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Mey 15, 1987

Dear Mr. Young:

Apropos of the comversation at luncheon on Thursday, I am
sending to you herewith & copy of & letter that I wrote to Mr. Allie
8, Freed & few months ago. It was in respomse to & request from him
for suggestions a&s to how the financing of large-scale housing opera-
tions might be brought sbout.

I should appreciate your reading this letter without regard to
the fact that it happens to have been written to Mr. Freed, or that it
happens to refer to & plece of legislaetion with which I had a good deal
to do. The money-market approach to the problem of housing finance is
what I should like you to consider.

\ Under our form of economy, we get housing only by long-term
~ credit, even though we do not always use long-term credit instruments,
| The financing mechanisms, therefore, are of primary importence. The
' finencing mechanisms of urban mortgage credit, which broke down com-
. pletely in 1932, ere still, &s fer as large operations ere concerned,
~ in a serious state of disrepair, I think the enclosed letter indicates
~ why this is so and what kind of rehabilitation is called for. There are
 of course other means than those outlined in the letter by which such &
rehabilitation might be accomplished.

As to the guestion that I first discussed with you--namely,
whether the diversion of industrial expension to lower-cost areas was
feabible-~] have only recently begun to look into this on the besis of
the studies of comperative housing costs lately completed, but not yet
published, by the National Bureau of Economic Research. I should like
very much to discuss this with you sgain when 1 have gone into it
further in the light of the obstacles that you pointed out.

Fith appreciation of your kindness, I am
Yours very truly,

J. M, Daiger
Speciel Assistant to the Chairman

Owen D. Young, Esq.

General Electric Company
) 750 Lexington’jvenue
New York, N. Y.
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During the 10R0's the country hed numerous mortgage
compenies operating for the most part with little or no
publie regulation or supervision. Meny of them were for sll
pragticel purposes nationel sssociations. They sude louns
over geographic erees thet hed no relstion to state lines,
or even to particular sectione of the country. Loans were
made on virtuslly every type of urbaan property, and distributed
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These companies flourished, however, not by resort to
the main capital markets, but by & competitive bidding-up of
interest rates to setiafy the demand of ilnexperienced investors
for high-yield mortgage bonds. This demand was itself a product
of the high-pressure selling and indiseriminste buying thaet the
speculative fever snd economic illiteracy of the period naturally
generated,
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sufficiently capitaliszed, steffed, snd otherwise equipped to
assume the risks and mansgement of large-sesle housing operstions.

Now an essential prerequisite of large-scale industrial

of course, is either s huge personal fortune or, what
is mors Yo the point, sccess to the main capital markets through
which investment securities sre origineted and distributed, and
aubsequently listed for trsding on the New York Stock Exchange.
This sccess, however, may be direct or indireet, according to
the nature of the transsctions involved.

In the case of lsrge-scele housing, thotmeuou
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volume, are nevertheless not lsrge enough individwlly for economical
ﬂ.umlngiuth!mofbmﬂiam.. For this resson, sccess to
the main capitsl markets can be had for such mortgeges only in-
directly through debentures that would be the obligation of
nortgage-finencing institutiona of sufficient size and standing
4o commend the confidence and support sof thosc markets.

Such an investment instrument as I have here indicated
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The mechanism most adaptable to the creation of this
kind of instrument for finaneing large-scale housing is, ia ny
opinion, the combinstion of the nortgege insurence provided for
in Title II of the Hou Adet with the de financing pro-
vided for in Title III. would emphasize the term *adaptable®
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in the preceding sentence, however, becsuse I regard the present
form of the two titles, &g I did the form in which they were
originelly enacted, ss mutilsted and impracticable, and hence
requiring importent smendments.

As to Title IX, the limitation om both (a) the amount of
mummmlb)maubymmumu
insured if are to have the benefit of the governmental
guersnty in event of default, never did mske sense from & finsncisl
point of view, One or the other might be defended on the ground of
prudent experimentation, but the two in combination defy resson in
1857 no less than they did in 1834,

As to Title III, the most to be sald for 1%t is that it
points the way to the kind of debenture-issuing institution which
I have mentioned above. The nationsl mortgege assoclistions cone
templated in this title would be hempered not only bty the duasl
limitetion just referred to ss unduly restricting Title II, but
to make any losms
on on the ratio of
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You will of course understand that this letter is
written in response to your request for sy personsl views., I
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