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Although the severe slump in construction since April
is serious in itself and indicative of trouble ahead, the great
lag of construction behind all other msjor industries each yesr
since 1938 is far more serious end far more significant. It is
the most deep-rooted retarding factor in national income, budget
balancing, and full employment of labor, It still remains to be
dealt vith in 2 decisive way.

&ince housing iz both economically and soclally the
sost important brench of the construction industry, snd also the
most depressed ares of industrial production and employment, the
purpose of the program here outlined is to give a vigorous impetus
to the privete financing and construction of housing.

The program lg designed especlelly to encourage and
facilitate large-scale operations in housing both for sale end
for rent--that is, building by companies or groups of compenies
large enough (1) to effect economies in buying and construction
and (2) to afford continmulty of employment through sustained pro-
duction and the accumulation of an inventory of housing in sdvance
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of the customary buying end rental seasone. The devices suggested
are modifications and extemsions of existing messures asdopted under
the present Administration snd slready demonstrated, »ithin their
present limits, to be effective.

The proposed extensions and enlargements are predicated,
however, on the assumption that their effectiveness in producing
& much larger volume of housing will depend measursbly upon under-
gtondings which the President mey reach with representatives of
the building-trades unions, the construction industry, and corpora-
tions employing large numbers of workers. ©Suggestions ss to nature
of the understandings to be had ere included in this outline of
the program,

The existing legislation most readily adapted to an early
enlargesent of the private financing snd construction of housing
for sale or rent to familiee of moderate income is the National
Housing Act, by which the Federal Housing Administration was
established, This legislation was enacted in 1824 through the
efforts of the President's Committee on Houeing, under the chair-
asnship of Mr. Framk C. ¥alker.

The special advantages of the finsncial mechsanism pro-
vided for in the National Housing fct, snd in State legislation
enacted supplementary thereto, &re meinly as follows:
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1. It ie epplicable to 2ll types of lending institutions
that make construction loans sad mortgage losns.

£« It enshles these institutions to meke high-percentage
loane on & single moritgage at & lov rate of interest, and to extend
these loans on a monthly-smortiszation besie for & perlcd up to 20 yeers.

5. The use of the high-percentege single mortgege (as in
the British experience) meets the practical need of the borrower
without resorting to second-mortgsge finsncing on the one heand or
to government lending on the other,

The system of finsmcing provided for in the National Housing
et is mede possible by the operation of 2 mutuel mortgsge insurance
fund, This fund is derived in part from a mucleus originally pro-
vided by Comgress in 1254 snd in part from the psyment of mortgege-
insurance premiums by the borrowers. The mortgsge-insurence system
is designeéd to be self-sustaining, snd the premiums charged are
reliably estimsted to be wholly sdequate to that purpose.

The decisive factor in the videspresd scceptance of the
FHA mechsmnlsm, hovever, is the ultimate governmental gusrantpe of
the unpald belance of loans that may defsult, This guarsnty becomes
operative only in the event that the recoveries from the sale of
foreclosed properties would fall so far short of satisfying losses
as to wipe out the entire insurance fund.
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Even if s situation should arise, therefore, vhereby the
ultismate guarsaty would have to be availed of, the extent of amy
loss by the Federsl Government would be extremely small, In
comparison vith the volume of new housing snd employment obtainable
through the FHA mechenism, the cost would even under the most
unfavorable conditions be inconsecuential.

The following changes in the operstiens of the Federal
Housing Administration ere suggested as the messures most likely
to lead private enterprise snd private capital to enter the
housing fleld on & much larger scele.

The cost of finsncing ie one of the most important
elenente in the long-term cost of housing. The rate at which
finaneing cen be had is therefore one of the determining elements
in the underitaking of building operations, especlally since a
lovering of the long-term cost of financing has the praetical
effect of offsetting other elements of building cost thet may be
relatively high.

The present cost of mortgege financing under the FHA is
§ 1/4 per cent. This is the maximm cost, but it is sctusl cost
in the grest bulk of tremsactions. The cost is made up of an
interest rate of 5§ per cent, s service charge of 1/2 of 1 per cent,
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end & mortgege-insurence preuium of 5/4 of 1 per cent. To reduce
this finencing cost, the following changes sre sugpested ss immedistely
practicables

(a) Eiiminete the service charge of 1/2 of 1 per cent,
thms bringing the meximum actusl interest cost to § per cent net.

(b) Hodify the begis of the ennual mortgege-insurence
premium from a fixed percentage of the originel face smount of the
mortgage to a percentsge of the diminishiang balance from year to year,
and meke the premium rate dependent on the ratlc of loam to property
velue ingtead of hsving the ssme premium rate spply to all mortgages
regerdless of the loan-to-vslue ratio,

(e) ¥aive the charge for mortgsge insurence in the case of
newly-constructed houses on vhich mortgages are insured prier te July 1,
1928, snd on vhich the valustion does not exceed £6,000. Mske a similar
n&mht&matmsmmummmtef

the mortgage does not exceed $1,000 per room.

&. Eeduction of Down-Psyment on Small Houges
The determining fectors for most femilies in buying & house

are, first, m“zofmmémmm.mm
mnonthly psyment reculred. The first is by fer the more important
becsuse of the slow rete of saving even for families that have &
steady income and & reputstion for meeting their obligations promptly.
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Under the FHA the down-payment required is 20 per cent
and the maximum mortgage permitted iz 80 per cent. The eperience
of Great Britain, where during the recent yesrs of extreordinary
building activity the prevailing down-psyment hes become 10 per
cent and the prevailing mortgege 90 per cent, shows that this has
been the moet importamt factor of all in meking large-scale opera-
tion practicable end in bringing home-pwnership within reach of
the great mags of moderate-income families.

The following change is therefore suggested: FReduce the
down-paynent required by the FHi to 10 per cent in the case of newly-
constructed houses on which the vsluation does not exceed £6,000,

and authorize the FHA to insure 30 per cent mortgages on such houses.

The majority of families in communities with a population
of 2,500 or more are not home-owners. In the larger cities, the
proportion of remted dvellings runs from 60 to nearly 80 per cent
of the total. Rental housing is therefore the major part of the
urbsn housing market, end the construetion of houses end spartments
for rent is an essentisl and important part of eny comprehensive
progran of building activity.

The present operation of the FHA with respect to new con-
struetion is for the most part related to houses built for sale.
The following changes are suggested to stimulate the building of

rental housings:
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(a) futhorize the insurance of mortgages on newly-
constructed apartment bulldings on the same basis as for single-
family houses, but provide that the mortgage shall not in eny cese
exceed §200,000 and shell mot exceed §1,000 per room.

(b) suthorise the insurence of & blamket mortgage up to

$200,000 on newly-constructed groups of houses built to remt., Pro-
vide for the relesse of the individusl properties without impairment

of the insursnce on the remsinder. In the same meammer provide for
continuation of the mortgage insursnce on the individual properties
released.

(e) imthorize the insurance of a blamket mortgsge up to
§200,000 on groups of houses built to rent with am option to purchase.
Provide for releases and continmation of insurance in the same menner
as in (b) above.

(d) Provide thet the maximum rate of interest on mortgages
insured on spartments or groups of houses shell not exceed 5 per cent.

Under the provisions of the National Housing Aet spplicable
to the insurance of mortgeges up to §10,000,000 on limited-dividend
projects, some $80,000,000 of rental housing has thus far beenm built
or is in various stages of construction or financing. The mortgages
renge from approximately $200,000 to $1,750,000, and the projects
comprise veriously from sbout 50 to 500 femily units. The rate of

interest on these large mortgsges has not in eny case thus far
Digitized for FRASER exeeeded 4% per cent.
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The charscter and success of the properties already con-
pleted and in operation mske it evident thet the limited-dividend
mechsniem ie susceptible of much more extemsive development in the
building of large-scale housing properties thet give the owners s
fair return on a moderate scsle of rentals.

The phrasing of the limited-dividend provisions of the
ect, however, is ambiguous, Particuler difficulty iz encountered
because the phrase "persons of low income® is used in comnection
with properties from vhich an ecomomic reant must be derived, The

following changes are suggested by way of clarificetion end ex-
plicit definitions

(a) Eliminste the phrage "persons of lov income,®

(b) Limit the mortgage insursmece to §1,200 per room,
In practice the mortgages have averaged less than £1,000 per room,
but the higher figure is suggested to cover exceptionsl casee in
the few large cities vhere higher land costs and higher costs of
fireproof und elevator construction have to be met.

(e) Limit the mortgage insurance to 80 per cent of the
estimated value of the project vhem completed.

(d) Provide thet the maximum rate of interest on mort-
gages insured on limited-dividend projects shall not exceed §
per cent.

: {e) Provide that mortgages may be insured on groups of
housges built for sale by limited-dividend compsnies.

.org/
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(£) Authorize FHA debemtures to be issued, in event
of default by limited-dividend companies, upon sseignment of the
sortgage instesd of requiring the mortgagee or bondholders to
wait for formal foreclosure proceedings. This will greatly sisplify
and sceelerste the financing of large projects and st the same time
ensble the FHA to sct more promptly to protect its omn imtersst in
the defuaulted mortgage.

The mortgages on large-scale housing projects buillt by
limited-dividend compsnies sre for the wost part teo lurgs for the
ordinery lending institution to handle =5 single pleces of financing.
If bonds or debentures were issued against the large-scals mortgeges
insured by the FHi, however, they would have = resdy snd widespresd
market among both institutiomsl snd individusl investors.

The Hational Wousing Act provides for the chartering of
national mortgage nssoclations with authority to issus debentures
against mortgeges insured by the FHA, but restricts the sssocistions
to the purchase snd sale of mortgages originated by other institu-
tions. The associactions themselves sre given no suthority to
originute loamns, DBecause of this znd other hampering restrictions,
no national mortgage association has yet been orgenized. The follow-
ing changes are suggested to muke the provision for nationsl mort-
guge associstions effectives
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() 4uthorise the sesoeistions to make loens to limited-
dividend coupanies or public-housing agenelies on mortgeges insured
by the FHA,

(b) Aiuthorize the associations to lssue debentures to
the extent of 20 times their capitel and surplus sgeinst the security
of 90 per cent of their holdings of mortgages insured by the ¥FHi,
government obligations, snd cash. The presemt provision for debentures
to the sxtent of 1 tines capltel snd surpiug does not afford en ad-
aguate basis of curnings.

(¢) Provide rough funds edvenced by the HFC or otherwise
for the immediste organization by the FHA of a nstional mortgage
assoclation with & capital of $25,000,000, This would mske available,
through the sele of debentures, spproximetely $500,000,000 of privete
funds to filmence privste construction.

(@) Provide that the {2,000,000,000 of mortgsge insurance
which the Fii is authorized to issue shall apply to the amount of
insurence outstending at any time instead of comstituting & flet lim-
itation «s et presemt, and elimlnste the provicion by which the con-
tingent governmental guerenty will expire on July 1, 1958, The
resoval of these two limitetions will (1) assure netionel mortguge
ssgocistions & contimuous field of operation which the present form
of the act does not meke possible and (2) remove the doubt as to
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whether the contingent gusranty will be extended from time to time.
These changes do not increase the amount of the contingent guaranty
provided in the existing legislation.

The $2,000,000,000 of mortgege insurance which the FHA
is authorized to issue is apportioned equally between newly-
constructed housing and older housing. In order to restrict to
new construction the high-percentsge financing which the act makes
possible for mortgage-lending institutions generally, provision
night be made that after & given date-—say April 1, 1988--mortgages
will be insured by the FHA only in cases where the application for
insurance is submitted prior to the beginning of construction.

Some of the messures outlined in the preceding paragraphs
involve amendments to the National Housing Act; others involve
simply chenges in existing regulations. Considered in relation to
existing provisions of the Natiomal Housing Act, the Federal
Reserve Act, the Federal Home Loan Bank Act, and enabling legisla-
tion slready enacted in the great !ljoa;lty of the States, the
adoption of these measures would for the first time provide all
the financial mechanisms essential to a comprehensive housing

progran.
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It is a big program that the messures contemplate-—

a program desigmed io arvest the interest of private enterprise
and privste capital in & big way. By such meang ss thoge out-
lined, large and continuous operations in housing, vhich are not
feusible under our present linited wethods of financing, are
declsively put on & practical basls.

Only by large and continuous operations can reductions
in the cost of housing be effected through economies in labor,
materials, and overhead, as well & in finaneing. 4nd only by
such ccomomies can modern housing be bullt et a price that the
mase of the people can afford to pay.

I the mossures suggested sre adopted, iherefore, the
way would be paved for the President to eall into conference
representstives of the construction industry, the building-naterisl
industries, and the building-trades workers, und srrive ot under-
standings based on volume of production and contimmity of employ-
uent ratbheribes on high profit margins and high hourly sgges.
There would be some basls on which sutusl concessions might well
be made to the sdvantage of ull purties &t interest, for housing
construction could become more mearly o year-round occupztion.

This prospect would be heightened 1if the President were
first to call into conferemce s few ropresemtative industrialists,
such 28 Genersl Wood of fears-locbuck % Co., who are alert to the
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housing problem of thelr employees and actively seeking mcans
to prevent recent increuses in wages {rom being largely or wholly
abgorbed, ag they are at present, by inecreases in remts. There
are seversl lapge corporations which huve indicated thet they
wonld sponsor the comnstruction of moderstely-priced housing for
purchase or rent by their employees, provided that the evils of
the “compeny town® could be svoided. The progrem outlined here
would emable these corporztioms to undertake precisely the kind
of spongorship they have in mind,

Thus the poimt of leversge would be provided for housing
construction of a more or lesp "wholessle® cheracter, snd stimu-
lating exemples of the possibilitles of large oporation be afforded
in verious industrial communities.

The extent to which lurge operations were undertaken in
the near future would depend msinly upon whether the President
were able to effect something in the nabure of a "gentlenen's
agreement® on the pert of building lsbor and building-meterial
mamufacturers. On the part of lsbor, the unions might be asked
to permit their members to contract for monthly employment «t &
wage 10 per cent below the hourly snd weekly wage, or contract
for 40 weeks of employment at & 20 per cent reduction. The
unions might also be asked to protect home bullders =nd buyers
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against costly delaye srising from jurisdictiomal disputes, and
to make more liberal terms with respect to the number of sppren-~
tices und thethrams of adwission to the unions.

On the part of building-mecterial msnufacturers, orice
reductions might be asked om orders in various stated quantities,
and & more efficient snd more economiecal arrsngement sought with
respect to the verious middle-men now "protected” on orders emana-
ting from their communities regerdless of sither the source of the
orders or their sise. /n undercstanding might also be resched with
the sammfucturers in regard to the profit mergin on various build-
ing meterisls. During the met yeur some of these margins have
been extraordinsrily high.

The suceessful outcome of these conferences, and the im-
mediste initlation of such & bulldimg program zs would then be
possible, would give a vigorous stimulus to businese generally and
to further imeresses in the nationsl income, snd supply the answer
to the question of whether there is uny way to assure 2 much larger
volume of industrisl production snd employmemt in 19355 them iz now
in prospect.

11/10/87
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Ag I have sald on previous occesions, a lerge and
stesdy advance in the income of the nation is necessuary if we
are to end unemployment, attain ecconomie stability, snd meke
an imericsn stendard of living possibvle for all our people.

In finel analyeis incressed incomus 1s one end the
same thing «5 inereased production and incressed buying. Produc-
tion and Yrade snd income have made rapld sdvences since 19538,
it least we ean say that they were making repid sdvances until
last spring.

Eince the eall for this extra sesslon wes made there
has been a marked recession in production end in buying. If
we are vitally interested, as «li our people must be, in con-
tinuing the sdvances in the nationsl income, we must determine
ag prompbly ae possible whet the Federal Government can do to
turn production snd buylng upward sgslne

Housing construetion is by far the most importent of
the lagging Industries of this country. It holde the greatest
hope for the stlamlation of employment and gemersl industrial
asctivity. In the face of moderate estimates of & need for new
nousing et something like 700,000 family units per yeur, we
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produced only £70,000 units in 1886, This year we will
produce fewer than 300,000 units. The result of this fallure
to furnish sufficient housing has not only been & wost impor-
tant factor in checking imdustrial sctivity; its effects are
umwmmumwﬂuluuthtmctmmphm
having in {inding houses and apurtments at reasonable prices
or rents. |

The problem that faces ue now is to stimnlute
privaetely financed and privetely operated building by en-
couraging the initistive and ingemuity inherent in privete
enterprise. It is obvious thet all the necesssry conditions
for a more active and wmore efficlent functioning of the build-
ing industry can not be leglslated into existence aver night.
However, certein esseatial things can be done by the Federel
Government that will offectually incresse employment in the
building industry and in the plants that msmufacture the
matericls used in housing construction. I therefore propose
shortly to submit to the Congress some suggestions for legis-
lation that I believe will greatly encourage private investment
and enterprise in the construction of houses and zpertmente
within the reach of families of moderste means.
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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 Plasterers!
International Union
Washington, D. C.

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

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

John Coefield
United Assn. of Journeymen Plumbers
end Steem Fitters
Washington, D. C.

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

Joseph A. McInerney, President) New officers of
) Building Trades Dept.,
Herbert Rivers, Secretary ) American Federation of Labor
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BUILDING MATERTAT, MANUFACTURFRS

Sewell L. Avery
Chairman United States Gypsum Company
Chicago, Ill.

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

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, O.

Charles B. Nolte
President Crane Company
Chicago, Ill.

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

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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GENERAL CONTRACTORS

WeJe Austin
President, The Austin Company
16112 Euclid Avenue
Cleveland, Ohio

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

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

A.P. Greensfelder
President, Fruin-Colnon Contracting Co.
Merchents-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
Craybar Bldg.
New York, N.Y.
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