Oetober 31, 1947
¥r., Thomag snd Mr. Young Restricting non=-farm real
Hemsay wood estate credit

Here is & draft of & memorendum on what can be done by
the redersl Covernment, without further legislation, to restrict
the current volume of mortgage lendings There eare also some com-
ments on powers needed for more gensral control.

The discussion here ils fairly gemeral, not going into
detail about different FiA and VA programs. Zven so, there is
probably act much of substance that can be added to the discussion
of the powers of the Homs Loan Bank Board.

The comments on legal problems and issues in the last

section are by mn economist, and have not been cleared by the legal
division.
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RESTRICTING NON-FARM REAL ESTATE CREDIT

Any attempt to resirict the amount of non-farm real estate
credit extended must first teke account of the Federal agencies which,
over the last fifteen years, have been given the responsibility of
encouraging the extemnsion of such credit. There are three of these
agencies, all of them represented on the National Housing Council
established earlier this year ito advise the Administrator of the
Housing and Home Finance Agency -- the Federal Housing Administration,
the Home Loan Bank Board, and the Veterans Administration.

The Federal Housing Administration insures mortgage loans
on both houses for owner-occupancy emd houses and apartments for remt.
It insures mortigages of owner-occupants on both old and new houses.
There are three distinct programs under which FHA now operates in in-
suring mortgages: Title II; War Housing Title VI, and
Veterans' Emergency Housing Title VI. The Veterans Administration
insures and guarantees mortgage loans on both old and nev houses pur-
chased by veterans. The Federsl Home Loan Bank System, governed by
the Home Loan Bank Board, charters Federal savings and loan associa-
tions, and augments the resources of all members.

The amount of morigage lenmding curremtly being done under
the sponsorship of these three agencies 1s roughly 55 per cemt of
total mortgage lending. About one-third of the total is lent by
private individuals, trust funds and similar groups not subject to
any public supervision. Uninsured lending by commercial banks,
insurance compenies and savings banks accounts for the bulk of the
remainder. The volume of real estate mortgage lendimg would probably
be reduced substantially if the Federal Housing Administration and
the Veterans Administration were to tighten their present regulations,
because undoubtedly a significant part of the loans they are under-
writing would not be made by other lemders without the guaramtee. If,
in esddition, commercial bank supervisors were to question all morigage
1mmtmrmummmmumo:mmwiu,
another deterrent would be offered to further expansion of mortgage
credit. Individuwals and similar lenders, difficult to regulate
umm,n‘t—hmdmmmamumum
mntmmmxw:ua net reduction in loans. There
seems to be little thet the Home Loan Bamk Board cam do by direct
regulation to resirict lemding by savings and loan associatioms,
but it could, perhaps, have a psychological effect by stiffeming
the terms on which the Federal Home lLoen Banks make advances to
members.

To be fully effective, restriction of morigage credit would
have to be in the form of general control of all lenders. This would
require legislation, however, and offers many legal and administrative
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problems. The discussion which follows suggesis resirictions which
could be imposed by Federal agencies without further legislation.
In summary these are:

1. The Federal Housing Agency and the Veterams Administra-
tion could adopt regulations, effective during the
pericd of inflatiomary pressures, so that:

a. Mortgages on existing houses may not be insured or
guaranteed;

b. DMortgages on nev construction having a maturity
of more than eighteen years may not be insured or
guaranteed; and

c. Mortgages on new construction representing a higher
propertion of the value of the security tham would
be permiited if the loan were notl insured or

guaersnieed, may not be insured or guaranieed.

2. Bank supervisory ageuncies could discourage the banks
and other lenders under their Jjurisdictiom from making
uninsured or unguarenteed loans of the character
mentioned above.

3. The Home Loan Bank Administration could tighten the
terme under vhich Federal Home Losn Banks msy make
advences to member institutions.

meant tc func
the others. hnnlmrwmu,lwmuhq-mtnua,
maturities, and interest rates are written imnto law, but the Commissioner
mpmtovu:ﬂm-n-ummmuwmu. In practice,
however, as bullders and lenders have comé to rely on the imsurance,
the changes made have been in the direction of easing the terms, and
no instance comes to mind of a tightening of the regulations under
any of these heads.

hand, Title II :ﬁnhtu that the mortgage amount on a new house may
of "necessary curremt cost.” This widening of the area of control has
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controls, and it is probably true thet if FHA wers to act alone, it
would lose business and thus lose what small anti-inflationary effect
it hes in the market.

If FHA were to decide to tightem its terms, there are two
distinct approaches open to it. One 12 to change its regulations;
the other is to issue imstructioms to its fleld offices setting
conditions beyond those in the regulations. The regulaticns which
could be made stronger are: (1) The maximum loan-value or loan-cost
ratio could be reduced for selected typee of losns, for selected
builders in each area who are either building shoddily or over-
charging, and for different borrowers, depending on the prospect of
their being able to fulfill their obligations. (2) Maturities could
be reduced. The present maximm of twenty-five years for new con-
struction could be reduced to tweniy, eighteen, or fifteen years with
perhaps some well-defined exceptions. Maturities might also be made
selective in the same way as loan-value ratios. (3) Interest rates
wtu?cmdatmm, rather than being left to the
market. (&) All the foregoing regulations could be made still tighter
for mortgages on old houses.

Instructions to the field could make the stiffer regulaiions
highly selective. These instructions could range all the way from
sotiting maximm smounts of insurance to be writitem each month in each

office to revision of locality s rating stemdards, cost
adjustment factors, and criteria for borrovers' incomes.

Ye

; erans Administration. The Veteranes Administration M’
does not have the droed flexibility in its operaticns that FHA hss,
but 1t undoubtedly has greater powers than it has shown any disposition
to use. In effect, it seems to take the position that the regulations
must give as much as the law allowas, as witness ils recent castigating
of lenders who Gemand down-payments. Beyond requiring that the amount
pald by the veteran for his house shall not exceed "reascmsble value,”
VA seems to be concerned mainly with the form of the loan documents.
Probably the first steps that would have to be takem here are to
convince VA that 1t has some responeibility for real estate imflation
and that the Act under which it operates permits some flexibllity of

regulations.

Veterans Admin!stration can do several things to control
mortgage lending. It could meke use of the FHA appraisal procedure
elther by having FHA appraise properiles or by having its own
eppraisers use the FHA procedures; in many cases this would undoubtedly
reduce the “"reascnable value” of properties being mortgeged. It
could introduce Tlex blé maturitles instead of permitiing every loan
to be for twenity-five years; 1t could exercise much greater dlscretion
about the insurence of second mortgages, that is, moritgages not
Mmmreutd‘mhvdu"mmmwm
firet mortgege; it could inesist on stromger criteria of the ability
of veterans to carry their obligatiome; and it might alsc be able to
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rewrite its regulations concerning the paying of insurance so as to
place some of the risk, evem if only a small part, on the lender.

Furthermore it could probably adopt regulations regquiring that its
permisgion be obtaimed before morigages are sold or bought.

Loan Bank Boexrd. The power of the Home Loan Bank

ten g practices of savings and losn associations
uvu-:-—ll mma-mwmmo{w
Wmmmauhutwwmeam.
The Board sets the terms of lending by Federal savings and losn
asgoclations in the charters which it issues, but these chariers,
minul,cmthcmm,mtuthmuuof
relaxation. The Board's power over slate-chartered associations
extends omnly to those which are ilasured by the Federal Savings and
Losn Insurance Corporation, or are members of the Home Loan Bank
System. Here the primary means of conirol is through examimations,
and the effectiveness of this comtrol is markedly dimiamished by the
need to comsider the feelings of stale supervisory ageancies. Lvem in
Federal sssoclations it is doubiful thai examinations
an instrument of conirol, and if this were atiempiled,
severel years of litigation before the power of the
determined. A amall degree of comtrol cam be exmercised
scounting policies of the Federal Home Loan Banks, but
advances of these Benks to member assoclations have in-
in recent months, assoclations still hold very
ta of Governmmenti securities so thal discount policy will
not have any appreciable effect until either morigage loans by savings
end loan asgoclations have increased very much furiher or share
holders withdraw their share aceounis im large volume. Discounting
terme should probebly de tightened, however, for whatever effect
this will produce.
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control by the Federal mmnmtammzru
several reasons: Mhﬂ.ﬂo\bﬂmmumﬂ,dm
such a control would be upheld remains to be tested. There are also
great administrative difficulties. If, as in the case of Regulatiom W,
the regulation applies only to "those in the business,” a very sub-
stantial part of current morigage lending would escape regulatiom.
Whether this part would inerease appreciably with regulation, however,
is open to question. Enforecement would also be difficult, the
difficulties ranging all the way from devising an equitable base
against which compliance is to be Jjudged, through the ease of concealment
of parts of transactioms, to the possible impairment of the validiiy
of legal titles imvolved im tramsactions which viclated the regulation.
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If a regulation is to be it seems desirable
that it should cover all those engaged in the of extending,
or arranging for the extension of, credit on the security of real
estate mortgages or for the purpose of acquiring or carrying real
estate. Real estate here should probably be defined to cover all
dential properties not located on farms, and vacant or improved
mmmhmemmnummun
real estate as here defined. The regulation should establish the
maximmm emount of credit which may be extended for the purposes
coversd by the regulation, the meximum maturities of the credits amd
the terms of repayment. The regulation should probably provide
maximum ratios of loan to value; value should be defined, in the
case of properties deing transferred umimﬁhmmo
price, and, in the case of u—ﬁmfummm transactions,
mmmunuuz-mmtymm or by
appraigale in the first instance and thl-tmﬁtomcmo
price for those properties changing hands after the date of the
regulation. In addition, the regulation would have to take care of
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