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FEDERAL HOUSING ADMINISTRATION
MEMORANDUM

DATE 3-14-36
i Honorable Marriner S. Eccles
Federal Reserve Board
SUBJECT— ero 16—3401

Washington, D. C.
Dear lir. Eccles:
I hope you will have time to read

this before the meeting Sunday.

Stewart McDonald
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Honorable John H., Fshey, Chairsan
Federal Home Losn Bank Boerd
!fﬁ..hmm. D. C.

Desr Mr. Fehey:

I have seen & copy of the memorandum which you geve to
Mr. Bell, Director of the Budget, with respect to the smend-
ments which we lhave proposed o the Hetiomal Housing det.

As I have slresdy indicated to you, it is & sourece of
gome regret om sy peart that you 4id pot submit the meterisl
in this meworsnduz to me before it went to the Director of
the Budget. This would heve given me an opportunity to discuss
it with you, and, perticulsriy, peiut out some statements in
the memcrandun which agpear Lo be in error.

Reference 1s made in the memorandun, for exsaple, to
our having insured mortgsges in the emount of $100,000,000
during the year emding December 31, 1335. On page 13 of our
sscoud snnual Reuort the figures given for mortgages sccepted
for imsurance indicste that at the end of the year we have
sccepted for insurance mortgsges in the total smount of
§170,59%4,864. (How $217,656,000). The figure you heve used
aust be some interpolstion built up to sstimeste the amount of
mortgages sctually insured. Since we can only insure &
mortgege which govers & cospleted siructure snd sinece even
refinancing mortgeges are submitted to us for commiiment prior
to the final close of the transesctiom, it is obvious that the
volume of business which we are actuslly engsged in dolang is
not reflected in the amount of premium paying mortgages zctualily
on our books.

In using mortgsges accepted for imsursnce zs an indlcstiom
of the volume of business we ure doing, we cre pursuing precisely
the seme method .s is used by building snd losm sssociztions.
is & gemersl thing, when they close & traunssetion, whether s
property L2 complete and the totsl smount lent is sctually dis-
burged, they set it up on their booke a8 new losns in the smount
agreed to be advanced on the mortgage.
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Hon, John H. Fehey - 2 3-14~36

Avother stutement in the memorsndus indicates that the
Federsl Housling Administration wmay have "influenced the invest-
went of & substentisl emount of smortgsge momey. It may possibly
represent 10% of the howe mortgege lending.®

Although our operations mey have coversd only lO% of all
home mortgage lending im 1935, in the field of new construetion
we believe that our program has been much more widely effective.
According to & relesse dated March 8, 1936 from your Boerd, the
estimate is amade that in 1935 privete institutions msde mortgage
loans for mew smell home comstruction amounting to $220,000,000.
The PFederal Housing Administration, durlng 1935, sccepted for
insurence mortguges for new home constructlon smounting to
§60,000,000, or 7% of this totel estimste. Of course, these
ere your own {igures, and for their sccuracy we cemnot assume
eny responsibility. Furthermore, such dete ae are avellable
indicate that 678 of the totel residential eonstruction im 1935
oceurred in the last seven months of the year. Considering fi-
nencing operstions on new construetion over the year on this
basis, the mortgege loans on new construction for the lest seven
months would amount to §147,400,000. During the seven wmonths
from June %o December 1935, the Feieral Housing idministration
sccepted for insurance mortguges covering new comsiruction
emounting to $49,000,000, or 33.4% of the cstimsted smount lent.

i3 & umutter of fact, ss I indiceted to you yesterdsy «t the
%hite House, our mortgsge insursnce operstions during the year have
excesded those of Federsl Savings and Losn Associztioms, both
new and converted, over two-fold, I au encloging & table compiled
partly from your press relesses and pertly from our osn records
of wortgages sccepted for insurence. These figures indicete thet
for the year 1935 Federal Savings and Losn Associations msde louns
on new comstruction im = total smount of $24,342,845. ¥e accepted
mortgages for imsurence on new construction in the swmount of
$60,248,256. On refinancing snd purchasing of existing homes the
Federal Sevinge end Losn Associstions did & volume of business
amounting to $62,806,255, while ve accepted mortysges for insurance
in an amount of $110,346,608.

Rith respect to the operating expenses of the Admimistration
end the statements in your memorandus with respect to the lmpos-
sibility of ever covering opereting expemses and bullding of
sdequste reserves, as 1 have slready told you, we have made careful
caloulations. I shall be glad to have those mede svailsble for
examinstion ot any time thet ls convenient for you.
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Hon, Jolu H. Fehey - 3 31436

0f eourse, you sre perfectly aware that our expenditures
for the first yesr have covered sctivities under Title I as
well a8 those under the mutual mortgage imsurence plen. Thise
Title of the Act, ss you know, was to have expired April 1,
1936, and if any results were to be obtained from the operation
of the Title a grest deel of effort hsd to be put immedistely
into its promotion. During this time, woluntarily, Better
Housing Committees were established in =ome 5,000 communities
and public enthusissm for rehabllitation snd repair of home
properties was aroused. Obvicusly, the expenditures had to be
grest for this purpose. This effort hss been of inestimsble
velue, u8 you will recall Mr., Eccles remsrked yesterdasy. Ve
meke no claim on the actusl asount of uninsured modernization
businegs generated, though uninsured, through these campaigns,
but all agree it has been enormous. {306,46L,005 were insured.

Likewise, operations did not begin under Title II of the

Act until well in the year 1935. This vss because we had to
wait until cteate legislation could be amended so :8 to ensble
the plan to operste. Expenditures for the year 1935, therefore,
under Title II, sre much more modest than would be sssumed from
an examinction of the finsacial (tetementissued in our second
Aonual Report. But even if expend!tures for mortgege imsurance

- activities could have been entirely segregated from those for
activities under Title I during this year, such expenditures
could not be sssumed to be typical for this type of operation.
No such program could be expected to pay its costs of operation
in the first year or asaything spproaching its cost of operation.
It will, doubtless, suffice here for me to say thst we are by no
means 80 pessimistic with respect to this question as your memo-
randus sppears to be.

As I gee it, there is nothing mutually incompetible in the
continued prosperity of the Federsl Home Loan Bank Bosrd and the
institutions thet are connected with it and & similer prosperity
on the part of the Federal Housing Adsministration amd the insti-
tutions comnected with its progrem. I cen see no resson, therefore,
why we should not mutuelly exchange confidences snd support on s
frenk and open basis of discussion, and, therefore, to eliminate
the feeling in the field that seems to exist between the two
organizations, st least in some places.

Sincerely y.urs,

Stewart McDonald
oD gy Administrator
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SONPARISCH OF MORTOAGE JOANS OF FEDERAL SAVIRGS & 104N
ASSCCIATICRS OF THE HOME 10AN BAFK BOARD AND FEDERAL
TOUSIHG ADMIRISTRATION HORTOAOES ACCEFTEDR POR INSURANKCE

URDER TITIE I

Yoar - 1830

ie Hew Construgtion

Tederal 3avi & L i »
im & amﬂdi

Tetera) Sonsing Aduiizteation
Yortgazes iecce
ioownt

Yonth o, of iasn, mount

Jan 688 § 549,844 ¢ 4,500
Feb 729 841,387 985,590
ar 782 833,776 1,902,550
A 778 1,133,219 3,521,749
vay 508 1,519,345 4,820,888
Jum as1 1,772,775 4,923,682
Jul 854 2,181,870 7,021,719
iug 928 ¥ 3,774,199 7,518,701
sep $48 * 2,852,086 7,570,884
oet 979 * 3,419,181 8,334,515
Tov 1,002 ¢ 3,337,066 7,372,723
Tee 1,028 ¥ 3,098,377 6,696,108
Total - Year 1935 £ 24,342,845 § 60,248,256

Be Hefinaneing & urchase of iomes (Fed, Sav, & loan issn,)

Refinameing - (Existing Construction Fed, Housing idm. )

Hontk o, of issn, Amount _Amount
Jan 868 8,665,710 509,780
“eb 727 3,070,910 1,170,890
var 752 4,115,578 3,199,037
ipr 778 4,722,084 4,604,805
Lay €08 5,429,813 6,268,795
Jun 851 5,457,384 7,340,319
Jul E94 5,830,349 9,850,762
iug 922 5,968,345 13,188,197
Sep 949 5,716,487 13,914,674
cet 979 7,719,710 17,629,386
Yov 1,002 6,682,251 17,148,422
vee 1,023 5,407,817 15,387,541
TOTAL = Year 1835 § 68,800,285 $ 110,346,808

4is reported in NGeleases of Ted, lome Jloan Bank Hoard

Eay vary slightly from corrected figure as issued in Eulletin,
The above figures do not include F,H.A, large Seale Housing
Yortgages aAccepted,
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AT, )
CONFIDENTIAL
Merch 15, 1936

TO Mr. Del&no SUBJECT: 1936 Housing legislution
Mr. Eccles
Mr. Fahey
Mr. Gaston
Mr. Grimm
Mr. Jones !
Mr. McDoncld

FROM J. M. Daiger

It is the evident desire of the President, zc indicuted to
us on Friday, that such housing legislction as he may recommend to
Congress at the present session shull represent &¢n integrated progrem
to be incorporated in a single bill &nd to have three principel objec-
tives. These objectives may be summarized as follows:

1. To further stimulate private construction of dwellings

for families in the middle-income groups,

2. To encourage the economies that would result from

larger home-building operations thun operative builders are
at present equipped to undertcke.

3. To encourzge &nd &ssist the movement for slum-cletrance

and for the rehousing of fumilies in the lower-income groups.

I would point out that these have also been the precise ob-
jectives of the various proposals considered over the past three months
at numerous meetings similar to the one this afterncon, and they have

also been the objectives explicitly set forth in various memoranda
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that have been prepared in connection with these meetings, beginning with
the long memorandum of December 30, 1935, out of which most of the sub-
sequent discussions have developed. Hence it would seem that the pur-
poses of this afternoon's meeting would be served by a statement of the
principal items of the proposed program on which there is general agree-
ment among the conferees and the principal items on which there is &
divergence of views.

Since the matters relating to slum-clesrance and the rehousing
of families in the lower-income groups &re not to be taken up at the
meeting scheduled by the Prcsident for tomorrow afternoon, reference
is made here mainly to the proposals having to do with stimulsating pri-
vate construction of moderate-priced dwellings snd encouraging larger
and more economiczl operations in this field. On these points the mat-
ters on which there seems to be genercl agreement may be summarized as
follows:

1. Thut, except &5 to the modified extension of Title I

of the Housing Act, &ll housing cmendments affecting FHA, HOLC,
PWA, and member agcncies of the Federal Reserve System and the
Federal Home Locn Benk System be included in & single bill to be
sponsored by Senuator Wagncer.

. That FHA be zuthorized to insure up to 90 per ccnt on

mortgages not in excess of $4,500, with the builder gucrenteeing

payment of the mortgage down to 75 per cent; and thuat supplementary
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amendments be made with respect to nutivnal bunks, Tederal
savings «nd lozn zssocictions, and national mortgege associa-
tions. This wuthorizuation would be restricted to new con-
struction and would expire July 1, 1337.

3. Thet the FHA be asuthorized to insure lund-zcquisition
and construction mortgages up to £4,500 per single-femily dwell-
ing, charging for such insurence = flat 1/2 of 1 per cent.

4, That the Fii be suthorized to insure lozns up to
$£100,000 on uzpartment properties where the cost per room does
not exceed £1,400. This authorizetion would be restricted to
new construction &nd would expire July 1, 1937,

5. That Section R07 of the Housing Act be amended to cover
"lerge-scale housing insurunce" instead of "low-cost housing in-
surance"" «s ¢t present, wnd that the insurance on such projects
be limited to {1,400 per room,

6. That the insurance provided under Section 207 te made

epplicable to lurge-vcele operations in houses for scle as well

[

as to large-scale projects for rent, with a limitution of $4,500
on &¢ny insured mortgage as houses are sold.
A matter wiiichi has had some considerction, but on which there

seems not yet to have been «

o

genersal expression of views is the proposcl
to create & Federul llousing Coordinction Board, consisting of the

Secretary of the Treasury, the Secretury of the Interior, the Chairman

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



of the Federul Home Loun Benk Board, the Chairman of the Reconstruc-

tion Finance Corporation, and the Federal Housing Administrator, to

coordinate policies and programs with respect to all housing matters

involving louns, advances, or grants of Government funds.

The matters on which there seems still to be a divergence

of views are &s follows:

Digitized for FRASER
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1. That the limitation of the ultimate governmental
guaranty to mortguges insured prior to July 1, 1937, be removed.

2. That national mortgige associations be suthorized to
make direct louns to State and locel housing agencies «nd to
privite borrowers on insured mortgages of not less than §100,000.

3. That national mortgege associations be uuthorized to
issue debentures up to 20 times théir capitel and surplus, and
that all mortgage investments made by nutional mortguge associa-
tions be restricted to insured mortguges.

4. That national bunks be authorized to invest up to 6
per cent of their capitul and surplus in the capital stock of
national mortgage wssociations.

5. Thot the HOLC be authorized to moke loans to individusls
to buy, build, or improve homes not exceeding $5,000 wherc such
homes are to be occupied by the rurchasers, the HOLC locn not

to exceed 20 per cent of the eppraised value of the property
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#nd to be made &s purt of or subject to loszns by other lenders.

6. That the HOLC be authorized to sell bonds up to $200,000,000
to provide funds for the purposes in the preceding paragraph.

7. That the HOLC be authorized to use 3,000,000 of its
funds to promote cooperative thrift end home building, to aessist
in the rehebilitation of mortgage-lending institutions, and
generelly to eid in the development of & home-building industry
and & home-ownership program.

8. That a Naticnal llousing Commission be created, and
100,000 appropriated for its expenses, to investigate the work
now being done by governmentul cgencies in «ll fields of home-
building und home-finencing, =nd to make e report to Congress
in January, 1937, with recommendations for legislation to co-
ordinate «ll governmentil activities in these fields.

The specific proposals in the preceding paragrephs 5, 6, 7,

end 8 are among & number of amendments incorporated in &« bill which was

submitted to the Director of the Budgetl last week.
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