an appalling lack of proper planning and a 
widespread extent of flimsy workmanship in the small-home field
the Federal Home Loan Bank Board, in September 1936, adopted 
the "Federal Home Building Service Plan" as a means of fostering 
better home construction in the future. The Plan is designed par
ticularly to serve those prospective home owners in the average income 
groups who in the past have not had the benefit of architectural 
advice and have been unprotected against the deadly effects of 
substandard building.  

The Federal Home Building Service Plan, although sponsored by 
the Federal Home Loan Bank Board, is operated entirely by local 
organizations comprising the various elements of the building indus
try-mortgage-lending institutions, architects, builders and con
tractors, and material dealers. The agencies under the Board 
participate in the Plan only to encourage and assist local cooperative 
endeavor.  

Under the Plan, all planning elements are provided such as home 
designs, floor plans, working drawings, and specifications, as well as
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the all-important supervision on the job whereby the owner receives 
maximum assurance of dollar-for-dollar value. Other important 
features include professional assistance in qualifying contractors, 
taking of contract bids, and inspection of materials. In short, the 
small-home builder no longer is forced to "shop" in a field with 
which he is entirely unfamiliar; he has available a moderately priced 
technical advisory and supervisory service and a wide variety of 
economical-to-build home designs intended to make it easier and safer 
to build a properly planned and soundly constructed home. As all 
these operations are coordinated, the home builder is spared the 
multiplicity of contacts previously required to complete his plans.  
The service thus eliminates many of the difficulties which heretofore 
have discouraged the prospective builder of a small home.  

Key items of the Plan are the "Home Selector," a portfolio of home 
designs chosen for the specific community, and a "Certificate of 
Registration" which is issued to the home owner as a testimonial of 
the sound construction of his house.  

The Federal Home Building Service Plan is a joint industry
Government program. Originally designed for the protection of the 
member institutions of the Federal Home Loan Bank System, the 
Plan was later broadened to permit other mortgage lenders to partici
pate. During the fiscal year 1939, the Plan has obtained the active 
sponsorship of other important factors in the building industry: the 
architects and the material producers. The American Institute 
of Architects, representing the architectural profession, and -the 
Producers' Council, comprising the Nation's largest materials manu
facturers, have both given the Plan their support as an effective means 
toward eliminating substandard constuction in the small-home field.  
The retail lumber and building-materials trades and operative builders 
are also cooperating under the Plan.  

As of June 30, 1939, 267 home-financing institutions in 76 commu
nities had applied for the facilities provided by the Federal Home 
Building Service Plan, and 440 new small-home plans had been 
approved at that date, constituting the most comprehensive collection 
of designs ever assembled in this field.  

The Plan has been developed and organized after considerable 
investigation of conditions throughout the country. It is now being 
aggressively promoted in several areas where definite results are being 
obtained, and it is expected that the Plan will be extended into many 
other communities in the near future.
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Need for Rehabilitation 

As only a small number of dwelling units can be added annually 
to the existing supply of housing, new building is but one way of im
proving housing standards. Large-scale rehabilitation and moderni
zation of existing structures that are basically sound are important 
aspects of a well-rounded housing program.  

Real-property inventories conducted between 1934 and 1936 by the 
Works Progress Administration revealed that only 39 percent of the 

CHART XVI 

CONDITION OF URBAN RESIDENTIAL STRUCTURES 

Good Condition ... a :: 
39.0% .: *09:-as 

Unfit For Use 
.:.- ..... : .. *.*. . .. 23% 

""": ," ' " -Major Repairs 
Minor Repairs M "j. . . . 9 

44.8% .  

® Based on real property inventories conducted as work 
projects by the Works Progress Administration, 1934-1936 
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FEDERAL HOME LOAN BANK BOARD 

more than five million structures examined were in what was termed 
"good condition." Of the remainder, 44.8 percent needed minor 
repairs, 13.9 percent required major repairs, and 2.3 percent were unfit 
for use.  

The survey of the Works Progress Administration showed also the 
extent of substandard housing conditions. Of all dwelling units cov
ered in the survey, 15 percent had no private indoor flush toilets, 20 
percent were without private bathtubs (or showers), and in the South
east, 25.4 percent of all dwelling units were without gas or electric 
lighting facilities and 12.8 percent without running water.  

These conditions are in part the consequence of neglect in mainte
nance and modernization during the last ten years. Residential
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properties in general have not been maintained at predepression 
standards and have, therefore, depreciated in value as well as usability 
at a faster rate than normal; even less has been done to increase their 
life expectancy and habitability through provision of modern facilities.  

In the field of one- to four-family homes, the Home Owners' Loan 
Corporation, which holds mortgages on, or title to, dwellings equiva
lent to approximately 10 percent of all owner-occupied nonfarm homes, 
has done a great deal to arrest the progress of depreciation and obso
lescence. From 1934 to June 30, 1939, the Home Owners' Loan 
Corporation has expended or advanced approximately $140,000,000 
for the reconditioning of more than 500,000 dwellings.  

Rehabilitation is not only a problem of individual properties, but 
largely a problem of neighborhoods. City surveys conducted by the 
Division of Research and Statistics of the Federal Home Loan Bank 
Board have demonstrated that a large portion of our city dwellings 
is located in neighborhoods undergoing various phases of deterioration 
caused by bad planning, overzoning for commercial uses, shifts in 
population, traffic hazards, and many other factors. Such deteriora
tion is not only a detriment to housing standards but a threat to prop
erty values, tax resources, and the safety of the billions of savings 
invested in mortgage loans. Every year communities throughout the 
country suffer a staggering loss from the deterioration of neighbor
hoods-a deterioration which, once well under way, cannot be halted.  

Individual home owners and lending agencies can do very little to 
avert these trends, and some sort of neighborhood organization under 
the guidance and control of municipalities and other public bodies is 
required to carry out a comprehensive program of rehabilitation.  
Such a program will be of vital importance to the community at large 
as it will create a mechanism for the prevention Of further blight, 
provide an effective means of community planning, prevent unneces
sary decentralization, and make for a better utilization of existing 
public utilities, transportation facilities, schools, and other public 
buildings.  

During the past fiscal year several attempts have been made to 
institute rehabilitation progams on a large-scale basis. The Federal 
Home Loan Bank Board, through its agencies, has offered to cooperate 
in such programs not only as a matter of sound public policy but also 
in protection of the properties on which the Home Owners' Loan Cor
poration holds mortgages or which it owns, and in protection of the 
savings entrusted to the financial institutions which the Federal Home 
Loan Bank Board supervises. As an example of such cooperative
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program, the rehabilitation project for a residential section in Balti
more may be cited: 

Toward the end of 1938, the Baltimore Housing Authority, with the cooperation 
of the Home Owners' Loan Corporation, the United States Housing Authority, 
and several municipal agencies and organizations, determined to conduct a survey 
and planning project for the Waverly area of Baltimore. The project was designed 
to provide that neighborhood with a detailed inventory and analysis of its present 
condition and future prospects, and to develop a general plan for protective 
development and betterment. With the assistance of a WPA project and the 
contribution of supplies, equipment, and technical personnel services from the 
above-mentioned agencies, the program was started in March 1939.  

Covering an area of 54 blocks, containing approximately 1,600 properties, the 
survey has procured general physical and economic data for each property and 
for the neighborhood as a whole. The planning project has analyzed and studied 
the accumulated data, has established the varying degrees of incipient blight 
present throughout the area, and has determined the isolated spots of excessive 
deterioration. Furthermore, in order to provide economic protection to the 
neighborhood in the future, ways and means of arresting blight, of recouping and 
stabilizing values, and of maintaining good standards have been specified.  

Paralleling the survey and planning work, there has been conducted a program 
of encouragement to organizations and parties interested or located in the area 
to develop an organized determination on the part of the neighborhood itself to 
undertake rehabilitation and maintenance for mutual protection.  

A like program, again with the assistance of the Home Owners' Loan 
Corporation, is being developed for the Woodlawn area of Chicago, 
and municipal and civic bodies in Cleveland, New Orleans, Memphis, 
and Louisville have indicated an interest in similar undertakings.  

2. SAVINGS AND MORTGAGE FINANCE 

During the past fiscal year the operations of home-financing institu
tions were marked by a continuing influx of savings, on the one hand, 
and by keen competition in the mortgage market, on the other. More 
and more, the problem before these institutions has become how to 
find sound and safe mortgage loans rather than how to obtain funds 
for such loans.  

Increase of Individual Long-Term Savings 

The flow of savings is a matter of primary importance to home finance.  
For decades the large majority of urban homes in this country have 
been built out of the savings of the great mass of our people, and each 
year a considerable portion of individual long-term savings is 'being 
invested in thrift and home-financing institutions. The trend of 
such savings over the last decade is indicated in the following table 
which includes savings in financial institutions either specializing or 
participating in home finance, and selected types of investments that
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are directly competitive to savings deposits and investments in home
financing institutions: 

Changes in selected types of individual long-term savingsJ 

[In millions of dollars] 

Amount of Increase or Amount of Increase or 
Year accumulated decrease Year accumulated decrease 

savings during year savings during year 

1929.---------- $44,958 1934 -------- $41,653 $1,744 
1930 ..-------------. 46,059 $1,101 1935 ------------------ 43, 934 2, 281 
1931 ------------------- 45,954 -105 1936-------- ---------- 46,517 2,583 
1932------------ 42, 829 -3,125 1937-----------------... 49, 515 2, 998 
1933 ------------------- 39,909 -2,920 1938----------------- 51,698 2,183 

1 Savings in life-insurance companies, mutual savings banks, all other banks, savings and loan associa
tions, postal savings, 2/2 percent postal-savings bonds, and United States savings bonds. For explanatory 
notes, see Exhibit 8.  

There has been a very pronounced recovery in these types of savings 
in the last few years. The annual increases from 1934 to 1938 have 
more than offset the depression losses in the three preceding years, and 
at the end of 1938 the amount of accumulated long-term savings 
reached an all-time high in the history of American finance, exceeding 
the $50 billion mark. The largest annual increment of savings in 
this recovery period occurred in 1937. During 1938 the growth was 
somewhat smaller, reflecting the decline in business activity and in 
national income in the latter half of 1937 and the first half of 1938.  

To a large extent, these savings represent the accumulated resources 
of our middle and lower income groups-a fact which places special 
responsibility on the institutions to which they are entrusted, and on 
the public agencies, Federal and State, charged with the supervision of 
financial institutions. In 1938 the average cash value of life-insurance 
policies was $300, the average investment per private investor in 
savings and loan associations, $780, the average savings account in 
mutual savings banks, $832, and the average savings account in 
national banks, $421. All in all, the more than 50 billions of dollars 
of accumulated long-term savings in the country represents approxi
mately 115 million accounts. 6 

The distribution of accumulated savings over the various types of 
institutions and investments and the changes during 1938 are shown 
in Exhibit 8. The largest rate of increase was in holdings of United 
States savings bonds, which grew by 49.6 percent during the year.  
Life-insurance companies, which account for most of the growth in the 
dollar amount of savings during the last decade, showed an increase of 
6.6 percent. Private investments in all savings and loan associations 
rose by 2.6 percent, and savings deposits in commercial banks by 2.5 

6 As a number of savers may hold several accounts, this figure includes some duplications.
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percent. The volume of postal savings and postal-savings bonds and 
deposits in savings banks fell slightly.  

Within the field of specialized home-financing institutions, the rate 
of increase in individual long-term savings during 1938 varied sub
stantially among the different types of institutions. Federal savings 
and loan associations, which are of comparatively recent origin, 
showed the largest rate of increase-21.3 percent for an identical group 
of 1,309 institutions. Insured State-chartered associations ranked 
next, with a gain of 6.4 percent for an identical number of 547 associa
tions. The flow of private funds into 901 identical noninsured 
member associations of the Federal Home Loan Bank System grew 
at the rate of 0.5 percent. All together, private investments in the 
above-listed member associations of the Federal Home Loan Bank 
System increased by 10.3 percent.7 

Growing Competition in the Mortgage Market 

The steady increase of savings is partly responsible for the highly 
competitive conditions that have recently developed in the home
mortgage market and that have become more pronounced during the 
past fiscal year. While financial institutions of all types had an 
overabundance of funds available for investment, immediate oppor
tunities for the profitable employment of such funds were very limited.  
Low yields on Government bonds, which today constitute a major 
portion of the portfolio of commercial banks, mutual savings banks, 
and life-insurance companies, and the scarcity of industrial and com
mercial loans have made investments in home mortgages more attrac
tive to these institutions. In consequence, they have reentered the 
field of home mortgage lending to an increasing extent, encouraged 
in part by Federal mortgage insurance under the National Housing 
Act of 1934. Similarly, trust and pension funds, endowments, and 
individuals have been more actively engaged in making home-mortgage 
loans. In general, there is a growing recognition of mortgage loans 
as a worth-while long-term investment, and there is a tendency for 
large insurance companies even to go into direct building; this latter 
tendency is evidenced by New York State legislation permitting 
domestic life-insurance companies to invest up to 10 percent of their 
total assets in housing operations on a full ownership basis.  

As a result of competition, the financing costs of home ownership, 
which had already decreased in preceding years, have been lowered 
further in the reporting period. Interest rates have dropped, amorti

7 See Section III of this report (p. 79). Because of the increase in number of Federal savings and loan 
associations and insured State-chartered associations during the year, identical groups of associations 
operating throughout the year provide a more equitable basis of comparison.
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zation periods have been lengthened, and down payments have been 
reduced by higher percentage loans. All this, coupled with other 
favorable market factors, has contributed to the revival of new 
construction and the real-estate market.  

In many regions of the country, particularly in the Northeast and 
in the larger communities, nominal interest rates for new home-mort
gage loans have fallen to 5 percent, and in the spring of 1939, some 
savings banks in New York, where interest rates have regularly been 
lower than in the rest of the country, reduced their rates for selected 
home mortgages insured under the National Housing Act to 4% per
cent. At the same time financial institutions have begun to assume 
part of the costs incident to the making of the loan, resulting in a 
reduction of effective interest charges.  

Through the amendment to Title II of the National Housing Act 
of February 3, 1938, the maximum nominal rate for insured home 
mortgages, excluding the insurance premium, has been revised from 
5%2 to 5 percent. 8 Together with this reduction in interest rates, the 
amortization period for mortgage loans on small, new, owner-occupied, 
one-family homes was lengthened from 20 to 25 years and the maxi
mum loan limit raised from 80 to 90 percent of the appraised value 
of the,property. Although only part of home-mortgage lending was 
directly affected by this legislation, competition has operated to 
adjust loan terms more closely to those for insured home-mortgage 
loans within the limits set by existing State and Federal statutes 
governing the lending powers of financial institutions.  

Thrift and home-financing institutions also have more widely 
adopted the practice of lending at variable interest rates, based on 
risk rating for each individual mortgage loan, instead of lending at a 
uniform rate. This has tended to lower interest charges particularly 
for selected loans.  

To assist in the reduction of interest rates, the Federal Home Loan 
Bank Board in May 1939 adopted a regulation under which savings 
and loan associations obtaining new share investments from the Home 
Owners' Loan Corporation are required to lend these funds on the 
direct-reduction plan at an effective interest rate of not more than 
6 percent. This rate includes interest, premiums, initial loan fees, 
and other charges for the use of the money.  

In comparisons of interest rates, scrupulous care must, of course, be 
taken to distinguish between nominal and effective rates which include 
premiums, loan fees, service charges, prepayment penalties, delin

8 Effective August 1, 1939, this rate was further reduced to 4i percent for all home mortgage loans insured 
under Section 203 of the National Housing Act 

183130-39--4
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quency charges, and other items. Also, interest rates vary not only 
among the different regions of the country but also by localities and 
neighborhoods. Mortgage rates on homes in selected areas tend to be 
lower than in deteriorating neighborhoods. Rates in small communi
ties are generally higher than in larger localities. With respect to 
loan terms, mortgage loans on older structures normally require quicker 
amortization than those on new and modern properties, because they 
involve a greater risk of obsolescence. Likewise, amortization periods 
for mortgages on lightly built structures are shorter than for mortgages 
on solid structures. Only if due weight is given to all these factors 
can the comparative cost of home financing as between different groups 
of lending institutions and as between different loan types be appraised.  
The large number of elements determining interest rates and loan terms 
explains why over-all comparisons of financial costs are gravely 
misleading.  

Another factor is the size of mortgage loans. The initial cost of 
making small loans and the cost of servicing and record-keeping of 
such loans is relatively higher than on larger loans. Small loans, 
therefore, frequently demand a relatively higher rate than large ones.  
In this connection, the following figures on the average size of new 
mortgage loans made by the various types of lenders are pertinent: 

Average size of nonfarm mortgage loans by types of lenders 1 
January to June 1939 

Insurance companies----------------------------------$4, 957 
Mutual savings banks------------------------------ 3, 371 
Banks and trust companies ---------------------- --- 3, 249 
Savings and loan associations--------------------- -- 2, 519 
Individuals------------------------------------------ 1, 936 
Other mortgagees------------------------------------- 3, 343 

1 
Division of Research and Statistics, Federal Home Loan Bank Board. Based on recordings of nonfarm 

mortgages of not more than $20,000.  

It is evident from this table that the average size of mortgage loans 
made by savings and loan associations is lower than that of any other 
type of financial institution.  

Reduction of Dividends of Home-Financing Institutions 

The effects of competition on thrift and home-financing institutions 
have been manifold. Competition has been an incentive to improve 
management and efficiency and thus to induce these institutions to 
operate on a lower spread between cost of money and interest rates 
charged. A more aggressive attitude toward the acquisition of new 
lending business has been developed, and advertising is being used to a 
greater extent. Many institutions have found it useful to simplify
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and modernize their loan plans. In these endeavors, they were greatly 
assisted by the constructive guidance of the twelve Federal Home 
Loan Banks.  

For mortgages on new buildings, a more complete "merchandising 
technique" has been developed, including selection of suitable designs 
and building materials, architectural advice, and supervision of 
construction. The Federal Home Building Service Plan, described 
in an earlier section of this report, should greatly aid in the develop
ment of such services.  

Finally, the downward trend of interest rates on home mortgages in 
many cases has led to a reduction in the rate of return paid to investors 
in home financing institutions. In line with the general downward 
movement of yields on long-term investments in the last few years, 
dividends paid by savings and loan associations have gradually been 
reduced to lower levels. The average annual dividend rate paid by 
Federal savings and loan associations, for instance, decreased from 
3.69 percent in 1935 to 3.50 percent in 1937. In 1938, this tendency 
toward lower dividends was reflected in decreased average rates in 23 
out of the 46 States for which comparable data for Federal savings 
and loan associations are available.9 There are also indications that 
a number of State-chartered associations have revised their dividend 
rates to conform more fully with present conditions, particularly in 
combination with insurance of accounts afforded by the Federal 
Savings and Loan Insurance Corporation. Insurance of accounts 
naturally provides an effective medium through which long-estab
lished dividend rates on share investments can be reduced, by virtue 
of the greater shareholders' confidence instilled by a Federal guaranty.  

An increasing number of home-financing institutions recognize that 
lower dividend rates are necessary to meet the competition for mort
gage loans and to secure good loans which are a sound investment 
protecting the safety of the funds in custody of the institutions. It 
has also been recognized more widely that savings are entrusted to 
financial institutions because of the safety of principal and regularity 
of returns rather than because of expected high returns. Experience 
has shown that because of the greater emphasis placed on safety, 
moderate reductions of dividend rates in the long run are unlikely to 
affect materially the flow of funds into home-financing institutions.  

To a certain extent, the dividend policy of home-financing institu
tions is determined by the rate of return paid on competitive types of 
savings. United States savings bonds, if held for ten years to matur
ity, return a maximum of 2.9 percent. During the fiscal year 1939, 
the interest paid on postal-savings deposits was a flat 2 percent.  

* For complete information, see Section IV, pp. 98 and 99.
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Mutual savings banks were paying dividends ranging between 2
and 3 percent, with the average close to 2 percent. Commercial 
banks insured by the Federal Deposit Insurance Corporation are
permitted to pay maximum rates of 2)1 percent on savings deposits, 
but in many cases the rates are below this maximum. Until recently, 
the return guaranteed on life-insurance policies of legal reserve com-
panies has usually been about 3 percent, but during the fiscal year 
1939, several companies have reduced the return guaranteed on new 
policies to 2)( percent. A reduction of dividend rates paid by home-
financing institutions to 3 or 31( percent, depending on local condi
tions, would still maintain the traditional margin above the return 
paid on other types of savings, without loss of competitive advantage.  

Moratorium Laws 

In view of the full revival of the mortgage market, a gradual removal 
of the still existing moratorium laws appears to be warranted. Mora-
toria on mortgages were introduced at the bottom of the depression 
when incomes were at an extremely low level and refinancing by private
mortgage lenders was practically impossible. At that time, moratoria 
were believed to be well justified to stem the tide of foreclosures and 
to prevent the dispossession of hundreds of thousands of home owners, 
in default. These conditions are no longer present, The national 
income is much larger than in 1932 or 1933, home-mortgage lenders.  
have plenty of funds ready to invest, and refinancing of extising loans.  
at advantageous terms is easy. Therefore, no real hardship to home
owners is to be expected if moratoria are gradually lifted. On the
other hand, the elimination or modification of moratorium laws would.  
go a long way toward restoring normal conditions in the mortgage.  
and real-estate market and would thus contribute to the attainment, 
of full economic recovery.  

During the past few years, a number of moratorium laws have, 
expired. In addition, the moratorium laws of Iowa,, Kansas,, Missis-
sippi, and Nebraska have been declared to be' unconstitutional.  
Arkansas has repealed its moratorium act.  

However, on June 30, 1939, moratorium laws were still in force in 
thirteen States: Alabama, Arizona, California, Louisiana, Michigan,.  
Minnesota, Montana, New York, North Dakota, Ohio, South Dakota,.  
Vermont, and Wisconsin.  

Home Mortgage Lending Activity 

The fact that home mortgage lending is a highly localized activity and, 
that the average loan involves a comparatively small amount of
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,money has for a long time tended to obscure the importance of the 
aggregate volume of home-mortgage lending. However, this total 
volume has always been considerable, and in the last few years when 
most other sectors of the private capital market were sluggish and 
linactive, home-mortgage lending has attained an outstanding place.  
This is evidenced by the following comparison: the average annual 
-amount of all corporate securities issued by railroads, utilities, and all 
other corporations in 1937 and 1938 was only $2,255,000,000, including 
new securities as well as securities issued for refunding purposes. On 
'the other hand, total mortgage loans on one- to four-family dwellings 
'made by financial institutions and individuals in each of the calendar 
-years 1937 and 1938 amounted to approximately $2,500,000,000.  
With such volume, home mortgage lending has exceeded the aggregate 
amount of corporate finance.  

The flow of money into housing is of great national importance not 
tonly because it enables our population to meet its housing needs to a 
larger extent, but also because it helps to overcome one of the basic 
difficulties which our economy is facing. As explained in a previous 
,section of this report, the Nation is saving large amounts each year, 
irrespective of minor fluctuations in economic activity and national 
income. During the last few years, these savings were only to a limited 
extent put to productive use. For a number of reasons, long-term 
capital investments in durable goods, which are normally financed out 
of accumulated savings, have been small. Large unutilized savings, 
on the one hand, and small capital investments, on the other, could not 
but create an unhealthy situation reflected in a low level of employ
ment and of economic activity in general. If savings are idle, men and 
machinery are out of work.  

The absorption of investible funds by housing may well contribute 
to a solution of this problem. Normally, investments in housing repre
sent a considerable portion of total capital investment. This is evi
denced by the fact that in the period from 1919 to 1935, which com
prises years of high and low building activity, residential construction, 
including major alterations and repairs, accounted for more than one
fifth of total domestic capital investment; from 1922 to 1928, a period 
,of substantial residential building, the share of residential construction 
in total domestic capital investment exceeded 28 percent. 10 Larger 
investments in housing which appear to be forthcoming at the present 
time will, therefore, be an important factor in the much needed 

10 Total domestic capital investment is equal to "gross capital formation" as estimated by Simon Kuznets 
in "National Income and Capital Formation, 1919-1935" (National Bureau of Economic Research), after 
deduction of changes in business inventories, in stocks of gold and silver, and in net claims against foreign 

4countjries. Data on residential construction comprise debt financing as well as equity financing.
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establishment of a balance between savings and capital investment in 
general, and help to restore employment and prosperity.  

Chart XVII presents the record of home-mortgage-lending activity 
from 1929 to 1938. The chart illustrates the extent to which home
mortgage lending had dropped in the early Thirties and the degree of 
recovery in recent years; it also shows the extent of the refinancing 
operations of the Government-owned Home Owners' Loan Corpora
tion in relation to the volume of private home-mortgage lending.  

CHART XVII 

ESTIMATED VOLUME OF MORTGAGE LOANS MADE ON NONFARM ONE TO FOUR 
FAMILY DWELLINGS, BY TYPE OF LENDER 
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In a comparison of lending activity in the last few years and the 
lending volume of 1929 or 1930, account must, of course, be taken 
of the reduction in real-estate prices which has taken place in the 
meantime. Average prices per dwelling and dwelling unit have 
decreased, and a loan volume of $2,463,000,000 in 1938, therefore, 
means much more in terms of number of properties and mortgages 
than it would have meant in 1929.  

Actual figures underlying the above chart are shown in Exhibit 9.  
Throughout the ten-year period from 1929 to 1938, savings and loan 
associations represent the largest single group of mortgage lenders 
on one- to four-family dwellings. With an estimated volume of 
$798,000,000 in mortgage loans made in 1938, they accounted for 
32.4 percent of the total amount of home-mortgage loans made
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during that year. "Individuals and others" ranked next. Home
mortgage lending of commercial banks and their trust departments 
in 1938 is estimated at $560,000,000, and that of life-insurance 
companies at $242,000,000. Mutual savings banks in 1938 made 
$105,000,000 of home-mortgage loans. The highest rate of increase 
from 1935 to 1938 was in the loan volume of life-insurance com
panies and commercial banks, due largely to particularly active 
participation of these institutions in lending on home mortgages 
insured under the National Housing Act of 1934.  

Mortgage Recording Studies 

The figures presented in the above section are revisions of previous 
estimates prepared by the Division of Research and Statistics of the 
Federal Home Loan Bank Board. Such revisions have been made 
possible through the institution of a survey of real-estate-mortgage 
recordings which has been undertaken each month from December 
1938 and will be continued as a regular service. This is the first 
time that data on mortgage recordings have been collected and com
piled in such detail on a nation-wide basis and it is hoped that this 
service will be a valuable contribution to our knowledge of develop
ments in the mortgage field. Because of the lack of adequate data, 
Government agencies and lending institutions have been too much in 
the dark in formulating their policies and in analyzing the market in 
different States and localities. The new mortgage-recording studies 
permit not only a more exact determination of the share of the various 
types of lenders in total activity, but also a classification of mortgage 
lending by States.  

Through the cooperation of savings and loan associations, the 
support of the United States Building and Loan League and the 
Mortgage Bankers Association, and endorsement by the National 
Association of Title Companies, the coverage of mortgage recording 
data has gradually been extended until in June 1939 it included 482 
counties which contained 52.5 percent of the total nonfarm population 
and were located in 45 States and in the District of Columbia. The 
national and State figures given in the following paragraphs are 
estimated on the basis of statistics received from reporting counties.1 

Mortgage-recording statistics collected by the Division of Research 
and Statistics include mortgages of not more than $20,000 on non

1 The estimates are based upon original reports received each month from field cooperators. Summaries 
of these reports are prepared for each State, by type of mortgagee, and from the totals of reported statistics, 
estimates representing total mortgages recorded in each State are developed on the basis of the relation of 
the nonfarm population in the sample to the total nonfarm population in the State. Adjustment factors 
are employed in the calculation to correct for the concentration of type of lenders and for the influence of 
metropolitan areas.
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farm property. *Within that group they comprise home mortgages 
as well as other mortgages; they thus cover a broader field than 
mortgages on one- to four-family homes alone. For this and other 
reasons 12 the mortgage-recording data are not directly comparable 
with the data on home-mortgage lending given in Chart XVII and 
Exhibit 9.  

Estimated volume of mortgages on nonfarm property recorded each month from 
January to June 1939 1 

Month Number Amount Month Number Amount 

January ---------------- 90, 555 $244,015,000 April -------- 110, 570 $304,351, 000 
February--------------- 85,160 226, 991,000 May ----------- 125, 604 349,454,000 
March ---------------- 109,873 312,465, 000 June---------- -------- 128, 005 360,868,000 

1 Includes nonfarm mortgages of not more than $20,000.  

Exhibit 10 presents a classification of mortgages recorded during the 
first half of 1939, by Federal Home Loan Bank Districts, by States, 
and by types of lenders, together with the amount of mortgages 
recorded per capita. The highest per capita figure for that period is 
in the District of Columbia ($58.19) but this is followed closely by 
California ($49.89). Florida likewise shows per capita figures far 
above the national average, which is $19.47. The smallest per capita 
figures are to be found in Alabama, Arkansas, Tennessee, North 
Dakota, South Dakota, and Mississippi.  

The distribution of the total amount of mortgages recorded over the 
various types of lenders is summarized in the chart on page 49.  

On the basis of mortgage recordings, we again find that savings and 
loan associations are the predominant factor, accounting for 30 percent 
of the total amount of all mortgages recorded under $20,000. Banks 
and trust companies rank next with 25 percent of the total. Individ
ual lenders account for 18 percent of all mortgages recorded-a 
surprisingly large share in view of the heavy losses sustained by 
individual mortgagees during the depression, and of the restriction of 
Federal mortgage insurance to financial institutions. It appears 
that the continuous lowering of yields on other investments available 
to individuals has encouraged them to place funds directly in the 
more profitable investment medium of mortgages.  

12 Others reasons are: The period covered by mortgages recorded and loans made is not necessarily the 
same. Lending statistics are reported as of the date of loan commitment, while recording figures reflect 
the actual date of loan reaistration. Further, any alterations in the terms o

f 
an existing contract necessitates 

a new registration. In the case of refinancing an institution's own mortgate, for example, the face amount 
of the instrument would appear in the recording totals, whereas only that portion which represented an 
increase in funds loaned would be included in lending figures.
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In terms of number of mortgages recorded, the share of savings and 
loan associations is even greater than in terms of dollar amounts.  
Institutions of the savings and loan type accounted for 33.3 percent, 

CHART XVIII

DOLLAR DISTRIBUTION OF MORTGAGES 
BY TYPE OF MORTGAGEE 

JANUARY 1939 TO JUNE 1939
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of the total number of mortgages recorded from January to June 
1939, banks and trust companies for 21.3 percent, and insurance 
companies for 4.9 percent. This reflects the fact that the average 
mortgage loan made by savings and loan associations is smaller than 
the average loan made by any other type of lending institution.
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Increase of Home-Mortgage Debt in 1938 

For the first time since 1930, the total home-mortgage debt outstand
ing showed a substantial increase in 1938. This may well be taken 
as a symptom of recovery because the reduction of the home-mortgage 
debt from 1930 to 1937 was due, in great part, to the extraordinary 
effect of the depression on the home-mortgage structure. The de
crease in this period was caused mainly by the large amount of fore

CHART XIX 

HOME MORTGAGE DEBT, 1929-1938 
ESTIMATED BALANCE OF OUTSTANDING MORTGAGE LOANS ON 

BILLIONS NONFARM ONE TO FOUR FAMILY DWELLINGS
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closures resulting in property acquisitions by mortgage lenders in 
lieu of debt. It was also caused by large irregular repayments which 
many lenders required during the financial crisis, and by regular 
amortization of outstanding mortgages. New mortgage lending, on 
the other hand, dropped sharply as a result of the decline in construc
tion and was insufficient to offset these liquidating factors. Con
versely, the net increase of the home-mortgage debt in 1938 exemplifies 
not only the resumption of new lending activity, but a recovery from 
the impact of the depression on the real-estate and home-mortgage 
market.
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From 1930-the peak year-to 1936, the total home-mortgage debt 
was reduced by approxiniately $4,500,000,000, or almost 21 percent.  
The decline was most precipitous in 1932 and 1933, but slowed down 
in subsequent years when the Home Owners' Loan Corporation re
financed over $3,000,000,000 of home-mortgage loans, a large portion 
of which otherwise would also have been liquidated in one form or 
another. In 1937 the reduction of the home-mortgage debt came to 
a halt, and in 1938 there was a net increase of $220,000,000, or 1.3 
percent over 1937.  

As will be seen from Chart XIX, the Home Owners' Loan Cor
poration has reduced its balance of outstanding mortgage loans since 
1935. In contrast, the balance of mortgage loans held by private 
mortgagees has grown by substantial amounts since 1936. In only 
two years, this balance has increased by more than $850,000,000.  

Detailed estimates of the amount of home-mortgage loans outstand
ing and of the holdings of the various types of lenders are presented 
in Exhibit 11.  

3. PROBLEMS AHEAD 

In the seven years which have passed since the formation of the 
Federal Home Loan Bank Board, energies have been concentrated on 
curing the ill effects of the collapse brought about by the depression, 
and on restoring the economic position of home ownership and 
mortgage finance. The present recovery in these fields is evidence 
of the progress made. However, the problems which public and 
private agencies in home building and mortgage finance are facing 
have not ceased to exist. They have rather changed in nature to an 
extent that makes them appear as wholly new problems.  

Large construction activity almost inevitably creates tendencies to 
reduce building standards, and there are already indications that 
jerry-building, poor methods of construction, and utilitization of 
cheap materials are increasing in volume. Building for the mass 
market is a desirable goal, but if it is achieved at the expense of good 
material and sound construction, the gain in terms of housing standards 
is very questionable. Such tendencies not only threaten the value 
of home ownership but endanger the safety of funds invested in 
mortgages. Home-financing institutions and supervising agencies, 
therefore, have a vital interest in well-organized control over building 
methods. In this lies the particular significance of the Federal 
Home Building Service' Plan developed by the Board. More than 
ever, financial institutions have a stake in the structural soundness 
of the properties which constitute the basic security for their loans,
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because the ratio of loan to property value generally is higher and 
the term of mortgage loans longer than at any time in the past.  

This subject also casts some light on the problem of competition.  
Undoubtedly, the present sharp competition in the mortgage market 
is benefiting home owners and widening the market for new building.  
However, the scramble for new loans creates a situation where lend
ing institutions tend to lose sight of sound standards of construction,.  
appraisal, and mortgage lending. With respect to the term of mort
gage loans, for example, it is important to keep in mind that the 
longer the term of the loan, the greater the likelihood that neighbor
hoods may change in character and may be encroached upon by less 
desirable types of structures or dwellers. This indicates that there 
are limits beyond which loan terms cannot be safely extended.  

In the last few years, the extension of loan terms as well as the 
reduction of down payments and similar measures were intended 
mainly to stimulate new construction. When building gathers 
momentum, more conservative lending practices, larger down pay
ments, and shorter maturities may well be desirable, and steps should
be considered to avoid the recurrence of overlending and speculation 
as experienced in the Twenties. With the establishment of various 
Governmental agencies in the field of housing and mortgage finance, 
means of influencing a building boom would seem to be more adequate 
than in the past. One reliable and effective method of combating
depressions is to combat excessive booms.  

An important aspect of such control is the prevention of sudden
price increases. As long as construction draws on ample resources 
of unemployed labor and on unutilized plants for the production of 
material, the danger of excessive price increases should be relatively 
slight. However, a rapidly increased volume of residential building, 
if coupled with extensive public construction, may give rise to short
ages of productive factors. Already, scarcity of skilled building labor 
is reported in some localities. Since the depression, when the con
struction volume was extraordinarily low, building workers have 
changed their occupation, many have died or passed the age where 
they can be employed at the site, while comparatively few new work
ers have entered the building trades. This means that the present.  
volume of labor resources available for a sustained recovery of con
struction is probably lower than during the Twenties, and if activity 
increases beyond the limit of available resources, nationally or locally, 
prices may easily become unsound. Under these circumstances 
national, regional, and local studies of the present capacity to pro
duce, and measures to overcome shortages of productive factors are 
worth-while subjects for research. In the meantime, close coopera-
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tion between the various public agencies which directly and indi
rectly influence a large portion of total construction is needed to 
avoid dangerous upturns in prices.  

In addition to such new problems arising from recovery, there re
mains the fundamental task of improving-in the broadest sense
the market mechanism of construction and mortgage lending. In its 
1938 report, the Federal Home Loan Bank Board called attention to 
the obstacles to housing resulting from the poor organization of the 
building industry, and from expensive, cumbersome, and antiquated 
real-estate laws. While during the past year some improvements 
have been made in the modernization of building operations, progress 
in the reform of foreclosure and title registration laws has been negli
gible. Under present methods of foreclosure, home building and 
mortgage lending are at a definite disadvantage as compared with 
other types of production and finance, where rapid, simple, and inex
pensive legal methods are used. A reform along the lines of the uni
form Real Estate Mortgage Act prepared by the Legal Department 
of the Federal Home Loan Bank Board for the Central Housing Com
mittee is badly needed. The same is true for a modernized, uniform 
land title registration act. A suggested draft of such a law is being 
prepared by a subcommittee of the Central Housing Committee. The 
Legal Department of the Federal Home Loan Bank Board is cooper
ating in this work.1 3 

is For an analysis of present foreclosure costs and procedures, see the report of the Home Owners' Loan 
Corporation, pp. 134 and 135.
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