¥hat we must have in this country, if housing is to remain essentially

& matter of private enterprise, is & co-ordinated nationsl system of home mortgage

financing, possessing the following main characteristics:
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It must be based on the genersl use of the long~term fully
amortized mortgage.

First mortgege loans must be obtainable in amounts up to

75 or 80 per cent of appreised values, in order to eliminate
the second mortgege racket.

Terms and conditions of the mortgage must be standardised,
partienlarly with respeet to apopraisals of the property,

so that one morigage is substantially as sound as another
irrespective of the location of the property.

Hechinery must be established to provide a nation-wide
merket for the standard mortgage, so thet all communities
may benefit from the supnly of funds aznd the most favorable
interest rates aveilable for the country as & whole.

The system must have centralised control and supervision,
primarily sabmesdly for the formulstion and enforcement of
the appraisal standards, through which progressive improve-

ment can be obteined in the cuality of Americen housing.



THE_PRESENT SET-UP

Leaving out of sccount the various Divisions of the Governsest using
public funds, we heve {two principel federsl sgencles engsged in housing finance -
the Federsl Housing Administration and the Federsl Home Losn Bank System. To
& censiderable extent their functions overlep and to some extent they conflict.
Both are designed to foster the development of & home mortgage finsncing system
with charecteristics similar to those outlined above. But each is hampered, either
by too marrow limitations of its field of action or by imperfections in the

organic law under which it operates,

This is the co-ordinatiag agency for the great group of howe finsneing
institutions opersting on the prineciple of co-operative thrift and saviag -
notably the Federal savings and lozn sssociations and other similar member:s
institutions. It is sdmirebly organized and adninistered, being one of the prige
exnibits of the Hew Deal,

But under the present set-up it cenuot accomplish the development of
the pation-wide sysiem required. In the first place, the ingtitutions naturally
belonging under its jurisdiction sccount for only from one-fourth to one-third of
the home mortgage finencing of the country. In the second place, the system is
not designed to formulate and enforce standard terms and conditioms of the mortgages,
with respect to appraisals snd in other perticulsrs, a2lthough a high guality of
long~-term lending transsction is required of the zember inmstitutions, In the
third place, the sbility of the system in its present legal framework to provide

a2 broad market for morigages is not certain.
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This agency is designed theoreticslly to develop the complete home
mortgege financing system required, in =2l1 sarticulsrs. Its central festure is
mutuel mortgage insursnce, which is the meang to the end of standardizing home
mortgage lending procedure. Its srogram calls also for the establishment of
nationel mortgage associstions, to provide & nation-wide market for insured
mortigeges.

Unfortunately, its legal framework is defective, and with certain ex-
ceptions to be mentioned presently, its edministration has not yet become very
efficient. Moreover, if it should become fully successful, its very success would
seriously damege certain valusble parts of the program of the Federsl Home Lozn
Bank System.

Certain pheses of its aduinistrstion are excellent. This is notably
true of the technieal and sppraisals divisions. & great deal of progress hes al-
ready been made towards the establishment of standards that will go far to pa‘;
home mortgage lending on a thoroughly sound basis and to bring sbout increasing
improvement in land layout and the design snd construetion of residentisl property.

There are & number of minor defects in the organic legislation under
which this sgeucy operates, but the principel ome is the costliness of the mutuel
mortgage insurance. Even &t the minimum preseribed in the law, the cost amounts
to epproximately one per cent per amnum on the outstanding prineipal of the
mortgage. This fact is sufficient to prevent the fulfillment of & condition
necessary for the success of the planj namely, that the insured mortgage shall be
so attractive to all concerumed in the finencing of home ownership that it is

preferred over all other types.
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SUGGESTED UNIFICATION
The Federal Housing &dministrztion amd the Federal Ho-e Loan Bank

System should be consolidated to form & single sgency of the Government, occuping
in the field of home mortgege financing a position somewhai snalogous to that
of the Federal Reserve System in the field of commerciel benking, This would
involve completely redrefting the respective stetutcs under which the two organi-
sations now operate, to form & comprehensive whole. The basic principles of
Title II of the National Housing Act, providing for mutual morigage insurance,
ghould be preserved; but the cost of the insurance should be limited to uwot more
than one~half of ome per cent per annum on the outstanding balance, and prefersbly
it should be furnished free of charge by the Government, &s & weens to en end
of first class national importance. If thies suggestion appesrs unsound st first
glance, & little reflecticn should serve to throw a different light on it,

Title IIT of the !ationai Hyusing Act should be shandeoned, but the
law should be 20 revised as to permit the Federsl Home Loan banks to perform the
functions intended for the national mortgege asscciations.

I shall not attempt to discuss further changes here. The two organie
Acts should be carefully studied, and a new bill should be drawn, perhaps not for
introduction during the present session of Congress, but certainly during the

nexi segsion.
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