Xoonomie Alviser to the
Executive Council

day 7, 1934

BATIVRAL HMORTCAGRE ASSOCIATIONS

As a final ste; in unfressin: the mortgsge miurket, it is ;ro-

posad to suthorize the Federsl charter of zational Hortgage Associae

tions.

Those would de private institutions which would be permitted

to raise funds for the rurchase of mortguasee by selling thelr own

bonds, or debontures, in the asgurities murkets, provided that thess

obligutions were covered 100 ner cent by mortgnges insured in the

Fed'rul Hutual Hortiage Inzurance Corporation.

To prevent those new institntions from beooming subject to the

alauses which characterized the mortgzazs companies in the past, they

wonld be subjzct to the following ctriet lisitations:

l.
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Thelr wortgazes would be insured home morigagee and their
oblijations in e mariket would be issued only aguinat such
inmarad mortguges., This feature in itself will constitute
tie sinivalent of & partial jusranty of the dedentures,

in that 1t wculd bs irmossidbls for public investors in the

debanturas of theose institutions to incur a large

elither in the principal or interest on their investaents,
ovan in case of coxlete default. iHore isportant fyom the
roint of viow of the successful functioning of these inazti-
tutions, howewver, is thes fuct that their investoents would
be confined to mortgu:es on the safest tyra of rasidential
proportiss. Thay would not be faced with a renewal problemgp

furthersore, since the nortoaros in their vortfolis would



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

2e

3.

.,
be lomp-tern self-asmortising, inmred mortzqsed, and the
Jebenturaes which they iassued azainat these mortgases would
huvo maturities consistant w#ith ths amortization payments
on thesa unlarlying investments. iiad mortgage corpanies
in the past confined thelir operations to this type of ine
vastment an? basen nubjoet to the same protection agalnst
raenewals, their sxpsriencs would have corpared favorably
+ith ti:e best sxperisnce of othiar types of mortgace finunce
institutisne sven without the iﬁsurmco festure.
To Mo certain that trease rnow national mortgage assoclisations
fulfill the function for whioh they are designed, the act
yrovides that they should be not only chartersd by ths Yed-
ersl Government t.rough the agency of t:e ‘iome Loan Bank
Board, but, also, that they should be subject 2w its axauine
tion snd suparvision ot owvary ;oint. To be able to insure
nortingos agsinst which to issus debentures, thay must de
able to satiafy the Boa:;/h:itey will bo able to service these
rroperties. This will provide for the sound developument of
mortzase associstions ywmm iy anified national control amd
by usurping the field npotentially available for such insti~
tutions will sarve to pravent a recurrence of state-chartersd
wortgage oompanios with insiequate supervision such as we
have had in the past.
To eli:in te the necessity for ax; enszive salling orzanize-
tions %o disposs of tihair securitiss, and also o insure

that such national mortgnce assoclations as are organized
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will be subject to a gonstant scrutiny of their individual
oparating records by the financial prese, it is provosed
that they be required to have a minisme paidein capital
of $5,000,000, and that their debentures bs limited %o a
moximum of 19 times their capital. This provision will
insure, first, that tuese associations will be large.
They will, therefore, be sufficiently lixited in mumber to
be subject to careful individual supervision. They will
alro justify the listing of their bonds or debsntures in
the liew York seourity oxghanges and will roceive cireful
smunxlwﬁw financial press an? the investuent services.
This means that they will be able to ralse their fun’s whare
ocapital is most reasonudles and thus be adle to make lower
cost money avallable for home fimancing. It also means
that the investor in thope debenturss will be able tu dia-
poss of his invastuents, on occasion, in & liquid maricet.
W, By the baslc Yerms of tusir orgenisation, they will of neces-
sity o confined to conservative financial operations and
not de subjeet to stock-~salling rrozotional abuses such as
 have accompanisd state chartered morigage sssociations in
the past. Degause Sheoir investuents will bde linited %o
insured mortgages with regard to which they can demonstrzte
toﬁt\oﬁmhu.wmmtthquuawxumto
provide sdeguate ssywiocing, they will not bhe ubdle to reugpp~
italise propsrtiss for the purpose of selling sagurities

nor to aot as a mortgaze oullet for affili:ted speculative

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



. T

real estats developments.

The two main fumctions to he performed by ti:ese assouvlations
ropresent key rositions in the wiole mortaage jrogram. These func-
tions relate first to the provision of adequute {inancial facilitles
for limited dividend and similar low-cost housing projects, customar-
ily ascoclatad with slum cloarance opurations, and, seeond, to the

ligefication of the mortinge market.

Hany of the mont iagportant industrial states have now passed
lawd granting certain sxesyptions and privileges to lowecost Lousing
projeats, provided they mre constructed ¢ and meintained under publie
supervision. Uther sttampts to deal with the same problen of provide
ing loweont ousing to wrban industrial worikors sre bHeing worized out
by such bodies as tie How Tork ilousing Autbority and o Tederal "mere
genay Housing Jorporation.

It is plamned that the national mortgage asscciations will fom
an essentiel link in provwiding these projects with low-coet financing.
The first rwrtgages on these and siailar projocts will bBe eligible
for insurance in segregted risk funds undor the !’o&era& tual Hortgage
Insurance Act. These mortgages will ba for largs individual ascunts
and will of neosssity require lorgs fimancial institutions, %o handle
them. Tha por dollar cost of servicing mortgages on such projscts,
furthermors, will bo low. All]l of thess factors will make them prime
investments for bnaumml mortause asscociations and thows associations
will be able, by providing financing for this type of project, o
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maltiply several times tho avallability of funds for this typs of
heusting develepment.

In addition, the national mortgage asscoiations will form an
essantial link in liquefying the market for insured mortgages upon
owner-oocupled hocwes. Hortg:ges on thess typss of propertiss are
of necessily small im individos] seounts, 2ad sast usually,selee
to be sound, be granisd and serviesd by lecal institutions, thor-
oughly faxdliar with looal comditions and in & position to ksep
close watch om the conditien of the property and the responsibility
of the borrower. Ry this very fach, the majority of our home mort-
gages ars financed with local momey, that is, She savings of the com~
manity in the form of serings bunk deposits end purchasers of shares
in weilding ani loun associations represent the bulk of the fumds
whieh are imwvested in local morigages in sugh commmnity.

This same fact, howsver, has tended to maks mortzage comditions
vary from one locality %o amethar, and to jproducs, not only wide and
anjustified disparities in the cozt of home finaneing to the homs
ownare, but also, periodic freesing of the home mortgage market. IV
has also oparated %o produce wnsound investment prectices. This
comas about by resssu of disparities in the demand for and the myp-
ply of morignge ompital. The demand for new mortgage money is ob-
vigusly groatest and wost esomomically justifisd in growing cocemni-
tien. It is these same communitios, however, which are usually most
deficiont relatively in local savings avallable for mortgege finang-
ings Zeottled commmities, on the othsr hani, whare there is no great
econoaio demand for new bullding, are churacteristioally those in whiah
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per capita savings are bigh and in which thore ls usmemm conssquently
o large available suwpply of mortgage funds. The national mortgase
sasociations are designed to opérate toward liguafying thess situa~
tions in a sound wey and toward permitting a flow of mortgags funds
from commmnities where ticse funds are in abundance toward those
where tiisy are nseded. They will, thersfore, supplecent the antivi-
ties of the insurance cosmpanies already performing this function in
a small way but not on a sufficient scale to handle the situatlon.

They will operate, specifically, as follows: Savings bania,
and savings departments of comaercial bankts, as well as funds zathersd
in trust accounts, mast now be invested in local home mortgages or
withdramm from the home nortzaze fiel? dscense the officers responai-
ble for the investment of thase funis are not in a position to scrue
tinise and service = mortimge property if it is not in their local-
ity. If tiese institutions, as fresusntly hap en, are in settlod
regicns wieare thare is an excessive supply of nortgage caplital, the
restriction of thelr investmants to local mortgnges tends to ;iro-
duce an unsound building situation decausa the i ly of fands is
10 excess of the economically valld local demand for construotion.
Part of the difficulties of the Xaw Tork 8% situation, whare mortguge
money even from tie most conservative local institutions was loansd
on condemned elum properties it inflated values, illustrates the
vital need of providing a sound outlst for thwese funds in other areas

where new construstion is sdonomically required. It is planned,
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tLerefore, to provide such an outlet by pormitting these institutions
to invest thoir funds not in redundant local mortzaces at inflated
valnes but in the donds and dedbantures of national mortgasze associn-~
tions,

These mortgagy as:ociations in turn would make thase funds svaile
abls to growing sreas, whers interest rates on mortgages are now
unconscionadly l:igh becanse of the laok of I fiuldity in the mortgage
narket, by purchasing insured home wortgages from the buillding and
loan associations and savinge departaents of commercial banks wihieh
operate in those arons. Because of the limited profit possibilitias
of these associations, the fact thuat all of the their investments
mat be insurad mortgagzee, and the L:igher cost of servicing new norte
gage loans when ti:e outstanding ocormdtment 48 a high porcentage of
the appraised value, tiuese nortg ge assoclations would not in general
be able to operate profitably in direct compotition with existing
local agencies in the making of new mortgage loans. They would find
fheir field rathar in purchasing mortgages froua these local sysncles
after they had Deoomn seasoned and were wmortized dowm to a very
congervative roportion of their ap-ralesed walue. Besause tie
cost of servicing such mortgazes would be leas, and also bscanse
most of these mortgages would originute in high intersst arsas whers
oven an insured mortguge yieldsd O per cent, these associstions might
at times be in a position to purchase such mortgzages at a slight
prenium. In any case, they wonld afford a sound outlat for seasoned
mortgaze instrusents %o local orginating bullding and loan and savings

institutions in commmiltiss where mortgace funds are searce. At one
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tine, it wae contamplated that thess associations mixht be fore
bidden by law from orisinating insured mortgzsges or acqpuiring them
before thsy were thoroushly seasonsd. In view of the rostricted
cutlook of certain loecal assoclations in certain ureas, howsver,

this suzgzestion w=as dropred, since it would jermit these local lende
ars to maintsin o monopoly on their loc:l situstion and : erputuate
rates of 5, 3 per cent or mors. Instead, tis law provides that the
Yome Loan Bank Board stall be in a position to assure itself tnut

the Hational lHortgage Association is in & position to service its
inwared mortgagses properly. This will furnish an squal safeguard

to the ;ublic interest which is concerned with sound mortgage financing
at lspitinite rates and still permit the full utilisation of national

mortsage sssoclations for thaelr intanded purposs.
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VEMORANDUM ON NATIONAL HOUSING PROGRAM

May 9, 1934

The purpose of this memorandum is to outline the National
Housing Program as recormmended by the National Emergency Council,
and to show what parts of it will require further emergency
legislation or amendments to existing statutes in order to give
immediate effect to the program as an additional instrument of
economic recoverye.

The program is one of nation-wide housing improvement and
industrial reemployment. It is designed for the duval purpose of
raising the standard of human habitations throughout the country,
and, in the process. of deing so, to reduce drastically or eliminate
entirely the remaining volume of unemployment. As a corollary of
this, the need for the present large burden of emergency public
relief would also be eliminated.

The essential purpose of the program may be summarized by
reference to the message addressed to Congress by President
Roosevelt on April 13, 1933, asking for legislation to protect
small homeowners from inequitable enforced loss of their homes
and to relieve them of a portion of their burden of excessive
interest and principal paymentse In that message President
Roosevelt said:

"Implicit in the legislation which I am suggesting to
you is a declaration of national policy. This policy
is that the broad interests of the Nation require
that special safeguards should be thrown around home
ownership as o guaranty of social and economic
Stﬂbility. » ® 8 ¢ 2 » 0"

During the year that has elapsed since this declaration of

ms
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policy was made by the President and confirmed by Congress in the
Home Owners! Loan Act, widespread relief has been afforded to
homeowners who were in distress through the threat of foreclosure.
This relief has been accomplished by the exchange of bonds
guaranteed by the United States Government for home mortgoges
held by banks, tuilding and loan associations, mortgage companies,
insurance companies, and other mortgage lenders. Furthermore,
partly as a result of the direct relief thus afforded, and in
still larger part because of the progress made during the past
year in commercial, agricultural, and financial recovery, the
nation-wide pressure of mortgage-lending institutions to ligquidate
real estate and real estate mortgages has been definitely relaxed,

But all this represents only an arresting of the destructive
forces that until the present time have made impracticable a
positive and aggressive approach to (a) the further encouragement
of home ownership, (b) the decisive raising of housing standards,
(¢) the correction of speculative abuses and exccsses in real
estate promotion and mortgage financing, (d) the resumption of
home construction, and (e) the consequent reemployment of the
persons ordinarily engaged in the building trades and related
occupations.

The Federal Gevermment is meeting the problem of re—
financing distress mortgages; it is also providing funds for the
financing of farm mortgages, slum clearance, low-cost housing
projects, and subsistence homesteads; and it has recently made
provigion for the renovation of homes refinanced by the Home
Owners! Loan Corporations New lending on real estate by private
agencics, on the other hand, still remains at an abnormally low
and wholly inadcquate figurc.

This great deficicney and lag in morigage lending and
home—~improvement financing constitutes the most serious problem
that the American industrial system has to grapple with, At the
same time, however, it points the way to our greatest industrial
opportunity—-namcly, the field of modern housings. The sound
development of this field affords the opportunity for (a) the
secure investment of capital and credit that is now idle, (b) the
economic use of our immense industrial equipment and abundant
natural resources, and (c¢) the long-continuecd employment of that
part of our industrial population which has been most seriously
affected by the failure of the so-called heavy industries to
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share in the recent economic recovery proportionately with the
consumpbtion-goods industries.

As a problem, the continued lack of activity in the
industries ordiunarily dependent on renovation, modernization,
and new residential construction now accounts more than any other
factor for the continuance of unemployment at its present volumse.
As an opportunity, the prompt resumption of the activity now
suspended among these industries would accomplish & twofold
purpose:

l. A return of the unemployed, more rapidly than
by any other practicable means, toc the useful
and gainful occupations for which their
abilities are trained and to which their social
habits are adjusted.

2+« A continuous translation of the results of this
wide-spread recmployment into the form of
tangible weulth for which there is the greatest
sociul as well as economic need.

There is no field in which the actual standard of living
in this country is more deficlent in comparison with our natural,
industrial, and financial resources than in the dwellings now
occupied by the greuter part of our population. Nelther is there
any field in which demund will revive more guickly, or in greater
immediate volume, if practical and adequate means are provided to
make the potential demand effective. Almost every eleoment of our
population needs better housing accommodation. This accommodation
would be availed of, morecover, either by the improvement of
existing dwellings or by the purchase of modern types of dwellings,
provided only there was a rcasonable certainty as to future income
and a reasonable reduction of housing costs, including financing,
to a capacity-to=pay basis.

I£ is to meet the problem and the opportunity thus presented
that the National Housing Progrem has been formulated.

mt
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Specific Steps in the Housing Progran

In projecting the Wobtional Housing Frogrms, frank rccogni-~
tion has beon given to the necessity of providing governmental
loadership and direetion in the two branches of private cnterprisc
that oceupy the key pesitions in the heavy industriecs, namcly, home
construction and mortgage financing. The genvral plan of operation
under thc progrom,- however, contemploates the full application of
private onterprisc and rusourccfulness in the construetion industry
and the nortgage-lending business to public ends.

The principal steps in the program arc as follows:

1. The establishment, by direcction of the Presidert, of a
Federal IHousing Coordination Board, with o membership
drowvn from the prineipal govermmental departments and
agoneies now concernced with one or another aspect of
the housing problem. The function of this Board is to
establish a nore ccherent, constructive, and effeoctive
attitude on the part :f the Fedoral Govermment toward
the housing problem as a whole, For the immedicte
future the Boord will undertake to coordinate tho
presont policios of the Federal Govermment with regard
to housing and tc propare rocormendations, for sube
nissicn tc the next Congress, looking to o more complete
and mere permonent unificetion of govermmental activities
in the housing ficld.

2« Tho inougurstion, under governmental sponsocorship, of a
nation~wide movement to stirmlate at once the repoir,
mainvenancc, :nd modernizaticn of existing dwellings
ard of industrinl and commercial propertics os woll,
This involves -=-

{a) The provision of guidance, suppert, and co-
oporation fer modernization campaigns organized
and monaged by volunteer greups in urban and
rural comunitics throughout the country. The
function of these local groups is to enlist in
the modernizetion movenont the interest and
participaticn of all clements in the community.

(b) The enlistmont of the cooperation of industry,
transportation, ond labor in o common effort to
assure prices that will cffer o compelling in-

jnts
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(a)

O

duccnent to homeowners to undertoke home ime
provenents within the remaining months of 1934,
or within such longer peried as moy be requirced
te toke up the nrrears of work of this choracter,
This cooperaticn is necessary to assurc a greatly
increascd velume of business and recmployment,
ond te retain the support and gocd will of the
nomec owner.

The cnlistnent of soviugs banks, building and
loan associotions, commercial banks, finance
componies, and other private lending agencies
in the prompt cxtension of hmme-improvoment
ercedits in their local communities,

The eappropriation of $200,000,000 for an insurance
fund to pretect lending agoneics participating in
the homc-improvement crcdit plan. The purposc of
thic fund is tc assurc the aveilability of homo-
improvenent eredits in cdequate veolume, on
nederate terms of repayment, and at o lower cost
than has heretofore prevailed for similar
aceormodations. It is propesed to reimburse
lernding agoncies for any losses they may sustain
up o 20 per cent of the total of their homo=-
improvement advances. This roatioc of eredit
insurance to totcl sdvances is consideorably in
excoes of the maximum celeulable risk as
detormined by o comprehensive annlysis of
consuner-crcdit expericnee, including the most
unfavorable period of the dopression,
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The opeoning up of the mortgage market in such a
nanner as to provide an orderly flow of funds to
meet the rencwal of maturing mortgages on
cxisting properties and to finance the purchase
of new homes in arcas whoere the lattor arc needed
to replace dwellings that are either cbsclete or
actually unfit for human hoabitation. This
unfreeczing of the nortgoge market is un essential
prerequisite to the resumption of activity in the
heavy industrics on a scale sufficliently large to
neet the normol demends of the home~building
market, and to provide the nornnl volumec of
employment in construction, transportation,
building materials ond supplies, and rclated
activitics.

At the present time funds for residential con-
struction are in meny scctions of the country
either scarce or completely unovailable, cven
where new homes are manifestly necded and
georonicnlly justifieds The market for existing
mortgages, furthermorc, is in such a condition as
to require o sorious consideration of national
nortgage policy. The continued high rate of
applications for loans from the Horie Cwners!' Loan
Corporation indicates the existence of a serious
refinancing problerm in the home mortgage ficld,

as does also the situetion of the building and
loan associations. The latter institutions,

which occupy an important position in the home-
nortgage field, foec o competitive problem because
of the rocent insurance of bank deposits, They
are, thercfore, noturclly insistent on »n oxtension
of similar insurance privileges to building and
loan shares.

The reorganization of the mortgoge market on sound
and ccnservative lincs must be squarely faced as a
problem of the first magnitude in the dual progrom
of improving housing standards and effecting a
goneral resumption of employment in the heavy
industries, The plan of reorgonization here con-
templated is as follows:



dm

(a) Inauguration of & national systom of real cstate
approisal for the purpose of standardizing
appraisal practices and protecting future honec-
financing from a reccurrence of the abuses that
have characterized the prevalent haphazard and
disorganized wmethods of appraisales The new
coordinated system of appraisal would be uscd by
the Home Loan Banks and their affiliated ine-
stitutions, and would be nnde available to private
lending agoneics generally in furtherance of a
unifornmly sound proccdure.

(b) Provision for the insurance of home mértgages on
a mutual basis. The opportunity to insurc
nortgages for their full face volue would be
afforded for the next three yecars to accredited
privete lenders who presented mortgoges that
conformed to the following standards:

(1) 1In the casc of new residential construction
(ovmer-occupicd houscs, low-cost and
linitod=-dividend housing projects, etc.),
not to exceed BO per cent of the current
eppraised value of the proporty.

(2) 1In the casc of oxisting owner-occupied
homes, not to oxceed 60 per cent of the
currcnt appraiscd value of the propertye.

(3) 1In the casc of cither (1) or (2) low
interest cost to the borrower--ordinarily
5 per cent, with the provisicn for 6 per
cent under cxcoptional conditions,

(4) Complete provision for long-term amortiza-
tione. In event of default on insured
mortzages, the lenders would be gunranteed
roburn of the full principal and also a
noderate recturn of interest, not in excess
of 3 per cont,.

Under this plan of insurance borrovers would be
able to obtain their entire home-purchasc
fineneing, including the portion usually covered
by & sccond mortgage, on a singlc instrument,

Digitized for FRASER
http://fraser.stloui]é‘)fgd.org/
Federal Reserve Bank of St. Louis



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

()

(d)

-5 -

This instrumont would continue until the loan
was fully retired, and hence would elinminate

tho customary recurrent renewal charges. It
would also place this financing on a lower cost
and con ecasier terms thon have been gencrally
available herctoforce In consideration of these
advantnges, the berrowcrs would pay only o
modcrate promium, but onc nevertheless sufficient
both t: abscrb the cost of the insurance and,
during the later years of the loan, to curtail
the principal.

The Trecasury would stand bohind this home-nortgage
insurance. The insurancc plan is sect up in such
a maancr, however, as te give the Treasury full
protecetion ngeinst ultimate loss, ceven under
cxtromely adverse circumstances.,

Authorization for the charter of rnotional mortgoage
assgociations by the Fedeoral Heme Locn Bank Board,
These associntions would constitute o neow type of
finaneinl agency in the houec-nortgage ficld. They
would be subjoct to strict Federal supervision,
and would be nuthorized te raise funds from the
investing public only by the issuance of bonds

or debenturcs fully covered by home mortgoages
insured in the manner desceribed above, hey would
be cffeective in providing liquidity to the home-
mortiape market. Furthernore, since they would be
able to raisec fuuds in the large finanelal centers,
thoy would alsc ¥e cffective in making low-cost
funds avallable in remote arcas where the volume
of local savings is insufficicnt to moet homo=-
fincneing requircreonts.

Revision of Federal banking laws and othor Fedoral
statutes insofar os such revision weuld be required

to mnke the now rertgage instrument widely an
irmedintely offcetive. In addition, revigion of
Federal banking laws to permit short-ternm construction
leans, under ndequate safeguards, pending insurcd-
nortpoge financing of the completed property.
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Means of Implerienting the Housing Progranm

In part the Fnticnal Housing Program herc outlined can be
put into ¢ffcet under oxisting legislative authorizationse No
new legislation is reoquired for the cstablishment of a Federal
Housing Coordination Board whosc nembership is drowm from present
officiols of the Governnent. The institution of improved foecilities
for sound appraisal standoards, and the establishment of aon
crganization to conduet the nodernizati-n camprign, can alsc be
accomplished without new legislation.

Speeific authorization by Congress vill be required, howcver,
to give cffeoet to the measurcs on which the sueccss of the
nodernization campaign and the plan to rovive resideontial constructicn
primarily dopead. These necsures are cmbodied in the proposed bill
entitled "Natiomal Housing Aet'.

Title 1 of this aAct provides for the insurance of honc-
improvenont crodits and for the insurance of home mortgoges. Title
2 provides for the Foderal incorporation of notinnal mortgage
associotions. Title 3 provides such amondnents to oxisting statutos
as are rcquired to make Title 1 and Title 2 fully effective.

Further legislation, prepared by the Federal Home Loan Bonk
Boord, is embodied in o separate bill ontitled, "Insurance of
Savings and Loan Suvings". Titlc 1 of this bill provides for the
insurance f sharss in building and loan asseclations ond similar
institutionse Title 2 provides for the enlarpgement of the discount
acilities of the Foderal Home Loan Banks and also for the issuance
of dehentures by the Federnl Home Loan Banks.

The insurance of buillding nnd loan shares is designed to
restore confidence to the lorge nmumber »f shareholders and certifi-
cate holders who for many yecars have been anccustomed to plece
their savings in this type of nortgage lending institution.

With the confidence of these small savers thus restored, bullding
and lean associaticns throughout the country would again be put
in o position tc resune cebive lending.
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NEMORANDUM O HOHE IMPROVEMENT CREDITS

Moy 9, 1934.

Competent surveys show that thers is o huge omcunt of
deforred maintenanec on private dwellings, portments, small stores
and offices witich, if takern up at onece, would result in the re-
ocnployuent of large numbercs of skilled workers identified with
those groups which have suffered the most from the depression.
Although the economic ond socicl value of maintaining such
properties in good repair ond modernization is generally recognized,
the actunl work can ncot be undertalzen in numerous coases because
the owner lacks funds or credit.

The following plan hoas been devised to meet the dual prob-
iem presented by this situation.

1. Moking credit aveilable in small amounts to
the property owner entitled thereto on terms which
he can conveniently meet ocut of current income, and
the expenditure of which will increase the value of
his property as much or more than the credit odvanced.

2 Relcasing of capital funds, now held by private
financinal agencies and seeking investment, for such
credits, thus materinlly reducing direct govermmental
gxpenditures for the relief of unemploynment.

To meet these two problems credit in sultable omounts will
be mode available to all title owmers of improved rcal property whose
current income and reputation for meeting obligations are saotisfactory.

The plan provides o dogree of attractiveness not available
today through existing chonnels, in the form of low cost, extended
time for repayment, and frcedom from restrictions as to security.

At the some time, the borrowcr is amply protected agoinst the assump=
tion of uncconomic deht,

Aveilability to title owners will be assured by relecasing the
funds and utilizing the facilitics of three groups of private lending
agencics,

Commercial nnd Savings Bonks,
Finance or Acccptance Corporations, and
Building and Loan Assocliations.
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As the existing system of "consumer credit" has been
built teo a large extent upon the use of re=possessible chattels
as seeurity, thoe ploan provides govermmental insurance against
logs in lieu of such sccurity.

The financing charges provided in the plan are about
helf the lowest costs of similar types of financing aveileble
through private sourccs today, yet, threough the ccoperation of
all parties to the transaction, these charges will be adequate
to cover necessary costs.

The plan will boe worked through the following agencics.

HOME CREDIT INSURANCE CORPORATION

A Federal corporation, with hendguarters in Washington, D.C.,
will be created with o capital of $200,000,000 provided by the
Federal Govermmente. It will function as fellows:

1. Determine standards for qualifying privete financing
agencles (Commercial and Savings Borks, Finance or Acceptonce
Corporations, and Building and Loan Associstions) with whom
contracts of insurance will be made, insuring them agoinst
losses on promissory notes, up to 20 peorcent of the com-
bined total face wvaluc of such notes purchased by ther, and
provided:

(2) Notes are on legal forms specificd by the Home Credit
Insurance Corporation.

(b) DNotes have been executed in settlement of the cost of
econcmically justified repairs, alterations or ronova-
tions to privete dwellings, apartnent houses, stores
or office buildings and arc signed by the title owncr
of such property.

(¢) The title owner has qualificd under such credit standards
as to income and moral reputation as may be required by
the Home Credit Insurance Corporation, as furnished from
time to time to conmtructed londing ngencicse

(d) Notes conform to such terms as roquired by contracted
lending agencics, but which qualify within the follow=-
ing minimums and maximums.
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Minirwn principal anount of loan, $100, plus
interest for period of loan.

Moxirr principal arcunt of loan, $2,000, plus
intercst for period of loan.

Minirmm monthly paynent, $10,00.
Maxirum term of nete 5 yoorse

Maxiimra interest, added to the principal cost
of the Jjob, rust not exceod 5 per cent true interest
per annul on decreasing balancess

(e) 1In the discretion of the Home Credit Insurance
Corporation, notes nay be made payable in guarterly
payments, or in the case of titlc owncrs engaged
in agriculture, paynents noy be made to conforn
to crop incone dates, with a ninimu of one annual
payment,

(£) Details of work perforned, for which notes are given
in scttlement, are shown on forms provided by the
Home Credit Insurance Corporation, signed by a duly
qualificd contractor and the title ownor, and that
the note carries, by ondorsement, a suitable guarantee
of workmanship by the contractor.

(g) The total cost of the renovating Jjob may include a
scrvice fec authorized by the Home Credit Insurance
Corporation, in addition to the 5 per cent interest
provided for above. Lending agencies will dbe
authorized %o discount the face of the note by the
anount of interest added thercin, plus such authorized
service fec.

The authorized service fees are shown below and are
calculated on the followings basise.

Credit Investigation and entry on books - $2.00 per note.
Collection costs = 50 cents per payment.

Supervision and Legal costs -~ 1/2 of 1% per annun on
annount of job.
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MEMORANDUM ON MUTUAL MORTCAGE INSURANCE

May 9, 1934

The proposals outlined in this memorandum are desigued to
overcome the conditions now prevailing in the mortgage market and
to remove the obstructions that now impede a free movement of
mortgage funds. It is proposed to provide a new mortgage in-
strument that will -~

l. Afford ample security and an adequate interest
return to private lending institutions.

2. Lower the cost of mortgage money to the borrower.
3. Eliminate the need for second moritgage financinge.

The first of the means by which these purposes are to be
realized is the organization of the Mutual licrtgoge Insurance
Division of the Home Credit Insurance Corporation. This division
will be authorized to insure the full payment of principal of all
eligible home mortgoges, and to insurc also a minimum interest
return (in general 3 per cont) on insured mortgages that may
default. Any mortgagec, institutional or individual, acceptable
to the Board, may insure mortgages under this plan.

It is naturally expected that the principal users of the
plan will be the existing private lending agencies--namely, savings
banks, commercianl banks, trust companies and other trustocs,
insurance companics, building and loan associations, mortgage com-
panies, cte, If this doos comec aobout as contemplated, private
agencics now deterrcd from lending by the uncertainties of the recl
cstate market will be able to rclensc mortgage moncy for new
finanecing wherever it may be cconomically justificd.

The financial soundness of the plan will rest primarily
upon the appraisals om which the mortgage insurance is based. The
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Board of the Corporation is therofore dirccted in the proposed

act creating the Home Credit Insurcunce Corporation to develop

a nationnl standardized systeom of appruisal practicc. This

system will be used by the Board ond will also be available to
guids the appreisal proctice of privote institutions. In eddition,
the Board will mnke occupancy surveys, develop construction
standards, cnd carry on similer -ectivitics of a rescarch or a
stotistical noture dcsigned to conscrve sound mortgnge valucs.

To be cligible for insurance under this plan, o mortgege
must conform to the following recognized standards of sound mort-
goge proctice:

1. The mort;age must be o first lien on an owner-
oceunicd dwelling. (Certain cxecptions in the casc
of slum clearnuce cnd low-cost housing projects will
be rceferred to luter.)

2. The mortpoge must be held by  mortgagee accopbable
to the Board of the Corporution,

3¢ The mortgoge must provide for reguler amortization

until the loan is completely rctired. In general, this
amortizotion period is cstablishod ot not more than 20
yoors. frovieion is made, however, for cstablishing an
omortizetion peried up tc 30 years, in the disceretion of
the Board of the Corporation, on propertics of cxcop-
tionnlly stable voluc.

4. The nortgoge aust be of such o nature that the insuring
of it by the Corperation is bonefielal to the mortgoge
norket ns a whelejy ard it rust conforn to such standards
in rcspeet of the charccter and ineoms of the moritgogor
18 oy be wstablished by the Board of the Corporation.

5., The mortgnge rwst be for an ai-ount not in excess of
80 per cent of the nppreiscd value of the property in
the cose »f new coastruction, or 60 por cent of the
current ppraiscd velue in the casc of cxisting
dwellings. It must alsc conform o such other appraisal
standards s may be established by the Board of the
Cerporations. It hns beon suggested that in general
insurcd norigages zhcould not cxeced 100 per cent of the
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valuce of improvements. Becausc of the security
afforded by the insurance, and by the other standards
to which the mortgage must conform, the eatire first
and second mortgage financing can be safely cogbined
in a singlec instrumente This will climinate poth the
nced of seccond mortgage financing and the digturbing
effeccts of such financing on banking and inycstment
conditions in general.

6« The net intercst return to the lender must not be in
excess of 5 per cent, except that the Board of the
Corporation may, where the local mortgage market
reqguires it, authorize a rate up to a maximun of 6
per cent in order to attract mortgage funds.

Except with regard to the requirements Just cnumerated, the
customary relations betweon mortgagor and morigagee are fully retained
under the operation of the insurance plan. If the mortgage becomes
delinguent, the mortgagee may still foreclose, or refrain from fore-
closing, as at presont, without interference on the part of the Board
of the Corporation. Should the mortgagec elcct to realize on his
insurance, however, he must foreclose and give title to the property,
free of taxes or other chargces, to the Board of the Corporation, and
at the same time give to thc Board a statement of claim of his ex—
penses incident to foreclosure. The statcment of claim of expenses
may include forcclosure costs, delinguont intercst and amortization
charges, and repairs made by the morigagee, ctce This statement of
claim is subject to approval by the Board.

Upon the election of tho mortgagee to realive on his insure—
ance, the Board will deliver to the mortgagee a debenturc or deben—
turcs guaranteed as to principal and interest by the United States
Governnent, the amount of such debenturc or debentures to equal the
unpaid principal on the facc of the mortgage as of the date on which
title is transferred to the Board, plus taxcs and other advances
specifically authorized by the Board of the Corporation. These do—
bentures will bear the ratc of interest (not in excess of 3 per cent)
agreed upon at the time the mortgage was insured; and the debenturc
will mature 3 years after the mortgage would have been paid off if it
had remained in good standing.
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At the same time the Board will issue to the mortgagee a
preferrcd certificate, up to a maximun of 10 per cent of the unpaid
principal on the face of the mortgage as of the date on which title
is transferred, covering expenses incurrcd because of delinquency
and foreclosures The Board will also issue a further certificate
of clain for all such ecxpenses allowed by the Board in excess of
this 10 per cent. When the Board has fully realized on the property
it will first reimbursec itself for its debentures issuved, and then
honor these certificates of clainm up to the full amount permitted
by the reclization on the property.

If the sum realizod on the property exceeds both the
anount of the debentures and the full amount of the certificates
issucd to the mortgagee, the Board will fturn the remainder of the
proceeds over to the mortgagor. Should the sun finally realized,
however, be ingufficicnt to cover both the amount of the deben-—
tures and the amount of the preferred certificate of claim, the
Board will reimburse the mortgagee on such preferred certificate
of claim pro rata with the Board's own realization on the property.

The preniwa for mortgage insurance under the plan will vary
from one~half pcr cent to 1 por cent per annum of the original face
value of the nortgzage, according to the risk. This premiun will dbe
paid by the niortgzagor to the mortgagee in addition to the intcrest
and amortization payments provided in the mortgagc. The nortgagee
will in turn ronit this insurance premium to the Board of the
Corporation.

The insurance principle involved is sinmilar to rutual life
insurancce. This promniun is counsiderably in excess of the amount of
risk ordinarily involved in mortgages of this type, and hence should
eventually be returned in whole or in part to the mortgagor. The
premiums thus returned will be paid to the rnortgagee to pay off the
nortgage for the benefit of the mortgoagor. For example, if there
were no loss at all, insured nortgages carrying anortization charges
calculated to retire the principal in 20 years, would build up, at
the end of about 17 years, an irsurance rescrve sufficient to retire
at that tine the remaining unpaid principal of the nortgages. In
that cvent the insurance would be terminated and the resecrve, after
certain deductions for a general reinsurance fund, would be used to
take up the mortgages for the beonefit of the mortgagors.

The insurancc prenium therefore covers both insurance
risk and additional, but unspecified, amortization. On a twenty—
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year amortization contract yielding 5 per cent to the lender, the
borrower would be required tc pay an annual total charge--for in-
terest, amortization, and insurance--cqual to 9 per cent of the
original face value of thc loan. This charge is much lower than
the presont equivalcnt combined cost of first and second mortgage
monecy, and also lower than the equivalent cost even during favorsble
periods in tho paste.

By paying this totel annual charge of 9 per cent, including
intercst, amortization, and insurance, the borrower might retire his
total mortgage in something over 17 yecars, and would in any cevent be
guaranteed completc retirement in 20 ycars. The length of payment
between 17 years cnd 20 years would depend on the extent of the
general losses sustained by the insurance reserve.

The insured mortgages will be scgregated at the time of
insurance into scparatc funds containing substantially similar risks;
they will not be lumped in o single-risk fund. A lending institution,
that is to say, could still benefit to the full by insuring its
mortgages even if it desircd to confinc itself to stricter require-
ments than those prescribed in the mortgage-insurance law.

For ecxample, an institution could confine itself to 60
per cent mortgages instcad of making loans to the limit of the 80 per
cent permitted as a maximum for new construction, and know at the
time of insurance theat its mortgrges were segregated with others of
the sume types Such mortgages would naturelly involve fewer reclisa-
tions on the governmental guaranty, and therefore would not be
required to share in the risk of mortgnges moade on a higher basis of
approisale  All premiums paid on mortgnges of common characteristics
as to risk would be kept separate in o single fund, and all costs
ond realizations incidental to realization on the insurance would be
debited and ecredited to this fund,

At the termination of the fund--that is, whenever any
one of these separate segreguted funds became large enough to take
up the debentures issued to meke good the mortgages insured by the
fund, and also to pay off the remaining indebtedness of borrowers
in good standing in the fund--the Board of the Corporation will be
required, prior to the termination of the fund, to deduct from 10
to 15 per cent of the fund for a general reinsurance reserve. This
reinsurance reserve would take care of losses in particular funds
where the premiums proved insufficient to cover the insured losses of
the funds It would elso furnish 2 mechanism whereby the exceptional
losses of abnormal periods could be met out of reserves established
in periods of smaller losses.
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From carcful calculations made on an cctuarial bazis,
the plan of mortgage insurance here outlined would involve no loss
to the Treasury on its puaranty of principal and interest on the
debenturces issued to replace the defaoulted mortgages. As was provious=
ly stated, the promium payments on  maximum twenty-ycor smortizo-
tion mortgoge, if no losses are incurred, would be sufficient to
retire the principel of the mortgoge commitments in about 17 years,
the cxact period depending on expenses of operation (which should
bu relatively low) and on percentage of the reinsurance deduction
made by the Board of the Cerperation.

In order to determine the extent to which this period of
approximately 17 yooars might be coxtended by losses, the follow-
ing loss=assumptions were made the basis of anctuarinl computations
of risk:

1+ That all mortgrnges in a singlce fund werc insured at
the maximum risk--that is ot 80 per cent of appraiscd
valuc.

2e. That 25 per cent of the total face value of mortgages
in a single fund defrulted.

3+ Theot the ultimate reclization of the fund on these
propertics in defauvlt was ornly 50 per cent of the
original appraiscd volue of the properties.

4, That =1l the defaults occurrcd during the earlier
years and roached a peak in the fifth year when,
owing to the lower exbeunt of amertization, the in-
sured risk was largoe.

5. That two ycars woere required for the fund to dispose
of the deftulbed propertics.

6. That reimburscment to the mortgngees wus made out
of the fund for meximum foreclosure expenses as
allowed under the preforred cloims,.

On this sct of assumptions, all of which are far more dras-
tic thon past expericnce would justify as an average calculation of
the risk on home mortgages, the fund wes still solvent, and would
have been terminated some time in the ninctecenth year, without draw-
ing on the general reinsurance fund.
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The general provisions of the proposed act insuring mort-
gages on a mutual basis are written also to cover the problem of
finsncing public or semi-public projects for the stimulation of
low-ecost housing and slum clearance. It is contemplated that the
Board will establish separate insurance funds in which mortgeges
on property of this type cen be insured under special conditions
as to interest, amortization, and insurance to be determined by
the Board. This should permit slum-clearance asnd low-cost-housing
projects to obtain financing on a self-insurasnce basis at much
lower rates than has been possible in the past.

To create liquidity throughout the whole field covered by
home mortgages, and glso to assist in making new mortgage money
available, it is proposed further:

1. To amend the Federzl banking lews to permit con-
struction loans on projects of a type likely to be
accepted as eligible for Federal Mutual Mortgage
Insurance.

24 To emend the Federazl banking laws to permit member
benks of the Federsl Reserve System to hold the
new type of insured amortized mortgages in
preference to the existing type of unamortized
short-term rencwal morigeges.

S To emend the Home Loan Benk hct to permit the Home
Loan Benks to rediscount mortgages insurcd under
the mutusl mortgage insurence act up to 90% of
their full face vnlue.
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MELMORANDUM ON NATION.L MORTGAGE ASSOCIATIONS

May 9, 1934

Two main funetions will be performed by these associctions:
first, the provision of adequate financial facilities for limited
dividend and sinilar low-cust housing projects, customorily asso-
ciated with slum clearance operestions, and, second, the provision
of liquidity in the riortgaze market.

Meny of the mast importent industriesl strtes have now passed
laws greonting certain exemptions end privileges to low-cost housing
projects, provided they esre constructed ond maintained under public
supervision., Othcr attempts to desl with the same problem of pro-
viding low-cost housing for urban industrial workers ere being
worked out by such bodics as the New York Housing Authority end
the Federal Emergency Housing Corporction.

These national asscciations will have the rescurces to handle,
and service et low cost, first mortgagzes for these prujects in large
individuel amounts, mortgeges, furthermore, which will be eligible
for insurence in segregated risk funds under the Mutual Mortzage
Insurance plan, thus multiplying severcl times the cvailability of
funds for housing developrents of this (ype.

Mortgages on owner-occupied homes nre .f negessity small in
individuzl zrount, =nd preferably should be origineted and serviced
during their first ycsrs by local institutions, thoroughly fomiliar
with local conditions and in a pesition to keep close watceh >n the
condition of the property =nd the responsibility of the borrover.
After these rortgrges have been amortized tc a conservetive figure,
however, they will constitute safc and acceptable investments for
these sssociations operating over & larger field, which will be
cble t. obtain chezply the funds used to purchase such insured rori-
gages fror local irstitutions at o favoreble price and thus release
fresh funds for local investment.

The primary reas.n for high intercst retes (often as high =as
8 or 9 pcr cent), renewel Tees, ctc., on home rortgoges in many see-
tions of the country is the insdequacy of loeel savings available
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for mortpage financing in growing corwnities. Scttled communitics,
on the other hand, wherce there is ro greet cconomic demand for now
bullding, are charnctoristicolly those in which per capita savings
cere high and in which thore is comscquently o large available sup-
ply of nortgoge funds,.

These associations, by rcwason of their size, will be located
in such sctiled corrunitics ond will provide ar atbroactive outlet
for accwawlated savings, often in cxecess of the cconomically valid
locel dencnd for construction, by utilizing; thorm for the purchosc
of mortgages in corrmnities where funds arc scarce.

Mational nmortgase associations will be operated under the
following strict liniteticns. &
l. They noy issuc their -wn debentures only against anortized

or sclf=liquidating mortgoges on the safest type of residene
tial properties, iusurcd under the hutual Mortgage plan,

and for maturitics coneisteant with ropaymonts on thesc
noertpoages.

2. They will be chartercd, supcrvised and :xanined by the
Federal Home Loan Bank Poard and will be required to satise-
fy the Board that they are in a positicn to service tho
irsurcd mortgoges held by ther.

3e They will be requircd te have a mininun peid-in capital
of $5,000,000 and their debentures will be limited to 2o
maximun of 15 tincs thelr capital,.

These limitati-ns will insure the soundness of thesec
institutions. Thoy will not be subjeet to the hazards
arising out of short-term rencwnl loans on commercial proper-
tye They will be lorge institutions and therefore suffi-
ciently limited in number tc be subjcet te careful individual
supcrvisions Thelr size will (1) justify thoe listing of
their bonds or debenturces on the security oxchanges, thus
providing the individual or instituticnal investor with
a readily salcable mortpage instrument, and (2) insurc that
their operaticns rceceive censtant scrutiny by the finaneial
press cnd the investment services,
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The insurznce festure of their underlying morizeces
will ccenstitute the equivalent of & substantial guaranty
of their debentures. Because they will reise their funds
in centers where czpital is most ressonearle ,they will be
in a positi:n to meke lower cost money evailsble for home
finoncing. By the basliec terms of thelr orgenizations, they
will of neeessity be confined to conservative finesncial
osperations and not be subject to stock-selling promoticnal
abuses. Becrouse their investrwnts will be Ji-it 4 to
insured rortgages, for which they ore in a positicn to
provide zdequate servieing, they will not be able to re-
capltalize properties for the purpose of selling securities
nor to act as & mortgaze cutlet for spoculetive reel es-
tate affiliestes,
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May 8, 1934.

MEMORANDUM
To: Mr. John He Fahey,
Chairman.
Dear Mr. Fahey: In re: INSURANCE OF SAVINGS AND LOAN SAVINGS.

Two very worthy and nccessary objects are to be accorplished
by this proposed legislations The first thing to be accorplished is
to provide absolute protection to the savings of working men and wonen
who save a few dollars each weck or nmonth in these institutions so that
such savings will not be loste These are not the people who invest
in steocks and bonds but are the pecople who save up small suns week
after week with which to acquire hones, to educate their children, and
to provide for old age. The second thing to be accorplished is to
agsure an even and steady flow of funds into this type of institution,
which loans substantially all its noney to finance small homese This
flow of noney nust be started agoin to put back to work rmany hundreds
of thousands of neon who have been idle.

In order to insure the small savings of these working people,
it is proposed that the Governmont provide a capital of $100,000,000
to establish confideonce, and that these savings institutions pay annual
insurance preniuns which are carcfully calculated to cover all antici-
pated losses. These savings arc loaned to home owmers on long—tern,
nonthly-anortized nortgage loans, and, being rmtual institutions which
are very ccononically opcrated, the savers receive a return very close
to the ratc charged to the home ovner., This plan does not insure the
liguidity of these long—term institutions but contemplates that these
savers will be insured, that they will get their savings back through
the ordinary processes of the associations or, in the cvent of liguida~
tion, from the Insurance Corporation in due ftime. This legislation,
together with the Federal Home Loan Bank Act, will provide not only for
the protcetion of thesc savings but for nore unifort: and ccononical
conduct of this savings plan, which is said to be serving nore than ten
nillion savers whe have accwmlated about eight billions of dollars,

The type of local rutual financial institution here dealt with
in normal tines bhas provided norc noncy for home building than any other
type of institution. It is estimated that they finance 65 per cent of
2ll snall homese The flow of savings into these institutions has been
largely diverted in recent years into postal savings and insured bank
depositse It is believed that this plan will again start the flow of
funds into these institutions so that they can provide noney to improve
snall hories and to build small homes in their local corrmnitics through—
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out the Nation. Money savcd in thesc ossociations is immediately loaned
to build homes, and thereforec spent for building materials and labore.

It is important to the country that this labor be put to vwork. These
associations deo not ordinarily carry any cash, but loan their money for
horme building as fast as thoy get ite

The denmands upon Heme Owners! Loan Corporation are cnormous
and these demands will increasc as Joans maturc unless provision is made
for thosec institutions to refinance sonie of such loans.

It is the policy of the Government to protect smnll savers and
to pronote home ownersnips, This legislation will protect the most de—
scrving class of small savers and the rost deserving elass of snall
honic ovmers.

Very truly yours,

Horace Russell,

General Counsel.
HR:RHEM
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THE HOUSINE PROBLEM

M. -
The housing problem, with which this bill is concerned,
has become the key log in the economic jam from many points
of view, The construction industry, as a whole, is outstend-
ing among the large industries in this country. It is also
by far the most depressed of any large industry, and, aside
from such activity as is imparted by public works allotfments,
has shown the least response during the past year to the gen-
eral recuperation. The aggregate volume of construction
activity in this country has fallen from en annual aggregate of
eleven billion dollars to ane that averages about three billions.
In this total drop in construction, residential building has
shown an even greater relative decrease, from around three
billions annually to a figure of omly 300 millions.

From the poixit of view of une-ploy_lept, the construction
industry 1s also responsible for our largest single relief
problem. About 3,500,000 persons are normelly employed directly
in the comstruction industry or in meking,transporting, and
selling esmstruction materiels. If account is also taken of
those indirectly attached to the industry such as those who
produce raw materials, etc., the aggregete number of persons
affected directly by construction may reach as many as 5,000,000,
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If these workers, or any appreciable part of them can be restored
to normel employment, it will, of course, stimulate the service
industries and offer increased £ general employment there.
Finally, the building industry is responsible for our
largest remaining financial problem at the present time. The
mortgage debt of this country aggregating $43,000,000,000 is
the largest single outstanding block of long-term indebtedness
in the capital market, more than three times as large as the
total pmickke railroad debt, four times as large as the total
public utility s=é industrial long-term debt, and nearly as
large as the total National, State, County and Municipal debt
combined. About one-half of thm this total mortgage debt,
or $21,000,000,000, is represented by individual mortgages upon
homes. Most of this huge indebtedness was(§;i§€:§1 under the
unsound financial practices prevailing during the boom condi-
tions of 1922-1929. Among these practices the most detrimental
are the followings
1. The practice of financing new construction through the
use of second mortgege financing at exorbitant costs.
2. The practice of charging high interest rates and ex-
cessive fees for renewals, etc.
3. The practice of making long-term mortgage loans upon
a short-term basis. Many of these mortgages were
originally written on a three or five-year basis, made
no provision for thelr gradual repayment out of the

income of the borrower, and were expected as & matter
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Due largely to these unsound conditions, the mortgage
market has been unable to stand the strain of the depression
and activehortgage financing has practically disappesred in many
sections. From almost the beginning of the depression, em~
ployment on new residential construction, even where it was jJusti-
fied has been drastically curtailed by the inability of borrowers
to secure second mortgage financing. As existing mortgages have
matured, furthermore, borrowers have found it difficult to se-

cure renewals and have been pressed for heavy loan repayments

at that time when they were least able to make them.

By 1933 when the Home Owners' Loan § Act was enacted, it
was estimated that 10 per cent of all mortgaged urban homes
had been foreclosed, and foreclosures were then going forwar&
at a rate of nesrly 25,000,000 per month. Since then this rate
has declined to about 20,000 per month reflecting largely the
activities of the Home Owners' Loan Corporation, which to date
has received 1,250,000 applications aggregating more than four
billions of dollars.

These facts make it clear that reorganization of the mort-
ce market is as vital to the unfreezing of our financial in-
stitutions as is the resumption of construction to the reemploy-
ment of the huge army now being carried upon the relief roll.
We have here in fact a sort of vicious circle in which, on the
one hand, unemployment is maintained at a high figure because

of the absence of facilities for financing new construction,

- while, on the other, the financial burden of the existing mort-
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.
gage debt is becoming increasingly difficull to carry because

of the widespread prevalence of unemployment. In the following
program, this problem is attacked from four different angles,
each calculated to bring support to the construetion and mort-
gege lending industries at those points where strength is most
urgently needed. They are essential parts, moreover, of an in-
terrelated whole that will bresk this viecious circle by encour-
aging a general renewal of building activity along sound finan-
cial lines where it is economically justified and at those points

where economic demand is presenffﬁ The four components of the

program are as followgs: ,

IS
7

1. z::érhizatiqﬁ

-

2. Mortgage Indurance.
3. Mortgage Associations.

Lte Insurance of ghilding and.i%an Associations.
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ts can bes most quickly obtained. The moderni-

kZation cempaign ~embrac

commercial

and industrial as '11 as residential, but the special credits, be-

A
~tr
cause of their $2,¢ limit? be confined largely to residential
properties.

2. Mortgage Insurance.
-y

C‘h—,;fering to 1nlnre mortgages on existing properties that
conform to model financia.l practices, private capital will befinduced
to invest in mortgages once more, and thus start the unfreezing of
the mortgage market. By offering to insure mortgages on new con-
struction along the same sound lines, but up to a maximum of 80 per
cent of the appraised value of the property, new construction will
be enabled to go forward in the absence of a second mortgage market.
Only mortgages will be insured where such insurance is beneficial to
the mortgage market and no construction will be financed of a specu-
lative type or in localities where there is an existing surplus of
modern homes. New construction, therefore,will be limited to that
which is economically justified in its locality. Thil means that new

construction for the immediate future will be localized. As the rehabili-
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and
tation campaign gets well under way, #=e the general recovery

program becomes further advanced, thegy justified demands will
spead in an ever-widening circle, etc;
Mortrage Aggociationg.

By providing for the national charter of mortgage associa-
tions under rigid supervision and restricted in their dealings
to insured mortgages, we provide an instrument which will be
able to spread these advantages throughout the country.

Insurence of Building and Loan Asgociations.

By insuring shareholders in sound building and loan asso-
clations we restore confidence in these mortgage-lending insti-
tutions and rehabilitate them so that they can resume their fune-

tion of meking mortgage loans.
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National Emergency Council (5114)

THE HOUSING PROBLEM

Viewed from any one of several points of view, the housing problem
is the key log in the economic jam.

In the first place, the construction industry as a whole is out=-
standing among the large industries of the United States., It is also
by far the most depressed of any large industry. Furthermore, except for
the metivity imparted to it by public works allotments, it has shown
the least response during the past year to the general economic recovery.

Even when the expenditures for public works are taken into account,
the volume of construction is today only abouvt one-feourth its former total.
In residential construction, moreover, the present volume is but one~tenth
the former totel, The extent of the decline is shown by the following
brief comparisons:

Former annual aggrogate of construction  $11,000,000,000

Present annual aggregate $,000,000,000
Former annual residential comstruction $ 3,000,000,000
Present annual residential construction 300,000,000

From the point of view of unemployment, this enormous decline in
the volume of coustruction is accountable for our largest single problem
of emergency relief, Thaly is to say, the great bulk of the persons ordi-
narily engaged in the construction industry and related activities are
still unemployed; and these workers and their families constitute the
largest group still dependent on public and private relief.

The number of perscns normally employed directly in the construc-
tion industry, or in making, transpcrting, and selling consfruction
materials, is about 3,500,000, If asccount is also taken of the persons
indirectly dependent on the construction industry-- such, for exnmple, as
those engaged in the production of raw materials-- the number of workers
normally affected either favorably or adversely, according to the stote
of the construction jndustry, may te placed at approximately 5,000,000,
This figure must of course be multiplied several times in order to arrive
at the actual number of persons normally dependent on the construction
industry for their livelihood.

If the workers in the building trades, or any appreclable part
of their number, can be restored to normal employment, their reemploy=-
ment will in turn further stimulate the so-called service industries,

h as transportation, and thus provide additional employment therec in
portion to the increase in the construction industry.
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Besides being accountablo. at the present time for our largest indus-
trial problom and our largest unemployment reliof problem, the construetion
industry is also accountable for our largest remaining financial problem.

The real cstate mortgage debt in the country as o whole is $43,000,000,000,
This is the largest single class of outstanding long-term indebtecdncss in

the capital markete It is more than three times as large as the total rail-
road debt, four times as large as the total public utility long-term debt,
and four times as large as the total industrinl long-term debt. It is ncarly
as largec as the combined totals of National, State, County, and Municipal
debt e

Of this total mortgage debt, $21,000,000,000, or approximately half
the total, is reprcscnted by individual mortgages on homese Most of this
hugc homeemortgage debt, furthoermorc,wns croated under the unsound fimancial
practicos that prevailed during the boom conditions of 1922-29. Thssc une
sound practices are now universally rccognized and discrediteds The most
detrinental of them howover, wore the following:

le The practice of financing ncew construction through
the usc of sceond mortgoge financing at cxorbitant
costse

2. Tho praocticc of chorging cxcessive foes, in
addition to high intercst rates, for the rcenewal
of moturing mortgagoes.

3s¢ The practice of making long-tcrm loons on a
fictitious short-tcrm basise. That is to say,
mortgages were writton on o three-yccr or fivea-
year basis, but without any provision for their
grodual repoyment out of the income of the borrower:
and they werce cxpected as a mntter of course,
usually by borrower and londer alike, to be rencwed
or rcfinanced at maturity.
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Owing largely to these unsound practices of the years 1922-29, the
mortgage market has boen unable to-stand the strain of the depressions In
many scetions of the country active mortgage fincncing has virtually dise-
appcareds New residential construction, even whore itisfully justified, has
from almost the beginning of the depression been drastically curtailed be-
causc of the inability of borrowers to obtain sccond mortgage financing,

It has also been cxeeedingly difficult, and in numerous instances impossible,
for borrowers to sccurc the rencwnl of mortgages; and they have beon prossed
for heavy repayments ot the time when thoy were least able to make them,

By 1933, whcen the Home Cwners' Loon Act woae enacted, it was cstimated
thot 10% of all mortgaged urban homes had been foreclosede Forecclosurcs
were going forward, furthermecre, at the rate of ncarly 25,000 homes per
month, Sinco then the foreclosure rate has declined to about 20,000 homes
per month, reflecting to o large ecxtent the relief afforded by the Home
Owners! Loan Corporation. To datec this governmental egency has received
1,250,000 applications aggregating more than $4,000,000,000,

These facts moke it plain that the rcorganization and reopening
of the mortgage market is as vitul to the unireczing of our financial
institutions as is the resumption of construction to the recemployment of
the huge arm; of workers thot is now being cnrricd on the relicf roll, We
have here, in fact, & sort of vieious circle: uncmployment is maintained at
o high figure because of the abscence of faciliticvs for financing new cons-
truction, whilec ot the same time the financial burden of the cxisting morte
gage debt is beecoming increasingly difficult to carry beeause of the continu-
ing large volumec of uncmployment,

In the program that is sumarized in the following paragraphs, this
problem is attacked by four different methods, ecanch calculated to bring
support to the construction inductry and the mortgage-lending busincss at
those points wherc strength is most urgently nceded. The four methods of
attack arc cssential parts of an interrclated whole, the aggregate force
of which will break the vieious cirele just rcferred to by cncouraging a
general resumption of building activity, on sound financial lines, in those
arcas where now construction is cconomically justificd and where an cconomic
derand is prcsent.

hd
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The four component parts of the program are as follows:
le Modernization,
2. Mortgage Insurance,
e Mortgage Associations.
4, Insurance of Building and Loon Associations,

Modernization. After five years of neglect of our residentisl, come
mercial, and industrial properties, o widespread potentinl demand now exists
for construction in the ficld of recpeair, renovation, and modernization. By
providing definitec incentives in the way of reasonable costs and advantagcoous
croedit terms, we can stimulatc o renewal of activity and employment in the
kind of construction in which substantinl results can be most quickly obtained.
The modernizotion campaign that has been proposed to inducc the umdertaking
of this work would embrace commercial and industrial as well as residential
property; but the special credits which have been proposed would, beeoause
of their $2,000 1limit, be confined in the main to rosidential propertye

Mortgege Insurance. By insuring mortgages on oxisting homes up to
60 por cont of their currently appraised value, we can induce private capital
to invest in mortgages once more and thus start the unfreczing of the morte-
gage markete. By offcering to insure mortgages on newly completed hones, but
up to 80 per cont of the appraiscd valuc, we can cnable new construction to
go forward without ony occasion for reviving the second mortgage market.
Mortgages would be insured, however, only wherée the insurance would be bene=-
ficial to the mortgage market. That is to say, no construction of a specu-
lative type would be cligible to mortgage insurance, nor would the insuranco
be granted in arcas wherce therc was an existing surplus of modern homes,
Now construetion, therefore, would be limited to that which is cconomically
justificd in ccch community. In other words, ncw construction would for the
immediate future be locnlizeds As the modornization campaign got undor way,
however, and the goneral reccovery progroam beecame farther advanced, the justi-
ficd demand for new construction would spread in an ever-widoning circle.

Mortgage Associationse By authorizing the Federnl charter of morte
gage assoclations, placing these associations under rigid fedoral super-
vision, and restricting their dealings to the insured mortgagos, we can
provide an cffective rmeans of atbracting funds from financial conters in
which there is o surplus of capital for investmont to nreas in whieh local
savings arc insufficiont to moct the roquirements of home financing. In
this monner the advantages of low-cost, long-term financing can be spread
to commmunitics throughout the country,.

Insurance of Bullding and Loan Associctions. By insuring the sharc-
holders in sound building and loan associations, we can restore the confidence
of small savers in these important mortgage-lending institutions, and rc-
habilitate them in such a manner as to cnable them to resume their normal
ortgage~lending functions,

hd

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



Digitized for FRASER
http://fraser.stlouisfed.org/

/Edi‘i?f«-jf

T

"HE WATICNAL EMERGENRCY COUNCIL

FOR IMMEDIATE RFELEASE. Mey 14, 1934.

Frank C, Valker, Executive Director of the National Emergency
Couneil, today made public the following supplemental information with
regard to the preblem that is dealt with in the housing program which the
Council has recommended +tc President focsevelt and on which the President

today asked Congress for lemislaticm:

From any one of several points of view, an attack on the hcusing

problem can at the vresent time be made & major factor in econonie re-

adjustment.

In the first place, the construction industry as a whale ia
outstanding emong the large industrias of the United Stetes. Furthermore,
it has been the most severely depressed nf -ur large industries, and the
one that has shown the least respomse during the past year ‘o the genersl
econamic recovery. The decline of rosidential construection to but one-
tenth its former tcotal has beon sven more severe than the decline «f cen-
struction generally. The oxtont of the decline in the construction

industry iz shown by the follewing bricf compnarisons:

Former annual agprezote 8 construction £11,000,000,000
Prescnt annual agprecatoe 3,000,008,000
Pormor nncunl residential construction + 3,000,000,000
Present annual residentinl construction 300,000,000

From the point of vicew of uncmploymont, this enormous decline
in the volume of construction is scoountable for our largest single
emergoney~rclicf problens The great bulk eof the persons ordinarily
ongaged in tho constructlion industry ond related activitics nre still
uremployced. These workors and their familics constituto the largest

group still depondent on nublic and privais reliof.

The rwsher of rersons normally omployed dirceetly in the cone
struction indusbtry, or in making, transporting, snd sclling construction
materials, is about 3,500,000, If account is zlso taken of the persons

indircetly dopendent en the conabruetion industry--such, for ecxample, as
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those engaged in the production of raw matorials--the number of workers
affected either favorably or ~dverscly, sccording to the statc of the
eonstruetion industry, mey be placed ot aprproximately 5,000,000, This

fipurce must of éourse be multiplicd several times in order to arrive

dependeont on the construetion industry for their livelihood,

If the workers ir the bullding trades, or any appreciable
part of their number, can be rosbtorsd to normel employment, their re-
empleoyment will in turn further stimulate the so-called service
industries--such, for cxamvle, as rotaill trode--ond thus provido
additional cmpleymen® there im preportion o the inerense in the

construction industry.

Besides being sccountable of the present time for our largest
industricl preblen nd our lorgest urncmploymont relief problem, the con-
struction industry is 1lso nmeccuntible for our largest remaining finsmeial
prablem. The resl sstote mortpmage dcbt in the country as o whole is
$43,000,000,000, This is the largest single class of outstanding long-
term indebitedness in the capital market. It is more than threc times as
large as the tobtal reilrond debt, feur times as lorge s the total publice
utility long-term dobt, and four times as large s the tobtal industrial
long-term debbt. 1t Is nearly ac lurge as tho combined totals of National,

dtate, Counbty, and bwmiecipnl debt,

Of this morteage indebtedneoss, &21,000,000,0@0, or approximatdly
half the totsl, is represented by individual mortgrges on homess Much of
this huge homo-mortpare debt, furthermore, wos croated under the unsound
finopeial practices that provailed during tho boom conditions of i922-29.
Those unsound proetices ore mnow universally recognized and discreditced.
The most detrimentel of then, howover, wore the following:

le Tho practice of finaneing now coustruchion through

the use of sceond mortzage financing at cxorbitant
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2e The practice of charging cxcessive fees, in addition
to high intcercst rates, for the ronewnl of maturing
mortgages,

3. Thec practice of nmaking leng-term loons on a fichi-
tinus short-term busis, That is to say, mortgages
wore writton on o threoayenr or five-year basis,
but without any provision for their grﬂdgal repoy-
ment out of the irecomo of the borrower; and they
were cxpoeted as o mather of courss, by borrower
and londer alike, to be roncwed or refinanced at

naturity.

Cwing lorzely to these unscund proeticcs of the years 1922-29,
the mortgoage market has bomm unsble to stand the stroin of the depression
or to share in the general recovery. In many scctions of the country,
active mortgope finaneling hos virtunlly disappeared, Now residential
construetion, cven where it is fully justificd, has from almost. the
begimming of the depression boeen drustically curtaniled becouse of the
inability of borrowers to obbuin second-mortgage financing. It has also
becn difficult for borrowers to obtnin tho customary renewnl or refinancing

or maturing mortgages; end they have in numerous instances been pressed

for heavy repayments at- the time when they wore lenst able to make thom.

By 1933, when the Home Ovmers! Loan Act was onacted, it wos
egsbimated that 10% of all mortgoged vrban homes had been foroclosed,
Foroclosurcs wore going forwoerd, furthermore, at the rate of newrly
25,000 homes per month., Since then the forcclosurc rote has doclincd

to about 20,000 homes per month, To date the Home Ovmers! Loan Corporation

has reccived 1,250,000 applicotions aggrogating more than $4,000,000,000.

These facts moke 1t plain thet the recrganization and reopening
of the mortgage market is os vital to tho frog functioning of cur financial

institutions os is the resumption of censtruction to the reemployment of

the huge army of workers that is now being earried on the relicef roll.

We have here, in fauet, o sort of vieious circle. Unemployment is maintained
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at o high figurc bucausc of the nbsence of faeilitics feor financing new
ronstruction, while ot the swame bime the financial burden of the existing
mortgoage debt becomes inercesingly difficult to carry beeauss of the con-

tinuing lerge volwme of unowmployment,.

In the progrom thet has boon rceecommendoed to the Fresident by
the National Bmursoeney Council, this problen is attacked by four different
methods, cach ealsulated tr brizng support te the construction industry
and the meortgnge-lending business nt the poinis whoere strengbi is most
urgently needed, The four methods of attack wre essential parts of an
interrclnted whole, the force of whieh will breoak the vicious cirele just
reforred To by enceournging, in arcas where new construection is economicolly
justificed and where an seonomic domand ig present, o rosumption of bulld-

ing aetivity, but under new snd sound finnnecial proactices.

The Tour component parts of tho progronm ore s Tollows:
1, ltedernization,

Insuranco.

3o Heritpage Associntions.

4, Insurance of Building ond Losn Asscelations,

Modernization, Aftor five voenrs of nepleest of the ordinary

maintononce of our residentinl, cormercial, and industrial properties,

o widespreod potentinl demand now exists for ecoustructicn in the fiecld

of ropair, renovabion, und medernization, By providing definite incemntives
in the way of reaseonable costs and advantageous eredit terms, wo can
stimulate o renewnl of nctivity and omployment in the kind of construction,
both urban and rurel, in which substantial results can be most quickly
obtained. A modernizotion campaign cnd a plan of home-improvemont oredit
hove been proposcd as o means of inducing the prompt undertaking of this
works. The modernization projeet would embrace commorceinl and industrial
property as woll os residentisl property. The specinl crodits that have
been proposed, howover, would be limited to o moximum of $2,000 cach, and

hence would be avallcd of for the most part by homcownors.
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Morteage Insuronce. A plan of mutucl mortpage insurance, under

goverrmental diroetion, has boen proposed as one of thro: principal meons

of roopening the moritgage nnrket. By insuring mortpages on cxisting homes

up to €0 por cont of their currently aprraised valuc, we can inducc private
capital ~gain to invest more freely in mortgnges. By offering to insure
mortgnges on nowly corpletedhones, but up to 80 per coent sf the aporaised
volue, we onn cmarle now constructinr tc go forwnrd without any cceasion

for reviving the sceond-mortgoge markct. Mortgages would be insured,
however, only where the ingurance would be boneficinl to the mor%gmge

markot. HNo construction of a speculative type would be eligible to mort-
goge insurance, nor would the insur-nes be grarted in arens where therc

was an exlsting surplus of modern homes. Hew construction, therefore,

would he limited to that whish is economically justificd In ench community.,
In other words, now construction would fer the immediste futurce bedocnlized.
Then zs the modernizution compoigr got under way, and the gencral recovery
progrom became farther ndvanced, the justifiable demond for new construction

would sproad in an ever-widening cirela,

Mortgome dssoclintions. As another important menns of reopening

the mertgage morket, the outhorizotion of privetoly cwned and operated
mortgoge asscclations, to bo incorvorcted under Federal charter, has beon
preposeds By placing these associations undor rigld Federal supervision,
and restriceting thelr dealings to the insurced wortgages, we can provide an
effective meons of ttriecting funds from financisl centers in which there
iz a surplus of cupitel for investment vo aress in which loeni savings are
insufficient to smeet the requiremonts of home financing, and in which the
loeal cost of such finaneiug is therefore unduly high. In this manner the
advantages of low-cest, long-torm finaneing can be spread to communities

throughout the country,.

Insurance of Bullding wrd Loom Assceinticonse. The insurance of

the shares and cortificotes of sound building end lean associations  hos
boeen proposed ns s5till another inportant meauns of recopening the mortgage
markct, These ingtitutions hove boun placed ot an incquitable disadvantage
since the insurance of bonk deposits woas put into effeet ot the beginning

of the prosent year. By insuring building snd loan savings, we can remove
this disadventage ond ngain cnable tho associations to attract small savings

for mortgage lending.
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78rd Congress HOUSE OF REPRESENTATIVES Dooument
2d Session No. 371

SUGGESTIONS FOR LEGISLATION IN HOUSING

MESSAGE
from

THE PRESIDENT OF THE UNITED STATES
transmitting
SUGGESTIONS FOR LEGISLATION TO IMPROVE CONDITIONS FOR

THOSE WiO LIVE IN EOUSES, THOSE WHO REPAIR AND CON-
STRUCT HOUSES, AND THOSE WHO INVEST IN HOUSES

May 14, 1934.-Referred to the Committee on Banking and
Currency and ordered to be printed

To the Congress:

May I draw your attenticn to some important suggestions for legislation
which should tend to improve conditions for those who live in houses, those
who repeair and construct houses, and those who invest in houses?

Many of our hiomes are in decadent condition end not fit for human habita-
tion. They need repairing and modernizing to bring them up to the standard
of the times. Many new homes now are needed to replace those not worth re-
pairing.

The protection of the health and safety of the people demands that this
renovizing and building be done speedily. The Federal Government should take
the initiative immediately to cooperate with private cepital and industry in
this real-property conservation. We must lay the groundwork for this effort
before Congress adjourns its present session.

The purpose of the program is twofold: First, to return many of the
unemployed to useful and geinful occupation; second, to produce tangible, use-
ful wealth in a form for which there is great social and economic need.

The program consists of four major, interrelated divisions:

1, Modernization, repair, and new construction;

2. Mortgage insurance;

3. Mortgage associations; and

4., Building and loan insurance.,

The modernization phase of the program will furnish national guidance and
support for locally managed renovizing campaign throughout the country and
protection for home owners against unwarranted cost advances. For these pur-
poses and to assure adequate financing at low cost and on moderate terms of
repayment, a new governmental agency is required,

Modernization of commercial and industrial structures is envisioned, as
well as residential, but the new features providing govermmental assistance
are confined largely to home improvements.

Losns to individuals will be made by private agencies which will be
insured by a governmental agency against loss up to a certain percentage of
their advancese. This insurance against loss on the rehabilitation loans will
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be met by the Government and will be confined to advances of credit that meet
standards and conditions designed to protect both the home owners and the co-
operating agencies,

To make funds available for new home construction and to improve the
mortgage market, the second phase of the program is long-term mortgage financing.
It provides mutual mortgage insurance under governmental direction to enable
private agencies to make first-mortgage loans on newly constructed houses up
teo 80 percent of the appraised value of the property, and to make new mortgages
on existing homes up to 60 percent of the appraised value of the property. The
loans will usually carry not more than 5 percent interest and will be amortized
by periodic payments over 20 years., Similar insurance arrangements are provided
to help finance low-cost residential projects of the slum-replacement type.

The third phase provides for the incorporation of mortgage associations
under strict Federal supervision to increcase the amount of mortgage funds
available in regions where intercst rates are unduly high because sufficient
local funds are lacking., The activities of these associations will be limited
almost entirely to insured residential mortgages.

Insurance for share and ccrtificate holders in building and loan associ=~
ations, similar to the insurance provided for bank depositors, is the fourth
phase of the program. These institutions are custodlans of the funds of small
savers, and it is essential that they should be given every reasonable pro-
tection, Insurance of this type is necessary in order to arrest any further
drain on these institutions and to put them in a position to resume their
normal useful functions,

I believe that the initiation of this broad and sound program will do
much to alleviate distress and to raise perceptibly the standards of good
living for many of our families throughout the land.

FRANKLIN D. ROCSEVELT.

The White House, May 14, 1934,
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Hay 15, 1934

Tos Mr. Walker Subject: 7The Housing Program.
From: Mr. Riefler

The President yesterday transmitted to Congress legisla-
tion necessary to carry into effect the Houeing Program de-
veleped by ths Fational Emergency Council. Ths bill which
was prepared by the Counmcil was introduced ir bdoth houses dur-
ing the aftermoon. A general statement by the President show-
ing the need for the legislation wes relsased at nvon and in
the afternoon lir. VWalker released a statement stressing the
importance of the housing problem.

The legislation finally submitted includes in one Dbill
nost of the points discussed at the last mesting of the Coun~
cil, namely:

1. Provision for insurance of financial agencies
against loss on rehabdilitation loans.

2. Provision for insurance of residsntial mort-
gages, up to 60 per cent in the case of loans
upon existing properties, and up to £0 per
cent in the case of loans for new construc-

tion. Loans upon existing properties are
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further limited in the bill to & maxi-
mam total of $1,000,000,000.

3. Provision for tbe Federsl charter, exam-
ination and supervision of national
mortgsge assocliations.

. Provision for the insursnce of sharehold-
ers and certificate holders in tavings
and Loan Assocliations.

In addition to these features, covered by the legisla-
tion, the yrogram envisages an effort by the Hmergency Coun~
cil to reduce construction costs through the cooperation of
industry, transportation and labor, and the establishment Ly
#xecutive Order both of a Housing Administrator to give guid-
ance and support to locally managed modernization campaligns
throughout the comntry, and of a Housing Board to coordinate
the various current activities of the sovernmsnt in the field
of housing.

The staff of the mergency Council has deen more or less
svamped trying to handle urgent preliminary detalls in connec-
tion with the formmlation of this prograz. The subject of hous-
ing is so important and the interest in it so widespread that
an enormous muount of work has developed for this group to han-
dle. 7The corres;ondence alons is extremely large. 'fuch of it

is from important groups and requires careful attention in the

preparation of replies. There have also been an exceptional
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numbsr of inquiries from members of Congress, numsrous alter-
rative suggestions ani plans pressnted for analysis, and a
large munber of callers %o bs interviewed.

fo date the regular ztaff of the imergency Council has
been aided in bhandling this work by Or. aylor, who was losned
to the Coumeil by the lepartment of Commerce, ard !ir. Deane,
who wms loaned by the H. E. A. In addition, Ur. laiger was
added to the staff of the Council on a temporary basis. 7The
work of all of these officizls has dsen correlated throug:

Hr. Tharles Kdisom, ftate ' iractor for ¥ew Jersey, who volun-
teersd his services until the undertaking was orgaunized.

I% should be thoroughly understood that all of this work
is of a preliminary nature only, and reflects solely the ur-
gencles of the situation. No arrangements of any kind have
been made either as to present organization or pelicy. Fending
the establishwment of a psrmenent organization and the further
formulation of noelicies by the Council, however, the work con-
tinues to incremse and will regquire furtber temporary eppoint-
ments of a clerical or jJunior staff nature, some of which may
require a smell expenditure of Zouncil funds.

The Council now has availadble to mest these needs 31,000,000

allotted from the . 7. h. for tne housing progran, snd particu-

‘larly the modernization campaign, bBut it bas seemad wiser not

to ‘raw upon this allo:ation until the housing legislation has

bosn passed by Congress.
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WATEOEAL WAKIYRG ¢ OF
REARY

(r- 300D *LORG® RILL)

FIPELE T - IGGUARCE OF LOAXS PO BF-. IRR

Frovides IX0,000,000 for Yelarel insursnos of leans made ;rier
o Jazmazy 1, 1936, which &« ra used o finanes the alteraSios, wepsir,
or imyrovenemd of veal ;roperty. Al) typee of socr-dited finamsial
lending institutions womld e opmitted S0 lnswis aligidie leans,
inslading Boaks, tyast oo amion, personal ficanos com.amies, worde
gage ascanise, Ballding and loum sesociations and inctalleent lende
ing s uniec. Loams night Do inwwcod wp 0 & naxisem of $1,000,000,000
the Lotal rescovary of say single institution from the Gevermmcatl sa
sssount of losses duoing 1imited $0 & maximus of 20 per sent of ths
0% of 1t Losured leans. Individun) lomws eligible fer inswrence
would bs 1imited %0 2 saximam of $2,000 und womld Be reuirsd Yo beur
intoresd, bhave milurities, and contain ewsh othey Sevms, gonditises
and restrictions sv the Sovermment wight remire. Tos dost of this
insarence souldide p.id By the Covermssat out of ths - §, 200,066,600
provided =hich .uuld wlse e avalladble for the yetisecusmt af iuswrsd
leamse.

TITLE 11 « 4OFTQ:OR IXSUTANCY,

Provides $10,000,000 for the estullishment of & Yedeval Carpare
ation (o inswre firat meriguges w.-on re-idential preperties sresented
prier to July 1, 1937. 2» Se fnvareanee ;revided wnidsr $his title
reats w;on » selfesusbsinisg Yoeis, the funds s rvepriated are lind.
ted to those reguired S0 orgaatze the Corporatien. To b sligidle
for ifmeur:nes mortguaged »0uld beve te b pressmtad by res;sneilble
lendars, previde for somylete smertization, sarry sa fnterest returs
to tin lender of not more Vo 5 or ssnt (axsept spier certain cire
cuniunces share & per eend returs vould 3o allesed) snd be ethervise
satisfuotory %o She Ceorperstion. lorignges uron axistiag croparties
eould be insured for sn wowsd u- to 60 per cemt of the appraised
value of Sbe (rorerty nd Aa & totsl smount agprogatiag $3,070,000,000.
Mortgrges wom properiios sonstrctad sfter (ke snseluent of the cotd
wculd Bt de lisdted as Se zgpregnte volems -2d eould Bs incured up
ts ¢ scximem of 0 ;er cont of the a . pralsed walur of the ;rozerty.
¥ hons mortgage in ensses of $20,000 sould s sligible for tasurance,
Wt wortguger won mltiple ualt Jow ooet houalng rrojests ovuld e
tasured for lsrger wmounts.

Inatenee sramivns »3wld W sagrog:fed in ss;zrute funde elassi~
fied sncording %0 s sclinstel riek invelved and all emoors sscunts
is suek funds flar pageeal of lesses, expensas snd the dsdustion of
rosaryee for a geterul inmurines fund woald he eredited to the
Yerrever in Tinal 1limidatios of €8 morigage.

Realization en the iasursnee sould mol take sffect wntil afSer
foreslosure, svhen lenders weuld o mtitled %0 sxghunge the fove-
slesed property for a guverammt jebenture Bearing mot mare thum 3
per oant fntersst and having & smaturity date aprexisabely thres
yours after fhs maturity 4ute of the iswired morigage. ‘mowmts feul-
ised en forveslosed ;rorerdy wvonld be used first to reizbares the ine
suranee fund, sesond, 1 reizburce the lenier for negassary ex: enses
ivcident 0 forwclesure, oaay reminier over and adows wach charges
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TITLE 111 « meTIOMal WORTCASE A7 OCLATIONS.

Provides for the Yodersl churter of natiocnal mortgage assecis.
tions under the " orvision und examication of the Tedsyal Howe Loan
Bank Beard. Such assosiations would Be resuired to have . minloos
pald=in capital of $5,000,000 und would be permitisd S0 fasus beods
or dshertures & 0 & wesimax of fifteen tlaes Stheir capital ;rovided
sach donds or debentures wape fully sovered Wy mortguges insursd wnder
Title II.

PITLE IV - 1SBUNRACE OF 2571508 AND LOMW 72V140%,.

revides $100,000,000 in bonds of the Home Dwasys Losm Corpor-
asion for the sstablisizment of & Yedar:s]l Savings and lous Inevresce
Corporation ander She managebent of the Yedersl Home losn Seak Moard
$o insure the mgcounis of jurehasers of oartificates o shares in
bullding andt loas assosiaticss or othar institutions conducting &
sabstantially simil.r dusiness. 2weh of thess institations as sre
mvaders ¢f She Federal Mowe lLoun Dumk syzies sculd de sligibls to apply
for inwursnge of their acoounts, but all Fodaral Suviages and loan
sesogiation macbeys would b recuired %o a;;ly for sash insursnoe.
Upen Sefuult and 11 uidatiom of sa innwrsd ipstitution, the holder of
sxah invorsd ssoount would Ys entitled 0 receive 10 jpey osat of
sudh scosunt ia cash and O ey sent of ths remainder within one year
and the delance within three yours W to & naximem of 22,%0. Tach
insured insgitatiom would Be ro wired to pay & reguler snmasl presius
of 1/2 of one ;er sent of its oreditor gbligations plas the total
amoant in the insured apcounts of ul! of its neobers until the ressrve
of the Insurance Corpesstion reuchsd a total oqeal $0 5 cer sent of
the insured sscounts and oreditor obligationms of all of the insured
oebers. Thersafter a simdlir reviium would B Lapoced wvhen suah ray-
sent was Becassary to maistuio this reserve. Insdlditiom, the Issurance
Corporatica would be snthorised to ascess wewxbor institutions un extrs
insuwrance remimm %0 Sover losses upy $0 & saximom in any one yeur of
1/4 of ome yor eent of thelr insursi socownds :lus olhey credit obii-
gusions.

Insored irnstitutions would B regmirsd to continue syments of
rremioms for Shree years afber voluatary withdrasal from sembership
in the fond. Insured institutioms would furthar de roquired §- build
up ressrves o mivalent %0 5 per cent of their insured ascounts within
10 yoers sad would bs sudjeot %0 gensrval sepervisinn and rogulotioss
by the Corporatios.

PITLE ¥ = A#FH aRNTS

fee. %71 Anapds the Fomss loun 5e8 te rsrmit the Yedawal Home
Losn Bamks %0 mulce & vances o mecbers (1) wp %0 & moxisam of 90
ey oent upom mortguges imsured under Title II, (2) in the ouize of
other amortized hame martgages, & to 65  ar cent of the valus of
the leun,~~dut pot in exsess of 60 per cent of the walna of the
property, asd (3] ia the case of sll other home mortgages, W to 0
per cent of the valus of the lean but not i exceso of &0 _er eent of
Sho pro;erky.

Se0. 4O2 Hmpowers Shs Pedernl Home Lo-n Bemks o aivance fusds

$o memdey i{rstitations $o enable thom to vuke loane for repeirs, and
iz rovements sw ; rovided in Title 1.

org/
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5ee. 43 Acends She Federal icze Lo-n Baak ‘et to rermit the
issuence of debertures.

Leg. Wi Amends ths Farm Cradit red of 1933 o ermit rodwce
ticn eredit swssceicztions L0 make losns for rs sirge and ilmrrovamesnts
as rovided in Title I,

Se6. 405 ioecds the Feldersl Leserve .et to ;ereit naticnul
banks to bBold mertguges inzursd under Title 1l.

tes. W06, smends the Feder:l laserve tet to rermit menber bunks
S0 claseify construeetion loans as comvercisl loans and proviies re~
Adscount rivileges for wach loans =4 the "sdarel Esserve Hunis,
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July 21, 1934

ERIGEBORNOOD RARRABILITATION

To meet the prodlem of rehabilitating decaying urban aress such
as are or appear in the process of begsoming slums, 1t is tentatively
suggested that the following method of procedure be axplored:

1. Secure legislation {state) permitting Neighborbood Improve-
ment Assoclations to bDe incorporated by the State Housing
Board or lmicipal Housing inthority under the follewing
conditions and with the following powers:

Sondltions:

A. Yach snch association shall apply to contigasus
urban territory covering at lsast one urban blook.

B, The total finangial interest of the members of
each such association at the time of application
for charter muat equal at least one-balf of the
total assessed valuation and at least two-thirds
of the total taxable assessed valuation of the
neighborhood covered. The %total "fimsneial inter-
est® applicadle to each unit of property ia the
neighborbood shall consist of its total assessed
valus, shich shall be apportioned amomg owners,
mortgazeee and other lien holders for thes purpose
of forming a neighborhood improvement asscociation
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as follows: The financial interest of an owner shall
congiat of the total asmount, if any, by which the assessed
value of the property exceeds the total of mortzages or
other similar liens thereon, while the "finaneial inter-
est® of mortzaszees or holders of cther sipilar liens

shall consist of the face anount of such liens up to

the aggresute total permitted by tie assessed valus of

the property.

C. Yo such association may be formed #when occupant property
owners nolding title to ten per cent or more of the total
a.ssesaa; valuation of such neigshborhood remaln outside
sach association at the time of apolication for charter,
provided that the assessod valuation agsigned as arplica-
ble to such occucant owners shall be bused upon rosiden~
tial property actually occupled by then or thelir families
for dwelling purposes and not premises or parts of rre-
mises rented or availabdble for rent for income purpcoses.

Powers.

A. Upon issuance of a chiarter showing that the Association
conformg to the above conditions, such association may
{zhall) institute condermation vproceedings loeising
toward the acquisition by the associution of title im
all ¢f the property included in such neighborhood, both
the proverty belongsing to aprlicunt ownsrs and property

outside the association at the time of its a;plication
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for charter.

B. Upon completion of conde:mation nroceedings, aftar full
appraisal by the conrt, the court shall order title
in all property :n the zres covered by the Associution
to be turned over to the Associstion which shiell lseue
in payment therefor income debentures up to 50 per cent
of the aprraised value of euch unit of property, pay-
ment for the recsainder beling made in common atoclk.
ﬁortgaaé% and holders of sonior liems shall hawve first
right to receive the debentures wp to the share of their
interest in the property. Tender of such debentures
and stock by the fagsociation shell constitute full
rayment thersfor under the condermation proceedings,
and title to properties in the area shall be vested in
the ussociation upon certification of sueh tender by
the court.

With such lagislation it wouid be nozsible for a majority

of mortzacze hwlders and owners in a decaying area to pool

their properties for ;urposea of rehabiiitution of the ares

28 & whole. The Associations so formed, Pfurthermore, would

be in a moasition to raise finds through the issuance of

bonis for the vpurpose of redbuilding the area in whole or

in part as might be nosded. DTuch rebullding and such 18-

guance of bonds should at 2ll times and in all respeets de

gubject to the approval of the City Plamming Commission,
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e

iousing Autiwority or other aprropricte public body which

is charged with the resvongibility of guiding the citr's
growth and sreventing a repotition in the future of the
present decay.

Lagislation shonld be secured rermitiing banks, trust funds
and other investors, subject to public supervision, o enter
snech dssociations and hiold such securities of thie fssocia~

tions as were acouired as a result of such pooling of

vroperty.
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September 29, 1934 7

“r- ¥rank C, Halloey
1600
Rew York City

loar Mre Yalkers

“nclosed a draft of your speech for the Horti-
gage Bankera Association, As I told you yestar-
day, I have had to prepare this wvery hastily., In
general I think that it covers the subject as you
desire. I um not at all sure, howaver, that I rmay
not have unwittingly included several slips which
you would not demire to proclaim in puhlic or which
it would not be politic for you to smnciate, Do
not talke 1t as a final result of serions thought
on ry part.s I have simply not hal time to go over
it in that manner,.

I a1 enclosing also some sugrestions for the
speech which lr. Hickens drew up for me. The great
advantagse of these suggestions is that they work
in reoent material from the Peoria Survay. I
intended at first to incorporate some of this s~
terial in ryy draft for you bat decided in the end
that elther line would dbe good but that the two
didn't exactly mix in the sams speech. 1 will
leave you Yo choose which one you care to use,

Very truly yours,

Winfield ¥. Riafler
Reonomic Adviser

Enclosurs
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September 29, 1934

A proposed draft of an address by

Frank C, ¥alker before the National

liortgace Bankers Association, Chicago,
October 4, 1934

During the past eighteen months I have been requested to speak
upon many occasions and have refused in most instances, not because
of lack of appreciation of the honor conferred upon me but rather
because of a conviction on ry part that the andience would not find
in me what they sought. Such invitations naturally accrue to those
of us who have narticipated actively in the new administration in
Washington, and we in turn are under a moral compulsion to respond;
for it is proper that we should explain ocur activities, state the
problexs of government as we have found them, and the measures we have
undertaken to cope with them. Personally, however, I have felt that
others were better fitted than myself to discuss the manifold ac-
tivities which have been initiated to stop the onrolling rush to chsos
in which we found ourselves in the sarly monthe of 1933, By this I
mean specifically that I was not the most appropriate spoizesman to
discuss such measures as those taken for the rehabilitation of ari-
culture under the AAA, or of industry under the NRA, or of banking
under the three~fold leadership of the Federal Reserve System, the

Fedaral Deposit Insurance Corperation and the Reconstruction Finance

Corperation.
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In the present inctance, howsver, when I was invited to address
the lortzage Bankers Association, I was bound to accept. It is en-
tirely appropriate that, glven the opportunity to be here with you,

I should hacten to comply, for during the past yesar in Washington

a q;reater progortion of iy time and attention has been focussed upon
the mortisse vwroblem than on any other. From Jamary when the Presi-
dent roguosted the HZxescutive Council and tine Lational waiergency Council
to taize tie lsad in formlating a coordinate wrogsram for the various
Lousing and mortease activitiss of thie Federal Government until the
end of June whan the resultant hational liousing Act was enacted inte
law by Congress, tlwe complicuted and exhausting series of probieus
wiich tiils assignment Literaily "dumped on my lap® left me little tine
to spend on anyiiing else, no matter what its seening lmnortance.

is those problems, or at loast one major aspect of those yroblems,

are also your uroblems, gentlemen, it is sppropriate that I shoald
come baefore you today to tell you someti:ing of the background of that
opisode, and outline to you the future of this program as we see iy
todaye

I 40 not propose %o o into the details of the -.ational lousing
Act as such. TYou today urobably lnow some of those details as well
or better than I. ‘atiier, I propose to outline the protlems which
we found, the scope and place of the meusures which we develaped,
and the whole coordinated Federal housing program which wse houe to

aci:ieve.

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



Digitized for FRASER

-3

In all of our work in Washin:ton during the past eighteen months,
we have run up against three major pivetal situations each of whieh,
from its own angle, is intimately dound uwp in the Federal housing
program, namely, the mortgage situation, tho uneuployment and relief
situation in the constructiorn indunstrios, and the housing situation,
Much time and effort at ¥Washington in recemnt years has bdeen devoted
to the problems presented by these three situstions, and a great pro-
pertion of the recovery sctivities has Deen devoted to their allevia-
tion. I wish te summarise soms of the salient features of each,
therefore, to indicate their importance, and outlins the general
direction of our activities with regard to them.

Pirst of all there is the mortgage situation, The total velume
of outstanding mortgages, including farn, urban and cosmercial in~
struments, was estimated in the nei hderhood of $45,000,000,000
im 1930, This is by far the largest single block of private capi~
tal dedt ocutstanding and it has a bearing--a very important bsaring,
in fact-—mpon all of tho prodlems growing cut of the collapse of
our capital markets and the attendant slump in the heavy industries
whose products are sold largsly through capital financing. These
prodlens ars peculiarly difficult ia the case of mortgages because
morigages, unlike industrial donds, ure secured by individual proper-
ties, the nliimate valus of shich is difficult to evaluate even by

_ the skilled appraisar. They lack almost completely, therefore, 1i-

quidity in times of depression, especially whem, during the
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preceding boom, the ag:regate volume of mortgaze dedt had been over- ‘
expanded and the placing of mortgage dedt had deen complicated in W’\g:h
many cases by questionable financial practices. < e
The Federal Government has dealt with this problem from many
angles, Banks and other financial institutions,which were embarrassed
by their holdings of largo portfolios of mortgages, have deen
alded freely through loans by the RFC. This activity has eased the
problems of individual institutions in the mortgags market and has
11fted some of the pressure on the market in general, It has not,
hLowever, represented the sort of asctivity =hilch would encourage a re-
swaption of mortzage lending. |
In addition, in the case of farm morigages and urban hone mort-
coges, the Federal Government, through tha l‘am Credit Administration
and the Home Owners' Loan Corporation, has asctively refinanced berrowers
on a large geale,thus contributing toward the preservation of indi-
vidual owners, and the further rehabilitation of mortgage-lending
institutions.
The second major situation with which we have had to deal in
Washingzton which has & bearing on the coordinated Federsl housing
yregram is the unerployment situation and the enormous contimiing need
tor relief for large parts of our peorle. This unemployment is cone
centrated very heavily in the heavy industries, or in the dependent
servics industries, and particularly in the construaction industry.
It is clear that if we sre zoing to escape the financial dangers

which attend an indefinite contiruance of the heavy load of relief
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which we have had to carry during the last eightaeen months these
veople mist a:ain find private e loymant. It is farther cleoar
that this euployment rmst come in largse part from the heavy indus-
tries, particularly the construction industry.

In thig situation u:ain Lie ¥ederal Govarpment has ascted to
alleviste conditions from many angles. In the first nlace, through:
the Federal "aorgency Hellef Aduinistration it is carrying the largest
nronortion of the relief expense. Second, through the Public ‘iorks
Adrinistration it is providing current ermloyment in the construction
of useful rublic works for hunireds of thousands of the otierwise
unerloyed. This activity, however, we realize is tervorary and
does not solve the problem of the unemployment in thase industrioes,
The incraace in Federal public works, in fact, treuendous as ii has
been, has not been sufficisnt to offset the deeline in rublic works
undertaken by state, local and municipal and other public bodies in
this country in normal years.

Finally we come to thie housing situstion., Jiers we find the most
amazin: contrast in conditions. Opeaiiing by and large, the Amsrican
people are not well housed, that is, housed on a stanilard cormparable
with other slement$ in our civilization. Particularly is this true
of the lower-incone groups who have never been able to afford ade-
gquate housing. On bhe otler hand, »e find a tem:orary situation of
oversw:rly, particalariy in certain locelities where housces that are
vacant becususe of delinuguencies are pressing on the market. From a

longer run point of view, however, we find in housing the one great
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gsource of capital investment which can go furthest to absord our pro-
ductive capacity in the future, There are thosse who tell us that

the present Lisavy volume of unerployment is llkely to prove permanent,
that this country, with foreign investment channels cut off, camot
find work for its people to do, that only & small proportion of cur
porulation ie needed to fead us and clothe us, and that, thersfore,

a large srouy will remain permanently on our relizf rolls. 7This is,
of course, silly. f#e have only to look around us at our present
nousing facilities to 7ind a market for all of our enormous produce

tive capacity. Thore are fow failles in this country wio are so

more housing, absordb more space, live in better vhysical conditions.

Ye have the resources in this country to provide these houses, we

have the skill, we have the labor, and we have the need for housing

by wiich we can utilize these capacities to the full. Our only problem
is to find an intelligent nethod by which we cen utilize these advan-
ta-es for the good of all of us,

It is these three major situations which we are tryins to coor-
dinate in ti:e housing program into a regenerative force that will not
only help to 1ift us out of the depression but will also, provided
we ars akilful enough, afford a wajor ocutlst for our industrial capa~
city through the next generation, comparable to that which attended
tiie development of the railroad and the automobile in the past.

#e have no illusions about the masnitude of the task nor the nature

of ths enormous difficultiss to be overcome. We do fesl, howevsr,
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that thie combination of factors presents us with an opportunity of
the first magnitude, with a situation which will reward consoien-
tious effort on onr part with bottar results in national woll-being
than any other situation in the picture, We are under no illusions,
furthermore, that these sousht-~for resulis can ds obtained by ade
ministrative fiat from Washington, They will require painstalting
cooporation and effort from every eloment in the commmity, from
industyry, from finance, and from state and local governmant as well
as from Fashington. All that we can do is te try to fornmlate the
gonaral progran, coordinate the thousands of diverse elemsnts in the
ploture, and lend national support where national support is needed.
%e 4o not proposs to rely on direct Pederal duilding or subsidy

to achieve this result, That would de neither good building nor good
finance, There arc sxceptional situstions such as those represented
by certain demoralised slum areas, or by subsisteice homestead pro-
Jocts, where it is desirable to point the way out through direct Fed-
sral bduilding or dirsot Pedaral aid to building, These activities are
largely experimental, howsver, and camnot be looked to to revive
goneral industry or to raise the general standard of housing in this
country. That happy result can only come about through the widest
possible utilisation of all the elements that deal with the housing
situation, both privats and public, on s sound dasis, I fesl strong-
1y that we will not bo able to reviwe building and provide really bet-
ter housing facilities for the millions of our people whicl: need

them until and unless we achieve this result through methods which rep-

resent good industry, geod real estate conditions and good finance.
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The National Housing &ct is designed to give a astart to this
program. Through it we hope (1) that the widespread need for moderni-
zation will provide Building lsbor and the building material indus-
tries with a revival of activity during the coming year, (2) that
the Ainsurance of mortgaged on sxisting homes of the better type will
serve to limefy the mertgage market and to make these morigages more
wvidely atiractive in investment circles, and (3) that the ineurance
of mortgzages on new construction, where it is economically desiradle,
will provide renewed activity to the construction indusiry and in-
creased employment to the duilding trades. e hope alse through the
standardization of practice that will be introduced in the insured
mortzage %o improve financial practices in home-lending and to lend
support to the efforts of far-sighted leadors in the housing field in
their efforts to improve housing conditions general!y, especially in
the dirsction of better neighborhood standards and protection against
neizhdorhood deterioration. Finally, threugh the insnrance of mort-
gages upon low-cest housing projects we hope to unify and expand the
efforts that have been made in so many communities to deal intelligently
and realfstically with the sxtremely diffiecult problems presented by
slum areas,

This 18 a sufficlently large order to occupy onr ensrgles for the
present. Eventually, it is my hope that the Federal Covermment
through its efforts toward coordination in this field, will be able
to help achieve more mniform mortgage legislation, more equitable

taxation practice, and also possidly to aid in the development of
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research facilitiss in construction methods,

I wish to add a final word regarding the position, the responsi-

bilities, and the opnortunities of the mortgage banker in this program. "
<

Ons of the outstanding facts that has impreseed itself on iy mind dur-
ing the last year has been the rmltiplicity of factors that enter into
the housing picture., Not only is the industry extremsly diversified
in a physical sense, so that what is true of one town i3 false in an-
other, or even in ot er sections of the same town. In addition, even
on ths sits of construction there is little organiszed urity of in-
torest, If I wisk to obtain an amtomodile I can odbtain one by 2 sim~
ple retail yurchase, If I wish %o go into its qualities or cost I
can inform myself by contacting simply the automodile retailer and
the mamufacturer., The whole industry, in other words, is intograted
into a simple, logical producing and selling organization. Anyone
who would Duild, om the ether hand, mmst take into consideration land
location and land costs, neighborhood trends, and taxation rates; he
zazt deal with a variety of business and professional interests, such
as the varicus supply marmafacturers, architsets, coniractors and sud-
contractors, to say nmothing of the various dbullding trades. Fimally,
he muzt dsal with finance. This is, of course, an old story with all
of us, 80 0ld and so habitual as to bs taken almost as a matter of
course. The variety and eamplexity of the situation is drousht home
anew, however, to anyone in Washington who is concernsd either with
code-nmaking or with coordimation in the housing field. ) gmong all of

these diveras elements, the mortzase danker comes nearer to having
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a comprehensive and unified angle of spproach than any other. He af-
ter all is responsible for arranging the riwing of that finished
product which we call a hquso and mmst, therefore as a matter ef
course, take intc considerationm every diverse element in.land assembly,
labor utilization, and construction wiich enters into that final
product. He finances on a long-term basis, furthermore, and is more
directly concermed than a!mho else, except of sourse the owners, with
the ultimate souniness of the vonture, with the trend of the invest-
ment. Ocoupying this field as he does, he stands at a pivotal point
in all housing devslopments. The zranting er withholding of mort-
gagze monay, for example, could accomplish mach toward better city
developmant and the elimination of decaying neighborhood trends,

The mortgage banker, more than any other singlo dement in the
plicture, can, if he will, be a unifying and constructive element in
developing this new housing program, Through his help and cocpera-
tion, we will be able to achieve that hanpy combination which we all
desire, of better housing at & cost within the income of the mass of
our pesple, houses, furthermore, thaﬂ.::t only ere soundly comstructed

but are also located in decent neighborhoods of stable values.
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Daring the past five yoavs the oountyy has beocw kmenly sware
of its degres of depenienes on thoe construction industry, parsioxlarly
a3 appliad te tho comstyuction und maintenance of satisfactory house
ing fanilitios.

This work of comatructing hames for people constitules a large
part of the total sommondo affort of the countiy and a submtantial
part of total eployment is dependent upom the reglar fumctioning
of some phase of the constraction or repaly of duildings, the finano-
ing of ths oporations and the leasing or sale of the propartien.
Wanever t:is course of oparations besmwes interrapted, as during
the past four yoars, thare ere ssrious comseqwnces for the pespls
and for industrias concernod. .

To {iluatrate, & regent inguiry has shomn that for the roprew
sentative oity of Poorls in this State the rusder of new residentisl
propertios constencted sach year ‘mring ths paast fifty yoars has
aversged adout 2 (1.8) peroent of the total mwber of residential
propertiss in the eity in 193 During the past four yoars the mume
dex of sugh propertios conatyncted has fallen 0 an average of onee
third of 1 peroand. This is a serious interraption of a lavge group
of activitien of ths osrrmmnily, and when this sxperiencse is duplie
cated in practionlly avery oity it has undusirable consequences for
the whole country.

Along with tile paralysis of conatenction g delinmuent rentals
that affaot the inowsos of property ownars, and 4elinment nortgngee
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that affoeot the lending capacity of finanglal institutions and ray
threatan their solvencys

Mile investors ore thms brought $0 a loss of confidence, im-
portant social losses result. llany failies noeding now honses cane
not obtain then and nany othars noeding: thelr dwellings repalired
cannet have it done.

The principal immedisto cause of tids stalement in Shese nooded
activitios is the dimparity betwasn individual incomes and the cont
of housing aocormsodations represented by ronts and dedt seyvioce,
The delinmant renta are owed mostly Yy families with low income
{™5). Horteages -m proportias of higher than average valus are
more fromently Adlingment shan otbars (OwL, B, 13)s

%o most reoognine the Lmportant place which the fandiiy of low
inootw has in the noroal operation of the constyoction induatry.
The Departoent of Comaros financial survey of 5000 families in
Peoris has found thati

47 pevemnt hal incomes lass than §1000
35 parosnt had iaconcs betwzeen $1000 aed 32000
18 peromnt had inoomes of $2000 or move

If this lowest income gyoup, onstituting nsarly half of the
oity, is to be 80 housed as to pamit healihful living and ot such
oost as tholr neans of payasnt will pormit, swery reasonadble evonomy
mast be used in providing the ancormodations

It is olear that any means that can Weing housing costs more
mﬁummmmvamopmu-:»mm?
use housing facilities, will cmuse an iaprovenent in all of the jaases
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of aemstyuction and housing work, v recognized as out of balanoo.

The Peders) Mmusing Act doos thiss Gonstruction 1s ot botton
a gormitment of oapital, A peduction in finaneing oost hy oas of
the cormmdity's oorbined vower brings a major increass in the muwibsy
of sood houmes within yeath of the famallios naeling tham.

The Department of Covmoroe stady haw shown that tho awersge oost
of omo-fTardly dwallings in Pouria Suing thoe past forky yoars has
ranged fxon $2000 %o $6000. Now constraction and financing texs
mast sive regosmition to the prepondersnos of demand for the lowecond
dwelling. "his s particiarly nocossury since we are asain in a
pariod of low incoes. The lHousing Actts provisions for constant
avallability of funda, lower intarost rate, higher loan ratio,
longer term and inmrance of Ut part of the riel which has always
ziven most txouble in finnccing housas, w1)l halp materia ly o0 row-
move fornsy obotanlow and %o olidn to drastic interrugtions of the
constyraction intustyy and fts abtendant activitios.

Thers will contimme to be & nead of Srained pordgage mem cape
bla of exeraising Aseriminating juigwent in handling propordios,
HBortegnens that ars to be inswed mmust bo wall plaoed and thely risk:
wall valculateds Ragularity of eployment at work for wiich Shey
sre trainad s most 1ikmly %o medntaln tho mrber o quality of noxte
oaee hariters neoded for effective housing worss It f5 doairable that
am moh of their tion sm poosidlo bs devotod to opyralsing ridls and
arrenging oredits, and ac 1ittle as poseidle in caring for defomlts
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and in nmonascing actiired ropertics,

e ouaine Act roong mome orrmloyoent and basiness sebivity of
all Hnie aince It i1l romdd more o bettor houslne for the saro
total incwos of the paoples  osne nwations hawe beoo e of moro
than {ndivided oz locel concern. The Jovarnmont is Rorefore owpw
sleemenbing Individanl and locnl ~fford in orler o rmale 11 rore ofe

foctive.

.org/
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Until recently we have !mown very little oxoept in a general
way about practices of reosidential mortaage financing. “xcellont
information 13 jJust now becoming availzble from the inancial Sur-
vey of Urban lousing conductod in Jamiary of this ysar in more than
sixty citias as a €94 project under the genaral myorvision of
tho Daresu of Jorelgn and Domestic Cormerce. “hey have courteously
roloased soio of this material for :y use today.

The survey shows thut rates charged borrowers on residential
nortga es vary very widely, not only geogracshiically but within
tue swio area, and that they are distinctiy on the high side., In
rapresentative cities, including Indianapolis, Providence, Salt
Lake City, Soattle, and othier largs citles coverod by the study,

27 per cent of first mortgnges carry intarest rates of more than

G ner cent, with rates of ¥ por cent or highar charged on 15 per
ceant of the loann, These are contract rates, without allowance

for discounts and othor finuneing charges which add materially to

tihe cost of mortgace crsedit to the borrowsr, A reduction in the
carryins chargs on thase loans in consonance with the gencrsl drop
in the lawel of interest rates in otheor maricets would go far to solve

thie proble: of ovorindebtedness,

¥or oxaryple, ocut of 1700 howe owners ravorting from one revre-

gsantative nid-mwatern city, one-half reported real ezt.te debt in
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excons of S0 per ceant of the valww of the proparty.e What is
more, 40 per cent of those loans ranged from 50 to 80 per cent
of the walue of the provnerty. This margin zbove HU per cent of
the valus of the property now constitules & comon obstacle to howme
refinancing. Under preasent arrangeants, moot lenlers are fearful
of assuming tint risk and comuonly the borrower is  sble to obtain
such funds at high cost, if at alle. It 18 trus thst delincuencles
have boen heavy us u result of the dsprossion. it of mors than
50,000 ropresentative loans witlh: a value excesding $12+,000,000
cubstanding in the citiem coverod by this survey at the beginning
of the current yoar, arcund 35 ver cent of first mortgases were in
ATTEOLTS. I wouid liite 30 call your aitention, hoseovar, to the
larzer vroportion of ihese morisages with no arrears at all. These
loans have atool the axtreme dapths of the depression and constitute
in goneral the Lilghast $ype of credit riuic.

Inder those clroumstances, if we are to be successful in moving
tia sresant mountain of home mortgage dabt, we must cooperate in a
plan which will enable the home owner with debt in sxcess of fifty
per cent of tho vaiune of the property, whe has nevertl.eless stood
the test of tho deprossion and kept iils mortgage in good standing,
to refinunce the entire instrument at o lowar rate of intersest. In
this way ws can aljust tie carrying charge to the change in propsriy

valuss without loas on tha principal of the loan.
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Until recently we have known very little, except in a general way,
about practices of residential mortgage financin%:and the distribution of
mortgage holdings. Excellent information is just now becoming available
from the Financial Survey of Urban Housing conducted in January of this
year in more than 60 cities as a CWA project under the general supervision
of the Bureau of Foreign and Domestic Commerce. They have courteously
released some of it for my use today.

The survey shows that rates charged borrowers on residential mort-
gages vary widely, not only geographically, but within the same area, and
that they are distinctly on the high side. In representative cities in-
cluding Indisnapolis, Providence ,v Salt “ake City, Seattle and other large
cities covered by the study, 27 per cent of first mortgages carried interest
rates of more than 6 per cent, with rates of 8 per cent or above charged on

d lle neankeogus

15 per cent/ These are contract rates, without allowmnce for discounts and

other financing charges which add materially to the cost of mortgage crgdit

ﬁ c/; ‘ m \ ( Q A
‘( (RN 4 is@%’& P A f“f "
for the bor;;;ler. P - /é M/é ,z/, M‘r ji ada, /{
m : iy o/ TR M
Lin LA / : b » A
Delinquencies héve been heavy 9qu.h or aepre&m Out of more smw

than 50,000 representative loans with a feee value exceeding $125,000,000
outstanding in these cities at the first of the year, wmore than 35 per cent
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of first mortgages were in arrears. It is obvious that methods of financing

dus fohos

that carry terms which cause default defeat the purposes of the loans asd
1. {W; RO~ ”‘Mf; ,
ere of doubtful value to the _borrower. ey
S5 ene 1 the ] J it ,%,, o

a/ﬁ’“ilt 'f%&” w' ‘- .»M' ?":ﬁﬁi 24 Z\ , %/%M
‘ ~ v " s

Miﬁ/. }&gu/ ,“ -;:v/.\’;vj 4 ,a _ ‘- “ :-?Hu e 1 v gageill

tution that aceepts publie deposits‘ or safe keeping. .At the first of this
year the Financial Survey of Yrban %ousing indicated that one-third of the
first mortgages held by commercial éanks and trust companies in 47 cities had
\paymants in arpears. It is scareeyg less important that people who have
pooled their savings in order to bpild and buy a home should not have thelr
plang frugtrated or their past ef{orts threatened through financing arrange-
ments. Yet on January 1, an average of more than 45 per cent of the loans
reported as held by building and| loan assodiations were in arrears on pay-
ments lLoeicRQeaisbend .
If credit is to serve to i}s maximum capacity in providing satisfac-
tory housiég, it is desirable that there-be sufficinnt margin above the

amount usually represented by the first mortgage; For example, of 1700 (1694)

home owners reporting from one frepresentative mid-western city (Peoria, Ill.)

i
one-half reported real estate debt in excess of half of the value of the
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property. What is more, 40 per cent of the loans ranged from 50 to 80 per
cent of the value of the property. This margin above 50 per cent of the
value of the property now constitutes a common obstacle to’home financing.
Under present arrangements most lenders are fearful of assuming that risk,
end commonly the borrower is able to obtain such funds at high cost, if

at all.
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Range of Contrzct Interest Rates Charged
on First Mortzages.

50 selected cities

Rete of Interest Number of Per Cent
(ver cent) Mortzazes of Total

4 or less 565 1.2

Over 4 and less than 5 76 .2

5 3’ 14-87 7.1

Over 5 a»nd less then 6 1,863 3.8

6 22, ko5 45,8

Over 6 and less than 7 2,222 4.6

1 9,876 20.2

Over 7 and less than & 997 2.0

8 b, 427 13,2

Over 8 #nd less then 9 278 .6

9 197 b

Over 9 and less then 10 22 1/

10 419 .9

11 4 1/

12 2nd over Lyl 1/

1/ Less then one-h2lf of one vper cent.

Financial Survey of Urban Housing, Bureau of Foreign and
Domestic Commerce.

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



Digitized for FRASER

e -
PREPARED FOR MR, WALKER * DRAFT,

September 24, 193k

During the past eightoen months I have deen requestsd o spesk
upon many ocoasions and have refused in most instanoes, not because
of lack of appreciation upon my part of ths honor conferred upon me
but rather becanss of a conviotion en my part that the audiense would
not find in me what they sought. Sush invitatlons naturally sccrue
to those of us who have participated actively in the new administra-
tion in Washington, and we in twrn are under & moral compulsion to
respond on all proper occasions for 1% is right and fitting that we
should explain our activities, state the problems of government as
we have found tham, and the meagurss we have undertaken to cope with
them, Perscnally, howsver, I have felt thai others were better fitted
than myself to discuss the manifold activities which hava desn initise
ted to stop the onrolling rush to chaos in which we found oursslves

in the early months of 1933, IEy this I mesn specifically that

I was not the most appropriate spokesman %o discuss such measgures

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



as those Saken for the rehabilitation of agrisulture under the AAA,

or of industry undeyr the NRA, or of banking undsr the thresfold leader-
ship of the Yederal Regerve Systeam, the Faderal Deposit Insurance
Corporation and the Revonstruction Finansce Corporation.

In the present lastance, however, when I was invited to address
the orsgnge Bankers Association, Y was bound t accepts It is ene
tirely sppropriate that given the opportunity to be here with you,

1 should hasten to cowply, for a graater proportion of my time and
attention in Yashingtom during the past year has been focussed wpon
the mortzage probdiem than on any other. TFrom Jamuary when the Presi-
dent requasted the Zxecutive Council and the National Fmergendy Coune
cil to teke the lead in forrmlating a coordinate progran for the
various houeing and mortgage uctivitios of the Faderal Govermment
until the end of June when the resultant National Honsing Act was
enacted into law by Congress, the camplicated and exhansting series
of problems which thle aseignmont uemu; fdwmed on rmy lap® left

me 1ittle time to spend on anytiing else, no matter what its seeming
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irportance. 43 those probleas, or at least one najor aspect of those

problems, are alvc your problene, gentlewmen, it is appropriste thot

I should come before you today o tell you scnething of the backeround

of the enisode, mnd oatline %o ;you tho future of thls nrogram as we
i ¥ 4

sea 1t today.

I Jo not nronome to so into the detalls of the Hational Mousing

Agt ne guchs You teday nrobably kmow dome of thoze dstalls as well

or better thar I, Tuthiar, I nrosose to omtline the mroblens which

we found, the vcovo and nlan of the neagvrmsehilch wo develeped, and

the whole cooriimatal Tederal houasing prosram which we hope to achieve,
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In all of our work in Washington during the past eighteen months, w
have run up against three major pivotal situations each of which,
from its own angle, is intimately bound uwp in the Federal Housing
Program, namely, the mortgage situation, ths unem-loyment and relisf
situation in the construction industrios, and the housing situation.
Mach timo and effort at Washinston wem in rocent years has been
devoted te the problems presented by thess three situations, and a

great proportion of the rocovery activities have been devoted to
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thelir alleviation. I wish to summuarize gome of the salient featurcs
of each, therefore, to indicate their importance, and outline the

genaral direction of our activities with regard to them.
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First of all there is the mortg.e situation. The total volume
of outstanding mortsoages, including farm, urban and commercial instru-
ments, was estimeted in the neighborhood of $45,000,000,000 in 1930.
This is by fur tho largest single dlock of private capital debt oute
atanding and it has a bearing--a very important bearing, in faot--
upon all of the problers growing out of the collapse of our capital
markets and the attendant elump in the heavy industries whose products
ars sold largely through capital financinge These problems are
peculiarly difficult in the case of mortgages because mortgages, unw
1ike industrial bonds, are secured by individual properties, the 1;.1'-
timate value of which is difficult to evaluate even by the sitilled
ayralger as contrasted with the ordinary investor. They lacic al-
most completely, therefore, liquidity in times of slump such as we
have recently come through, especially when during the preceding
boom the aggrogate volume of mortzage devt had been over-expanded
and the placing of mortgage debt had been complicated in many cases

by gquestionable financial practices.
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The FPederal Govermment has dealt with this problem from many
angles. Banks and other finaneial institutions holding lar;e ;orte
folios of mortiages have used tham we a basis of loans from the BEFC
ip ordar to wmeet current liabilities, This activity hws cased the
problema of “ndividwsd Institutions and 1ifted scme prsSuEmwRE-fesm-
of the pressure on the mortgage narlket in general, but has not been
of the tyne to encourage rosumtion of morigage lending activity.

In tha cagse of Jarm nmortgmges, ﬁze Fedoeral Government, through
the Farm Credit Adminiatration, has activaly refinanced the borrowers
on a large scale, tims contribubting toward the rehabilitation of
the invaestor in mortsgage funds and the vreservation of famm owners.
The Home Owners' Loan Corroration hias performed an enormous task
alongz similar lines in the case of worthy but delinquent homs owners.
All of these activities have acted to ease the pressure of collapse
in the mortsacge market either upon the institutions holding mortgages
or upon tie debtors. They liave not, however, oxoept in a nsgative

gsense, tended tosard a resuzption of practical mortgase financing.
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The sacond major sltuation with which we have had to deal in
Haghington wiich Las a bearing on the coordiinatéd Foderal housing
progran is the uncrmloyment situation and tho enormous noed for
reliof by large parts of cur peopls, This unemployment is concen-
trated very haavily in the hsavy industries, or in tie lapsnlent
service inlustrics, and pariicalarly in the construction industry.
It 48 clear that if we arc geing Yo escape tho dangers which attend
the heavy load of relicf which we have hwd to caryy during the lasy
eightean nontue these poorle rmust asain find erployment, It is
further clear that this euployment rmst cowe in large part from
tue houvy industries, particulerly the cousiruction induvstry,

In this gituation again the Federal Government has acted to
alleviate conditions from many angles. In the first place, through
the Federal Mmergency Relief Adniniastration it i3 carrying the larg-
est proportion of the relief expenss. Second, through the Public
Works Administ¥ration it ie providing current employment in the con-

stroction of useful public works for lmndreds of thousands of 0 o4y orwise

eoundpyle unemployed. This activity again, however, we realise ie
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taporary and doss not solve the problem of the wnenployment in thise

indvatries. 'T¢ increase in Fedoral public woriss, in fact, tramen-

dous z8 1t Las baen, has not beon sufficient to offsaet the decline

in public woriks nomally undertelan by state, local and mumieipal

and othay public bodles i1 fhis countryv.

Finally wo come bo the hiousing situation. Here we find the

most amaxing contrast in conditionse Spealzing by and larzs, the

American weople are mod well houwsed, that s, housed on a gtandard

comparable with other slenents in ocur alvilization. Particunlarly

this is true of the lower-income groupss who have nsver deen able to

afford adequate lhiousings Un the othar lwni, we find o temporary

situation of oversw ply, particalarly in ocertain localities where

houses that are vacant becanse of delinqueneies are pressing on the

naglots

Finally, looking %o the future, we find in housing the one

great source of capital Investoent which can abserd ocur productive
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capacity. There ars those that tell ws that the prosent hoavy volume
of unemployment is lil:ely to prove permanent, that this country,

with foreizn investment channels cut off, canmot find work for its
people %o do, that only a small proportion of our population is
needed to food us and clothe us, and that, therefors, a large

group will reiralr permanently on our relisf rollae~which is, of
course, silly. Ve hawe only to louk arvuand us at our present
housing facilities for a morket for all of our enormous groductive
capacity. “e¢ have thoe resources in this country, we have the

8kill, we have the labor, and we have the need for housing by which
we ocan utilize our capacities to the full if we can only find an
intelligzent methed by which to utilize thems There are few families
in this country who are sc fortunate that they could not, provided
they could afﬁd it, use more housing, absordb more space, live in

better physical conditions.
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It 13 theso three major situations which we are trying to coor-
dinate in the housing progran into a regenerative force that will
not only help to iift us out of the depreossion but will also, pro-
vided we are skilful enough, afford a major outlet for our industrial
capacity thirough the next generation, comparable to that which at-
tended the davelopment of the railreoad and the antomobile in the past.
¥e have no illusions about the nagnitude of the tasl: nor the nature
of the enormous difficulties to be overcome. ‘ie do fedl, however,
that this combination of factors presents us with a situation which
will reward conscientious effort on our part with better results in
national well~being than any other in the picture. Y%e are under no
illusions, furthermore, that these sought-for results can be obtained
by administrative fiat from Washington. They willrrequire nainstaizing
cooperation and effort from every siement in the corrmmity, from indus-
try, from finance, and from state and local government as well ae
from Washingtons All that we can do is to try to forrmlate the genw

eral program, coordinate the thousands of diverse alements in the pico~
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ture, and lend national suprort £ at those places where national
support is needed,

Let mo iliustrate fron the mortgage situation what I have in
mind in forrmlatin: those broad gemeral principles. Thers is no
single nanacea, no magic formula which gan clear up this situation
over nicht., ‘e can, howevor, approach these problems individually
and try to solve them as intelligently ss poasible, keeping in nind
at all timew both their specific 1diocsyncrasies and their dbearing
on the gonoral situation. Thus, through the Raconstruction Finance
Corporation, the Farm Credit Adminietration and‘ the Home Owners!
loan Corporation ws have been able to cushion the shock of the col=-
lapse of the mortgage market on our key financial institutions and
save the homes and farms of hunireds of thousands of our citlzens.
In spite of those activities, however, which are being pushed as
far as thaey can be justified either in terms of the national credit
or in terms of competition with existing agencies, we now seelr, through

Title 1I of the liational Housing Act to carry this process of alleviaw
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tion further, to malke of it a positive force for the regeoneration

of activitias in the whole mortgage and housing Iield. This is

the title which deals with insurance of mortgaces.
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MEMORANDUM
To: Mr. Riefler

From: ¥r. Wickens

Herewith are some paragraphs centering about some of the Peoria data

and some of the mortgage bankers' kmown problems.
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During the past 5 years the country has become keenly aware of its
degree of dependence on the comstruction industry, particularly as applied to
the construction and maintenance of satisfactory housing facilities.

This work of comstructing homes for people constitutes a large part
of the total economic effort of the country snd a mﬁstantial part of total
employment is dependent upon the regular functioning of some phase of the con-
struction or repair of buildings, the financing of the operations and the leasing
or sale of the properties. Whenever this course of operations becomes inter-
rupted, as during the past 4 years, there are serious consequences for the people
and for industries concerned. |

To 1llustrate, a recent ingquiry has shown that for the representative
city of Peoria in this State the number of new residential properties constructed
each yesr during the past 50 years has aversged sbout 2 (1.8) perceht of the.
totel number of residential properties in the city in 1934. During the past
four years the number of such properties constructed has fallen to an aversge
of one-third of 1 percent. This is a serious interruption of a large group of
activities of the community, ,and when this experience is duplicated in prac-
tically every city «fxbhwecoomsbery 1t has dndesirable consequences for the whole
countpy.

Along with this paralysis of construction go delingquent rentals that
affect the incomes of prbperty owners, snd delinquent mortgeges that affect the
lending capacity of financiael institutions and may threatem their solvency.

While investors are tims brought to a loss of confidence, important
social losses result. Meny familles needing new housés cennot obtain them and
many others needing their dwellings repaired cannot have it done.

The principal immediate cemse of this stalemate in these needed activities

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



Repraduced from the Unclassified / Declassified Holdings of the National Archives

-2 -
is the disparity between individual incomes and the cost of housing accomode-
tions represented by rents and debt service. The delinquent rents are owed
mostly by families with low income (T-5). Mortgages on properties of higher
than average velue are more frequently delingquent then others (0-L,4, 13).

We must recongnize the important place which the family of low income
has in the normal operation of the construction 1n&ustry. The Depertment of
Commerce financial survey of 5000 families in Peoria has found thatb:

47 percent had incomes less than $1000

35 percent had incomes between $1000 and $2000

18 percent had incomes of $2000 or more

If this lowest income group, constituting nearly half of the city is
to be so housed as to permit healthful living and at such cost as their means
.0f payment will permit, every reasonable economy must be used in providing
the accomodation.

It is clear that any means that can bring housing costs more nearly
within the peying capscity of the people who are expected to use housing
facilities, will camse an improvement in sll of the phases of construction and
housing work, now recognized as out of balance.

The Federsl Housing Act does this. Construction is at bottom a
commitment of capital. A reduction in financing cost by use of the commmity's
combined power brings a major increase in the number of good houses within
reach of the families needing them.

The Department of Commerce study has shown that the average cost of
one-family dwellings in Peeria during the past 40 years has renged from $2000
to $6000.n New construction and financing terms mast give recognition to the
preponderance of demand for the low cost dwelling. This is particvlerly neces-
sary since we are sgain in a period of low incomes. The Housing Acts provisions

for constant availaebility of funds, lower interest rate, higher loan ratio,
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longer term and insurance of that part of the risk which has always given most
trouble in financing houses, will help materially to remove former obstacles
and to eliminate drastic interruptions of the construction indnstry and its
attendant activities.

There will continue to be a need of trained mortgage men ceapsble of
exercising discriminating judgment in handling properties. Mortgages that are
to be insured must be well placed and their risk well calculated. Regularity of
employment at work for which they are trained is most likely to maintain the
number and quality of mortgage bemkers needed for effe ctive housing work. It
is desirable that as much of thetr tine as possidble be devoted to appraising risks
and arranging credits, and as little as possible in caring for defamlts smd
in mansging acquired properties.

The Housing Act means more employment and business activity of all
kinds since it will permit more and better hog.sing for the same total income
of the people. These questions have beeome/?nore ther . individual or local
concern. The Government is therefore supplementing individunal and local

effort in order to mske it more effective.
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Septembar 29, 1934

A proposod draft of an addrase by
Frankz s valier befors the Natiomaml
Oatober 4, 1934

Jaring the past elghteon months I have baen roquastod Yo gpos:
upon many occasions ard huve refused in zost inetancew, not because
of lagk of s prociation of the honoy conferrel uwpon ne bub rathayr
bheoauee of a conviction on ry part that the andioncs would not find

in me what they soustte Buch inwitations naturally acoras to those
of usg who have participsted sctively in ths now adninintration in
Fashington, and o8 in turn are under & moral cogwlsion $o respond;
for it is proper that we should smplain oovr sotivities, state the
prodlems of governnent as we have found them, and e messures we have
undarbaken to cope with thenms Parsomally, however, I howve falt that
othars ware botter fitted than nyself 4o disouss the manifold noe
tivition which Luuwe boon initiated to etop the onenlling rash %o chaos
in #hdch o found ourselvos in tho sarly nonths of 1933, Iy $this I
moan spacificaily that 1 w=as not the most aypropriate apcliesman to
Alsouss much moasares as those talen for the rehabilitation of ayie
culture under the AL, or of Industyy under the HRA, or of banidng
unler the thres-fold loaderahin of tho ¥adaral fosorva Systeom, the

Foderal Nepoeit Insurance Corporation and the Rooonstruction Pinanos

Corporation.
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In the present instance, however, when I was invitsd %o adiress
the lortgage Sunlers Association, I wes bound to acospt. It is ene
tirsly appropriats ¥hut, given the oppertunity to bo hore with you,

I should hasten t0 comply, for during tha past jear in ‘“ashington

a ¢rectar propor¥ion of my time and attention has been fooussed wpon
the mortgoge probleam than on any othors Froo Jamuary vhen tie Prosie
dent roguostad the HSwecutlve Counoil and the fationel Mergenay Counail
to taize tho laad in forrmlating a coordinate program for ths warious
housing and mortguee aptivitlas of tho Federal Covernmesnt until the
end of June whon the resul tand Hatiomal Housing AcCt was enacted into
law by Congrass, the gomplicated and sxhausting sepies of prodlans
whlah this assignment literally “"dwuped on my lap® loft me little tirme
to spend on anyihing elss, no matlor what 1%s seenming irmortance.

Ag those problems, or at loast ono major aspeat of those prodlams,

ars also your problems, gontlemen, it is appropriate that I ahould
oxan bafore you today to fell you somothing of thse beckground of thad
spisods, and outlins to you the future of this prosren as wo see 1§
todaye

1 do not proposes %o go into ths detalls of the hationel lousing
Aot as much, You %oday probably imow some of those detalls as well
or detter than I, Hathew, I proposs to cutline the prodless which
we founl, %:e soope and place of the meusures whiah we dewsloped,
and tlm wholo ocordimuted Foderel housing progran whigh »e hope to
achieve,
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In all of oox wovt in Hasbington Guring ths past sishteen montha,
wo Lo ran e aeainst three rajor nivotal situations soeh of whieh,
from its own ancle, is intimateoly bound wp in the Faoleral housing
progran, naaly, the moritgage situstion, the unenloymet and reliof
sitaaticn in the construction industries, as the housing situation,
Haoh time and offort ot wwmmtmmmmw
to tha probleans prosented by thoss threo sitostions, and a great pro-
nortion of tho regovery agtivitios has bwen deovoted to their allewis~
$ione I wish to mmamrise sooe of the salisnt featurss of ecuch,
therafore, %o indicate thelr fmportanoes, and oufling the seneral
direction of our activitios wit. regard to thanm,

Pilret of all thare is e nortgass sitostions Tuo fotal wolmme

of outatanding rortosges, including fam,, urban and
struoemts, wes ostimated in tho ned hbarhood of #45,000,000,000

in 1930, "This is by far the largost einglo block of private cepie
tal dedt outatanding and 1t has a dearinge-a very icportant beuring,
in faot-wtpon all of the prodlew growing oot of tho collopss of

our capiial maxtoks and tho attendant slwy in the heawy induntrdioce
whose products are sold largely ®oongh cepital flranoings TMwee
problans are peealiarliy difficalt in the case of mortgnses becsuse
m‘aﬁ.m. unlike industrial bonls, are secured Ly individual rropere
tion, the ulim.is wvalus of which iz 4iffiounlt to owoluaky evan hy
the aldlled apraiser. Thay lad: almost complotaly, t&wmim. 15=
quidity in timoe of deprewsion, espeolally shen, Mring thw
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preoeling boom, the agivegate volume of mortgage debd% had been ovey-
apended snd the plasing of sorigage 1edt had deen vomplicated in
ANy cases by quostionadle financizl practices,

The Fedayal Government has dsalt with this problan from many
angloes. Banks and othor financial institutions, whlch waro emdarrussed
by their holdings of large portfoliow of mortgages, have boon
ajded freoly through loams by the F0, This activiiy has ossed the
problems of individual institutions in the mortgass marked and has
147%d sce of the pressaye on the marized in general, It has not,
however, reprosentod the sort of wotivity which wold encourage a row
sy tion of norignge lending

In addition, in the case of farw mortgages and urban hone mort-
gages, the Fedoral Jovermment, Cwrough e Fagm Credit Administration
and tha Homo Owners' Loen Corporation has astively refinanced bervowers
on a large scale,tbus contributing towsard the prasarvation of indie
vidual tmm, and the further rehadilitation of mortgage=landing
institutionss

Tus ocucond major sitnation with which w8 have had to deal in
Hashington which has & bearing on the oocordinatsd Fedsral housing
yrogrem e the unecyployment situation and the enorons conSiming need
for ralief for large pards of our pecples This unawployment is eons
centyated very hoawily in tho Lewwy indnstries, or in the dependemt
servios industries, and partioularly in the constmwtion industyy.

It is clear that if we avw going %o osaspe the financial dangers
which attend an indefimite contimance of the hsavy lead of ralief
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which we howe had to carry Maring the last eighteoen months these
peopls mast acain find private ey loymants It is further cleap
that this exploymont mastd core in large part from the heavy induse
tries, particularly the constyuotion industiyy,

In this sitaation spain the Federal Govermment has actod to
allowiste conditions fyom many angloss In the 7irs$ place, through
the Fsdoral Zmargenay Relief Adxindstyetion i ie carrying tho largest
pravortion of the relief ewpened. Sesond, throush the Pudlic Yorks
Mrinistration it is providing current emleyment in the oonstruntion
of usaful yublic wors for hundreds of thouaands of theo othorwise
unecplaysd, This activisy, however, we realisze is toporary amd
4008 not wolve the prodien of the unemploynont in thase industries,
The inoreass in Foderal public worizse, in faot, trexsndous as it has
bean, has not desn sufficient to offset the degline in yublic works
undeptakcen by state, loonl and mamicipal and other pubdlic bodies in
this ocountry in normal years,

Pinally we coms to the housing situations Yare we find the mos$
anasing oontrast in oonditions. ‘pasicing by and large, the Americen
people are not well housed, that is, housed on & standard corparabdle
with other olanants in our sivilizations Partioularly is this trae
of the lower-inooms gyoups who have never deon able te afford ade-
quate housings (m Ahe other hand, we find a texporary situation of
ovwrsaprly, parsicularly in certain localitios whers houzes that are
WWM&!WLuMpmmsmmamh From o
longer ron poing of visw, howevey, we £ind in housing the one ZYeat
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sourcs of oapital invostmont whioch can go furthest %0 absord our pro-
Suotive gapaoity in the futures There are thoss who tsll us that
the present heavy volumo of unecxplogment i lilkely t0 prove permanent,
that this ocouniry, with foroign investuent aliannels oud off, canmod
find work: for its people %0 Ao, that only o small proportion of ouy
porulation is nesded to food ns and cloths us, and that, therefore,
a large gyoup will remain permanantly om our relief rolls, This is,
of oourse, eilly: e have only $o lodk around nus at cur presendy
heusing facilitiaos %0 Tind a markot for all of ony enomous prodide
$ive capacity, Thore are few fardlios in this countey who are a0
fortunate that thay oould not, provided tuey could afford it, use
wore housing, abeert more mpooe, live in better 1hysical conditions.
%o have the yesouroes in this countyy o provids these houses, we
have the wrill, we have the lador, and we have the need for housing
by which we oan mMilixe thoss cspacities %0 the full, Our cnly predlem
is %o find an intelligent method by which wo ocen utiliso thess advan-
tages for ths good of all of us,

It 1s theso thres majom situasions which we are twying to coor-
dinate in the housing progrem into a regencrative foroe that will nod
only help to 14f% us cul of the deproesion dut will also, previded
s are scilful enough, afford a major cutled for ocur industrial aspa~
olty through the next gmeration, comparadle %0 that which attanded
the developmant of the railroad and the susonwdile in the pass,
¥e have neo illusions about the megnituie of the task nor the nature
of ths enormous Aifficultios to be ovevoorws ¥e do fesl, however,
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that this combination of factors presents us with an opportunity of
the first magnitude, with a situation which will reward conscien-
tiocus effort on ocur part with bdetter results in national well-deing
than any other situation in the picture. Ve are under no illusions,
furthermore, that thess scught~for resuits can be obtained dy ad-
ministrative fiat from Washington, They will require painstaking
cooperation and effort from every element in the commmity, from
industry, from finance, and from state and local governmant as well
as from Washington. All that we can do is to try to formmlate the
genaral program, coordinate the thousands of diverse elements in the
picoture, and lend national support where nationsal support ie needed.
%8 40 not proposs $o rely on direst Federal duilding or subsidy
to achievs this pesuls, That would e neither good building nor geod
finance, Thare ave exosptional situations such as those represanted
by certain damorelised slum areas, or by subsislancs homestead pyoe
Joote, where it is desirable to point the way out through direct Fede
sral Muilding or direct Yedaral ald to building. These astivities are
largely exparinental, howewer, and camnot be looked S0 $o revive
goneral Anfustyy or %0 railse the gonsyal standard of housing in this
comntyys That happy resuld can only coms about through the widess
possidlie utilization of all the elenents that dsal with She housing
situation, both private and public, on a sound basie. I feel strong-
ly that we will not be adle to reviws ilding and provids yeaily det-
ter housing facilities for the millions of our peopls which need
then until and unlows we achieve this reeuld through methods which rep-
resent [0od industey, good real ostate oonditions and good finance,

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

The Eatlional Housing &ot is designod to give a start to this
program, Through it we hope (1) that tho widespread need for moderni-
satlon will provide dullding lador and the bullding material indus-
tries with a revival of activity durisg the coming year, (2) that
the insurance of mortgages on axisting homes of the detter typs will
serve to liquefy the rortgage market and to meks these mortgages more
widely atiractive in investment aircles, and (3) that the ineurance
of mortgages on new construction, whare it is economically desiradle,
will provids renewed activity lc ihe conztruction induatyy and ine-
craased employment to the duilding tredes. %e hope also through the
standardization of praotice that will de introduced in the insured
mortzage te improve financial practices ix home-lending and to lend
sapport to the efforts of far-sighted leaders in ths housing fleld in
their efforts tc improve housing conditions general:y, espssially in
the direstion of better neigshberhood stamdards and protoctien against
neighdorhood deterioration, Finally, through the insnrance ef mort-
gages upon low-cosd housing projects we hope to unify and expanmd the
efforts that havs besn mads in so many coxmnities to deal intelligemtly
and realistically with the extrenely 4ifficult prodlems presented by
slum areas.

™his is a sufficiently large order to ocecupy our snargies for the
present., Rventually, it 1s my hope that the Fedaral Covermment
through its efforts toward coordination in tide field, will be able
to help achieve more uniferm mortgage legislation, more equitable
taxation practice, and also possidly to ald in the development of
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rosearaly f28111%108 in constynotion mothode.

1 vish % ail a final word Feguarding the position, the vromronsie
bilition, and the opportumities of the mertgaze banizer in this progres.
One of the outstanding facts $hat has fmpressod iteslf on oy wind durw
ing the last year hae bemn the rltiplicity of faotors that entar fnto
the housing plotures lNot only is the industyy extrouely divopsifled
in a nlysical sense, so that wtiat is $ros of one town is falss in an-
othar, or oven in ot :or softions of the smns town. In addition, ewen
on the eite of construntion thore ie little organised unity of inw
tarest. If I wish to obbaln an sutomodile I van oblain ome by o sime
ple retall puraioss. If I widh %o go into 1ts qualities or gost I
can infom myealf Ly contactling slirply the amtomodile relallor and
the memufsoturer, The whole industey, in other wowrds, is intagrated
into a ginple, lagical produsing and selling orgenisation. Anyons
who woald build, om the other hand, muet take into conclderstion land
looation and land costs, naighborhood tremds, and tamation retes; he
maxt deal with o varieAy of usiness and profossional interests, sash
as the warious my ly msmlactureys, arg:iSsois, sontractors and mube
coutrantors, %0 sy motling of tha wericos building tmdes., Mnally,
be must deal with finanoe. This is, of courss, sn old story with all
of us, 80 old and 20 habitual as to be taien alroat as o mattey of
coursme The varisty and emyplaxity of the situation ie hrousht home
answ, however, to anyone in Yashington sho is concsemned eithor with
codermniing or with coordination in the housing flelds Awong all of
thoss diverss olements, the rortgags banlker cx08 nearer So hawing
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a corprehensive and unified angle of apuroasd: than any other., Ha afe
tay all is respomsible for arrenging the financing of thot finished
product shich we call a houre and rmaat, tharefore as a maltor of
onaree, tdce intc oonsidoration owery diverss elomand in land asasnbly,
labor utilization, and conastruciion wiich enterws into it finad
products Ho finences on a longeterz basiz, fuarthemore, and is more
dlrootly concerned than anyone also, exoept of coursa the owners, with
the ultimate aoandnegs of tha vonturs, wiih the tyend of the inveats
mant. Oooupying this fiocld as he doss, ho stanis at a plvotal 1;61;!
in all bousing dewelopemts, The granting or withbolding of mort-
Zaos mony, for aeamples, ocomld aocoomplich mach tozard better cily
devolopment anvl the elinination of dsoaying neighbortood trends,

e mortoage baar, more than any other singledement in the
pisture, cons, if he will, be & wifying and constructive elemend in
developing this new housing progrsms Through his halp and coopers-
tion, we will be adle to aghiowe thad hayny combination which we all
deaire, of dottor housing ot a cost within Uw inoore ¢f the mass of
our peo;ls, houses, furthsrmore, ﬁm&{‘zﬂt only ewe soundly oonstructed
but are aloo locatod in degent neighborhiooda of stable walues,
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1
Form of a typleal farm mortgage.

T 18 YORTGAGE, made the first day of Desenber nineteen hundred and twenty
nine, between lVillliam Smith, the mortgagor, and The First Farm iortgage
Company, the mortgagee.

WITHNESSETH, That to secure the rayment of an indebtedness in the sum of
one thousand dollars (31,000,00), lawful money of the United States, whioh
debt the mortgagor hereby acknowledges, and oovenants to pay to the morte
gagees on the first day of December, ninetsen huiidred end thirty four, with
interest thereon to be somputed from Desember 1, 1929, et the rate of 6
per centum per annum, and to be paid on the first day of December next
ensuing the date hereof and on the first day of Decerber annually there-
after, the mortzagor hereby mortzages to the mortgagee the following
desoribed premises, being a farm of one hundred sixty (160) aores.

(Bere insert legal desoription of land)

And the Mortgagor covenants with the llortgagee as follows:
le That the mortgagor will pay the indebtedness as hereinbefore »rovided.

2+ That the mdrtgtgor will keep the buildings on the premises insured
against loss by fire for the benefit of the mortgagee.

3¢ That no building on the premises shall be removed or demolished with-
out the cqnocnt of the mortgagee.

Le That the whole of said orincipal sum shall become due after defsult in
the payment of any installment of prinecipal or of interest for 30 days, or
after default in the payment of any tax, water rate or assessment for 30
days after notice and demand,

Se¢ That the holder of this mortgage, in any action to foreclose it, shall
be entitled to the appointment of a receiver.

6e¢ That the mortgagor will pay all taxes, assessments or water rates,
and in default thereof, the mortgagee may pay the same,

7¢ That the mortgagor within 10 days upon request in persom or within 30
days upon request by mail will furnish a statement of the amount due om
this mortzage.

8¢ That notice and demand or request may be in writing and may be served
in person or by mail,

9« That the mortgagor warrants the title to the premises,
IN WiTNESS W EREOF, this mortgage has been duly executed by the mortgagor,

(Signature)
In Presence Of:

(witnesses and aocknowledgment)
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II

Form of application for refunding a 6 percent straizht term
mertgage into an amortization mortgage requiring annual -ay sents equal

to the oash value of a fixed quantity of far: products,

1 hereby make request that the mortgage now on my farm be re=
funded into an amortizaﬁion mortgage bearing 5 percent interest,
providing for the payment of the cash equivalent of an amount of a
prinocipsal farx orop which when computed st the average price for the
ieriod indicated will pay the interest and retire the principal in

20 years,

Hame

Address

Location and descriptiom of farm

Amount of presexnt mortgage .

rincipal orop  rown on farm
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Average Cash Farm Prices of iheat, Corn and Cotton
1893-1932, by States 1/

[ 1 2
State 1] Yheat ] Corn ] Cottom
+ (per bushel) s1s{per bushel) : (per pound)
s+ ocents 3 cents 3 cente
¥aine [ ] 33 1}
Hew iiampshire i ' 89 :
Vermont s 1%0 3 87 :
lassachusetts : 3 6 s
Rhode Isleand 1 : 10, t
Connectiout 3 ' 26 s
New York s 112 1 81 t
New Jersey : 112 3 7h t
Pennsylvania 109 : T :
Ohlo ' 108 3 58 1
Indiana t 104 . 51 1
Illinois ] 10 s 53 1
Mishigan : 1C : 66 :
tiisoonsin : 100 3 &y :
Minnesota 1 96 : Lo '
Iowa 2 shy 3 51 t
Kissouri s 101 1 60. ' 124
Korth Dakota 68 1 L8 %
South Dakota @ 58 1 Lé t
Febrasks 3 59 3 50 s
Kansas : 93 s 52 )
Delaware ' 106 ' &6 s
iaryland : 108 ' 68 :
Virginia t 11% t 82 3 1345
#est Virginia i 118 ' 86 )
Rorth Carolinas 130 : a : 13.%
South Carolins: U5 3 85 ' 13.5
Georglia 1 i3 3 78 3 1345
Florida t 3 81 t 131
Eentuoky t 113 : 70 t
Tennessee ? 120 s 73 : 13,0
Alahame t 133 : 82 s 1343
Misslasippl 1 ] 8c : 13,9
Arkansas 3 106 : 76 : 13,1
loulsiane 3 1 79 : 13,0
Oklahoma t 93 s 58 : 12.5
Texas : 95 t 69 s 13.1
¥ontana : 871 1 68 s
Idaho s 85 3 71 '
Wyoming ' 82 ' 60 8
Colorado : 85 : 55 :
Now sexieo t 98 ' V{4 t Uje2
Arizooa 1 122 1 107 s 17«5
Utah ' 90 ] 93 :
Nevada ) 115 ] 103 ']
Washington 1 93 ' 83 :
Oregon 1 95 : 87 :
California : 110 t 9l : b
s : '
UNITED STATES 3 ol s 58 ' 13,2
k4 4 $

1/ UsSe Depte Agriculture, State prices are U.S. average prices,
plus or minus average State differentials during 1921-1932

Kl
¢
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Amortization table for & loan eof §1,000 bearing
5 peroent interest psr annum repayable in 20 years
by annual installments of 350.2;

: Interest at 5 percent
Completed 5 Total s Interest 1 Applied

t “rincipal

years t payment 1 on unpaid 3 on :+  still
'3 1 principal s principal : wunpald
1 Dolls, 1 Dollse s Dolls, ¢ 8,

 § 1 4 t
lacosst BO.ZL 3 50000 | 30.21& 4 969.76
2esscet 800% § ’4{5.}.]9  § 510&75 $ 969-76
}ocoo. H BO.% ] ,46090 53.}4 3 90[4.067
hoo.oa H} 800& ] 145025 55001 4 8690&
5000003 80.2:1 t h}.l&a b 36.76 ] 832. 30
60-0.. H) 8002& § m.ss 1 3 58.99 ] m.}l
Teooeer 8062, 1 39472 1 L0OS2 1 753.79
easveet JO.Z& b 37.69 1 h2.55 $ 711 .21;
Jeeeesl 30024 H 35056 1 uioéa 3 666056
10esseet 80.24 ] 33033 $ h6.91 L] 619 065
1leeceant “0024 H 30498 : 119026 1 570.%
12eeeses Boom s 25.52 ] 51 072 1 518.67
1300.00 ] 80.211 3 25.;;3 ] %.31 H h&;.}é
mwo‘oﬁu H OO.&L 25.22 H 57002 $ L;O"{.}b,
150.0.0 t 80.& 4 2003'7  § 59.87 H 32.&7&7
16.0-.-‘ QO.Z}. 3 17-57 3 62-&7 $ 2«&060
17ecceet B0e2: 111.023 H 66401 t 218455
18¢eceet 80021‘.& { 10095 ] 69.31 1}.&9.28
190..0-8 80.2‘ H 7.’46 t 72078 1 76050

200e00et 8Ue33 Jeii3 3 76050 -
] % 3 ]
Total il,@ow 3 6&039 31.‘000.00 3 e
H H L] ?
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Ve
Form of a typieal refunding erop payment mortgage.

THIS XORTGAGE, made the first day of Desember, ninsteen hundred and thirty
three, between William S5mith, the mortgagor, and The First Farm Hortgage

Cospany, the mertgagee.

WITNBSSETH, that to ssoure the rayment of an indebtedness in the sum of

oene thousand dollars (31,000,00), lawful money of the United States, with
interest thereocn at 5 per ocentum par annum, which dedbt the mortgagor heredy
solnowledges and covenants to pay sccording to the eonditions desoribed
below, the mortgagor hereby mortgages to the mortgages the follewing
dasoribed premises, being & farm of one hundred sixty (160) acres. (liere
insert legal demoription of land)

And the lortgagor ocovenants with the iortgagee as follows:

le That the mortgagor will pay the mortgages, hie legal reuresentatives
or assigns, in installments as follows: Tha oash equivalent of aighty five
{85) bushels of wheat, or one hundred thirty eight (138) bushels of sornm,
or six hundred eight (608) pounds of cotton, (the designated commodity to
be used throughout the period of payment) such farm product tobs valued at
the average farm price of the commodity in the State during the preceding
twelve months as determined by the United States Departwent of Agriculture;
sald payrent to be made on the first dey of Decerber next ensuing, and an
amount similarly determined annually thersafter, (until the full amount of

the prinoi is dj together with the interest thereon frow Che date
re: on anoe froe time Lo time at the rate of
centum pcr anmum payable in instalirents as herein desoribeds) = -

TunSl]l 20 full snuuel have been made, The pa t of such annual
oash eguivalent shall be conslidered @ full pa%t mme .t% Eor
sentum ner annum plus the full ol princ requ s
thie e in s, and sucoessive -.nmxﬁ ts of suoh
oash auiv et s oenstitube & full dlscharge Jtﬁm:aexm as_to
te princips © under erms thiz instrument.)
L ]

Pe  That the mortgagor will keep the bulldings oz the premises Ilnsured
against laess by fire for the benefit of the wmortgagee, .

3s That no building om the premises shall be removed or demolished without
the oonssnt of the mortgagee.

lie That the whole of said principal sum shall become due after default in
the payment of any installment for 30 days, or af'ter default in the payment
of any tax, water rate or assessment for 3O days after notice and demand,
5« That the holder of this mortgage, in any sotion to foreslose it, shall
be entitled to the appointment of & receiver,

6e That the mortgager will psy all taxes, assessments or water rates, and
in default therecf, the mortgagee may oay the same,

7« That the mortgagor within 10 days upon request in person or within

30 days upon request by mail will furnish a statement of the amount due on
this mortgages

8¢ That notioce and demand or roquest may be in writing and may be served in
persom or by mail,
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Je That the mortgagor warrents the title to the premises.

IN WITKESS WHEREOF, this mortgage has been duly exeouted by the mortgagore

(signature)
In Presence of':
(¥Witnesses and soknowledgment )
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M’ o
Hr. Riefler s
Qctoder 20, 1934
CoNi=iDe A/~

The modernisation and repailr phase of the Federal Housing Pro-
grem is now launched, and the second phase dealing with the imsurance
of mortgugoe will get under way next month. It ls appropriste at
this time, therefore, to review the program as a whole, to indicate,
first, what has been accoamplished, second, what has been initiated
in such a manner as to give vovery promise of progressive develep-
ment, and, third, what problems nsed further attention at the present
time.

Gonanis of the Frosram.

In its main outlines, this program was formulated (o meet and
correct the conditions presented by the depression. Im 1932 that
large segment of the imerican econowic system which 13 concerned
with the provisisn of shelier for our people was close to a condi~
tion of complete collapse, a collapse that was testified %o Ly a
decline in the current volumse of residential buildinmg of detween
8% and 90 per cent, and was reflected in a stagnant market for lum-
her.» hrick, cement and other uilding materials; im a eontraction
of rail trafflc; and in a widespread and devastating state of un-

employmsnt smong the building trades, and smong architects and

allied professional groups. It was further attested by a staggering.
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nseod for yelief; by the vollapse of the real estate market, where
rents 1a many areas had declinad dy an smount sufficient te wipe
out the margin over carrying charges; amd by the collapse in the
mortgage market, where delinquencies ran betwesn 30 and 40 par
cent, foreclosures tripled and the whole dasis of real est:te waluss
tremblod under the constant threat of widespread dumping of foreclosed
properiies on the market.
Alrs of the Progran,

™e aims of the aduinistration in dealing with this situation
have deen two-fold; firat and most immediately, to meet ths emer-
gency with a variely of devices caloulated to support the weskest
elements in ths whole complex situation; and second, to rebouse Amer-
ica in a mamner consistent with ocur standard of living. Housing
conditions in this country are not ani never have doen adsquate in
relation to our huge resgurces. Today, they are particularly bad,
raflecting, first, umsound duilding develoyments during the doon,
sond, second, five years of underduilding, ia addition to five yoars
of inadequate maintenance of existing duildings. PFros a long-run
point of view, furthemsore, better housing presents the one great
source of capital investment capadle of material expansion to adsord
our mge productive facilitiss. There are fow families in this
conniry sho are so fortumate that they could not, provided they
conld afford it, uss more housing, absorb. more space, live ia
better physical conditions. We have the resources in this coundry

.%o provide thes$ houses, we have the skill, we have the lador, and
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we have the need for housing dy which we can absord these capacities
to the full. Theore neod be no continuing problem of & permansnt
bedy of unemployed if we turn our attention %o housing. Our only
prodlem is to find an intelligent method by which we can utilise

the skill and rescurces of our people in the solution of the Aiffi-
sulties that lie in the way.

Hokhods of ionroach.

As has alreedy been indicated, no single uniform solutiom has
been attempted for this problem. Rather, the procsfure to date has
consisted of the adoption of a realistie approach calculated, om
the one hand, to meet the mwet urgent needs, and, on the other, to
£it into the lomg-time sffort toward bettsr housing. Tmms, the col~
lapse of ‘tho mortgaze market which was accompanied by mounting fore-
closares and dslinquencies, and threatened to end in a collapso of
our whole structurs of real ostate valuss, was met, first, by lideral
loans om mortzage collateral to essential ﬁunei&l institutionse
from the R.7.C., second, by Tederal aid in the refizancing of the
most distressed mortgage situations through the FCA and the HOLC,
and, third, by insurance of existing institutions thremgh the FDIC
and the F.S.1.1.C., while $the imsediate predlem of unemployment
in the Puilding industiries was met Yy relief umder the FERA, and work
opportunities under the PHA, the CWA and F.%.R.A. MNost of these
activities were under way when the coordinated Fodersl Housing
Program vhich eventuated in the FHA was instituted last spring, amd
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had demonstrated their effoctiveness in arresting the cumulative
deterioration in the roal estats fleld togsther. Todsy, the
whole real estate market 1s showing those begimninzs of movement
and 1ife which form a prerequisite to successful constructive ac-
tion. This is evidenced by sach developments as (1) a decrease in
vasancies refleeting, on the one hand, the gradual elinination of
surplas and inadequate housing through fire less, demclitionm, ete.,
and, on the other, groater reeamployment, the undoudlinmg of fam-
ilies, a rensved flow of population from farms {0 urban aress and

 an increase in the marriage rate, (2) the stadilization of rents in

most ssctions of the country and some increase in rents over large
areas, (3) the resppearance of offective immediate demands for new
rosidertial construction in particular areas such as Washinzton,
Fenston and Atlanta.

The second phase of active stimmlation of housing sctivity is
now gotting under way., Iz its degimming it rests primarily om the
maintenance and modeymization progra: that is deing developed by the
THA, aided amd supplemented hy the modernization work deing finsnced
by the HOLC, the slum clearance and subsistence homestead operations
being financed by the PVA amd the stranded families deing rehoused
by the FERA. Of all of these activities, the modernization campalgn
of the FRA offers the most imediate pronise of activity in almost
gvory ares. That the physical need 'for repair and maintenance is
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both Imgs and widsepread 1; attested by the Resal Property Inventory
under the CWA sponsored by the Department of Commerce. The willing-
ness of home owners to remsdy this situation when their rescurces
permit by taking advantage of the facilities offsrsd by the FEA
has already been dsmonstrated during the sixty days in which the
THA has been conducting its campaisns. From the record of lcans
insured to date it is evident that financial institutions with
knowledge of the techniques of making small loans have not lacked
borrowers willing and ready to take advantage of them, This
phase of the work, then, is well under way and will show success
as additional financial institutions learn how to make thess loans.
mmm‘mm%smemardmmwopmtmgonm:
phase of the problem.

The next phase which promises widespread activity over large
aveas will bogin on Hovember 1 when the FEA will anncunce its plaas
for the insurance of mortgages and the chartering of mﬁoml Bort-

~ gage assoclations. These activities promise widespread revival

for the nmortgage market and also new construction of individual
homes where they are needed. Like all droad pro;rems that offer
large ultinate results, the introduction of these new elements into
the situation will require an extraordinary ancunt of administrative
and educational work in the begimming. They promise, however, to
rexard this effort by floating the mortgage debt burden through

lowver interesct rates to borrowers and dy creating really secure as-
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sots fer lenders, by prowmoting new individual home construction at
low financing costs wherever thers {s present a» sconomic demand for
such comstruction, and by controiling the trend of this building
both as to the scundnass of its consiruction and the protection of
its neighborhood enviromment so as to avoid the Mar pitfalls which
are sccountable for much of the present plight of the comstruction
industry.
Gxeup Jensing Froblomts

This resums indicates that the Federal housing progranm i
already well on the way toward complete lamching in so far as ths
deminant form of imerican urban housing is conterned, namely, the
individually owned wnit house. The wor‘m.m of the HOLC and
the ¥HA are both dirscted toward this typical form of urban housing.
There remain to be ‘aonnam the housing problems of two largs sec-
tions of tho popalation which are not so direotly affected by these
programs, namely, cur large rural population where the problem of
battor hounsing is clossly tied uwp with the productivity and pros-
peTity of agricultare, and thoss large ssctions of cur urban popula-

'tion which bscauss of congested conditions must be housed in large

tonement or apartment units. Housing cowditions with respect to a
part of the former of those groups has been and will contimas to
be affected to a ceriain sxtent by tl:;fa development of mubsistence
homestead prejects under P¥A, FERA, and TVA. Ferm housing is also
covered to a limited extent so far as repalir and modernization is
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concerned under the progran of the FHA. In addition, however, the
FCA might well forsmlate plans for aid in the rehousing of individual
owner occupant farms, such plans %0 bo put into effect as soon as
and vhere agricultural conditions justify increesed capital expen-
ditares.

The housing of urban groups located in congestod zreas will de
improved to a limited extent by Fedeoral action already taken or
now under way, nanmely, the inanguration of low-cost housing projects
under the PUA, and the insurance facilities for mortgages on low-
cost housing projects which will soon become available under the
THA, The potapt‘ialiuos presented by this sector of the housing
field have not been fully exploited, however. If we desire %o stim-
ulate construction empleyment rapidly in the housing field this
winter, we can do se¢ through amxlicatiog to this problez. Its com~
plexities are 30 great, howsver, and the amownt of funde which it
can usefully absord so large that it will require both the careful
forrmlation of an intelligent general approach toward the prodlem
and the close coordination of the work of four major Federal agen~
cies, namely, the PWA, the FHA, the XFC, and thes FERA,
Statemant of Pallcy and DXocrsm.
I. Dnified Aduiniskration.

A progran in this particular field cannot de simple--%co many

intercsts, Federnl, State, manicipal, local, snd ﬁnmia} are

involved. If the problem were not extremely complicated there

would be no slums to clear, for slums are not created by any
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overt desire, they are the result of real estates prodlems too
complex to be solved without carefully thowght through pablie
interveniion., If, in the face of these complexities, we hope
to odtain large results on a wide scale with irmediate effects
on esployment and business conditions, the Federal Govermment's
approach to the problem mast be unified, in that lecal growps
should be required to make only one Federal contact., The Yed-
eral program rmst, furthermore, de as simple as possidle and
sufficiently flexidble to mest a wide variety of situations.
RECOIBENDATION I: That a single Federal office be
: created to deal directly with lecal

groups 0B all probdlems concerpad with

the stimlation of urdan spartaemt

housing activity, this office to nake

the necessary contacts and clearances

with the wvariocus major Yederal sgen-
cies involved.

Sinces the program mey require hundreds of millioans or possidly
billions of dollars, svallable rescurces should be Imsbanded
and used as efficiently as possidle. Fortunately, the present
provisicas of the Housing Act which deal with the insurance

of mortgages on low~tost housing projects make avelladle for the
program an almost unlimited supply of private morigage capital
at very low rates. This supply stionld be used %o the utmost,
and other svalladle Federal funds should be reserved for that
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part of the program which cammot be financed privately throwgh

the insured morigage.

The insured mortgage on low-cest housing
rrojects under the JFHA should be looked
to to provide the balk of the funds
required. The Housing Division of the
PH#A should finance the cost of their
direct slum-clearance operations in so
far as possidle through the ¥HA insured
morigage, thus muitiplying many times
the effectiveness of the funds available
to this Division for direet investment

in lew~-cost housing projects. The

EFC should also consider refinancing

as largs a part as possible of its mort-
gages on the Fred I, Prench slum-clear-
ance developmant in the lower Zast Side
through the issus of an insured mort-
gage, thus recovering funds ¢o be made
available for other parts of the Housing
Program.

The program should not bde limited to direct sluom clesrance

operations constructed and financed by the Housing Division

of the P¥A. In addition, provision should be made for Pederal

cooperation with lecal groups--municipalities, housing suthor-

i1ties, neighborhood assoclations, and limited dividend corpor-

ations-~which will permit these groups to inasugurate work on

a mach wider scale than is nessible on direct projects where

Waahingtbn must assune responsibility for intimate supervision

of destails. To exploit this large field of local initiative,

however, tﬁc requirements for Federal aid rmst be much simpler
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than in the case of similar undertakings in the past. They
mat be of a character which will permit interested lecal groups
to now immediately what general conditions they st mest
so that they can undertaks to meet these conditions without
constant clearance at Washington.
RECOMERDATION 1113 '

The followling set of gemeral requirements for locally

sponsored projects should be announced:

The approach should be on a large encugh scale to
promise substantial correction of a civic sore spot.
In the lower East Side in New York, for exarple, the pro-
Ject should contemplate the rebuilding of the entire ‘
area. A project limited to a few blocks wonld emlist
1ittle coopsration because it would not promise to ar-
rect or roverse the progressive decay that has been the
root of the difficulty.

B. Lend Usilisation.

The project should conform fully to the highest require-
ments of urban planming, urban growth trends, and the rost
desired methods of land utilization. Tils means that the
whole neighborhood should be revamped to fit into the lines
of desirable city growth and not confined to its present
characteristics. In some cases, this will involve the
demolition of a dscaying lewer middle~class neighdorhood
and its replacement with dwellings for workers. Im other
cases, it will msan the conversion of a festsring slwmm
area into a white~collar neighbdorbood. In the lower
East Sidé in New York, for exemple, where the restric-
tion of immigration and the movement of industry has re-
sulted in a population deoclines of 50 pexr cent during the
last generation, the project should conteplate a rebduild-
ing of the entire area for the class of population to
which it is best auited, namely, the white-collar worker
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employed in lowar Manhattan or in the Forty-second Street
] district.

C. Avol ding.

The program should de directed toward the preservation of
sound real estats conditions and should not countemance
overbullding. To do so would not only be unsound, It
wounld creats inexcusable delay in its inamgurationm by
srousing opposition among looal real estate interests.

It should, thersfors, provide that the new housing under-
taken should provide for the demolition of an equivalent
mmber of existing residential units, or for housing a
population equivalent in mumbers to that now inhsbiting
the area to be demolished.

D.

To prevent this type of program, which conterplates the
full utilization of local initiative, from resulting in
incorpetent local management, a progran shiould contemplate
both Federal aid in financing and a substantial local
squity. To this emd, ths FHA shonld announce that where
a proposed project involves the clearance and demolition
of a congested ares, it stands ready to insure mortgages
up %o the full amount required for the project other than
the cost of land assembly. This cost should de carried
by the local group and should constitute their equity

in the project, The Federal Govermment can help in this
land assembly, however, in many ways outlined below.

B, Linitatjon of Return,

The limited dividend corporation device offers the greatest
possibilitics for stimmlating widespread local initiative,
provided it is interpreted and applied somewhat more lidber-~
ally than in the past. In permitting lecal groups to
enter assembled land as their full equity in a limited
dividend low-cost hwusing 6project the retwrn on this equity
should be limited not to or cent of present estinated
value {which is freguently so low taat owners prefer to
wait for a rise in values) but rather 6 per cent of the
value of the property im the period 1926-1929 whemn most

of the present incumbrances were placed. Ths plaa should
also permit this return to increase to0 § per cent or even
10 per cent after the property is completely amortised,
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7. Limitation of Rentals,

The project should provide for limitation of rentals but
these limits should be written in terms of the type of
renter fer whose use the project was formulated. In the
lower East Side, fer sxample, the rent should be limited
in such a way as to bde a substantial protection for the
white~collar worksr for whom the project is designed.

It would stultify the success of the whole prejeect to try
to set a level of rents applicable to the incomes of the
people now living in the lower East Side.

Yoderal Goverzment Ald.

The ready availability of mortgage funds under the YHA consti-
tutes the sreatest single source of Federal aid to this pro-
cram, especially so in view of the fact that the wording of
the law is quite flexible and pernits a much more liberal asd
realistiec definition of what constitutes low-cost housing
than has existed in past legislation. In addition, however,
there are meny other ways in which the Federal Govermment can
lend its aid in the quick assembly of land and the rapid inan-

guration of projescts,
A. [Help in Demelition.

Through the FERA, the Federal Goverment can offer to carry
the cost of demelition ef existing structures in comnec-
tion with the undertsiing of approved low-cost housing
projects. This will add no cost to the Federal GCovermment
that is not xiready being carried, it will provide usefnl
activity for the work relief program of the FRBA, and it
will resuld in a material saving in the overall cost of
new projects. In the lower East Side in New Yerk, it is
estimated that this will result in a saring equivalent to
$.75 a square foot of land assembled.
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The requirement recomnended above that the existing real
estate situation bde preserved by limiting sither the number
of new housing units to be constructed or the maber of
people to be housed, to those displaced by the demolition
of existing structures, increases somewhat tiie relative
cost of land assenbdly simoe sponsors will be prevented
fron malcing uwp for high~cost land by building larger amd
higher buildings. This impediment can be more thanm neu-
tralized, however, by having the P¥A lend funds to muni-
cipalities for the purchase of land in these areas for
parks, parks that are usually needed decaunse congestion,
high land costs, and inadequate park and playsround facili-
ties are usually associzated in slum arsas, The existence
of over-congested districts today is due to inadeguate
social planning, and 1t is proper that society assume the
cost of relieving this congestion through purchase of
property for public uses, especially so when the contemplated
expenditure is part of a progran such as this where the
surrounding properties which will benefit by the improvement
are linited as to their return so that the net denefit

of the expenditure of public furmds is bound to be returned
to the pudlic in the form of lowsr rents. Aan additiomal
indncemsnt to mmmicipalities might be provided by requir-
ing projeets of this kind to turn over a part of their net
revermes to the municipality after amortization of the
insared mortzage fimancing is completed.

c.

The RFC can well take the lead in aiding local groups to
assemdle the property needed for projects such as those
cutlined above. A typical assembly under the above plan
wonld require the formation of a local limited dividend
housing corperation or neighborhood association. To pro-
ceed offectively, this body, after formalating its gemeral
plans in accordance with the requiremsnts ocutlined above,
would mest the very practical immedizte prodlem (1) of
acquiring title to all of the land in the large area ro-
quired, and (2} of arranging for the sale of part of this
land to the ecity for park purposes. In general, cutright
purchase of all of the land either in the market or through
condemnation procedures would bs too slow. A plam should
be formmlated, therefore, which would contain strong in-
ducements for the majority of the lecal owmers, particu~
larly those that are heavily over-mortgaged, to pool their
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properties voluntarily in ordesr to put the program into
operation and to salvage their invesiment. A possible set-
ur for such a plan would werk as follows:

1.

2e

3.

He

The HPC would organize a truat company in cooperation
with cooperating lecal owners who would turm over
their titles to the trust company in return for capital
stockk in the sawe, the relatives valumes of such proper-
ties in the exchange to be determimed by an independent
valuation and arbitration cormittee of high local
standing after the plan was far enough along to insure
its sucoess.

This trust company would arrsnge with the city for the
sale to it of & certain percentage of the area for
park puarposes provided the entire area is assembled
and the project is formally inangurated.

The P¥A would lend the funds to the rmnicipality to
financs this purchase,

The trust company with these funde from the sale of

land as security would then be in a position to borrow
additional funds from the EFC, putting it in possession
of total cash resources up %o, say, a third of the

total value of the property to be assembled, such

value to be determined, not by the current market,

but by the value of the propsrty in the period 1926-1929.

With these funds in hand or in prospect, the $rust com-
pany would then invite all owners of property in the
area to be assembled to turn over their titles %o the
corpany on the same basis as the orizinal sgonsors,
nzmoly, in cxshange for stock in the trust company,

the total wvalus of all such stock issued to De squiva-
lent to the total value of the area on a 1926-1929
basis, with the relative ratio of each imdividual
riecs of proparty turned over te this total to be
determined by the impartial arbitration commitiee
noted above, This arbitration committes would not func-
tion until substantially all ¢f the property were
turned over. It would then value both the entire

arsa and each individual unit on a 1226-1929 basis.

On the besis ef this valuation, the trust company would
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offer one-third cash and two-thirds in stock to each
of the participating owners in return for final
tranafer of title.

6. With the land assemdled, the trust company would pro-

ceed to incorporate a limited dividend low-cost housing
project to meet the rejuirements outlined above.

State Lesislation Desired.

This program should engender a maxirmm of local cooperation.

Present owners would stand to get immediate cash for their hold-
ings uo to oms~third of a 1926-1929 valnation and an ecuity
in the limited dividend low-cost housing project on wiich they
might éarn as mch as 6 per cent on the remainder. This would
constitute an attractive offer to most owners and an irresistible
offer to holders of mortgages against the propertios required.
It should also enlist general civic support because it (a)
promises to recwove a sore spot inm civie dcvolopmont.. {(v) promises
increased employment and business uctivity, and (c) does not
create an addition to existing vacancies. Every move so far
outlined, furthemmore, can bs inangurated on the basis of exist-
ing legislation.

If new legislation is nesded to supplement the program, it
will be largely state legislation to remove local hindrances

and restrictions. The need for this where it exists will

‘usually becoms apparent and can be secured as the progran is

pushed into operation.

Federal Reserve Bank of St. Louis
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Ons additional piece of state legislation that would de
axtremely helpful, however, can be seen now, namely, a variation
of the customary comdemmation luws which will rsquire all property
ownere in a given area to exchanze their titles for equities in.
a pooled ownership association under a plan sinilar to that
outlined above, provided a majority, or two-thirds of the owners
voluntarily do so. Such a bill was wp before the New Yerk State
Legislature at the swmuer session and is said to have a good
chance of emactment at the coming winter semsion., Immediate
preparation to secure the passage of this type of legislation
in all states having key cities faced with sium problems con-
stitutes tiie most pressing requirement of’. the prozram at the
present time. Giver such legislation there is every probadbility
that slum clearance could de inangurated upon a very wide scale

daring the winter.
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Ooteber 25, 193

Imlm:l.ng Store'. 'mutm. otc.
(Yo local tax exemption)

£ost of Conatruction (to be financed by insured mortgage)t
Building, including bdullder's f88.cevsvssccvasssssnce ’230.@.000
Architocts and EngineeYScccsccvcrarcvvonsssvevasnsace 9,000,000
Interost, Taxes, Insuranos and Surety Bondecesscosses 17,000,000
coutin[gmlﬂﬂo'n-to--'ovnc'oo0-o-o-coocoooocan'--ntcio W

Total Outlw £or ConstInotioNeescssesrssnsesassss ‘2?0.“1).%

| W (to be carried by M)ooo.m-o-c--ooiuuocnc-con ( h.Om.OOO)

iand Assecbly. _
$330,000,000 less $30,000,000 for parks sold to olty. 300,000,000

GARITAL SiZeUP (CONSOLIDAZED)

ASGETS LIABILITIES
Landecococuvens $300.0w,0® Insured morigageese %YQ.M.W
Bulldingseesass 270.000.&)0 loan fromt FPCeseese » ?5.%0.000

0@1‘&1 BtoCkceceane

Totaleesess $570,000,000 $570,000,000
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Octoder 25, 1934

Operation of building, repair and

DAINLOTANCO. resoconrsasnsrcunes $7.000,000
Dodpots Profit from satmeteringe. 1,700,000

m.lo.'tniolllco.ovc

TOXBBoensvestsnasasnvrasevicnsssssvssosssnsuse

Ragerve for ronlaoor®nleccccecnevenverssvsnse
m’m;oocncdtcltlo.to

Interest on insured mortzoge 3wl/2fecescssces
Anortization and mortzage insuranc® “Freeeves

ankal. incooa nacasaary. 30 0ovar Xiks oo

Interost on HPC loan et l&:&...u......u.....
Aortization at 3% {20 }”M).cocvov'vvpooo--

Dividends on ocapital at o (mntil R¥C lean

”tiM)ondonoo--qﬁcccpoca‘no-oo..ooctotn--

Availadble for m‘pl\tﬂ...u....nu.u....-...

m..i...’.."'.'.‘

Aoreal_Incere,

dtores

41,500 1ineal fest (15.6 fto per
100 pcp.) at ‘110 per fhevavesevvancsnccans

Aparteantg - 250,000 rooms &% 12,50 per

nonth PO¥ rOMessnsnsonsssncssscavesssssnne

%m.;ODCOCQQQOQQOQOOlQQ
Lass 5% for vasancieBessesssssncsecasosyessns
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354300,000

650,000
La350.000.

$7,300,000

9,150,000
5a400,000

322.150;000
3+000,000

$27,%00,000

Ba250,000
338,650,000

23160
$39,901,760

‘ hu555-0,00

3L.300,000

$42,065,000
2,168,240

$39,90%,760
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Par month

1, %o float entire ProJettecccescscncens $12.l:“)

2¢ To p”'ﬁct Bl sensosncscecsnscasnvene 3.00
Joe To protect FHAserscsecesvennsoesnness 6»%

X IBOONR AMALYSIS
Sogond Taenky Yoars

Apmmal, Frpengons
‘Operations, Taxes and Raswrves (sa0 $).. $ 7.;‘958.000

Interest on insured mortsog@escccsccescce 9 »000
Amortization and mbrigage insuraio®eeeve 5

$22,150,000
Dividends on capital at 7 por oenbeecess 15a150,000

Todp) cesesssrsse  $37,900,000
Availadle £or urnlUSescecsescevesevesse  _2a001.760

T0TALenesesosessce sw

m (892 X)Seecscennscescsncncscccossccs 33‘9,901;7&

Anmas)_Fapensons

Operations, tates and Reserves (Soe X).e $ 7,300,000
DMvidands on Gmit&l at 10‘,:-*7’0000--000»n¢o 22.500.000
Availadle for remt reduction or for

dividend 40 Cltysessccceccccrcnneroce nm

Tomopobouotoo $39;901;7m
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December 27, 1934

THE LOUSING PROBLEM
%e We Riefler

A paper read before the American
Assoclation for the Advancement

of Science. Decomber 31, 1934

Gentlemen:

One of the notuble developments of the past year has been
tne quickening of interest in the problem of housing. In part,
this increased attention has constituted merely a normal cublic
response to the discussion which accompanied the enactment of the
National Housing ict and to the publicity which has dbeen given
to the activities of the Federzl Housing Administration. In a
more fundamental sense, however, both the lational Housing Act
and the Federal Housing Administration constitute the response of
government to one of the most significant problems im the American
scene, a problem that was present throughout the building boom of
the ;post-war era even before we had gone through the experience
of five years of unparsllelled depression in the housing industry.
I refer to that whole complex of phenomena that are associsted with
tiie housing problem, not on.y the housing situation inm physical
terms bdbut also to the bullding labor situation, the foreclosure
situation, the mortgage situation, the industrial situation and
the tax situmtion. W#itnh the gradual awakening during the past

year to the importance of this problem, there has come an apire-
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ciation of its widespread ramifications in the availability of em-
ployment and the necessity for relief, of its financial implice-
tions to home owners as well as to mortgage investors, and finally
of its social conseguences, not only in terms of disease-ridden
slums, but also in terms of economic security and of the general
well-being and standard of living of the mass of the people.

Housing in its broadest terms deals with all of the factors
which determine the condition of our human habitations, and the
problem of hcusing is the problem of raising the standard of these
habitations to a level commensurate with our chysical resources, our
technical egui,ment, and our industrial efficiency. It is not
merely a problem of decression, though it has certainly constituted
one of the most important factors in the depression, nor is it solely
& problem of recovery even though a resumption of housing construc-
tion would constitute a major factor in a revival of general activity.
It strikes broader and reaches deepver than these phenomena. The
housing problem, though not so readily apparent, was with us long
before this depression began in tue relative deterioration of our
housing accommodatione. ¥ollowing the war, the standard of our human
Labitations failed to reflect the increase in our rescurces, our
industrial capacity and our skill. In terme of provision for the
three primary human needs--food, clothing and shelter--by which the
economic jerformunce of a civilixation is tested, our provision
for human habitation became increasingly inadejuate as compared

witn other major aspects of our life.
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Compare for a moment our record im housing with our progress
in other respects. Uuring the wost-war decede, the inventive sakill
of the country and its genlus for mass production wers ussd io re-
make almost every ;hase of our natiomal life that lent itself to
modernization, &ll, that is, except the most imvortant rhase of all,
our housing facilities. Ve developed the automobile and the radio
to the point where tiey becams integrated into the standurd of living
of the maes of the peor}e; we covered the continent with & net-
work of high-:speed, hard-surfaced highways; we rebuilt our factory
plant and ejuipment along the most :cientific lines. Ve also
8ngsuged in construction on an unjrecedented scale--we constructed
office buildings, bank buildings, hotels, movie pelsces, ciurches,
on & plane of affluence never witnessed before. In the field of
housing construction, however, thougit the physical volume of new
building was lurge, the jquality im the muin was shoddy, the cost out
of reach of the mass of the peocple, and ths uctivity governed more
by speuculztive consiierations than by economic realities,  There
was but little improvement in the housing of the white~collsr worker,
the laborer, and the farmer. XKven samong the more fortunate income
grou.s, it becamue common for the head of tne family to work in office
surrounaings conforming to a higher standard of tuste, furnisaings,
and general construction, than he could provide for his family, for
that fwouily when it went to & movie, a hotel, or a church, to move
in a higher standard of elegance than they were zccustomed to at

home, und for the children of the family when they departed for college
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to enjoy living conditions im dormitories and iraternity houses of

a quiality that would be denied to the major portion of them througiiout
tue remuzinder of their lives. 1n short, even at the peax of indus-
trial znd commerciai prosgerity immediuste.y prior to tae depression
the grexzt du:k of our people nad become accustomed, almost us a mat-
ter of course, to sub-standard housing.

The provlew of modernizad nousing, tnerefore, not only deals
with a great ouman needs; it disclosas a great econonic opportunity.
In ths provision of nabitavions for human veings commensuraite wita
tne stuniards we n-ve provided im otner parts of our ecunomy, there
is scope for phe full absorption of our surplus savings, for the
full utilization of our surplus resources, for tha tull emsloyment
of our surplus labor. A movement for molernized nousing, in fact,
not here and thers only, but in every commmunity, & movement tnat
really wusssured up to the magnitune waich the need and opportunity
call for, would reguire iabor, resvurces and skiii on a scele hitner-
to unseen, even at ihs pre-deyression height of our industrial modern-
ization., 1t is zgainst a scals such as tnis toat the potential-
ities ror recovery tiet lie in tiie nousing movemeni must be measured,

This sketch of the background of the housing problem skouid
serve to indicate its far-reaching ends, its vast implications for
numan well-being. #r. Hovsn of the Housing Jivision of tne Fuo-
lic Vorks Administration, wiose paper followe this, will indicate

to you some of the long-term aspectis of the problem, some of the
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difficulties that mast be faced if we are to attain these objectives,
some of the decisions tpnat mmst be made. On my part, the remsinder

of tnis paper will sketch briefly the energency aspects of the problem
and some of tne emsrgency measures -dopted toward its solution.

From the onset of the depression, vconomists have become in-
creasingly impressed with the overwhelning importance of tre con-
struction industry in the current b:siness picture. According to the
latest study of comstruction volumss recently issued by tiie Nationsal
Bureau of -~conowmic kKesearch, the expenditures of the mmericsn people
on construction of all kinds, including maintenance and repairs,
totalled $15,900,000,000 in 1y28. In 1929, it was $14,400,000,000,
in 1930 $11,900,000,000. By 1933 it had declined to $5, 300,000,000,
In short, the decline in comstruction accounts for the direct loss
of em.loyment on the part of more workers than any other single in-
dustry. This unemployment has not been confined to the building
trades, it has engulfed teamsters hauling construction materials
to the site of activity; employeces of railrocads transporting lumber,
brick, cement, plumbing, heating and electrical supplies; factory
workerse engazed in the processing of these commoditiei; lumber jacks
and miners producing the raw materials from which they are made.
mong the professions, it has thinned the ranks of Qrchitects and
engineers, and among the service industries, it has dispensed with
tie labor of thousands of real estute brokers, mortgage brokers, and
aprraisers.

This huge total of construction volumes cannot be restored

directly by a renewal of housing activities zlone. In the 1928 total
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of nearly $16,000,000,000 are included the normal construction out-
lays of our Yederal Government and our stutes, counties and muni-
cipalities, amounting in the aggregate to a sum about e :uivalent

to the amcunts invested in residential construction during the lecade
of the twenties and exceeding residential construction activities
many times over during recent ysars. A second large segment of this
construction total once consisted of commercial buildings of all
kinds, such as office buildings and hotels. A third seguent consisted
of new industrial building: factories, railroad extensions, utility
installxztions, etc. With the decline in general business activity
these two latter types of construction have almost disappeared. A
fourth consisted of commercial and industrial maintenance which has
been held to a minimum in recent years bec.mse of the general policy
of conserv:ing cash reéources. Finally, there is housing, residen=
tial construction, which in 1928 amounted to over $3,000,000,000

and by 1933 had declined to one-tenth that amount. Of the major
tyres of construction activities, -ublic works have declined least
during the de;ression, reflecting in part the sharp increase in
Federal public works activities wnd tne assistance wiiich the Federal
Government has given to the maintenance of construction on the part

of local public bodies.
Of the various recovery offorts which are being instituted
to revive construction activity outside the field of sorks financed

from -ublic funds, the stiummlaticn of repair, maintenance, and
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modernization ssems to offer by far the greatest promise for imme-
diate results. You are all prodably aware of the organiszed efforts
which thouMn of communities have undertakea in recent months to
bring home to their people the desirability, more, the necessity of
maintaining, repairing, modernisimg their homes, their office build-
ings, stores, factories, ia shert, their physical properties of all
kinds. This movemsnt is promising in so far as guick results are
concersed, firet, bdecause & great need is presemt, for under the
stress of the last five yoars proper provision for adequate main-
tenance has besn postpomed im all too many cases; second, becauss
work of this character cam be insugurated quickly--elaborate plans
and long-drswn out preparations being unnecessary; and, third, becanse
thers has come sufficient revival in general dusiness activity during
the last twe years to resawaken in owners a grester realisation of

the nesd for the pressrvation and modermiszation of their physical
assets than was present during t.e monihs that preceded the nadir

of the depression.

In the case of home owners, the Yederal Govermment has Zone
further in its efforts to stizmulate a remcwed interest in adeguate
repair, maintenance, and modernisatiom. It has apuropriated
$200,000,000 to insure banks, building and loan asscciations, finance
companies, in short, accredited financial institutions of all kinds
which are accessible to the home owner, against losses which they
may incuor im exteading small loans to borrowers who desire to repair

or improve their properties. As a result of this effort, thonsands
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of financial iInstitutions are now learning to make loans to a class
of people with whom in general they have not dealt before and for a
purpose for which credit has been difficult if not impossible to
obtain and, when available, has required the tender of mortgage
security. Results of this movement to date indicate that there is
a genuine legitimate demand for this new type of credit which will
probably continue to be met even after the special aids now provided
by the Federal Government have lapsed. Thousands of banks are making
the acquaintance of a new type of customer. They are learning that
small home-owner borrowers repay their debts by and large. 1In all
probability, many of them will continue to make their facilities
available to these people as a permanent service.

Stimulation of private activity in new construction as contrasted
with repairs, maintenance, and modernisation offers greater diffi-
culty. In general, current business voJumes preclude the economic
availability of any great volume of demand for new construction at
this time in the form of office buildings, hotels, or extensions
to industrial plant and equipment. Such demands will arise with
revival but in general they will reflect revival rather than act as
an initiating stimulus. In the field of housing, however, there is
a greater immediate opportunity. Here too construction of new hous-
ing will be small iIn those neighborhoods where existing vacant struc-
tures of an attractive character are available and pressing on the
market. There are areas, however, where revival has proceeded to the

point where this condition no longer exists, and there are many other
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areas where a renswed demand for houeing is imminent. %ith the de-
cline in new residential construction since 1929 and the continued
disag;earance of existing structures from the market due to fire,
demolition, or decay beyond nope of audequate repair, we are steadily
approaching the time whsn a revival of new residential construction
will cunstitute an urgent necessity rather th:n a desirable element
in & recovery program. hRecent studies of the Bureaun of Foreign and
Domestic Commorce scow that in 64 scattered cities selected for their
representative character, vacancies in the winter of 193334 were
reduced to & per cent, on the average, of tiie total number of houses
surveyed, Uf tiis total, over 2 per cent consisted of strauctures

unfit for human habitation. In tuese same cities, doubling up of

" fumilies in the same dwelling umit totalled 7 rer cent. In other

Digitized for FRASER

words, even as long &8s & year ago, & revival in business activity

in these represseatative citizs, merely sufficient to permit families
to live by themselves without doubling up, would have more than ab-
sorbed tihe availuable housing facilities which voro'of & character
suitable for numan Labitation.

A revival of new ;rivate residential comstruction, however,
implies us an essential prerequisite a revival in mortgige financing,
for home construction is dependent almost wholly om borrowed funds.
Under ti.e conditions prevailing during recent years, it requires
more tuaan thi;, it reguiras the virtual reconstruction of the mort-
gage nmurket--u major ravision in the basic practices of mortgage

financing as they have beon developed in this country. I refer
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specifically teo three fundamental defects, first, the dependence

on second mortgage financing for new home comstructioa, financing
that has been mssociasted with practices sufficiently dubiocus to

have acquired the sobriguet "the mortgage racket®, second, to the
prenloncﬁ of first mortgages written vm a three-to-five-year basis,
which were never expected to be repaid in that short period--rather,
it vas blindly scesumed &s & matter of courss, both by home~owners

and mertgage iuvestors, that investment fumde would bde availadle

for their refinancing om maturity; and, third, to the lack of adaquate
provision for ligquidity of mortgage investments, especially im periods
of financial stress. Permeatad with thees structural wesakresses,

tks mortgage market approached a state of collapse as the depression
developad. O'inlg to losses sustained im speculative building ventures
during the boom, second-mortgage financing began to disaprear inm-

some localities as early as 1930, thus restricting sharply the availe
ability of funds for res residentizl construction. By 1931, the
availability of fumds for the refinancing of sxieting first mortgages
was affected, reflecting in part an unsatisfactory experience om the
part of mortzage investors with home owners vixo bad suffered seriocus
loss of income as a consegquence of the depression, arnd, in part,

the growing credit crisis with its emphasie upon the necessity of
increased liguidity for investment rortfolios. Under the full impact
of this crisis in 1932 and sarly 1933, the market for first mort-

gage loans, including loans om un uestionad security, became frozenm.
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Institutions, which had hituerto specialized in this ty,e of invest-
ment, finding that they were not as 1iquid as had been assumad,
sought to diminish their aggregzte outstanding commitments as rapidly
as could be, There was a flight from mortgeges ax & class of in-
vestent and a universal desire to confins new investment to U, S.
Government securities and other highly liquid instruments.

The Federal Government has sought toc mitigate this pressure
by & variety of messures: first, through loans by the Feconstruction
Finsnce Corporation and the newly created Pedersl Home Loan Benks
to financial institutions holding mortgsge rortblios; second,
through the direct refunding of mortgages on distressed farms and
homes by the Farm Creiit Administration and the Home Jwnsrs! loan
Corporation; and, third, through provision for the insurance 4f mort-
gages by the Federal Housing Administration.

This last phase of the general progrzm for rehabilitation of the
mortgsge market is now in process of development and applies to sound
mortguges on existing properties as well as to mortgages covefing
the financing of new residential construction. It provides for thne
gemine reconstruction of home financing and offers both heme owners
and mortgage investors protection from the vicissitudes wbkich have
been showered upon them during the ﬁast five years. To the home
owner it offers, first, an avenus of escape from the heazards of
second-mortgage financiné. for firet mortgages on good homes may
be insured up to as h.gh as B0 per cent of their aprraised wvalue.

This means that the prospective home owner who has accumlated savings
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to the extent of twenty per cent of his investament will be permitted
t§ borrow the remaining 80 per c¢cent in a single transaction; second,
it offors the home owner am orportunity to acguire a dedt-free hoxe
in twenty years, for these mortgages provide that the principal of
the debt must be amortized currently by small periodic payments and
parmit this period of amortisation to rum for as long as twanty
years., The mortgage investor also is offered protection in this new
typo of instrumsnt such as he has naver had befors. Ia the first
Flace, before cartifying s mortgage for insurance, the Federal Housing
Administration rmst be satisfied that the income and prespects of
_tho owner indicate that he will be able to cearry the loan without
unine strain. From the noint of view of the investor this means
that these mortgages will possess the same elements of security that
are enjoysd by the best types of consumer credit instruments. From
the roint of view of the prospective home owner it means that the
Toderal Ooverrment is introducing imto mortgage lending an odjective
credit test dased on credit standards derived from experiencs of the
home owner's ability to pay, thus incressing both the investment
sescurity sand protecting the over-optimistic sales prospect from

the persusasive powers of the lass scrupulous type of real estate
promoter. Secomdly, these mortgages will possees the highest quality
of real sstate property as security. Insured mortgages must de

secured Wy properties measuring uwp to high standards with respect
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mot only to desigm but also to workmanship, quality and the neigh-
borhood enviromment ia which they are placed. By instituting these
standards as a prersquisite to insurance, the Federal Government is
placing its support dack of housing officials, socially minded ar-
chitects and others concerned with protection of the home owner
against shoddy housing and protection of the commnity against decayed
neighborhoods and unsocial environmental developments, Finmally, im
addition to both of these elements of security, which will give these
nortgages new standards of quality as private investments, mortgage
investors will enjoy all of the advantages that accrue to an invest-
ment insured dy the Federal Housing Administration.

Although these measures have been designed frankly to meet an
emergency situation, they possess long-term implications of fsr-‘
reaching import. Most important perhaps of these long-term aspects

are the effects which the various standards of mortgage practice,

including those just indicated, may bde expected to exert throughout

the housing field. Because of the fact that the Yederal Housing
Administration makes no loans of its own but instead makes available
definite privileges to all types of private mortgage investors who
meet its standards, it is in a position to promote the introduction
of high standards of practice throughout a huge ssgment of our scon-

omic activities. Most important of these standards, prodabdly,is the

insistence that economic and social realities should be faced at the

time when a ca.ital debt such as a mortgage is contracted, and that

the dedt transaction snould not be consummated until and unless
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serious consideration has been given to and adequate provision
bas been made for all of tho major hasards that may be expected
to develop during ths outstanding 1ifo of the commitment. In taking
advantage of ths facilities opened up to them through tho National
Housing Act, private mortgage investors of all types will be drought
into close contact with these basic considerations and with the most
modern methods that have been devised for their solution., It may de
expectesd, thersfore, that these same investors will de stimmlated
gradually to adopt comparable practices with regard to other long-
term investments that are not eligidle for insurance through the aid
of the Government.

First anong these is adequate provision for amortisation.
If this depression has taught us anything concerning debt burdens
and the problems of over-indebtedness, it has taught us the value,
more the utter necessity of adequate provision for amortisation.
Long-term capital debts should be repaid gradumlly out of incone
during the life of the propertiy which they were created to finance.
they should provide in the original contract for such repayment and
the original contract should be written for a period of sufficient
years to permit the retirement of debt out of income. This is not
new. It is an o0ld principle of sound financial practice, more honored
in the bdreach than in the observance. Iﬁ fact, the laws of this
country, Federsl as well as state, with their requirements for three-
and-five-ysar loans, have actually forbidden important groups of

home mortgage investors from aryulying these principles. Ilad it been
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honored throughout the long-term investment field during the past
generation, our debt problems today would present a very different
aspect, The introduction of amortization practices throughout the
resl estate field, in consegquence, may be exyected to produce
profound changes in our future re;l'estate problems. We may not
find in the future, as we do today, when we desire to convert an
infested slum area to other uses of a more economic and social
character that we are continuslly brought face to face, not only
with problems of excessive land valu:tion, but also with an almost
inextricable interweaving of these land values with debts--~debts
held by investment institutions that are custodians of our savings,
debts created in the past under highly different econditions but
projected into & present situation wherse the values they once re:re-
sented huve disappeared. These debts have ersisted because there
was not sufficient apprecixtion at the tims tuey were made that the
most recurrent theme of moderm civilization is change and that in-
vestors of all men should attune their operations to the recurring

roythm of that theme.
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Dear Wing-—

I was very sorry to have missed you in Washington,
I arrived the day after you left. Am leaving tomorrow for a
8ix weeks' trip to Europe to get a much-needed rest, and to
study economic conditions over there. As you know, I am par-
ticularly interested in the housing situation, and intend to
study, very carefully, housing experience in England. I cer-
tainly hope I will be able to see you almost immediately after
my return.

While I am away, I have a suggestion to make to you.
Mr. Edward A. Gould, of the Bankers Bond & Mortgage Guaranty
Company, #521 Fifth Avenue, New York, has been working with
our Committee on a bullding report that we intend to have ready
upon my return. He comes from Chicago, and has recently con-
nected with the above company. I feel that he has a vast
fund of knowledge on the subject of home mortgages, and can
contribute a great deal to the efforts of the Government. He
has a very definite plan in mind in the formation of a company
under Title III. For some reason or other he has not been
able to make any progress in Washington. I suggested that
he drop you a line and arrange to see you when you are in New
York. In the event that you are not going to be in New York
soon, I believe he would gladly go up to Cape Cod. When you
hear from him, I hope you will arrange the appointment with
him,

I hope you are having a real pleasant Summer. Will
get in touch with you upon my return, which is now planned for
August 19th.

Kindest regards.

Mr. Winfield Riefler, COMMITTEE FOR ECONOMIC RECOVERY
Brewster, Mass.
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TREASURY DEPARTMENT

WASHINGTON

November 12, 1935

Dear Dr. Riefler:

Thank you for your letter of
the 6th.
I understand your point of view

now completely.
I fully agree that it would be
wise for FHA to stress the refinancing of existing

construction during the winter season.
I was glad to hear from you again.

Since{é | Yo S
oty 70,

Dr. Winfield W. Riefler,
The Institute for Advanced Study,

20 Nassau Street,
Princeton, N. J.

PGshh
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November 6, 1938

Dear iir. Grimms

Thank you for yowr letter of Octobor Sl. I am very sorry that
there has beeun ony misunderstanding of m; views on the question of the
relative emphasis to be placed on aow comsiruction as comprred with refinanc-

~ing wder Title Ii of the HNatlonal Iousing Acte

Broadly snd fumdenentally speaking, 1% is my view that both
phases of the Aot must be emphaslized, namecly, .t}nt while our objeotives ure
(1) reviwl of énployment in the building industries, {(2) improvenont in
standards of housing of ouxr peeple, and (3) reorganisation of the mortgage
market upon « souni besis, the abocuplhhmént of these high objectives requires
not only adoquate provision for the finnneing of new oonstruntion‘ but also
provision for the refinancing of existing properties. in amslogy to my
thought night be dreawn frum fho sutouobile market. ivery experienced autamobile
men lnowthat you cammot build and market new oars wnless you have at your
dlsposnl & thoroughly sound and fmotioning market for used oars taken in
trede, I belleve it is equally true that you will not exporience o real
revival of new bullding until the finanocial pi'oblm thut encumber owners of
oxisting property are oleared away.

S50 muoh for my gemersl position, In terms of strategy, it hes
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lir. Peter Grimm Hovember 6, 1936

been my feeling that Title II could be made to function more quiskly by conoe.
trating a rnzjor portion of effort this winter on refinancing. 48 T toid the
Secretery, we are now entering the season of dullness in new eonstruotion and
efforts towards the stimula.tion of bullding ns suech carmot he exroctcd to bear
great frult until next Apﬂl or May. Vo oan atrengthen our oryumization
enormously during the winter by concentrating on refineneing end thuc be ina
position to stimulate now comstruction to the full when sessgonsl fuctors apain
become favoreble in the spring.

Very truly youre,
WINFIELD Vie RIVFLIT

ir. Peter Crima

Asgistant to the Secretury
Trecswry lupartment
Vashington, I's Ce

WiR/ D
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TREASURY DEPARTMENT

WASHINGTON

October 31, 1935

Dear Dr. Riefler:

The Secretary mentioned to me this week
that he had seen you and that you mentioned a misunder-
standing on my part of the views you expressed respect-
ing new construction under Title II of the NHA.

I should most sincerely regret having re-
peated your statement inaccurately. But my recollection
then and now is that it was in your mind and in the minds
of those associated with you in the drafting of the Act
that new construction was not to be financed at all and
that the financing of new construction was more or less
forced into the Act by subsequent considerations. You
may recall that I expressed some surprise at the sugges-
tion that this phase of FHA activities might well be sub-
dued, and that at that point I asked Jeff Coolidge to
join us as his thought was so much at variance with yourse

However, I know how easy it is to misinter-
pret another's views. While I should deplore falling
into that error in any case, I should particularly deplore
doing so in yours because of the weight which I attach to
your judgment in this extremely important fielde

If you can conveniently do so, I will ap-
preciate an expression of your thought on the question
of emphasis on new construction as compared with refinanc-
ing existing construction under the Act.

Since?éiy yowgz:)

. g

5.- o

Dr. Winfred Riefler,
Princeton University,
Princeton, New Jersey.
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December 10, 1835
Governor Iocles FHA matters for discussion at

J. M, Daiger tomorrow's luncheon.

I think that Mr, ¥cDonald’s invitation to you and me to meet
him at luncheon tomorrow with Mr. Walsh snd Mr. Catherine is due ia part
to his desire to have Walsh and Catherine hear your views on the FRA
and ia larger part to his desire to form a sort of working alliance
with you on the 1938 progrem.

In the conversation at last week's luncheom, you hit out
pretty hard at the FHA set-up, particularly from the standpoint of
the opersting persomnel in the regional and local offices. At the
same time you evidenced a good deal of support for some of the measures
that the Freed-Moley group has beem pressing, not so much through the
FHA as through the Federal Heme Loan Bank Board and the Department of
Commerce.

Hemce I should like to analyse triefly these two aspects of
the msttsr——the FHA set-up and the 1988 program—before we get into the
discussion of them at tomorrow's lumchech.
| The bulk of the FiiA bDusiness under Title II has come thus far
from the sember banks of the Federal Reserve Oyzteam. The banks gemerally,
mmmm,mtfaammmﬁtof&omm.
but most of this is from the member banks. The member banks also have
among them the largest wolume of funds cwrently avallable for mortgage
investasat--considerably more than is held Yy any other class of in-

stitutions.
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Because of thees very practical considerations, I have
argued that the obvious way to advance the FHA prograa is for the
YHA to have the kind of set-up thst, on the ons hand, will win the
confidence of s much larger number of banks and thus result in a
much larger und more widespread number of spproved-mortgages banks,
and, on the other hand, wlll creste among prospective borrowers &
larger demand sumong thess banks for the FHA type of mortgage loan,

It is my opinion that the FHA does not have this type of set-up,

and I should therefore like you to press this view tomorrow.as desl-
ing with & situstion that definitely needs to be met quite apart from
the 1838 program.

Some of the best mortgage men I know have stated without
qualification that the FHA has eatablished a scunder system of sp-
praisal practice than ary private institution bas ever devised. They
tell me that they bhave adopted its stendards regardless of whether or
not they insure their loans with the FHA., They count the standards as
one of the notable contributions of the New Deal to the fleld of mort-
gage finsneing.

In other words, s loan made according to FHA standards 15 &
prime investaent, It is such an investment even mithout the ultimeate
gusranty afforded by the Federal Governaent,

But to establiah the standards is one thing and to enforce
them is another and quite differemt thing. Too many banks, + am afraid,
have the impression that the practices of the FHA are lax snd that this
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laxity is dus to high-pressure promotion methods which put the emphasis
on volume rather than on quality. Instead of regarding the FHA as
affording a good business mechanism through which tocpen up more freely
on mortgage losna, the banks are impressed by the faot that the regional
and local offices are under great pressure from Washington for volume at
any price. The inevitabls result, as I see it, is to defeat the very
objestive that the FHA is precccupied with-——narely, volume, '

The point about this that I would eall particularly to yowr
attention is that the responsibility for whatever laxity there may
be is right here in Washington, not in the regional and local offices.

I think that you may tend to overemphasise the shortcoaings of the
regional and looal personnel and to aseribe to these men faults that

are largely dus to the kind of pressure they are under from headquarters,
1 know, of course, that the FHA got off to a political start, but it
also started with the fallacioue notion, in Mr. Moffett's classic phrase,
that the Fii is ";urely a selling proposition,*

In its approach to the bunks, the FHA has in my opinion re-
1lied altogether too much on the inducement of high interest rates.
Hunifestly, &8 low interest rate for a long-term loan was the potent
wmeans thaet the FiA had for creuting a demaxd among borrowers for the
FHA type of loan. The groundwork for this demand was laid in the
publicity that preceded and sccompanied the pessage of the Housing
Aet. But after a year and a half of FHA operation the b per cent rate
contemplated in the Act as the muximum exce; t wnder uwnusual circum-
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~ stances has not yet materislized, though a lower rate would now be
easily possible if the 5 per cemt rate had been established at the
outset.

Like the high~iressure promotion snd the tendency toward
laxity that 1s its counterpart, the high rates of interest mcin-
tained bty the FHA have in my opinion been & deterrent rather than
an inducement where the bLanks are ¢oncerned. The rates of 64, 8,
and 8} per cent, which the FHA kas established from time to time,
have been wholly out of line with the preveiling rates on high-
grade investments. The result here, I think, has been to cheapam
the YHA type of mortgage in the minds of bapkers snd to raise the
question, at least subconseliously, whether there is not after all
eome doubt as to the quelity of the mortgsges insured by the FHA,

In other words, I have argued that ihe banks would place
s much higher walue on the ultimate gueranty of the Federal Govern-
sent on the FHA type of mortgage if the return on thess mortgages
wers in line with the return oa other prise long~term investments.
I have gaid that the FHA camnot "dribe" banks into making loesns by
offering s rate s point or hulf-a~point above the market, but that
it ocould induce them to lend by using a low rate to exphusise high
quality.

If you agres with this view from a banking stendpoint, I
should like you to emphesize it tomo:. row as well as the need for
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meking the practices of the FHA eonform to its much-advertlsed
standards.

The point about the Freed-Moley program to which I would
particularly cell yrur attention ig that it is directed to the
*~uta® rather than to the "ins." It looks tovard mortguge finencing
through the dbuilding and loen associations and toward housing pro-
notion through the Department of Commerce. Its eaphasis on the
building and loan assocletions 1s due to its draving s mistaken
analogy between them and the British building sogleties, disrsgard~
ing the faet that the widespreed holding of awvellable funds for mort-
gege lending in this country is among the banks and that the funds of
our building end loan associstions are pretty much depleted., Personal
differences between MeDonald and Freed znd personzl relaticnships be-
tween Freed and one of Secretary Roper's assistants sceount in lerge
part, I think, for the proposal to take FHA out of the houeing-
promotion field and turn that work over to the Department of Commerce.

The points shout the Freed-doley program that I mm in so-
cord with are, first, the emphasis on the type of housing for which
there is virtuslly an unlimited market, and, second, the oproritunity
for larger units to operste profitadly in the low-cost huusing field,
These are the two aspeets of the British housing program that have
besn chiefly responsidle for its magnitude and its sucoess.

The Freed-Moley group gives a greatly misteken impressiom,
in my opinion, in attaching primsry importance to the low rate of
intsrest and to the smell down~-payment, and sapecially in regarding
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the latter as readily sdaptable to the situation in this eountry,.
The housing boom in Greet Britain began when the interest rate
charged by the bullding societies was close to 6 per cent. The
rate foll to 5} per cent after the boom was well under way and
resched 44 per cent only in the latter part of last year, two end
a half years after the boom was feaadveaeskx started.

As to the 10 per cent dom-payment, that is mads possible
by the sise and financial responsibility of the British building=
companies. These companies "go on the mortgage® in the sams way
that our automobile deslers, for exsample, ure parties to automobile
sale-contracts with finance oompanies, The British builders leave
part of their investment in the mortgage with the building scclety
until the mortgage is paid dowm to about 76 per cent. ¥e 40 not
yet have operators who are oapabls of doing that, Our home-building

is carried on by thousands of small developers and contractors

operating on a shoe-string, whereas most of the btuilding in Oreat

Pritein is dome by & handful of big companies,

The best sxplamations of the British boom that I bave
sten ere those given by the Westainster Bank and Yty the London
Roonomist. The gist of their explanation ls that the housing boom
is sttributable to greet advances in wages, o groat reductions in
the prices of food and clothing, to the successful operation of un-
employment insurance, and to the resultant increased purchasing
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power flowing into the housing field,

Finslly, the essentisl example to be drawn for us is
that the housing boom in Great Britain is & boom in low-cost
houses, The price renge 1s from $2,5600 to $4,000, and the sversge
1s about £$5,000, Ky argument, in substance, is that we have an
snormous potential market among familiee thut cen buy houses on
s down-payment of £800 to 21,000 and s monthly payment of $30 to
$40 under the FHA set-up, These would be houses in & price range
of 34,000 to $5,000, I think that this is the very best that we
oan do on & large soale under our existing cost stxucturs,

Much as I should like to see a further reductiom of
the intersst rete, and certdin as I am that the mortigage market
would accept it, I do not see how it can become an important
factor except in relution to the type of houses for which there
is a large merket. It is primarily the total cost of the house,
and not a difference of half-a~point or one point in the interest
rate, that determines whether or not the borrower can carry the
monthly chorge,. _

Which is a way of saying, in short, that governmsntal
propaganda and governmental inducements should be focussed on the
price claes where the potential volume is,

Federal Reserve Bank of St. Louis
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FEDERAL HOUSING ADMINISTRATION '
WASHINGTON

STEWART McDONALD
ADMINISTRATOR
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Mey 17, 1938

Dr. Winfield W. Riefler
Institute for Advanced Study
69 Alexander Street
Princeton, New Jersey

Dear Win:

At the suggestion of James Roosevelt, I invited my old
friend, Gerzld Lambert, of Princeton, New Jerszey, to come to
Washington in the hope that we might press him into some kind
of govermmental service. He is an exceedingly resourceful man,
and is gifted with a guick mind which operates in channels not
marked by the usual lights and buoys.

We hope that, among other things, his ingenious mind might
crack what appesrs to be the inner-tomb of the housing pyremid —
namely, putting construction of homes on a wholesale basis.

Vie have had some excellent moving pictures of the English
method made by Pathe, and are in the hoves that through these and
some idea which Mr. Lambert may conceive, we will not only awsaken
further interest in housing, but set it on the right channels in
respect to lower costs, wholesule prices, and elimination of labor
rackets. Next time you are in Weshington, don't fail to remind me
to show you these pictures.

Of course, we are immensely pleased with the way the Federal
Housing Administration is moving right now, especially as we are

apperently running contrawise to all other indices. The accompany-

ing chart will give you a very good idea, and in adaition to this,
I mignt say that the large scale housing operations are beginning
to teke hold and the renewel of Title I has been exceedingly ef-
fective, inasmuch as approximately Three and One-half Million Dol-

lers! worth of strictly modernization notes is being reported weekly.

The fuct remeins, however, thet smzll homes are still built
at the cobbler's last by an army of small contractors, and while

they do not as a rule employ union labor and are not subject to the

http://fraser.stlouisfed.org/
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building rackets as much as large scale housing operations, they
are, on the other hand, built at az terrifically high cost, due to

the fuct that these small operators must not only pay retail prices
for the building materisls, but generally arec charged extra on ac-
count of poor credit -- and all this goes on the srice of the house.

I have asked iir. Lambert to give you a ring, as I know you
will enjoy chatting "housing®™ with him, and if it is not calling
upon you too heavily, I am hoping you wili give him something of
the background of the Housing Act, in which you were so largely
instrunental in establishing.

With best wishes, I am

Sincerely yours,

Stewart micDonW

Administrator
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Two-FirTy Park AVENUE

October 6, 1938.

Winfield W, Riefler, Esq.,
Institute for Advanced Study,
Princeton, New Jersey.

Dear Sir:
Mr. Lambert is not in the office but
requested that the enclosed copy of Outline of a
Plan in connection with housing be sent to you.
Yours very truly,

%é?z{/f EL A

Secretary to
Gerard B. Lambert.

HFM:T
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OUTLINE OF A PLAN TO INTEREST PRIVATE CAPITAL IN
THE CONSTRUCTION OF LOW-COST HOUSING

Ihe Problem
In his message to Congress on November 29, 1937, the
President said:

*The long~continued lag in building is a drag on all
industry and trade. This presents an urgent problem which
is the common concern of industry, labor, and government.
All business needs the infusion of orders and the diffusion
of purchasing power that come when building is thriving.
Great numbers of people look directly or indirectly to
the construction industry for employment. This industry,
to a greater extent than any other, can put idle funds to
work and thus speed up the circuletion of the Butiont's
money supply. This, in turn, would increase national
income, reduce unemployment, and as a result contribute
toward a balancing of the Budget.®

This quotation may be supplemented by the statement
that if private capital does not provide sufficient housing in
the lower income groups, expenditures of State and Federal funds
to meet an insistent demand will increase the burden on the tax-

payers of the country.

o of

The object of th§ plan is to induce a form of capital,
not now actively employed in housing, to invest large sums in
low-cost housing. The capital referred to is that which is

ordinarily invested at a low rate of interest, and which would
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not engage in purely speculative building. A further object
is to employ this capital in the form of large corporations,
so that the obvious advantsgzes of yuantity building and opera-

tion may be utiliszed.

The Market Aveilable
Generally speaking, private capital has never erected
new dwelling units for rental or for sale which are planned for
immediste occupancy by those in the lower income groups; nence
a lzrge untouched market exists in this field. Of the 12,000,000
urban rental families in tie country—-
4 million pay rent of less than $5 Jer room per month
5 million pay rent from $5 to $10 per room per month
3 million pay rent of more tnan $10 per room per month
For the first grou; some crovision iz being msde by the
activities of the United States Housing Authnority, although the
recent appropriation for that jurpose will eventually take care
of only about 200,000 families. Of the last zroup only about
60,000 families are being provided for by the erection of rental
units. The very large undeveloped murket is for those familles
in the middle yroup peying rent from $5 to $10 per room per

month.

Ihe Plap
If private capital, not now engaged directly in build-~

ing, could be directed to a market not now being touched, the

Federal Reserve Bank of St. Louis
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result on our national income would be equivalent to the
discovery of a new industry. The plan pyroposed herewith
should accomplish that result.

It is suggested that a new type of corporation shall
be recognised in Federal law. These corporations might be
called Limited Profit Housing Corporations. They could be
incorporated in any State.

Securities of the corporations would be limited to
a maximum return of 4 per cent on the capital invested, and
no profit could accrue to the corporation or investor beyond
this return. To accomplish this, it is proposed that the in-
vested capital be returned to the inwvestor by yearly payments,
and that a 4 per cent return be paid only on the amount of
capital outstanding in any one year. That is to say, the’
investor shall receive annually an even amount which will
return the capital over a period of years and yield a returm
of 4 per cent on the amount of money still invested in the
property in any one year. When any given housing unit has
returned the capital and 4 per cent thereon, the unit sust be
turned over to the community if the houses were built for rental
purposes, or to the occupants if built for sale.

In the case of & rental project that is to be turned
over to the community after the retirement of the capital, it

is reasonable to expect that, before the project is undertaken,
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arrangements could be made with the municipality, because of
the acquisition of such a valuable asset, to accept local taxes
only in the amount required for eszential services to the
property. This saving in current taxes would reduce one of
the subatantial charges which make for higher rentals, and yet
the arrangement would eventually afford the municipality a
property producing for it a revenue exceeding that ever ex-
pected from taxes, In other words, the community acquires a
capital asset and a source of revenue, which together may jus~
tify a marked reduction in local taxes. The community can, of
course, use its discretion in the case of each housing unit,

as it would have no forced obligation under the Federal law.
The eventual ownership by the communities of properties of this
sort would constitute a distinct advance in social control. In
fact it would be advisable to provide that the community may,
in its discretion, obtain a property at any time after fifteen
years from the date of its construction by payment of the out-
standing amount of the invested capital.

The required release of the title to the property
eiiminates all desire or possibility of sgeculation, and im doing
80 permits lower rents or lower monthly payments. A study of
rental projects now being bullt by private capital discloses that
the desire for speculative profit is a large factor in ths pre~
vention of low rentals.
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It is proposed that corporations under this plan shall
have no mortgages, thus eliminating the various charges, other
than interest and asmortiszation, which are incidental to mortgage
financing.

With such a plan as outlined, the maximum financial
charge will be limited to the return of the capital by amortise~
tion, &nd earnings of 4 per cent on that capital. As no specula-
tive profit would be possible for the investor, the security for
the investment would be sought by reaching the mass market of the
low income group. Such an objective offers zn incentive for
capital in large blocks to use its facilities to lower building
costs by quantity buying of materials, improved methods of build-
ing, and steady employment of labor.

Control of Farnings
It 1s proposed that, although the rate of return for

these securities may not exceed 4 per cent, the rate for any new

issue may, if circumstances warrant, be nade less than 4 per cent
by joint action of the Secretary of the Treasury and the Pederal

Housing Administrator. This provision would prevent any possible
conflict with Federal financing, and also would afford effective

control by the Government if further expansion of these corpora-

tions i1s considered inadvisable.

Inducement to Capita)
Having set up the mechanism which in operation would
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certainly orovide new housing for the income group not now being
reached, it is essential to include in the plan & factor that is
& strong inducement to capitai to make the investment.

This is true because, as outlined, the plan requires
capital to limit its return--to give up &ll chance of profit--to
forego any guarantee of its investment or earnings-—and to offer
control of its rsate of return and future expansion to & govern~
mental body.

The inducement should be consistent with the policles
of the Administration and of the Treusury Depsriment. It should
s1s0 be of & character wnich will actually attract capitel in
large amounts and for continuing periods. The inducement sug-
gested herewith complies with these requirements.

It is >roposed that all revenue accruing directly to
individuals from these corporations shall be subject to all
Federal income taxes, but that on account of the public good
resulting from the investment & rewerd or subsidy be permitted
in the form of a deduction from the finsl tax figure, which
deduction is equivalent to the surtax on income from these cor-
porations up to ten per cent of ar individual's income from &ll
sources, including tax exeumpt securities.

In other words, an individual may invest in any amount
of these securities, and the usual income taxes apply, but the

tax on an emount up to ten per cent of his total income, as far

Federal Reserve Bank of St. Louis
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as it may coms from this type of corporation, shall be offmst
by a deduction equivalent to the surtax on that part of his
income. Yor example, if an individual has an income from gll
sources of $100,000, and $40,000 of it is from these corporatioms,
a deduction of the equivalent of his surtax on $10,000 is aliowed.
If only $5,000 of his income comes from these corporstions, a
deduction equivalent to his surtax on $5,000 is allowed.

It is clear that this provision makes it impossible
for persons of high income to retire behind these securities in
an effort to avold their proportionate share of Governmeat ex~
penses. Corporations holding such securities do not present any
suriax problem. In the case of the limited profit housing
corparations themselves, the very nature of their operntions
would suggest that they be relieved altogether of Federal taxes
on corporations, or else be given a substantial credit or redue-

tion that the low-rental purpose would require.

Consistency
It has been stated above that the proposed induceaent

to capital would be consistent with Goverament policy. This
statement is true for two reasonss

I. The Government has found it wise and necessary to
offer some aid to promote various housing sactivities. In the
case of the United States Housing Authority very substantial
subsidies are offered. In the case of the Foderal Housing Ad-
ministration & contingent liability is wmdertaken. The assistance

Federal Reserve Bank of St. Louis



Repreduced from the Unclassified / Declassified Holdings of the Naticnal Archives

Digitized for FRASER
http://fraser.stlouisfed.org/

or subsidy suggested here applies to the income group lying

betwsen those benefitted by the activities of these two agencies.

In this case, however, the operation of the plan results in no
disbursements by the Government, no contingeant lisbilities of

the Government, and in fact an increase in the net revenue of

the Treasury. This increase in revenue comes from Federal taxes

on the stimulated industrisl activity resulting directly from
the investment, and that increase can be shown to be greater
than the tax deduction allowed.

Il1. Granting of tax deductions, as proposed for an
inducenent, is consistent with the Presideant's message of
April 14, 1938, PFurthermore, the ususl objections even to tax
exemption do not apply.

The usual objections to exemption are as follows:

1. tio a wi |
b4 actliy stry.

Under this plan, on the contrary, capital would be

withdrawn from an inactive state to stimulate an industry readily

susceptible of expansion.

Under this plan there would be a net increase in the

reveaus of the Treasury, not otherwise obtainable from the build.

ing industry.
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because of eage of borrowing.
Under this plan no new debt to the municipalities 1is

involved. On the comntrary, they will receive a permanent asset
and a new source of revenue, Moreover, any unearned increment
in the properties will run to the municipalities rather than teo

private omners.

IV, 80C t w 0

Complete or even a material avoidance of income taxes
is impossible under the plan proposed.

The tax deductions proposed are in return for a direct
social and economic benefit. It should be pointed out, however,
that these deductions accrus to an individual in decreasing amounts
each year, and the returned capital must be reinvested, probably

in new construction.

in Conclusjon
The most important single step necessary to achieve

low-cost bhousing with private capital is the creation of large
investing corporations, employing their financial resources and
technical skill to lower building costs. The proposed plan should
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bring about this desired result. It is essential, however,
that all component parts be permitted to function im combina-
tion, otherwise the present untouched market will not be

reached,

October 4, 1938
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¥r, Hanry DBruere, President
The Bomr{ Savinzs Bank
110 East iPnd Street

Haw Yorle City

Dear Mr, Brusret

*  Thank you for vour letter of April Z5¢h enclosing the
opening names of rour article on the F,H.,A, ¥v recollection
18 not tor accurate. I remember tallting over with you the
problem of the mortrngo martet and the building induetry in
tHe early £all cf 197%, I know algo that at that time oy
chief preoccounntion was o device a mortoage instrument thal
would aliminate tha scocond mortrace, I know ¢t I had not

“yat concelived of the ingured mortzare as of that time, The

iden came t0 me ar-und the end of the yenr, I delieve in the
first days of Jamuary, 1934, Ye were all greatly concerned
at that time with the collapse of the mortgnrs guarantee com-
paniss and wera trving to device financial mechanisms that
would work nerinst a recurrence of such ¢ollapses in the
future., It is mltogether probable, therefore, that we covered
the mnrrteage gusrantee companles in nur cmversationa, In
fact, I hrve 1inm recol’ectionns of goings over that aitustion
»ith you at various times durings 1033,

I have no objection, of cour=e, to your makihg reference
to our conversations at that time.

Yery sincsrely yours,

Winfield ¥, Riefler

Federal Reserve Bank of St. Louis
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THE BOWERY SAVINGS BANK

110 EAST 42~p STREET

NEW YORK

HENRY BRUERE

PRESIDENT
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Dr, Winfield W, Riefler
Princeton University
Princeton, New Jersey

Dear Dr. Riefler:

I am writing a little piece on the F.H.A.,
for one of the bank journals.

Will you be good enough to look over the
enclosed introductory paragraphs in which I
have taken liberties with your name? If my re~
collection is incorrect in whole, or in part,
will you be good enough to suggest any changes
to conform with the facts?

I would like to have your consent to make
these references to you.

Iours very sincerely,

HB-enc. f %,
Pr&side Z&i“L’tJZ“ﬁ
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Epitaph for the FHA Graveyard

Here lies the single mortgage,
Sound, amortized, chaste,

The foe of all fake values,
Tnhe scourge of debt and waste.

FHA's chief stock in trade,
Praised throughout the land

Then sacrificed to suit the taste
Of the retail lumber band.

Proud, alcof and celibate

It scorned the motley fray

It wouldn't flirt with second liens
It wasn't made that way

John Fghey tried to strike it dowm
With foul and deadly blows

But Dr. Pigher rose in wrath

And tramped on Fghey's toes.

McDonald, toc, put in some licks,
Was even hsard to say,
He'd see 0ld John secure in hell
Before he'd give away.

Then when all seemed fairly won,

And it feared no more attack,

4 subtle group it thought its friends,
Just knifed it in the back.

But be not too dismayed, good folk
When you read this epitaph,

Me thinks that from the tomb will come
The last and choicest laugh.





