July 15, 1985

Mr, Robert M. Catherine
Federal Housing Administration
washington, D. C.

Dear Mr. Catharine:

Pursuent to our discussion on Friday afternoon and
our telephone conversation on Saturday morning, I heve drafted
& statement of the kind that I think Mr. ¥cDonald might appro-
priately issue in the matter of discontinuing direct application
for mortgage insurance., I have undertaken in this statement to
provide a meens of abandoning the practice with good grace.

I think it extremely importent, however, that any
public statement be aupplemented by instructions to all FHA
offices that they are to receive mortgage-insurance applica-
tions only from approved mortgagees, that all negotiations
with regard to loans are to be left entirely to the prospective
mortgagor and mortgagee, and that FHA representatives are under
no circumstances to undertake to influence the amount of & loan,

The most dangerous aspect of the present practice, it
seens to me, is thet in which both the spirit and the letter of
Section zoaf.) of the Housing Act are departed from. It was
never intended or anticipeted that the FHA would have any part
in & given mortgage transaction until a private lending agency
was ready and willing to make the loan; least of &ll was it in-
tended or anticipated that a relationship with prospective borrowers
would exist to bring pressure on banks to meke appraisals that
they regarded as excessive,

In view of the fact that you and Mr, McDonald, ss well
as other officials in your organization, are fully agreed thst
direct applications by mortgagees should be discontinued, I
hope that an early announcement of this step can be made., You
will recall that I urged it some weeks ago, in connection with
the reduction of coste and simplification of procedure which
we had under discussion at that time, I refrained from pressing
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the point then, you will remember, only because Mr. Riefler
urged me not to do so until after the new regulations had
been out long enough to have some effect.

The volume of business that the FHA is doing, and
the improved condition of the mortgege market generally, seem
to me to leave no reason for further delay on & policy that
we all recognize as sound, wherees the continuance of the
present policy, I am still guite convinced, can only impede
and jeopardize the mortgege-insurance program.

Yours sincerely,

J. M, Daiger
Special Assistant to the Board

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



FHA TO RECEIVE APPLICATIONS FOR MORTGAGE INSURANCE
OHLY FROM APPROVED MORTGAGEES

Stewart licDonald, acting Federal Housing Administrator, today
issued the following statements

Instructions ere being sent today to all reglonel, state, and
local off'ices of the Federal Housing Administrstion to discontinue re-
ceiving spplications for mortgege insurance from any persons other than
mortgagees approved by the Federal Housing Administretor under the proe
visions of Title II of the Nstional Housing Acte

At the same time the Federal Housing Administrstion '111 dige
continue issuing tentetive commitments to prospective mortgugors to i{nsure
mortgages, Commitments to insure will be issued henceforth only when the
application for insurance is made by sn approved mortgsgee after the latter
has sppraised the property end notified the h_d.ul Housing Administration
of & willingness to meke the loan if it is found scceptsble for insurance.

In order to avold, however any confusion or misunderstending on
the part of prospective mortgagors who may have made direct application
for mortgage insursnce prior to the time the new instructions are received
by the various offices of the FPedsral Housing Administration throughout the
country, an gxodption will be made in the case of all such applicstions
forwarded to Washington by FHA field representatives mot later than July 31,
These applications will be fully considered and tentative commitments
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issued where the losns sought would be seceptable for amortgage in-
surances

The practice of having the fleld offices receive applications
direct from prospective mortgagors wes adopted in Harch &s & temporary
expedlent to meet & situatlon that has since materially improved. It
wae designed to socommodate persons who wished to obtein morigsge losns
under the terms of Title II of the Hational Housing Aet, but who had
been umable to have their losn epplicetions considered by any local
lending agemey. In some csses this inability to get sttention from
privete agencies may have besen due-to the feet that none of thess in
the community hed yet quslified with the Federal Housing Administrator
a8 =zpproved mortgagees; in others it may have been due to their une
willingness or inability to make any mortgsge losns even if they were
insured by the Pederal Housing Administration.

Under theee eircumstences it was thought that prospective
borrowers might be sided in their quest for & losn if they eould say thst
the Pederal Housing Administration was willing to insure the mortgage
when an approved mortgagee was found ready %o meke the loan,

In many instances this actuelly proved to be the case, How
msny losns were obtalned that might not have been obtsined but for these
tentative commitments, or how meny delays in obteining loans were avolded
that might otherwise have ococu red, is is of course impossible o say.
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The fact i3, however, that most of the persons to whom tentative
comnitments for mortgsge insurance have been issued have now obe
tained the loans they sought.

| On the other hand, the prectice of issulng these commit-
ments before &ny loan had been agreed upon hes resulted in & good
deal of confusion and misunderstending among lending institutions,
Some, mistekenly interpreting the practice as & method of ¥erscking
down® on such private agenclies as were slow to cooperate in the FHA
program, have resented it. Others have gone to the opposite extreme
and have welcomed the practice as & sort of free service by whiech they
could relieve themselves of the necessity and responsibility of meking
their own investigation and appraisal before submitting a loan for
insurence., These latter institutions were ss much mistaken as the
former in falling to recognize thet the practice was instituted only
to take care of exceptional cases and to meet & temporary situation,

Fortunately, there is now apparently no reason why the re-

ceiving of mortgage-inusrance applications direct from prospective
nortgagees need be continw During the past three or fow months
the mortgege market has essed considerably, and it has become auch
less difficult for borrowers to refinance maturing mortgsges or to
obtain funds for new home-congtruction, All types of mortgsge-lending
institutions are showing & more willing disposition to meke loansj
these loans are in many cages being made on much more favorable terms
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than borrowers have heretofore been able to obtainj & condition

of healthy competition for sound mortgage investments is developing
in which it seems unlikely that any apprecisble number of good
loans would go begging for an undue length of time.

This general improvement in the mortgege market is re-
flected in the volume of business now being done under Title II of
the National Housing Aet. 8ince March, when the practice now being
discontinued was adopted &z a temporary expedient, the volume of
mortgage insurance applied for from week to week has more than
trebled, and this incresse has been well meintained through May, June,
and the first elf of July with & weekly total ranging in round figures
from £6,000,000 to §8,000,000, 4 third of this represents mortgages
on new construction and two-thirds the refinancing of mortgages on
existing construction,

¥hile these figures include applicetions received direct
from prospective borrowers, the whole um:r ::‘mtgage lending would
indicate that the situation which confronted many mortgsge borrowers
seversl months ago no longer exists in the country s & whole, There
are now-some 2,000 private lending institutions doing business under
the terms of Title II of the Housing Act, and an sdditional 4,000, by
qualifying as approved mortgages, have evidenced their intention of
making loans under this title,
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It would seem advisable, therefore, to simplify the
nortgage-insurance procedure and avoid confusion and duplication
of effort by having all spplicetions for insurance made by the
mortgagees in the first instence, since they must make such
spplication in any event before & mortgage can actually be insured,

.,

-
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