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IMMEDIATE MEASQEES TO STIMULATE HOUSING C08SIK0CTI01

1« Reduction of Financing Cost

« ? * Reduction of Bom-Payaent on Email Houses

3. Bacourage&ent of Rental-Housing Construction

4« Bicourageaent of Llfaited-Dividend Housing Companies

5, Stimilation of Large-Scale Private Financing

6* Concentration of FHA on Be* Construction

7. Iapl^aeatation of the Program
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IMMEDIATE aii&JKES TO STBIOUTB HQOSIHG CQMSTKDCTIOH

Although the severe slump in construction since April

i s serious in i t s e l f and indicat ive of tremble ahead, the great

X&g of construction behind a l l other a&jor Industr ies each year

sine© 1955 t t TBT more serious sad far more s igni f icant . I t i s

the most deep-rooted retarding factor in nat ional income, budget

balancing, and ful l employment of labor* I t s t i l l remain© to be

deal t * i th in a decisive way.

Since housing i s both economically and social ly the

a©et important branch of the construction industry, and also the

most depressed area of indus t r i a l production and employment, the

purpose of the prograa here outlined i s to give a vigorous impetus

to the pr ivate financing and construction of housing.

The program i s designed especially to encourage and

f a c i l i t a t e la rge-sca le operations in housing both for s s le and

for rent—that i s , building by companies or groupe of coapanie©

large enough (1) to effect economies in buying and construction

and {%) to afford continuity of employment through sustained pro-

duction &n6 the accumulation of sa inventory of housing in advance
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of th© customary buying &n6 rental seasons. The devices suggested

ar@ aodificatioas ami extensions of existing —eimn iiii adopted imder

the present Administration sad already demonstrated, within their

present l imits , to be effective.

The proposed extensions amd. enlargements are predicated,

however, on the assumption that their effectiveness in producing

a mich larger volume of housing will depend measurably upon tuttier-

steadingg "shieh the President mmj reach idth representatire© of

the 'building-trades unions, the construction industryv and corpora-

tions employing large numbers of workers* Suggestions as to nature

of the understandings to be had are included in this outline of

the program*

The existing legislation most readily adapted to an emrly

enlargement of the private financing snd construction of housing

for sale or rent to families of moderate income is? the National

Housing l e t , by which the Federal Housing Adminietr&tion *ae

established* This legislation was enacted in 1924 through the

efforts of the President's Committee on Housing, under the chsiiv

manehip of Mr« Frank C« Talker,

Hie special advantages of the financial mechanism pro-

vided for in the national Housing Act, sad in State legislation

enacted supplementary thereto, are aeinly as follows!
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1. I t i s applicable to &11 typee of leading insti tutions

that m&&& construction loan® and ®@v%g&g® loan®,

Ki I t eaebles these insti tutions to make high-percentage

loans on • single mortgage at a lot' rate of interest , sad to extend

these loans on a monihly-esftorti ratios b&sit for & period up to £G years*

li the use of the high-percentage ©ingle aortgage (eg in

the British experience) meets the practical need of the borrower

tdthout ireuorting to gecond-aortgege financing on the one hand or

to government leading on the other.

The eystea of financing provided for in tti© national Housing

Act i s wade possible by the operation of a aatusl raortgag*

fand« This fand i s derived in part from a nucleus originally p

Tided by Congress in 1954 sad in part from the payment of aortgag*-

insurance premiums by the borro^era. The aortfafe-in^arance systea

i s designed to be self-suet&ining, ^id the presaiuais charged are

reliably estimated to be wholly adequate to that purpoc*.

fhe deeielve factor in the widespread scceptaaace of the

PHA iaech®ni®ffi, l*ai?ever, i s the altimate governmental gtiaraatsa« of

the unpaid balance of lo&nB that may default* This guaranty becomes

operative only in the event that the recoveries fros th® sale of

foreclosed propertiea would fal l eo far short of satisfying losses

as to wipe out the entire insurance fund.
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Even If a situation should arise, therefore, thereby the

guaranty *©ald hsnre to he availed of, the extent of any

loss by the Federal GoTernaent «ould be extremely small, Is

comparison irith the Toluae of ne* boa sing end employment obtainable

through the FHA mechnnisa, the cost -fould even under the aost

unfavorable conditions be inconsequential •

The following changes in the ©per&tion* of the Federsl

Hou&l&g ^daiaistration are inggested a® the ne&jKures ooti likely

to lead prirate eaterpriee amd private capital to enter the

housing field on & such larger scale.

1» Seduction of Fjaagciag Cost

The cost of financing is on® of the soet iarportaat

eleaeats in tha long-term coet of bousing* Th© r&te at which

financing wm be had l i therefore oa® of the deters:laiGg eleaeats

ia the racier taking of faoildiag operations, especially since a

lowering of the long-term cost ©f financing has the practical

effect of offsetting other elements of building cost that may be

relatively high.

The present co»t of Mortgage financing rander the FHA i s

S l /4 per cent* Thifc i s the maalimm cost, but i t i s actual cost

in the great balk of transactions, Th@ eoet i s made u.p of an

interest rate of S per cent, % eerrice charge of Xft of 1 per cent,
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& aortgece-insurance prealuo of I-/4 of 1 per cent. To

this HMMfcH cost, the foliaring changes are suggested as issedletely

practicable!

(e) Klijainete the service charge of l / f of 1 per cent,

tha? bring-ing the maxiwa actual interest cost to 5 per cent net*

(b) lodify the basis of the ftxmusl aortgege-lnsureace

premiss* from a fixed percentage of the original face sssioiaat of the

•ortgage to a percoitege of the diminishing balance from ye&r to year,

and sake the preaiua r®te dependent on the ratio of loan to property

relue instead of asving the s&iae eremite rete apply to a l l mortgages

of the loan-to-value rat io .

(e) ^sive the charge for mortgage insurance in the oa«e of

bouses on which mortgages are inrared srior to July 1,

19^9, and on vhich the valuation doe® not exceed |8f000» Sake * similar

waiver ia tfeta case of nerly-conetrueted itpertaeatf irhere the ©aotint of

the iaortfsge dees not exceed $1,000 per room.

&, Reduction of JJoijn-Peyaent on Saall. Houses

Rie detemining factors for most fsal l ies in buying a bouse

are, .first, the msount of the dova-paTsent rsculrsd and, second, the

monthly payment required. ?be f i r s t l i tgr far the more iiaportsnt

beeamse of the alov rat^ of saving even for faniliec 1̂ ia.t have a

steady iacoae end & repatation for meeting their obligation* promptly.
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Uader the FHA the dom-payment required i s 20 per cent

snc the aaxisnim mortgage permitted i s 80 per cent. The experience

of Great Britain, where during the recent years of extraordinary

building activity the prevailing doim-payaent hae become 10 per

cent and the prevailing mortgage 90 per cent, shove that thias has

been the mott important factor of a l l in making large-scale opera-

tion practicable mi in bringing hoae-crstnership within reach of

the great aa«s of moderate-income families.

The following change is therefore suggested* Reduce the

dora-payment required by the Fill to 10 per cent in the case of neidy-

constructed houses on which the valuation does not exceed £6,000,

and authorise the FHA to insure &G per cent mortgages on mch houses.

S» Itocourageaeat.of Rental-Housing Construction

The majority of families in communities with a population

of £f500 or more are not hose-oiraers. la the larger c i t i e s , the

proportion of rented dwellings runs fros SO to nearly SO per cent

of the tota l , Sentsl housing i r therefore the -a&jor part of the

urban housing a&rfcet̂  mo the construction of houses and ssp&rtiients

for rent if, an essential and important part of snj comprehensive

program of building activity.

The present operation of the FHA tdth respect to nem* con-

struction i s for the most part releted to houses built for sale.

The following changes &re suggested to stimulate the building of

rental housing*
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(«) Aathoriz^ the insurance of mortgages on neuly-

constructed apartaent buildings on the saae basis as for single-

family houses, bat provide that the mortgage shall not in say case

exceed #£00*000 and shall sot exceed |l ,000 per room,

(b) AuthorisE© the insurance of a blanket laortgege up to

tJK3Q,QGO on Be*dy*»canstructedl groups of houses bailt to rent* Pro-

vide for the reLeaee of the individual properties idt&out impairment

of the insarsace on the rea&inder. In the same manner provide for

continuation of the mortgage insursnee on the Individual properties

released*

(c) Authorize the insurance of a blanket mortgage up to

#200,000 on groups of houses bailt to rent T&th an option to purchase*

Provide for releases and continuation of insurance in the same manner

as in (b) above*

(d) Provide that the maxima© rate of interest on mortgages

insured on gpartaents or groups of houses shall not exceed 5 per cent*

4* Bacoura^saieat of Ltnlteg-Dividend Housing Coa;>&nieg

ITnder the provisions of the Hatlonal Housing Act applicable

to the insurance of aortg&gea up to #10,000,000 on lisited-dividend

projects, some |SOfOOO,000 of rental housing has tims far been built

or i s in various stages of construction or financing* The mortgages

rtmge froa approximately f-S009000 to $1,750.000, and the projects

eosprlee variously froa about >̂ to 500 faaily units. The rate of

interest on these large mortgages has not in any case thus far

exceeded 4 | per cent*Digitized for FRASER 
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The charscter sad mieeess of the properties slre&dv com-

pleted and in operation &ake i t evident that the limited-dividend

aechaalsa i s susceptible of mxch istore extensive ifevelopaent in the

building of large-»cale housing properties that give the o^iere &

fair retara on a aoderate eeale of rentals.

The phrasing of the limited-dividend provision*! of the

act, however, i s ambiguous. Particular difficulty if encmmtered

because the phrase *persoas of lo^ iscoaae* in used in connection

with properties from which am economic rent mast be derived. The

following changes are suggested by ws& of ciarificfetioa and ex-

p l i c i t definition!

{&) Hia&n&te the phr&ee "persons of lor income.*

(b) Limit the mortgage ia«urance to #1,ECX) per rooau

In practice the i^»rtgageg have averaged less than |l f000 per room,

but the higher figure i s suggested to cover exceptional easee in

the fe* large c i t ies T»here higher land coate «nd higher eosts of

fireproof &nti elevator construction h«ve to be met.

(c) Limit the mortgage t M M M t to 80 per cent of the

estimated imlue of the project when eoapleted*

(d) P.rovide t t e t the saxisiM rate of interest on asort-

gages insured an liaited-dividend projects shall aot exceed S

per cent.

(e) Provide that mortgages aay be insured on groups of

houses buil t for sale by lladted-dlvideiid coapeniee*
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(f) AstiMKiM Mi debentures to be issued, .in *-vent

of default If liaitsd-tfivLrtemd. caapaaiea, apois assignment of the

»©rtg&ge tafltaM of requiring the rortg&gee or feoad&old&r© to

It- for formal foreclosure proceedings* This will gr*&tly sim

&n& accelerate the financing of large project* ^.nc &,t the m e time

enable the FEA te act more laromptlj to protect i t s owsa Int©r@i5t In

5. fftiyql&tiozi of .Lfarge-Sc&la Private

siortg&gcsi on. I:-ixga-soale isvTUfilng projects built by

iiaitfsd-divid<i8id SMfMlM CM for tfct HMl |MPi too l^rge far

MttMV leading inst i tut loa to luuadle M single plecse of financing.

If bond© or cfebestares WT% iMMMi ftflptftft Whi lilgii scale mortgagee

M M l If ttw ISif however, they would h&re a rea^f aad. widespread

market saoag both institutional said iadividusl lflMMtaM«

The HatlonfU. Housing Act provides for the chartering of

national aortg&ge associations with -^uthoritf- to issu« debentures

ag&ia;;t iwurtg&ges insured by the TMt bat ro;.--trii.:t8 UM associations

to the purch&ss &ad ©ale of mortgages ^rigiimtsd by iHMV ins t i tu -

t ions . The associations tlMMieXree are give» no iPsthority to

origiimt© lorn®* Because of thie- tMl other hasr{)3ring r^atrlctions,

no national Mortgage as&ociatioa iias re t been org&ai»©d» The follow-

ing eh&ng<5£ Rre suggerstod t* n-.ke llM provision for natiofMd, Mort-

gage associations <?f fectivec
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i-.ut'-arise tte v.r s 3C u tions t3 MAN io~nf;

or public-housing ^geaelee on

(b) i.trtioriase tiis fcSocUttions to Issue MMtiMNf to

the extent af SO tiaes their capital <m& mar iiu» &g&iast the seesrity

of M per eeat of t ae i r holdings of jsortgfeges- in&urtad If the J1A,

gofverattent ^'bligatioEt, *̂ ad cash. The pre-gest poroTisloa for debentures

fci th«: extent of IE ti-ses ca;dt&l aad Borpiwn doee not afford tji î d-

•jqufcte b&ei£ of < ^'rniagfc.

(c) Provide toomgli funds euiTenced % the RIC or

for th« imseeli&t© orgaalsation bt> tae FHA of A a&tionfcl mortgage

-*i

through t.ie s&ie of dsbentiares, sr.::;.>roaciiaetely t-500,0 :J#000 of privet©

foods to ftMM* pMJitM coastructioa.

(a) Provide thut the ^ K,000,000t000 of MVlMi IMMMMMM

Vaioh tae fill ie authorised to iMMt shall £.pplj to the amount of

lasmrerjce outetfixiding tit any time instead of eon&tltutlng 6 f lat l i » -

i t a t ios *i at present, M î eliadn&te tfee provision % vbich th© eo&-

tiag©st governiMBat&l gimr&nty urili expire on July I , IMki The

rmmr&l of tii€se two i iai tut ions KtXl (l) assure n^tiomd mortgage

£i£8ocl&tloa& K continuous field of op«3ration whidl the prtseBt fora,

of the act tkam aot mate possible and (t) tmmm tfe« dembt as to
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-11-

whether the contingent guaranty will foe extended from time to ttee*

These changes do not increase the utount of the contingent guaranty

provided in the existing legislation.

6. Concentration of TEA or* Hew Construction

The 12,000,000,000 of mortgage insurance s?hich the FHA

is authorized to issue is apportioned equally between newly-

constructed housing sad older housing. In order to restrict to

new construction the high«perc©st&ge financing which the act ta&kee

possible for aortgage-lending institutions generallyf provision

might be sad© that after • given date—say April 1, 1958—mortgagee

will be insured by the FS1 only in cases where the application for

insurance is submitted prior to the beginning of construction*

7» lapleaentatlon of the Frogr&a

Some of the measures outlined in the preceding paragraphs

involve amendments to the National Housing Act; others involve

siaply changes in existing regulations• Considered in relation to

existing provisions of the national Housing Act, the Federal

Heserve Act, the Federal Boa© Xioaa. B&&k let,, aad mafeliag legisla-

tion already enacted in the great majority of the Statee, the

adoption of these measures would for the first time provide all

the financial mechanisms essential to a comprehensive housing
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I t I s a big program tha t the

& J*r0gr*» designed to MNPtet MM i n t a r ^ t of private enterpr ise

and private Oftpltftl in a big way. fiy such ae&ne M thae© out-

l ined , ~Uxge and continue. r«tio&s i s ftMNKlagj ?fhich G?& not

feasible uader mxr present Un i t ed iaethodfi- of fintinciiig, are

decisively }0k on • f—iitttal Ntto>

- iy tsy large ajjd eontixruous opersti<m« eaa redactione

in :,h« cost of housing IMI effected thrsm^h economies in labor ,

s t &rd orrevlieady as t e l l : s in f inane ing* And only by

economies can sodera housing be bu i l t a t I price ihat th@

W$ tlw people eaa afford to jmy.

If the ttoajmres Bagg-eetsd «,r© adopted, thf-refor^, the

way would b^ i^^ed for the President to ca l l !afc# conference

t ivee of tk<§ construction ladiistry, tlM biiildlnf-^ateri^i

, and AO bii i lding-trades iMMlMiPf and •rriv© a t itndo3>-

b&sea on Tolume of pcrodnction and continuity of eatploy-

on hi|^i prof i t m;?.-.rgias &n6 higis hour'lp «gge*.

There wotiid be soa® basis on which onrtaud concsssions .might well

be aade t o the t#MMIi§i of t&X yegliei a t in t^r t ts t , for housing

e^a&truetion could becotae nore nearly v--rotxnd occup&ticn*

Tbl© -yi'OBpect votilA be heightaaai If tlie Presidest veV*

f i r s t to ca l l into conference l few ropr^seatet i^e indnetr i&lir ts*

as feaerai Wood of Se&rs«>ltoebBek % Co», wlso ara a l e r t to the
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bousing problea of their employees and actively seeking a&

to prevent ree«nt increases in wages from being largely or t

absorbed, r«s taty i re i t :>re&ent, fey i^cxw.,, ft? in rente*

are ii*iv&l large eorpooemtlMMi whica have iEdieat^d I te l

would eptmsor t^e ca-B£tructioa of ooderatelgr—pvlOMBd housing for

parehnse or rent by their employees, provided that toe evils of

the "eoMpaay ton-na could be &void©d. The pMfpHl uutlinsd here

would doable tluase eorporatiosi. to undertake precisely the kind

of sponsorship they Mve is miad»

Tans the ptlrtl of WffWUgi rould be provided for bousing

of a aore or lea# w<whol^gale'; character, Mrif •W«*-

of t.he poesibilitie^ of large operatioa b® afforded

in taar&Mte ladnatriftl eoattunities*

The extent to t?bi.ch L-..rge operations were undertaken ia

tae nefur future v<mh& depend jB&inly upon whether the President

were &bl® to effect something ia the mature of a Bgentlemen's

oa the pMTl of building labor asd building-arterial

On HM pMl ••.1>-:i'' l&bor, the unions sdght be ssked

to permit t-hc-ir MrfNMi to contract for monthly emî loyiaeat t t a

i»g« 10 p«r cait b^low tae femfy l ia^ weekly wag®, or eostraet

f«p 40 weelts of eMployaieot at a 16 pttf cent reduction. The

unions aight also b© &@ked to prot«H IMM Mi'Mers wid buyer©
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ag&inet costly delayg arising from juri£dlctioB&l disputes, and

to cwJce aore liberal terms ^itfa respect to the smsber of appren-

tices 4»,i3d thetfcrsas of sxtadssion to the union*•

On the part of bailding-okteri&i aassfaetur^rsi, price

re&iiettoas. aiglit b© ftskad on orders in Vttftms stated quaatitle8a

&ad ft aor* efficient Hfti a n econoedeai axnaag«»ent too^bt

Mflpect to the VMTlMii riWMfltaNOMI now R|)rot«K;t«d" oa ord^rg

tlag from their coiS3aunitle« regardless of -.ltfaer the §onrc« of the

orcltrs or tlietr sise* 4a iHtcisr^timdiag rtigat. tl*O be rsaciwsd with

iMMlbfflHPm In reg&reL to the profit mesirgln on ir&rioiae build-

Iwli^fta Durlag the met year goae rgina btttift

been extr^ordtn-&.rilj high.

g«cc©ssful outeojiK conferences # aad the ia-

radiate initiation of îaeh a building progr^. iMi be

possiole, would give • vigorous ffitatei i t IttltaMH ^enerall? and

to further IMNNMNM iB the n^tiom^l incoae, ...nc answer

to L \.on of «!hBti:ier then iy %8$- to asfnare a such l&rg«r

Tolnae of ;lndustrial ; production ^sd eaiplayiieact in ttH than is now

la prospect.

nA
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Ac I hava said as Mrcvlcms 3ccfe&ions, &. Ittftjt and

I HMM la I3M income of tin* option l i n'Mjn&f-.ry i f

bj utt&li* -e>iwfiU- .-»u»biilfcy, and

t-̂ nduExl of LlfiAf patslbXe for a i l our |3

l a f inal Hill J i l l incrs&sedl in&r-u? I s ont-

t M tncr*-^£v' •r'x'iicti.r;. . att lacr©as«d b*-^iag« Produc-

t ion aad tr&d

Pt can

tte c&H for tai&

b«en » asrkad recession in a «Ml In buying. If

waft be t in cou

•

of

I t

fbV -

of aa • of « n«^i for

- . ? .
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produced «aiy t?GfQQO unite in ISSfc This year we will

produce fewer than 300,000 imita* The result of th l t failure

to fliralsa sufficient housing h&s aot only been a taogt impor-

tant fiatfe* Ift checking iadustri&l activity j i t s effects nr®

also eTideat ia the difficult ies that ©î Jiy of oar people are

having in finding bOMMO &?»i miMBiKis at reasonable jsrices

or rente.

The problem that tetflt \ui now is It etimL&te

finaaced and priv.-.tciy -D aerated building by en-

tli« initiJati^e and iisgenuity inherent in privati

* I t Is obvious tHot s l l the nece6f>&2y conditioris

for a j^ore active and «ore •ffleient functioning of tixc build-

lag in*totr>r can aot be .i<?glslfctcd. into existence over sights

, certaiii ©seeati&l things Mi b© done by the FedereX

that will effactually i&crefitae «q>IoyaM»t in the

sc!u»ii^! Mi 1B the plants that ^aoufaet»re %h®

used in causing canetruction* I therefore propose

shortly to subadt to the Congress soso saggestione for legia-

l&tioa tbst I belle/rt »11X gpeatly encourAge prlTsit

and ©nt^rpris© i1 conetructioa of houses t it£

ila the reach of families of aoder&te sieens*
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BUILDING TRADES LABOR OFFICIALS

William F. Green, President
American Federation of Labor
Washington, D. C.

Harry C. Bates
Bricklayers, Masons and Plasterers1

International Union
Washington, D. C.

Wm. L. Hutcheson
United Brotherhood of Carpenters
and Joiners
Indianapolis, Ind.

D. W. Tracy
International Brotherhood of
Electrical Workers
Washington, D. C,

John Coefield
United Assn. of Journeymen Plumbers
and Steam Fitters
Washington, D. C.

M. J. Colleran (?) (II. J. McDonough)
Operative Plasterers and Cement
Finishers1 International Assn.
Bronx, N. Y.

Joseph A. Mclnerney, President) Nev; officers of
) Building Trades Dept.,

Herbert Rivers, Secretary ) American Federation of Labor
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BUILDING MATERIAL MANUFA(

Sewell L. Avery
Chairman United States Gypsum Company
Chicago, 111•

John D. Biggers
President Libbey-Owens-Ford Glass Company
Toledo, 0.

Lewis H. Brown
President Johns-Manville Corporation
New York, N. Y.

W. Gibson Carey, Jr.
President Yale & Towne Manufacturing Company
New York, N. Y.

Walter J. Kohler
President Kohler Company
Kohler, Wis.

G. A. Martin
President Sherwin-Williams Company
Cleveland, 0,

Charles B. Nolte
President Crane Company
Chicago, 111.

Blaine S. Smith
President Universal Attas Cement Company
Chicago, 111.

Gerard Swope
President General Electric Company
New York, N. Y.

Clarence M. Woolley
Chairman American Radiator & Standard Sanitary Corp,
New York, N. Y.
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GENEML CONTRACTORS

W.J. Austin
President, The Austin Company
16112 Euclid Avenue
Cleveland, Ohio

L.R. Crandall
President, George A. Fuller Co*
597 Madison Avenue
New York, N.I.

Andrew J. Eken
Vice-President, Starrett Bros. & Eken, Inc.
Empire State Bldg.
New York, N.Y.

A.P. Greensfelder
President, Fruin-Colnon Contracting Co.
Merchants-Laclede Bldg.
St. Louis, Mo.

Alfred B. Swinerton
President, Lindgren & Swinerton, Inc.
225 Bush Street
San Francisco, Cal*

Henry C. Turner
President, Turner Construction Company
Graybar Bldg,
New York, N.Y-
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