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July 13, 1939

PROPOSED REDUCTION IN MAXIMUM RATE ON FEDERAL
HOUSING ADMINISTRATION MORTGAGES

In the interests of recovery, it is suggested that the Federal
Housing Administrator reduce the meximum interest rate on Federal Hous-
ing Administration mortgeges by one=half of one per cent from 5 per cent
to 4 1/? per cent and that the Reconstruction Finance Corporation lower
its buying rate for Federal Housing Administration mortgages to 3 1/2
per cent.

Reasons for the recommendation

1. The reduction in rates secured in the 1938 amendments to
the National Housing Act, together with other provisions giving more
favorable terms to borrowers, produced & large new demend for home con~
struction under the Federal Housing Administration plan. The effect of
a reductiorn of one-half of one per cent in the effective rate to borrow-
ers at the present time, therefore, seems likely to result in a substan-
tial increase in applications from people who are now deterred because
there is not a sufficient differential between the cost of constructing
a new home and the level of rents. It is jmportant to tap a new group
of borrowers if residential construction is to continue to expand.

2. Since Federal Housing Administration rates were reduced
in February 1838 there has been a further decline in other interest
retes. Long-term U. S. Treasury bonds, for example, have declined 5/8
of one per cent to an average yield of only & little over 2 per cent.
High-grede municipal bonds have declined 3/8 of one per cent and high-
grade corporate bonds have declined 1/4 of one per cent and these yields
are now at record low levels.

3. Rates on long=term home mortgages in foreign countries are
substentially below the Federal Housing Administration maximum, despite
the fact that lenders are not protected by any similar type of insurance.
The building socleties of England now charge 4 1/? per cent. In Sweden
it is possible to obtain e first mortgage up to 60 per cent of the valu
for 60 years at about 3 per cent. :

4. The competition among lenders, at least in certein areas,
has resulted in & reduction of actual retes below the Federal Housing
Admini stration maximume. This is particularly true in the New York area
where 53 per cent of the new home Federal Housing Administration mort-
gages are being placed at less than &5 per cente

5. TUnder the terms of the recent amendments to the Housing
Act, the insurance premium on homes costing $6,000 and less increased
from 1/4 per cent poer snnum on the declining balance to 1/2 per cent.
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If the effect of this increased cost to the borrowers is not to result
in a reduced demand for housing, it appears necessary that administra-
tive action should be taken to reduce the maximum interest charge.

8« The importance to borrowers of a reduction of one-half of
one per cent in the effective rates, that is, from 5 1/2 to 5 per cent,
is indicated by the fact that it is the equivalent of a reduction of
about sé-lper cent in the total construction cost on a small home, or of
about 155 per cent of the direct labor costs.

Possible objection to reducing the maximum rate

The reduction would make banks reluctant to lende.
Answer

In view of the decline in yields on high~grade seocurities
which are now the principal outlet for banking funds, and the need for
earnings, the proposed maximum rates would still seem extremely attrac-
tive to the great majority of banks. In fact, some banks have volun-
tarily lowered their rates below the permitted maximume. In any case,
the lower rate can be made effective by having the Reconstruction
Finance Corporation lower the rate at which it will purchase Federal
Housing Administration mortgeges from the present 4 1/4 per cent rate
to 3 1/2 per cent. Competition of agencies which will make Federal
Housing Administration mortgages at 4 1/2 per cent and sell them to
the National Mortgage Association et 3 '1/2 per cent for the sake of
the one per cent servicing fee will force banks into line.

General comment

No legislation would be necessary to reduce these rates. It
would require only administrative action by the Federal Housing Admin-
istration and the Reconstruction Finance Corporation.
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¥Mr. Cuarrie
Honry Edmiston

July 12, 1939

The information you wanted on the Federal Housing Administration and
the Federal Bational Mortgage Association is shown belows

FEDERAL HOUSIEG ADMINISTRATION

1939 law
(Per cent per anmm)
Maximum interest rates and ine
surance gmmx
Section = govering morte
gages up to $16,000 on new
or old propertyescscsencecs § on declining balance
Insurance premimm (1/2 to 1
por cent = I“)omugcoooooo é " .
Totaleseccosscnssae » b
Section 207 = covering cbli=
gations up to $5,000,000 of

new largo=-soale projectsc.e 4% " . "

Insurance premium (no statu=

tory WM).sooooooo.o.uoo _i . " "
Tothlecsssosecsvees & ™ bt .

Section 210 = covering mort-
geges of $16,000 to $200,~
000 on new constructionecee (Repealed)
Insurance premium (no statue
tory m‘h)oc¢ocoooooooooo
roul.u.......“.

1938 law
(Per cent per annwm)

§ on declining balance

l&: @

E S -
E -

¢ January 1938 to July 1939 = Premiun fixed at 1/4 per cent of declining bal~

ancs on new small homes up to $5,400.

Saxivom maturity
eotion
New small homes up to
$5,400 mOrtgRg@scecensece 25 yoars
Other new homes and exist-
ing properties up to
‘18,”.0.00000...000... 20yeu'l
Seotion 207 = large-socale
{no statutory limit) in
prastice genorally 20«30
YORrSecscecscsscsssccsace 263 years average
Section 210 « $16,000 to
$200,0002¢00800000000000e (Repealed)
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FEDERAL BATIONAL MHORTGAGE ASSOCIATION

In practice they only buy Federal Housing Administration mortgeges om new
homes (built after January 1, 1936). ¥No statutory minimm on rate but in prece
tice mortgages mre purchased to yield 4 1/4 per cent.

gs%zcn 203 = regular

Bought to vield
If interest rate 4is § por cent = no Service chargdececssceces
= = ®* % 5 per oent plus 1/2 per cent service

. OhBrgOeesseccccescscscccesscoscsssssnss 4 m
bl " " " Jess than § per oent but not less than

4 3/4 per cent = no service ohargosseee 41/
® less than 4 5/4 per cent Pedera) Natiomal

Mortgage Assoclation will not purchase
Seotion 207 =~ large=scale

(Purchased through My S1, 1935, only 9 totaling §5,789,000.. 4 1/d
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