FeEDERAL HousING ADMINISTRATION
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Dear Marriner:

I mailed to you last night copies of a letter and
a memorandum to James Roosevelt, together with copies of
enclosures referred to in the memorandum. You will see from
these the position that I think we ought to teke regarding
the principal points of difference between the House and
Senate provisions of the housing bill.

The letter to Mr. Roosevelt and the accompanying
material went over to the White House by messenger early
this morning. I sent copies to Stewart McDonald by mail to
New York last night. Abner Ferguson went over the letter
and memorandum today, and he concurs in all my recommenda-
tions.

Lubin end I had a talk about the prevailing-wage
amendment yesterday morning. He took the matter up at

‘length with Miss Perkins and the Solicitor of the Department

of Labor yesterday afternoon, and then called me last
evening to let me know the outcome of their discussion.

From what Lubin told me last evening, I am satis-
fied that the matter can be satisfactorily handled. As I
told you on Tuesday afternoon, however, after the prevailing-
wage amendment was adopted, I think that the job is one that
only the President can handle. Miss Perkins and Lubin
evidently hold this same view.

As you perhaps know, I am very much run down from
the over-concentration and the long and irregular hours of
the past two months. For the past ten days I have been
under a physician's care because of some very unfavorable
symptoms resulting from the manner in which I have heen
working. I was advised to stop last week, but of course I
did not want to drop everything midway in the executive
sessions of the Senate committee. Today, however, I am
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leaving, but I hope to return in reasonably fit condition
upon the reconvening of Congress. I also hope by then to do
some fresh thinking on the subject of the program to be
followed by the President after the pending legislation is
enacted.

Meanwhile, I have asked Abner Ferguson if he will
not undertake to follow through for me any matters that may
currently arise in anticipation of a meeting of the House
and Senate conferees on the housing bill. He is as familiar
with the questions involved as I am, and in any event he
will be representing Stewart McDonald during the next two
weeks in the regular agency meetings with James Roosevelt.
Stewart will be awey until January 10.

It may be important for you to have in mind that
Abner sat continuously in the executive sessions of the
House committee, and that I sat continuously in the execu-
tive sessions of the Senate committee and subcommittee.
When the time comes, after Jenuary 3, for any informal
conversations with the Administration members of the joint
conference, therefore, some arrangement ought to be made
for Abner and myself to be present. I wish that you would
speak to James Roosevelt about this.

With best wishes for Christmes and the New Year,
I am

Yours sincerely,

Y/

J. M.

D

Honorable Marriner S. Eccles
Board of Governors of the Federal Reserve System
Washington, D.C.
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December 22, 1937

Desr Mr, Roosevelts

The memorandum that you asked me to prepare on the
principel points of difference between the housing bill as
passed by the House end the same bill as amended snd pessed
by the Senate is enclosed with this letters The numbers in
the following parsgraphs refor to the numbered items in the
memorendun,

If the recommendetions made in the memorandum were
taken as the basis of the Administration position, the
conferees would reject the Senate amendments with respeet to
(1) the preveiling wege, (4) the limitation to July 1, 1942,
of the suthority of the FHA to insure 90 per cent losneg,

(6) the limitation of 15 to 1 on the ratio of bonds to
capital of nationel mortgage sssociations, and (8) the in-
surance of 90 per ceant loeans up to & term of 25 years.

On the other hand, the conferees would accept the
Senste amendments with respect to (2) insursnce of farm
mortgeges, (3) housing for cooperative societies, and
(9) mortgage-~insurance premiums applicable to mortgeges
insured by the FHA prior to enactment of the pending legis-
lation,

The conferees would modify both the House and the
Senste provisions with respect to (5) the payment of claims
for losses on lerge-scale mortgages, (7) the suthority of
national mortgage associztione to originate losns, end
(10) the volume of mortgage insurence which the FHA msy have
outstanding at eny given time. In the case of these three
items, however, the House conferees would be yielding
largely to the policies reflected in the Senate amendment:.
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There are points of difference between House and
Senate provisions with respect to other matters, but &s to
these I should say that the House conferees might tend to
yield in the main, provided that on the ten impertant points
of difference an agreement could be resched substentielly in

accordance with that outlined in the enclosed memorsndum
to you.

Yours sincerely,

Jo. M, Daiger

Honorable Jemes Roosevelt

Secretary to the President
The ¥hite House
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Froms J.¥, Deiger - (j\ o

Tot r. James Roosevelt

¥
SUGGESTELADMINISTRATION POSITION OH H,oR. 8750
) Sy

Pursusnt #% your requesi o auday evening, I am sending
to you this mempfandum regarding the nmatter® we then discussed
and the reh €l matters that resulted yesterdsy froi™the.genate
emendment Ac thtbmwphdbythobuoonbumm. :
suggestishs as to the principal sgreements to be sought in confe:
ence pfe subject to a further exchsnge of views with Mr, Eccles,
ir.ficDonald, and Mr, Ferguson.

1, PREVAILING WAGE: The Senate smendment requires the
go-galled prevailing wege for construction of properties on which
mortgeges are insured by the FHii, The House bill mskes no such
requirement.

RECOMMENDATION: That the Senate smendment (by Cenator

iged be rejected, This matter is deslt with in the attached copy
cg’\m ' (St Tutenber-i7tu MEEEECTIEET %

2, FARM DWFLLINGS: Both the House bill snd the Senate
amendment make provision for rursl as well as urben mortgages to
have the benefits of FHA insurance,

RECOMI{ENDATION: That the Senate amendment (by Senstor
La Follette) be reteined instead of the provision in the House bill.
'nm utw is Mt ttth nl tho attuhod otw or s mm
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3, HOUSING FOR COOPERATIVE SOCIETIES: The Senate amend-
ment provides for the insurance of mortgages on large-scele projects
held by cooperative societies as legal agent: of owner occupants.
The House bill contsins no such provision.

RECOMMENDATION: Thet the Senste amendment (by Senator
"hipstead) be retained,

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

3



-2-

4e AUTHORITY TO INSURE 90 PER CENT LOANS: The Senate
amendment limits to July 1, 1942, the suthority of the FHA to insure
90 per cent loans, The House bill contains no such limitetion.

RECOMMENDATION: That the Senste amendment be rejected.
ALTERNATIVE: Exmsi RE Bekhs > Deg bcr 31, 1963, in order
to cover ﬁve-yur < tore

= ssage e tmuu any lhitltion are
amriud S,n the pmmph anborod 2 on page 2 of wmpr memorandum of
December 17, which is attached hereto under the heading "Notes on )
Subcommittes Changes in Housing Bill,"

5. INSURANCE OF LARGE-SCALE LOANS: The Senate amendment
provides that, in the event of default on morigages covering large-
scale housing projects, FHA debentures shell be issued for 95 per
cent of the unpald principal and & certificete of claim be given for
the remsinder. The House bill provides for the issusnce of FHA
debentures in the full amount of the umpaid prinecipal.

RECOMMENDATION: That the House provision be rejected
and the $nate amendment be revised to provide for the issuance of
debentures for 38 per cent of the unpaid principel, together with a d
certificate of cleim for the remeinder, sad that the mortgegee be \ N

ven the option of (a) sccepting such debentures and certificste or \M

b) foreclosing the mortgege, peying the costs of foreclosure, snd Sy
receiving FHA debentures and a certificate of claim in the msnner A
provided in the existing law. Query: Would the inclusion of option ;}" a o
(b) in the conference report be subject to & point of order thet ). [
would preclude adoption of the report? ALTFRNATIVE: Thet the X
figure in the Senate amendment be revised from 95 to 99, end the
House provision be rejected, Reasons for the proposed revision are a )
summerized in the two parsgraphs on page 3 of the attached "Notes ‘\m
on Subcommittee Chenges in Housing Bill." A VAR

6. BONDS OF NATIONAL ¥ORTGAGE ASSOCIATIONS: The Senate
amendment provides that these associstions may issue bonds agutn:t 4
FHA insured mortgages to the extent of 15 times their capitel snd i
surplus. The corresponding figure in the House bill is 20, Vi '

RECOMMENDATION: Thet the Senate amendment be rejected
snd the provision in the House bill be retsined, Note: Senator b
Bulkley has been the chief contender for the figure in the Senate
bill. Reassons for retaining the House provisions are summarized on
pages 4 and 5 of the attached "Notes on Subcommittee Changes in
Housing Bill,.®
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7. LOANS BY NATIONAL “ORTGACE ASSOCIATIONSs The Senate
amendment authorizes these sssoclations to originate loans on shy
mortgages insured under the National Housing Act. The House bill
guthorizes the associstions to originate only the lsrge-scale loans R
under Section 207, @

RECOMMENDATION: That both the Senate smendment and the
House bill be revised to provide that the associations may originste
loans under Section 207 and Section 210, which cover the lerge-scele
and middle-size loans reapectively. There is no lack of direct~
lending facilities for mortgeges up to $#16,000, vhich are covered by
Seection 203, ‘ : ,

8. TERM OF 90 PER CENT LOANS: The Senate amendment pro-
vides that 90 per cent loans (but not 80 per cent losns) may be
smortized over 25 years., The term in the House bill iz 20 years, as
in the existing law governing 80 per cent loans.

RECOMMENDATION: That the Senate amendment be rejected.
Acceptance of the amendment would (a) creste s sharp and incongruous ' —
disperity between the term of 90 per cent loans and the term of ,}.M-"
80 per cent loans and {b) ceuse a greater resistance then would
otherwise be encountered in obtaining acceptance of the 90 per cent
mortgage on the part of lending institutions.

9, MORTQAGE~INSURANCE PRIMIUMS: The Senate amendment mskes
the reduced basis of FHA premiums applicsble to mortgages insured
prior to the ensctment of the pending legislation as well s2 to A
mortgsges subse uently insured. N

RECOMMENDATION: That the Senate amendment be sccepted. ”\ /
y
t

N

10, VOLUME OF MORTGAGES INGURABLEs The Semate amendment
empowers the President to incresse from §2,000,000,000 to
£3,000,000,000 the smount of mortgege insursnce which the FHA is Y
authorized to have outstanding st any given time, The House bill ¥
places no limitstion on the extent to which the President may suthore”
ize such en incresse. \”‘)f(‘

RECOMMFEDATION: That the Senate smendment be revised %
/ to increase from '1,000,0@,0& to ‘3.@,@,@ the amount by ;
w vwhich the President may extend the authority of the FHL to issue
/ mortgage insurence, and thet the House provision be rejected. :
ALTFRNATIVE: That the £2,000,000,000 figure in both the House bill ;

end the Senate amendment be changed to $3,000,000,000, end the
reapective clauses empowering the President to authorise an increase :
be eliminated.
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The esseatial purpose of the program ocutlined by the
President iz to stimulate the privete construction end finsneing
of housing "st prices, rates, and rente thet the mass of our
people can afford to pey.® As the President pointed out in
his messzge, sn average of 800,000 to 800,000 dwellinyg units
ought to be bullt sanually over the next five years to over-
come the nccumulated shortage of housing and to meet the normel
growth in number of femilies,

The principel mesns proposed to encourege building
companies to orgsnize for large-seale production is the ine
sursnce of 30 per cent mortgagee on houses valued up to $6,000,
thereby making the purchese of such houses possible under o
single low-cost mortgage upon & down payment of 10 per cents

In the bill e emended by the subcommittes, the
{nsurance of these 90 per cent mortgages is suthorised, but
two restrictions are sdded thst would seriously limit production
snd impede large-seale operztioms

1. The btuilder or contractor would be reguired to go on

the mortgege with the mortgagor until the loen was
reduced from 90 per cent to 80 per cent, notwithstending
the fact that the Federsl Housing idministrstor is
réguired to inquire into the credit stsading of the
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borrower md pass upon his reasonsble ability to
meet the periodic payments. To require the builder
or contrector to go on the mortgsge would quiekly
tie up his working cspitel, impeir his credit, end
deprive hin of the basis of carryiag on any further
construction sctivity, Thus the suthorization of 80
per cent mortgeges in one elause of the subcommittee's
bill would be mullified by the unworksble reguirement
imposed on the builder or contractor in snother clause.
2, The suthorizetion to insure small-house mortgages up

to 90 per cent would be limited to July 1, 1941, This
would meen that any building companies orgenised to
engsge in large-scale operstions in the smsll-house
field would heve o ralse capitsl end develop an organi-
zation for what would st best be & three-sad-one-hslf-
yesr merket., Thas, evean if the buliding compeny were
not required to endorse the mortgage~-a condition that
would {tself meke the ralsing of eepital impossible—
the difficulty of getting the capltal snd organisation
together for a hwusiness thet would have no market after
two or three bullding seasons would de slmost insuperable
It may be said of these two smendments, therefore, that

the suthorizstion of 90 per cent mortgages would be not mevely 2

meanisgless gestare, but o misleading one, The expectation of

a large voluse of smellehouse constraction could not be realised,
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snd the failure to realize it would react against the
Administration.

hnother smendment mede by the subcommittee that
would seriously impede the raising of funds for large-seale
operations, both in the rentsl housing field end the sasll-
house field, is the provision thet mortgegees meking losns on
the large-seale operstions insured under Sectlon 207 of the
Housing Act {what is usaally spoken of ao the limited-dividend
section) would receive debentures for only 95 per cent of the
unpeid belance of the mortgege in the event of defsult.

If this figure were fixed at 98 per cent, or even
wme-{,ebwmmummuw. The
relatively small difference, however, between a pemalty of 2
or § points end s penalty of § points might be just enough to
represent the differsnce between & very large volume of construc=-
tion and & comparatively small volume., Furthermore, thst dif-
ference of 2 or & points ia the amount recoverabls on large-scale
loans would have a prejudieial effect on the bonds issued by
Hational Mortgsge Associastioms meking suech losns., The bonds
would therefore have to bear & somowhet higher rate of intevest
than would be the cese othdrwise. Thiz would measn, of course,
a correspondingly higher rete of interest than would otherwise
be required on large-scale losns.

Thus there sre three amendments made by the subcommittee
which, though ostensibly designed to "protect the government,®
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are sctuslly aimed st defeating the President's progrsm and
praventing a widespread recovery of housing construction asnd
finsacing by private mesas. They really kill the bill.

There is & fourth smendment, ostensibly designed
to "safeguard® the Nationsl Mortgsge Associations, thet is
sctually calculated to discourage private cspital from orw
gsnizing any of these sssocistions. It is the amendment
limiting to 15 to 1 the ratio of bonds to capital., The emly
Justifieation offered for this emendment is the emendment
previously referred to thsat would have & prejudlcisl effect
on the bonds of associstions meking large-scale loans insuved
under Section 207, In other words, these two smendments hang
togethery the § point penalty in the one is offered ss the
renson {or keeping dosm the volume of large-sesle construction
that might be financed under the other,

It is perfectly true that the formetion of & Hetional
Hortgege dssocistion with $50,000,000 of RFC funds would mske
possible the raising of §750,000,000 through the sale of bonds
if the ratic were placed &t 15 to 1 instead of 20 to 1. But
there is sn enormous difference between 750,000,000 and
$1,000,000,000 when measured in terms of construction activity
snd employment. What semsible reason can thers be for letting
#1 of governmental capitsl bring in §15 of privete espitel whem
it might just as emsily bring in §207

The President's message looks towsrd the formstion of
Hational Nortgege Associations by private capitel, snd several
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of the provisions in the Administration bill as introduced
by Senator Wagner had thet purpose cspecially in view. One
of the most importent of these provisions was that authorizing
the 20 to 1 ratio of bonds to capital. Since the sssociations
can issue bonds only sgainst FiA-insured mortgeges, government
obligations, goverament-gusraanteed obligstions, end cash,
investors in the bonds are assured an extraordinarily high
degree of prdection.

The proposed incresse in the ratio of bonds to cspital
is necessary as a practical mstter because 2 national mortgage
association would have to sell its bonds st a very nerrow spread.
The association ought therefore be permitted to have & resson~-
ably large turnover of its cspital in order to cover expenses
and meke a fair profit. If the ratio of bonds to capitsl is
not made large enough to sssure reasonable sernings, then mani-~
festly no sssociations will be formed by private capital. Thus
snother of the ostensible "safeguards” writtea inte the bill
by the subcommittee would hsve only s delusive mecening and
an obstructive result.

12/19/37
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