December 4, 1334,

Hon., James A, Moffett, Administrator,
Federal Housing Administration,

Wﬂsmngbon’ D. Gﬁ
Dear Mr, HMoffettis

In view of the asctive part that I took in helpw
ing to develop the srogram that led to the adoption of
the Hational Housing ict, I have niturally followed the
orogress of the Federal Housing idministration with
great interest, and I of courss share the desire of your-
self and your assaociates thet its operations shsll be
wholly sucoeauful,

It 1s for these resgons that I am gending to you
o memorandum that expresses wiih great frankness ny views
on the regulations recently iasued to govern the operation
of Title II. I am sure you will fully realisze that the
eriticiems and suggestions gontained in the msmorandum are
offered in a spirit of the utmost friendliness, and only
with a desire to see the use of the insured amortised
mortgage encouraged within the widest onracticable limits.

At the sawe time I want you to inow that I myself
fully realize the posaidbility that I may have misread or
misunderatood soume of the regulstions to which exceptions
are teken in the memorandum. I know alsc that there sust
be matters that have cowe up in the practical administrae
ticn of the Housing Act. thit thoze of us who worked on the
program some months sgo could not have farseen. Keverthe-
leas I shall aporeciate it if you will give the mattors
referred to in this cemorasdum some consideration, end then
let me discuss them with you at your voavenience,

Fith kind sersonal regsrds and good wishes, I am

Sincarely yours,

JuB/lem
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December 4, 1954,

Hon, Thomas Jefferson Coolidge,
The Under-Gecretary,

Treasury Depsriment,
%ashington, D, C.

voar Jeffs

I am gsnding %o you & copy of a memorandum
that I have sent today to ¥r. Moffett on the regulaw
tions recently issued by the Federal Housing Admine
istration, with regard to ths insurence of mortgages.

These regulations, it seems to me, ars far
too restrictive and will severely limit the bencfita
of Titles II and III.

I will ask you to regard this memorandum as
personal ani confidential, and I would appreciate
an expression of your views on the criticisms and
guggestions that it contains.

Yours sincerely,

JEUsgh
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December 4, 1934,

Yon, Herman Oliphant, General Jcunse ,
Treasury Department,
Washington, D. C,

Jear Herwant

I am sending to you a copy of a memorandum
that I have sent today to M¥r, ¥offett on the regula~
tions recently iasued by the Federal Housing Admine
istration, with regard to the insurance of mortgages.

These regulations, it seems to me, are far
too restrictive and will saverely limit the benefits
of Titles IT and IIIX.

1 will ask you to regard this memorandum as
personal and confidential, and I would appreciate
an expreasion of yowr views on the criticisms and
suggestions that it contains,

fours sincerely,

Jilsgh
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Cecenber <

Sre Jacob Viner,

healstant to the Becretsry,
Treagury depariment,
¥ashington, D. C,

Sear . Viners

I am sending Lo you a copy ol a memorandum
thet I have sent todsy to ¥r. Molfeti or the regula-
tions regently issued by the Federal Houslng Admine
istration, with regard to the Insurance of mortgages.

These regulations, it seems to me, are far
too restrictive and wlll seversely limit the benefits
of Ttles II an¢ IIl.

I will ask you to regard this memorandum &g
personal and confidential, and I would appreciate
an expression of your views on the criticisws and
suggestions that it contalns.

Yours slncerely,

JlhLtab
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Lecember 4, 1344,

Hon., Preston Delano, General Manager,
Home Owners' Loan Corporatlon,

Rew Post Office Bullding,

#ashington, D. C.

Dear Prestont

I am sending to you & copy of & memorandum
that I bhave sent today to kr, Voffeit on the ragula-
tions recently issued by the Federal Housing Admine
istration, with regard to the lusurance of mortgages.

These regulations, it seems to me, are far
tou restrictive and will severely limit the benefits
of Titles IT and III,

I will ask ycu to regard this memorandum ag
personal ana confldential, and I woulc appreciate an
expression of your views on the criticisms and sug-
gestions that it containa.

Lours sincerely,

Jhitgh
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Jecember 4, 1904,

Hon, Rexford G. Tugwell, Under Secretary,
lepartment of Agriculture,
Washington, D, C,

ear Hexit

I um sending te you & copy of a memoranium
that I have sent today to kr, Moffett on the regulae
tions recently issued by the Federsal lousing Acmin-
istration, with regard to the insurance of mortgages.

These vegulations, it seems to me, ars far
t00 restrictive and will severely limlt the banefits
of Titles II and III.

I will ask you Lo regerd ihis memorandum ap
personsl and confidential, armd I would appreciate an
expression of your views on the criticisms and sug-
gestions that it contains.

fours sincerely,

Jiitah



Locenmber 4, 18354,

Hon, Harry L. Hopkins, Administrator,
Federal kmergency ielief Administration,
1754 wew York Avenue,

#ashington, L. C,

Jear Harrys

I am sewding to you & copy ol a semorandum
that I have sent today to Mr. M¥offeit on the regula-
tions recently 1ssued by the Fodersl Housing Admin-
istration, with regard to the insurance of morigages.

These regulations, it seoms to me, are far
too restrictive and will severely limlt the benelits
of Titles II ard III.

I will ask you to regard this memorandum as
personal and confidentlal, and I would appreciate
an expression of your views on the criticisme and
suggeations that it contelns,

lours slincerely,

Jébs st
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December 4, 1934,

Hous John H, Pahey, Chairman,
Home Owners' Loan Corporation,
Washington, D, C.

Daar Hr. F&h@y‘

Tou told me that you would like to see a
coyy of the memorandum that I hed in mind sending
1o lire Hoffett on the regulations governing the
inswrance of nortgages under the Hational Housing
Act.

I have just prepared this meworandum, and
I am sending it to Mr. Moffett todays I zm sending
a gopy of it to you, but with the reguest that you
regard 1t as strictly versonal and confidential.,

When you have had an oppartunity to read
the memorandum, I wish that you would let me have
your views on the criticisms and suggestions made
therein.

Sincerely yours,

JHD/ Lem
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December &, 133i.

Hr. Winfield W. Riefler, Economic Adviaor,
National Emergency Council,

Department of Commerce Bufiding,
Washington, D, C.

Dear Wing

I am sending tec you = copy of & memorandum
that I sent yesterdsy to Mr. Moffett on the regula-
tions receuntly issued by the Federal Housing Admin-
istration, with regard to the insurance of mortgages.

These regylationsz, it seems %o uwe, are far
too restrictive and will severely limit the benefits
of Titles II =nd III,

T will ask you %o regard this memorandum as
personal sand confldential, and I would appreciate
an expression of your views on the eriticisms and
suggestlions that it coutains,

Yours siicerely,

ND/ lem
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Decesber 5, 1934,

Hon, Donald R. Richberg, Executive Director,
Hational Emergency Council,

Comsercial Nationsl Bank Building,
Waghington, D. C.

Dear ir, Richbergi

I am sending to you a sopy of a memorandum
that I gent yesterday to Mr, Moffett on the regula-
tione recently issued by the Federal Housing Aduin-

- istration, with regard to the insurance of wortgages.

These reguiations, it seems to me, are far
too restrictive and will ssverely limit the benefits
of Titles Il and III,

I wvill ask you to regard thls memorandum as
personal and confidentlal, and I would sppresiate
an expreasion of your viewe on the criticlams snd
suggeations that it conteius.

Yours sincerely,

IHD/Lom
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December &, 1534,

Mr, W, Aversell Harrimss,
Hational Recovery Administration,
Department of Commerce Building,
Washington, D. C.

Dear ¥r. Harrimans

I am sending to you & copy of a memorandum
that I sent yesterdsy to Kr, Hoffett on the regula-
tions recently lasued by the Federal Housing idmin-
istration, with regard to the insurance of mortgages.

These regulations, it seems to me, are far

- too restrictive and will severely 1limit the benefits

of Titles IX and IIX,
- I will ask you to regard this memorandum 25
peraonal and coufidential, and I would appreciate

an expression of your views on the oriticisms and
suggestions that 1t contalns,

Yours sincerely,

Jib/1en
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December 5, 1954,

Mr, Frank C, Walker,
1800 Broadway,
New Iork, Ho ¥

Dear Fra.ks

I an sending to you a gopy of « memorandum
that I sent yesterday to Mr. Moffett on the regula-
tions regently issued hy the Federal Housing Admine
iatration, with regsrd $o the insurance of mortgages,

These regulations, it seems to me, are far
too restrictive and will severely limit the besnefits
of Titles I and III,

I will ask you to regard {his memorsndum as
personal and confidential; and I would appreciate

an expresaion of your views on the criticisms and
suggeations that it contains, '

Yours sircerely,

JHD/lem



FEDERAL HOUSING ADMINISTRATION
WASHINGTON
Decomber 11, 1234

JAMES A.MOFFETT
ADMINISTRATOR

»
o

Honorshle HMarriner S,
Federsl Reserve Bosrd,
Washington, D, C,

N

Fecles,

Wy d2or Mr. Fecless

Thanz you very much for vour letter of
December fourth enclasing memorancdum in which wou
erprean your views on the regulations iassued te¢
cowvern the anarction of Title IT of the Netionnl
Houzine Act., Thiz hse just come Lo my attention

on 7y roturn to Wechington this morning. T heve
heen ont of the elty for a woek.

™ due courze I will prepere © renly and
vill andasever to enswer the muesztions which you
brve relsed ir your letisr,

Singerelr- wours,
T3

1t

Feder:]l Housing fda’niatrotor.

ES by
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FEDERAL RESERVE BOARD

WASHINGTON

JFFICE OF GOVERNOR

December 5, 1934.

Hon. Donald R. Richberg, Executive Director,
National Emergency Council,

Commercial National Bank Building,
Washington, D. C.

Dear ifr. Richberg:

I am sending to you a copy of a memorandum
that I sent yesterday to Mr. Moffett on the regula-
tions recently issued by the Federal Housing Admin-
istration, with regard to the insurance of mortgages.

These regulations, it seems to me, are far
too restrictive and will severely limit the benefits
of Titles II and III.

I will ask you to regard this memorandum as
personal and confidential, and I would appreciate
an expression of your views on the criticisms and
suggestions that it contains. /

Yours s

v/
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Korm No, 131

® FEDERAL RESERVF,
Office Correspondence =~ = Date_ Jecenber 4, 1954,
To Governor Eccles B Subject: The Memorandum on FHA Regula-
From J+ M, Daiger B tions for Title II.

oro 28405

As I understand it, you are planning to use this memo-
randum, for the time being at least, among only a few persons.
My recollection is that you have mentioned particularly Mr.
Moffett, Secretary Morgenthau, Secretary Ickes, Mr. Fahey, and
Mr. Hopkins.

It occurs to me that it might also be desirable to in-
clude Mr. Ardrey and Mr. fler in the original list; Mr.
Ardrey because he is the deputy in charge of Titles II and III,
and Mr. Riefler because he is largely responsible for these
Titles and is acting as a consultant to Mr. Moffett and Mr.
Ardrey.

In view of the interest that the members of the Federal
Reserve Board have shown in the particular application of the
- Nationsl Housing Act, they would probably be interested in a
},{/() memorandum that reflects your views on the mortgage-insurance
i”,,-—H\regulations. I believe that Mr. Morrill and Dr. Goldenweiser,
and perhaps also Mr. Paulger and Mr. Smead, would be interested
for the same reasong.

If for any reason you decide later to enlerge the official
group first mentioned above, the names that occur to me are
Secretery Perkins, Mr. Richberg, Under-Secretary Coolidge, and
Mr. W, Avere%}fHarriman.

Two persons whose views in this matter would have a strong-
influence on Mr. Moffett and Mr. Ardrey are Mr. Charles A. Miller
and Mr. Lewis H. Brown. I am guite certain that Mr. Miller would
concur fully in the objections and suggestions made in the memo-
randum, though he might be reluctant to press them on Mr, Moffett
and Mr. Ardrey unless they consulted him. Mr. Brown, on the other
hand, has thus far, I believe, carried more weight with Mr. Mof-
fett than any other person has. I doubt that he would be reluctant

to make his views known.
L\V‘“ a
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MEMORANDUM ON REGULATTIONS GOVERNING

INSURANCE OF HOME MORTGAGES BY FEDERAL HOUSING ADMINISTRATION

The subject of this memorandum is the draft, "Regulations of the Fed-
eral Housing Administration Covering Operations under Title IT of the National
Housing Act," dated November 1, 1954, as issued by the Federal Housing Admin-
istrator. The memorandum discusses these reguletions primerily from a finan-
cial point of view, and, on the basis of objections cited from this point
of view, reaches the conclusion that the regulations in their mresent form
seriously jeoperdize the success of the program that they are intended to

advance.

Twof old Purpose of Housing Act
From the point of view of Administration policy, the National Housing
Act is to be regarded as having a twofold purpose:

1. To supplement the home-mortgage relief measure
known as the Home Owners' Loan Act with a per-
manent measure recognizing, as the President has
excressed it, "that the broad interests of the
Nation require that speciel safeguards should
be thrown around home ownership as a guaranty of
soeial and economic stebility."

2. To supplement other emergency measures besides the
Home Owners' Loen Act, especially those having to
do with unemployment relief and public works, with
2. permanent measure designed to reorganize and re-
open the mortgage market in such 2 manner as to in-
sure & continuous flow of private capital into resi-
dentiszl construction.
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Questions Raised by Proposed Regulations

The questions that we now have to consider are the following:

1. Whether the regulations covering Title II are in accord
with the twofold purpose of the Housing Act as summarized
above.

2. Whether they are in accord with the statutory provisions
of Title II.

3. Whether they are calculated to facilitate the operation

of the title or are, on the contrary, liable to prove
unduly restrictive,

The last of these considerations is the crux of the matter, for it
goes directly to a related urgent cuestion--namely, whether Titles II and
TII can now be relied on to (a) relax the pressure on the Home Owners!
Loan Corporation, (b) reopen the mortgage market to a free flow of private

capital, and (¢) give a vigorous fillip to what is still the most depressed

of the country's major indusiries,

Low-Cost Finencing is Essence of Title IT

The essence of Title II of the Housing Act, especislly when considered
in conjunction with Title III, is that it makes a drastic reduction in the
cost of urban home-mortgage financing economically justifisble and practi-
cable. A deliberate deperture is made from practices hitherto prevalent in
such financing, and a new system of home buying and mortgage investing is
established. This new system is especially designed to elimlnate--

Interest rates substantially higher then those generally pre-
vailing for long-term finencing;

Commissions and service charges that only circumvent usury
laws;

Second mortgage finencing and its exorbitant costs;

Concealment in real estate selling-orices of the orohibitive
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3.
costs of financial promotion;
Excessive renewal fees on mortgages fictitiously written for
a three-year or five-year term, but without any provision
for psyment by the borrower, and with the expectation of
refinancing at maturity.

To 1ift this insupportable burden from the home owner, and to free
the mortgage market from the consequent hazerds, was the main concern of
the President's Committee on Housing in formilating the measures now in-
corporated for the most part in Title II. Title II accomplishes this dual
purpose, furthermore, by means that result in a prime investment for pri-

vate capital--an investment that is still further enhanced by the distri-

butive mechanism provided for in Title III.

Annual Service Charges——An FHA Innovation
In the light of the facts just related, it is difficult to account

for the schedule of interest rates, annual service charges, and mortgage
insurance premiums set out in paragraph 4 of Article V of the proposed regu~
lations. To begin with, the authoriz ation of an annual service charge for
twenty years, applicable to the great majority of mortgages eligible to in-
surance under Title II, is a distinct innovation on the part of the Federal
Housing Administration. No such cherge was ever contemplated by the Presi-
dent's committee or its advisers, nor by the witnesses who appeared before
the Senate and House committees. Nor is it contemplated in the wording of
the statute. Moreover, the making of an annual service charge on mortgage
loans has no counterpart in the policies and methods ordinarily pursued by

lending agencies.
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The annual service charge, therefore, can be regarded only as a
device to inerease the authorized rate of interest without seying frankly
that this ié what is being done. Such a subterfuge is bound to provoke
popular and politiecal resentment when its implications are generally realized.
More perticularly, it places the Federal Housing Administration in the unten-
able position of condoning, and actually imitating, a kind of practice that

the National Housing Act was designed especially to discourage and defeat.

High Interest Rategs Permitted

In order to arrive at the actual rates of interest that lenders are
permitted to charge on mortgeges insured by FHA, the annual service charges
must be added to the so-called maximum rates of interest authorized in the
schedule. These actual rates are thus found to vary, "depending upon the
nature of the mortgege indebtedness,™ as follows:

Class 1, 5% on mortgages to finance bona fide

sale or resale, without change of lender,
of property constructed before June 27,

1934.

Class 2. 5% on mortgages to finance purchase of
property constructed after June 27, 1934.

Class 3. 544 on refunding of present mortgage,
without change of borrower or lender, on
property constructed before June 27, 1934.
Class 4. 6% on refunding of present mortgage, with
change of lender, on property constructed
before June 27, 1934,
The regulations do not explain these variations in interest rates,

nor are the reasons apparent in the classifications themselves. On the con-

trary, a good deal of unreason is evidenced in the schedule. In the case of
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Class 2 and Class 4 loans, for example-——and these will be the most numerouvs
classes—the rates include an annual service charge of % of 1 per cent; yet

the lender is under no annual expense in respect of these that he is not also
under in the case of Class 1 and Class § loans, which carry no service charges.
Class 3 loans involve less work for the lender at the outset, and no more after-
ward, than Class 1 loans; yet the former carries an additional interest charge
of % of 1 per cent per ennum over the latter.

It is therefore evident that what the President's committee and Con-
gress intended to be the general or uniform rate of interest on 211 loans under
Title II--5 per cent--is now made applicable only to theclass of transactions
that will be least numerous, namely, Class 1. The great bulk of transactions
will be those in which 5% and 6 per cent respectively will be the actual rate
of interest, though the sta tute plainly looks toward a rate "not to exceed 5
per cemtum per annum on the amount of the principal obligation outstanding
at any time."

As a precaution against contingencies in which mortgege funds might
not be attracted to particuler localities because of exceptional conditions
existing there, separate provision was mede whereby the Administrator might
establish, "in certain areas or under special circumstances," a rate not to
exceed 6 per cent. Bubt no one supposed that this emergency provision would
be invoked until the need for it was indicated after the 5 per cent rate had

been put to the test of practical experience.

Suggestion in re Interest Rates and Annual Service Charges

To remedy the inequiteble arrangement of interest rates and annual

service charges authorized in the regulations, the four classifications dis-
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cussed above might be zbolished and a rate not to exceed 5 per cent be made
applicable to all mortgages accepted for insurance. The further suggestion
is here offered that the annual service charges not only be dropped from the
mresent schedule, but that FHA add a new regulation strictly prohibiting
"service cherges™ or any other device the purpose of which is to mske the
true rate of interest exceed 5 per cent.

Another suggestion is that FHA make general or specific provision
for mortgage insurance covering two important classes of transactions for
which no provision is made in the present schedule. One is the sale or re-
sale, with change of lender, of property constructed before June 27, 1934.
The other is the placing of a mortgege on unencumbered property, whether con-
structed before or after June 27, 1934. There appears to be no reason why
these classes of transactions, when otherwise eligible, should not have the

full benefits of mortgage insurance.

Insurance Premiums Not Related to Risks

The same schedule that contains the authorized interest rates and
annual service charges contains also the premiums to be charged for mort-
gage insurznce. The relevant statutory provisions in this matter are, brief-
ly, bthese:

1. That the premium charge "be determined in
accordance with the risk involved,™ but in
no case be less than 3 of 1 per cent, nor
more than 1 per cent, of the original face
valve of the mortgage.

2. That mortgages accepted for insurance ''be so
classified into groups that the mortgages in
any group shall involve substantially the
same risk characteristics and have similar
maturity dates."
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The premiums prescribed in the regulations, however, are determined,
not according to risk characteristics, but according to whether or not there
is a "change of borrower." If there is a change of borrower "without change
in lender“—-that is, if the home owner parts with his home--the premium to
be paid by the new owner is only %; of 1 per cent. But if the home owner
holds on to his home, refunding his mortgage either through the present
lender or through a new lender, then FHA charges him double the pPremium
that it would charge a new buyer of the same property. Manifestly, there is
no way to reconcile this with any accepted principle of insurance or with
the statute. Furthermore, the result is again, as in the case of interest
and service charges, an arbitrary arrangement that subjects the great bulk
of transactions to the highest rates.

Since risk is plainly the criterion prescribed in the statute, the
insurance premiums might reasonably be expected to vary among loans within
each of the four clagsifications established by the Administrator. Thus,
for example, mortgages maturing 20 years hence might carry an FHA insurance
charge of % of 1 per cent if the ratio of original principal to valuation
were not in excess of 60 per cent, 3/4 of 1 per cent if the ratio were more
than 60 per cent bubt not in excess of 70 per cent, and 1 per cent if the
ratio were in excess of 70 per cent. Such a method of determining the
premiums (the figures used here are illustrative only) would be simple and

equitable, and would conform fully to the statutory requirements.

Reason for "Initial Service Charge" Not Clear

Besides the annual service charges applicable to Class 2 and Class
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4 loéns, provisioh is made in the regulations and in the mortgagor's applica-
tion form for an "initial service charge" applicable to all loans. This is
another dubious item that would be subjeect to valid critieism, as inconsistent
with some of the essential purposes of the Act, unless it were clearly defined
as covering only actual out-of-pocket expenditures ordinarily paid by the
mortgagor. What exverditures would come under the heading of "initial ser-
vice charge,” however, is not clear. Pfovision is made elsewhere in the regu-
lation or in the application form for such items as title search, abstract,
attorney's opinion, certificate of title or policy of title insurance, ap-
praisal fees, legal costs of preparing papers, recording or filing fees or

charges, charge of Federal Housing Administration for appraisal, etc.

Two Appraisals and Two Appreisal Fees Required

The vprovision for a "charge of Federal Housing Administration for ap-
praisal," in addition to "appraisal fees™ charged by the lending agency,
carries two important implicationss

l. That the borrower is to be subjected to a double
cost for appraisal.

2. That the Federzl Housing Administrator is not to
rely mainly on appraisals made by approved insti-
tutions or agencies.
This is another guestionable departure from the method of operation
envisaged by the President's committee and strongly urged by some of its
most competent advisers. In fact, one of the two prineipal reasons for pro-
viding in the Act that mortgagees be M"approved by the Administrator as respon-

sible" was to avoid the necessity of setting up another large and widespread

staff of governmental appraisers. A reasonable reiiance was to be placed on
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responsible and experienced mortgage-lending institutions rather than a ore-
sumption of suspicion and distrust. It was intended and expected, in this
comnection, thet uniform standards of appraisal would be established and en-
forced. The appraisals would of course be reviewed by the Federal Housing
Administration in the light of its orescribed standards, but for this a
relavively small staff would suffice, whereas only a very large staff could
make a thoroughgoing separate appraisal.

This is a point of fundamental importance if the principle of uniform
standards of real estate appraisal is to be widely accepted and the operation
of Title II facilitated. The ability of any given institution or agency to
make appraisals can be readily determined by a competent staff of appraisal
reviewers. Any approved mortgagee that showed a lack of capacity to make
aporaisals in accordance with the prescribed standards, or that exhibited a
persistent tendency to make excessive appraisals, would presumably be subject
to the withdrewal of the Administrator's approval, as provided in paragraph
4 of Article III of the regulations. In fact, the making of unreliable
appraisals and the failure to service mortgages properly appear to be the
only important reasons that the Administrator might have to invoke the

penalty here referred to.

Questions Regarding Taxes, Fire Insurance, FEtc.

——=

In addition to the items already recited as hampering to the borrower--
initial service charge, excessive interest rates, unwarranted annusl service
charges, inequitable premiums for mortgage insurance, dual fees for appraisals

--still another set of items is questionable from the borrower's voint of
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view, They are set out in paragraph 7 of artiecle V of the regulations,

which requires that the mortgage provide for equal monthly payments to
"amortize the estimated amount of all taxes, special assessments, if any, and
fire and other casualty insurence premiums . . . within a period ending one
month prior to their final due dates." The mortgageeis required to hold
these payments in trust, but the regulations make no provision for the FHA

to hold the mortgagor safe against any failure of the trust. Furthermore,
the effect of having these payments begin a year in advance is to increase

the true rate of interest paid by the mortgagor.

Undue Restrictions as to "Eligible Mortgagors"

A final and extremely serious objection remains to be observed from
the point of view of the home-owner borrower, and one that might be irksome
to the mortgage lender as well. It is to be found in the interpretation
that the FHA has put on the statutory provision requiring "periodic pay-
ments by the mortgagor not in excess of his capacity to pay as determined
by the Administrator.® The purpose of this orovision in the Act was to
discourage the unamortized short-term mortgage, and to require the mortgagee
to look to the character and credit of the mortgagor as well as to the real
estate eollateral.

The administrative regulations governing "eligible mortgagors" are
four in number and may be summarized as follows:

l. That the mortgaged premises be "free and clear of all

liens" other than the insured mortgage, and that the
mortgagor shall not have "any other unpaid obligation

contrected in connection with the mortgaged premises."

2. That the periodic payments shall "bear proper relation
to his present and anticipated income and expenses."
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3. That the mortgagor "must have a general credit standing
satisfactory to the Administration" (should read "Admini-
strator").

4. That the property owned by the mortgagor "may be located in
in urban community whose housing standards meet the re-
quirements for insurance under this Title of mortgages on
property located therein.”

In addition, the regulations are supplemented by the form to be
filled out in triplicate by the mortgagor, giving, as Exhibit A, a detailed
personal history, and, as Exhibit B, "Personal ¥inancial Statements--~Combined
statements of both mortgagors, including contributions by other members of
the family." The latter exhibit is one of exhaustive and intimate detail,
and beyond the eapacity of a person of ordinsry education and intelligence
to supply without extreme personal difficulty or professional agsistance.

The regulation reguiring that the property be free and clear of all
liens other than the insured mortgage is simple and reasonable, and meets
in part one of the essential purposes that the President's committee had in
view, though to meet this purpose fully the regulation should provide that
the mortgage insurance terminate if the mortgagor places any additional lien
on the property.

The further requirement, however, that the mortgagor shall not have
outstanding "any other unpaid obligation contracted in connection with the
mortgaged premises," is unduly restrictive. If literally interpreted it
would exclude current acco:nts for even minor repairs and improvements—-
items thet any mortgagor otherwise eligible would easily be able to pay,
and that would in fact enhance, however slightly, the value of the mortgaged

property. 4 still further effect of this reguirement would be to exclude

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



Digitized for FRASER

12.

from the benefits of Title IT any home owner who had responded to the appeals
of FHA to rehabilitate or modernize his property in the ménner provided by
Title I. Likewise, of course, lending agencies would be orohibited from re-
funding, on the insured, amortized basis of Title II, any mortgages secured
by homes improved on the insured, amortized basis of Title I. There seems

to be no practical reason why this privilege should be denied to the mort-
gagor and the mortgagee if the former is fully capable of meeting his obliga-
tions under both titles.

The simple statutory provision, "not in excess of his reasonsble
ability 1o pay," relating to periodic payments required of the mortgagor,
aight easily be complied with by the methods ordinarily used by concerns that
extend credit to their customers. The very phraseology of the statute sug-
gests the feasibility of relying in this matter on the judgment and certifi-
cation of the lending agency; for the agency will already have been approved
by the Administrator as responsible, will be obliged to service the mortgage
(1. e., collect the required periodic payments), and will suffer whatever in-
convenience and diminution of income may result in the event of default, fore-
closure, and the necessity of accepting FHA debentures in satisfaction of the
mortgage debt.

The clear and simple languege of the statute becomes, in the regula-
tions "a proper relation to his presemt and anticipated income and expenses."
This is both vague and variable in meaning, and enormously different in
practical application from "not in excess of his reasonable ability to pay."
The same objections apply to the regulation reauiring that the mortgagor

"must have a general credit standing satisfactory to the Administration.”
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Here again the experience and judgment of an approved mortgagee might well
be relied on.

As for the "personal history" and "personal financial statements,!
they suggest unwarranted meddlesomeness and red tepe, and will most certain-
1y provoke resentment and resistance once they are circulated among home
owners, lending agencies, the press, and business men interested in the
success of the housing program. The practical course in respect of these
exhibits, it would seem, is to require them only (a) where the Administrator
has become doubtful of the responsibility of the approved mortgages, or (b)
where the Administrator has some doubt of the mortgagor's "reasonable ability
to pay" notwithstanding that a responsible aporoved mortgagee has offered
the mortgage for insurance.

The requirement that a property, "if otherwise acceptable to the
Administrator, may (sic) be located in an urban community whose housing stan-
dards meet the requirements for insurance under this Title of mortgages on
prowerty located therein," would only add to the mental confusion and moral
bewilderment of borrowers and lenders where Article VI of the regulations
is concerned. There is nothing either elsewhere in the regulations or in
the text of the Act to suggest what the requirement means or why it was in-

cluded.

Undue Limitation on Number of Eligible Mortgagees

The only limitation that the Housing Act puts on the Administrator
in approving mortgegees is the simple provision thet they be "responsible

and able to serviece the mortgage properly." Article III of the Administrator's
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regulations, however, denies the benefits of Title II to large numbers of
mortgage-lending agencies that are rated by Federal and/or State super-
visory authorities as responsible and able to service mortgages properly,
but that cannot meet the following additional requirements imposed by
the Federal Housing Administrators

1. That they be located in a town or city with a
population of not less than 6,000.

2. That they have a paid-in capital of not less
than $100,000.

3. That their principal activity in the mortgage
field consists in lending thelr own funds.

These limitations are extremely drastic. They rule out perhaps a
substantial majority of all mortgage-lending institutions in the country,
ineluding a very large proportion of Federzal Reserve member banks and non-
member state banks, all savingsbanks and insurance companies of the mutual
type (since they have no capital stoek), and all concerns that deal in and
service mortgages to a larger extent than they lend their own fumds. A
"note" appended to Article III of the regulations indicates that the Ad-
ministrator did not intend to rule out as many lending agencies as are in
fact ruled out by a strict interpretation of the tlree regulations referred
to above; but this is characteristic of the ambiguities that cause the
draft as a whole to be lacking in clarity, simplieity, and ovrecision.

4 further objection to be observed with regard to the limitations
imposed by Artiecle III of the regulations is that the reguirements as to
capital and/or population prohibit the refunding of mortgages by thousands

of sound and experienced agencies that now hold them, thus subjecting these
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agencies to utterly unfair competition as the home mortgages in their
portfolios mature. Meanwhile, also, unless mortgagors can obtain a release
of mortgages held by the agencies thus discriminated against by the FHA,
the mortgagors likewise will be denied the benefits of Title II, at least
pending the maturity of their mortgages.

The obvious remedy for all these defectis of Article III, it would
seem, is to make eligible as approved mortgagees all mortgage-lending agencies
that are chartered, that have succession, and that are subject to supervision
by the governmental agency, State or Federal, from which their charter powers
are derived. For lending agencies that are not subject to governmental super-
vision, but that otherwise qualify as responsible and able to service mort-
gages properly, a requirement as to paid-in capital or, in the case of mutual
institutions, as to unimpaired surplus, might be established. In this event,
2 minimum of $25,000 rather than $100,000 would seem to be adequate, ex-

cept in particular instances where the circumstances were exceptional.

Effect of Regulations on Capital Market

The financial community has been encouraged to look to the operation
of Titles II and III of the Housing Act to rescue the mortgage market from
its demoralized and deflationary state of the past several years, and to give
it 2 new impetus and direction. This accomplished, the stabilizing of real
estate values and the revival of residemtial construction might logically
be expected to follow, with a further substantial improvement in business
generally as activity and employment in construction brought a corresponding

increase in the national income.

Already, however, a delay of several months has occureed in getting
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the operation of Titles II and IIT under way, and even now they are only
nominally operative under regulations that are expressly stated to be in-
complete. The effect on many mortgege-lending agencies is necessarily one

of disappointment and discouragement. It is scarcely an occasion for sur-
prise, therefore, if they are found to be impatient and critical. Nor is it
to be supposed that they will be greatly reassured if they find Titles II

and III to be encompassed in complicated administrative machinery and hamper-
ing restrictions.

But the effect of the delay and uncertainty on lending agencies is,
unfortunately, more than subjective. There is still a pressure for liguida-
tion in the mortgage market, as is evidenced, to cite only one example, by
the volume of applications for HOLC loans that might well be directed to pri-
vate agencies, and accepted by them, if the advantages of Titles II and III
of the Housing Act were now actuelly available. Because of the continued ap-
prehensive attitude of mortgage investors, many home owners who might gualify
for mortgage insurance under Title II, and thus offer their mortgagees a
prime investment, are still under severe pressure fof full payment cr sub-
stantial curtailment of matured or maturing mortgages, with foreclosure and
logs of their homes, and in numerous instances a deficiency judgment in addi-
tion, as the sole alternative. The politico-economic danger of permitting
such a condition to run on until Congress and g majority of the state legis-
latures are in session next year is all too obvious. Even more serious are
the demoralizing social and financial risks meanwhile to the families con-

cerned.

What the Situation Now Calls For

The urgent need, then, is for the prompt operation and vigorous
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promotion of Titles II and IIT, under such regulations for Title II as will--

(2) induce the largest practicable number of home owners
to seek a refunding of their mortgages by this new
means, and--

(b) induce state legislatures to repeal mortgage-moratorium
laws wherever they now exist and to refrain from enact-
ing such laws where they do not now existj;—-

and under such regulations for both Title IT and Title IIT as will

(¢) induce the largest practicable number of lending agencies
to give an immediate preference to the new type of in-
sured amortized mortgage, and——

(d) induce banking and investment leaders in the larger
finaneial eenters to take immediate steps to organize
national mortgage associations and/or mortgage-trust
companies, utilizing the combined facilities of the
Federal Housing Administration and the Reconstruction
Finence Corporation.

A Concluding Observation on Mortgage Interest Rates

In conclusion, it is to be emphasized that an interest rate in excess
of 5 per cent, on either home mortgages or mortgages on low-cost housing
projects——insured, amortized, and otherwise safeguarded from the outset under
the terms of Title II, and with the Federal Government guaranteeing full re-
covery of principal and ¥ per cent interest on any part of such mortgage as
may default--is unwarranted and unnecessary in the present and prospective
state of the capital market. As a matter of fact, 5 per cent is the rate
generally prevailing on mortgages already held or being currently made by
meny institutional lenders; and this notwithstanding that the loans made by
them et 5 per cent or less lack the special safeguards provided under Titles

11 and IIT of the Housing Act.

The higher rates actually or nominally prevailing in meny communities,
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sometimes running to 8 or 9 per cent, or even more, have not been due to
any corresnondingly larger cost of servieing mortgages, or even to any
greater risk of loss through default. They have been due in the main to
a deficiency of local savings for mortgage investment, in contrast to

the lower rates in communities where a great abundancée of such funds wes
seeking an outlet., In the latter conmnection, it is to be remarked that
the congestion of mortgage meney has often resulted in acceptance of both
a low rate of interest and inferior security--notably in the case of mort-
gages on slum dwellings and other obsolete property.

Title IT eliminates any need, reasl or imaginary, for high rates of
interest to compensate for potentisl depletion of prineipsl. As for high
rates occasioned by an insufficiency of local savings, Title III is ex-
pressly designed to syphon mortgage money from communities where there is
a surplus to communities where there is a deficiency. This is in fact the
fundementel principle underlying the provision for national mortgage associa-
tions, and also the means by which they will give the home-mortgzge market

a liguidity that it has never before possessed.

December 4, 1934.

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





